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PART I

Item 1. BUSINESS.

THE COMPANY AND ITS SUBSIDIARIES

Texas Utilities Company (Company) was incorporated under the laws of the State of Texas in 1945
and has perpetual existence under the provisions of the Texas Business Corporation Act. The Company is.

a holding company and at December 31,1980, owned 99.9 percent of the outstanding common stock of
Dallas Power & Light Company (Dallas Power) and all of the outstanding common stock of Texas
Electric Service Company (Texas Electric) and of Texas Power & Light Company (Texas Power). These

*

three companies are electric utilities and are the principal subsidiaries of the Company. The Texas Utilities
Company System (System ) also includes six other subsidiaries which perform specialized functions within
the System. At the end of 1980, System companies had 14,389 full time employees.

The Company holds no franchises other than its corporate franchise; the electric utility subsidiaries
possess all of the necessary franchises and certificates required to enable them to conduct their businesses.
Such franchises and certificates are non-exclusive, expire at various dates or are without express limit as to
time, and contain no unduly burdensome or restrictive provisions.

Dallas Power, Texas Electric and Texas Power are engaged in the generation, purchase, transmission,
distribution and sale of electric energy in adjoining service areas in the north central, eastern and western

! parts of the State of Texas, with a population estimated at more than 4,000,000 - about one-third of the
'

population of Texas. The transmission lines of the three companies are interconnected and constitute an
integrated system through v hich the output of the steam electric generating stations is distributed in the

; service area.

Dallas Power provides electric service primarily in Dallas County, including the cities of Dallas,
Highland Park, University Park and Cockrell Hill and some of the adjacent unincorporated areas. The
area is a banking, insurance and commercial center with substantial electronics and aerospace manufac-
turing and a variety oflight industry.

Texas Electric provides electric sersice in 48 counties in north central and west Texas, including the
I

cities of Fort Worth, Wichita Falls, Midland, Odessa, Arlington, Grand Prairie and 72 other incorporated
'

municipalities. The territory served includes a major portion of the Permian Basin oil and gas area, and
other oil fields and substantial cattle and farming sections in west Texas. Automotive and aircraft
assembly, petrochemical, and specialized steel manufacturing are among the larger industrial activities.
Fort Worth is a center of banking, business and industry. The area served between Fort Worth and Dallas
is a highly diversified complex oflight industry, warehousing and commercial development, and contains a
variety of recreational attractions.

Texas Power provides electric service in 51 counties in north central and east Texas, including the
cities of Irving, Waco, Tyler, Mesquite, Richardson, Killeen, Temple, Sherman, Denison, Paris, Lullin,
Brownwood and 252 other incorporated municipalities. The territory served includes the rich agricultural
blacklands of central Texas, the farming and ranching sections north and east of Dallas, part of the oil and
gas fields of east Texas and the Dallas-Fort Worth Airport. The area has a highly diversified industrial
base oflight and heavy manufacturing, including electronics, oil field equipment, aluminum smelting, tires
and air conditioning equipment and oil and gas production.

Texas Utilities Services Inc. (Service Company), a subsidiary of the Company, furnishes engineering,
financial and other services at cost to the System companies.

5

Texas Utilities Generating Company (Generating Company), a subsidiary of the Company, acts for
the three electric utility subsidiaries N the operation of their jointly owned generating stations and
furnishes related services, includir:, the ownership and operation of fuel production facilities for the<

surface mining and recovery ofligni : for use as fuel at such stations.
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Item 1. BUSINESS (Continued).

Texas Utilities Fuel Company (Fuel Company), a subsidiary of the Company, owns a natural gas
pipeline system, acquires, stores, and delivers fuel gas and oil and provides other fuel services for the three

) electric utility subsidiaries for the generation of electric energy.

Old Ocean Fuel Company (Old Ocean), a subsidiary of Texas Electric, owns and operates facilities
for transporting and storing fuel gas primarily for that company.*

Chaco Energy Company (Chaco), a subsidiary of the Company, was organized to own and operate
facilities for the acquisition, production and delivery of coal and other fuels..

Basic Resources Inc. (Basic), a subsidiary of the Company,is engaged in the development of natural
resources, primarily energy sources, and related technology and services.

For energy sales and operating revenues contributed by each class of service, see item 6, Selected
Financial Data-Consolidated Operating Statistics.

GENERAL PROBLEMS OF Tile INDUSTRY

The electric utility industry in general is currently experiencing problems in a number of areas,
including the effects of inflation upon the cost of operations and upon construction expenditures,
availability and increased cost of fuel for the generation of electric energy, the continued ability to recover
fully increased fuel costs through automatic fuel adjustment clauses, supply and high cost of capital,
difficulty in obtaining sufficient return on invested capital and in securing adequate rate increases when
required, compliance with environmental and mining regulations, uncertainties regarding the construction
and fueling of nuclear generating units, licensing and other delays affecting the construction of new
facilities, and the effects of conservation in the use of electric energy. The System companies have been
experiencing certain of these problems in varying degrees (see Fuel Supply; Regulation and Rates;
Environmental Matters; Item 2, Properties-Construction Programs; Item 3, Legal Proceedings and item
7, Management's Discussion and Analysis of Financial Condition and Results of Operations). The
Company is unable to predict the future effect of such factors upon its operations or upon the operations of
its subsidiary companies.

In addition, the National Energy Act (NEA), enacted in November 1978, seeks to promote
conservation of e.nergy and the development of more plentiful domestic energy sources through various
regulatory and tax provisions. Among other things, NEA requires state regulatory authorities to give
consideration to certain rate and other standards and load management techniques, and provides for
cqpulsory interconnections and transmission of power under certain circumstances (see Regulation and
Rates), and restricts the use of natural gas and oil (see Fuel Supply). The Company is unable to predict
the future etTect of this legislation upon its operations or upon the operations ofits subsidiary companies.

PEAK LOADS AND CAPABILITY

System net capability, peak load and reserve at the time of the System peak are given below:

Peak load (s )

Increase
Net ( Decrease)

Capability Oser Reserse(b)
Year (megaw atts) Meganates Prior Year (megawatts)

1980. 17,412 12,591 15.7 % 4,821

1979- 17,432 10,880 ( 3.1 ) 6,552*

1978 15,932 11,232 6.7 4,700

* (a) Excluding interruptible load of Alcoa.
(b) Excess of net capability over peak load at time of the System peak.
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Item 1. BUSINESS (Continued).

The System peak load in 1980 occurred on July 2; summer weather in the service area was generally
warmer than normal accompanied in many areas by below average rainfall. The service area experienced
several periods when maximura temperatures and cooling degree days were considerably above normal.
During the last several years, reserve margins have been higher than in prior years due to the shift away
from natural gas to lignite, as the principal boiler fuel (see Fuel Supply).

.

FUEL SUPPLY.

Net input to the System for 1980 was 62,922 million kilowatt-hours of which 62,866 million was
generated in System stations. During this period, 693,436,183 million Btu's of fuel were consumed for
electric generation at an average cost of 118e per million Btu.

A comparison of the unit cost per million Btu of fuel consumed and the fuel mix for electric generation
during the last three years is shown below:

l'nis Cost Fuel Mix For
Per Million Bru Electric Generation

1980 1979 1978 1980 1979 1978

Gas. 169.0c 140.5c 137.0c 49.0 % 48.6% 58.0%
Oil.. 317.8 188.4 202.4 0.1 1.4 0.6
Lignite' 68.5 62.3 46.7 50.9 50.0 41.4

Average / Total . I l 8.0c 102.0c 100.lc 100.0 % 100.0 % 100.0 %

* Lignite cost per ton: $8.72 for 1980; $8.15 for 1979; and $6.28 for 1978.

The cost of fuel and increases therein are recoverable under the fuel cost factors referred to under
Regulation and Rates.

Gas

Fuel gas for units at nineteen of the principal generating stations of the System, having an aggregate
net capability of 12.011 megawatts, is provided under contracts with five principal suppliers, including
Fuel Company which supplied approximately 52% of the fuel gas requirements of the System companies
for 1980-39% under contracts principally with producers at the wellhead and 13% under contracts with
Lone Star Gas Company (Lone Star) assigned to Fuel Company by Dallas Power and Texas Electric in
June 1980 (see below). Lone Star also supplied approximately 18% of the fuel gas requirements of the
System for the same period under contracts with other System companies expiring at intervals through
1991. Short-term curtailments of gas deliveries have been experienced under the contracts with Lone Star
during periods of peak demand on its delivery system; however, such curtailments have been of relatively
short duration and have had no major impact on System operations. No curtailments have been
experienced under contracts expiring through 1983 with the other principal suppliers providing the
remaining 30% of the fuel gas requirements during 1980.

In June 1980, several Lone Star contracts held by two of the electric utility subsidiaries were assigned
to Fuel Company. Concurrently with these assignments, supplemental agreements between Fuel
Company and Lone Star were signed which provide for (i) an increase in maximum daily and annual
delivery obligations of Lone Star, (ii) an increase in the delivery points through which these supplies could
flow to System generating stations, and (iii) an extension of the primary term through 1989 or 1990, with
provision for year to year extension by mutual agreement. Additional fuel gas available to the System

*
under these supplemental agreements will be used, together with other supplies, to meet the short-fall
occasioned by the expiration of the contract for fuel gas from the Old Ocean Field.
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Item 1. BUSINESS (Continued).

One major contract with a principal supplier of fuel gas for Texas Electric from the Old Ocean Field in
Brazoria County, Texas, expired at the end of 1980. Fuel gas supplied under this contract accounted for
approximately 19% of the System fuel gas requirements during 1980. Fuel Company has begun supplying
the fuel gas previously provided under the expired contract.

' '

Fuel Company owns and operates an intrastate natural gas pipeline system which extends from the
gas-producing area of the Permian Basin in west Texas to the Fort Worth-Dallas area and eastward to the
gas ficids of east Texas. This system includes a one-halfinterest in a natural gas pipeline which extends

,

395 miles from the Permian Basin area of west Texas to a point of termination south of the Fort Worth-
Dallas ares This 36-inch line has a total initial capacity of 550 million cubic feet of gas per day which can
be increased at additional cost to 1,300 million cubic feet per day by the installation of compression. Fuel
Company also owns and operates an additional 1,303 miles of various smaller capacity lines which are
used to gather and transport natural gas from other gas-producing areas, including the gas fields of east
Texas. Pipeline facilities of Fuel Company are interconnected with similar facilities of Old Ocean to form
an integrated network through which fuel gas is gathered and transported to certain of the generating
stations of the System companies for use in the generation of electric energy.

Fuel Company has acquired under contracts expiring at intervals through 2000, principally with
producers at the wellhead, supplies of gas which are generally expected to be produced over a ten to fifteen
year period. As gas production declines and/or contracts expire, new contracts are negotiated to replenish
or augment such supplies. During 1980, no cunailments were experienced under these contracts.

Fuel Company also owns and operates underground gas storage facilities with a usable capacity of
22.4 billion cubic feet. Gas stored in these facilities is currently capable of being withdrawn at a rate of
approximately 215 million cubic feet per day for use during periods of peak demand or curtailment of
de'iveries by other gas suppliers. Old Ocean also owns and operates an underground gas storage reservoir
with a usable capacity of 5.5 billion cubic feet. Gas from this facility is also available to meet seasonal and
other fluctuations to the extent of approximately 145 million cubic feet per day.

In September 1973, the Railroad Commission of Texas issued an interim order granting a rate
increase to LoNaca Gathering Company ( Lo-Vaca), a purchaser and transporter of natural gas, a portion
of which was ultimately purchased by Texas Electric. In a proceeding before the Railroad Commission,
Gulf Oil Corporation (Gulf), a purchaser, filed an application in late 1978 to pass through these costs to
Odessa Natural Corporation (Odessa) and Odessa filed a motion with the Railroad Commission to the
effect that should Odessa be required to pay any additional amounts to Gulf,it should be allowed to pass
these increased costs to Texas Electric, which purchased the gas from Odessa. Although Texas Electric
cannot estimate the amount of costs at issue, such costs could be substantial and may involve retroactive
charges which may not be recoverable by Texas Electric. Texas Electric, several municipalities served by
it, the Public Utility Commission of Texas, and certain wholesale customers intervened in this matter in
opposition to the motions of Gulf and Odessa. In December 1980 the Railroad Commission entered an
order denying Gulf's claim. (See Item 3, Legal Proceedings.)

In November 1978, the Powerplant and Industrial Fuel Use Act of 1978 ( Fuel Use Act), was enacted
as part of the National Energy Act. Among other things, the Fuel Use Act (i) generally prohibits the use
of natural gas and/or oil as a primary energy source in any new electric power plants, (ii) limits the use of
natural gas as a primary energy source in existing electric power plants in any calendar year before 1990 in
a greater proportion than the average yearly proportion of natural gas used during 1974 through 1976, and
(iii) requires that natural gas used in such facilities cease by 1990 unless specific exemptions can be
obtained. The Economic Regulatory Administration of the Department of Energy has issued regulations

.

implementing this Act. The Company is not able to state what impact this legislation or these regulations*

! will have on future operations. (See item 3, Legal Proceedings.)

4
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Item I. HUSINESS (Continued).

Oil

During 1980, dependence by the electric utility subsidiaries upon fuel oil as an alternate source of
boiler fuel amounted to 128,163 barrels of oil or 0.1% of total fuel requirements. Fuel oil is stored at all
nineteen of the principally gas-fueled generating stations. At December 31,1980, System companies had
fuel oil storage capacity sufficient to accommodate the storage of approximately 6.8 million barrels of oil,.

with approximately 4.7 million barrels of oil in inventory. It is anticipated that oil required to replenish
that removed from storage and consumed for the generation of electric energy will be met primarily from
purchases in the open market. Improvements in the method of delivery ofcertain lighter grades ofoil have*

been made through the construction of about nine miles of pipeline facilities connecting two generating
stations with the pipeline of a fuel oil supplier. Fuel Company has access to an oil pipeline and owns
terminal facilities to provide for more dependable and efficient movement of oil.

Lignite

Two units in service at the Big Brown generating station, three units at the Martin Lake generating
station, sad three units at the Monticello generating station (see Item 2, Properties) having an aggregate
net capability of 5,300 megawatts, use lignite as fuel; five other lignite-fueled units, with an aggregate net
capability to the System of 3,170 megawatts, are now in design or under construction (see Item 2,
Prope: ties-Construction Programs). These lignite units, which will be base loaded to operate at the
maximum practical load factor, have been or are being constructed adjacent to lignite reserves which will
be surface mined. At the present time, System companies, along with Alcoa which is a joint-partnpant
with Texas Power in the construction of the Twin Oak generating station (see Item 2, Proper-
ties-Construction Programs), own in fee or have under lease an estimated 820 million proven recoverable
tons of such reserves. The companies are engaged in an active program of core drilling and/or acquiring
additional reserves. Generating Company owns and operates equipment to remove the overburden and to
recover lignite. One lignite unit, Sandow No. 4 (see Item 2, Properties-Construction Programs), will be
owned by Texas Power and will be fueled from lignite deposits owned by Alcoa. For information
concerning applicable air quality standards, see Environmental Matters.

Lignite production operations at the Big Brown, Martin Lake and Monticello generating stations are
accompanied by an extensive reclamation program which returns the land to productive uses and includes
a vegetation restoration program. Similar programs are planned for future lignite-fueled generating
stations mentioned above. For information concerning federal and state legislation with respect to surface
mining, see Environmental Matters.

Coal

Chaco has agreements with major leaseholders for sub-bituminous coal reserves totaling more than
120 million recoverable tons located in San Juan and McKinley counties in northwest New Mexico. Chaco
has purchased an undivided one-third interest in such leaseholds and has the right to obtain the coal
produced from the remaining two-thirds interest in substantially all of such leaseholds. Problems with
respect to environmental impact studies and costs could affect the ability of Chaco to perfect its leasehold
rights with respect to approximately 10 million tons of this coal. Chaco also has a lease agreement with a
major mineral interest owner, Hospah Coal Company, a subsidiary of Santa Fe Industries, Inc., reported to
cover more than 200 million additional tons of recoverable coal in the same area of New Mexico. (See
Note 7 to Financial Statements.) In addition to these coal rights, totaling over 320 million tons of surface
mineable coal above a depth of 150 feet, options are held on a reported additional tonnage below the 150
foot level. Surface mining operations by Chaco are not expected to commence before 1982; however,'

problems in respect to lease assignment approval, permitting, transponation and surface and water rights
may delay operations to a later date.

.
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Item 1. BUSINESS (Continued).

Nuclear
Two nuclear-fueled units of 1,150 megawatts each under construction at the Comanche Peak station

will provide 1,970 megawatts to the System. The first of such umts is scheduled for service in 1982 and the
second in 1984 (see item 2, Properties-Construction Programs). Commitments have been obtained for
anticipated uranium ore concentrate requirements and fabrication senices for both units for the first 17

'

years of operation. Uranium hexafluoride conversion services have been contracted for through 1987, and
uranium enrichment contracts, having a duration of approximately 30 years, have been made with the
Department of Energy. No arrangements have as yet been made for the reprocessing requirements for the

,

Comanche Peak units and it is understood that at present there are no reprocessing plants in commercial
operation in the United States. However, there will be on-site storage capacity for spent fuel sufficient to
accommodate the e >eration of the units for approximately 17 years and this storage capacity can be
increased. Additional contracts for uranium ore concentrates and nuclear fuel cycle services will be
required in the future; however, it is not possible to predict the ultimate availability or cost thereof.
General

The companies are not able to state what problems may be encountered in the future in obtaining the
fuel they will require for use in generating electric energy to serve their customers, or predict the effect
upon their operations of any difficulty they may experience in protecting their rights to fuel now under
contract or in acquiring fuel in the future, or the cost thereof, although the cost of fuel is recoverable under
the fuel cost factors referred to under Regulation and Rates.

REGULATION AND RATES
Regulation

The Company is a holding company as defined in the Public Utility lloiding Company Act of 1935
( Act). The Company and its subsidiary companies are presently exempt from the provisions of such Act,
except as to Section 9(a)(2) which relates to acquisition of securities of public utility companies.

At present, the Company's electric utility subsidiaries do not transmit electric energy in interstate
commerce or sell el ctric energy at wholesale in interstate commerce, or own or operate facilities therefor,
and are not conne_,ed directly or indirectly to other systems w hich are involved in such interstate activities,
except during the continuance of emergencies permitting temporary or permanent connections which do
not subject them to the jurisdiction of the Federal Energy Regulatory Commission (FERC), successor to
the Federal Power Commission (FPC) under the Federal Power Act. In view thereof, each such
subsidiary believes that it is not a public utility as defined in the Federal Power Act and has been advised
by its counsel that it is not subject to regulation under such Act as to the issuance of securities or otherwise;
however, should the Company's electric utility subsidiaries become subject to the Federal Power Act, such
subsidiaries would be subject to regulation by FERC with respect to rates for transmission and sale of
electric energy at wholesale, the interconnection of facilities, the issuance of securities and to the extent
FERC determines, accounting policies and practices.

The Public Utility Regulatory Policies Act of 1978 (PURPA), a constituent bill of the National
Energy Act, grants power to FERC on its own authority or on application of any electric utility,
cogenerator or state regulatory authority to order interconnections and transmission of power under certain
circumstances. liowever, compliance with such an order involving interstate transmission of power would
not subject System companies to the generaljurisdiction of FERC. PURPA also requires state regulatory
authorities to hold public hearings to consider the application of certain rate design and other standards
and the mandatory use ofload management techniques. System companies are unable at this time to
assess the full effect of these and other provisions upon the results of their operations or financial condition.

The Public Utility Commission of Texas (PUC) has originaljurisdiction over electric rates and senice
in unincorporated areas and exclusive appellate jurisdiction to review the rate and service orders and
ordinances of municipalities. Each municipality within the System senice area has original jurisdiction
over the regulation of electric rates and senice within its corporate limits until such time that any such
municipality may elect to have the PUC exercise original jurisdiction. Approximately 19% of System

* revenues are derived from electric energy sales to customers in unincorporated areas. (See also Fuel
Supply and Environmental Matters for information relating to the Railroad Commission of Texas).
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Item 1. BUSINESS (Continued).

Central and South West Corporation (CSW) is a holding company with electric utility subsidiaries
operating in Arkansas, Louisiana, Oklahoma and Texas. For many years, CSW has operated two separate
systems-one interstate and part of the Southwest Power Pool (SWPP), and the other an intrastate system
tied in with the Texas Interconnected Systems (TIS), an intrastate network of six major investor-owned
and seven public entities. TIS includes Central Power & Light Company (CP&L), the southern part of
West Texas Utilities Company (WTU), both of which are CSW subsidiaries, Houston Lighting & Power

-

Company (HIAP), and the electric utility subsidiaries of the Company, a nong others. On May 4,1976,
CSW put its Texas system into interstate commerce, and by that act also connected the other parties in TIS

*

to Oklahoma through WTU. Texas Electric promptly disconnected from WTU and returned to intrastate
operation. Also, on that date subsidiaries of CSW, asserting that the System electric utility companies were
subject to the jurisdiction of the FPC, petitioned the FPC to require them to reestablish connections with
the interstate facilities of the CSW system. (See Item 3, Legal Proceedings.) In July 1976, the FPC issued
an order finding that the System companies were not public utilities as defined in the Federal Power Act.
On appeal, the United States Court of Appeals for the District of Columbia Circuit has remanded this
order to FERC, as successor to the FPC, for further clarification.

On May 2,1977, in Docket No.14, the PUC entered an interim order requiring WTU and CP&L in
effect to return to their pre-May 4,1976 mode of operation, and further requiring WTU to sever the
interstate ties into Oklahoma. On May 4,1977, after WTU had severed the interstate ties, interconnections
were reestablished between its intrastate system and TIS. On June 2,1977, the PUC entered a final order
confirming its interim order and prohibiting any party operating a utility system connected with TIS from
withdrawing from TIS or making connections with utility systems not so connected unless approved by the
PUC or pursuant to judicial mandate or order of the FPC. (See Item 3, Legal Proceedings.)

In February 1979,certain subsidiaries of CSW tiled an application with FERC under PURPA seeking
generally to exempt CP&L and WTU from certain provisions of the PUC order in Docket No.14 and to
require System companies to operate interconnected with facilities in the CSW system, including interstate
facilities. In July 1979, FERC issued an order instituting an investigation in the matter, which is currently
proceeding. (See Item 3. Legal Proceedings.) In October 1980, the System electric utility subsidiaries,
HL&P and CSW filed an Offer of Settlement in this proceeding, which has the concurrence of the FERC
staff, providing, among other matters, for the entry of an order requiring the establishment of two direct
current asynchronous interconnections between SWPP and TIS and for the wheeling of power between
such systems under specified terms and conditions. This offer is made on a basis which would not subject
System companies and HL&P to the jurisdiction of the FERC generally. In December 1980, FERC
granted the motion of the Department of Justice for leave to intervene in this proceeding, which motion
generally opposes the proposed settlement. As the result of the intervention by the Department of Justice,
the Administrative Law Judge ruled in January 1981 that a hearing in this proceeding is necessary;
however, this ruling will be reviewed by FERC. The settlement proposal of CSW, the electric utility
subsidiaries of the Company and HL&P would encompass the proceeding before FERC mentioned
hereinabove and is also contingent upon the settlement and termination of the proceedings before the
Securities and Exchange Commission (SEC) described hereinafter.

In August 1978, in connection with the application by Generating Company for an operating license
for the Comanche Peak nuclear station, the Department of Justice indicated that the intrastate provisions
of agreements among TIS members raise antitrust issues. The Nuclear Regulatory Commission (NRC)
has ordered a hearing on this matter which is in progress. Proposed licensing conditions relating to the
antitrust matters have been agreed to by the NRC staff, the Department of Justice and all parties to the
Comanche Peak proceeding. There is also in progress a similar hearing before the NRC relating to an
operating license in connection with the South Texas nuclear facility being constructed by HL&P and
CP&L, among others. The City of Brownsville, Texas has intervened in this proceeding claiming that

,

certain antitrust issues relating to HL&P should be considered, and asserted that similar issues affect*

System companies and should be considered in connection with their license application.

7
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Item 1. BUSINESS (Continued),

in March 1974, a request was filed with the SEC by four Oklahoma municipalities ar.d two
cooperatives, asking, among other things, that the SEC undenake a review of the status of CSW and its
subsidiaries under the Public Utility Holding Company Act of 1935; and that the SEC also review the
exemption granted to the Company and its subsidiaries to determine if that exemption should be revoked.
A hearing concerning the status of CSW under this Act has been in progress and is currently being held in
abeyance pending resolution of the matters before FERC described hereinbefore.

'

In December 1976, Tex La Electric Cooperative of Texas, Inc. (Tex-La), a wholesale customer of
Texas Power, requested an investigation by the PUC and the FPC to determine whether Texas Power*

engages in interstate commerce in connection with the transmission of energy generated by the Denison
Dam plant located near the Texas / Oklahoma border and which of such agencies has jurisdiction over the
wholesale sales of Texas Power. Subsequently, the PUC has established wholesale rates for sales by Texas
Power to Tex-La but the matter is still pending before FERC. Several parties have intervened in the
FERC proceeding including certain CSW subsidiaries, HL&P and the State of Texas. In addition, the

'
United States Supreme Court has granted a petition from the State of Texas to determine the location of
the Texas / Oklahoma boundary line in this area.

Rates

The present general rate levels of the electric utility subsidiaries were established at various dates in
1979 and 1980 by upward adjustments affecting all classes of service and provide for the full current
recovery of fuel costs (see General below).

Dallas Power received an order from the PUC in October 1979, confirmed by a final order in March
1980, which recognized a revenue deficiency for the test year ended December 31,1978, of approximately
$37 million, or 9.7% The Company commenced billing these new rates in December 1979 within the four
municipalities and the areas subject to the originaljurisdiction of the PUC. Prior general rate levels were
established, commencing with billings in August 1978, by upward adjustments of electric service rates for
all classes of service designed to increase operating revenues for the test year ended September 30,1977,
by approximately $41.6 million, or 13%

In September 1980, Dallas Power filed applications with the PUC and with the municipalities of
Dallas, Highland Park, University Park and Cockrell Hill for upward adjustments in electric service rates.
On February 26,1981 the PUC issued an order which recognized a revenue deficiency for the test year
ended June 30,1980,~ of approximately $56.3 million, or about i1.4%, for customers subject to the original
jurisdiction of the PUC. Either through placing rates in effect under bond, as provided in the Public Utility
Regulatory Act of the State of Texas, or through issuance of interim orders by the PUC acting in its
appellate jurisdiction, Dallas Power began billing said increased rates to all customers in March 1981.

Texas Electric received a final order from the PUC in October 1980 which recognized a revenue
deficiency for the test year ended March 31,1980, of approximately $69.4 million, or 10.1% The new
rates, which apply to all classes of service, were placed into effect in October 1980. Prior general rate levels
were established, commencing in November 1979, by upward adjustments of electric service rates for all
classes of service designed to increase operating revenues for the test year ended March 31,1979, by
approximately $38 million, or 7.6%

Texas Power received a final order from the PUC in April 1980 which recognized a revenue
deficiency for the test year ended September 30,1979, of approximately $81.9 million, or about IOS The
new rate schedules were effective in all areas with consumption after May 26,1980 (see Item 3, Legal
Proceedings). Prior general rate levels were established, commencing at various dates between May and
August 1978, by upward adjustments in electric service rates for all classes of service designed to increase
operating revenues for the test year ended September 30,1977, by approximately $41 million, or 7% (see

*

item 3, Legal Proceedings).
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Item I. HUSINESS (Continued).

In af arch 1981, Texas Power made applications to the PUC and to all of the incorporated
municipalities in its service area for upward adjustments in electric service rates. The proposed rate
adjustments, affecting all classes of service, are estimated to increase operating revenues of Texas Power by
approximately $198 million, or 20.3% for the test year ended December 31,1980. Texas Power is unable
to predict the extent, if any, to which these rate increase requests will be granted.

,

General

in an order issued in April 1979, following a hearing with respect to certain transactions, involving
substantial amounts, among the subsidiaries of the Company, including DaEas Power, Texas Electric and
Texas Power, the PUC concluded that the transactions reviewed were generally in the public interest.
Certain provisions of the order, however, required that prior PUC approval be obtained with respect to
certain future transactions among the subsidiaries and required a $3.2 million refund and these provisions
were appealed by the electric utility subsidiaries of the Company and other parties to the proceedings. On
December 30,1980 following oral argument before the 53rd Judicial District Court of Travis County,
Texas in the appeal of this matter, the Court announced its intention to enter an order remanding this
matter to the PUC for further consideration in light ofits conclusion that the provisions of the Texas Public
Utility Regulatory Act required a prior determination by the PUC of the reasonableness of the charges
involved in transactions among affiliated interests, which have been recovered by the Company's electric
utility subsidiaries under their fuel adjustment clauses. The Court further indicated that it was not ordering
further refunds or requiring penalties to be levied but asked that these matters be further considered on
remand by the PUC. The Company's electric utility subsidiaries intend to appeal any adverse final order
entered by the Court. The Company's electric utility subsidiaries cannot predict the outcome of this
proceeding.

ENVIRONMENTAL MATTERS

The subsidiary companies are subject to various federal, state and local regulations dealing with air
and water quality and related environmental matters (see item 2, Properties-Construction Programs for
scheduled expenditures and item 3, Legal Proceedings).

Air |

Under the Texas Clean Air Act, the Texas Air Control Board (TACB) has jurisdiction over the
permissible level of air contaminant emissions from generating facilities located within the State of Texas.
In addition, the new source performance standards of the United States Environmental Protection Agency
(EPA) promulgated under the federal Clean Air Act, which have also been adopted by the TACB, are
applicable to such generating units, the construction of which commenced after Alarch 5,1972.

System gas and oil-fueled generating units have been constructed to operate in compliance with
regulations promulgated pursuant to these Acts. Particulate control devices have been installed at each of
the System lignite-fue:ed units and sulfur dioxide control devices have also been installed on Umt 3 at the
Monticello station and the three units in operation at the Martin Lake station in order to comply with
applicable regulations under these Acts. Due to variations in the sulfur content of the lignite fuel,
operation of certain of these generating units at reduced loads is required from time to time in order to
maintain compliance with these standards. (See item 3, Legal Proceedings.)

Generating facilities presently under construct,an are designed to comply with applicable statutes and
regulations. To date, required construction permits have been obtained for Unit 4 at the Martin Lake
station, Unit I at the Forest Grove station, Unit 4 at the Sandow station and Units I and 2 at the Twin Oak
station.
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f tem I. BUSINESS (Concluded).

The federal Clean Air Act Amendments of 1977, among other things, require the Administrator of
EPA to promulgate revised new source performance standards. The amendments also contain provisions
relating to the prevention of significant deterioration of air quality pursuant to which regulations have been
issued, and limit the maximum allowable increases in concentrations of sulfur oxides and particulates in
various areas. System companies cannot presently determine the effect of these amendments and

.

regulations upon their planned construction programs, although it is not expected that the regulations
relating to the prevention of significant deterioration of air quality will have a substantial impact on them.
(See item 3 Legal Proceedings.)

1

Water

The Texas Department of Water Resources (TDWR) and the EPA have jurisdiction over all water
discharges from System company generating stations and mining areas. System companies have obtained
all required liquid waste control orders from the Texas Water Quality Board, predecessor to the TDWR,
for facilities in operation and have applied for or obtained all such orders for facilities under construction.
The companies have received permits from the EPA under the National Pollutant Discharge Elimination
System (NPDES) for the discharge of waters from units at the generating stations currently in operation.
All NPDES permits required for units under construction and lignite mining areas have been applied for or
obtained. Most of these permits expired in 1980; however, applications for new permits have been
submitted while interim authorizations are in effect, and the companies believe they can satisfy the
requirements necessary to obtain renewals thereof.

In June 1979, the EPA issued revised regulations for the issuance of NPDES permits the validity of
which is being challenged by various electric utility companies, including the electric utility subsidiaries of
the Company (see item 3, Legal Proceedings). Also, it is anticipated that the EPA will issue new
regulations relating to thermal discharges as a result of litigation setting aside certain of the thermal
regulations initially adopted. System companies cannot presently determine what modifications might be
necessary to obtain NPDES permits for future plants or to obtain renewal * of existing permits, or to
comply with future requirements pertaining to thermal limitations or standards, nor can any determination
be made of the direct or indirect costs of any such modifications.

System company generating stations presently in operation have been constructed to operate in
; compliance with applicable state and federal standards relating to the quality of discharges of water (see

item 3, Legal Proceedings).

Diversion of water by System companies for cooling and other purposes is subject to the jurisdiction of
the Texas Water Commission, formerly the Texas Water Rights Commission, which is empowered to

,

allocate such waters among users. The companies possess all necessary permits from such Commission for
the use of surface water required for their present operations and plants under construction.

;

! Other

! System lignite mining operations are currently regulated at the state level by the Railroad Commission
of Texas. Surface mining permits in connection with the Big Brown, Martin Lake and Monticello stations
have been issued. Fedeial legislation regulating surface mining was enacted in August 1977 and

: regulations implementing the law have been issued. (See Item 3, Legal Proceedings.)
i

Disposal of solid waste is regalM wnder the Texas Solid Waste Disposal Act and at the federallevelj .

under the Resource Conservation and Recovery Act of 1976 (RCRA). The EPA has issued regulations
under RCRA and the Texas Department of Water Resources has issued regulations under the Texas act

. applicable to the System units. System companies cannot presently determine the effect of these Acts upon
their plant operations, but have submitted applications for the permits required by such regulations. (See
Item 3, Legal Proceedings.)

i 10
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Item 2. PROPERTIES.

The Company owns no electric plant or real property. At December 31,1980, System companies
owned and operated 77 electric generating units at twenty-three stations having a total net capability of
17,317 megawatts. The locations of the principal electric generating stations and transmission lines of the
electric utility subsidiaries are indicated on the map included herein. Forty-six generating units with a net
capability of 9,308 megawatts use natural gas as the primary fuel and are designed to use fuel oil for short
periods when the gas supply is interrupted or curtailed; five units with a net capability of 2,680 megawatts,

are designed to burn gas or oil on a continuous basis; eight units with a net capability of 5,300 megawatts
use lignite as fuel; and eighteen units with a net capability of 29 megawatts are diesel and use oil. In
addition, one electric utility subsidiary purchases 95 megawatts of firm power from other sources. The.

following schedule shows the number of generating stations and net capability of the System companies at
December 31,1980:

Net
Generating Capability

Stations (niegawatts)

Dallas Power .. .. 5 2,955

Texas Electric - 6 4,256
Texas Power - 9 4,806
Jointly owned'

_3 5,300

System . 23 17,317
==

From other sources . 95

Total 17,412

* By the three electric utility subsidiaries.

The principal generating facilities and load centers of the System are connected by 3,118 circuit miles
of 345,000 volt tran mission lines and 8,587 circuit miles of 138,000 and 69,000 volt transmission lines.

The interconr.ected electric systems of the subsidiary companies are connected by two 345,000 volt
circuits to Houston Lighting & Power Company; by five 138,000 volt and eight 69,000 volt lines to West
Texas Utilities Company; by one 345,000 volt, four 138,000 volt and one 69,000 volt lines to Lower
Colorado R ver Authority; and at several points with smaller systems operating wholly within Texas. The
electric utili.y subsidiaries are members of the Texas Interconnected Systems (TIS), an intrastate network
of six major investor-owned and seven public entities (see item I, Business-Regulation and Rates), and
of the Electric leliability Council of Texas ( ERCOT), the regional reliability coordinating organization for

i electric power sys! ems in Texas.

The generating stadons and other important units of property of the electric utility subsidiaries are
located on lands owned pnaarily in fee simple. The greater portion of the transmission and distribution!

lines of the electric utility subsMiaries, and of the gas gathering and transmission lines of Fuel Company
; and Old Ocean, has been constricted over lands of others pursuant to easements or on public highways
[ and streets as permitted by law. TM rights of each of the subsidiary companies in the realty on which its
'

properties are located are considered by it to be adequate for its use in the conduct ofits business. Minor
defects and irregularities customarily 1iund in titles to properties oflike size and character may exist, but
any such defects and irregularities do n it materially impair the use of the properties affected thereby. The
electric utility subsidiaries, and Fuel Cr mpany and Old Ocean, have the right of eminent domain whereby;

they may, if necessary, perfect or ucure titles to privately-held land used or to be used in their operations.
| Utility plant of the System companies is generally subject to the lien of the mortgages.

During the period from January I,1978 to December 31,1980, the System companies made gross
proper,y additions of $2,517,842.000 and retirements of property aggregating $190,003,000. Such gross

*

additions amounted to 33.9% of utility plant at December 31,1980.
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Item 2. PROPERTIES (Continued).

CONSTRUCTION PROGRAMS

Construction expenditures for additions to utility plant for the years 1981 through 1983 (net of
participation by others) are estimated as follows:

1961 1982 1983

Thousandsof Dollars'

Electric property:
Production _ . . . . .

$423,000 $417,000 $362,000

Transmission 95,000 102,000 116,000

Distribution 130,000 143,000 169,000

General , 26,000 26,000 28,000

Fuel facilities:
Gas , 10,000 6,000 4,000

Lignite . 80,000 71,000 104,000

Total 764,000 765,000 783,000

A FU DC .. .. 86,000 85,000 92,000

Total construction expenditures . .. . . . $850,000 $850,000 $875,000

Such expenditures do not include:
Nuclear fuel .. $ 13,000 $ 47,000 $ 63,000

Non-utility property 13,000 33,000 48,000

The subsidiary companies are subject to federal, state and local regulations dealing with environmen-
tal protection (sce Item I, Business-Environmental Matters). Construction expenditures for lignite-
fueled generating units ( Electric property-Production) for additional items of equipment contributing to
the protection of the environment, are estimated to include approximately $36,000,000 for 1981,
$13,000,000 for 1982, and $26,000,000 for 1983. Similar such expenditures approximated $45,000,000 for
1980, $32,000,000 for 1979 and $44,200,000 for 1978.

Additional generating units now in design or under construction (net of participation by others), and
the year each is scheduled for service, are as follows:

System Share

Espenditures Estimated
Scheduled Unit Net Through Estimated Completed

Unit for Capability December 31, Completed Cost per

Ownership Station ( s ) Fuel No. Serisce (megawatts) 1990 Cost Mesanate(b)

Thousands of Dollars

Texas Power . Sandow Lignite 4 1981 545 $ 233,323 $ 244.000 $ 448

fj 1,313.311 1,895,000 972
Jointly Ow ned( c )... Comanche Peak Nuclear

ff f6 60,223 892,000 793
Texas Power ( d ).. Twin oak Ligmte

Jointly Ow ned(c ). Forest Grove Ligmte i 1989 750 99,591 804,000 1,072

Jointly Ow ned(c).. Martin Lake Lignite 4 1990 750 34,420 492.000 656

(a) Subject to approval of various regulatory agencies, including the Nuclear Regulatory Commission in
the case of Comanche Peak.

(b) Except for Comanche Peak which reflects the total cost of the project for all participants.

(c) By the electric utility subsidiaries, except Comanche Peak which is net of the participation of Texas
Municipal Power Agency (6.2%) and Brazos Electric Power Cooperative, Inc. (3.8%) and the
anticipated participation of Tex-La Electric Cooperative of Texas, Inc. (4%%).-

(d) Capacity owned in a joint project with Alcoa.
'

1
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Item 2, PROPERTIES (Continued).

As a result of design changes and modifications required by the NRC and of delays in obtaining an
operating license, in July 1980, the in-service dates of Units 1 and 2 at the Comanche Peak station were
delayed from 1981 and 1983 to 1982 and 1984, respectively. In addition, as a result of the Company's
continuin!,; review of projected customer demand, the Company announced deferrals in the in-service dates
of other units under construction as follows: Twin Oak Unit I from 1985 to 1986, Twin Oak Unit 2 from
1986 to 1988 Martin Lake Unit 4 from 1985 to 1990 and Forest Grove Unit I from 1987 to 1989. The,

above chart reflects the foregoing delays and the resulting increased construction costs.
In January 1981, Texas Power sold a 4%% undivided interest in the Comanche Peak station, nuclear

fuel and associated transmission facilities to Tex-La Electric Cooperative of Texas, Inc. (Tex-La) for
approximately $90,000,000. This sale, which is subject to NRC approval, will reduce the percentage
ownership of Texas Power in such station to 31%%, with the interests of Dallas Power and Texas Electric
remaining unchanged at 18%% and 35%%, respectively.

Following an incident at the Three Mile Island nuclear power plant, the NRC staffissued an " Action
Plan"in June 1980, designed to provide a comprehensive and integrated plan to improve safety at nuclear
power reactors. EtTorts are underway to comply with applicable requirements of the Action Plan. Since
many of the improvements indicated by the Three Mile Island accident had already been incorporated in
the design of Comanche Peak, the Company believes that the modifications presently underway will not
significantly impact either the scheduled completion or the estimated completed cost of the two units at the
Comanche Peak station. However, if an operating license has not been issued by the time Unit No. I is
ready for fuel loading, construction costs may increase and the in-service date may be delayed. It is not
ar'ticipated that any deferral of the Comanche Peak nuclear units will have a materially adverse effect
upon the ability to provide adequate service or the results of operations of the System companies.

In decisions rendered in July 1976, the United States Court of Appeals for the District of Co!umbia
Circuit, in two proceedings in which none of the System companies was a party, held that the NRC must,
before granting construction permits or operating licenses, consider the environmental impact of
reprocessing spent fuel and of waste disposal. In March 1977, the NRC adopted an interim rule with
respect to such environmental impact and stated that all construction permits and operating licenses,
including the construction permit for Comanche Peak, previously issued will remain in effect. In April
1978, the United States Supreme Court reversed the Circuit Court decision:, upheld the NRC review
procedures and remanded one case to require the Circuit Court to determine if the NRC rule concerning
such environmental impact was adequately supported by the rulemaking record. Before commencement-
on operations at Comanche Peak, an operating license must be obtained from the NRC for which
application has been made (see Item I, Business-Regulation and Rates). The Company cannot predict
what etrect this proceeding may have on its application for such operating license.

The etrects ofintlation on construction costs and reevaluation of growth expectations by the System
companies may require changes in estimated completed costs and completion dates for certain generating
units in design or under construction. Actual expenditures and dates of completion may further vary
because of other uncertain factors such as weather conditions, licensing delays, and availability of fuel,
labor, materials and capital. At December 31,1980, construction of the additional generating units and
other major projects was on schedule for completion and testing prior to the planned in-service dates.
Commitments in connection with the construction programs, principally for generating plants and related
facilities, are generally revocable by the System companies subject to reimbursement to manufacturers for
expenditures incurred or other cancellation penalties.

In March 1981, the Company issued and sold 5,000,000 shares ofits authorized but unissued common
stock for $86,100,000. Of the funds required to finance the construction programs in 1981, present
estimates indicate that at least 50% of the funds will be provided from internal sources. System companies
expect to sell additional securities from time to time as needed to finance the remainder of such
construction programs, including (i) the anticipated private placement by Fuel Company in April 1981 of
$50,000.000 of Senior Notes, (ii) the anticipated sale by Dallas Power in April 1981 of $50,000,000
principal amount of first mortgage bonds and 300,000 shares of preferred stock for approximately
$30,000,000. (iii) the sale of shares of the Company's common stock pursuant to the Automatic Dividend.

Reinvestment and Common Stock Purchase Plan, the Employees' Thrift Plan and the Employee Stock
Ownership Plan (see Note 3 to Financial Statements) and (iv) the possible sale of additional pollution
control revenue bonds.
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Item 2. PROPERTIES (Concluded).

TEXAS UTILITIES COMPANY SYSTEM

DALLAS POWER & LIGHT COMPANY
TEXAS ELFClRIC SERVICE COMPANY

* TEXAS POWER & LIGHT COMPANY

December 31,1980
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Item 3. LEGAL PROCEEDINGS.

Fuel Supply

in January 1981 Gulf Oil Corporation filed an appeal in the 250th Judicial District Court of Travis
County, Texas, contesting an order issued by the Railroad Commission of Texas denying Gulf) claim to
the right to pass through increased costs of natural gas to Odessa Natural Corporation resulting from a rate
increase granted Lo-Vaca Gathering Company by the Railroad Commission in September 1973 (see Item.

I, Business-Fuel Supply). Also, Texas Electric filed suit in the 53rd Judicial District Court of Travis
County, Texas, contesting the jurisdiction of the Railroad Commission to grant Gulfits requested relief. A
decision therein has been deferred until the determination of the appeal by Gulf from the final order of the-

Railroad Commission.

In October 1980, System companies filed a petition in the United States Court of Appeals for the Fifth
Circuit for review of regulations issued by the Economic Regulatory Administration of the Department of
Energy implementing the Fuel Use Act (see Item I, Business-Fuel Supply). Such petition has been
transferred to the United States Court of Appeals for the Fourth Circuit.

Regulation and Rates

Texas Electric and HL&P were named as defendants in a suit filed against them on May 3,1976,in
the United States District Court for the Northern District of Texas, Dallas Division, by WTU and CP&L
(see item I, Business-Regulation and Rates). The suit generally sought to require Texas Electric and
HL&P to operate interconnected with the interstate facilities of WTU and CP&L. A trial on the merits in
this matter has been held and in February 1979, the Court entered a judgment to the effect that it would
not be in the public interest to force the defendants to interconnect in interstate commerce, finding among
other things that the defendants had not violated the federal antitrust laws. An appeal to the United States
Court of Appeals for the Fifth Circuit has been filed by WTU and CP&L, which have now requested that
further action thereon be deferred pending resolution of the settlement arrangements undertaken in
connection with the FERC proceeding described in Item I, Business-Regulation and Rates.

In July 1977, the three electric utihty subsidiaries of the Company intervened in a suit filed by WTU
and CP&L in the 53rd Judicial District Court of Travis County, Texas, challenging the validity of the final
order issued by the PUC in Docket No.14. In May 1978, the Department of Energy and FERC
intervened contending that the PUC violated the United States Constitution and the Federal Power Act by
ordering CSW to cease and not renew interstate power sales. A decision in this suit is pending. (See item
I, Business-Regulation and Rates.)

In July 1980, Tex-La filed suit in the 126th Judicial District Court of Travis County, Texas and the
Community Center of Stafford-Armstrong Addition of the City of Seagoville, Texas, et al. filed suit in the
53rd Judicial District Court of Travis County, Texas, for review of the April 1980 PUC order granting
Texas Power its most recent rate increase (see Item I, Business-Regulation and Rates). Each of the suits
seeks a reversal of the order and a refund of all payments made by the plaintiff thereunder.

In July 1978, Tex-La filed su;t in the 53rd Judicial District Court of Travis County, Texas, for review
of the PUC order of May 1978 granting Texas Power an increase in rates (see item I, Business
-Regulation and Rates). This suit seeks a reversal of the order and a refund of all payments made by
Tex-La thereunder. Subsequently, the McLennan County Consumers Association intervened, and the suit
was remanded to the PUC for consideration of certain transactions among subsidiaries of the Company.
The PUC entered an order regarding these transactions (see Item I, Business-Regulation and
Rates-General) and the rate appeal suit is currently pending in the District Court wherein the Court has

'

announced its intention to affirm the rate increase.
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Item 3. LEGAL PROCEEDINGS (Concluded).

Environmental Matters

In July 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas against
Generating Company, Service Company, and the electric utility subsidiaries of the Company, by the State
of Texas on behalf of the TACB. The petition alleges that Generating Company and Service Company,
acting as agents for the electric utility subsidiaries, have violated regulations issued under the federal Clean
Air Act, provisions of the Texas Clean Air Act, and permits issued by the TACB,in allowing the start-up of

*

Unit 3 at the Martin Lake station before the completion and operation of its associated air pollution
control equipment. The State seeks an injunction against further violation of the federal Clean Air Act and

,

penalties from each of the defendants of $1,000 for each day and each act of violation. The defendants are
contesting this action and do not expect that an adverse decision in this suit would have a material effect on
their operations or financial condition. (See Irem I, Business-Environmental Matters.)

In July 1979, Generating Company and various electric utilities filed suit in the United States Court of
Appeals for the District of Columbia Circuit challenging the validity of regulations issued by the EPA
pursuant to the federal Clean Air Act Amendments of 1977, relating to emissions of sulfur dioxide. (See
Item I, Business-Environmental Matters.)

In June 1979, various electric utility companies, including the electric utility subsidiaries of the
Company, filed suits in the United States District Court for the Western District of Virginia and the United
States Court of Appeals for the Fourth Circuit challenging the validity of the revised regulations issued by
the EPA in 1979, pertaining to the issuance of NPDES permits. These suits have not yet been set for trial
and the companies cannot predict the outcome of this matter. (See Item I, Business-Environmental
Matters.)

In May 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against
Generating Company t y the State of Texas on behalf of the TDWR. The petition alleges that Generating
Company has discharged contaminated water from the Martin Lake station into the adjacent lake in
violation of provisions of the Texas Water Code and permits issued thereunder to Generating Company by
the TDWR. In July 1979, the petition was amended to join a claim on behalf of the Texas Parks and
Wildlife Department (TPWD) that as a result of such discharges fish have been killed, the State of Texas
has suffered losses in the recreational value of its properties and the safety of the public has been
endangered. In July 1980, TDWR and TPWD filed a second amended petition which names the
Company and Service Company as defendants, in addition to Generating Company, alleges additional
violations of permits, seeks an injunction against further violations and seeks penalties in the amount of
$1,000 from each defendant for each day and each act of violation with a minimum of $281,000 from each
defendant, damages in the amount of $1,450,314 in regard to state fish resources and at least $500,000 for
lost recreation resources, as well as $5,000,000 in punitive damages. The defendants, including the
Company, do not expect that an adverse decision in this suit would have a material effect on their
operations or financial condition. (See item I, Business-Environmental Matters.)

In May 1979, Generating Company, along with various coal producers, filed suit in the United States
'

District Court for the District of Columbia challenging the validity of certain of the final federal surface
mining regulations implementing federal legislation passed in 1977. Judgments upholding certain of the
challenged regulations and remanding others for recomideration have been appealed to the United States
Court of Appeals for the District of Columbia Circuit. Enforcement of these regulations would increase the
cost of producing lignite; however, the Company does not anticipate that the terms and conditions of
permits issued thereunder vcill have a material advers.e etTect upon its future use oflignite as fuel for the
generation of electricity. (See Item I, Business-Fuel Supply and Environmental Matters.)

In June 1980, Generating Company and various electric utility companies intervened in a suit pending
in the United States Dis'rict Court for the District of Columbia, challenging the validity of certain EPA
regulations issued under RCRA. (See Item 1, Business-Environmental Matters.)

.
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Item 4. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.
Inasmuch as a definitive proxy statement pursuant to Regulation 14A will be mailed by the registrant

to the Commission for filing on or about April 10, 1981, this item has been omitted. Information with
respect to this item is found in said proxy statement under the heading-Beneficial Ownership Of Common
Stock Of The Company.

EXECUTIVE OFFICERS OF THE REGISTRANT
Positions ansi
Omces IIeld,

(Term Espires Date Elected to Business Esperience
Name of Officer Age May 15,1981) Present Osce(s) (Preceding Fine Years)

T. L. Austin. Jr. 62 Chairman of the November 15,1974 Same.
Board and Chief (January I,1975
Executive and etrective date)
Director

Burt B. Ilutsey, Jr. 63 President and November 15,1974 Same.
Director (January 1,1975

effective date)
Perry G. Brittain 56 Executive Vice November 15,1974 S.me.

President
W. H. Harnson, Jr. 64 Executive Vice November 15,1974 Same.

President
Erle Nye 43 Executive Vice November 21,1980 Vice President and

President prior thereto Vice
Pre:,ident of Dallas
Power & Light
Company.

L. S. Turner, Jr. 54 Executive Vice May 21,1976 President and Chief
President Executive of Dallas

Power & Light
Company.

R. E. Fonville 62 Secretary and May 17,1963 Same.
Assistant

Treasurer
H. A. Horn 50 Treasurer and May 19.1972 Same.

Assistant
Secretary

S. S. Swiger 45 Controller November 21,1980 Treasurer and Assistant
Secretary of Texas
Power & Light
Company.

There is no family relationship between any of the above named executive officers.

i
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PART11

Item 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED SECURITY :

HOLDER MATTERS. |

The Company's common stock is listed on the New York, Midwest and Pacific stock exchanges.

The price range of the common stock of the Company on the composite tape, as reported by the Wall.

Street Journal, and the dividends paid, for each of the calendar quarters of 1979 and 1980, were as followr

Price Ranse Diiidends Paid

Quarter F.aded 1900 1979 1900 1979

Hish Im High im

March 31 $18% $l4% $20% $18% $0.41 $0.38
June 30 19 % 16% 19% 18 0.44 0.41
September 30 18% 16 % 19 % 18% 0.44 0.41.

December 31 19 % 15 % 19 % 16 % 0.44 0.41

$1.73 $ 1.61

The Company has declared common stock dividends payable in cash in each year since its
incorporation .n 1945. Future dividends, however, may vary depending upon the Company's profit levels
and capital requirements as weil as financial and other conditions existing at the time. Reference is made
to Note 4 to Financial Statements regarding limitations upon payment of dividends on common stock of
certain subsidiaries.

The approximate number of record holders of the common stock of the Company as of December 31,
1980 was 77,700.

.
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llem & SELECIED FINANCIAL DATA.

CONSOLIDATED FINANCIAL STATISTICS

Year Ended Decemeer 31,

1975 1977 19761980 1979
- - -

- -

TOT AL Asstis end of year (thousands) $6,552,972 $5,821,932 $5,161,898 $4,563.806 $3,878,180

UTitrTY PLANI end of year (thousands) $7,438,877 $6,631,618 $5,862,096 $5,111.037 $4.398,695

. Accumulated depreciation end of year 1,378,654 1,213,927 I,057.068 917,637 88*,,837
.

Construction expenditures (including allowance
for funds used during constructen) . 807.008 872,916 737,353 734,282 671,708

CArff ALIZATSON end of year ( thousands)

Long. term debt $2,527,716 $2,368,612 $2,038,654 51,859,057 $ 1,627,403

Preferred stocks 600,109 535,824 506,233 476,578 446,923

Common stock and retained earnings . 2,090.520 1,830.472 1,624,298 1,432,830 1,266,086

Total $5,218.345 $4,734,908 $4,169,185 $3,768,465 $3.340,412

CArrTAuZATION RATIOS end of year

Long-term debt 48.4% 50 0 % 48 9% 49.3% 48.7%

Preferred stocks 11.5 11.3 12.1 12.7 13.4

Common stock and retained earnings 40.I 38.7 39.0 38.0 37.9

Total. 100 0 % 100.0 % 100.0 % 100.0 % 100.0 %

;

Avia Aon INnmEsT COST ON LONO-Trau Dast
end of year 8.3% 7.9% 7.5% 7.3% 7.2%

AVta AGE DIVIDEND Cost ON Patrtan sp STocas
end of year 7.7% 7.4% 7.3% 7.2% 7.1%

CONsOuoAfto NET INcout ( thousands) $297,844 $211,151 $200,738 $175,919 $147,920

DivioENos DECLAnf D ON COMuoN STOCK
(thousands) $164,527 $142,262 $119,945 $103,250 $85,800

_

COuwON STOct D ATA

Shares outstanding-avere ;e 93,719,257 86,319,396 79,026,787 73,194,444 04,625,000

i Shares outstanding-end of year %,088,645 87,985,098 80,665,889 75,000,000 70,000,000

Earnings per average share $ 3.18 $ 2.45 $ 2.54 $ 2.40 $ 2.29'

Dividends declared per share 1.76 1.64 1.52 I.40 1.32
j

|
Book value per share-end of year 21.76 20.80 20.14 19.10 18.09

j Earningt on average book value. 15.2 % 12.2 % 13.1 % 13.0 % 12.9 %

|

| ALLOWANCE FOn FuNos Usro DearNO CONsTavC-
|

TION As PtacENT OF CONSOUDATED NET INcouE ., 26.2% 28.2% 26.9% 33.3% 33.7%

| FUNos raOu Orta ATiONs as PractNT Or
!

CONsinUCTION ExrtNL,trats (excluding allow-
ance for funds used durug construcuon) 52.7% 40.3 % 44.1% 36.4% 29.7%

f

i
,

,

i
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Item 6 SELECIED FINANCIAL DATA (Concluded),

CONSOLIDATED OPERATING STATISTICS

Yeme Ended Deceseber 31.

E E E E D
Es irtate Emmov Otmaarto amo

Pont H4ss o ( mm h )
,

Genermd-net station output 62,865,641 58,051,429 57,1%,077 53,156,235 47,573.856

Purchased and net interchange 56,388 75,695 79,688 72,845 46,656

Total generated and purchawd $2,922.029 58,127,124 57,275,765 53,229,080 47,620,512-

Company use, knses, and unaccounted for , 4,422,762 4.001,684 4,041,486 3.549,768 3,290,124

Total electric energy sales $8,499,267 54.125,440 53,234,279 49,679,312 44,330,388

Funt. Mix ton Ei.tcTair GENsa AtiON ( percent)

Gai 49.0% 48.6 % $8.0% 65.9% 68.3 %

Oil 0.1 1.4 0.6 1.5 0.2

50.9 50.0 41.4 32.6 31.5Lignite
_

Total 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %

Es trimir Emmov Sal ts ( mmh)
Residential 19,844,409 17,394,402 17,943,224 16,642,382 14,548,407

Commercial . 14,683,104 13.264,436 13,117,202 12,347,755 11,338,371

Industrial 17.581,265 17,275,859 16,469,636 15,678,254 13,917,588

Government and municipal I.7 % ,988 I,669,726 I,728,056 1.565.518 1,425,665

Total general business , 53,905,766 49,604,423 49,258,118 46,233,909 41,230.031

Other clectric uuhties 4.593.501 4,521.017 3,976,161 3,445,403 3,100,357

Totalelectricenerg3 sales 58,499,267 54,125,440 53,234,279 49,679,312 44,330.388

'

Oriantswo Rivihuts (thousands)
Residential 5 877,555 5 672,340 5 640,6|| 3 552.331 5 442,204

Commercial 590,921 488,170 439,146 375,822 303,785

Industnal . 482,919 419,224 373,456 310,811 238,426

Government and municipal .. 68,396 54,565 49,623 40,331 32,390

Total general business 2,019,791 1,634,299 1,502,836 1,279,295 1,016,805

Other electric utilines 123,188 105,306 87,592 69,975 53,052

Total fmm electnc energy sales . . . . . . . . . . - . 2,142,979 1,739,605 1,590,428 1,349,270 1,069,857

Other operaung revenues . 31,574 16,684 13,928 18,508 12,473

Total opersung revenues . 52,174,553 51,756,289 51,604,356 51,367.778 51,082,330

'

Ettrinic Custouras t end of year)
Reudential . 1,344,037 1,287,701 1,221,468 1,159.885 1,122,358'

Commercial . 170,125 164.291 160,170 153,658 146,287

Indusinal 19,419 18,654 17,953 17,216 16,688
s

Government and municipal 10,494 11.257 11,260 11.274 11,121

Total general business - I,544,075 ',481,903 1,410,851 1,342,033 1,296 454

Other electnc unlities 79 80 62 60 59

Totst elecinc customers I,544,154 1,481,983 1,410,913 I,342,093 1,246,513

Residennal classification includes indirect sales
(apartments, etc.n dweihng units not included in
number of customers 223.960 240,164 243,886 248,755 240,672

,

Industnal classi5 cation includes interruptible service
to Alcoa:

Electnc energy sales t mah ) . 2,918,794 3.076,399 2,891,259 2,786.027 1,822,588

Opershg revenues (thausands) . 548,813 548,400 541,572 536,878 520.052*
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

'

Liquidity and Capital Resources

The primary capital requirements for 1980 and as estimated for 1981 through 1983 are as follows:

199C 1981 1982 1983*

Thousa eds of DoHars

,

Construction erpenditutes (excluding AFUDC) .. $729,000 $?64,000 $765,000 $783,000

Nuclear fuel and non-utility property 30,000 26,000 80,000 111,000

Maturities orlong-term debt and sinking
fund requirements-. 40,000 17,000 28,000 41,000

Total $799,000 $807,000 $873,000 $935,000
. . . .

For detail concerning major new construction work' now in progress or contemplated by the subsidiary
companies, commitments with respect theretoynd funds received for an interest in the Comanche Peak
nuclear station, see Item 2, Properties-Construction Programs.

The System generates funds from operations sufficient to meet operating needs, pay dividends on
capital stock and finance a significant portion of capital requirements. These funds are derived from
consolidated net income, depreciation, deferred taxes, and federalinvestment tax credits. Factors affecting
the ability of the electric utility subsidiaries to fund a portion of their capital requirements from operations
include adequate rate relief and regulatory practices allowing a sub,tantial portion of construction work in
progress in rate base, adequate depreciation rates, normalization of federal income taxes, full current
recovery of the cost of fuel used in the generation of electricity, and the opportunity to earn competitive
rates of return required in the capital markets. For 1980, approxirraiely 53% of the funds needed for
construction was generated from operations.

External funds of a permanent or long rcrm nature are obtained by th Sistem through the sale of
common stock by the Company, and the saks of preferred >tocks and long-term debt by the subddiary
companies. The capitalization ratios of the System at December 31,1980, consisted of approximately 48%
long-term debt,12% preferred stocks, and 40% common stock and retained earnings, and similar ratios are
expected to be maintained in the future. For informatior ,egarding bard lines af credit and short-term
borrowings of the Company, see Note 2 to Financial Statements. ,

Financing to date in 1981 includes the s' ale by the Co npany in March of 5,000,000 shares of its
authorized but unissued common stock for $86,100,000. The System expects to sell additional securities as
needed,in amounts and of types presently undetermined. Although the System companies cannot predict
future regulatory practices and are to some degree exposed to fluctuating economic and securities market
conditions, no changes are expected in trends or commitments which might significantly alter their basic
financial position or ability to finance capital requirements in the future (see Item I, Business-Regulation

and Rates).
See item 6, Selected Financial Data-Consolidated Financial Statistics for additional information.

Results of Operations

Increases in operating revenues include rate increases granted the elect *ie utility subsidiaries, reenvery
of higher fuel costs on a current basis, customer growth, and increased energy consumption by customers
(see Item 6, Selected Financial Data-Consolidated Operating Statistics and Item'1, Business-Fuel
Supply and Regulation and Rates). Energy consumption per customer is ;tfrected by material variations in
weather conditions and was particularly impacted by the unusually hot an4 fry summer o 1980 comparedr

-

to the relatively mild summer of 1979, and by warmer sumrr.cr and colder winter - in 1978.

Customer consumption also reflects the effects of energy conservation on the part of somt : , v ers.

Operation and maintenance expenses have increased substantially as a result of the continuing*

inflationary pressures on the cost of labor, materials and services and the additional lignite-fueled
generating units placed in service during 1979 and 1978; such expenses were also affected by the higher

22
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ltem 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (Concluded).

costs of operating and maintaining existing lignite-fueled generating units, including the additional costs of
operating and maintaining the pollution control equipment required in connection therewith and
unscheduled maintenance on several such units in 1979. Increases in taxes other than income resulted
primarily from increases in revenue and property based taxes. See Item I, Business-Fuel Supply for a.

comparison of unit costs of fuel consumed.

Increases in allowance for funds used during construction are primarily attributable to increases in the
.

amount of construction work in progress of the electric utility subsidiaries not allowed in rate base by
regulatory authorities, and for 1980, an increase in AFUDC rate efective November 1979 accompanied by
the commencement of semi-annual compounding. The decrease in other income and deductions-net for
1980 reflects decreased interest income on temporary cash investments; the increase for 1979 resulted from
an increase in interest income and increased income, from a large industrial customer ( Alcoa), of one
electric utility subsidiary for construction of generating facilities.

In addition to the impact of the factors mentioned above, the decrease in earnings per share of
common stock for 1979 reflects the need for adequate rate relief and the dilutive efect of sales of
additional shares of common stock during the year.

The c!cctric utility subsidiaries expect to pursue adequate and timely rate reliefin the future to osset
the eff'ects ofincreases in the costs of providing electric service.

The Company has prepared supplementary information concerning the efects of changing prices in
compliance with the reporting requirements of Financial Accounting Standards Board Statement No. 33;
such information is included in item 8, Financial Statements and Supplementary Data following the Notes
to Financial Statements.

.

.
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Issum 8. FMANCIAL STATERENTS AND StJPPI22WNTARY BATA.

TEXAS LJTIIJTIES CORWANY AND StJOSIDIARIES

STATERENT Cy smasana myED WICORE

Veer EmdedDessutor 30. ,

E E EN
New ThammamenedDeAuse

32.8743$3 $1.7 % 299 SlAGUM
OPERA 75sS E8V9htfes

.

OPERATWs0 ESesNSEs
7 E 981 40BA64 377.759

Fuel
298.188 234599 188.3e6

Opssumme
insis 13aAst 'Is.s37

nessnessasse
161.936 Im29s in33s

vl W
IMSSD 134284 IMl64

Psessalisessus teess(Mene 8)
IM366 127.85$ 194900

X Tense aiher eheminesee
1A04198 L34303 IJee,914

Teamlsessenes empsamos

400.852 379.886 343.442
Openavissa Iserenes

Oruma Iserumas
$6A66 43.332 28A38

Ateeresse ist egmisy Amads used esping seassrepose
21.M2 25J12 4854

coherinsser and h est
iS.345) ( B3.886) (I.384)

Federalinsses emmes
69.M3 54828 38.8M

Teselseheriasser
559.515 4M724 374.388

TotAt isscessa

lertunast CwAnoes
143.877 130.381 186448

lasseems se amerisage heads
62A82 39.839 24784

leessess se asherless.esem dets
33Al9 30J52 21.4M

Oiherionesess
Auswener for hervowed lineds used during esenenscuen i21.505) (16.306) (25.922)

238A73 IB4,lM IE978
Tesalisessens chargen

43.598 39.407 34602
Paarensso Stocs Deviseseos or SusseosAases

5 297.844 5 211.15l 5 200.738
CassaousAfss Ner isectass

Average shores o(coenmen sonst outstanding ( h =4 ) 93.719 86.389 79A27

Earusass and dmdeeds per shese of consnee sesck:
53.18 32.45 32.54

Earasses (se average shares seessaadsag)
I.M l.64 1.52

Dmdeeds esclased

STATDGENT OF C0 pans asmaTED RETAINED EARNINGS

Veer Eaded Desember St.

E E E
Thammands of DsAmes

BALANCs AT SsGWs9sNs0 Or YsAa
S 738,962 5690A73 3409.200

297.844 211,l$l 200.738
Apo-Coeselsdated meth *

IAR306 968,224 Sl0Als
Tosal

Daouct-Dmdeeds decinsed ce comasse sanck (lor per share.
164.527 142.262 I19.945

I see Statesaces of Chan=4 lacesse)
$ 392.279 5758.962 5690.073

BALANCs AT EMo or Ysan (Neer 4)
.

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NTATEMENT OF COMOLIDATED SOCitCE OF FUNDS FOR CONSTRIXTION

Yeme Ended Deceasee 31.

_1980 _1979 _1978

. - Thousandsof Dollars
Fu=ns F mow Orsa atio es

Conwiniated net income 5297,844 521I,151 5200,738

Deprec ation ( mcludmg amounts charged to fuel) - 181,835 167.103 151,188.

Deferred federal income taxes-net . 73.660 62,070 42,797

Federal mvestment tas credits-net 73,552 89.056 80.612 .

Alkmance for funds used dunng construction (78,171) (59.638) ( $3.960;

Total funds from operations 548,720 469,742 421,375

Less-Dmdends declared on common stock 164.527 142,262 119.945

Net funds from operations - 384.193 327,480 301,430

Fuhrn F mow FaNamcs%o

Sales of secunties:

First mortgage honds I25.000 175.000 -

Other long-term debt $8,879 199,538 216,752

Preferred staks 64.285 29,591 29.655

Common stock - 126,731 137,285 110,675

Retirement orlong. term debt - (40,390) (27,257) (27,646)

Increaw ( decrease ) in notes payable:

Bank loans . 50,000 - (45,000)

Commercial paper . ( 9.790) (45.655) 45,750

Net funds from financing 374,715 468.502 330.186

OINIa SOL:Rc ts ( Usis) OF Fusos

Changes m working capital, escludmg notes payable
and long-term debt due currently-

Cash in banks and temporary cash insestments . 2,684 8,433 26.045

Accounts recenable-net . (13.636) (23,164) (20,849)

Insentones - .. (55,988) (31,603) (t,134)

Accounis payable _ ....._... 4,409 (l 578) 30,598

Tases accrued 67,323 (19.451) 18,698

Other-net ... 6.271 10.035 23.460

Net change - .. 11,063 (57.332) 73,818

Non-utility property-net (7,122) ( 4,7 14 ) 13,173

Nuclear fuel - . (23.198) (12,192) (29.745)

Sale of utility plant - 99.871 -

Other-net - (10,814) (8.277) (5,469)

Net other sources ( uses) of funds (30.071) 17.2 % $1.777

Total.- 5728.837 5813.278 5683.393

Cowstauc1 oN Eurtsotiones

Urdity plan 5807.008 5872,916 5737,353
.

Allowance for funds used dunng construction (78.171) (59.638) (53.960)

Cowstaoction Exrtsoirtleis (escludmg allowance for funds
uwd dunng construction ) - 5728,837 5813,278 5683.393

,

See accompanying Notes to Financial Statements.
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TEXAS UTII.lTIES COMPANY AND SUllSIDIARIES

CON %OI.IIMll D ll41.AN(T. SilFTT

A S S 1. T S

December 31.

N hedule 19N0 1979~.

N o.
-

l housands of Ibliars
V Utit in Pl ANI

I lecinc plant in sersice:-

Pnsluction . $2.h92.655 $2.776.069

Transmiwion . 816.025 751,595

Disinhution . 1,429,45l 1,327,278

General .. . . . . 143.640 l IR,573

Total .. 5.281,771 4.973.508

Construction worl in progress - 2,055,838 I,577.946

Nuclear fuci . . . . . .
87,535 64,337

lleid for future use . . . . . 13.733 15.827

'lotat utility plant . 7,438.877 6.631,618

VI Lew accumulated depreciation . ..-. .. 1.378 654 1.213.927

Utihty plant,less accumulated depreciation .. 6.060.223 5,417.6')!

INvs srui Nrs- st cmt
Non. utility property.. 59.044 51.922

. . . . . 16.307 16.224Other insestments ( Note I ) . .

Total ins est ment s .. 75,351 68.146

* CasantNr Antis
Cash in banks ( Note 2 ) . . . . . 20.459 22,343

Specul deposits . 11,984 10.564

Temporary cash investments-at cost . - 800

Accounts receivable:

Customers . 119.242 103.067

Other... 22,955 23.814

Vill Allowance for uncollectible accounts . (6.518) (4.838)

Inventones-at average cost:
Materials and supplies 65,787 49,426

Fuel stock 128,166 88,539

Other current aweis . 27.808 18.308

Total current assets.. . . . . . . . . . . 389.883 312.023

Di s t ant o Di asis
Unamorti:cd debt espense . 9,308 9.212

Othe- . . . .
I8.207 14.86I

Total deferred debits . 27,515 24.073

Total . 56,552,972 $5.821,933

See accompanying Notes to Financial Statements.

.
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TEXAS UTil.ITIES COMPANY AND SUBSIDIARIES

C0%O1.1DA11D B41ANCE hilFET

LIAHILITIES

December 31.

1 9960 1979Schedule
- -

No..

Thousands of Dollars
Ca rt r ai r/ 41His

Common stock. Texas Utilities Company-=ithout par salue
( Note 3 ):*

Authorued shares- 150foWi0
Outstanding shares-- 1980. %,0R8,645; 1979. 87.985.098 . $ 1,198.241 $ 1,071,510

Retained earnings ( Note 41 R92.279 758,962

Total . 2.0 *).520 1,830.472

Preferred stocks ( Note 5 ) . _ 600,109 535.824

L ong. term debt. leu amounts due currently ( Note 6 ):

First mortgage bonds . 1.829,500 1,716.0(A)

VII Other long. term debt . 703,562 656,334

Unamortised premium and dncount . (5.346) (3,722)

Total . . . . . 2.527.716 2.368,e !2

Total capitaluation . 5,218.345 4,734,908

Ct une NT Lianti erns

IX Notes payable ( Note 2 ):

V11 Bank loans . . . . . . 50fn10 -

Commercial paper 165,910 175,700

Long-term debt due currently 17.380 34.619

Total ( to be refinanced ) . . . . . 233.290 210,319

Accounts payable .. 162,162 157,753

Dnidends declared . . . . . . $3.845 45,942

Customers'depouts . 15,161 12,948

Tases accrued . .. 109,947 42.624

Interest accrued . . . . . . 59.844 53.799

Other current liabilities .. 27.098 26.068

Total current liabilities . 661,347 549.453

Vill Rauavt n>a 1%st maNcl AND CAsontins . 5.013 5,122

Ac c ructatio Disikat o Finia ni isc ous Taus . 305.718 231,151

UNauoaiur o Fioimat isvntuest Tax Caioirs .. 362.549 301,299

Coquitutwr5 aso CowTisct %cu s ( Note 7 )

Total . 16,552.972 $5,821.933

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES COMPANY

STATEMENT OF INCOME

Year Eas8 * December 31.

1900 b79 1978Schedule - - -

yo..

Thousands of Dollars

Divros hos ON COMMON STOCas Or Sossio ARits

Dallas Power & Light Company $ 32,996 $ 32,337 $ 19,105
.

Texas Electric Service Company 58.320 50,500 46,080

Texas Power & Light Company 75.864 65,194 59,040

Total dividends 167,180 148,031 124.225

III UnimTRisuito E ARNINGS Or SusuDIARits 136,643 70,810 45,345

INTEREST ON LOANS TO SUsstDIARits _ 29,190 25,070 15,192

Total 333,013 243.911 224,762

OTHER INCOMs 147 72 105

TOTALINCOME 333,160 243,983 224.867

EXrENsEs AhoOTHER DEDUCTIONS

Administrative and general expenses 4,865 3,824 3,807

Interest on notes payable _ 29,863 28,140 19,433

Taxes other than income 588 868 889

Total expenses and other deductions 35.316 32,832 24,129

NET INCOME _ $297,844 $211.151 $200,738

STATEMENT OF RETAINED EARNINGS

Year Faded December 31,

? ? O
Thousands of Dollars

bat ANCE AT Bro NNINo Or YE AR _ $ 758,962 $690,073 $609,280

Apo-Net income - 297,844 211.151 200,738

Total 1,056.806 901,224 810,018

DEoUcT-Dividends declared on common stock ( for amounts
per share, see Statement of Consolidaicd Income) _ 164.527 142,262 119,945

B ALANCE AT ENo Or Ys AR (Note 4) - $ 892,279 $758,962 $690,073
,

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES COMPANY

STATF.MF.NT OF sot |RCE OF FUNDS FOR INVESTMENT

Year Ended Deceashec 31.

_1980 _1979 _1978

Thousandsof Dollrirs

Fusos Faou Ore a AttoNs*

Net income . $297,844 $211,151 $200,738

,
- Less- Dwidends declared on commor. stock 164,527 142,262 119,945

- Undistnhuted earnings of subddian'es 136,643 70,810 85,345

Total 301.170 213.072 20',290

Net funds from operations (3,326) (I,921) (4,552)

Fowns Faou Fasawc i%o

Safe of common stock 126,731 137,285 |10,675

Increaw ( decreaw ) in notes payable-

Bank loans - - (45,000)

Commercial paper (9,790) (45,655) 45,750

Net funds from financing 116,941 91.630 111.425

OrHf R SOUR (l5 ( UstS) of FUNos

Cash in hanks and temporary cash investments-net change (77) 139 (59)
* Notes receivable subsidiary companies-net change 11,325 1,230 (60,340)

Other-ne _ 6,005 3,418 3.526

Net other sources ( uws) of funds . 17,253 4,787 ( $6,873)

I%vistui Nis im CouvoN Stoc as or Sussioianits .. $130,868 5 94.4 % $ 50,000

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES COMPANY

BAIANCE SHEET

Decembre 31

Schedule @ M,

No.
Thousands of Dollacs*

ASSETS I

I

j 111 INVisTMENTs IN CoMWoM Stocas or Suns DIAmits-at equity $2,0%.398 $1.828.887*

Noits Rsctivasta raou Sessionraits 63.450 74.375,.

.|I CumatNT Asstis

Cash in banks (Note 2) 1.631 1.554 l

Notes recenable subsidiary companies 132.600 133.000 |
Other current assets 4.866 4.72 3

Total current aswts 139.097 139.277 |

Total 52.298.945 52.042.539

'|
LI ABILITIES

COMMON stock. without par value (Note 3):

Authorned shares-150.000.000
Outstanding shares-1980. %.088.645; 1979, 87.985.098 51.198.241 $1.071.510

RatAIN o EAaNINGs (Note 4),

Undistnbuted earnings of subsidianes _ 808.393 671.751 ,

|
Other net earnings 83.886 87.2II

,

Total retained earnings 892.279 758.02,

'

CumaswT LEADILmis |

Dwidends declared 42.263 36.064

IX Notes payable-commercial paper ( Note 2 ) 165.910 175.700

Other current liabilities 252 303'

Total current liabihties 208.425 212.067

l CowwtTwisTs ANoCost NotNcits ( Note 7)

Total . $2.298.945 $2.042.539

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POUCIES

Consolidation-The consolidated financial statements include Texas Utilities Company and all ofits.

subsidiaries; all significant intercompany items and transactions have been climinated in consolidation.

Utility Plant-Utility plant is stated at original cost. The cost of property additions charged to utility.

plant includes labor and materials, applicable overhead and payroll-related costs and an allowance for
funds used during construction.

<filowance for Funds Used During Construction-Allowance for funds used during construction
( AFUDC) is a cost accounting procedure whereby amounts based upon interest charges on borrowed
funds and a return on other capital used to finance construction are charged to utility plant. The accrual of
AFUDC is in accord with established accounting practices of the industry, but does not represent current
cash income. The subsidiaries have capitalized AFUDC at a net of tax rate of 8% compounded semi-
annually of expenditures incurred, except for that portion of construction work in progress allowed in rate
base by regulatory authorities. Prior to November 1979, a rate of 7% had been used. These rates were
determined on the basis of, but are less than, the cost of capital used to finance the construction programs.
Effective January 1,1981, a rate of 8%% was adopted.

Depreciation-Depreciation is based upon an amortization of the original cost of depreciable
properties on a straight-line basis over the estimated service lives of the properties. Depreciation as a
percent of average depreciable property approximated 3.7% for 1980 and 1979, and 3.9% for 1978.

Other Investments-The difference between the amount at which the investment in a subsidiary is
carried by the Company and the underlying book equity of such subsidiary at the respective dates of
acquisition is included in other investments: $14,411,000 at December 31,1980, and $14,269,000 at
December 31,1979.'

Federal Income Taxes-The Company and its subsidiary companies file a consolidated federal
income tax return, and federal income taxes are allocated to all subsidiary companies based upon taxab'e
income or loss. Deferred federal income taxes are generally provided for differences between book and
taxable income; such differences result primarily from the use ofliberalized depreciation and the class life
depreciation system ( ADR). Current federalincome taxes have been reduced by amounts ofinvestment
tax credits allowable under the Imernal Revenue Code; such credits are being amortized to income over
the estimated service lives of the properties. (See Note 8.)

Reservefor Insurance and Casualties-The companies, as allowed by regulatory authorities, maintain
a reserve for major uninsured losses and claims.

| 2. BANK BALANCES AND SHORT-TERM BORROWINGS

| At December 31, 1980, the Company had lines of credit with commercial banks aggregating
$300,000,000. At December 31,1979, the corresponding amount was $350,000,000 of which $70,000,000
was in the form of a temporary line of credit for which the Company paid a fee in lieu of compensating
balances: such temporary line of credit was cancelled by the Company on July 1,1980. The lines of credit
may be used for either back-up lines for commercial paper or for bank loans at the prime commercial

'

lending rate as it exists from time to time. At December 31, 1980, the total amount of borrowings
authorized by the Board of Directors of the Company from banks or other lenders was $500,000,000.

.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Continued)

Except as noted above, no commitments with respect to the maintenance of compensating balances
have been made by the Company to any banks from which it has lines of credit; such arrangements are

,
dependent upon 6e regular operating balances maintained in accounts with said banks by the Company
and its subsidiaries.

3. COMMON stock
,

The Company issued and sold shares ofits authorized but unissued common stock during the years
1980,1979, and 1978 as follows:

Automatic Dividend Employees' Thrift Plan
Iteintessment and Common and Employee

Public Offering Stock Purchase Plan Stock Ownership Plan Total

Year Shares Amount Shares Amount Shares Amount Shares Annount

1980 5,000,000 $74,250,000 1,728,478 $31,715,000 1,175,069 520,766,000 8,103,547 $126,731,000

1979 5,000.000 94.750,000 1,091,137 19,689,000 1,228.072 22,846,000 7,319,209 137,285,000

1978 5,000,000 97,250,000 95,817 1,856,000 570,072 11,569,000 5,665.889 110.675,000

In March 1981, the Company issued and sold to the public an additional 5,000,000 shares of its
authorized but unissued common stock for $86,100,000.

At December 31, 1980, 3,170,929 shares of the authorized but unissued common stock of the
Company were reserved for issuance and sale pursuant to the above plans.

The Company has 50,000,000 authorized shares of serial preference stock having a par value of S25 a
share, none of which has been issued.

4. RETAINED EARNINGS

The articles ofincorporation, the mortgages, as supplemented, and the debenture agreements of the
subsidiaries contain provisions which, under certain conditions, restrict distributions on or acquisitions of
their common stocks. At December 31,1980, $57,670,000 of retained earnings of two subsidiaries was
thus restricted as a result of the provisions of such articles ofincorporation. Retained earnings (Company
and consolidated) at such date also included $331,243,000, representing the Company's equity in
undistributed earnings since acquisition included in transfers by subsidiaries from their retained earnings to
stated value of common stock, making a total of retained earnings which was restricted of $388,913,000 at
December 31,1980.

.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Continued)

5. Patrinarn S70cKs or SUBSIDIARIES (cumulative, without par value, entitled upon liquidation to $100 a
share),

Ilee.c;&n Price Per.

Share (before addies
Amount secumulated dhidends)

December 31.
Shares - b ensuel.

Outstanding 1900 1979 Current Minimum

Thousands of Dollars
Dallas Power & Light Company

$ 4 00 senes 70,000 $ 7,049 $ 7,049 $l03.56 $103.56

4 24 senes 100,000 10,081 10,081 103.50 103.50

4 50 senes 74,430 7,443 7,443 110.00 110.00

4.80 senes 100,000 10,009 10,009 102.79 102,79

6.84 senes - 200.000 20,022 20.022 106.47 103.05

7.20 wnes 200,000 20,044 20.044 105.01 103.21

7.48 senes 300,000 30,073 30,073 106.69 102.95

Texas Electnc Service Company

5 4 00 senes 110,000 11,000 11,000 102.00 102.00

4.56 senes 65,000 6,563 6,563 112.00 I12.00

4 64 senes 100.000 10,016 10,016 103.25 103.25

5.08 series 80,000 8,004 8,004 103.60 103.60

7.44 series 300,000 30,006 30,006 106.12 102.40

8.32 senes 300,000 29.655 29,655 108.32' 101.00

8.44 senes 300,000 30,046 30,046 107.40 103.18

8.92 senes 200,000 20,076 20,076 105.83 103.60

9.36 senes - 300,000 29,625 29,625 107.02 102.34

10.12 senes 350,000 34,615 - | 10.12 * 100.00

Texas Power & Light Company

$ 4 00 senes 70,000 7,000 7,000 102.00 102.00

4.44 senes - 150,000 15,061 15,061 102.61 102.61
* 4 56 senes 133,786 13,379 13.379 112.00 112.00

4.76 senes 100,000 10.000 10,000 102.00 102.00

4 84 series . 70,000 7,000 7,000 101.79 101.79

7.24 series . 250.000 25,113 25.113 107.04 103.42

7.80 senes 300,000 30.030 30,030 105.20 103.25

8.16 senes 300,000 29,655 29,655 108.16* 102.04

8.20 senes .. 300,000 30,108 30,108 107.39 103.29

8 68 senes 300,000 29,550 29,550 108.43' 101.92

8.84 senes .. . .. 300,000 29,591 29,591 108.17' 102.05

9.32 senes - 300,000 29,625 29.625 106.99 102.33

10.92 senes 300,000 29.670 - | 10.92 * 102.73

Total 6,023,216 $600,109 $535,824

'

* Redemption may not be effected currently through certain refunding operations.

.
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TEXAS UTILITIES COMFANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Continued)

6. LoNo-Trau Drat OF Sussiotraits (less amounts due currently)

laterest Rate Groups Maturity Groups

December 31 Decemier 31..

From To 1 9110 im From To 1900 1979

Thousands of Dollars Thousands of Dollars
,

First mertgage bonds-

34% 4%% $ 123,000 $ 134,500 1981 1986 $ 183,000 $ 194,500

4h 5% 223,500 223,500 1987 1992 50,500 50,500

64 74 368,000 368,000 1993 1998 231,000 231,000

8% 9% 940,000 940,000 1999 2004 565,000 565,000

10 % 14 4 175,000 50,000 2005 2011 800.000 675,000

Total $1.829,500 $1.716,000 $1,829,500 $1.716,000

~

Other long-term debt:
Smking fund debentures

4%% 5%% $ 31,991 $ 34,283 1985 1989 $ 31,991 $ 34,283

6h 7% 36,079 39,558 1993 1994 36.079 39,558

Total 68,070 73,841 68,070 73,841

Pollution control revenue
bonds-net

5.70 % 7h% 147,252 128,373 2004 2009 147,252 128,373

Senior notes

8.50 % 10.45 % 488,240 334,120 1996 1999 488.240 334,120, , . .

Note payable - 120.000 - 1980 - 120,000

Toul 5 703,562 5 656,334
- $ 703,562 5 656,334

Sinking fund and maturity requirements for the years 1981 through 1985 under long-term debt
instruments in effect at December 31,1980, were as follows:

Sinking Minimum Cash
Year Fund (al Maturity Requirement (a)(b)

Thousands of Dollars,

i 1981 $16,881 $11,500 $l7,380
! 1982 17,268 22,000 27,977

| 1983 18,759 34,000 41,058
'

1984 33,331 45,000 65,680

1985 46,168 45,610 79,590

(a) Excluding requirements satisfied prior to December 31, 1980: $2,060,000 for 1981,

| $1,963,000 for 1982 $882,000 for 1983, $560,000 for 1984, and $320,000 for 1985,

| (b) Other requirements may be satisfied by certification of property additions at the rate of
167'e" of such requirements, except for eleven issues at 100c'.e

Utility plant of the System companies is generally subject to the lien of the mortgages.
'

i

!

.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Continued)

7, COMMITMENTS AND CONTINGENCIES

For major new construction work now in progress or contemplated by the subsidiaries, and
commitments with respect thereto, see item 2, Properties-Construction Programs.,

The three electric utility subsidiaries have entered into contracts with public agencies to purchase
cooling water for use in the generation of electric energy and the subsidiaries have agreed, in effect, to

*

guarantee the principal, $153,590,000 at December 31,1980, and interest on bonds issued to finance the
reservoirs from which the water is supplied.

Texas Utilities Company has entered into a surety agreement pursuant to which the Company has
undertaken to assure the performance by Chaco Energy Company of a lease under which coal reserves will
be acquired (see Item I, Business-Fuel Supply),

Reference is made to Item I, Business-Fuel Supply, Regulation and Rates, and Environmental
Matters and item 3, Legal Proceedings for information relating to legal and administrative proceedings.
In the opinion of the Company, such legal and administrative promedings are not expected to
have a material effect upon the financial position or results of operations of.'he Company or the Company
and its subsidiaries.

8 FtDERAL INCOME TAXES

The details of federal income taxes are as follows:
Year Ended December 31,

5 S S
Thousands of Dollars

Charged to operaung expenses:
Current federalincome taxes 5 51,310 5(13,622) 5 30,513

Deferred federalincome taxes-net:
Differences between depreciation methods and lives 56,185 49,I38 33,734

Certain capitalized construction costs . 10,516 9,269 9,%8
Other 3,026 446 (678)

Total 60,727 58,853 43,024

Insestmu.t tax credits-net '3,552 89,053 80,627

Total federal income taxes charged to operating expenses Ib,589 134,284 154,164

Charged to other income 8.345 13,816 1,316

Total federalincome taxes $202,934 5148,100 5155,480

Federal income taxes were less than the amount computed by applying the federal statutory rate to
pre tax book income as follows:

Year Ended December 31.

E E E
Thousaeds of Dollars

Federalincome taxes at statutory rate (46%; 48% prior to 1979) 5250,413 5183,383 5188,554

Reductions in federal income taxes resultmg from-

( Allowance for funds used during construcuon 35,959 27,434 25,901
| Depletsn allowance 8,033 6,265 4,737

Amortizanon ofinvestment tax credits - 8,925 7,237 5.216-

Other (5,438) (5,653) (2,780)

Total reductions . 47,479 35,283 33,074
;

! Total federal income taxes $202,934 5148,100 5I55,480'

Effective tax rate . 37.3% 37.1% 39.6%

|
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Concluded)

9. RETIREMENT PLANS

The companies have uniform retirement plans covering substantially all employees. The costs of the
plans are determined by independent actuaries and are funded by the companies as accrued. The costs of'

the plans, including amounts capitalized, approximated $26,520,000 for 1980, $22,878,000 for 1979, and

,

$17,198,000 for 1978. As of the annual valuations in 1980 and 1979, accumulated benefits and net fund
assets were as ollsws:r

Imp 0 Im

Thousands of Dollars

Actuarial present value of accumulated benefits:

Vested - $212,833 $184,868

Nonvested _ 24,405 21,768

Total $237,233 $206,636

Net fund assee., $185,565 $140,567

An assumed rate of return of 5%% was used in determining the value of accumulated benefits,

10. SUPPLEMENTARY FINANCIAL INFORMATION (Unaudited)

In the opinion of the Company, the following information includes all adjustments (constituting only
normal recurring accruals) necessary to a fair statement of such amounts; quarterly results are not
necessarily indicative of expectations for a full year's opere.tior s because of seasonal and other factors,
including rate increases at d variations in fuel costs resulting from changes in generation mix:

Consolidated Earniass Per Share
Operatins Revenues Net Income of Common Stock

Quarter Ended 1980 im g 1979 1900 y
Thousands of Dollars Thousands of Dollars

March 31 5 426,190 $ 382,978 5 37,2 % $ 37,409 $0.42 $0.44

June 30 480.254 414,599 50,206 43,352 0.54 0.50

September 30 763,826 545,273 142,116 91,376 1.51 1.06

December 31 - 504.283 413.439 67.626 39,014 0.71 0.45

Total $2.174.553 $1.756,289 $297.844 $211,151 $3.18 $2.45

.
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|

OPINION OF INDEPENDEN1 ERTIFIED PUBLIC ACCOUNTANTS'

! Texas Utilities Company-

We have examined the balance sheet of Texas Utilities Company and the consolidated balance sheet
of Texas Utilities Company and subsidiaries as of December 31,1980 and 1979 and the related statements
ofincome (company and consolidated), retained earnings (company and consolidated), source of funds
for construction (consolidated) and source of funds for investment (company) for each of the three years
in the period ended December 31, 1980. Our examinations were made in accordance with generally,

accepted auditing standards and, accordingly, included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.

In our opinion, the financial statements referred to above present fairly the financial position of the
| companies at December 31,1980 and 1979 and the results of their operations and the source of their funds

for construction and for investment for each of the three years in the period ended December 31,1980,ini

conformity with generally acceph accounting principles applied on a consistent basis.

Our examinations also com;,rehended the supplemental schedules listed in item II(a)2. In our,

opinion, such supplemental schedules, when consideaed in relation to the basic financial statements,
present fairly in all material respects the information shown therein.

f

/s/ DELOITfE HASKINS & SELLS
Deloitte Haskins & Sells

Dallas, Texas
March 26,1981

!
J

!
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

SUPPLEMENTARY INFORMATION CONCERNING EFFECTS OF
CHANCING PRICES

Unaudited information furnished in compliance with the reporting requirements of Financial
Accounting Standards Board Statement No. 33. Financial Reporting and Changing Prices (FASB 33),
follows. The Statement indicates the need for experimentation in providing information about the effects*

of changing prices. Such information is intended to help readers better understand the impact ofinflation
on the Company. Because the information is presented on an experimental basis,it should be viewed with
caution. Calculation of the information inherently involves the use of assumptions, approximations, and
estimates and, therefore, the resulting measurements should be considered in that context and not as
precise indications of the effects ofinflation. The effects of changing prices are not recognized for income
tax or ratemaking purposes, therefore the supplementary information should not be interpreted as
adjustments to earnings reported in the Financial Statements.

Information concerning the effects of general inflation (constant dollar) was determined by
converting historical cost amounts into dollars of equal purchasing power, as measured by the Consumer
Price Index for All Urban Consumers.

Information concerning changes in specific prices (current cost) represent such changes in utility plant
from the date costs were initially incurred to present, and differs from constant dollar information to the
extent that the specific price have increased at a rate different than the general ate of inflation. The
current cost of utility plant was computed by indexing the existing historical cost of plant by the Handy.
Whitman Index of Public Utility Construction Costs for the South Central Region and other appropriate
indices. Such current costs are not necessarily representative of the replacement cost of the Company's
productive capacity that might be incurred in a future period.

Depreciation on the constant dollar and current cost basis was determined by applying the System
companies' straight-line depreciation rates used for financial accounting purposes to the appropriate
indexed utility plant amounts, and is the only income statement item (including depreciation charged to
fuel) that has been restated from the Financial Statements. In compliance with FASB 33, no adjustment
has been made to federal income taxes.

Under rate-making rules prescribed by the Public Utility Commission of Texas, only the original cost
of utility plant is recoverable through revenues as depreciation. Therefore, the excess of the cost of plant
stated in terms of constant dollars and current cost over the original cost is not recoverable through rates as
depreciation and is reflected as Reduction to Net Recoverable Cost of Utility Plant. The Company
believes, based on past experiences, that System companies will be allowed to earn on the net investment
in utility plant when replacement of facilities actually occurs.

During periods ofinflation, the holders of monetary assets suffer a loss of general purchasing power
while holders of monetary liabilities experience a gain. The amount shown as Gain From Decline in
Purchasing Power of Net Amounts Owed reflects the net of these two items and is primarily attributable to
the substantial amount oflong-term debt which has been used to finance utility plant. Since depreciation
on this utility plant is limited by regulation to the recovery of historical costs, a holding gain on debt is not -
allowed and recovery is limited to only the embedded cost of debt capital.

To reflect the results of rate regulation. Gain From Decline in Purchasing Power of Net Amounts
Owed is offset by the Reduction to Net Recoverable Cest of Utility Plant.

.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

SUPPLEMENTARY INFORMATION CONCERNING EFFECI'S OF
CIIANCING PRICES (Concluded)

Sl31%IARY OF CONSOI.lD4TFD NET INCONIE ADJUSTED FOR EFFFCIS OF CllANGING PJtICF.S

.
Year Ended December 31,1980

Ilistorical Cost Adjusted for Oiant;ng Prices
Reported in
financial General InAstion Specihe Prices,

Statements (Constant DollarI (Currens Cost)

(1bousands of Ikilars) Aserage 1980 Dollars

Operanng revenues . 52,174.553 $2.174.553 $2,174.553

Operating espenws(a) .. . .. l.684.701 1,844,508 1.879,520

Operatmg mcome... . . _ . . 489,852 330.045 295,033

Other income . 69.663 69.663 69.663

Total mcome $$9,515 399,708 364.6 %

laterest charnes... .._ 218,073 218,073 218.073
Preferred stock dmdends of subudianes . 43,598 43,598 43,598

Conwhdated net mcome... ... ... .... 5 297.844 $ i38.017 $ 103.025

Increase in specinc pnces of unhty plant held dunng the year ( b) $1,020.929

Reduction to net recoverable cost of utihty plant - 5 (510.502) (332,594)
I frect of general mflaten on utihty plant.. (l.163.825)

I frect of general inflation in excess of mcrease m spec 6c pnces
of unhty plant after reducten to net recoverabic cost . (475,490)

Gam from decime m purchaung power of net amounts owed . 383,% 7 383, % 7

Net (hange in purchasing power.. $ ( 126,535 ) $ (91.523)

(a) Depreciation, including amounts charged to fuel, was $181,835,000 for historical cost, $341,642,000
for constant dollar and $376,654,000 for current cost.

(b) At December 31,1980, utility plant, net of accumulated depreciation was $10,741,258,000 for current
cost and $6,060,223,000 for historical cost.

CONIPARINON OF SELFCIFD FIN ANCIAL DATA ADJUSTFD FOR FFFFCI'S OF CilANGING PkitJ.3

1980 1979 1978 1977 1376

Thousands of Aserage 1990 Dollars

Operanng revenuet _ . . . _ . $2.174,553 $1.993,800 $2,026,382 $1.859.877 $ 1,566.680

( Constant Ikitar Informasion
| Conwhdaied net income.. $138,037 $99.981
'

Earnmgs per share of common stock .. . . . . . .. $1.47 $1.16

Net assets at > car end at net recoverable cost - $2,588.319 $2,553.070

Current Cost Information
j Consohdated net income.. $l03.025 $50,908

Earnings per share of common stock $1.10 $0.59'

Effect of general inflaten in exccu of,

| tncrease m specific pnces of unlity plant after
| reducuon to net recoverable cost $( 475,490) $( 535,423 )
! Net assets at year end at net recoverable cost - $2,588,319 $2,553.070

l
i General lnformation

( Gsin frorr. dechne in purchasing power
I of net amounis owed. $383,967 $414.547

| Dtvidends declared per share of common stock... $1.76 $1.86 $1.92 $1.9I $1.91
l Market pnce per share ofcommon stock at year end . $17,79 $19.05 $22.95 $29.18 $30.80

*

Consumer pnce inden-average 246.8 217.4 195.4 181.5 170.5
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PARTIll-;

Items 9 and 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT AND
MANAGEMENT REMUNERATION AND TRANSACTIONS, RESPECTIVELY.

Inasmuch as a definitive proxy statement pursuant to Regulation 14A will be mailed by the registrant

: to the Commission on or about April 10,1981. Items 9 and 10 have been omitted. Information is found in
! said proxy statement under the headings Election of Directors; and Remuneration of Officers and -

Directors, with regard to Items 9 and 10, respectively.; ,
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PART IV

Item II. EXillHITS, FINANCIAL, STATEMENT SCllEDUI.ES, AND REPORTS ON FORM 8-K.

(a) Documents Filed as Part of This Report.

Pese
.

1. Financial Statements (included in item 8 Financial Statements
and Supplementary Data ):

Statement of Consolidated Income for each of the
-

three years in the period ended December 31,1980.. 24.

Statement of Consolidated Retained Earnings for each
of the three years in the period ended December 31,1980_ 24

Statement of Consolidated Source of Funds for Construction
for each of the three years in the period ended December 31,1980 25

Consolidated Balance Sheet, Decemher 31,1980 and 1979_ 26. ..

Statements ofIncome and Retained Earnings for e:ch of the
three years in the period ended December 31.1980 (Company).. 28

Statement ofSource of Funds for Investment for each of the
three years in the period ended December 31,1980 (Company).. 29.

Balance Sheet December 31,1980 and 1979 (Company) -- . . . 30

Notes to Financial Statements 31.

Supplementtry Information Concerning Effects of Changing Prices - .

'

38

2. Financial Statement Schedules:

lil-Investments in and Dividends Received from Subsidiaries for each of the
three years in the period ended December 31,1980-Company and
Consolidated . . . . . . . .. 45.

V-Utility Plant for each of the three years in the period ended December 31,
1980-Company and Consolidated . 46..

VI-Accumulated Depreciation for each of the three years in the period ended
December 31,1980-Company and Consolidated.. 47.

Vil-Guarantees of Securities of Subsidiaries, December 31,1980-Company.. . 48

Vill-Valuation and Qualifying Accounts for each of the three years in the period
ended December 31,1980-Company and Consolidated.. 49.

IX-Short-Term Borrowings for each of the three years in the period ended
December 31.1980-Company and Consolidated = 50

X-Supplementary Information for each of the three years in the period ended
December 31,1980-Company and Cc,nsolidated 51

The following financial statement schedules are omitted because of the absence of the
conditions under which they are required or because the required information is included in
the Financial Statements or notes thereto:

.

1. II, IV, XI, Xil and Xill.

.
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liene 11. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND
REPORTS ON FORM 8-K (Continued),

3. Exhibits:

*3(a) -Restated Articles of Incorporation of Texas Utilities Company (filed as
Exhibit (b)(I)-a File No. 2-62268).

*3(b) -Bylaws, as amended, of Texas Utilities Company (filed as Exhibit 2(b)-2, File No.
2-60783).

*4(a) -DAtt AS POwtR & LIGHT COMPANY
Mortgata and Deed of Trust, dated as of February 1,1937, between Dallas Power
& Light Company and Old Colony Trust Company, Trustee (The First National'

Bank of Boston, successor Trustee), filed as Exhibit B-2, File No. 2-2801.
TEXA5 EttCTaic SERVICE COMPANY
Mortgage and Deed of Trust, dated as of March I,1945, between Texas Electric
Service Company and The Fort Wonh National Bank, Trustee, filed as Exhibit
7( b ), File No. 2-5609.
TEXA5 POwtR & LIGHT COMPANY
Mortgage and Deed of Trust, dated as of May 1,1945, between Texas Power &
Light Company and Republic National Bank of Dallas, Trustee, filed as Exhibit
7(c), File No. 2 57I8.

*4( b) -Supplemental Indentures to Mortgage and Deed of Trust:

DAtt.A5 POWER & LIGHT COMPANY
Number Dated File Refef ence Est.6 bit

First April I,1949 2-7855 7(a)
Second June 1,1950 2-8466 7(a) 2
Third March I,1953 2-10071 4( b)-3
Fourth February 1,1956 2-12200 2(b) l
Fifth December I,1956 Form 10-K 4(c)

for 1980
Sixth Decemt,er I,1959 Form 10-K 4(c)

for 1980
Seventh February 1,1963 2-20997 2( b)-7
Eighth January 1,1966 Form 10-K' 4(c)

for 1980
Ninth February 1,1967 2-25805 2( b)-9
Tenth June I,1970 2-37161 2(c)
Eleventh November I,1971 2-42043 2(c)
Twelfth September 1,1972 2-45403 2(c)
Thirteenth March I,1975 2-52708 2(c)
Fourteenth May 1,1977 Form 10-K 4(c)

for 1980

TEXA5 EttcTRic SERVICE COMPANY
Number Dated File Reference Exhibit

First October 1,1947 2-7186 7(b)
Second April I,1948 2-7423 7(c)
Third April 1,1949 2-7894 7(d)
Fourth June 1,1951 2-8982 7(e)
Fifth May 1,1952 2-9547 4(c)
Sixth April 1,1953 2-10118 4(c).

Seventh March 1,1955 2-12227 2(c)
Eighth March I,1956 2-60449 2(b)1
Ninth July 1,1957 2-60449 2(b)-1,

Tenth November 1,1958 2-60449 2(b)-l
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Item II. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND
REPORTS ON FORM 8 K (Continued).

TEXAS EttcTnic SEnvicE COMPANY (Continued)
Number Deted File Reference Embibit

Eleventh April I,1963 2-21105 2(b)
Twelfth February 1,1965 2-23056 2(b)-

Thirteenth February 1,1966 2-24384 2(c)
Fourteenth May 1,1967 2-26297 2(c),

Fifteenth March 1,1969 2-31474 2(c)
Sixteenth October I,1970 2-38358 2(c)
Seventeenth April I,1971 2-39627 2(c)
Eighteenth January 1,1972 2-42552 2(c)
Nineteenth April 1,1974 2-60449 2(b)1
Twentieth December I,1974 2-60449 2(b)l
Twenty-first JuneI,1975 2 60449 2( b)-l,

Twenty-second March 1,1976 2-60449 2( b)-l
Twenty-third February 1,1979 2-63425 2(c)
Twenty-fourth March I,1980 2 66633 2(c)
TTXAF POWER & EIGHI COMPANY
Numbi Deted File Reference Embibit

Firsi October I,1947 2 7204 7(a)
Seccid April I,1948 2 7446 7(a)
Thiro April 1,1952 2-9474 4(c)
Fourth May 1,1953 2-10204 4(c)
Fifth October 1,1954 2-11162 2(b)
Sixth November I,1956 2-12856 4(c)
Seventh December I,1958 2-11553 2(b)
Eighth January 1,1961 2-19452 2(b)-1
Ninth February 1,1963 2-21028 2(b)
Tenth January 1,1965 2-24326 2(c)
Eleventh February 1,1966 2-24326 2(d)
Twelfth February 1,1967 2-25885 2(c)
Thirteenth January I,1968 2-27853 2(c)
Fourteenth February 1,1970 2-35941 2(c)
Fifteenth September 1,1970 2-38171 2(c)
Sixteenth February I,1971 2-39083 2(c)
Seventeenth February 1,1972 2-42763 2(c),

Eighteenth February 1,1973 2-46740 2(c)
Nineteenth February I,1974 Form 8-K for (1)

February 1974
Twentieth October I,1974 Form 8-K for (1)

October 1974
Twenty-first April I,1975 2-52865 2(c)
Twenty-second Januarv 1,1976 2-55210 2(c)
Twenty-third Febrrary 1,1977 2-57963 2(c)
Twenty-fourth February 1,1979 2-63369 2(c).

Twenty-fifth May 1,1980 2-67594 ( b)(2)-2
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! |

Item 11. EXilI81TS, FINANCIAL STATEMENT SCilEDULES, AND

REPORTS ON FORM s-K (Concluded).

*4(c) -DAt LAs POWIR & LIGHT COMPANY

Debenture Agreements between Dallas Power & Light Company and Morgan
Guaranty Trust Company of New York. Trustee:,

Dated File Neference Fshibit

February 1,1964 2-22020 2( b)-10
, ,

February 1,1968 2 28016 2(b)13
Trx As Et s c1nsc Siavict COMPANY

Debenture Agreements between Texas Electric Service Company oj The First
National Bank of Fort Worth Trustee:

Dared File Neference Fshibit

! February 1,19N 2-16003 2(c)

February 1,1968 2 27908 2(d)
Ttx As POwe n ik LicHr COMPANY

Debenture Agreements between Texas Power & Light Company and First National
Bank in Dallas, Trustee:

Dated File Neference Fshibit

January 1,1962 2-19452 2( c)-2

January 1,1964 2 21962 2(c)-3

April 1,1969 2 31966 4(c)

4(d) -Agreement to furnish certain debt instruments.

22 -Subsidiaries of Texas Utilities Company.

Incorporated herein by reference as indicated*
4

(b) Reports on Form 8-K:

The Company filed reports on Form 8-K during the quarter ended December 31, 1980,
as follows:

October 7,1980-Item 5. OTilER MATERIALLY IMPORTANT EVENTS.*

Dallas Power made applications on September 26,
1980, to the Public Utility Commission of Texas and
to the cities of Dallas, liighland Park, University Park
and Cockrell liill, for upward adjustments in electric,

service rates estimated to increase operatmg revenues
of that company for the test year ended June 30,1980,
by approximately $81.7 million, or 16.4%. (See Part
I, item I, Business -Regulation and Rates.)

November 5,1980-Item 5. OTilER MATERIALLY IMPORTANT EVENTS..

Texas Electric received a rate order issued by the
Public Utility Commission of Texas en October 3,
1980, which recognized a revenue deficiency of ap-
proximately $69.4 million, or about 10.1%, based on a-

test year ended March 31,1980. (See Part I, Item 1,
Business-Regulation and Rates.)
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TEXAS UTILITIES COMPANY

AND

TEXAS UTILITIES COMPANY AND SUESIDIARIES CONSOLIDATED

SCHFDULE lil-IN)ESTMENTS IN AND DIVIDENDS RECEIVFD FROM SUBSIDIARIES

- For the Years Ended December 31.1980,1979 and 1978

COLUMN A COLUMNB COLUMN C COLUMN E COLUMN F,

Balsace at Balance at Disideeds
Besianias of ) ear Adeitions Emdof) ear Received

Fquity in
l'adistributed Comason

Name of issuer Number of Thousands Farmings of Saoek Number of Themseed. Thessamis
and Title of lisme Shares of Dollars Subs. diaries Purchased Shares of Dollars of Deasars

Thousands of Dollars
Year E nded December 31.1980

Subudianes consohdated-common stock
Texas Uuhues Company msestments

Dallas Power & Light rompany 13.952.130 $ 388.675 5 27.782 $ 30.868 14.998.300 $ 447.325 5 32.996
Tesas Electnc Scrwce Company 25.000.000 600.403 47.608 50.000 27.000.000 698.011 58.320
Tenas Power & bght Company. 32.350.000 806.335 64021 50.000 34.350.000 920.356 75.864
leuas Luhues scruces Inc... 1.Ono 100 - - 1.000 100 -

Teuas tuhues Generaung Company..__. . 100.000 1.000 - - 100.000 1.000 -

Tenas Unhues Fuel Company .. . . . _ . . .
3.900.000 35.079 (I646) - 3.900.000 33.433 -

. 100.000 1.000 - - 100.000 1.000 -

Chaco f nergy Company
Bauc Resources Inc. t00 (3.705) ( l.t 22 ) - 100 ( 4.827) -

Total . . $1.828.887 $136.643 $130.868 $2.096.398 $167.180
Tenas Electnc Scruce Company insessment-

Old Ocean Fuel Company. 25.000 $ Soo 5 - $ - 25.000 $ 500 $ -

Year Ended December 31.1979
Subudianes consohdated-common stock

Teias Unhues Company investments
Dallas Power & bght Company .._... ... 12.952.250 $ 352.290 $ 6.889 $ 29.496 13.952.130 $ 388.675 5 32.337
Tenan Electnc 5cnice Companf.. 24 000.000 553.850 21.553 25.000 25.000.000 600.403 50.500
Tenas Power & Light Company. 30 750.000 722.264 44.071 40.000 32.350.000 806.335 65.194
Texas Unhues seruces Inc...
Tenas Uuhues Generaung Company .. _.

I.000 100 - - 1.000 100 -

100.000 1.000 - - 100.000 1.000 -

Tetas tuhues Fuel Company ...... . i'O 000 1.000 - - 100.000 1.000 -

Chaco Energy Company .. 3.9m.000 35.938 (859) - 3.099,000 35.079 -

Baue Resources Inc. _ _ _ . _ . . . _ . . . _ . t00 (2.86I) ( $44 ) - 100 (3.7053 -

Total .. ... . . . . _ . . . _ $ 1.663.551 5 70.810 $ 94.4% $1.828.887 $148.03I
Tetas Elecinc Sernce Company nsestment-

Old Ocean Fuel Company. 25.000 $ 500 $ - - 25.000 $ 50f $ -

Year Ended December 31.1978
Subudiancs consohdated-common stock

Tetas Unhues Company insestments
Dallas Power & Light Company . _. . _ . . 6.476.125 5 335.146 $ 17.144 5 - 12.952.250(b) $ 352.290 $ 19.105
Tesas Electne scruce Company.. . . _ . . . 22.000.000 477.953 25.897 50.000 24.000.000 553.850 46.080
Tetas Power & bght Company .. . . . . . 30.750.000 675.047 47.217 - 30.750.000 722.264 59.040
Tests tuhues 5eruces Inc .... 1.000 100 - - I,000 100 -

Teias Luhues Generaung Company 100.000 1.000 - - 100.000 1.000 -

Tetas tuhues Fuel Company _ . ... 100.000 1.000 - - 100.000 1 900 -

Chaco Energ> Company 3,900.000 37.996 (2.0581 - 3.900.00n ' 35.938 -

Bauc Resources Inc. _ 100 (6) i2.855) - 100 (2.86I) -

Total ...._ .. _ . . . . . $1.528.236 5 85.345 5 50.000 $1.663.581 $ 124.225
Teias Flecinc Scruce Company insestment-

Old Ocean Fuel Company.. _ . . _ . ..._ 2$.0W $ 500 $ - $ - 25.000 $ 500 $ -

-

(a) Column D has been omitted since the answers thereto are None in every respect.
( b) EtTective Nosember 1978, the 6.500.000 shares of outstanding common stock of Dallas Power & Light Company were

split on a two-for-one basis into 13.000.000 shares without capitalization of retained earnings.
(c) In hlarch 1981. Texas Utilities Company purchased 3.000.000 addition.al shares of the authorized but unissued

common stock of Texas Power & Light Company for $S5.500.000.
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TEXAS UTILITIES COMPANY

AND

TEXAS UTILITIES COMPANY AND SUBSIDIARIES CONSOLIDATED

SCHEDULE V-UTiuTY PIANT

For the Years Ended December 31,1990,1979 and 1978

COLUMN A COLUMN 5 COLUMN C COLUMN D COLUMN E COI UMN F
'

Other
Balance at Changes- Balance
Beginning Additions A44 at Fa4

Classification of Year atCost itetirennents (De4 vet) of ) ear

Thousandsof Dollars
Texas Utahties Company-not apphcable.
S .bsidiaries consohdated

Year Ended December 31.1980
Utihty plant

Electne plant in service
Production . $2.776.069 $131.271 $ 14,685 5 - $2.892.655
Transmissen 751.595 66.261 1.831 - 816.025
Distnbuuon. 1.327.271 118.503 16.323 - 1.429.451
General 118.573 30.341 5.274 - 143.640

Total 4.973.508 346.376 38.113 - 5.281.771
Construction work in progress.. 1.577.946 477,892 - - 2.055.838
Nuclear fuel. 64.337 23.198 - - 87.535
Held for future use 15.827 (2.094) - - 13.733

Totat utihty plant $6.631.618 $845.372 $38.113 $ - $7,438.877

Year Ended December 31.1979
Utahty plant

Electnc plant in service
Producten $2.394.364 $389,541 5 7.836 $ - $2.776.069
Transmisuon - 699.366 54.891 2.662 - 751.595
Distnbution I.223.948 115.901 12.578 - 1,327.271

General 109.677 13.170 4.274 - 118.573

Total .. 4.427.355 573.503 27.350 - 4.973.508
Construction work in progress 1.365.910 305.957 - (93.92I lt a ) 1.577.946
Nuclear fuel - 52.145 18.142 - ( 5.950)( a ) 64.337
Held for future uw 16.686 (859) - - 15.827

Totat utahry ptant $5.862.0% $896.743 127.350 $( 99.871 ) $6.631.612

Year Ended December 31.1978
Utility plant

Electne plant in service
Production . $l,901.002 $500.959 $ 7.597 $ - $2.394.364
Transmission 670.758 30.517 1.909 - 699.366
Distnbution 1.148.113 87/40 12.005 - 1.223.948
General 97.386 15.H4 3.103 - 109.677i

I Total 3.817.259 634.710 24.614 - 4.427.355
Construction werk in progress 1.256.470 109.400 - 40 1.365.910
Nuclear fuel 22.400 29.745 - - 52.145
HelJ for future use 14.908 1.8 I 8 - ( 40 )( b) 16.686

* Total utihty plant $5.111.037 $775.673 $24.614 5 - $5.862.096

- (a) Amounts rectived from the sale of a 10% interest in the Comanche Peak nuclear station.
(b) Transfers to construction work in progress.
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TEXAS UTILITIES COMPANY
AND

TEXAS UTILITIES COMPANY AND SUBSIDIARIES CONSOLIDATED

fiCl8f DULE VI-ACCUMULATED DEPRECIATION

Tov tne Years Ended December 31,1980,1979 and 1978
.

COLUMN A COI UMN B COLUMN C COLUMN D COLUMN E COLUMN F
*

Additions
Balance at Charged to Other Balance
Beginning Costs and Changes- atEnd

Doeription of ) ear Espenses(a) Netirements Add (b) of Year

Thousands of DeHars
Texas Utahties Company-not apphcable.
Subsidianes consohdated

Year Ended December 31,1980
Accumulated depreciaton . $1,213,927 $181,835 $22,922 $5,814 $1,378,654

Year Ended December 31,1979
Accumulated depreciation $1,057,068 $167,103 $15,497 $5,253 $1,213,927

Year Ended Decembu 31,1978
Actuinulated depreciaton - $ 917,637 $151,188 $15,972 $4,215 $1,057,068

P) Includes depreciation on lignite iuel production facilities charged to fuel.
t o) Depreciation and depletion charged to various accounts, including depreciation of transportation and

worl< equipment, based on estimated lives thereof, charged to clearing accounts and allocated on the
basis of the use of such equipment.

I

l
|
,

|

|

|
r
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TEXAS UTILITIES COMPANY

SCHEDULE Vil-GUARANTEES OF SECURITIES OF SUBSIDIARIES

Deceenber 31,1980

-

COLUMN A COLUMN 5 COLUMN C COLUMN F
.

Total Ameont
Guarenseed and

Ouessanding*

Name of Isneer Title of Thoussah of Nasure of
of Security lasue Dullers Guarensee

Texas Utilities Fuel Company (b) . Guaranteed Short term Bank Loan 5 50,000 Principal and Interest

Texas Utilities Fuel Company -- 8.50% Guaranteed Senu>r Notes $100.000 Pnneipal and Interest

(a) Column D, E and G have been omitted since the answers thereto are None in every respect.
(b) Bank loan is at a rate at all times equal to the prime commercial lending rate; such loan was repaid on

February 17,1981.

.

e
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TEXAS UTILITIES COMPANY
AND

TEXAS UTILITIES COMPANY AND SUBSIDIARIES CONSOLIDATED

sCilFDULE Vill-VALUA'llON AND QUAL.lF)ING ACCOUNTS

For the Years Ended December 31,1980,1979 and 1978,

_

COI.UMN A COI.UMN H C OI.UNIN C COI.UMN D COLUMN E
,

Additions

Balance at Charged to Charged Balance
Beginnie Cost and to Other atEnd

Description of Year byenses Accounts Deductions of Year

Thousands of Dollars
Texas Utilities Company-not applicabic.
Subsidianes conwhdated

Year Ended December 31,1980
Valuation account, deducted from related

awet on the balance sheet -
Allowance for uncollectible accounts... $4,838 $9,352 $ - $7,672 (a) $6,518

Balance sheet reserve-

Reserve for insurance and casualties.. 5,122 4,158 - 4.267 (b) 5.013

Year Ended December 31,1979
Valuation account, deducted from related

aswt on the balance sheet-
'

Allowance for uncollecuble accounts... $4,325 $6.273 $ - $5,760 (a) $4,838

Balance sheet reserve-

Reserve for insurance and casualties.. .. 7,628 4.314 - 6.820 (b) 5,122

Year Ended December 31,1978

Valuanon account, deducted from related
awet on the balance sheet-

Allowance for uncollectible accounts... $3.484 $5,798 $ - $4,957 (a) $4,325
Balance sheet reserve-

Reserse for insurance and casualties.. 5,583 1,326 - ( 719)( b ) 7,628

(a) Deductions from the allowance represent uncollectible accounts written offless recoveries of amounts
previously written ort.

(b) Deductions from the reserve for 1980 and 1979 represent major uninsured losses. Additions to the
reserve for 1978 represent a partial recovery of major uninsured losses that occurred in 1977.

.

9
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TEXAS UTII.ITIES COMPANY ,

AND

TEXAS UTILITIES COMPANY AND SURSIDIARIES CONSOLIDATED '

SCllEDULE IX-SilORT.TEkM BORROWINGS

For the Years Ended December 31,1980,1979 and 1978-

COLUMN A COLUMNB COLUMN C COLUMN D COLUMN E COLUMN F
,

Masimum Weighted Weighted
Balance Weighted Amount Average Amount Aterage

Category of Agaregase At EnJ of Atecame Outstanding Outstanding Interest Rate
Short term Borromings Year "laterestRate , During ) ear During ) car (s ) During i car (s )

Thousands of Dollars
Year Ended December 31.1980

Texas Unhties Fuel Company

Amounts payable o banks for
horrowings(b) .. . $ 50.000 21.50 % $ 50.oro 5 - 21.50 %

Texas Unhties Company ,

Holders orcommercial paper 165.910(c) 18.27 336.830 234.400 12.66

Year Ended December 31.1979
Texas Unhties Company

,

lloiders of commercial paper $175.700(c) 13 84% $377.825 $253.000 11.07%

Year Ended December 31.1978
#Texas Unlities Company

Holders orcommercial paper - $221.355(c) 10.26 % $352.527 $247.400 7.85 %

(a) Weighted averages are based upon daily amounts outstanding md equivalent annualinterest thereon.

(b) Bank loan is at a rate at all times equal to the prime commercial lending rate; such loan w is repaid on
February 17,1981.

(c) Commercial paper out<tanding at December 31,1980,1979 and 1973, maturing at intervals up to 44,
'

45, and 32 days, respectively.

'
|

s
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TEXAS UTILITIES COMPANY

AND

TEXAS UTILITIES COMPANY AND SUBSIDIARIES CONSOLIDATED

SCIIEDUI.E X-SUPPLEMENTARY INFORMATION

For the Years Ended December 31,1980,1979 and 1978.

COLUMN A COLUMN B
.

Charged to Espenses and Other Accounts

December 31,

item 1990 1979 1978

Thousands of Dollars
Depreciatsn of lignite fuel production facilities and transportation and other

work equipment in addition to annunts set forth in the Statement of
Consolidated Income, charged to various accounts 5 25,723 $ 22.062 $ 21.065

Taxes other than income:

Ad valorem 5 48,606 $ 45,553 $ 42,498

Local gross receipts - .... 43,244 41,167 37,564

State gross receipts 29,825 23,887 22,355

State franchise ,- 11,527 10,660 9,569

Federal and state social secunty .s 14.628 14,427 9,824

Miscellaneous .. 10,994 11.378 10,487

Total , $163,824 $147,072 $132.297

Charged to:

Operating expenses. $l44,265 $127,155 $l14,989

Utihty plant and sundry accounts - 19.558 19,917 17,308

Maintenance and repairs, depletion, amortization, rents, lease commitments, royalties, research and
development, and advertising, other than amounts set out separately in the Statement of Consolidated
Income, are not significant.

.

0
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the

registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TEXAS UTILITIES COMPANY

Date: March 27,1981 By T. L. AU$ TIN, JR.
.

(T. L Austin. Jr., Chairnism of the Board
and Chief Execushe)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed*

below by _the following persons on behalf of the registrant and in the capacities and on the dates
indicated.

Signature Title Date
,

Principal Executive
T. L. AUSTIN, JR. Officer and Director

(T. L Austin, Jr., Chairman of the Board
and Chief Executive)

President and
BURL B. IlULSEY, JR. Director

(Burt B. Iluisey, Jr., President)

Principal Financial
ERLE NYE Officer

(Erle Nye, Executhe Vice President)

Principal Accounting
S. S. Swlot R Officer

__

( S. S. Sniger, Controller)

R. K. CAMPBE LL Director
( R. K. Campbell)

J. S. FARRINGToN Director ' '

(J. S. Farrington)

W. M. G RIFFIN Director

( W. M. Griffin )

W. G. M ARQU AR DT Director
( W. C. Ma rquardt )

ABNER V. McCALL Director

( Abner V. McCall)

J. C. PACE, JR. Director

(J. C. Pace Jr.)

DirectorCH ARLEs N. PRoTiiRo
.,---.

.

(Charles N. Prothre)

WILLIAM II. SEAY Director

( Williani 11. Sea) ) ,
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PROSPECTE]S

5,000,000 Shares
,

'

UTILITIES COMPANY

COMMON STOCK
(Inthout Par Value)

|
i

The Company's Common Stock is listed on the New York, Midwest and Pacific stock exchanges. '

THESE SECURTTLES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE CO3fMISS10N NOR HAS THE CO3fbilSS10N

PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRibilNAL OFFENSE.

PRICE $17% A SIIARE

Underwriting
Price to Discounts and Proceeda to
Public Commissions (I) Company (2)

Per Share . S17.75 S0.53 S17.22
Total. S88,750,000 S2,650,000 S88,100,000

(1) 2he Company has agreed to indemnify the Underwriters against certain liabill-
ties, including liabilities under the Securities .let of 1933.

(2) Before deducting estimated expenses of $225,000 payable by the Company.

l
.

These shares are offered, subject to prior sale, when, as and if accepted by the j

Underwriters named herein, and subject to approt al of certain legal matters by IF*inthrop, !

Stimson, Putnam & Roberts, counsel for the Underwriters, and certain other conditions. It
{

is expected that delivery of the certifcates for the shares will be made on or about .11 arch 25,
1981, at the o11lce of.1torgan Stanley & Co. Incorporated,55 If*ater Street, New York, N. Y.,
against payment therefor in New York funds.

|

310RGAN STANLEY & CO. ,

Incorpora ted

I

GOLD 3IAN, SAC 1IS & CO. |

3IERRILL LYNCII WHITE WELD CAPITAL 3IARKETS GROUP
Merrin Lynch, Pierce, Fenner & Smith incorporated

SALO3 ION BROTIIERS

.11 arch 18,1981

--_____ - - - - - _ _ _



No person is authorized to giie any information or to make any representations other than those
contained in this Prospectus in connection with the offer contained in this Prospectus and, if gisen or
made, any such information or representation must not be relied upon as hasing been authorized by the
Company or any Underwriter. Neither the delisery of this Prospectus nor any sale made hereunder shall,
under any circumstances, create any implication that there has been no change in the affairs of the
Company since the date hereof.

AVAILABLE INFORM ATION
Texas Utilities Company (Company) is subject to the informational requirements of the Securities

Exchange Act of 1934 and in accordance therewith files reports and other information with the Securities
and Exchange Commission. Certain information, as of particular dates, concerning directors and officers,
their remuneration, and any material interest of such persons in transactions with the Company is disclosed
in proxy statements distributed to shareholde:s of the Company and filed with the Commission. Such
reports, proxy statements and other information can be inspected and copied at the offices of the
Commission at Room 6101, 1100 L Street, N.W., Washington, D.C.; Room 1228, Everett McKinley
Dirksen Building,219 South Dearborn Street, Chicago, Illinois; Room i100,26 Federal Plaza, New York,
New York: Suite 1710. Tishman Building,10960 Wilshire Boulevard, Los Angeles, California; and Room
800, Neil P. Anderson Building,41I West Seventh Street, Fort Worth, Texas. Copies of such material can
be obtained from the Public Reference Section of the Commission at 500 North Capitol Street, N.W.,
Washington, D.C. 20549 at prescribed rates. The Common Stock of the Company is listed on the New
York, Midwest and Pacific stock exchanges, where reports, proxy statements and other information
concerning the Company may be inspected.
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TIIE COMPANY AND ITS SUBSIDIARIES

The Company was incorporated under the laws of the State of Texas in 1945 and has perpetual
existence under the provisions of the Texas Business Corporation Act. The Company is a holding company
and at November 30,1980, owned 99.9 percent of the outstanding common stock of Dallas Power & Light
Company (Dallas Power) and all of the outstanding common stock of Texas Electric Service Company
(Texas Electric) and of Texas Power & Light Company (Texas Power). These three companies are
electric utilities and are the principal subsidiaries of the Company. The Texas Utilities Company System
(System) also includes six other subsidiaries which perform specialized functions within the System (see
Husiness of Subsidiary Companies).

The principal executive offices of th'e Company are located at 2001 Bryan Tower, Dallas, Texas
75201; the telephone number is (214) 653-4600.

USE OF PROCEEDS

The Company proposes to use the net proceeds (estimated at $80.000,000) from the sale of the
common stock offered hereby to repay a portion of short. term borrowings (commercial paper) incurred in
connection with the interim financing of the construction programs ofits subsidiaries. Such borrowings are
expected to aggregate approximately $260,000.000 at the time of the sale of the common stock. (See
Construction Programs).

_

DIVIDENDS AND PRICE MANGE

The Company has declared common stock dividends payable in cash in each year since its
incorporation in 1945. Dividends declared per share for each of the years 1975 through 1979 and for the
twelve months ended November 30,1980, are set forth under Consolidated Financial Statistics. Regular
quarterly dividends of 44c per share were paid on April 1. July I and October 1,1980, and on January 2,
1981. On February 20,1981, a quarterly dividend of 47c per share was declared payable April 1,1981, to
shareholders of record on March 6,1981. Purchasers of the common stock offered hereby will not be
entitled to this dividend.

Reference is made to Note 4 to Financial Statements regarding limitations upon payment of dividends
on the common stocks of certain of the subsidiaries.

The price range of the common stock of the Company, on the New York Stock Exchange throuFh
January 23,1976, and thereafter on the composite tape, as reported by The Wall Street Journal, was as
follows:

Price Range Price Range

Mr liigh law ) ear liigh few

1976. $22% $17 1979 First Quarter.. $20% $18%

Second Quarter.. . 19h 18

1977. 23 % 18h Third Quarter. 19 % 18%

Fourth Quarter . 19 % 16%
1978. 22% 18

1980 First Quarter.. 18 % 14 %
.

1979 20 % 16 % Second Quarter.. .. 19% 16%

Third Quarter . .. 18h 16 %

1980. 19 4 14 % Fourth Quarter.. .. 19 % 15 %

1981 First Quarter (through
1981 (through March 17).. 19 16 % March 17) . 19 16%

3
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The last reported sale price on Nf arch 17, 1981, on the New York Stock Exchange and on the
composite tape was $17R The book value of the Company's common stock as of November 30,1980,
was $21.58.

The Company has an Automatic Dividend Reinvestment and Common Stock Purchase Plan (Plan)
which provides holders of shares of the Common Stock of the Company with a convenient nd economical
method of reinvesting cash dividends on Common Stock and making limited cash investments in
additional shares of Common Stock at regular intervals without payment of any brokerage commission or
service charge. Shareholders of record who elect to participate in the Plan may (i) have cash dividends on
all shares of Common Stock registered in their names automatically reinvested in Common Stock
(Di,idend Reinvestment); (ii) continue to receive their cash dividends on Common Stock registered in
their names but make limited cash investments in Common Stock, not less than $25 nor more than $3,000
per quarter (Stock Purchase); or (iii) reinvest the cash dividends on all shares registered in their names
and also make limited cash investments in Common Stock. The price of shares purchased for Dividend
Reinvestment shall be 95% of the average of the daily high and low sales prices for the Common Stock as
reported on the consolidated tape for New York Stock Exchange listed securitics for the five trading days
ending with the quarterly dividend payment date. The price of shares purchased for Stock Purchase shall
be 100% of such average. The Company reserves the right to suspend, modify, amend or terminate the
Plan at any time.

GENERAL PROHLEN1S OF TIIE INDUSTRY

The electric utility industry in general is currently experiencing problems in a number of a;eas,
including the effects of inflation upon the cost of operations and upon construction expenditures,
availability and increased cost of fuel for the generation of electric energy, the continued ability to recover
fully increased fuel costs through automatic fuel adjustment clauses, supply and high cost of capital,
difficulty in obtaining sutlicient return on invested capital and in securing adequate rate increases when
required, compliance with environmental and mining regulations, uncertainties regarding the construction
and fueling of nuclear generating units, licensing and other delays atTecting the construction of new
facilities, and the effects of conservation in the use of electric energy. The System companies have been
experiencing certain of these problems in varying degrees (see Sianagement's Discussion and Analysis of
Financial Condition and Results of Operations, Construction Programs, Fuel Supply, Regulation and
Rates and Environ.nental Statters). The Company is unable to predict the future effect of such factors
upon its operations or upon the operations ofits subsidiary companies.

In addition, the National Energy Act (NEA), enacted in November 1978, seeks to promote
conservation of energy and the development of more plentiful domestic energy sources through various
regulatory and tax provisions. Among other things. NEA requires state regulatory authorities to give
consideration to certain rate and other standards and load management techniques, and provides for
compulsory interconnections and transmission of power under certain circumstances (see Regulation and
Rates), and restricts the use of natural gas and oil (see Fuel Supply). The Company is unable to predict
the future effect of this legislation upon its operations or upon the operations ofits subsidiary companies.
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CAPITALIZATION

The consolidated capitalization (including long-term debt due currently of $17,380,000) of the
Company and subsidiaries as of November 30,1980, and as adjusted to reflect (i) the expected sale, prior
to the time of the sale of the common stock offered hereby, of approximately 794,000 shares of common
stock for an estimated $14,000,000 pursuant to the Automatic Dividend Reinvestment and Common Stock
Purchase Plan, the Employees' Thrift Plan and the Employee Stock Ownership Plan, and (ii) the sale of
the common stock offered hereby (see Use of Proceeds), was as follows:

Outstanding at
Nusember 30,19110 As Adjusted

Amount Percent Amount Percent

Thousands of Dollars
LONo-Ta nM Ds.o r ( Note 6 )

First mortgage bonds . $ 1,841,000 $ 1,841,000

Sinking fund debentures 68,517 68.517

Pollution control revenue honds 160.000 160,000

Funds on deposit with trustee (14.096) (I4.096)
Senior notes 494,590 495.590

Unamortized premium and discount 15.360) , f5.360)
Total 2.545.651 48.8% 2.545.651 47.9%

Partranto STo(Ks cumulative,without par value;
outstanding-6,023,216 shares ( Note 5 ) . 600,109 11.5 600,109 11.3'

COMMON STOCK, without par value:

outstanding-.96.048.097 shares;

as adjusted-101,842.097 shares ( Note 3 ) 1.197,548 1,29I,548

RtTAinto EAnN Nas(Note 4) 875,160 875,160

Total . 2.072.708 39.7 2.166,708 40.8

Total capitalization $$.218.468 100.0 % $5.312.468 100.0 %

Notts Prv ast E (Note 2) $ 200,715 $ 180.000*

* Expected to aggregate approximately $260,000,000 at the time of the sale of the common stock offered
hereby, including additional net short-term borrowings of $59,285,000 expected to be incurred
subsequent to November 30,1980.

See Notes to Financial Statements.

Based on the applicable most restrictive tests in their respective mortgages and articles of
incorporation, as of November 30,1980, Dallas Power, Texas Electric and Texas Power could issue first
mortgage bonds or preferred stock amounting approximately to:

First
Mortgage Preferred

Bonds Stock

Dallas Power $293,000,000 $200,000,000

Texas Electric , 410,000,000 480,000,000

Texas Power 790,000,000 627,000,000

5



CONSOI.lDATED FINANCIAL STATISTICS
Twebe Months Fnded

December 31,
Noiember 30,

1975 1976 1977 1978 1979 19fl0

f orat Am 75 cnd of penod ( thousands) . $3,245,663 $ 3,878,180 $4,563,806 $5,I61,808 $5,821,933 $6.490,356

Unurv Pi ast end of penod (thousands) . $ 3,736,126 $ 4,398,695 $5,111.037 $5,862,096 $6.631,618 $7,332,271

Aaumulated proviuons for depreciation end of
penoJ. 716,726 813,837 917.637 1,057,068 1,213,927 1,366,118

Construs tion expenditures ( mduding allow ance
for funds uwd dunng tonstruction) . 570,016 671,708 734,282 737,353 872,916 797.295

Caeli At ira stoN cod of penod ( thousands )

Long-term <'cht . $ 1.334,881 $ 1,627,403 $ 1.859,057 $2,038,654 $2,368,612 $2,528,271

Preferred umks . 417,373 446,923 476,578 506,233 535,824 600,109

Common stak and retamed carrungs . 1,024,491 1,266,0fs6 1,432,830 1,624,298 1,830.472 2,072.708

'!otal . $2,776,745 $3.340,412 $3,768,465 $4,169,185 $4,734,908 $5,201,088

Aviarut Isrtatsr Ratt os Losu.Itaw Dier end
of penod . 69% 7.2% 7.3% 7.5% 78% 82%

AbinAGi DlVinisn R an os Par rinaa n Stoc ks
end of penod 70% 7.1% 7.2% 7.3% 74% 7.7%

Cosun torn n Ne r is< ous ( thousands) $120,976 $147,920 $ 175,919 $200,738 $211,151 $294.351

Divint a,os De t i asi n as CowwoN Stoc x
( thousand s ) .. $ 74,400 $ H5,800 $103.250 $ 119,945 $142.262 $164.530

CowwoN Srot x Dara

Shares outstanding - average.. 60,000foo 64,625/00 73,194,444 79.026,787 86.319,396 93,045,075

Shares outstandmg - end of penod . 60 000,000 70,000,000 75,000JJ00 80,665,889 87,985,098 96,048,097

Earmngs per aserage share . $ 2.02 $ 2.29 $ 2.40 $ 2.54 $ 2.45 $ 3.16

Dmdends dedared per share . 1.24 1.32 1.40 I $2 1.64 1.76

lbok value per share-end of penod . 17G7 18 09 19.10 20.14 20 80 2158

I arnings on aserage book valus . 12 1 % 12.9 % 13.0 % 13.1% 12.2 % 15.1%

An ow as< s som Fusos Usin Di aiso Cosnat'c-
rios as Peac ist or Cosuianario Nar tscout. 26.1% 33 7% 33.3% 26.9% 28.2% 26 0 %

i t sos taou Ora a Arniss as Piar isi at Cosstat'c-
rioN l.xrtsntit'an l enduding allow an(c for
funds uwd dunng conurucuon ).. 28 54 297% 36 4 % 44 1 % 40 3% 529%
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CONSOLIDATED OPERATING STATISTICS
Twelve Monihs Endeel

December 31,
Noveanber 30,

1975 1976 1977 1973 1979 1980

EttcTalc ENr.nov Gesin4Tro AND
Puernasto(mwh)

Generated-net station output 45,862,942 47,573,856 53,156,235 . 57,1%,077 58,051,429 62,537,108

Purchased and net interchange 225,718 46,656 _ 72.845 79,688 75,695 %,233

Total gerarated and puichased 46,088.660 47,620,512 $3.229,080 - 57,275,765 58,127.124 62,633,341

Company use, losses, and unaccounted for ., 3.238,645 3.290.124 3,549,768 4,041,486 4,001,684 4,386,337

Total electric energy smies ... 42,850,015 44,330,388 49,679,312 53,234,279 54,125,440 58,247,004

Futt. Mix rom EttcTaic GtNIR ATION ( percent)

Gas - 74.8 % 68.3% 65.9 % 58.0% 48.6% 49.1%

Od 0.3 0.2 1.5 0.6 1.4 0. I

Lignite 24.9 31.5 32.6 41.4 50.0 50.8

Total 100.0 % 100.0 % 100.0 % 100.0 % - : 30.0% 100.0 %

EticTPlc ENinov SALES ( mwh)
Residential - 14.575,846 14.548,407 16,642,382 17,943,224 17,394,402 19,762,038

Commercial 11,026,495 11,338,371 12,347,755 13,117,202 13.264,436 14,602,770

Industnal 12,962,019 13,917,588 15,678,254 16,469,636 17,275,859 17,556,288

Government and musacipal I.333,765 I,425,665 1.565.518 1,728.056 1,669.726 1,776,504

Total general business 39,898,125 41,230,031 46,233,909 49,258,118 49,604,423 53,697,600

Other electric utslities 2.951,890 3,100,357 3,445,403 3,976,161 4,521.017 4.549,404 -

Total etectric energy sales , 42,850,015 44,330,388 49,679,312 53,234.279 54,125,440 58,247,004

OPIRATING REvtNUES-Eta.cTasc (thousands)

Residential $374,480 $ 442,204 $ 552,331 5 640,611 5 672,340 - $ 870,522

Commerci.1 251,882 303.785 375,822 439,146 488,170 586,014

Industnal , 182,491 238,426 310,811 373,456 419,224 479,319

Government and municipal - 25,337 32,390 40,331 49,623 54,565 67,513

Total general business 834.1% l.016,805 I,279,295 1,502,836 I,634.299 2,003,368

Other clectric utilmes 39,764 53,052 69,975 87,592 105,306 121,381

Total from electric energy sales - 873,954 1,069,857 I.349.270 1.590,428 1,739,605 2,124,749

Other operating revenues 14,782 12,473 18,508 13,928 16,684 - 20,257

Total operating revenues , $888,736 $1,082,330 $1,367,778 $1,604,356 $1.756,289 $2,145,006

Ettcraic Customas (end of penod)
Residential I,090,798 1,122,358 1,159,885 1.221,468 1,287,701 1,353,360

Commercial 140,085 146,287 153,658 160,170 164,291 171.325

Industnal 16,405 16,688 17,216 17,953 18,654 19,631

Government and municipal 10,736 11,121 11.274 11,260 11,257 10,951

Total general business , 1.258,024 1,296,454 1,342,033 1,410,851 1,481,903 I,555,267

Other clectnc utihties 63 59 60 62 80 El

Total electnc customers . l.258,087 1,296,513 1,342,093 1,410,913 1,481,983 1.555,348

Residential classification includes indirect sales
(apanments, etc.); dwelling umts not included in
number of customers 236,055 240,672 248,755 243,886 240.164 226,906

Industnal classi6 cation includes interruptible service
to Alcoa:

Flectric energy sales (mwh) 2,038,618 I,822,488 2,786,027 2,891,259 3,076,399 2,941,074

Operating revenues (thousands)._ $18,704 $20,052 $36,878 $41,572 $48,400 $49,661
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AIANAGENIENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Liquidity and Capital Resources
,

The primary capital requirements for 1980 and as estimated for 1981 through 1983 are as follows:

1980 19N1 1982 1983

Thousands of Dollars

Construction expenditures (excluding AFUDC).. $729,000 $764,000 $765,000 $783,000

Nuclear fuel and non-utility property.. 30,000 26,000 80,000 1I1,000
hiaturities oflong-term debt and sinking

fund requirements . 40,000 17,000 28,000 41,000

Total . $799,000 $807,000 $873,000 $935,000

For detail concerning major new construction work now in progress or contemplated by the subsidiary
companies, commitments with respect thereto and funds received for an interest in the Comanche Peak
nuclear station, see Construction Programs.

The System generates funds from operations to finance a significant portion of capital requirements.
These funds are derived from consolidated net income after payment of common stock dividends, and
from depreciation, deferred taxes, and federal investment tax credits. Factors affecting the ability of the
electric utility subsidiaries to fund a portion of their capital requirements from operations include
regulatory practices allowing a substantial portion of construction work in progress in rate base, adequate
depreciation rates, normalization of federal income taxes, full current recovery of the cost of fuel used in
the generation of electricity, and the opportunity to earn competitive rates of return required in the capital
markets. For the twelve months ended November 30,1980, approximately 53% of the funds needed for
construction was generated from operations.

External funds of a permanent or long-term nature are obtained by the System through the sale of
common stock by the Company, and the sales of preferred stocks and long-term debt by the subsidiary
companies. The capitaliation ratios of the System at November 30,1980, consisted of approximately 49%
long-term debt,11% preferred stocks, and 40% common stock and retained earnings, and similar ratios are

j expected to be maintained in the future. For information regarding bank lines of credit and short-term
! borrowings of the Company, see Note 2 to Financial Statements.

In addition to the external financing outlined under Capitalization, the System also expects to sell
additional securities as needed, in amounts and of types presently undetermined. Although the System
companies cannot predict future regulatory practices and are to some degree exposed to fluctuating
economic and securities market conditions, no changes are expected in trends or commitments which might
significantly alter their basic financial position or ability to finance capital requirements in the future (see
Regulation and Rates).

See Consolidated Financial Statistics for additional information.

Results of Operations

; increases in operating revenues include rate increases granted the electric utility subsidiaries, recovery
'

of higher fuel costs on a current basis, customer growth, and increased energy consumption by customers
(see Consolidated Operating Statistics, Fuel Supply and Regulation and Rates). Energy consumption per
customer is affected by material variations in weather conditions and was particularly impacted by warmer
summer and colder winter weather in 1977 and 1978, and by the unusually hot and dry summer of 1980
compared to the relatively mild summer of 1979. Customer consumption also reflects the effects of energy
conservation on the part of some customers.

Operation and maintenance expenses have increased substantially as a result of the continuing
inflationary pressures on the cost oflabor, materials and services, the additional lignite-fueled generating

8



units placed in service during 1977,1978 and 1979, and the higher costs of operating and maintaining
existing lignite-fueled generating units, including the additional costs of operating and maintaining the
pollution control equipment required in connection therewith and unscheduled maintenance on several
such units in 1979. Increases in state, local and miscellaneous taxes resulted primanly from increases in
revenue and property based taxes. See Fuel Supply for a comparison of unit costs of fuel consumed.

Increases in allowance for funds used during construction are primarily attributable to increases in the
amount of construction work in progress of the electric utility subsidiaries not allowed in rate base ty
regulatory authorities, and for the twelve months ended November 30,1980, an increase in the AFUDC
rate effective November 1979 accompanied by the commencement of semi-annual compounding. Increases
in other income and deductions-net for 1979 and the twelve months ended November 30,1980, reflect
increased income, from a large industrial customer ( Alcoa), of one electric utility subsidiary for
construction of generating .acilities, and increases in interest income.

In addition to the impact of the factors mentioned above, the decrease in earnings per share of
common stock for 1979 reflects the need for adequate rate relief and the dilutive effect of sales of
additional shares of common stock during the year.

The electric utility subsidiaries expect to pursue adequate and timely rate reliefin the future to offset
the effects of increases in the costs of providing electi service. The Company has prepared
supplementary information concerning the effects of changmg prices in compliance with the reporting
requirements of Financial Accounting Standards lloard Statement No. 33; such information is included
ibliowing the Notes to Financial Statements.

Recent consolidated operating results, all unaudited, are as follows:
'Imehe Months

Fnded
Januar) 31,1981

Operating Revenues-Electric.. $2,211,503.000
Consolidated Net income. $ 307,052 000
Earnings Per Share of Common Stock . $3.25

These amounts include all adjustments (constituting only normal recurring accruals) necessary for a fair
statement of the results of operations for the twelve months ended January 31,1981. The factors which
affected the results of operations for the twelve months ended November 30, 1980, are generally
applicable ihr the twelve months ended January 31,1981. See Management's Discussion and Analysis of
Financial Condition and Results of Operations above.

9
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. BUSINESS OF SUBSIDIARY COMPANIES

i The principal subsidiaries of the Company-Dallas Power, Texas Electric and Texas Power-are

| engaged in the generation, purchase, transmission, distribution and sale of electric energy in adjoining
; service areas in the north central, eastern and western parts of the State of Texas, with a population

estimated at more than 4,000,000-about one-third of the population of Texas. The transmission lines of'

the three companies are interconnected and constitute an integrated system through which the output of
the steam electric generating stations is distributed in the service area. (See Consolidated Operating

1 Statistics. )
!
# Dallas Power provides electric service primarily in Dallas County, including the cities of Dallas,*

j liighland Park, University Park and Cockrell flill and some of the adjacent unincorporated areas. The

'

area is a banking, insurance and commercial center with substantial electronics and aerospace manufac-;

turing and a variety oflight industry.

Texas Electric provides electric service in 48 counties in north central and west Texas, including the'

i cities of Fort Worth, Wichita Falls, Midland, Odessa, Arlington, Grand Prairie and 72 other incorporated

| municipalities. The territory served includes a major portion of the Permian Basin oil and gas area, and
! other oil fields and substantial cattle and farming sections in west Texas. Automotive and aircraft
! assembly, petrochemical, and specialized steel manufacturing are among the larger industrial activities.

| Fort Worth is a center of banking, business and industry. The area served beween Fort Worth and Dallas
is a highly diversified complex oflight industry, warehousing and commercial development, and contains a

,

i variety of recreational attractions.
'

Texas Power provides electric service in 51 counties in north central and east Texas, including the'

cities of Irving, Waco, Tyler, Mesquite, Richardson, Killeen, Temple, Sherman, Denison, Paris, Lullin,
| Brownwood and 152 other incorporated municipalities. The territory served includes the rich agricultural

blacklands of central Texas, the farming and ranching sections north and east of Dallas, part of the oil and
1 gas fields of east Texas and the Dallas-Fort Worth Airport. The area has a highly diversified industrial

{ base oflight and heavy manufacturing, including electronics, oil field equipment, aluminum smelting, tires
; and air conditioning equipment and oil and gas production.

Texas Utilities Services Inc. (Service Company), a subsidiary of the Company, furnishes engineering,
financial and other services at cost to the System companies.

! Texas Utilities Generating Company (Generating Company), a subsidiary of the Company, acts for
the three electric utility subsidiaries in the operation of their jointly owned generating stations and

,

furnishes related services, including the ownership and operation of fuel production facilities for the'

i surface mining and recovery oflignite for use as fuel at such stations.
:

! Texas Utilities Fuel Company (Fuel Company), a subsidiary of the Company, owns a natural gas
pipeline system, acquires, stores, and delivers fuel gas and oil and provides other fuel services for the three

,

electric utility subsidiaries for the generation of electric energy.'

;

i Old Ocean Fuel Company (Old Ocean), a subsidiary of Texas Electric, owns and operates facilities
! for transporting and storing fuel gas primarily for that company.

| Chaco Energy Company (Chaco), a subsidiary of the Company, was organized to own and operate
! facilities for the acquisition, production and delivery of coal and other fuels.

i Basic Resources Inc. ( Basic), a subsidiary of the Company,is engaged in the development of natural
resources, primarily energy sources, and related technology and services.

1
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PEAK LOADS AND CAPABILITY

System net capability, peak load and reserve at the' time of the System peak are given below:

Peak 14ad(a)

Increase
Net (Decrease)

Capability Oier Reserve (b)
;* Year (snesanatts) Meganatts Prior Year (ineganatts)

1976- 13,864 10,002 5.2% 3,862

1977.; 14,919 10,525 5.2 4,394
I 1978- 15,932 ~ l1,232 6.7 4,700

! 1979 17,432 10,880 ( 3.1 ) 6,552

. 1980- 17,412 12,591 15.7 4,821

(a) Excluding interruptible load of Alcoa.

(b) Excess of net capability over peak load at time of the System peak.

The System peak load in 1980 occurred on July 2; summer weather in the service area was generally
warmer than normal accompanied in many areas by below average rainfall. The service area experienced

"

several periods when maximum temperatures and cooling degree days were considerably above normal.
During the last several years, reserve margins have been higher than in prior years due to the shift away
from natural gas to lignite, as the principal boiler fuel (see Fuel Supply).

;

' PROPERTY

: The Company owns no electric plant or real property. At November 30,1980, System companies
owned and operated 77 electric generating units at twenty-three stations having a total net capability of'

17,317 megawatts. The locations of the principal electric generating stations and transmission lines of the

] electric utility subsidiaries are indicated on the map included herein. Forty-six generating units with a net
j capability of 9,308 megawatts use natural gas as the primary fuel and are designed to use fuel oil for short

periods when the gas supply is interrupted or curtailed; five units with a net capability of 2,680 megawatts
are designed to burn gas or oil on a continuous basis; eight units with a net capability of 5,300 megawatts
use lignite as fuel; and eighteen units with a net capability of 29 megawatts are diesel and use oil. In j

addition, one electric utility subsidiary purchases 95 megawatts of firm power from other sources. The4

following schedule shows the number of generating stations and net capability of the System companies at j'

November 30,1980:
;

*
. Net

; Generating Capability
Stations (megawatts)

! Dallas Power . 5 2,955 '

l
; Texas Electric.. 6 4,256 -

Texas Power . 9 4,8064

) Jointly owned * 3 5,300

System -- g 17,317
,

From other sources;; 95;.

!~ Total . 17,412
,

j

* By the three electric utility subsidiaries.
!
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The principal generating facilities and load centers of the System are connected by 3,118 circuit miles
of 345J)00 volt transmission lines and 8,587 circuit miles of 138,000 and 69,000 volt transmission lines.

The interconnected electric systems of the subsidiary companies are connected by two 345J)00 volt
circuits to flouston Lighting & Power Company; by five 138J)00 volt and eight 69,000 volt lines to West
Texas Utilities Company; by one 345,000 volt, fi>ur 138,000 volt and one 69,000 volt lines to Lower
Colorado River Authority; and at several points with smaller systems operating wholly within Texas. The
electric utility subsidiaries are members of the Texas Interconnected Systems (TIS), an intrastate network
of six major investor-owned and seven public entities (see Regulation and Rates), and of the Electric
Rehability Council of Texas (ERCO r), the regional reliability coordinating organization for electric
power systems in Texas.

During the period from January 1,1975 to November 30,1980, the System companies made gross
property additions of $4,413.014,000 and retirements of property aggregating $257,772,000. Such gross
additions amounted to 60.2% of utility plant at November 30,1980.

CONSTRt|CilON PROGRAMS

Construction expenditures fi>r additions to utility plant fi>r the Scar 1980, and as estimated fi>r the
years 1981 through 1983 ( ner of participation by others) are as fi>llows:

19M0 1981 1982 1981

Ihousands of Do;tm

Electric property:
Prod uction .. $430,000 $423,000 $417,000 $362,000

Transtmwion . 71,000 95,000 102,000 116.000
Distribution.. 110,000 130,000 143,000 169,000

General.. 23,000 26,000 26,000 28,000

Fuel facilities:
Gas . I3,000 10J)00 6,000 4,000

Lignite . 82.000 80,000 71,000 104,000
_

Tot al .. 729,000 764,000 765,000 783,000

AFUDC. 78.000 86,000 85,000 92,000

Total construction expenditures . $807J)00 $850J)00 $850,000 $875,000

Such expenditures do not include:
Nuclear fuel . $ 23,000 $ 13,000 $ 47,003 $ 63,000

|

Non-utility property.. 7,000 13,000 33,000 48,000

The subsidiary companies are subject to federal, state and local regulations dealing with environmen-
tal protection (see Environmental Matters). Construction expenditures for lignite-fueled generating units
(Electric property-P.oduction) fiir additional items of equipment contributing to the protection of the

; environment, are estimated to include approximately 545,000,000 for 1980, $36,000,000 for 1981,
$13J)00,000 for 1982, and $26,000,000 fi>r 1983. Similar such expenditures approximated $29.200,000 for
1975, $47,300,000 fi>r 1976, $70,000,000 fi>r 1977. $44,200,000 fi>r 1978 and $32,000,000 for 1979.

;
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Additional generating units now in design or under construction (net of participation by others), and
the year each is scheduled for service, are as follows:

Spiem Share

Expenditures Estimated1
.

Unit Net Through Estimated CompletedScheduled
Unit for Capability December 31 Completed Cost per

Ownership Sta tion (s ) Fuel No. Sersice (megawatts) 1980 Cost Megawats t b)

Thousands of Dollars

i Texas Power Sandow Lignite 4 1981 545 $ 233.323 $ 244.003 $ 448

f 1.313.31I l.895.000 972Jointly Owned (c) Comanche Peak Nuclear

f 60,223 892.000 793Texas Power (d) Twin Oak Lignite

Jointly Ow ned( c )... Forest Gri e Lignite i 1989 750 99,591 804,000 1.072'

Jointly Owned (c). .. Martin L ne Lignite 4 1990 750 34.420 492,000 656

(a) Subject to approval of various regulatory agencies, including the Nuclear Regulatory Commission in
the case of Comanche Peak.

(b) Except for Comanche Peak which retlects the total cost of the project for all participants.
(c) By the electric utility subsidiaries; except Comanche Peak which is net of the participation of Texas

Municipal Power Agency (6.2%) and Brazos Electric Power Cooperative, Inc. (3.8%) and the
anticipated participation of Tex-La Electric Cooperative of Texas, Inc. (4%%).

(d) Capacity owned in a joint project with Alcoa.

As a result of design changes and modifications required by the NRC and of delays in obtaining ant
'

operating license,in July 1980, the in-service dates of Units I and 2 at the Comanche Peak station were
delayed from 1981 and 1983 to 1982 and 1984, respectively. In addition, as a result of the Company's
continuing review of projected customer demand, the Company announced deferrals in the in-service date!

of other units under construction as follows: Twin Oak Unit I from 1985 to 1986, Twin Oak Unit 2 from
1986 to 1988, Martin Lake Unit 4 from 1985 to 1990 and Forest Grove Unit I from 1987 to 1989. The t'

above chart reflects the foregoing delays and the resulting increased construction costs.

In January 1981, Texas Power sold a 4%% undivided interest in the Comanche Peak statio 1, nuclear:
fuel and associated transmission facilities to Tex-La Electric Cooperative of Texas, Inc. (Tex-La) for
approximately $90,000,000. This sale, which is subject to NRC approval, will reduce the percentage
ownership of Texas Power in such station to 31%%, with the interests of Dallas Power and Texas Electric,

remaining unchanged at 18%% and 35Y.%, respectively.4

Following an incident at the Three Mile Island nuclear power plant, the NRC staffissued an " Action
Plan"in June 1980, designed to provide a comprehensive and integrated plan to improve safety at nuclear
power reactors. Efforts are underway to comply with applicable requirements of the Action Plan. Since
many of the improvements indicated by the Three Mile Island accident had already been incorporated in

;

; the design of Comanche Peak, the Company believes that the modifications presently underway will not
; significantly impact either the scheduled completion or the estimated completed cost of the two units at the

Comanche Peak station. However, if an operating license has not been issued by the time Unit No. I is
ready for fuel loading, construction costs may increase and the in-service date may be delayed. It is not
anticipated that any deferral of the Comanche Peak nuclear units will have a materially adverse effect,

upon the ability to provide adequate service or the results of operations of the System companies.
I in decisions rendered in July 1976, the United States Court of Appeals for the District of Columbia

Circuit, in two proceedings in which none of the System companies was a party, held that the NRC must,
before granting construction permits or operating licenses, consider the environmental impact of

i reprocessing spent fuel and of waste disposal. In March 1977, the NRC adopted an interim rule with
respect to such environmental impact at.d stated that all construction permits and o; wing licenses,
including the construction permit for Comanche Peak, previously issued will remain in effect. . In April

1 1978, the United States Supreme Court reversed the Circuit Court decisions, upheld the NRC review
procedures and remanded one case to require the Circuit Court to determine if the NRC rule concerning
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such environmental impact was adequately supported by the rulemaking record. Before commencement
of operations at Comanche Peak, an operating license must be obtained from the NRC for which
application has been made (see Regulation and Rates). The Company cannot predict what effect this
proceeding may have on its application for such operating license.

The etTects ofinflation on construction costs and reevaluation of growth expectations by the System
companics may require changes in estimated completed costs and completion dates for certain generating
units in design or under construction. Actual expenditures and dates of completion may further vary
because of other uncertain factors such as weather conditions, licensing delays, and availability of fuel,
labor, materials and capital. At November 30,1980, construction of the additional generating units and
other major projects was on schedule for completion and testing prior to the planned in-service dates.
Commitments in connection with the construction programs, principally for generating plants and related
facilities, are generally revocable by the System companies subject to reimbursement to manufacturers for
expenditures incurred or other cancellation penalties.

Present estimates indicate that at least 50% of the funds required to finance the construction programs
in 1981 will be provided from internal soures. System companies expect to sell securities as needed to
finance the remainder af such programs, including (i) the anticipated private placement by Fuel Company
in April 1981 of $50,000,000 of Senior Notes, (ii) the anticipated sa!e by Dallas Power in April 1981 of
$50,000.000 principal amount of first mortgage bonds and 250,000 shares of preferred stock for
approximately $25,000,000. (iii) the sale from time to time of shares of the Company's common stock
pursuant to the Automatic Dividend Reinvestment and Common Stock Purchase Plan, the Employees'
Thrift Plan and the Employee Stock Ownership Plan (see Note 3 to Financial Statements), (iv) the
possible sale of additional pollution control revenue bonds and (v) the sale of the comrnon stock offered
hereby (see Use of Proceeds).

FUEL SUPPLY

Net input to the System for the twelve months ended November 30,1980, was 62,633 million
kilowatt-hours of which 62,537 million was generated in System stations. During this period,690,620,284
million Stu's of fuel were consumed Ihr electric generation at an average cost of i172 per million Btu:
gas-164.8c per million Btu, oil-285.6c per million Bru, and lignite-70.4c per million Btu (58.99 per
ton); the fuel mix for electric generation during said period was as follows: gas-49.1%, oil-0.1%, and
lignite-50.89.

A comparison of the unit cost per million Btu of fuel consumed and the fuel mix for electric generation
during the last five years is shown below:

l' nit Omt Per Million Bau Fuel Mis For Flectric Generation

1975 1976 1977 1978 1979 1975 1976 1977 1978 1979

Gas.. 73 0c 101.0c 123 5c 137 0c 140.5c 74 8 % 6&34 65.94 58 0% 4164
(hl .. 191.0 229 4 i86.5 202.4 if48 4 03 0.2 1. 5 06 1.4

Lig nite * 23 9 28 8 39.5 46.7 62 3 24 9 31.5 32.6 41.4 50 0

As era ge / Total .. ol ic 78 5c 97 |c 100. lc 102.0c 100 0 % 100.0 % 100 0 % 100 0% 100.0 %

* Lignite cost per ton: $3.12 for 1975: $3.75 for 1976; $5.21 for 1977; $6.28 for 1978; and $8.15 for 1979.

The cost of fuel and increases therein are recoverable under the fuel cost factors referred to under
Regulation and Rates.

Gas

Fuel gas for units at nineteen of the principal generating stations of the System, having an aggregate
net capability of 12.01I megawatts, is provided under contracts with five principal suppliers, including
Fuel Company which supplied approximately 50% of the fuel gas requirements of the System companies
for the twelve months ended November 30,1980-38% under contracts principally with producers at the
wellhead and 12% under contracts with Lone Star Gas Company ( Lone Star) assigned to Fuel Company
by Dallas Power and Texas Electric in June 1980 (see below). Lone Star also supplied approximately 19%
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;

of the fuel gas requirements of the System for the same period under contracts with other System
companies expiring at intervals through 1991. Short-term curtailments of gas deliveries have been
experienced under the contracts with Lone Star during periods of peak demand on its delivery system;
however, such curtailments have been of relatively short duration and have had no major impact on
System operations. No curtailments have been experienced under contracts expiring through 1983 with
the other principal suppliers providing the remaining 31% of the fuel gas requirements for the twelve
month period.

In June 1980, several Lone Star Gas Company contracts held by two of the electric utility subsidiaries
were assigned to Fuel Company. Concurrently with these assignments, supplemental agreements between
Fuel Company and Lone Star Gas Company were signed which provide for (i) an increase in maximum
daily and annual delivery obligations of Lone Star, (ii) an increase in the delivery points through which

' these supplies could flow to System generating stations, and (iii) an extension of the primary term through
1989 or 1990, with provision for year to year extension by mutual agreement. Additional fuel gas
available to the System under these supplemental agreements will be used, together with other supplies, to
meet the short-fall occasioned by the expiration of the contract for fuel gas from the Old Ocean Field.

One major contract with a principal reoplier of fuel gas for Texas Electric from the Old Ocean Field in
Brazoria County, Texas, expired at the cN of 1980. Fuel gas supplied under this contract accounted for
approximately 20% of the System fuel t ~. equirements during the twelve months ended November 30,
1980. Fuel Company has begun supplying the fuel gas previously provided under the expired contract.,

! Fuel Company owns and operates an intrastate natural gas pipeline system which extends from the
f gas-producing area of the Permian Basin in west Texas to the Fort Worth-Dallas area and eastward to the

; gas fields of east Texas. This system includes a one-halfinterest in a natural gas pipeline which extends
395 miles from the Permian Basin area of west Texas to a point of termination south of the Fort Worth-
Dallas area. This 36-inch line has a total initial capacity of 550 million cubic feet of gas per day which can
be increased at additional cost to 1,300 million cubic feet per day by the installation of compression. Fuel4

| Company also owns and operates an additional 1,303 miles of various smaller capacity lines which are
j used to gather and transport natural gas from other gas-producing areas, including the gas fields of east

| Texas. Pipeline facilities of Fuel Company are interconnected with similar facilities of Old Ocean to form
an integrated network through which fuel gas is gathered and transported tc certain of the generating'

stations of the System companies for use in the generation of electric energy.

Fuel Company has acquired under contracts expiring at intervals through 2000, principally with
producers at the wellhead, supplies of gas which are generally expected to be produced over a ten to fifteen

'

year period. As gas production declines and/or contracts expire, new contracts are negotiated to replenish
,

or augment such supplies. During the twelve months ended November 30,1980, no curtailments were
experienced under these contracts.

Fuel Company also owns and operates underground gas storage facilities with a usable capacity of

| 22.4 billion cubic feet. Gas stored in these facilities is currently capable of be.ng withdrawn at a rate of
approximately 215 million cubic feet per day for use during periods of peak demand or curtailment of

I deliveries by other gas suppliers. Old Ocean also owns and operates an underground gas storage reservoir
with a usable cc.pacity of 5.5 billion cubic feet. Gas from this facility is also available to meet seasonal and

| other fluctuations to the extent of approximately 145 million cubic feet per day.

j in September 1975 and April 1976 suits were filed in the 149th Judicial District Court of Brazoria
County, Texas and the United States District Court for the Southern District of Texas, Galveston Division,
respectively, involving claims of the First National Bank of Chicago, the University of Chicago, Mobil Oil -
Corporation. Texaco, Inc. and certain owners of carried working interests in the Old Ocean Field from'

which substantial supplies of gas were furnished to Texas Electric under a contract which has expired. The
claims involved an alleged failure to deliver gas and a substantial amount of unspecified damages. Thisi

litigation concerning Texas Electric's ri ht to receive gas from the Old Ocean Field terminated favorably to
Texas Electric in January 1981.'

In September 1973, the Railroad Commission of Texas issued an interim order granting a rate1

increase to Lo-Vaca Gathering Company ( Lo-Vaca), a purchaser and transporter of natural gas, a portion
of which was ultimately parchased by Texas Electric. In a proceeding before the Railroad Commission,;

s
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Gulf Oil Corporation (Gulf), a purchaser, filed an application in late 1978 to pass through these costs to
Odessa Natural Corporation (Odessa) and Odessa filed a motion with the Railroad Commission to the
effect that should Odessa be required to pay any additional amounts to Gulf,it should be allowed to pass
these increased costs to Texas Electric, which purchased the gas from Odessa. Although Texas Electric
cannot estimate the amount of costs at issue, such costs could be substantial and may involve retroactive
charges which may not be recoverable by Texas Electric. Texas Electric, several municipalities served by
it, the Public Utility Commission of Texas, and certain wholesale customers intervened in this matter in
opposition to the motions of Gulf and Odessa. In December 1980 the Railroad Commission entered an
order denying Gulfs claim from which Gulf filed an appeal in January 1981 in the 250th Judicial District
Court of Travis County, Texas. Also, Texas Electric filed suit in the 53rd Judicial District Court of Travis
County, Texas, contesting the jurisdiction of the Railroad Commission to grant Gulfits requested relief. A
decision therein has been deferred until the determination of the appeal by Gulf from the final order of the
Railroad Commission.

In November 1978, the Powerplant and Industrial Fuel Use Act of 1978 ( Fuel Use Act) was enacted
as part of the National Energy Act. Among other things, the Fuel Use Act (i) generally prohibits the use
of natural gas and/or oil as a primary energy source in any new electric power plants. (ii) limits the use of
natural gas as a primary energy source in existing electric power plants in any calendar year before 1990 in
a greater proportion than the average yearly proportion of natural gas used during 1974 through 1976, and
(iii) requires that natural gas use in such facilities cease by 1990 unless specific exemptions can be
obtained. The Economic Regulatory Administration of the Department of Energy has issued regulations
implementing this Act. In October 1980, System companies filed a petition to review these regulations in
the United States Court of Appeals for the Fifth Circuit which petition has been transferred to the United
States Court of Appeals for the Fourth Circuit. The Company is not able to state what impact this
legislation or these regulations will have on future operations.

Oil

During the twelve months ended November 30,1980, dependence by the electric utility subsidiaries
upon fuel oil as an alternate source of boiler fuel amounted to 159,934 barrels of oil or 0.1% of total fuci
requirements. Fuel oil is stored at all nineteen of the principally gas-fueled generating stations. At
November 30,1980, System companies had fuel oil storage capacity sutlicient to accommodate the storage
of approximately 6.8 million barrels of oil, with approximately 4.6 million barrels of oilin inventory. It is
anticipated that oil required to replenish that removed from storage and consumed for the generation of
electric energy will be met primarily from purchases in the open market. Improvements in the method of
delivery of certain lighter grades of oil have been made through the construction of about nine miles of
pipeline facilities connecting two generating stations with the pipeline of a fuel oil supplier. Fuel Company

[ has access to an oil pipeline and owns terminal facilities to provide for more dependable and efficient
| movement of oil.
l
I

l 1. ignite
(
'

Two units in service at the Big Brown generating station, three units at the Martin Lake generating
station, and three units at the Monticello generating station (see Property), having an aggregate net

, capability of 5,300 megawatts, use lignite as fuel; five other lignite-fueled units, with an aggregate net
capability to the System of 3,170 megawatts, are now in design or under construction (see Construction

'

Programs ).1hese lignite units, which will be base loaded to operate at the maximum practical load factor,
have been or are being constructed adjacent to lignite reserves which will be surface mined. At the present
time, System companies, along with Alcoa which is a joint-participant with Texas Power in the
construction of the Twin Oak generating station (see Construction Programs), own in fee or have under
lease an estimated 820 million proven recoverable tons of such reserves. The companies are engaged in an
active program of core drilling and/or acquiring additional reserves. Generating Company owns and
operates equipment to remove the overburden and to recover lignite. One lignite unit, Sandow No. 4 (see
Construction Programs), will be owned by Texas Power and will be fueled from lignite deposits owned by
Alcoa. For information concerning applicable air quality standards, see Environmental Matters.
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Lignite production operations at the Big Brown, Martin Lake and Monticello generating stations are
accompanied by an extensive reclamation program which returns the land to productive uses and includes
a vegetation restoration program. Similar programs are planned for future lignite-fueled generating
stations mentioned above. For information concerning federal and state legislation with respect to surface
mining, see Environmental Matters.

Coal

Chaco has agreements with major leaseholders for sub bituminous coal reserves totaling more than
120 million recoverable tons located in San Juan and McKinley counties in northwest New Mexico. Chaco
has purchased an undivided one-third interest in such leaseholds and has the right to obtain the coal
produced from the remaining two-thirds interest in substantially all of such leaseholds. Problems with
respect to environmental impact studies and costs could affect the ability of Chaco to perfect its leasehold
rights with respect to approximately 10 million tons of this coal. Chaco also has a lease agreement with a
major mineral interest owner, Hospah Coal Company, a subsidiary of Santa Fe Industries, Inc., reported to
cover more than 200 million additional tons of recoverable coal in the same area of New Mexico. (See
Note 7 to Financial Statements.) In addition to these coal rights, totaling over 320 million tons of surface
mineable coal above a depth of 150 feet, options are held on a reported additional tonnage below the 150
foot level. Surface mining operations by Chaco are not expected to commence before 1982; however,
problems in respect to lease assignment approval, permitting, transportation and surface and water rights
may delay operations to a later date.

Nuclear
I
~ Two nuclear-fueled units of 1,150 megawatts each under construction at the Comanche Peak station

will provide 1,970 megawatts to the System. The first of such units is scheduled for service in 1982 and the
second in 1984 (see Construction Programs). Commitments have been obtained for anticipated uranium
ore concentrate requirements and fabrication services for both units for the first 17 years of operation.
Uranium hexafluoride conversion services have been contracted for through 1987, and uranium
enrichment contracts, having a duration of approximately 30 years, have been made with the Department

1 of Energy. No arrangements have as yet been made for the reprocessing requirements for the Comanche
Peak units and it is understood that at present there are no reprocessing plants in commercial operation in
the United States. Ilowever, there will be on-site storage capacity for spent fuel sufficient to accommodate
the operation of the units for approximately 17 years and this storage capacity can be increased. Additional
contracts for uranium ore concentrates and nuclear fuel cycle sersices will be required in the future;
however, it is not possible to predict the ultimate availability or cost thereof.

General

The companies are not able to state what problems may be encountered in the future in obtaining the
fuel they will require for use in generating electric energy to serve their customers, or predict the effect
upon their operations of any diffi,ulty they may experience in protecting their rights to fuel now under

~

contract or in acquiring fuel in the uture, or the cost thereof, although the cost et fuel is recoverable underr
the fuel cost factors referred to under Regulation and Rates.

REGULATION AND RATES

Regulation3

The Company is a holding company as defined in the Public Utility llolding Company Act of 1935
( Act). The Company and its subsidiary companies are presently exempt from the provisions of such Act,
except as to Section 9(a)(2) which relates to acquisition of securities of public utility companies.

At present, the Company's electric utility subsidiaries do not transmit electric energy in interstate
commerce or sell electric energy at wholesale in interstate commerce, or own or operate facilities therefor,
and are not connected directly or indirectly to other systems which are involved in such interstate activities,
except during the continuance of emergencies permitting temporary or permanent connections which do

J
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'
not subject them to the jurisdiction of the Federal Energy Regulatory Commission (FERC), successor to
the Federal Power Commission ( FPC) under the Federal Power Act. In view thereof, each such
subsidiary believes that it is not a public utility as defmed in the Federal Power Act and has been advised

4
by its counsel that it is not subject to regulation under such Act as to the issuance of securities or otherwise;

i however, should the Company's electric utility subsidiaries become subject to the Federal Power Act, such
subsidiaries would be subject to regulation by FERC with respect to rates for transmission and sale of
electric energy at wholesale, the interconnection of facilities, the issuance of securities and to the extent

; FERC determines, accounting policies and practices.

. The Public Utility Regulatory Policies Act of 1978 (PURPA), a constituent bill of the National
1 Energy Act, grants power to FERC on its own authority or on application of any electric utility,
; cogenerator or state regulatory authority to order interconnections and transmission of power under certain
I circumstances. However, compliance with such an order involving interstate transmission of power would

not subject System companies to the general jurisdiction of FERC. PURPA also requires state regulatory
; authorities to hold public hearings to consider the application of certain rate design and other standards
) and the mandatory use of load managemem techniques. S stem companies are unable at this time toi

assess the full etrect of these and other provisions upon the results of their operations or financial condition.
>

; The Public Utility Commission of Texas ( PUC) has originaljurisdiction over electric rates and service
; in unincorporated areas and exclusive appellate jurisdiction to review the rate and sen;ce orders and
! ordinances of municipalities. Each municipality within the System senice area has original jurisdiction
i over the cegulation of electne rates and senice within its corporate limits until such time that any such
' municipality may elect to have the PUC exercise original jurisdiction. Approximately 19% of System
i revenues are derived from electric energy sales to customers in unincorporated areas. (See also Fuel
i Supply and Environmental Atatters for information relating to the Railroad Commission of Texas).

. Central and South West Corporation (CSW) is a holding company with electric utility subsidiaries
4

operating in Arkansas. Louisiana, Oklahoma and Texas. For many years, CSW has operated two separate
; systems-one interstate and part of the Southwest Power Pool (SWPP), and the other an intrastate system

tied in with the Texas Interconnected Systems (TIS), an intrastate network of six major investor-owned
j and seven public entities. TIS includes Central Power & Light Company (CP&L), the southern part of

West Texas Utilities Company ( WTU), both of which are CSW subsidiaries, Houston Lighting & Power
Company ( HL&P), and the electric utility subsidiaries of the Company, among others. On Alay 4,1976,3

CSW put its Texas system into interstate commerce, and by that act also connected the other parties in TIS,

! to Oklahoma through WTU. Texas Electric promptly disconnected from WTU and returned to intrastate
; operation. Also, on that date subsidiaries of CSW, assetting that the System electric utility companies were
| subject to the iurisdiction of the FPC, petitioned the FPC to require them to reestablish connections with

the interstate facilities of the CSW system. In July 1976, the FPC issued an order finding that the System
,

; companies were not public utilities as defined in the Federal Power Act. On appeal, the United States
i Court of Appeals for the District of Columbia Circuit has remanded this order to FERC, as successor to the
i FPC, for further clarificatioa.

I

j On N1ay 2,1977, in Docket No.14, the PUC entered an interim order requiring WTU and CP&L in
<

j effect to return to their pre-Niay 4,1976 mode of operation, and further requiring WTU to sever the
i interstate ties into Oklahona. On Niay 4,1977, after WTU had severed the interstate ties, interconnections

| were reestablished between its intrastate system and TIS. On June 2,1977, the PUC entered a final order
'

confirming its interim order and prohibiting any party operating a utility system connected with TIS from
j withdrawing from TIS or making connections with utility systems not so connected unless approved by the
'

PUC or pursuant to judicial mandate or order of the FPC. In July 1977, the three electric utility
subsidiaries of the Company intervened in a suit filed by WTU and CP&L in the 53rd Judicial District

i Court of Travis County, Texas, challenging the validity of the final order issued by the PUC in Docket No.
j 14. In Ntay 1978, the Department of Energy and the FERC intervened contending that the PUC violated
4 the' United States Constitution and the Federal Power Act by ordering CSW to cease and not renew

interstate power sales. A decision in this suit is pending.
I
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In February 1979, certain subsidiaries of CSW filed an application with FERC under PURPA seeking
generally to exempt CP&L and WTU from certain provisions of the PUC order in Docket No.14 and to
require System companies to operate interconnected with facilities in the CSW system, including interstate
facilities. In July 1979, FERC issued an order instituting an investigation in the matter, which is currently
proceeding. In October 1980, the System electric utility subsidiaries, llL&P and CSW filed an Otrer of
Settlement in this proceeding, whnh has the concurrence of the FERC staff, providing, among other
matters, for the entry of an order requiring the establishment of two direct current asynchronous
interconnections between SWPP and TIS and for the wheeling of power between such systems under
specified terms and conditions. This offer is made on a basis which would not subject System companies
and llL&P to the jurisdiction of the FERC generally. In December 1980, FERC granted the motion of the
Department of Justice for leave to intervene in this proceeding, which motion generally opposes the
proposed settlement. As the result of the intervention by the Department of Justice, the Administrative
Law Judge ruled in January 1981 that a hearing in this proceeding is necessary; however, this ruling will be
reviewed by FERC. The settlement proposal of CSW, the electric utility subsidiaries of the Company and
llL&P would encompass the proceeding before FERC mentioned hereinabove and is also contingent upon
the settlement and termination of the proceedings before the Securities and Exchange C >mmission (SEC)
described hereinafter.

In August 1978, in connection with the application by Generating Company for an aperating license
for the Comanche Peak nuclear station, the Department of Justice indicated that the intrasate provisions
of agreements among TIS members raise antitrust issues. The Nuclear Regulatory Commission (NRC)
has ordered a hearing on this matter which is in progress. Proposed licensing conditions relating to the
antitrust matters have been agreed to by the NRC staff, the Department of Justice and all parties to the
Comanche Peak proceeding. There is also in progress a similar hearing before the NRC relating to an
operating license in connection with the South Texas nuclear facility being constructed by IIL&P and
CP&L, among others. The City of Brownsville, Texas has intervened in this proceeding claiming that
certain antitrust issues relating to HL&P should be considered, and asserted that similar issues affect
System companies and should be considered in connection with their license application.

In Starch 1974, a request was filed with the SEC by four Oklahoma municipalities and two
cooperatives, asking, among other things, that the SEC undertake a review of the status of CSW and its
subsidiaries under the Public Utility llolding Company Act of 1935; and that the SEC also review the
exemption granted to the Company and its subsidiaries to determine if that exemption should be revoked.
A hearing concerning the status of CSW under this Act has bcen in progress and is currently being held in
abeyance pending resolution of the matters before FERC described hereinbefore.

Texas Electric and HL&P were named as defendants in a suit filed against them on May 3,1976, in
the United States District Court for the Northern District of Texas, Dallas Division, by WTU and CP&L
The suit generally sought to require Texas Electric and HL&P to operate interconnected with the interstate
facilities of WTU and CP&L. A trial on the merits in this matter has been held and in February 1979, the
Court entered a judgment to the effect that it would not be in the public interest to force the defendants to
interconnect in interstate commerce, finding among other things that the defendants had not violated the
federal antitrust laws. An appeal to the United States Court of Appeals for the Fifth Circuit has been filed
by WTU and CP&L, which have now requested that further action thereon be deferred pending resolution
of the settlement arrangements undertaken in connection with the FERC proceeding described here-
inbefore.

In December 1976, Tex-La Electric Cooperative of Texas, Inc. (Tex-La), a wholesale customer of
Texas Power, requested an investigation by the PUC and the FPC to determine whether Texas Power
engages m interstate commerce in connection with the transmission of energy generated by the Denison
Dam plant located near the Texas / Oklahoma border and which of such agencies hasjurisdiction over the
wholesale sales of Texas Power. Subsequently the PUC has established wholesale rates for sales by Texas
Power to Tex-La but the matter is still pending before FERC. Several parties have intervened in the
FERC proceeding including certain CSW subsidiaries, HL&P and the State of Texas. In addition, the
United States Supreme Court has granted a petition from the State of Texas to determine the location of
the Texas / Oklahoma boundary line in this area.
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1

The present general rate levels of the electric utility subsidiaries were established at various dates in
!

1979 and 1980 by upward adjustments atTecting all classes of service and provide for the full current
recovery of fuel costs (see General below).

Dallas Power received an order from the PUC in October 1979, confirmed by a final order in March
1980, which recognized a revenue deficiency for the test year ended December 31,1978,of approximately
$37 million, or 9.7% The Company commenced billing these new rates in December 1979 within the four
municipalities and the areas subject to the originaljurisdiction of the PUC. Prior general rate levels were i
established, commencing with billings in August 1978, by upward adjustments of electric service rates for
all classes of service designed to increase operating revenues for the test year ended September 30,1977,
by approximately $41.6 million, or 131

in September 1980, Dallas Power filed applications with the PUC and with the municipalities of
Dallas. liighland Park, University Park and Cockrell flill for upward adjustments in electric service rates.
On February 26,1981, the PUC issued an order which recognized a revenue deficiency for the test year

- ended June 30,1980, of approximately $56.3 million, or about 11.4% for customers subject to the original
jurisdiction of the PUC. Either through placing rates in etTect under bond, as provided in the Public Utility
Regulatory Act of the State of Texas, or through issuance of interim orders by the PUC acting in its
appellate jurisdiction, Dallas Power began billing said increased rates to all customers in March 1981.

Texas Electric received a final order from the PUC in October 1980 which recognized a revenue
deficiency for the test year ended March 31,1980, of approximately $69.4 million, or 10.11 The new
rates, which apply to all classes of service, were placed into effect in October 1980. Prior general rate levels
were established, commencing in November 1979, by upward adjustments of e :ctric service rates for all8

classes of service designed to increase operating revenues for the test year e. led March 31,1979, by
approximately $38 million, or 7.6%

Texas Power received a final order from the PUC in April 1980 which recognized a revenue
. deficiency for the test year ended September 30,1979, of approximately $81.9 million, or about 101 The
! new rate schedules were etrective in all areas with consumption after May 26,1980. Prior general rate

levels were established, commencing at various dates between May and August 1978, by upward
adjustments in electric service rates for all classes of service designed to increase operating revenues for the
test year ended September 30,1977, by approximately $41 million, or 75

in March 1981, Texas Power made applications to the PUC and to all of the incorporated
municipalities in its service area for upward adjustments in electric service rates. The proposed rate
adjustments, affecting all classes of service, are estimated to increase operating revenues of Texas Power by
approximately $198 million, or 20.3% for the test year ended December 31,1980. Texas Power is unable
to predict the extent, if any, to which these rate increase requests will be granted.

In July 1980, Tex-La filed suit in the 126th Judicial District Court of Travis County, Texas and the
Community Center of Stafford-Armstrong Addition of the City of Seagoville, Texas, et al. filed suit in the
53rd Judicial District Court of Travis County, Texas, for review of the April 1980 PUC order granting
Texas Power its most recent rate increase. Each of the suits seeks a reversal of the order and a refund of all
payments made by the plaintiti thereunder.

In July 1978, Tex-La filed suit in the 53rd Judicial District Court of Travis County, Texas, for review'

of the PUC order of May 1978 granting Texas Power an increase in rates. This suit seeks a reversal of the
order and a refund of all payments made by Tex-La thereunder. Subsequently, the McLennan County
Consumers Association intervened, and the suit was remanded to the PUC for consideration of certain
transactions among subsidiaries of the Company. The PUC entered an order regarding these transactions
(see General below) and the rate appeal suit is currently pending in the District Court wherein the Court
has announced its intention to affirm the rate increase.
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General

In an order issued in April 1979, following a hearing with respect to certain transactions, involving
substantial amounts, among the subsidiaries of the Company, including Dallas Power, Texas Electric and
Texas Power, the PUC concluded that the transactions reviewed were generally in the public interest.
Certain provisions of the order, however, required that prior PUC approval be obtained with respect to
certain future transactions among the subsidiaries and required a $3.2 million refund and these provisions
were appealed by the electric utility subsidiaries of the Company and other parties to the proceedings. On
December 30, 1980 following oral argument before the 53rd Judicial District Court of Travis County,
Texas in the appeal of this matter, the Court announced its intention to enter an order remanding this
matter to the PUC for further consideration in light ofits conclusion that the provisions of the Texas Public
Utility Regulatory Act required a prict determination by the PUC of the reaso tableness of the charges
involved in transactions among affiliated interests, which have been recovered by the Company's electric
utility subsidiaries under their fuel adjustment clauses. The Court further indicated that it was not ordering
further refunds or requiring penalties to be levied but asked that these matters be further considered on
remand by the PUC. The Company's electric utility subsidiaries intend to appeal any adverse final order
entered by the Court. The Company's electric utility st,bsidiaries cannot p edict the outcome of this
proceeding.

ENVIRONN1 ENTAL NIATTERS

The subsidiary companies are subject to various federal, state and local regulations dealing with air
and water quality and related environmental matters (see Construction Programs for scheduled
expenditures).

Air

Under :12 Texas Clean Air Act, the Texas Air Control Board (TACB) has jurisdiction over the
permissible level of air contaminant emissions from generating facilities located within the State of Texas.
In addition, the new source performance standards of the United States Environmental Protection Agency
(EPA) promulgated under the federal Clean Air Act, which have also been adopted by the TACB, are
applicable to such generating units, the construction of which commenced after N1 arch 5,1972.

System gas and oil-fueled generating units have been constructed to operate in compliance with
regulations promulgat~1 pursuant to these Acts. Particulate control devices have been installed at each of
the System lignite-fucted units and sulfur dioxide control devices have also been installed on Unit 3 at the
hionticello station and the three units :n operation at the A1artin Lake station in order to comply with
applicable regulations under these Acts. Due to variations in the sulfur content of the lignite fuel,
operation of certain of these generating units at reduced loads is required from time tc time in order to
maintain compliance with these standards.

In July 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas against
Generating Company, Service Company, and the electric utility subsidiaries of the Company, by the State
of Texas on behalf of the TACB. The petition alleges that Generating Company and Service Company,
acting as agents for the electric utility subsidiaries, have violated regulations issued under the federal Clean
Air Act, provisions of the Texas Clean Air Act, and permits issued by the TACB,in allowing the start-up of
Unit 3 at the N1artin Lake station before the completion and operation of its associated air pollution
control equipment. The State seeks an injunction against further violation of the federal Clear Air Act and
penalties from each of the defendants of $1,000 for each day and each act of violation. The defendants are
contesting this action and do not expect that an adverse decision in this suit would have a material effect on
their operations or financial condition.

Generating facilities presently under construction are designed to comply with applicable statutes and
regulations. To date, required construction permits have been obtained for Unit 4 at the N1artin Lake
station, Unit I at the Forest Grove station, Unit 4 at the Sandow station and Units 1 and 2 at the Twin Oak
station.
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The federal Clean Air Act Amendments of 1977, among other things, require the Administrator of
EPA to promulgate revised new source performance standards. The amendments also contain promions
relating to the prevention of significant deterioration of air quality pursuant to which regulations have been
issued, and limit the maximum allowable increases in concentrations of sulfur oxides and particulates in
various areas. System companies cannot presently determine the etTect of these amendments and
regulations upon their planned construction programs, although it is not expected that the regulations
relating to the prevention of significant deterioration of air quality will have a materialimpact on them. In
July 1979, Generating Company and various electric utilities filed suit in the United States Court of
Appeals for the District of Columbia Circuit challenging the validity of the regulations relating to
emissions of sulfur dioxide.

1

Water

The Texas Department of Water Resources (TDWR) and the EPA have jurisdiction over all watet
discharges from System company generating stations and mining areas. System companies have obtained
all required liquid waste control orders from the Texas Water Quality Board, predecessor to the TDWR,
for facilities in operation and have applied for or obtained all such orders for facilities under construction.
The companies have received permits from the EPA under the National Pollutant Discharge Elimination
System ( NPDES) for the discharge of waters from units at the generating stations currently in operation.
All NPDES permits required for units under construction and lignite mining areas have been applied for or
obtained. Most of these permits expired in 1980; however, applications for new permits have been
submitted while interim authorizations are in effect, and the companies believe they can satisfy the
requirements necessary to obtain renewals thereof.

In June 1979, the EPA issued revised regulations for the issuance of NPDES permits and various
electric utility companies, including the clectric utility subsidiaries of the Company, filed suits in the United
States District Court for the Western District of Virginia and the United States Court of Appeals for the
Fourth Circuit challenging the validity of the revised NPDES regulations. These suits have not yet been
set for trial and the companies cannot predict the outcome of this matter. Also, it is anticipated tha* the
EPA will issue new regulations relating to thermal discharges as a result oflitigation setting aside certain of
the thermal regulations initially adopted. System companies cannot presently determine what modi-
fications might be necessary to obtain NPDES permits for future plants or to obtain renewals of existing
permits, or to comply with future requirements pertaining to thermal limitations or standards, nor can any
determination be made of the direct or indirect msts of any such modifications.

System company generating stations presently in operation have been constructed to operate in
compliance with applicable state and fedcral standards relating to the quality of discharges of water;
however, in May 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against
Generating Company by the State of Texas on behalf of the TDWR. The petition alleges that Generating
Company has discharged contaminated water from the Martin Lake station into the adjacent lake in
violation of provisions of the Texas Water Code and permits issued thereunder to Generating Company by
the TDWR. In July 1979, the petition was amended to join a claim on behalf of the Texas Parks and
Wddlife Department (TPWD) that as a result of such discharges fish have been killed, the State of Texas
has sutTered losses in the recreational value of its properties and the safety of the public has been
endangered. In July 1980, TDWR and TPWD filed a second enended petition which names the
Company and Service Company as defendants, in addition to Generating Company, alleges additional
violations of permits, seeks an injunction against further violations and seeks penalties in the amount of
$1,000 from each defendant for each day and each act of violation with a minimum of S281,000 from each
defendant, damages in the amount of $1,450,314 in regard to state fish resources and at least $500,000 for
lost recreation resources, as well as $5,000,000 in punitive damages. The defendants, including the
Company, do not expect that an adverse decision in this suit would have a material adverse etTect on their
operations or financial condition.

Diversion of water by System companies for cooling and other purposes is subject to the jurisdiction of
the Texas Water Commission, formerly the Texas Water Rights Commission, which is empowered to
allocate such waters among users. The companies possess all necessary permits from such Commission for
the use of surface water required for their present operations and plants under construction.
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Other
System lignite mining operations are currently regulated at the state level by the Railroad Commission

of Texas. Surface mining permits in connection with the Big Brown, Martin Lake and Monticello stations
have been issued. Federal legislation regulating surface mining was enacted in August 1977 and
regulations implementing the law have been issued. In May 1979, Generating Company, along with
various coal producers, filed suit in the United States District Court for the District of Columbia
challenging the validity of certain of the final federal surface mining regulations. Judgments upholding
certain of the challenged regulations and remanding others for reconsideration have been appealed to the
United States Court of Appeals for the District of Columbia Circuit. Enforcement of these regulation
would increase the cost of producing lignite; however, the Company does not anticipate that the terms and
conditions of permits issued thereunder will have a material adverse effect upon its future use oflignite as
fuel for the generation of electricity.

Disposal of solid waste is regulated under the Texas Solid Waste Disposal Act and at the federallevel
under the Resource Conservation and Recovery Act of 1976 (RCRA). The EPA has issued regulations
under RCRA and the Texas Department of Water Resources has issued regulations under the Texas act
applicable to the System units. System companies cannot presently determine the effect of these Acts upon
their plant operations, but have submitted applications for the permits required by such regulations. In
June 1980, various electric utility compames, and Generating Company, intervened in a suit pending in the !

United States District Court for the District of Columbia, challenging the validity of certain of the EPA
regulations.

MANAGEMENT
The directors and executive officers of the Company are as follows:

T. L. AUSTIN, JR.
Director, Chairman of the Board and Chief Executive

BURL B. HutsEY, JR.
Director and President

R. K. CAMPar1.L ABNER V. McCALL PIRRY G. BRITTAIN
Director Director Executive Vice President

W. H. l{ ARRisoN, JR.
Executive Vice President

ERLE NYL
J. S. FARRINGTON J. C. Pact JR. Executive Vice President

Director Director L. S. TURNI R, JR.
Executive Vice President

R. E. FoNVILLE

W. M. G Ritt:N Cll art.Ls N. PROTiiRo Secretary and

Director Director Assistant Treasurer
11. A. IloRN

Treasurer and
Assistant Secretary

W. G. M ARQUARDT WILLIAM 11. SLAY S. S. SWIGER
Director Director Controller

Each of the executive officers has been employed by the Company or a subsidiary company, although not
necessarily in his present position, for more than five years.

DESCRIPTION OF CAPITAL STOCK
The authorized capital stock of the Company consists of common stock, without par value, of whi:h

,

96,048,097 shares were outstanding at November 30,1980, and serial preference stock, par value $25 per j
share, of which none is outstanding. The following statements with respect to such capital stock of the i

Company are a summary of certain rights and privileges attaching to the stock under the laws of the State
of Texas and the Articles ofIncorporation and Bylaws of the Company. This summary does not purport to
be complete and is qualified in its entirety by reference to such laws, Articles ofIncorporation, and Bylaws
for complete statements.
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Each holder of common stock is entitled to one vote for each share of common stock held on all
questions submitted to shareholders and to cumulative voting at all elections of directors. The common
stock has no preemptive or conversion rights. Upon issuance and sale of the shares otTered hereby, such
shares will be fully paid and nonassessable.

The holders of the preference stock are not accorded voting rights, except that, when dividends
thereon are in default in an amount equivalent to four full quarterly dividends, the holders of the
preference stock are entitled to vote for the election of one-third of the Board of Directors or two directors,
whichever is greater, and, when dividend.s are in default in an amount equivalent to eight full quarterly
dividends, for the election of the smallest number of directors necessary so that a majority of the full Board
shall have been elected by the holders of the preference stock. The Company must also secure the
approval of the holders of two-thirds of the outstanding shares of preference stock prior to effecting various
changes in its capital structure.

After the payment of full preferential dividends on the preference stock, common shareholders are
entitled to dividends when and as declared by the Board of Directors. After payment to the holders of
preference stock of the preferential amounts to which they are entitled, the remaining assets to be
distributed, if any, upon any dissolution or liquidation shall be distributed to the holders of the common
stock. Each share of common stock is equal to every other share of common stock with respect to
dividends and also with respect to distributions upon any dissolution or liquidation. (See Note 4 to
Financial Statements. )

The common stock of the Company is listed on the New York, Midwest and Pacific stock exchanges.
Application has been made for the listing on such exchanges of the additional shares otTered hereby.

; The transfer agents for the common stock are Morgan Guaranty Trust Company of New York and
Mercantile National Bank at Dallas.

EXPERTS AND LEGALITY

The balance sheet of the Company and of the Company and subsidiaries a of December 31,1978
and 1979, and the related statements of income, retained earnings, source of funds for construction and
source of funds for investment for each of the five years in the period ended December 31,1979 included
herein have been examined by Deloitte liaskins & Sells, independent Certified Public Accountants, as
stawd in ' non appearing herein, and have been so included in reliance upon such opinion given
upon th j of that firm as experts in accounting and auditing.

The statements made as to matters oflaw and legal conclusions pertaining to the incorporation and
,

common stock of the companies, and the regulation to which the companies are subject, have been
! reviewed by Messrs. Worsham, Forsythe & Sampels (as to the Company, Service Company, Generating

Company, Fuel Company, Chaco, and Basic), G. A. Engelland, Esq. (as to Dallas Power), Messrs.
Cantey, Ilanger, Gooch, Munn & Collins (as to Texas Electric and Old Ocean), and Messrs. Burford &
Ryburn (as to Texas Power), counsel fbr such companies, respectively, and such statements are made
upon their authority as experts.

The legality of the shares of common stock otTered hereby will be passed upon for the Company by
Messrs. Worsham, Forsythe & Sampels, Dallas, Texas, and Messrs. Reid & Priest, New York, New York,
and for the Underwriters by Messrs. Winthrop, Stimson, Putnam & Roberts, New York, New York, except
that all matters relating to state regulation, and all other questions of conformity to local laws will be
passed upon only by Messrs. Worsham, Forsythe & Sampels. In respect to the subsidiaries of the
Company referred to above, such firms will rely as to matters of Texas law on the statements herein made
on the authority of counsel fbr such subsidiaries.

At January 31,1981, members of the firm of Messrs. Worsham, Forsythe & Sampels owned 18,525
shares of the common stock of the Company; G. A. Engelland, Esq., owned 541 shares of the common
stock of the Company; Mr. J. A. Gooch, a member of the firm of Mestrs. Cantey, llanger, Gooch, Munn &
Collins,is a Director of Texas Electric, and members of his firm owned 624 shares of the common stock of

j the Company; and members of the firm of Messrs. Burford & Ryburn owned 200 shares of the common
j stock of the Company.
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TEXAS UTILITIES COMPANY SYSTEM

DALLAS POWER & LIGilT COMPANY
TEXAS ELFCIRIC SERVICE COMPANY

TEXAS POWER & LIGIIT COMPANY

November 30.19ho
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UNDERWRITERS

Under the terms of and subject to the conditions contained in an Underwriting Agreement dated
March 18,1981, the Underwriters named below have severally agreed to purchase, and the Company has
agreed to sell to each Underwriter, severally, the respective numbers of shares of common stock offered
herchy set forth below.

. Number Number
or of

Name Shares Name Shares

Morgan Stanley & Co. Incorporated . 404,250 F. Eberstadt & Co., Inc. 12,000

Goldman, Sachs & Co. 404.250 Edelstein, Campbell & Co . Inc. 2,000
-

Mernli Lynch, Pierce, Fenner & Smith A. G. Edwards & Sons, Inc. 50,000

Incorporated 404,250 - E! Lins & Co. 7,000-

Salomon Brothers. 404,250
#' "* "'"#''

ABD Secunties Corporation . 12,000
# #* ' ''

Advest, Inc. 30,000
'""# # "' "~ I2 M-

American Secunties Corporanon., 12,000 ny a eny Inc. 2,M
A. L Ames & Co. Incorporated : 5,000

Fahnestock & Co. 7,000
Anderson & Strudwick, Incorporated 4,000

en s rnpany, nc Wrate $p
Arnhold and S Bleichroeder,Inc. 12,000

" " "'* N " ##
Atlantic Capital Corporation -- 30,000

# "' ' ' " "''' ""~~~ #M
Bache llalsey Stuart Shields Incorporated 100,000 2M"' 'I ' " " "
Bacon, Whipple & Co. 30,000 nt Ha en ecu @ rat n 2M
Robert W. Baird & Co. Incorporated 30,000

First Manhattan Co. 4,000
Baker, Watts & Co. 4,000

First of Michigan Corporation 30,000
Barclay Putnam Fint Southwest Company 7,000

Div.of F. L Putnam & Company,Inc. 2,000

Basle Securities Corporation. 30,000 Robert Fleming incorporated . 12,000

Bateman Eichler,11:11 Richards incorporated... 30,000 Folger Nolan Fleming Douglas Incorporated 12,000

George K. Baum & Company - 2,000 Foster & MarshallInc. 12,000

Bear, Stearns & Co. 100.000 Fredenck & Company Inc. 2,000

Sanford C. Bernuem & Co.,Inc. 12,000 Freehling & Co._ 4,000

Birr, Wilwn & Co.,Inc. - 5,000 Gradison & Company Incorporated.. 2,000

Wdham Blair & Company - 30,000 Greenshields & Co Inc 4.000

Blunt Ellis & Loewiincorporated.. I2,000 Gruntal & Co. 5,000

Blyth Eastman Paine Webber incorporated 100,000 Hanifen,Imhoft Inc. 2,000

Boettcher & Company.. 12,000 Bernard Herold & Co.,Inc. 2#)0

J. C. Bradford & Co., incorporated . 30,000 Hertfeld & Stern - 5,000

Alex. Bromn & Sons.. 50,000 L J. B. Hithard, W. L. Lyons, Inc. .. 12,000

Bruns, Nordeman. Rea & Ca 59)0 Howard,Weil Labouisse, Friedrnhs
Inc rporated, 7,000

Burgess & L ith Incorporated. 4,000
E. F. Hutton & Company Inc... 100,u00

Butcher & Singer Inc. 7,000
Interstate Secunties Corporation 7,000

Butler, WKk & Co. 2,000
investment Corporation of Virginia -- 45)0

Carohna Secunties Corporanon . 2,000
Janney M ntg mery Scott inc. 12,000

The Chicago Corporation - 5,000
Jenp & Lamont Securities Co.,Inc. 4,000

B C. Chnstopher & Company 4.000
Johnson, Lane Space, Smith & Co.,Inc.. 5,000

Cowen & Co., 12,000
Johnston. Lemon & Co. Incorporated 12,000

Craigie incorporated 5,000
Edward D. Jones & Co. - 7,000

Crowell, Weedon & Cc. 12,000
Josephthal & Co. Incorporated 7,000

Dain Bos* orth incorporated 30,000
Kidder, Peabody & Co. Incorporated . 100A)0

Dann a Secuniics Amenca Inc. 5,000
John G. Kinnard and Company incorporated.. 2,000

Davenport & Co.of Virginia Inc. 4,000

Davis, Skaggs & Co , Inc. 5,000 Kirk patrick, Pettis, Smith, Polian Inc. 2,000

R. G. Dgkinson & Co. 5,000 Kleinwon, huson incorporated 12,000

Ddlon, Read & Co lac. 100,000 Ladenberg, Thaimann & Co. Inc. . 12,000

Laidlaw Adams & Peck Inc. 5,000
Dofi & Co., Inc. 7,000

Dominion Securities Inc. 5,000 Cyrus J. Lawrence incorporated. 7,000

Lazard Fr6res & Co. 100,000
Donaldson, Luflin & Jenrette Securities

Corporanun 100,000 Legg Mason Wood Walker, incorporated ..... 12,000

Drexel Burnham Lambert incorporated 100,000 Lehman Brothers Kuhn Loeb Incorporated 100,000
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Number Number

of of
) Name Mares Ny Mares

Manley, Bennett. Mcdonald & Co. 4,000 Sanyo Secunties Amenca Inc. - 2,000

i A. E. Masten & Co. Incorporated 4.000 Scherck, Stein & Franc,Inc. 4,000

McCourtney.Breckenndge & Company 2,000 Schneider, Bernet & Hickman,Inc. 12,000i
-

Mcdonald & Company 30,000 Scott & Stringfellow,Inc. 4,000
McLeod Young Weir Incorporated - 000 H. B. Shaine & Co., Inc. 4,0004,

'

The Mdwaukee Company 4.000 Shearson Loeb Rhoades Inc. 100,000
Montgomery Secunties 12,000 1. M. Simon & Co. - 4,000
Moore & Schley, Cameron & Co. 5,000 Smith Barney, Harris Upham & Co.
Morga a, Keegan & Company Inc. 4,000 Incorporated 100,000

Morgan, Olmstead, Kennedy & Gardner Smith, Hague & Co., incorporated. 2,000 - i~

incorporated : 4'000 Smith. Moore & Co. . . . 2,000
6

Moseley, Hallgarten, Estabrook & Weeden Inc. 30,000
South Texas Secunties Co. 2,000

- Neuberger& Berman 7,000
" ' ' ' '

New Japan Secunties International Inc. 2,000
ensIn ,000

W,11. New hold's Son & Co., Inc. . 2 000
" #' $#

New hard, Cook & Co. Incorporated 5,000
Stifel, Nicolaas & Company incorporated 7,000

I The Nikko Secunties Co. International,Inc. . ... 5,000
(OM:

Nippon Kangyo Kakumaru fnternational,Inc. . 2,000
Sutro & Co. Incorporated 12.000

Nomura Secunues international, Inc. 7,000'

Sweney Cartwright & Co- 2,000
{ The Ohio Company. 7,000

Thomson McKinnon Securities Inc. 50,000
Olde & Co. Incorporated - 2,000

Traub and Company,Inc. 4,000
Oppenheimer & Co , Inc. 50,000

Trubee, Collins & Co. . . . . 2,000
J Parker / Hunter incorporated 7,000

;- Pflueger & Baerwaid inc. 2,000 Tucker, Anthony & R. L'. Day,Inc. 30,000

Ultrann International Corporation 5,000Phihrs, Appel& Walden,Inc. 4,000

j Piper, Jaffray & Hopwood incorporated 30,000 Underwood, Neuhaus & Co., Incorporated 30,000

I Prescott, Ball & Turben - 30,000 Vercoe & Company,Inc. 2,000

Qumn & Co.,Inc. 2,000 Burton J. Vincent,Chesley & Co. 4,000'

Raffensperger Hughes & Co. Incorporated 4,000 Edward A. Vmer & Co.,Inc. 2,000

Rauscher Pierce Refsnes,Inc. 100.000 Wagenseller& Durst,Inc. 7,000

W. It Reaves & Co.,Inc. 32,000 Warburg Panbas Becker Incorporated . 100,000

Robertson, Colman. Stephens & Woodman 5,000 Weber, Hall, Sale & Associates,Inc. 2,000

The Rohmson.Humphrey Company,Inc. 30,000 Wedbush, Noble, Cooke, Inc. 2,000

Rodman & Renshaw,Inc. 4.000 Wertheim & Co.,Inc. 100,000

I
,

Wm. C. Roney & Co. 5,000 Wheat First Securities,Inc. 30,000

| Rotan Mosle Inc. 50,000 Dean Witter Reynolds Inc. _ 100,000

,
L F. Rothschdd, Unterberg, Towbin - 100,000 Yamaichi International ( America ). Inc. 5,000

R. Rowland & Co , incorporated 7,000 Tmal p000.000
! Salkin, Wekh & Co., Incorporated .. 2,000

j The Underwriting Agreement provides that the several obligations of the Underwriters are subject to
j the approval of certain legal matters by counsel and to the conditions that no stop order suspending the

effectiveness of the Registration Statement is in effect and no proceedings for such purpose are pending
before or threatened by the Securities and Exchange Commission, and that there has been no material
adverse change (not in the ordinary coerse of business) in the condition of the Company and its
consolidated subsidiaries from that set forth in or contemplated by the Registration Statement, The nature,

! of the Underwriters' obligation is such that they are committed to take and pay for all of the shares of
common stock offered hereby if any aw taken.

The Underwriters propo e to offer part of the shares of common stock dircody to the public at the
public offering price set forth on the cover page hereof and part to certain dealers at a price which
represents a concessien, not in excess of 37,5c a share under the public offering price, and any Underwriter
may allow and such dealers may reallow a concession, not in excess of 15e a share, to other Underwriters
or certain other dealers who enter into a Dealer Agreement.
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OPINION OF INDEPENDENT CERTIFIED PUBI.IC ACCOUNTANTS

I TEXA5 Utst Tits COMPANY:

We have examined the balance sheet of Texas Utilities Company and the consolidated balance sheet
j of Texas Utilities Company and subsidiaries as of December 31,1978 and 1979 and the related statements
| ofincome (company and consolidated), retained earnings (company and consolidated), source of funds

for construction (consolidated ) and source of funds for investment (company) for each of the five years in
the period ended December 31,1979. Our examinations were made in accordance with generally accepted
auditing standards and, accordingly, included such tests of the accounting records and such other auditing

i procedures as we considered necessary in the circumstances.

j in our opinion, the financial statements referred to above present fairly the financial position of the
.

companies at December 31,1978 and 1979 and the results of their operations and the source of their funds1

; for construction and for investment for each of the five years in the period ended December 31,1979,in
. conformity with generally accepted accounting principles applied on a consistent basis.

1

DELOITTE HASKINS & SELLS

Dallas, Texas
March 21,1980,
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

STATEMENT OF CONSOLIDA1FD INCOME

1melie Months Ended>

December 31. ( Audited ) Nosenhee 30,
1900

1975 1976 IE ' 1978 g (Unaudited)

Thousands of Dollars

OrtaanNo RevsNt;ts-Et scinic $888.736 $1,082.330 $1,367,778 $1.604,356 $1,756,289 $2.145,006

Ors a tt No ExrtNsts ( Note I )

Operation 124,361 140,414 ' 168.486 190,806 234,559 279,100

Fuel 267,854 368,039 509,890 577,780 600,064 728,174

Maintenance - 44,847 49,658 69,370 88,837 130,037 148,759

Depreciation provnions 94.765 104.686 116,343 134,338 150,294 .l61.116

Federal income taxes . 41,030 30,833 11.306 30,513 (13,622) 56,209

Deferred federalincome tases-net , ... , 18,509 21.109 28,$.15 43,024 58,853 70,850

Federalinvestment tas credits-net , 21,087 40,753 75.835 80,627 89,053 72,065

State, local and m,$cellaneous fases , ....-, 73,570 84,165 98.682 114,989 127,155 142,365

Total operating espenses 686.023 839.657 1,078,452 1,260,914 1,376.393 1,658,638

- OrsaATING IN00Wt 202,713 242.673 289,326 343,442 379,896 486.368

Ornia INrout

Allowance for c'quty funds uwd
dunng con.truction ( Note I ) I8,676 26,485 33,198 28.038 43,332 56,904

Other income and deductions-net 1.618 5,738 10,472 4,154 25,312 26.022

Federat income tases on other income . iH16) (2,950) (5,138) (1,316) (13.816) (13,473)

Total other income 19,478 29,273 33,532 30,876 54,828 09.453

Tot AL INCoMt 222,191 271,946 327,858 374.318 434.724 555.821

INTentst CH AaGt$

Interest on mortgage bonds 81,034 100,971 114,082 116,640 130,381 142,576

Interest on other long-term debt . 5,'54 5,873 18,816 24,784 39,839 62,276

Other interest 4,276 8,584 10,071 21,476 3Q252 33,131

Allowance for borrowed funds used
dunng construction * Note l) .. . . _ , . . . ( 12,942) (23,324) (25.3791 (25,922) (16,306) (19.542)

Total interest charges . 78.122 92,104 117,590 13/ 978 184,166 218,441

Patn anto Stix x DIVIDE NDs ot Stauniraits.. 27327 31,922 34.349 31,602 39,407 43,029

TanNstin Faou Svartt's RestaVE (Note 8)- 4,434 .

- - - -

CoNsouoarto NET INcout - $120 976 $ 147,9] $ 175,919 5 200,738 $ 211,151 $ 294,351

Average shares of common nock outstandmg
( thousands) 60,000 64.625 73,194 79.027 86,319 93,045

Earnings and dwidends per shase of com.non
stock:

Earnings (on average shares outstanding ). $2.02 $2.29 $2.40 $2.54 $2.45 $3.16

Dwidends declared 1.24 1.32 1.40 1.52 1.64 1.76

See accompanying Notes to Financial Statements,
1
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

stall MENT OF CONSOI.lDATFD SOURCE OF FUNDS FOR CONSTRUCIlON

_
Tuehe Months Ended

December 31, ( Audited) No, ember 30
1900

1975 1976 1977 1978 1979 (Unaudited)

Thousands of Dollars
FUNos Faoht Orta AttoNs

Consolidated net income $120,976 $l47,920 $175,919 $200,738 $211,151 $294,351
Less-Dividends declared on common stock , 74.400 85,800 103,250 119,945 IJ2,262 164,530

Balante 46,576 62.120 72,669 80,793 68,889 129,821
Depreciation provisions (including amounts

charged to fuel) 98,837 110,437 126,712 151,188 167,103 181,404,

Deferred federalincome taxes-net 18,509 21,109 29,397 42,797 62,070 74,565
Federalinvestment ras credits-net - 21,087 40,753 75,850 80,612 89,056 72.065
Allowance for funds used dunng construction (31,618) (49,809) (58,577) (53,960) (59,638) (76,446)

Total funds from operations 153,391 184,610 2 f2,051 301,430 327,480 381,409

Fusos Fnow FIN ANcir 3
First mortgage bonds 200,000 200,000 175,000 - 175,000 125,000
Other long. term debt . - 117,347 69,486 216,752 199,538 241,926
Preferred stocks . 59,250 29.550 29,655 29,655 29.591 64,285
Common stock - 179.475 v4.075 110,675 137,285 126,699
Notes payable-hank loans - 43,000 (50,000) 45,000 (45,000) - -

-commercial paper 108,500 (28.050) 95,155 45,750 (45,655) (176,610)
Long-term debt retired .

. . . . . (54,058) (3,841) (25,255) (27,646) (27,257) (38,573)
Total funds from financmg , 356,692 444,481 483,I16 330,186 468,502 342,727

Ano ( Dtourt)
Non-utility property .
Nuclear fuel ,

. . . . . . ( 3,850 ) (3,891) ( $2.483 ) 13,173 (4,774) (6,763)
(2,554) (9,687) (6,329) (29,745) (12,192) (3,758)

Utility plant-sale - - - - - 99,871 99,871
Other-net 2.645 26,427 19,603 42,304 (74,042) (80,918)

Total , ( 3,759) 12,849 (39,208) 25,732 8,863 8,432

fotal_.. 506.324 641,940 689,959 657,348 804,845 732,568
CASH IN BANO AND Tswromany CAsu

INVisWENis-net change - 32,074 (20,041) (14,254) 26.045 8,433 (11,719)
CONsinumON ExrtNoitunts (excluding allowance for

funds used danng construction ). $538,398 $621.899 $675,705 $683,393 $813.278 $720.849
_.

STATEMENT OF CONSolIDATFD NETAINFD EARNINGS

lache Months Ended

December 31, ( Audited) November 30,
1980

1975 1976 1977 1978 1979 (Unaudited)

Thousands of Dollars
i

bas.ANCE AT Bto:NNtNo or Piason- $427,915 $474.491 $536,611 $609,280 $690,073 $ 745,339
Apo-Consolidated net income . 120,976 147,920 175,919 200,738 __2_1_I,151 294,351

,

Total 548,891 622,411 712,530 810,018 968.224 1,039,690 I

Diouct-Dwidends declared on common stock (for
amounts per share, see Statement of Consolidated
Income) 74,400 85.800 103.250 111945 142,262 164.530

bat.Ascf AT END oF Praioo(Note 4) $474,491 $536,611 $609.280 $690,073 $758 962 $ 875,160

See accompanying Notes to Financial Statements.
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TEXAS UTII.ITIES COMPANY AND SUBSIDIARIES

CONSOLIDA1FD HALANCF SilFFT

ASSETS

December 31. ( Audited ) Nmember 30,
19M0

1978 1979 ( Unaudited )

Ihousands of Dollars
Urnliv Pl. ANT-at original cost ( Note ! )

Flectrie plant in service:

Production . 12.394.364 $2. 776.069 $2.861,961

Transmnsion 699.366 751.595 790,590

Distnbution . 1,223.948 1.327.271 1,397.612

General 109.677 118.573 136.033

Total . 4,427,355 4.973.508 5.186,196

Construcion work in progress . 1,365,910 1,577,946 2.056.683

Nuclear fuel . 52,145 64.337 74.I35

lleid for future use . 16.686 15.827 15.257

Total utility plant . 5,862,096 6.631.618 7.332,271

Less accumulated prosisions for depreciation 1.057.068 I.213.977 1,366.118

Utihty plant,less accumulated pronsions
for depreciation.. 4.805.028 5.417.691 5.966 _153

IV.tstut Nis- at cost
Non-utihty property . 47.14 A 51,922 58,557

Other insutments ( Note I ) . 16,926 16.224 15.734

Total investments . 64.074 68.146 74.291

CransNr Antis
Cash in banks ( Note t 29.876 22.343 31,464

Special deposits . I1,765 10.564 11.263

Temporary cash investments-at cost . l.700 800 10.622

Accounts recen able:

Customers . 90.553 103.067 137,278

Other. 12.652 23.814 24.050

Allowance for uncollectible accounts . (4,325) (4.838) (6.455)
J

Inventones-at average cost:

Materials and supplies . . . . . .
36,555 49.426 64.869

Fuel stock . 69.807 88,539 127.775

Other ccrrent assets . 14.385
,

I8.308 23.467

Total current aswts . 262,968 312.023 424.333

Da tinain Di ssis
Unamortized debt expenw . 6.579 9.212 9.333

Other. 23.159 I4.861 16.246

Total deferred debits . 29.738 24.073 25.579

Total . 15,161,808 $5.821,933 $6.490,356

See accompanying Notes to Financial Statements.
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TEXAS UTII.ITIES COMPANY AND SUHSIDIARIES

CONM)l.lDOI D llAI.ANCE SilFET

LiA81LITILS

December 31. ( Audited i Noiember 30,
I9H0

1978 1979 (l'naudited )

l houunds of ikilan
CAPli At 8/ AinoN

Common stak. without p .- value ( Note 3):

Authorued shares-150,0iN1/HWI

Outstanding shares-1978, 80.665,889, 1979 87,985.098;
1980,96.048.097,. $ 934.225 $ 1,071,510 $ 1,19 7.548

Retained earnings ( Note 4 ) . 690.073 758.962 875.160

Total . 1.624.298 1.830.472 2.072,708

Preferred sim Ls ( Note 5 ) . 506.233 435.824, NN)109

Long term debt -less amo nts due currently ( Note 6 ):

first mortgage honds . 1,565,507 1,716.000 1.829.500

Other long-term debt . 474.765 656,334 704,131

Unamortaied premium and di. count . I1.618) ( 3,722) (5.360)

Total . 2.038.654 2.368.612 2,528.27I

Total capitaluation . 4.169,185 4.734.908 5,201.088

ConRINT LI ARH litis

Notes payable-commercial paper ( Note 2 ) .. 221.355 175,700 200,715

Long-term debt due currently 19.400 34.619 _ l7.380
Total t to be rehnanced ) . 240,755 210.319 218,095

Accounts payable . 159.331 157.753 133,361

Diudends declared . 39.860 45,942 53.84s

Customers * dermits . 9,992 12,948 15.005

Tases accrued 62,079 42.624 119,310

Interest accrued . 45.625 53,799 51 110

Other current habilities . 30.525 26,068 31.038

Total current liahitities . 5 S 8. I 67 $49,453 62!.764

Riss Rve tor INwR ant t 4%n CAsvAtilis ( Note I) 7,628 5.122 4.730

AM UMUI ATE D Ot flRRf D I'IDLR AL 1%Cout T Axis ( Note 1 ) . 170.344 231.151 302.541 <

1

UN AMonit/tD ff DiR Al IWi%IME NT 'I AX CRinsis ( Note I ) . 226,484 301.299 360,233 |

CouwiTutNrs Aso Cositwim its (Note 7) |

Total . $ 5.161.808 $ 5,821.933 $6,4'4),156

See accompanying Notes to Financial Statements. I
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TEXAS UTILITIES COMPANY

S TA1 EMENT OF INCOME

Twelu Months Faded

December 31. ( Audited | Notensbee 30,
1900

1975 1976 1977 1978 1979 (t!nsudiced)

Thousands of Dollars
Divinthos oN CouuoN Sto( us or Susunsanits

Dallas Power & Light Company $ 13,a42 $ 13.042 5 14.104 5 19,105 5 32,337 5 32.996

Texas Elecinc Service Company - 29.900 34.500 46.000 46.080 50,500 58.320

Texas Power & Light Company 43.030 48.300 54.050 59,040 65.194 75.864

Total dmdends 85.972 95.842 108.154 124.225 14s,031 167,180

UNostralautin E AnNiNos or Sussins aarts.... . 36.300 54,477 72.297 85.345 70.810 133.338

INTIRISf oN loans To SUBsIDIARits.. 4.176 8.641 7.833 15.192 ~ 25.070 29.176

Total 126.448 158.960 188.284 224,762 243,911 329.ev4

Ornia INrow .- 19 62 20 105 72 199
1

Tot At. INCoMi 126,467 159.022 188.304 224.867 243.983 329.893

FxpiNus ANDOsuin Dr.purisoNs
Administrative and general empenses .. ..._. 1.817 3.299 3.158 3,807 3.824 4.532

Interest on notes payable - 3.150 7,245 8,315 19,433 28,140 30,431

State franchise and miscellaneous :xes .._... 524 558 912 889 868 579

Total expenses and other deductions .. 5.491 11.102 12.385 24.129 32.832 35,542

N rT IN( our .... ... 5120.976 5147.920 5175.919 $200,738 $211.151 5294.351

.

STATEMENT OF SOURCE OF FUNDS FOR INVESTMFNT

Toeise Months Ended

December 31. ( Audited) Nosensber 30, |
1980

1975 1976 1977 1978 1979 (Unaudited)

Thasands of Dollars
Fusos Faou Ona Ations

Net income $120.976 $147,920 5175.919 $200.738 $211.151 5294.351

1.ess-Disidends declared on common
stock 74.400 85.800 103.250 119,945 142.262 164,530

-Undatnbuted earnmgs of
subsidianes . 36.300- 54.477 72.297 85.345 70.810 133.338

.

Total 110.700 140.277 175.547 205.290 213.072 297.868

Net funds from operatens 10.276 7.643 372 (4.552) (1.921) (3.517)

Fusnt Fuou FINANCING
Common stock - 179.475 94.075 110.675 137.285 126.699

Notes payable-bank loans . 43.000 (50.000) 45,000 (45.000) - -

-commercial paper ... 108.500 128.0$0) 95.155 45.750 (45,655) (176.610)

Total funds from nnancing 151.500 101.425 234.230 111.425 91.630 (49.911)

App-Other-net 659 4.338 2.142 3.526 3.418 2.683

Total -- 162,435 113.406 236.744 110.399 93.127 (50.745)

C Asn tN BANKS AND Tsuron Any CASH .

139 (561)
,

INvistur Nis-net change (190) (108) 68 (59)
Norts Rrctiv Ast E SumunIARY CourA%tts-

netchange- (100.700) 54.500 169.565) (60.340) 1.230 152.675

INvistmNis N Couw aN Suns or
Susuoraatis 5 61.545 $167.805 $167.247 $ $0.000 $ 94.496 $101,369

,

See accompanying Notes to Finan :ial Statements.
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TEXAS UTILITIES COMPANY

BALANCE SHEET

December 31, ( Audised) Nosember 30,
1980

1978 1] (Unaudited)

** '''ASSETS

INvis1MENis IN Cowwow $ rex Ks or Sessioi AnIts-at equity. . . .. $1,663,581 $1.828,887 $2,049,398

CesatNT Asurs

Cash in banks ( Note 2 ).. 1,693 1,554 2,064
Notes receivable sWidiary compames - 208,605 207,375 216,675
Dividends reecivable subsidiary companies - - 43,302
Other current assets 2,605 4,723 4,479

Total current assets 212.903 213,652 266,520

Total $ 1.876,484 $2,042,539 $2,315,918

Li A BILITIES

CArit At Stoc K-Common, without par value ( Note 3 ):
Authonzed shares-I%,000,000

Outstanding shares-1978,80.665,889; 1979,87,985,098,
1980,96.048,097 . $ 934,225 $1,071,510 $1,197,548

Rti AiNe o E Aa Ni%os ( Note 4 )

Undistnbuted earnings of subudianes . 600,941 671,751 790.892
Other net earnings . 89,132 87,211 84,268

Total retained earnings . 690,073 758, % 2 875,160

CURRENTllAblH H15

Dnidends declared _ 30,644 36,064 42,261
Notes payable-commercial paper ( Note 2 ) 221,355 175,700 200,715
Othern, rent habihties . 18' 303 234

Teni current habihties . 252,186 212.067 243,210

COMMITMENTS AND CONTINGINctf 5 t Note 714

Total . $ 1,876,484 $2,042,539 $2,315,918

hTATFMENT OF RETAINED EARNINGS

Taehe Months Ended

December 31, ( Audited ) Nosember 30,
1980

1975 13 ly 1978 1979 (Unaudited)

Thousands of Dollars
B At. ann AT BloiNN No or P Rion. 1427,915 $474,491 $536,611 $609,280 5690,073 $ 745,339
App- Net inwme... 120,976 147,920 175,919 200,73% 211,151 294,351

Total ,. ..m. 548,891 622,411 712.530 810,018 901,224 1,039,690
DaDorT-Dividends declared on common stock

(for amounts per share, see Statement of
Conwhdated Income) ... . 74,400 85,800 103,250 119,945 142,262 164,530

BALANM Ar F ND oF l'IRiOD (Note d)- $474.491 $536,611 $609,280 $690,073 $758,962 5 875,160

See accompanying Notes to Financial Statements. .

35

. _. . - --



_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ - - - _ - - _ - - _ _ _ _ -- - ______ - ____ _ - __ _ _ _ - - _ - _ - _ _ _ _ _ _ _

i

TEXAS UTil.lTIES COMPANY AND SUBSIDIARIES

NOTFS TO FINANCIAL STATEMENTS

For the Fine Years Ended December 31,1979 ( Audited)
'

and the Twehe Months Ended Nmember 30,19160 (Unaudited)

l. SIGNIFICANT ACCOUNTING Poucits

Consolidation-The consolidated financial statements include Texas Utilities Company and all ofits
subsidiaries; all significant intercompany items and transactions have been eliminated in consolidation.

Utility Plant-The cost of property additions, including replacements of units of property, betterments
and an allowance for funds used during construction is charged to utility plant. Allowance for funds used
during construction ( AFUDC) is a cost accounting procedure whereby amounts based upon int: rest
charges on borrowed funds and a return on other capital used to finance construction are charged to utility
plant. The accrual of AFUDC is in accord with established accounting practices of the industry, but does

J not represent current cash income. The subsidiaries have capitalized AFUDC at the rate of 7% of
,

expenditures incurred, except for that portion of construction work in progress allowed in rate' base by
regulatory authorities. Etrective November 1,1979, such rate was increased to a net of tax rate of 8%,
compcanded semi-annually. These rates were determined on the basis of, but are less than, the cost of
capital used e finance the construction programs. Maintenance and repairs of property, and replacements
of items determined to be less than units of property, are charged to operating expenses. Accumulated
provisions for depreciation is charged with the cost of units of property retired, plus removal costs,less
salvage.

Other Investments-The difference between the amount at which the investment in a subsidiary is
5

carried by the Company and the underlying book equity of such subsidiary at the respective dates of

| acquisition is included in other investmenty $14,257,000 at December 31,1978. $14,269,000 at December
31,1979, and $14,411,000 at November 30,1980.'

Depreciation-Depreciation p;ovisions are based upon an amortization of the original cost of:
depreciable properties on a straight-line basis over the estimated service lives of the properties.
Depreciation provisions in percent of average depreciable property approximated 3.5% for 1975,3.7% for

i 1976,3.8% for 1977,3.9% for 1978, and 3.7% for 1979, and the twelve months ended November 30,1980.
i

FederalIncome Taxes-Deferred federalincome taxes are generally provided for differences between
book and taxable income; such differences result primarily from the use of liberalized depreciation for
property placed in service after 1969 and also the class life depreciation system ( ADR) for property placed
in service after 1971. Federal income tax provisions have been reduced by the amounts ofinvestment tax
credits allowable under the Internal Revenue Code, including amounts for an Employee Stock Ownership
Plan established pursuant to the Tax Reduction Act of 1975, as amended; a ratable portion, except for
amounts applicable to the Employee Stock Ownership Plan, is being amortized to income over thel

estimated service lives of the properties. (See Note 9.)

Retirement Plans-The companies have uniform retirement plans covering substantially all employ-
ees. The costs of the plans are determined by independent actuaries and are funded by the companies as .
accrued. The costs of the plans, including amounts capitalized, approximated $6,499,000 for 1975,
$13,52&000 for 1976, $13,862,000 for i977, $17,198,000 for 1978, $22,878,000 for 1979, and $25,208.000
for the twelve months ended November 30,1980. As of the latest annual actuarial valuations in 1980, the
actuarial present valae of accumulated benefits approximated $214,450,000 for vested benefits and
$18,562,000 for nonvested benefits, and fund assets approximated $167,394,000. An assumed rate ofI

return of 54% was used in determining the value of accumulated benefits.

Rest refor Insurance and Casualties-The companies make provision for major uninsured losses and
claims and charge the amounts thereof to the reserve when incurred.

4
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TEXAS UTil.ITIES COMPANY AND SUBSIDIARIES
,

NOIES TO FINANCI4l.STATI MENTS-(Continued)

2. IIANK H Al.ANciS AND SiloRT-Tinu HORROWINGS

. At December 31, 1978, the Company had lines of credit with commercial banks aggregating .
} $230,000,000. At December 31,1979, the corresponding amount was $350,000,000 of which $70,000,000
} was in the form of a temporary line of credit for which the Company paid a fee in lieu of compensating

balances; such temporary line of credit was cancelled by the Company on July 1,1980. At November 30,
1980, the Company had lines of credit with commercial banks aggregating $300,000,000, The lines of

*

credit may be used for either back-up lines for commercial paper or bank loans at the prime commercial
lending rate as it exists from time to t me. At November 30, 1980, the total amount of borrowings

] authorized by the Board of Directors of the Company from banks or other lenders was $500,000,000,

Except as noted above, no commitments with respect to the maintenance of compensating balances
;

i have been made by the Company to any banks from which it has lines of credit; such arrangements are
dependent upon the regular operating balances maintained in accounts with said banks by the Company
and its subsidiaries.,

Short-term borrowings outstanding and weighted average interest rates were as follows:

Tv die Months Ended

December 31.
Nosember 30,

1978 1979 1980

Thousands of Dollars
Balance at end of penod ( a ) . $221,355 $175,700 $200,715
Weighted average interest rate at end of penod 10.26% 13.84 % 14.27% .
Maximum amount outstanding dunng period . $352.527 $377,825 $377,825

,

Weighted average amount outstanding during penod ( b) $247,400 $253,000 $242,400
Weighted average interest rate dunng period ( h)

. . . , 7.85 % i1.07% 12.46 %
,

j (a) Short-term borrowings outstanding at December 31,1978 and 1979 and November 30,1980,
consisting entirely of commercial paper maturing at intervals up to 32, 45, and 39 days,
respectively.

(b) Weighted averages are based upon daily amounts outstanding and equivalent annual interest
thereon.

3, COMMON Stock,

,

The Company issued and sold shares ofits authorized but unissued common stock during the years
1975 through 1979 and the eleven months ended November 30,1980, as follows:

Automatic Disidend Emplo>ees' Thrift Plan
Reinsestment and Common and Empletee

Public Offering Stack Purchase Plan Stock Ownership Plan Total
* -- g-' Shares - - Amount ShateC - Amount + Shares Amount Shares Amount

1975 - $ - - $ - - $ - - $ -

1976 10.000,000 179.475,000 - - - - 10.000,000 179,475,000
1977 5,000,000 94.075,000 - - - - 5,000,000 94.075,000
1978 5,000,000 97,250,000 95,817 1,856,000 570,072 11.569,000 5,665,889 110,675,000
1979 5,000,000 94.750,000 1,091,137 19,689,000 1,228,072 22,846,00C 7,319,209 137,285,000
1980 5,000,000 74,250,000 1,924,930 31,657,000 I,138,069 20,131,000 8,062,999 126,038,000

At November 30, 1980, 3,211,477 shares of the authorized but unissued common stock of the,

! Company were reserved for issuance and sale pursuant to the above plans.

The Company has 50,000,000 authorized shares of serial ;' reference stock having a par value of $25 a
share, none of which has been issued.

4
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Continual)

4. RI:TAINED EARNINGS
The articles ofincorporation, the mortgages, as supplemented, and the debenture agreements of the

subsidiaries contain provisions which, under certain conditions, restrict distributions on or acquisitions of
their common stocks, At December 31,1979, and November 30,1980, $47,716,000 and $57,670,000,
respectively, of retained earnings of two subsidiaries was thus restricted as a result of the provisions of such-

articles of incorporation. Retained earnings (Company and consolidated) at both dates also included
$331,243,000 representing the Company's equity in un<listributed earnings since acquisition included in
transfers by subsidiaries from their retained earnirgs to stated value of common stock, making a total of
retained earnings which was restricted of $378,959,000 and $388,913,000, at December 31,1979, and
November 30,1980, respectively.

5. Pairlanto Stocks or SussintAnits (cumulative, without par value, entitled upon liquidation to $100 a

share)
Itedemption Price Per
Share (before adding

Amount accumulated disidends)

December 31,
Shares Nosember 30, Eventual

Outstanding 1978 1979 19M0 Current Minimum

Thousands of Dollars
Dallas Power & Light Company

$4 00 series . 70,000 $ 7,049 $ 7,049 $ 7,049 $103.56 $t03.56

4 24 series . 100,000 10.081 10,081 10.081 103.50 103.50

74,430 7,443 7,443 7,443 110.00 11').00
4.50 series ...

100,000 10,009 10,009 10,009 102.79 102.79
4 80 series
6 84 series 200,000 20.022 20.022 20,022 106.47 103.05

7.20 series . 200,000 20.044 20,044 20,044 105.01 103.21

7.48 senes _ 300,000 30.073 30,073 30.073 106.69 102,95

.

Texas Electne Service Company

$4 00 series 110,000 Il.000 I l.000 11,000 102.00 102.00

4.56 senes . 65,000 6,563 6,563 6.563 112.00 112.00

4.64 series 100,000 10.016 10,016 10,016 103.25 103.25

5.08 series 80.000 8,004 8,004 8,004 103.60 103.60

7.44 series 300,000 30,006 30,006 30,006 106.12 102.40

8.32 series _ 300,000 29,655 29,655 29,655 108.32* 101.00

8.44 series . 300,000 30.046 30,046 30.046 107.40 103.18

8.92 series 200,000 20,076 20,076 20.076 105.83 103.60

9,36 enes 300,000 29,625 29.625 29,625 107.02 102.34

10.12 series . 350,000 - - 34,615 110.12* 100.00

Tetas Power & Light Company
$4 00 senes 70,000 7,000 7,000 7,000 102.00 102.00

4.44 series . 150,000 15,061 15,061 15.061 102.61 102.61

4 56 senes i33,786 13.379 13,379 13,379 II2.00 II2.00

4.76 enes , 100,000 10,000 10 000 10,000 102.00 102.00

4 84 series 70.000 7,000 7,000 7,000 101,79 101.79

7.24 series ., 250,000 25,i13 25,113 25,113 107.04 103.42

7.80 series 300,000 30.030 30,030 30,030 105.20 103.25

8.16 senes 300.000 29,655 29.655 29,655 108.16* 102.04

8.20 senes 300.000 30,108 3",108 30,108 107.39 103.29

8.68 senes 300,000 29.550 29,550 29,550 108.43* 101,92

8.84 series . 300,000 - 29.591 29,591 108.17* 102.05

9 32 senes - 300,000 29,625 29,625 29,625 106.99 102.33

10.92 senes . 300.0(K) - - 29.670 110.92* 102.73

Total 6,023,216 $506,233 $535.824 $600,109

* Redemption may not be effected through certain refunding operations.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOIES 'IO FIN ANCI Al,SIAlD1FNTS-(Continued)

6. LoNo-Tanu Dra7 or SUBsIDIARil5 (less amounts due currently)

Interest Rate Groups Maturity Groups

December 31, December 31
Nosember 30, Noiember 30,

From To 1978 1979 19N0 From To 1978 1979 1980

Ihousands of Dollars lhousandsof Dollars
I:irst mortgage hondr

2%% 4%% . .. .. ..._ $ 159.000 $ 134,500 $ 123.000 1980 1986. 3 219.007 $ 194,500 $ 183,000

4% $5 223,507 223.500 223,500 1987 1992.- 50,500 50,500 50,500
6% 7% 368.000 368,000 368,000 1993 1998 231/100 231,000 231,00')
8% 9% . . . . . 765/00 940.000 940,000 1999 2004 565,000 565,000 565,000

10 % 14 4 .. ... .. 50.000 50.000 _ l75.000 2005 2010... ... ... 500,000 675.000 800.000

Total $ 1,565,507 $ 1.716,000 $1.819,500 $1,565,507 $ 1,716.000 $1,829,500
c== _

Other long-term debt:
Sinlang fund dehentures

3%% 5 % L.... $ 41.807 $ 34.283 $ 32,122 1980 1989 5 41.807 $ 34,283 $ 32,122
6% 7% 44.123 39.558 36.395 1993 1994.. . . . . . . 44.123 39.558 36.395

Total .....-.. 85.930 73,841 68,517 85,930 73.841 68.517
Pollution control revenue

honds- net
5.70 % 74% 88.835 128,373 145.904 2004 2009 88.815 128.373 145,904

Senior notes

8 50% 10 45% 300.000 334,120 489,710 1996 1999... 300,000 334.120 489,710
Note payable.- - 120.000 - - 1980. - 120,000 -

Total . .. ... .. $ 474.765 $ 656,334 5 704.131 5 474.765 $ 656,334 $ 704,131

Sinking fund and maturity requirements for the years 1981 through 1985 under long-term debt instruments
in etrect at November 30,1980, were as follows:

Sinking Minimum Cash
) ear Fund (a) Maturity Requirement (s)(b)

Thousands of Dollars
1981- $16.881 $11,5(A $17,380
1982. I7.307 22,000 28,016
1983.. ... .. . . . I8,964 34.000 41.263
1984. . . . . 33,331 45J00 65,680
1985. 46,168 45,713 76,693

(a) Excluding requirements satisfied prior to November 30, 1980: $2,060,000 for 1981,
$1,924,000 for 1982, $677,000 for 1983, $560,000 for 1984, and $320,000 for 1985.

(b) Other requirements may be satisfied by certification of property additions at the rate of
167% of such requirements, except for eleven issues at 100%.

Utility plant of the System companies is generally subject to the lien of the mortgages.

,
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TEXAS UTII.lTIES COMPANY AND SUBSIDIARIES

NOli S 10 t IN ANCI Al. SI'A IDf EN IS-(Continued)

7. COWiiMtNTS AND CONilNGINcits

For major new construction work now in progress or contemplated by the subsidiaries, and
commitments with respect thereto, see Con <truction Programs.

The three electric utility subsidiaries have entered into contracts with public agencies to purchase
cooling water for use in the generation of electric energy and the subsidiaries have agreed, in etreet, to
guarantee the principal, $145,685,000 at December 31,1979, and $154,920,000 at November 30,1980,
and interest on honds issued to hnance the reservoirs from which the water is supplied.

In April 1977, Texas Utilities Company entered into a surety agreement pursuant to which the
Company has undertaken to assure the performance by Chaco Energy Company of a lease ut. der which
coal reserves will he acquired (see Fuel Supply).

Reference is made to Fuel Supply, Regulation and Rates, and Environmental Matters for information
relating to legal and administrative proceedings. In the opinion of the Company, such legal and
administrative proceedings are not expected to have a material etrect upon the tinancial position or results
of operations of the Company or the Company and its subsidiaries.

8. D At i As Fn ANclitst

In December 1977, the City of Dallas granted Dallas Power & Light Company a new franchise which
conlbrms to the Public Utility Regulatory Act of the State of Texas.

The prior franchise from the City of Dallas provided for a surplus reserve created out of " net
earnings." The surplus reserve was stated in the franchise to be "available for and may he used as an
equalizing fund to promote the orderly and economical operation and development of the Grantee's
business" and transfers were made to and from surplus reserve in accordance therewith. This provision is

not contained in the new franchise.

9. FI Di n At. INcOut TAxts

Federal income taxes were less than the amount computed by applying the federal statutory rate to

pre-tax accounting income as follows:
Imelse Months Fnded

December 31,
Nosember 30,

1975 1976 1977 1978 1979 1980

Ihousands of Dollars
Amount at statutory rate ( 4Mi pnor to January

1.1979,46% themafter ) 508.300 5132.285 $158.988 $1h8.554 $ 183.383 $252.989

Deducuons for whkh no deferred taxes are
prouded.

Certain capitatued construcuon costs.
pnnapally Al UDC and tases . 21.850 33.762 35.651 26.928 27.434 35.209

Macellaneous . 5.008 2.M'8 2.523 6.146 7,849 5.183

lota! Jeductions . 26.858 36.640 38.174 33.074 35.283 40.392

Total federal income tases . 5 81.4J2 5 95.645 $120.814 5155.480 1148.100 $212.597

E trectne rate.. 36.1% 34 77 36.54 39 6 % 37.1% 38.7%
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS-(Concluded)

10. SUPPLIMtNTARY INFORMATION

Tnehe Months Ended
-

December 31,
No, ember 30,

1975 19'6 1971 1978 1979 1980

Thousands of Dollars
Provisions ror depreciation of hgnite fuel produc-

tion facilities and transportation and other
worl6 equipment in addauon to amounts set
forth in the Statement of Consohdated In-
come, charged to vanous accounts . 5 6.220 $ 9,486 5 15,711 $ 21.065 5 22.062 5 24,870

State, local and miwellaneous taxes:

AJ valorem - $30,407 $ 34.453 $ 38,819 5 42,498 $ 45,553 $ 47,532
Local gross receipts 21,055 25,456 30,772 37,564 41,167 47,997
State gross receipts 12,361 14.919 18.800 22,355 23,887 28,738
State franchise . 5,R94 6,640 8,280 9,569 10,660 11,422
Federal and state social secunty . 7,a2 7,475 8,432 9,824 14,427 14.421
Macellaneous . 7,116 12,185 10,975 10,487 I I,378 10.535

Total $84,055 $101.128 $116,078 $132,297 $147,072 $160,645

Charged to:

Operating expenses . $73,570 $ 84.165 $ 98,682 $114,989 $127,155 $142,365
11tility plant and sundry accounts 10.485 16,963 17,396 17,308 19,917 18,280

.

Maintenance and repairs, depletion, amortization, rents, lease commitments, royalties, research and
development, and advertising, other than amounts set out separately in the Statement of Consolidated
Income, are not significant,

11 CoNsounA7tn FINANCIAL INFORMAllON (Un3Udited)

In the opinion of the Company, the unaudited snancial statements as of November 30,1980 and for
the twelve months then ended and the following information include all adjustments (constituting only
normal recurring accruals) necessary to a fair statement of such financial statements and amounts;
quarterly results are not necessarily indicative of expectations for a full year's operations because of
seasonal and other factors, including rate increases and variations in fuel costs resulting from changes in
generation mix:

Operatina Resenues- Consolidated Earnings Per Share
Quarter Fnded Electric Net income of Common Stock

1978 1979 1980 1978 1979 1980 1978 1979 1980

Thousands of Dollars Tho, sands of Dellars
March 31. $ 338,157 $ 382,978 $ 426,190 $ 32,570 $ 37,409 5 37,296 1 43 $0.44 $0.42
June 30 362,373 414,599 480.254 31,947 43,352 50,206 0.40 0.50 0,54

September 30 .. 545,453 $45.273 763,826 96,457 91,376 142,716 I.21 1.06 1.51
December 31. 358,373 413,439 504,283 39,764 _ 39,014 67,626 0.50 0 45 0.7I

Total . $ 1,604.356 $1.756,289 $2.174.553 $200,738 $211,151 $297.844 $2.54 $2.45 $3.18

.,
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES
|

Rt Pl.ACMtENT COST D4TA (l'naudited) |

Estimated replacement cost data is furnished in compliance with tf e reporting requiiements of the
Securities and Exchange Commission. The requirements, which apply to selected categories of aucts and
related depreciation, evolved because the impact ofinflation in recent years has generally resulted in the
replacement cost of electric plant in service being significantly higher than the historical cost of such assets
as reported in the financial statements of the Company and subsidiaries.

The estimates conform to the SEC definitions of replacement cost and incorporate some reengineering
of System facilities to recognize technological change, current legislation concerning the use of boiler fuels,
environmental and similar considerations. The many assumptions and subjective decisions required cause
the estimates to be imprecise in nature and place significant mherent limitations on the use of the data to
evaluate the effect ofinflation on System operations. The amounts furnished do not purport to represent
the current value of the assets, the amounts for which the assets could be sold, or any intention to replace
the assets, nor are they necessarily representative of the replacement cost that might be incurred in a future

period.

Subject to the above qualifications, the System companies have compiled the following estimates of
the required replacement cost data:

December 31,197R December 31,1979

htim ued Fstimated
llistorical Neplacement llistorical Replacement

Cost Cost Cost Cost

Thousands of Dollan
I lectnc plant in wrvice:

Suhycct to replacement cmt dmlosure . 54.274.496 $8.692.136 $4,797,968 $10,182,243

Other assets-at onginal cost . 152.859 152.859 175,540 175,54n

Total . ..-
4.427,355 8.844.995 4,973.508 10,357,783

Less accumulated pronuons for deprecianon . 1,057,068 2.068.38n 1.213.927 2.480.582

llettne plant in unice,less accumulated
proviuons for depreciation . $1,370.287 56.776.615 $3,759.581 $ 7.877.201

$ 311.282
Depreaanon espense . $ 134.338 5 275.155 $ 150.294

,

The estimated replacement cost of electric plant in service of the System companies was determined as
follows: for prodection facilities, an estimate of the cost per kilowatt for each type of recently constructed
generating unit, including current requirements for pollution control facilities. trended to December 31,
1978 and December 31,1979, respectively, was applied to the existing generaung capacity adjusted as to
fuel to recognize the etreet oflegislation restricting the use of natural gas as a boiler fuel; for transmission
and distribution facilities, the 11andy-Whitman index of Public Utility Construction Costs for the South
Central Region was applied to historical original cost by year of installation; and for general plant, an
appropnate cost trend index was applied to historical original cost of the various types of assets by year of
installation. Other assets shown at original cost include land and land rights, and oil and gas properties.

Accumulated provisions for depreciation based on estimated replacement cost was developed by
applying the percentage relationship between the historical original cost of depreciable electric plant in
service and the applicable accumulated provisions for depreciation by functional class of assets at
December 31, 1978 and December 31, 1979, respectively, to the replacement cost of the assets by
functional class.

Depreciation expense based on estimated replacement cost was developed by applying the appropri-
ate functional class straight-line depreciation rates, based on service hves used for financial accounting
purposes, to the respective functional class average replacement cost amounts.
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TEXAS UTII.lTIES COMPANY AND SUBSIDIARIES

St PPl.F %IEMAR) INf 0R%f 4 TION
(.ONCIRNING FFFMTS OF CilANGING PRICFS

Unaudited information furnished in compliance with the reporting requirements of Financial
Accounting Standards Board Statement No. 33, Financial Reporting and Changing Prices (FASB 33),
follows. The Statement ind; cates the need for experimentation in pro-iding information about the effects
of changing prices. Such information is intended to help readers bett .r understand the impact ofinflation
on the Company. Because the information is presented on an experb.iental basis,it should be viewed with
caution. Calculation of the information mherently involves the oc of assumptions, approximations, and
estimates and, therefbre, the resulting measurements should be considered in that context and not as
precise indications of the etTects ofinflation. The effects of changing prices are not recognized for income
tax or rate-making purposes, tiierefore the supplementary information should not be interpreted as
adjustments to earnings reported in the Financial Statements.

Infbrmation concerning the effects of general inflation (constant dollar) is disclosed for the year 1979;
disclosure of information concerning changes in specific prices (current cost) is not furnished pending
study of the proper methods of establishing and reporting that information. (See Replacement Cost
Data. )

The adjusted supplementary information was detertained by converting historical cost amounts into
dollars of equal purchasing power (constant dollar), as measured by the Consumer Price Index for All
Urban Consumers.

Under the guidelines specified in FASB 33, only depreciation provisions are required to be adjusted in
the determination of net income. As a result, the only income statement category that differs from a
corresponding category in the Financial Statements is Operating Expenses. In compliance with FASB 33,
no adjustment has been made to federal income taxes. Current year depreciation provisions on a constant
dollar basis were determined by applying the System companies' straight-line depreciation rates used for
financial accounting purposes to the appropriate constant dollar Utility Plant amounts.

Under rate-making rules prescribed by the Public Utility Commission of Texas, only the original cost
of Utility Plant is recoverable through revenues as depreciation. Therefbre, the excess of the cost of plant
stated in terms of constant dollars over the original cost is not recoverable through rates as depreciation.
The excess applicable to the current year is reflected as Unrealized Loss From Decline in Purchasing
Power ofInvestment in Utility Plant (reduction to net recoverable ecst as prescribed by FASB 33).

During periods ofinflation, the holders of monetary assets suffer a loss of general purchasing power
while holders of monetary liabilities experience a gain. The amount shown es Unrealized Gain From
Decline in Purchasing Power of Net Amounts Owed retlects the net of these two items and is primarily
attributable to the substantial amount oflong-term debt which has beer. used to finance Utility Plant.

To reflect the results of rate regulation, Unrealized Gain From Decline in Purchising Power of Net
Amounts Owed is otTset by the Unrealized Loss From Decline in Purchasing Power of Investment in
Utility Plant.

43 <



_ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ - _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

TEXAS UTILITIES COMPANY AND SUBSIDIARIES

SUMMARY OF CON 9)l.lDATED NET INCOME
ADJUS1FD FOR EFFEGS OF GENERAL INFIAllON

As Adjusted
llistorical Cost For General

Reported In Indation
Financial ( Aterage 1979

Year 1979 Statements Dollars)

Thousands of Dollars
$1.756.289 $1.756,289

Operating Revenues-Electnc
l.376.393 1.499,473

Operating Espenses'

379,896 256,816
Operating income ,

54,828 54,828
Other Inwme .

434,724 3I I,644
Totalincome

184,166 184,166
Interest Charges

39.407 39,407
Preferred Stock Dividends of Subsidiaries

$ 211.151 $ 88,071
Consohdated Net income

$ 514,873Unrealized Loss From Decline in Purchasing Power ofInvestment in Utihty Plant

Unrealued Gain From Decline in Purchasing Power of Net Amounts Owed 365,164

. . . . .

$ 149,709
Net las in Purchasing Power .. .

* IIistorical cost depreciation provisions, including amounts in operating expense items other than
depreciation provisions are $172.356,000; depreciation provisions adjusted for the effects of general
inflation are $295,436,000.

COMPARISON OF SELECTFD FINANCIAL DATA
ADJUSTED FOR EFFFGS OF GENERAL INFLATION

( Aterage 1979 Dollars) 1975 1976 1977 1978 1979

Thousands of Dollars

Operating Revenues-Electric $1,198.581 $ 1.380,050 $1,638,319 $1,784,990 $1,756,289

$88.071Conschdated Neiincome
$1.02

Earnings per Share of Common Stock ..

i
Net Assets at Year End at Original Cost $2,250,151

! Adjusted for Effects ofInnation -
Unreahzed Gain From Decine in Purchasing $365,164

Power of Net Amounts Owed

i
Dmdends Declared per Share of

Common Stock $167 $l.68 $1.68 $ 1.69 $1.64
,

Market Price per Share of Common Stock at
Year End $27.29 $27.13 $25.70 $20.22 $16.78

Consumer Price Indeu- Average 161 2 170.5 181.5 195 4 217.4

-
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PART I
Item 1. BUSINESS.

I TIIE COMPANY ,

' :

Texas Electric Service Company (Company) was incorporated under the laws of the State of
; Texas in 1929 and has perpetual existence under the provisions of the Texas Business Corporation

Act. The Company is an electric utility engaged in the generation, purchase, transmission, distribution

j and sale of electricity wholly within the State of Texas. The Company possesses all of the necessary
franchises rerpiired to enabic it to conduct its business; such franchises are non-exclusive, expire ati

various dates or are without express limit as to time, and contain no unduly burdensome or restrictive
} provisions.

,

The Company is a wholly-owned subsidiary of Texas Utilities Company (Texas Utilities) which
provides common stock capital and short-term financing to the Company. Dallas Power & Ligh't
Company (Dallas Power) and Texas Power & Light Company (Texas Power), whose respective sys-
ten;s are intecconnected with that of the Company, are also subsidiaries of Texas Utilities. Texas

j Utilities has three c:her subsidiaries which perform specialized services, at cost, for the Texas Utilities
i Company System (Systen., including the Company: Texas Utilities Services Inc. (Service Company)

furnishes engineering, financial and other services; Texas Utilities Fuel Company (Fuel Company)
owns a natural gas pipeline system, acquires, stores and delivers fuel gas and oil and provides other'

fuel services for the generation of electric energy; and Texas Utilities Generating Company (Gener-
ating Company) operates the jointly owned generating stations and furnishes related services,
including the ownership and operation of fuel production facilities for the surface mining and recovery'

of lignite for use as fuel at such stations.

The Company has a subsidiary, Old Ocean Fuel Company (Old Ocean), which owns and operates
facilities for delivuy and storage of fuel gas primarily for the Company.

The Company had 2,9M employees at December 31,19S0 and provides electric service in 4S
counties of north central and west Texas, inchiding the cities of Fort Worth, Wichita Falls, Midland,;

Odessa, Arlington. Grand Prairie and 72 other incorimated municipalities. The territory served has,

i a population of approximately 1A00,000 and includes a major portion of the Permian Basin
j oil and gas area and other oil fields and substantial cattle and farm sections in west Texas. Automotive
'

and aircraft assembly, petrochemical and specialized steel manufacturing are among the larger indus-

"|
trial activities. The service area of Fort Worth has a population of approximately 900,000 and
is a center of banking, business and industry. The area served between Fort Worth and Dallas is a
highly diversified complex of light industry, warehousing and commercial development and contains

j a variety of recreational attractions. During 1950, approximately 40% of operating revenues was
derived from residential sales,25% from commercial sales,27% from industrial sales and S% from

| other sources.

For energy sales and operating revenues contributed by each class of service, see Item 6, Selected
Financial Data - Operating Statistics.;

1
'

CENERAL PROBLEMS OF TIIE INDUSTRY

The electric utility industry in general is currently experiencing problems in a number of areas
including the efIcets of inflation upon the cost of operations and upon construction expenditures,

j availability and increased cost of fuel for the generation of electric energy, the continued ability
to fully recover increased fuel costs through automatic fuel adjustment clauses, supply and high cost of
capital, difliculty in obtaining sufficient return on invested capital and in securing adequate rate
increases when required, compliance with environmental and mining regulations, uncertainties regard.

i

ing the construction and fueling of nuclear generating units, licensing and other delays affecting the
construction of new facilities, and the effects of conservation in the use of electric energy. 'Ihe Com-
pany has been experiencing certain of these problems in varying degrees (see Fuel Supply,

2

. . - . - - - -----. - - ._ - . _ _ - - - . - . - - - - - - - -



. ._ _ _ _ ___ _ _ _ _ _ __ _ . _ _ _ __ . _ _ _ . _ _ . _ -_.- _ . . .___

!

1

| Item I. BUSINESS (Continued).
1

Regidation and Hates, and Environmental Matters; Item 2, Properties-Construction Program; and
Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations).,

The Company is unable to predict the future effect of such factors upon its operations.

| In addition, the National Energy Act (NEA), enacted in November 1978, seeks to promote.
conservation of energy and the development of mom plentiful domestic energy sources through various

; regulatory and tax provisions. Among other things, NEA requires state regulatory authorities to give
consideration to certain rate and other standards and load management techniques, and provides for
compulsory interconnections and transmission of power under certain circumstances (see Regulation

! and Hates), and restricts the use of natural gas and oil (see Fuel Supply). The Company is unable to
predict the future effect of this legislation upon its operations.

FUEL SUPPLY

Net irput to the Company's system for 19S0 was 21,835 million kilowatt. hours of which 21,721 '
,

was generated in Company stations. During this period,210,065,093 million Etu of fuel was consumed
'

for chctric generation at an average cost of 81.4c per million Btu.,

A comparison of the cost per raillion Btu of fuel consumed and the fuel mix for electric generation
i during the last three years is shown below:
; Fuel Sfix For

Fuel Cost Per hfillion Btu Electric Generation

,f 1950 1979 1978 1990 1979 1978

Cas .. 98.0c 71.3e 88.3e 51.7 % 51.5 % 65.7 %.. .............

Oil 233.0 177.3 174.4 0.2 2.8 1.1...................
U gnit e' . . . . . . . . . . . . . . . . 69.1 62.0 49.1 48.1 45.7 33.2

J

Average / Total . . . . . . . 84.4 e 70.0c 76.2e 100f% 100.0 % 100.0 %
i

1

!

* Lignite cost per ton: $S.73 for 1950, $S.06 for 1979, and $0.56 for 1978.
,
'

The cost of fuel and increases therein are recoverable under the fuel cost factor referred to under
Regulation and Hates..

t.

,

Cas

Fuel gas for the Company's six generating stations (see Item 2, Properties) wai provided by
three major suppliers. During 1950. the operators of the Old Ocean Fichl in south Texas provided
appmximately 52Tc of the fuel gas under contracts which expired at the end of 1950 (see Item 3.

! Legal Proceedings). Fuel Company provided approximately 32To of the fuel gas and has begun
supplying fuel gas presiously provided under. the expired contracts. Odessa Natural Corporation

,i

(Odessa) provided approximately 16Tc under a contract extending through December 19SI. The
remaining fuel gas was provided under minor contracts.

In June 1980, several Lone Star Gas Company (Lone Star) contracts held by the Company and
Dallas Power were assigned to Fuel Company Concurrently with these assignments, supplemental
agreements between 1 nel Company and Lone Star were signed which provide for (i) an increase in
matimum daily and annual delivery obli':ations of Lone Star. (ii) an increase .n the delivery points
through which these supplies could Gow to System generating stations, and (iii) an extension of the
primary term through 19S9 or 1990. with provision for year to year extension by mutual agreement. !

; Additional fuel gas available to the System under these supplemental agirements will be used, together
'

with other supplies, to meet the shoit fall occasioned by the espiration of the contracts for fuel gas
from the Old Ocean Field.

' 3
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Item 1. BUSINESS (Continued).

| Old Ocean owns and operates an underground gas storage reservoir with a usable capacity of
5.5 billion cubic feet. Cas from this facility is available to meet seasonal fluctuations to the extent of;

approximately 145 million cubic feet per day.
~

Fuel Company owns and operates an intrastate natural gas pipeline system which extends from
i the gas-producing area of the Permian Basin in west Texas to the Fort Worth-Dallas arca and east-
| ward to the gas fields of east Texas. This system includes a one-half interest in a natural gas pipeline
i which extends 395 miles from the Permian Basin area of west Texas to a point of termination south
j of the Fort Worth-Dallas area. This 36-inch line has a total initial capacity of 550 millien cubic feet of

gas per day which can be increased at additional cost to 1,300 million cubic feet per day by the
installation of compression. Fuel Company also owns and operates an additional 1,303 miles of various
smaller capacity lines which are used to gather and transport natural gas from other gas-producing
areas, including the gas fields of east Texas. Pipeline facilities of Fuel Company are interconnected-

with similar facilities of Old Ocean to form an integrated network through which fuel gas is gathered-

! and transported to certain of the generating stations of the Company, Dallas Power and Texas Power
for use in the generation of electric energy.

Fuel Company has acquired under contracts expiring at intervals through 2000, principally with;
'

producers at the wellhead, supplies of gas which are generally expected to be produced over a ten
to fifteen year period. As gas production declines and/or contracts expire, new contre. cts are
negotiated to replenish or augment such supplies. During 1950, Fuel Company experienced no
curtailments under these contracts.

Fuel Company also owns and operates underground gas storage facilities with a usable capacity
of 22.4 billion cubic feet. Cas stored in these facilities is currently capable of being withdrawn at a
rate of appmximately 215 million cubic feet per day for use during periods of peak demand or
curtailment of delivenes by other gas suppliers.

In September 1973, the Railroad Commission of Texas issued an interim order granting a rate
increase to Lo-Vaca Cathering Company (Lo-Vaca), a purchaser and transporter of natural' gas,

I a portion of which is ultimately purchased by the Company. In a proceeding before the Railroad
Commission, Gulf Oil Corporation (Culf), a purchaser, filed an application in late 1978 to pass
through these costs to Odessa and Odessa filed a motion with the Railroad Commission to the effect

j that should Odessa be required to pay any additional amounts to Gulf, it should be allowed to pass
these increased costs to the Company, which purchased the gas from Odessa. Although the Company

,

j cannot estimate the amount of costs at issue, such costs could be substantial and may involve retro-
- active charges which may not be recoverable by the Company. The Company, the Public Utility

| Commission of Texas, several municipalities served by the Company, and certain wholesale customers
intervened in this matter in opposition to the motions of Gulf and Odessa. In December 1950, the,

I Railroad Commission entered an order denying Gulf's claim. (See Item 3. Legal Proceedings.)
i

j In November 197S, the Powerplant and Industrial Fuel Use Act of 1978 (Fuel Use Act),
was enacted as part of the NEA. Aniong other things, the Fuel Use Act (i) generally pro-.

i hibits the use of natural gas and/or oil as a primary energy source in any new electric power
plants, (ii) limits the use of natural gas as a primary energy source in existing electric power plants'

in any calendar year before 1990 in a greater proportion than the average yearly proportion of'

| natural gas used during 1974 through 1976, and (iii) requires that natural gas used in such facilities
; cease by 1990 unless specific exemptions can be obtained. The Economic Regulatory Administration
; of the Department of Energy (DOE) has issued regulations implementing this Act. (See Item 3, Legal
j Proceedings.)
I

4

<

l

_ , - - - - , . , - . _ , _ - _ . - ~ . . , , . - . _ , _~ m.. .--.,- ,_-._,- . _ , , ,---%- w , - - ,, _- - c. -#



- . - - - _ . . - . - -. - -. .. _ .- -. .

j

1

"

Item 1. BUSINESS (Continued).

Oil

{ During 1980, utili7ation by the Company of fuel oil as an alternate source of fuel amounted
to 81,810 barrels or 0.2Te of total fuel requirements. At December 31,19S0, the Company had
approximately 3.1 million barrels of fuel oil storage capacity with approximately 2.0 million barrels
of oil in inventory. It is anticipated that future oil requirements will be met with purchases in the

7 open market or from Fuel Company.

I Lignite

Two units in service at the Big Brown generating station, three units at the hfartin Lake
generating station, and three units at the Alonticello generating station (see Item 2, Properties),
having an aggregate net capability of 5,300 megawatts and providing 1,711 megawatts to the Com-,

t pany, use lignite as fuel; two other lignite-fueled units, with an aggregate net capability of 1,500
megawatts, now in design or under construction, will provide 800 megawatts to the Company

4 (see item 2, Properties -Construction Program). These lignite units, which will be base loaded
'

to operate at the maximum practical load factor, have been or are being constructed adjacent to
lignite reserves which will be surface mined. At the present time, the Company, Dallas Power
and Texas Power, along with a large industrial customer who is a joint participant with Texas,

; Power in the comtruction of a lignite-fueled generating station, own in fee or have under lease
j an estimated S20 million proven recoverable tons of such reserves. He Company, Dallas Power

. and Tetas Power, through Fuel Company, are engaged in an active program of core drilling and/or
i acquiring additional reserves. Generating Company owns and operates equipment to remove the
'

overburden and to recover lignite. For information concerning applicable air quality standards, see
| Environmental 51atters.

| Lignite productic,n operations at the Big Brown, hfartin Lake and Afonticello generating stations
j are accompanied by an extemive reclamation program which returns the land to productive uses

and includes a vegetation restoration program. Similar programs are planned for future lignite-
fueled gen. crating stations mentioned above. For information concerning federal and state legislation4

| with respect to surface mining, see Environmental hiatters.

i
3

! Nuclear
'

Two nuclear. fueled units of 1,150 megawatts each under construction at the Comanche Peak
generating station will provide S21 megawatts to the Company. The first of such units is scheduled

| for service in 1982 and the second in 1931 (see item 2, Properties- Construction Program). Commit-
ments have been obtained for anticipated uranium ore concentrate requirements and fabricationi

services for both units for the first 17 years of operation. Uranium hexafluoride conversion services;
'

have been contracted for through 19S7, and uranium enrichment contracts, having a duration of
approximately 30 years, have been made with the doi?. No arrangements have as yet been made
for the reprocessing re(piirements for the Comanche Peak units and it is understood that at present

j there are no reproecssing plants in commercial operation in the United States. IIowever, there will
| be oc-site storage capacity for spent fuel sufficient to accommodate the operation of the units for
; approximately 17 years and this storage capacity can be increased. Additional contracts for uranium

ore concentrates and nuclear fuel cycle services will be required in the future; however, it is not
possible to predict the ultimate availability or cost thereof.

Cencral

The Company is not abic to state what problems may be encountered in the future in obtaining
the fuel it will require for use in generating electric energy to serve its customers, or predict the
effect upon its operations of any difficulty it may experience in protecting its rights to fuel now under
contract or in acquiring fuel in the future, or the cost thereof, although the cost of fuel and increases
therein are recoverabic under the fuel cost factor referred to under Regulation and Hates.,

i
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Item 1. BUSINESS (Continued).

REGULATION AND IIATES
Hegulation

Texas Utilities and its subsidiaries, including the Company, are presently exempt from the provi-
sions of the Public Utility lloiding Company Act of 1935, except as to Section 9(a)(2) which relates
to acquisition cf securities of public utility companies.

At present, the Company does not transmit electric energy in interstate commerce or sell electric
energy at wholesale in interstate commerce, or own or operate facilities therefor and is not connected
directly or indirectly to other systems which are involved in such interstate activities, except during
the continuance of ernergencies permitting temporary or permanent connections which does not '

subject it to the jurisdiction of the Federal Energy Hegulatory Commission (FERC), sumessor to the
Federal Power Commission (FPC) under the Federal Power Act. In view thereof, the Company
believes that it is not a public utility as defined in the Federal Power Act and has been advised by its
counsel that it is not subject to regulation under such Act as to the issuance of securities or otherwise;
however, thould the Company become subject to the Federal Power Act, it would be subject to regu-
lation by FERC with respect to rates for transmission and sale of electric energy at wholesale, the
interconnection of facilities, the issuance of securitics and to the extent FERC determines, accounting
policies and practices.

The Public Utility Hegulatory Policies Act of 1978 (PURPA), a constituent bill of the National
Energy Act, grants power to FERC on its own authority or on application of any electric utility, cogen-
erator or state regulatory authority to order interconnections and transmission of power under certain
circumstances. Ilowever, compliance with such an order involving interstate transmission of power
would not subject the Company to the general jurisdiction of FERC. PURPA also requires state
regulatory authorities to hold public hearings to consider the application of certain rate design and
other standards and the mandatory use of loan management techniques. The Company is unable
at this time to assess the full effect of these and other provisions upon the results of its operations
or financial c,ondition.

The Public Utility Commission of Texas (PUC) has original jurisdiction over electric rates and
service in unincorporated areas and exclusive appellate jurisdiction to review the rate and service
orders and ordinances of municipalities Each municipality has original jurisdiction over the regula-
tion of c!cetric rates and service within its corporate limits unless such municipality elects to have the
PUC esercise original jurisdiction. Approximately 29"o of the Company's revenues are derived
from electric energy sales to customers in unincorporated areas. (See also Fuel Supply and
Environmental Statters for information relating to the Railroad Commission of Texas.)

Central and South West Corporation (CSW) is a holding company with electrie utility subsidi-
aries operating in Arkansas. Louisiana, Oklahoma and Texas. For many years, CSW has operated
two separate systems -one interstate and part of the Southwest Power Pool (SWPP), and the other,
an intrastate system tied in with the Tesas Interconnected Systems (TIS), an intrastate network of
six major investor-owned and seven public entities. TIS includes Central Power and Light Company
(CP&L), the southern part of West Texas Utilities Company (WTU), both of which are CSW sub-
sidiaries, llouston 1.ighting & Power Company (IH AP), and the Company, Dallas Power and Texas

'

Power, among others. On ht ; 1,1976, CSW put its Texas system into interstate commerce and by
that act, also connected the other parties in TIS to Oklahoma through WTU The Company promptly
disconnected from WTU and returned to intrastate operation. Also, on that date, subsidiaries of CSW,
asserting that the Company, Dallas Power and Texas Power were subject to jurisdiction of the FPC,
petitioned the FPC to require them to reestablish connections with the interstate facilities of the CSW
system. (See Item 3, Legal Proceedings.) In July 1970, the FPC issued an order finding that the
Company, Dallas Power and Texas Power were not public utilities as defined in the Federal Power
Act. On appeal. the United States Court of Appeals for the District of Columbia Circuit has remanded
this order to FEHC, as successor to the FPC, for further clarification.

6
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Item I. IlUSINESS (Continued). I

On %f ay 2,1977, in Docket No.11, the PUC entered an interim order requiring WrU and CP&L
in (ffect to return to their pre-% lay 1,1976 mode of operation, and further requiring WFU to seve:
the interstate ties into Oklahoma. On %f ay 1,1977, after WrU had severed the interstate ties, intt r-
connections were reestablished between its intrastate system and TIS. On June 2,1977, the PLC
entered a final order confirming its interim order and prohibiting any party operating a utility system
connected with TIS from withdrawing from TIS or making connections with utility systems not so
connected unless approved by the Pl'C or pursuant to judicial mandate or order of the FPC. (See
Item 3, Legal Proceedings.)

In February 1979, certain subsidiaries of CSW filed an application with FERC under PUilPA
e.ecking generally to exempt CP&l. and WTU from certain provisions of the PUC order in Docket
No.11 and to rc<piire the Company, Dallas P<mcr and Texas Power to operate mterconnected with
facilities in the CSW system, inchiding interstate facilities. In July 1979, FEllC issued an order
imtituting an intestigation in the uatter, which is currently p'oceeding. (See Item 3, Legd Proceed-
ings.) in October 1950, the Company, Dallas Power, Texas Power, III AP and CSW filed an Ofter
of Settlement in this proceeding, which has the concurrence of the FEllC staff, providing, among
other matters, for the entry of an order requiring the establishment of two direct current asynchronous
interconnections between SWPP and TIS and for the whccling of power between such systems under
specified terms and conditions. This offer is made on a basis which would not subject the Company,
Dallas Power, Texas Power or Ill AP to the jurisdiction of the FEllC generally, In December 19so,
FEllC granted the motion of the Department of Justice for leave to intersene in this proeveding, which
motion generally opposes the proposed settlement. As the result of the intervention by the Depart-
ment of justice, the Administrative Law judge ruled in January 19S1 that a hearing in this proceed-
ing is necessary; however, this ruling will be reviewed by FEllC. The settlement proposal of CSW,
the Company, Dallas Power, Texas Power and III AP would encompass the proceeding before FERC
mentioned above and is also contingent upon the settlement and termination of the proceedings
before the Securities and Exchange Conunission (SEC) described below.

In Augmt 1978, in connection with the application by Cencrating Company for an operating
license for the Comanche Peak nuclcar tation, the Department of Justice indicated that the intra-
state provisions of agreements among TIS members raise antitrust issues. The Nuclear Regulatory
Commission (NHC) has ordered a hearing on this matter which is in p ogress. Proposed licensing
conditions relating to the antitrmt matters base been agreed to by the NRC staff, the Department of
Justice and all parties to the Comanche Peak proceeding. Tl'ere is also in progress a similar hearing
before the NHC relating to an operatNg license in connection with the South Texas nuclear facility
being cimstructed by lil AP and CPAL, among others. The City of Hrownsville, Texas has intervened
in this proceeding claiming that certain antitrust issues relating to llIAP shouhl be c<msidered, and
asserted that similar issues affett the Company, Dallas Power and Texas Power and should be
considered in connection with their liecme application.

In %farch 1971, a reipiest was filed with the SEC by four Oklahoma municipahties and two
cooperatives, askine. among other things, that the SEC imdertake a review of the status of CSW and
its subsidiaries under the Public Utility lloiding Company Act of 1935; and that the SEC dso review
the exemption granted to Texas Utilities and its subsidiaries, including the Company, to determine if
that exemption shouhl be remted. A hearing concerning the status of CSW under this Act has been in
progress and is currently being held in abeyance pending resolution of the matters before FERC
described ahm e,

in December 1976, Tecla Electric Cooperative of Texas, Inc. (Tex-La), a wholesale emtomer of
Texas Powcr, reipiested an investigation by the Pl'C and the FPC to determine w hether Texas Power
engages in interstate commerce in connection with the transmission of energy generated by the Deni-
son Dam plant located near the Texas / Oklahoma border and which of such atencies has jurisdiction
over the whoicsale sales of Texas Power. Subsequently, the PUC has established wholesale rates for

7
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Item 1. BUSINESS (Continued),

sales by Texas Power to Tex.La but the matter is still pending before FERC. Several parties have
intervened in the FERC proceeding including certain CSW subsidiaries, IIL&P and the State of
Texas. In addition, the United States Supreme Court has granted a petition from the State of Texas
to determine the location of the Texas / Oklahoma boundary line in this area.

Rates

The Company applied new rates designed to increase operating revenues for the test year ended
Afarch 31,19S0 by approximately $69 million, or 10.1%, eiIective in October 19S0. The new rates,
which apply to all classes of service and include an adjustment (fuel cost factor) providing for the
full current recovery of fuel costs, were placed into effect in all areas. Prior general rate levels
were established in November 1979 by upward adjustment in electric service rates affecting all
classes of service and designed to increase operating revenues for the test year ended hfarch 31,

.

1979 by approvimately $38 million, or 7.6%.
1

General
3 In an order issued in April 1979, following a hearing with respect to certain transactions,

involving substantial amounts, among the subsidiaries of Texas Utilities, including the Com-
pany, Dallas Power and Texas Power, the PUC concluded that the transactions reviewed were'

generally in the public interest. Certain provisions of the order, however, required that prior PUC
approval be obtained with respect to certain future transactions among the subsidiaries and required
a $1.6 million refund to the customers of the Company. These pmvisions were appealed by the
electrie utility subsidiaries and other parties to the proceedings. On December 30, 1950, following
oral argmnent before the 53rd Judicial District Court of Travis County, Texas, in the appeal of

i
this matter, the Court announced its intention to enter an order remanding this matter to the PUC
for further consideration in light of its conclusion that the provisions of the Texas Public Utility'

Hegulatory Act required a prior determination by the PUC of the reasonableness of _the charges
involved in transactions among aililiated interests, which have been recovered by the Company under
its fuel cost factor. The Court further indicated that it was not ordering refunds or requiring penalties

i to be levied but asked that these matters be further considered on remand by the PUC. The Company
intends to appeal any adverse final order entered by the Court. The Company cannot predict the
outcome of this proceeding.

ENVIRONh1 ENTAL AIATTERS

The Company is subject to federal, state and local regulations dealing with air and water quality

'

and related environmental matters (see Item 2, Properties-Construction Program for scheduled
expenditures).

Air

Under the Texas Clean Air Act, the Texas Air Control Board (TACB) has jurisdiction over the
permissible level of air contaminant emissions from generating facilities located within the State of
Texas. In addition, the new source performance standards of the United States Environmental Pro-
tection Agency (EPA) promulgated under the federal Clean Air Act, which have also been adopted
by the TACB, are applicable to generating units, the construction of which commenced after 51 arch 5,
1972.

The Company's gas and oil-fueled generating units have been constructed to operate in com-
pliance with regulations promulgated pursuant to these Acts. Particulate control devices have been

} installed at each of the Company's lignite-fueled units and sulfur dioxide control devices have also

| been installed on Unit 3 at the hfonticello station and the three units in operation at the Afartin Lake

8
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Item 1. BUSINESS (Continued).4

|

j station in order to comply with applicable regulations under these Acts. Due to variations in the
i sulfur content of the lignite fuel, operation of certain of these generating units at reduced loads is

re<p. ired from time to time in order to maintain compliance with these standards. (See Item 3, Legal;

| Proceedings.)
4

Generating facilities presently under construction are designed to comply with applicable
statutes and regulations. To date, required construction pennits have been obtained for Unit 4
at the Afartin Lake station and Unit I at the Forest Grove station.

. The federal Clean Air Act Amendments of 1977, among other things, require the Administrator
| of EPA to promulgate revised new source perfonnance standards. The amendments also contain

provisions relating to the prevention of significant deterinration of air quality pursuant to which|

j regulations have been issued, and limit the maximum allomble increases in concentrations of sulfur i

oxides and particulates in various areas. The Company canno' presently determice the effect of these,

1 amendments and regulations upon its planned construction proir, ram, although it is not expected that
the regulations relating to the prevention of significant deterioration of air quality will have a
substantial impact on it. (See item 3, Legal Proceedings.)

Water

! The Texas Department of Water Resources (TDWR) and the EPA have jurisdiction over all
| water discharges from Company generating stations and mining areas. The Company has obtained
) all required liquid waste control orders from the Texas Water Quality Board, predecessor to the
i TDWR, for facilities in operation and has applied for or obtained all such orders for facilities under
j construction. The Company has received permits from the EPA under the National Pollutant

Discharge Elimination System (NPDES) for the discharge of waters frcm units at the Company!

generating stations currently in operatior . All NPDES permits required for units under construction,

J and lignite mining areas have been applied for or obtained. Afost of these permits expired in 19S0;
however, applicatioes for new permits have been submitted while interim authorizations are in4

cIIcet, and the Company believes it can satisfy the requirements necessary to obtain renewals thereof.

; In June 1979, the EPA issued revised regulations for the issuance of NPDES permits, ihe validity
,

of which is being challenged by various electric utility companics, including the Company, Dallas
| Power and Texas Power (see item 3, Legal Proceedings). Also, it is anticipated that the EPA will issue
j new regulations relating to thermal discharges as a result of litigation setting aside certain of the

thermal regulations initially adopted. The Company cannot presently detennine what modifications
might be necessary to obtain NPDES permits for future plants or to obtain renewals of existing
permits, or to comply with future requirements pertaining to thennal limitations or standards, nor can

,

any determinat'on be made of the direct or indirect costs of any such modifications.

The Company generating stations presently in operation have been constructed to operate in
compliance with applicable state and federal standards relating to the quality of discharges of water,

j (see Item 3, Legal Proceedings).

Diversion of water by the Company for cooling and other purposes is subject to the jurisdiction
'

| of the Texas Water Commission, formerly the Texas Water Rights Commission, which is empowered
to allocate such waters among users. The Company possesses all necessary permits from such Com.1

! mission for the use of surface water required for its present operations and plants under construction.
!

Other

System lignite mining operations are currently regulated at the state level by the Railroad Com-
m!ssion of Texas. Surface mining permits in connection with the Big Brown, Afartin Laku a:wl

| Afonticello st tions have been issued. Federal legisidion regulating surface mining was enacted in
j August 1977 and regulations implementing the law have been issued. (See Item 3, Legal Proceedings.)

9
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Item 1. BUSINESS (Concluded).

Disposal of solid waste is regulated under the Texas Solid Waste Disposal Act and at the federal
level under the Resource Conservation and Recovery Act of 1976 (RCHA). The EPA has issued
regulations under HCRA and the TDWR has issued regulations under the Texas Act applicable to the
Company generating stations. Said regulations have received interim approval from the EPA. The
Company cannot presently determine the effect of these Acts upon its operations, but has submitted
applications for the permits required by such regulations. (See Item 3, Legal Proceedings.)

Item 2. PROPERTIES.

The Company owns and operates six generating stations and is a joint owner with Dallas
Power and Texas Power of the Big Brown, Afartin Lake, and Afonticello generating stations. At
December 31,1980, the Company's total net generating capability of 5,997 megawatts was comprised
of 2,866 megawatts of gas-fueled generation (which is generally equipped to use fuel oil for short'

periods when the gas supply is interrupted or curtailed-see Item 1, Business-Fuel Supply),1,390
.aegawatts of gas / oil-fueled generation and 1,741 megawatts of lignite-fueled generation.

The Company's ownership interest in jointly owned generating stations in service is as follows:

P8 Y,,y,g,Net Capability p
( Afer.awatts) Electric

Percent Company Plant in Service
Unit Partici. Partici- December 31,

Station and Location * Fuel & pation Total pation 1980

Thousands of
Dollars

Big Brown-Freestone County Lignite $ 55,003
5

1 20 750 150
Afartin Lake-Rusk County Lignite 2 20 750 150 204,889-

3 45 750 338)

{2l 30 575 173
hiontice!!o-Titus County Lignite 30 575 172 201,987<

[ 3 50 750 375

*The Company's share of expenses for jointly owned facilities are included in applicable operat-
ing expense categories; depreciation is not maintained by individual generating station. The
Company provides financing for its participation in each jointly owned generating station. (See
Item 1, Business-The Company and Fuel Supply, Note 2 to Financial Statements and Con-
struction Program regarding operation of the jointly owned generating stations and additional

j facilities in design or under construction.)
.

At December 31,1950 the Company's electric transmission and distribution system included 236
substations and approximately 23.600 pole miles of transmission and distribution lines. The maximum
hourly load on the system in 1950 occurred on July 2,1950 and amounted to 4,251 megawatts. The
interconnected electric systems of the Company, Dallas Power and Texas Power are connected by two
315,000 volt circuits to IIL&P; by five 13S,000 volt and eight 69,000 volt lines to WTU; by one 315,000
volt, four 13S,000 volt and one 69.000 volt lines to Lower Colorado River Authority; and at several
points with smaller systems operating wholly within Texas. The Company, along with Dallas Power
and Texas Power, is a member of TIS (see Item 1, Business- Regulation and Rates), and of
the Electric Reliability Council of Texas (ERCOT), the regional reliability coordinating organization
for electric power systems in Texas.

The generating stations and other important units of property owned by the Company are
located on lands owned primarily in fee simple. The greater portion of the transmission and distribu-
tion lines have been comtructed over lands of others pursuant to easements or on public highways

10
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j' Item 2. PROPERTIES (Continued).

and streets as permitted by law. The rights of the Company in the realty on which its properties,

are located are considered by it to be adequate for its use in the conduct of its business. Afinor
defects and irregidarities cus"marily found in titles to properties of like size and character may
exist, but any such defects and irregularities do not materially impair the use of the properties
affected thereby, Under the laws of the State of Texas, the Company has the right of eminent
domain whereby, it may, if necessary, perfect or secure titles to privately-held land used or to
be used in its operations. Substantially all of the properties of the Company are subject to the
lien of the mortgage ami deed of trust securing its first mortgage bonds.

CONSTRUCTION PHOCRAM

The constntetion program of the Company and Old Ocean as estimated for 19S1 through 19S3 is as
follows:

| 1981 1982 1983

Thousands of Dollars

Production $168,000 $150,000 $102,000

i Transmission 30,000 23,000 22,000

Distribution 45,000 48,000 53,000
i General 7,000 8,000 11,000

Total $250,000 $229,000 $190,000

Such expenditures do not include nuclear fuel $ 5,000 $ 19,000 - $ 26,000

The Company. is subject to federal, state and local regulations dealing with environmental
protection (see item I, Business - Environmental Atatters). Construction expenditures for lignite-

,

fueled generating units are estimated to include $10,400,000 for 19S1 and $3,400,000 for 1982, for
'

additional items of equipment contributing to the protection of the environment. Similar expenditures
approsimated $7,400,000 for 19S0, $3,000,000 for 1979 and $15,200,000 for 1978.

Additional generating units now in design or under construction, and the year each is scheduled'

for service, are as follows:

Unit Net Capability Comranv Participation (h)
****" Expenditures Estimated

Company Scheduled Through Estimated Cor tpleted
Station and Partici- for December 31, Completed Cmt per

Location Fuel Unit No. Total pation Service (a) 19S0 Cmt hiegawatt(e)

Thousands of Dollars
Conumhe l'eak-4

fg 3,'15o 412 1981
Somervell County Nuclear ** # 8
l,orest Grm e -

; limderson County Lignite 1 750 450 19S9 59,380 432,393 1,07?
5!artin Lake -
Ilusk County Lignite 4 750 350 1990 10.021 232,962 654

(a) Subject to approval of various regulatory agencies, including the NRC in the case of4

Comanche Peak.

(b) Company participatica in net capability and cost of units jointly owned with Dallas Power

| nnd Texas Power: Comanche Peak - 3'i-5/6Tc (14%Cc owned by Texas Alunicipal Power
i Agency, Brazos Electric Power Cooperative, Inc. and Tex-La Eh etric Cooperative of Texas,
4 inc.); Forest Grove-607c; A!artin Lake' No. 4-47%%

(c) Except for Comanche Peak which reilects the total cost of the project for all participants.,

.
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Item 2. PROPERTIES (Concluded).

As a result of design changes and modifications required by the NRC and of delays in obtaining
an operating license,in july 1950, the in-service dates of Units 1 and 2 at the Comanche Peak station
were delayed from 1981 and 19S3 to 1952 and 19S1, respectively. In addition, as a result of the
Company's continuir.g review of projected customer demand and cost of capital, the Company;

announced deferrals in the in-service dates of other units under construction as follows: Afartin Lake
Unit 4 from 1955 to 1990 and Forest Crove Unit 1 from 1987 to 19S9. The above chart reflects the
foregoing delays and the resulting increased construction costs.

Following an incident at the Three h!ile Island nuclear power plant, the NRC staff issued an
" Action Plan" in June 1950, designed to provide a comprehensive and integrated plan to improve
safety at nuclear power reactors. Eiforts are underway to comply with applicable requirements of the
Action Plan. Since many of the improvements indicated by the Three Niile Island accident had
already been incorporated in the design of Comanche Peak, the Company believes that the modifica-
tions presently underway will not significantly impact either the scheduled completion or the
estimated completed cost of the two units at the Comanche Peak Station. Ilowever, if an operating
license has not been issued by the time Unit No.1 is ready for fuel loading, construction costs may
increase and the in-service date may be delayed. It is not anticipated that any deferral of the
Comanche Peak nuclear units will have a materially adverse effect upon the ability of the Company
to provide adequate service or the results of its operations.

| In decisions rendered in July 1976, the United States Court of Appeals for the District of Columbia
Circuit, in two proceedings in which the Company was not a party, held that the NRC must, before
granting construction permits or operating licenses, consider the environmental impact of reprocessing
spent fuel and of waste disposal. In Alarch 1977, the NRC adopted an interim rule with respect to
such environmental impact and stated that all construction permits and operating licenses, including
the construction permit for Comanche Peak, previously issued will remain in effect. In April 1978, the
United States Supreme Court reversed the Circuit Court decisions, upheld the NRC review procedures
and remanded one case to require the Circuit Court to determine if the NRC rule concerning such

;

environmental impact was adequately supported by the rulemaking record. Before commencement
of operations at Comanche Peak, an operating license must be obtained from the NRC for which
application has been made (see Item 1, Business- Regulation and Rates). The Company cannot
predict what effect this proceeding may have on its application for such operating license.

The effects of inflation on construction costs and reevaluation of growth expectations by the
Company and other joint participants may require chang (s in estimated completed costs and com-
pletion dates for certain generating units in design or under construction. Actual expenditures and
dates of completion may further vary because of other uncertain factors such as weather conditions,
licensing delays, and availability of fuel, labor, materials and capital. At December 31, 1950,
construction of the additional generating units and other major projects was on schedule for comple-
tion and testing prior to the planned in-service dates. Commitments in connection with the
construction program, principally for generating plants and related facilities, are generally revocable
by the Company subject to reimbursement to manufacturers for expenditures incurred or other,

| car.cellation penalties.

During the period from January 1,1978, to December 31,19S0, the Company and Old Ocean
made gross pmperty additions of approximately $682,000,000 and retirements of property of
approximately $24,000,000 resulting in net property additions of approximately $658,000,000. Such
gross additions approximated 31% of total electric plant at December 31,19S0.

.
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I Ite.n 3. LEGAL PROCEEDINGS.

Fuel Supply
.i

In September 19'15 and April 1976, suits were filed in the 149th Judicial District Court of
i Brazoria County, Texas and the United States District Court for the Southern District of Texas,

Ga!veston Division, respectively, involving claims of the First National Bank of Chicago, the4

University of Chicago, Slobil Oil Corporation, Texaco, Inc. and certain owners of carried workingi

interests in the Old Ocean Field from which substantial supplies of gas were furnished to the'

Company under contracts wijich have expired. The claims involved an alleged failure to deliver
gas and a substantial amount of unspecified damages. This litigation concerning the Company's
right to receive gas from the Old Ocean Field terminated favorably to the Company in January 1931.

In January 19S1, Cnif illed an appeal in the 250th Judicial District Court of Travis County,
' Texas, contesting the final order of the Railroad Commission denying Gulf the right to pass

through increased costs of natural gas to Odessa which resulted from a rate increase granted
LoNaca by the Hailroad Commission in September 1973. Also, the Company filed suit in the 53rd
Judicial District Court of Travis County, Texas, contesting the jurisdiction of the Railroad Commission
to grant Gulf its requested relief. A decision therein has been deferred until the determination of the

j appeal by Gulf from the final order of the Railroad Commission. ;

In October 1950, the Company, Dallas Power and Texas Power filed a petition in the United;

; States Court of Appeals for the Fifth Circuit for review of regulations issued by the Economic
Regulatory Administration of the DOE implementing the Fuel Use Act. Such petition has been!

transferred to the United States Court of Appeals for the Fourth Circuit. The Company is not ablei

to state what impact this legislation or these regulations will have on its future operations.

j Regulation and Rates

The Company and IIL&P were named as defendants in a suit filed on 5 fay 3,1976, in the United
States District Court for the Northern District of Texas, Dallas Division, by WTU and CP&L. The
suit generally sought to require the Company and IIL&P to operate interconnected with the inter-
state facilities of WTU and CP&L. A trial on the merits in this matter has been held and in Feb-
ruary 1979, the Court entered a judgment to the effect that it would not be in the public interest to
force the defendants to interconnect in interstate commerce, finding, among other things, that the

; defendants had not violated the federal antitrust laws. An appeal to the United Statu Court of
; Appeals for the Fifth Circuit has been filed by WTU and CP&L, which have now requested that

further action thereon be deferred pending resolution of the settlement arrangements undertakent

.

in connection with the FERC proceeding previously described.
,

j In July 1977, the Company, Dallas Power and Texas Power intervened in a suit filed by WTU
'

and CP&L in the 53rd Judicial District Court of Travis County, Texas, challenging the validity of the
; final order issued by the PUC in Docket No.14. In Alay 1978, the DOE and FERC intervened

contending that the P'JC siolated the United States Constitution and the Federal Power Act by
ordering CSW to cease and not renew interstate power sales. A decision in this suit is pending.

,

! Environmental Atatters
d

In July 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against 1

Generating Company, Senice Company, and the Company, Dallas Power and Texas Power, by the
; State of Texas on behalf of the TACB. The petition alleges that Generating Company and Service
i Company, acting as agents for the Company, Dallas Power and Texas Power, have violated regula-
'

tions issued under the federal Clean Air Act, provisions of the Texas Clean Air Act, and permits
issued by the TACH in allowi g the start-up of Unit 3 at the Afartin Lake station before the completion! n,

{
'

and operation of its associated air pollution control equipment. The State seeks an injunction against
further violation of the federal Clean Air Act and penalties from each of the defendants of $1,000 for

13,
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Item 3. LEGAL PIlOCEEDINGS (Concluded).

each day and each act of violation. The defendants are contesting this action. The Company does
not expect that an adverse decision in this suit would have a material effect on its operations or
financial condition.

In July 1979, Generating Company and various electrie utdities filed suit in the United States
Court of Appeals for the District of Columbia Circuit challenging the validity of regulations issued
by the EPA pursuant to the federal Clean Air Act Amendments of 1977, relating to emissions of sulfur
dioxide.

In June 1979, various electric utility companies, including the Company, Dallas Power and Texas
Power. flied suits in the United States District Court for the Western District of Virginia and the
United States Court of Appeals for the Fourth Circuit diallenging the validity of the revised
regulations issued by the EPA in 1979, pertaining to the issuance of NPDES permits. These suits
have not yet been set for trial and the Company cannot predict the outcome of this matter.

In Ntay 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against
Generating Company by the State of Texas on behalf of the TDWR. The petition alleges that Gen-
erating Company has discharged contaminated water from the Nfartin Lake station into the adjacent
lake in violation of provisions of the Texas Water Code and permits issued thereunder to Generating
Company by the TDWH. In July 1979, the petition was amended to join a claim on behalf of the
Texas Parks and Wihllife Department (TPWL)) that as a result of such discharges fish have been killed,
the State ef Texas has suffertd losses in the recreational vahie of its properties and the safety of the
public has been endangered. In July 1950, TDWR and TPWD filed a second amended petition which
name.; Texas Utilities and Service Company as d<fendants, in addition to Generating Company,
alleges additional violations of permits seeks an injunction against further violations and seeks
penalties in the anmunt of s1,000 fmm each defendant for each day and each act of violation with a
minimum of $2$1.WHI from each defendant damages in the amount of $1,430,314 in regard to state
fish resources and at least $3M),0)O for lost recreation resources, as well as $3,000,000 in punitive
damages. The Company does not expect that an adverse decision in this suit would have a material
effect on its operations or financial condition.

In N!ay 1979, Generating Company, along with various coal producers, fi!cd suit in the United
States District Court for the District of Columbia challenging the validity of certain of the final
federal surface mining regulations implementing federal legislation passed in 1977. Judgments
upholding certain of the challenged regulations, and remanding others for reconsideration have been
appealed to the United States Court of Appeals for the District of Columbia Circuit. Enforcement
of these reuulations would increase the cost of producing lienite: however, the Company does not
anticipate that the terms and conditions of permits issued thereunder will have a material adverse
effect upon its future use of lignite as fuel for the generation of electricity.

In June 1950. Generating Company and various electric utility companics intervened in a suit
pending in the United States District Court for the District of Columbia, challenging the validity of
certain EPA regulations issued under the RCllA.

14
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Item 4. SECUHITY OWNERSIIIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

(a) Security ownership of certain beneficial owners as of February 28,1981:

Fercent
Name and Address of Amount and Nature of of

Title of Class Beneficial Owner BeneScial Ownership Class

Common stock, without Texas Utilities Company 27,000,000 shares, 100 %
par value, of 2001 Bryan Tower sole voting and
the Company Dallas, Texas 75201 investment power

(b) Security ownership of management as of February 28,1981:

Amount and Nature
Name of of BeneGeial

Title of Class Beneficial Owner Ownenhip Percent of Class

Preferred stock, All Directors 420 shares * Less than 1% of
without par value, of and Officers outstanding shares,

the Company as a group

Common stock of All Directors 93,814 shares' Less than 1% of
Texas Utilities and Officers outstanding shares
Company as a group

' Amount of shares with respect to which such persons have the right to acquire beneficial
ownership as specified in Rule 13d-3(d)(1) under the Securities Exchange Act of 1934: None

(c) Changes in control:

; None
i

j
j
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PART H .

|

Item 5. SIARKET FOR TIIE REGISiRANT'S C051Af0N STOCK AND RELATED SECURITY'

IIOLDER AIATTERS.
J

The Company's common stock is 100?b owned by Texas Utilities Company.

Annual dividends per share of common stock of $2.20 for 1980 and $2.04 for 1979 were paid to the
,

_ parent.

Reference is made to Note 4 to Financial Statements regarding limitations upon payment of divi-
dends on common stock of the Company.
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Item 6. SELECTED FINANCIAL DATA.

FINANCIAL STATISTICS

Year Ended December 31,

1980 1979 1978 1977 1976

TOTAL ASSETS (thousands) $1,924,006 $1,690,795 $1,529,979 $1,429,664 $1,218,217 -

J

ELrcrusc PLANT (thousands) - $2,223,505 $1,978,389 $1,769,706 $1,565,829 $1,346,576
'

Accumulated depreciation 417,856 375,982 329,838 292,596 260,107

Construction expenditures (including
allowance for funds used during
construction) 245,106 206,M6 200,541 220,204 224,426

CAPITALIZATION (thousands)
Long. term debt $ 678,137 $ 618,405 $ 545,525 $ 548,542 $ 532,835

Preferred stock 209,606 174,991 174,991 145,336 145,336

Common stock equity 698,011 600,402 553,850 477,953 410,704

Total $1,585,754 $1,393,798 $1,274,366 $1,171,831 81,088,875

AVERACE INTEREST COST ON EONC-TERM
DEDT 8.3% 7.6% 7.2% 7.2% 7.1%

AVERACE DMDEND COST ON PREFERRED
StoCr 8.1% 7.7% 7.7% 7.5% 7.5%

NET INCOME (thousands). $121,217 $85,511 $85,179 $68,212 $67,918

DivioENos DECLARED ON COMMON

SrOcE (thousands) $58,320 $50,500 $46,080 $40,000 $34,500

lhTIO Or EARNINGS TO FIXED CHARCE.S 4.3 3.8 4.1 3.2 3.6

SUPPLEMENTAL IlATIO Or EARNINGS TO
fixed CIIARCEs' 3.6 3.4 3.8 S.! 3.6

ALLOWANCE FOR FUNDS UsED DURINc
CONSTRUCTION As PERCENT or
EARNINcs TO COMuON SToCE 25.2 % 26.1% 27.5 % 38.0 % 31.3%

llETLTiN ON AVERACE COMMON STOCs
Enerry 15.9 % 12.3 % 13.3 % 12.5 % 15.5%

FUNDS rROM OPERATIONS AS PERCE.vT Or
CONsTnvCTiON EXPENDITURES
(excluding allowance for funds used
during construction) 49.5% 50.4 % 47.1% 31.4 % 26.9%

*The supplemental ratio of earnings to fixed charges includes the Company's allocable portion of interest on
tr'tior notes of affiliated companies which provide services to the Company.

*
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Item 6. SELECTED FINANCIAL DATA (Concluded).

OPERATING STATISTICS

Tear Ended December 31,

1980 1979 1978 1977 1976

ELECTRIC ENEncy CENERATED AND

l'encHASED (mwh)
Cenerated-net station output . 21,721,274 20,378,943 20,681,066 18,048,049 16,908,859
Purchased and net interchange 113,265 444,965 347,945 643,733 182,617

Total generated and purchased 21,834,539 20,823,908 21,029,011 18,691,782 17,091,476
Company use, losses and

unaccounted for 1,641,934 1,534,200 1,459,322 1,316,432 1,241,503

Total electric energy sales 20.192,605 19,289,708 19,569,689 17,375,350 15,849,973

FrEL Mix rOR ELEcuuc CENERADON
Cas 51.7% 51.5 % 65.7 % 70.9% 71.6 %.

Od 0.2 2.8 1.1 1.3 0.1'

Lignite 48.1 45.7 33.2 27.8 28.3. ,,.

Total 100.0% 100.0 % 100.0 % 100.0 % 100.0 %

ELEcnue ENERCY 5 ALES (mWh)
Residential 6,513,255 5,758,252 5,868,457 5,424,924 4,671,725
Corrmercial 4,732,093 4,212,064 4,169.380 3,927,239 3,566,512

q Industrial . 7,155.624 6,989,265 6,772,579 6,670,004 6,376,247

; Covernment and municipal 487,608 503,923 527,971 468,872 437,942

Total general business 18,888,580 17,493,504 17,338,387 16,491,039 15,052,426
Other electric utilities 1,304,025 1,796,2M 2,231,302 884,311 797,547

Total electric energy sales 20,192.005 19,289,708 19,569,689 17,375,350 15,849,973

OrrRATINc REVENUES (thousands)
Residential $264,920 $201,677 $189,450 $146,879 $120,206
Commercial 169,332 135,009 125,257 97,895 82,391
Industrial . . 178,836 151,807 142,251 111.122 92,605
Covernment and municipal 18,990 16,259 15,266 10,761 9,221

Total general business 632,078 ~ 504,752 472,224 366,657 304,423
Other electric utilities 30,648 26,748 27,932 13,674 10,452

Total from electric energy sales 662,726 531,500 500,156 380,331 314,875
Other operating resenues 2,992 2,514 2,092 3,691 2,462

Total operating revenues $665,718 $534.014 $502,248 $384.022 $317,337

Etrcnuc CUSTOMERS (end Of year)
Residential 460,227 437,484 416,889 396,480 3S3,970
Commercial 61,123 57,171 55,527 53.687 50,923
Industrial 10,238 9,727 9,497 9,189 8,903
Cosernment and municipal 2,474 3,034 3,374 3,376 3,268

Total general business 534,062 507,416 485,287 462,732 447,064
Other electric utilities 37 37 34 35 33

Total electric customers 534,099 507,453 485,321 462,767 447,097

Residential classification includes indirect
sales (apartments, etc.); dwelling units
not included in number of customers 50,656 53,516 53,745 58,438 56,317;

18
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Item 7. AfANAGEhfENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Liquidity and Capital Resources

The primary capital requirements of the Company for 1980 and as estimated for 1981 through
1983 are as follows:

1980 1981 1982 1983

Thousands of Dollan
Construction expenditures (excluding

AFUDC) $218,430 $219,000 $200,000 $171,000

Nuclear fuel 11,023 5,000 19,000 26,000

hiaturities of long-term debt - 12,000 8,000 -

Total $229,453 $236,000 $227,000 $197,000

For detail concerning major new construction work now in progress or contemplated and commit-
ments with respect thereto, see Item 2, Properties - Construction Program.

The Company generates funds from operations sufficient to meet operating needs, pay dividends
on its capital stock and finance a significant portion of its capital requirements. These funds are
derived from net income, depreciation, deferred taxes, and federal investment tax credits. Factors
affecting the ability of the Company to fund a portion of its capital requirements from operations
include adequate rate relief and regulatory practices allowing a significant portion of construction
work in progress in rate base, adequate depreciation rates, normalization of federal income taxes,
full current recovery of the cost of fuel used in the generation of electricity, and the opportunity
to earn competitive rates of return required in the capital markets. For 1980, approximately 50% of
the funds needed for construction was generated from operations.

External funds of a permanent or long-term nature are obtained through the sales of common-

stock to Texas Utilities, preferred stock and long-term debt. The capitalization ratios of the Company
at December 31,19S0 consisted of approximately 43% long-term debt,137c preferred stock and
44% common stock equity, ar.d similar ratios are expected to be maintained in the future. To provide
for immediate cash requirements during periods between long-term financings, the Company obtains
short-term loans from Texas Utilities, which has lines of credit with commercial banles aggregating
$300,000,000 at December 31, 1980. The Company does not maintain separate credit arrangements
with banks or other lenders.

The Company expects to sell additional securities as needed, in amounts and of types presently
undetermined. Although the Company cannot predict future regulatory practices and is to some
degree exposed to fluctuating economic and security market conditions, it does not currently expect
any changes in trends or commitments which might significantly alter its basic financial position or
ability to finance capital requirements in the future.

See Item 6, Selected Financial Data- Financial Statistics for additional information.

Results of Operations

Increases in operating revenues include rate increases, recovery of higher fuel costs on a current
basis, customer growth and increared energy consumption (see item 1, Business- Fuel Supply and
Regulation and Rates; and item 6, Selected Financial Data-Operating Statistics). Energy consump-
tion per customer is affected by material variations in weather conditions and was particularly
impacted by the unusually hot and dry summer of 19S0 compared to the relatively mild summer of
1979, and by warmer summer and colder winter weather in 1978. Customer consumption also reGects
the effects of energy conservation on the part of some customers.

The increase in fuel expense for 1980 resulted from higher levels of generation and higher unit
fuel cost, ofIset in part by greater utilization of lignite. The decrease for 1979 reflects the effect of

19
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS (Concluded),

the relatively mild summer on generation levels and by a substantially greater proportionate use of
lower cost lignite. Fuel costs are expected to increase during 19S1 and 1982 due to the expiration of'
contracts for fuel gas from the Old Ocean Field at the end of 19SO, and expiration of the Odessa
contract in December 1981. (See Item 1, Business- Fuel Supply and Regulation and Rates; and
Item 6, Selected Financial Data - Operating Statistics.)

Operation and maintenance expenses have increased substantially as a result of continuing
inflationary pressures on the cost of labor, materials and services and the additional lignite-fueled
generating units placed in service during 1979 and 1978; operation and maintenance were also
affected by the higher costs of operating and maintaining existing lignite-fueled generating units,
including the additional costs of operating and maintainmg the pollution control equipment required
and unschedukxl maintenance on several such units in 1979. Increases in taxes other than income
resulted primarily from increases in revenue and property based taxes.

The increase in allowance for funds used during construction for 1980 is primarily attributable
to an increase in the amount of construction work in progress not allowed in rate base by regulatory
authorities and an increase in the AFUDC rate effective November 1979.'

The Company expects to pursue adequate and timely rate relief to offset increases in the cost
of providing electric service.

The Company has prepared supplementary information concerning the effects of changing
prices in compliance with the reporting requirements of Financial Accounting Standards Board'

|
Statement No. 33; such information is included in Item 8, Financial Statements and Supplementary

'

Data.
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Item 8. FINANCIAL STATEh1ENTS AND SUPPLEhfENTARY DATA.

TEXAS ELECTRIC SERVICE COhfPANY
and Subsidiary - Consolidated
STATEhiENT OF INCOh1E

Year Ended December 31,

S&dule 1980 1979 1978
No. Thousands of Dollars

OctaAnsc Brvrst:Es $665,718 $5M,014 $502,248

OrERAnNc ExrsssEs
Fuel 202,589 159,893 171,526
Operation 99,988 85,850 70,330
hiaintenance 48,030 40,140 24,987

VI Depreciation 51,453 49,281 42,947

Federal income taxes (Note 7) 71,610 48,128 52,523
X Taxes other than income 41,718 37,628 33,169

Total operating expenses 515,391 420,920 395,462

Ortarnsc Ixcxmr 150,327 113,094 106,786

Onirn Ixcolis
Allowance for equity funds used

during construction 19,973 13,990 9,280
Other income and deductions-net 3,374 3,4SS 6,958
Federal income taxes (1,552) (1,605) (3,M0)

Total other income 21,795 15,873 12,898

ToTAr. INCOAfE 172,122 128,967 119,684

Isnmrsr CirARCES
Interest on mortgage bonds 51,580 42,199 36,482
Interest on other long-term debt 3,460 3,723 3,787
Other interest 2,568 2,M9 4,744
Allowance for borrowed funds used

during construction (6,703) (4,815) (10,508)

Total interest charges 50,905 43,456 M,505

NET Ixcostr 121,217 85,511 85,179

Parrrnato Stocx Divrorsos 15,288 13,459 13,202

Nor INCOSIE ArrEn Patrraaro STocx Divtorsos $105,929 $ 72,052 $ 71,977

See accompanying Notes to Financial Statements.
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TEXAS ELECTRIC SERVICE CO5fPANY
and Subsidiary -Consolidated
STATEhfENT OF SOURCE OF FUNDS FOR CONSTRUCTION

Year Ended Decernber 31,

1980 1979 1978

Thousands of Dollars

Funns rnow OPrnATIOh1
Net income . $121,217 $ 85,511 $ 85,179

Depreciation 51,453 49,281 42,947

Deferred federal income taxes-net 16,467 15,698 12,972

Federal investment tax credits - net 19,237 26,759 23,131

(26,676) (18,805) (19,788)Allowance for funds used during construction
_

Total funds from operations 181,698 158,444 144,441

Less - Dividends declared:
Preferred stock 15,288 13,459 13,202

Common stock 58,320 50,500 46,080

Total dividends declared 73,008 63,959 59,282

Net funds from operations 108,090 94,485 85,159

Funns rnou FINANCING
Sales of securities:

First mortgage bonds 75,000 75,000 -

Other long-term debt 502 5,500 7,754

Preferred stock 34,615 - 29,655

Common stock 50,000 25,000 50,000

Retirement of long-term debt (3,332) (15,900) (7,795)
Increase (decrease) in notes payable to

Texas Utilities Company (parent) (39,000) 17,000 (67,500)

Net funds from financing 117,785 106,600 12,114

OTirrn SOUnCES (USES) OF FUNus
Changes in working capital, excluding notes

payable and long-term debt due currently:
Cash in banks and temporary cash investments 1,391 (24) (963)
Accounts receivable-net (9,269) (2,129) (8,956)
Inventories (21,356) 7,223 (1,337)
Accounts payable (390) (1,997) 11,436

Taxes accrued 27,633 (6,697) 15,346

Other - net 6,093 1,872 (150)
Net change 4,112 (1,752) 15,316

Investment advances to afBliates - - 78,785

Nuclear fuel (11,023) (6,447) (9,915)
Other - net (534) (5,345) (706)

Net other sources (uses) of funds (7,445) (13,544) 83,450

TOTAL $218,430 $187,511 SISO,753

CONSTnUcnoN ExPrNorrunts:
Electric plant $245,106 $206,346 $200,511

Allowr.nce for funds used during construction (26,676) (18,805) (19,788)

COxsTnecTrox EXPENmTURES (excluding alIOWance
for funds used during construction) $218,430 $187,511 $180,753

See accompanying Notes to Financial Statements.
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TEXAS ELECTRIC SERVICE COAfPANY
and Subsidiary - Consolidated
BALANCE SIIEET

ASSETS

December 31,

Schedule 19 # 1979
No.

Thousands of Dollars

V ELECm!C Pzarr
In service:

Production S 854,174 $ 852,944
Transmission 227,483 219,123
Distribution 412,001 383,239
General . . 37,655 30,739

Total 1,531,513 1,486,415
Construction work in progress 653,841 464,463
Nuclear fuel 34,852 23,829
IIeld for future use . 3,299 4,052.

Total electric plant 2,223,505 1,978,389

VI Less accumulated depreciation 417,856 375,982

Electric plant,less accumulated
depreciation . 1,805,649 1,602,407

Omta Ixvrsnierrs 1,266 1,337.

CURnE:n ASSETS

Cash in banks 4,831 5,425
Special deposits 1,458 1,459
Temporary cash investments-at cost - 800
Accounts receivable:

Customers 42,495 33,24S
Other 4,783 4,199

VIII Allowance for uncollectible accounts (2,019) (1,4S7)
In'ventories - at average cost:

Afaterials and supplies 10,682 9,808.

Fuel stock 41,16S 20,6S6
Other current assets 9,7SO 8,207

Total current assets 113,151 82,315

Dcrennto DestTs 3,940 4,706

Tout $1,931,006 $1,690,795

See accompanying Notes to Financial Statements.
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LIABILITIES
December 31,

Schedule E
No. Thousands of Dollars

CAPrrAUZADON

Common stock (Note 3) $ 575,000 $ 525,000
Retained earnings (Note 4) 123,011 75,402.

Total 698,011 600,402
,

-

Preferred stock (Note 3) 209,606 174,991

Long-term debt-less amounts due currently (Note 5):
First mortgage bonds 627,000 563,500

Other long-term debt . 53,815 56,645

Unamortized premium and discount . (2,678) (1,740).

Total 678,137 618,405

Total capitalization 1,585,7~,4 1,393,798

CURnENT LIABILinES
Notes payable-Texas ' Utilities Company (parent) 12,000 51,000

Accconts pryable:
AfBliates . 20,986 13,860

Other 28,363 35,879

Dividends declared 4,250 3,365

Long-term debt due currently 11,500 -

Customers' deposits . 4,898 3,265
Taxes accrued 43,979 16,341.

Interest accrued 16,280 12,744

Other current liabilities 2,285 669

Total current liabilities 144,541 137,123

VIII REStavE rOn INSURANCE AND CAsUALUES 2,450 1,586

! Accm UIarm DErEnaED FEDERAL INCOh!E TAXES 81,770 65,303

UNAh ORUZED FEDERAL INVESnfENT TAX CRGrrS 109,491 92,985

COsthfIDfENTS AND CONENCENCIES (Note 6)

TOTAL $1,9M,006 $1,690,795. ,

| 1

See accompanying Notes t i Financial Statements.
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TEXAS ELECTRIC SERVICE COMPANY
and Subsidiary - Consolidated
STATEMENT OF RETAINED EARNLNGS

Year Ended December 31,

1980 1979 1978

musands of Dolle

BALANCE AT BECWMNG OF YEAR $ 75,402 $103,850 $ 77,953
121,217 85,511 85,179Ano-Net income . . ... ...... . . .

Total 196,619 189,361 163,132

Denver
Dividends (cash):

Preferred stock:
$4 series ($ 4.00 per share per annum) 440 440 440

$ 4.56 series ($ 4.56 per share per annum) 296 296 296

$ 4.61 series ($ 4.64 per share per annum) 461 461 464

$ 5.08 series ($ 5.08 per share per annum) 407 407 4M
$ 7.44 series ($ 7.44 per share per annum) 2,232 2,232 2,232

$ 8.32 series ($ 8.32 per share per annum) 2,496 2,496 2,239

$ 8.44 series ($ 8.44 per share per annum) 2,532 2,532 2,532

$ 8.92 series ($ 8.92 per share per annum) 1,784 1,784 1,781

$ 9.36 series ($ 9.36 per share per annum) 2,6ua 2,808 2,808

$10.12 series ($10.12 per share per annum) 1,829 - -

Common stock (per share: 19S0, $2.20,
1979, $2.61, IW8, $1.92) 58,320 50,500 46,080

. .

Total dividends 73,608 63,959 59,282

Transfer to common stock account (Note 3) - 50,000 -

Total deductions 73,608 113,959 59,282

BALANCE AT ENo oF YEAa (Note 4). $123,011 $ 75,402 $103,850

See accompanying Notes to Financial Statements.

.
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TEXAS ELECTRIC SERVICE COMPANY
and Subsidiary - Consolidated

|
NOTES TO FINANCIAL STATEMENTS '

\
'

1. SrcmrICAN'r Accoususc Pouaes

Coraclidation -The eersolidated financial statements include the Company and its wholly-owned
subsidiary, Old Ocean; all significant intercompany items and transactions have been eliminated
ia consolidation.

Electric Plant - Electric plant is stated at original cost. The cost of property additions charged to
electric plant includes labor and materials, applicable overhead and payroll-related costs and an
allowance for funds used during construction.

Alloteance For Funds Used During Construction- Allowance for funds used during construction
( AFUDC) is a cost accounting procedure whereby amounts based upon interest charges on borrowed
funds and a return on other capital used to finance construction are charged to electric plant. The
accrual of AFUDC is in accord with established accounting practices of the industry, but does not
represent current cash income. The Company has capitalized AFUDC at a net of tax rate of 8% con 2-
pounded semi-annually of expenditures incurred, except for that portion of construction work in
progress allowed in rate base by regulatory autt ities. Prior to November 1979, a rate of 7% had
been used. These rates were detennined on the basis of, but are less than, the cost of capital used
to finance the construction program. Effective January 1,1931, a rate of 8%% was adopted.

Depreciation- Depreciation is based upon an amortization of the origin:.1 cost of depreciable
properties on a straight-line basis over the estimated service lives of the properties. Depreciation as a
percent of average depreciable electric plant in service approximated 3.6% for 1950,1979 and 1978.

Federal Income Taxes -The Company is included in the consolidated federal income tax return
of Texas Utilities and subsidiary companies, and federal income taxes are allocated to all subsidiary
companies based upon taxable income or loss. Deferred federal income taxes are generally provided
for differences between book and taxable income; such differences result primarily from the use of
liberalized depreciation and the class life depreciation system ( ADR). Current federal income taxes
have been reduced by amounts of investment tax credits allowable under the Internal Revenue Code;
such credits are being amortized to income over the estimated service lives of the properties.
(See Note 7.)

Rescree for Insurance and Casualtics - The Company, as allowed by regidatory authorities, main-
tains a reserve for major uninsured losses and claims.

I

2. Arrn2ATrs

The Company is a wholly-owned subsidiary of Texas Utilities which provides common stock
capital and short-tenn financing to the Company. Dallas Power and Texas Power, whose respective
systems are interconnected with that of the Company, are also subsidiaries of Texas Utilities. Texas
Utilities has three other subsidiaries which perform specialized services, at cost, for the System,
including the Company: Service Company furnishes engireering, financial and other services; Fuel
Company owns a natural gas pipeline system, acquires, stores and delivers fuel gas and oil and
provides other fuel services for the generation of electric energy; and Generating Company operates
the jointly owned generating stations and furnishes related services, including the ownership and
operation of fuel prod: 4cilities for the surface mining and recovery of lignite for use as fuel
at such stations.

The Company, jointly with Dallas Power and Texas Power, has entered into agreements with,

| Fuel Company to p ocure certain fuels and related services and with Generating Company for the
production of lignite fuel and the operation of electric generating stations; payments are at cost of
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TEXAS ELECTRIC SERVICE COhfPANY
and Subsidiary-Consolidated
NOTES TO FINANCIAL STATEhfENTS-Continued

the services received and are required by the agreements to be "at least equivalent in the aggregate
to the annual charge to income on the books" of Fuel Company and of Generating Company,

For information concerning jointly owned generating stations, see Item 2, Properties,

3. COMMCN AND Par.rnuu:D Stocrs
Redemption

Price Per Share
(before adding
accum dated

December 31,1990 December 31,1979 dividends)

Shares Shares Eventual
Outstanding Amount Outstanding Amount Current Minimum

Thousands Thousands
of Dollars of Dollars

Texas Electric Service Company
Common stock-without par

value; authorized 80,000,000
shares 27,000,C00 $375,000 25,000,000 $525,000

Preferred stock-cumulative,
without par value; entitled upon
liquidation to $100 a share.;
authorized 10,000,000 shares:

$4 series 110,000 $ 11,000 110,000 $ 11,000 $102.00 $102 M

$ 4.56 series 65,000 6.563 65,000 6,563 112.00 112.00

$ 4.64 series 100,000 10,016 100,000 10,016 103.25 103.25

$ 5.08 series 80,000 8,00l 80,000 8,00l 103.60 103.00

$ 7.44 series 300,000 30,006 300,000 30,000 106.12 102.40

$ 8.32 series 300,000 29,655 300,000 29,655 108.32' 101.00

$ 8.44 series 300,000 30,046 300,000 30.046 107.40 103.18

$ 8.92 series 200,000 20,076 200,000 20,076 105.83 103.60

$ 9.30 series 300,000 29,625 300,000 29,625 107.02 102.34

$10.12 series 350,000 34,615 - - 110.12* 100.00

2,105.g $209,606 1,755,000 $174,991

' Redemption may not be effected currently through certain refunding operations.

The Company issued and sold shares of its authorized common stock to Texas Utilities as
follows: February 19S0, 2,000,000 shares for $50,000,000; February 1979, 1,000,000 shares for
$25,000,000, and January 1978,2,000,000 shares for $50,000,000.

The Company also issucd and sold shares of its authorized preferred ,,tock as follows: June 1980,
350,000 shares of $10.12 preferred stock for $34,015,000; and February 1978, 300,000 shares of $8.32
preferred stock for $29,655,000.

In December 1979, the Company transferred $50,000,000 from retained earnings to the common
stock account.

No shares of the Company's common or preferred stock are held by or for account of the
Company nor are any .* hares of such capital stocks reserved for ofBeers and employees or for
options, warrants, conversions and other rights in connection therewith.

4. RerAINrm EARNINGS EF5rRIC110Ns

The Company's articles of incorporation, the mortgage, as supplemented, and the debenture
agreements contain provisions which, under certain conditions, restrict distributions on or acquisitions
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of its common stock. At December 31,1950, $25,431,000 of retained earnings was thus restricted as
a result of the provisions of the articles of incorporation.

The articles of incorporation restriction provides in effect that the Company shall not pay any
common dividend which would reduce retained earnings to less than one and one-half times annual
preferred dividend requiremeats. The snortgage restriction is based primarily on the replacement fund
requirements of the Inortgage. The restriction contained in the debenture agreements is designed
to maintain the aggregate preferred and couunon stock equity at or above 33%% of total capitaliza-
tion.

5. Losc-mus Dent (less amounts due currently)
December 31

1950 1979

First mortgage bonds: Thomands of Dollars

3%% series due 1981 $ - $ 11,500

3%06 series dee 1982 A,000 8,000

3%% series due 1985 17,000 17,000

3%75 series due 19S6 10,000 10,000

43i?b series due 1987 16,000 16,000

4%% series due 19SS 10,000 10,000

4%76 series due 1993 22,000 22,000

4%75 series due 1995 16,000 16,000

5%% series due 1996 15,000 15,000

0%% series due 1997 18.000 18,000

7%9b series due 1999 15,000 15,000

8%7' series due 2000 25,000 25,000c

7%% series due 2001 25,000 25,000

7%% series due 2002 30,000 30,000

8%% series due 2001 40,000 40,000

9%% series due 2001 60,000 60,000

8%76 series due 2005 50,000 50,000

8%% series due 2006 100,000 100,000

9%% series due 2009 75,000 75,000

14%C'e series due 2010 75,000 -

Total first mortgage bonds 627,000 563,500

| Other long term debt:
Sinking fund debentures:

5iW , due 19s 3 3,610 4,957

6%Sb, due 1993 7,885 9,S70

Total 11,495 14,827

Polhitton control revenue bonds - net:
Sabine Iliver Authority of Texas

6%% series due 2006 19,025 19,025

5.70% series due 2007 21,G10 21,610

6 00% series due 200S 3,085 3,0S5

Funds on deposit with trustee (1,430) (1,932)

Total 42,320 41,818

Total other long-term debt 53,815 56.615

,



TENAS EI.ECTRIC SERVICE COMPANY
and Subsidiary - Comolidated
NOTES TO FINANCIAL STATE 31ENTS-Continued

December 31,

1980 1979

Thousands of Dollars

Unamortized premium and discount:
Unamortized premium S 52S $ 519
Unamortized discount (3,206) (2,2S9)

Total unamortized premium and discount (2,678) (1,740)

Total long. term debt -less
amounts due currently $678,137 $618,405

Sinking fund and matuuty requirements for the years 19S1 through 1955 under long-term debt
instruments in effect at December 31,1950 are as follows:

Afinimum
Cash

Sinking Staturity llequire.
Year Fund (a) (see above) ment ( a )( b)

Thousands of Dollars
19s1 $4,0SS $11,500 $11.500
1952 3,9SS S,000 S,000
19s3 3,958 - -

19S4 3,958 - -

1955 3,775 20,610 20,610

(a) Excluding 5560.000 for each of the years 13SI through 19St md $320,000 for 1955 satisfied
prior to December 31,1950.

(b) Other requirements may be satisfied by certification of property additions at the rate of 1677o
of such requiremes.ts.

The total amounts of Sinking Fund Debentures authorized in the debenture agreements have
been issued. The Company's First Afortgage Bonds may be issued in additional amounts, without
limitation as to the maximum thereof, but limited by property, earnings and other provisions of the
mortgage. None of the long-term debt is pledged, held by or for account of the issuer, or held in its
sinking or other special funds. Substantially all of the electric plant is subject to the lien of the
mortgage.

6. Cosnirrserrrs un Corrncacas

For major new construction work in progress or contemplated, and commitments with respect
thereto, see item 2, Properties - Construction Program.

The Company, along with Dallas Power and Texas Power, has entered into contracts with public
agencies to purchase cooling water for use in the generation of electric energy and has agreed, in
effect, to guarantet its share of the principal, 533,779,000 at December 31,1950, and interest on bonds
issued to finance the reservoirs from which the water is supplied.

Reference is made to item I, Business- Fuel Supply Regulation and Races, and Environmental
Atatters: and item 3, Lecal Proceedines for Iccal and administrative proceedings. In the opinion of
the Company, such legal and administrative proceedings are not expected to have a material effect
upon the financial position or results of operations of the Company.
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7. FEDERAL INCOME TAXES

The details of federalincome taxes are as follows:

Year Ended December 31,

1950 1979 1978

Thousands of Dollars
Charged to operating expenses:

Current federal income taxes $35,909 $ 5,671 $16,420

Deferred federal income taxes - net:
Differences between depreciation methods and lives 13,914 13,521 10,959

Certain capitalized construction costs 2,945 2,278 2,647
Other (392) (101) (tGI)

Total 16,467 15,698 12,972

Investment tax credits - net 19,237 26,759 23,131

Total federal income taxes charged
to operating expenses 71,613 48,128 52,523

Charged to other income 1,552 1,605 3,340

Total federcl income taxes $73,165 $49,733 $55,863

Federal income taxes were less than the amount computed by applying the federal statutory
rate to pre-tax book income as follows:

Year Ended December 31,

1980 1979 g
Thousands of Dollars

Federal income taxes at statutory rate (46%; 48% prior
to1979) $S9,416 $62,212 $67,700

Reductions in federal income taxes resulting from:
Allowance for funds used during construction 12,271 8,650 9,498
Depletion allowance 2,348 1,642 1,225

Amortization of investment tax credits 2,314 1,931 1,610
Other (6S2) 256 (496)

Total reductions 16.251 12,479 11,837

Total federal income taxes $73,165 $49,733 $55,863

Effective tax rate 37.6 % 36.8 % 39.6 %

.
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TEXAS ELECTRIC SERVICE CO5fPANT l

and Subsidiary - Consolidated
NOTES TO FINANCIAL STATE 5!ENTS-Concluded ;

8. Esuntur.xT Pux

The Company has a retirement plan covering substantially all employees. The cost of the plan
is determined by an independent actuary and is funded by the Company as accrued. The cost of the
plan, including amounts capitalized, approximated $7,153,000 for 19S0, $6,714,000 for 1979, and
$5.153,000 for 1978. As of December 31,19S0 and 1979, accumulated benc6ts and net fund assets

.

were as follows:

19SO g
Thousands of Dollars

Actuarial present value of accumulated benefits:
Vested $66,5S7 $62,595
Nonvest',d 7,142 6,908

Total $73,729 $69,503

Net Fund Assets $62,314 $45,6S5

An assumed rate of return of 5%Cc was used in determining the value of accumulated benefits. !

l
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OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

TzxAS EIxcnuc SonvIce COh!PAmf:

We have examined the consolidated balance sheets of Texas Electric Service Company and
subsidiary, Old Ocean Fuel Company, as of December 31,19S0 and 1979 and the related consolidated
statements of income, retained earnings and source of funds for construction for each of the three
years in the period ended December 31, .19S0. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.

In our epinion, the fir ancial statements referred to above present fairly the financial position of
the cornpanies at December 31,1950 and 1979 and the results of their operations and the source of
their funds for construction for each of the three years in the period ended December 31,1950, in
conforrnity with generally accepted accounting principles applied on a consistent basis.

Our examinations also comprehended the supp:emental schedules listed in Park IV, Item
11(a)2. In our opinion, such supplemental schedules, when considered in relation to the basic
financial statements, present fairly in all material respects the information shown therein.

.

/s/ DEI 41 TIE HAsENS & SEMS

Deloitte Ilaskins & Sells

Fort Worth, Texas
.\iarch 20,19S1
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TEXAS ELECTHIC SERVICE COAfPANY

j,
and Subsidiary - Consolidated
SUPPLEAIENTARY INFORAIATION CONCERNING EFFECTS
OF CIIANGING PRICES

Unaudited information furnished in compliance with the reporting requirements of Financial
Accounting Standards Board Statement No. 33, Financial Reporting and Cinnging P. ices (FASB
33), follows. The Statement indicates the need for experimentation in providing information about
the effects of changing prices. Such information is intended to help readers better understand the
impact of inflation on the Company. Because the information is presented on an experimental basis,
it should be viewed with caution. Calculation of the information inherently involves the use ofi

assumptions, approximations, and estimates and, therefore, the resulting measurements should be
considered in that context and not as precise indications of the efIects of inflation. The effects of
changing prices are not recogni7ed for income tax or rate-making purposes, therefore the supple-
mentary information should not be interpreted as adjustments to carnings reported in the Financial
Statements.

*

Information concerning the ciTects of general inflation (constant dollar) was determined by
converting historical cost amounts into dollars of equal purchasing power, as measured by the
Consumer Price Index for All Urban Consumers.

Information concerning changes in specific prices (current cost) represent such changes in
electric plant from the date costs were initially incurred to present, and differs from constant dollar

j information to the extent that the specific prices have increased at a rate different than the general
rate of inflation. The current cost of electric plant was computed by indexing the existing historical
cost of plant by the IIandy-Whitman Index of Public Utility Construction Costs for the South
Central Region and other appropriate indices. Such current costs are not necessarily representative

i of the replacement cost of the Company's productive capacity that might be incurred in a
futu e period.

Depreciation on the constant dollar and current cost basis was determined by applying the5

Company's straight-line depreciation rates used for financial accounting purposes to the appropriate
indexed electric plant amounts, and is the only income statement item (including depreciation
charged to other operating expenses) that has been restated from the Financial Statements. In

i.
compliance with FASB 33, no adjustment has been made to federal income taxes.

Under rate-making rules prescribed by the Public Utility Ccmmission of Texas, only the original
cost of utility plant is recoverable thmugh revenues as depreciation. Therefore, the excess of the
cost of plant stated in terms of constant dollars and current cost over the original cost is not recover-
able through rates as depreciation and is reilected as Reduction to Net Recoserable Cost of Electric
Plant. The Company believes, based on past experiences, that it will be allowed to carn on the net
investment in electric plant when replacement of facilities actually occurs.

$ During periods of inflation, the holders of monetary assets suffer a loss of general purchasing
power while hoklers of monetary liabilities experience a gain. The amount shown as Unrealized,

Gain From Decline in Purchasing Power of Net Amounts Owed reflects the net of these two itemst

and is primarily attributable to the substantial amount of long-term debt which has been used to
finance electric plant. Since depreciation on this electric plant is limited by regulation to the

; recovery of historical costs, a holding gain on debt is not allowed and recovery is limited to only
the embedded cost of debt capital.

j To reflect the results of rate regulation, Unrealized Gain From Decline in Purchasing Power of
Net Amounts Owed is offset by the Reduction to Net Recoverable Cost of Electric Plant,'

i
I
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SUMMARY OF NET INCOME ADJUSTED FOR EFFECTS
OF CIIANGING PRICES

Year Ended December 31,1980

Historical Adjusted for Changing Prices

Cost General
Reported In Inflation

Financial (Constant Specille Prices
Statements Dollar) (Current Cost)

('Ihousands of Dollars) Average 1980 Dollars

Operating revenues $665,718 $ 665,718 8 665,718. .

Operating expenses (a) 515,391 561,225 577,145

Operating income 150,327 104,493 88,573.

Other income 21,795 21,795 21,795

Total income 172,122 126,288 110,368
Interest charges 50,905 50,905 50,905

Net income . $121,217 $ 75,383 $ 59,483

Increase in specific prices of electric plant
held duiing the year (b) .. $ 345,002

Reduction to net recoverable cost of electric plant $(153,018) (120,756)
Effect of general inflation on electric plant (361,344).

Effect of general inflation in excess of increase in specific
prices of electric plant after reduction to net recoverable cost . (137,098)

Cain from decline in purchasing power of net amounts owed 101,203 101,263

Net change in purchasing power $ (51,755) $ (35,835)

(a) Includes depreciation of $51,453,000 for historical cost, $97,287,000 for constant dollar and $113,207,000 for
current cost.

(b) At December 31, 1980, electric plant, net of accumulated depreciation, was $3,353,892,000 for current cost
and $1,805,649,000 for historical cost.

COMPARISON OF SELECTED FINANCIAL DATA ADJUSTED FOR EFFECTS
OF CIIANGING PRICES

1990 1979 1978 1977 1976

(Thousands of Dollars) Average 1950 Dollars

Operating revenues $ 605,718 $ 006,231 $ 634,361 $ 522,185 $ 459,348

Constant Dollar Information
Net income .

75,383 52,053
Net assets at year end at net recoverable cost 866,872 832,392

Current Cost Information
Net income 59,463 34,428
Effect of general infiation in excess of increase in

specific prices of electric plant after reduction to
nct recoverable cost (137,098) (153,074)

Net assets at year end at net recoverable cost 866,872 832,392

General Information
Cain from decline in purchasing power of net

amounts owed 101,263 108,928
Consumer price index-average 246.8 217.4 195.4 181.5 170.5
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PART III

Item 9. DIRfCTORS AND EXECUTIVE OFFICERS OF TIIE REGISTRANT.

(a) and (e) Ider.tification of directors, business experience and directorships:

Other Positions Present Principal Occupation
4 and Offices with Date First Elected or Employment and Principal

the Company (Current term expires Business (Preceding Five Years)
Name of Director Ag Presently IIeld Af ay li,1991) and Other Directorships.

i W. G. Sfarquardt 60 President and 11-14-74 President and Chief Executise of the
' *

Chief Exec tive Company, Fort Worth, Texas; and
Director of Texas Utilities Company.

T. L. Austin, Jr. 62 None 8-16-73 Chairman of the Board and Chief'

Executive, Texas Utilities Company,
Dallas, Texas; and Director of Dallas
Power & Light Company and Texas
Power & Light Company.

W. P. Bomar 94 None 3-10-36 Investments, Fort Worth, Texas; and
Director of Katy Industries.

Jno. P. Butler 79 None 4-12-60 Senior Chairman of the Board, The
First National Bank of 51idland,
afidland, Texas.

Ed. B. Collett 67 None 5-17-73 Investments, Fort Worth, Texas.

J. A. Cooch 77 None 5-17 51 Senior member of the firm of Cantey,
IIanger, Gooch, afunn & Collins, Fort
Worth, Texas.

Paul Leonard 54 None 5-16-63 Investments, Fort Worth, Texas; and
Director of Texas American Dancshares,
Inc. and Sunarnan.

James hl. Afoudy . 64 None 5-15-69 Chancellor Emeritus, Texas Christian
University, Fort Worth, Texas.

Charles 11. Perry 51 None 5-18-78 President anI Chief Executi.e Officer,
Perry Gas Companies Inc., Odessa,
Texas,

i
E. Bruce Street 63 None 5-16-68 Investments, Graham Texas.
W. K. Stripline, Jr. 69 None 5-19-66 Investments, Fort Worth, Texas.
Chas. C. Thompson 82 None 5-16-57 Cha:rman of the Board and President,

City National Bank of Colorado City,
Colorado City, Texas.

;

No arrangement or understanding between any director or executivo ofIicer existed pursuant to
becoming a director of the Company, other than with directors or officers of the Company acting
solely in their capacities as such.

(b) and (e) Identification of executive officers and business experience:

Date Elected to
Positions and Present Office (s)

Offices (Current term esp:res Business Experience
Name of Officer ge. Presently IIctd Af ay li,19S1) (Precedine Five Years)

W. G. Starquardt 60 President and 11-14 74 Same.
Chief Executive
and Director

hice President 8-16-79 Prior to Ancu<t 16,1979, served as
D. E. Kelch 52 and Treasurer Secretary and Treasurer of the Company.
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Item 9. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT (Concluded).

Date Elected to
Positions and Present Office (s)

Offices (Current term expires Business Experience
Name of OfEcer g Presently IIeld 3tay 14.19SI) (Preceding Five Years)

'

R. T. Startin 55 Vice President 5-20-71 Same.

E. D. Scarth 54 Vice President 5-18-67 Same.

W. 51. Taylor 38 Vice President 5 19-77 Prior to hiay 19,197i, served in other
management positions with the Company.

E. L. Watson 46 Vice President 5-20-76 Prior to Sfay 20,1976, served in other
management positions with the Company.

C. E. Layton 51 Secretary 5-17 79 Prior to h!ay 17,1979, served in other
management positions with the Company,

No arrangement or understanding between any director or executive o8cer existed pursuant to
beco ning an executive o$cer of the Company, other than with directors or oEcers of the Company
acting solely in their capacities as such.

(c) Identification of certain significant employees:

None

! (d) Family relationships:

None

(f) Involvement in certain legal proceedings:

None

Item 10. AIANAGEAIENT REAIUNERATION AND TRANSACTIONS.

(a) Current remuneration:
Securities or

property, insurance
Salaries, fees, becefits or
directors' fees, reimbursement,

Name of individual or number Positions and Offices commissions personal
of persons in group in which served and bonuses bene 6ts'

W. G. Afarquardt President and Chief
Executive and
Director

E. D. Scarth Vice President

R. T. Af artin Vice President

E. L. Watson Vice President

W. AI. Taylor Vice President

All Directors and O$cers as a Directors and Oflicers $717,450 $43,091

group (22, including those
named above)

* Represents vested employer contributions under the Employee Stock Ownership Plan and
Employee's Thrift Plan of the Texas Utilities Company System which are generally available
to all employees including omeers (but not directors who are not also salaried o$cers).
Personal benefits which cannot be specifically deternened, do not exceed $10,000 for each
person and are not included.
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:

Item 10. MANAGEMENT REMUNERATION AND TRANSACTIONS (Continued).
(b) Proposed remuneration:

Retirement Plan. The Company has a non-contributory defined I enefit retirement plan
covering substantially all employees including ofEcers but not directors who are not also salaried
ofHeers. The Company funds the plan with amounts determined annually by the plan's actuary,
however, the amounts contributed are not determined by individual accotmt.' Eligible employees
receive monthly pension benefits upon retirement with the annual normal retirement benefit equal
to 1.37o of the first $7,500 plus 1.57o of the excess over $7,800 of average anmal regular earnings
received by the participants during their three years of highest earnings, multiplied by the
number of years of accredited senice. Retirement benefits under the plan are not subject to
reduction for Social Security benefits, or.other offset amounts.

The estimated annual benefits payable upon retirement at age 65 to persons in specified
average salary and accredited years-of senice classifications are set forth in the table below.,

*
Annual Retirement BeneSts

; Average 20-Years 30-Years 40-Years
Annual Accredited Accredited Accreditedj salary service service service

S 70,000 $20,700 $31,000 $ 41,400

100,000 29,700 44,500 59,400

130,000 3S,700 58,000 77,400
,

160,000 47,700 71,500 95,400

190,000 56,700 85,000 113,400

The accredited years-of senice as of December 31, 1950, for the ofBcers of the Company<

'

named in the remuneration table above are as follows: .\fr. Starquardt, 35 years; Afr. Scarth,
29 years; N!r. Startin,21 years; Afr. Watson,21 years; and Atr. Taylor,13 years.

"

Thrift Plan. Under the Employees * Thrift Plan of the Texas Utilities Company System,
'

employees of the Company may saic, by payroll deductions, up to 67o of their regular salary or
wages. Employer-corporation mal.es t contribution to each participant's account of 407c, 507c,
or 607o of the employee's savings depending upon his length of senice. Employer's contributions
are inve ted in common stock of Texas Utilities.

Employce Stock Ownership Plan. Under the Employee Stock Ownership Plan of the Texas
Utilities Company System, the Company contributes each year to a trustee amounts up to the
ad<litional 17c and %% investment tax credit allowed under the Internal Revenue Code. Such
contributions are invested in common stock of Texas Utilities for the account of participating
employees of the Company in proportion to their compensation. The amounts contributed based
upon the %7e credit are conditioned upon a matching contribution by the participant. Shares
allocated to a participant's account may not be withdrawn except under certain limited conditions,

or upon termination of senice with the Company.

(e) Remuneration of directors.

Each director of the Company (excluding salaried emplowes of the System) is paid $1,600
' -

annually, plus $300 for each board meeting attended and $100 for each committee meeting
attended. Amounts paid to directors during 1950 are included in Item 10(a).,

(d) Options, warrants, or rights.
'

None
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Item 10. MANAGEMENT REMUNERATION AND TRANSACTIONS (Concluded).
- (e) Indebtedness of management.

.

I

( I'

None

(f) Transactions with management.

The Company in 1950 paid fees of $593,000 to Cantey, IIanger, Gooch, Munn & Collins -
I (General Counsel for the Company), of which firm Mr. J. A. Gooch (a director of the Company)

is a partner.

The Company leases a major portion of an ofIlce building for its general ofIlces and Fort
Worth business office from State Reserve Life Insurance Company at an annual rate of approxi.

; mately SS27,000. Mr. Paul Leonard (a director of the Company) is a stockholder and director of
; State Reserve Life Insurance Company.

Fuel Company (see Item 1, Business -The Company and Fuel Supply) and Petroleum Com-
pany or Texas (PETCO) entered into an agreement in 1974 for acquisition, development, and
operation of a waterflood project for production of crude oil in Stephens County, Texas.~ Fuel

4 Company and PETCO share all costs and oil produced at 60% and 407c', respectively. The
agreement also provides that Fuel Company will pay its share of production gayments,
development costs, and operating expenses (60% of the estimated total cost of $10,000,000,

i $3,600,000 and $5,300,000 respectively) during the estimated 22-year life. Certain of these
costs are contingent upon the continued successful development and operation of the project.
Mr. E. Bruce Street (a director of the Company) is a director of PETCO.

I

gg) Transactions with pensions or similar plans.

None
,

1

; (h) Termination of employment.

None
,

j

i

h

I
!

,

,

.

4
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PART IV
Item II. EXHIBITS, FINANCIAL STATEhfENT SCHEDULES AND REPORTS ON FORif 8-K.

(a) Documents Filed as Part of this Report: p.g.

1. Consolidated Financial Statements (Included in Item 8, Financial<

Statements and Supplementary Data):

Statement of Income for the Three
Years Ended December 31,1960 21

Statement of Source of Funds for Construction for the

] Three Years Ended December 31,1980 22

Balance Sheet, December 31,19S0 and 1979 23

Statement of Retained Earnings for the
Three Years Ended December 31,1950 25

Notes to Financial Statements . 26

Opinion of Independent CertiBed Public Accountants 32

Supplementary Information Concerning
Effects of Changing Prices 33

2. Financial Statement Schedules

V - Electric Plant for the Three Years
Ended December 31, 1950 . 41

VI- Accumulated Depreciation for the
Three Years Ended December 31,19S0 42

VIII-Valuation and Qualifying Accounts
for the Three Years Ended December 31,1950 42

X - Supplementary Information for the
Three Years Ended December 31,1950 . . 43

Individual financial statements of the Company (primarily an operating
company) and the fc,llowing financial statement schedules are omitted because
of the absence of the conditions under which they are required or because the
required information is included in the Financial Statements or notes thereto: I,
II, III, IV, VII, IX, XI, XII, and XIII.

3. Exhibits:

*3(a) - Restated Articles of Incorporation, as amended, filed as Exhibit 2(b), File No.
2-67976.

*3(b) - Evlaws filed as Exhibit 2(a)-3, File No. 2-60449.

*4(a) - Afodgage and Deed of Trust, dated as c1 Alarch 1,1945, between the Company
and The Fort Worth Natior.al Bank, as Trustee, filed as Exhibit 7(b), File No. !

2-5609.4

|

.
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Item 11. EXIIIBITS, FINANCIAL STATEMENT SCIIEDULES AND REPORTS ON FORM 8-K
(Concluded).

'4(b) - Supplemental Indentures to Mortgage and Deed of Trust:

Number Dated File Reference Exhibit

First October 1,1917 2-7186 7(b)
Second April 1,194S 2-7423 7(c)
Third April 1,1949 2-7894 7(d)
Fourth June 1,1951 2-8982 7(e)
Fifth May 1,1952 2-9547 4(c)
Sixth April 1,1953 2-10118 4(c)
Seventh March 1,1955 2-12227 2(c)
Eighth March 1,1956 2-60149 2(b)-1
Ninth July 1,1957 2-60449 2(b)-1
Tenth November 1,1958 2-60449 2(b)1
Eleventh April 1,1963 2-21105 2(b)
Twelfth February 1,1965 2-23056 2(b)
Thirteenth February 1,1966 2-243S4 2(c)-
Fourteenth 5Iay 1,1967 2-26297 2(c)
Fifteenth March 1,1969 2-31474 2(c)
Sixteenth October 1,1970 2-38358 2(c)
Seventcenth April 1,1971 2-39627 2(c)
Eighteenth January 1,1972 242552 2(c)
Nineteenth April 1,1974 2-64149 2(b)-1
Twentieth December 1,1974 2-60149 2(b)-1
Twenty-first June 1,1975 2-60419 2(b)-1
Twenty-second March 1,1976 2-60449 2(b)-1
Twenty-third February 1,1979 2-63425 2(c)
Twenty-fourth. March 1,19SO 2-66633 2(c)

'4(c) - Debenture Agreements between the Company and the First National Bank of
Fort Worth, as Trustee:

Dated File Reference Eshibit

February 1,1960 2-16003 2(c)
February 1,1968 2-2790S 2(d)

4(d) - Agreement with Respect to Long-term Debt.

12(a) - Computation of Ratio of Earnings to Fixed Charges.

12(b) - Computation of Supplemental Ratio of Earnings to Fixed Charges.

* Incorporated herein by reference

(b) Reports on Form 8-K:

The Company filed a Form S-K during the quarter ended December 31,1950 as follows:

November 5,19SO Item 5. OTIIER MATERIALLY IMPORTANT EVENTS. The
Public Utility Commission of Texas issued an order on October 3,
19S0, which recognized a revenue deficiency of approximately
$69 million, or 10.1%
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TEXAS ELECTRIC SERVICE COMPANY
and Subsidiary - Consolidated

SCHEDULE V - ELECTRIC PLANT

For the Three Years Ended December 31,1950'

Other
Balance at Changes Balance

3cginning of Additions at Hetire. Add at End
Year Description Year Cost ments ( Deduct) of Year

Thousands of Dollars

1980 Electric plant in service:
Production 8 832,944 $ 6,916 $ 5,6S6 - $ 854,174
Transmission 219,123 8,493 133 - 227,483
Distribution 383,239 33,535 4,773 - 412,001
General 30,739 8,325 1,209 -- 37,855

Total electric plant in
se uce 1,486,045 57,269 11,801 1,531,513-

Constructioc work in progress . 464,463 189,399 - $ (21)* 653,841
Nuclear fuel 23,829 11,023 - - 34,852
Electric plant held for future

use 4,052 (426) - (327)* 3,299

Total electric plant . $1,978,389 $257,265 $11,801 $(318) $2,223,505

1979 Electric plant in sen-ice:
Production $ 738,356 $115,519 $ 931 - $ 852,944
Transmissian 208,724 10,622 223 - 219,123
Distribution 355,090 31,159 3,010 - 383,239

; Ceneral 28,737 2,758 756 - 30,739

Total electric plant in
service 1,330,907 160,058 4,920 - 1,486,045*

Construction work in progress . 417,699 46,764 - - 464,463
Nuclear fuel 17,382 6,4 47 - - 23,820
Electric plant held for future

use 3,718 334 - - 4,052

Total electric plant . $1,769,706 $213,603 $ 4,920 - $1,978,389

1978 Electric plant in service:
Prcxiuction $ 500,4 to $151,406 8 3,490 - $ 738,356
Transmission 200,011 8,841 131 - 208,724
Distribution 328,795 29,110 2,815 - 355,090
General 24,708 4,9 14 915 - 28,737

'

Total electric plant in
senice 1,143,954 194,301 7.351 - 1,330,907

Construction work in progress 411,502 6,157 - 3 40 417,699
Nuclear fuel 7,467 0,915 - - 17,382
Electric plant held for future,

use 2,006 852 - (40)** 3,718

Total electric plant $1,561829 $211,228 $ 7,351 - $1,769,706

* Transfers to otherinvestments.

** Transfers to/from construction work in progress.
1
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TEXAS ELECTRIC SERVICE COhiPANY
and Subsidiary - Consolidated

SCIIEDULE VI- ACCU 5tULATED DEPRECIATION

For the Three Years Ended December 31,1950

Additions Other4

Balance at Charged To Changes Balance
Beginning of Costs and Retire- Add at End

Year Description Year Expenses ments (Deduct)* of Year
Thousands of Dollars

19S0 Accumulated depreciation $375,9S2 $51,453 $10,902 ' $1,413 $417,5~,6

1979 Accumulated depreciation $329,838 $49,281 $ 4,110 $ 973 $375,982

1978 Accumulated depreciation $292,596 $42,947 $ 6,516 $ 841 $329,S3S

* Depreciation of transportation and work equipment, based on the estimated lives thereof,
is charged to a clearing account and allocated on the basis of the use of such equipment; and
depletion of lignite is charged to other operating expenses.

SCIIEDULE VIII-VALUATION AND QUALIFYING ACCOUNTS
For the Three Years Ended December 31, 1950

Additions

Balance at Charged to Charged Balance
Beginning of Costs and to Other at End

Year Description Year Expenses Accounts Deductions of Year
Thousands of Dollars

Allowance Deducted from Related
Assets on the Balance Sheet -

1980 Allowance for uncollectible accounts. $1,4S7 $3,165 - $2,603* $2,049

1979 Allowance for uncollectible accounts. $1,340 $1,919 - $1,772* -$1,457

1978 Allowance for uncollectible accour.ts. S 952 $1,S50 - $1,492* $1,310

* Deductions from the allovrance represent uncollectible accounts written o!I less recoveries of
amounts previously written off,

Balance Sheet Reserve -

19S0 Reserve for insurance and casualties. $1,5S6 $1,740 - $ 876* $2,450

1979 Reserve for insurance and casualties. $2,212 $1,320 - $1,976* $1,5S6

IL78 Reserve for insurance and casualties. S 921 $1,320 - $ (1)* $2.212

* Deductions from the reserve represent major uninsured losses.
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TEXAS ELECTRIC SEh', ICE CONIPANY
and Subsidiary - Consolidated

SCIIEDULE X-SUPPLEhfENTARY INFOR3fATION

For the Three Years Ended December 31,1950

Year Ended December 31,

19S0 1979 1978

Thousands of Dollars
Taxes other than income:

Ad valorem . $15,777 $15,205 $14,419

Local gross receipts 11,970 10,606 S,897

State gross receipts 8,199 6,GSS 6,245

State franchise 3,615 3,237 2,751

Federal and state payroll 3,663 3,188 2,5S9

Sfiscellaneous 83 74 105

Total . $43,307 $38,998 $35,006

Charged to:
Operating expenses $41,718 $37,62S $33,169

Electric plant and sundry accounts 1,5S9 1,370 1,837

hiaintenance and repairs, depreciation, depletion, amortization, rents and lease commitments, royalties,
advertising, and research and development, other than amounts set out separately in the consolidated
statement of income, are not significant.*

N
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TEKAs Etrenue Szamcs COMPANY

Date: Niarch 27,1981 By W. G. AfARQUARDT
W. C. Afarquardt (President)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates
indicated.

Sisnature Title Date

Principal Executive '

W.G.AfARQUARDT OfBeer and Director
W. C. Marquardt (Prnident)

Principal Financial and
D.E.KELCH Accounting OfHeer

D. E. Kelch (Vice President and Treasurer)

T. L. AUSTIN, JR. Director
T. L. Austin, Jr.

Director
W. P. Bomar

JNO.P. BUTLER Director

Joo. P. Butler

ED B. COLLE'1T Director
Ed. B. Collett

hfarch 27,19S1J. A. GOOCH Director ,

J. A. Cooch

PAUL LEONARD Director
Paul Leonard

JAhfES AI. AfOUDY Director
James M. Afoudy

CIIABLE5 R. PERRY Director
Charles R. Perry

E. BRUCE STREET Director
E. Bruce Street

W. K. STRIPLING, JR. Director
W. K. Stripling, Jr.

CIIAS. C. TIIONIPSON Director
Chas. C. Thompson
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PART I
ITEAI L BUSINESS.

THE COAIPANY

Texas Power & Light Company (Company) was incorporated under the laws of the State of
Texas in 1912 and has perpetual existence under the provisions of the Texas Business Corporation
Act. The Company is an electric utility engaged in the generation, purchase, transmission, distribution
and sale of electricity wholly within the State of Texas. The Company possesses all of the necessary
franchises and certificates required to enable it to conduct its business. Such franchises and certificates
are non-exclusive, expire at various dates or are without express limit as to time, and contain no
unduly burdensome or restrictive prosisions.

The Company is a subsidiary of Texas Utilities Company (Texas Utilities) which provides
common stock capital and short-term financing to the Company as required. Dallas Power & Light
Company (Dallas Power) and Texas Electric Service Company (Texas Electric), whose respective
systems are interconnected with that of the Company, are also subsidiaries of Texas Utilities. Texas
Utilities has three other subsidiaries which perform specialized services, at cost, for the Texas
Utilities Company System (System), including the Ccmpany: Texas Utilities Senices Inc. (Senice
Company) furnishes engineering, financial and other senices; Texas Utilities Fuel Company (Fuel
Company) owns a natural gas pipeline system, acquires, stores and delivers fuel gas and oil and
provides other fuel services for the generation of electric energy; and Texas Utilities Generating
Company (Generating Company) acts in operating the jointly-owned generating stations and
furnishes related services, including the ownership and operation of fuel production facilities for
the surface mining and recovery of lignite for use as fuel at such stations (see Note 2 to Financial
Statements).

The Company had 4,834 full-time employees at December 31,1950, and provides electric service
in 51 counties of north central and east Texas, including the cities of Ining, Waco, Richardson,
Afesquite, Tyler, Plano, Killeen, Temple and Carrollton which have populations in excess of 50,000,34
cities which have populations in excess of 10,000 and 221 other incorporated municipalities. The terri-
tory served has an estimated population of 2,538,000 and includes the rich agricultural blacklands of
central Texas, the farming and ranching sections north and east of Dallas, part of the oil and gas
fields of east Texas and the Dallas-Fort Worth Airport. The area has a highly diversified industrial
base of light and heavy manufacturing, including electronics, oil field equipment, aluminum smelting,
tires and air conditioning equipment, and oil and gas production. During 1980, approximately 3S%
of operating revenues were derived from residential sales, 23% from commercial sales, 24% from
industrial sales, and 15% from other sources.

For energy sales and operating revenues contributed by each class of service, see Item 6,
Selected Financial Data.

GENERAL PROBLEAIS OF TIIE INDUSTRY

The electric utility industry, in general, is currently experiencing problems in a number of areas,
including the effects of inflation upon the cost of operations and upon construction expenditures,
availability and increased cost of fuel for the generation of electric enesgy, the ability to fully recover
increases in fuel costs through automatic fuel adjustment c!auses, supply and high cost of
capital, difIIculty in obtaining sufIicient return on invested capital and in securing adequate rate
increases when required, compliance with environmental and mining regulations, uncertainties re-
garding the construction and fueling of nuclear generating units, licensing and other delays affecting
the construction of new facilities, and the effects of conservation in the use of electric energy. The
Company has been experiencing certain of these problems in varying degrees (see Fuel Supply,
Regulation and Rates and Environmental hiatters; Item 2, Properties-Construction Program; Item 3,
Legal Proceedings and item 7, hianagement's Discussion and Analysis of Financial Condition and
Results of Operations). The Company is unable to predict the future effect of such factors upon its
operations.

2
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ITEM 1. BUSINESS (Continued).

In addition, the National Energy Act (NE&), enacted in November 1978, seeks to promote
conservation of energy and the development of more plentiful domestic energy sources through various
regulatory and tax provisions. Among other things, NEA requires state regulatory authorities to give
consideration to certain rate and other standards and load management techniques, and provides for
compulsory interconnections and transmission of power under certain circumstances (see Regulation
and Rates), and restricts the use of natural gas and oil (see Fuel Supply). The Company is unable
to predict the future effect of this legislation upon its operations.

FUEL SUPPLY

Net input to -.e Company's system for 19S0 was 28,650 million kilowatt-hours of which 28,431
,

million was generated in Company stations. During this period, 310,43S,225 million Btu's of fuel
were consumed for electric generation at an average cost of 131.2c pei million Btu.

A comparison of the cost per million Btu of fuel consumed and the fuel mix for electric genera-
tion during the last three years is shown below:

Fuel Mix For
Cost Per Million Btu Electric Generation

1980 1979 1978 1980 1979 1978

Cas 199.lc 169.8c 160.6c 47.3 % 46.4 % 53.0 %
Oil 407.1 230.9 292.8 0.1 0.5 0.2
Lignite * 69.8 63.4 47.3 52.6 53.1 46.8

Average / Total 131.2c 113.6c 107.Sc 100.0 % 100.0 % 100.0 %

* Lignite cost per ton: $3.84 for 1950; $S.26 for 1979; and $6.34 for 1978.

The cost of fuel and increases therein are generally recoverable under the fuel cost factor tariff
schedule referred to under Regulation and Rates.

Cas

Fuel gas for the Company's eight principal gas and gas / oil-fueled generating stations (see Item 2,
Properties) is provided under contracts with three major suppliers, including Fuel Company which1

supplied approximately 55% of the Company's fuel gas requirements for 1950. Lone Star Cas Com-
pany (Lone Star), supplier of approximately 327c of the fuel gas requirements of the Company during
the year, under contracts expiring through 1991, made short-term curtailments of gas deliveries
during certain periods of peak demand on its system supply because of limitations on the capacity

,

of its delivery system. Such curtailments have had no material impact on Company operations. The4

Company experienced no curtailment from a supplier which provided the remaining 13% of fuel gas
requirements in 19S0 under a contract expiring in 19S3.

Fuel Company owns and operates an intrastate natural gas pipeline system which cxtends from
the gas-producing area of the Permian Basin in west Texas to the Fort Worth-Dallas area and
eastward to the gas fleids of east Texas. This system includes a one-half interest in a natural gas
pipeline which extends 395 miles from the Permian Basin area of west Texas to a point of termination
south of the Fort Worth-Dallas area. This 36-inch line has a total initial capacity of 550 million cubic
feet of gas per day which can be increased at additional cost to 1,300 million cubic feet per day
by the installation of compression. Fuel Company also owns and operates an additional 1,303 miles
of various smaller capacity lines which are used to gather and transport natural gas from other gas-
producing areas, including the gas fields of east Texas. Pipeline facilities of Fuel Company are
interconnected with similar facilities of Old Ocean Fuel Company, a subsidiary of Texas Electric,

3
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ITEAf 1. BUSINESS (Continued).

'

to form an integrated network through which fuel gas is gathered and transported to certain of the
generating stations of the Company, Dallas Power and Texas Electric for use in the generation of
electric energy.

Fuel Company has acquired under contracts expiring at intervals through 2000, principally with
producers at the wellhead, supplies of gas which are generally expected to be produced over a ten
to fifteen year period. As gas production declines and/or contracts expire, new contracts are negotiated
to replenish or augment such supplies. During 1950, no curtailments were experienced under these

| contracts.

In June 19S0, several Lone Star gas contracts held by Dallas Power and Texas Electric were
assigned to Fuel Company. Concurrently with these assignments, supplemental agreements betweeni

! Fuel Company and Lone Star were signed which previde for (i) an increase in maximum daily and
: annual delivery obligations of Lone Star, (ii) an increve in the delivery points through which these

supplies could flow to System generating stations, and (iiQ an extension of the primary term through
19S9 or 1990, with provision for year to year extension by nutual agreement.

| Fuel Company also owns and operates underground gas storage facilities with a usable capacity
i of 22.4 billion cubic feet. Gas stored in these facilities is currently capable of being withdrawn at

a rate of approximately 215 million cubic feet per day for use during periods of peak demand or4

curtailment of deliveries by other gas suppliers.

In November 1978, the Powerplant and Industrial Fuel Use Act of 1978 (Fuel Use Act), was
enacted as part of the NEA Among other things, the Fuel Use Act (i) generally prohibits the use
of natural gas and/or oil as a primary energy scurce in any new electric power plant, (ii) limiis the
use of natural gas as a primary energy source in existing electric power plants in any calendar year

j before 1990 in a greater proportion than the average yearly proportion of natural gas used during
1974 through 1976, and (iii) requires that natural gas used in such facilities cease by 1990 unless
specific exemptions can be obtained. The Economic Regulatory Administration of the Department of,

! Energy has issued regulations implementing this Act. The Company is not able to state what impact
this legislation or these regulations will have on future operations. (See Item 3, Legal Proceedings.)

;

} Oil
:

During 19S0, dependence by the Company upon fuel oil as an alternate source of boiler fuel4

: amounted to 40,237 barrels of oil or 0.1% of total fuel requirements. Fuel oil is stored at all of the
Company's principal gas-fueled and gas / oil-fueled generating stations. At December 31,19S0, the
Company had fuel oil storage capacity sufficient to accommodate the storage of approximately 2.0
million barrels of oil, with approximately 1.5 miliion barrels of oil in inventory. It is anticipated that
oil required to replenish that removed from storage and consumed for the generation of electric
energy will be met primarily from purchases in the open market or from Fuel Company. Fuel
Company has access to an oil pipeline and owns terminal facilities to provide for more dependable
and efIicient movement of oil.

Lignite

Two units in service at the Big Brown generating station, three units at the hfartin Lake
j generating station, and three units at the Afonticello generating station (see Item 2, Properties),

having an aggregate net capability of 5,300 megawatts, and providing 2,458 megawatts to the'

Company, use lignite as fuel; five other lignite-fueled units, with an aggregate net capability to the,

'

System of 3,170 megawatts, now in design or under construction, will provide 2,064 megawatts to the
| Company (see Item 2, Properties-Construction Program). These lignite units, which will be base
| loaded to operate at the maximum practical load factor, have been or are being constructed adjacent

to lignite reserves which will be surface mined. At the present time, the Company, Dallas Power andI

'
Texas Electrie, along with Aluminum Company of America (Alcoa) which is a joint-participant with

4

<
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ITEM 1. BUSINESS (Continued).

the Company in the construction of the' Twin Oak generating station (see Item 2, Properties-
Construction Program), own in fee or have under lease an estimated S20 million proven recoverable
tons of such reserves. The Company, Dallas Power and Texas Electric, through Fuel Company, are
engaged in an active program of core drilling and/or acquiring additional reserves. Generating Com-

'

! pany owns and operates equipment to remove the oserburden and to recover lignite. One lignite unit,
Sandow No. 4 (see Item 2, Properties-Construction Program), will be owned by the Company and

; will be fueled from lignite reserves owned by Alcoa. For information concerning applicable air ,

quality standards, see Environmental Afatters.'

i Lignite production operations at the Big Brown, hfartin Lake and Monticello geneming stations
are accompanied by an extensive rec'amation program which returns the land to r xluctive uses
and includes a vegetation restoration program. Similar programs are planned for future lignite-fueled
generating stations mentioned above. For information concerning federal and state legislation with
respect to surface mining, see Environmental Alatters.

j Nuclear

Two nuclear-fueled units of 1,150 megawatts each, under construction at the Comanche Peak
*

station, will provide 724 megawatts aggregate net capability to Ae Company. The first of such units
is scheduled for senice in 1932 and the second in 19S4 (see item 2, Properties-Construction4

Program). Commitments have been obtained for anticipated uranium ore concentrate requirements
1 and fabrication senices for both units for the first 17 years of operations. Uranium hexafluoride
) conversion senices have been contracted for through 19S7, and uranium enrichment contracts. having

a duration of approximately 30 years, have been made with the Department of Energy. No
, arrangements have as yet been made for the reprocessing. requirements for the Comanche Peak
j units and it is understood that at present there are no reprocessing plants in commercial operation

in the United States. Ilowever, there will be on-site storage capacity for spent fuel sufBeient to
accommodate the operation of the units for approximately 17 years and this storage capacity can bc
increased. Additional contracts for uranium ore concentrates and nuclear fuel cycle seniccs will be,

required in the future; however, it is not possible to predict the ultimate availability or cost thereof.!

General
I

The Company is not able to state what problems may be encountered in the future in obtaining
the fuel it will require for use in generating electric energy to serve its customers, or predict the
effect upon its operations of any difBculty it may experience in protecting its . rights to fuel now
under contract or in acquiring fuel in the future, or the cost thereof, although the cost of fuel is
generally recoverable under the fuel cost factor tariiI schedule referred to under Regulation and Rates.

e

REGULATION AND RATES
Regulation

1 Texas Utilities and its subsidiaries, including the Company, are presently exempt fmm the
! provisions of the Public Utility Holding Company Act of 1935, except as to Section 9(a)(2) which
; relates to acquisition of securities of public utility companies.

At present, the Company does not transmit electric' energy in interstate commerce or sell electric
energy at wholesale in interstate commerce, or own or operate facilities therefor, and is not>

connected directly or indirectly to other systems which are involved in such interstate activities,
;

except during the continuance of emergencies permitting temporary or permanent connections which
l

.

I
do not subject it to the jurisdiction of the Federal Energy Regulatory Commission (FERC),

: successor to the Federal Power Commission (FPC) under the Federal Power Act. In view thereof,
1
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ITE311, BUSINESS (Continued).

the Company believes that it is not a pubiic utility as defined in the Federal Power Act and has
been advised by its counsel that it is not subject to regulation under such Act as to the issuance of
securities or otherwise; however, should the Company become subject to the Federal Power Act, it
would be subject to regulation by FERC with respect to rates for transmission and sale of electric
energy at wholesale, the interconnection of facilities, the issuance of securities and to the extent the
FERC determines, accounting policies and practices.

The Public Utility Regulatory Policies Act of 197S (PURPA), a constituent bill of the National
Energy Act, grants power to FERC on its own authority or on application of any electric utility,
cogenerator or state regulatory authority to order interconnections and transmission of power under
certain circumstances. Ilowever, compliance with such an order invohing interstate transmission of
power would not subject the Company to the general jurisdiction of FERC. PURPA also requires
state regulatory authorities to hold public hearings to consider the application of certain rate design
and other standards and the mandatory use of load management techniques. The Company is unable
at this time to assess the full effect of these and other provisions upon the results of its operations or
financial condition.

The Public Uti'ity Comn.ission of Texas (PUC) has original jurisdiction over electric rates and
senice in unincorporated areas and exclusive appellate jurisdiction to review the rate and ser ice
orders and ordinances of municipalities. Each municipality has original jurisdiction over the
regulation of electric rates and service within its corporate limits until such time that any such
municipality may elect to have the PUC exercise original jurisdiction. As of December 31,1950,73 of
the 2fM municipalities served by the Company hwe c eded original jurisdiction to the PUC. Approxi-
mately 25% of the Co npany's revenues for 1950 were derived from electric energy sales to customers
in unincorporated areas and municipalities that have ceded original jurisdiction. (See also Environ-
mental 51atters for information relating to the Railroad Commission of Texas.)

Central and South West Corporation (CSW) is a holding company with electric utility
subsidiaries operating in Aikansas, Louisiana, Oklahoma and Texas. For many years, CSW has
operated two separate systems - one interstate and part of the Southwest Power Pool (SWPP), and
the other an intrastate system tied in with the Texas Interconnected System (TIS), an intrastate
network of six major investor-owned and seven public entities. TIS includes Central Power & Light
Company (CP&L). the southern part of West Texas Utilities Company (WTU), both of which are
CSW subsidiaries, llouston Lighting & Power Company (IIL&P), and the Company, Dallas Power and
Texas Electric, among others. On Alay 4,1976, CSW put its Texas system into interstate commerce,
and by that act also connected the other parties in TIS to Oklahoma through WTU. Texas Electric
promptly disconnected from WTU and returned to intrastate operation. Also, on that date subsidiaries
of CSW, asserting that the Company, Dallas Power and Texas Electric were subject to the jurisdie-
tion of the FPC, petitioned the FPC to require them to reestablish connections with the interstate
facilities of the CSW system. (See item 3, Legal Proceedings.) In July 1976, the FPC issued an order
finding that the Company, Dallas Power and Texas Electric were not public utilities as defined in the
Federal Power Act. On appeal, the United States Court of Appeals for the District of Columbia Circuit
has remanded this order to FEllC, as successor to the FPC, for further darification.

On Afay 2,1977, in Docket No.14, the PCC entered an interim order requiring WTU and
CP&L in effect, to return to their pre-Nf ay 4,1976 mode of operation, and further requiring WTU to
sever the interstate ties into Oklahoma. On Nfay 4,1977, aft-r WTU had severed the interstate ties,
interconnections were reestablished between its intrastate system and TIS. On June 2,1977, the

I PUC entered a final order confirming its interim order and prohibiting any party operating a utility
| system connected with TIS from withdrawing from TIS or making connections with utility systems

not so connected unless approved by the PCC or pursuant to judicial mandate or order of the
FPC. (See Item 3, Lecal Proceedings.)
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ITEM 1. BUSINESS (Continued).

In February 1979, certain subsidiaries of CSW filed an application with FERC under PURPA
seeking generally to exempt CP&L and WTU from certain povisions of the PUC order in Docket
No.14 and to require the Company, Dallas Power and Texas Electric to operate interconnected with
facilities in the USW systera, including Interstate facilities. In July 1979, FERC issued an order institut-
ing an investigation in the matter, u hi:h is currently proceeding. (See item 3, Legal Proceedings.) In
October 19S0, the Company, Dellas Power, Texas Electric, IIL&P and CSW filed an Offer of Settle-
ment in this proceeding, which has the concurrence of the FERC staff, providing, among other matters,
for the entry of an order requiring the establishment of two direct current asynchronous interconnec-
tions between SWPP and TIS and for the wheeling of power between such systems under specified
terms and conditions. This offer is made on a basis which would not generally subject the Company,
Dallas Power, Texas Electric and IIL&P to the jurisdiction of the FERC. In December 1980,
FERC granted the motion of the Department of Justice for leave to inteuene in this proceeding,
which motion generally opposes the proposed settlement. As the result of the intervention by the
Department of Justice, the Administrative Law Judge ruled in January 1981 that a hearing in this
proceeding is necessary; however, this ruling will be reviewed by FERC. The settlement proposal of
CSW, the Company, Dallas Power, Texas Electric and IIL&P would encompass the proceeding before
FERC mentioned hereinabove and is also contingent upon the settlement and termination of the
proceedings before the Securities and Exchange Commission (SEC) described hereinafter.

In August 1978, in connection with the application by Generating Company for an operating
license for the Comanche Peak nuclear station, the Department of Justice indicated that the intra-
state provisions of agreements among TIS members raise antitrust issues. The Nuclear Regulatory
Commission (NRC) has ordered a hearing on this matter which is in progress. Proposed licensing
conditions relating to the antitrust matters have been agreed to by the NRC staff, the Department of
Justice and all parties to the Comanche Peak proceeding. There is also in progress a similar hearing
before the NRC relating to an operating license in connection with the South Texas nuclear facility
being constructed by IIL&P and CP&L, among others. The City of Brownsville, Texas has intervened
in this proceeding claiming that certain antitrust issues relating to IIL&P should be considered, and
asserted that similar issues affect the Company, Dallas Power and Texas Electric and should be
considered in connection with their license application.

In March 1974, a request was filed with the SEC by four Oklahoma municipalities and two
cooperatives, asking, among other things, that the SEC undertake a review of the status of CSW and
its subsidiaries under the Public Utility IIolding Company Act of 1935, and that the SEC also review
the exemption granted to Texas Utilities and its subsidiaries, including the Company, t , determine if
that exemption should be revoked. A hearing concerning the status of CSW under this Act has been
in progress and is currently being held in abeyance pending resolution of the matters before FERC
described hereinbefore.

In December 1976, Tex-La Electric Cooperative of Texas, Inc. (Tex-La), a wholesale customer
of the Company, requested an investigation by the PUC and the FPC to determine whether the
Company engages in interstate commerce in connection with the transmission of energy generated
by the Denison Dam plant located near the TexaHOklahoma border and which of such agencies
has jurisdiction over the wholesale sales of the Company. Subsequently, the PUC has established
wholesale rates for sales by the Company to Tex-La but the matter is still pending before FERC.
Several parties have intervened in the FERC proceeding including certain CSW subsidiaries, HL&P
and the State of Texas. In addition, the United States Supreme Court has granted a petition from
the State of Texas to determine the location of the Texas / Oklahoma boundary line in this area.

Rates

In April 19S0, the Company received a rate order from the PUC which recognized a revenue
deficiency for the test year ended September 30,1979, of approximately $81.9 million, or about 10%
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ITE5f 1. BUSINESS (Continued).

The new rate schedules, including the fuel cost factor tariff schedule which permitted a continuation
of current recovery of the cost of fuel consumed in the generation of electric energy, were effective
in all areas with consumption after Alay 26,1950 (see Item 3, Legal Proceedings).

Prior general rate levels were established commencing at various dates between hiay and
August 1978, by upward adjustments in electric senice rates for all classes of senice designed to
increase operating revenues for the test year ended September 30, 1977, by approximately $41
million, or 7% (see Item 3 Legal Proceedings).

In h! arch 19S1, the Company made applications to the PUC and to all of the incorporated
municipalities in its service area for upward adjustments in electric senice rates. The proposed rate
adjustments affecting all classes of service, are estimated to increase operating revenues by approxi-
mately $19S million, or 20.37c, for the test year ended December 31,1950. The Company is unable to
predict the extent, if any, to which this rate increase request will be granted.

Cencral

in an order issued in April 1979, following a hearing with respect to certain transactions,
involv:ng substantial amounts, among the subsidiaries of Texas Utilities, including the Company,
Texas Electric and Dallas Power, the PUC concluded that the transactions reviewed were generally
in the public interest. Certain provisions of the order, however, required that prior PUC approval
be obtained with respect to ce.tain future transactions among the subsidiaries and required a
$1.2 million refund to the customers of the Company. These provisions were appealed by the elec-
tric utility subsidiaries of Texas Utilities and other parties to the proceedings. On December 30,19S0,
following oral argument before the 53rd Judicial District Court of Travis County, Texas in the appeal
of this matter, the Court announced its intention to enter an order remanding this matter to the PUC
for further consideration in hght of its conclusion that the provisions of the Texas Public Utility
Hegulatory Act require a prior determinatiou by the PUC of the reasonableness of the charges
involved in transactions among affiliated interests recovered by the Company under its fuel adjust-
ment clause. The Court further indicated that it was not ordering additional refunds or requiring
penalties to be levied but asked that these matters he further considered on remand by the PUC
The Company intends to appeal any adverse final order entered by the Court. The Company canr.
predict the outcome of this proceeding. (See Item 3, Legal Proceedings.)

ENVIRONAfENTAL SfA'ITERS

The Company is subject to various federal, state and local regulations dealing with air and water
quality and related enviromnental matters (see Item 2, Properties - Construction Program for
scheduleu expenditures and item 3, Legal Proceedings).

Air

Under the Texas Clean Air Act, the Texas Air Control Board (TACH) has jurisdiction over the
permissible level of air contaminant emissions from generating facilities located within the State of
Texas. In addition, the new source performance standards of the United States Environmental
Protection Agency (EPA) promulgated under the federal Clean Air Act, which have also been
adopted by the TACH, are applicable to generating units, the coastruction of which commenced
after hiarch 5,1972.

The Company's gas and oil-fueled generating units have been constructed to operate in
I

compliance with regulations promulgated pursuant to these Acts. Particulate control devices have
been installed at each of the Company's lignite-fueled units and sulfur dioxide control devices have |
also been installed on Unit 3 at the Afonticello station and the three units in operation at the 51artin
Lake station in order to comply with applicable regulations under these Acts. Due to variations in

S |



ITE51 L BUSINESS (Continued).

the sulfur content of the lignite fuel, operation of certain of these generating units at reduced loads
is required from time to time in order to maintain compliance with these standards. (See Item 3, Legal
Proceedings.)

Generating facilities presently under construction are designed to comply with applicable statutes
and regulations. To date, required construction permits have been obtained for Unit 4 at the Startin
Lake station, Unit 1 at the Forest Grove station, Unit 4 at the Sandow station and 7 nits I and 2 at
the Twin Oak station.

The federal Clean Air Act Amendments of 1977, among other things, require the Administrator
of EPA to promulgate revised new source performance standards. The amendments also contain
provisions relating to the prevention of significant deterioration of air quality pursuant to which
regulations have been issued, and limit the maximum allowable increases in concentrations of sulfur
oxides and particulates in various areas. The Company cannot presently determine the effect of these
amendments and regulations upon its planned construction program, although it is not expected that
the regulations relating to the prevention of significant deterioration of air quality will have a sub-
stantial impact on it. (See Item 3, Legal Proceedings.)

Water

The Texas Department of Water Resources (TDWR) and the EPA have jurisdiction over all
water discharges from Company generating stations and mining areas. The Company has obtained
all required liquid waste control orders from the Texas Water Quality Board, predecessor to the
TDWR for facilities in operation and has applied for or obtained all such orders for facilities under
construction. The Company has received permits from the EPA under the National Pollutant
Discharge Elimination System (NPDES) for the discharge of waters from units at the Company
generating stations currently in operation. All NPDES permits required for units under construction
and lignite mining areas have been applied for or obtained. 5fost of these permits expired in 1950;
however, applications for new penni- have been submitted while interim authorizations are in effect,
and the Company believes it can satidy the requirements necessary to obtain renewals thereof.

In June 1979, the EPA issued revised regulatwns for the issuance of NPDES permits. The
validity of which is being challenged by various electric utility companies, including the
Company (see Item 3, Legal Proceedings). Also, it is anticipated that the EPA will issue new
regulations relating to thermal discharges as a result of litigation setting aside certain of the thermal
regulations initially adopted. The Company cannot presently determine what modifications might be
necessary to obtain NPDES permits for future plants or to obtain renewals of existing permits, or
to comply with future requirements pertaining to thermal limitat?ns or standards, nor can any
determination be made of the direct or indirect costs of any such modifications.

The Company generating stations presently in operation have been constructed to operate in
compliance with applicable state and federal standards relating to the quality of discharges of water.
(See Item 3, Legal Proceedings.)

Diversion of water by the Company for cooling and other purposes is subject to the jurisdiction
of the Texas Water Commission, formerly the Texas Water Richts Commission, which is empowered

,

to allocate such waters among users. The Company possesses all necessary permits from such |

Commission for the use of surface water required for its present operations and plants under
construction.

Other

System lignite mining operations are currently regulated at the state level by the Railroad
Commission of Texas. Surface mining permits in connection with the Big Brown, .\tartin Lake and
5fonticello stations have been issued. Federal legislation regulating surface mining was enacted in
August 19~'T and regulations implementing the law have been issued. (See Item 3, Legal Proceedings.)

9
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ITEM I. BUSINESS (Concluded).

Disposal of solid waste is regulated under the Texas Solid Waste Disposal Act and at the federal
level under the Resource Conservation and Recovery Act of 1976 (RCHA). The EPA has issued
regulations under RCRA and the TDWR has issued regulations under the Texas act applicable to he
Company generating stations. The Company cannot presently determine the effect of these Acts
upon its plant operations, but has submitted applications for the permits required by such regtdations.
(See item 3, Legal Proceedings.)

ITE312. PROPERTIES.

The Company owns and operates eight principal generating stations and is a joint owner with
Dallas Power and Texas Electric of the Big Brown, Startin Lake and Afonticello generating stations.
At December 31, 1950, the Company's total net generating capability of 7,261 megawatts was com-
prised of 4,025 megawatts of gas-fueled generation (which is generally equipped to use fuel oil for
short periods when the gas supply is interrupted or curtailed - see Item 1, Business - Fuel Supply),
781 megawatts of gas / oil-fueled generation and 2,45S megawatts of lignite-fueled generation.

The Company's ownership interest in jointly-owned stations in service is as follows:

Net Company'sCapability Participation in
awans) Electric Plant

Percent Cornpany in Service
Station and Unit Partici- Partici- December 31,
Location * Fuel No. pation Total pation 1950

Thousands of
Dollars

. Lignite}k 1
33 % 575 191Hig 13rown - I<,reestone County

2 33 % 575 192 $ 51,420

1 50 575 2S'i
AIonticello - Titus County Lignite 2 50 575 2SS 243,490

3 50 750 375

1 60 750 450
Lignite { 2Af artin Lake- Husk County 60 750 450 317,776

3 30 750 225

* The Company's share of direct expenses for jointly-owned facilities are included in the applicable
operating expense categories; depreciation is not maintained by individual generating station.
The Company provides financing for its participation in each jointly-owned generating station.
See Item 1, Business-The Company and Fuel Supply, Note 2 to Financial Statements and
Construction Program regarding operation of the jointly-owned generating stations and additional
facilities in design or under construction.

At December 31,1950, the Company's electric transmission and distribution system included 357
substations and approximately 33,679 pole miles of transmission and distribution lines. The maximum
hourly load on the Company's system in 1950 occurred on August 21, 1950, and amounted to 5,S61
megawatts (including 275 megawatts of interruptible power to Alcoa, a large industrial customer), of
which 5,814 merawatts was generated by the Company.I

The interconnected electric systems of the Company, Dallas Power, ed Texas Electric are
ermnected by two 315.000 volt circuits to llL&P; by five 135,000 volt and eight 09,000 volt lines to

|
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ITEM 2. PROPERTIES (Continued).'

WTU; by one 345,000 volt, four 138,000 volt and one 69,000 volt lines to Lower Colorado River
Authority; and at several points with smaller systems operating wholly within Texas. The Company,
along with Dallas Power and Texas Electric, is a member of TIS (see Item 1, Business-Regulation

I and Rates) and of the Electric Reliability Council of Texas (ERCOT), the regional reliability
coordinating organization for electrie power systems in Texas.

,

The property owned by the Company is situated generally on land owned in fee by the Company,1

or on property upon which valid leases have been obtained, or on customer's premises under appropriate
agreements. Practically all of the Company's transmission and distribution lines, not within corporate '

limits, have been constructed on lands of others, under easements from property owners. A portion of
such lines are on streets or highways or across, or on, the rights-of-way of other companies under -

; standard written agreements. Under the laws of Texas, the Company has the right of eminent domain
whereby it may, if necessary, perfect or secure title to real estate or rights-of-way for use in its
operations. The Company's titles to some of its properties may be subject to minor defects and
encumbrances customarily found in properties of like size and character, none of which, in the
opinion of its counsel. impairs the use of the property in the operation of the business of the
Company. Substantially all of the property of the Company is subject to the lien of its Afortgage and

,

Deed of Trust, dated as of Afay 1,1945, as supplemented, securing it; First Afortgage Bonds.

!

CONSTRUCTION PROGRAM -
)

The construction program of the Company, including allowance for funds used during construc-
tion, as estimated for 19S1 through 19S3 is as follows:,

1991 1992 1983

(Thousands of Dollars)

! Production . $246,000 $265,000 $293,000
Transmission 54,000 73,000 91.000.

Distribution . 61,000 68,000 77.000
'

General 10,000 11.000 12,000

Total
,

. S371,00( $417,000 $473,000

| Such expenditures do not incl 2de nuclear fuel S 5,000 S 17,000 S 23,000

The Company is subject to federal, state and local regulations dealing with environmental
; protection (see Item 1, Business - Environmental Alatters). The Company's portion of constiuction

expenditures for lignite-fueled generating units (production plant) is estimated to inchide S18,300,000
,

for 19S1, S6,700,000 for 1982 and $26,100.000 for 1953 for additional items of crinipment contributing
to the protection of the en ironment. The Company's portion of such expenditures approximated*

$32,500,000 for 1950, $27,200,000 for 1979 and $21,800,000 for 1978.

l

i
.

!
!
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ITEh! 2. PROPERTIES (Continued).

Additional generating units now in design or under construction are as follows:

Net Capability Company Participation
Wegawaus) S ded- Expenditures Estimated

Company uled for Through Estimated Comp'eted
Unit Partici- Service Dewmher 31, Completed Cost per

Station and Location Fuel No. Total pation(b) (a) 1980 Cost (b) Megawatt (c)

(Thousands of Dollars)

Sandow - hiilam
County . Lignite 4 515 545 1931 $233,323 $243,940 $ 448

Comanche Peak - Somervell
36"o

f
I,

552,920 694,693 972County Nuclear y 362 1

Twin Oak - Robertson y .'M MO 1956 60,223 892,095 793
2 50 N 1988

County Lignite

Forest Grove -IIenderson
County . Lignite 1 750 150 1989 20,26S 161,132 1,074

51artin Lake - Rusk
County Lignite 4 750 244 1990 11,410 159,659 854

(a) Subject to approval of various regulatory agencies, including the NRC in the case of Comanche
Peak.

(b) Company participation in net capability and cost of units jointly-owned with Dallas Power and
Texas Electric: Afartin Lake No. 4 -32%%; Forest Grove-20%. Company participation in net
capability and cost of units jointly-owned with Dallas Power, Texas Electric, Texas 51unicipal
Power Agency, Tex-La Electric Cooperative of Texas, Inc. (Tex-La) and Brazos Electric Power
Cooperative, Inc.: Comanche Peak -31%% (Company participation recognizes a 2%% undivided
interest purchased from Dallas Power, and the anticipated sale of a 4%% undivided interest
to Tex.La, subject to approval by the NRC). Company participation in net capability and
cost of units jointly-owned with Alcoa: Twin Oak-75% of net capabihr and 70% of cost.

(c) Except for Comanche Peak which reflects the total cost of the project for all participants.
(Estimated completed cost per megawatt for Company participation - $959,000.)

In January 1981 the Company completed an agreement, which is subject to approval of the >

NRC, for Tex.La to purchase a 4%% undivided interest in the Comanche Peak nuclear project
including nuclear fuel and associated transmission facilities. The Company received approximately
$90 million for that portion of the plant and related facilities, completed through December 31,19S0,
to be acquired by Tex-La.

As a result of design changes and modifications required by the NRC and of delays in obtaining
an operating license,in July 1980, the in-service dates of Units 1 and 2 at the Comanche Peak station
were delayed from 1981 and 19S3 to 19S2 and 19S4, respectively. In addition, as a result of the
Company's continuing review of pmjected customer demand and the cost of financial resources, the
Company announced deferrals in the in-service dates of other units under construction as follows:
Twin Oak Unit I from 19S5 to 1956, Twin Oak Unit 2 from 19S6 to 19SS, Afartin Lake Unit 4 from
1935 to 1990 and Forest Grove Unit I from 19S7 to 19S9. The above chart reflects the foregoing
delays and the resulting increased construction costs.

Following an incident at the Three Afile Island nuclear power plant, the NRC staff issued an
" Action Plan" in June 1980, designed to provide a comprehensive and integrated plan to improve
safety at nuclear power reactors. Efforts are underway to comply with applicable requirements of the

12
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ITEAf 2. PROPERTIES (Concluded).

Action Plan. Since many of the improvements indicated by the Three hfile Island accident had;
'

already been incorporated in the design of Comanche Peak, the Company believes that the modifica-
tions presently underway will not significantly impact either the scheduled completion or the

i estimated completed cost of the two units at the Comanche Peak station. Ilowever, if an operating
license has not been issued by the time Unit No.1 is ready for fuel loading, construction costs may
ine, ease and the in-ser ice date may be delayed. It is not ant:cipated that any deferral of the
Comanche Peak nuclear units will have a materially adverse effec.t upon the Company's ability to
provide adequate service.3

!

In decisions rendered in July 1976, the United States Court of Appeals for the District of
1 Columbia Circuit, in two proceedings in which the Company was not a party, held that the NRC

must, before granting construction permits or operating licenses, consider the environmental impact
j of reprocessing spent fuel and of waste disposal. In 51 arch 1977, the NRC adopted an interim rule with
i respect to such environmental impact and stated that all construction permits and operating licenses,"

including the construction permit for Comanche Peak, previously issued will remain in effect. In
April 1978, the United States Supreme Court reversed the Circuit Court decisions, upheld the NRC,

; review procedures and remanded one case to require the Circuit Court to determine if the NRC -

rule concerning such environmental impact was adequately supported by the rulemaking record.
t

Before commencement of operations at Comanche Peak, an operating license must be obtained from
the NRC for which application has been made (see Item 1, Business- Regulation and Rates). The

,

[

Company cannot predict what cffect the above proceedings may have on its application for such
opersting license. '

,

: The effects of inflation on construction costs and reevaluation of growth expectations by the
Company and other joint participants may require changes in estimated completed costs and: i

! completion dates for certain generating units in design or under construction. Actual expenditures
] and dates of completion-may further vary because of other uncertain factors such as weather

conditions, li;ensing delays, and availability of fuel, labor, materials and capital. At the end ofI

1980, construction of the additional generating units and other major projects was on schedule for
; completion and testing prior to the planned in-service dates. Commitments in connection with
!' the construction program, principally for generating plants and related facilities, are generally
j revocable by the Company subject to reimbursement to manufacturers for expenditures incurred or'

other cancellation penalties.

| During the period from January 1,1978 to December 31,19S0, the Company made gross
; property additions of approximately $1.099A00,000 and retirements of property of approximately
; $37,500,000 resulting in net property additions of appmximately S1,061.900,000. Such gross additions
! approximated 35Fo of total electric plant a' December 31,19S0.

'

ITEAf 3. LEGAL PROCEEDINGS.

i Fuel Supply '

In October 19S0, the Company, Dallas Power and Texas Electric filed a petition in the United,

States Court of Appeals for the Fifth Circuit for review of regulations issued by the Economic
Regulatory Administration of the Department of Energy implementing the Fuel Use Act (see Item 1,

!

Business- Fuel Supply). Such petition has been transferred to the United States Court of Appeals ,

{ for the Fourth Circuit.
,

; Regulation and Rates
i

Texas E!cetric and IIIAP were named as defendants in a suit filed against them on Nfay 3,1976,
i- in the United States District Court for the Northern District of Texas, Dallas Division, by WTU

!

13
:

_____ _ .__ . ,_ _ - _ _ _ _ _ __ , . __ _ _ _ _ _ _ _ _ _



i

ITE313. LEGAL PROCEEDINGS (Continued).

and CP&L (see Item 1, Business- Regulation and Hates). The suit generally sought to require )
Texas Electric and IIL&P to operate interconnected with the interstate facilities of WTU and CP&L. |

A trial on the merits in this matter has been held and in February 1979, the Court entered a |

judgment to the effect that it would not he in the public interest to force the defendants to inter-
connect in interstate commerce, finding among other things that the defendants had not violated
the federal antitrust laws. An appeal to the United States Court of Appeals for the Fifth Circuit
has been filed by WTU and CP&L, which have now requested that further action thereon be
deferred pending resolution of the settlement arrangements undertaken in connection with the
FERC proceeding described in Item 1, Rusiness - Regulation and Rates.

In July 1977, the Company, Dallas Power and Texas Electrie intervened in a suit filed by WTU
and CP&L in the 53rd Judicial District Court of Travis County, Texas, challenging the validity
of the final order issued by the PCC in Docket No.14. In Alay 1978, the Department of Energy
and FERC intervened contending that the PUC violated the United States Constitution and the
Federal Power Act by ordering CSW to cease and not renew interstate power sales. A decision
in this suit is pending. (See Item I, Business - Regulation and Rates.)

In July 1950, Tex-La filed suit in the 126th Judicial District Court of Travis County, Texas and
the Community Cent.r of Stafford-Armstrong Addition of the City of Seagoville, Texas, et al,
filed suit in the 53rd Judicial District Court of Travis County, Texas, for review of the April 19S0
PUC order granting the Company its most recent rate increase (see Item I, Ilusiness- Regulation
and Hates). Each of the suits seeks a reversal of the order and a refmid of all payments made by
the plaintiffs thereunder.

In July 1978, Tex-La filed suit in the 53rd Judicial District Court of Travis County, Texas, for
review of the PCC order of May 1978 granting the Company an increase in rates (see Item 1,
Business- Regulation aml llates). This suit seeks a reversal of the order and a refund of all pay-
ments made by Tex-La thereunder. Subsequently, the McLennan County Consumers Association
intervened, and the suit was remanded to the PUC for consideration of certain transactions among
subsidiaries of Texas Utilities. The PUC entered an order regarding these transactions (see Item 1,
Business - Regulation and Rites - General) and the rate appeal suit is currently pending in the
District Court 'theiein the Court has announced its intention to affirm the rate increase.

Environmental Alatters

In July 1979, a suit was filed in the 4th judicial District Court of Rusk County, Texas, against
Generating Company, Service Company, and the Company, Dallas Power and Texas Electric, by
the State of Texas on behalf of the TACII. The petition alleges that Generating Company and Service
Company, acting as agents for the Company, Dallas Power and Texas Electric, have violated regula-
tions issued under the federal Clean Air Act, provision of the Texas Clean Air Act, and permits
issued by the TACil. in allowing the start-up of Unit 3 at the Martin Lake station before the com-
pletion and operation of it asmciated air pollution control equipment. The State seeks an injunction
against fmther violation of ,he federal Clean Air Act and penalties from each of the defendants of
$1,000 for each day and each act of violation. The defendants are contesting this action and the Com-
pany does not expect that an adserse decision in this suit would have a material effect on its opera-
tions or financial condition. (See Item 1, Unsiness - Environmental Matters.)

In July 1979, Cencrating Company and various electric utilities filed suit in the United States
Court of Appeals for the District of Cohunbia Circuit challenging the validity of regulations issued
by the EPA pursuant to the federal Clean Air Act Amendments of 1977, relating to emissions of sulfur
dioxide. (See Item I, Business - Environmental Matters.)

In June 1979, various electric utility companies, including the Company, Dallas Power and
Texas Electric filed suits in the United States District Court for the Western District of Virginia and
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ITEM 3. LEGAL PROCEEDINGS (Concluded).
the United States Court of Appeals for the Fourth Circuit challenging the validity of revised
regulations issued by the EPA in 1979, pertaining to the issuance of NPDES permits. These suits have
not yet been set for trial and the Company cannot predict the outcome of this matter. (See Item 1,
Business - Environmental N1atters.)

In Af ay 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against
Generating Company by the State of Texas on behalf of the TDWR. The petition alleges that Gener-
ating Company has discharged contaminated water from the Af artin Lake station into the adjacent
lake in violation of provisions of the Texas Water Code and permits issued thereunder to Generating
Company by the TDWR. In July 1979, the petition was amended to include a claim on beh'df of the
Texas Parks and Wildlife Department (TPWD) stating that as a result of such discharges fish ha a
been killed, the State of Texas has suffered losses in the recreational value of its properties and the
safety of the public has been endangered. In July 19S0, TDWR and TPWD filed a second amended

,

petition which names Texas Utilities and Service Company as defendants, in addition to Generating '

Company, and which alleges additional violations of permits, seeks an initmetion against further viola-
tions and penalties in the amount of $1,000 from each defendant for each day and each act of violation
with a minimum of $281,000 from each defendant, damages in the amount of $1,450,314 in regard
to state fish resources and at least $500,000 for lost recreation resources, as well as $5,000,000 in
punitive damages. The Company does not expect that an adverse decision in' this suit would have a
material effect on its operations or financial condition. (See Item 1, Business - Environmental Statters.)

In Afay 1979, Generating Company, along with various coal producers, filed suit in the United
States District Court for the District of Columbia challenging the validity of certain of the final
federal surface mining regulations implementing federal legislation passed in 1977. Judgments
upholding certain of the challenged regulations and remanding others for reconsideration have been
appealed to the United States Court of Appeals for the District of Columbia Circuit. Enforcement
of these regulations would increase the cost of producing lignite; however, the Company does not
anticipate that the terms and conditions of permits issued thereunder will have a material adverse
effect upon its future use of lignite as fuel for the generation of electricity. (See Item 1, Business-
Fuel Supply and Environmental Afatters.)

In June 1950, various electrie utility companies, and Generating Company, intervened in a suit
in the United States District Court for the District of Columbia, challenging the validity of certain
EPA regulations issued under llCRA. (See Item 1, Business - Environmental hiatters.)

ITE314. SECURITY OWNERSIIIP OF CERTAIN BENEFICIAL OWNERS
AND AIANAGEh!ENT.

(a) Security ownership of certain beneficial owners of voting securities as of February 28,19S1:

Title of Name and Address Amount and Nature of Percent of
Class of Beneficial Owner Beneficial Ownership Class

Common Stock, Texas Utilities Company 34,350,000 shares, 100 %
without par 2001 Bryan Tower sole voting and
value Dallas, Texas 75201 investment power

(b) Security ownership of management as of February 28,1981:

Title of Number of Shares Percent of
Class Beneficially Owned' Class

Preferred Stock, without par value,'

of the Company 75 Less than 1%
Common Stock of

Texas Utilities Company 50,402 Less than 1%

* Amount of shares with respect to which such persons have the right to acquire beneGeial owner-

| ship as speciSed in Rule 13d.3(d)(1) under the Securities Exchange Act of 1931: None.

(c) Changes in controh None.
|
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PART II

ITE315. 31ARKET FOR TIIE REGISTRANTS C051510N STOCK AND
; RELATED SECURITY IIOLDER SIATTERS.

All of the Company's common stock is owed by Texas Utilities Company.

Annual dividends per share of common stock of the Company of $234 for 1950 and $2.04 for
19~9 were paid to the parent.

Reference is made to Note 4 to Financial Statements regarding limitations upon payment of
dividends on common stock of the Company.

ITE316. SELECTED FINANCIAL DATA.

FINANCIAL STATISTICS

1950 1979 1975 1977 1976
,

TOTAI. AstrTs end of year (thousands) 12,~90327 $2.416320 $2.107,413 $1,9'i6,081 $1,6S4.806

! Ettcuuc IhxT end of year (thousands) .. &3,140,209 $2,729,503 $2,376.9S5 $2,078,257 $1.815370
Axumulated depreciation . . . . . . . . . . . . 494.911 433,15S 377,346 325,776 290,873
Constructzon capend:tures (includmg

aHowance for funds used during
construction) 409,506 356,603 295,150 275.966 257,942

CAPITAUZADOx end of year (thousands)
lag 4enn debt $1,015,522 S 949.644 $ 820.113 $ 815,047 3 695,7M

,

Preferred stock 255,752 256,112 226,521 226.521 196.566
Common stock equ;ty 920.355 606,534 ~22.263 6~5.046 590.576i

Total $2.221459 $2.012.090 51.76S,S9" $1,716,614 31,453.151
:
,

Asmcr LsTrPrsr RATE ox Losx .Trau
Drmr end of year S 0". ".5% 7.6". ".6% 7.5%

Asmcr Dnurxn RATE ox Parrrma

; STocr end cf year 5.0% 74% 7.4% 7.4% 73%

NET Iscour (thousards) - $ 161,623 $ 125fA2 $ 123,056 $ 105,335 $ 52,503
'

Dnwrsos Dtctaarn ox Cowuox
SToct (thousands) 75,564 65,194 59,040 54,050 4S,300

i RADO or EARNINc3 To Ftxzn Cnocr.s 3.9 3.S 4.1 3.7 3.2
StretrurxTAL HATro or EAPSINCS To

i Frxrn CnAncts' 33 33 3.8 3.6 3J1
AttowAxcr roa Frsos UstD DURING

'

CoxsraccTroN As PERCENT Or
i Eavrscs To Couuox broct ... 27.0% 21.5% 1~.1% 233 % 2S.1%

RETras os Arrascr Cowuox
SToct Eqerry 16.2% 143 % 15.2% 14.0". 12.4%

Fexos rnow OrtaAnoNS As Procrxr or
' Coxsurcnos ErrrstTrrexs (eacluding

aHowance for fimds used during

| construction) 44.0 % 46.4% 51.0% 42.0% 313 %
'

,

1

( * The supplemer.tal ratio of earnings to Ered charges includes the Company's allacable portion of interest on Senior
'

Notes c~ dhated companies which proude services to the Company.
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ITEM 6. SELECTED FINANCIAL DATA (Concluded).'

1 OPERATLNG STATISTICS

Year Ended December 31,,

1980 1979 1978 1977 1976

ELEcuuc ENEncy GENERATED AND
I PUnCHAsED (hlWh)
, Generated-net station output 28,431,111 25,952,023 24,503,681 22:*19,340 -19,141,490
j Purchased and net interchange 218,847 729,425 1,412,136 59,767 1,166,547

Total generated and purchased . 28,M9,958. 26,681,44S 25,915,817 U.479,107 20,308,037
Company use, losses, and unaccounted for - - 2,; *2,539 1,881,667 1,930,139 'i,670,311 ~ 1,536,M1

Total electric energy sales 5 467,419 24,799,781 23,985,678 21,808,796 18,771,396 '

r Ex. Altx ron ELEenuc GENERAnONe
Cas . . , 47.3% 46.4% - 53.0 % 62.6% 66.9 %
Od . . . .. 0.1 0.5 0.2 2.0 0.2
Lignite . 52.6 53.1 46.8 35.4 32.9

To*d 100.0 % 100.0 % - 100.0 % 100.0 % 100.0 %

ELEcnuc ENEncy SALES (hlWh)
Residential 8,451,010 7,334,355 7,520,665 6,921,676 6,048,260., ,.

> Commercial 4,975,135 4,451,990 4,338,257 4,045,638 3,624,348
Industrial . .. . 8,583.227 8,512,728 8,000,516 7,391,531 6,000,781
Covernment and municipal 943,792 845,800 880,988 809.213 746,488

Total general business 22,953 3 21,144,873 20,740,456 19,168,058 16,419,877
Other electric utdities 3,514,255 3,651,908 3,245,222 2,M O,738 2,351,519

. Total electric energy sales . 26,467,419 24,799,781 23,985,678 21,808,796 18,771,3 %

OPERATINc REVENUES (thousands)
Residential $ 350,564 $ 293,489 $ 285,748 $ 256,624 $ 204,114
Commercial
Industrial

. . 224,116 185,750 168,904 144,185 112,0"7
238,898 211,085 184,091 156,093 110,734

, Covernment and municipal 35,983 28,587 26,902 23,208 18,703
Total general business

Other electric utihties
. 879,561 718,911 665.M5 550,110 445,628

%,882 82,715 70,828 58,075 43,534
i Total from electric energy sales 976,443 801,626 736,473 638,185 489,162
j Other operating revenues 15,712 7,991 6,835 7,019 4,882

[ Total operating revenues
. S 992,155 $ 809,617 $ 743,308 $ M5,204 $ 494,044

ELEcrnrc CcsrouEns (end of year)
Residential 623,077 595,631 563,378 535,012 514,041
Commercial 80,517 78,553 77,371 74,327 70,510
Industrial

'
. 6,990 6,599 6,257 5,919 5,749,

Covernment and municipal 7,619 7,346 7,061 7,121 7,110
Total general business 718,203 688,129 654.067 622,379 597,410

Other electric utilities 35 35 30 29 28
Total electric customers 718,238 688,164 654,097 622,408 597,438;

. Residential classiBeation includes indirect sales'
(apartments, etc.); dwelling units not included

i in number of customers - 42,523 43,560 47,656 52,585 53,076
Industrial classiBeation includes interruptible

sales to Alcoa:
! Electric energy sales ( AlWh) 2,918,794 3,076,399 2,891,259 2,786.027 1,822,488
! Operating revenues (thousands) $ 48,813 $ 45,400 $ 41,572 $ 36,878 $ -20,052
i

1
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ITEAf 7. NIANAGE51ENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS.

Liquidity and Capital Resources

The primary capital requirements of the Company for 19S0 and as estimated for 19S1 through
1933 are as follows:

1980 1981 1982 1983

(Thousands of Dollars)

Construction expenditures (excluding AFUDC) $372,000 $336,000 $3S7,000 $446,000

Nuclear fuel 11,000 5,000 17,000 23,000

Niaturities of long-term debt and sinking
fund requirements 2,000 - 14,000 1,000

! Total $3S5,000 $311,000 $418,000 $470,000

For detail concerning major new construction work now in progress or contemplated by the Company
and commitments with respect thereto, see Itera 2, Properties-Construction Program.

The Company generates funds from operations sufficient to meet operating needs, pay divi-
dends on capital stock and finance a significant portion of capital requirements. These funds are
derived from net income, depreciation, deferred taxes, and federal investment tax credits. Factors
affecting the ability of the Company to fund a portion of its capital requirements from operations
include adequate rate relief and regulatory practices allowing a substantial portion of construction'

work in progress in rate base, adequate depreciaticn rates, normalization of federal income taxes,
current recovery of the cost of fuel used in the generation of electricity and the opportunity to earn
competitive rates of return required in the capital markets. For 19S0, 44% of the funds needed
for construction was generated from operations.

External funds of a permanent or long-tenn nature are obtained by the Company through the
sale of common and prefcrred stocks, first mortgage bonds, and pollution control revenue bonds.
The capitalization ratios of the Company at December 31,1950 consisted of 46% long-term debt,13%
preferred stock, and 41% co.amon stock equity, and similar ratios are expected to be maintained
in the future. To provide for immediate cash requirements during periods between long-term
financings, the Company obtains short-term loans from Texas Utilities, which has lines of credit
with commercial banks aggregating $300,000,000 at December 31,19S0 The Company does not
maintain separate credit arrangements with banks or other lenders.

The Company upects to sell additional securities as needed, in amounts and of types presently
undetermined. Although the Company cannot predict future regulatory practices and is to some
degree exposed to fluctuating economic and swirities market conditions, it does not currently
expect any changes in trends or commitments which might significantly alter its basic financial positi n
or ability to finance capital requirements in the future. (See Item 1. Business - Regulation and
Rates.)

Results of OperatGns

Increases in operating revenues include rate increases granted the Company and recovery of
higher fuel er sts o , a current basis, customer growth, and increased energy consumption by customers
(see Item 1, Busin. ss - Fuel Supply and Regulation and Rates and Item 6. Selected Financial Data

| -Operating Statistics). Energy consumption per customer is affected by material variations in

|
weather conditions and was particularly impacted by the unusually hot and dry summer of 1950
compared to the relatively mild summer of 1979 and by warmer summer and colder winter weather;

; in 197S. Customer consumption also reflects the effects of energy conservation on the part of some
,

customers.
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ITE317. 5fANAGE5fENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (Concluded).

Operation and maintenance expenses have increased substantially as a result of continuing infla-
tionary pressures on the cost of labor, materials and services and the additional lignite-fueled generat-
ing units placed in service during 1978 and 1979; such expenses were also affected by the higher costs ~
of operating and maintaining existing lignite-fuckxl generating units, including the additional costs
of operating and maintaining the pollution control equipment required in connection therewith and
unscheduled maintenance on several such units in 1979. Increases in taxes other than income resulted
primarily from increases in revenue and property based taxes.

Increases in allowance for funds used dur.ng construction are primarily attributable to increases
in the amount of construction work in progress of the Company not allowed in rate base by regulatory
authorities, and for 1950, an increase in the AFUDC rate effective November 1979, accompanied by
the commencement of semi-annual comi.ounding. The decrease in other income and deductions-
net for 19S0 reflects decreased interest ircome on temporary cash investments while the increase for
1979 resulted from increased income from Alcoa for construction of generating facilities.

The Company expects to pursue adequate and timely rate relief in the future to offset the efIects
of increases in the costs of prosiding electric sersice.

The Company has prepared supplementary information concerning the effects of changing
prices in compliance with the reporting rcquirements of Financial Accounting Standards Board
Statement No. 33; such information is included in Item S, Financial Statements and Supplementary
Data following the notes to financial statements.

I
1
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ITEAf 8. FINANCIAL STATEhfENTS AND SUPPLE 5fENTARY DATA.

TEXAS POWER & LIGHT COAfPANY

STATEhlENT OF INCO5fE

Year Ended December 31,

Schedule 1980 1979 1978
No. (Thousands of Dollars)

OrEnAnNc REVENUES $992,155 $ % ,617 $743,308
OrrnArtsc Exrrxsrs

Fuel 407,636 323,539 288,557
Operation 110,391 91,988 82,592
Afaintenance 69,796 55,002 39,657

VI Depreciation 69,881 64,152 56,312
Federal income taxes (Note 7) 84,40S 65,974 75,561

X Taxes other than income 49,818 42,411 39,187

Total operating expenses 791,930 643,066 581,866

OrtnATixc Ixcosts 200,225 166,551 161,442

Ourrn Ixcosts
Allowance for equity funds used

during construction 27,788 17,499 11,093
Other income and deductions-net 19,403 19,569 18,195
Federal income taxes (9,071) (9,091) (8,751)

Total other income 38,120 27,977 20,537

ToTAt. Ixcosts 238,345 194,52S 181,979

IxTrntsr CnAncts
Interest on mortgage bonds 70,503 65,924 57,684
Interest on other long-term debt 8,8S9 5,356 4,891
Other interest 7,287 932 3,345
Allowance for borrowed funds used

during construction (9,957) (6,326) (7,027)

Total interest charges 70,722 65,886 58,893

Nrr INCostE 161,623 128,642 123,086
Parrranen Srocx Divmtsrs 21,738 19,377 16,829

Nor Ixcosts AFrEn Parrranto Srocx
Drvintxas $139,8S5 $109,265 $106,257

See accompanying Notes to Financial Statements.
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TEXAS POWER & LIGHT COMPANY

STATEMENT OF SOURCE OF FUNDS FOR CONSTRUCTION

Year Ended December 31,

1980 1979 1978

(Thousands of Dollars)
Ftmos Fnost Orsnrnoxs

Net income $161,623 $128,642 $123,086,, .

Depreciation 69,881 64,152 56,312.

Deferred federal income taxes-net 33,552 27,164 20,827
Federal investment tax credits - net 34,062 42,994 35,021
Allowance for funds used during constructirn (37,745) (23,825) (18,120)

Total funds from operations 261,373 239,127 217,126.

Less--Disidends declared:
Preferred stock 21,738 19,377 16,829
Common stock 75,864 65,194 59,040

Total dividends declared 97,602 84,571 75,869

Net funds from operations 163,771 154,556 141,IEi
Fuxos Fnost Frsrscrso

Sales of securities:
First mortgage bonds 50,000 100,000 -

Other long-term debt 18,096 31,288 5,600
Preferred stock 29,670 29,591 -

Common stock 50,000 40,000 -

Iletirement of long-term debt (1,603) (841) (4,073)
Increase (decrease) in notes payable to Texas Utilities

Company (parent) 64,500 5,500 -

i Net funds from financing 210,663 205,538 1,527

Onion Sotmcts (Usts) or Ftmos
Changes in working capital, excluding notes

payable and long-term debt due currently:
Cash in banks and temporary cash investments 1,559 2,559 24,667
Accounts receivable-net (9,321) (7,219) (9,021)

! Inventories (6,498) (1,716) 2,285
Accounts payable 8,614 12,025 17,102
Taxes accrued 27,710 (18,022) 10,718
Other - net (9,335) (1,153) (43)

{ Net change 12,729 (13,531) 45,708
Investment advances to afBliates (1,600) (800) 99,575
Nuclear fuel (11,023) (6,447) (9,915)
Other - net (2,279) (6,533) (1,092)

Net other sources (uses) of funds (2,373) (27,316) 134,276

Tont. $372.061 $332,778 $277,060

Coxsmectrox EXPENDITURES:
Electric plant $409,806 $356,603 5295,180
Allowance for funds used during construction (37,745) (23,825) (18,120)

Coxsnectrox Exprxonvnts (excluding allowance
for fimds used during construction) $372.061 $332,778 $277,000

See accompanying Notes to Financial Statements.

21
!

--

_ _ . , . . . - ,



_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _____ _ _ _ _ _ _ _ - _ _ . . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

TEXAS POWER & LIGHT COMPANY

BALANCE SHEET

ASSETS

December 31,

1m imSchedule
No. (Thousands of Dollars?

V Erscrmc PLANT
In service:

Itoduction $ 951,311 $ 940,328
Transmission 444,481 398,027

Distribution 699,564 647,394

General 67,684 55,914

Total 2,163,040 2,041,663

Construction work in progress 938,997 659,522

Nuclear fuel 34,852 23,829

IIeld for future use 3,520 4,789. .

lotal electric plant 3,140,209 2,729,803

VI Less accumulated depreciation 494.911 433,153

Electric plant, less accumulated depreciation 2,645.298 2,296,645

Ornta INVESTMENTS 4,297 2,406

Ctmarrr ASSETS
Cash in banks 6,175 7,734
Special deposits 6,180 6,539

Accounts receivable:
Customers . 50,476 45,211

Other 10,627 5,773

VIII Allowance for uncollectible accounts (2,449) (1,651)
Inventones - at average cost:

Afaterials and supplies 17,169 13,760

Fuel stock 21,111 18,022

Other current assets 26,090 15,686

Total current assets 135,379 111,074
Drirnarp DomTs 5,553 6,695

TOTAL $2,790,527 $2,416,820

See accompanying Notes to Financial Statements.

i
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TEXAS POWER & LIGIIT COMPANY

BALANCE SilEET

LIABILITIES
December 31,

Im im
Schedule

No. (busands of Dollars)

CurrAu2ADON
Common stock (Note 3) $ 660,000 $ 610,000,

Retained earnings (Note 4) . 260,355 196,334

Total 920,355 806,334

Preferred stock (Note 3) 2S5,782 256,112...

Long-term debt-less amounts due currently (Note 5):
First mortgage bonds 897,500 847,500

Otber long-term debt 121,781 105,288

Unamcrtized discount (3,759) (3,144)

Total . 1,015,522 949,644

Total capitalization 2,221,659 2,012,000

CunnEvr LIABIURES
Notes payable-Texas Utilities Company (parent) 70,000 5,500

Accounts payable:
AfBliates 35,009 26,967

Other 55,849 55,277

Disidends declared 5,6S9 4,870

Customers' deposits 7,223 6,565

Taxes accrued 47,176 19,466

Interest accrued 28,255 27,349

Other current liabilities 6,522 8,225

Total current liabilities 255,753 154,219

VIII REsEnvE ron INSURANCE AND CASvALnES 1,621 1,703

AcCustuLAna DEFEnnFD FrSERAL INCOstE TAXES 141,849 103.297

t UNAsfOnnzo FmERAL INVr.SnfEvr tax CnEDITs . 169,M5 140,511

CoststInf tvrS AND CO.VIINGENCIES (Notes 2 and 6)

TOTAL $2,700,527 $2,416,820

|

| See accompanying Notes to Financial Statements.
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' TEXAS POWER & LIGHT COMPAhT

STATEMENT OF RETAINED I'AILNINGS

Year Ended December 31,

1990' 1979 1978
'

(Thousands of Dc!!ars)

BAMNCE Nr DECINNING OF YEAR $196,334 $152,263 $105,046
Ano- Net income . 161,623 123,&l2 123,056

Total 357,957 250,905 22,3,132
!DEncer,

'

Dividends.(cash)
Preferred stock:
$4 series ($ 4.00 per share per annum) 250 150 250

! $ 4.44 series ($ 4.44 per share per annum) 666 666 666
$ 4.56 series ($ 4.53 per share per annum) 610 610 610
$ 4.76 series ($ 4.76 per share per annum) 476 476 476,

'

S 4.S4 series ($ 4.S4 per share per annum) 339 339 339
$ 7.24 series (.S 7.24 per share per annum) 1,S10 1,S10 1,S10

$ 7.50 series ($ 7.50 per share per annum) . 2,340 2,MO 2,M0 -

$ 8.16 series ($ S.16 per share per annum) 2,44S 2,44S 2,44S

$ S.20 series ($ S.20 per share per annum) 2,460 2,460 2,460
$ 8.6S series ($ S.63 per share per annum) 2,604 2,601 2,641

$ S.S4 series ($ S.&l per share per annum) 2,652 2,54S -
*

$ 9.32 series ($ 9.32 per share per annum) 2,796 2,796 2,796
$10.92 series ($10.92 per share per annum) 2,257 - -

Common stock (per share: 19S0,,

'
$2.24; 1979, $2.41; 1978, $1.92) 75,561 65,194 59,010

Total dividends 97,602 &l,571 75,S69

BAMNCE AT ENo or YEAn (Note 4) $260,355 $196,334 $152,263

See accompanying Notes to Financial Statements.

i
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j TEXAS POWER & LICHT COhiPANY
: NOTES TO FINANCIAL STATEhtENTS I
. t

i

1. Significant Accounting Policies j4

Electric Plant- Electric plant is stated at original cost. The cost of property additions charged
to electric plant includes labor and materials, applicable overhead and payroll-related costs and an,

i allowance for funds used during construction.
J

| Alloscance For Funds Used During Construction- Allowance for funds used during constivc-
| tion (AFUDC) is a cost accounting procedure whereby amounts based upon interest charges on
i borrowed funds and a return on other capital used to finance construction are charged to electric

plant. The accrual of AFUDC is in accord with established accounting practices of the industry, but3

] does not represent current cash income. The Company has capitalized AFUDC at a ne.t of tax rate of
j 6% compounded semi-annually of expenditures incurred, except for that portion of construction work
i in progress allowed in rate base by regulatory authorities. Prior to November 1979, a rate of 7% had

been used. These rates were determined on the basis of, but are less than, the cost of capital used
to finance the construction program. Effective January 1,19S1, a rate of 8%7o was adopted.

r

| Dcpreciation- Depreciation is based upon an amortization of the original cost of depreciable
; proporties on a straight-line basis over the estimated service lives of the properties. Depreciation as a
1 percent of average depreciable electric plant in service approximated 3.5% for 1950 and 3.47o for
j 1979 and 1978.
t
t FederalIncome Taxes-The Company is included in the consolidated federal income tax return
j of Texas Utilities Company and subsidiary companies, and federal income taxes are allocated to all
i subsidiary companies based upon taxable income or loss. Deferred federal income taxes are generally

provided for differences between book and taxable income; such differences result primarily from
the use of liberalized depreciation and the class life depreciation system (ADR). Current federalJ

j income taxes have been reduced by amounts of investment tax credits allowable under the Internal
Revenue Code; such credits are being amortized to income over the estimated service lives of the

j properties. (See Note 7.) "

i Rescrec For Insurance and Casualtics-The Company, as allowed by regulatory authorities,
| maintains a reserve for major uninsured losses and claims.
t

2. Affiliates;

The Company is a subsidiary of Texas Utilities which prwides common stock capital and short-
term financing to the Company. Dallas Power and Texas Electric, whose respective systems are'

intercor.'ected with that of the Company, are aise wbsidiaries of Texas Utilities. Texas Utilities
has three other subsidiaries which perform specialized services, at cost, for the System. includingi

j the Company: Service Company furnishes engineering. financial and other services; Fuel Company
'

owns a natural gas pipeline system acquires, stores and delivers fuel gas and oil and provides other
fuel services for the generation of electric energy; and Cencrating Company operates the jointly-
owned generating stations and furnishes related services, inchiding the ownership and operation of
fuel production facilities for the surface mining and recovery of lignite for use as fuel at such stations.

The Company, jointly with Dallas Power and Texas Electric, has entered into agreements with
| Fuel Company to procure certain fuels and related services and with Generating Company for the
'

production of lignite fuel and the operation of electric generating stations; payments are at cost of
the services received and are required by the agreements to be "at least equivalent i- the aggregate
to the annual charge to income on the books" of Fuel Company and of Generating Company.

For information concerning jointly-owned generating stations, see Item 2, Properties.

I
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TEXAS POWER & LICHT COMPANY

NO'1ES TO FINANCIAL STATEMENTS-(Continued)

3. Common and Preferred Stocks
Redemption Price
Per Share (before

Shares Outstanding Amount adding accumulated
December 31, December 31, dividendsi

1950 1979 1950 1979 Eventual
(Thousands of Dollars) Current Minimum

Common stock - without par value;
authorized 80,000,000 shares M,350,000 32,350,000 $660,000 $610,000

Preferred stock - cumulative,
without par value; entit!cd upon
liquidation to $100 a shar,;
authorized 5,000,000 shares:
$4 series 70,000 70,000 $ 7,000 $ 7,000 $102.00 $102.00
$ 4.44 series 150,000 150,000 15,061 15,061 102.61 102.61

$ 4.56 series 133,786 133,786 13,379 13,379 112.00 112.00

$ 4.76 series 100,000 100,000 10,000 10,000 102.00 102.00

$ 4.84 series 70,000 70,000 7,000 7,000 101.79 101.79

$ 7.24 series 250,000 250,000 25,113 25,113 107.04 103.42

$ 7.80 series 300,000 300,000 30,030 30,030 105.20 103.25

$ 8.16 series 300,000 300,000 29,655 29,655 103.16* 102.04
$ 8.20 series 300,000 300,000 30,108 30,10S 107.39 103.29

i $ 8.68 series 300,000 300,000 29,550 29,550 108.43 101.92

$ 8.M series 300,000 300,000 29,591 29,591 108.17* 102.05
$ 9.32 series 300,000 300,000 29,625 29,625 106.99 102.33

$10.92 series 300,000 - 29,670 - 110.92* 102.73

J.873,786 2,573,7S6 $2S5,782 $256,112Total >.

* Redemption may not be effected currently through certain refunding operatier:s.'

The Company issued and sold shares of its authorized common stock to Texas Utilities as follows:
February 19S0, 2,000,000 shares for $50,000,000; and February 1979, 1,600,000 shares for $40,000,000.
In March 1981, the Company issued and sold an additional 3,000,000 (hares of its authorized common
stock to Texas Utilities for $55,500,000.

The Company also issued and sold shares of its authorized preferred stock as follows: May 19S0,
300,000 shares of S10.92 preferred stock for $29,670,000; and February 1979, 300,000 shares of $8.84
preferred stock for $29,591,400.

,

No shares of the Company's common or preferred stock are held by or for account of the
Company, nor are any shares of such capital stocks reserved for c0icers and employees or for options,
warrants, conversions and other rights in c(mnection th(rewith.

4. Retained Earnings Restrictions

The Company's articles of incorporation, the mortgage, as supplemented, and the debenture
agreements contain provisions which, under certain conditions, restrict distributions on or acquisitions
of its common stock. At December 31,19S0, S32,239,000 of retained earnings was thus restricted as
a result of the provisions of the articles of incorporation.

The articles of incorporation restriction provides in effect that the Company shall not pay any
common dividend which would reduce retained earnings to less than one and one-half times annual
preferred dividend requirements. The mortgage restriction is based primarily on the replacement

26
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TEXAS POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMENTS-(Continued)
!
'

fund requirements of the mortgage. The restriction contained in the debenture agreements is designed
to maintain the aggregate preferred and common stock equity at or above 33%% of total,

capitalization.

5. Long-Term Debt (less amounts due currently)
December 31,

I

1950 1979

(Thousands of Dohrs)First mortgage bonds:
3%% series due 1982 $ 14,000 $ 14,000
3%% series duc 19S4 20,000 20,000
4%7o series due 1956 10,000 10,000
4%% series due 195S 12,500 12,500

i 4%7o series due 1991 12,000 12,000
4%% series due 1993

- 10,000 10,000
4%% series due 1995 14,000 14,000
5 % series duc 1998 20,000 20,000
5%% series due 1997 30,000 30,000
6%% series duc 1993 25,000 25,000
8%% series due 2000 30,000 30,000
8%% series due 2000 30,000 30,000
7%% series due 2001 30,000 30,000
7%% series due 2002 40,000 40,000
7%% series due 2003 50,000 50,000
8%7o series due 2001 50,000 50,000

10%To series due 2001 50,000 50,000
9%% series due 2005 100,000 100,000

8.60To series due 2006 100,000 100,000
8%7o series due 2007 100,000 100,000
9%7o series due 2009 100.000 100,000

11%7o series due 2010 50,000 -

Total first mortgage bonds 897,500 817,500
Other long-term debt:

Sinking fund debentures
4%%, due 1987 6,711 6,976.

4%%, due 1980 10,773 11,251
7%%, due 1994 16.22S 17,0SS

Total 33,712 35,315
Pollution control revenue bonds - net

7%% series due 2001 15,000 15,000
6%7o series due 2006 . 32,3S3 32,385

5.70% series due 2007 . 11,235 11,235
6.60% series duc 2008 . 4,590 4,890;

7%% series due 2009 35,000 35,000
Funds on deposit with trustee (10,411) (2S,537)

Total 88,069 69,973

Total other long-term debt . 121,781 105,288

Unamortized discount (3,759) (3,144)
Total long-term debt (less amounts due currently) $1,015,522 $9L19,644
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TEXAS POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMENTS-(Continued)

Sinking fund and maturity requirements for the years 1981 through 19S5 under long term debt
instruments in effect at December 31,1950 were as follows:

Minimum Cash
Sinking Maturity Require.

Year Fund (a) (see above) ment (s)(b)

(Thousands of Dollars)

1981 $3,863 $ - $ -
. .

1982 4,253 14,000 14,000

1983 5,615 - 612
. .

1984 7,103 20,000 20,900

19S5 7,103 900-
. .

(a) Excluding amounts satisfied prior to December 31,1950: $900,000 for 1981, $900,000 for 19S2
and $258,000 for 19S3.

(b) Other requirements may be satisfied by certification of property additions at the rate of 167% of
such requirements.

The total amounts of Sinking Fund Debentures authorized in the debenture agreements have
been issued. The Company's First hfortgage Bonds may be issued in additional amounts, without
limitation as to the maximum thereof, but limited by property, earnings and other provisions of the:

I mortgage. None of the long-term debt is pledged, held by or for account of the issuer, or held in its
sinking or other special funds. Substantially all of the electric plant is subject to the lien of the
mortgage.

6. Commitments and Contingencies

For major new construction work now in progress or contemplated, and commitments with respect
thereto, see Item 2, Properties- Construction Program.

The Company, along with Dallas Power and Texas Electric, has entered into contracts with public
agencies to purchase cooling water for use in the generation of electric energy and has agreed, in
effect, to guarantee its share of the principal, $53,779,000 at December 31,19SO, and interest on bonds
issued to finance the reservoirs from which the water is supplied.

'

Reference is made to Item 1, Business- Fuel Supply, Regulation and Rates, and Emironmental
hiatters and Item 3, Legal Proceedings for information relating to legal and administrative proceedings.
While the Company cannot predict the final results, such proceedings,in the opinion of the Company,
are not expected to have a material effect upon the financial position or results of operations of
the Company.
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TEXAS POWER & LICIIT COhfPAST

NOTES TO FINANCIAL STATEhfENTS-(Concluded)

7. FederalIncome Taxes

The details of federalinca.m taxes are as follows:
Year Ended December 31,

1950 1979 1978

Charged to operau..g expenses:
Current federal income taxes $18,510 $(3,669) $18,676
Deferral federalincome taxes - net:

Differences between depreciation methods and lives 26,706 22,328 16,978
Certain capitalized construction costs 5,301 4,M6 4,814. ,

Other (171) (325) 72
Total 31336 26,N9 21,564..

Investment tax credits-net 34,062 42,994 35b21
Total federal income taxes charged to operating expenses. 84,408 65,974 75,561
Charged to other income 9,071 9,091 8,751

Total federal income taxes $93,479 $75,065 $S4,312

Federal income taxes were less than the amount computed by applying the federal statutory
rate to pre-tax book income as follows:

Year Ended December 31,

19S0 1979 1978

Federal income taxes at statutory rate (46To;
4STo prior to 1979) $117,347 $93,705 $99,551

Reductions in federalincome taxes
resulting from:
Allowance for funds used during construction 17,363 10,959 8,697
Depletion allowance 3,4S2 2,859 2,421
Amortization of investment tax credits 3,69S 3,145 2,414
Other 6~5 1,677 1,707

Total reductions 23,868 18,640 15,239

Total federal income taxes S 93.479 $75,065 $S4,312

Effective tax rate 36.6To 36.97o 40.7 %

8. Retirement Plans

The Company has uniform retirement plans covering substantially all employees. The costs of
the plans are determined by independent actuaries and are funded by the Company as accrued. The
costs of the plans, including amounts capitalized, approximated $8,62S,000 for 1950, $7,03S,000 for
1979 and $5,821,000 for 1978. As of the latest annual valuations in 19SO and 1979, accumulated benefits
and net itmd assets were as follows:

1990 1979

(Thousands of Dollars)Actuarial present value of accumulated plan benefits:
Vested $83,050 $66,778
Nonvested 8,181 6,875

Total $91,231 $73,653

Net fund assets $70,130 $52,168

An assumed rate of return of 5%% was used in determining the value of accumulated benefits,

29

-



, _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Texas Power & Light Company:

We have examined the balance sheet of Texas Power & Light Company as of December 31,
1950 and 1979 and the related statements of income, retained earnings, nd source of funds for
construction for each of the three years in the period ended December 31,1950. Our examinations
were made in accordance with generally accepted auditing standards and, aces -dingly, included such
tests of the accou:. ting records and such other auditing procedures as we consic ' red necessary in the
circumstances.

In our opinion, the financial statements referred to above present fairly the 'nancial position of
the Company at December 31,1950 and 1979 and the results of its operations ai i the source of its
funds for construction for each of the three years in the period ended Dece sber 31,1950, in
conformity with generally accepted accounting principles applied on a consiste t basis.

Our examinations also comprehended the supplemental schedules listed in Pan IV, Item 11(a)2.
In our opinion, such supplemental schedules, when considered in relation to the ha e financial state-
ments, present fairly in all material respects the information shown therein.

DELOITTE IIASKINS & SELLS

Drtorrrt IIAsms & SE. LS

Dallas, Texas
February 27,19S1

|

!
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SUPPLEMENTARY INFORMATION
: CONCERNING EFFECTS OF CIIANCING PRICES

Unaudited information furnished in compliance with the reporting requirements of Financial
Accounting Standards Board Statement No. 33, Financial Reporting and Changing Prices (FASB
33). follows. The Statement indicates the need for experimentation in providing information about

'

the effects of changing prices. Such information is intended to help readers better understand the
impact of inflation on the Company. Because the information is presented on an experimental bssis,
it should be viewed with caution. Calculation of the information inherently involves the use of

; assumptions, approximations, and estimates and, therefore, the resulting measurements should be

| considered in that context and not as precise indications of the effects of inflation. The effects of
, changing prices are not recognized for income tax or rate-making purposes, therefore the supple-
) mentary information should not be interpreted as adjustments to earnings reported in the Financial

Statements.

Information concerning the effects of general inflation (constant dollar) was determined by
converting historical cost amounts into dollars of equal purchasing power, as measured by the
Consumer Price Index for All Urban Consumers.

Information concerning changes in specific prices (current cost) represent such changes in electric
plant from the date costs were initially incurred to present, and differs from constant dollar information,

to the extent that the specific prices have increased at a rate different than the general rate of infla-
tion. The current cost of electric plant was computed by indexing the existing 1istorical cost of plant
by the llandy-Whitman Index of Public Utility Construction Costs for the South Central Region andi

j other appropriate indices. Such current costs are not necessarily representative of the replacement i

cost of the Company's productive capacity that might be incurred in a future period.;

i Depreciation on the constant dollar and ct;rrent cost basis was determined by applying the
Company's straight-line depreciation rates used for financial accounting purposes to the appro-
priate indexed electric plant amounts, and is the only income statement item that has been restated1

from the Financial Statements. In compliance with FASB 33, no adjustment has been made to federal
income taxes.

Under rate. making rides prescribed by the Public Utility Commission of Texas, only the original>

cost of electric plant is recoverable through revenues as depreciation. Therefore, the excess of the cost,

! of plant stated in terms of constant dollars and current cost over the original cost is not recaverable
through rates as depreciation and is reflected as Reduction to Net Recoverable Cost of Electric Plant.

,

| The Company believes, based on past experiences, that it will be allowed to earn on the net investment
m electric plant when replacement of facilities actually occurs.

|
,

During periods of inflation, the holders of monetary assets suffer a loss of general purchasing
j power while holders of monetary liabilities expericnce a gain. The amotmt shown as Gain From
' Decline in Purchasing Power of Net Amounts Owed reflects the net sf these two items and is

|primarily attributable to the substantial amount of long-term debt which has been used to f. nance !

| electric plant. Since depreciation on this electric plant is limited by regulations to the recovery of
| historical costs, a holding gain on debt is not allowed and recovery is limited to only the embedded

cost of debt capital.
i

To reflect the results of rate regulation, Gain From Decline in Purci.asing Power of Net Amounts.

! Owed is offset b) the Reduction to Net Recoverable Cost of Electric Plant.

i

i

|
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SUPPLEMENTARY INFORMATION
CONCERNING EFFECTS OF CIIANGING PRICES-(Continued)

For 'Ihe Year Ended December 31,1980
(Thousands of Dollars)

Ifistorical Cost Adiusted for Changing Prices

Reported In General Inflation Specific Prices
Financial Statements (Constant Dollar) (Current Cost)

( Average 1980 Dollars)

Operating revenues $992,155 $ 992,155 $ 992,155

Operating expenses (a) 791,930 851,214 865,168

Operating income 200,225 137,941 126,987

Other income 38,120 38,120 38,120

Total income 23S,315 176,061 165,107

Interest charges 76,722 76,722 76,722

Net income $161,623 $ 99,339 $ 88,385

Increase in specific prices of electric
plant held during the year (b) $ 3S9,991

Reduction to net recoverable cost
of electric plant $(225,291) (105,828)

Effect of generalinflation
on electric plant (498,503)

Effect of generalinflation in excess of
increase in specific prices of electric
plant af er reduction to net
recoverable cost (214,340)

Gain from decline in purchasing
power of net amounts owed 155,702 155,702

Net change in purchasing power $ (69,592) $ (58,638)

(a) Includes depreciation amounts of $69,851,000 for historical cost, $132,165,000 for constant dollar,
and $143,119,000 for current cost.

(b) At December 31, 1950, electric plant, net of accumulated depreciation, was $4,623,331,000 for
current cost and $2,643,29S,000 for historical cost.

l

.
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SUPPLEAIENTARY INFORAfATION
CONCERNING EFFECTS OF CIIANGING PRICES-(Concluded)

COAIPARISON OF SELECTED FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CIIANGING PRICES

1990 1979 1978 1977 1976

(Thousands of Average 1950 Dollars)

Operating revenues S 992,155 $ 919,105 $ 93S,836 $ 877,335 $ 715,132

Constant Dollar Information

Net income $ 99,339 $ 93,158
Net assets at year end at net

recoverable cost $1,151,992 $1,140,517.

Current Cost Information

Net income $ SS,3S5 $ 77,073
Effect of general inflation in

excess of increase in
specific prices of electric
plant after reduction to
net recoverable cost S (2W,340) $ (235,021)

Net assets at year end at net
recoverable cost $1,151,992 $1,140,547

Ceneral Information

Gain from decline in purchasing
power of net amounts owed $ 155,702 $ 161,713

Consumer Price Index - average . 246.8 217 4 195.4 181.5 170.5

l

!
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PART III

ITEh! 9. DIRECTORS AND EXECUTIVE OFFICERS OF TIIE REGISTRANT.

(a) and (c) Identification of directors and business experience:

Present Principal
Date Originally Occupation or Employ-

Other Position. Elected as Director ment and Principal
and Offices Ileid (Current term expires Business and Other

Name of Director Age with the Company May 13,1951) Directorships'

J. F. Skelton 66 Chairman of the 5-17-72 Chairman of the Board'

Board of the Company,
Dallas, Texas

B. K. Campbell 54 President and 5-18-77 President and Chief Executive
Chief Executive of the Company, Dallas,

Texas; also a director of -
,

i Texas Utilities Company

Thomas E. Blakey 48 Vice President 5-17-78 Vice President of the Company,
Dallas, Texas

K. A. Anderson 74 None 5-15-56 Owner, The "K" Way
Equipment Company,
Palestine, Texas

E. L. Ashcroft, Jr. 70 None 6-15-49 Owner, Ashcroft hiotor.
Investment Company,'

Sulphur Springs, Texas

T. L. Austin, Jr. 62 None 5-1S-66 Chairman of the Board and
Chief Executive and a
director, Texas Utilities
Company, Dallas, Texas;
also a director of Dallas
Power & Light Company
and Texas Electric Service
Company

;

Thomas W. Baker 72 None 5-16-62 Chairman of the Board,
Commercial National Bank,

j Nacogdoches, Texas
Frank A.

Blankenbeckler, Jr. 62 None 5-16-73 Chairman of the Board,
Ellis County Savings
Association,
Waxahachie, Texas

Ben II. Carpenter 57 None 2-16-66 President and Chief Executive
Officer and a director,
Southland Financial
Corporation, Dallas, Texas;
also a director of Republic

1 of Texas Corporation

.

|
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ITEM 9. DIRECTORS AND EXECUTIVE OFFICERS OF TIIE REGISTRANT (Continued).

Present Principal
Date Originally Occupation or Employ-

Other Positions Elected as Director ment and Principal
and Offices IIctd (Current term expires Business and Other

Name of Director A, ge with the Company 5 fay 13,19SI) Directorships *

hiarvin Gibbs 6S None 5-17-72 President, Fry & Gibbs
Funeral IIome, Paris, Texas

John 51. Griffith 77 None 8-19 59 Chairman of the Board,
City National Bank,
Taylor, Texas

Charles F. IIawn 73 None 2-13-57 President,IIawn Lumber
Company, Inc.,
Atl. ens, Texas; also a
director of Southland
Financial Corporation

R. L. Poland 61 None 5-16-79 President and Chief
Executive Officer,
Lufkin Industries, Inc.,
Lufkin, Texas

James A. Ratteree 60 None 5-19-71 Investments; prior to hiarch 1,
1979 was President,
Ratteree Building hfaterials,
Inc., Irving, Texas; also a
director of Southwest 1;ank
& Trust Company, Irving

R. E. Roberts 65 None 5-17-72 Chairman of the Board and
Chief Executive OfIicer and
a director, Rangaire
Corporation, Cleburne, Texas;
also a director of Ennis
Business Forms,Inc.

B. Lynn Sanders, Jr. 61 None 5-15-74 President, Corsicana Crain
and Elevator Company,Inc.,
Corsicana, Texas; also a
director of Southland
Financial Corporation and
First Bancorp Inc.

C. Truett Smith 63 None 11-17-65 President, First State Bank,
Wylie, Texas

John A. Warner 57 None 11-14-79 President and Chief Executive
Officer, Tyler Pipe
Industries, Inc., Tyler, Texas;
also a director of Tyler
Corporation and The Peoples
National Bank, Tyler

Joe N. Weatherby 71 None 5-19-54 President and 5fanager,
Weatherby hiotor Company,
Inc., Brownwood, Texas

* Principal occupation or employrnent has been the same for the last five years, except see part (b)
for Alessrs. Skelton, Campbell and Blakey.
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*
,

i

ITEAf 9. DIRECTORS AND EXECUTIVE OFFICERS OF TIIE REGISTRANT (Continued).

Here were no arrangements or understandings between any director and any other person
pursuant to which he was selected as director, other than with directors or ofEccrs of the Company
acting solely in their capacities as such.

(b) and (e) IdentiScation of executive officers and business experience:

! Date Elected
to Present OGice(s) ,

Positiom and (Current term expires Business Esperience
Name of Officer Age Offices IIeld May 13.1991) (Preceding Five Years)

J. F. Skelton 66 Chairman of the 5-17-78 Prior to 5-17-78 served in other
j Board and a management positions with
! Director the Company for more than

5 years.
i

) R. K Campbell 51 Prerident, Chief 5-17-78 Prior to 5-17-7S served in other
| Executive and a management positions with '

{ Director the Company for more than
5 years.

Thomas E. Blakey 43 Vice President and 8-18-76 Prior to S-18-76 served in other
,

a Director management positions with
the Company for more than

;

: 5 years.

Gerson Berman 59 Vice President 5-17-7S Prior to 5-17-7S served in other
management positions with4

! the Company for more than
5 years.

W. II. Goodenough 41 Vice President 2-1S-81 Prior to 2-1S-81 served in other
management positions with
the Company for more than

1 5 years.

Louis W. IIoward 54 Vice President 5-19-76 Prior to 5-19-76 served in other
3

management positions with

! the Company for more than

j 5 years. 1

i Leon Loveless 53 Vice President 11-17-76 Prior to 11-17-76 served in other !

I management positions with
! the Company for more than
! 5 years.

Joe Af. Nelson 42 Vice President 5-17-78 Prior to 5-17-7S eerved in other
management positions with
the Company for more than

i 5 years.

| Afichael D. Spence 39 Vice President 5-16-79 Prior to 5-16-79 served in other
management positions with

; the Company for more than
5 years.'

i

|
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ITEM 9. DIRECTORS AND EXECUTIVE OFFICERS OF TIIE REGISTRANT (Concluded),

Date Elected
to Present OIRee(s)i

Positions and (Current term espires Business Experience
Name of OEcer Age OEces lleid Alay 13,1951) (Preceding Five Years)

Charles V. SicCarter 55 Secretary and 5-19-72 Same.
Assistant Treasurer

Gary L. Price 36 Treasurer and 11-19-50 Prior to 11-19-80 served in other
Assistant Secretary management positions with

the Company for more than,

5 years.*

W. St. 51cDonough, Jr. 33 Assistant Treasurer 11-19-80 Prior to 11-19-60 served in other
management positions with
the Company for more than
5 years.

There were no arrwger..ents or understandings between any executive omeer and any other
person pursuant to which he was selected as oGeer, other than with oEcers or directors of the

; Company acting solely in their capacities as such.

(c) Identification of certain significant employees:

None.

! (d) Family relationships:

None.

(f) Involvement in certain legal proceedings:

None.

! ITE51 10. AfANAGEh!ENT REh!UNEllATION AND TRANSACTIONS.

(a) Current remuneration.
'

Securities or
property, insurance

Salaries, fees. benefits or
Name of individual directors' fees, reimbursement,

or number of Positions erul Offices commissions personal
persons in group in which served and bonuses benefits'

J. F. Skelton Chairman of the Board
and Director S 96,250 $ 6,9S7

R. K. Campbell President, Chief
Executive and
Director 153,633 8,137

Thomas E. Blakey Vice President and,

, Director S6,667 4,919
! II. O. Weatherbee, Jr.* * Vice President 76,333 5,026
i Gerson Berman Vice President 65,017 4,293

2S (includingindividuals Directors and O$cers
named above) $937,S30 $55,439

* Represents vested employer contributions under the Employee Stock Ownership Plan (establishedi

pursuant to the Tax Reduction Act of 1975, as amended) and the Employees' Thrift Plan of the,

37
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ITE.\1 10. NIANAGE.\ LENT RE.\lUNERATION AND TRANSACTIONS (Continued).

Tesas Utilities Company System which are generally available to all employees including ofIicers
but not directors who are not also salaried oilicers. Personal benefits, which cannot be specifically
<letermined, do not exceed $10,000 for each person and are not included.

" Retired from the Company hlarch 1,19S1,

(b) Proposed Remuneration.

Retirement Plan. The Company has non-contributory defined benefit retirement plans covering
substantially all employees including officers but not directors who are not also salaried officers. The
Company funds the plans with amounts determined annually by the plans' actuary; however, the
amounts contributed are not determined by individual amount. Eligible employees receive monthly
pension benefits upon retirement with the annual nonnal retirement benefit equal to 1.37o of the first
$7.S00 plus 1.5% of the excess over $7,500 of average annual earnings received by the participants
during their three years of highest earnings multiplied by the number of years of accredited service.
Earnings are defined as total annual remuneration paid to an employee for services rendered exclusive
of overtime earnings or any special or extra compensation. Retirement benefits under the plans are
not subject to reduction for Social Security benefits or other offset amounts.

The estimated annual benefits payable upon retirement at age 65 to persons in specified average
salary and accredited years-of-service classifications are set forth in the table below.

Annual Retirement BeneSts

20-Years 30. Years 40-Years
3-Year Average Accredited Accredited Arcredited
Annual Salary Service Senice Service

$ 50,000 $14,6SS $22,032 $29,376

70,000 20,6SS 31,032 41,376

90,000 26,6SS 40,032 53,376

110,000 32.6S3 19,032 65,376

130.000 38.6SS 5S,032 77,376

150.000 41.6SS 67,032 89,370

170.000 50,6SS 70,032 101,376

190,000 56,6SS 85,032 113,376

The accredited years of service as of December 31,1950, for the officers of the Company named
in the remuneration table above are as follows: hir. J. F. Skelton, 40 years; hir. R. K. Campbell,
21 years; hir. Thomas E. Blakey,19 years; .\fr. II. O. Weatherbee, Jr., 37 years; and hir. Gerson
Berman, 33 years.

Thrift Plan. Under the Employees' Thrift Plan of the Texas Utilities Company System, employees
of the Company may save, by payroll deductions, up to 6% of their regular salary or wages. Em-
player-corporation makes a contribution to each participant's account of 40%, 50% or 60% of the
employee's savings depending upon his length of service. Employer contributions are invested in
common stock of Texas Utilities.

Employee Stock Otrnership Plan. Under the Employee Stock Ownership Plan of the Texas
Utilities Company System, the Company contributes each year to a trustee amounts up to the addi-
tional 1% and 1E: investment tax credit allowed under the Internal Revenue Code. Such con-
tributions are invested in common stock of Texas Utilities for the account of participatmg employees
of the Company in proportion to their compensation. The amounts contributed based upon the thTc
credit are conditioned upon a matching contribution by the participant. Shares alhicated to a par-
ticipant's account may not be withdrawn execpt under certain limited conditions or upon termination
of service with the Company.

33



ITE31 10, 5fANAGE.TIENT IlE51UNEllATION AND TRANSACTIONS (Concluded).

(c) Remuneration of directors.

The Company's standard arrangement for compensating directors, other than directors who are
also salaried officers of the Company or its parent, for services is as follows:

Annual lletainer $1,600
Each Ilegular or Special Aleeting Attended 300
Each Committee Afecting Attended 100
Ilcimbursement for Transportation Costs and other Expenses inciared in Attending

5feetings

( (d) Options, warrants, or rights.

None.

(c) Indebtedness of management.

None.

(f) Transactions with management.

None.

(g) Transactions with pension or similar plans.

None.

(h) Termination of employrnent.

None.
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PART IV

ITEM 11. EXIIIBITS, FINANCIAL STATEMENT SCIIEDULES, AND REPORTS ON FORM 8-K.

Pass
,

'

(a) Documents filed as part of this report.

1. Financial statements (included in Item S, Financial
Statements and Supplementary Data):

Statement of Income for each of the three years
in the period ended December 31,1980 20.

Statement of Source of Funds for Construction for
each of the three years in the period ended December 31,1980 . 21

Balance Sheet, December 31,19S0 and 1979 22

Statement of Retained Earnings for each of the
three years in the period ended Daember 31,1980 24

Notes to Financial Statements 25

Supplementary Information Concerning Effects of Changing Prices 31;

2. Financial Statement Schedules: -

V- Electric Plant for each of the three years in the period
ended December 31,1950 42

VI- Accumulated Depreciation for each of the three years in
the period ended December 31,1980 . 43

VIII-Valuation and Qualifying Accounts for each of the three
years in the period ended December 31,19S0 . 44

X-Supplementary Information for each of the three years in the
period ended December 31,1950 45!

The following financial statement schedules are omitted because of the absence of the
conditions under which they are required or because the required information is included in the!

Financial Statements or notes thereto:

I, II, III, IV, VII, IX, XI, XII, and XIII.

3. Exhibits:
'

3(a)1* - Restated Articles of Incorporation filed as Exhibit 6 of Form 8-K dated
November,1976.

3(a)2'-Statement of Resolution Establishing Eleventh Series of Preferred Stock of
the Company, filed as Exhibit 2(e), File No. 2-57902.

3(a)3'- Articles of Amendment to the Restated Articles of Incorporation as amended,
filed as Exhibit 3 to Form 10-Q for the quarter ended June 30,1977.

3(a)4'-Statement of Resolution Establishing Twelfth Series of Preferred Stock of
the Company, filed as Exhibit 2(g), File No. 2-63370.

3(a)5* -Form of Statement of Resolution Establishing Thirteenth Series of Preferred
Stock of the Company, filed as Exhibit (b)(2)-7, File No. 2-67593.

3(b)* -Bylaws, as amended, filed as Exhibit 5 in Form 10-Q for the quarter ended1

September 30,1978.

40.
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ITEAt 11. EXIIIBITS, FINANCIAL STATEAIENT SCIIEDULES, AND REPORTS
ON FORAI S K (Continued).

4(a)* - Afortgage and Deed of Trust, dated as of Af ay 1,1915, between the Company
and flepublic National Bank of Dallas, as trustee, filed as Exhibit 7(c),
File No. 2-5718.

4(b)* - Supplemental Indentures to h!ortgage and Deed of Trust:

Number Dated File Reference Exhibit

First October 1,1947 2-7204 7(a)
Second April 1,194S 2-7416 7(a)
Third April 1,1952 2-9174 4(c).

Fourth 51ay 1,1953 2-102G1 4(c)
Fifth October 1,19~>i 2-11162 2(b)
Sixth November 1,1956 2-12S56 4(c)
Seventh December 1,1958 2-14553 2(b)
Eighth January 1,1961 2-19452 2(b)-1
Ninth February 1,1963 2 21023 2(b)
Tenth January 1,1965 2 24326 2(c)
Eleventh February 1,1966 2-24326 2(d)
Twelfth February 1,1967 2-25SS5 2(c)
Thirteenth January 1,1963 2-27S53 2(c)
Fourteenth February 1,1970 2-35911 2(c)
Fifteenth September 1,1970 2-38171 2(c)
Sixteenth February 1,1971 2-390S3 2(c)
Seventeenth February 1,1972 2-42763 2(c)
Eighteenth February 1,1973 2-16740 2(c,)
Nineteenth February 1,1974 Form 8-K (1)

February,1974
Twentieth October 1,1974 Form 8-K (1)

October,1974
Twenty-first April 1,1975 2-52565 2(c)
Twenty-second January 1,1976 2-55210 2(cf
Twenty-third February 1,1977 2-57963 2(c)
Twenty-fourth February 1,1979 2-63369 2(c)
Twenty-fifth Af ay 1,1950 2-67594 (b)(2)-2

4(c)* - Debenture Agreements between the Company and First National Bank of
Dallas, Trustee:

Dated File Reference Exhibit

January 1,1962 2-19452 2(c)-2,

'

January 1, 1961 2-21962 2(c)-3
April 1,1969 2-31966 4(c)

4(d) - Agreement to furnish certain debt instrume nts

12(a) -Computation of Ratio of Earnings to Fixed Charges

12(b) -Computation of Supplemental Ratio of Earnings to Fixed Charges

* Incorporated herein by reference

(b) Reports on Form 8-K:

None.
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TEXAS POWER & LIGHT COMPANY

SCHEDULE V-ELECTRIC PLANT

COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E COLUMN F
Other

Balance at Changes
Year Ended beginning Additions add (deduct) Balance at

December 31, ClassiScation of year at cost Retirements - describe end of year

(Thousands of Dollars)
1980 Ettenue Purr

In service:
Production $ 940,32S $ 11,615 $ 632 $ - $ 951,311

Transmission 39S,027 47,452 998 - 444,481
"

Distribution 617,394 60,912 8,742 - 699,564

Ceneral . 55,914 14,591 2,821 - 67,684

Total electric
,

plant in service 2,041,663 131,570 13,193 - 2,163,040

Construction work in
progress 659,522 279,475 - - 938,997

Nuclear fuel 23,829 11,023 - - 34,852

IIeld for future use 4,7S9 (1,469) - - 3,320

Total elec*ric plant. $2.729,S03 $423,599 $13,193 $ - $3,140,209

1979 Etterruc Purr

In senice:
Production S &l6,066 $ 95,213 $ 951 $ - $ 940,328
Transmission 370,350 29,503 1,626 - 398,027

Distr bution 592,69i 62,254 7,554 - 647,394i

General 51,021 7,993 3,100 - 55,914

Total electric
plant in service 1,S60,131 194,963 13,431 - 2,041,663

Construction work in
progress 495,320 161,202 - - 659,522

Nuclear fuel 17,3S2 6,447 - - 23,829

IIeld for future use 4,152 637 - - 4,789

Total electric plant. $2,376,955 $366,249 $13,431 $ - $2,729,803

1978 Etterruc Purr
In senite:

Production $ 632,202 $2M,303 $ 439 $ - $ 846,066

Transmission 352,456 18,814 950 - 370,350

Distribution 553,733 46,602 7,616 - 592,694

General 44,758 8,093 1,835 - 51,021

Total electric plant
in service 1,583,1&i 2S7,817 10,870 - 1,860,131

Construction work in
i progress 4S3,118 10,202 - - 495,320

i Nuclear fuel 7,467 9,915 17,382

IIeld for future isc 2,483 1,661 - - 4,152

Total electric plant $2,078,257 $309,593 $10,870 $ - $2,376,985
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TEXAS POWER & LIGHT COMPANT

SCIIEDULE VI- ACCUMUI.ATED DEPRECIATION

COLUhfN A COLUAIN B COLUhtN C COLUAIN D COLU3fN E COLUhtNF
Additions

Balance at charged to Other Changes
Year Ended beginning costs and add (deduct) Balance atDecember 31, Description of year expenses Retirements - describe * end of year

(Thousands of Dollars)
19S0 Accumulated

depreciation $433,158 $69,SS1 $10,423 $2,295 $494,911
1979 Accumulated

depreciation $377,316 .$61,152 $10,232 $1,S92 $433,15S
1978 Accumulated

depreciation $325,776 $56,312 $ 6,367 $1,625 $377,346
5

| * Depreciation of transportation and work equipment, based on the estimated lives thereof, is
charged to a clearing account and allocated on the basis of the use of such equipment, and
depletion of lignite is charged to other operating expenses.

:

4

|

|
|
|
[

I

1

|

|
|

[

I

|
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TEXAS POWER & LIGHT COMPANY

SCHEDULE VIII-VALUATION AND QUALIFYING ACCOUNTS

COLUMN A COLUMN'B COLUMN C COLUMN D COLUMN E
Additions

Balance at Charged to Charged to
Year Ended beginning Costs and other accounts Deductions - Balance at

December 31 Description of year Expenses - describe describe end of year

(Thousands of Dollars)

1980 Allowance for
uncollectible accounts $1,651 $3,293 - $2,495 (a) $2,449

Reserve for insurance
and casualties $1,703 $ 418 - $ 500 (b) $1,621

1979 Allowance for
uncollectible accounts $1,72S $1984 - $2,061 (a) $1,651

Reserve for insurance
and casualties $2,791 $ 586 - $1,677 (b) $1,703

1978 Allowance for
uncollectible accounts $1,533 $2,301 - $2,106 (a) $1,728

Reserve for insurance
and casualties $2,662 $ (227) - $ (359)(b) $2,794

Notes:

(a) Deductions from the allowance represent uncollectible accounts written off less recoveries
of amodnts previously written off.

(b) Deductions from the reserve for 1950 and 1979 represent major uniasured losses. Deduc-
tions from the reserve for 1978 represent a partial recovery of a major uninsured loss that
occurred in 1977.
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TEXAS POWER & LIGHT COMPANY

SCHEDULE X- SUPPLEMENTA11Y INFORMATION

Year Ended December 31,

1980 1979 1978

Taxes other than income:
Ad valorem $15,792 $12,498 $11,309.

; local gross receipts 16,574 14,616 14,532.

State gross receipts 10,588 8,792 8,201
State franchise 4,908 4,373 3,951.

Federal and state payroll 5,147 4,431 3,573
- Miscellaneous 6,501 6,161 5,917

Total $59,510 $50,904 $47,483

Charged to:
Operating expenses $49,818 $42,411 $39,187
Electric plar.t and sundry accounts 9,692 8,493 8,296

1

Maintenance and repairs, depreciation, depletion, amortization, rents, lease commitments, royalties,
research and development, and advertising, other than amounts set out separately in the statement of
income are not signiBcant.

.

i

1

i
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SIGNATURES

Pursuant to the reouirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TEXAS PowEn & Lrcirr CouPANY

Date: March 27,19S1 By R. K. CAMPBELL

R. K. Campbell, President

Pursuant to the requirements of the Securities Exchange Act of 1934, this uport has been signed
below by the following persons on behalf of the Registrant in the capacities and in the date indicated.

Signature Title Date

R. K. CAlfPBEr.r. Principal Executive OfBeer '

and DirectorR. K. Campbell, President

W. II. GOoDENorCH Principal Financial OfBeer

W. II. Goodenougb, Vice President

GARY L. ParcE Principal Accounting OfBeer

Gary L. Price, Treasurer

K. A. ANDERSON Director

K. A. Anderson

E. L. AsHcnorr, Ja. Director

E. L. Ashcroft, Jr.

T. L. AvsTIN, Jn. Director March 27,1981,

T. L. Austin, Jr.

THohfAS W. BAKER Director

Thomas W. Baker

TirostAS E. BLAKEY Director

Thomas E. Blakey

FRANx A. BLANIENBECKLER, JR. Director

Frank A. Blankenbeckler, Jr.

Director

Ben II. Carpenter

MARVIN GrBBs Director

Marvin Gibbs ,

46

i
'

_ _ _ _ _ _ - __ _ - _ _ _ _._ ._ ___



. _ . _ x - , . . _ . _ - . - . .- . __

|

Signature Title Date

i JoirN M. GRIrrms Director '

i John M. Griffith

! CirARIIS F. IIAWN Director
Charles F. Hawn

1

R. L. POI.AND Director
R. L. Poland

i

JAh ES A. RATrEREE Director

James A. Ratteree

R. E. ROBERTS Director
R. E. Roberts

t March 27,1981
,

; B. LYNN SANDERS, JR. Director
! B. Lynn Sanders, Jr.

J. F. Str.tzroN Director,''
'

J. F. Skelton
!

C. TRtrrr Sarm Director
C. Truett Smith;

JoirN A. WARNER Director
; John A. Warner

Jon N. WEADIERBY Director

{ Joe N. Weatherby
,
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PART I
I Item 1. BUSINESS.

THE COAfPANY

Dallas Power & Light Company (Company) was incorporated under the laws of the State of,

Texas in 1917 and has perpetual existence under the provisions of the Texas Business Corporation;

{ Act. The Company is an electric utility engaged in the generation, purchase, transmission, distribu-
; tion and sale of electricity wholly within the State of Texas. The Company possesses all of the

necessary franchises and certificates required to enable it to conduct its business (see Regulation
and Rates).

i

| The Company, Texas Electric Service Company (Texas Electric) and Texas Power & Light
j Company (Te.sas Power), whose respective systems are interconnected, are subsidiaries of Texas
! Utilities Company (Texas Utilities). Texas Utilities also has three subsidiaries which perform spe-

cialized services, at cost, for the Texas Utilities Company System (System), including the Company:
Texas Utilities Services Inc. (Service Company) furnishes engineering, financial and other services;,

j Texas Utilities Fuel Company (Fuel Company) owns a natural gas pipeline system, acquires, stores
'

and delivers fuel gas and oil and provides other fuel services for the generation of electric energy;
and Texas Utilities Generating Company (Generating Company) operates the jointly-owned generating:

stations and furnishes related services, including the ownership and operation of fuel production
facilities for surface mining and recovery of lignite for use as fuel at such stations (see Note 2 to
Financial Statements).

.

j The Company had a total of 2,431 full-time employees at December 31, 1980 and provides
electric service in the Greater Dallas area. including the incorporated municipalities of Dallas,

,
IIighland Park, University Park and Cockrell Ilill and some of the adjacent unincorporated areas,

i substantially all of which are in Dallas County. The territory served has an estimated population of
i 936,000. During the year 1950, approximately 447e of operating revenues was derived from residential

j sales,38To from commercial sales,12Te from industrial sales and 6% from other sources.

! For energy sales and operating revenues contributed by each class of service, see Item 6, Selected
I Financial Data - Operating Statistics.

1

| GENERAL PROBLEAIS Ol' TIIE INDUSTRY

The electric utility industry in general is currently experiencing problems in a number of areas,
j meluding the effects of inflation upon the cost of operations and upon construction expenditures,

availability and increased cost of fuel for the generation of electric energy, the ability to fully-
,

recover increases in fuel costs through automatic fuel adjustment clauses, supply and high cost of
capital, difficulty in obtaining sufficient return on invested capital and in securing adequate rate; i

i increases when required, compliance with environmental and mining regulations, uncertainties regard-
ing the construction and fueling of nuclear generating units, licensing and other delays affecting the3

j construction of new facilities, and the effects of conservation in the use of electric energy. 'Ihc
Company has been experiencing certain of these problems in varying degrees (see Fuel Supply,;

Regulation and Rates, Environmental Alatters; Item 2. Properties - Construction Program: Item 3,

j Legal Proceedings; and item 7, Afanagement's Discussion and Ar.alysis of Financial Condition and
Results of Operations). The Company is unable to predict the future effect of such factors upon
its operations.

In addition, the National Energy Act (NEA), enacted in November 1978, seeks to promote
conservation of energy and the development of more plentiful domestic energy sources through,

; various regulatory and tax provisions. Among other things, NEA requires state regulatory authorities
; to give consideration to certain rate and other standards and ioad m: <agement techniques, and
; provides for compulsory interconnections and transmission of power under certain circumstances (see

|. Regulation and Rates), and restricts the use of natural gas and oil (see Fuel Supply). The Company

| is unable to predict the future effect of this legislation upon its operations.
1
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Item 1. BUSINESS (Continued).

FUEL SUPPLY

Net input to the Company's system for the year 19SO was 12,847 million kilowatt-hours of which
12,713 million was generated in Company stations. Du-ing this period, 142,932,S65 million Btu of
fuel were consumed for electric generation at an average cost of 145.4e per million Etu.

A comparison of the unit cost per million 13tu of fuel consumed and the fuel mix for electric
generation during the last three years is shown below:

Fuel Mix For
Unit Cost Per Million Btu Electric Generation

1980 1979 1978 1980 1979 1978

Cas 231.8c 204.4c 186.7c 48.1% 48.2 % 55.1 %
Oil 1475.9 200.3 221.6 - 0.7 0.6
Lignite * 64.5 60.4 42.4 51.9 51.1 44.3

Average / Total 145.4c 130.7c 123.le 100.0 % 100.0 % 100.0 %

* Lignite cost per ton: $8.41 for 19SO, $8.05 for 1979, and $5.78 for 1978.

' Die cost of fuel and increases therein are generally recoverable under the fuel cost factor referred to
under Regulation and Rates.

Gas
i

Fuel gas for the Company's five principal gas-fueled and gas / oil-fueled generating stations (see
Item 2, Properties) having a net capability of 2,955 megawatts was provided by Fuel Company and
Lone Star Gas Company (Lone Star). During 1950, Fuel Company provided approximately 81% of
the Company's gas requirements. Short-term curtailments of gas deliveries have been experienced
under the contracts with Lone Star during periods of peak demand on its delivery system: however,;

such curtailments have been of relatively short duration and have had no major impact on Company
operations.

In June 19S0, several Lone Star gas supply contracts held by the Company and Texas Electric
were assigned to Fuel Company. Concurrently with these assignments, supplemental agreements
between Fuel Company and Lone Star were signed which provide for (i) an increase in maximum

, daily and annual delivery obligations of Lone Star, (ii) an increase in the delivery points through
| which these supplies could flow to System generating stations, and (iii) an extension of the primary

term through 19S9 or 1990, with provision for year to year extension by mutual agreement.

Fuel Company owns and operates an intrastate natural gas pipeline system which extends
from the gas-producing area of the Permian Basin in west Texas to the Fort Worth-Dallas area and
eastward to the gas fields of east Texas. This system includes a one-half interest in a natural gas
pipeline which extends 395 miles from the Permian Ilasin area of west Texas to a point of termination
south of the Fort Worth-Dallas area. This 36-inch line has a total initial capacity of 550 million
cubic feet of gas per day which can be increased at additional cost to 1,300 million cubic feet per day
by the mstallation of compression. Fuel Company also owns and operates an additional 1,303 miles
of various smaller capacity lines which are used to gather and transport natural gas from other gas-
producing areas, including the gas fields of east Texas. Pipeline facilities of Fuel Company are
interconnected with similar facilities of Old Ocean Fuel Company, a subsidiary of Texas Electric,
to form an < ' grated network through which fuel gas is gathered and transported to certain of the
generaung sauens of the Company, Texas Electric and Texas Power for use in the generation of
electric energy.

Fuel Company has acquired under contracts expiring at intervals through 2000. principally with
producers at the wellhead, supplies of gas which are generally espected to be produced over a ten

2
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Item 1. BUSINESS (Continued).

'

to fifteen year period. As gas production declines and/or contracts expire, new contracts are negotist-4

ed to replenish or augment such supplies. During 1950, no curtailments were experienced under
these contracts.

Fuel Company also owns and operates underground gas storage facilities with a usable capacity
of 22.4 billion cubic feet. Gas stored in these facilities is currently capable of being withdrawn at a
rate of approximately 215 million cubic feet per day for use during periods of peak demand or

'

curtailment of deliveries by other gas suppliers.

In November 1978, the Powerplant and Industrial Fuel Use Act of 197S (Fuel Use Act), was
,

enacted as part of the NEA. Among other things, the Fuel Use Act (i) generally prohibits the use
,

of natural gas and/or oil as a primary energy source in any new electric power plants, (ii) limits the '

use of natural gas as a primary energy source in existing electric power plants in any calendar year
before 1990 in a greater pmportion than the average yearly proportion of natural gas used during
1974 through 1976, and (iii) requires that natural gas used in such facilities cease by 1990 unless
specific exemptions can be obtained. The Economic Regulatory Administration of the Department -
of Energy (DOE) has issued regulations implementing this Act. The Company is not able to state

| what impact this legislation or these regulations will have on future operations. (See Item 3, Legal
Proceedings.)

Oil<

During 19S0, dependence by the Company upon fuel oil as an alternate source of boiler fuel
amounted to 6,053 barrels of oil or 0.03% of total fuel requirements. Fuel oil is stored at all of the,

! Company's principal gas.feeled and gas / oil-fueled generating stations. At December 31,1950 the
Company had fuel oil storage capacity sufBeient to accommodate the storage of approximately 1.1
million barrels of oil, with approsimately 0.9 million barrels of oil in inventory. It is anticipated that
oil required to replenish that removed from storage and consumed for the generation of electric,

{ energy will be met primarily from purchases in the open market or from Fuel Company. Fuel
| Company has access to an oil pipeline and owns terminal facilities to provide for more dependable
i and eHicient movement of oil.
|

Lignite

Two units in service at the Big Brown generating station, three units at the Afartin Lake generat-
ing station, and two units at the hlonticello generating station (see item 2, Properties), having an

j aggregate net capability of 4.550 megawatts and providing 1,101 megawatts to the Company, use
i lignite as fuel; two other lignite-fueled units, with an aggregate. net capability of 1,500 megawatts,
i now in design or under construction, will provide 300 megawatts to the Company (see item 2,. Prop-
| erties-Construction Program). These lignite units which will be base loaded to operate at the maxi.
! mum practical load factor, have been or are being constructed adjacent to lignite reserves which will

be surface mined. At the present time, the Company, Texas Electric and Texas Power, along with
Aluminum Company of America who is a joint-participant with Texas Power in the construction of a,

lignite-fueled generating station, own in fee or have under lease an estimated S20 million proven
lrecovera le tons of such reserves. The Company, Texas Electric and Texas Power, through Fuel

Company, are engaged in an active program of core drilling and/or acquiring additional reserves.,

Generating Company owns and operates equipment to remove the overburden and to recover lignite.
1 For information concerning the applicable air quality standards, see Enviromnental NIatters.

!- Lignite production operations at the Big Brcwn, Afartin Lake and Afonticello generating stations
; are accompanied by an extensive reclamation program which returns the land to productive uses i

| and includes a vegetation restoration program. Similar programs are planned for future lignite-fueled
generating stations mentioned above. For infonnation concerning federal and state legislation with
respect to surface mining, see Environmental hiatters.

,
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Item 1. BUSINESS (Continued).

Nuclear

Two nuclear-fueled units of 1,150 megawatts each under construction at the Comanche Peak
station will provide 422 megawatts aggregate net capability to the Company. The first of such units
is scheduled for service in 19S2 and the second in 19st (see item 2, Properties-Construction
Program). Commitments have been obtained for anticipated uranium ore concentrate requirements
and fabrication services for both units for the first 17 years of operation. Uranium hexafluoride
conversion services have been contracted for through 19S7, and uranium enrichment contracts,
having a duration of approximately 30 years, have been made with the DOE. No arrangements have
as yet been made for the reprocessing requirements for the Comanche Peak units and it is imderstood
that at present there are no repmcessing plants in commercial operation in the United States.
Ilowever, there will be on-site storage capacity for spent fuel suilicient to accommodate the operation
of the units for approximately 17 years and this storage capacity can be increased. Additional
contracts for uranium ore concentrates and nuclear fuel cycle services will be required in the future;
however it is not possible to predic the ultimate availability or cost thereof.

General

The Company is not able to state what problems may be encountered in the future in obtaining
the fuel it will require for use in generating electric energy to serve its customers, or to predict the
effect upon its operations of any difliculty it may experience in protecting its rights to fuel now
under contract or in acquiring fuel in the future, or the cost thereof, although the cost of fuel
is generally recoverable under the fuel cost tariff schedule approved by various regulatory authorities.

REGULATION AND RATES
Regulation

Texas Utilities and its subsidiaries, including the Company, are presently exempt from the pro-
visions of the Public Utility Holding Company Act of 1933, except as to Section 9(a)(2) which relates
to acquisition of securities of public utility companies.

At present, the Company does not transmit electric energy in interstate commerce or sell electric
energy at wholesale in interstate commerce, or own or operate facilities therefor, and is not connected
directly or indirectly to other systems which are involved in such interstate activities, except during
the continuance of emergencies permitting temporary or permanent coimections which do not subject
the Company to the jurisdiction of the Federal Energy Regulatory Commission (FERC), successor
to the Federal Power Commission (FPC) under the Federal Power Act. In view thereof, the Company
believes that it is not a public utility as defined in the Federal Power Act and has been advised by its
counsel that it is not subject to regulation under such Act as to the issuance of securities or otherwise;
however, should the Company become subject to the Federal Power Act, it would be subject to reg-
ulation by FERC with respect to rates for transmission and sale of electric energy at wholesale, the
interconnection of facilities, the issuance of securities and to the extent the FERC determines, ac-
counting policies and practices.

The Public Utility Commission of Texas (PUC) has original jurisdiction over electric rates
and service in unincorporated areas and exclusive appellate jurisdiction to review the rate and
service orders and ordinances of municipalities. Each municipality has original jurisdiction over
the regulation of electric rates and service within its corporate limits until such time that any such
municipality may elect to have the PUC exercise original jurisdiction. Approximately 1"c of the
Company's revenues for 1950 were derived from electric energy sales to customers subject to the
original jurisdiction of the PUC. (See also Environmental .\latters for information relating to the
Railroad Commission of Texas.)

4
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Item L BUSINESS (Continued).

The Public Utility Regulatory Policies Act of 1978 (PURPA), a constituent bill of the NEA,
grants power to FERC on its own authority or on application of any electric utility, co-generator or
state regulatory authority to order interconnections and transmission of power under certain circum-
stances. Ilowever, compliance with such an order involving interstate transmission of power would
not subject the Company to the general jurisdiction of FERC. PURPA also requires state regulatory
authorities to hold public hearings to consider the application of certain rate design and other stan-
dards and the mandatory use of load management techniques. The Company is unable at this time
to assess the full effect of PURPA standards and regulations upon the results of its_ operations or
financial condition.

Central and South West Corporation (CSW) is a holding company with electric utility sub-
sidiaries operating in Arkansas, Louisiana, Oklahoma and Texas. For many years, CSW has operated
two separate systems-one interstate and part of the Southwest Power Pool (SPP), and the
other an intrastate system tied in with the Texas Interconnected Syste.n (TIS), an it.trastate network
of six major investor-owned and seven public entities. TIS includes Central Power & Light Company
(CP&L), the southern part of West Texas Utilities Company (WTU) both of which are CSW sub-
sidiaries, Houston Lighting & Power Company (IIIAP), and the Company, Texas Electric, and Texas
Power, among others. On Afay 4,1976, CSW put its Texas system into interstate commerce, and by
that act also connected the other parties in TIS to Oklahoma through WTU. Texas Electric promptly
disconnected from WTU and returned to intrastate operation. Also, on that date subsidiaries of
CSW, asserting that the Company, Texas Electric, and Texas Power were subject to the jurisdiction
of the FPC, petitioned the FPC to require them to reestablish connections with the interstate facilities
of the CSW system. (See Item 3, Legal Proceedings.) In July 1976, the FPC issued an order finding
that the Company, Texas Electric, and Texas Power were not public utilities as defined in the
Federal Power Act. On appeal, the United States Court of Appeals for the District of Columbia
Circuit has remanded this order to FERC, as successor to the FPC, for further clarification.

On Afay 2,1977, in Docket No.14, the PUC entered an interim order requiring WTU and CP&L,

in effect to return to their pre-hfay 4,1976 mode of operation, and further requiring WTU to sever
the interstate ties into Oklahoma. On Afay 4,1977, after WTU had severed the interstate ties, inter-
connections were reestablished between its intrastate system and TIS. On June 2,1977, the PUC
entered a final order confirming its interim order and prohibiting any party operating a utility system
connected with TIS from withdrawing from TIS or making connections with utility systems not so
connected unless approved by the PUC or pursuant to judicial mandate or order of the FPC.;

(See Item 3, Legal Proceedings.)

In February 1979, certain subsidiaries of CSW filed an application with FERC under PURPA
seeking generally to exempt CP&L and WTU from certain provisions of the PUC order in Docket No.
14 and to require the Company, Texas Electric and Texas Power to operate interconnected with,

facilities in the CSW system, including interstate facilities. In July 1979, FERC issued an order
; instituting an investigation in the matter, which is currently proceeding. (See Item 3, Legal Pro-
! ceedings.) In October 19SO, the Company, Texas Electric, Texas Power, IIL&P and CSW filed an

Offer of Settlement in this proceeding, which has the concurrence of the FERC staff, providing,1

among other matters, for the entry of an order requiring the establishment of two direct current
asynchronous interconnections between SPP and TIS and for the wheeling of power between
such systems under specified terms and conditions. 'Ihis offer is made on a basis which would not
subject the Company, Texas Electric, Texas Power and IIIAP to the jurisdiction of the FERC
generally. In December 1980, FERC granted the motion of the Department of Justice for leave to
intervene in this proceeding, which motion generally opposes the proposed settlement. As the
result of the intervention by the Department of Justice, the Administrative Law Judge ruled in
January 1981 that a hearing in this proceeding is necessary; however, this ruling will be reviewed by

, ~
FERC. The settlement proposal of CSW, the Company, Texas Electric, Texas Power and IIL&P
would encompass the proceeding before FERC mentioned hereinabove and is also contingent upon

5
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i Item 1. BUSINESS (Continued).

the settlement and termination of the proceeding before the Securities and Erchange Commission

f (SEC) described below.

In August 1978, in connection with the application by Generating Company for an operating
license for the Comanche Peak nuclear station, the Department of Justice indicated that the ir.tra-

,

state provisions of agreements among TIS members raise antitrust issues. The Nuclear Regulatory
Commission (NRC) has ordered a hearing on this matter which is in progress. Proposed licensing

| conditions relating to the antitrust matters have been agreed to by the NRC staif, the Department
of Justice and all parties to the Comanche Peak proceeding. There is also in progress a similar
hearing before the NRC relating to an operating license in connection with the South Texas nuclear
facility being constructed by IIL&P and CP&L, among others. The City of Brownsville, Texas
has intervened in this proceeding claiming that certain antitrust issues relating to HL&P should

- be considered, and asserted that similar issues affect the Company, Texas Electric and Texas Power
and should be considered in connectior with their license application.

In Alarch 1974, a request was filed with the SEC by four Oklahoma municipalities and two
cooperatives, asking, among other things, that the SEC undertake a review of the status of CSW and
its subsidiaries under the Public Utility IIolding Company Act of 1935; and that the SEC also review
the exemption granted to Texas Utilities and its subsidiaries, including the Company, to determine

i if that exemption should be revoked. A hearing concerning the status of CSW under this Act has
been in progress and is currently being held in abeyance pending resolution of the matters before
FERC described above.

f

In December 1976, Tex-La Electric Cooperative of Texas, Inc. (Tex-La), a wholesale customer of
Texas Power, requested an investigation by the PUC and the FPC to determine whether Texas Power
engages in interstate commerce in connection with the transmission of energy generated by the
Denison Dam plant located near the Texas / Oklahoma border and which of such agencies has
jurisdiction over the wholesale sales of Texas Power. Subsequently, the PUC has established whole-
sale rates for sales by Texas Power to Tex-La but the matter is still pending before FERC. Several
parties have intervened in the FERC proceeding including certain CSW subsidiaries, HL&P and
the State of Texas. In addition, the United States Supreme Court has granted a petition from the
State of Texas to determine the location of the Texas / Oklahoma boundary line in this area.

Rates

In September 19S0, the Company filed applications with the PUC and with the municipalities
of Dallas, Ilighland Park, University Park and Cockrell Ilill for upward adjustments in electric
service rates. On February 6,19S1, the PUC issued an order which recognized a revenue deficiency2

for the test year ended June 30, 1950, of approximately $30.3 million, or about 11.4%, for customers
subject to the original jurisdiction of the PUC. Either through placing rates in effect under bond, as
provided in the Public Utility Regulatory Act of Texas (PURA), or through issuance of interim orders
by the PUC acting in its appellate jurisdiction, the Company began billing said increased rates to

i

all customers in Alarch,19S1. Prior general rate levels were established, commencing in December
1979, by upward adjustments of electric sersice rates for all classes of service designed to increase
operating revenues for the test year ended December 31,1978 by approximately $37 million, or 9.7%.

General
'

In an order issued in April 1979, following a hearing with respect to certain transactions, invohing
substantial amounts, among the sabsidiaries of Tevas Utilities, including the Company, Texas Electne
and Texas Power, the PUC concluded that the transactions reviewed were generally in the public

; interest. Certain provisions of the order were appealed by the Company, Texas Electric and Texas
? Power and other parties to the proceedings. On December 30,19S0 following oral argument before

~i
the 53rd Judicial District Court of Travis County, Texas in the appeal of this matter, the Court

6
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Item 1. BUSINESS (Continued).

announced its intention to enter an order remanding this matter to the PUC for further consideration
in light of its conclusion that the provisions of PURA required a prior determination by the PUC of
the reasonableness of the charges involved in transactions among affiliated interests, which have
been recovered by the Company under its fuel adjustment clause. The Court further indicated that
it was not ordering additional refunds or requiring penalties to be levied but asked that these matters
be further considered by the PUC on remand. The Company intends to appeal any adverse final-
order entered by the Court. The Company cannot predict the outcome of this proceeding.

In December 1977, the Company accepted a revised franchise from the City of Dallas replacing-
the previous franchise under which it had operated since 1943. Under the terms of the revised

,
franchise, the Company has the nonexclusive right to maintain and operate an electric generating,
transmission and distribution system within the City of Dallas for a period of thirty years, subject'

to termination at fifteen years. The revised franchise is consistent with other electric utility fran-
chises and conforms to PURA. In October 1977, the Company accepted a revised franchise from
the City of University Park. In Afarch 19S0, the Company accepted a revised franchise from the
Town of Ilighland Park. Under the terms of these revised franchises, the Company has a nonexclusive
right to maintain and operste an electric generating, transmission and distribution system within
the City of University Park aad the Town of Ilighland Park for a period of thirty years and twenty
years, respectively. The Company also holds a franchise from the City of Cockrell Ilill, expiring in
1990. The Company by agreement pays to these municipalities 4Fo of the annual gross receipts from
business within these municipalities.

ENVIRON 5fENTAL AfATTERS

The Company is subject to various federal, state and local regulations dealing with air and
water quality and related environmental matters. (See Item 2, Properties- Construction Program
for scheduled expenditures and Item 3, Legal Proceedings.)

Air

Under the Texas Clean Air Act, the Texas Air Control Board (TACB) has jurisdiction over the
permissible level of air contaminant emissions from generating facilities located within the State of
Texas. In addition, the new source performance standards of the United States Environmental
Protection Agency (EPA) promulgated under the federal Clean Air Act, which have also been
adopted by the TACH, are applicable to such generating units, the construction of which commenced
after hfarch 5,17/2.

The Company's gas-fueled and gas / oil-fueled generating units have been constructed to operate
in compliance with regulations promulgated pursuant to these Acts. Particulate control devices have
been installed at each of the Company's lignite-fueled units and sulfur dioxide control devices have

i also been installed on the three units in operation at the Afartin Lake station in order to comply with
applicable regulations under these Acts. Due to variations in the sulfur content of the lignite fuel,
operation of certain of these generating units at reduced loads is required from time to time in order -

to maintain compliance with these standards.

Generating facilities presently under construction are designed to comply with applicable
statutes and regulations. To date, required construction permits have been obtained for Unit 4 at
the Afartin Lake station and Unit I at the Forest Grove station.,

The federal Clean Air Act Amendments of 1977, among other things, require the Administrator
of EPA to promulgate revised new source performance standards. The amendments also ecmtain
provisions relating to the prevention of significant deterioration of air quality pursuant to which
regulations have been issued, and limit the maximum allowable increases in concentrations of sulfur

i
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Item 1. BUSINESS (Concluded).

oxides and particulates in various areas. The Ccmpany cannot presently determine the effect of
these amendments and regulations upon its plannet construction program, although it is not expected
that the regulations relating to the prevention of significant deterioration of air quality will have a
substantial impact on the Company.

Water

The Texas Department of Water Resources (TDWR) and the EPA have jurisdiction over all
water discharges from Company generating stations and mining areas. The Company has ob.
tained all required liquid waste control orders from the Texas Water Quality Board, predecessor to the
TDWR, for facilities in operation and has applied for or obtained all such orders for facilities under
construction. The Company has received permits from the EPA under the National Pollutant Dis-
charge Elimination System (NPDES) for the discharge of waters from units at the Company generating
stations currently in operation. All NPDES permits required for units under construction and lignite
mining areas have been applied for or obtained. Atost of these permits expired in 1950; however,
applications for new permits have been submitted while interim authorizations are in effect, and the
Company believes that it can satisfy the requirements necessary to obtain rcnewals thereof.

In June 1979, the EPA issued revised regulations for the issuance of NPDES permits, the validity
of which is being challenged by various electric utility companies, including the Company, Texas
Electric and Texas Power. Also, it is anticipated that the EPA will issue new regulations relating
to thermal discharges as a result of litigation setting aside certain of the thermal regulations initially
adopted. The Company cannot presently detennine what modifications might be necessary to obtain
NPDES permits for future plants or to obtain renewals of existing permits, or to comply with future
requirements pertaining to thermal limitations or standards, nor can any determination be made of
the direct or indirect cost of any such modifications.

The Company generating stations presently in operation have been constructed to operate in
compliance with applicable state and federal standards relating to the quality of discharges of water.

Diversion of water by the Company for cooling and other purposes is subject to the jurisdiction
of the Texas Water Commission, formerly the Texas Water Rights Commission, which is empowered
to allocate such waters among users. The Company possesses all necessary permits from such Com-
mission for the use of surface water required for its present operations and plants under construction.

Other

System lignite mining operations are currently regulated at the state level by the Railroad
Commission of Texas. Surface mining permits in connection with the Big Brown, 5fartin Lake and
hionticello stations have been issued. Federal legislation regulating surface mining was enacted in
August 1977 and regulations implementing the law have been issued.

Disposal of solid waste is regulated under the Texas Solid Waste Disposal Act and at the
federal level under the Resource Conservation and Recovery Act of 1976 (RCHA). The EPA has
issued regulations under RCHA and the TDWR has issued regulations under the Texas Solid Waste
Disposal Act applicable to the Company's generating stations. The Company cannot presently deter-
mine the ciTect of these Acts upon its operations, but has submitted applications for the permits and
filed notices required by such regulations.

Item 2. PROPERTIES.
.

The Company owns and operates five principal generating stations, all located in Dallas County,
Texas, and is a joint owner with Texas Electric and Texas Power of the Big Brown, Nfartin Lake and
hfonticello generating stations. At December 31, 1980 the Company's total net generating capability
of 4,050 megawatts was comprised of 2,440 megawatts of gas-fueled generation (which is generally

8
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Item 2. PROPERTIES (Continued).

equipped to use fuel oil for short periods when the gas supply is interrupted or curtailed - see Item 1,
Business-Fuel Supply),515 megawatts of gas / oil-fueled generation aad 1,101 megawatts of lignite =

.

fueled generation.
i

The Company's ownership interest in jointly-owned generating stations in service is as follows:

Company's

Net Capability 8 e pad,on
* ec r( Megawatts) p

Percent Company Service
Station and Unit Partici- Partici- December 31
Location' Fuel No. pation Total pation 1990

Thousands of
Dollars

1 33 % 575 191
8Big Brown- Freestone County Lignite

2 33 % 575 192
'

1 00 575 115 ,096hionticello-Titus County Lignite
2 20 575 115,

1 20 750 150

{2
20 750 150 139,952

J,
h!artin Lake- Rusk County Lignite

3 25 750 188

*The Company's share of direct expenses for jointly-owned facilities is included in the applicable
operating expense categories; depreciation is not maintained by individual generating stations. The
Company provides financing for its participation in each jointly-owned generating station. See Item
1, Business-The Company and Fuel Supply, Note 2 to Financial Statements and Construction
Program regarding operation of the jointly-owned generating stations and additional facilities in.

design or under construction.

| At December 31,19S0 the Company's electric transmission and distribution system included 85
; substations, approximately 4,372 structure miles of transmission and distribution lines, and 351' miles

of underground conduit bank. The maximum hourly load on the Company's system for 19S0
occurred on August 22, aad amounted to 2,844 megawatts, all of which was generated by the
Company. The interconnected electric systems of the Company, Texas Electric and Texas Power are,

j connected by two 345,000 volt circuits to IIL&P; by five 13S,000 volt and eight 69,000 volt lines to
WTU: by one 345,000 volt, four 135,000 volt and one 69,000 volt lines to Lc,e Colorado River
Authority; and at several points with smaller systems operating wholly within Texas. The Company,

,

along with Texas Electric and Texas Power, is a member of the TIS (see Item 1, Business- Regula-4

i tion and Rates) and of the Electric Reliability Council of Texas, the regional reliability coordinating

| organization for electric power systems in Texas.
'

The generating stations, main office buildings, most substations, and other important units of
property of the Company are located on lands owned in fee simple. Certain substations are located

,
- on real property held under leases or casements. Transmission lines and distribution systems have
i been constructed in part on or across privately owned land pursuant to casements, or on streets or

highways and across waterways, pursuant to authority granted by municipal franchises and by grants'

of authority and permits issued by state. county and other governmental authorities. The Company
has the right of eminent domain whereby it may secure rights-of-way for other uses of land needed

j in the conduct of its business. The Company's titles to some of its pmperties may be subject to
minor defects and encumbrances customarily found in pmperties of like size and character.i

; Substantially all of the property of the Company is subject to the lien of the hfortgage and Deed of
j Trust securing its First hfortgage Bonds.

9
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Item 2. PROPERTIES (Continued).

CONSTRUCTION PROGRAM

Construction expenditures for 1981 through 1933, including allowance for funds used during
construction ( AFUDC), are estimated as follows:

1981 1982 1941

Thousands of Dollars

Production $ 90,000 $ 84,000 $ 57,000

Transmission 6,000 7,000 4,000
Distr;bution 27,000 28,000 37,000

General 11,000 8,000 6,000

Total $134,000 $127,000 $104,000

Such expenditures do not include nuclear fuel $ 3,000 $ 10,000 $ 13,000

The Company is subject to federal, state and local regulations dcaling with environmental
protection (see Item 1, Business - Emironmental Nfatters). The Company's portion of the con-
struction expenditures for lignite-fueled generating units for additionalitems of equipment contributing
to the protection of the erwironment included in production above is estimated to be $7,600,000 for
1981 and $2.500,000 for 1982. Similar such expenditures approximated $5,600,000 for 19S0, $3,700,000
for 1979, and $5,800,000 for 1978.

Additional generating units now in design or under construction, and the year each is scheduled
for service, are as follows:

Unit Net
Capability Company Participation (b)

(megawans)
Sched. Estimated

Company uled Expenditures Completed
Partici- for Through Estimated Cost Per

Station and Unit pation Service December 31, Completed Afegawatt
Location Fuel h Total (b) (a) 1980 Cost (c)

Thousands of Dollars
"*"' '

( l 1,150 211
1982{Somervell County Nuclear $280,185 $408,772 4 972

Forest Grove-
IIenderson County Lignite 1 750 150 1989 19,913 161,220 1,075

Niartin Lake-
Rusk County Lignite 4 750 150 1990 6,990 99,040 660

(a) Subject to approval of various regulatory agencies, including the NRC in the case of Comanche
Peak.

(b) Company participation in net capability and cost of units jointly-owned with Texas Electric and
Texas I|ower: Comanche Peak- 18.339h (14%9b owned by Texas Afunicipal Power Agency,
Brazos Electric Power Cooperative, Inc. and Tex-La); NIartin Lake No. 4 - 209c; Forest Grove-
207c. Concerning Comanche Peak, the sale by Company to Texas Electric and Texas Power and
the sale by Texas Power to Tex-La are subject to NRC approval.

(c) Except for Comanche Peak which reflects the total cost of the project for all po.ticipants.

As a result of design changes and modifications required by the NRC and of delays in obtaining an
operating license, in July 1950 the in-service dates of Units 1 and 2 at the Comanche Peak station were
delayed from 1981 and 1933 to 19S2 and 19S4, respectively. In addition, as a result of the Company's

'

continuing review of projected customer demand and the cost of financial resources, the Company

10
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Item 2. PROPERTIES (Concluded).

announced deferrals in the in-senice dates of other units under construction as follows: hfartin Lake
Unit 4 from 19S5 to 1990 and Forest Grove Unit 1 from 1987 to 1989. The above chart reflects the
foregoing delays and the resulting increased construction costs.

Following an incident at the Three Afile Island nuclear power plant, the NRC staif issued an
" Action Plan' in June 1980, designed to provide a comprehensive and integrated plan to improve
safety at nuclear power reactors. Eiforts are underway to comply with applicible requirements of the
Action Plan. Since many of the improvements indicated by the Three Afile Island accident had
already been incorporated in the design of Comanche Peak, the Company believes that the modifica-
tions presently underway will not significantly impact either the scheduled completion or the estimated
completed cost of the two units at the Comanche Peak station. However, if an operating license has
not been issued by the time Unit No.1 is ready for fuel loading, construction costs may increase and
the in-service date may be delayed. It is not anticipated that any deferral of the Comanche Peak
nuclear units wdl have a materially adverse effect upon the ability to provide adequate service or the
rest.!ts of operations of the Company.

In decisions rendered in July 1976 the United States Court of Appeals for the District of Columbia
Circuit, in two proceedings in which the Company was not a party, held that the NRC must, before
granting constmetion permits or operating licenses, consider the environmental impact of reprocessing
spent fuel and of waste disposal. In hfarch 1977, the NRC adopted an interim rule with respect
to such environmental impact and stated that all construction permits and operating licenses, including
the construction permit for Comanche Peak, previously issued will remain in effect. In April 1978,
the United States Supreme Court reversed the Circuit Court decisions, upheld the NRC review
procedures and remanded one case to require the Circuit Court to detennine if the NRC rule
concerning such environmental impact was adequately supported by the rulemaking record. Before
commencement of operations at Comanche Peak, an operating license must be obtained from the
NRC for which application has been made (see Item 1, Business- Regulation and Rates). The
Company cannot predict what effect the above proceedings may have on its application for such
operating license.

The effects of infla"on on construction costs and reevaluation of growth expectations by the
Company and other joint participants may require changes in estimated completed costs and comple-
tMn dates for certain generating units in design or under construction. Actual expenditures and dates
of completion may further vary because of other uncertain factors such as weather conditions, licensing
delays, and availability of fuel, labor, materials and capital. At December 31,19S0, construction of the
additional generating units and other major projects was on schedule for completion and testing
prior to the planned in-service dates. Commitments in connection with the construction programs,
principally for generating plants and related facilities, are generally revocable by the Company subject
to reimbursement to manufacturers for expenditures incurred or other cancellation penalties.

Of the funds required to finance the construction program in 1981 present estimates indicate
that approximately 50% will be provided from internal sources. The Company expects to sell addi-
tional securities from time to time as needed to finance substantial portions of its construction program.

During the period from January 1,197S to December 31,19S0, the Company made gross property
additions of approximately $30S.900,000 and retirements of property of approximately $14,600,000
resulting in net property additions of approximately $294,300,000. Such gross additions approximated
23% of total electric plant at December 31,1950.

Item 3. LEGAL PROCEEDINGS.

Fuel Supply

In October 10SO, the Company, Texas Electric, Texas Power and Generating Company filed a
petition in the United States Court of Appeals for the Fifth Circuit for review of regulations issued

11



Item 3. LEGAL PROCEEDINGS - (Continued).

by the Economic Regulatory Administration of the DOE implementing the Fuel Use Act (see Item 1,
Business- Fuel Supply). Such petition has been transferred to the United States Court of Appeals for
the Fourth Circuit.

Regulation and Rates

Texas Electric and IIL&P were named as defendants in a suit filed against them on Alay 3,1976,
in the United States District Court for the Northern District of Texas, Dallas Division, by MTU and
CP&L. (See Item 1, Business- Regulation and Hates.) The suit generally sought to require Texas
Electric and IIIAP to operate interconnected with the interstate facilities of WTU and CP&L. A
trial on the merits in this matter has been held and in February 1979, the Court entered a judgment
to the effect that it would not be in the public interest to force the defendants to interconnect in
irterstate commerce, finding, among other things, that the defendants had not violated the federal
antitrust laws. An appeal to the United States Court of Appeals for the Fifth Circuit has been filed
by WTU and CP&L, which have now requested that further action thereon be deferred pendinr
resolution of the settlement arrangements undertaken in connection with the FERC proceedir g
described in Item 1, Business - Regulation and Rates.

In July 1977, the Company, Texas Electric and Texas Power intervened in a suit filed by V.TU
and CP&L in the 53rd Judicial District Court of Travis County, Texas challenging the validity ,f the
final order issued by the PUC in Docket No.14. In .\ lay 197S. the DOE and FERC intervened w..-

tending that the PUC violated the United States Constitution and the Federal Power Act by ordering
CSW to cease and not renew interstate power sales. A decision in this suit is pending. (See Item 1,
Business - Regulation and Rates.)

Environmental mtters

In July 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against
the Company, Texas Electric, Texas Power, Generating Company and Service Company, by the State
of Texas on behalf of the TACH. The petition alleges that Generating Company and Service Company,
acting as agents for the Company, Texas E!cetric and Teus Power have violated regulations issued
undcr the federal Clean Air Act, provisions of the Texas Clean Air Act, and permits issued by the
TACH, in e.: lowing the start-up of Unit 3 at the .\tartin Lake station before the completion and opera-
tion of itc associated air pollution control equipment. The State seeks an injunction against further
violation of the federal Clean Air Act and penalties from each of the defendants of $1.000 for each
day and each act of violation. The defendants are contesting this action. 'Ihe Company does not
expect that an adverse decision in this suit would have a material effect on its operations or financial
condition. (See Item 1, Businers - Environmental .\f atters.)

In July 1979, Generating Company and various electric utilities filed suit in the United States
Court of Appeals for the District of Columbia Circuit challenging the validity of regulations issued
by the EPA pursuant to the federal Clean Air Act Amendments of 1977, relating to emissions of sulfur
dioxide. (See item 1, Ihisiness - Em ironmental Atatters.)

In June 1979, various electric utility companies, inch. dim., oc pany, Texas Electric and
Texas Power filed suits in the United States District Court for the We :ern District of Virginia and
the Umted States Court of Appeals for the Fourth Circuit challenging the validity of the revised
regulations issued by the EPA in 1979, pertaining to the issuance of NPDES permits These suits base
not yet been set for trial and the Company cannot predict the outcome of this matter. (See Item 1,
Business- Environmental Atatters.)

In Alay 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas, against
Generating Company by the State of Texas on behalf of the TDWH. The petition alleges that
Generating Company has discharged contaminated water from the Afartin Lake station into the

12
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t Item 3. LEGAL PROCEEDINGS (Concluded).

adjacent lake in violation of provisions of the Texas Water Code and permits issued thereunder to
Generating Company by the TDWR, In July 1979, the petition was amended to join a claim on
behalf of the Texas Parks and Wildlife Departmcnt (TPWDj that as a result of such discharges fish
have been killed, the State of Texas has suffered losses in the recreational value of its properties and
the safety of the public has been endangered. In July 19SO, TDWR and TPWD filed a second amended
petition which names Texas Utilities and Service Company as defendants, in addition to Generating
Company, alleges additional violations of permits, seeks an injunction against further violations and
seeks penalties in the amount of $1,000 from each defendant for each day and each act of violation
with a minimum of $281,000 from each defendant, damages in the amount of $1,450,314 in regard to
state fish resources and at least $500,000 for lost recreation resources, as well as $5,000.000 in punitive
damages. The Company does not expect that an adverse decision in this suit would have a material
effect on its operations or financial condition. (See Item 1, Business - Environmental Matters.)

; In May 1979, Generating Company, along with various coal producers, fihxl suit in the United
States District Court for the District of Columbia challenging the validity of certain of the final
federal surface mining regulations implementing federal legislation passed in 1977. Judgments
upholding certain of the challenged regulations, and remanding others for reconsideration have been
appealed to the United States Court of Appeals for the District of Columbia Circuit. Enforcement
of these regulations wouhl increase the cost of producing lignite; however, the Company does not
anticipate that the terms and conditions of permits issued thereunder will have a material adverse
effect upon its future use of lignite as fuel for the generation of electricity. (See Item 1, Business-
Fuel Supply and Environmental Matters.)

In June 1980, Generating Company and vanous electric utility companies intervened in a suit
pending in the United States District Court for the District of Columbia, challenging the validity
of certain EPA regulations issued under the RCRA.

Item 4. SECURITY OWNERSIIIP OF CERTAIN BENEFICIAL OWNERS AND AIANAGEMENT.

(a) Security ownership of certain beneficial owners at February 28,1981:

Amount and Nature Percent
! Name and Address of BeneScial of'

Title of Cass of BeneScial Owner Ownership G ass

Common Stock Texas Utilities Company 14,998,300 shares, 99.9 %
without par value 2001 Bryan Tower sole voting and
of the Company Dallas, Texas 75201 investment power

<

; (b) Security ownership of management at February 28,1981:
'

Number of Shares
i Title of Cass BeneGeially Owned' Percent of dass

7 Preferred Stock, without par value,
| of the Ccmpany None None

Common Stock of Texas Utilities
Company (parent) 40,830 Less than 1%

* Amount of shares with respect to which such persons have the right to actinire beneficial
ownership: Nonc

!

(c) Change in control:

None.
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PART II

Item 5. SIARKET FOR TIIE HEGISTRANTS CO.\f.\ TON STOCK AND HELATED SECURITY
IIOLDER SIATTEllS.

The Company's common stock is 99.97o owned by Texas Utilities.

The number of record holders of the Company's common stock as of February 28,19S1 was 2.

There is no market for the common stock of the Company.

Annual dividends per share of common of $2.36 for 19S0 and $2.36 for 1979 were paid.

Reference is made to Note 4 to Financial Statements regarding limitations upon payrnent of
dividends on common stock of the Company.

15
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-Item 6. SELECTED FINANCIAL DATA.'

FINANCIAL STATISTICS

Year Ended December 31,

1950 1979 1978 1977 1976

{ TOTAL ASSETS end of year (thousands) $ 1,126,170 $ 1,100,995 $ 1,047,450 $ 945,202 $ S24,069
'
. ELECTRIC PLANT end of year-
'

(thousands) $ 1,372,4S2 $ 1,318,354 8 1,244,442 $ 1,078,157 $ MS,359
Accumulated depreciation-end of year $ 313,797 $ 277,817 $ 245,683 $ 218,S-18 $ 200,927
Construction expenditures (including

allowance for funds used during
construction) $ 121,693 $ 167,600 $ 15S,433 $ 136,775 $ 114,74S

I CAPlTALIZATION end of year (thousands)
Long-term debt $ 345,817 $ ~ 316,443 $ 373,017 $ 380,718 $ 298,858
Preferred stock IN,722 104,722 1M,722 104,722 IN,722
Common stock equity 432,962 375,690 339,279 322,072 270,89S

Total $ 883,501 $ 826,855 $ 817,018 $ S07,512 $ 674,47S

AVERAGE INTEREST COST ON
LONG-TER.\f DEBT end of year 6.97o 6.6% 6.5% 6.57o 6.27o

AVERAGE DIVIDEND COST ON;

PREFERRED STOCK end of year 6.37o 6.37o 6.3% 6.3% 6.3%
~

NET INCO.\fE (thousands) S 67,3S3 $ 45,932 $ 42,953 $ 42,405 $ 31,927
DIVIDENDS DECLARED ON

COA 1.\f0N STCCK (thousands) $ 33,040 $ 32,450 $ 19,175 $ 14,160 $ 13,098
i
! COAf.\f0N STOCK DATA
i Shares outstanding-average 14,0S3,333 13.S33,333 13,000,000- 12,083,333 11,175,000

Shares outstanding-end of year 15,000,000 14,000,000 13,000,000 13,000,000 12,000,000
Earnings per average share -$ 4.32 $ 2.55 $ 2.30 $ 2.97 $ 1 27
Dividends declared per sl.<e $ 2.36 $ 2.36 $ 1.4S $ 1.18 $ 1.18

j Return on average common stock equity 15.0 7o 11.0 7o 11.07c 12.1 % 10.17e
! RATIO OF EARNINGS TO

FIXED CIIARGES 4.0 3.2 3.1 3.4 3.0
'

SUPPLENIENTAL RATIO OF
EARNINGS TO FIXED CIIARGES* 3.3 2.9 3.0 3.4 3.0

ALLOWANCE FOR FUNDS USED
DURING CONSTRUCTION AS
PERCENT OF EARNINGS TO4

COA 1.\f0N STOCK 20.4 % 41.970 43.2 7o 35.5 7o 33.7 %
FUNDS FRON! OPERATIONS AS

y PERCENT OF CONSTRUCTION
EXPENDITURES (excluding allowance

{ for funds used during construction) 56.97o 29.3 % 35.9 7o 43.8 7o 36.7 7o

* 'The supplemental ratio of earnings to fixed charges includes the Company's allocable portion of interest on
; senior notes of afBIMed companies which provide services to the Company.

.
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Item 6. SELECTED FINANCIAL DATA (Concluded).

OPERATING STATISTICS

Year Ended December 31,

1950 1979 197S 1977 1976

ELECTRIC ENERGY GENERATED
AND PURCIIASED (mwh)

Generated - net station output 12,713,256 11,720,463 12,011,330 12,383,846 11,523,5M ,

Purchased and net interchange 131,090 165,132 59,923 22,145 2,884

Total generated and purchased 12,S17,346 11,SS5,595 12,101,253 12,410,991 11,526,391

Company use, losses, and unaccounted
for 598,259 5S5,817 652,025 563,025 511,980

I Total electric energy sales 12.249,057 11,299,778 11,449,22S 11,847,966 11,014,411

' FUEL h!IN FOR ELECTRIC
GENERATION

Cas - 48.1% 4S.2% 55.1 % M.5% -65.7%
Oil - 0.7 0.6 1.1 0.5

Lignite . 51.9 51.1 44.3 34.4 33.8 -

Total 100.0 % 100.0 % 100.0To 100.0 % 100.0 %

ELECTRIC ENERGY SALES (mwh)
Residential 4,SSO,144 4,301,795 4,554,102 4,295,782 3,828,422

Commercial 4,975,S76 4,570,3S2 4,609,565 4,374,875 4,147,511

Industrial 1,842,414 1,773.S66 1,696,511 1,616,720 1,540,560

I Government and municipal 365,5SS 320,003 319,097 287,433 241,235

Total general business 12.061,022 10,966,016 11,179,275 10,574,810 9,757,728

Other electric utilities 185,035 333,732 269,953 1,273,156 1,256,683

Total electric energy sales 12.249,057 IL299,778 11,449,22S 11,847,966 11,014,411

OPERATING REVENUES (thousands)
Residential 5 232,071 S 177,173 $ 165,413 $ 148,828 $ 117,883

i Commercial 197,473 167,411 144,953 - 133,742 109,316

Industrial 65,155 56,332 47,114 43,596 35,088

j Government and municipal 13,423 9,720 7,455 6,362 4,466

Total general business 50s,152 410,636 3M,967 332,52S 266,753

Other electric utilities 3,491 6,653 5.504 22,996 18,088
i

; Total from electric energy sales 511,M3 417,2S9 370,471 355,524 284,841

| Other operating revenues 12,173 5,152 4,S71 6,700 4,678

Total operating revenues S 523.516 S 422,441 S 375,312 S 362,224 S 2S9,519

ELECTRIC CUSTOhiERS (end of year)
Residential 273,347 251,556 241,201 228,393 224,347'

Commercial 29,855 28,567 27,272 25,M4 24,854
L Industrial 2,362 2,32S 2,199 2,108 2,036

Government and municipal 395 877 825 777 743

( Total general business 305,939 2S6,35S 271,497 256,922 251,980

Othe. ciectric utilities 2 2 2 2 2

Total electric customers 305,961 2S6,360 271,499 256,924 251,982

Residential classification includes indirect
sales (apartments, etc.); dwelling units
not included in number of customers 130,781 143,0SS 142,4S5 137,732 131,279

17-
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Item 7. AIANAGE.\fEXTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Liquidity and Capital Resources

The primary capital requirements of the Company for 1950 and as estimated for 1951 through
1%3 are as follows:

1950 1951 1952 1953

Thousands of Do!!ars
Construction expenditures

(excluding AFUDC) 5109.000 S122.000 $112,000 $ S7,000
Nuclear fuel 5,000 3,000 10,000 13,000
Alaturities of long-term debt and

sinking fund requirements 30,000 - - 35,000

Total $144,000 $125,000 $122.000 $135,000

For detail concerning major new construction work now in progress or contemplated and com-
mitments with respect thereto, see Item 2, Properties -- Construction Program.

The Company generates funds from operations sufficient to mect operating needs, pay dividends
on capital stock and finance a significant portion of capital requirements. These funds are derived
from net income, depreciation, deferred taxes, and federal investment tax credits. Factors affecting
the ability of the Company to fund a portion of its capital requirements from operations include
adequate rate relief and regulatory practices allowing a substantir.1 portion of cunstruction work in
progress in rate base, adequate depreciation rates, normalization of federal income taxes, full current
recovery of the cost of fuel used in the generation of electricity, and the opportunity to earn
competitive rates of return required in the capital markets. For 1950, approximately 57Ce of the funds
needed for construction was generated from operations.

External funds of a permanent or longterm nature are obtained by the Company through the
sales of common stock primarily to Tesas Utilities, preferred stock and long-term debt. The capitaliza-
tion ratios of the Company at December 31,1950 consisted of approximately 39"c long-term debt.12Fc
preferred stock, and -19"c common stock equity, and similar ratios are expected to be maintained in
the future. To provide for immediate cash requirements during periods between long-term financings,
the Company obtains short-term loans from Texas Utilities. which has lines of credit with com-
mercial banks accrecating 53mMO.WO at December 31. 1950. The Company does not maintain
separate credit arrangements with banks or other lenders.

The Company expects to sell additional securities as needed. in amounts and of types presently
undetermined. Althouch the Company cannot predict future reculatory practices and is to some
decree exposed to fluctuating economic and securities market conditions, it does not currently expect
any changes in trends or commitments which might sinnificantly alter its basic financial position or
ability to finance capital requirements in the future (see item 1, Buriness - Reculation and Rates).

See Item 6, Selected Financial Data- Financial Statistics for additional information.

Results of Operations

increates in operating revenues include rate increases tranted the Company of approximately
10'~e in October 1979 and 137 in Au ust 197% recmery of hither fuel costs on a current basis.
customer growth. and increued ener y consumption by customers (see item 1 Business - Fuel
Supply and Regulation and Rates and Item 6. Selected Financial Data -Operating Statistics). Energy
consurnptiori per customer is aficcted by material variations in weather conditions and was
particuIarly impa(ttd by the unusually hot and dry summer of 19'O compared to the relatively mild
summer of 1979 and by wanner summer and (cider winter weather in 19 5 Customer consumption
also rei!etts the effects of ener y consenation on the part cf some customers.

IS
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' Item 7. AfANAGEhlENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
HESULTS OF OPERATIONS (Concluded).,

Operation and maintenance expenses have increased substantially as a result of the continuing
ir"ationary pressures on the cost of labor, materials and services and the additional lignite-fueled
generating units placed in senice during 1979 and 1978; such expenses were also affected by the
higher costs of operating and maintaining existing lignite-fueled generating units, meluding the
additional costs of operating and maintaining the pollution control equipment required in connection
therewith and unscheduled maintenance on several such units in 1979. Increases in taxes other than
income resulted primarily from increases in revenue and p operty based taxes. See Item 1, Business
- Fuel Supply for a comparison of unit costs of fuel consumed.

:
i Allowance for funds used during construction decreased in 1950 primarily because of the allow-

ance of a greater portion of construction work in progress in rate base by the Company's regulatory
authorities. He increase in allowance for funds used during construction in 1979 was attributable
principally to increases in amounts of construction work in progress. Increases in other income and
deductions-net and federal income taxes on other income in 1979 resulted primarily from the gain
on the sale of a portion of the Comanche Peak nuclear station.

j The Company expects to pursue adequate and timely rate relief in the future to offset the
effects of increases in the costs of providing electric senice.

The Company has prepared supplementary information concerning the effects of changing
prices in compliance with the reporting requirements of Financial Accounting Standards Beard
Statement No. 33; such information is included in Item S, Financial Statements and Supplementary
Data following the Notes to Financial Statements.

i
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Item S. FINANCIAL STATEAfENTS AND SUPPLEAIENTARY DATA.

DALLAS POWER & LIGIIT CO.\tPANY

STATE 5 TENT OF INCO.\1E

Schedule Year Ended December 31.
N o. 1950 1979 1973

Thousands of Dollan

OPERATING REVENUES $523,816 $422.441 5375,342

OPERATING ENPENSES
Fuel 207,502 172 S12 164,476
Operation 63,192 57,332 44,242
hiaintenance 37,63S 11,152 23,546

VI Depreciation 33,75S 31,21S ES,543

Federal income taxes (Note 7) 3S,407 21,31S 19.056
N Taxes other than income 4S,243 43,267 39,4S!

Total operating expenses 434A10 359,929 319,674

OPERATING INCO.\1E 59,776 62,512 55,66S

OTIIER INCOh!E
Allowance for equity funds used during

construction S,906 11 S44 7,665
Other income and deductions - net 1,275 5,432 3,325

Federal income taxes (Note 7) (593) (5,559) (1,603)

Total other income 9,5SS 11,657 9,390

TOTAL 1NCONfE 99,361 74,199 65,05S

INTEREST CIIARGES
Interest on mortgage bonds 21,793 22,25S 22,474
Interest on other long. term debt 2,412 2,549 2,495
Other ir,terest 11,29S S,093 5,1S1

Allowance for borrowed funds used
during construction (3,522) (4,633) (S,045)

Total interest charges 31,951 25,267 22,105

NET INCOh!E 67,3S3 45,932 42,953
PREFERRED STOCK DIVIDENDS 6.571 6,571 6,571

NET INCO.\tE AFTER PREFERRED
STOCK DIVIDENDS S 60,S12 5 39,361 $ 36.352

Average shares of common stock
outstanding (thousands) 14,053 13,S33 13,000

Earnings and dividends per share of
common stock:
Earnings (on averate shares outstanding) $1.32 $2.55 $2.50
Dividends declared $2.36 $2.36 51.4S

See accompanying Notes to Financial Statements.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (Continued).

DALLAS POWER & LIGIIT COMPANY

STATEMENT OF SOURCE OF FUNDS FOR CONSTRUCTION l

Year Ended December 31,

1980 1979 1978

Thousands of Douars
FUNDS FROM OPERATIONS

Net income . S 67,383 $ 45,932 $ 42,953
Depreciation 33,758 31,218 28,843
Deferred federal income taxes - net 8,424 8,575 6,265
Federal investment tax credits-net 4,670 14,0S7 14,703
Allowance for funds used during construction (12,428) (16,477) (15,710)

Total funds from operations 101,607 83,335 77,054
Less - Dividends declared:

Preferred stock 6,571 6,571 6,571
Common stock 33,040 32,450 19,175

Total dividends declared 39,611 39,021 25,746

Net funds from operations 62,196 44,314 51,308

FUNDS FROM FINANCING
Sales of securities:

Other long-term debt 279 2,750 3,398
Common stock 29,500 29,500 -

Retirement of long-term debt (29,575) (10,516) (1,028}
Increase (decrease) in notes payable to

Texas Utilities Company (parent) (25,000) (600) 51,100

Net funds from financing (25,696) 21,134 56,470

OTIIER SOURCES (USES) OF FUNDS
Changes in working capital, excluding notes payable and

long-term debt due currently:
Cash in banks and temporary cash investments 45 300 1,274
Accounts receivable - net (515) (4,779) (5,009)
Inventories (765) (4,613 ) (1,033)
Accounts payable (4,274) (3,010) 9,693
Taxes accrued 18,863 6,428 (3,056)
Other - net (9,S95) (174) 1,332

Net change 3,459 (5,908) 3,196
Investment advances to afBliates - - 43,440
Nuclear fuel (4,776) (5,248) (9,915)
Sale of electric plant 74.327 99,871 -

Other - net (245) (3,040) (1,771)

Net other sources (uses) of funds 72,765 85,675 34,950

TOTAL $109,2C5 $151,123 $142,728

CONSTRUCTION EXPENDITURES
Electric plant $121,693 $167,600 $158,433
Allowance for funds used during construction (12,42S) (16,477) (15,710)

CONSTRUCTION EXPENDITURES (excluding allowance
for funds used during construction) $109,265 $151,123 $142,72S

See accompanying Notes to Financial Statements.
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Item 8. FINANCIAL STATEMENTS AND SUPPLE 5fENTARY DATA (Continued).
I-

DALLAS POWER & LIGIIT CO5fPAST

BAIANCE SIIEET

ASSETS
Schedule
h December 31,

1990 1979

Thousands of Debars
V ELECTRIC PLANT

In senice:
Production $ 505,722 $ 491,402
Transmission . . 144,062 .134,445

Distribution 317,556 296,63S

General 34,570 29.513

Total . . . 1,002,M 0 951,993

Construction work in progress 349,623 347,199'

Nuclear fuel . 17,531 16,650
IIeld for future use . . 2,4SS 2,477

Total electric plant 1,372,452 1,31S,354
VI Less accumulated depreciation 313,797 277,S17

Electric plant. less accumulated depreciation 1,055,655 1,040,537

CURRENT ASSETS
Cash in banks 2,254 2,329
Special deposits . 4,340 2,515

Accounts receivable:
Customers 26,271 24,609
Affiliates 350 -1,020:
Other 1,011 1,16S

VIII Allowance for uncollectible accounts (2,(r20) (1,700)
Inventories - at avera::e cost:

.\faterials and supplies 9,738 10,919
Fuel stock 11341 9,995

Other current assets 10,942 5,099

Total current assets 64,557 55,954

DEFERRED DEBITS 2,62S 4,501

TOTAL $1,126,170 $1,100,995

,

See accompanying Notes to Financial Statements.
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Item 8. FINANCIAL STATEAfENTS AND SUPPLE 5fENTARY DATA (Continued).

DALLAS POWER & LICIIT COAiPANY

BALANCE SHEET

LIABILITIES

Scbedute December 31,
No. 1980 1979

*
CAPITALIZATION

Common stock (Note 3) . $ 328,500 $ 299,000
Retained earnings (Note 4) 101,462 76,690

Total 432,962 375,690,

Preferred stock (Note 3) 101,722 104,722

Long-term debt -less amounts due currently (Note 5):
First mortgage bonds 305,000 305,000
Other long-term debt 39,725 40,282
Unamortized premium . 1,092 1,161

Total 315,817 346,443.

Total capitalization . 883,501 826,855

CURRENT LIABILITIES
Notes payable-Texas Utilities Company (parent) 50,600 76,500
Accounts payable:

Affiliates 18,16S 11,253
Other 11,737 22,921

Dividends declared 1,643 1,643
Long-term debt due currently - 28,739
Customers' deposits 3,010 3,119
Taxes accrued 35,723 16,S65
Interest accrued 6,874 7,521
Other current liabilities 5,529 7,611

8

Total current liabilities . 133,319 176,207

VIII RESERVES FOR INSURANCE AND CASUALTIES 942 1,833

ACCUA!ULATED DEFERRED FEDERAL INCONIE
TANES 51,362 42,933

UNA%f0RTIZED FEDERAL INVEST 51ENT TAN
CREDITS 57,016 53,162

CO3th!IT3 TENTS AND CONTINGENCIES (Note 6);

TOTAL $1,126,170 $1,100,995

See accompanying Notes to Financial Statements.
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Item 8. FINANCIAL STATEAfENTS AND SUPPLEMENTARY DATA (Continued).

DALLAS POWER & LIGIIT COAfPANY

STATEAIENT OF RETAINED EARNINGS

Year Ended December 31,

1980 1979 1978

Thousands of Dollars

BALANCE AT BEClNNING OF YEAR $ 76,690 $ 69,779 $52,572'

ADD-Net income 67,383 45,932 42,953

Total 144,073 115,711 95,525

DEDUCT
Dividends (cash)

Preferred stock:
$4 series ($4.00 per sha e per annum) 280 280 2SO

$4.24 series ($1.24 per share per annum) 424 424 424
$4.50 series ($4.50 per share per annum) 335 335 335
$4.80 series ($4.50 per shire per annum) 480 4SO 4SO

$6.84 series ($6.84 per share per annum) 1.368 1,368 1,368
$7.20 series ($7.20 per share per annum) 1,440 1,440 1,440
$7.48 series ($7.4S per share per annum) 2,244 2,244 2,244

Common stock (for amounts per share,
see Statement of Income) 33,040 32,450 19,175

Total dividends 39,611 39,021 25,746.

) BALANCE AT END OF YEAR (Note 4) $104,462 $ 76,690 $69,779
|
,

See accompanying Notes to Financial Statements.

;

,

i
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Item 8. FINANCIAL STATENIENTS AND SUPPLEAIEN'I ARY DATA (Continued).

DALLAS POWER & LIGIIT COAIPANY

I NOTES TO FINANCIAL STATEAIENTS
i

L Significant Accounting Policies

Electric Plant- Electric plant is stated at original cost. The cost of property additions charged
,

to electric plant includes labor and materials, applicable overhead and payroll-related costs and 'an1

allowance for funds used during construction.

Allottance for Funds Used Durina Construction- Allowance for n 'nds used during construction'

(AFUDC) is a cost accounting procedure whereby amounts based upon mterst charges on borrowed'

funds and a return on other capital used to finance construction are charged to electric plant. The'

accrual of AFUDC is in accord with established accounting practices of the industry, but does not

| represent current cash income. The Company has capitalized AFUDC at a net of tax rate of 8% com-
pounded semi-annually of expenditures incurred, except for that portion of construction work in
progress allowed in rate base by regulatory authorities. Prior to November 1979, a rate of 7% had been
used. These rates were determined on the basis of, but are less than, the cost of capital used to finance
the construction program. EiTective January 1,19S1, a rate of 8%% was adopted.-

! Depreciation- Depreciation is based upon an amortization of the original cost of depreciable
properties on a straight-line basis over the estimated service lives of the properties. Depreciation as ai

percent of average depreciable electric plant in service approximated 3.6% for 19S0,1979 and 1978.

; FederalIncome Taxes-The Company is included in the consolidated federal income tax return
of Texas Utilities Company and subsidiary companies, and federal income taxes are allocated to all'

subsidiary companies based upon taxable income or loss. Deferred federal income taxes are generally
i provided for differences between book and taxable income; such differences result primarily from the
! use of liberalized depreciation and the class life depreciation system ( ADR). Current federal income

taxes have been reduced by amounts of investment tax credits allowable under the Internal Revenue'

Code; such credits are being amortized to income over the estimated service lives of the properties.-

! (See Note 7.)

) Rescree for Insurance and Casualtics-The Company, as allowed by regulatory authorities,
maintains a reserve for major uninsured losses and claims.

i

i 2. Affiliates

The Company is a subsidiary of Texas Utilities which provides conmon stock capital and
short-term financing to the Company. Texas Electric and Texas Power, whose respective systems:

{ are interconnected with that of the Company, are also subsidiaries of Texas Utilities. Texas Utilities
1 has three other subsidiaries which perform specialized services, at cost, for the System, including

the Company: Service Company furnishes engiecering, financial and other services; Fuel Company!

owns a natural gas pipeline system, acquires, ,mres and delivers fuel gas and oil and provides other'

fuel services for the generation of electric "nergy; and Generating Company operates the jointly-
owned generating stations and furnishes related services, including the ownership and operation of

'

fuel production facilities for the surface mining and recovery of lignite for use as fuel at sueb stations.

! The Company, jointly with Texas Electric and Texas Power, has entered into agreements with
Fuel Company to procure certain fuels and related services and with Generating Company for the
produc' ion of lignite fuel and the operation of electric generating stations; payments are at cost of
the services received and are required by the agreements to be "at least equivalent in the aggregate to
the annual charge to income on the books" of Fuel Company and of Cencrating Company.

For information concerning jointly-owned generating stations, see Item 2, Properties.
}

2b
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Item 8. FINANCIAL STATEhlENTS AND SUPPLEAfENTARY DATA (Continued).

DALLAS POWER & LICIIT COhlPANY

NOTES TO FINANCIAL STATEhlENTS-(Continued)

3. Common and Preferred Stocks
Redemption Price
Per Share (before

adding accumulated
December 31,1980 December 31,1979 dividends)
Shares Shares Eventual

Outstanding Amount Outstanding Amount Current Afinimum
Thousands Thousands
of Dollars of Dollars

Common stock-without par
value; authorized 20,000,000
shares 15,000,000 $328,500 14,000,000 $299,000

Preferred stock - cumulative,
without par value; entitled
upon liquidation to $100
a share; authorized 2,000,000
shares:
$1 series 70,000 $ 7,019 70,000 $ 7,019 $103.56 $103.56
$4.21 series 100,000 10,081 100,000 10,081 103.50 103.50
$4.50 series 74,430 7,443 74,430 7,4 13 110.00 110.00
$4.80 series 100,000 10,009 100,000 10,009 102.79 102.79
$6.84 series 200,000 20,023 200,000 20,02' 3 106.47 103.05
$7.20 series 200,000 20,014 200,000 20,014 105.01 103.21
$7.48 serics 300,000 30,073 300,000 30,073 106.69 102.95

Total 1,044,430 $101,722 1,014,430 $101,722

The Company issued and sold, on a pre-emptive basis to common shareholders, shares of its
authorized common stock as follows: December 1950,1,000,000 shares for $29,500,000; and hfarch 1979,
1,000,000 shares for $29,500,000.

In November 1978, the 6,500,000 outstanding shares of common stock of the Company were
converted into 13,000,000 shares of common stock, without capitalization of retained earnings or
change in the aggregate amount of capital represented by the outstanding shares.

No shares of the Company's common or preferred stocks are held by or for account of the
Company, nor are any shares of such capital stocks reserved for oiIicers and employees or for options,

'

warrants, conversions, and other rights in connection therewith.

4. Hetained Earnin;, Jestrictions

The Company's t..'icles of incorporation, the mortgage, as supplemented, and the debenture
agreements contain prov ions which, under certain conditions, restrict distributions on or acquisitions
of its common stock. At December 31,1980, none of the retained earnings was thus restricted.

26
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Item 8. FINANCLAL STATEAIENTS AND SUPPLENIENTARY DATA (Continued).

DALLAS POWER & LICIIT CONIPANY

NOTES TO FINANCIAL STATEAfENTS-(Continued)

5. Long-Term Debt (less amounts due currently)
1

December 31,

19SO 1979

Thousar.ds of Dollars
First mortgage bonds:

3%% series duc 19S3 . $ 9,000 $ 9,000
7%% series due 19S3 . 25,000 25,000

7%To series due 19S1 25,000 25,000

7%% series due 19S5 . 25,000 25,000

3%7c series due 1956 10,000 10,000

4%7c series due 1956 10,000 10,000

4%% series due 1993 25,000 25,000
; 4%7e series due 1996 20,000 20,000

5%7c series due 1997 16,000 16,000

9%7o series due 2000 . 30,000 30,000
"

7%70 series due 2001 30,000 30,000

7%7o series due 2002 30,000 30,000

8%7c series due 2005 - 50,000 50,000

Total first mortgage bonds 305,000 '305,000

Other long-term debt:
Sinking fund debentures

4%7c, due 19S9 10,897 11,099

6%7c, due 1993 11,966 12,600

Total 22,563 23,699

Pollution control revenue bonds - net
Sabine River Authority of Texas

6%7c series due 2006 S,590 8,590

5.707c series due 2007 7,125 7,125

6.607c series due 2003 2,05 2,0252

Funds on deposit with trustee (S78) (1,157)

Total 16,S62 16,5S3

Total other long-term debt 39.725 40,282

Unamortized premium 1,092 1,161

Total long-term debt -less amounts due currently $341817 $316,443

,
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Item 8. FINANCIAL STATEAtENTS AND SUPPLE 51ENTAllY DATA (Continued).

DALLAS POWEll & LICIIT COhlPANY

NOTES TO FINANCIAL STATE 5 TENTS-(Continued)

j 5. Long-Term Debt (less amounts due currentlyi- (Continued)

Sinking fund and maturity requirements for the years 1931 through 1935 under long-term debt
instruments in effect at December 31, 1950 are as follows:

I Slinimum
Cash

, Sinking 5faturity Require.
i g Fund (a) (see above) ment (a)(b)

Thousands of Dollars

1981 $3.050 $ - $ -

'

1982 3,147 - 9'T
19S3 3,276 34,000 34,566
19S1 3,000 25,000 25,600

| 19S5 2,810 25,000 f5,000

(a) Excluding amounts satisfied prior to December 31,19S0: $600,000 for 1991, $503,000 for 19S2,
and $34,000 for 19S3.

(b) Other requirements may be satisfied by certification of property additions at the rate of 100ro
of such requirements.

The total amounts of Sinking Fund Debentures authorized in the debenture agreements have
been issued. The Company's First Afortgage Bonds may be issued in additional amounts, without
limitation as to the maximum thereof, but limited by property, earnings, and other provisions of the
mortgage. None of the long-term debt is pledged, held by or for account of the issuer, or held in its
sinking or other special funds. Substantially all of the electric plant is subject to the lien of the,

mortgage.

6. Commitments and Contingencies

For major new construction work now in progress or contemplated, and commitments with
{ respect thereto, see Item 2, Prcperties - Construction Program.

The Company, along with Texas Electric and Texas Power, has entered into contracts with
public agencies to purchase cooling water for use in the generation of electric energy and has agreed,
in effect, to guarantee its share of the principal, $46,032,000 at December 31,19S0, and interest
on the bonds issued to finance the reservoirs from which the water is supplied.

i Reference is made to item 1, Business - Fuel Supply, Regulation and Rates, and Environmental
Af atters and Item 3, Legal Proceedings for information relating to legal and administrative proceedings.
In the opinion of the Company, such legal and administrative proceedings are not expected to have
a material effect upon the financial position or results of operation of the Company.

i

,

]
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Item 8. FINANCIAL. STATENIENTS AND SUPPIDIENTAllY DATA (Continued). |

DALLAS POWEll & LIGilT C051PANY

NOTES TO FINANCIAL STATEAIENTS-(Continued)

7. Federal Income Taxes

The details of federal income taxes are as follows:
Year Ended December 31,

' 1980 1979 1978

Thousands of Dollars
i Charged to operating expenses:
'

Current federal income taxes $25,313 $(1,344) $(1,882)

Deferred federal income taxes -net:
j Differences between depreciation methods and lives 6,480 7,433 5,797

Certain capitalized construction costs 1,534 1,491 696
Other 410 (349) (228)

Total 8,4?3 8,575 6,265
Investment tax credits-net 4,670 14,087 14,703

Total federal income taxes charged to operating
expenses 38,407 21,318 19,086

Charged to other income:
Gain on disposition of property 85 5,360 8
Other 50S 229 1,595

Total federal income taxes charged to other income 5 33 5,589 1,603

Total federal inconic taxes $39,000 $26,907 $20,6S9

i

Federalincome taxes were less than the amount computed by applying the federal statutory
rate to pre-tax book income as follows:

Year Ended December 31,

1990 1979 1978

: Thousands of Dollars

Federal income taxes at statutory rate (46%; 48%
! prior to 1979) $18,936 $33,506 $30,518

Ileductions in federal income taxes resulting from:
Allowance for funds used during construction 5,717 7,580 7,511
Depletion allowance 1,630 1,202 840
Amortization of investment tax credits 1,520 918 719
Other 1,069 (3,101) 759

i Total reductions 9,936 6,599 9,859
~

Total federal income taxes $39,000 $26,9(TT $20,689i

Effective tax rate 36.7% 36.9 % 32.5 %

29
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Item 8. FINANCIAL STATEAIENTS AND SUPPLE 5fENTARY DATA (Continued).

DALLAS POWER & LIGIIT COhtPANY

NOTES TO FINANCIAL STATE 5fENTS-(Concluded)

8. Hetirement Plan

The Company has a retirement plan covering substantially all employees. The cost of the plan
is determined by an independent actuary and is funded by the Company as accrued. The cost of the
plan, including amounts capitalized, approximated $5,656,000 for 1950, $4,822,000 for 1979, and
$3,939,000 for 1978. As of the annual valuations at July 1,1950 and 1979, accumulated benefits and net
fund assets were as follows:

1980 1979

Thousands of Dollars

Actuarial present value of accumulated beneSts:
Vested . $47,615 $42,870

Nonvested 5.261 4,711

Total . $52,906 $47,581

Net fund assets . $34,428 $29,560

An assumed rate of return of 5%% was used in determining the value of accumulated beneBts.

i
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Item 8. FINANCIAL STATEAIENTS AND SUPPLEAIENTAllY DATA (Continued),

OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Dallas Power & Light Company:

We have examined the balance sheet of Dallas Power & Light Company as of December 31,
19S0 and 1979 and the related statements of income, retained eamings,,and source of funds for

i construction for each of the three years in the period ended December 31,1950. Our examinations
were made in accordance with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures as we considered necessary
in the circumstances.

In our opinion, the financial statements referred to above present fairly the financial position of
the Company at December 31,19S0 and 1979 and the results of its operations and the source of its
funds for construction for each of the three years in the period ended December 31,1950, in
conformity with generally accepted accounting principles applied on a consistent basis.

Our examinations also comprehended the supplemental schedules listed in Part IV, Item 11(a) 2,
and in our opinion, such supplemental schedules, when considered in relation to the basic financial
statements, present fairly in all material respects the information shown therein.

>

/s/ DELOITTE IIASKINS & SELLS
Deloitte liaskins & Sells

i

Dallas, Texas
hiarch 26,1981

i

i

|

1,

1
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Item 8. FINANCIAL STATE 5fENTS AND SUPPLE 5fENTARY DATA (Continued).'

DALLAS POWER & LIGIIT COSIPANY

SUPPLE 5f ENTARY INFOH5fATION
,

1 CONCERNING EFFECTS OF CHANGING PRICES

Unaudited information furnished in compliance with the reporting requirements of Financial
Accounting Standards Board Statement No. 33, Financial Reporting and Changing Prices (FASil 33),

j follows. The Statement indicates the need for experimentation in providing information about the
effects of changing prices. Such information is intended to help readers better understand the
impact of inflation on the Company. Because the information is presented on an experimental

'
basis, it should be viewed with caution. Calculation of the information inherently involves the use .

of assumptions, approximations, and estimates and, therefore, the resulting measurements shou?!
be considered in that context and not as precise indications of the ciIects of inilation. The effects
of changing prices are not recognized for income tas or rate. making purposes, therefore the sup-

,

! plementary information should not be interpreted as adjustments to earnings repoited in the
1 Financial Statements.

| Information concerning the effects of general inflation (ccmstant dollar) was determined by
cunverting historical cost amounts into dollars of equal purchasing power, as measured by ther

Consumer Price Index for All Urban Consumers.

! Information concerning changes in specific prices (current cost) represent such changes in
electric plant from the date costs were initially incurred to present, and differs from constant
dollar information to the er. tent that the specific prices have increased at a rate different from the3

general rate of inflation. The current cost of electric plant was computed by indexing the existing
,

: historical cost of plant by the llandy-Whitman Index of Public Utility Construction Costs for the
South Central Region and other appropriate indices. Such current costs are not necessarily repre- <

sentative of the replacement costs of the Compan/s productive capacity that might be incurred
; ,

in a future period.' !

Depreciation on the constant dollar and current cost basis was determined by applying the
l Company's straight.line depreciation rates used for financial accounting purposes to the appropriate

indexed electric plant amounts, and is the only income statement item that has been restated from
'

the Financial Statements. In compliance with FASH 33, no adjustment has been made to federal
income taxes.

Under rate. making rules prescribed by the Public Utility Commission of Texas, only the
original cost of electric plant is recoverable through revenues as depreciation. Therefore, the
excess of the cost of plant stated in terms of constant dollars and current cost over the original
cost is not recoverable through rates as depreciation and is reflected as Heduction to Net Recoverable

; Cost of Electric Plant. The Company believes, based on past experiences, that it will be allowed
to earn on the net investment in electric plant when replacement of facilities actually occurs.'

; During periods of inflation, the holders of monetary assets suffer a loss of general purchasing
power while holders of monetary liabilities experience a gain. The ameunt shown as Gain From
Decline in Purchasing Power of Net Amounts Owed reilects the net of these two items and is
primarily attributable to the substantial amount of long-term debt which has been used to finance
electric plant. Since depreciation on this electric plant is limited by regulation to the recovery

| of historical costs, a holding gain on debt is not allowed and recoscry is limited by regulation to
the recovery of historical costs, a holding gain on debt is not allowed and recovery is limited to
only the embedded cost of debt capital.

4
'

To reflect the results of rate regulation, Cain From Decline in Purchasing Power of Net
Amounts Owed is offset by the Reduction to Net Recoverable Cost of Electric Plant..

|
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Item 8. FINANCIAL STATEAIENTS AND SUPPLEAfENTARY DATA (Continued). i
|

DALIAS POWER & L1GIIT CO3fPANY

SUPPLEh!ENTAHY INFOR51ATION
CONCERNING EFFECTS OF CIIANGING PRICES-(Continued)

Year Ended December 31, 1980
Thousands of Dollars

Adjusted for
Ilistorical Cost Changing I, ricesReported in

Financial General Inflation Specific Prices
Statements (Constant Dollar) (Current Cost)

Average 1950 Dollars

Operating revenues $523,S16 $523,816 8 523,S16

Operating expenses (a) 434.610 472.213 47S,002

Operating income 59,776 51,573 45,S14

Other income 9,5SS 9,5SS 9,5SS

Total income 99,361 61,161 55,402

Interest charges 31,9S1 31,9S1 31,931

Net income $ 67,3S3 $ 29,180 $ 23,421

increase in specific prices of electric plant
held during the year (b) $ 159,313,

Reduction to net recoverable cost of electric plant $(55,S13) (46,678)

Effect of ger,eral inflation on electric plant (222,GS9)

Effect of general inflation in excess of increase in
specific prices of electric plant after reduction to
net recoverable cost (50,054)

Gain from decline in purchasing power of net
amounts owed 61,563 G1,563

Net change in purchasing power $(21,250) $ (15,491)

(a) includes depreciation amounts of $33,991.000 for historical cost, $72,194,000 for constant dollar
and $77,953,00() for current cost.

,

(b) At December 31, 1950, electric plant, net of accumulated depreciation, was $1,9S2,293,000 for
current cost and $1,05S,6S5,000, for historical cost.

,
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (Concluded).

DALLAS POWER & LIGIIT COMPANY

SUPPLEMENTARY INFOIGfATION
CONCERNING EFFECTS OF CHANGING PRICES - (Concluded)

COMPARISON OF SELECTED FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CIIANCING PRICES

Year Ended ikccmber 3I,
1950 1979 1978 1977 1976

Thousands of Aserage 1960 Dollars

Operating revenues $523,816 $ 479,570 $ 171,0~6 $492,516 $119,081

Comtant Dollar Information

Net income $ 29,180 $ 20,327

Earnings per share of common stock $ 1.61 $ .93

Net assets at year end at net recoverable cost $513,517 $ 515,727

Current Cmt Information

Net income $ 23,421 $ 9,378

Earnings per share of common stock $ 1.20 $ .14

Eficct of general inflation in excess of
increase in specific prices of electric plant
after reduction to net recoverable cost $(80/61) $(102,4SS)

Net assets at year end at net recoverable cost $513,517 $ 515,727

General Information

Gain from decline in purchasing power
of net amounts owed $ 61,563 $ 79,5SO

Disidends declared per share of common stock $ 2.36 $ 2.68 $ 1.87 $ 1.60 $ 1.71

Consumer price index -average 216.8 217.4 193.4 181.5 170.5
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PART III
Item 9. DIRECIOHS AND EXECUTIVE OFFICERS OF TIIE HECISTHANT,

(a) and (c) Identification of Directors, business experience and Directorships:

Other Positions Date First I
and OfEces Elected as Present Principal Occupation

Presently IIeld Director or Employment and Principal
with the (Term Expires Business (preceding 5 yrs.)',

Name of Director Age Company Af ay 13,1981) Other Directorships

| J. S. Farrington(l) 46 President and 5tay 21,19~6 President and Chief Executive of the
Chief Executive Company; other Directorships: Texas

1 1.ltihties Company
T. L. Austin, Jr. 62 None August 15,1973 Chairman of the Board and Chief Executive*

of Texas Utihties Company; other
Directorships: Texas Utilities Company.
Texas Electric Service Company and

| Texas Power & Light Company
'

Henry C. Beck, Jr. 63 None 51ay 15,1963 Chairman of the Board of Henry C. Beck
Company ( general contractor); other4

i Directorships: lienry C. Beck Company,
! The Equitable Life Afortgage and Realty
2 Invest rs and First International
! Bancshares
! Lloyd S. Bowles 65 None 51ay 19,1967 Chairman of the Board, President and Chief
' Exemtive OfScer of Dallas Federal

Savings & loan Association; other
i Directorships: Dallas Federal Savings &
! loan Association, hfGIC Investment

Corporation Republic Financial
Services, Inc. and Republic of Texas
Corporatior.

George L C. ek(2) 42 None Ntay 14,1980 Chairman of the Board and Chief Ex-cutive
OfBcer of hiercantile National Bank at
Dallas; other Directorships: hiercantile'

National Bank at Dallas

Robert B. Cullum 63 None Atay 15,1957 Chainnan of the Executive Committee of
Cullum Companies, Inc. (food and
drugs); other Directorships: Cullum

i Companies, Inc., Justin Industries, Inc.,
Republic of Texas Corporation and Dr.'

Pepper Company

J. D. Francis 77 None 5tay 13,1961 President of The Equitable Company of
Texas (investments); other Directorships:

.

The Equitable Company of Texas,
Bonanza International.4

Lomas & Nettleton Stortgage Investors,
'

5fercantile National Bank at Dallas
( Advisory), Rangaire, Republic Financial
Ser ices, Inc. and Republic National
Life Insurance

Richard Af. Ilart(3) 51 None stay 14,1980 Vice Chairman of the Board and Chiefi

Administrative OfBeer of First National
Bank in Dallas; other Directorships:
First National Bank in Dallas

James W. Keay 59 None Stay 15,1968 Viw Chairman of the Board of Republic
i of Texas Corporation; other Directorships:

Republic of Texas Corporation, Austin
Industries, Inc., Cencral American Oil
Company of Tetas, Cencral Automotive1

Parts Corporation, Republic National
Bank of Dallas and United Fidelity Life
Insurance Company
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Item 9. DIRECTORS AND EXECUTIVE OFFICEIIS OF TIIE ItECISTRANT (Continued). I

Other Positions Date First;
'

and Offices Elected as Present Principal Occupation
i Presently IIeld Director or Empfannent and Principal

,

! with the (Term Empires Business (preceding 5 yrs.)*, . I

i Name of Director Age Company Af ay 13.1951) Other Directorships i

| Robert 5fcDonald 63 None Stay 14,1975 President of Anderson Clayton Foods;
other Directorships: Anderson, Clayton
& Co. and hielville Corporation i

i John hf. Stemmons 71 None hfay 16,1972 Chairman of Industrial Properties |

} Corporatbn (land developmenth other |
Directorships: Industrial Properties I,

t Corporation, Republic of Texas
i Corporation and Southland Financial
! Corporation

j * All in Dallas, Texas.

j (1) Prior to his present position, served as Vice President of Texas Utilities Company. |
; (2) Prior to his present position, has served in other management positions with Mercantile National |

Bank at Dallas. 1
'

. (3) Prior to his present position, has served in other management positions with First National Bank
1 in Dallas.

There were no arrangements or understandings between any director and any other person pur-
suant to which he was seketed as director, other than with directors or ofBeers of the Company acting

j solely in their capacities as such.

(b) and (e) Identification of executive ofEcers and business experience:

Date Elected to
Present Office (s)

i Positions and (Current term -'

Ollices expires Business Experience
Name of Officer Ag Presently lleid Afay 13,19SI) (Preceding Five Years)

J. S. Farrington 46 President and hfay 21,1976 Prior to Niay 21,1976, served in other
Chief Executive management positions with Texas Utilities

i and a Director Company.
W. W. Aston 53 Vice President Afay 19,1971 Same.-

'
T. L. Baker 35 Vice President November 19,1980 Prior to November 19,1950, served in other

- mrmget tent gnsitions with the Company. 4

D. J. Hampton 35 Vice Presidenc February 18,19SI Prior to February 18,1991, served in other |
| management positions with Texas Utilities

Company and Texas Utilities Services Inc.
C. W. Sellar 47 Vice President Febniary 13, 1950 Prior to February 13,1950, served in other

management positions with the Company.
St. II. Tanner, Jr. 52 Vice President November 17,1976 Prior to November 17,1976, served

in other management positions with !
,

the Company, j

C. E. Watson 65 Assistant to - Prior to hf ay 14,19S0, served as Vice |
'

i the President President and a Director of the Company.
J. D. Karney 47 Treasurer and h!ay 18,1977 Prior to h!ay 18,1977, served in other ;

Assistant management positions with the Company. l

Secretary |
J. W. Teague 53 Secretary Af ay 14,1975 Same.
J. T. Lewis 32 Assistant February 14, 1979 Prior to February 14,1979, served in other

Treasurer management positions with the Company;
prior to October 21,1978, served in other i
positions with Texas Utilities Services Inc. i

J. II. Loughan 49 Assistant November 15,1978 Prior to November 15,1978, served in other
Treasurer management positions with the Company.

| W. E. Patterson 43 Assistant hfay 14,19SO Prior to Stay 14,19SO, served in other
I Treasurer management positions with the Company.
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l

item 9. DIRECTORS AND EXECUTIVE OFFICERS OF TIIE REGISTRANT (Concluded).

There were no arrangements or understandings between any executive o$cer and any other
person pursuant to which he was selected as oEcer, other than with directors or oEcers of the

,

Company acting solely in their capacities as such.

(c) Identification of certain significant employees:

None.

(d) Family relationship:

None.

(f) Involvement in certain legal proceedings:
4 None.

,

Item 10. AfANAGE5 TENT RENIUNERATION AND TRANSACTIONS.

(a) Current remuneration:

( Securities oc
'

Name of Salaries, Fees, Property,
Individual Capacities Directors' Fees, Insurance Benefits

or Number of in Which Commissions or Beimbursement,
Persons in Group Served and Bonuses Personal Benefits *

J. S.. Farrington President and
Chief Executive
and a Director

W. W. Aston Vice President

C. W. Sellar Vice President

bl. II. Tanner, Jr. Vice President

C. E. Watson Assistant to
the President

All Directors
and OEcers as
a group (22,
including those Directors and
named above) OEcers $722,560 $39,715

i * Represents vested employer contributions under the Employee Stock Ownership Plan (established
pursuant to the Tax Reduction Act of 1975, as amended) and the Employees * Thrift Plan of the
Texas Utilities Company System which are generally available to all employees including oEcers

i (but not directors who are not also salaried o$cers).
i

The Company has a defined benefit retirement plan and amounts contributed by the Company
during 19S0 cannot be determined by individual account by the actuary for the plan. For 19S0, the
percentage of aggregate contributions to the plan to the total regular salaries or wages of the plan
participants was approximately 13.17o.
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Item 10. MANAGEAfENT REAfUNERATION AND TRANSACTIONS (Continued)

(b) Proposed remuneration:

liefireme_nt Plan. The Company has a non-contributory defined benefit retirement plan
covering substantially all employees including ofHeers but not directors who are not also salaried
officers. The Company funds the plan with amounts determined annually by the plan's actuary,.

however, the amounts contributed are not determined by individual account. Eligible employee
receive monthly pension benefits upon retirement with the annual normal retirement benefit
equal to 1.37c of the first $7,500 plus 1.5% of the excess over $7,500 of average annual regular
earnings received by the participants during their three years of highest earnings, multiplied
by the number of years of accredited senice. Earnings are defined as total annual remuneration
paid to an employee for senices rendered exclusive of overtime earnings or any special or extra
compensation. Retirement benefits under the plan are not subject to reduction for Social Security
benefits, or other offset amounts.

,

The estimated annual benefits payable upon retirement at age 63 to persons in specific
] average salary and aaredited years-of-service classifications are as follows:

' Annual Retirement Benents

Aserase 20 Years 30 Years 40 Years
Annual Accredited Accredited Accredaed

i salary service service service

$ 70,000 $20,6SS $31,032 $ 41,376 -

100,000 29,6SS 44,532 59,376
130,000 3S,6SS 5S,032 77,376
160,000 47,65S 71,532 95,376
190,000 56,6SS 85,032 113,376

The accredited years-of. service for the officers of the Company named in the remuneration
table above are as follows: Afr. Farrington,21 years; Alr. Aston,2S years; Afr. Sellar,12 years;

,

Ntr. Tanner,27 years; and Alr. Watson,40 years.'

! Thrift Plan. Under the Employees' Thrift Plan of the Texas Utilities Company System,
employees of the Company may save, by payroll deductions, up to 67c of their regular salary i

or wages. Employer-corporation makes a contribution to each participant's account of 40%,
50% or 60% of the employee's savings depending upon his length of senice. Employer's contri-
butions are invested in common stock of Texas Utilities.

Emplotjee Stock Otrncrship Plan. Under the Employee Stock Ownership Plan of the Texas

j Utiiltic. Company System, the Company contributes each year to a trustee amounts up to the
additional 1% and %% investment tax credit allowed under the Internal Revenue Code. Such
contributions are invested in common stock of Texas Utilities for the account of participating
employees of the Company in proportion to their compensation. The amounts contributed based
upon the %% credit are conditioned upon a matchirg contribution by the participant. Shares

,

allocated to a participant's account may not be withdrawn except under certain limited condi-
j- tions or upon termination of senice with the Company.
1

l

4

1

,

,

)

. . _ . . . - - - - . , , , , , - . - - - , . . - . - - . ~ - . _ -



_. _ _ _ _ _ . . . _____ .__- - - . .-. . _ _ .._ _ . _ _ _ __ . .. _
-

|

;
,

| Item 10. MANAGEMENT REMUNERATION AND TRANSACTIONS (Concluded). i

I
. (c) Remuneration of directors: '

4

1 The Company's standard arrangement for compensating directors, other than directors who are
also salaried ofEcers, for services is as follows:

; Annual Retainer $1,600
1 Each Regular or Special Meeting Attended 300. ,

} Each Committee Meeting Attended 100
| Reimbursement for Transportation Costs and other
i Expenses incurred in Attending Meetings is permitted

(d) Options, warrants, or rights:

: None.
!

(c) Indebtedness of management:

None.

(f) Transactions with management:

None.

(g) Transactions with pension or similar plans:4

f None.

| (h) Termination of employment:
i

None.'

!

i

|
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PART IV

Item II. EXI'.4 BITS, FINANCIAL STATEMENT SCIIEDULES, AND llEPORTS ON FORM 8-K.

Page

(a) F;.iancial Statements, Financial Statement Schedules, and Exhibits.

1. Financial Statements (included in Item 8, Financial Statements and
Supplementary Data):

Statement of Income for each of the three years in the period
ended December 31,1980 20

Statement of Source of Funds for Construction for each of the
three years in the period ended December 31,1980 . 21

Italance Sheet, December 31,1980 and 1979 22. .

Statement of Iletained Earnings for each of the three years in the
period ended December 31,19SO 24..

Notes to Financial Statements 25. .. .

Opinion of Independent Certified Public Accountants 31

Supplementary Information Concerning Effects of Changing Prices . 32

.

2. Financial Statement Schedules:

V- Electric Plant for each of the three years in the period
ended December 31,19S0 . 42.

VI- Accumulated Depreciation for each of the three years in the
period ended December 31,19S0 43

| VIII- Valuation and Qualifying Accounts for each of the three years
in the period ended December 31,19S0 . 44

X - Supplementary Information for each of the three years in
the period ended December 31,19S0 45

i The following financial statement schedules are omitted because of the absence of the conditions
under which they are required or because the required infonnation is included in the Financial
Statements or notes thereto:

1

; I, II, III, IV, VII, IX, XI, XII and XIII.

1
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Item II, EXIIIBITS, FINANCIAL STATEAIENT SCHEDULES, AND REPORTS ON FORM 8-K |

(Continued). I

3. Exhibits:

3(a) - Restated Articles of Incorporation

3(b) - Bylaws

4(a)* - Afortgage and Deed of Trust, dated as of Febiuary 1,1937, between the Com-
pany and Old Colony Trust Company, as Trustee (The First National Bank
of Boston, successor Trustee), filed as Exhibit B-2, File No. 2-2S01.

4(b)* -Supplemental Indentures to Sfortgage and Deed of Trust.

File
Number Dated Reference Eslu1>it

First April 1,1949 2-7S55 7(a)
Second June 1,1950 2-8466 7(a)-2
Third Afarch 1,1953 2-10071 4(b)-3<

Fourth February 1,1956 2-12200 2(b)-1
Seventh February 1,1963 2-20997 2(b)-7
Ninth February 1,1967 24,5505 2(b)-9
Tenth June 1,1970 2-37161 2(c)
Eleventh November 1,1971 2-42043 2(c)
Twelfth September 1.1972 2-45403 2(c)
Thirteenth 51 arch 1,1975 2-5270S 2(c)

4(c) - Supplemer,tal Indentures to hfortgage and Deed of Trust.

Number Dated

Fifth December 1,1956
Sixth December 1,1959
Eighth January 1,1966
Fourteenth hiay 1,1977

4(d)* - Debenture Agreements between the Company and hforgan Guaranty Trust
Company of New York, as Trustee: s

File
Dated Reference Exhibit

February 1,1961 2-22020 2(b)-10
February 1,196S 2-2S016 2(b)-13

4(c) - Agreement to furnish certain debt instruments.

12(a) - Computation of Ratio of Earnings to Fixed Charges

12(b) - Computation of Supplemental Ratio of Earnings to Fixed Charges

* Incorporated herein by reference

(b) Reports on Form 8-K:

The Registrant filed a Form S-K during the quarter ended December 31,19SO as follows:

October 7,1950 Item 5. OTIIER AIATERIALLY IhlPORTANT EVENTS.

The Registrant made applications on September 26,19S0, to the Public Utility Com-
mission of Texas and to the cities of Dallas, Ilighland Park, University Park, and
Cockrell Ilill for upward adjustments in electric service rates. The proposed rate
adjustments, afIecting all classes of service, were estimated to increase operating
revenues of the Registrant for the test year ended June 30, 1950, by approximately
SSI.7 million, or an average of 16.47c. (See Part I, Item 1, Business - Regulation
and Rates).

41
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1

Item II. EXIIIBITS, FINANCIAL STATE 5fENT SCIIEDULES, AND REPORTS ON FOR51 S-K
(Continued).

DALLAS POWER & LIGIIT C05fPANY

SCIIEDUI.E V- ELECTRIC PLANT
For the Years Ended December 31,19S0,1979 and 1978

Column A Coiumn B Column C Column D Column E Column F

Other
Balance at changes - Balance
beginning Additions add at end

Year Classification of year at cost Retirements (deduct) of year

Thousands of Dollars
1950 Electric plant in senice:

Production $ 491,402 $ IS,3S5 $4,065 $ - $ 505,722
Transmission 134,445 10,316 699 - 144,062

Distribution 296,63S 24,056 2,S0S - 317,8S6

General 29,513 5,909 552 - 31,870

Total electric plant in
senice 951,99S 53,666 8,124 - 1,002,510

Construction work in progress 347,199 73,126 - (70,702)t 349,623

Nuclear fuel 16,650 4,776 - (3,625){ 17,831

Electric plant held for
future use 2,477 11 - - 2,43S

Total electric plant $1,31S,351 $136,579 $S,124 $(74,327) $1,372,4S2

1979 Electric plant in senice:
Production S 426,626 $ 65,279 $ 503 $ - $ 491,402
Transmission 120,292 14,766 613 - 1S2,445

Distribution 276,161 22,4SS 2,014 - 296,63S

General 27,6SS 2,20s 3S1 - 29,513

Total electric plant in
service 850,763 104,741 3,511 - 951,993

Construction work in progress 374,047 67,073 - (93,921)* 347,199

Nuclear fuel 17,352 5,24S - (5,950)* 16,6S0

Electric plant held for
future use 2,245 232 - - 2,477

Total electric plant $1,244,442 $177,2(Ji $3.511 $(99,571) $1,318,351

1976 Electric plant in senice:
Production $ 391,831 $ 35,049 $ 251- S - S 426,626
Transmission 11S,261 2,85S S27 - 120,292

Distribution 265,5S0 12,128 1,514 - 276,161

General 25,786 2,22S 328 - 27,686

Total electric plant in
service 801,45S 52,263 2,953 - 850,768

Construction work in progress 267,85S 106.189
^

17,332

- - 374,047

Nuclear fuel 7,467 9,915 * - -

EIcetric plant held for future
use 1.374 871 - - 2,245

Total electric plant $1.078,15'T $169,238 $2,953 $ - $1.244,442

i An:ounts received from the transfer of a portion of the Comanche Peak nuclear station and Martin
Lake Unit 4 to Texas Electric Service Company and Texas Power & Light Company.

* Amounts received from the sale of a portion of the Comanche Peak nuclear station.
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Item 11. EXIIIBITS, FINANCIAL STATEAfENT SCIIEDULES, AND REPORTS ON FORhi 8-K
(Continued).

DALLAS POWER & LICIIT CO5fPANY

SCIIEDULE VI- ACCU 51ULATED DEPRECIATION
For the Years Ended December 31,1950,1979 and 1978

Column A Column B Column C Column D Column E Column F

Additions Other
Balance at charged to changes - Balance
beginning costs and add at end

g Description of year expenses Retirements (deduct)* of year

Thousands of Dollars

1%0 Accumulated depreciation $277,817 $33,758 $(1,989) $233 $313,797
1979 Accumulated depreciation $245,6S3 $31,218 $ (882) $ 34 $277,817
1978 Accumulated depreciation $218,S1S $2S,S43 $ 2,032 $ 24 $245,633

' Amounts recorded represent depletion of lignite.
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Item II. EXIIIBITS, FINANCIAL STATE 5fENT SCIIEDULES, AND REPORTS ON FORhi 8-K
(Continued).

DALLAS POWER & LIGHT CO51PANY

SCIIEDULE VIII-VALUATION AND QUALIITING ACCOUNTS
For the Years Ended December 31,1980,1979 and 1978

Column A Column D Column C Column D Column E

Additions

Charged to
Balance at Charged to other Balance
beginning costs and accounts - Deductions - at end of

Year Description of year expenses describe describe year

Thousands of Dollars
1980 Valuation account, deducted

from related asset on
balance sheet -

Allowance for uncollec-
tible accounts $1,700 $2,894 - $2,574* $2,020

Balance sheet resenes-
Insurance $1,251 $2,000 - $2,8911 $ 363
Accident 579 - - - 579

Total $1,833 $2,000 - $2,891 $ 942

1979 Valuation account, deducted
from related asset on
balance sheet-

Allowance for uncollec-
tible accounts $1.257 $2,370 - $1,927' $1,700

Balance sheet resenes-
Insurance $2,013 $2,408 - $3,167f $1,254

Accident 59 - - - 579

Total $2.592 $2.408 - $3,167 $1,833

1978 Valuation account, deducted
from related asset on
balance sheet -

Allowance for uncollec-
tible accounts $1,000 $1,616 - $1,359' $1,257

Balance sheet reserves-
Insurance $1,421 $ 233 - $(359)t $2,013
Accident 579 - - - 579

Total $2.000 $ 233 - $ (359) $2,592

' Deductions from the allowance represent uncollectible accounts written off less recoveries of amounts
previously written off.

JPartial recovery in 1978 of a major uninsured low deducted from the reserve in 1977. The deductions
in 1979 and 19S0 represent major uninsured losses.
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Item 11. EXIIIBITS, FINANCIAL STATEAIENT SCIIEDULES, AND REPORTS ON FORhi 8-K
(Concluded).

DALLAS POWER & LICIIT COhfPANY

SCIIEDULE X-SUPPLEAIENTARY INFORAfATION
For the Years Ended December 31,19S0,1979, and 1978

Column A Column B

Charged to Espenses and Other Accounts

1950 1979 1978

Thousands of Dollars
Taxes other than income:

Ad valore:n $14,363 $15,602 $15,136
Local gross receipts 19,700 15,915 14,135
State gross receipts 9,944 7,824 7,243
State franchise 2,208 2,029 1,852
Social security and unemployment 3,091 2,75S 2,180,

Afiscellaneous 53 47 64

Total $49,302 $44,175 $40,610.

Charged to:
Operating expenses $4S,243 $43,267 $39,481
Electric plant and sundry accounts $ 1,119 $ DOS $ 1,129

hiaintenance and repairs, depreciation, depletion, amortization, rents and lease commitments,
royalties, research and development, and advertising, other than amounts set out separately in the
Statement of Income, are not significant.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1918, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

DALLAS POWER 8e LICIIT COh!PANY

By J. S. FARRINCToN

J. S. Farri,gton (Presklent)
Date: Alarch 5,14S1

Pursuant to the requirements of the Securities Exchange Act of 1911, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the date
indicated.

,

Signature Title Date

Principal Executive OfEcer
J. S. FARRINGTON and Director

J. S. Farrmgton (President)

D. J. IIAsanox Principal Financial OfEccr
D. J. Hampton (Vice President)

J. D. KAnxrY Principal Accounting OfBeer
J. D. Karney (Treasu*er & Assistant Seuetary)

T. L. Arsnx, JR. Director
T. L. Austm, Jr.

IIENnY C. BECK, jR. Director
IIeray C. Bc(k, Jr.

1.toYn S. Bowtts Director
Lloyd S. Bowles

Groact L. CtaRx Director afarch 5,1951,

George L. Clark

RostnT B. Ctutsi Director

RoLert B. Cullum

J. D. FRAxas Director

J. D. Francis

Rianen St. IhnT Director

Richard St. Ilart

JAstES W. NEAY Director

James W. Keay

ROBERT .\ICDoxAto Director

Robert NicDmaid

Joux 51. STrstsross Director

John St. Stemmons
,
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PART I. FINANCIAL INFORMATION

THE FINANCIAL STATEMENTS HEREIN HAVE BEEN REVIEWED BY DELOITTE HASKINS & SELLS, INDEFEN-
DENT CERTIFIED PUBLIC ACCOUNTANTS, WHOSE LETTER WITH RESPECT THERETO IS FILED HEREWITH

AS AN EXHIBIT TO PART I 0F THIS REPORT. NO ADJUSTMENTS OR ADDITIONAL DISCLOSURES WERE
PROPOSED BY DELOITTE HASKINS & SELLS. THE FOLLOWING FINANCIAL STATEMENTS SHOULD BE CON-
SIDERED IN CONJUNCTION WITH THE NOTES THERETO AND THE INFORMATION UNDER MANAGEMENT'S
ANALYSIS OF STATEMENT OF CONSOLIDATED INCOME. IN THE OPINION OF THE COMPANY, ALL ADJUST-

MENTS (CONSTITUTING ONLY NORMAL RECURRING ACCRUALS) NECESSARY TO A FAIR STATEMENT OF THE
RESULTS OF OPERATIONS HAVE BEEN INCLUDED THEREIN.

TEXAS UTILITIES COMPANY AND SUBSIDIARIES

STATEMENT OF CONSOLIDATED INCOME

(Unaudited)

Three Months Ended Nine Months Erded Twelve Months Ended
_ septes er 30. _,lecteecr 30. Feetee er 30.

122.2 M 12.Z1 1212 1212 123.2
Thousands of Dollars

O P f it AT I NG R EV EN1'ES-Ele c t r i c . . . . . . . . . . . . . . . . . . . . . $545,273 $763,826 $1,342,850 $1,670.270 $1.701.220 $ 2.0 8 3. 709

OPLPAT.NG LXPE3SES (Note 1)
Operation ..................................... 61,169 73,835 170,328 206,980 222,550 271,211

fuel .......................................... 180,620 275,033 467,681 588,276 580,852 720,659

ffaintenance ................................... 30,959 32,736 88,186 109,196 114,042 151,048

Derreciation provisions ....................... 38,180 40,929 111,704 120,840 147,400 159,429

23,045 72,817 776 52,564 5,261 38,166
Federal inceee taxes ..........................

18,092 18,001 45,758 55,747 54,956 69,825
Def erred f ederal income cases-net ............

25,211 21,879 69,264 56,548 81,416 75,354
Federal investment tax credits-net ...........

State. local and miscellaneous taxes 33.207 38.326 94.069 105.164 122.970 138.251
..........

Total crerating expenses ................. 410.483 573.556 1.047.765 1.295.315 1.329.447 1.623.943

O P EPA T I NG I N COM E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . _1.]4.790 190.270 295.0e5 374.955 371.773 459.746

OTHER INCm E
Allowance for equity funds used during

construction (Note 1) ....................... 9,245 14,377 27,284 41,205 34,474 57,253

4.795 4.614 14,864 16,543 16.992 26,991
Other income and deductions-net ..............

Febral income taxes on other income .......... (1.835) {1.800) (6.294) (6.459) (7.113) (11.991)

J 2.205 17.191 35.e54 51.2*9 44.353 .._ 70.263
Total other income .......................

146.995 207.461 330.939 426.244 416.126 530.029
TOTAL INCOME .....................................

INTEREST CHARCES
Interest o n mo r t g a g e bo nd s . . . . . . . . . . . . . . . . . . . . 33,120 36,966 97,260 106,854 126,403 139,975

9,611 15,557 23,809 47,180 37,868 58,308
Interest on other long-term debt ..............

8,254 5,731 19,247 25,520 23,870 36,426
other interest ................................
Allowance for borrowed funds used during

construction (Note 1) ....................... (5.465) (5.364) (16.044) (15.544) (22.661) (15.895)

To tal int e res t c harge s . . . . . . . . . . . . . . . . . . . 45,520 52,890 129,272 164,010 165,480 218,904

PEEFERRED STOCK DIVIDENDS OF SU851 DIARIES ........ 10.099 11.855 29.530 32.015 3e.744 41.993

( ON SOLID AT ED NET INCOME . . . . . . . . . . . . . . . . . . . . . . . . . . $ 91.376 $142.716 $ 172.137 $ 230.219 $ 211.902 $ 264.232

Average shares of common stock
86,721 95,119 85,789 92.952 84,494 91,692

outstanding (thousands) .......................

Earninos and dividends per share of coesson stock:

Earninos (on average shares outstanding) $1.05 $1.50 $2.01 $2.48 $2.51 $2.94
......

Dividends declared ............................ $0.41 $0.44 $1.23 $1.32 $1.61 $1.7 3

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

MANAGEMENT'S ANALYSIS OF STATEMENT OF CONSOLIDATED INCOME

OPERATING REVENUES - Increases in operating revenues resulted primarily from
(i) general rate increases which were placed into effect on various dates in 1979
and 1980 by the electric utility subsidiaries, (ii) increased energy sales attribu-
table primarily to unusually hot weather during the recent summer months as compared
to the milder than normal weather during the summer months in 1979, and (iii) the
recovery of the higher costs of fuel consumed in generating the increased output
of electric energy. Factors limiting the growth in energy sales and resulting
revenues for the nine and twelve month periods were (i) milder weather in the heat-
ing season as compared to that experienced in the corresponding periods ended in
1979, and (ii) energy conservation efforts on the part of some customers.

OPERATION AND MAINTENANCE - Increases in operation and maintenance expenses
resulted from continuing inflationary pressures on the costs of labor, materials
and services, and from an additional lignite-fueled generatir.g unit placed in service
during 1979. Maintenance expenses were affected by the higher costs of maintaining
lignite-fueled generating units, including the additional costs of maintaining the
pollution control equipment required in connection therewith.

FUEL - Increases in fuel expense resulted from increased levels of generation
and higher unit costs of fuel consumed, of fset in part by a greater use of lower
cost lignite for electric generation.

FEDERAL INCOME TAXES - Increases in federal income taxes resulted primarily
from the corresponding increases in taxable income and decreases in federal invest-
ment tax credits.

DEFERRED FEDERAL INCOME TAXES - Increases in deferred federal income taxes
for the nine and twelve month periods are primarily attributable to the continued
effect of the adoption for federal income tax purposes of liberalized depreciation
and the class life depreciation system (ADR) for depreciable property.

FEDERAL INVESTMENT TAX CREDITS - Decreases in federal investmenc tax credits
reflect the ef fects of the completion in 1979 of the phase-in of Qualified Progress
Expenditures pursuant to the Tax Reduction Act of 1975.

STATE, LOCAL AND MISCELLANEOUS TAXES - Increases in state, local and miscel-
laneous taxes resulted primarily from increases in revenue and property based taxes,
principally gross receipts and ad valorem taxes.

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION - Increases in allowance for
funds used during construction are attributable to an increase in the AFUDC rate
effective November 1979, accompanied by the commencement of semi-annual compound-
ing, and to increases in the amount of construction work in progress of the electric
utility subsidiaries not allowed in rate base by regulatory authorities (see Note 1
to Financial Statements).

OTHER INCOME AND DEDUCTIONS--NET - Increases in other income and deductions--
net for the nine and twelve month periods are primarily attributable to increased
income from a large industrial customer of one electric utility subsidiary for
construction of generating facilities and interest income on federal income tax
refunds arising from the carryback to prior years of federal investment tax credits.

__
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

MANAGEMENT'S ANALYSIS OF STATEMENT OF CONSOLIDATED INCOME

(Concluded)

INTEREST CHARGES - Increases in interest charges are attributable primarily
to the additional debt securities issued and sold in connection with the financing

of the construction programs of the System companies. Also reflected for the nine
and twelve month periods is the greater use of short-term debt for interim require-
ments at generally higher interest rates.

CONSOLIDATED NET INCOME AND EARNINGS PER SHARE - Increases in consolidated
net income and earnings per share of common stock reflect primarily the salutary
ef fects of the gen 2ral rate increases effective in 1979 and 1980 and the unusually
hot weather during the recent summer months, offset in part by the dilutive ef fects
of sales by the company of additional shares of common stock (see Note 3 to Finan-
cial Statements).

t

._
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

STATEMENT OF CONSOLIDATED SOURCE OF FUNDS FOR CONSTRUCTION

! (Unaudited)

Nine Months Ended Twelve Months Ended
; September 30 September 30

1222 1980 1222 1980
Thousands of Dollars

*

FUNDS FROM OPCRATIONS

; Consolidated net income ................... $172,137 $230,219 $211,902 $269,232
Less--Dividends declared by Texas Util-

' itics Company en common stock ..... 106.198 122.264 136.843 158.328
Balance ................................... 65,939 107,955 75,059 110,904

; Depreciation provisions ................... 111,704 120,840 147,400 159,429
P

'

Deferred federal income taxes--net 48,702 59,002 58,952 73,351........

Federal investment tax credits--net 69,264 56,548 81,416 75,357
4

.......

Allowance for funds used during
construction ............................ (43.328) (56.749) (57.135) (73,Q1H)

Total funds from operations ........ 252.281 287.596 _1Q12622 345.981

FUNDS FROM FINANCINC,

First mortgage bonds ...................... 175,000 125,000 175,000 125,000
- '

Other long-term debt 10,254 55,297 12,528 244,582......................

Preferred stocks 29,591 64,285 29,591 64,285..........................

Common stock of Texas Utilities Company ... 115,276 113,038 128,630 135,048
Notes payable--commercial paper ........... 84,545 (26,775) 191,605 (156,975)

| Long-term debt retired .................... (22.564) (36.737) ..(38.636) (41.43Q)
Total funds from financing ......... 392.102 294.108 498.718 _31Q,51Q

ADD (DEDUCT)

Non-utility property ...................... (3,918) (7,210) 10,968 (8,065)
Nuclear fuel .............................. (18,300) (6,925) (31,280) (817)
Utility plant--sale ....................... - - - 99,871
Other--net (7.682) _{21.033) __32,611 ,_IZ9t Z9)S................................

Total .............................. _129.905) (35.168) 12 299 20,4_101

Total .......................... 614,478 546,536 816,709 736,903

CASH IN BANKS AND TEMPORARY CASH
INVESTMENTS--net change ................... _I12,H3s) _115.943) (18.918) __12,324

1

CONSTRUCTION EXPENDITURES (excluding allow-
ance for funds used during construction)... $594.644 $530.593

,

--
$797.791 S749.227i

See accompanying Notes to Financial Statements.
,

. _ - - - - - . , .- -. , . .,, , , . - . - .,u-- _.-,3.- -, -.- - - -.- , - - - -
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TEXAS UTILITIES COMPANY A!O SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

(Utaudited)

ASSETS

September 30.

1212 12f!2
Thousands of Dollars

UTILITY PLANT-at original cost (Note 1)
Electric plant in service:
Production ......................................... $2,708,214 S2,823,715
Transmission ....................................... 736,736 781,029
Distribution ....................................... 1,275,914 1,385,492
General ............................................ 115.065 132.578

Total .............................................. 4,835,929 5,122,814
Construction work in progress ........................ 1,584,214 1,999,002
Nuclear fuel ......................................... 70,445 71,262
Held for future use .................................. 16.100 16.880

6,506,688 7,209,958-Total utility plant ..................................

Less accumulated provisions for depreciation . . . . . .. . . 1.173.514 1.338.456

Utility plant, less accumulated provisions
for depreciation ............................... 5.333.174 5.871.502

INVESTMENTS-at cost
Non-utility property ................................. 51,067 59,132
Other investments (Note 1) ..................t........ 15.994 15.737

Total investments 67.061 74.869-................................

CURRENT ASSETS
Cash in banks (Note 2) ............................... 30,982 33,486
Special deposits ..................................... 22,763 16,979

20,428 5,600! Te=porary cash investments--at cost . .................

1 Accounts receivable:
| Customers .......................................... 133,134 168,993

Other .............................................. 15,454 25,598
Allowance for uncollectible accounts ............... (4,650) (6,261)

i Inventories--at average cost:
Materials and supplies ............................. 44,461 61,149
Fuel stock ......................................... 69,177 114,982

,

Other current assets ................................. 23.777 37.504'

; Total current assets ............................. 355,526 458,030
i

| DEFERRED DEBITS
Una=ortized debt expense ............................. 6,995 9,465
Other ................................................ 30.382 4.982

,

i Total deferred debits ............................ 37.377 14.441
J i

Total ............................................ $5.793.138 $6.418.848
4

See accompanying Notes to Financial Statecents.

,
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

| CONSOLIDATED BALANCE SHEET

I (Unaudited)
:
t

! LIABILITIES

Seotember 30.
1979 1980

Thousands of Dollars

f CAPITALIZATION

Common stock (Note 3),

! Texas Utilities _ Company, without par value:
'

Authorized shares--150,000,000

; Outstanding shares--1979, 86,768,295; 1980, 95,260,964 ... $1,049,500 $1,184,548
i Retained earnings (Note 4) ................................... 756,013 856,916

Minority interest in subsidiary .............................. 1.285 48,

a

! Total .................................................. 1,806.798 2,051,512

I Preferred stocks (Note 5) 535.824 600 101....................................

Long-term debt--less amounta due currently (Note 6):
First mortgage bonds ....................................... 1,716,000 1,829,500
Other long-term debt 473,074 703,634... ...................................

Unamortized premium and discount (3.750) (5 181)...........................

! Total .................................................. 2.185.324 2.527.Z41
f

Total capitalization ......... ......................... _4 ,527.946 5.179.366

I

i CURRENT LIABILITIES

.
Notes payable--commercial paper (Note 2) 305,900 148,925.....................

| Long-term debt due currently ................................. 33,2H3 17.3HQ
'

!

i Total (to be refinanced) ..................................... 339,188 166,305
j Accounts payable ............................................. 173,612 '157,136
| Dividends declared ........................................... 45,446 53,550
! Customers' deposits .......................................... 12,123 14,687

i Taxes accrued ................................................ 57,337 123,081
| Interest accrued ............................................. 40,479 52,434

Other current liabilities .................................... 88.731 27.225

| Total current liabilities .............................. 756,916 594,428

| ,

RESERVE FOR INSURANCE AND CASUALTIES (Note 1) 4,442 5,365..................

ACCUMULATED DEFERRED FEDERAL INCOME TAXES (Note 1) 218,148 290,804.............

UNAMORTIZED FEDERAL INVESTMENT TAX CREDI*S (Note 1) 285,686 348,885 '

............

COMMITMENTS AND CONTINGENCIES (Note 7)
i
j

To t a l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $_5_. 7 9 3 .1 3 8 j6 ,418.848j;

!
:

See acconpanying Notes to Financial Statements.

1
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TEXAS UTILITIES COMPANY AND SUBSIDIARTES

NOTES TO FINANCIAL STATEMENTS
;

(Unaudited)

1. SIGNIFICANT ACCOUNTING POLICIES

Consolidation - The consolidated financial statements include Texas Utilities
Coniany and all of its subsidiaries:

Dallas Power & Light Company Texas Utilities Services Inc.
Texas Electric Service Company Texas Utilities Generating Company

Old Ocean Fuel Company Texas Utilities Fuel Company

Texas Power & Light Company Chaco Energy Company t

Basic Resources Inc.

All significant intercompany items and transactions have been eliminated in consoli-
dation.

Utility Plant - The cost of property additions, including replacements of units
| of property and betterments, is charged to utility plant. An allowance for funds
;

used during constrection has been charged to utility plant at the rate of 7% of
expenditures incurred, except for that portion of construction work in progress
allowed in rate base by regulatory authorities. Effective November 1, 1979, such
rate was increased to a net of tax rate of 8%, compounded semi-annually. Maintenance
and repairs of property, and replacements of items determined to be less than units
of property, are charged to operating expenses. Accumulated provisions for deprecia-
tion is charged with the cost of units of property retired, plus removal costs, less
salvage.

Other Investments - The difference between the amount at which the investment
in a subsidiary is carried by the Company and the underlying book equity of such
subsidiary at the respective dates of acquisition is included in other investments:
514,269,000 at September 30, 1979, and $14,411,000 at September 30, 1980.

Depreciation - Depreciation provisions are based upon an amortization of the
original cost of depreciable properties on a straight-line basis over the estimated
service lives of the properties.

Federal Incone Taxes - Deferred federal income taxes are generally provided for
differences between book and taxable income; such differences result primarily from
the use of liberalized depreciation for property placed in service after 1969 and
also the class life depreciation system (ADR) for property placed in service after
1971. Federal income tax provisions have been reduced by the amounts of investment
tax credits allowable under the Internal Revenue Code, including amounts for an
Employee Stock Ownership Plan established pursuant to the Tax Reduction Act of 1975,
as amended; a ratable portion, except for amounts applicable to the Employee Stock
Ownership Plan, is being amortized to income over the estimated service lives of the
properties.

Retirement Plans - The companies have uniform retirement plans covering sub-
stantially all employees. The costs of the plans are determined by independent
actuaries and are funded by the companies as accrued.

Reserve for Insurance and Casualties - The companies make provision for major'

uninsured losses and claims and charge the amounts thereof to the reserves when
incurred.



TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS - (Continued)

(Unaudited)

2. BANK BALANCES AND SHORT-TERM BORROWINGS

At September 30, 1980, the Company had lines of credit with commercial
banks aggregating $300,000,000. Such lines may be used for either back-up lir"'s
for commercial paper or for bank loans at the prime commercial lending rate
as it exists from time to time.

No commitments with respect to the maintenance of compensating balances
have been made by the Company to any banks from which it has lines of credit;
such arrangements are dependent upon the regillar operating balances maintained
in accounts with said banks by the Company and its subsidiaries.

3. COMMON STOCK

The Cempany issued and sold shares of its authorized but unissued common
stock during the years 1978 and 1979 and the nine months ended September 30,
1980, as follows:

Automatic Dividend Fmployees' Drift Plan
Re inves t ownt and Cormon and Laployee

Jdlic Of ferin Stock Purchase Flan Stock Ownershio Plan Total
ShaIII assuni Shares Amount Shares Amount Shares Anount

1978 5,000,000 $97,2 50,000 95,817 $ 1,856,000 570,072 $11.569,000 5.665,889 $110,675,000
1979 5,000,000 94,750,000 1,091,137 19,689.000 1,228,072 22,846,000 7,319,209 137,285,000
1980 5,000,000 74,250,000 1.318.314 21,765,000 r57,552 17,023,000 7,275,866 113,038,000r

At Septenber 30, 1980, 3,998,610 shares of the authorized but unissued
common stock of the Company were reserved for issuance and sala pursuant to the
above plans.

4. RETAINED EARNINGS

The articles of incorporation, the mortgages, as supplemented, and the
debenture agreements of the subsidiaries contain provisions which, under certain
conditions, restri'ct distributions on or acquisitions of their common stocks. At
September 30, 1979, and September 30, 19 80, $47,716,000 and S 57,670,000, re.-
spectivelys of retained earnings of two subsidiaries was thus restricted as a
result of the provisions cf such articles of incorporation. Retained earnings at
such dates also included $281,243,000 and $331,243,000, respectively, representing
the Company's equity in undistributed earnings since acquisition included in
transfers by subsidiaries from their retained earnings to stated value of common
stock, making a total of retained earnings which was restricted of $328,959,000 at
September 30, 1979, and $388,913,000 at September 30, 1980.



TEXAS UTILITIES COMPANY AND-SUBSIDIARIES

NOTES TO FINANCIAL STATDIENTS - (Continued) |

(Unaudited)

5. PREFERRED STOCKS OF SUBSIDIARIES (cumulative, without' par value, entitled upon
liquidation to S100 a share)

Redemption Price Per
,

Share (before adding

i Amount accumulated dividends)
Shares September 30 Eventual

Outstandinn 1979 1910_ Current Minimum'

Thousands of Dollars

Dallas Power & Light Company"

$4.00 series .............. 70,000 $ 7,049 $ 7,049 $103.56 $103.56
4.24 series .............. 100,000 10,081 10,081 103.50 103.50
4.50 series .............. 74,430 7,443 7,443 110.00 110.00
4.80 series .............. 100,000 10,009 10,009 102.79 102.79

;

. 6.84 series .............. 200,000 20,022 20,022 106.47 103.05
7.20 series .............. 200,000 20,044 20,044 105.01 103.21'

7.48 series .............. 300,000 30,073 30,073 106.69 102.95

Texas Electric Service Company

$4.00 series .............. 110,000 11,000 11,000 102.00 102.00
4.56 series .............. 65,000 6,563 6,563 112.00 112.00
4.64 series .............. 100,000 10,016 10,016 103.25 103.25
5.08 series .............. 80,000 E,004 8,004 103.60 103.60
7.44 series ..-........... 300,000 30,006 30,006 106.12 102.40
8.32 series .............. 300,000 29,655 29,655 108.32* 101.00

, 8.44 series .............. 300,000 30,046 30,046 107.40 103.18

8.92 series .............. 200,000 20,076 20,076 105.83 103.60i

9.36 series .............. 300,000 29,625 29,625 107.02 102.34
34,615 110.12* 100.0010.12 series .............. 350,000 -

Texas Power & Light Company

; 04.00' series .............. 70,000 7,000 7,000 102.00 102.00
'

4.44 series .............. 150,000 15,061 15,061 102.61 102.61
; 4.56 series .............. 133,786 13,379 13,379 112.00 112.00

: 4.76 series .............. 100,000 10,000 10,000 102.00 102.00

4.84 series .............. 70,000 7,000 7,000 101.79 101.79
4

7.24 series .............. 250,000 25,113 25,113 107.04 103.42

7.80 series .............. 300,000 30,030 .30,030 105.20 103.25

8.16 series .............. 300,000 29,655 29,655 108.16* 102.04

8.20 series .............. 300,000 30,108 30,108 107.39 103.29

8.68 series .............. 300,000 29,550 29,550 108.43* 101.92

8.84 series .............. 300,000 29,591 29,591 108.17* 102.05
9.32 series .............. 300,000 29,625 29,625 106.99 102.33
10.92 series .............. 300.000 - 29.670 110.92* 102.73

,

Total ............. 6.023.216 $535.824 $600.109
,

* Redemption may not be effected currently through certain refunding operations.

- . . _



TEXAS UTILITIES COMPANY AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS - (Continued)

(Unaudited)

6. LONG-TERM DEBT OF SUBSIDIARIES (less amounts due currently)

Interest Rate Groups Maturity Groups

September 30 September 30.
From To 1979 1980 From To 1122 1180

Thousands of Dollars Thousands of Dollars
First mortgage bonds:

3 1/8% 4 1/4% ..... $ 134,500 $ 123,000 1981 1986..... $ 194,500 $ 183,000

4 3/8 5 1/2 223,500 223,500 1987 1992..... 50,500 50,500.....

6 1/8 7 3/4 368,000 368,000 1993 1998..... 231,000 231,000.....

8 1/4 9 1/2 940,000 940,000 1999 2004..... 565,000 565,000.....

10 1/8 14 1/8 50.000 175.000 2005 2010..... 675.000 800.000.....

Total ..... _$1.716.000 $1.829.500 $1.716.000 $1.829.500

Other long-term debt:

Sinking fund debentures

4 1/2% 5 1/4% ..... $ 35,530 $ 32,852 1985 1989.....$ 35,530 $ 32,852

6 5/8 7 3/4 42.865 37.401 1993 1994..... 42.865 37.401.....

Total 78,395 70,253 78,395 70,253.....

Pollution control revenue
bonds - net

5.70% 7 5/S% ..... 99,089 143,671 2004 2009..... 99,089 143,671

Senior notes

8.50% 10.45% ..... 295.590 489.710 1996 1999..... 295.590 489.71Q

Total $ 473.074 $ 703.634 $ 473.074 j 703.634.....

i
!

l

| Utility plant of the System companies is generally subject to the lien of the mortgages.
,

t

!

|
|

|

!



TEXAS UTILITIES COMPANY AND SUBSIDARIES

NOTES TO FINANCIAL STATEMENTS - (Concluded)

(Unaudited)

7. COMMITMENTS AND CONTINGENCIES

For information relating _ t-o major new construction work now in progress
or contemplated by the subsidaries, and commitments with respect thereto, see
Part II, " Item 8, Other Materially Important Events" in Form 10-Q for the quarter
ended June 30, 1980 and " Item 3, Properties--Construction Programs" in Form
10-K for the year 1979.

The three electric utility subsidaries have entered into contracts with
public agencies ta purchase cooling water for use in the generation of electric
energy and the subsidiaries have agreed, in ef fect, to guarantee the principal,
$145,865,000 at September 30, 1979 and $155,110,000 at September 30, 1980, and
interest on bonds issued to finance the reservoirs from which the water is supplied.

Reference is made to Part II, " Item I, Legal Proceedings" in Form 10-Q
for the quarter ended June 30, 1980, and " Item I, Business--Fuel Supply and
Environmental Matters" and " Item 5, Legal Proceedings" in Form 10-K for the
year 1979, for information relating to legal and administrative proceedings.
In the opinion of the Company, such legal and administrative proceedings are
not expected to have a material effect upon the financial position or results
of operations of the Company or the Company and its subsidiaries.

REVIEW BY INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

See at.tached Exhibit.



Deloitte
Haskins+ Sells

EXHIBIT

One Main Place
Da'!as. Texas 75250
(214) 748-6601
Telex 732648

November 7, 1980

Texas Utilities Company:

We have made reviews of the consolidated balance sheets of
Texas Utilities Compan: and subsidiaries as of September 30,
1979 and 1980, and the related statements of consolidated
income for the three-month, nine-month and twelve-month
periods then ended and consolidated source of funds for
construction for the nine-month and twelve-month periods then
ended, in accordance with standards established by the
American Institute of Certified Public Accountants.

A review of interim financial information consists princi-
pally of obtaining an understanding of the system for the
preparation of interim financial information, applying
analytical review procedures to financial data, and making
inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an examina-
tion in accordance with generally accepted auditing stan-
dards, the objective of which is the expression of an opinion
regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material
modifications that should be made to the accompanying finan-
cial statements for them to be in conformity with generally
accepted accounting principles.

hMi hN N
' DELOITTE HASKINS & SELLS

|

|
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

PART II. OTHER INFORMATION

Items 1 through 9. I

None.

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the under-
signed thereunto duly authorized.

TEXAS UTILITIES COMPANY

By /s/ Erle Nye

Erle Nye
Vice President

Date: November 13, 1980

|



NEW ISSUE
INTEREST EXEMPT, IN THE OPINION OF BOND COUNSEL, FROM PRESENT
FEDERAL INCOME TAXES UNDER EXISTING LAWS AND REGULATIONS,

$250,000,000
Texas Municipal Power Agency

Revenue Bonds, Series 1980
Dated: August 1,1980 Due: September 1, as shown below
The Series 1980 Bonds are coupon bonds in the denomination of $5,000 each, registrable as to principal only.
The principal (I bonds payable to bearer, and interest on all bonds (March 1,1981, and semiannually there-
after on each September 1 and March 1), are payable at Chemical Bank, New York, New York, or, at the option
of the holder, at National Bank of Commerce of Dallas, Dallas, Texas. The principal of bonds registered as to
principal (unless registered to bearer) is payable only at the office of National Bank of Commerce of Dallas,
Dallas, Texas, as Registrar.

The Series f 980 Bonds are subject to redemption prior to maturity as described herein.

The Series 1980 Bonds are additional bonds on a parity with $600,000,000 Revenue Bonds presently outstanding
and are payable solely from the Net Revenues of the Agency pledged therefor, the Bond Fund and certain other
special funds. The Cities of Bryan, Denton, Garland and Greenville, Texas have entered into Power Sales Contracts
with the Agency obligating the Cities to purchase from the Agency, subject to certain exceptions, all of their electric
energy requirements not generated by their existing electric systems. Additionally, if money on deposit in the
Bond Fund is less than the amount then required to be on deposit therein, each City is obligated to pay directly
to the custodian of the Bond Fund its Percentage Share of the amount sufficient to satisfy such requirements.
All amounts payable by the Cities under said Contracts are payable solely from the revenues of their respective
e!ectric systems and constitute operating expenses thereof, and are not payable from taxes or any other revenues
of the Cities. The Agency has no taxing power. The State of Texas is not liable on the Bonds and they are not a
debt of the State.

$38,240,000 Serial Bonds

Due Due
September 1 Amount Rate Price September 1 Amount Rate Price

1985 $2,635,000 6 % 100 % 1991 $3,865,000 7.40 % 100 %
1986 2,790,000 6% 100 1992 4,155,000 7.60 100
1987 2,965,000 6% 100 1993 4,470,000 7.80 100
1988 3,160,000 6% 100 1994 4,815,000 8 100

1989 3,370,000 7 100 1995 2,410,000 8.15 100
1990 3,605,000 7,20 100

$ 36,490,000 8% % Term Bonds Due September 1, 2000 @ 99 % %
$ 18,050,000 9% Term Bonds Due September 1, 2002 @ 99 % %
$ 33,670,000 9.10% Term Bonds Due September 1,2005 @ 100 %
$123,550,000 9% % Term Bonds Due September 1,2012 @ 100 %

(Accrued interest to be added)

The Series 1980 Bonds are offered when, as and if issued and received by the Underwriters. and subject to the
approval of legality by the Attorney General of Texas and Messrs. Dumas, Huguenin, Boothman & Morrow, Dallas.
Texas. Bond Counsel. Certain legal matters will be passed on for the Underwriters by Messrs. Hutchison Price
Boyle & Brooks, Dallas, Texas, and for the Agency by its General Counsel, Naman, Howell, Smith, Lee &
Mu!drow, P.C., Waco, Texas. It is expected that the Series 1980 Bonds in definitive form will be available for
delivery in New York, New York, on or about August 19,1980.

Salomon Brothers
Goldman, Sachs & Co.

Merrill Lynch White Weld Capital Markets Group
Merrill Lynch, Pierce, Fenner & Smith Incorporated

Smith Barney, Harris Upham & Co.
Incorporated

Blyth Eastman Paine Webber
Incorporated

July 31,1980

. - - _ _



_ _.__ ______________________ _ _ _ _ _ _ _

No dealer, broker, s:lesmin or other person his been t<uthorized by the Tzxas Municipal Power
Agency er by the Underwriters to give any information or to make any represent:tions, other than
as contained in this Official Statement, and if given or made such other information or representations
must not be relied upon as having been authorized by the Agency or the Underwriters. This Ollicial
Statement does not constitute an offer to sell or the solicitation of an oRer to buy, nor shall there be
any sale of, the Series 1950 Bonds, by any person in any jurisdiction in which it is unlawful for such
person to make such oRer, solicitation or sale.

The information set forth herein has been furnished by the Texas Municipal Power Agency and
includes information obtained from other sources which are believed to be reliable, but is not
guaranteed as to accuracy or completeness by, and is not to be construed as a representation by, the
Underwriters. The information and expressions of opinion contained herein are subject to change
without notice and neither the delivery of this OHicial Statement nor any sale made hereunder shall,
under any circumstances, create any implication that there has been no change in the aRairs of the
Agency or the Cities since the date hereof.
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OFFICLAL STATE 3fENT OF THE i

TEXAS MUNICIPAL POWER AGENCY

Relateg to its

$250,000,000

REVENUE BONDS, SERIES 1980

INTRODUCTION AND SU313fARY

The purpose of this Ofhcial Statement, which includes the cover page, appendices and
exhibits hereto, is to set forth information concerning the Texas Alunicipal Power Agency (the
" Agency"), the Cities of Bryan, Denton, Carland and Greenville, Texas (the " Cities"), and th~e
Agency's $250,000,000 Revenue Bonds, Series 1950 (the " Series 1950 Bonds").

The Series 1950 Bonds

The Series 1980 Bonds are being issued pursuant to Article 1435a, Vernon's Texas Civil Statutes,
as amended (the "Act"), and the bond resolution (the " Resolution") of the Agency adopted on
July 31,19S0. The Series 19S0 Bonds are on a parity with the Agency's outstanding $50,000,000
Revenue Bonds, Series 1976, $250,000,000 Revenue Bonds, Series 1978 and $300,000,000 Revenue
Bonds, Series 19~9 (collectively, the " Outstanding Bonds"). 'The Outstanding Bonds, the Series 1980
Bonds and any additional parity bonds issued under the conditions set forth in the Resolution
are hereinafter referred to as the " Bonds."

The proce-ds of the Series 1950 Bonds will be expended primarily to continue construction of
the Agency's lignite-fueled and nt clear-fueled generating projects and to pay other costs associated
therewith. The proceeds will also be used to fund interest on the Series 19S0 Bonds and the Out-
standing Bonds to September 1,19S1, to the extent not previously ft nded, and to make deposits into
the Reserve Fund and the Contingency Fund. (See " Application of Series 1950 Bond Proceeds").

The Series 1980 Bonds are secured by an irrevocable first lien on and pledge of the Net Rev-
enues of the Agency, the Revenue Fund (subject to payment of Operation and hiaintenance Ex-
penses), and all other funds established by the Resolution. Such revenues will be derived primarily
by the Agency under identical Power Sales Contracts between the Agency and the Cities. (See
" Security For the Bonds").

The Agency covenants in the Resolution that it will at all times fix, establish and collect rates
and other charges for power and energy or senices sold or furnished in connection with the System
which, together with other income, are reasonably expected to yield Net Revenues equal to at least
1.25 times the Debt Service ca all Bonds for the fiscal year for which such rates and charges apply.
To the extent not used, surplus amounts on deposit in the Revenue Fund may be retumed to the
Cities. (See ' Summary of Certain Provisions of the Resolution").

The Series 1950 Bonds maturing September 1,1991, and thereafter are subject to redemption
on and after September 1,1990, in whole on any date, and in part (by maturity as selected by the
Agency and by lot within a maturity) on any interest payment date, at 1037c of the principal
amount and at declining perwntages beginning September 1,1991, plus accrued interest, as more
fully described herein. Series 1950 Bonds due 2000, 2002, 2005 and 2012 are subject to mandatory

i redemption in part by lot at a price of 1007c of the principal amount thereof plus accrued interest,
as more fully described herein.

,
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Harkground

Each of the Cities presentiv owns and operates a municipal electric power generation, trans-
i mission and distribution system. The municipal systems of the Cities of Bryan, Denton and Green-

ville provide the primary source of electric energy supply for substantially all of the electric customers
residing within their respective corporate limits. The City of Carland serves approximately 85% of the
electric customers within its corporate limits, with Texas Power & Light Company serving the

; remainder under franchise. The City of Bryan, in addition to its municipal system, owns and
| operates a distinct and separate rural transmission and distribution system which purchases

electric energy from Bryan's municipal system. (See " Cities' Electric Systems").

In 1963, the Cities of Bryan, Garland and Greenville, along with Brazos Electric Power Coopera-
tive, Inc. ("Brazos"), entered into an " Interchange Agreement," forming the " Texas hit.nicipal
Power Pool," which the City of Denton joined in 1969. Utilizing the pool, the participants
coordinate the use of generation and transmission facilities owned and operated by the partici-
pants, interchange reserve capacity and provide spinning reserves.

In July,1975, the Cities created the Agency in accordance with the provisions of the Act and,
in September,1976, the Agency entered into an identical Power Sales Contract (collectively, the
" Contract") with each of the Cities for the purpose of obtaining the economic advantages of jointly
financing, constructing and operating large generating imits to supply the growing energy needs of the
Cities.

Potter Sales Contract

The Contract obligates the Agency to use reasonable diligence to provide a constant and
uninterrupted supply of power and energy to the Cities and, subject to certain exceptions, obligates
the Cities to purchase from the Agency, if available, all of the Cities' power and energy require-
ments in excess of the a.nounts generated by the Cities' existing municipal systems. (See " Summary
of Certain Provisions of the Power Sales Contract, Sale of Power and Energy"). Under the
Contract, each City covenants that it will establish, maintain and collect rates and charges for the
electric service of its electric system at least sufficient, together with other revenues and available
reserves of its electric system, to pay to the Agency, when due, all amounts required of such City under
the Contract. If money on deposit in the Bond Fund is less than the amount required to be on deposit

; therein, without giving consideration to transfers made from other than the Revenue Fund or from
Bond proceeds, the Contract unconditionally obligates each City to pay directly to the respective
custodians of the Bond Fund, the Reserve Fund and the Contingency Fund its Percentage Share of
the amount necessary to replenish such Funds, provided that transfers may be made from the Reserve
Fund to the Bond Fund for not more than two consecutive calendar months without replenishment.
(See " Security for the Bonds, Contract Obligations of Cities and Agency"). All amounts payable by
the Cities under the Contract are payable solely from the reu aes of their respective electric systems
and constitute operating expenses thereof. Such amounts cre not payable imm taxes or any other
revenues of the Cities.

: Adequacy of Existing and Approced Poncer Supply Resources

In the opinion of R. W. Beck and Associates (the " Consulting Engineer"), without additional
power sources, the Cities face growing combined deficiencies in electric generating capacity to serve
their customers starting in 19S-1. It is also the Consulting Engineer's opinion that the Agency's ap-
proved generating projects are feasible and represent desirable increnaents of power supply to meet
future loads of the Cities. The " Consulting Engineer's Report for Texas hinnicipal Power Agency,

i Series 19S0 Revenue Bonds" dated July IS,19S0, including a supplemental letter thereto, dated July
28,1980, (the " Engineer's Report") are reproduced herein as Appendix A.

5fost of the Cities' present generating facilities use natural gas as the primary fuel. Increasing
prices and governmental restrictions in the use of natural gas and oil as boiler fuels emphasize the
need for the development of electric generating facilities and resources which do not require such
fuels.
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In the opinion of the Consulting Engineer, the Agency's efforts with respect to developing
additional generating resources utdizing alternative fuels have been and continue to be reasonable
and appropriate, and the forecasted cost of power from its approved projects continues to be
attractive when compared to that which could be anticipated from the City-owned units using natural
gas and operating at an average efficiency.

Approved Projech

The Erst generating project of the Agency, named the Gibbons Creek Steam Electric Station,
is now under construction in Grimes County, Texas, and includes a net 400 megawatt ("51W")
lignite-fueled steam electric plant, reservoir, railroad spur, associated transmission facilities, an
adjacent surface mine and related properties and equipment (" Gibbons Creek"). Gibbons Creek is
expected to be in commercial operation by October,1952. (See ~fhe Projects, Gibbons Creek").

The Agency's second generating project consists of a 6.2Tc ownership interest in the nuclear-
fueled Comanche Peak Steam Electric Station, now under construction in Somervell County, Texas,
together with related fuel and certain transmission facilities (" Comanche Peak"). The station will
consist of two 1,150 NfW nuclear-fueled pressurized water reactor steam generating units, properties
and equipment. The Agency's interest in the station was acquired pursuant to the terrns of a joint
ownership agreement (the " Joint Ownership Agreement"), dated January 2,1979, with Dallas Power
& Light Company ("DP&L"), Texas Electric Senice Company ("TESCO"), Texas Power & Light
Company ("TP&L"), (collectively called the " Companies"), and Texas Utilities Generating Company
("TUGCO"). (See "The Projects, Comanche Peak").

Upon completion of Gibbons Creek and Comanche Peak, the combined generating capability
of the Agency's and the Cities' units mill be 1,474 NIW, of which 63.2% is natural gas and/or fuel
oil-fired,27.2rc is lignite-fueled and 9.6Tc is nuclear-fueled.

The Cities have approved, as " System Development and Reliability Expenditures", transmission
facilities which, in conjunction with a certain transmission agreement (the ~fransmission Agreement")
with the Companies, and an interconnection agreement (the " Interconnection Agreement") with
Ilouston Lighting & Power Company ("III/aP"), will be adequate to provide for delivery of Agency
power to the Cities and to allow the coordination of the generation facilities of the Agency and the
Cities at least until 1991. (fee Appendix A - Engineer's Report).

Certain Developments Since 1979 F:nancing

Except as otherwise noted herein, the Agency's construction and related activities have pro-
ceeded generally as forecast since N! arch 15, 1979, the date of its most recent financing (the "1979
Financing"), and the Agency has undertaken certain initial steps necessary for it to become an
operational part of the electric utility industry serving the needs of the Cities. However, as an agency
remaining predominantly in its construction phases, the Agency's activities and courses of action
continue to be affected by several factors and events, some of which relate specifically to the Agency
and others to the electric utility industry generally. Among other developments since the 1979
Financing discussed in this Official Statement are the following:

(a) All litigation pending at the time of the 1979 Financing, which challenged the Contract,
has been decided in favor of the Agency. (See "Udgation").

(b) Certain management changes and additions have been made in the Agency, including
the addition of a Construction Afanagement Division and a Legal Senices Division. The Agency
believes these changes will improve manacement control of the Agency's construction and
administrative affairs, and will contribute to an orderly and efBeient transition of the Agency
from its initial construction phases into its on-going operational phases

3
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(c) Forecasts of energy costs made by the Consulting Engineer assume that the combined

|
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generating units of the Cities and the Agency will be operated on a full economic dispatch
)basis starting in 1981. (Sce Appendix A- Engineer's Report). While the Agency and the Cities
I

have executed a hiemorandum of Intent to develop and enter into the necessary economic
dispatch agreements and limited economic dispatch is being conducted presently, the Agency
is not aware of on-going activiti2s by the Cities to finalize and make permanent such agreements
at this time. Ilowever, the Agency believes that the economic advantages in operating the
Agency's generating unks as base load facilities and the Cities' units on the basis of their relative
variable costs will m'mdate that permanent arrangements for full economic dispatch be imple-
mented in order to provide the most efficient and least expensive power and energy supply to
the Cities.,

(d) With the execution of the Interconnection Agreement and an agreement with Brazos
River Authority to provide a supplemental water supply for Gibbons Creek, all major agreements,
except an agreement for economic dispatch as discussed above, assumed by the Consulting
Engineer for the purposes of the Engineer's Report have been completed and executed. (See
Appendix A - Engineer's Report).

(e) As a result of the execution of the Interconnection Agreement, the Agency eliminated a
significant number of its earlier planned transmission facilities thus reducing the capital and
finai.cing requirements of the Agency. The Consulting Engineer has considered the operating
consequences of this Agreement in tus forecasts of costs of power and energy. In addition, the
Agency has been designated as a member of the Texas Interconnected System, an intra-state
arrangement for mutual operating and planning of facilities to ensure reliability of electric utility
operations. (See Appendix A - Engineer's Report).

(f) The Texas Supreme Court recently further clarified Texas law with respect to the owner-
ship of lignite deposits in the State in a manner generally consistent with and favorable to the
Agency's lignite acquisition program. In the light of this clarification, and subject to certain
liens, rights of surface use and to further confirmation by examination of abstracts of title
pursuant to the Agency's abstract examination program (estimated to be completed during 1983),
the Agency now owns lignite with less than 140 feet of overburden in quantities approximating
819e of the lignite required to operate the Gibbons Creek plant at a 75% plant factor for its 30-
year life. (See " Gibbons Creek, The A1ine").

(g) In September,1979, the general contract for construction of the Gibbons Creek plant
was awarded to Austin Power,Inc.

(h) The Agency has undertaken activities toward placing the mine for Gibbons Creek into
operation. It has retained Aforrison-Knudsen Company, mining contractor, to operate the mine
and to perform other mine-related services. (See " Gibbons Creek, the hiine").

(i) The Agency's ownership interest in Comanche Peak has been finalized by the Nuclear
Regulatory Commission (the "NRC") by its approval of amendments to the construction per-
mits. Thus, the Agency now participates as a joint owner of Comanche Peak in accordance with
the Joint Ownership Agreement. (See " Summary of Certain Provisions of the Joint Ownership
Agreement").

(j) The electric utility industry generally, including the Agency and the Cities, continues to
experience difficulties and uncertainties in determining costs, preparing load forecasts, predicting
regulatory patterns, and fixing operational dates for construction projects due to many factors
(see " Factors Affecting the Electric Utility Industry"). Significant uncertainties have developed
in the nuclear power industry following the accident at the Three Afile Island Nuclear Station
near llarrisburg, Pennsylvania. on Alarch 2S,1979. The Agency has been advised by Texas
Utilities Services, Inc. ("TUSI") that as a result of the accident, TUSI performed a thorough
review of safety systems and equipment, and operating instructions and procedures at Comanche
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Peak, concluding that there were no major de6ciencies but that certain recommended changes
in engineering design, operator training and operations, and emergency planning and prepared-
ness should be implemented. On July 22,19S0, TUSI announced that it had completed its current
te icw of the estimated costs and projected operational dates for Comanche Peck in the light
of subsequent NRC regulatory activities relating to the accident and in the light of other factors
and that the estimated costs for Comanche Peak had increased and that the projected operational
dates for Comanche Peak had been estended. (See "The Projects, Comanche Peak").

(k) The Agency projects that its financing requirements for Gibbons Creek and Comanche
Peak have increased since the 1979 Financing, (see "The Projects, Gibbons Creek and Comanche
Peak"), and the Consulting Engineer has assumed such increases in his report, (see Appendix
A - Engineer's Report). Ilowever, due to the execution of the Transmission Agreement and
the Interconnection Agreement, five transmission facilities have been eliminated, thus reducing
the Agency's projected financing requirements for transmission facilities, '(see "The Projects,
System Development and Heliability Expenditures"). These factors, amag others, have resulted
in an overall reduction in the Agency's prev;ously estimated total financin;., requirements from
$1,162,566,000 to $1,0SO,600,000 (see "The Projects, Cost Summary and Financing
Requirements").

This OEcial Statement includes descriptions and summaries of events and developments, the
terms of the Series 1950 Bonds, the Contract, the Resolution, other documents and certain provisions
of the Act. Such descriptions and summaries do not purport to be complete and all such descriptions,
summaries and references thereto are qualified in their entirety by reference to this OfIicial Statement
in its entirety and to each such document, cupies of which may be obtained from the Agency or from
First Southwest Company, Financial Advisors to the Agency. A glossary of certain of the words and
terms defined in this Official Statement appears as Exhibit II to this Official Statement.

TIIE AGENCY
Potters under the Act

The Agency is a joint powers agency, without taxing power, created by the Cities, with all powers
conferred upon public entities by the Act and Chapter 10, Title 28, Vernon's Annotated Texas Civil
Statutes of 1925, as amended, except that the Agency is not authorized to engage in any utility
business other than the generation, transmission and sale or exchange of electric energy to the
Cities and to private entities which are joint owners with the Agency of an electric generating
facility located within the State of Texas. Certain specific powers are described below:

Bonds and Contracts. In addition to the power to issue revenue bonds and to pledge the
Agency's " Net Revenues" to the payment thereof, the Act authorizes the Agency and the Cities
to enter into contracts with respect to the sale and purchase of power and energy. The Con-
tract was executed pursuant to this authority.

Rates and Charges. The Agency is empowered to establish and collect rates and charges
necessary to produce revenues sufficient to pay all operational and maintenance expenses, debt
ser ice requirements on obligations issued by it and other charges necessary to fulfill contractual
commitments. The Act provides that the State of Texas has retained the power to regulate and con-
trol the rates, fees and charges for services provided by the Agency, provA that the State of
Texas ". . does hereby pledge to and agree with the purchasers and successive holders of the
obligations issued hereunder [under the Act] that the state will not limit or alter the powers
hereby vested in the agency to establish and collect such rates and charges as will produce
revenues sufficient to pay for (1) all necessary operational and mainterance expenses, (2) all
interest and principal on obligations issued by the agency, (3) all sinking funds and reserve fund
payments, and (4) for any other charges necessary to fulfill the terms of any agreements thereto-
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fore made or in any way to impair the rights or remedies of the holders of the obl'gations, until
the obligations, together with the interest thereon, with interest on unpaid installments of interest,
and any other obligations of the agency in connection therewith, are fully met and discharged."
(See " Regulatory Bodies").

Condemnation. The Agency is granted the power of eminent domain under the Act and
under Chapter 10 of Title 28. The Act prohibits the Agency from condemning land, or any
interest therein, for the purpose of drilling for, mining, or producing from said lands, minerals,
including lignite and uranium. This limitation does not impair the right of the Agency to condemn
land for plant sites, including cooling reservoirs and related surface installations and equipment,
or for transmission right-of-way.

Other Borroudng Powers. The Agency is authorized by the Act to issue bond anticipation
notes for the purposes for which Bends may be issued. The Act also permits the issuance of,

non-negotiable purchase money notes payable in installments (secured by the properties being
acquired) in order to acquire land or fuel resources.

-

GovernmentalStructure

The Agency is a municipal corporation, a political subdivision of the State of Texas and a body
politic and corporate, governed by a Board of Directors consisting of eight members who servc with-
out compensation. The governing body of each of the four Cities appoints two members to the Board.
Terms of members are two years, with the term of one member from each City expiring annually,
resulting in staggered terms. An affirmative vote of five Directors, plus a weighted majority vote
based on the respective energy usage of the Cities, is required for certain major decisions under
the provisions of the Agency's Rules and Regulations.

Management

The management of the Agency is directed by the General Afanager, who acts within the policies,
rules and regulations established by the Board of Directors. The Agency has 87 full. time employees.

Joel T. Rodgers, P.E., was appointed General hianager by the Board of Directors effective
December 4,1978. Ile joined the Agency following a 29 year career at Florida Power Corporation,
where he served in various supenisory and management positions including Assistant Vice President,<

Generation Engineering and Construction, and, most recently, Assistant Vice President, Corporate
Senice Staff. IIe supenised the design, construction and start-up of over two million kW of steam
generation capacity including a large nuclear project. IIe holds a BS Degree in Afechanical Engineer-
ing from the University of Florida.

Robert B. AlcKnight is Director of Construction hianagement. IIe has 29 years of experience
in the electric utility industry and in construction of both nuclear and fossil fueled generating
facilities. IIe holds a BS Degree in Architectural Engineering from the University of Florida.

Dan G. Simmons is Director of Finance, responsible for accounting, budget administration, cash
administration, internal audit, and all aspects of Agency financings. He has eight years experience in
utility, municipal and public accounting. He is a Certified Public Accountant and holds a BBA Degree
in Accounting from the University of Texas at Arlington.

Robert P. hfurphy, Jr. is Director of Administrative Services, responsible for human resources,
public affairs, purchasing, computer services, transportation, records management, and other support
functions. He has over ten years of experience in project development and public management. He
holds a BA Degree from Saint hfary's University in Halifax, Nova Scotia, Canada and a hiasters

j Degree in Urban Planning and Public Administration from George Washington University in
Washington, D.C..

Frank H. Bass is Director of Legal Services, responsible for contract administration, risk manage-
j ment, rate administration, real estate and coordination with General Counsel in other legal activities of
|
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the Agency. lie has over 20 years experience in the utility industry, having held a number of
j administrative and legal positions. IIe received his Juris Doctor from hiercer University and was

admitted to the State Bar of Florida.'

Larry C. IIcarn, P.E., is Director of Engineering & Operations, responsible for environmental
senices, generation, system and transmission engineering, power production and system operations.

{ IIe has eleven years of experience in the public utility industry. He holds a BS Degree in Afechanical

| Engineering from Texas A&ht University and an hlBA Degree in Production hianagement from the
University of Texas at Austin.

During the past year, certain management changes were made including the addition of a
Construction hianagement Division to supenise, monitor and control all facets of the construction
program of the Agency and a Legal Senices Division to coordinate all Agency legal matters. Thej

construction management team for the Gibbons Creek Project is headed by Agency personnel, but
also includes experienced representatives from Tippett & Gee, Inc., design engineers, Freese and'

Nichols, Inc., hydraulic consulting engineers, and J. A. Jones Construction Company, a construction
management and contracting firm.

The professional staff of the Agency includes a total of twelve registered engineers, four certified

; public accountants, two attorneys and an additional twenty three degreed accountants, adrainistrators,
; engineers and personnel / training specialists. The Agency also has an environmental staff to coordinate

acquisition of regulatory permits and approvals required for Gibbons Creek.

Financial Statements

The audited financial statements of the Agency for the fiscal years ended September 30, 1979
and 1978, are included as a part of this OfIlcial Statement as Appendix E. The Agency's unaudited
financial statements for the period ended h! arch 31,1950 are included as Appendix F.

SECURITY FOR THE BONDS
i Pledge

| The Bonds are payable from and equally secured by an irrevocable first lien on and pledge
{ of the Net Revenues of the Agency, the Revenue Fund (subject to payment of Operating and i

hiaintenance Expenses), and all other Funds (including investments therein) established by the
'

Resolution. The Resolution requires that upon the issuance of Bonds the Reserve Fund contain an

[ amount equal to the Average Annual Debt Senice on all outstanding Bonds. (See " Summary of
Certain Provisions of the Resolution, Reserve Fund").

Bate Cocenants

The Agency covenants in the Resolution that it will at all times fix, establish and collect rates
and other changes for power and energy, or senices, sold or furnished by or in connection with the
System, which, together with other income, are reasonably expected to yield Net Revenues equal to at
least 1.25 times the Debt Senice on all outstanding Bonds for the fiscal year for which such rates
and charges shall apply. The Agency further covenants in the Resolution that, promptly upon any
material change in the circumstances which were contemplated at the time such rates and charges
were most recently reviewed, but not less frequently than once in each fiscal year, it will review the
rates and charges for electric power and energy and senices and will as necessary revise such rates
and charges to comply with the foregoing requirement. The Agency further covenants that suchi

rates, charges and income shall in any event produce moneys sufficient to enable the Agency to
comply with all of its covenants under the Resolution and to pay all obligations of the Agency. To,

! the extent not used, surplus amounts on deposit in the Revenue Fund may be returned to the Cities.
j (See "The Agency, Powers under the Act, Rates and Charges").

Each City covenants in the Contract to establish, maintain and collect rates and charges for
the electric senice of its electric system which will produce revenues at least sufficient, together

7
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with other revenues availabic to such electric system and available electric ' system reserves, to
enable it to pay to the Agency, when due, all amounts payabic by such City under the Contract.
(See " Regulatory Bodies, Public Utility Commission").

Contract Obligations of Cities and Agency

Energy Sales and Purchases. He Contract obligates the Agency to use reasonable diligence to'

provide a constant and uninterrupted supply of power and energy to the Cities and, subject to certain
exceptions, obligates the Cities to purchase from the At;ency, if available, all of their electric energy
requirements in excess of the amounts generated by the Cities' existing municipal systems. (See
" Summary of Certain Provisions of the Power Sales Contract, Sale of Power and Energy"). The
Contract requires the Agency to prepare annual budgets, projecting its Annual System Costs for the
succeeding year, including debt senice requirements on the Bonds, and to submit the same to the
Cities. Based upon these budgetary facts and estimates, the Agency will adopt and fix the rates and
charges for electric energy and senices to be paid by the Cities for the ensuing year. The Cities are
obligated to make such paymer>ts on a monthly basis.

Contractual Guarantec. The Contract provides that if at any time the amount of money
on deposit in the Bond Fund is less than the amount then required to be on deposit therein without
giving consideration to transfers made from other than the Revenue Fund or from Bond proceeds,
each City is unconditionally obligated to make a payment, the aggregate of which shall be the amount
necessary to maintain the Bond Fund, Reserve Fund and Contingency Fund in the required amounts,-
provided that transfers may be made from the Reserve Fund to the Bond Fund for not more than
two consecutive calendar months without replenishment. Each City's portion of any such pay-

. ment (the " Percentage Share") shall be adjusted annually based on the percentage that each City's
} system load bears to the aggregate system load of the four Cities, subject to the qualifications and as

explained under " Summary of Certain Provisions of the Power Sales Contract, Payments by Cities."
,

As an example, based on the latest forecasted requirements of the Cities br fiscal 1982, when com-
mercial operation of the Agency's first generating unit is scheduled, the following Percentage Shares
would be applicable during the next fiscal year,1983:

City of Bryan 18.40Te
City of Denton 19.83
City of Garland 52.59
City of Greenville 9.18

Total 100.00re

Each City unconditionally covenants in the Contract that its Percentage Share of the payments to,

the. Bond Fund, Reserve Fund and Contingency Fund will be made, if required, and no City shall
have the right of set-off, recoupment or counterclaim against any such payments. In the opinion of
Bond Counsel, the unconditional obligation of the Cities under the Contract to make payments
directly to the custodian of the Bond Fund, in the event of deficiencies therein, constitutes an irre-
vocable and binding contractual guarantee made and executed for the benefit of the holders of the
Bonds as third party beneficiaries thereof.

Source of Payment. All amounts payable by the Cities under the Contract, including any amounts
payable pursuant to the contractual guarantee described above, are payable solely from the revenues
of the Cities' respective electric systems and constitute operating expenses thereof, and are not payable
from taxes o: any other revenues of the Cities.

i '
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APPLICATION OF SERIES 1980 BOND PROCEEDS

The Agency estimates that the proceeds of the Series 1980 Bonds will be applied as follows:

Construction Fund
Gibbons Creek $146,250,000
Comanche Peak 40,000,000

Sub-Total 186,250,000

Deposit into Bond Fund for Interest on Bonds (1) 35,750,000
Deposit into Reserve Fund (2) 18,500,000
Deposit i..to Contingency Fund (3) 2,000,000
Allowance for costs of issuance and Bond discount 7,500,000

Principal Amount of Series 1980 Bonds $250,000,000

(1) Balance required to fund interest on the Outstanding Bonds from Afarch 1,1981 to September 1,
1981 and interest on the Series 19SO Bonds to September 1,1981. The Agency plans to continue
funding interest to become due on the Bonds until one year after commercial operation of each
approved project in increments from the proceeds of each subsequent series of Bonds.

(2) The amount which together with amounts on deposit in the Reserve Fund equals Average Annual
Debt Service.

(3) hiinimum amount required by the Resolution to be deposited prior to commercial operation of
the first Agency generating unit.

TIIE PROJECTS

Under the Contract, the Cities must approve any " Project" before the Agency is authorized to
proceed with the financing, construction, equipment procurement and development thereof. After
approval by the Cities, the Agency may proceed as it deems appropriate. Additionally, the Agency
may make " System Development and Reliability Expenditures" as an " Approved Project" for facilities
and purposes authorized by the Cities. Certain expenditures for " Development Projects", as defined
in the Contract, may be made by the Agency without the approval of the Cities.

Approved Projects

Gibbons Creek, Comanche Peak and certain System Development and Reliability Expenditures
are Approved Projects of the Agency under the Contract.

t

: Gibbons Creek

Gibbons Creek includes a net 400 MW lignite-fueled steam electric station (the " Steam Electric
Station"), an adjacent surface mine and related facilities (the "hfine"), both located in Grimes
County, Texas, and associated transmission facilities. (See Appendix A - Engineer's Report).

| Preliminary estimates of total construction costs of Gibbons Creek, available during the con-
struction start-up phase and in connection with the 1979 Financing, indicated an estimated total
construction cost of $492,002,000. In mid-1979, the new Construction hfanagement Division of the
Agency initiated a detailed cost review of Gibbons Creek. This review indicated an increase in
estimated construction costs which can be attributed primarily to several key factors. Among these
are the use of a higher rate of escalation and more refined estimated costs of equipment and facilities
based on a greater completion of actual engineering and design. Additional cost increases can be!

attributed to higher estimates of overhead costs, delays in construction contract awards, higher costs
of site preparation, additional foundation costs, and to weather and other associated delays. Based
upon this review, the Agency now estimates that the total construction costs of Gibbons Creek will
be $5S9,5S3,000. The Agency cannot be certain that costs will not increase further (see " Factors
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4

Affecting the Electric Utility Industry"); however, information presently known to the Agency
~;

gives it no reason to believe that the total estimated costs of Gibbons Creek will materially increase.

. Steam Electric Station
i

The Steam Electric Station is designed to utilize lignite fuel having a heat content in the range
| found in the mining area (see "The Mine"). The power plant, fuel handling systems, intake and
i discharge structure, and switchyard are being designed by Tippett & Gee, Inc., who has indicated

that the design portion of the engineering services is approximately 89% complete. The Gibbons-

{ Creek plant will be an " outdoor" design with the boiler and turbine generator exposed to the
elements. The railroad spur, site preparation and foundation work are complete. The general contracti

for construction of the plant was awarded to Austin Power, Inc. in September,1979. As of June 1,
; 1980, construction of the plant was 32% complete and its scheduled commercial operation date is
j October,1982.

The primary source of water for plant requirements will be a reservoir being constructed
immediately adjacent to the plant site. The source of make-up water for the reservoir will be natural
runoff and precipitation, with standby reserves being provided by contract with Ilrazos River

| Authority. The cooling reservoir, dam and discharge canal are being designed by Freese and
~

Nichols, Inc., hydraulic consulting engineers.

| Including the reservoir, interests in approximately 6,700 acres will be needed for the Steam
Electric Station, of which 5,523 acres have been acquired, and the Agency has the present right of

j possession to an additional M7 acres awarded in condemnation proceedings currently on appeal.
2 Acquisition of remaining necessary interests is being pursued by the Agency.
1

In the cour.,e of its land acquisition program, the Agency has executed purchase money notes'

secured by the properties acquired by the terms of which the purchase price is payable in install-
,

ments. Failure to pay such notes when due gives rise to a right in the seller to foreclose on the land
,

j which is the subject of the lien.
4

The Mine

The mining area consists of approximatay 25,000 acres of land adjacent or accessible to the,

! Steam Electric Station (the " Mining Area") and, according to estimates prepared by the Paul Weir
| Company, mining engineers, contains approximately 100 million tons of lignite with less than 140 feet
i of overburden.

The Agency's General Counsel has evaluated the Agency's lignite ownership within the Mining
Area based upon the summaries of title information provided by landmen or local abstract companies
from the public land records in Grimes County at the time of acquisition, and in the light of legal

| questions as to the ownership of lignite rights recently clarified by a Texas Supreme Court opinion
I generally consistent with, and favorable to, the lignite accluisition program of the Agency. This

evaluation indicates that, as of June 1,1980, the Agency owned, by deed or lease, lignite with less
than 140 feet of overburden and in an amount w!.ich, according to studies of the Paul Weir Company
approximates 70.3 million tons. In addition, such evaluation indicates that the Agency owned, by deed
or lease, at least an undiCded ownership interest in another 8.9 million tons of lignite with less than
140 feet of overburden. Certain of such ownership is subject to confirmation 1 y examination of actual
abstracts of title pursuant to the Agency's abstract acquisition and examination program, presently
scheduled to be completed during 1983.

This 70.3 million tons represents approximately 81% of the 87 million tons estimated to be
required to operate the Gibbons Creek plant at a 75% plant factor for its 30-year life.

The Agency's on-going lignite and land acquisition program in the Mining Area is designed
to acquire the necessary additional lignite reserves and to permit the most efBcient mining plans.

10
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In order to efficiently and fully mine the lignite that the Agency owns or is acquiring. it may
be necessary for the Agency to acquire other interests in land and accommodate other parties on
matters such as outstanding casements, non-lignite mineral interests and rights of adjoining landowners.
The Agency will evaluate and from time to time revise its future mining plans with due regard for
such rights.

As of June 15,19S0,the Agency had expended $18,493,000 for lignite rights, of which approximately"

$2,S12,000 was for advance royalty payments. The Agency, in the future, will be_ required to make
annual advance royalty payments in the amount of $6S5,000 on leases now in effect. The total price of
purchased acres to date is approximately $6,929,000. Of the acres purchased, approximately 69% were
purchased outright, while approximately 31% are subject to purchase money notes with various

3
maturities up to fifteen years and annual note payments of appmximately $156,740. All of the leases
and purchase money notes require annual payments and, if not made, the property or lease. rights'

could revert to the seller or lessor. Additionally, of the 70.3 million tons of lignite owned by the!

Agency, a total of approximately 4.6 million tons is under tracts which are subject to liens securing
debts of others. If the debts for any of those tracts are not paid, the Agency's rights to the lignite on
those tracts could be lost.

Paul Weir Company was retained by the Agency to conduct initial surveys pertaining to the
availability and quantity of lignite deposits in the Alining Area. Such activities have now been com-
pleted, and the Agency has executed a contract with the Aforrison-Knudsen Company of Boise, Idaho
to operate the mine, optimize the mining plans, monitor assembly of the draglines and prepare capital

i

l and annual mining cost estimates.

Transmission Facilities

Black & Veatch has been retained to design certain transmission facilities (the " Gibbons Creek
Transmission Facilities") necessary and associated with the Steam Electric Station. Based in part on
Black & Veatch reports, the Agency estimates that the construction cost of the Gibbons Creek Trans--

mission Facilities will be approximately $57,318,000. The Gibbons Creek Transmission Facilities
include approximately 60 miles of 115 kilovolt (*kV") line, approximately 23 miles of 138 kV line
and six new substations or planned modifications to existing substations. All transmission facilities

i are being designed based upon load flow and related studies in order to properly integrate Gibbons
Creek into the existing Texas Interconnected System (" TIS") transmission network, with which the
Agency will connect through the high voltage transmission system (the "IIV Transmission System")
of the Companies.

The Transmission Agreement requires the Companies to accept that portion of Gibbons Creek
power and energy that is not delivered by the Agency directly to one of the Cices into the IIV
Transmission System from Gibbons Creek Transmission Facilities and to deliver eqdvalent amounts
of power and energy (less transmission losses) from the llV Transmission System at specified

; delivery points near load centers of some of the Cities.

Pursuant to the Interconnection Agreement, Gibbons Creek, for reliability purposes, will be
,

interconnected with a 315 kV line of IIIAP. The IIIAP line is interconnected with the IIV Trans-
,

mission System.
4

Gibbons Creek Permits and Approvals

During the past year the Agency staff assumed responsibility for all activities related to acquisi-
tion of permits and approvals for Gibbons Creek. All necessary permits for construction of the Steam
Electric Station have been issued by the applicable regtdatory authe:ities. In addition, the Agency
has requested a permit from the Texas Railroad Commission related to its lignite mining activities.
Such permit is, by statute, issued for a term not longer than five years. A hearing was held before
an Examiner of the Railroad Commission in April,19S0. The Examiner has recommended that the
full Commission issue the mining permit substantially as requested by the Agency. The Agency

i

11

,

, . _ _ _ _ , . . ~ - . . - - - . . - , , . __ ..--



.~ _ _. _ _ _ _ _--

(

anticipates that the order granting the permit will be issued by August,1980, and that further permit
renewals will be issued as needed in the future.

Other operating permits will be required. IIowever, the Agency is of the opinion that construe-,

tion and commercial operation of Gibbons Creek will not be delayed by federal or state regulatory
actions. (See Appendix D-Status of Alajor Permits and Approvals).

Comanche Peak

Comanche Peak includes a 0.2% undivided ownership interest in the Comanche Peak Steam
Electric Station, consisting of two 1,150 AtW nuclear-fueled pressurized water reactor steam electric
units together with related switchyard, substation, railroad spur and reservoir (the " Comanche Peak
Station"), nuclear fuel and an interest in a certain associated transmission line. The interest in
Comanche Peak was acquired by the Agency pursuant to the Joint Ownership Agreement, (see " Sum-,

mary of Certain Provisions of the Joint Ownership Agreement") and the Transmission Agreement.
Brazos later acquired an ownership interest therein and became a party to the Joint Ownership
Agreement.

The undivided ownership interests of the parties are as follows:

.

DP&L 18%%
TP&L 35 %

l TESCO 35 %
Agency 6.2

>

Brazos 3.8
+

100 %
i

Tex-La Electric Cooperative of Texas, Inc., (" Tex-La"), a federation of rural electric distributioni

co peratives in East Texas, recently signed a letter of intent with TP&L to purchase a 4.35% owner-
!

ship interest in the Comanche Peak Steam Electric Station. This matter is presently being reviewed by*

all of the joint owners.

! Under the Joint Ownership Agreement, the owners are obl! gated to pay their respective shares
! of construction costs as billed by TUGCO, the company responsible for the construction, develop-
; ment, completion and operation of the Comanche Peak Station. Once the plant is operational,

irrespective of the quantity of power produced, the Agency is obligated to pay 6.27c of all operating,

and maintenance costs, inchiding fuel but excluding taxes, plus a management fee, subject to
certain limitations, equal to 5% of the Agency's share of such costs. Subject to certain operationalj

exceptions, the Agency will be entitled to receise 6.2% of the net power output that the plant is
capable of producing at any given time. The Agency's share of continued construction and fuel acqui-
sition costs will be provided from the proceeds of the Series 19S0 Bonds and from future issues ofi

'
Bonds.

The Companies, whose respective systems are interconnected, and TUCCO are subsidiaries of
| Texas Utilities Company ("TU"), a Texas holding company. The Companies are engaged in on-going
''

construction programs, of which their interests in the Comanche Peak Dation are but one, consisting
of various power generating plants within the State of Texas, for the purpose oi veveloping a continuing

'

and available supply of power and energy for the TU system, which is presently engaged in power
supply sales solely within the State of Texas. IIistorically, the Companies have obtained their neces-

| sary capital funds from one or more or a combination of issuing preferred stock and corporate bonds
through public underwritings, issuing and selling additional common stock to TU, their corporate

| parent, obtaining short term loans from TU and others and from operating revenues. No assurance
1 can be given that these or other sources of capital funds will be available to the Companies in

amounts sufficient to pay their respective shares of costs of construction of or acquisitions for the,

| Comanche Peak Station. The Companies have advised the Agency that they have no reason to

! 12
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believe that the supply of available capital will be inadequate to fully meet such capital requirements.
(See "Available Information Regarding the Companies").

The Agency has not been advised as to the source or availability of funding of the shares of costs
of Comanche Peak attributable to Brazos and Tex-La (should it become a joint owner).

;

Under the Joint Ownership Agreement, TUCCO, as project manager, is required to act with:

due diligence and in accordance with " Prudent Utility Practice'* (as defined in the agreement).;

and to use its best efforts to timely complete construction of, and to place into service, each
unit of the Comanche Peak Station. The Agency has no control over licensing, cost, design or con-
struction activities, operations, fuel acquisition functions or decommissioning of the Comanche
Peak Station except through its membership on an Owners Committee established in the Joint
Ownership Agreement. In limited areas the Owners Committee may advise and direct the project
manager upon agreement by a majority in interest of the representatives of owners on the Committee.
TUCCO, as project manager and agent for the owners, in designing, constructing and operating
the plant, is supported by TUSI, also a subsidiary of TU.

Comanche Peak Station

Construction of the station began in January,1975. Based on work.in-place, Unit One was 827o
complete and Unit Two was 4570 complete and the overall plant was 707o complete as of July 1,1980.

TUSI is responsible for construction schedules and cost estimates for Comanche Peak. TUSI's
previous estimates, developed in June,1978, projected an overall construction cost of the Comanche
Peak Station in the amount of $1,395,000,000. The projected operat.onal dates for Units One
and Two were 1981 and 1983, respectively. Based on the 1978 cost estimates, the Agency's 6.27o share
was estimated to be $S6,490,000 for the Station and $19,W5,000 for nuclear fuel, transmission, and
carrying charges. The Agency included $16,034,000 for additional contingencies in its previous cost
estimate for Comanche Peak.

For the purposes of his report, the Consulting Engineer assumed that TUSI's 1978 estimates
would increase and the projected operational dates would be extended. Consequently, the Agency
increased from $16,034,000 to $36,000,000 the Agency contingencies for Com'anche Peak, and the
Consulting Engineer escalated the Agency's cash flow requirements to reflect an assumed commercial
operation date for Unit One of April,1982, and for Unit Two of October,1983. The Agency's
increased contingency funds will be sufficient to cover a 41.67o increase in the construction costs
of the Comanche Peak Station over TUSI's 1978 estimate.

On July 22, 1930 TUSI publicly announced the results of its current review of the esti-
mates of costs and projected commercial operation dates for Comanche Peak, which results were
generally consistent with the preliminary indications given to the Agency on July 18, 1950.

| TUSI's new estimates project an overall construction cost of the Comanche Peak Station
of $1,S41,000,000, and commercial operation dates for Unit One of 19S2, and for Unit Two of 19S4,
all of which, according to TUSI, remain subject to further revision, escalation and extension, de-

pendent principally upon unknown economic and regulatory factors. (See " Factors Affecting The
Electric Utility Industry").

The Consulting Engineer has reviewed TUSI's new estimates and projections and has concluded
that the Agency's share of costs of Comanche Peak (based on TUSI's new estimates) will be
less than the amount estimated by the Agency after it increased its funds available for contingencies
for Comanche Peak. The Consulting Engineer has concluded further that, while the revised estimates
of costs and the further extension of the commercial operation dates for Comanche Peak would cause a'

variation in certain of the forecasts and assumptions contained in the Engineer's Report, TUSI's new
estimates of costs and schedules will not materially alter the Agency's financing requirenents or the
cost of power to the Cities as presently estimated in the Engineer's Report. (See <ppendix A-
Engineer's Report).

Comanche Peak Regulatory Approvals

The Atomic Energy Act of 1954 requires the issuance by the NRC of construction permits and
operating licenses for the Comanche Peak Station. The construction permits were issued on December
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19, 1974. By an amendment, dated December 18. 1979. to the construction permits the Agency was
granted NRC approval to be a co-owner with a 6.2% interest.

The application for operating licenses for both units was docketed with the NRC on April 25,
IC78. In connection with the operating licenses, an antitrust proceeding and a safety and environmental
proceeding are now pending before separate NRC Atomic Safety and Licensing Boards.

%e antitrust proceeding involves numerous parties, many of whom are also parties to the
dispute in Texas regarding interstate transmission, (see " Regulatory Bodies, Interstate Transmission").
Certain of these parties are now attempting to settle the antitrust proceeding, but the settlement
has not presently been approved by all parties, and will require further regulatory review before the
settlement can become final. Whether the settlement will become effective cannot be predicted at
this time and there is a possibility that the antitrust review will not be completed prior to the
availability of Comanche Peak Unit One for operation. Legislation now pending in Cengress would
allow an operating license to be granted prior to conclusion of the NRC's antitrust proceedings if
otherwise ready for issuance during the federal government's fiscal year 1950-1951, but there is no
assurance that such legislation will be enacted into law or that the Comanche Peak proceeding will
qualify for the time limits now proposed in the legislation.

In Afay,1979, the United States Court of Appeals for the District of Columbia Circuit remanded
two cases, neither invohing the Agency or any of the Companics, to the NRC to determine in a
generic rule making proceeding whether there is reasonable assurance that an off-site disposal or
storage solution for spent reactor fuel will be available when needed. Subsequently, in October,1979,
the NRC began a rule making proceeding to reassess its degree of confidence that radioactive wastes
produced by nuclear facilities will be safely disposed of, to detennine when any such disposal will be
available, and to determine whether such wastes can be safely stored until disposal.

He NRC also has determined to hold a safety proceeding regarding Comanche Peak Station,
after three ensironmental and consumer groups petitioned the NRC for a hearing. The issues for
the safety hearing were recently determined. These issues iaclude, among others, Comanche Peak
quality assurance - quality control program. emergency planning the effects of tornados, and fire
protection measures.

On Nfarch 28,1979, Unit 2 of the uree Afile Island Nuclear Station ("Th1I") near Harrisburg.
Pennsylvania, began experiencing severe operating difBeu ties resulting in the shutdown of the unit,l

releases of above normal radiation to the environment and substantial damage to the reactor core. As
a result of the T5!I accident, various governmental bodies have been studying issues related to the
design, construction and operation of nuclear electric generating facilities. Shortly after the Thil
accident, a number of recommendations regarding the nuclear industry were made by the NRC. a
Special Inquiry Group chartered by the NRC, and a Presidential Commission.

TUSI has advised the Agency that, as a result of the TN!! accident, it has performed a thorough|

'

resiew of safety systems and equipment. and operating instructions and procedures at the Comanche
Peak Station and concluded that certain chantes in engineering design. operator training and opera-

! tions. and emergency planning and preparedness should be implemented.

On Ntay 16, 1950, the NRC appmved a report (NUREG-0660) that consolidates essentially all
the corrective actions derived from its own review of the Tall accident as well as those recommended

[
by the various other T511 studies. Some of these actions are licensing requirements, but others
involve actions to be taken in the future, or to be implemented following rule making or additionall

studies. Also, on June 16, 1950, the NRC issued a statement of policy with regard to the treatment
of TA11-related requirements in individual licensing proceedings. TUSI has advised the Agency that
the implications of NUREG-0660 have not been determined.

Neither TUSI nor the Agency can predict what other effects the Tall accident and the above
pmceedings may have upon the completion of construction, licensing. cost or future operation of
Comanche Peak. If an operating license has not been issued by the time Unit One is ready for
fuel loading, costs will increase and the commercial operation date will be delayed. A substantial

14
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delay in the commercial operation date may havr an adverse impact .on the Agency's financing
program.

System Development and Reliability Expenditures

System Development and Reliability Expenditures include communication facilities, fuel explora-
tion costs and transmission facilities necessary to increase the reliability of the delivery of power and
energy. These facilities have been authorized by the Agency and the Cities and some of them are
presently under construction.-

As a result of the Transmission Agreement and the Interconnection Agreement, five transmission
,
' facilities that had been planned and approved as System Development and Reliability Expenditures ,

were eliminated. The estimated construction costs of the eliminated facilities totaled $153,871,000.
The Agency currently estimates that the construction costs of all of the remaining System Development
and Reliability Expenditures will be $61.03S,000.

In the opinion of the Consulting Engineer, the transmission facilities included in the Agency's
current cost estimates, which consist principally of 138 kV and 315 kV and a small amount of 69 kV
facilities, in conjunction with the Transmission and Interconnection Agreements, will be adequate
to provide for delivery of Agency power to the Cities and for operation of the Cities' resources in,

conjunction with those of the Agency on an economic dispatch basi:.
,

Cost Summary anti Financing Requirements

The table below sets forth the estimated financing requirements of the Agency for Gibbons
Creek, Comanche Peak and System Development and Reliability Expenditures, all as described
above, and Development Projects (studies concerning future generating sources). The estimated
financing requirements have been developed by the Consulting Engineer based on estimates supplied1

by the Agency and others. The projected financing requirements of Gibbons Creek and Comanche
Peak have been increased by the Agency since the 1979 Financing, but the projected financing
requirements of the Agency's transmission facilities have been decreased. These factors, among others,
resulted in an overall reduction of the total estimated financing requirements from $1,162,566,000 to
$1,050,800,000. (See Appendix A - Engineer's Report).

ESTIMATED FINANCING REQt'IREMENTS
Gibbons Creek

Steam Electric Station (1) $ 388,825,000
5Iine 145,553,000;

TransNssion Facilities 57,318,000

Comanche Peak 146,123,000

System Development and Reliability Expenditures
Transmission Facilities 57,783,000

| Fuel 5,000,000

Communication Facilitie.t 1,255,000
i

! Development Projects 722,000

Net interest During Construction (2) 143,865,000i

Reserve Fund (3) 91,335,000

Contingency Fund Deposit (4) 2,000,000

Working Capital (5) 13,000,000

i Financing. Legal and Other Costs (6) 28.021,000

Total $1,0SO,800,000
i
s

(1) Includes Impact Payments of $2,113,000.

/") Computed at actual interest rates on Outstanding Bonds and at an assumed 87c average rate ;

on Series 19SO Bonds and additional Bonds, adjusted for estimated investment income.
'

1.5
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(3) An amount equal to the estimated Average Annual Debt Senice based on actual debt senice on
the Outstanding Bonds and assumed level debt senice with 2S-year amortization and an
assumed 8.0"c average interest rate on the Series 19S0 Bonds and additional Bonds.

i (4) As required by the Bond Besolution.

(5) Estimated to provide adequate cash reserves during initial operation.

(6) Based on actual costs to April 1,1950 and an assumed 37c on the Series 1980 Bonds and
j additional Bonds.

; Pra}ected Financing Schedule

After the issuance of the Series 1950 Bonds, the Agency will have issued SS50,000,000 in Bonds,
with an estimated $230,S00,000 of additional financing necessary to complete the financing require-
ments outlined above.

The Agency reserves the right to issue additional Bonds to complete Gibbons Creek and
Comanche Peak when and as deemed appropriate and as market and other conditions permit or
require. The Agency does not presently contemplate the issuance of additional Bonds prior to
February,1981.

i

Load and Energy Requirements and Resources

The Engineer's Report indicates that, without Gibbons Creek and Comanche Peak, the Cities
face growing combined deBeiencies in electrie generating capacity, starting in 1984. The following

; table summarizes the aggregate peak and energy requirements projected by the Cities,
o

PROJECTED ACCRECATE PEAK AND ENERCY REQUIREMENTS
! Fhcal

Year Energy
| Ending Peak Requirements-MWh

9-30 Demand-.-M W (000)
1950 617 . 2,597
19S1 657 2,796
19S2 703 2,995
19S3 747 3,190
19S4 792 3,3SS<

"

1985 835 3,579
19S6 874 3,745
19S7 915 3,916
19SS 953 4,085
1959 993 4,256

f 1990 1,033 4,430
Average Armual Growth Rate 5.297e 5.497c

1

Tae Cities' 1950 peak demand and energy requirement forecasts start with lower initial levels and
increase at a lesser rate than the forecasts used in the 1979 Financing. The annual average growth rate
of combined peak loads has been reduced from 5.777c to 5.297e. The combined annual energy
requirements are similarly forecasted at a lower annual average growth rate, from 6.607o to 5.49%

The load forecasts are based on factors that are considered significant by the particular City
preparing the forecast. Denton and Garland, for example, indicate increases in the forecasted number
of residential customers. Conversely, Bryan forecasts a lesser increase in residential customers.
Greemille has changed its forecast very little. %e Cities' load forecasts reflect a national trend!

r

toward more conservative forecasts of future load growth. (See Appendix A-Engineer's Heport,
" Power Bequirements and Besources").
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The following table summarizes the resources planned to meet the Cities' requirements through
1990.

FORECASTED PEAK LOADS AND RESOLTCES
(MW) Load

Resource
Requirements Resources Ral=*

Fiscal Cities *
Year Peak Trans- Total Asem

Ending Require- mission 15% Require- Cities' Cibbons ('-he Total
9-30 ments losses Reserves ments Resources Creek Peak Resources

1980 617 (1) 93 710 932 0 0 932 222
1981 657 20 99 776 932 0 0 932 156
1982 703 21 105 829 932 0 71 1,003 174

1983 747 22 112 881 932 400 71 1,403 522
1984 792 24 119 935 932 400 142 1,474 539
1985 835 25 125 955 932 400 142 1,474 489
1956 874 26 131 1,031 932 400 142 1,474 443
1987 915 27 137 1,079 932 400 142 1,474 395
1988 953 23 143 1,124 932 400 142 1,474 350
19S9 993 30 149 1,172 932 400 142 1,474 302
1990 1,033 31 155 1,219 932 400 142 1,474 255

(1) Assumes Agency transmission facilities to be in service starting in 1981.

In 1982 and thereafter, the Agency's and the City-owned generating units are expected to be
operated on an economic dispatch basis. Due to higher costs of natural gas and fuel oil, the City-
owned units would normally be operated only after Comanche Peak and Gibbons Creek are loaded,
or if one of these units is temporarily inoperative or if sales of reserve capadty and/or energy are
made to others. On an economic dispatch basis the relative costs of fuels is a primary factor in
determining which units are to be operated and at what levels. As an example, in 1984, the forecasted
cost of fuel per million Btu is $3.10 for natural gas; $1.35 for lignite; and $0.72 for nuclear. Accordingly,
in the " Load Resource Balance" column of the preceding table, the capacity indicated to be in excess
of requirements is expected to be in the City-owned generating units. Although the Cities have the
authority to sell power from the capacity indicated as excess, no revenue has been assumed to be
so derived.
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PROJECTED OPERATING RESULTS AND COST OF POWER

Based upon the Assumptions and Conditions set forth in the Engineer's Report, the Consulting Engineer has
projected Agency operating results and cost of power to the Cities' electric utility systems for fiscal years ending
September 30,1931 through 1990.

Fiscal Year Ending September 30
(8000)

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Operating Revenues, from Sales to Cities . 2,064 7,267 100,044 144,526 164,336 168,250 173,876 177,739 182,139 186,893

Operating Deductions

Production Expenses:
.. . . .

- 940 20,207 24,606 27,263 28,446 31,M5 31,774 32,592 33,334Fuel .......
Operation and Afaintenance . - 175 11,819 13,357 18,678 16,456 18,201 20,044 22,163 24,605

. ..

Total Production Expenses - 1,115 32,026 37,963 41,941 44,902 49,286 51,818 51,755 57,939
. ... ...

Non-Production Expenses:
Transmission, Operation and hiaintenance 1,821 5,266 8,566 8,853 9,386 9,951 10,563 11,229 11,936 12,701

77 293 1,958 2,519 2,750 2,943 3,150 3,371 3,605 3,859Insurance . . . .. ...... ...

47 141 3,531 3,832 4,163 4,528 4,928 5,364 5,854 6,388Administrative and General . . . .

Total Non-Production Expenses . . 1,918 5,700 14,055 15,204 16,299 17,422 18,641 19,964 21,395 22,948

Total Operating Deductions 1,948 6,815 46,081 53,167 58,240 62,324 67,927 71,782 76,150 80,887.. . . .

116 452 53,963 91,359 106,096 105,926 105,949 105,957 105,989 106,006Net Operating Revenues . ,. . ..

Plus: Interest income - - 85 8,260 8,718 8,888 8,872 8,855 8,835 8,818
. ... ..

Total Available for Debt Service . - 452 54,048 99,619 114,814 114,814 114,821 114,812 114,824 114,824
Debt Service 57 43,238 79,695 91,851 91,851 91,857 91,850 91,859 91,859.. . . .. .. .

Coverage of Debt Service . - 7.93 1.25 1.25 1.25 1.25 1.25 1.25 1.25 1.25.. ..,

Bilance of Revenues 116 395 10,810 19,924 22,964 22,964 22,964 22,963 22,965 22,965
.. ..

Less: Renewals and Replacements 116 395 3,104 3,731 4,026 4,345 4,690 5,062 5,463 5,901
,

Net Revenue Available for Other Purposes . 0 0 7,706 16,193 18,938 18,619 18,274 17,001 17,502 17,064
.

Cost of Power to Cities

Operating Revenues, from Sales to Cities . 2.064 7,267 100,044 144,526 164,336 168,250 173,876 177,739 182,139 186,893.
..

Less: Prior Year's Revenues,

; Available for Other Purposes . - 0 0 7,706 16,193 18,938 18,619 18,274 17,901 17,502

| Cost of Agency Power to the Cities . 2,064 7.267 100,041 136.820 148,143 149,312 155.257 159,465 164,238 169,391

|

t

[

I

I
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Unit Cost to Cities

Based on the projected operating results of the Agency, as indicated in the above table, and
estimated costs of fuel and other variable costs of City generating units, the unit cost of power,
determined by dividing total Agency costs and City variable costs by the combined net energy for
loads of the Cities,is as follows:

Cmt, of City liel Total
l'iva! Year A gency and Other Pow er Cmt of Cmt in 1950

l'.nding Pow er Variabic Cmts Cmti Pow er I)offanf Il
Sept. 30, ($000) ($n00) ($000) ( %Iills/LWh) ( % fills /kWh)

1981 2.0G1 66.525 68.5S9 21.53 22.93

1982 7,267 76.761 83.971 ESBI 24.49

1983 100.011 22,192 122.236 35.32 31.28

19S1 136.820 22,119 15S.939 46.91 35.79

1933 113.113 22.677 170.S20 47.73 31.03

1956 119.312 29.274 17S.5S6 47.69 31.78

19S7 153.257 37.930 193,lS7 49.33 30.72

i9SS 150,163 47,711 207,176 50.72 29.52

1989 161.238 60,525 228,763 52.S1 28.73

1990 169.391 74,962 244,353 55.16 28.04

(1) Discounted at 79,

The actual unit costs ultimately paid by the Cities will be determined by the application of the
rates and charge <. established by the Agency in acwrdance with terms of the Power Sales Contract, to
the power actually delivered to each City and by a method of sharing cost savings provided for in
an economie dispatch arrangement.

CITIES' ELECTRIC SYSTEAIS

The aggregate generating capacity of the municipal ekstric systems of the Cities is 952 MW,
In fiscal 1979 the Cities provided electric service to approsimately 79,fMIO customers. Revenues derived
from sales of chctricity in fiscal 1979 were approsimitely $93 million and system energy requirements
were in excess of 12 billion kWh.

Most of the generating facilities of the Cities use natural gas as the primary fuel. The Cites *
source of natural gas is from Ione Star Gas Company (" lone Star"). On November 7,1977, the Cities
entered into gas purchase agreements, replacing prior agreements, with Lone Star which espire on
December 31, 1981, and a gas transfer agreement between themselves and Lone Star which permits
the Cities to transfer gas purchased from Lone Star among themselves.'

Under the Lone Star agreements, deliveries are subject to curtaihnent and the price is subject
to escalation. The average price to the Cities under the Lone Star agreements during 1979 was

|
! approsimately $2AW) per million Htu. The price of gas purchased by the Cities from Lone Star under

the agreements may be limited by the price ceilings established by the Natural Gas Policy Act of 1978.

The lone Star agreements contain maximum and miniumm limits on the amount of gas the
7

Cities may take from Lone Star, and involve a penalty if the Cities take less than the minimum amount.'

|
In the opinion of the Consulting Engineer, based on the quantity of natural gas indicated to be
required in 1952 as a result of the delay in commercial operation of Comanche Peak Unit One, it

,

| appears that the Lone Star contract will need to be supplemented or the amount to be supplied by
l lone Star increased above the amount presently authorized. Additionally, the quantities of gas

indicated to be remplired by City units in 1983 and 19%1 are less than the amount required to be used
j

or partially paid for by terms of the lone Star contract. The result is an indicated gas penalty
payment in 1953 and 19St. These penalty payments have been included in City gas costs.

19
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$ The amount of gas which the Cities can burn as boiler fuel is subject to the limits of the Federal ,

Power Plant and Industrial Fuel Use Act of 1978 (" Fuel Use Act"). Beginning January 1,1990, the,

i Cities cannot continue to use natural gas as a primary fuel source in a power plant unless an exemption
is granted. Exemptions may be obtained on a unit by unit basis, or through approval of a system-wide !

compliance plan. The Cities have begun the process to file a request for approval of a system-wide,

| compliance plan.
1

! A system-wide compliance plan would allow the Cities to pool allowable volumes in all their I

! units, thus allowing optimum use of the more efficient City generating units on an economic dispatch
:

i basis. If a system-wide compliance plan is not approved to allow the Cities to pool allowable j
j volumes in all their units, other exemptions from the Fuel Use Act limitations are available, but such
j exemption may not allow optimum economic dispatching.

| In a system-wide compliance plan, the Secretary of Energy must approve any new gas contract
] or an extension or renewal of an old gas contract. The Cities' contracts with Lone Star terminate on
' December 31,19S4, and if the Cities are to operate under a system wide plan they must secure

approval of any new contracts, or extension of the present contracts, by the Secretary of Energy. No
i assurance can be given that the Cities will secure exemptions for a system-wide plan, or on a unit

by unit basis, or that the Secretary of Energy will approve any new contracts or that supplies of
'

natural gas will be available after 19S4.
!

Each City has limited fuel oil storage facilities and certain generating units capable of using
fuel oil as a standby fuel. The aggregate capacity of fuel oil storage facilities available to the Cities:

1 is approximately 430,000 barrels. The aggregate generating capability of units capable of using fuel
! oil on a continuous basis is 324 htW, with most of the remaining units capable of using fuel oil

on a limited basis.

Bryan

The City of Bryan is the county seat of Brazos County,100 miles northwest of Houston. The
estimated 1979 population was 46,575, an increase of 40% from the 1970 census. Located at the center

) of a seven county economic developmen. district, Bryan has attracted more than 50 manufacturing
firms to the community. The area is also a major market fer ranching and agriculture with abundant,

water and hydrocarbon fuel deposits.
,

The Bryan electric system has one generating plant with six gas-fired steam turbine generating
units and one combustion turbine generator. A gas-fired steam turbine generating unit having aj

; capability of 100 htW was put into commercial operation in Afay,1978, giving the City an aggregate
capability of 240 htW.

The City of Bryan operates its municipal electric, wa's, and sewer systems as a single municipal
utility. The City of Bryan has $42,950.000 principal amount of utility revenue bonds outstanding,

; such bonds being an issue dated June 1,19so, which refunded all then outstanding revenue bonds.
1

Denton
.

'
The City of Denton is the county seat of Denton County, and is located within 35 miles of

both Dallas and Fort Worth. The 1979 population was estimated at 51,700, a growth of 24% from the
! 1970 census. Denton is the home of both North Texas State University and Texas Woman's University
| with a combined enrollment of approximately 25,000. Over 53 industrial Srms provide diversity
| to the Denton economy.

i The Denton electric system has five diesel generating units and five gas fired steam turbine
; units with an aggregate capability of 163 AlW.

The City of Denton operates its electric system as a separate utility. As of June 1,1980, the
City of Denton had $19,255,000 principal amount of electric revenue bonds outstanding.j,

!
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Garlandj

%e City of Carland is located in northeast Dallas County, approximately 14 miles from
! downtown Dallas. Since 1970 the population has increased 76% to an estimated 151,000. An annual
'

payroll of $115 million is contributed to the Garland ecor.omy by more than 300 diversified industrial
firme.

The Garland electric system has two gas fired steam generating plants and one diesel generating
1

; plant having an aggregate capability of 424 hiW. Texas Power & Light Company has operated
! in Garland sir. : 1915, and currently serves about 15% of the electric customers in the City.

In hfay,19D, the City of Garland and TP&L entered into an Agreement settling certain then
!existing controversies and dismissing certain then existing litigation. The City and TP&L have been

j recently noti 6ed that the 1973 Agreement is under investigation by the United States Department of
4 Justice for possible violations of the anti-trust laws of the United States.

The City Attorney has advised the City that the 1973 Agreement was executed by the City in

j furtherance of its regulatory and governmental authority preserved by state law, and that its actisities
in that regard are distinguishable from instances in which recent federal court decisions have held ,

f cities to be subject to the anti-trust laws when acting in their proprietary capacities.
J

| The subject of the legal application of the anti-trust laws to municipal, governmental and
; proprietary activities by cities is relatively new and is in a developing state. Accor lingly, the City

cannot state with certainty whether the announced Justice Department investigation will continue,

,

whether allegations of violations will be made, whether remedies will be sought pursuant to allega-
! tions or whether liabilities can be imposed, or whether any such allegations are sustainable in law.

It is the City's intention to cooperate with such investigation, but to resist through all available>

{ legal means any allegation or claim of any anti-trust violation in its actions. Should such allegations
i be made, litigation can be expected. The expense of such litigation may be charged as an operating
I cost of the City's municipal electric system. If any such allegation should ever be made and sustained

in law and should monetar, claims be successfully asserted against the City's system, then the revenue
forecasts for the City's system could be adversely affected and consumer rate increases could be
required.

The City of Garland operates its electric, water and sewer systems as a single municipal utility.
| As of June 1,1980, the City of Garland had outstanding $96,280,000 principal amount of utility
j revenue bonds.

Greencille

The City of Greemille is located 45 miles northeast of Dallas and is the county seat of Hunt
! County. The Greenville economy is based primarily on light manufacturing, agri-business, and
! ranching. The 1979 population was estimated at 24,400, an increase of 10.7% from the 1970 census.

The Greenville electric system has three gas-fired steam turbine generating units and eight .

'

| gas-fueled diesel electric generators for use during periods of peak demand. The aggregate capability
' of the Greenville system is 100 hiW.

| The City of Greemille operates its electric, water and sewer systems as a single municipal
| utility. As of June 1,19S0, the City of Greemille had $26,265,000 principal amount of utility revenue

bonds outstanding.,

!

;

i
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Historical City Electric Utility Operating Statistics
IW3 1976 IW7 1978 1979

City of Bryan.

Average Number of Customers
] Residential 11,266 11.817 13,109 14,073 14,281

Commercial & Industrial 1,715 1,782 1,8G4 1,9 88 1,965
Other . 4 164 177 178 1834 ..... ... . .. ... ..... .

Total Customers 12.985 13,763 15,150 16,199 16,429
I

Kilowatt.Ilour Sales (000) ;

Residential 101,910 112.975 125,417 151,074 136,439.. ...... ... . .. ....

Commercial & Irulustrial . . . 123,461 136,855 133,379 146,735 143,163. . .

Other(l)(2) 213,519 226,989 236,727 177,056 133,180. .......... ... ......

Total Sales . 438,920 476,819 495,5.~23 474,665 412.788.. .. ... ... .
;

Revenue Per kWh of sales (mills) 20.0 26.8 35.9 39.9 38.8-

City of Denton
Average Number of Customers

Residential 11,030 11,587 12,415 12,931 13,870i
..= .. . .. ....

! Commercial & Industrial 2,038 2,254 2,410 2,003 2,608.. . . ..

; Other 273 283 312 310 312.. . . ... .. .

Total Customers . . . . 13,381 14,128 15.167 15,844 16,790.

Kilowatt.fiour Sales (000)4

; Residential 105,203 112,702 133,951 150,615 132,534.... ... ...

Commercial & Industrial . 276,168 288,156 295,017 284,290 276,199
Other(2) . 21,105 18,319 21,960 23,106 23,579.. .. . . . .

Total Sales 402,476 419,177 450,928 458,011 432,312. ...

i Revenue Per kWh of sales (mills) 22.8 29.3 37.3 40.0 41.5
i
' City of Carland
j Average Number of Customers
| Residential . ... . . . 26,474 27,333 20,770 31,970 33,772

Commercial & Industrial . . 2,001 2,077 2,257 2,378 2,580'
. . .

1 Other .. 2 2 2 2 2.. . . ... .

Total Customers 28,537 29,412 32,029 34,350 36,351.

Kilowatt-Itour Sales (000)
| Residential . ... . .. 436,158 422,000 508,007 575,196 544.268
i Commercial & Industrial . 466.969 507,052 555,073 571,416 561.114

{ Other(2) 25,670 50,677 63,271 65,648 59,725. . . ,, ,..

| Total Sales 9 tS,797 979,789 1,126,351 1,212,256 1,165,107..

Resenue Per kWh of sales (mi!!s) 22.7 26.8 30.3 32.0 35.0

City of Greenville
Average Number of Customers

Residential .. . . 7.636 7,666 7,651 7,861 7,970
Commercial & Industrial . 960 1,039 1,037 1,049 1,018
Other 50 60 57 59 65.. .. . .. .. . ..

Total Customers . 8,616 8,765 8,745 8,969 9,053. ..

Kilowatt.Ilour Sales (000)
Residential . 61,150 61,311 73,905 78,777 76,951.. . ..

Commercial & Industrial 103,700 110,316 127,174 131,304 132,779.

Other(2) II,5 o ,,770 5,938 7,020 7,198

Total Sales . ........ . .. 179,427 179,427 207,017 217,101 216,928

Revenue Per kWh of sales (mills) 26.7 32.2 38.2 42.9 43.7

i Total Average Number of Customers 63,509 60,068 71,091 75,362 78.626

Total Kilowatt.Ilour Sales (000) (2) 1,969,620 2,055.212 2,279.819 2,362,233 2.227,135

(1) Includes sales of power to the City of College Station, which sales were discontinued in
January,1979,

(2) Does not include sales to the other Cities and Brazos.
1
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Projected City Electric Utility Oper: ting fleeults

The folknving table is drawn from data supplied by the Cities and summarizes the projected
operating results for the electric systems of the Cities.a

j City of Bryan 1962 1968 1986 1968 1990
.

Average Customers 18,684 20,163 21.505 22,711 23,9 22
*

Total Operating
P' venues 27,616,799 42,780,417 46,637,490 52,170,339 59,352,258 r

i Purchased Power . 1,323,000 28,588,000 30,918,000 33,494,000 36,131,000

.| Other Expenses (l) 18,433,763 5,729,812 7,318,763 10,521,217 15,492,474

Net Operating

{ Revenues 7,890,036 8,462,605 8,400,727 8,155,122 7,728,784.

i Total kWh Sales (000) 560,501 609,633 657,435 706,897 760,285

Revenue per kWh
Sales (2) 4.72e 6.81c 6.90c 7.18e 7.61e

City of Denton

Average Customers 19,3S9 21,919 23,731 21,825 25,919

Total Operating
Revenues 21,696,000 43,572,000 48,745,000 55,651,000 61,437,000

Purchased Power 11,096,000 32,361,000 37,082,000 42,101,000 48,061,000

; Other Expenses (l) 9,793,000 5,033.000 6,211,000 7,806,000 10,573,000

Net Operating
Revenues (3) 3,807,000 6,170,000 5,452,000 5,741,000 5,S00,000

Total kWh Sales (000) 559,015 655,113 737,116 793,831 854,231

Revenue per kWh of

Sales (2) 4.3Se 6.61e 6.57e 6.96c 7.50e

! City of Carland

f Average Customers 42,700 46,795 50,829 54,635 58,507

: Total Operating .

Revenues 72,44S,527 107,186,02S 121,751,615 146,019,979 176,771,430

| Purchased Power 3,849,000 71,327,000 77,305,000 83,438,000 89,432,000

Other Expenses (l) 63,100,299 29,740,120 37,402,6S8 51,551,626 78,105,246
,

' Net Operating

| Revenues (3) 5,499,228 6.118,90S 7,016,957 8,057,353 0,234,184

Total kWh Sales (000) 1,471,817 1,640,993 1,821,908 2,007,6SS 2,191,787

Revenues per kWh of
Sales (2) 3.90e 5.92e 6.02c 6.3Se 6.89e

! City of Creenville

Average Customers 9,355 9,568 9,781 10,000 10,223

j Total Operating
' Revenues 14,182,832 10,550,278 21,410,733 24,404,253 28,079,551

| Purchased Power 6,569,000 14,139,000 15,596,000 17,916,000 20,714,000

| Other Expenses 3,509,626 2,581,318 3,095,293 3,788,433 4,6fr7,951

Net Operating
Revenues 4,101,206 2,829,960 2,719,440 2,699,820 2,667,600

Total kWh Sales (000) 261,503 286,701 312,173 339,231 364,977

Revenues per kWh of
Sales (2) 5.10e 6.40e 6.40e 6.70c 7.20e

(1) lucludes fuel and other variables for operation of City's units plus other operating expenses.
;

; (2) Excluding miscellaneous revenues.
(3) Other non-operating income excluded.

23'
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Historical City Utility Systems Operating Resulte
''

He following table shows historical operating results of the utility systems of the Cities. |
Amounts due under the Contract are payable solely from eiectric system revenues as an operating4

I expense thereof. The information presented has been summartzed from data contained in the
!

- financial reports of the Cities' utility systems. Condensed utility systems balance sheets for each of the

| Cities are included herein as Appendix C.
1

; (Dollars in %oasands)
I

Bryan (s)

j 1975 1976 1977 1979 1979

) Electne System:
Revenues:

j Residential 2,634 3,768 5,369 7,052 6,948
'

Commercial and Industrial 2,771 4,023 5,131 6,171 6,587 i

'
Other(b) 3,662 5.277 7,647 7,199 7,237

j Total 9,057 13,068 18,147 20,422 20,772

1 Expenses Other than Depreciation:
Fuel 4,163 7,597 11,445 11.537 13,261.

Other 1,578 1,087 1,456 2,749 1,605

Total 5.741 8,684 12,901 14,286 14,666.
,

Net Operating Revenues 3,316 4.334 5,246 6,136 5,906 ,

Non-Operating Resenues (Net) (c) (c) (c) (c) 355

Total Eledric System Net Revenues 3,316 4,3S4 5,246 6,136 6,261
5

,

Water and Sewer Systems:
j Revenue .. .. .. . .... .... . 1,9S5 2,463 2,S52 3,131 2,777
1 Expenses Other than Depreciation 933 1,081 1,197 1,421 1,391
1

Total Water & Sewer Net Rever>ues . . . . . . . . . . . 1,055 1,352 1.655 1,710 1,356
'

Other Rewnues (Net) 493 475 254 513 552
'

Total Net Revenues (e) 4,S64 6,241 7,155 8,359 8,199

Debt Service on Utihty Revenue Bonds (f) 2,095 3,014 3,680 3,918 4,202

(a) Operating Results are for the fiscal years ended September 30th, except for Bryan, which ended,

) its fiscal year on June 30th in the years 1975 and IW6. In IW6, Bryan changed its fiscal year
to one ending September 30th and, as a consequence, the 1977 operating results for Bryan, other,

than the Electric System, are an SO97o proration of the results for such 15-month period.;

| (b) For Bryan, includes sales of power to the City of College Station, which sales were discontinued
! in January,1979.

(c) Included in Other Revenues (Net).
1

i

I

|

|

I
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| Bryan, Carland and Greenville each operates its electric, water, and sewer systems as a single municipal utility,
while Denton's electric system is operated as a separate utility, Information relating to water and sewer systems is '

,

presented for informational purposes only.

i '
'

!

! (Dollars in Thousands)

Denton(s)
,

Cadand(a) GreenvWe(s).

1975 1976 1977 1978 1979 1975 1976 1977 1978 1979 1975 1976 1977 1978 1979

3,252 4,145 5,660 6,575 6,046 10,671 13,936 18,580 22,281 21,131 2,898 2,402 3,272 3,859 4,122
5,656 7,792 10,363 10,979 11,061 10,52( 11,213 13,880 16,591 18,535 1,817 3,338 4,557 5,349 5,223

3

) ED5 1,468 1,685 1,089 1,121 1,044 1,698 2,989 5,911 5,067 112 126 270 195 293

9,513 13,405 17,708 18,643 18,228 22,239 26,847 35,449 44,783 44,733 4,827 5,866 8,099 9,403 9,638

4,622 7,356 10,380 11,179 11,000 10,298 14,093 20,336 28,715 29,369 2,064 3,064 4,531 5,266 4,937
i 1,855 2,260 2.293 2,414 2,614 3,455 4,756 6,162 5,889 6,761 1,047 1,019 1,216 1,665 2,264

j 6,477 9,616 12,673 13,593 13,704 13,753 i8,849 26,498 34,604 36,130 3,111 4,083 5,747 6,931 7,201

3,036 3,789 5,035 5,050 4,524 8,486 7,998 8,951 10,179 8,603 1,716 1,783 2,352 2,472 2,437'

251 265 235 317 464 253 267 319 438 733 12 20 36 (c) (c),

1 3,287 4,054 5,270 5,367 4,988 8,739 8,265 9,270 10,617 9,336 1,728 1,803 2,388 2,472 2,437

i

i (d) (d) (d) (d) (d) 5,821 6,385 8,272 11,275 11,231 874 1,198 1,237 1,242 1,475
'

(d) (d) (d) (d) (d) 3,367 3,465 4,184 5,562 6,243 413 471 541 609 653

1 2,454 2,920 4,088 5,713 4,988 461 727 696 633 822
i (d) (d) (d) (d) (d) 285 221 353 557 879 378 441 362 488 301

l 3,287 4,054 5,270 5,367 4,988 11,478 11,406 13,711 16,887 15,203 2,567 2,M1 3,446 3,593 3,560

1,869 1,857 1,857 737(g) 1,886 4,780 5,496 6,271 6,950 7,199 1,080 1,190 1,682 1,771 1,789

(d) Denton's water and sewer systems are operated separately from its electric system.'

(e) Before depreciation, interest expense, tax equivalents and/or contributions to General Fund.

j (f) Maximum debt service scheduled on outstanding bonds: Bryan $4,424,222 in 1981 Denton $2,131,815 in 1986; Gar-
land $8,956,906 in 1981; Greenville $2,074,105 in 1999.,

(g) Excludes amounts included in the City's 19'i8 Refunding Bonds.

|

|

|
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DESCRIPTION OF 'ITIE SERIES 1950 BONDS
Ceneral

ne Series 1930 Bonds are dated Au::ust 1,1950, and bear interest therefrom payable semi-
annually on 5farch I and September 1 of each year, commencing 5farch 1,1961, at the rates per
annum, corresponding to those principal amounts maturing September 1 in each year, as set forth on
the cover page of this O$cial Statement.

He Series 1980 Bonds are issued as coupon Bonds in the denommation of $5,000 each,
registrable as to principal only at the oEce of National Bank of Commerce of Dallas, Dallas, Texas,
the Registrar. Title to Series 1950 Bonds not registered as to principal is transferable by delivery.
Series 1950 Bonds registered as to principal may be transferred only on the books kept by the
Registrar. Interest coupons on all Series 1950 Bonds and the principal of the Series 1950 Bonds, if
payable to bearer, shall be paid at the respective principal oEces of Chemical Bank, New York, New
York, or at the option of the holder, at National Bank of Commerce of Dallas, Dallas, Texas. Principal
of Series 1950 Bonds which is registered to other than the bearer, is payable only at the principal
o$ces of the Resistrar.

Optional Redemption
He Series 1950 Bonds maturing on or after September 1,1991, are subject to redemption at the

option of the Agency on and after September 1,1990, as a whole on any date, or from time to time
in part on any interest payment date, at the foDowing redemption prices, plus accrued interest to the
date of redemption:

Redesepties Perleil Redempemn
(Deses Inclumise) Price,

September 1,1990 to August 31,1991 103 re
; September 1,1991 to August 31,1992 1 02 %

September 1,1992 to August 31,1993 102
September 1,1993 to August 31,19M 101 %
September 1,19M to August 31,1995 101
September 1,1995 to August 31,1996 100 %
September 1,1996 and thereafter 100

If less than all of the Series 1950 Bonds are to be redeemed, the Agency may select the maturity
or maturities to be redeemed, and if less than all the Bonds of any maturity are to be redeemed, the

; Bonds of such maturity to be redeemed are to be selected by lot.

niandatory Redemption of Term Bonds
ne Series 1950 Bonds maturing on September 1, 2000, September 1, 2002, September 1, 2005

and September 1,2012, are subject to mandatory redemption in part by lot prior to maturity on and
after September 1,1995, September 1,2001, September 1,2003, and September 1,2006, respectively,i

at ICrc of the principal amount thereof plus accrued interest to the date of redemWon, from
payments into the Bond Fund which are required to be made in amounts suscient to redeem on
September 1 of each year the principal amounts of such Bonds speciEed for each of the years below:

2000 Maturity 2002 Maturity
! Year Amount Year Amount

1995 $ 2,790,000 2001 5 8,635,000
1996 5,M5,000 2002 (Siaturity-) 9,415,000
1997 6,145,0re

2012 Maturier
199S 6,690,000 y,,, (mount

: 1999 7 5 5,000
2006 513,325,000

| 2000 (51aturity) T,935,000
20m 14,560,000 ;

2005 Maturity 2005 15,905,000

War- Amount 2009 17,375, COO
: 2003 $10.260,000 2010 15.98,5.000

i 20N 11,195,000 2011 20,740f00

| 2005 (5faturity) 12.215,000 2012 Ofaturity) 22.660.000
| 26
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In lieu of calling said Bonds for redemption, the Agency may delive. Series 1980 Bonds of the
maturity required to be redeemed to the Paying Agent (prior to the dato of publication of the notice
of redemption) in the principal amount up to the amount scheduled to be called for redemption in;

j any one year and the principal amount of said Bonds so delivered. shall be credited against the
j amount of said Bonds required to be called for redemption in that year.

|
: DEBT SERVICE HEQUIRE3 FEN'IS
; (Dollars in Thousands)

Debt Senice Total
Sen.es 1950 Bonds4

I Year Ending on Outstand. Debt Service

j September I ing Bonds l'rincipalf I ) Interest l'otal Hequirements

i
19S0 39,966(2) - - - 39,966(2)

I 1981 39,966(2) - 23,961(2) 23,961(2) 63,930(2)
i 1982 39,966 - 22,121 22,121 62,0S7

1993 40,636 - 22,121 22,121 62,777

19S4 41,146 - 22,121 22,121 66,267 ,

1985 49,313 2,635 22,121 24,756 73,099 I

1986 4 S,312 2,790 21,963 21,753 73,095

j 1987 4S.352 2,965 21,7SS 24,753 73,105

| 198S 4S 312 3,160 21,596 24,756 73,093
i 19S9 48,351 3,370 21,3S2 24,752 73,103
I 1990 19,351 3,605 21,146 24,751 73,102

1991 4S 353 3.S65 20,SS7 24,752 73,105
,

| 1992 49,353 4,155 20,601 24,756 73,109

1993 49,357 4,470 20.285 24,755 73,112

1 1931 4S,353 4.815 19,936 24,751 73,141

| 1995 48,35S 5,200 19,551 24,751 73,109
'

1996 4S.362 5,645 19,107 24,752 73,114

1997 48.360 6,145 IS,606 24,751 73,111
,

1998 49.365 6,690 IS,061 24,751 73,116
||

-

1999 49.369 7,2S5 17,467 24,752 73,121

||
2000 49,371 7,935 16.821 21,756 73,127

2001 4S.375 S.635 16,116 24,751 73.126

! 2002 49,37S 9,415 15.339 24,751 73,132
'

2003 4S,392 10,260 14,492 24,752 -73,14 i
| 2001 49,381 11,195 13,55S 24,753 73,131

l 2005 48.3SS 12.215 12,539 24,751 73.142

,

2006 4S.396 13.325 11.428 24,753 73,149
! 2007 4S.39S 14.560 10,195 21,755 73.153

f 200S 48,410 15,905 S.S19 24,751 73,161

l 2009 43A23 17.375 7,377 24,752 73,175

| 2010 4SA11 18.955 5,770 21,755 73,1S9
; 2011 4S,44S 20,740 4,014 24,751 73.202

2012 24.291 22,660 2,096 24,756 49,050

[ (1) Serial maturities and mandatory redemption requirements for Term Bonds. Civing effect to the
j mandatory redemption requirements, the averace life of the Term Ibnds due 2000,2002,2005 and

2012 would be approximately IS years,22 years,24 years and 29 years, respectively, calculated;^
from August 1,19S0.

(2) Interest funded through September 1,1981.
;

4
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j SU.\l.\iARY OF CERTAIN PROVISIONS OF TIIE POWER SALES CONTRACT

Sale of Potccr and Energy
'

Except in the event a City excreises one of the options discussed below, the Cor. tract requires
! cach City to purchase from the Agency all of the power and energy required for the operation of its

electric system in excess of the amount (i) supplied by any generation and transmission facilities4

'

owned by it on October 7,1976, (the date of the delivery of Series 1976 Bonds), including facilities
j under construction on such date and improvements or extensions of generating facdities which

increase the rated capacity thereof, so long as the increase during any period of two successive fiscal
t

'

years of the Agency does not exceed 10 percent of the rated capacity of such generating facility at
the beginning of such period unless all of the Cities and the Agency waive such limitation and (ii)
supplied from any generating facility constructed and owned by one or more of the Cities and
primarily fueled from and the construction and operation of which is incidental to the disposal of solid
waste. The Cities are also free to purchase or exchange power and energy with others than the Agency'

( A) on an emergency, maintenance or standby basis, (B) on the basis of economic dispatch between
the Cities and Brazos or any one or more of such entities, or (C) under the existing pooling agreement
between the Cities and Brazos and future pooling agreements among them and others, or any3

combination thereof, and the Agency. The Contract also requires the Agency to perform certain
other services for the Cities. These include comprehensive planning, and undertaking or coordinating
design and economic dispatch.

The Agency is required to devote its best efforts to the acquisition of power and energy required
to meet the requirements under the Contract. If it is unable to meet such requirements, it shall
allocate its available power and energy among the Cities on a pro rata basis, unless a governmental
agency requires a different allocation, and other power purchasers as may be provided by contract,
and the Cities shall be permitted during said inability of the Agency to purchase only such amounts
of power and energy as are not supplied by the Agency. The Contract will remain in effect for a
period of thirty-five years from September 1,1976 or until all Bonds are paid, whichever occurs later.

1 Purposes For Which Bonds May Be issued; Approcals Required

) Bonds may be issued in connection with Projects, Development Projects and System Development
i and Reliability Expenditures. No approval of the Cities is required for the issuance of Bonds for a
; Development Project. Prior to the issuance of the initial series of Bonds to finance a Project (other
: than Gibbons Creek which, by the terms of the Contract, is approved) or to finance System'

Development and Reliability Expenditures, the Agency is required to submit a written notice to
each City containing a general description of the Project proposed, the projected sources and uses

! of funds in connection therewith and a statement of the Agency's opinion that such proposed Project
is necessary for the Agency to meet its commitments under the Contract and is economically feasible.

; Each City is required thereafter to notify the Agency within 60 days of its approval or disapproval.
| and failure to notify the Agency within such period is deemed to constitute approval. If all of the

Cities indicate their approval, or are deemed to have approved, the Agency may issue Bonds therefor,

without the necessity of any further approvals by the Cities. If one or more Cities disapprove and,

elect Option Two, hereinafter discussed, the Cities which approved may notify the Agency of their
'

desire to commence the Project and if the Agency determines that the Project is still feasible, it may
issue Bonds therefor. If any disapproving City elects Option One, then no additional Bonds, which
are payable from the net revenues of the System may be issued for such proposed Project or any
future proposed Project.

| Election of Options Upon Disapprocal
!

Any City disapproving a proposed Project is required to elect one of two options set forth in the
Contract. The effective date of the option elected shall be the first day of the fisgal year of the

-

Agency which is more than 90 days after the date the City disapproves a Project.
I
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! Option One. If any disapproving City elects the first option (" Option One"), all Cities shall
thereafter be entitled to scheduh. and receive the same proportion of the available power and
energy from the System as their respective Net Energy for Load bears to the total Net Energy
for Load of all Cities for the corresponding month of the completed fiscal year of the Agency next
preceding the effective date of said Option and shall be obligated to pay to the Agency the same
percentage of the Annual System Costs.

Option Two. If any disapproving City elects the second option (" Option Two") and no
disapproving City elects Option One, the disapproving City shall take or pay for an amount (not,

'

a percentage) of power and energy equal to the amount of power and energy purchased by such ,

City from the Agency during the corresponding month of the 12 consecutive month period
preceding the calendar month of the effective date of the exercise of said Option or such other
amount as may from time to time be agreed upon by such City, the Agency and the other Cities
at the rates and charges established under the Contract.

'

'Ihe amount due frem each City after any City elects Option One and the amount due from
j any City which elects Option Two shall be due and payable irrespective of whether any power and

energy is delivered or made available for delivery.'

Bates and Charges

The Contract provides that the rates and charges for power, energy and services shall be (1)
nondiscriminatory, (2) fair and reasonable and be based on the cost of providing the power, energy
and services with respect to which the rates or charges are based and (3) adequate (after taking into
cxmsideration other moneys received or anticipated to be received) to pay or make provision for pay-,

ing Annual System Costs.

Payments by Cities

1 Except in the event of the exercise by a City of Option One, in which case each City is obligated
to pay its share of Annual System Costs as explained above, the Cities are obligated to pay for power,
energy and services pursuant to rates and charges established therefor by the Agency.

In addition, each City has covenanted that whenever the amount of money on deposit in the
. Bond Fund is less than the full amount required to be on deposit therein, without giving consideration
2

to transfers made from other than the Revenue Fund or from Bond proceeds (provided that transfers
may be made from the Reserve Fund to the Bond Fund for not more than two consecutive months)
it will pay directly to the custodian of the appropriate fund its Percentage Share of that amount
which will be sufficient to establish or reestablish the amount required under the terms of the Resolu-

; tion to be on deposit in the Bond Fund, the Reserve Fund and the Contingency Fund. The obligation
i of the Cities to make such payments is absolute and unconditional and does not depend upon whether

the Agency is in compliance with the prmisions of the Contract or whether power and energy are
available to the Cities imm the Agency. The Contract recognizes that the holders of Bonds shall be
third party beneficiaries to such covenant. Each City's portion of such payments, if required, shall be
determined, except as described below, on the basis that each City's Net Energy for Load for the
preceding fiscal year of the Agency bore to the total aggregate Net Energy for Load of all Cities for
such fiscal year of the Agency, and the sum of adjusted percentages shall equal 1007c. If any City
should disapprove a future Project and elect Option One, such percentages shall be fixed for each City

j at the percentage its Net Energy for Load bore to the Net Energy for Load of all Cities for the fiscal
year of the Agency next preceding the effective date of said Option. If any City disappmves a Project
and elects Option Two, the amount of its Net Energy for Load for the purpose of annual adjustments
of the percentages shall be fixed at its Net Energy for Load in the fiscal year of the Agency next
preceding the effective date of said Option. I

l
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In any instance, except that occasioned by the failure of a City or other power purchaser to pay i

for power and energy, in which the funds of the Agency are insufficient to pay Operating and Main-
tenance Expenses or other expenses (other than amounts required to be paid into the Bond Fund,
Beserve Fund and Contingency Fund as described above) payments shall be made to the Agency
by the Cities in the Percentage Shares determined as set forth above. In the event that the Agency is

<

held to be in default under the provisions of the Resolution by reason of the inadequacy of payments '
,

required to be made by the Cities under the Contract, the Cities shall cure the default by making
payments in the Percentage Shares determined as set forth above. Under certain circumstances a new '

i power purchaser or a new member of the Agency (see "Re creation of Agency") may assume primary
liability for making certain payments to the Agency, including the obligation to make payments to
the Custodian of the Bond Fund referred to above, but such assumption shall not discharge the;

j liability of the Cities and the Cities shall remain secondarily liable to make such payments.

He covenant of the Cities to make payments directly into the Bond Fund, Reserve Fund and'

i Contingency Fund applies to all Bonds issued in order to fully provide funds for (i) Projects approved
j under the Contract, including the design, construction and placing of such Project in commercial
j operation or to meet any requirement of law, including those of a regulatoy agency having juris-
; diction, or to pay judgments or casualty losses not covered by insurance, or to meet a safety or
'

overriding public necessity, and (ii) certain other purposes. %e Agency has covenanted in the
| Resolution that it will not issue any additional Bonds under the Resolution unless the Agency has -

obtained an opinion from bond counsel, selected by it, that the additional Bonds are payable from,

| the same sources and are secured in the same manner as the outstanding Bonds and that the obligation
; of the Cities to make payments directly into the Bond Fund, Reserve Fund and Contingency Fund

as described above is equally applicable to the additional Bonds.

The Contract provides that all payments by a City under the Contract, including any payments
required to be made to the Custodian of the Bond Fund, shall constitute an operating expense of its
electric system payable solely from the revenues and receipts of such electric system.y

1

Re-creation of Agency

i Under the Act, the Cities are given the authority to recreate the Agency by the addition or dele-
) tion, either or both, of a public entity as defined in the Act, so long as there is no impairment of

obligation of any existing obligations of the Agency.,

i Unless certain procedures are followed, each City covenants and agrees that it will not join
with any of the ott. r Cities to recreate the Agency so as to delete a City but the obligation to make

1 payments directly into the Bond Fund, Reserve Fund and Contingency Fund referred to above
'

shall remain unaffected until the Bonds theretofore and thereafter issued for compk+ ion of Projects
have been paid and retired. After the Agency receives notice of the intent of a L 9 withdraw,

) no Bonds payable from the net revenues of the system shall be issued for a new Project.

Unless certain procedures are followed, each City covenants not to join with any other entity to,

i
recreate the Agency by the addition of an entity unless the entity being added expressly either (1)
assumes the primary liabilit - for a pro rata share of the Bonds and subordinated indebtedness of the
Agency then outstanding (which shall not discharge the liability of those who were obligated when
such debts were incurred, who remain secondarily liable) as well as the obligation to make payments,;

directly to the Bond Fund, Reserve Fund and Contingency Fund referred to above, and assumes
'

thereafter to pay its share of the remainder of the Annual System Costs, or (ii) agrees that it will be
i ouligated only with respect to the payment of Annual System Costs for projects which are approved
. after the re-creation of the Agency, but in no event shall the Cities be relieved of the obliguon,
'

referred to above, to pay the amounts required to be paid into the Bond Fund, Reserve Fund and
Contingency Fund with respect to all Bomis theretofore or thereafter issued without regard to such
new entity. The Agency and the Cities must approve which of these two choices is made by the,

1 new entity,
,

i
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Rate Covenant of Cities

Each City covenants to establish, maintain and collect rates and charges for the electric service
of its electric system which shall produce revenues at least sufficient, together with other revenues
available to such electric system and available electric system reserves, to enable it to pay to the
Agency, when due, all amounts payable by such City under the Contract.

Sale of Electric Distribution System by Cities; Assignment of Rights

Under the Contract and the Resolution, no sale or other disposition by a City of its electric utility
distribution system as a whole or substantially as a whole may become eiTective during the term of the
Contract. A City may assign its rights under the Contract but such assignment shall not relieve such
City of its obligations under the Contract during the time any lionds are outstanding.

Amendments

The Contract may by its terms be amended by the Agency with the consent of all the Cities
except that the covenant to make payments directly into the Bond Fund, the Reserve Fund and the
Contingency Fund, the provision relating to re-creation of the Agency and certain other provisions
may not be amended.

SU5tAIARY OF CERTAIN PROVISIONS
OF TIIE RESOLUTION

Pledge of Berenues and Funds; Application of Berenues

' Die payment of the principal of, premium, if any, and interest on the Bonds is secured by an
irrevocable first lien on and pledge of (i) the Net Revenues and (ii) all funds, including investments
thereof, confirmed by the Hesolution, other than the Hevenue Fund, and the Revenue Fund subject
to the payment of Operating and Alaintenance Expenses. The Resolution confirms the following
funds for the application of the revenues of the Agency:

Funds Held By

Revenue Fund A Depository
, Bond Fund . Custodian of the Bond Fund
i Reserve Fund . . . . Custodian of the Reserve Fund

Contingency Fund A Depository
Construction Fund A Depository

Alercantile National Bank at Dallas, Dallas, Texas, has been appointed Custodian of the Bond
| Fund and the Reserve Fund. Chemical llank, New York, New York and National Bank of Commerce

of Dallas, Dallas, Texas, have been appointed Paying Agents, and National llank of Commerce of
Dallas, Dallas, Texas, has been appointed Registrar for the Series 19S0 Bonds. Under the Hesohition,
the Agency may change any Custodian for cause. There is no trustee appointed under the Resolution.

Revenue Fund

| Pursuant to the Resolution, the Cross Revenues of the Agency shall be deposited as received into
the Revenue Fund. Amounts on deposit in the Revenue Fund shall be used in the following order
of priority:

(1) for the payment of Operating and hiaintenance Expenses as they become due;

(2) for required deposits into the Bond Fund;

(3) for deposits in the Reserve Fund to the extent required by the Besolution;

(4) for deposits into the Contingency Fund to the extent required by the Resolution;

(5) to cure any deSciency in the Bond Fund, Reserve Fund or Contingency Fund, in that
order;
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(6) for other lawful purposes, including:

(a) deposits into a Fuel Reserve Account, established as part of the Revenue Fund for
use in paying the cost of fuel acquisition or replacement or fuel working capital; ar.d

(b) distribution to the Cities if the Board of Directors of the Agency determines that
amounts so to be distributed are not required for the foregoing purposes.

Bond Fund

Amounts in the Bond Fund shall be used for the paymer,t of the principal of, premium, if any,
and interest on the Bonds as the same become due or are required to be called for redemption,
and for the purchase of Bonds for credit against mandatory redemption requirements. On or before
the 25th day of each month, the Board of Directors of the Agency shall cause to be transferred
from the Revenue Fund to the Bond Fund in equal monthly installments the amount determined
by the Board of Directors of the Agency to be necessary to provide for the payment of the
principal of, premium, if any, and interest on the outstanding Bonds as the same become due
or are required to be called for redemption. In the event the moneys in the Revenue Ftmd are not
sufficient to permit the required transfers to the Bond Fund, the amount of the deficiency shall be
transferred to the Bond Fund fmm other funds as pmvided in the Resolution.

Reserve Fund

The Agency shall maintain in the Reserve Fund an amount equal to the Average Annual Debt
Service of the outstanding Bonds calculated as of the date of, and giving effect to, the last series of
Bonds delivered. In the event that the moneys in the Revenue Fund are not sufBeient to make any
required transfer to the Bond Fund, an amount equal to the deficiency shah be transferred to the
Bond Fund from the Reserve Fund, unless such amount has been transferred to the Bond Fund
from the Contingency Fund. Any deficiency in the Reserve Fund resulting from transfers to the
Bond Fund shall be made up by not more than 36 equal monthly deposits into the Reserve Fund.
Any moneys in the Reserve Fund in excess of the amount required to be on deposit therein not
required to be transferred to the Bond Fund to make up any deficiency therein may be transferred to
the Revenue Fund.

Contingency Fund

The Agency shall deposit into the Contingency Fund not less than $2,000,000, or such greater
amount as may be determined by the Agency and the Cities, from the proceeds of Bonds or other
funds of the Agency available therefor, on or before the date of commercial operation of the
initial electric generating facility owned in whole or in part or operated by or on behalf of the Agency.
Any deficiency in the Contingency Fund shall be made up by not more than 36 equal monthly
transfers from the Revenue Fund, and any moneys in the Contingency Fund in excess of the amount
required shall be transferred to the Bond Fund or Reserve Fund to make up any deficiencies therein,
and othenvise to the Revenue Fund. If funds are not otherwise available for such purposes, moneys
in the Contingency Fund may be used to pay the cost of (a) extraordinary renewals, replacements,

i and additions to and extensions of the System required for its continuing operation, and (b) extra-
| ordinary operation and maintenance costs of the System. If the amount of money on hand in the Bond

| Fund and the Reserve Fund is not sufHeient to pay the principal of, premium, if any, or the interest on
I the Bonds when due, amounts on hand in the Contingency Fund shall be transferred to the Bond Fund

to cure the deficiency.

1 Comtruction Fund

| The Agency shall deposii into the Construction Fund such amounts as are required by the Reso-
| lution to be applied to the payment of the cost of acquisition and construci , of facilities financed
| by the issuance of Bonds. Upon the substantial completion of a Project, uoneys in the Construction

Fund allocable to such Project shall be deposited in the Bond Fund or the Reserve Fund to make up
any deficiencies therein, and, in the absence of any such deficiencies, may be deposited in the Bond
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Fund for use m retiring Bonds prior to maturity or used for the payment of the cost of acquisition
and construction of facilities financed by the issuance of Bonds, as the Agency may direct.

Incestment of Moneys in Funds
'

hioneys in the Bond Fund and the Reserve Fund shall be invested by the Custodian in Investment
Securities upon instruction from the Agency. Aloneys in the Revenue Fund, Contingency Fund and
Construction Fund may be so invested by the Agency. The Agency will prudently select investments
based on the recognition of when the moneys being so invested will be needed for the purpose
for which they were originally deposited. In computing the amount in any fand, obligations purchased
shall be valued at the amortized cost thereof.

AdditionalBonds

ne Agency may issue additional Bonds in one or more sedes as needed from time to time for
the lawful purposes of the Agency with respect to the System, including payment of the principal of,
premium, if any, and interest on any subordinated indebtedness issued for such purposes. All addf-
tional Bonds shall be payable from the same source and secured in the same manner on a parity
with all other Bonds.

Additional Bonds may be issued only if the following conditions have been met:

(a) He Agency is not in default under the Resolution or in the payment of subordinated
indebtedness.

(b) The issuance of the additional Bonds is permitted under the laws of the State of Texas.

(c) The resolution authorizing the additional Bonds

(1) reaflirms the provisions of the Resolution with regard to deposits to be made into
the Bond Fund for the payment of Debt Service and specifies the amount of Bond proceeds,
if any, to be deposited in any fund established in the Resolution; and

(ii) provides for the deposit in the Reserve Fund of an amount such that the total
amount on deposit therein is not less than the Average Annual Debt Service on all outstand-
ing Bonds including the additional Bonds.

(d) The Agency has obtained a certificate from eai City showing a forecast of operating
results of its electric system which demonstrates the ability of each City to meet the obligations, '

inchiding payments to the Agency, payable from the revenues of its electric system for the period
! of (i) ten ensuing fiscal years of each City or (ii) each ensuing fiscal year of each City until the
i third fiscal year after the latest estimated completion date of any Project previously approved by

the Cities, whichever is later; and an independent engineer or engineering firm retained by the
Agency has reviewed such forecast and has executed a certificate to the effect that in his opinion
such forecast is reasonable and that the Agency will have the ability to meet its obligations during
each fiscal year of the forecast period.

(e) The Agency has obtained a report from an independent certified public accountant
indicating that the Net Revenues (i) for the fiscal year next preceding the date of the additional
Bonds or (ii) for 12 consecutive months out of the 18 months next preceding the date of the
additional Bonds were equal to at least 1.25 times the Debt Service for such period, excluding
any Bond proceeds deposited in the Bond Fund for the payment of interest, except that such
requirement is not applicable to additional Bonds issued for the purpose of completing the
financing of a Project for which Bonds he %en issued.

(f) The Agency has obtained an vinon from bond counsel, selected by it, that the addi-
tional Bonds are payable from the same sources and secured in the same manner as the then out-
standing Bonds and that the obligation of the Cities to make payments directly into the Bond
Fund, Reserve Fund and Contingency Fund under certain circumstances, as described in " Sum-
mary of Certain Provisions of the Power Sales Contract-Payments by Cities", is equally
applicable to the additional Bonds.
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(g) From and after one year from the date of commercial operation of an electric generat.

4

Ing fadlity, the proceeds of Bonds (other than accrued interest) may not be used for the purpose
of paying interest on any outstanding Bonds issued to provide funds for such facility.

,

i Refunding Bonds

The Agency may issue Bonds to refund all or any part of its outstanding Bonds, provided that
the requirements for the issuance of additional Bonds shall be met, except that if the Debt Senice
for the refunding Bonds will in each year be less than the Debt Service for the Bonds being refunded,
the requirements described in paragraphs (d) and (e) under " Additional Bonds * above shall not
apply.t

Subvia ;:ed Indebtedness

| The Agency may issue evidence of indebtedness for any purposes set forth in the Act secured ;

I by a pledge, subordinated in all respects to the pledge in favor of the Bonds, of Net Revenues as
may from time to time he available for the purpose of payment thereof after the payments required t

'

,
to be made into the Bond Fund, the Reserve Fund, the Contingency Fund and any additional fund

i established by the Resolution.

Incurrence of Other Indebtedness

j 'Ihe Resolution does not restrict the incurrence of other indebtedness by the Agency payable
out of any source other than the Net Revenues and funds pledged for the payment of the Bonds.

| Cocenant as to Rates and Charges
.

The Agency will, at all times while any of the Bonds are outstanding, establish, fix, prescribe
i and collect rates and charges for the sale or use of electric power and energy or senices pro- r
j duced, transmitted, distributed or furnished by the System which, together with other income, are ['

reasonably expected to yield Net Revenues equal to at least 1.25 times the Debt Service of all out- ,

'

standing Bonds for the fiscal year for which such rates and charges shall apply, excluding Bond ;

j proceeds deposited in the Bond Fund for the payment of interest in such fiscal year, and promptly
upon any material change in the circumstances which were contemplated at the time such rates and -'

j charges were most recently reviewed, but not less frequently than once in each fiscal year, shall review
the rates and charges far electric power and energy and services and shall as necessary revise such

; rates and charges to comply with the foregoing requirement, provided that such rates, charges and
i income shall in any event produce moneys sufficient to enable the Agency to comply with all its

covenants under the Resolution and to pcy all obligations of the Agency, including any subordinated,

indebtedness.

1 Certain Other Corenants

Against Encumbrances. Except in connection with the acquisition of real property or fuel-

resoarces, the Agency will not create, and will use its best effort to prevent the creation of, any
mortgage or lien on the System or any part thereof or any property needed for the proper operation

* of the System or for the maintenance of the revenues therefrom. The Agency will not create, or permit
the creation of, any pledge, lien, charge, or encumbrance upon Net Revenues or funds pledged for4 ,

payment of the Bonds except as provided in or permitted by the Resolution.,

Disposition of Properties. The Agency will not sell or otherwise dispose of any property needed L

i for the proper operation of the System or for the maintenance of the revenues therefrom, with the
i exception of fuel, which may be sold by the Agency at a reasonable price if the Board of Directors of

the Agency determines that such sale is in the best interest of the Agency The Agency will not enter'

1

into any lease or agreement which impairs or impedes the operation of the System or which impairs
or impedes the rights of the Bondholders with respect to the Net Revenues.

,

, r
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Notwithstanding the foregoing, the Agency, with the prior written approval of the Cities, may4

| sell an ownership interest in a portion of the System to another party and in consideration therefor
acquire an ownership interest in property used in the generation or transmission of electric energy or

'

other " electric facilitics" as defined in the Act, provided that the ownership interest so acquired shall
becon'e a part of the System and shall be an Approved Project as that term is defined in the Contract.

6 mintenance of Revenues; Power Sales Contract. The Agency will at all times comply with all
terms, covenants and provisions, express and implied, of all contracts and agreements entered into
by it for electric power and energy furnished by or available to the System and all other contracts
and agreements affecting or irwohing the System or the business of the Agency with respect thereto.i

The Agency shall promptly collect all charges due for electric power and energy and services supplied
by it as the same become due, and shall at all times maintain and promptly and vigorously enforce

'
its rights against any party who does not pay such charges when due. The Agency shall enforce the
provisions of the Contract and duly perfonn its covenants and agreements thereunder. ,

Insurance. Subject in each case to the condition that insurance is obtainable at reasonable rates
and upon reasonable terms and conditions, the Agency will procure and maintain, or cause to be

j procured and maintained, at all times while any Bonds are outstanding, insurance on the System in
such amounts and against such risks as are usually insurable in connection with similar systems and
r.re usually carried by electric utilities operating similar systems and public liability and property

'

damage insurance as is usually carried by municipal electric utilities operating similar properties.
Such insurance shall be adequate in amount and as to the risks insured against, and shall be main->

tained with responsible insurers. The Agency may establish and create a special fund to be held by

| a depository for the purpose of providing a self insurance fund and the amount deposited in such
i fund in any fiscal year shall be charged as an Operating and 5faintenance Expense. To the extent

amounts may be behl in such fund, the face amount of appropriate insurance policies may be reduced.

Books and liecords. The Agency covenants that proper books of record and account will be kept
;

in which full, true and correct entries will be made of all income, expenses and transactions relating!

to the System. On or before 120 days after the close of each fiscal year, a statement for the preceding
fiscal year showing the gross operating income and revenues, the operating and maintenance charges
and the net operating income of the System and a balance sheet of the Agency as of the end of such;

| fiscal year, all certified by an independent certified public accountant, will be made available at the
; office of the Agency. The Agency further covenants that the System and all books, records, accounts,
I doctMents and vouchers relating to the construction, operation, maintenance, repair, improvement
| and extension thereof, will at all times be open to inspection by the holders of Bonds and their
j representatives.

Reconstruction of the Stptem; Application of insurance Proceeds. If any useful portion of the'

System shall be damaged or destroyed, the Agency shall, as expeditiously as possible, continuously
and diligently prosecute or cause to ha prosecuted the reconstruction or replacement thereof, unless
the Agency determines that such reconstruction or replacement is not in the interests of the Agency
and the Bondholders. The proceeds of any insurance paid on account of such damage or destruction,
other than business interruption loss insurance, shall be paid into the Construction Fund and made
available for, and to the extent necessary applied to, the cost of such reconstruction or replacement, '
if any.

No Free Use of Facilities. None of the net electric power and energy owned, controlled or
supplied by the Agency or other services shall be furnished or supplied free. If the Agency sells

!

| fuel or water developed or made available by or for the System, a reasonable charge therefor shall be
made.

Amendment of Contract. The Agency covenants that it will not pennit any amendment to
;

the Contract or give any consent permitted or required by the Contract unless the Agency has
obtained an opinion of bond counsel, selected by it, to the effect that such amendment or consent
will not adversely affect the security of Bondholders by lessening the amount to be paid to the
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i

Agency thereunder or changing the murce or nature of such payment. (See also " Summary of
Certain Provisions of the Power Sales Contract, Amendments".)

I

Amendment of Resolution

The Resolution and the rights and obligations of the Agency and of the holders of the Bonds
may be modified or amended at any time with the written consent (i) of the holders of at lea t sixty
per cent in principal amount of outstamling Bonds, and (ii) in case less than all series of outstand-
ing Bonds are affected by the modification or amendment, of the holders of at least sixty per cent in
principal amount of the outstanding Bonds of each series so affected, provided, however, that if
such modification or amendment will, by its terms, not take effect so long as any Bonds of aay speci-
fled series remain outstanding, the consent of the holders of Bonds of such series shall not be required
and Bonds of such series shall not be deemed to be outstanding for the purpose of any calculation of
outstanding Bonds. No such modification or amendment shall ( A) cxtend the maturity of any Bond,,

or reduce the principal amount or redemption price thereof, or reduce the rate or extend the time
of payment of interest thereon, without the consent of the holder of each Bond so affected, or (B)

: reduce the aforesaid percentage of Bonds required for the affirmative vote or written consent to an
'

amendment or modification of the Resolution without the consent of the holders of all of the
; outstanding Bonds.

The Resolution and the rights and obligations of the Agency and of the holders of the Bonds may
be modified or amended at any time by a supplemental resolution, without the consent of any
Bondholders, but only to the esten' permitted by law and only (i) to add to the covenants and
agreements of the Agency contained in the Resolution or other covenants and agreements thereafter
to be observed, or to surrender any right or power herein reserved to or conferred upon the Agency;
or (ii) to cure any ambiguity, or to cure or correct any defective provision contained in the Resolution,j

'

upon receipt by the Agency of an approving opinion of bond counsel, selected by the Agency, that
the same is needed for such purpose and will more clearly express the intent of the Resolution.

Discharge of Indebtedness

All outstanding Bonds of any series and all coupons appertaining to such Bonds shall prior
to the maturity or redemption date thereof he deemed to have been paid and shall cease to be
entitled to any lien, benefit or security under the Resolution, and all covenants, agreements anda

obligations of the Agency to the holders thereof shal! thereupon cease, terminate and become void
and be discharged and sofied if (i) in case any of such Bonds are to be redeemed on any date
prior to their maturity, the Agency shall have given notice of redemption of such Bonds on said
date, and (ii) there shau have been depmited with the Paying Agents either ( A) moneys in an amount
which shall be sufficient, or (B) Investment Securities (including any Investment Securities issued
or hehlin look-entry form on the books of the Department of the Treasury of the United States), the
principal of and the interest on which when due will prmide moneys which, together with the moneys,
if any, deposited with the Paying Agents at the same time. shall be sufficient to pay when due the
principal of, premium,if any, and interest to become due on such Bonds on and prior to the redemption
date or maturity date thereof, as the case may be.

Notice of Redemption of Ronds

Notice of redemption (except as provided below) shall be given by publication at least once
prior to the redemption date in a financial journal or newspaper of general circulation in The City of
New York and a journal or newspaper published in Texas, such publication to be not less than 30
days before such redemption date. If any Bond called for redemption is registered as to principal.
notim of redemption thereof shall also be mailed, not less than 30 days prior to the redemption date, toI

the registered owner thereof, but neither failure to mail such notice nor any defect in any notice so
mailed shall affect the sufficiency of the proceedings for the redemption thereof. Each notice of re.

I
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demption shall staM the redemption date, the place of redemption, the principal amount and, if less
than all, the distinctive numbers of the 11onds to be redeemed, and shall also state that the interest
on the Bonds in such notiec designated for reclemption hall cease to accrue from and after such
redemption date and that on said date the rnlemption price plus accrued interest will become due
and payable on each of said Bonds. If at the time of giving notice of redemption there are no out-
standing ikmds except Bonds registered as to principal, publication of such notice shall be deemed
to have been waived if the llegistrar esecutes a certificate to the effect that such notice was mailed to
each registered owner of mch Bonds at his address as it appears on a Inlger kept by the llegistrar
or at such address as he may have filed with the Registrar for that purimse.

Events of Default and Remedies of Holders

Events of default specified in the Resolution include (i) failure to make any payment of principal
of, premium, if any, or any installment of interest on, the Bonds, when the same become due and
payable; (ii) default in any covenant, undertaking or commitment contained in the Hesolution, the
failure to perform which materially affects the rights of the holders of Bonds, and the continuation
thereof for a period of 60 days after notice of such default by any holder of any Bonds; and (iii) the
dissolution or liquidation of the Agency, other than re-creation as provided by the Act or the Contract,
the filing by the Agency of a voluntary petition in bankruptcy, the commission by the Agency of any
act of bankruptcy, adjudication of the Agency as a bankrupt or assignment by the Agency for the
benefit of its creditors, the entry by the Agency into an agreement of composition with its creditors,
or the approval by a court of competent jurisdiction of a petition applicable to the Agency in a pro-
ceeding for its reorganization under any applicable law or statute.

Upon the happening and continuance of any such event of default, any holder of Bonds may
proceed against the Agency for the purpose of protecting and enforcing the rights of the holders of
Bonds under the Resolution, by mandamus or other suit, action or special proceeding in equity or at
law, in any court of competent jurisdiction, for any relief permitted by law, including the specific
performance of any covenant or agreement contained therein, or thereby to enjoin any act or thing
which may be unlawful or in violation of any right of the holder of Bonds under the Resolution, or any
combination of such remedies. Each such right or privilege shall be in addition to and cumulative
of any other right or privilege and the exercise of any right or privilege by or on behalf of any holders
of Bonds shall not be deemed a waiver of any other right or privilege thereof.

If an event of default has occurred, then moneys of the Agency shall be applied first to the
payment of interest on Bonds that has become due and second to the pro rata payment of the prin-
cipal amount of and premium, if any, on Bonds outstanding which have become due.

SUNINfARY OF CERTAIN PROVISIONS OF TIIE JOINT
OWNERSIllP AGREENIENT

The Joint Ownership Agreement grants the Agency a 0.2% undivided ownership interest in the
Comanche Peak Station, and certain related nuclear fuel, the acquisition of such interest from DP&L,

l
having now been approved by the NHC.

The agreement establishes an Owners Committee, one member being designated by each owner,
for the purpose of securing cifective cooparation interchange of information, and providing consulta-
tion on a prompt and orderly basis among the parties. All decisions of the Owners Committee are
by agreement of representatives of owners whose ownership shares in the aggregate exceed 50%, but
the decision of such majority must not be arbitrary and capricious or contrary to the terms of the

,

agreement. The representative of an owner who feels that a decision is arbitrary or capricious or is i

contrary to the terms of the agreement may require that the matter be submitted to a project consultant
who will arbitrate the question. |

TUCCO is designated project manager and as such is responsible for the licensing, construction,
insuring, operation and maintenance of the Comanche Peak Station and for the procurement of
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nuclear fuel, the procurement of sersices for conversion, enrichment and fabrication of fuel, the
licensing of the use of fuel, and its storage, transportation, disposition, use and reprocessing.

The Agency is obligated to pay 0.2% of all future (i) construction costs (ii) nuclear fuel
costs, and (iii) operating costs (after the station is placed into commercial operation) (iv) a
management fee of five percent of its pro rata share of operating costs an.d (v) a management
fee of five percent of its pro rata share of fuel cost (subject to certain cost escalation limitations).
Schject to certain operational exceptions, the Agency is entitled to receive 6.2% of the net power
output that the station is capable of producing at any given time.

%e signatories to the agreement (i) with respect to third party tort and contract claims, are
cach responsible for its ownership share thereof as a part of the project costs, except each is totally
responsible for its own willful action, breach of the agreement and claims of its own customers;
(ii) have no cause of action or remedies against each other for injuries to others, or damage to project
property or property of others, by reason of the construction, operation or ownership of the
station execpt for willful action or breach of the agreement (unless the breach is the failure to follow
Prudent Utility Practice); (iii) have the right to sell or otherwise dispose of its interest (subject to
the right of first refusal of other ouners); (iv) are relieved of the obligation to perform when the same
is prevented by an uncontrollable force; (v) are required to pay any taxes due on their respective
ownership interest in the project; and (vi) waive the right of partition.

The agreement is to continue in force, to the fullest extent permitted by law, so long as two or
more parties continue to own an interest in the station.

If the station is damaged or destroyed in whole or in part and insurance proceeds plus any
deductible cover the estimated cost of repair or replacement, the station must be repaired or replaced.
If the estimated cost of repair or replacement is not so covered, and all of the owners do not agree
that the same is to be repaired or replaced, then any owner who does not agree to do so is obligated
to sellits interest to the approving owners at a price specified in the agreement.

The project manager is required to take necessary steps to surrender the operating license and to
decommission or sell any affected portion of the Comanche Peak Station if directed to do so by final
action of the NRC, or by a court of competent jurisdiction or by owners whose aggregate interests
exceed 007c of the Comanche Peak Station.

If an owner defaults in maling any payment or performing any obligation at the time and
i the manner specified, after receiving thirty days notice of such default, the non-defaulting owners
may (i) discontinue the project and liquidate the same, or (ii) make the payment or perform the

' obligations for the defaulting owner. If the default continues for six months, the non-defaulting owners
may (A) pursue all remedies afforded by law, (B) require the defaulting owner to cease taking its
share of energy, and (C) acquire the undivided interest and energy entitlements of the defaulting
owner at the defaulting owner's cost, less depreciation and the amount necesury to remedy the default.

Ilefore transmitting power and energy in interstate commerce, an owner is re(prired to (i) give
adequate notice thereof to the remaining owners so as to permit them to arrange their affairs to avoid
federal regulation under the Federal Power Act and (ii) engage in such transmission only pursuant
to sections 202(d),210 or 211 of that Act. The Agency has waived its rights under this provision
should the Companies transmit power and energy in interstate commerce. (See " Regulatory Bodies,
Interstate Transmission").

|
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FACTORS AFFECTING TIIE ELECTRIC UTILITY INDUSTRY

| The electric utility industry, of which the Agency and the Cities are a part, in general has
been esperiencing, or may in the future experience, problems including (a) increased costs of fuel,

|

wages, materials, equipment and licensing requirements, (b) substantially increased capital outlays
and longer construction periods for the larger and more complex new generating units, (c) uncer-
tainties in predicting future load requirements, (d) increased financing requirements and costs
coupled with limited availability of capital, together with interest rate limitations under State law,

! especially as they relate to the financing of public projects, (e) exposure to cancellation and penalty
charges on new generating units under construction, (f) fuel availability, and uncertainty about,

j disposal of spent nuclear fuel, (g) compliance with rapidly changing environmental, safety and
licensing requirements, particularly for nuclear facilities after the TMI incident, (h) litigation andi

proposed legislation designed to delay or prevent construction of generating and other facilities and
j to limit the use of existing facilities and (i) tweertainties associated with the development of a
'

national energy policy. Any of these factors may require modification of facilities and in some cases
delay construction with resulting increases in construction and operating costs.

National energy legislation was enacted in November 1978. Such legislation seeks to achieve
the conservation of energy and the development and use of more plentiful domestic fuels through
various regulatory and tax provisions. Among other things, it is designed to increase the use of coal
as boiler fuel and decrease the use of natural gas and oil. The legislation also regulates, at the
federal level, intrastate gas prices. The Agency is presently unable to predict the ultimate effect
of this legislation upon its operations and upon the operations of the Cities. (See " Cities Electric
Systems").4

:
REGULATORY BODIES;

1 PubHc UtiNty Commission

The Public Utility Commission of Texas (the " Commission") was created in 1975 by the Texas

|
Legislature to regulate certain utility rates, operations, and services within the State.

I The Agency. The Agency has taken the position that under the Texas Public Utility Regulatory
j Act (the " Statute") the Commission does not have jurisdiction over the Agency. In Docket No. 41
1 of the Commission, issued on October 8,1976, the Commission found that it did not have jurisdiction

to require the Agency to obtain certiScates of convenience and necessity before building facilities
within the state. The Act, which reserves to the State the right to regulate the rates of the Agency,
provides that the State will not limit the powers of the Agency to establish and collect rates and
charges as will produce revenue sufIlcient to pay, among other things, operation and maintenance
expenses and debt obligations of the Agency. In an opinion, dated July 22,1950, the Attorney General
of Texas advised the Commission that, in his opinion, the Agency is not a public utility as defined
in the Statute and that the Commission has no original or appellate jurisdiction over the Agency's
rates or services. (See "The Agency, Powers Under the Act, Hates and Charg's").

The Citics. Within its boundaries, each City has exclusive jurisdiction over the electric rates,
operations and services of its numicipal system. The Cities also have exclusive original jurisdiction
over their electric systems outside their City limits, although the Statute confers appellate jurisdiction
on the Commission to determine retail municipal rates outside the City limits if a qualified petition
is filed by retail ratepayers. In the opinion of counsel to the Commission, the Commission does not
have appellate jurisdiction over wholesale rates or services of a municipal system outside the munici-
pal boundaries. Under present law, the Cities can therefore sell, within their corporate limits, electricity
provided to them by the Agency without being subject to the jurisdiction of the Commission. The
Cities can also transfer wholesale power from their systems to other entities (including the Agency)

;
without being subject to the jurisdiction of the Commission.I
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Interstate Transmission

Six major investor-owned and seven public electric utility systems in Texas, including the
systems of the Companies and West Texas Utilities Company ("WTU"), are inembers of TIS and
base histmically operated solely within Texas and tLerefore base not been subject to the jurisdiction
of the Federal Energy llegniatory Commission ("FEllC"). In .\ lay of 1970, howeser, WTU began
transmitting electric energy into Oklahoma. When this occurred. several major Texas electric
utilities, inchiding the Companiet broke oII interconnections with WTU, and the State was divided
into two major groups one transmitting only inside the State, the other transmitting in interstate
conunerce. The Cities remained connected with the group that transmitted only within the State.

There are at present at least five proceedings regarding this disinite pending in the Securities and
Eschange Commission (the "SEC"), the FEllC, the United States Comt of Appeals for the Fifth
Circuit, a Texas state court, and the NilC. Two other proceedings, one in the Commission and an
antitrust lawsuit in the United States District Court in Dallas, have held in favor of the intrastate
group. These proceedings are being appealed. Certain of the parties to the NilC antitrust proceedings
regarding the Comanche Peak perating licenses (see " Comanche Peak llegulatory Approvals") are
attempting to settle the antitrust pniceedings and the other proceedings regarding interstate
transmission, Init not all parties have agreed to the proposed settlement, and the approval of
several different regulatory bodies and courts will be required before a settlement can become
effective. The Agency is not a party to any of the pending proceedings. and their outcome, and
whether the Agency will ultimately be interconnected in interstate commerce, cannot be predicted.

AVAII.Allt.E INFOll.TIATION llEGAllDING TIIE CONIPANIES

The Companies and TU are subject to the informational requirements of the Securities Exchange
Act of 1931 and ie accordance therewith file rejmrts and other information with the SEC. Certain
information as of particular dates, concerning such companies, their respective corporate enterprises,
their directors and officers and their remuneration and other matters, is disclosed in such reports and
filed with the SEC. Such repork and other information can be inspected and copied at the ofTices of
the SEC at lloom 0101,11001. Street, N.W., Washington, D.C., Ilmnn 1201. Everett .\fcKinley Dirksen
linilding. 219 South Dearborn Street, Chicago, Illinois; lloom 1100, 20 Federal Plaza, New York,
New York: Suite 1710 Wilshire lloulevard, l os Angeles, California; and lloom 500. Neil P. Anderson
Ilnilding,111 West Sesenth Street, Fort Worth, Texas. Copies of such material can be obtained from
the Public Ileference Sc(tion of the SEC at 500 Capitol Street, N.W., Washington, D.C. 20519 at
prescribed rates.

I.ITIGATION

No litigation is pending or, to the knowledge of the Agency threatened, challenging the existence
of the Agency, the validity or delivery of the llonds or the security provided for the llonds in the
Contract.

TAN ENEN!I'I'lON

in the opinion of liond Counsel, interest on the Series 1980 lionds is exempt from present federal
income taxes under existing laws and regulations.

The Agency will issue its certificate to the effect that on the basis of the facts, estimates and
circumstances in existence on the date of the delivery of the Series 1950 llonds, it is not expected
that the proceeds of the Series 19S0 lionds will be used in a manner that would cause the Series 1980

; Ilouds to be " arbitrage bonds" under Section 103(c) of the Internal llevenue Code of 195 8, as amended.
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CERTAIN LEGAL AfA'ITERS

Legal matters incident to the authori7ation, issuance and sale of the Series 19S0 Bonds are subject
to the unqualified approving opinion of Alessrs. Dumas, Iluguenin, Boothman & Sforrow, Dallas,
Texas, Bond Counsel. Said opinion in substantially the form attached as Exhibit I will be printed
on the Bonds. The delivery of the Series 1950 Bonds is also subject to the uncpialified opinion of the
Attorney General of Texas that such Bonds have been issued in accordance with the Constitution
of the State of Texas and the Act and will be binding special obligations of the Agency. Certain legal
matters will be passed upon for the Underwriters by hiessrs. Ilutchison Price Boyle & Brooks,
Dallas, Texas, and for the Agency by its General Counsel, Naman, Ilowell, Smith, Lee & Afuldrow,
P.C., Waco, Texas.

LEGAL INVESThfENT IN TEXAS

The Act provides that the Bonds are legal and authorized fivstments for bant i, savings
banks. trust companies, building and loan associations, savings and loan associations ad insur-
ance companics and are eligible to secure the deposit of any and all public funds of he State
of Texas and any and all public funds of cities, towns, villages, counties, school districts or other
political corporations or subdivisions of the State of Texas, and that s':ch obligations shall be lawful
and sufficient security for said deposits to the extent of the principal amount thereof, or their value
on the market, whichever is the lesser, when accompanied by all unmatured coupons, if any, appurte-
nant thereto.

RATINGS

Afoody's Investors Service, Inc. and Standard & Poor's Corporation have given the Bonds
ratings of "A" and "A+", respectively. Such ratings reflect only the views of the respective rating
agencies. Any further explanation of the significance of such ratings may be obtained from such
firms. There is no assurance that such ratings will continue for any given period of time or that they
will not be revised downward or withdrawn entirely by such organizations, if in the judgment of
said organizations, circumstances so warrant. Any downward revision or withdrawal of such ratings
may have an adverse effect on the market price of the Bonds.

UNDERWRITING

The Underwriters have jointly and severally agreed to purchase all, but not less than all, of the
Series 1980 Bonds at a price representing an aggregate discount of 1.772Tc from the initial public
offering prices set forth on the cover page hereof.

The Underwriters may offer and sell Bonds to certain dealers and othen at prices lower than
the initial public offering prices and the initial public offering prices may be changed from time to time
by the Underwriters.

This Official Statement has been approved by the Texas Afunicipal Power Agency.

TEXAS hlUNICIPAL POWER AGENCY

By /s/ RICIIARD ShflTII
President of the Board of Directors
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APPENDIX A

R. W. BECK AND ASSOCIATES
,

ENGINt!R5 AND CONSULTANTS

ctNeaAt of FICIg,g
Dfi CN Towlt DuitotNG gg Af ttt. WAsHiNCToN

RAffl FTH AvtNut Af otivt WAY 20H22-5000

1 SI Af nt. W AsHINCf0N 98101

MANActul%f 20H22 s000
t

FitE NO. SS-2'66-EF4-Mx July 28,1W

Texas hiunicipal Power Agency
600 Arlington Downs Tower
2225 E. Handol Alill Road
Arlington, Texas 76011

'
Gentlemen:

Subtect: Supplemental Letter to Consulting Engineer's
Report for Texas hlunicipal Power Agency

,
Series 19S0 Revenue Ends

i

Since we prepared our July 18, 1980 report relating to the Series 19S0 Revenue Bonds, TUSI
has publicly announced the results of its review of the estimates of costs and projected commercial
operating dates for Comanche Peak, which we referred to on page A 12 of our report. We received
and reviewed this new information and our conclusions follow.

TUSI now estimates that the construction cost of CPSES will be $1,841,000,000. This new
estimate would require the Agency to provide $27.6 million for its 6.2% share of the increased cost
of CPSES. As was reflected on page A-13 of our report, the cost estimates we used for the Comanche
Peak Project included $36 million of Agency contingency funds. After providing for the $27.6
million increase, the Agency will still have $8.4 million of contingency funds available for the
Comanche Peak Project. This $3.4 million is equal to 27% of the Agency's share of TUSI's forecast
for re:naining expenditures for CPSES.

The other differential of information received related to commercial operating dates. We
assumed April 19S2 for Unit #1; TUSI. forecasts June 1982. For Unit #2 we assumed October 1983;
TUSI forecasts hfarch 1984. The principal impact of these extensions is to increase the amcunts
needed to fund interest during construction and to make required deposits into the Reserve Fund.

Integrating the implications of the new commercial operating dates and assuming that all direct
construction costs presently estimated by TUSI and the $3.4 million Agency contingency fund will
be expended results in an increase in the estimated financing requirements for the Comanche Peak
Project of $4.7 million or 2.3% of the amount used in our report. Compared to the estimated
Agency financing requirements for all presently authorized projects the increase is .43%. The modifi-
cation to estimated Agency power costs is an average increase of less than .1% for the period 1984
through 1990. The cost of power to the Cities for the same period would increase an average of .03%.

Considering the above cited information, we are of the opinion that the TUSI information
furnished to us by TUSI on July 22,19S0, will not materially alter the Agency's financing requirements
or the cost of power to the Cities as estimated in our July 18,1950 report.

Very truly yours,
i /s/

R. W. BECK AND ASSOCIATES
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R. W. BECK AND ASSOOATES
4

[NQN(f R$ AND CONSULTANT 5
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FILE NO. SS 2166-EF4-WX July 18,1980,

Texas Municipal Power Agency
600 Arlington Downs Tower
2225 E. Handol Alill Roadi

Arlington, Texas 76011

Gentlemen:

,
Subject: Consulting Engineer's Report

i for Texas Municipal Power Agency

| Series 1980 Revenue Bonds

Submitted herewith are the results of our review, investigation and analysis of the proposal of
,

the Texas Municipal Power Agency (the " Agency") to issue Revenue Bonds, Series 19SO (the " Series
1980 Bonds"),in the principal amount of $250,000,000. This is the fourth such report we have prepared
for the Agency in relation to securing funds for executing the principal projects recommended in a
Power Supply Study we prepared in 1974.

The proceeds of the Series 1980 Bonds will be used primarily for continuing the acquisition and/or
construction of the Gibbons Creek Project and the Comanche Peak Project, both of which are
hereinafter defined. Funds are also to be used for interest from March 1,1981 to September 1,
1981 on outstanding bonds and to September 1,19S1 on the Series 19SO Bonds, and for deposits
into the Reserve Fund and the Contingency Fund as required by the Bond Resolution.

The Projects
,

The power supply program presently being implemented by the Agency is in accord with
authorization given by the Cities of Bryan, Denton, Garland and Greenville (the " Cities"), as
required by provisions of identical Power Sales Contracts between the Agency and each of the Cities
dated September 1,1976 (the " Power Sales Contract"). The Agency will be responsible for additional

,

projects to the extent that the Cities elect to authorize and participate in same.

In developing the projects described herein, the Agency has acquired, or is acquiring, ownership
in land, mineral rights, equipment, and facilitics and has acquired contractual rights to use facilities ofi

i others. Additional details of the components of the projects are presented in subsequent sections
'

of this report.

.
As used herein, the Gibbons Creek Project refers to a 443 MW lignite-fueled steam electric-

station, an adjacent surface lignite mine and certain transmission facilities (the " Gibbons Creek
Project").

I The Comanche Peak Project is the Agency's 6.27o ownership interest (142MW) in the Co-
manche Peak Steam Electric Station ("CPSES"), the nuclear fuel supply thereof and an undivided
ownership interest in certain related transmission facilities (the " Comanche Peak Project").

t
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The balance of the CPSES, nuclear fuel supply and certain transmission facilities are owned by
Texas Electric Service Company ("TESCO"), Dallas Power & Light Company ("DP&L") and Texas
Power & Light Company ("TP&l "), sometimes mllectively referred to herein as the " Companies",
and the Brazos Electric Power Cooperative, Inc. ("Brazos"). Tex-La Electric Cooperative of Texas,
Inc. (" Tex-La") a federation of rural electric distribution cooperatives in East Texas, has indicated
interest in owning 1.35G of CPSES. the nuclear fuel supply thereof and related transmission facilities
by purchase from TP&L. The initial steps toward this end have been taken and it is possible that
Tex-La may ultimately become a joint owner.

As indicated, some transmission facilities are included in each of the above-cited projects. Addi-
tional transmission facilitics are required to reinforce the area transmission grid, to facilitate delivery
of power to the Cities and to allow the coordination of City-owned and Agency-owned generating
facilities. The proposed Agency transmission facilities consist principally of 138 kV and 345 kV facili-
ties and a small amount of 69 kV facilities. These transmission facilities, together with equipment for
communications and economic dispatch functions and investigative activities for additional fuel
supplies, are collectively authorized as System Development and Reliability Expenditures, a Project
under the Power Sales Contract, referred to herein as the "SDRE Project".

The Gibbons Creek Project, the Comanche Peak Project and the SDRE Project are sometimes
referred to herein collectively as " Projects".

Power Hequirements and Resources

The Cities individually own electric utility systems sening customers within and without their
corpora *e limits and at the present time, through an economic dispatch arrangement, collectively meet
the joint power supply requirements from units owned by the individual Cities. The principal fuel
being used is natural gas with oil used only to a limited extent during periods when j hiems of
natural gas delivery occur.

The rapid cost increases, both historical and forecasted, of natural gas and oil provide ample
incentive for developing generating tmits capable of using lower cost alternative energy sources. The
present natural gas contracts between the Cities and the Lone Star Cas Company provide a supply of
natural gas through 19Si at consistently increasing price levels. The average 19~9 cost of natural gas
to the Cities was $2.00 per million Utu. Projected escalation is estimated to result in a 19&1 contract
price of approximately $3.10 per million Btu. Beyond 1994, the cost is expected to continue to increase

; in view of the scheduled partial price de-regulation and the present indications of declining long-term
resen es.

In addition to the problem of rapidly increasing costs of petroleum fuels, the Cities must comply
with limitations and requirements of governmental rules, regulations and laws. The Federal Govern-
ment, except for certain potential exemptions, prohibits the construction of new base load generating
units that would plan on using natural gas or oil as their primary fuel source. Existing generating
units are also subject to meeting Federal mandates, also with potential exemptions, to reduce the con-
sumption of oil and terminate the use of natural gas by 1990. A previous order from the Texas Rail-
road Commission (GUD 600) requiring reductions by 19S1 and 1955 of the quantity of natural gas
used as a boiler fuel has been rescinded, thus eliminating any State mandated reduction in gas
consumption piior to 1990.

Existing City-owned units have a combined capability of approximat-ly 932 MW. A comparison
of the forecasted combined load levels prepared by each of the Cities plus transmission losses with the
total City-owned generating capacity indicates that a capacity deficiency can be anticipated to occur,
starting in 1941. Without appropriate action to supply the forecasted deficiency, indicated to continue
and increase in subsequent years, the Cities would collectively experience conditions requiring service
interruptions to substantial numbers of customers.;

|
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The Cities thus have three reasons for securing additional generating capacity: to realize the
benefits of less costly fuel; to meet forecasted load growth; and to replace base load units using fuel
subject to govetnmental regulations for reduction or climination.

1

The magnitude of the estinuted loads, as developed by the Cities for the Agency, is shown in the
following table:

,

Projected Peak and Energy Requirements (1)

) Peak (MW)

Bryan Denton Carland Greenville Total (2)"

j 1980 117 119 317 64 617

j 1981 124 128 338 67 657

1982 134 140 360 69 703'

1983 143 152 380 72 747,

1984 152 164 401 75 792
,

1 1995 158 177 423 77 835

| 10S6 1M 185 445 80 874

i 1987 171 192 468 84 915

! 1988 177 199 490 87 953

1989 184 207 513 89 993
'

1990 191 214 536 92 1,033 ,
. .

Average Annual Growth Rate 5.027c 6.N7c 5.39 % 3.707c 5.29 %
';

Energy (MWh x 1,000)
;

Bryan Denton Cariand Creenville Total
;

1980 463 503 1,388 243 2,5M'

1981 509 545 1,481 261 2,796
g

j 1982 551 594 1,575 275 2,995

: 1983 595 644 1,663 288 3,190

1984 634 697 1,756 301 3,388

19S5 661 751 1,853 314 3,579

19S6 6S4 784 1,N9 328 3,745

1987 710 814 2,M9 343 3,916
;
'

19SS 736 845 2,148 356 4,085

1959 763 818 2,247 370 4,256
'

1990 791 909 2,34S 382 4,430

! Average Annual Crowth Rate 5.507c 6.107c 5.40 % 4.63 % 5.497c

(1) Twelve months ending September 30.

(2) The Cities' peak demands are considered to be essentially coincidental.

!
!

!

.
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| Actual 1979 combined loads of the Cities were lower than forecasted in 1979. He peak load was
| 88.6% and the energy load was 97.2% of that forecasted.

i ne Cities * 1980 load forecasts start with lower initial levels and increase at a somewhat lesser
; rate than previous forecasts. In general, the loads reflect factors that are considered most significant
j by the particular City preparing the forecast. Denton, as an example, indicates a considerable in-
; crease in the forecasted number of residential customers and sales but a reduction in commercial

~

and industrial sales. Conversely, Bryan forecasts a lesser increase in the number and average consump-
| tion of residential customers than previously forecast. Greenville has changed its forecast very little.
,

| Generally, the load forecasts reflect a utility industry trend for more conservative increases in
recognition of the recent changes in historical load gro,vth trends, unsettled economic conditions.

j conservation and other factors.
i

! Combining the forecasted peak loads with estimated transmission losses and reserve require-
2 ments provides an indication of the level of capacity that the Cities must plan to meet. He develop-

ment of the Gibbons Creek and Comanche Peak Projects will provide the Cities new capacity with
which to supply their combined peaks that would otherwise exceed the capacity of the City-ownedi

' units.
.

| He following table indicates the load-resource balance using previously cited combined peak
load figures:'

Projected Peak Loads and Resources

(htW)
| Cities'
t Peak Trans. Total lead-

Require- mission 15"e Re- Require. Cities * Agency's Total Resource,

! Year (I) ments losses ( 2) sene(4) ments Resources Resources Resources Balance
4

| 1980 617 (3) 93 710 932 0 932 222
! 1981 657 20 99 776 932 0 932 156
! 1982 703 21 105 829 932 71(5) 1,003 174
| 19S3 747 22 112 SSI 932 471(6) 1,403 522
| 19M 792 24 119 935 932 542(7) 1,474 539
'

19S5 835 25 125 9S3 932 M2 1,474 489

]'
1987 915 27 137 1,079 932 M2 1,474 395

19S6 874 26 131 1,031 932 M2 1,474 443

| 1988 953 23 143 1,124 932 542 1,474 350
! 1989 993 30 149 1,172 932 M2 1,474 302

1990 1,033 31 155 1,219 932 542 1,474 255

(1) Twelve months ending September 30.

; (2) Assumed at 3% ofload.
.

'

(3) hiost Agency transmission facilities do not start ser ice until 19S1, thus no losses are assumed in
1980.

(4) As required by Texas Interconnected System, a statewide utility coordinating group.

(5) 7151W of Comanche Peak, Unit # 1 added.

(6) 400 hlW of Gibbons Creek added.

(7) 71 htW of Comanche Peak, Unit # 2 added.

The Cities are presently operating their generating units according to a system of economic
dispatch which is limited due to the inadequate capacity of certain transmission facilities. This dis.
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patching arrangement is expected to continue on an improved basis as a result of certain SDRE Project
facilities and the availability and use in base load status of the Agency generating capability presently
under construction. The future operating arrangement will assist the City-owned units in complying
with governmental requirements relating to reducing consumptien of oil and natural gas. It is thus
expected that the capacity indicated as excess in the above table (Imad-Resource Balance Column)
will be in the unit owned by the Cities. Although the Cities have the authority to sell power from
the capacity indicated as excess, no revenue has been assumed to be so derived. Additionally, since
fuel is a major component cf generating costs, lower fuel costs will make the use of the Comanche
Peak and Gibbons Creek Projects in base load status the most economically attractive operation. The
relative fuel cost levels per million Btu's forecast for 19S4, as an example, are: lignite, SL35; nuclear,
$0.72; and natural gas, $3.10.

Present Power Supply Program

The Agency is presently implementing the Projects that the Cities have formally approved in
accord with the Power Sales Contract. These Projects, as previously cited, are the Gibbons Creek
Project, the Comanche Peak Project and the SDRE Project.

Included in the Agency's activities televant to completing these Projects was the development
of certain transmission agreements. The Agency also is coordinating activities with the Cities through
which economie dispatch will be continued and optimized using both Agency and City-owned
facilities.

The Projected Peak Load and Resources table indicates that the presently authorized generating
Projects are adequate, together with some use of City-owned units, to supply the combined loads of
the Cities through 1930. Ioad flow studies also indicate that the transmission facilities planned for
construction and those available through contractual arrangements will be adequate to allow the
reliable delivery of power from said Projects to the Cities at least until 1991.

Certain Agreements or Contracts

The following is the status of contracts considered necessary but pending at the time of the
Agency's last financing.

Contractual agreements with the Companies and Houston Lighting & Power Company ("HL&P")
herein referred to respectively as the " Transmission Agreement" and " Interconnection Agreement"
have been consummated. These agreements and the construction of certain SDRE Project facilities will
provide adequate transmission capacity to deliver Agency power at the time the Agency generating units
begin commercial operation.

The present construction schedules eliminate a previous need for a contract which would have
allowed the Agency to use 69 kV facilities of Brazos.

A contract has been executed with Brazos River Authority to provide back-up cooling water if pre-
cipitation is inadequate to maintain an acceptabk reservoir elevation of the Gibbons Creek Project
cooling pond.

| Another arrangement relating to Ageicy operations has also been recently initiated whereby the
Agency has been designated as a member of the Texas Interconnected System (" TIS"), an intra-state
arrangement for mutual operating and planning of f cilities to ensure reliability of electric utility
operations.

, Even though economic dispatch is now oper0 m - a Irited basis, an arrangement is needed to
' eiIectively provide for the scheduling of all G d .its n coordination with those of the Agency.-

s ,ithi activities are in the preliminary develop-and to develop a method for distribution of t. 4
.

|
ment stage with several options available to iirlemem a 9 an arrangement including a modification of

i

!
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the Interchange Agreement, the document originally executed by the Cities and Brazos for coordinat-
ing planning and operation of their respective utility facilities.

Gibbons Creek Project

The Gibbons Creek Project includes a lignite-fired steam electric generating station with 400
h1W of net generatimr capability, an adjacent surface lignite mine and certaia transmission facilities
to interconnect the generating station to the TIS transmission system. The Gibbons Creek Project,
scheduled to be in commercial operation in October,19S2, is located in C -imes County, Texas near the
community of Carlos, about 20 miles cast of the City of Bryan.

The Agency has contracted with several organizations in regard to various facets of the Project.
Tippett & Gee, Inc. of Abilene, Texas is responsible for the design of the generating station, Freese
and Nichols, Inc., Fort Worth is responsible for design of the dam, make up-water facilities, mine
surface water control and railroad facilities; Austin Power, Inc., Dallas is the general contractor for
the generating station; and several other major construction entities are involved in major works
such as the reservoir and dam, miscellaneous buildings, etc.

The Paul Weir Company, Inc. of Chicago was responsible for initially determining the location
and quantity of lignite fuel, preparing a mining plan and estimating capital and annual costs. Based
on a report prepared by the Paul Weir Company, (" Weir Report"), the Agency initiated the procure-
ment of lignite reserves and subsequently requested pmposals for the operation of the mine and
other mine-related work. The Agency executed a contract with the hforrison-Knudsen Company
("h!-K"i af Boise, Idaho under which ht-K will construct and operate the mine, prepare optimized
mining plans, prepare capital and annual cost estimates, and monitor the assembly of the dragl;nes.

Environmental analysis and geotechnical senices have been previously accomplished by the
TERA Corporation, Berkeley, California and National Soils Senices, Dallas, respectively. The
Agency now has "in-house" environmental staff which handles the environmental matters.

Responsibility for supervising, coordinating and managing the generating station construction
has been retained by the Agency. Agency personnel located at the construction field office adjacent
to the generating station site include the construction manager, engineers, inspectors, accountants,
surveyors, and warehouse operators. This Agency staff is supplemented by personnel from Tippett
& Gee, Freese and Nichols and the J. A. Jones Construction Company of Charlotte, North Carolina,
a construction management entity.

Design activities for major elements of the Gibbons Creek Project are completed to the extent
'ndicated by the entities responsible for design in the following *abulation:

Steam Electric Generating Station 89 %
Dam and Reservoir 97 %
Railroad Spur 100 %
Transmission Facilities 80 %

Gibbons Creek Generating Station

The Gibbons Creek Generating Station (" Gibbons Creek Station'') utilizes an outdoor design
concept with the boiler and turbine generator exposed to the elements. Also included are a switch-
yard, lignite and ash handling facilities, precipitator, flue gas desulfurization system, a dam and
reservoir on Gibbons Creek, buildings to house ofIlce, warehouse and maintenance activities, and
a railroad spur.

The boiler is designed to burn pulverized lignite with the characteristics found in the mine.
The steam generator is intended to provide gross station generating capability of about 443 h1W.
Station and mine use is expected to be about 43 h!W which would give a net station capability of
400 htW which has been used for the purpose of this report.

|
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The Agency environmental staff has indicated that all permits necessary for the construction
of the Gibbons Creek Station have been issued. At the appropriate time in the future, the applications
will be submitted for the remaining operating permits. Combustion control techniques, electric particu-
late precipitation, and limestone slurry scrubbers will be used in the operation of Gibbons Creek
Station to meet stack emission regulations. The Agency staff foresees no obstacles in obtaining the
operating permits under prewnt regulations.

Construction of the Gibbons Creek Station was initiated in July,1977. Since that time, several
construction contracts have been awarded and substantial progress is evident by the facilities in
place. Access roads, railroads, coci silos chimney, site work, boiler house foundations and structural
steel and four plant warehouses are complete. Afajor highway work which will facilitate the trans-
portation of lignite from the mine to the station, is progressing on schedule. Afost construction
frilities are in place and operational. The Agency construction management staff is operating in
ofIice space occupying a portion of the building ultimately to be used as the principal Station
warehouse.

The general contract was awarded to Austin Power, Inc. (" Austin") and their work was imtiated
in September,1979. As of the first of June,19SO, Austin indicated their work was 8.2% comI.lete
compared to the forecast of 15% for that date. These comparative figures indicate that Austin was
behind schedule as of June 1,1950, but it should not be concluded that completion of the Station will
be delayed a similar amount of time. Several options are available to bring the work back on schedule.
Austin has recently instituted a schedule for working six days a week with four, ten-hour and three,
thirteen. hour days with one day overlap of both schedules.

In addition to the general contractor, there are ether contractors on site carrying out construction
of the dam and reservoir, sludge treating ponds, etc. The total station work force as of June 1,1980
was approximately 715.

Plans for start-up and operation of the generating station have been initiated. Some operating
personnel have been hired and will begin training during the coming year. A full complement of
plant operating and maintenance personnel is presently forecasted to require 186 employees.

The Agency has entered into 23 major Gibbons Creek Station contracts that involve $256.6
million, and 511 other contracts and purchase orders for $9.6 million relating to a multitude of mis-
cellaneous items of material, equipment and services. The major contracts include amounts for
escalation. The estimated costs for structures and improvements, boiler plant equipment, turbine
generator and accessories, accessory electrical equipment and miscellaneous power plant equipment
amounting to $200.9 million represents 70% of total Station construction cost, excluding contingencies.
The $256.6 million plus the $9.6 million ($266.2 million) of contracts and purchase orders represent
about 91% of the estimated construction costs of the principal items cited. Based on the revised
Agency estimate, the total generating Station construction cost is $386.7 million.

The Agency staff reports that as of June 1,1980 the total station is 32% complete and that
construction on the principal components is shown in the following table:

Physical Completion of
Gibbons Creek Station

(June 1,1950)

Site Development and Preparation 100 %

Railroad Spur 100 %

| Dam and Reservoir 39 %
! Coal Silos 100 %

Boiler IIouse Foundations and Steel 100 %

Chimney 100 %

General Contract and Other Facilities 9%
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Gibbons Creek Lignite Mine

Data secured from an extensive drilling program resulted in the Paul Weir Company identifying
substantial recoverable lignite in the Gibbons Creek deposit. It is estimated by the Paul Weir Com-
pany that approximately 100 million tons with less than 140 feet of overburden and an additional
39.7 million tons with up to 200 feet of overburden are available.

The primary mine activities thus far have related to acquiring and perfecting title to the lignite
reserves; the award of a contract for the acquisition of two walking draglines; the selection of M-K
as the mine operator; extensise exploratory drilling; review and evaluation of drilling data for the
purr of developing a mining plan and method of operation; preparation of applications relating
to r operations; and participation in hearings relating thereto.

Ihe Agency reports that an evaluation of lignite ownership by its General Counsel based
upon summaries of title infonnation provided by landmen or local abstract companies from the
public land records in Grimes County, and subject to certain liens and rights of surface use, indicates
that as of June 1,1950 the Agency, by deed or lease in the mining area, owned 70.3 million tons of
lignite with less than 140 feet of overburden based on the Weir Report. To operate the Gibbons Creek
Project at an average lifetime plant factor of 75Fe would require an average of approximately 2.900.000
tons of lignite per year. Accnrdingly, the 100 million tons of lignite in the Gibbons Creek deposit and
the 70.3 million tons of lignite with less than 140 feet of overburden under land leased or purchased
by the Agency would fuel the Gibbons Creek Project for an estimated 34.5 years and 24.2 years,
respectively.

It has also been necessary to follow extensive procedural requirements in securing permits and
authorization from various governmental agencies. In this regard, the Agency staff indicates that
applications for permits related to the proposed first five-year mine plan (limited by statute to five
years) were submitted on schedule. Hearings before the Railroad Commission of Texas (" Railroad
Commission") were held in April,19S0. It is anticipated that the formal order approving the plan
will be issued in early August. Receipt of this order will allow specific arrangements to be con-
summated for the erection of the dragline and ot.her mine-related activities. Additional applications
will be submitted as required for remaining permits.

The Paul Weir Company prepared the initial mining plan, subsequently modified and refined it
as land ownership and other influencing factors and developments occurred. M-K is presently reevaht-
ating the geological information, sequence and operational details of the mine. Additional exploratory
drilling is under way to more completely establish details of lignite seams and characteristics of the
lignite. The M-K review is expected to be completed about the second quarter of 1981.

Consideration is being given to the manner in which certain mining areas can be protected from
surface water nmoff. The Weir Report estimates that about 16 million of the 100 million tons of
lignite may require protective facilities against flooding. Freese and Nichols has evaluated the
situation and concludes that conventional flood control methods can be used. Funds have been
included in the mine cost estimate for protection facilities.

The two draglines, the major long-lead time equipment items, have been purchased for a total
estimated cost of about $28,000,000, exclusive of escalation and contingencies, of which $11,794,000
has been paid in the form of progress payments as of June 1,1950. Present indications are that these
massive units will be delivered for assembly on a slightly delayed schedule due to delays in obtaining
the mining permit. Other equipment has not yet been purchased since it requires substantially less
lead time and may be subject to modification as a result of the investigation and review now under
way by M-K.

The capital mine costs based on c<piipment required by the Weir mine plan have been updated
by M-K. The Agency staff has aho revised other capital cost items in view of the most recent status
of land acquisition in anticipation of min permit provisions and in recognition of the forecasted
Agency staff and organizational requiremenL.
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Based on the Weir Report and mining plan, the Agency and 51 K estimate that the initial cost
of developing the Gibbons Creek mine up to the time of initial operation will be S145.553,000 exclusive
of interest during construction and financing costs.

Annual operation and maintenance costs have been prepared by 51-K on the basis of the Weir
mining plan as submitted to the Railroad Commission.

Gibbom Creek Transmission Facilities

The power produced at the Gibbons Creek Station will be introduced into the TIS transmission
system at two different points of connection. One connection will be made through a ten-mile segment
of double circuit 345 kV transmission line from Gibbons Creek Station east to an existing IllAP M5
kV line which extends from the Ilouston area northward toward the TP&L Jewett Switching Station.
He second connection will be via a M5 kV double circuit line to be constructed to the north from
the Gibbons Creek Station to the Twin Oak Sobstation owned by the Companies. Facilities beyond
those points of connection can be utilized by the Agency in accord with provisions contained in con-
tracts with IllAP and the Companies.

Construction power to the Gibbons Creek Station will be provided by a 23-mile, ISS kV trans-
mission line to Bryan. This line will subsequently be used to deliver power to Bryan. Electrically
powered mining equipment in the mine area will require an additional ISS kV line extending from
the Gibbons Creek Station.

The constructioc cost of the Gibbons Creek transmission facilities has been estimated by the
Agency to be S57.3 million. The substation-switchyard as of June 1,1950, is estimated to be 247o
complete and the M5 kV transmission facilities 57c complete.

Gibbons Creek Project Financing Requirements

As major construction activity started, it was necessary to establish a budget-cost control system
compatible with the FERC System of Accounts and in addition provide a method of determining con-
struction progress. Design of the Gibbons Creek Station had progressed to a point that allowed a very
detailed estimate of material quantities and labor requirements. Transmission facilities were also more
completely identified as a result of several factors.

In mid-1979, the Agency's new Construction hianagement Division initiated a detailed cost revie v.
These cost estimates recognized not only the extensive new, detailed information available but also
the substantially higher inflationary factors experienced in recent years. In addition, cost revisions were
made to reflect Agency staff and related expenses based on organizational requirements for construction
management and administrative activities.

The net result of the cost review was an increase in the Gibbons Creek construction cost estimate
for the Station of $51.6 million, or 15Fe. The mine cost estimate increased $35.2 million, or 32Tc, and
the Gibbons Creek transmission facilities increased $10.S million, or 23rc. The overall increase of S9~.6
million represents an increase of almost 207c on the Gibbons Creek Project over the estimate used in the
Official Statement for the 1979 financing.

In addition to the $51 million of Contingencies shown in the following table, the Agency has also
included in the individual cost items $42.7 million for escalation which together with the Contingencies
amount represents almost 16To of the estimated S559.6 million total Project construction cost.
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Hased on the foregoing construction cost estimates and on cash flow schedules from the Agency,
the total financing requirements for the Gibbons Creek Project are estimated to be as shown in the
following tab!c:

Gibbons Creek Proicot
Estimated Total Financing Requirements

($000)
Generating Station (l)

Land and Land Rights $ 14,632
Structures and improvements 71,300
Boiler Plant Equipment 155,117
Turbine Generator and Accessories 24.322
Accessory Electrical Equipment 29,5Si
Niiscellaneous Power Plant Equipment 10,553
Engineering 11,789
Construction Afanagement 12,023
Owner's Costs 37,853
Contingencies 19,524

Total Generating Station $356,712

Mine(2)

Land and Land Rights $ 24,900
Structures and Improvements 2S,426
hiine Equipment and Supplies 61,i23
Engineering 6,338
Construction hianagement 4,914
Owner's Costs 4,23S
Contingencies 15,614

Total Nfine $145,553

Transmission (l)

Construction and Equipment $ 3S,284
Construction Afanagement and Engineering 1,345
Owner's Costs 1,424
Contingencies 16,265

Total Transmission $ 57,318

Total Construction $589,583

Other

Reserve Fund (3) $ 67,060
Working Capital (4) 10,000
Impact Payments (5) 2,113
Net Interest During Construction (6) 103,901
Financing, Legal and Other Costs (7) 20,143

Total Other $203,217

TOTAL FINANCING REQUIRED $792,800

(1) Based on detailed estimates by the Agency.

(2) Hased on estimates by Al.K and the Agency.

(3) An amount equal to the estimated average annual debt service allocated to the Gibbons Creek
Project based on actual debt service on the outstanding bonds and assumed level debt service,
with 2S-year amortization and an assumed 8.07c average interest rate, on the Series 1950 Bonds
and additional bonds.

(Footnotes amtinued on following pa::e)
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(4) Estimated to provide adequate cash during initial operation.

(5) Impact payments required to be paid during construction pursuant to a settlement agreement
with Crimes County, Texas and three school districts in the vicinity of the Gibbons Creek Project.

,

(6) Computed at actualinterest rates on the outstanding bonds and an assumed SM% average interest
rate on the Series 1950 lionds and additional bonds, adjusted for estimated insestment income.

(7) Hased on actual costs to April 1,19SO and an assumed 3G for the Series 1980 Bonds and addi-
tional bonds allocated to the Gibbons Creek Project.

i

Based on projected operating expenses and assumed level debt service for 28 years at actual
interest rates on presently outstanding bonds and assumed 8% average interest rate on the Series 19SO
Honds and additional bonds, we estimate the cost of power at the high voltage bus of the Gibbons
Creek Station will average appmximately 49.5 mills per kWh for the eight years 1983 (first fidl year
of operation) through 1990.

Comanche Peak Project

In January,1979, the Agency executed the Joint Ownership Agreement with the Companies and
Texas Utilities Cencrating Company ("TUCCO"), a Texas Utilities Company ("TU") subsidiary which
is responsible for the planning, construction and operation of the CPSES. TUCCO is supported by
Texas Utilities Service, Inc. ("TUSI"), another TU subsidiary, in design, equipment procurement and
construction phases of Comanche Peak, The Joint Ownership Agreement, through which the Agency
acquired a 6.2% ownership interest in the CPSES and nuc! car fuel, was executed on January 2,1979.
Subsequently, the Agency has been ofIicially identified as a Joint Owner by a Nuclear Regidatory
Commission ("NRC") order amending the Comanche Paak Coastruction Permits.

A Transmission Agreement executed simultaneously with the Joint Ownership Agreement provides
for the acquisition of an ownership interest in certain transmission facilities and also for the use of
transmission facilities of the Companies not only in relation to the Comanche Peak Project but for
the transmission of power from other sources.

Comanche Peak Station

The CPSES is a nuclear-fueled generating station consistieg of two 1,150 AfW units which use
steam developed by two pressurized water nuclear reactors. %e' station is located about 40 miles

; southwest of Fort Worth near Glen Rose, Texas. The steam turbine-electric generator portion of the
| plant is of outdoor design.

TUSI has indicated that, as of July,1980, Unit #1 was S2"c complete, Unit #2 was 45% complete
and overall station construction is indicated to be 70% complete.

For purposes of this report, commercial operations are assumed to start with Unit #1 in April
19S2 and Unit #2 in October 1981 The application for operating licenses has been submitted.

There is a distinct possibility, in view of the TNil incident, that modifications of station design
may be mandated by appropriate regulatory authority. Subsequent to the Tall incident there have
been several reports prepared or in the process of being completed which relate to almost every
conceivable facet of the incident. The implication of these reports as it might impact the design,
completion and operation of the CPSES is not yet fully determined. Certain findings have been en-
dorsed by NRC and are now licensing requirements for all pending operating license applications.

| The Companies have reviewed the TMI incident and compared the components of the critical
items of TMI with those of the CPSES. Among other things, it was determined that the CPSESt

steam supply systems are of a diiTerent design than those of TML The TUSI report pertaining to the
investigative activities makes many recommendations in relation to plant design and operation and 1

training of perso mel who will be operating the plant. It also states that certain changes had
j previously been incorporated into CPSES construction.
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In recognition of the unpredictable factors which could influence the completion dates and the
magnitude of construction costs, the Agency has previously included in its cost estimate the amount
of $16,(GI,(XX) as Agency contingency funds. This amount is in addition to the contingency funds in-
cluded in the Agency's allocated amount of the TUSI estimate of $1,395,000,000 CPSES cost of
construction. As a result of the additional uncertainties precipitated in part by the TMI incident,
the indication by TUSI that the dates of commercial operation will be delayed and the absence
of any recent TUSI cost estimate revision, the Agency has increased the amount for contingencies
in its cost estimate to $36 million. Additionally the previous cash flow has been extended and
escalated to reflect an assumed commercial operating date for Unit #1 of April 1982 and for Unit #2
of October 19S3. The $36 million Agency contingency furJs would be sufEcient to pay the Agency's,

*

share of an increase in construction costs of up to 41.6% of the $1,395,000,000 TUSI estimate.

If TUSI makes available, prior to the delivery of the Series 1980 Bonds, revised cost estimates and
commercial operating dates which would materially affect the assumptions used for this report, it
may be necessary to revise the results set forth herein. Based on the preliminary indication given the
Agency on July 18,19S0, we believe that such revisions will not materially impact the Agency's
financing requirements or the cost of power to the Cities as presently estimated in this report.

Comanche Peak Fuel

TUSI has contracted for adequate uranium concentrates to support the operation of Unit #1 for
the first eleven years and an option to extend the contract for another six years. For Unit #2 there
is presently an unfilled uranium concentrate requirement for a major portion of the initial core and
the first reload, llowever, for the purpose of forecasting annual operating cost used herein an
assumed expenditure schedule has been used for this unfilled uranium concentrate. There are
contractual commitments for uranium concentrates required subsequent to the first reload to support
operation for the balance of the first eleven years and an option to extend the contract for another-

six years. TUSI expects that these unfilled uranium rerprirements may be purchased on the open
market as spot purchases. Therefore, it may be necessary to purchase a portion of the uranium
requirements for Unit #2 at prices other than presently forecasted by TUSI.

TUSI has also contracted for all other materials and services for the initial core loading and
reloads to support the operation of Units #1 and #2 through November,1959 and anticipates no difD-
culty in obtaining the necessary additional materials and services beyond that time.

At the present time, no operating facilities are available for the reprocessing of spent fuel. In
the absence of such facilities, TUSI is providing on-site spent fuel storage capacity for both Units
adequate for about 17 years. By then. it is expected that definitive guidelines will be available to
detennine whether fuel wouhl be reprocessed, consigned to an off-site storage facility or disposed of
in sonw other manner.

Comanche Peak Transminion

The transmission facilities directly related to integrating the output of the Comanche Peak
Station into the high-voltage transmission system of the Companies to allow ultimate delivery of
power to the Cities are identified in a contract entitled " Transmission Agreement" between the
Agency and the Companies. These facilities include both 13S kV and 345 kV transmission lines and
station equipment. TUSI has estimated that the Agency's G.2Ve ownership share in certain Comanche
Peak transmission facihties, which are acquired through provisions of the Transmission Agreement,,

will cost approximately $2,$X),000, excluding interest during construction.

As a residt of certain provisions of the Transmission Agreement, other transmission facilities of
the Companies may be used to deliver Agency power to the Cities. The method of calculating the
charge to be made by the Companies gives recognition to the fact that at times the Companies will
use the Agency transmission facilities to transmit the Companies' share of Comanche Peak power.

|
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1 Comanche Peak Financing Requirements

The total financing requirements of the Comanche Peak Project are estimated to be as shown
in the following table:

Comanche Peak Project
Estimated Total Financing Requirements

(sooo) !

Direct Construction Costs $ 53,852

Indirect Construction Costs and Overheads 12,279

Companies * Costs 19,128

Contingencies 1,231'

Subtotal (1) $ 86,490

Carrying Charges and Development Fee (2) 6,857

36,000Agency Contingency (3) . .

Nuclear Fuel (4) 14,576.

Transmission (1) 2,200

Total Construction Cost . $146,123

Reserve Fund (5) 17,277.

Contingency Fund (6) 2,000'

2,200Working Capital (7) . .

j Net Interest During Construction (8) - . . 33,786

j Financing, Legal and Other Costs (9) 6,014.

Total Other S 61,277

Estimated Total Financing Requirements $207,400

(1) - Agency's share, based on estimate supplied by TUSI.

_ (2) - Development fee and interest paid to DP&L.

(3)-Included by the Agency to provide for potential cost increases.

| (4)-Includes the cost of fuel for the initial core and payments for reload fuel costs scheduled during
'

construction for both units as supplied by TUSI and adjusted by us.

(5)- An amount equal to the estimated average annual debt senice allocnted to the Comanche
Peak Project based on actual debt senice on the outstanding bonds and assumed level debt

;

! service, with 2S. year amortization and an 8.0% average interest rate, on the Series 1950
j Bonds and additional bonds.

(6)- As required by the Bond Resolution.

(7) - Estimated to provide adequate cash during initial operations.
t

| (8)-Computed at actual interest rates on the outstanding bonds and an assumed 8.0% average
interest rate on the Series 1950 Bonds and additional bonds, adjusted for estimated investment'

income.;

(9)- Based on actual costs to April 1,1980 and an assumed 3% for the Series 1950 Bonds and
additional bonds allocated to the Comanche Peak Project.

After the Project becomes operational, the Agency will pay 6.2% of all operation and maintenance

,

costs including fuel, but excluding taxes, plus a management fee, subject to certain limitations, equal
i to 5% of said Agency costs. Using actual debt senice on outstanding bonds and an assumed level

.
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debt service for 28 years at 87e average interest rate on the Series 1980 Bonds and additional
bonds, excluding the long-term debt obligation relating to transmission, and using estimates of

i annual operation and maintenance expenses we consider reasonable for nuc: car plants, we estimate
the average cost of power to the Agency at the high-voltage bus of Comanche Peak to be 26.6;

mills /kWh for the period 1984 (first full year of operation of both units) through 1990.4

:

i Other Transmission Facilities and Projects
:

The Agency's ten-year transmission program includes facilities necessary to reinforce the area
transmission grid, to provide the desired level of reliability in delivery of power to the Cities and to
allow the coordination of the generating facilities of the Agency and the Cities. These facilities are
authorized by the Cities in the SDRE Project and some of them are presently under construction, with
one scheduled to be operative in late 1950. The major investments will be for facilities scheduled to

| become operative in 19S1 and 1952.

As a result of the consummation of the Transmission Agreement and the Interconnection Agree-
ment, the Agency has eliminated plans to construct certain major transmission facilities prenously

,

anticipated to be part of an independent Agency transmission system. Eliminating these facilities
reduces the transmission capital funding requirement substantially, although cost increases have been
estimated for some facilities still scheduled for completion.

Funds are also included in the SDRE Project for microwave communication facilities, equipment
for economic dispatch and investigative activities relating to potential fuel for future generating4

resources. As of June 1,1950, the Agency had expended $1,176,000 of the funds authorized in the
SDRE Project for mierewave, economic dispatch equipment and fuel investigation for future projects.
As of June 1,1950, the Agency had expended $4,636,000 of the funds estimated to be required
for construction of the transmission facilities authorized in the SDRE Project.

The costs of the proposed facilities and expenditures for fuel investigation (excluding interest
during construction and other financing costs) are estimated by the Agency to be approximately

| $64,03S,000. Additionally, funds have been included as estimated expenditures for Development
Projects for feasibility studies of future generating sources.

,

Total Agency financing requirements for the SDRE Project and Development Projects are esti-;

| mated to be as shown in the following table:

System Development and Reliability Erpenditures
j and Development Proicets
* Estimated Total Financing Requirements

(s000)

: Transmission Facilitics(1) 350,667
| Fuel Acquisition (2) 5,000
i Economic Dispatch (3) 650
! Microwave (3) 1,113
!

Owner's Cost (3) 1,400

| Contingencies (3) 5,178

Subtotal-SDRE Profeet $64,038
Development Projects 722..

Subtotal M,760
Reserve Fund (4) 6,998.

I Working Capital (5) 800
! Net Interest During Construction (6) 6,178

Financing. Legal And Other Costs (7) 1,864

Total Other . . . $15,840

{ Total Financing Requirements-
SDRE and Development Projects $80,600

(Footnotes enntinued on following page)
A-14

,

-- -_. _ _ _ . . . . _ _ _ _ ._._ _ _ -_ __. _ ____.



, . _ _ , . - __ _ - .-

!
l
,

(1) A major portion of engineering and construction costs of transmission facilities was estimated
by Black & Veatch; the balance was estimated by the Agency.

f -(2) Estimated by the Agency. Includes fuel acquisition for future generating projects.

.

(3) Estimated by the Agency.
1

(4) An amount equal to the estimated average annual debt service allocated to the SDRE Project
and Development Projects based on actual debt service on the outstanding bonds and assumed

' level debt senice, with 28-year amortization and an assumed 8.0% average interest rate
on the Series 1980 Bonds and additional bonds.

(5) Estimated to provide adequate cash during initial operations.

| (6) Computed at actual interest rates on the outstanding bonds and an assumed 8.0% average
interest rate on the Series 1980 Bonds and additional bonds, adjusted for estimated investment

;

income.

(7) Based on actual costs to April 1,1950 and an assumed 37' for the Series 19SO Bonds and additional1 c

bonds allocated to the SDRE Project and Development Projects.

Summary of Financing Requirements

i Based on the financing requirements as previously presented herein, the total Agency financing
requirements for presently authorized Projects are estimated to be as shown in the following table:

'

i Estimated Agency Financing Requirements
Presently Authorized Projects

(8000)

Construction Cost:
Gibbons Creek Project $ 589,583
Comanche Peak Project 146,123

SDRE Project and Development Projects 64,760

Subtotal-Construction Cost S 800,460

Reserve Fund $ 91,335
Contingency Fund 2,000

Working Capital 13,000

Impact Payments 2,113

Net Interest During Construction 143,865

Financing, Legal and Other Costs 28,021

Subtotal-Other Cost $ 250,334

Estimated Agency Financing Requirements $1,080,800

The Gibbons Creek Project and some facilities of the SDRE Project reflect forecasted cost
increases. Other facilities of the SDRE Project have been removed from the Agency construction
program. Additional funds for contingencies have been included in the Comanche Peak Project
construction cost estimate. The net result is that the estimated Agency financing requirements for
authorized Projects is indicated to be less than the prior estimate by $81.8 million, or about 7%

' Cost of Agency Power

Presently, the Cities' generating units are meeting the combined load of the Cities by partial
economic dispatch of the City-owned units. This economic dispatch arrangement has already benefited
the Cities by allowing savings in fuel costs in fiscal year 1979 of about $4S6,000 which was allocated
among the Cities. As the Agency units become commercially operable, they will be integrated into thei

I
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cconomic dispatch operation. Thereafter, it is expected that some of the City units will be operated
j to supply intermediate and peak load levels or used only at times of scheduled maintenance outages of

the Agency units.
,

The estimated cost of power styplied by the Agency from Agency units includes fuel and other
variable costs, fixed operatio- .at maintenance expenses of all Agency facilities, insurance, adminis-
trative and general expenses, costs of using transmission facilities owned by other utilities, debt senice
and debt senice coverage in accord with the provisions of the Bond Resolution. It is assumed that
each City will operate its own units as requested by the economic dispatch control center, that they
will be reimbursed for power they supt ly for the purpose of meeting combined loads and that a system
will be developed to equitably distribute cost savings experienced by each City as a result of being<

supplied power from units of other Cities. Details of the economic dispatch arrangement should
stipulate how these items will be treated. Absent such an arrangement, for purposes of this report, the

'

cost of Agency power does not treat or include the cost of operating the Cities' units. It has been'

; assumed that each City will be reimbursed a pro rata share of the remainder of Agency debt senice
coverage funds collected during the preceding year after payments for renewals and replacements.

1
As has been indicated previously, the annual operating expenses of the Agency and the resulting

: cost of Agency power are based on the assumption that all in-senice generating units owned by the
; Agency and by the Cities will be operated to serve the total power requirements of the Cities on an

economie dispatch basis. This means that a ceatral control center will determine at all times which
generating units are to be operated and at what level of load. We have assumed that, as a result of the
economic dispatch arrangement, the Agency generating units will be operated at high load factors and

| that City generating units will provide the balance required to supply the total power requirements of
all Cities each year, delivered at the respective points of delivery. A further assumption is that, for
operational purposes, the economic dispatch arrangement will be integrated into the operation of the
TIS transmission system which would provide mutual spinning reserves and emergency senice.

i Agency Operating Expemes Other Than Fuel

The operating expenses of the Agency (except for fuel) for Agency-owned generation and
transmission facilities hwe been estimated on the basis of costs experienced at comparable facilities.
Transmission expenses iwJude the cost of dispatching, wheeling and fixed charges on certain TU
transmission facilities. .sdministrative and general expenses were developed by reference to the
Agency's projection of its operation and construction budget for the period 19S2-19S5, together with
its 1980-1981 budget, which prosided detailed information as to personnel, salaries and various ex-
penses, all adapted, on the basis of our judgment, as to applicable operating expenses if no genera- ,

tion and transmission facilities were to be constructed other than those considered in this report.
'

i Annualinsurance expenses are based on data secured by the Agency from insurance industry sources.
Renewals and replacements have been estimated as a percentage cf the total capital cost of the
Projects.

| Agency Fuel Costs

The fuel expense for the Gibbons Creek Project is based on M-K's forecasted equipment and
| facilities expenditures for the ribbons Creek lignite mining operation from 19S1 through 1990 and

operation and maintenance expenses starting in 1981. Based on the M-K figures and the estimated4

; annual energy production from the Gibbons Creek Project, the present estimate of the fuel cost of
the Gibbons Creek Project, including debt senice on the total estimated financing requirements for:

! the mine, is $1.35 per million Btu in 19St.

! We have modified the estimates provided to us by TUSI for the Comanche Peak Project in
December,1979, to reflect the assumed Aprii,19S2, and October,1983, dates of commercial operation

'

and adjusted TUSl*r nuclear fuel estimates for escalation, contingencies and the management fee. It
has been assumed that the costs of the initial core and portions of reload of nuclear fuel will be capital-

).
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ized. Based on this assumption, the Agency's cost of fuel for the Comanche Peak Project is estimated
to be approximately $0.72 per million Btu in 1984.

Citics Fuel Costs

The estimated cost of natural gas for the Cities' generating plants is $3.10 per million Btu in 1984,
based on the Lone Star Gas contract and infonnation supplied by the Agency's gas consultants.

Based on the quantity of natural gas indicated to be required in 1982 as a result of the delay in
commercial operation of Com?.nche Peak Unit #1 it appears that the Lone Star contract will need
to be supplemented or the amount to be supplied by Lone Star increased above the amount presently
authorized, llowever, the quantities of gas indicated to be required by City units in 1983 and 1981
are less than the amount required to be used or partially paid for by terms of the Lone Star contract.
The result is an indicated gas penalty payment in 1983 and 1984. These penalty payments have been

i included in City gas costs.
1
' Unit Cost to Cities

Based on the projected operating results of the Agency, as indicated in Table 1 attached hereto,i

and estimated costs of fuel and other variable costs of City generating units, the unit cost of power,
determined by dividing total Agency costs plus total City variable costs (Total Power Costs) by the'

combined net energy requirements of the Cities,is as follows:

Costs of City Fuel Total
Fiscal Year Agency and Other Power Cost of Cost in 1980

Ending Power Variable Costs Costs Power Dollars (1)
Sept. 30, ($000) ($000) ($000) (Mills /kWh) (Mills /kWh)

! 1981 2,064 66,525 68,5S9 24.53 22.93
..

1982 7,267 76,704 83,971 28.04 24.49

1983 100,044 22,192 122,236 38.32 31.28

1984 136,820 22,119 158,939 46.91 35.79

1985 148,143 22,677 170,820 47.73 34.03
,

1986 149,312 29,274 178,586 47.69 31.78'

1987 155,257 37,930 193,187 49.33 30.72

| 1988 159,465 47,711 207,176 50.72 29.52

1989 164,238 60,525 224,763 52.81 28.73

1990 169,391 74,962 244,353 55.16 28.04

(1) Discounted at 7%.

The actual unit costs ultimately paid by the Cities will be determined by the application of the
rates and charges, established by the Agency in accord with terms of the Power Sales Contract, to
the power actually delivered to each City and by a method of sharing cost savings provided for in
an economic dispatch arrangement.

Assumptions

f Many significant basic assumptions have been made by us and are reflected herein and in our
j studies, including the following:

1. That the Comanche Peak Unit #1 will be available for conunercial operation in April
1982 and that Unit #2 will be available for commercial operation in October 1983.

| 2. That the Gibbons Creek Project will be available for commercial operation in October
!- 19S2.

|

I
~
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3. That the generating units of the Agency and the Cities will be operated on a full economic -.

i dispatch basis through a central dispatch center and coordinated with the overall operation of .

TIS.

4. That transmission arrangements and/or facilities will be available to deliver the power
i from the Agency to the Cities and between Cities, as and when needed.
i
'

5. That the Agency will own, operate and maintain the Gibbons Creek Station and will own,
operate and maintain or pay for the operation and maintenance of the transmission facilities
related to the Gibbons Creek Project or approved as a part of the SDRE Project or included
in the Comanche Peak Project.

I 6. That the Agency will own the Gibbons Creek hiine and pay all annual costs including
the payment of a fee to .\l-K who will operate the hiine.

| 7. That all licenses and permits for construction and operation of the Gibbons Creek Pro-
j ject and the Comanche Peak Project will be obtained in a timely manner

) 8. That the Gibbons Creek Project, Comanche Peak Project and SDRE Project will be
; completed within the cost estimate levels as used herein.

9. That the Agency will pay 6.2Fc of Comanche Peak annual costs of operation and main- t

tenance, including fuel but excluding taxes, plus a management fee, subject to certain limitations,,

equal to 5% of said Agency costs.
'

:

2 10. That the surplus of monies after payment of debt service and after deducting the cost of
! (or provision for) renewals and replacements will be refunded to the Cities.

11. That adequate quantities of Gibbons Creek lignite fuel will be secured from identified;

reserves and that supplies of natural gas and/or oil will be sufficient to generate the amount of
i energy forecasted to be required from the Cities' generating units.

j 12. Tbt the Agency property, including its 6.2Fc ownership interest of Comanche Peak,
ami receipts and revenues from the sale of power and energy are exempt from taxation, but thati

.' the Federal Strip hiine Reclamation Tax is applicable to the Gibbons Creek hiine.

13. That additional bonds, including the Series 1950 Bonds, will be issued to finance the
facilities included in our studies and will bear a weighted average interest rate of 8% and will

| be amortized on a level debt service basis over a 2S-year period beginning in 1985.

| 14. That the present projections of the electric power and energy requirements by the
Cities as used herein will be substantially realized.4-

15. That each City will establish, maintain and collect such rates and charges from time,

| to time as necessary to provide revenues from its electric system sufficient to meet its obligations
| in accordance with the terms of the Power Sales Contract.

; 16. That no revenues will be received from the sale of capacity and/or energy presently
indicated to be in excess of that required by City loads from 19S2 through the end of the study
period,1990.

-
.

In general, escalation rates used by us have been based on inflation rates and other conditions
| which appear to be presently prevailing in'the economy, and, in our opinion, are reasonable to use

for the purpose of the projections set forth herein. Ilowever, we can give no assurance that sucha

rates will not be exceeded.
,

| Opinions [
i Based on our studies, reviews, analyses and assumptions as summarized herein, we are of the I

opinion that:
,
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1. Without additional power supply resources, the combined load of the Cities will be in
' excess of their combined electric generating capacity starting in 1934 and continuing, in increasing

magnitude, thereafter.

2. The Agency's efforts with respect to developing additional generating resources and
related facilities for the near future have been and continue to be reasonable and appropriate
and reflect definite progress toward acquiring economically desirable projects.

3. The present estimated cost of construction of the Gibbons Creek Project and the Comanche
,

Peak Project are comparable to costs expected for similar projects being developed within the
same general time period.

4. The cost of power from the Gibbons Creek ar.d the Comanche Peak Projects continues,

to be economically attractive when compared to that which could be anticipated from City-owned
units using natural gas (or oil), if available, at an average efficiency.

5. Even if no governmental restrictions or prohibition existed or were imminent, the rapid
cost increases of natural gas and oil, both historical and torecasted, provide substantial _ incentive

; for developing generating units capable of using lower-cost alternative energy resources
i 6. The Cities' estimates of loads furnished for this report continue to reflec . a - nacre

conservative overall rate of growth than previously projected but also continue to indicate a
need for the Projects herein treated as desirable increments of power supply to meet future
loads of the Cities and to reduce dependency on natural gas as a basic fuel

7. Operating forecasts prepared by the Cities and .,hown in Appendix B of the Oflicial
Statement are reasonable and, based on such forecasts, the Agency will have the ability to
meet its obligations during each fiscal year of the forecast period.

8. The Agency's proposed transmission system and those transmission facilities available
under provisions of existing contractual arrangements with TU and IIL&P will be adequate to
provide for delivery of Agency power to the Cities and for operation of the Cities' resources in4

conjunction with those of the Agency on an economic dispatch basis.

9. The execution of the Interconnection Agreement by the Agency and IIL&P allows the
Agency to eliminate plans for the construction of certain transmission facilities which were
previously anticipated to be required to transmit Agency power to the Cities.

10. The acquisition and construction of the Gibbons Creek Project and the Comanche Peak
,

| Project within the cont. tt of the power supply program described herein are feasible.

Information appearing in the OfIlcial Statement which was taken from or based upon data
! prepared by us, is properly and accurately reflected in the Offical Statement.
!

Respectfully submitted,

/s/'

H. W. BECK AND ASSOCIATES

1
!

.

!

|
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TEXAS MUNICIPAL POWER AGENCY
PROJECTED OPERATING RESULTS (PRO FORMA)

(8000)

Fiscal Years Ending September 30,

1981 1982 ,1983 1984 1985 1986 1987 19SS 19S9 1990

Operating Revenues, from Sales
to Cities $2,064 $7,267 $100,044 $144,526 $164,336 $168,250 $173,876 $177,739 $182,139 $186.893

Operating Deductions

Production Expenses:
Fuel 3- $ 940 $ 20,207 $ 24,606 8 27,263 $ 28,446 $ 31,085 8 31,774 8 32,59h $ 33,334
Operation and hiaintenance - 175 11,819 13,357 14,678 16.456 18,201 20,044 22,16L 24,605

Total Production Expenses 3- $1,115 3 32,026 $ 37,963 $ 41,941 $ 44,902 3 49,286 $ 51,818 3 54,752 3 57,939
Non-Production Expenses:

Transmission, Operation and
Afaintenanca 1,824 5,266 8,566 8,853 9,386 9,951 10,563 11,229 11,936 12,701

Insurance 77 293 1,958 2,519 2,750 2,943 3,150 3,371 3,605 3,859
Administrative and General 47 141 3,531 3,832 4,163 4,528 4,928 5,364 5,854 6,388

Total Non-Prodt etica
Expenses 1,948 5,700 14,055 15,204 16,299 17,422 18,Gil 19,964 21,395 22,948> _

S'
Total Operating Deductions 1,948 6,815 46,081 53,167 58,240 62,324 67,927 71,782 76,150 30,887

Net Operating Revenues 116 452 53,963 91,359 106,096 105,926 105,949 105,957 105,989 106,006
Plus: Interest Income - - 85 8,260 8,718 8,888 8,872 8,855 8,835 8,818

Total Available for Debt
Service - 452 54,048 99,619 114,814 114,814 114,821 114,812 114,824 114,824

Debt Service - 57 43,238 79,695 91,851 91,851 91,857 91,850 91,859 91,859
Coverage of Debt Service - 7.93 15 15 1.25 15 15 15 15 15
Balance of Revenues 116 395 10,810 19,924 22,964 22,941 22,9M 22,963 22,965 22,965
Less: Renewals and

Replacements 116 395 3,104 3,731 4,026 4,345 4,690 5,062 5,463 5,901

Net Revenue Available for
Other Purposes $ 0 $ 0 $ 7,706 $ 16,193 $ 18,938 $ 18,619 $ 18,274 $ 17,901 $ 17,502 $ 17,064

Cost of Power to Cities

Operating Revenues, from Sales
to Cities 2,064 7,267 100,044 144,526 164,336 168,250 173,876 177,739 182,139 186,893

Less: Prior Year's Revenues
Available for Other Purposes - 0 0 7,706 16,193 18,938 18,619 18,274 17,901 17,502

Cost of Agency Power to the
Cities $2,064 $7,267 $100,044 $136,820 $148,143 $149,312 $155,257 $159,465 $164,238 $169,391

Sales of Agency Power (CWII) 144 2,520 2,775 2,967 3,040 3,097 3,168 3,216 3,282
Cost of Agency Power

(hfills/kWh) 50.47 39.70 49.30 49.93 49.12 50.13 50.34 51.07 51.62 d
Cost of Agency Power y(hfills/kWh-1980 Dollars) , . 44.08 32.41 37.61 35.60 32.73 31.22 29.30 27.78 26.24 ,

- _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ .
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i APPENDIX B

)
i

|
4

i

Cities' Operating Forecasts
(All information supplied by the Agency in preparing the accompanying

forecasts was compiled upon the assumption that all generating units of the
Cities will be operated on the basis of full economic dispatch for each period
forecast. Under an economic dispatch arrangement the Cities are assumed to

; sell power to each other using the most efBeient generating units first. Actual'

! budgeted amounts for costs of Purchased Power and Fuel and Other Variables
'

for each of the Cities may differ from full economic dispatch projections. Such
a variance for one City could affect the forecasts of one or more of the other
Cities).e

,

!

2
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Clly CF Skf AN. T(IA5 ELECTalt UllLilf

PROJECTf D *EBf R CF CUSTrFf R5dL0 MATT-H0ta 4 Sv5 TIM Of m3

1979 19H0 1981 1982 1981 1984 1985 19ti6 1947 1988 19H9 19 4

A 'Lage,$Ln,te_er o f Custo*ersL

Residential 14,281 15,002 15,676 16,352 17.03l 17,713 18.397 18,958 19.521 20.086 20.653 21.221

Concercial 4 Industrial 1.945 2,026 2,085 2,143 2.200 2.255 2 .309 2 ,146 2,383 2,419 2,452 2.46
Public Street 4 Pop Lighting 39 43 42 44 46 43 50 52 54 86 57 60

Cther 140 141 142 143 144 145 146 147 149 144 150 i>t

Suntotal IC425 TT' Poi IT|9M 1G2 IT,42 f 2TMT 2 G 2' 2T30) 27,1M 2T109 2 D14 21,k a

desale (1} 4 (2 W 2 2 2 2 2 2 2 2 2 2

Total Customers 16.429 17,211 11,947 18.684 19,423 20.163 20,904 21.505 22.10a 22.71) 23.316 23.922

u tic.att-Mour Sales _10001

Residen t ial 136,439 155.541 164,410 173.070 181,482 189.813 199,246 204,974 211.530 218.375 225,035 231.755
g Coneercial 4 Industrial 143,163 164,077 184.721 196,100 207,624 211.791 215,903 217,979 220.054 222.018 223,925 225.931

M Puolic 5treet & Hwy Lighting 2.457 2 .535 2,616 2,699 2,7t:5 2 R74 2.965 3.059 3,156 3.257 3.361 J.46 7,

32 31,46) 34,t26 35,625

467'432 477.11) 426.1474 >6 .6H
29 30.36925 25,969 26 745 27,647 28,525

446,413 456.3e1Otber 21,402
347'169 377.716 he,,724 414.53a 4)3,00) ,172,547Subtotal 30).461 322

ees.ie
.. .. 3i,iOO .. .. .. .. . . .. --

im a s ia,654
2 6,005 M 3_.W.Other (1)l09 327 (2}_97,249 }i0,938 130,680 152 555 176,650 188,355 201f54, 2,l_4 ,P:33 2,2 9.? R 4, 4

1

Total Sales 523,442 444.571 488.654 560,504 572,093 609,653 634,902 657,435 632.005 706,697 112.852 760.285

I'L5ir*J?N"1.4 I"'_'3/ _8f1*. d

fotal Sales Before imPA Resale (3)396,031 444,571 448,654 529.404 572.093 609.653 634.902 657,435 682.005 736,897 132.652 760.205

Losses & Unaccounted 13.955 19,066 19,917 21,600 23,341 24,593 25,923 26,E2 3 27,626 28,E41 29,900 31,020

Energy Requirements 409,9F6 462,637 508.591 551,004 595,434 634,246 660,825 634.258 709,831 735.738 762.152 791.305
127 -- -- -- -- -- -- -- -- -- -- --

54te far Resale (TMPA) (4)537,,411Total Energy Accounted For 197 4T2.617 55T,5~9T 55r,004 5M 414 U4 74s 66T,YM h0G 7?OIT 7 6 ,736 767.7D 7R.h

System Deeand (sm) 99,200 116,500 124.200 133,700 143.300 151.800 158,200 164,100 170,500 177,000 183,800 193.933

Annual Load Factor 47.18 45.33 46.75 41.05 47.43 47.70 41.69 47.61 47.53 47.45 47.38 47.31

(1) Rf D, C/Sta , C/Hearne
(2) Rf D. C/Sta
i3) teatting fMPA C/Hearne
(4) fWA, (./Fearne
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1
I

CITY OF DENTON, TEXAS

ELECTRIC UTILITY |
PROJECTED NUMBER OF CUSTOMER, KIIDWATT-HOUR SALES

AND SYSTEM DEMAND

i
.

Twelve Months Ended September 30

AVERAGE NUMBER OF CUSTOMERS 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

l Residential 13,891 15,132 16,203 17,274 18,345 19,416 19,876 20,337 20,798 21,259 21,719

Commercial & Industrial 2,451 2,670 2,859 3,048 3,237 3,426 3,508 3,589 3,670 3,751 3,833-

Public Authorities & Others 315 320 325 330 335 340 345 350 355 360 365
Street & Highway Lighting 2 2 2 2 2 2 2 2 2 2 ~ 2 ;

TOTAL CUSTOMERS 16,659 18,124 19,389 20,654 21,919 23,184 23,731 24,278 24,825 25,372 25,919

CD KIIDWATT-HOURS SALES (000)
Residential 155,707 174,282 191,649 209,845 228,856 248,635 261,269 274,312 287,890 301,896 316,410

Commercial & Industrial 293,272 .313,338 341,854 371,083 401,073 431,680 450,021 464,485 479,476 494,836 ~ 510,710

Public Authorities & Others 19,120 19,377 19,634 19,890 20,147 20,404 20,661 20,918 21,174 21,432 21,689

Street & Highway Lighting 4,780 4,844 4,908 4,973 5,039 5,101 5,165 5,229 5,294 5,358 5,422

. TOTAL SALES 472,879 511,941 558,045 605,791 655,113 705,820 737,116 764,944 793,834 823,522 854,231

SYSTEM DEMAND & ENERGY REOUIREMENTS
Losses and Unaccounted 30,184 32,671 35,620 38,668 41,816 45,052 47,050 48,826 50,670 52,565 54,326

Energy Requirements for System 503,063 544,512 593,665 644,459 696,929 750,872 784,166 813,770 844,504 876,087 908,757

System Demand (MW) 118.7 128.4 140.0 152.0 164.4 177.1 185.0 191.9 199.2 206.6 214.3.

i Annual Load Factor,% 48.4 48.4 48.4 48.4 48.4 48.4 48.4 48.4 48.4 48.4 48.4

July 1980

i

. _
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I

CITY OF DENTON
ELECTHIC LRILITY

PROJEC"TED OPERATING RESULTS

OPERATING REVENUES (1) 1980(2) 1981(3) 1982 1963 1984 1965 1986 1987 1988 1989 1990
Hesidential 5 7,915 8,859 9,742 10,666 11,633 12,638 13,2eo 13,943 14,633 15,.545 1 gut 3 ,

Commercial 11,159 11,935 13,021 14,135 15.277 16,443 17,141 17,692 18,263 18,e48 19,453 !

Public Authorities & Others 720 765 785 796 e06 e16 026 037 okT e57 e68
Street & Highway Lighting 202 183 187 190 192 195 197 200 202 205 207

TOTAL FROM SALES $ 19,996 21,742 23,735 25,787 27,908 30,092 31,444 32,672 33,945 35,255 36,611
Misc. Revenues . 323 259 279 2c6 300 315 331 348 361 363 402

GUB-TOTAL $ 20,319 22,001 24,014 26,073 26,20d 30,407 31,775 33,020 34,310 35,636 37,013 *

Tdditional Revenue Required 1,034 662 7,837 15,364 16,807 16,970 18,948 21,341 24,195 27,424
TOTAL OPERATINO REVENUE 3 (5) 5 20,319 23.03S 24,696 33,910 -43,572 47,214 46,745 51,9t;d 55,651 54,633 64,437 i

Bevenues per KWH of Gales (5) 4.22# k.50 4.38d 5.55d 6.61d 6.6kd 6.5Td 6.75d 6.96d 7.22d 7.50#

OPERATING EXPENSE
Production:

Fuel & Other Variables (h) $ 8,400 9,871(7) 5,973 240 211 149 343 465 805 1,685 2,212 ;

Purchased Power (4) h,800 6,092(7) 11,096 ,24,401 32,364 35,553 37,082 39,750 h2,101 kk,701 48,064
Other O&M 1.26T 933 1,043 1,095 1,150 1,20T 1,266 1,331 1, 39 8 1,468 1, %1

. $ TOTAL PRODUCTION $ 14,467 16,696 16,112 25,736 33,725 36,909 36,693 41,546 44,304 47,654 51,617
I Trans, & Distribution O&M 905 1,016 1,210 1.393 1,596 1,626 2,019 2,231 2,464 2,720 3,006

Customer Accounts & Gales 700 849 936 1,079 1,237 1,414 1,563 1,726 1,908 2,107 2,324
Administrative & General 437 694 631 732 842 925 1,018 1,119 1,231 1,354 1,490 '

TOTAL OPERATINO EXPENSE $ 16,509 19,485 20,089 28,940 37,402 41,074 43,293 46,624 49,907 54,035 58,637

Net Operating Revenues (6) $ 3,810 3,550 3,807 4,970 6,170 6,140 5,k52 '5.344 5.744 5,798 5,800
Other Income 600 STO 470 h20 kOO LO5 722 1,046 1,062 1 069 1,075
Balance for Debt Service $ 4,410 4.120 4,277 5,390 6,570 6,545 6,174 6,392 6,606 6.067 6,675

;

Debt Service $ 1,885 1,972 2,115 2,190 2,312 2,3k9 2.577 2,966 3,191 3,221 3,222

Balance of Revenues $ 2,525 2,148 2,162 3,200 h,250 h,196 3,597 3,426 3,615 3,646 .3,653

Debt Service coverage 2.0 1.8 1.8 2.3 2.7 2.6 2.1 1.8 1.8 1.8 1.8

. (1) Revenues by classes are on basis of basic rates and fuel cost adjustment, effective 9-30-78 The " Additional Revenues Required" represents the
! difference between revenues by classes at such rates and what is ' estimated to be required to meet all costs plus a fixed-coverage of debt service.
i (2) From Electric Department 1979 80 Budget Estimate as Qdated June, 1980

(3) Revenue and expense figures for 1981-1990 are from 19c0 Power Supply Study by Gilbert Associates, except for (b.* and (7).
(4) As provided by Agency for years 1981-1990

,

! (5) Excluding " Miscellaneous Revenues".
'

(6) Before depreciation, tax equivalents and for contributions to the City.'s general fund.
~

(7) Represent actual budgeted amounts. Upon the basis of full economic dispatch " Fuel and Other Variables" would be $2,251,000, and " Purchased Pcwer"
I would be $11,302.000. . The actual budgeted amount for Denton in these categories would have an insignificant net effect upon the other Cities'

1981 forecasts of. Sales for Resale and Fuel costs, since under full economic dispatch it is assumed that power would be purchased from another City.

. _ _ _ _ _ - _ _ _ _ _ _ _ _ - _ _ _
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CITY OF GARLAND - ELECTRIC UTILITY

PROJECTED NUheER OF CUSTOMERS

KILOWATT 40UR SALES AND SYSTEM DEMAND,

FISCAL YEAR 1975 - 1990,

1980 1981 1982 1983
Average Nimber of Customers:

Residential 35,646 37,606 39,651 41,514
Commercial and Industrial:

Small 2,126 2,256 2,386 2,516
Large 600 629 659 688

PWlic Street and Highway Lighting 1 1 1 1Other 3 3 3 3
, Total Customers 38,376 40,495 42,700 44,722

Kilowatt-Hours Sales (510):
Residential 616,676 661,866 711,815 760,165
Commercial and Industrial:

Small 58,538 62,658 66,778 70,897
Large 556,558. 589,217 619,679 647,257

PWlic Street and Highway Lighting 7,755 8,453 9,129 9,768
Other 57,679 61,619 64,416 66,l_7_1Total Sales 1,297,206 1,383,813 1,471,817 1,554,258

Sy'',sm Demand and Energy Requirements:
Total Sales 1,297,206 1,383,813 1,471,817 1,554,258
Losses and Unaccounted For 90,804 96,867 103,027 108,798

Total Energy Accounted For 1,388,010 1,480,680 1,574,844 1,663,056
System Demand (kW) 317,000 338,000 360,000 380,000

; Amual Load Factor (1) 50.00 % $0.00% 50.00 % 50.00 %

(1) Based on Energy Requirements for System.

,

I
,

'
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1984 1985 1986 1987 1988 1989 1990

j 43,441 45,432 47,185 48,916 50,682 52,446 54,237

2,633 2,746 2,864 2,986 3,114 3,248 3,373'

717 747 776 805 835 864 893
1 1 1 1 1 1 l'

3 3 3 3 3 3 3

.46,795 48,929 50,829 52,7110 54,635 56,562 58,507

|
811,359 865,516 916,891 969,538 1,024,631 1,081,500 1,140,801

75,017 79,137 83,257 87,420 91,791 96,381 101,199
676,204 706,585 738,473 771,945 803,069 831,382 859,676

,

10,452 11,079 11,633 12,214 12,703 13,212 13,608
67,961 69,787 71,650 73,553 75,494 77,478 79,503

,

1,640,993 1,732,104 1,821,904 1,914,670 2,007,688 2,099,953 2,194,787

I 1,640,993 1,732,104 1,821,904 1,914,670 2,007,688 2,099,953 2,194,787
114,870 121,247 127,533 134,026 140,538 146,997 153,635

1,755,863 1,853,351 1,949,437 2,048,696 2,148,226 2,246,950 2,348,422*

401,000 423,000 445,000 468,000 490,000 513,000 536,000
50.00 % 50.00 % 50.00 % 50.00 % 50.00 % 50.00 % 50.00 %

B-7
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CITY OF GARUUO
ELECTRIC UTILITY

PRDICTED OPERATNG RESULTS
1980 TFRU 1990

1980 1981 1982 1983 1984
Operating Revenues:

Rssidential $26,146,008 $30,041,260 $33,826,910 $36,105,898 $ 40,184,866
Commercial 20,244,076 23,606,257 26,479,000 27,795,633 30,713,013
Public Street & Highway Lighting 289,735 309,075 355,018 380,805 429,953
Other Sales 2,106,157 2,253,037 2,505,074 2,579,676 2,795,644

Stbtotal $48,785,976 $56,209,629 $63,166,002 $66,862,012 5 74,123,476
Siles for Resale -- 17,620,000 14,755,000 8.108.000 9,598,000

Total from Sales $48,785,976 $73,829,629 $77,921,002 $74,970,012 $ 83,721,476
Miscellaneous Revenue 757,148 323,812 358,391 373,255 401,819

Total Operating Revenue $49,543,124 $74,153,441 $78,279,393 $75,343,267 $ 84,123,295
Additional Revenue Required - (7.371,454) (5,830,866) 10,832,643 23,062,733

$49,543,124 $66,781,987 $72,448,527 $86,175,910 $107,186,028
i

Revenue Per KWH 3.76 3.53 3.90# 5.00# 5.92W

Operating Expenses:

Production
Fuel $32,898,887 $52,774,000 $54,680,000 $19,290,000 $ 20,751,000
Other Operation & Maintenance 2,767,068 2,735,509 2,907,721 2,680,101 2,838,124
Purchased Power - 1,103,000 3,849,000 52,611,000 71,327,000

Total Production $35,665,955 $56,612,509 $61,436,721 $ 74,581,101 $ 94,916,124
Transmission & Distribution 1,591,191 1,696,827 1,810,353 1,932,424 2,063,753
Customer Accounts & Sales 2,657,782 2,807,634 3,039,104 3.155,852 3,284,835
Administrative & General 548,056 602,862 663,121 729,462 802,408

Total Operating Expenses $40,462,984 $61,719,832 $66,949,299 $80,398,839 $101,067,120

Net Operating Revenues (1) $ 9,080,140 $ 5,062,155 $ 5,499,228 $ 5,777,071 $ 6,118,908
Other Income 830,850 858,668 791,647 906.984 982,900
Amount Available for Debt Service $ 9,910,990 $ 5,920,823 $ 6,290,875 $ 6,684,055 $ 7,101,808

Debt Service $ 4,864,607 $ 4,73(,659 $ 5,032,700 $ 5,347,244 $ 5,681,447

Debt Service Coverage 2.04 1.25 1.25 1.25 1.25

|
,

I

!

i
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1985 1986 1987 1988 1989 1990

$ 43,939,866 $ 48,198,753 $ 53,535,943 $ 59,114,499 $ 64,763,324 $ 70,995,692
33,210,486 36,326,067 40,383,509 44,390,925 48,187,828 52,303,426

,

'470,813 516,703 576,354 632,406 688,279 742,521
2,965,669 3.182,478 3,470,819 3,758,394 4,036,217 4.338,082'

5 80,586,834 5 88,224,001 5 97,966,625 5107,896,224 5117,675,648 5128,379,721
8,528,000 11,609.000 12.970,000 17,449,000 19,578,000 24,946,000

|' 5 89,114,834 5 99,833,001 5110,936,625 5125,345,224 5137,253,648 5153,325,721
446,115 473,414 502,340 533,033 565,601 600,159

5 89,560,949 5100,306,415 5111,438,965 5125,878,257 5137,819,249 5153,925,880

23,578,109 21,448,230 21,010,854 20,171,722 21.359,233 22,845,550

$113,139,058 5121,754,645 5132,449,819 5146,049,979 5159,178,482 5176,771,430
j

6.01W 6.02W 6.21W 6.38W 6.62W 6.89p '
J

t

i
'

$ 20,169,000 $ 27,140,000 $ 33,191,000 $ 42,925,000 $ 51,792,000 $ 64,919,000
j 2,977,416 3,138,257 3,307,786 3,486,473 3,674,814 3,873,328
j 76,782,000 77,305.000 80,800,000 83,438,000 86,361,000 89,432,000

! 5 99,928,416 5107,503,257 5117,298,786 5129,849,473 5141,827,814 5158,224,328
2,205,120 2,356,171 2,517,568 2,690,022 2,874,288 3,071,176-'

'

3,577,532 3,797,348 4,030,670 4,278,328 4,541,203 4,820,231
882,648 970,912 1,068,003 1.174,803 1,292,283 1,42),511

510A ,593,716 5114,707,688 5124,915,027 5137,992,626 5150,535,588 5167,557,246

$ 6,545,342 $ 7,046,957 $ 7,534,792 $ 8,057,333 $ 8,642,894 $ 9,234,184
1,000,329 970,319 983,563 993.399 973,531 983,267

j $ 7,545,671 5 8,017,276 5 8,518,355 5 9,050,752 5 9,616,425 5 10,217,451

$ 6,036,537 $ 6,413,821 $ 6,814,684 $ 7,240,602 $ 7,693,140 $ 8,173,961
i

| 1.25 1.25 1.25 1.25 1.25 1.25

i

i

!
i

3
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City of Greenville, Texas
Electric Utility

PROJECTED NUMBER OF CUSTOMERS,
KILOWATT-HOUR SALES AND SYSTEM DEMAND

12 Months Ending September 30,
____1980 1981 1982 1983 1984 19R5_ 1986 1987 1088 1989 1990

Average Number of Customers:
Residential 8,017 8,106 8,197 8,288 8,381 8,474 8,568 8,663 8,760 8.858 8,956
Commercial and Industrial:

Small 1,030 1,044 1.056 1,067 1,078 1,085 1,094 1,106 1,115 1,122 1,133
Large 23 27 31 33 35 37 41 44 47 51 54

Public Street and Highway Lightint 4 4 6 6 6 6 8 8 8 8 8
Other (Municipal) 63 63 63 66

66 _ 9.668 9,779 9.889 9,998 10.108 10,221
0. 68 68 68 69 70

Subtotal 9,137 9,244 9.353 9,460 9,566
Resale (TMPA) (1) 2 2 2 2 2 2 2 2 2 2 2

Total Customers 9,139 9,246 9.355 9,462 9,568 9,670 9,781 9,891 10,000 10,110 10.223

Kilowatt-Hour Sales (000):
Residential 83,936 88.240 92,544 96,848 101,151 105,455 109.759 114,063 118,367 122.670 126,974

p Commercial and Industrial:

E Small 67,316 69,648 71,980 74,312 76,645 78,977 81,309 83,641 85,973 88,305 90,637
Large 77.483 83,065 88,647 94.230 99,812 105,395 110,977 116,560 122.142 127.725 133,307

Public Street and Highway Lighting 4,454 4,677 4,910 5,156 5,414 5.685 5,969 6,267 6,581 6,909 7.255
other (Municipal) 3,104 3.259 3,422 3,594 3,772 3,961 4,159 5,877 6,171 6,479 __6iB04

Subtotal 236,293 248,889 261,503 274,140 286,794 299,473 312,173 3'6,408 339,234 352,088 364,977
Resale (TMPA) (1) - - - - - - - - a -

Total Sales 235,293 248,889 261.503 274,140 286,794 299,473 312,173 326,408 339,234 352,088_, 364,977

System Dessad and Energy Requirements:
Total f ales Before Resale 236,293 248,889 261,503 274,140 286,794 299,473 312,173 326,408 339,234 352,088 364,977
Losser. and Unaccounted 7,089 12,444 13,075 13,707 14,340 14,973 15,608 16,320 16,961 17,604 18,243
Energy Requirements for System (2) 243,382 261,333 274,578 287.847 301,134 314.446 327,781 342,728 356,195 369,692 382,225
System Demand KV 64,380 67,350 69.150 72.250 75,150 77,160 80.350 83,950 86,650 89,390 92.360
Annual Load Factor (3) 43.16% 44.29% 45.33% 45.48% 45.74% 46.19% 46.57% 46.60% 46.93% 47.22% 47.24%

(1) - In the present analysis, prospective deliveries to TMPA have been handled
as a credit to expense and therefore are not included in sales.

(2) - For Customers of City's system. Assumes that all Lasses and Uhaccounted
are related to sales before resale to TNPA.

(3) - On Energy Requirements for System.
,

- _ - _ _ _ _ _ _ _ .
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APPENDIX C

Cities' Utility Systems

Condensed Balance Sheets
.

The follotting balance sheets for the Cities of Bryan, Denton, Garland and Greencille, Texas,
hace been corulensed frorn each Citt s audited fnancial staternents brj the Agency and recletted byi
each of the Cities. Ilottecer, these frwncial staternents hace not been exarnined by independent
public accountants and are incornplete in that relevant footnotes, incorne staternents and staternents of
changes in financial position are not presented as scould be required for a presentation in accordance
seith generallt accepted accounting principles.j
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. CITY OF BRYAN, TEXAS
J UTILITY FUND

BALANCE SIIEETS
At Dates Indicated

( Amounts in Thousands)

ASSETS

June 30, Sept. 30, Sept. 30, Sept. 30,
1976 1977 197S 1979

Current Assets:
Cash 8 256 $ 817 $ 1,506 $ 494

Accounts Receivable (Net of Allowance for
Uncollectible Accounts) 1,237 1,563 3,859 4,433

Accrued Interest Receivable 64 55 127 89
Due from Rural Electric Division 54 76 57 58
Due from Other Funds 7 17 14 23
Investments 305 - - 1,635
Inventory of Fuel Oil 433 4S5 763 813
Prepaid Expenses 43 48 3 3

4 Total Current Assets 2,399 3,361 6,329 7,548

Restricted Assets:
' Cash 2,784 1,485 779 2,427

Investments 5,797 8,163 9,891 7,646 +
'

'

Accrued Interest Receivable - - 5 5

Total Restricted Assets 8,5S1 9,653 10,675 10,078

Deferred Charges 141 130 165 159

Fixed Assets:
'

Property, Plant and Equipment 61,S51 72,976 77,930 82,533
Less Accumulated Depreciation 11,861 13,390 15,061 19,535

.! 49,987 59,5SS 62,869 64,998

Total Assets S 61,10S $ 72,730 $ 80,038 $ 82,783

(Not examined by independent public accountants).,
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LIABILITIES, RESERVES, CONTRIBUTIONS AND RETAINED EARNINGS

June 30, Sept. 30, Sept. 30, Sept.30,
1976 1977 1978 19793

Current Liabilities (Payable from Current Assets):
Accounts Payable $ 870 $ 1,278 $ 2,816 $ 3,146

: Due to Rural Electric Division 5 138 83 39
Due to Other Funds . 143 258 169 232

1,018 1,674 3,068 3,417

Current Liabilities (Payable from
Restricted Assets):
Matured Bonds and Coupons Payable 576 1,446 719 2,353
Revenue and Tax Bonds due within one year 1,143 1,378 1,493 1,573
Interest Payable Thereon 1,115 668 731 717
Customer's Deposits 211 361 475 544
Accounts Payable for Construction 681 572 290 287
Contractors * Funds Withheld 556 869 257 444

4,287 5,294 3,965 5,918,

Revenue and Tax Bonds Payable (Net of
Current Portion) 40,827 47,956 51,263 49,690

Total Liabilities 46,132 54,924 58,296 59,025

Reserves for Debt Service, Contingencies,
Emergencies and Encumbrances 2,478 3,939 3,785 4,954

Contributions 2,829 3,225 4,145 4,456
Retained Earnings 9,669 10,642 13,812 14,348;

Total Liabilities, Reserves, Contributions

| and Retairied Earnings $ 61,10S $ 72,730 $ 80,038 8 82,783

(Not examined by independent public accountants).
>
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CITY OF DENTON, TEXAS
ELECTRIC SYSTEM FUND

BALANCE SHEETS
At Dates Indicated

(Amounts in Thousands)

ASSETS

Sept 30, Sept 30, Sept 30, Sept 30,
1976 1977 1978 1979

Current Assets:
Equity in Pooled Cash $ - - 1,428 1,424
Time Deposits and Accrued Interest - - 5,047 6,112

Accounts Receivable (Net of Allowance
for Uncollectible Accounts) 2,463 3,3 12 3,S9S 4,160

Due from other funds 38 79 13 24
Inventory of fuel 356 1,141 973 1,005
Prepaid Expenses 1,248 825 47 36

.
Total Current Assets 4,105 5,387 11,406 12,761

{

Restricted Assets:
Cash 2,929 6,279 125 3,

Time Deposits and Accrued Interest 4,045 2,040 212 213
Due from other funds 80 311 - -

Investments and Accrued Interest - - 3,009 3,652

Total Restricted Assets 7,054 8,630 3,346 3,868

Utility Plant:
'

In Service and Construction in Process 44,070 44,991 45,542 46,724
Less Accumulated Depreciation 16,333 17,667 19,045 20,440

27,737 27,327 26,497 26,284

Investment in Internal Service Funds 305 181 181 181

Total Assets $ 39,201 41,525 41,430 43,094

(Not examined by independent public accountants).
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LIAlllLITIES AND SYSTEh! EQUITY,

Sept 3C . Sept 30, Sept 30, Sept 30,
1976 1977 1978 1979

Current Liabilities (Payable from Current Assets):
Accounts Payabic $ 4,914 5,529 1,534 2,029

Accrued Liabilities 36 106 126 145

Due to Other Funds 93 402 25S 305

Customers' Deposits 169 197 232 167

5,212 6,234 2,150 2,646

Current Liabilities (Payable from Bestricted
Assets):
13onds Payable Within One Year 1,032 1,044 - -

Accrued Interest 361 342 604 346

Accounts Payable 61 80 83 30

Due to Other Funds - 43 5 25

1,454 1,509 692 401

Bonds Payable (Net of Current Portion and
Unamortized Debt Discount) 17,946 16,902 18,905 18,917

System Equity:
1 Reserves 4,854 6,733 2,573 2,548

Unrealized increment in Valuation of Utility
| Plant in Service 2,303 2,020 1,737 1,454

I Contributions 125 161 170 213

Hetained Earnings 7,307 7,966 15,203 16,915'

14,589 16,880 19,683 21,130

Total Liabilities and System Equity $ 39,201 41,525 41,430 43,094

(Not examined by independent public accountants).
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CITY OF GARLAND, TEXAS
ELECTRIC, WATER AND SEWER FUND1

BALANCE SIIEETS
At Dates Indicated

( Amounts in Thousands)

ASSETS

Sept. 30, Sept. 30, Sept. 30, Sept. 30,
1976 1977 1975 1979

Current Assets:
Cash $ 105 $ 125 8 245 $ 54
Investments - - 1,276 3,263

Accrued Interest - - - 68

Accounts Receivable (Net of Allowance
for Uncollectible Accounts) 5,54 9 6,405 7,948 9,229

Inventories 4,971 5,198 4,057 4,874

Prepaid Expenses 35 87 138 109
Due from other funds - 811 4,661 1,038

Total Current Assets 10,660 12,626 18,325 18,635

Restricted Assets:
Cash 1,02S 1,236 1,491 2,104
Investments and Accrued Interest 7,337 12,906 12,144 12,827

Federal Grants Receivable 2,065 1,7S3 1,783 1,783

Due from (to) other funds 1,012 (811) (4,661) (1,038)

Total Restricted Assets 11,442 15,114 10,757 15,676

Fixed Assets:
Property, Plant and Equipment 167,307 176,327 186,723 197,872

Less Accumulated Depreciation 25,057 28,975 33,720 38,866

Total Fixed Assets 142,250 147,352 153,003 159,006

! Total Assets $164,352 $175,092- $182,0S5 $193.317

(Not examined by independent public accountants).

d
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LIABILITIES, CONTRIBUTIONS AND RETAINED EARNINGS

Sept. 30, Sept. 30, sept. 30, sept. 30,
1976 1977 1978 1979

Current Liabilities (Payable from Current Assets):
Accounts Payable & Accrued Liabilities $ 4,251 $ 7,013 $ 7,750 $ 7,952
General Obligation Bonds Payable - - 155 161

Accrued Interest Payable 108 18 16 14

Customers' Deposits M2 657 696 769
Due to Other Funds 3,526 2,176 2,469 1,214j

'

8,427 9,SM 11,056 10,110

Current Liabilities (Payable from Restricted
Assets):
Bonds Payable within one year - - 2,785 3,M5.

Accrued Interest 3M 387 374 467
Accounts Payable - - 238 1,996

Accrued Liabilities '

7 5- -

Due to Federal Government - - 69 136
'

3M 387 3,473 5,679

Bonds Payable (Net of Current Position) 80,74S 86,677 80,961 86,212

Construction Contracts Payable 1,955 436 274 428

Total Liabilities 91,4M 97,364 95,794 102,429

Contributions 38,396 39,949 43,058 44,119

Retained Earnings 34,492 37,779 43,233 46,769

Total Liabilities, Contributions and Retainedi

Earnings $1M.352 $175,092 $182,085 $193,317

(Not examined by independent public accountants).

;

!

C-7

-_



4

CITY OF GREENVILLE, TEXAS
UTILITY FUND

BALANCE SHEETS
At Dates Indicated

( Amounts in Thousands)

ASSETS

Sept. 30, Sept. 30, Sept. 30, Sept. 30,
1976 1977 1978 1979

Current A: sets:
Cash $ 582 $ 102 $ 1 $ (500)
Time Deposits 261 275 - -

Accounts Recchable (Net of Allowance
for Uncollectible Accounts) 362 935 1,838 2,077

Inventories 889 1,181 1,075 1,240
Prepaid Expenses - 12 - 27
Due from other funds 54 47 26 -

Total Current Assets 2,14S 2,552 2,940 2,844

Restricted Assets:
Cash 1,905 1,011 239 647
Time Deposits 5,365 3,873 5,631 3,753
Interest Receivable - 44 - 8
Grant Receivab'e 14 - - -

Due from other funds 203 92 92 -

Total Restricted Assets 7,4S7 5,00 5,962 4,4082

Fixed Assets:
Property, Plant and Equipment 34,262 38,599 40,195 44,152
Less Accumulated Depreciation 12,729 13,481 14,571 15,643

Total Fim"; Assets 21,533 25,118 25,624 28,509

Total Assets S 31,16S $ 32,690 $ 34,526 $ 35,761

(Not examined by independent public accountants).
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LIABILITIES, RESERVES, CONTRIBUTIONS AND RETAINED EARNINGS
4

sept. 30, Sept. 30, Sept 30, Sept. 30,
1976 1977 1975 1979

Current Liabilities (Payable from Current Assets):
Accounts Payable $ 270 $ 446 3 657 $ 636

Accrued Liabilities 59 42 70 38'

Customers' Deposits 162 ISI 205 224

Due to Other Funds 82 21 377 383

573 690 1,309 1,281

Current Liabilities (Payable from Restricted Assets):
Bonds Payable within one year 359 350 498 630

,

Matured Bond Coupons 9 11 12 7

Accrued Interest - - 68 29

Accounts Payable 667 '748 261 44S
~

1.035 1,139 839 1,114

Bonds Payable (Net of current portion) 23,445 24,S15 26,190 25,560

Reserves - 3,576 3,419 3,M6 3,145

Contributions 4.2 757 SM 3,033

Retained Earnings 1,767 1,MO 1,35S 1,623

:

Total Liabilities, Reserves, Contributions
and Retained Earnings $ 31,16S $ 32,690 $ 34,526 $ 35,761

; (Not examined by independent public accountants).
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APPENDIX D

STATUS OF NIAJOR PER5 FITS AND APPROVALS

Cibbons Creek Project

Afajor permits and approvals that have been requested and are to be obtained are listed herein.
Presentation is listed under the approving agency and identified as to service for the Afine or Steam
Electric Station. Status of each is identified.

a

All necessary construction permits for Gibbons Creek Steam Electric Str. tion have been issued
j by the applicable regulatory authorities. Permitting activities associated with the lignite mine are

progressing in a timely manner. No delays are anticipated related to permitting procedures or re-
quirements.

.
The Agency is of the opinion that construction and initiation of wmmercial operation of this

j power plant facility will not be delayed by federal or state regulatory actions.

Department of the Army

U. S. Corps of Engineers

* 441 Permit for Intake ori Navasota River

- Application 51 arch 5,19SO

i - Permit No. SWF-80-Crimes @6 effective hfay 27,19S0

Environmental Protection Agency

* Negative Declaration and EnvironmentalImpact Appraisal of;

Power Plant issued on July 9,1W7
i e Prevention of Significant Deterioration of Air Quality

Construction Permit - Power Plantj

- Permit applied for Aprit 1,1977

- Public Comment period ended July 9,1977

- Permit granted July 22,1977

i - Final PSD-TN-18 granted Af arch 30.1978

e National Pollution Discharge Elimination System (NPDES);

i Permit - Power Plant Permit No. TX 0074438

- Permit applied for June 19,1977

- Sent to Texas Water Quality Board by Environmental
Protection Agency on June 27,1977

- Public Notice of Proposed NPDES Permit issued on
November 26,1977,

- Additional Public Notice of Proposed NPDES Permit issued
on December 16,1977

- Permit issued January 16,1979, valid until January 15,
1984

* Demonstrate Compliance with Section 316(a) and 316(b) of the+

Federal Water Pollution Control Act Amendments of 1972 -
Power Plant

D-1

-_ . _ _ _ _ _ _ _ . _ _ _ - , _ _ _ _ _ _ _ . _ . _ _ _ _ _ _ . _ . _ _____ _



_ . _ _ _ _ - _ _ _ _ _ _ _ _

'
Environment Protection Agency (Cont'd)

- An integrated 316 Demonstration Study was submitted
hf ay 6,1977

- Approved January 16,1979 as part of NPDES

* Prevention of Significant Deterioration of Air Quality
Construction Permit, Gibbons Creek Lignite hiine

- Application submitted to Environmental Protection
Agency September 11,1979

- Administratively complete for processing (November 15,
1979) PSD TX E69

- Determination on 51 arch 10,19SO that PSD Permit not
required, pending final regulations, or court order.

;

* National Pollution Discharge Elimination System (NPDES)
Permit, Gibbons Creek Lignite 51ine

- Application was submitted to Environmental Protection
Agency October 17,1979

- IIearing in Anderson, Texas, on June 16,1980

Federal Aviation Administration

* Notice of Construction and Request for Approval of Chimney IIeight and Lighting, Power
Plant

1 - FAA Form 7460-1 issued on 51 arch 6,1978

- FAA notified of chimney completion February 14,1980
4

Texas Air Control Board

* Permit for Lignite Handling System, Power Plant

- Permit No. C-5698 issued effective February 27,1978

- Operating permit will be requested in early-1982

* Permit for Boiler, Lignite-Fired, Power Plant
'

- Permit No. C-5609 issued effective February 28,1978

- Operating permit will be requested in early-1982

* Exemptions X1057 and X1053 for 2-1,250,000 gallon fuel oil storage tanks at Gibbons Creek
Steam Electric Station, dated August 15,1979, Power Plant

Texas Department of Health

* Application for Sanitary Landfill Permit, Power Plant and hiine hiaintenance Areaj

- Application February 8,1980

-PublicIIearing April 30,1980

- Division Brief filed June 13,1980

- Permit expected mid-July 1980

D-2

. _ _ _ _ . __ __ ._.



.. - - . - - . _ . _ _ _ - - _ .
__

!

.

Texas Railroad Commission

Surface hiining and Reclamation Division

e Permit for Surface hiining Operations

-Initial Permit Application June 7,1979 (construction and operations).

- Supplemental Information November 7,1979

- Permit Ilearing April 16,1960
;

-Ilearing Examiners Report hiay 30,1980

- Full Commission consideration no earlier than July 21,1980

* Exploration Permit No.106 Application hfarch 6,1980.

- Permit No.106 issued hiarch 13,19S0

| Texas Department of Water Resources

* Temporary Permit to Appropriate Lake Carlos Water for Construction of Gibbons Creek Steam

|
Electric Station, Power Plant

- Permit TP 2877 granted August 15,1977. Expires August 15,1980

- Request is being prepared for permanent utilization for mine operations

* Water Impoundment and Use Permit - Gibbons Creek Reservoir, for Power Plant

- Permit No. 31S9 granted August 15,1977

e Application to Texas Water Commission to Appropriate Public Waters from the Navasota
River. To provide make up water for assuring ample water in Gibbons Creek Reservoir

'
- Application Number 4056, Public IIearing July 25,1980

* Water Impoundments-Gibbons Creek Lignite hfine-Surface Water Control

- Permit will be applied for in mid-1950

* Texas Water Commission Temporary Diversions Rock Lake Creek to Gibbons Creek and Dry
j Creek to Dinner Creek Application late 19S0

! * Texas Waste Control Order (related to NPDES Permit TX 0074438), for Power Plant

- Waste Control Order No. 02120 granted November 28,1977 Expiration - November 28,1982

* Registration of Industrial Solid Waste Afanagement Sites to serve Power Plant and 51ine Area

- Permit will be applied for in 1981

l

!
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( Included herein are the financial statements and Auditors * Report of the Agency for the
,

fiscal years ended September 30,1978 and 1979.

;
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Certified Public Accountants

Suite 1500,2001 Bryan Towerht,Marwick,Mitchell&Ca nam Texas 75201

The Board of Directors
Texas Municipal Power Agency:

We have examined the balance sheets of Texas Municipal Power Agency
(TMPA) (A Development Stage Enterprise) as of September 30,1979 and 1978
and the related statements of operations and retained earnings
accumulated during the development stage and changes in financial
position for the years ended September 30, 1979 and 1978 and cumulative
from inception to September 30, 1979. Our examinations were made in
accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

As explained in note 5, the Texas Supreme court has held that, depending
upon the fact questions which may require jury trial, lignite deposna
may be a part of either the surface estate or mineral estate. TMPA has
acquired rights to mine lignite deposits primarily from surface estate
owners where in some cases interests in the mineral estate are owned by
others. No provision has been made in the financial statements for the
additional cost of obtaining these rights nor the amount already invested
which may not be recoverable.

In our opinion, subject to the effect of such adjustments, if any, as
might have been required had the ultimate resolution of the matter
discussed in the preceding paragraph been known, the aforementioned
financial statements present fairly the financial position of Texas
Municipal Power Agency at Jeptember 30,1979 and 1978 and the results of
its operations and the changes in its financial position for the years
ended September 30, 1979 and 1978 and cumulative from inception to
September 30, 1979, in conformity with generally accepted accounting
principles applied on a consistent basis.

The supplementary data included in Schedules 1 and 2 were not audited by
us and, accordingly, we do not express an opinion on them.

k6Y
'

,

November 30, 1979, except as to the second
paragraph of note 2 which is as of
December 13, 1979

E-2
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Statements of Operations and Retained Earnings
Accumulated During the Development Stage

j Years ended September 30, 1979 and 1978
and cumulative from inception to September 30, 1979'

<

1979 1978 Cumulative
.

Operating revenues:
Charges to participating members (note 9) $ 412,000 544,000 1,857,000
Other operating income 17,000 4,000 41,000

429,000 548,000 1,898,000

Operating revenue deductions:
Operating and general expenses 369,000 443,000 1,782,000,

'

Depreciation and amortization 24,000 9,000 37,000
393,000 452,000 1,819,000

Net operating revenues 36,000 96.000 79,000

Other income (deductions):
Revenues of electric plant leased to others 51,000 9,000 69,000

I Expenses of electric plant leased to others,
including depreciation of $19,000 in 1979'

and 1978 and allocated interest of $27,000
i in 1979 and $25,000 in 1978 (51,000) (53,000) (155,000)

Interest income 27,541,000 3,733,000 34,108,000
i Interest on long-term debt (30,397,000)(5,953,000)(40,377,000)'

Amortization of debt discount, premium and
! borrowing costs, net (524,000) (119,000) (785,000)

Allowance for funds used in projects 3,380,000 2,324,000 7,056,000
Total other income (deductions) (59,000) (84,000)-

Net income (loss) 36,000 37,000 (5,000)

Ratained earnings (deficit) accumulated during '

the development stage:
At beginning of period (41,000) (78,000), -

Distributions to member cities (33,000) (33,000)-

| At end of period $ (38.000) (41.000) ___lajappg)
!

{ See accompanying notes to financial statements.

!

!
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

!
Statements of Changes in Financial Position

,

Years ended September 30, 1979 and 1978
and cumulative from inception to September 30, 1979

1979 1978 Cumulative

Sources of working capital:'

Nat income (loss) $ 36,000 37,000 (5,000)
Depreciation and amortization 43,000 28,000 93,000

Working capital pravided by;

operations 79,000 65,000 88,000

Proceeds of revenue bonds 299,899,000 250,000,000 610,329,000
Proceeds of notes payable (net of

2,949,000current installments) 1,110,000 -

Decrease in working capital 467,000 1,791,000 351,000
$ 301.555.000 251.856.000 613.717.000

i Uses of working capital:
Additions to electric plant in service

and land held for future use 78,000 526,000 1,405,000
Additions to construction in progress 177,716,000 47,043,000 236,660,000
Additions to fuel stock 3,170,000 1,291,000 12,022,000
Increase in net restricted assets 114,076,000 196,843,000 338,798,000
Borrowing costs 6,139,000 5,937,000 13,615,000
Repayment of notes payable 343,000 216,000 559,000
Refunds to members of excess

33,000operating charges 33,000 -

10,625,000Refunding of revenue bonds, Series 1975 - -

$ 301.555.000 251.856.000 113 717.000

Changes in components of restricted assets:
Increase (decrease) in r,-- -icted assets:

Cash, investments and special deposits 120,860,000 208,501,000 358,469,000
Accrued interest 7,937,000 1,217,000 9,521,000
Accounts receivable and advance,

payments to contractors 110,000 (201,000) 119,000
Due from current assets (243,000) 243,000 -

128,664,000 209,760,000 366,109,000

Increase (decrease) in liabilities payable
i

I from restricted assets:
Accounts and retainage payable (501,000) 10,173,000 10,812,000
Accrued interest 391,000 2,749,000 3,482,000
Current installments of notes payable 59,000 (24,000) 273,000
Securities sold under agreement to

14,742,000repurchase 14,742,000 -

(84,000)Due to current assets --

Other (103,000) 103,000 -

l 14,588,000 12,917,000 29,311,000

: Increase in net restricted assets $ 114.076.000 196.843.000 338.798.000

E-5 (Continued)

_ _ . - - . . .



.. _. . . -. _. - - _ _ . . . .

2

TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

.

Statements of Changes in Financial Position, Continued

1979 1978 Cumulative,

Changes in components of working capital:
; Increase (decrease) in current assets:

Cash and investments S (111,000) (1,272,000) 454,000
Accounts receivable (3,000) (18,000) 6,000i

Due from agency accounts (17,000) (63,000) -

Due from restricted assets (84,000)- -

Other (11,000) 4,000 18,000
(142,000) (1,433,000) 478,000

Increase (decrease) in current liabilities:,

Accounts payable (11,000) 45,000 99,000
: Accrued compensation and related benefits 165,000 70,000 317,000

Due to agency accounts 414,000 414,000-

Due to restricted assets (243,000) 243,000 -

325,000 358,000 829,000
Decrease in working capital $ 467.000 1.791.000 __ 351.000

See accompanying notes to financial statements.

|

,
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1 TEXAS MUNfCTPAL POWER AGENCY
: (A Development Stage Enterprise)

Notes to Financial Statements
1

September 30, 1979 and 1978

i

!

I (1) General

; The Texas Municipal Power Agency (TMPA) was created in July 1975 by concur-
rent ordinances of the Texas cities of Bryan, Denton, Garland and'

Greenville (Cities) pursuant to Chapter 166, Acts of the 63rd Legislature
of Texas, Regular Session, 1973 as amended by Chapter 143, Acts of the.

; 64th Legislature, Regular Session,1975 (Act). Under the provisions of
the Act, TMPA is a separate municipal corporation, a political subdivision,

of the State, and body politic and corporate.
!

TMPA was created to act on behalf of the Cities for the purpose of obtaining.

; the economic advantages of jointly financing, constructing and operating

i large electric generating units and related facilities to supply the

! Cities' future energy needs.

(2) Nature of Develooment Stage Activities

i
'

TMPA is undertaking, as projects approved by the Cities on August 27, 1976
and June 13, 1978, respectively, construction of the Gibbons Creek Steam

j Electric Station, a lignite fueled generating plant located in Grimes
; County, Texas and a 6.2% ownership interest in the Comanche Peak Plant, a

nuclear fueled generating plant being constructed by a subsidiary of Texas
Utilities Company (see note 4). In addition to these projects, TMPA is

; planning or undertaking a number of " System Development and Reliability
; Expenditures" which primarily relate to transmission and communication

facilities. Such expenditure's cannot exceed the amounts authorized by the,

! Cities.

The financing requirements for TMPA to complete the above-mentioned
i projects and the facilities for which System Development and Reliability
; Expenditures are planned or undertaken as of December 13, 1979 are
| estimated by TMPA, as follows:
! ,

| Gibbons Creek Steam Electric Station
| and related mining and transmission
: facilities S 748,537,000

Acquisition of a 6.2% interest in the,

; Comanche Peak Plant and related
| transmission facilities 180,933,000
| System Development and Reliability
| Expenditures (substantially all of

which have been approved by TMPA and
the Cities as of December 13, 1979) 81.989.000

i

(Continued)

E-7.

i

. _ _ _ _ , - . . . . _ . _ _ _ . , . . , _ . . , . _ . . _ _,, , . . . . , . , _ . _ .. . _ _ . _ . . , . . _...,.___m. _ _ _ . _ _ _ _ _ _ _ _ _ _ . _ _ _,



2

TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements
.

(3) Susunary of Significant Accounting ?olicies

(a) Electric Plant

Electric plant is stated at the historical cost of construction. Such
cost includes payroll related costs such as taxes and employee
benefits, general and administrative costs and an allowance for funds
used in projects.

| The cost of construction perfocned by contractors is recorded on the
basis of billings from the contractors.

Certain facilities, primarily transmission facilities, have been or will
'

be completed prior to the completion of any generating plant. These
completed facilities will remain in construction in progress until
such time as any generating plant is placed in service. At
September 30, 1979 and 1978, construction in progress included
$774,000 of such completed facilities.

(b) Allowance for Funds Used in Projects
.

TMPA has capitalized to electric plant and lignite rights the net cost of
borrowed funds used for such purposes. The net cost of borrowed funds
includes amortization of bond discounts, bond premiums and borrowing

,

costs and net interest expense.'

(c) Federal Income Taxes

As a political subdivision of the State of Texas, any income of TMPA is
j exempt from Federal income tax under Section 115 of the Internal

Revenue Code.

(d) Lignite Rights

Lignite rights include the costs of all preliminary and exploration
studies, leasehold or fee acquisitions, delay rentals and advance
royalties.

,

(Continued)
E-8
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements'

The cost of lignite rights will be amortized by the unit-of production
method when mining of the lignite is commenced.

(e) Depreciation

Depreciation of electric plant in service is calculated by the straight-
line method using the following rates:

Transportation 33%
Furniture and fixtures 20%
Electric plant leased to others 5%
Intangible plant 3%

(f) Revenue Bonds

Issuance costs, discounts and premiums of Revenue Bonds are being
amortized by the straight-line method over the period of the related
maturities.

(g) Reclassifications

Certain 1978 amounts have been reclassified to conform to the 1979
presentation.

(4) Acquisition of Interest in Comanche Peak
.

| On January 2,1979, TMPA executed the Joint Ownership Agreement (Agreement)
to acquire a 6.2% undivided ownership interest in the Comanche Peak Steam'

j Electric Station, consisting of two 1,150 MW nuclear-fueled pressurized
water reactor steam electric units together with associated nuclear fuel,
switchyard, substation, railroad spur and reservoir and an interest in a

; ,

certain associated transmission line.'

i

Under the terms of the Agreement, TMPA is obligated to pay 6.2% of all
future (i) construction costs, (ii) nuclear fuel costs, (iii) operating
costs (af ter the station is placed into commercial operation), (iv) a
management fee of five percent of its pro rata share of operating costs

' and (v) a management fee of five percent of its pro rata ' hare of fuel cost
(subject to certain cost escalation limitations). Subject to certain
operational exceptions, TMPA is entitled to receive 6.2% of the net power
output that the station is capable of producing at any given tims.i

!

l

i

(Continued)
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TEXAS MUNICIPAI. PCWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(5) Fuel Stock

In conjunction with the construction of the Gibbons Creek Steam Electric
Station TMPA has acquired rights to near surface lignite deposits
priearily from surface estate owners where in some cases the mineral
estates are owned by others. The Texas Supreme Court has held that,
depending on determination of fact questians which may require jury trial,
lignite deposits may be a part of either the surface estate or the mineral
estate.

TMPA has a program underway to acquire any lignite rights within the
boundaries of the mining area which it has not heretofore acquired in this
property. TMPA cannot presently determine the additional cost which may
be involved to obtain the rights to mine these areas nor the portion of
amounts already paid which will not be recoverable if necessary mining
rights cannot be obtained. In the opinion of TMPA's legal counsel, there
is only a remote possibility that TMPA has the power of eminent domain to
acquire rights to lignite deposits.

(6) Restricted Asset.,

Restricted assets presented in the accompanying balance sheets include
those assets comprising the Bond, Reserve and Construction Funds which are
established and maintained pursuant to the Bond Resolutions of
September 1, 1976, August 1, 1978 and March 1, 1979. All assets in the
Bond Fund and substantially all assets in the Reserve Fund are available
only to meet the principal and interest payments on the Revenue Bonds.
Assets in the Construction Fund are primarily available for the payment of
construction and acquisition costs of those projects and " System
Development and Reliability Expenditures" described in note 2. The
aggregate amount of assets in each of these Funds at September 30, 1979
and 1978 is as follows:

September 30
1979 1978

Bond Fund S 63,506,000 42,014,000
Reserve Fund 47,975,000 23,796,000
Construction Fund 256,628,000 173,635,000

$ 368.109.000 239.445.000

(Continued)

E-10
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i TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

4

!

Notes to Financial Statements
i
;

i

1
TMPA has purchased and sold investment securities under repurchase agree-

ments whereby TMPA will resell or rebuy, at its cost plus accrued
earnings, specified amounts of the securities on or before specified!

dates. The securities are primarily obligations of the United States
t
' Treasury, the Federal Home Loan Mortgage Corporation, the Government
i National Mortgage Association and Federal Home - Loan Banks. These

j agreements bear interest at rates ranging from 10.125% to 11.30% and
mature at various dates between October 1979 and March 1980.<

U.S. Government and Government Agency obligations include United States
.

Treasury bi31s and notes and securities issued by the Federal Home Loan ,

Bank, the tederal Land Banks , - and the Federal National Mortgage'

Association. - The securities bear interest at rates ranging from 6.875% to
10.15% and mature at various dates between October 1979 and April 1991.

! TMPA intends to hold these securities to maturity.

(7) Revenue Bonds
i

i
TMPA has three issues of Revenue Bonds outstanding, described as follows:

I Revenue Bonds4

Series 1976 Series 1978 Series 1979
.

Issue date October 7, August 15, March 15,'

1976 1978 1979

Range of interest rates 5% - 6-3/8% 5.35% - 7% 5-1/2% - 7%'

Range of annual serial 1983-2011 1984-2011 1985-2012

| maturities
Earliest redemption date September 1, September 1, September 1,

i

1986 1988 1989
j

Latest redemption date August 31, August 31, August 31,
I requiring a premium 1998 2000 1995

: Redemption premium range 3% to.1/2% -3% to 1/2% 3% to 1/2%

The Loads are payable solely from and are secured by an irrevocable first
lien on the net revenues of TMPA and the funds established by the Bond

| Resolutions.
I

t

!

!
>

(Continued)
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| TEXAS MUNICIPAL POWER AGENCY*

(A Development Stage Enterprise)

Notes to Financial Statements
I

i
t

The Bond Resolutions require the establishment of certain funds restricted
1 to specified purposes (Bond Fund, Reserve Fund, Construction Fund and i
'

Contingency Fund - see note 6). and provide that the gross operating
revenue of TMPA shall be applied as follows:

First - for payment of the operating and maintenance expenses
of the system;

Second - for monthly deposits into the Bond Fund so as to
provide the full amount required to pay the prin-
cipal, premium and interest on outstanding bonds
when due;

Third for equal monthly deposits (not to exceed.36) into
i the Reserve Fund to reinstate the balance of the

fund to the average annual debt service on bonds,

outstanding following any transfers from this fund
to the Bond Fund;

i Fourth - for deposits into the Contingency Fund so that on or
before the date of commercial operation of the
initial electric generating facility the balance of

; the fund shall be not less than $2,000,000;

Fifth - for deposits to cure deficiencies in the Bond Fund,<

Reserve Fund and Contingency Fund; and,

Sixth - for any lawful purpose.
t

(8) Notes Payable

As a part of the consideration paid for certain tracts of land, TMPA has
. issued notes payable which are secured'by.the land purchased. The notes.'

are accounted for at stated or imputed ' interest rates and are due in'

annual or quarterly installments over periods ranging from three to
"

sixteen years. The costs of the land securing the notes aggregated
$4,417,000 at September 30, 1979.'

[ The notes payable described above which have been made by TMPA with no
stated interest rate 'have been accounted for using an imputed rate . to

; recognize the time value of periodic payments of money. At September 30, '

'

1979 these notes-had an unpaid face amount of $1,411,000 and an imputed
discount of $332,000 for a net payable of $1,079,000. The imputed rates
used to discount these notes ranged from 5.7% to 8% at September 30, 1979.

i

(Continued)
E-12
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TEXAS MUNICIPAL POWER AGENCY
(A Levelopment Stage Enterprise)

Notes to Financial Statements

(9) Power Sales Contracts

The Cities, under the power sales contracts with TMPA, are required to pay,
for the benefits received or to be received by them from the activities
described in note 2, an amount sufficient to pay TMPA's operating and
maintenance expenses and the Bond Fund, Reserve Fund and Contingency Fund
requirements of the Revenue Bonds (see notes 7 and 12).

(10) Retirement and Deferred Compensation Plans

The retirement plan is structured so that TMPA contributes 10% of gross
wages to the fund for participants. Employees may contribute an
additional amount up to 10% from their earnings on a voluntary basis.
Interest is earned on each individual's account until retirement or
termination. The employee becomes a participant after six months of
service and becomes vested as to the amounts described above upon
becoming a participant. A participant has various payment options upon
retirement or termination. Retirement plan expense for 1979 and 1978 was
$105,000 and $88,000, respectively. Benefits earned exceeded the fund
assets by $19,000 at September 30, 1979.

During 1979 TMPA approved a deferred compensation plan for certain key
employees. The plan provides for certain amounts to be computed for
participating employees based on their salaries up to a maximum provision
each year. Various payment options are available to the employee upon
retirement or termination. The accompanying financial statements
include a charge of $2,000 for such deferred compensation cost for the
year ended September 30, 1979.

(11) Settlement of Litigation

A suit filed in 1977 on behalf of a group known as the Grimes County
Taxpayers Association sought to have declared unconstitutional the
statute under which TMPA was created. The 12th Judicial District Court
of Grimes County, Texas entered a summary judgment in favor of TMPA and
on March 2, 1978 the Court of Civil Appeals affirmed the trial court's

| decision. As a result of the settlement agreement discussed below,
' plaintiffs waived motion for rehearing and the decision of the Appeals

Court became final. The issues in the suit were resolved in favor of
i TMPA.

i

(continued)
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

The Grimes County Taxpayers' Association filed another suit in 1977 against
TMPA and the Environmental Protection Agency (EPA) protesting the
proposed issuance of a permit by the EPA to TMPA for discharging waste
water from TMPA's Gibbons Creek Steam Electric Station. As a result of
the settlement agreement discussed below, an agreed judgment was entered
by the U.S. District Court, Southern District of Texas, denying the
relief sought by the plaintiffs. The judgment is binding on all parties
as the plaintiffs have waived all rights of appeal or other complaints.

In order to obtain certain property and confirm certain rights necessary to
complete the Gibbons Creek Steam Electric Station and to settle various
controversies with certain local government units and others, TMPA
entered into a settlement agreement with the Grimes County Taxpayers'
Association and others on July 19, 1978. A legal proceeding in the
District Court of Grimes County confirmed the terms of the settlement
agreement and made those terms applicable between TMPA, the Taxpayers'
Association, the County of Grimes, Texas, the State of Texas and three
school districts. Under terms of the agreement IMPA, on July 19, 1978,
made payments to the County and the three school districts aggregating
$270,000. TMPA also agreed to make annual payments to the County and the
three school districts so long as the Gibbons Creek Unit No.1 is in
operation as follows: 1979 - $320,000, 1980 - $370,000,
1981 - $420,000, 1982 and thereafter - $520,000. TMPA was also required
to pay the County an amount not to exceed $500,000 for the upgrading of
two county roads in 1979. Proceeds from the Revenue Bonds, Series 1978
sggregating $1,610,000 have been placed in trust accounts to fund the
payments due in 1979, 1980 and 1981. The payments due in 1982 and
thereaf ter are to be made out of the gross revenue from the sale of
electricity from the Gibbons Creek Steam Electric Station. The amount of
annual payments to be made each year is subject to adjustments specified
in the agreement. The estimated total payments to be made by TMPA under
this agreement are approximately $17,000,000.

In exchange for these payments, the Grimes County Taxpayers' Association,
the County and the three school districts settled their controversies
with TMPA. The suits by the Grimes County Taxpayers' Association were
resolved in the manner described above. The County and the school
districts have agreed that TMPA is not liable for ad valorem taxes under
existing Texas law and that TMPA has a power of eminent domain which
extends over public property. The County further agreed to convey
certain property to TMPA and to make available for leasing on a
competitive bid basis certain County land which is believed to contain
lignite deposits.

|
!

| (Continued)
E-14
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TEXAS MUNICIPAL P0kT.R AGENCY

| (A Development Stage Enterprise)
*

Notes to Financial Statements

Annual payments made to the County and the three school districts will be,

capitalized during the period of construction; annual payments made
after the plant becomes operational will be expensed as operating
expenses. Legal fees and expenses of $473,000 incurred in connection
with the Grimes County Taxpayers' Association suits have been
capitalized as intangible plant and construction costs.

(12) Commitments and Contingencies

In connection with the projects and activities described in note 2, TMPA
has entered into contracts for goods and services which aggregate
approximately $457,000,000 and $194,000,000 at September 30, 1977 and
1978, respectively.

A suit filed in the 196th District Court of Hunt County against the City of
Greenville and TMPA alleges that the power sales contract between the
City and TMPA is void and of no force an_d effect, seeks $1,000,000 in
damages and seeks an injunction to prevent the City and TMPA from
attempting to perform any provisions of the power sales contract and to
prevent the City and TMPA from creating additional indebtedness for
bonds. On December 22, 1978, the District Court granted summary judgment
in favor of the City and TMPA. The plaintiff subsequently appealed to
the Court of Civil Appeals, Fifth District, at Dallas. On July 9,1979,
the Court of Civil Appeals dismissed the suit holding that plaintiff had
no standing to assert the claims made in the case. The plaintiff
thereafter made application to the Supreme Court of Texas for writ of

; error. On November 21, 1979, the Supreme Court upheld the judgment and
'

opinion of the Court of Civil Appeals by refusing plaintiff's
application. The legal contention and relief requested pertaining to the
power sales contract, the creation of additional indebtedness for bonds
and the $1,000,000 damages to the plaintiff are without merit in the
opinion of TMPA's legal counsel.

!

'

A suit filed in the 134th District Court of Dallas County against the City
of Garland, TMPA and certain individuals seeks to declare that the power
sales contract between the City and TMPA is null and void, to declare all
previous payments made by the City to TMPA null and void and unlawful, to

; recover $750,000 previously paid by the City to TMPA, to recover
$300,000,000 in punitive damages and for such treble damages

;

(Continued)
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TEXAS MUNICIPAI. PO4'ER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

as may be provided by law. Additionally, the plaintiffs seek an injunc-
tion to prevent the City from performing the power sales contract, to
prevent the City from making any further payment of funds from municipal
revenues to TMPA and to prevent TMPA from spending any money received
from the City. The District Court granted summary judgment in favor of
the City, TMPA and all the individual defendants on December 7,1978.
The plaintiffs subsequently appealed to the Cout of Civil Appeals, Fifth
District, at Dallas. On May 23, 1979, the Court of Civil Appeals
affirmed the judgment of the District Court. The plaintiff thereafter
made application to the Supreme Court of Texas for writ of error. On
November 28, 1979, the Supreme Court upheld the judgments of the lower
courts by refusing the application for writ of ceror. The plaintiffs
have filed with the Supreme Court a motion for rehearing. In the opinion
of TMPA's legal counsel, the legal contentior.s pertaining to the validity
of the power sales contract and the payments required to be made to TMPA
thereunder are without merit and the likelihood of plaintiffs recovering
monetary damages against TMPA is remote.

4

TMPA, as a political subdivision of the State, has the power of eminent
domain in certain real property acquisitions. At September 30, 1979,
TMPA had a number of condemnation suits pending in the Twelfth District
Court of Grimes County, Texas and had also initiated concemnation
proceedings in Brazos, Collin and Hunt Counties.

.

'

The Agency has filed an application with the Texas State Railroad
Commission to obtain a permit for mining operations. It is management's
expectation that the application will be declared administratively
complete by the Railroad Commission in January 1980. Upon such
declaration, interested parties have the opportunity to file comments
and request hearings with the Railroad Commission. In the opinion of the
Agency's legal counsel, should any objections be filed they would
probably not be successful.

i
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Schtdulo 1

TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Schedule of Debt Service Requirements
Revenue Bonds: Series 1976, 1978 and 1979

_
September 30, 1979

(Unaudited)

Revenue Total
Bond Revenue maturities

maturities Bond and
(note) interest interest

(Thousands of dollars)
Year ending September 30:

1979 $ - 29,918 29,918
1980 39,966 39,966-

1981 39,966 39,966-

1982 39,966 39,966-

1983 690 39,966 40,656
1984 4,215 39,931 44,146
1985 8,635 39,708 48,343
1986 9,105 39,237 48,342
1987 9,620 38,732 48,352
1988 10,155 38,187 48,342
1989 10,750 37,601 48,351
1990 11,380 36,971 48,351
1991 12,055 36,298 48,353
1992 12,780 35,573 48,353
1993 13,560 34,797 48,357
1994 14,390 33,963 48,353
1995 15,290 33,068 48,358
1996 16,260 32,102 48,362
1997 17,300 31,060 48,360
1998 18,435 29,930 48,365
1999 19,665 28,704 48,369
2000 20,985 27,386 48,371
2001 22,405 25,970 48,375
2002 23,925 24,453 48,378
2003 25,565 22,827 48,392

i 2004 27,330 21,051 48,381
2005 29,235 19,153 48,388

[ 2006 31,275 17,121 48,396

| 2007 33,450 14,948 48,398
2008 35,785 12,625 48,410
2009 38,285 10,138 48,423
2010 40,955 7,479 48,434
2011 43,815 4,633 48,448

| 2012 22,705 1,589 24,294

( $ 600.000 965.017 1.565 M
,

Note - Serial maturities and mandatory redemption requirements for Term Bonds; does
not include reserve, contingency or mandatory redemption fund requirements.
No provision has been made for early redemption which is allowed in the
Bond Resolutions since management does not intend to do so at this time.

E-17
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Schedule 2

TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Comparison of Revenues and Expenditures Recorded
on a Modified Accrual Basis with Those Budgeted

Year ended September 30, 1979

(Unaudited)
.

Budgeted Actual

Revenues:
Surcharges $ 427,562 412,410
Interest 3,000 23,811
Other 12,000 17,269

442,562 453,490

Expenditures:
Personnel 1,948,156 1,244,843
Outside services 848,740 738,527
Operations 953,790 620,871
Capital outlay 166,879 141,978

3,917,565 2,746,219
i Less expense allocated to other accounts 3,475,003 2,335,255

Net expenditures 442,562 410,964
42.526Excess of revenues over net expenditures $

-

Note - This statement reflects a comparison of the Operating Budget of TMPA for the
fiscal year 1978-79 and the actual expenditures and is presented on the
modified accrual basis. Purchases of land and furniture are considered
expenditures for purposes of this statement. Legal fees and other expenses
which were paid from proceeds of the Series 1976, 1978 and 1979 Revenue
Bonds are not presented as expenditures for purposes of this statement.

E-IS
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Included herein are the unaudited financial statements of the Agency for the
six months ended March 31,1980.
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TEXAS MUNICIPAL POWER AGENCY
(A Devalopment Staga Enterprise)

Balance Sh,eet

March 31, 1980

(unaudited)

Aasets

Electric plants Liabilities and Ketained Earnings

In service:
Transportation equipment $ 177,000 Retained earnings accumulated during the

Furniture sad fixtures 235,000 development stage $ 62.000
Electric plant leased to others 403,000
Intangible plant 445,000 Long-tera debt:

1,260,000 Revence bonds (note 7):
Less accumulated depreciation 260,000 Series 1976 (net of unamortized discount of

1,000,000 $148,000 and including unsmortized premium of
Land held for future use 289,000 $33,000) 49,885,000
Construction in progress (notes 2, 4, 8 and 11) 285.955,000 Series 1978 250,000,000

Total electric plant 287,244,000 Series 1979 (net of unamortized discount of $94,000) 299,906.000
Notes payable, excluding current installments (note 8) 2,271,000

Other assets: Total long-term debt 602.062,000

: Fuel stock (notes 5, 8 and 11) 14,824,000
- Unamortized borrowing costs 12,332,000 Current and accrued liabilities:

Total other assets 27,156,000 Payable from restricted assets (note 6):
Current installments of notes psymble (note 8) 308,000

Restricted assets (note 6): Accounts payable 7,348,000
Time deposits 2,218,000 Retainage psyable 3,977,000
Securities purchased under an agreement to Accrued interest 3,389,000

resell, at cost 67,129,000 Due to current assets 648,000

U.S. Government and Government Agency 15,670,000
obligations, at amortized cost 226,800,000

Special deposits 1,203,000 Payable from current assets:

Accrued interest 4,758,000 Accounts payable 650,000
Advance payments to contractors 941,000 Accrued compensation and pension benefits (note 10) 129,000

Total restricted assets 303,049,000 Other 59.000
Total current and accrued liabilities 16,508.000

Current assets:
Cash 222,000 Commitments and contingencies (notes 5 and 11)
Accounts receivable 10,000
Prepaid expenses 17,000
Due from agency accounts 266,000
Due from restricted assets 648,000

1,183,000

$618,632,000
,

$618,632,000
--

See accompanying notes to financial statements.

.
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TEXAS MUNICIPAL POWER AGENCY
(A Devalopm nt Stega Enterpries)

Statements of Operations and Retained Earnings
Accumulated During the Development Stage

For the Six Month Period ended March 31, 1980 (unaudited)
. and cumulative from inception to March 31, 1980 (unaudited)

March 31,
1980 Cumulative

Operating revenues:
Charges to participating members (note 9) $ 200,000 $ 2,057,000
Other operating income 5,000 46,000

205,000 2,103,000

Operating revenue deductions:
Operating and general expenses 104,000 1,886,000
Depreciation and amortization 12,000 49,000

116,000 1,935,000

Net operating revenues 89,000 168,000

Other income (deductions):
Revenues of electric plant leased to others 33,000 102,000
Expenses of electric plant leased to others (22,000) (177,000)
Interest income 17,640,000 51,748,000
Interest on long-term debt (19,982,000) (60,359,000)
Amortization of debt discount, premium and
borrowing costs, net (695,000) (1,480,000)

Allowance for funds used in projects 3,037,000 10,093,000

Total other income (deductions) 11,000 (73,000)

Net income 100,000 95,000

Retained earnings (deficit) accumulated during
the development stage:
At beginning of period (38,000) -

Distributions to member cities - (33,000)

At end of period $ 62,000 $ 62,000
_

See accompanying notes to financial statements.
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TEXAS MUNICIPAL POW 2 AGENCY
(A Development Stage Enterprise)

Statements of Changes in Financial Position

For the Six Month Period ended March 31, 1980 (unaudited)
and cumulative from inception to March 31, 1980 (unaudited)

March 31,
1980 Cumulative

Sources of working capital:
Net income $ 100,000 $ 95,000
Depreciation and amortization 606,000 699,000

Working capital provided by
operations 706,000 794,000

Proceeds of revenue bonds - 610,329,000
Proceeds of notes payable (net of

current installments) - 2,949,000

$ 706,000 $614,072,000

Uses of working capital:
Increase in working capital 696,000 345,000
Additions to electric plant in service

and land held for future use - 1,405,000
Additions to construction in progress 48,619,000 285,279,000
Additions to fuel stock 2,691,000 14,713,000
Increase (decrease) in net restricted assets (51,419,000) 287,379,000
Borrowing costs - 13,615,000
Repaynent of notes payable 119,000 678,000

33,000Refunds to members of excess operating charges -

Refunding of revenue bonds, Series 1975 - 10,625,000

$ 706,000 $614,072,000

Changes in components of restricted assets:

Increase (decrease) in restricted assets:
Cash, investments and special deposits (61,119,000) 297,350,000
Accrued interest (4,763,000) 4,758,000
Accounts receivable and advance

payments to contractors 822,000 941,000

(65,060,000) 303,049,000

Increase (decrease) in liabilities payable

from restricted assets:
Accounts and retainage payable 513,000 11,325,000
Accrued interest (93,000) 3,389,000
Current installments of notes payable 33,000 308,000
Securities sold under agreement to repurchase (14,742,000) -

Due to current assets 648,000 648,000

(13,641,000) 15,670,000

Increase in net restricted assets $ (51,419,000) $287,379,000

F5
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Statements of Changes in Financial Position, Continued

(unaudited)

March 31,
1980 Cumulative

Changes in components of working capital:
Increase (decrease) in current assets:

Cash and investments $ (232,000) $ 222,000
Accounts receivable 4,000 10,000
Due from agency accounts 286,000 286,000
Due from restricted assets 648,000 648,000
Other (1,000) 17,000

705,000 1,183,000

Increase (decrease) in current liabilities:
Accounts payable 551,000 649,000
Accrued compensation and related benefits (187,000) 130,000
Due to agency accounts (414,000) -

Other 59,000 59,000

9,000 838,000

Increase in working capital $ 696,000 $ 345,000

See accompanying notes to financial statements.

i
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

March 31, 1980

(unaudited)

(1) General
,

The Texas Municipal Power Agency (TMPA) was created in July 1975 by
'

concurrent ordinances of the Texas cities of Bryan, Denton, Garland
and Greenville (Cities) pursuant to Chapter 166, Acts of the 63rd
Legislature of Texas, Regular Session,1973 as amended by Chapter
143, Acts of the 64th Legislature, Regular Session, 1975 ( Act) .
Under the provisions of the Act, TMPA is a separate municipal cor-
poration, a political subdivision of the State, and body politic
and corporate.

TMPA was created to act on behalf of the Cities for the purpose of
obtaining the economic advantages of jointly financing, constructing
and operating large electric generating units and related facilities
to supply the Cities' future energy needs.

(2) Nature of Development Stage Activities

TMPA is undertaking, as projects approved by the Cities on August 27,
' 1976 and June 13, 1978, respectively, construction of the Gibbons

Creek Steam Electric Stat' ion, a lignite fueled generating plant loca-
ted in Grimes County, Texas and a 6.2% ownership interest in the.

| Comanche Peak Plant, a nuclear fueled generating plant being con-
i structed by a subsidiary of Texas Utilities Company (see note 4).In

addition to these projects, TMPA is planning or undertaking a number
of " System Development and Reliability Expenditures" which primarily
relate to transmission and communication facilities. Such
expenditures cannot exceed the amounts authorized by the Cities.

The financing requirements for TMPA to complete the above-mentioned
projects and the facilities for which System Development and Relia-
bility Expenditures are planned or undertaken as of June 1,1980
are estimated by TMPA as follows:

Gibbons Creek Steam Electric Station
and related mining and transmission
facilities $7 92,800,000

,

Acquisition of a 6.2% interest in the
| Comanche Peak Plant and related

transmission facilities 207,400,000
System Development and Reliability

Expenditures (all of which have
been approved by TMPA and the
Cities) 80,600,000

| (Continued)
!
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

(3) Summary of Significant Accounting Policies

(a) Electric Plant

Electric plant is stated at the historical cost of construction.
Such cost includes payroll related costs such as taxes and
employee benefits, general and administrative costs, and an
allowance for funds used in projects.

The cost of construction performed by contractors is recorded on
the ba. is of billings from the contractors.

Certain facilities, primarily transmission facilities, have been
or will be completed prior to the completion of any generating
plant. These completed facilities will remain in construction
in progress until such time as any generating plant is placed

i in service. At March 31, 1980, construction in progress
included $774,000 of such completyd facilities.

(b) Allowance for Funds Used in Projects

TMPA has capitalized to electric plant and lignite rights the net
cost of borrowed funds used for such purposes. The net cost of
borrowed funds includes amortization of bond discounts, bond
premiums, borrowing costs, and net interest expense.

(c) Federal Income Taxes

As a political subdivision of the State of Texas, any income of
TMPA is exempt from Federal Income Tax under Section 115 of
the Internal Revenue Code.

(d) Lignite Rights

Lignite rights include the costs of all preliminary and exploration
studies, leasehold or fee acquisitions, delay rentals and advance
royalties.

The cost of lignite rights will be amortized by the unit-of production
method when mining of the lignite is commenced.

(Continued)

F4



3

TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

(e) Depreciation

Depreciation of electric plant in service is calculated by the
straight-line method using the following rates:

Transportation 33%

Furniture and fixtures 20%

Electric plant leased to others 5%

Intangible plant 3%

(f) Revenue Bonds

issuance costs, discounts and premiums of Revenue Bonds are
being amortized by the straight-line method over the period
of the related maturities.

} (4 ) Acquisition of Interest in Comanche Peak

On January 2, 1979, TMPA executed the Joint Ownership Agreement
(Agreement) to acquire a 6.2% undivided ownership interest in the
Comanche Peak Steam Electric Station, consisting of two 1,150 MW
nuclear-fueled pressurized water reactor steam electric units
together with associated nuclear fuel, switchyard, substation,
railroad spur and reservoir and an interest in a certain associated
transmission line.

!

Under the terms of the Agreement, TMPA is obligated to pay 6.2% of
all future (i) construction costs, (ii) nuclear fuel costs,
(iii) operating costs (af ter the station is placed in commercial
operation), (iv) a management fee of five percent of its
pro rata share of operating costs and (v) a management fee
of five percent of its pro rata share of fuel cost (subject
to certain cost escalation limitations). Subject to certain
operational exceptions, TMPA is entitled to receive 6.2% of
the net power output that the station is capable of producing
at any given time.

i

(Continued)
1
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

(5) Fuel Stock

In conjunction with the construction of the Gibbons Creek Steam
Electric Station, TMPA has acquired rights to near surface
lignite deposits primarily from surface estate owners where
in some cases the mineral estates are owned by others. The
Texas Supreme Court has held that, depending on determination
of fact questions which may require jury trial, lignite
deposits may be a part of either the surface estate or the
mineral estate.

On March 19, 1980, the Supreme Court of Texas rendered its opinion
in the case of W' lie v. Reed, wherein the Court settled the -y
question of lignite ownership, where a conveyance of land
reserved an interest in " oil, gas, and other mit.crals".
Did that reservation include an interest in lignite? The
court answered that question by holding that as a matter of
law a deposit which is within 200 f t. of the surface is "near

surface" and that the rule for near surface lignite is that the
substance will not be granted or tetained as a mineral if it
is shown that any reasonable method of production would
destroy or. deplete the surface. This decision should allow the
Agency to mine lignite from rights already acquired from surface
estate owners without acquiring additional lignite rights from
mineral estate owners.

TMPA has a program underway to acquire additional lignite rights within
the boundaries of the mining area which it has not heretofore

| acquired.
I

_

(Continued)
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

(6 ) Restricted Assets

Restricted assets presented in the accompanying balance sheets include
those assets comprising the Bond, Reserve and Construction Funds which
are established and maintained pursuant to the Bond Resolutions of
September 1, 1976, August 1, 1978 and March 1,1979. All assets in
the Bond Fund and substantially all assets in the Reserve Fund are
available only to meet the principal and interest payments on the
Revenue Bonds. Assets in the Construction Fund are primarily
available for the psyment of construction and acquisition costs of
those projects and " System Development and Reliability Expenditures"
described in note 2. The aggregate amount of assets in each of these
Funds at March 31, 1980 is as follows:

Bond Fund $ 47,125,000
Reserve Fund 52,093,000
Construction Fund 203,831,000

$303,049,C00

TMPA has purchased investment securities under repurchase agree-
ments whereby TMPA will resell, at its cost plus accrued earnings,
specified amounts of the securities on or before specified dates.
The securities are primarily obligations of the United States
Treasury, the Federal Home Loan Mortgage Corporation, the Gcvern-
ment National Mortgage Association and Federal Home Loan Banks.
These agreements bear interest at rates ranging from 13.40% to
15.50% and mature at various dates between April,1980 and
July, 1980.|

U. S. Government and Government Agency obligations include United
States Treasury bills and notes and securities issued by the
Federal Home Loan Bank, the Federal Land Banks, and the
Federal National Mortgage Association. The securities bear
interest at rates ranging from 6.875% to 16.00% and mature
at various dates between April, 1980 and April, 1991. TMPA
intends to hold these securities to maturity.

(Continued)
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

(7) Revenue Bonds

TMPA has three issues of Revenue Bonds outstanding, described as
follows:

Revenue Bonds
Series 1976 Series 1978 Series 1979

Issue date October 7, August 15, March 15,
1976 1978 1979

Range of interest rates 5% - 6-3/8 5.35% - 7% 5-1/2% - 7%
Range of annual serial 1983-2011 1984-2011 1985-2012

maturities
Earliest redemption September 1 September 1 September 1

date 1986 1988 1989
Latest redemption date August 31 August 31 August 31,

requiring a premium 1998 2000 1995
Redemption premium range 3% - 1/2% 3% - 1/2% 3% - 1/2%

The Bonds are payable solely from and are secured by an irrevocable
first lien on the net revenues of TMPA and the funds established
by the Bond Resolutions.

The Bond Resolutions require the establishment of certain funds
restricted to specified purposes (Bond Fund, Reserve Fund,
Construction Fund and Contingency Fund - see note 6) and
provide that the gross ' operating revenue of TMPA shall be
applied as follows:

,

for payment of the operating andFirst -

maintenance expenses of the system;

Second - for monthly deposits into the Bond Fund
so as to' provide the full amount required
to pay the principal, premium and interest
on outstanding bonds when due;

(Continued)
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TEXAS MUNICIPAL POWER AGENCY

; (A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

for equal monthly deposits (not to exceedThird -

36) into the Reserve Fund to reinstate the
balance of the fund to the average annual
debt service on bonds outstanding following
any transfers from this fund to the
Bond Fund;

for deposits into the Contingency Fund soFourth -

that on or before the date of commercial
operation of_the initial electric generating
facility the balance of the fund shall be
not less than $2,000,000;

for deposits to cure deficiencies in theFifth -

! Bond Fund, Reserve Fund, and Contingency
Fund; and

for any lawful purpose.Sixth -

(8) Notes Payable

As a part of the consideration paid for certain tracts of land, TMPA
has issued notes payable which are secured by the land purchased.
The notes are accounted for at stated or imputed interest rates
and are due in annual or quarterly installments over periods ranging
from three to fifteen years. The costs of the land securing the
notes aggregated $4,196,000 at March 31, 1980.

The notes payable described above which have been made by TMPA with
no stated interest rate have been accounted for using an imputed

rate to recognize the time value of periodic payments of money.
At March 31, 1980, these notes had an unpaid face amount of
$1,358,000 and an imputed discount of $344,000 for a net payable
of $1,014,000. The imputed rates used to discount these notes
ranged from 5.7% to 8% at March 31, 1980

J

(Continued)
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements
'

(unaudited)

(9) Power Sales Contracts

The Cities, under the power sales contract with TMPA, are required to
pay, for the benefits received or to be received by them from the
activities described in note 2, an amount sufficient to pay TMPA's
operating and maintenance expenses and the Bond Fund, Reserve
Fund and Contingency Fund requirements of the Revenue Bonds
(see notes 7 and 11).

(10) Retirement and Deferred Compensation Plans-

The retirement plan is structured so that TMPA contributes 10% of
gross wages to the fund for participants. Employees may contri-

j bute an additional amount up to 10% from their earnings on a
voluntary basis. Interest is earned on each individual's
account until retirement or termination. The employee becomes
a participant after six months of service and becomes vested

as to the amounts described above upon becoming a participant.
A participant has various payment options upon retirement
or termination. Retirement plan expense for the six months
ended March 31, 1980 was $88,000.

:

During 1979 TMPA approved a deferred compensation plan for certain
key employees. . The plan provides for certain amounts to be
computed for participating employees based on their salaries
up to a maximum provision each year. Various payment options
are available to the employee upon retirement or termination.
The accompanying financial statements include a charge of $13,000
for such deferred compensation cost for the six months ended
March 31, 1980.

i

!
|

(Continued)
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TEXAS MUNICIPAL POWER AGENCY
(A Development Stage Enterprise)

Notes to Financial Statements

(unaudited)

(11) Commitments and Contingencies

In connection with the projects and activities described in note 2,
TMPA has entered into contracts for goods and services which aggre-
gate approximately $466,000,000 at March 31, 1980.

TMPA, as a political subdivision of the State, has the power of
eminent domain in certain real property acquisitions. At March
31, 1980, TMPA had a number of condemnation suits pending in
the district courts of Grimes, Brazos, Collin and Hunt Counties.

The Agency has filed an application with the Texas State Railroad
Commission to obtain a permit for mining operations. The appli-
cation has been declared administratively complete by the
Railroad Commission and hearings have been held before an
examiner of the Commission. It is anticipated that a formal
recommendation of the examiner will be presented to the
Commission in approximately ninety days.

As a result of settlement of litigation between TMPA and a group
known as the Grimes County Taxpayers Association, TMPA agreed to
make annual payments to Grimes County and three school districts
beginning in 1979 and continuing so long as the Gibbons Creek
Unit No. 1 is in operation, in addition to a settlement
payment made in 1978. The future aggregate payments are to'

be made on the following schedule: 1980 - $370,000;
1981 - $420,000; 1982 and thereaf ter - $520,000.

|

|
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EXHIBIT Ii

Dumas, Huguenin, Boothman & Morrow
.

1212 Kirby Building 1509 Main Streat
Dallas, Texas 75201

(214) 741-3458

W. P. DUMAS (1890-194F)
A. BRYCE HUGUENIN SAN ANTONIO OFFICE
CLAUD O. BOOTHMAN
ELBERT M. MORROW 2200 TOWER LIFE BUILDINO
ED H. ESQUIVEL SAN ANTONIO TEXAS 78205
plCHARD W. HARRIS (512) 223-2541
RICHARD D HUFF

|

WE IIAVE EXAhtINED certified proceedings, including the Resolution (the " Bond Resolu-
tion") adopted by the Board of Directors of the Texas hiunicipal Power Agency (the " Agency"),

,

J a municipal corporation, political subdivision of the State of Texas, and a body politic and corporate,
duly created and validly existing pursuant to the Constitution and laws of the State of Texas,
authorizing the issuance by the Agency of its Bonds dated August 1,1980, in the principal sum of
TWO IlUNDRED FIFTY hilLLION DOLLARS ($250,000,000), more particularly described as
follows:

TEXAS NIUNICIPAL POWER AGENCY REVENUE BONDS, SERIES 1980 (the " Bonds"),
numbered consecutively from 1 through 50,000, each in the denomination of $5,000. The Bonds
mature on September 1 in each of the following years and amounts and bear interest until paid,

j such interest being payable on hlarch 1,1931, and seminai.nually thereafter on each September
~

1 and hf arch 1, at the following per annum rates:
!
i Year Amount Rate

1985 $ 2,635,000 6%
1986 2,790,000 6%

i 1987 2,965,000 6%
'

1988 3,160,000 6%
; 1989 3,370,000 7

1990 3,605,000 7.20

|. 1991 3,865,000 7.40
1992 4,155,000 7.60

1993 4,470,000 7.80
1994 4,815,000 8
1995 2,410,000 8.15

| 2000 36,490,000 8%
| 2002 18,050,000 9

2005 33,670,000 9.10
f 2012 123,550,000 9%

The Bonds maturing on and after September 1,1991, are subject to optional redemption,

| prior to their scheduled maturitics and, additionally, the Bonds maturing September 1, 2000,
| September 1,2002, September 1,2005, and September 1,2012, are subject to mandatory redemp-

! tion prior to their scheduled maturities, allin accordance with the terms and conditions stated on
the face of each ';f the Bonds.
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Continuation of Legal Opinion of hiessrs. Dumas, Iluguenin, Boothman and Aforrow re TEXAS
NIUNICIPAL POWER AGENCY REVENUE BONDS, SERIES 1950 dated August 1,1950.

- WE HAVE ALSO EXAA11NED executed Bond Number One and find same in due form of law
and p operly executed. We have further examined certified copies of certain other proceedings and
other showings of the Agency in connection with the Bonds, including certifications and representations
concerning the use of proceeds of the Bonds, the use of other funds of the Agency and other material
facts within the knowledge and control of the Agency, upon which certifications and representations
we rely.

IT IS OUR OPINION that such proceedings and other showings tendered in connection there-
with evidence that all of the Bonds were duly authorized and issued in conformity with the Constitu-
tion and laws of the State of Texas presently effective, particularly Article 1435a, R.C.S. of Texas,
1925, as amended, and that the Bonds and the Bond Resolution, are valid and legally binding upon
the Agency, and enforceable, in accordance with the terms and conditions thereof; that the Power
Sales Contracts, each of which is dated as of September 1,1976, by and between the Agency and
the Cities of Bryan, Denton, Garland and Greenville, Texas, are valid and enforceable contracts;
that all payments to be made by such Cities under the respective Contracts are operating expenses
of the electric power and light systems of such Cities. The Bonds, together with the outstanding and
unpaid Previously Issued Bonds, are payable as to principal and interest solely from and equally
secured by an irrevocable first lien on and pledge of the Net Revenues of the System and all Funds
(including the investments therein) established and reaffirmed by the Bond Resolution, other than
the Revenue Fund, and the Revenue Fund subject to the payment of the Operating and Alaintenance
Expenses. The terms in this paragraph have the meaning assigned to them in the Bond Resolution.

TIIE BOND RESOLUTION further provides certain conditions under which the Agency may
issue additional parity bonds or otner evidences of indebtedness payable from the same source and
secured in the same manner.

WE IIAVE ACTED AS BOND COUNSEL for the A ency for the sole purpose of rendering3
our opinion with respect to the legality and validity of the Bonds under the Constitution and laws of
the State of Texas, with respect to the exemption of the interest on the Bonds from Federal income
taxes and with respect to certain other matters in connection with the delivery of the Bonds, and for
no other purpose or reason. We have not been requested to investigate or verify, and have not
independently investigated or verified, any records, data or other material relating to the financial
condition or capabilities of the Agency and have not assumed any responsibility with respect thereto.

IT IS OUR FURTIIER OPINION that the interest on the Bonds is exempt from Fede al
income taxea under existing laws and regulations.

|

|
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Exhibit II

Clcssary of Certain Terms Used in this Official Statement

The following terms, as used in this Official Statement, have the meanings set forth below:;

Annual System Costs-with respect to a fiscal year of the Agency, and to the extent not paid or
to be paid from the proceeds of Bonds or other funds legally available to the Agency, all costs and
expenses of the Agency that are paid or incurred during such fiscal year of the Agency and are

,

allocable to the System, including, but not limited to the payment of the Operating and Alaintenance
Expenses of the System, all costs, charges, and exposes of replacements and renewals of the System'

and all taxes, assessments or other governmental charges lawfully imposed on the Agency or on the
revenues of the System or payments in lieu thereof, and the deposit or payment of any and all

: amounts which the Agency may now and hereafter become obligated to deposit into any fund or pay
from revenues of the System, by law, contract, or the Resolution.

t

; Average Annual Debt Ser ice - the annual arithmetic average (fiscal year basis) of the principal
of and interest on all outstanding Bonds becoming due from the date of calculation to the earlier ofi

the date of maturity of such Bonds or to the date such Bonds are required to be called for redemption.

: Debt Service-with respect to any period, the aggregate amounts required to be paid during
! said period on outstanding Bonds, less those amounts on deposit for the payment thereof, as the

same shall become due.

Development Project-any one or more of the following: (i) repairs, replacements, or modifica-
*

tions to an existing generating facility owned in whole or in part by the Agency, and which are
designed to increase or maintain an operating efficiency of the facility or (ii) preliminary and develop-
mental work to determine whether any work should be undertaken as a Project, or engineering, legal,
and financial studies in connection with the planning, development or utilization of power resources,-
or (iii) any purpose for which proceeds of Bonds may be expended under the Act, except a Project.

Cross Revenues-the entire income and revenue of the Agency derived frcm the operation of
the System or ownership of ptoperties constituting the System. The term does not include payments

j received by the Agency from certain other sources, inchiding payments from a City upon its with-
| drawal from the Agency, proceeds of insurance (except business interruption insurance) or eminent

domain, or investment income of the Construction Fund.

Investment Securities-any of the following securities, if and to the extent that the same are
at the time legal for investment of Agency funds:

(i) Direct obligations of the United States cf America; obligations which in the opinion
of the Attorney General of the United States are general obligations of the United States and
backed by its full faith and credit; obligations guaranteed by the United States of America; and

(ii) Esidences of indebtedness of the Federal Land Banks, Federal Imermediate Credit
Banks, Banks for Cmperatives, Federal llome Loan Banks, Federal National Afortgage Associa-
tion, Federal Financing Bank Participation Certificates in the Federal Assets Financing Trust,
New Ilousing Authority Bonds and Project Notes fully secured by contracts with the United
States of America, or any other agency or instrumentality of the United States of America; bonds
secured by the general credit of the State of Texas; and deposits which are fully secured (to the
extent not insured by a corporation, instrumentality or agency of the United States of America)
by obligations in which the Agency may invest under the provisions of this definition.

_. _ _,_ _ . _ . -
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Net Energy For Load-a City's net energy generation plus energy received from others minus
energy delivered to others at the points of delivery during the period under consideration.

Net Ilevenues-for any period, the Gross Ilevenues during such period less the Operating and
Alaintenance Expenses during such period.

Operating and hiaintenance Expenses-all expenses incurred in the operation and maintenance
of the System and the Agency which are properly accounted for such purpose, under generally
accepted accounting principles. Such term does not include depreciation or obsolescence charges or
reserves therefor, interest charges and charges for the payment of principal, or amortization, of Ilonds
or other indebtedness of the Agency.

Project-one or more of the following: (i) any power generating facility (or interest therein)
to be constructed or acqui.ed by the Agency as well as fuel therefor and any transmission facility
required to connect or interconnect such generating facility with a City or others, (ii) any addition or
improvement to a power generating facility which is then owned, in whole or in part, by the Agency,
or (iii) any contract right to purchase or receive a power supply or transmission capacity (a) by
the making of a prepayment of capital costs which are associated with the supply or capacity so

,

purchased, or (b) by the execution of a take or pay contract having a duration of more than 10 years,
including any renewals thereof or (c) by the execution of a contract to purchase power or energy
(either or both) on an all requirements basis.

System - the Agency's interest in all properties (owned or operated by or on behalf of the Agency)
which are financed, in whole or in part, through the issuance of obligations by the Agency for approved
Projects and approved System Development and Reliability Expenditures and Development Projects,
prior to the time one of the Cities disappmves a Project under the provisions of the Contract and
elects Option One as described in " Summary of Certain Provisions of the Power Sales Contract-
Election of Options Upon Disapproval". The term also includes any contract for providing services or
power and energy, either or both.

System Development and Ileliability Expenditures-those expenditures which the Agency deter-
mines, under prudent utility practices, should be expended over a given period of time for (i)
transmission and related facilities to increase the reliability of the delivery of power and energy by
the Agency, (ii) the exploration for, development of or the acquisition of a fuel supply or supplies
in order to provide fuel for generating 'acilities which are not then owned or in the process of
construction for and on behalf of the Agency, or (iii) repairs, replacements, or modifications to an
existing generating facility (owned in whole or in part by the Agency or under construction by it)
which are designed to increase the rated capacity of such generating facility. Such expenditures
which are to be paid from the proceeds of a series of Ilonds shall be considered a single Project.

I

|
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POWER SALES CONTRACT

BETWEEN

TEXAS MUNICIPAL POWER AGENCY

AND

CITY OF BRYAN, TEXAS

CITY OF DENTON, TEXAS

CITY OF GARLAND, TEXAS

CITY OF GREENVILLE, TEXAS

This Contract, made and entered into as of the 1st day of September,1976, by and between
the Texas Municipal Power Agency, a municipal corporation and political subdivision of the State
of Texas, and the City of Bryan, the City of Denton, the City of Garland, and the City of Greenville,
Texas each of which cities is a municipal corporation of the State of Texas and a home rule city
(herein collectively called " Cities" or individually called " City").

W I T N E S S E T II :

WilEREAs, each City has need for an economical, reliable source of Power and Energy to meet
the growing demands of its customers and has determined to purchase such Power and Energy from
the Agency; and

WIIEREAS, the Agency proposes to construct or acquire electric generating plants and transmission
lines or to acquire ownership interests therein, and to purchase or otherwise obtain Power and Energy
for the purpose of supplying Power and Energy to each City and others; and

WilEREAS, each City desires to purchase, and the Agency desires to sell Power and Energy or,
the terms and conditions herein set forth;

Now, TilEREI' ORE, in consideration of the mutual undertakings herein contained, the Agency
and each City agree as follows:

Section 1: Term of Contract. This Contract shall become effective upon the delivery to the
Agency of the proceeds of the initial series of Bonds. Subject to the provisions of Sections 16 and
19 hereof, this Contract shall remain in effect for a period of thirty-five (35) years from the date
hereof or until such time as all of the Debts of the Agency shall have been paid (or provision for such
payment shall have been made), whichever is later.

Section 2: Definitions. As used herein:

(a) "Act" shall mean Chapter 166, Acts of the 63rd Legislature, Regular Session,1973, as amended
by Chapter 143, Acts of the 64th Legislature, Regular Session,1975, and all laws amendatory thereof
or supplemental thereto.

(b) " Agency" shall mean the Texas hfunicipal Power Agency as created and establishm (pursuant
to the Act) by concurrent ordinances adopted by the governing bodies of the Cities, or its successor.

(c) " Annual System Costs" shall mean, with respect to a Contract Year, and to the extent not
paid or to be paid from the proceeds of Bonds or other funds legally available to the Agency, all
costs and expenses of the Agency that are paid or incurred during such Contract Year and are allocable
to the System, including, but not limited to the payment of the Operating and hiaintenance Expenses of



the System, all costs, charges, and expenses of replacements and renewals of the System and all taxes,
asses.ments or other governmental charges lawfully imposed on Agency or on the revenues of the
System or payments in lieu thereof, and the deposit or payment of any and all amounts which the Agency
may now and hereafter become obligated to deposit into any fund or pay from revenues of the System, by
law, contract, or any Bond Resolution.

(d) "Armual System Budget" shall mean, with respect to a Contract Year, the budget of the
Agency prepared in accordance with Section 6 hereof for such Contract Year or, in the case of an
amended Annual System Budget, for the remainder of such Contract Year.

(e) " Approved Project" shall mean a Project which has been approved pursuant to Section 13
of this Contract. The term does not include Projects which may be approved after th: Agency is
recreated pursuant to Section 16 of this contract.

(f) " Bonds" shall mean all bonds issued by the Agency pursuant to the Bond Resolution.

(g) " Bond Resolution" shall mean the resolution authorizing the issuance of the " Texas Municipal
Power Agency Revenue Bonds, Series 1976," and any resolution subsequently adopted by the Agency
which authorizes the issuance of Bonds, including refunding Bonds, on a parity with the said Series
1976 Bonds. Subject to the provisions of paragraphs (c) and (f) of Section 14, in either of the
events that (i) a Cit; 6 approves a Project (pursuant to Section 13 hereof) and elects Option One
or (ii) the Agency is recreated pursuant to Section 16 hereof and entities other than all of the Cities
of Bryan, Denton, Ga.iand and Greenville contract with the Agency to provide moneys for the
payment of any cblig#on of the Agency, obligations thereafter issued shall not be on a parity with
the Series 1976 Bonds, and such obligations, if any, shall not be deemed to have been issued pursuant
to the Bond Resolution.

(h) " Contract Year" shall mean the fiscal year of the Agency as from time to time determined by
the Agency; provided, ho", ver, the first Contract Year of the Agency shall begin on the efIcctive date of
this Contract and shall end on the last day of the fiscal year of the Agency within which this Contract
becomes effective.

(i) " Debts" shall mean Bonds and Subordinated Indebtedness, as defined in the Bond Resolution,
together with interest thereon, and redemption premiums if any.

(j) " Debt Service" or " Debt Service Requirements" shall mean, with respect to any period, the
net aggregate of me amounts required to be paid during said period on any Debts outstanding as the
same shall become due.

(k) " Development Project" shall mean any one or more of the following: (i) repairs, replacements,
or modifications to an existing generating facility owned in whole or in part by the Agency, and which
are designed to increase or maintain an operating etliciency of the facility or (ii) preliminary and
developmental work to determine whether any work should be undertaken as a Project, or engineering,
legal, and financial studies in connection with the planning, development or utilization of power
resources, or (iii3 any purpose for which proceeds of Bonds may be expended under the Act, except a
Project. The Agency may issue Bonds (in a separate series or combined with Bonds being issued for
other purposes) to provide funds for a Development Project upon compliance with the provisions for the
issuance of Bonds as set forth in the Bond Resolution, but the approval of the Cities, pursuant to
Section 13 hereof, shall not be required.

(1) " Energy" shall mean kilowatt-hours (kwh).

(m) " Net Energy For Load" shall mean a City's net Energy generation plus Energy received
from others minus Energy delivered to others at the Points of Delivery during the period under
consideration.

(n) "Oper? ting and Maintenance Expenses" shall mean all expenses incurred in the operation and
maintenance of the System and the Agency which are properly accounted for such purpose under
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generally accepted accounting principles. Such term does not include depreciation or obsolescence
charges or reserves therefor, interest charges and charges for the payment of principal, or amortization,
of Ilonds or other indebtedness of the Agency.

| (o) " Points of Delivery" shall mean the points on the System of, or available to the Agency, as
set forth in Exhibit A, as amended from time to time by the Agency and the City concerned, at which

! Power and Energy are made available to a City pursuant to this Contract.

(p) " Power" shall mean kilowatts (kw).
I (q) " Project" shall mean one or more of the fehowing: (i) any power generating facility (or

interest therein) to be constructed or acquired by the Agency as well as fuel therefor and any trans-
! mission facility required to connect or interconnect such generating facility with a City or others, or

(ii) any addition or improvement to a power generating facility which is then owned, in whole or in
j part, by the Agency, or (iii) any contract right to purchase or receive a power supply or transmission
'

capacity (a) by the making of a prepayment of capital costs which are associated with the supply or
capacity so purchased, or (b) the execution of a take or pay contract having a duration of more than
10 years, including any renewals thereof, or (c) the execution of a contract to purchase Power or Energy

j (either or both) on an all requirements basis. The term does not include any facility financed with the
'

proceeds of Special Contract Obligations as permitted under and defined in the Bond Resolution.

(r) " Rated Capacity" shall mean the maximum load expressed in net kilowatts (kw) that a
generating source (as identified in the definition of Project) is capable of supplying under good operating
conditions.

(s) " System" shall mean the Agency's interest in all properties (owned or operated by or on
behalf of the Agency) which are financed, in whole or in part, through the issuance of obligations by
the Agency for Approved Projects, System Development and Reliability Expenditures, and Development
Projects, prior to the time one of the Cities disapproves a Project under the provisions of Section 13

; and elects Option One under paragraph (d) of Section 13. The term also includes any contract
for prmiding services or Power and Encrgy, either or both. The initial System is hereby designated
as System A. The term does not include the Agency's interest in any facility financed with the
proceeds of (i) Special Contract Obligations issued by the Agency as permitted under and defined
in the llond Resolution or (ii) bonds issued to finance any Project which is not approved by all
of the Cities if a City or Cities which disapprove a Project elect Option One under Section 13.

(t) " System Development and Reliability Expenditures" means those expenditures which the
Agency determines, under prudent utility practices, should be expended over a given period of time for
(i) transmission and related facilities to increase the reliability of the delivery of Power and Energy by
the Agency or (ii) the exploration for, development of or the acquisition of a fuel supply or supplies
in order to provide fuel for generating facilities which are not then owned or in the process of
construction for and on behalf of the Agency, or (iii) repairs, replacements, or modifications to an
existing generating facility (owned in whole or in part by the Agency or under construction by it)
which are designed to increase the Rated Capacity of such generating facility. Such expenditures
which are to be paid from the proceeds of a series of Bonds shall be considered a single Project.

(u) " Uniform System of Accounts" and all other accounting methods and terminology contained
or referred to in this Section or elsewhere in this contract means accounting principles, methods and4

terminology followed and construed, as nearly as practicable, in conformity with the Uniform System
4

; of Accounts for Class A and Class 11 Public Utilities and Licensees and accounting rules and regulations
'

thereunder prescribed by the Federal Power Commission for privately owned power companies wnich
are subject to its jurisdiction and engaged in business comparable to the business of the Agency, as
amended from time to time, or such other system as may be required by any regulatory agency.

Section 3: Sale and Purchase of Power and Energy.

(a) Each City during the time this Section is applicable shall:

(1) Purchase and receive from the Agency all Power and Energy which it shall require for
the operation of its electiic system in excess of the amount (i) supplied by any generation and

3
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transmission facilities owned by'it on the effective date of this Contract, including generating and
transmission facihties under construction on such date, and improvements or extensions of generating |

facilities which increase the Rated Capacity of same so long as the increase during any period of i

two successive Contract Years does not exceed 10% of the same's Rated Capacity at the beginning
#

of such period, provided the Cities and the Agency may, in writing, waive such 10% limit, and
(ii) supplied from any generation facility primarily fueled from and the construction and operation
of which is incidental to the disposal of solid waste that is hereafter constructed and owned by one
or more of the Cities, together with any transmission facilities that are necessary for the transmission
of Power and Energy therefrom; and

(2) Binds itself to pay for all Power and Energy purchased or otherwise acquired by it from
the Agency pursuant to this Section 3, said payment to be made at the rates and charges established
pursuant to Section 7 of this Contract.

The foregoing provisions of this Subsection (a) shall have no application to the purchase or
exchange of Power or Energy (i) on an emergency, maintenance, or stand-by basis or (ii) on
the basis of economic dispatch between the Cities and Brazos Electric Power Cooperative, Inc.
(Bra 70s), or any one or more of such entities or (iii) under the existing pooling agreement be-
tween the Cities and Brazos and future pooling agreements among the foregoing and others, all,
or any combination thereof, and the Agency.

(b) In the event that the Agency is not able to supply the Power and Energy required or re-
quested under its power sales contracts, it shall allocate its available Power and Energy monthly
among the (i) Cities pro rata in accordance with their respective Net Energy for Load during the,

corresponding month of the preceding Contract Year unless a governmental agency requires a different
allocation and (ii) other power purchasers as may be provided by contract. The Agency shall devote
its best efforts to the acquisition, by purchase or otherwise, of the Power and Energy. required to meet
the requirements of its power sales contracts. During the perhxl the Agency is unable to supply Power
and Energy required or requested under itr power sales contracts, so that an allocation of Power and
Energy is made, the Cities shall be permitted (during such period) to purchase only such amounts of
Power and Energy as are not supplied by.the Agency.

(c) The provisions of this Section do not apply to any City from and after the effective date a City
(i) disapproves a Project under the provisions of Section 13 and (ii) elects Option One; nor shall the
provisions of this Section apply to a City which disapproves a Project and elects Option Two.

Section 4: Performance of Certain Ser ices.

(a) In addition to the delivery of Power and Energy hereunder and the performance of all acts,

i and actions incident thereto, the Agency agrees that, to the extent not performed pursuant to or as a
consequence of any other Section of this Contract, it will either perform or cause to be performed,
in a prudent and economical manner, the following services concerning the interrelated activities
of the A ency, the Cities and others, as well as various combinations of such parties:t

(1) comprehensive planning for Power and Energy and the transmission thereof to mutually
agreed upon load centers;

'

(2) undertake or coordinate and monitor the design, construction and operation of joint
facilities;

(3) plan for and undertake or coordinate and monitor the economic dispatching of Power
and Energy of the System and the systems of the Cities and other entities (to the extent permitted
by contract) to which such systems are interconnected, pursuant to subsequent agreement (s) be-
tween the Cities, the Agency and any other entity;

(4) provide accounting and cost alk) cation services; and

44
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(5) such other services as the Agency and a City, from time to time, shall determine to
be appropriate and necessary.

(b) City hereby binds itself to pay for the cost of the services that are to be provided by the
Agency pursuant to Subsection (a) of this Section 4, such payment to be made at the rates and charges
established pursuant to Section 7 of this Contract.

Section 5: Delisery of Power and Energy.

(a) The Power and Energy to be furnished under this Contract shall be alternating current,
sixty (60) hertz, three-phase, subject to conditions of delivery and measurement as hereinafter provided.

(b) The Points of Delivery, delivery voltage and other conditions of service shall be in accordance
with the senice specifications set forth in Exhibit A attached to this Contract, as amended by the
Agency and the concerned City from time to time.

(c) The City shall make and pay for all connections between its facilities and the System owned by
or available to the Agency at the Points of Delivery, The City shall install, own and maintain any
necessary substation equipment at the Points of Delivery from the System of or available to the Agency
and shallinstall, own and maintain switching and protective equipment of adequate design and sufficient
capacity beyond such Points of Delivery to enable the City to take and use the Power and Energy
supplied under this Contract without hazard to the System. In the event that the Points of Delivery
set forth in Exhibit A are not on the City's electric system, the City shall arrange for transmission of
Power and Energy sold under this Contract to its system, including the installation and maintenance of
any facilities required for it to receive such Power and Energy into its system.

(d) Except as otherwise agreed, metering equipment shall be furnished, installed and maintained
by the Agency at each Point of Delivery to the City at the low voltage side of the transforming equipment
located there. Loss adjustments for low voltage side or remote metering shall be as specified in said
Exhibit A or as otherwise agreed by the parties.

Section 6: Annual System Budget

(a) The Agency shall prepare or cause to be prepared an Annual System Budget at least ninety
(90) days prior to the beginning of each Contract Year which shall itemize estimates of Annual
System Costs and all revenues, income or other funds to be applied to such Annual System Costs for
and applicable to such Contract Year. Such Annual System Budget shall also utilize and take into
account forecasts, which shall be furnished by each City to the Agency at Icast one hundred
twenty (120) days prior to the beginning of such Contract Year, of the monthly peak Power and Energy
requirements estimated to be obtained from the Agency during such Contract year.

(b) After consideration of any comments of the Cities, the Agency, not less than thirty (30) days
prior to the beginning of such Contract Year, shall adopt an Annual System Budget for such Contract,

Year and the rates and charges for Power and Energy to be furnished and the services to be performed
during such Contract Year and shall cause copies of such Annual System Budget and rates and charges
to be delivered to the Cities. Provided, however, the Annual System Budget for the first Contract Year
shall be prepared, considered, adopted and delivered in the manner which the Agency deems best.

(c) If, at any time or from time to time after the adoption of the Annual System Budget in
accordance with Subsection (b) of this Section 6, the Agency estimates that the Annual System Costs
or revenues for the Contract Year or any part thereof for which such Annual System Budget applies
will be greater or less than the Annual System Costs or revenues set forth in the Annual System
Budget, or that the amount of Power and Energy which the Agency expects to deliver during such
Contract Year or any part thereof is greater or less than the amount of Power and Energy which the

5



Agency estimated at the time of adoption of the Annual System lludget would have been delivered
during such Contract Year, then the Agency may prepare an amended Annual System Budget. The
amended Annual System iludget shall be timely adopted by the Agency and transmitted to the Cities.

(d) In the event a budget for the ensuing Contract Year has not been adopted on or afore
the first day of the Contract Year, the total amount budgeted for the preceding Contract Yeat aall
be the total amount of the temporary budget for such purposes for the ensuing Contract Year. The
temporary budget shall be etiective only until such time as a permanent budget has been finally adopted
and approved.

The chief administrative officer of the Agency shall be responsible for the allocation for expenditure
of the total amount of the temporary budget until a permanent budget is adopted and approved.

Section 7: Rates and Charges:

(a) The rates and charges of the Agency to the Cities for Power and Energy and for services
supplied shall be:

(1) non-discriminatory, and

(2) fair and reasonable, and be based upon the cost of providing the Power and Energy
or providing the service with respect to which the rate or charge is based, and

(3) adequate (after taking into consideration other moneys received or anticipated to
be received) in each Contract Year to pay or make provision for paying Annual System Costs.

(b) When the Board of Directors proposes to establish a new rate or charge, as determined under
Schedule ll, it shall give each City written notice that it proposes to establish a new rate or charge for
Power and Energy or for services (setting forth such charge) on a date certain (which shall not be less
than 120 days from the mailing of the notice to each City, all such notices to be mailed simultaneously).
Except as provided in paragraph (c) hereof, no charge or adjustment in any rate or charge made by
tne Agency shall be effective if any City, by resolution or ordinance of its governing body, enters
an objection to such adjustment in a rate and charge by causing to be filed with the chief administrative
o!!icer of the Agency a copy of such resolution or ordinance more than 30 days prior to the suggested
effective date of the proposed new rate or charge. In the event a City enters an objection to the
charge or adjustment in a rate or charge, the effective date of the charge or adjustment shall be
postponed pending the resolution of the dispute in the following manner.

(1) The Citics may jointly select an independent consultant or consultants to prepare
a rate evaluation and schedule of proposed rates and charges, provided if such joint selection is
not made within 30 calendar days of the filing of an objection (evidenced by the passage of a
resolution or ordinance) such independent consultant shall be appointed by the Board of Directors
of the Agency;

(2) the report of the independent consultant shall be submitted to the Agency and each
City for consideration; and

(3) If the report of the independent consultant is approved by the governing bodies of the
Agency and the Cities the same shall be etTective as of the date originally suggested by the
Agency in its nauce. If the adjustment is not approved or an agreement reached within 15 days
after the receipt of the report of the independent consultant, then the Agency and the Cities
shall each hase all of the rights and rerredies at law and in equity except that in no event shall any
City be relieved of its obligation to the holders of lionds under Section 13 or 14 of this Contract.
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(c) The Board of Directors of the Agency may change or adjust any rate or charge for
Power and Energy or for services supplied by it to a City, if such Board determines that (i) an
emergency exists and (ii) the emergency adjustment meets the criteria established in paragraph (a)
of this Section. The emergency adjustment shall be efTective for a period of 180 days (unless the
notice from the Agency specifies a lesser period) and shall be effective 30 days after the mailing of
notice to the Cities (all of which notices shall be mailed simultaneously).

Section H: Meter Readings and Pa3 ment of Fills. The Agency shall read meters or cause meters
to be read and bill the City for Power and Energy krnished under this Contract at monthly intervals.
It shall also bill each City monthly for services rendered pursuant to Section 4 of this Contract.

Section 9: Meter Testing and Billing Adjustment. The Agency shall test and calibrate meters or
cause meters to be tested and calibrated by comparison with accurate standards at intervals of twelve
(12) months, or such other intervals as the parties agree. The Agency shall also make or cause to be
made special meter tests at any time at a City's request. The costs of all tests shall be borne by the
Agency, provided, however, that if any special meter test made at a City's request shall d:sclose that
the meters are recording accurately, the requesting City shall reimburso the Agency for the cost of such
test. Meters registered not more than % of 1% above or below normal shall be deemed to be accurate.
The readings on any meter which shall have been disclosed by test to be inaccurate shall be cor-
rected from the beginning of the monthly billing period immediately preceding the billing period
during which the tests are made in accordance with the percentage of inaccuracy found by such test,
provided, that no correction shall be made for a longer period unless the Agency and City involved
mutually agree thereto. Should any meter fail to register, the Power and Energy delivered during such
period of failure shall for billing purposes be estimated by the Agency and the City from the best
information available. The Agency shall notify the City or cause the City to be notified in advance of

,the time of any meter reading or test so that the City's representative may be present at such m'eter
reading or test.

Section 10: Payments to Constitute Operating Espenses of City System. Each City's obligation to
make the payments under this Contract shall constitute an operating expense of its electric system

1 payable solely from the revenues cnd receipts of such electric system. Each City shall be botmd and
obligated to make such payments and the obligation to make the payments under Section 14 of this
contract shall be unconditional.

Section 11: City Hate Cosenant. Each City shall establish, maintain and collect rates and charges
for the electric service of its electric system which shall produce revenues at least sufficient, together
with other revenues available to such electric system and available electric system reserves, to enable it
to pay to the Agency, when due, all amounts payable by such City under this Contract.

Section 12: Cosenants of the Agency.

(a) After first satisfying the Power and Energy requirements of the Cities, as such requirements
are established from time to time, and the requirements of other power purchasers, the Agency shall
use its best efforts to market and dispose of any and all surplus Power and Energy available from
the System or which the Agency is obligated by contract to purchase or otherwise acquire, and
which is in excess of the requirements of all Cities and other power purchasers, upon the most
economically advantageous terms and conditions obtainable, to the extent that it may legally do so.

(b) The Agency shall use reasonable diligence to provide a constant and uninterrupted supply of
Power and Energy hereunder. If the supply of Power and Energy shall fail, or be interrupted. or become
defective by reason of force majeure as hereinafter provided, the Agency shall not be liable therefor
or for damages caused thereby.
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(c) The Agency shall dili ently enforce and take all reasonable steps, actions and proceedingsf

necessary for the enforcement of all terms, covenants and provisions of any power sales contracts.
The Agency shall not amend this Contract without first having secured the prior written consent of all
Cities, but no amendment shall be made in Section 14 or Section 16 of this Contract.'

t

(d) The Agency cosenants and agrees that it will operate, maintain and manage its System or
,

i cause the same to be operated, maintained and managed in an efficient and economical manner, con-
! sistent with sound utility practice and in accordance with standards normally used by utilities owning

like properties.

(c) The Agency covenants that it will not make a change in any Bond Resciution so as to
create additional Funds (except those now established by Article V of the resolution authorizing
the issuance of the Series 1976 Bonds) without the appros 'l of such changes by the governing body
of each City, nor shall any change be made in the amounts required to be paid into, accumulated'

in or maintained in the Bond Fund, Reserve Fund or the Contingency Fund, except as provided in the
resolution authorizing the Series 1976 Bonds, without such approval.

Section 13. Project Approsal and Rights of Cities when a Project is not Approved:
! (a) Except as to Bryan Lignite Number One (hereby approved as a Project) prior to the
; issuance and sale of Bonds to provide money for each Project, the Agency shall submit a

written notice to each City as required by the prosisions of paragraph (b) of this Section. If a
Project has been approved pursuant to paragraph (c) of this Section, the Agency may thereafter.

issue, sell and deliver Bonds in order to fully provide funds for such Project, including the design,,

; construction, and the placing of same in commercial operation, or to meet any requirement of law, in-
ciuding those of a regulatory agency having jurisdiction, or to pay judgments or casualty losses not
covered by insurance, or to meet a safety or overriding public necessity.

(b) A written notice of the Agency's intention to provide funds (through the issuance of Bonds)
for a Project shall contain a general description of the Project, the projected sources and uses of

,

funds for all aspects of the construction and testing of the Project, and a statement to the effect that,
in the opinion of the Agency, the Project is necessary far the Agency to meet its commitments under
power sales contracts and is economically feasible, trgether with an explanation of the Agency's
basis for this opinion. Within 60 days after receipt of such notice, each City shall give the Agency
written notice of its approval or disapproval of the Project. If a City fails to give the Agency such ,

written notice within such 60-day period, then said City shall be deemed to have approved the Project.

(c) If all of the Cities (who have approved all previously Approved Projects) approve a Project;

| then the Agency may proceed with the issuance, sale and delivery of Bonds to provide such Project. If
j one or more of such Cities should disapprove the Project, then the Agency shall give cach such City

written notice which of the Cities approved the Project and which of the Cities disapproved the
Project. Any of the Cities who approved the Project may then give the Agency written notice of its
or their desire that the design and construction of the Project be commenced; and, if the Agency de-
termines that the Project is still feasible, it may proceed with the issuance, sale and delivery of such
Bonds, but the City which failed to approve such Project shall be required (within 60 days of being3

; notified by the Agency that it will proceed with the issuance, sale and delivery of Bonds for such
| Project) to elect to limit its responsibilities under this Contract under Option One or Option Two
! as set forth in paragraph (d) of this Section.

(d) If any City disapproves a Project, then within the time specified in paragraph (c), such
City shall, by a resolution or ordinance adopted by its governing body, elect which of the following
options shall govern its future responsibilities under this Contract. If the City disapproving a Project
hereunder fails to timely communicate to the Agency as to the election of an option under the provisions
of this Section, it shall be conclusively presumed that Option Two has been elected.
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(1) Option One:

(a) Each City shall be entitled to schedule and receive, each month for its own account,
the sam a proportion of the available Power and Energy from the System as its Net Energy for
Load relues to the total Net Energy for Load of all the Cities for the corresponding month
of the co.opreted Contract Year next preceeding the effective date of the option.

(b) As consideration for such Power and Energy, and the right to purchase the
same, each City shall, each month, pay to the Agency its proportionate share of the Annual

*
System Costs equal to the percentage of it's Net Energy for Load of the Net Energy for
Load of all Cities for the Contract Year next preceeding the effective date of the option.

(c) Each City's obligation under Section !4 of this Contract shall be equal to the
percentage as calculated under the precceding sentence.

(2) Option Two:

(a) During the balance of the term of this Contract after the effective date of the
option, the amount of Power and Energy required by the City exercising the option to be
purchased under Section 3 of this Contract shall be limited. Such City shall, in each cal-
endar month, take or pay for an amount of Power and Energy equal to the amount of
Power and Energy purchased by such City from the Agency during the corresponding month
of the 12 consecutive month's period preceding the calendar month of the effective date
of the exercise of the option, or such other amount of Power and Energy as may be from
time to time agreed upon by the City, the Agency and the other Cities; and the Agency shall
no longer be required to provide any Power and Energy in excess of such amount, and
the City shall be relieved of its obligation to purchase all of its requirements from the
Agency. The Power and Energy furnished to such City shall be billed by the Agency
at rates and charges as from time to time adopted pursuant to Section 7 of this Contract.
The calculation of the limiting City's obligation under Section 14 of this Contract shall
assume such City's Net Energy for Load for the purposes of said calculations is equal to
such City's Net Energy for Load in the completed Contract Year next preceding the efTective
date of the option.

(e) In the case of each option:

(1) The effective date of the option shall be the first day of the Contract Year which is
more than 90 days after the date a City disapproves a Project, as permitted in paragraph (c)
of this Section.

(2) The right to schedule Power and Energy is subject to outages for maintenance and
operating emergencies.

(3) The amount due from a City (which disapproves a Project) [under paragraph (d)(1) or
paragraph (d)(2)] shall be due and payable irrespective of whether any Power and Energy is
delivered or made available for delivery to such City. (This also applies to all Cities after the
effective date of the exercise of Option One by any City.)

(4) The City which exercises an option, pursuant to paragraph (d) shall not thereafter
be entitled to approve or disapprove any subsequent Projects.

(5) Amounts due from entities other than the Cities shall be taken into account in cal-
culating the amount due from the Cities.

(f) After a City has disapproved a Project under paragraph (c) of this Section, it may thereafter
revoke such action and approve the Project provided:

(1) the Agency and each of the Cities approse the revocation, and

9



_- _ - .

(2) in order to pay a pro rata part of expenses incurred (including Debt Service) since the
Project was disapproved, the City agrees to assume or pay such amount as may be determined
by the Agency and the Cities.

Section 14: Debt Senice Guarantee; Operating and Maintenance Expenses.

(a) In any instance where the amount of money on depasit in the Bond Fund (created by the Bond
Resolution) is not the full amount then required to be on deposit therein, without giving consideration
to transfers made from other than the Revenue Fund or from Bond proceeds (provided that transfers
may be made from the Reserve Fund to the Bond Fund for not more than two (2) consecutive calendar
months) each City shall be obligated to make a payment the aggregate amount of which shall be the
amounts that are necessary to establish or reestablish the amount then required, under the terms of the
Bond Resolution, to be on deposit in the Bond Fund, the Reserve Fund, and the Contingency Fund.
The percentage share of the payment to be made by each City shall initially be as follows:

City of Bryan, Texas: .22.73 %

City of Denton, Texas: .20.34 %

City of Garland, Texas: .47.66 %

City of Greenville, Texas: 9.27 %

Except as set forth in Section 13(d) such percentage share of the payment to be made by each
City shall be adjusted at the beginning of each Contract Year. Such adjustment shall be made by
calculating the percentage relationship that each City's Net Energy for Load for the Contract Year
immediately preceding the Contract Year in which the adjustment is being made bears to the total
aggregate Net Energy for Load of all Cities for such Contract Year, and the sum of the adjusted
percentages shall equal 100%.

The payments required to be made to said Bond Fund, Reserve Fund or Contingency Fund (any
one or all of such Funds) shall be paid by the Cities in the percentage shares determined above and
such payments shall be made direct to the custodian of the respective Funds as established in the Bond
Resolution. Each City unconditionally covenants the payment will be made, if required, in the amount
and in the manner prescribed. The provisions of this covenant are for the benefit and protection of the
Agency, the Citics and the owners and holders of Bonds, it being recognized that the holders of such
Bonds shall be third-party beneficiaries of this covenant, and it is understood by the contracting parties
that the purchaser of Honds has and will agree to the purchase of Bonds conditioned upon this covenant.

(b) In any instance, except that occasioned by the failure of a City or other power purchaser to pay
the amount it is required to pay for the purchase of Power and Energy,in which the funds of the Agency
are insufficient to pay Operating and Maintenance expenses or other expenses (except those for which
provision is made in paragraph (a) hereof) payments shall be paid to the Agency by the Cities in the
percentage share determined under paragraph (a) cf this Section 14.

(c) A new power purchaser (with the approval of the Agency and the Cities) may assume
primary liability for the obligation to make payments under this Section with respect to Debts of the
Agency incurred prior to its becoming a power purchaser, but the same shall not discharge the liability
of those who were obligated when such Debts were incurred (who shall remain secondarily liable).

(d) In the event the Agency is held to be in default under the provisions of the Bond Resolution
j (by reason of the inadequacy of payments required to be made by the Cities under the provisions of

this Contract), the Cities shall cure the default by making payments in the same proportion as provided
in paragraph (a) of this Section.

(e) In the event a City disapproves a Project under Section 13, or if a City elects to with-
| draw from the Agency under Section 16, then each City shall continue to be obligated under para-

graph (a) of this Section with respect to Bonds theretofore issued and Bonds thereafter issued to fully
provide funds for each Project [as contemplated by the second sentence of Section 13(a)] and in

I 10

|
_- _ _ _



_ _

addition, if a City elects Option One, then all of such Cities shall be obligated under paragraph (a) of
this Section with respect to Bonds thereafter issued for Development Projects described in clause (i) of
the definition of that term. If a City elects Option Two, then all of such Cities shall also be obligated
t:nder paragraph ta) of this Section with respect to Bonds thereafter issued for Development Projects
and for System Development and Reliability Expenditures and Bonds issued for Projects thereafter
approved.

For and in consideration of the payments to be made by the Cities under this Contract (including
those under this Section) the Agency agrees to use its best efforts to deliver Power and Energy from
Projects, to such Cities, under the terms of this Contract, and such payments by the Cities snall be in
consideration for the Agency's agreement to deliver such Power and Energy; but the failure of the
Agency to comply with such agreement shall not relieve any City of its obligations under paragraph (a)
or (d) of this Section, which obligations shall be unconditional and absolute.

(f) In the event the Agency is recreated under Section 16 so the new entity assumes primary
liability for a pro-rata share of the Debts of the Agency then outstanding [as distinguished from the
creation of a new system (not financed under the Bond Resolution) with respect to projects thereafter
approved] then the new entity shall thereafter be included in the calculation of the percentage share of
the payment to be made under paragraph (a) of this Section, for the purpose of determining such
primary !isbility; but in no event shall the Cities of Bryan, Denton, Greenville and Garland be relieved
of the obli ation each has assumed (by the execution hereof) to collectively pay the entire amountF

(based upon the percentage of Net Energy for Load) required to be paid under paragraph (a) of
this Section with respect to all Bonds theretofore or thereafter issued without regard to such new entity.

Section 15: Remedies in Event of Default.
(a) (1) If any City fails or defaults in meeting the terms, conditions and covenants of this contract

[other than a default in payment for which provision is made in subsection (b) of this Section] and
such default continues for a period of 15 days, the Agency shall give notice (in the manner con-
templated by Section 31 of this Contract) to the Cities. The defaulting City shall from the date of the
mailing of such notice, have a period of 30 days to cure the default. -

(2) If any City fails to make any payment (hereinafter called a default in payment) to the Agency
that is required to be made under the provisions of this Contract, and such default in payment con-
tinues for a period of fifteen (15) days, the Agency shall give notice (in the manner contemplated
by Section 31 of this Contract) to Cities. The defaulting City shall, from the date of the mailing of
such notice, have a period of thirty (30) days to pay the full amount then due to the Agency, together
with interest thereon, as hereinafter provided.

(3) If the City does not cure its default within such period of thirty (30) days, then, so long as>

such City remains in default, and in addition to any other rights which the Agency has under this Contract
and at law and in equity, the Agency may terminate all service to such City. Additionally, in the
event of default in payment, the Agency may charge to and collect from such City each calendar month
the amount which the Agency determines to be the difference between what the Agency would have>

received from such City under this Contract, for Power and Energy and services furnished and delivered
to such City, had such City not been in default, and the amount, if any, which the Agency receives
from sales of such Power and Energy and services to the other Cities, or others, either or both.
Termination of service hereunder shall not reduce or change the obligation of the defaulting City under
the other provisions of this Contract.

(b) If the Agency fails or defaults in meeting the terms, conditions and covenants of this
Contract, except its covenant to use reasonable diligence to provide a constant and uninterrupted
supply of Power and Energy contained in Section 12(b), and such default continues for a period
of 15 days after a City has given the Agency notice of such default in the manner contemplated
in Section 31 of this Contract, then such City shall have all of the rights and remedies provided at
law and in equity, except that in no event shall any of the Cities be relieved of its obligation specified in
Section 14. The delivery of available Power and Energy as provided in this Contract shall be a
ministerial duty of the Agency.
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Section 16: Re-creation of Agency. Each City and the Agency recognize that pursuant to the Act the
concurrent ordinances by which the Cities created the Agency reserved the right to the governing body
of each of the Cities to join with the other Cities to provide for the re-creation of the Agency by the
addition and deletion, either or both, of a public entity, as defined in said Act, so long as there is no
impairment of obligation of any existing obligations of the Agency.

Each City covenants and agrees that it will not join with any of the other entities to recreate the
Agency so as to delete one or more entities unless (1) the then outstanding Debts of the Agency
have been paid or provision made for their payment under Article XI of the Bond Resolution
or (2) the lioiders of at least 60% of the principal amount of the Bonds then outstanding
approve the concurrent ordinance proposed for adoption by the Cities, or (3) the withdrawing
entity contracts and agrees to continue to pay a fixed percentage (as determined by the Board)
of the Annual System Costs (including the Debt Service Requirements on the then outstanding
Debts of the Agency) during the time such Debts remain outstanding. Such percentage shall be fixed
by calculating the percentage relationship of the withdrawing entity's Net Energy for Load (during
the Contract Year in which such percentage was the highest) bears to the total aggregate Net Energy
for Load of all Cities (during such Contract Year). The obligation contained in Section 14, as to
the entity seeking to withdraw, shall remain unaffected until the Bonds permitted to be issued by
Section 14(e) have been paid and retired. No withdrawal shall be effective until such indbtedness has
been paid; and at such time this Contract, as to such withdrawing entity, shall terminate.

From and after notice is given to the Agency of the intent of an entity to withdraw from the
Agency, no additional Bonds of the Agency shall be issued for a new Project which involves any
additional payments by or guarantee of the Debt Service Requirements by such withdrawing entity.

Each City covenants and agrees that it will not join with any of the other entities to recreate the
Agency so as to add one or more entities unless (1) the then outstanding Debts of the Agency have
been paid or provision made for their payment under Article XI of the Bond Resolution or (2) the
lloiders of at least 60%of the principal amount of the Debts of the Agency then outstanding approve
the concurrent ordinance proposed for adoption by the Cities, or (3) entity.being added expressly
either (as approved by the Agency and set forth in the concurrent ordinances) (i) assumes
the primary liability for the payment of for a pro-rata share of the Debts of the Agency (which shall
not discharge the liability of those obligated when such Debts were or are incurred, who remain
secondiarily liable) as well as the obligation provided in Section 14(c) and assume thereafter to pay
its share of the remainder of the Annual System Costs, or (ii) agrees it will be obligated only with
respect to the payment of snnual system costs for projects which are approved after the re-creation of
the Agency. .

|

| Section 17: Payment Due Dates and Delinquency.

! (a) In the event that a City fails to make any payment at the time herein specified, interest on
such delinquent amount shall accrue at the rate of ten percent (10%) per annum from the date such
payment becomes due until paid in full, and the Agency may institute a proceeding for a mandatory
injunction requiring the payment of the amount due and interest thereon, such action to be instituted in
a court of competent jurisdiction.

l (b) All payments required to be made by the Cities under the terms of this Contract shall be
due and payable within thirty (30) days following the date the Agency renders the bill, and the Cities
shall have no right of setofT, recoupment or counterclaim against any payment under Section 14(a) or
that part of the Annual System Costs which are attributable to payments to be made into the Bond
Fund, the Reserve Fund or the Contingency Fund by any Bond Resolution or similar Funds established|

for the payment and security of Subordinated indebtedness (as defined in the Bond Resolution), which
are unconditional.

(c) Should a dispute as between any City and the Agency arise as to whether the Agency
is in compliance with its covenants as contained herein, each City shall nevertheless be obligated

'
12

.__ . _ _ _ ._ _ _ _ _ _ ____ _ _



(1) to make the payments provided by paragraph (a) of Section 14 hereof and (2) to pay such
amount of the Annual System Costs as may not be in dispute pending the resolution of such
dispute crovided a City may elect to pay all such Annual System Costs, including any disputed amount.
In tb- at a disputed amount of Annual System Costs is paid by a City the same shall be placed in
escrow in an interest bearing account by the Agency pending resolution of the dispute, but only the
principal amount thereof shall be returned to the City. If the City elects not to pay the amount in dispute
and the dispute is resolved against such City, the amount ultimately found to be due plus interest at
107c per annum (calculated from the date the same was originally due) shall be paid by the City within
15 days of the resolution of the controversy. Attorneys' fees shall be assessed as court costs.

Section 1H. Power Sales Contracts. The Agency may provide Power and Energy and services
pursuant to a power sales contract, upon such terms as may be approved by the governing body or
the Agency and, except as provided by Section 12(a), the Cities.

Section 19: Continuation of Services. A City, unless it elects an option under Section 13 or
withdraws under Section 16, shall have the right to the continued performance af services pro-
vided under the provisions of this Contract for the useful life of the System I y giving written
notice to the Agency at least 5 years prior to the scheduled termination of this Coatract (as speci-
fled in Section 1) provided that if such termination is occasioned by making provision for the
payment of the Debts of the Agency, the notice may be given within 90 days of such provision being
made. Such City shall be obligated to continue paying its proportionate share of the Annual System Costs.

Section 20: City Not to Sell its Electric S stem. Each City covenants that during the term of this3

Contract (or the extensions thereof) it will not sell or otherwise dispose of its electric utility distribution
system in whole or substantially as a whole to any entity other than an assignee under Section 21 of this
Contract and,in the case of such an assignee, only with the written consent of the Agency and all Cities.

Section 21: Assignment of Rights of a City. A City may assign any of its rights under this
Contract to another entity, if permitted by applicable law, but no sale or other disposition shall relieve
such City of its obligations under this Contract (including the obligations under Section's 10,11 and 14)
so long as any Bonds are outstanding.

Section 22: Dissolution of the Agency. At such time as the Debts of the Agency have been paid
or provisions made therefor pursuant to Article XI of the Bond Resolution, and the Acency is dissolved,
each City who 1:as not made an election under Section 13 or withdrawn undes Section 16 shall be
entitled to an undivided interest in the properties of the Agency in proportion to os amount paid to the
Agency under this Contract.

Section 23: Force Majeure.

(a) If for any reason of "ferce majeure" any of the parties hereto shall be rendered unable,
wholly or in part, to carrry out its obligations under this Contract, other than the obligation of the Cities
to make the payments required under the terms of this Contract, then if such party shall give notice
and the full particulars of such reasons in writing to the other party within a reasonable time after
the occurrence of the event or cause relied on; the obligation of the party giving such notice, so far
as it is affected by such " force majeue," shall be suspended during the continuance of the inability
then claimed, but for no longer period, and such party shall endeavor to remove or overcome such
inability with all reasonable dispatch. The term " force majeure" as employed herein shall mean acts of
God, strikes, lockouts, or other industrial disturbances, act; of the public enemy, orders or actions of
any kind of the Government of the United States or of the State of Texas or any civil or military
authority, insurrections, riots, epidemics, landslides, lightning, earthquakes, fires, hurricanes, storms,
floods, washouts, droughts, arrests, restraints of government and people, civil disturbances, explosions,
breakage or accident to dams, machinery, pipelines, or canals or other structures or machinery, on
account of any other cause not reasonably within the control of the party claiming such inability. It is
understood and agreed that the settlement of strikes and lockouts shall be entirely within the discretion
of the party having the difficulty, and that the above requirement that any " force majeure" shall be
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remedied with all reasonable dispatch shall not require the settlement of strikes and lockouts by
acceding to the demand of the opposing parties when such settlement is unfavorable to it in the
judgment of the party having the difficulty.

(b) No damage shall be recoverable from the Agency or the Cities by reason of the causes above'

mentioned.

Section 24: Insurance.
,

(a) The Agency shall maintain, or cause to be maintained in force for the benefit of the Agency,

',
such insurance with respect to the System as shall be reasonably available and as is usually carried by
municipal electric utilities constiucting and operating generating and transmission facilities but, in
the case of nuclear generating facilities, not less than will satisfy the requirements of federal and
state law and the Nuclear Regulatory Commission regulations and such other insurance as is usually
carried by municipal electric utilities owning like properties. Provided, however, in any event, the
Agency shall maintain, or cause to be maintained, in force, insurance in such amounts and against such
risks as required by the Bond Resolution.

(b) The Agency will secure and maintain adequate fidelity insurance or bonds on all ofticers and
employees handling or responsible for funds of the Agency.

(c) The obligation hereunder to procure and maintain insurance with respect to a Joint Project,
as defined in the Bond Resolution, shall be met if the entity acting as the manager of the Joint Project
obtains and maintains the insurance required for the benefit of all owners of the Joint Project, as
their interest may appear.

(d) The Agency may establish and create a special fund for the purpose of providing a self
insurance fund. Amounts to be deposited in or credited to such fund in any Contract Year shall
be accounted for as Operating Maintenance Expenses. To the extent that monies are deposited in such
fund, if created, such monies may be invested in Investment Securities, as defined in the Bond Resolu-
tion. To the extent of the amounts held in s :ch fund, the face amount of appropriate insurance policies
may be reduced.

Section 25: Reports. The Agency will prepare and issue to each City the following reports for
each fiscal year: (i) financial and operating statement relating to the System; (ii) status of construction
for each facility constituting the System during construction; and (iii) analysis of operations relating
to the System.

Section 26: Records and Accounts. The Agency will keep accurate records and accounts of
the System and of the transactions relating to each facility constituting the System as well as of the

i operations of the Agency in accordance with the Uniform System of Accounts, which shall include
depreciation. Within one hundred twenty (120) days after close of each Contract Year, the Agency
shall cause such records and accounts and all transactions of the Agency relating to the System with
respect to such Contract Year to be subject to an annual audit by an independent certified public

| accountant. A copy of each such annual audit shall be sent by the Agency to each City.

j Section 27: Access. Each City shall at all times have reasonable access to examine any and
all books and records of the Agency and to examine any facility of the System. The Agency and each
City will give the other the right to enter the premises of the other at all reasonable times for the
purpose of repairing or removing facilities, reading meters and performing work incidental to delivery
and receipt of Power and Energy furnished hereunder.

; Section 28: Gosernmental Rates, Regulations and Laws. The Contract shall be subject to all
valid rules, regulations and laws applicable thereto, as promulgated by the United States of America,
the State of Texas, or any other governmental body or agency having lawful jurisdiction or any
authorized representative or agency of any of them.

14
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Section 29: Fasements: Each City agrees that the Agency or its agent shall (when permitted by
existing casement) have full access to such easements or over any easements, right-6f-way or property
held by such City if, and to the extent, required by the Agency for any and all purposes required for
the System or any Project thereof.

Section 30: Cancellation of Prior Contract. In connection with the issuance of $10,625,000
TEXAS hiUNICIPAL POWER AGENCY REVENUE BONDS, SERIES 1975, the Cities and the Agency have
heretofore entered into a contract which is incorporated in an instrument entitled, " Contract for Develop-
ment of Fuel Resources, Planning Electric Generation Facilities and Performing Certain Duties," which
contract was dated September 15, 1975; that such contract provided certain payments would be made
by each City to the Agency for the payment of debt service on the aforesaid Series 1975 bonds and
maintenance and operating expenses of the Agency. The parties agree that upon the effective date of
this Contract and the cancellation of said bonds, the prior contract shall be cancelled in its entirety
and no payments shall continue to be made thereunder for any purpose and this Contract shall
supercede such prior contract in every respect.

Section 31: Notices. Any notice, request, & mand, statement or bill provided for in this Con-
tract shall be in writing and shall be considered to have been duly delivered when sent by registered or
certified mail, addressed as follows, unless another address has been designated, in writing, by the
party entitled to receive same:

Agency: Texas hiunicipal Power Agency City of Bryan
7111 Bosque Boulevard P. O. Box 1000
Waco, Texas 76710 Bryan, Texas 77801

Attention: Executive Director Attention: City Afanager

City of Greer.ville
P. O. Box 1049
Greenville, Texas

Attention: City hfanager

City of Denton
Civic Building
Denton, Texas 76201

'
Attention: City hianager

City of Garland
P. O. Box 401889
Garland, Texas 75040

Attention: City hianager

Section 32: Sescrability. The parties hereto agree that if any of the provisions of this Contract
should contravene or be held invalid under the las of the State of Text.s, such contravention or
invalidity shall not invalidate the whole Contract but shall be construed as though not containing
that particular provision, and the rights and obligations of the parties shall be construed and in force
accordingly.

Section 33: Contracts to be Separate. This instrument embodies four separate contracts between
the Agency and each City. Termination of one Contract shall not affect the others.

15
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IN WITNESS WHEREOF, the parties hereto have caused this Contract to be executed in their cor-
porate names and their corporate seals affixed, all by the proper officer duly authorized thereunto,

| as of the day and year first hereinabove written.

TEXAS MUNICIPAL POWER AGENCY

By:,, ,,/,sf,,C , Q, geCx$p,RTjj,, ,,,,,,,,,,,,,
, , , ,

(SEAL)

ATTEST:

By:, , ,f9/,,Ja,y,,3ffi!E,,,, ,,,,,, ,,,,,,,,,,
Secretary

City of Bryan, Texas

(SEAL) By: ./.s./.. L..to.Yo JOYCE, ...... . ... .. ... .. . .............

ATTEST: Mayor

By:, ,, , , , , , , ,f,sf, , J p,E ,3, , E,yA,N S,,,,,, ,, , , , ,, , , , , ,

City Secretary

City of Denton, Te'xas *

i
(SEAL) By:,,,,,, ./s/, ELIN,OR,,HyGHE,S,,_ _ _ ,_,,
ATTEST: Mayor

By-, , , , , , , /,s/,, B Rpop,,gg,LJ,,,,,, ,,,,,,,,,,,,,
,

City Secretary

City of Garland, Texas

(SEAL) By:,, ,, /s/, ,CH ARL,ES, G. , CLACK ,,, _,,,, _,,
,

ATTEST: Mayor

By:
., .... . . /.s./. . .A. .L.E.T. .A. .W. . .A.T.S. O. .N. . . . . . . . . . . . . . . . . . .

'

City Secretary
,

| City of Greenville

(SEAL) By:,,, , , /,s/, Jon,IN T. ,GRir FIN,,,,,, _ ,,,,,,,,
,,

ATTEST: Mayor

By:, , , , , , , , , , [,s,/ , ,I R E N,E ,,WI,1.SO,N , , ,, , , , ,,, ,, , ,, , ,
, , ,,

City Clerk

16
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EXHIBTF A

POI!%TS OF DELIVERY

Cryan:

1. Bryan Plant:
Facilities included are as follows:

(a) 138 KV lines
(b) 200 MVA,138/69 KV autotransformer
(c) associated breakers, bus work, switches, etc.

2. Nall Substation:
Facilities included are:

(a) 138 KV lines
(b) 200 MVA 138/69 autotransformer
(c) 450 MVA,345/138 KV autotransformer
(d) 345 KV lines
(c) associated breakers, bus work, switches, etc.

3. South East Bryan Substation:
Facilities included are as follows:

(a) 138 KVlines
(b) 200 MVA,138/69 KV autotransformer
(c) associated breakers, bus work, switches, etc.

Ikaton:
1. Denton Plant:

Facilities included are as follows:

(a) 138 KV lines
(b) associated breakers, bus work, switches, etc.

2. North Denton Substation:
Facilities included are as follows:

(a) 138 KV lines
(b) 450 MVA,345/138 KV autotransformer
(c) associated breakers, bus work, switches, etc.

e

Garland:

1. Apollo Substation:
Facilities included are as follows:

(a) 138 KV interconnection with TP&L
(b) associated breakers, bus work, switches, etc.

2. Oates Substation:
Facilities included are as follows:

(a) 138 KV interconnections with TP&L
(b) 450 MVA 345/138 KV autotransformer
(c) 345 KV lines
(d) associated breakers, bus works, switches, etc.

17
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|

3. Ben Davis Substation
Facilities included are as follows:

(a) 450 MVA,345/138 KV autotransformer |
; (b) 345 KV lines

(c) associated breakers, bus work, switches, etc.d

4 McCree Substation
Facilities included are as follows:

(a) 450 MVA,345/138 KV autotransformer
(b) 345 KV lines
(c) essociated breakers, bus work, switches, etc.

Greenville:

1. Steam Plant
Facilities included are as follows:

(a) 138 KV line
(b) 75 MVA,138/69 KV autotransformer
(c) associated breakers, bus work, switches, etc.

t

2. Diesel Plant
Facilities included are as follows:

(a) 138 KV line
(b) 75 MVA,138/69 KV autotransformer
(c) associated breakers, bus work, switches, etc.

.

1

.
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SCHEDULE B

RATES AND CHARGES

(1) RATFS FOR POWER AND ENERGY

The rates to be charged by the Agency for Power and Energy furnished to the Cities shall
consist of a demand charge and energy charge. These charges shall be based on cost of service to the
degree that is practical. The costs used in developing cost of service rates shall be based on accounting
entries as outlined in the Federal Power Commission's Uniform System of Accounts.

The rates for demand charges shall be established to recover costs that are related to Debt
Service, (including coverage ratios), other ordinarily predictable stable Operating and Mainte :s
Expenses and such other reasonable fixed costs as these costs relate to plant and transmission capacities
utilized. The demand charges shall be based on the above listed costs in proportion to total KW
that the Agency has available. Proper consideration shall be given in the demand charges for such
factors or coincident peak demands, diversity factors, load factors, etc. of the Cities.

Energy charges shall be based en fuel costs, operating personnel costs, variable Operating
and Maintenance Expenses, postage stamp type transmission losses, station service energy, and other
such reasonable variab!c costs as these costs relate to energy provided to Cities.

The rate making methods used to develop these demand and energy charges shall be consistent
with standard utility who!csale rate making procedures. These methods shall be applied as appropriate
to the System.

It is recognized that these rates shall be developed in a reasonably equivalent manner as similar
wholesale power suppliers, State Utility Commission guidelines, and FPC rate regulations as applied to
like power systems.

(2) MATES FOR SERVICES PROVIDED TO ALL CITIES

Various services shall be provided to all Cities as directed by the Iloard of Directors and will be
paid for by the Cities at a rate per kilowatt-hour which shall be established from time to time by the
Iloard of Directors. Each City's share of such charges shall be that portion of the total represented
by the ratio of his share of the net energy for load to the total net energy for load of all of the Cities.
Ilillings will be made in advance on estimates of loads and paid evenly throughout the year.

(3) RATES FOR SPECIAL SERVICES PROVIDED TO A SPECIFIC CITY

Special services may be provided to a member from time to time at the request of a City.
Reimbursement for these services will be made at cost by the City receiving the services.
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'( ' WASHINGTON D. C. 20549

!

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15(d)
0F THE SECURITIES EXCHANGE ACT OF 1934

.
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TEXAS ELECTRIC SERVICE COMPANY_.
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PART I. FINANCIAL INFORMATION

THE FINANCIAL STATEPENTS HEPEIN HAVE BEEN REVIEWED BY ELOITTE HASKINS C SELLS. INCEPENDENT CERTIFIED PUBLIC ACCOUNTANTS.

WHOSE LETTER WITH RESPECT THEPETO IS FILED HEREWITH AS AN EXHI8IT TO PART I 0F THIS REPORT. NO ADJUSTMENTS OR ADDITIONAL

, (,. DISCLOSURES WERE PROPOSED 8Y DELOITTE HASKINS C SELLS. THE FOLLOWING FINANCIAL STATEMENTS SHOULD BE CCNSIERED IN

CONJUNCTION dITH ikE NOTES THERETO AND THE INFORMATION UNDER WANAGEMENT'S ANA'.YSIS OF STATEMENT OF CONSOLICATED INCCNE.

IN THE CPINION OF THE CCMPANY. ALL A0JUSTMENTS (CONSTITUTING CNLY NORMAL RECUPRING ACCRUALS) NECESSARY TO A FAIR STATEPENT

OF THE RESULTS OF CPERATIONS HAVE 8EEN INCLUDED THEREIN.

TEXAS ELECT::IC SERVICE COMPANY AND SUBSIDIARY

STATEMENT OF CONSOLICATED INCOME

(Unaudited)

Three Months Ended Nine Months Ended Twelve Months Ended

Scotenber 30. Scotenber 30. Seotenber 30,

1979 1980 1979 1990 1979 1980

Thousands of Dollars

OPERAT ING REVENUES - Electric .. .... ... ... ... ... ... .. . . $160 643 $220 482 1410 221 $504 499 1520 209 $629 292

OPERATING EXPEN23 (Note 1)
Operation ................................ .......... 22 275 24 729 63 046 71 773 82 081 94 577

Fuel ..................................... .......... 44 696 73 165 126 185 158 429 160 21? 192 137,

Maintenance .............................. 10 137 10 135 26 918 33 897 34 768 47 120.........

Cepreciation provisions ..... ........ ... .......... 12 618 12 875 36 485 38 575 48 002 51 372

Fed ral in ces e tax e s . . . . .. . . . . . . . .. . . .. . . 15 443 24 098 10 818 28 369 15 320 23 221.........
*

Deferred federal incose taxes - net ................. 4 455 4 654 12 938 13 802 15 115 16 562

f Federal investment tax credits - net ................ 5 984 5 610 18 051 16 049 19 592 24 756

State local and misce!!aneous taxes ................ 9 161 ___10 134 27 335 29 743 36 089 40 036

Total operating expenses .................... 124 774 165 400 321 776 390 637 411 179 489 781

OPE R A T ING IN CCME . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44 869 55 082' 88 445 113 962 109 030 138 511

OTHER INCCME

Allowance for equity funds used during

construction (Note 1)............................. 3 023 5 662 9 444 14 251 11 606 18 797

Other income and deductions - net ................... 677 462 2 411 2 218 2 825 3 295
Federal income taxes on other income ................ (311) (213) (!109) (1 020) (1308) (1 516)

; Total other income .......................... 3 389 5 911 10 746 15 449 13 123 :0 576

} TO T AL INCCME . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 258 60 993 99 191 129 311 122151 159 087

INTEREST CHARGES

Int eres t on m ortgage b onds . . . . . .. . . . .. . . . . .. . . . . . . . . 10 813 13 461 31 386 38 118 40 493 48 931

Interest on other long-term debt .................... 947 859 2 824 2 616 3 764 3 515

O th e r int e res t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 573 290 1 403 2 359 1 621 3 306

; allowance for borrowed funds used during
'

cons t ruc tion ( No t e 1) . . . . .. . . . . . . . . . . . . .. . . . . . . . (1 4941 (1900) (4654) (4 783) (7139) (4945)

: Total interest charges ..... 10 939 12 710 30 959 38 315 38 739 50 807. . .. ... ...

NE T IN CCME . . . . . . . . . . . . . . . . . . . 37 419 48 283 68 232 91 001 83 414 108 290.. .. . .. ..

PREFERRED STOCK DIVICENOS .. . ... ... 3 265 4 250 10 094 11 039 13 459 14 403.. . .. .......

NET INCCME AFTER PREFERRED ST00( DIVICENDS' ... ....... S 34 054 $ 44 033 $ 58 139 $ 79 962 $ 69 955 $ 93 977
/

\

*Co wen stock owned 100*. by Texas Utilities Coreany.

See accccoanying Notes to Financial Statements..
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TEXAS ELECTRIC SERVICE COMPANY AND SUBSIDI ARY

1 MANAGEMENT'S ANALYSIS OF STATEMENT OF CONSOLIDATED INCOME

OPERATING REVENUES - Increases in operating revenues resulted primarily
from increased energy sales due to unusually warm weather this summer, a rate
increase approximating 7.6% in November 1979 and the recovery of higher fuel
Cos ts .

OPERATION AND MAINTENANCE - Increases in operation and maintenance expenses
were primarily the result of continuing inflationary pressures on the costs of
labor, materials, and services, offset in part by decreases in purchases of

Maintenance expenses during the nine months an't twelve months
.

economy power.
ended were also affected by the higher costs of maintaining lignite-fueled

.

generating units.

FUEL - Increases in fuel expense resulted from higher unit fuel costs and
increased generation, offset in part by the increased use of lower cost lignite
fuel.

DEPRECIATION PROVISIONS - Increases in depreciation provisions resulted
principally from additions to depreciable plant in service.

FEDERAL INCOME TAXES - Changes in federal income taxes generally (reflect
.

See Note 1the changes in taxable income and investment tax credits available.
to Financial Statements.)

DEFERRED FEDERAL INCOME TAX - Increases in deferred federal income taxes(-) reflect the continued effects of the adoption for federal income tax purposes (See
of liberalized depreciation and the class life depreciation system (ADR). -

hte 1 to Financial Statements.)
FEDERAu ?1 VESTMENT TAX CREDITS - Changes in federal invertment tax credits

reflect the placing in service of an additional lignite-fueled generating unit,

during 1979 and completion of the phase-in of qualified progress expenditures
pursuant to the Tax Reduction Act of 1975.

STATE, LOCAL AND MISCELLANEOUS TAXES - Increases in state, local and miscel-
f laneous taxes resulted primarily from increases in ad valorem and gross receipts

taxes.j

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION - Increases in allowance for
funds used during construction reflect increases in the balance of construction

AFUDC rate change, offset in part by the inclusion ofwork in progress and the (See Note 1a greater portion of construction work in progress in the rate base.
|

|
to "inancial Statements.)

OTHER INCOME AND DEDUCTIONS - Decreases in other income and deductions re-
|

suited primarily from reductions in interest income, offset during the twelve
months ended by an increase in miscellaneous other income.

INTEREST CHARGES - Increases in interest charges are primarily attributable
to additional debt Jecurities and higher interest on short-term loans from Texas

;

( Utilities comoany.
,

PREFERRED STOCK DIVIDENDS - Increases in preferred stock dividends reflect
| the issuance of preferred stock in June 1980.'

s
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TEXA3 ELECTRIC SERVIE CQtPANY AND SUBSIDIARY

CONSOLIDATED BALANE SHEET

(Unaudited)
.

ASSETS

Scotember 30.

1979 1980

Thousar.ds of Dollars

ELECTRIC PLfAT - at original cost (Note 1)
In service:

Production ......................................................... $ 850 475 $ 851 972
Transmission ....................................................... 217 755 220 961

Di s t r ibu ti o n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 368 270 393 866

Gerecal............................................... 29 296 32 762.........

Total ........................................................ ; 465 796 1 499 561
.

Cons tru cti on work in p rogress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 430 122 626 945

N uc l e a r fu e l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 897 27 655
*

; Hel d fo r futu re us e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 008 4 151

r

Tota l elec tric p lan t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I 923 823 2 158 312

1

* Less accumulated provision for depreciation .......................... 364 174 406 018

Electric plant less accumulated provision for
i depreciation ........................ .................. 1 559 649 1 752 294
1
i

OTHER INVES TMEN TS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 325 1 244,

CURRENT ASSETS
i Cash i n b a nk s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 929 6 541

Special deposits ..................................................... 4 319 4 348
Tesperary cash irvestm ent s - at cost . . . .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . - 5 600
Accountsreceivable:

Customers .... ..................................................... 39 980 53 038

Affiliates ......................................................... 8 $31 400

Other .............................................................. 1 792 2 362

Allowarce for uncollectible accounts ............................... (!734) (2128)
Inventories - at average cost:

4 Ma ter ia l s and supp l i es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 543 10 242

Fuel stock ......................................................... 19 808 35 544

O th e r c urren t as set s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 550 13 046;

4

Total current assets ..................... ............... 94 815 129 993

M FERRED M BITS .. ....... ........... ..... .. .............. . ... ... 5 541 5 306

TOTAL $1 661 331 $1 987 837- ........... ... ..... . ........... ............

k

See accompanying Notes to ~1nancial Statements.
,
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\. TEXAS ELECTRIC $[Rv!CE '|0MPANY A'O SUBSIDIARY

CONSOLIDATED BALANCE SHEET

(Unaudited)
4

4 LIABILITIES

Scoteater 30.
I

1979 1980

Thousands of Dollars

CAPITALI2ATI(n

Comm on s to ck ( No t e 3 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 475 000 $ 575 000
R eta ine d e arn ings (Not e 4 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124 488 112 165

Total ........................................................ 599 488 687 165

Pre f err ed sto ck ( No t e 3 ) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 174 991 209 606

Long-ters debt - less amounts due currently (Note 5):
* First sortgage bonds ............................................... 563 500 627 000

S i nk i ng fun d d ece n tu re s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 669 13 094

Pollu tion control revenue bonds - net .. . ...... .. . .... .... .......... 39 590 41 942
* Unamortized premium and discount ................................... (1756) (2703)

( :.' Total ........................................................ 620 003 679 333;

To tal cap itali za tion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 394 482 1 576 104
'I

i

CURRENT LIA8!LITIES

Notes payable - Texas Utilities Company (parent) ............. ....... 22 500 -

Accounts payable:

Affiliates ......................................................... 10 766 21 066

Other ...................... ....................................... 40 434 23 713

Dividends declared ................................. ................. 3 365 4 309
Long-te rs deb t due curren tly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - 11 500
Customers' deposits ....................... . ......... ....... ... .. 2 823 4 593

T ax e s a ccrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 082 43 284

j Int e res t a ccrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 767 13 668.
' Other current liabilities ................................... 855 1 447.. ....

'

To tal current liabilit i es . . . .. . .. . . . . . . . . . . .. . . . . . . . .. . .. . . . . 11' 592 123 580

,
RESERVE FOR INSURANCE AND CASUALTIES (Note 1) .......................... I 256 2 234

t

1

ACCUMULATED (EFERRED FECERAL INCCME TAXES (Note 1) ..................... 62 542 79 105

UNAMORTIZED FEDERAL INVESTMENT TAX CREDITS (Note 1) .................... 85 459 106 814

C0**!TMENTS AND CONTINGENCIE3 (Note 6)

<
, TOTAL .................. ............................. .. .... 11 661 331 $1 997 837

(

See accespanying Notes to Financial Statements.
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\. TEXAS ELECTRIC SERV!C: CCMPANY AND SWS10!ARY

STATEPE4f 7 C0';S0lf"'n0 SOURCE OF FUNDS FOR CONSTRUCTION

(Unaudited)

Nine Months Ended Twelve Months Ended
Sectember 30 Scotenber 30

1979 1980 1979 1980

ThousandsofDollars

FU ES FROI OPERATIONS

Net Inccee .................................................. $ 63 232 $ 91 001 $ 83 414 $108 280

Less - Dividends declared:

Preferred stock ................ .......................... 10 094 11 039 13 459 14 4031

C omm on s t o ck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 500 43 200 49 020 56 200

Tota l d ividends declared .. . .. . .. . . . . . . . . . . .. . . . . . . . . 47 594 54 239 62 479 70 603

Balance .. 20 638 36 762 20 935 37 677..............................................

Deoreciation provisions ..................................... 36 485 38 575 48 002 51 372
Ce f erred fed .ra l incone tax es - net . . . . . . . . . . . . . . . . . . . . . . . . . 12 938 13 802 15 115 16 562

Federal investment tax credits - net .. ... .. ....... ... ... . . .. 18 051 16 049 13 592 24 756
'

Allowance for funds used during construction ................ (14098) (19034) (18745) (23742)

; Total funds free eperations .. . .. . .. . .. . ... ... .. . .. . . 74 014 86 154 94 899 106 625

i

FU'OS FROM FIN E ING

First sertgage bonds ............................... ........ 75 000 75 000 75 000 75 000
Pollution control revenue bonds - net ....................... 3 273 125 4 371 2 352
Pre fer re d s t ock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34 615 - 34 615-

Com mo n s t oc k . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 000 50 000 25 000 50 000
Notes payable to Texas Utilities Company (parent) ........... (!!500) (51000) 22500 (22500)
long-t ers debt ret ired . . . . . . . . . . . . . . . . . . . . . . . (12058) (1733) (12896) (5575).... .......

Total funds from financing 79 715 107 007 113 975 133 892i .... ....... .. ......

Total ............ ... .... .............. 153 729 193 161 193 874 240 517. ..

1
~

ADO (CEDUCT)

. O th er - n e t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12104) (16719) (4491) (11688).........
4

| dalance .................................. ...... 141 625 176 442 194 393 228 829
r

CASH IN BANKS AND TEMPORARY CASH IN'4STuCNTS-

tit CH ANG E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I 273 (5916) 2 333 (7213)

CONSTRUCTION EXPENDITURES (excluding allowance for

funds used during construction) ................ 1142 998 $170 526 3196 706 $221616........

See acceecanying Notes to Financial Statements.

.
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TEXAS ELECTRIC SERVICE COMPANY AND SUBSIDIARY

NOTES TO FINANCI AL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

Consolidation - The consolidated financial statements include the Company
and its suosidiary, Old Ocean Fuel Ccepany; all significant intercompany items
and transactions have been eliminated in consolidation. Al,1 of the outstanding
capital stock of Old Ocean is owned by the Company. The investment of the
Company in Old Ocean is the same as the Company's equity in the net assets of ""

Old Ocean as shown by the books of the latter.

Electric Plant - The cost of property additions, including replacements of
units of property and betterments, is charged to electric plant. An allewance
for funds used during construction has been charged to electric plant at the
rate of 7% of expenditures incurred except for that portion of construction
work in progress allowed in rate base by regulatory authorities. Effective
November 1,1979 such rate was increased to 8%, net of tax. Maintenance and
repairs of property, and replacements of items determined to be less than units
of property, are charged to operation expenses. Accumulated provision for
depreciation is charged with the cost of units of property retired, plus removal
costs , less salvage.

Deoreciation - Depreciation provisions are based upon an amortization of
the original cost of depreciable properties on a straight-line basis over the,

i

estimated service lives of the properties.

Federal Income Taxes - Deferred federal income taxes are generally provided
for dif ferences between ecok and taxable income; such differences result prima-
rily from the use of liberalized depreciation for property placed in service
after 1969 and also the class life depreciation system (ADR) for property placed
in service after 1971. Federal income tax provisions have been reduced by the
amounts of investment tax credits allowable under the Internal Revenue Code, ~

including amounts for an Employee Stock Cwr.ership Plan established pursuant to
the Tax Reduction Act of 1975, as amended; a ratable portion, except for amounts
applicable to the Employee Stock Ownership Plan, is being amortized to income
over the estimated service lives of the properties.

Retirement Plan - The Company has a retirement plan covering substantially
The cost of the plan is determined by an independent actuary andall employecs.

is funded by the Company as accrued.

Reserve for Insurance and Casualties - The Company makes provision for
major uninsured losses and claims and charges the amounts thereof to the reserve
when incurred.

(
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$ TEXAS ELECTRIC SERVICE COMPANY AND SUBSIDIARY

NOTES TO FINANCIAL STATEMENTS (Continued)

2. AFFILIATES

The Company is a subsidiary of Texas Utilities Company which provides
common stock capital and short-term financing to the Company as required.
Primarily as agent for the Company, Texas Utilities Services Inc. furnishes
engineering and other services, Texas Utilities Fuel Company procures certain
fuels and related services, and Texas Utilities Generating Company produces
lignite fuel and operates certain electric generating stations, at cost.

The Company, jointly with Dallas Power & Light Company and Texas Power
& Light Company, has entered into agreements with the Fuel Company and the
Generating Company whereby payments are at cost of the services received and
are required by the agreements to be "at least equivalent in the aggregate to
the annual charge to income on the books" of the Fuel Company and the Generating
Company.

3. COMMON AND PREFERRED STOCKS.

. Redemption Price Per

Share (beforeadding.

(_., Secteder 30. 1979 Secteder 30. 1980 accumulateddividends)e

\ Eventual
Outstanding Amount Outstanding Amount Current Minimum

Thousands thousands

of Dollars of Dollars

Texas Electric Service Company
Common stock - without par value:

authorized 80.000.000 shares ...... .. 25 000 000 $475 m 27 000 000 1575 000

Preferred stock - cumulative, without
par value: entitled upon liquidation
to $100 a share: authorized 10.000.000
shares:

$4 series .................. ..... 110 000 $11000- 110 000 $11000 $102.00 $102.00

$ 4. 56 se r ie s . . . . . . . . . . . . . . . . . . . . . . . 65 000 6 563 65 000 6 563 112.00 112.00

$ 4.64 series ... ..................., 100 000 10 016 100 000 10 016 103.25 103.25

$ 5.08 se ies ......... ........... .. 80 000 8 004 80 000 8 004 103.60 103.60

$ 7.44 series .. ..................... 300 000 30 006 300 000 30 006 106.12 102.40

$ 8.32 series ........................ 300 030 29 655 300 000 29 655 108.32+ 101.00

$ 8. 44 se r i e s . . . . . . . . . . . . . . . . . . . . . . . . 300 000 30 046 300 000 30 046 107.40 103.18

$ 8.92 series ......... ........ 200 000 20 076 200 000 20 076 105.83 103.50....

$ 9. 36 se r i e s . . . . . . . . . . . . . . . . . . . . . . . . J00 000 29 625 300 000 29 625 107.02 102.34

$ 10.12 series . . . . . . . . . . . . . . . . . . . . . - - 350 000 34 615 110.12* -100.00

Total ........ ... ............. ! 755 C00 $174 991 2 10: non 13 9 606

..

*9ederction say not be effected currently through certain refunding cperations.

8
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*( TEXAS ELECTRIC SERVICE COMPANY AND SUBSIDIARY

NOTES TO FINANCI AL STATEMENTS (Continued)

In December 1979, the Company transferred $50,000,000 from retained earn-
ings to the common stock account.

In February 1980, the Company issued and sold 2,000,000 shares of its
authorized common stock to Texas Utilities Company (parent) for $50,000,000.

In June 1980, the Company issued and sold 350,000 shares of its authorized
preferred stock for $34,615,000.

No shares of the Company's common or preferred stock are held by or for
account of the Company nor are any shares of such capital stocks reserved for

~

officers and employees or for options, wa rants, conversions and other rights
in connection therewith.

4. RETAINED EARNINGS RESTRICTIONS

The Company's articles of incorporation, the mortgage, as supplemented,,

and the debenture agreements contain provisions which, ander certain conditions,
restrict distributions on or acquisitions of its common stock. At September 30,
1979, $20,118,000 and at September 30, 1980, $25,431,000 of retained earnings
was thus restricted as a result of the provisions of the articles of incorpora-

h- tion.

The articles of incorporation restriction provides in effect that the
Company shall not pay any common dividend which would reduce retained earnings
to less than one and one-half times annual preferred dividend requirements.
The mortgage restriction is based primarily on the replacement fund require-
ments'of the mortgage. The restriction contained in the debenture agreements is
designed to maintain the aggregate preferred and common stock equity at or above
33-1/3% of total capitalization.

(
.
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TEXAS ELECTRIC SERVICE COMPANY AND SUBSIDIARY
.

, NOTES TO FINANCIAL. STATEMENTS (Continued)

5. LONG-TERM DEBT (less amounts due currently)

Sectember 30,

1979 1980

Thousands of Dollars

First sortgage bonds:

3-3 /8% s eri e s du e 19 81 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $11500 $ -
3-1/4% series due 1982 ............................................... .............. 8 000 8 000

3-1/4% s er i es due 1985 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 000 17 000

3-1/4% series due 1986 ................. .............. .. ... .. .. ... .. ......... 10 000 10 000

4-3/4% s eri e s due 1987 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . 16 000 16 000. ..

4-1/2%seriesdue1988................. 10 000 10 000.... ..... .... .... ........... ... ......

4 /3/8% seri es due 1993 . . . . . . . . . . . . . . . . . . . . . . . 22 000 22 000.. .............. ......... .. .

4-1/2% series due 1995 ..................... ... .................... 16 000 16 000.... ..... .

5-1/8% series due 1996 .............................................. ....... ..... . 15 000 15 000

6-1/8% series due 1997 ................................ ............................ 18 000 18 000

7-5/8% series due 1999 .................... ..... ........... ... ................... 15 000 15 000
i 8-7/8% s eri es due 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 000 25 000......... ............ .. .

l 7-1/2% series due 2001 ............ 25 000 25 000
*

................ . .. .. .... ........ .. . .

7-1/8% series due 2002 .............................................. ............... 30 000 30 000

8-5/84 s er i es t e 2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 000 40 000
.

9-1/2% s eri es du e 2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60 000 60 000
'~

8-7/8% series &e 2005 ... ... ........................ 50 000 50 000. .. . . ....... ... ....

8-7/8% s erie s due 2006 . . . . . . . . . . . . . . . . . . . 100 000 100 000............ ....... . ..............

9-1/24 series due 2009 .. ....... ...... ........... . 75 000 75 000.... ............... . .....

14-1/8% series & e 2010 ...... ..... ....... ... ................. . ... - 75 000.... . . ...

Total first sortgage bonds 563 500 627 000. .... ....... .... .. . . ........... ........ ...

Sinking fund debentures:

; 5-1/4% due 1995 ............................... ........... .. ........ ............ 5 604 4 276
' 6-5/8%.due1993................................................................ 13 065 8 818

. To tal sink ing fund debentures . . . . . . . . . . . . . . . . . . . 18 669 13 094... ... ..... .. ... ..

Pollution control revenue bonds:
Sabine River Authority of Texas

6-1/4% series due 2006 .............. 19 025 19 025. ..... ....... .... .... . ... .. . ....

; 5.70% se rie s due 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 640 21 640... . .... . ... ....

| 6.60% series due 2003 ..................... 3 085 3 085... .... .. . ......................

Funds on deposit with trustee ...... ....... ..... ..... .. . ........ . . .. . (4160) (1 808)..

Total pollution control revenue bonds - net 39 590 41 942. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Unamortized premium and discount:

. Unam ort ized p ree ium . . . . . . . . . . . . . . . . . . . . . . . . . . . 554 533. .. .. . .. ...... .. . . ..

| Unam ort ize d d i s c oun t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2310) (3236). . ..... .. .

!

Total unamortired premium and discount (1756) (2703)'
... ...... ... ........ . ... ....

Total . 1620003 1679 333. .. . ... ...... . . . .. ... .. . . . . ... .... .

i
.

! +
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[ TEXAS ELECTRIC SERVICE COMPANY AND SUBSIDIARY

NOTES TO FINANCI AL STATEMENTS (Concluded)

In March 1980, the Company issued and sold $75,000,000 principal amount
of First Mortgage Bonds,14-1/8% series due 2010.

The total amounts of Sinking Fund Debentures authorized in the debenture
agreements have been issued. The Company's First Mortgage Bonds may be issued
in additional amounts, without limitation as to the maximum thereof, but
limited by property, earnings and other provisions of the mortgage. None of
the long-term debt is pledged, held by or for account of the issuer, or held
in its sinking or other special funds. Substantially all of the electric plant
is subject to the lien of the mortgage.

6. COMMITMENTS AND CONTINGENCIES

For information relating to major new construction work now in progress
or contemplated, and commitments with respect thereto, see " Item 3, Properties -
Construction Program" in Fonn 10-K for the year 1979, Part II, " Item 8, Other
Materially Important Events" in Form 10-Q for the quarter ended June 30, 1980,.

and Form 8 dated September 4, 1980.

The Company, along with Dallas Power & Light Company and Texas Power &.

Light Company, has entered into contracts with public agencies to purchase
hu_ cooling water for use in the generation of electric energy and has agreed, in

effect, to guarantee its share of the principal, $51,266,000 at September 30,
1979 and $54,317,000 at September 30, 1980, and interest on bonds issued to
finance the reservoirs from which the water is supp],ied.

Reference is made to " Item 1, Business - Fuel Supply, Regulation and
Rates, and Environmental Matters"; " Item 3, Properties - Construction Program";
and " Item 5, Legal ?roceedings" in Form 10-K for the year 1979, to Part II,
" Item 1, legal Proceedings" in Fonn 10-Q toe the quarter ended June 30, 1980,
and to " Item 5, Other Materially Important Events" in Form 8-K dated November 5,
1980, for legal and administrative proceedings.

REVIEW BY INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

See attached Exhibit

k
.
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Deloitte.

Haskins+ Sells
., ,,,,
\

First National Bank Building
Fort Worth, Texas 76102
(817) 336-2531
Cab:e DEHANDS

Texas Electric Service Company November 12, 1980
Electric Service Building
115 West Seventh Street
Fort Worth, Texas 76102

Dear Sirs:

We have made reviews of the consolidated balance sheets of Texas
Electric Service Company and subsidiary as of September 30, 1979
and 1980, and the related statements of consolidated income for
the three-month, nine-month and twelve-month periods then ended,
and the related statements of consolidated source of funds for
construction for the nine-month and twelve-month periods then
ended, in accordance with standards established by the American

,

Institute of Certified Public Accountants.

A review of interim financial information consists principally of.

obtainin an understanding of the system for the preparation of(' interim inancial information, applying analytic review procedures
to financial data, and making inquiries of persons responsible for
financial and accounting matters. It is substantially less in
scope than an examination in accordance with generally accepted
auditing standards, the objective of which is the expression of an
opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifi-
cations that should be made to the accompanying financial
statements for them to be in conformity with generally accepted
accounting principles.

Y$
DELOITTE HASKINS & SELLS

1

|

|

|
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( PART II. OTHER INFORMATION

Items 1 through 9.

NONE

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the,

registrant has duly caused this report to be signed on its behalf by the under-
signed thereunto duly authorized.

.

. TEXAS ELECTRIC SERVICE COMPANY

By /s/ D. E. Kelch
D. E. Kelch

Vice President and Treasurer

Date: November 12, 1980
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15 (d) 0F
THE SECURITIES EXCHANGE ACT OF 1934

FOR THE QUARTER COMMISSION FILE
ENDED SEPTEMBER 30, 1980 NUMBER 0-381

TEXAS POWER & LIGHT COMPANY

A TEXAS 1.R.S. Employer
CORPORATION No. 75-0606380

1511 BRYAN STREET, DALLAS, TEXAS 75201
(214) 748-5411

Indicate by check mark whether the registrant (1) has filed all
reports required to be filed by Section 13 or 15 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter
period that the registrant was required to file such reports), and (2)
has been subject to such filing requirements for the past 90 days.
Yes v'. No .

Common stock outstanding at September 30, 1980: 34,350,000 shares
(without par value).
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PART 1. FINANCIAL INFORMATION

THE FlflANCI AL STATEMENTS HEREIN HAVE BEEN REVIEWED, EXCEPT FOR THE FillANCIAL
STATEMEllTS AS OF SEPTEMBER 30, 1979 AND FOR THE TWELVE MONTHS THEN ENDED WHICH
HAVE BEEN AUDITED, BY DELOITTE HASKlHS & SELLS, INDEPENDEllT CERTIFIED PUBLIC
ACCOU.NTAllTS, WHOSE LETTER WITH RESPECT THERET0 IS FILED HEREWITH AS AN EXH! BIT
TO PART | CF THIS REPORT. NO ADJUSTMENTS OR ADDITIONAL DISCLOSURES WERE
PROPOSED BY DELOITTE HASKINS & SELLS. THE FOLLOWillG FINANCI AL STATEMENTS
SHOULO BE C0!1SIDERED IN C0tlJUNCT10N WITH THE NOTES THERETO AND THE INFORMATION
UNDER MANAGEMENT'S ANALYSIS OF STATEMENT OF INCOME. IN THE OPIN10i10F THE
COMPANY, ALL ADJUSTMENTS (CONSTITUTING ONLY NORMAL RECURRING ACCRUALS) NECESSARY
TO A FAIR STATEMENT OF THE RESULTS OF OPERATIONS HAVE BEEN INCLUDED THEREIN.

TEXAS POWER & LIGHT COMPANY

STATEMENT OF INCOME

Three Months Ended Nine Months Ended Twelve Months Ended
Sentember 30, Santamber 30. Se t t er+c r 3C,
1979 1960 1979 19e0 1979 19o0
(Unaudited) (Unaudited) (Audited) (Unauditec)

Thousands of Do1 Iars

OPERAT I NG REVE NUES - E lect r ic. . . . . . . . . . . . . . . $250.774 $355.533 $6?t.358 $759,217 $788,982 $947,476

OPERATING EXFENSES (Note 1)
24,810 28,554 67,727 79,038 90,581 103,299Operation. ......... . ..... .... ..... .

Fucl................................... 95,695 141,716 246,575 320,269 3c6,795 397,2334

Maintenance......... 13,048 13,979 36,846 47,736 48,733 65,892........... .... .....

Ocpreciation provisions.. 16,211 17,693 47,467 51,935 62,660 68,620... ..........

Federal income taxes....................... 13,084 37,108 6,989 21,762 8,010 11,104
Deferred federal inccee taxes-net. . . . 6,974 7,725 19,965 24,266 25,985 30,953....

Federal investment t ax cred i t s-ne t . . . . . . . . 11,097 d,956 32,028 24,732 37,784 35,698
State, local and miscellaneous taxes....... 10,980 12,LOS 30,889 35,403 40,530 46.925

Total operating expenses............ 191,899 268,136 L88,486 605,141 621,083 759.721

OPERATING liiC0ME.............. ..... ........ 58,875 87,397 132.872 154,076 167,890 187,755

OTHER INCOME (hote 1)
Allowance for equity funds used

during construction......... ..... 3,830 6,966 10,835 20,086 13,777 26,770... ..

Other incarne and deduc t ions-ne t. . 4,618 4,599 14,866 14,562 18,964 19,265..... ..

Federal income taxes on other incom....... (2,151) (2,159) (6,898) (6,793) (8,F31) (8,986)

Total other income....... .
6,297 9,406 18,783 27,855 23,860 37,049..... .

TOTAL th0Cf1E................................. 65,172 96,803 151,655 181,931 191,759 224,804

INTEREST CHARCES
Interest on mortgage bonds 16,761 18,183 49,163 52,321 63,580 69,082.. .. .... ...

Interest on other long-terri debt. 1,293 2,217 3,805 6,677 5,026 8,?20. . .....

Other interest.. 195 1,863 695 5,265 898 5,503... .... ..... ...

Allowance for borroved funds used
during construction (Note 1).. . ........ (2,064) (2,L96) (5.829) (7.197) (7,704) (7,69c)

Total interest charges.......... 16,185 19,767 47,834 57,066 61,800 75,11R..

NET INC0ME.......................... ........ 48,987 77,036 103,821 124,865 129,959 149,686

FREFERRED STCCK DIVIDEN05.................... 5,091 5.962 14,507 16,048 18,715 20,910

NET INCCME AFTER PREFERRED

i STOC A O l V I DE N0 5 :r. . . . . . . . J 63,896 $ 71,074 $ 89,314 $108,817 $111.244 $128,767.. ............

^C&ron stock owned 10M by Teu s Utilities Ccepany.

.

See accompanying NoEes to Financial Statements.
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TEXAS POWER & LIGHT COMPANY

MANAGEMENT'S ANALYSIS OF

' STATEMENT OF INCOME

Operatina Revenues - Increases in operating revenues resulted from an
increase in KWH sales of electricity due primarily to the unusually hot weather
conditions during the summer months, the recovery of the higher costs of fuel
consumed in generating the increased output of ciectric energy and from a general
rate increase approximating 10.05% implemented in May, 1980.

Operation and Maintenance - Increases in operation and maintenance expenses
resulted from continuing inflationary pressures on the cost of labor, materials
and services, and from an additional lignite-fueled generating unit placed in
service in April, 1979. Operation and maintenance expenses were also affected
by the higher costs of operating and maintaining lignite-fueled generating
i. nits, including the additional costs of operating and maintaining the pollution
control equipment required in connection therewith, offset somewhat by lower
levels of power purchased.

Fuel - Increases in fuel expense resulted from the increased level of
generation and generally higher unit costs of fuel consuned. The increases in
fuel expense and in unit costs of fuel consumed were mitigated by a greater use
of lower cost lignite in the fuel mix for electric generation.

Depreciation Provisions - Increases in depreciation provisions are primarily
ascribed to the substantial additions to depreciable plant in service.

Federal Income Taxes - The increases in federal income taxes in the three
month and nine month periods are attributable to an increase in taxable income and
to a decrease in federal investment tax credits; the increase in the twelve month
period is attributable primarily to a decrease in federal investment tax
credits.

Deferred Federal income Taxes - Increases in deferred federal income taxes
reficct the continued effects of the adoption for federal income tax purposes
of liberalized depreciation and the class life depreciation system (ADR) for
depreciable property and the normalization of other differences between book
and taxable income.

i

Federal Investment Tax Credits - The decreases in federal investment tax
credits resulted primarily from the completion in 1979 of the phase-in of
qualified Progress Expenditures pursuant to the Tax Reduction Act of 1975

i

State, Local and Miscellanecus Taxes - Increases in state, local and
miscellaneous taxes resulted primarily from increases in revenue and property-
based taxes.

Allowance for Funds Used Durina Construction - Increases in allowance for
funds used during construction (AFUDC) are attributable to increases in the
amount of construction work'in progress and, effective November 1, 1979, an
increase in the AFUDC rate to a net of tax rate of 8%, compounded semi-annually,
offset somewhat by an increase in the amount of construction work in progress
allowed in rate base effective in May, 1980.

4
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Interest'Charaes and Preferred Stock Dividends - Increases in these costs
are attributable primarily to the additional long-term debt and preferred
stock issued and sold in conr.ection with the construction program of the

i. Company and use of short-term loans from Texas Utilities for interim requirements.
!

Net income and Net income after Preferred Stock Dividends - Increases3

represent a culmination of the factors described above.
i

I
|
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TEXAS POWER & LIGHT COMPANY

BALANCE SHEET

ASSETS

September 30,

1979 1980-
(Audited) (Unaudi ed)

Thousands of Dollars

ELECTRIC PLANT -- at original cost (Note 1)
In service:

Production......................................... $ 933,886 $ 948,451
Transmission....................................... 393,596 416,796
Distribution....................................... 625,367 684,903
General............................................ 55,039 63,875

Tota 1.......................................... 2,007,888 2,114,025

Construction work in progress........................ 598,753 887,803
Nuclear fuel......................................... 23,896 28,844
Held for future use.................................. 4,499 5,384

Total electric plant........................... 2,635,036 3,036,056

Less accumulated provision for depreciation.......... 418,933 479,872

Electric plant, less accumulated
provision for depreciation......... 2,216,103 2,556,184

OTHER INVESTHENTS...................................... 1,274 3,170

CURRENT ASSETS
Cash in banks........................................ 9,618 9,316
Special deposits..................................... 14,836 8,633
Temporary cash investments -- at cost................ 20,428 -

Accounts receivable:
C u s t one r s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62,551 75,425.....

0ther......................... .................... 3,614 5,578
Allowance for uncollectible accounts............... (1,988) (2,612)

inventories -- at average cost:
Materials and supplies............................. 13,038 17,715
Fuel stock......................................... 17,613 21,329

Other current assets................................. 16,306 30,227

Total current assets........................... 156,016 165,611

DEFERRED DEBITS........................................ 5,331 6,023

T0TAL................................. $2,378,724 $2,730,988

See accompanying Notes to Financial Statements.
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TEXAS POWER & LIGHT COMPANY

BALANCE SHEET

LIABILITIES

September 30,

1979 1980
(Audited) (Unaudited)

Thousands of Dollars
CAPITAllZATION

Common stock (Note 3)....,........................... $ 610,000 $ 660,000
Retained earnings (Note 4)........................... 193,206 249,210

Tota 1....................................... 803,206 909,210

Preferred stock (Note 3)............................. 256,112 285,782

Long-term debt -- less amounts
due currently (Note 5):

First mortgage bonds............................. 847,500 897,500
Other long-term debt............................. 79,163 119,179
Unamortized discount............................. (3,174) (3,795)

Tota 1....................................... 923,489 1,012,884

Total capitalization................... 1,982,807 2,207,876

CURRENT LIABILITIES
Notes Payable -- Texas Utilities Company (parent).... - 54,500
Accounts payable:

Affiliates......................................... 22,398 31,625
0ther.............................................. 62,765 47,217

Dividends declared................................... 4,870 5,689
Long-term debt due currently......................... 87 -

Customers' deposits.................................. 6,292 7,172
Taxes accrued........................................ 29,221 47,147
Interest accrued..................................... 19,681 23,113
Other current liabilities............................ 16,718

_
9,203

Total current liabilities.............. 162,032 225,666

RESERVE FOR INSURANCE AND CASUALTIES (Note 1).......... 1,486 1,989

ACCUMULATED DEFERRED FEDERAL INCOME TAXES (Note 1)..... 101,333 133,799

UNAMORTIZED FEDERAL INVESTMENT TAX CREDITS (Note 1).... 131,066 161,658

COMMITMENTS AND CONTINGENCIES (Notes 2 and 6)

T0TAL.................................. $2,378,724 $2,730,988

See accompanying Notes to Financial Statements.
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TEXAS POWER & LIGHT COMPANY

STATEMENT OF SOURCE OF FUNDS FOR CONSTRUCTION

Nine Months Ended Twelve Months Ended
September 30, September 30,

1979 1980 1979 1980
(Unaudited) (Audited) (Unaudited)

Thousands of Dollars
'

FUNDS FROM OPERATIONS
Net income .............. $103,821 $124,865 $129,959 $149,686.......................

Less -- Dividends declared:
Preferred stock................................ 14,507 16,048 18,715 20,919
C onno n s t o c k . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,372 55,941 63.132 72,763

Total dividends declared.................... 62,879 71,989 81,847 93,682

Balance.................................. 40,942 52,876 48,112 56,004.......

Ocpreciation provisions.......................... 47,467 51,935 62,660 68,620
Deferred federal income taxes -- net............. 20,199 25,501 26,108 32,466
Federal investment tax credits -- net............ 32,028 24,732 37,784 35,698
Allowance for funds used during construction..... (16,644) (27,283) (21,481) (34,465)

Total funds from operations................. 123,992 127,761 153,183 158,323

FUNDS FROM FINANCING
First mortgage bonds............................. 100,000 50,000 100,000~ 50,000

'

Other long-term debt............................. 4,751 15,104 5,501 41,640
Preferred stock.................................. 29,591 29,670 29,591 29,670
Common stock..................................... 40,000 50,000 40,000 50,000
Notes payable to Texas Utilities Company

(parent)....................................... 49,000 54,500- -

Long-term debt retired........................... (341) (1,212) (771) (1,711)

Total funds from financing.................. 174,001 192,562 174,321 224,099

ADD (DEDUCT)
Investment advances to affiliates................ - (1,100) 39,000 (1,900)
Other -- net..................................... (29,537) (31,717) (5,287) (24,806)

Tota 1....................................... (29,537) (32,817) 33,713 (26,706)

Tota 1.................................... 268,456 287,506 361,217 355,716

CASH IN BANKS AND TEMPORARY CASH
INVESTHENTS -- NET CHANGE........................ (19,753) (1,582) (20,048) 20,730

CONSTRUCTION EXPENDITURES (excluding allowance
for funds used during construction).............. $248,703 $285,924 $341,169 $376,446

See accompanying Notes to Financial Statements.
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TEXAS POWER & LIGHT COMPANY

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

' Electric Plant - The cost of property additions, including replacements of
units of property and betterments, is charged to electric plant. An allowance
for funds used during construction has been charged to electric plant at the
rate of 7% of expenditures incurred, except for -that portion of construction
work in progress allowed in rate base by regulatory authorities. Effective
November 1, 1979, such rate was increased to a net of tax rate of 8%, compounded
semi-annually. Maintenance and repairs of property, and replacements of items
determined to be less than units of property, are charged to operating expenses.

4 Accumulated provision for depreciation is charged with the cost of units of property
retired, plus removal costs, less salvage.

.

Depreciation - Depreciation provisions are based upon an amortization of the
original cost of depreciable properties on a straight-line basis over the-
estimated service lives of the properties.

>

Federal income Taxes - Deferred federal income taxes are gene ally provided for
differences between book and taxabic income; such differences result primarily
from the use of liberalized depreciation for property placed in service after
1969 and also the class life depreciation system (ADR) for property placed
in service after 1971. Federal income tax provisions have been reduced by the
amounts of investment tax credits allowable under the Internal Revenue Code,
including amounts for an Employee Stock Ownership Plan established pursuant to*

the Tax Reduction Act of 1975, as amended;.a ratable portion, except for amounts
applicable to the Employee Stock Ownership Plan, is being amortized to income
over the estimated service lives of the properties.

Retirement Plan - The Company has a retirement plan covering substantially all
employees. The cost of the plan is determined by an independent actuary and is
funded by the Company as accrued.

Reserve for Insurance and Casualties - The Company makes provision for major
uninsured losses and claims and charges the amounts thereof to the reserve when
incurred.

2. AFFILIATES

The Company is a subsidiary of Texas Utilities Company which provides connon
stock capital and short-term financing to the Company as required. Primarily as
agent for the Company, Texas Utilities Services Inc. furnishes engineering and
other services, Texas Utilities Fuel Company procures certain fuels and provides
related services, and Texas Utilities Generating Company produces lignite fuel
and operates certain electric generating stations at cost.

The Company, jointly with Dallas Power & Light Company and Texas Electric
Service Company, has entered into agreements with Fuel Company and Generating'

* Company whereby payments are at cost of the services received and are required

-8-
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NOTES TO FINANCIAL STATEMENTS (Continued)-

by the agreements'to be "at least' equivalent in the aggregate to the annual charge
to income on the books" of Fuel Company and of_ Generating Company.

_

3 .COMM0'1'AND PREFERRED STOCKS

Redemption Price
Per share (Before

Shares Outstanding '
scotember 10. -dividends)

,,

Amount adding acctmalated
September 30.

J,f,J1 19e0 M jio0
. Current Minimur,Thousands of collars

_

Eventual0

Comon stock-without par value1
authorized 80.000,000 shares. . . 32,350,000 34,350,000 $610,000 $660,000

Preferred stock - cumulative,

without par values entitled
upon liquidation to $100 a
share; authorized 5,000,000
shares:

$4 series . . . . . . . . 70,000 70,000 $ 7,000 $ 7,000 $102.00 -$102.00-
$ 4.44 series . . . . . . . . 150,000 150,000 15,061 15.061 102.61 102.61
$ 4.56 series . . . . . . . . 133,786 133,786 13,379 13,379 112.00 112.00
$ 4.76 series . . . . . . . . 100,000 100,000 10,000 10,000 102.00 102.00
$ 4.84 series . . . . . . . 70,000 70,000 7,000 7,000 101.79 101.79.

$ 7.24 series . . . . . . . . 250,000 250,000 25.113 25,113 107.04 103.42
$ 7.80 series . . . . . . . . 300,000 300,000 30,030 30,030 105.20 '103.25
$ 8.16 series . . . . . . . . 300,000 300,000 29,655 29,655 108.16* 102.04
$ 8.20 series . . . . . . . . 300,000 300,000 30,108 30,108 107.39 103.29
$ 8.68 series . . . . . . . . 300,000 300,000 29,550 29,550 108.43* 101.92
$ 8.84 series . . . . . . . . 300.000 300,000 29,591 29,591 108.17*- 102.05
$ 9 32 series . . . . . . . . 300,000 300,000 29,625 29,625 106.99 102.33
$10.92 series . . . . . . . . - 300,000 - 29,670 110.92* 102.73

Total 2,573,786 2,873,796 $256,112 $285.782........

* Redemption may not be ef.*ected currently through certain refunding operations.

No shares of the Company's common or preferred stock are held by or for
account of the Company, nor are any shares of such capital stocks reserved
for officers and employees or for options, warrants, conversions'and other
rights in connection therewith.

4. RETAINED EARNINGS RESTRICTIONS

The Companys' articles of incorporation, the mortgage, as supplemented,
and the debenture agreements contain provisions which, under certain conditions,
restrict distributions on or acquisitions of its coninon stock. At September 30,
1979 and September 30, 1980, $27,598,000 and $32,239,000, respectively, of retained
earnings were thus restricted as a result of the provisions of the articles of
incorporation.

9
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NOTES TO FINANCIAL STATEMENTS - (Continued)

The articles of incorporation restriction provides-in effect that the
Company shall not pay any connon dividend which would reduce retained earnings
to less than one and one-half times annual _ preferred dividend requirements'.
The mortgage restriction is based primarily on,the replacement-fund requirements
of the mortgage. The restriction contained in the debenture agreements is
designed to maintain the aggregate preferred and common stock equity at or above

.~33-1/3% of total capitalization.
September 30,''

5 LONG-TERM DEBT (less amounts due currently) ,iya i980
(housands of collars

First mortgage bonds:
3-l/4% series due 1982 . . . . . . . . . . . . . . $ 14,000 $ 14,000
3-1/8% series due 1984 . . . . . . . . . . . . . . 20,000 20,000
4-3/8% series due 1986 . . . . . . . . . . . . . . 10,000 10,000
4-1/2% seri es due 1988 . . . . . . . . . . . . . . 12,500 12,500

4-1/2% series duc 1991 . . . . . . . . . . . . . . 12,000 12.000
4-3/8% series due 1993 . . . . . . . . . . . . . . 10,000 10,000

4-1/2%seriesdue1995.............. 14,000 14,000
5 % series due 1996 . . . . . . . . . . . . . . 20,000 20,000
5-1/2% series due 1997 . . . . . . . . . . . . . . 30,000 30,000
6-5/8% series due 1998 . . . . . . . . . . . . . . 25,000 25,000
8-5/8% series duc 200) . 30,000 30,000.............

8-7/8% series due 2000 . . . . . . . . . . . . . . 30,000' 30,000
7-1/8% series due 2001 . . . . . . . . . . . . . . 30,000 30,000
7-1/2% series due 2002 . . . . . . . . . . . . . . 40,000 40,000
7-1/2% series due 2003 . . . . . . . . . . . . . . 50,000 50,000
8-1/4% serie* due 2004 . . . . . . . . . . . . . . 50,000 50,000

10-1/8% series due 2004 . . . . . . . . . . . . . . 50,000 50.000
9-1/2% series due 2005 . . . . . . . . . . . . . . 100,000 100,000
8.60 % series due 2006 . . . . . . . . . . . . . . 100,000 100,000
8-1/4% series due 2007 . . . . . . . . . . . . . . 100,000 100,000
9-3/8% series due 2009 . . . . . . . . . . . . . . 100,000 100,000

11-3/8% series due 2010 . . . . . . . . . . . . . . - 50,000

Total . . . . . . . . . . . . . . . . . . . 847,500 897,500

Other long-term debt: j
Sinking fund debentures

4-5/8% due 1987'. . . . . . . . . . . . . . . . . 7,176 6,713

4-1/2%due1989................. 11,351 10,918

7-3/4% due 1994 . . . . . . . . . . . . . . . . . 17,200 16,472

Total. . . . . . . . . . . . . . . . . . . 35,727 34,103

Pollution control revenue bonds-net
7-l/2% series due 2004. . . . . . . . . . . . . . - 15,000

6-1/4% series due 2006. . . . . . . . . . . . . . 32,385 32,385
5.70 % series due 2007. . . . . . . . . . . . . . 11,235 11,235
6.60 % series due 2008. . . . . . . . . . . . . . 4,890 4,890

35,000 -7-5/84 series due 2009. . . . . . . . . . . . . . -

Funds on deposit with trus*ee. . . . . . . . . (5,074) (13,4%).

Total. . . . . . . . . . . . . . . . . . . 43,436 85,0/o
,

79,163 119.179Total other long-term debt ........

(3,174) (3,795)Unamortized discount. .................

Total long-term debt (less amounts due
currently). . . . . . . . . . . . . . . . . . . . $923,489 L ol2,884.

:
)

i

!
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NOTES TO FINANCIAL STATEMENTS - (Conclud:d)

The total amounts of Sinking Fund Debentures authorized in the debenture
agreements have been issued. The Company's First Mortgage Bonds may be issued
in additional amounts, without limitation as to the maximum thereof, but

limited by property, eat nings and other provisions of the mortgage. None
of the long-term debt is pledged, held by or for account of the issuer, or
held in its sinking cr other special funds. Substantially all of the electric

plant is subject to the lien of the mortgage.

6. COMMITMENTS AND CONTINGENCIES

For inform.ation relating to major new construction work'now in progress
or contemplated, and commitments with respect thereto, see item 3, Properties -
Construction Program in Form 10-K for the year.1979, and Part il, item 8, Other
Materially important Events in Form 10-q for the quarter ended June 30, 1980.

The Company, along with Dallas Power & Light Company and Texas Electric
Service Company, has entered into contracts with public agencies to purchase
cooling water for use in the generation of electric energy and has agreed, in
effect, to guarantee its share of the principal, $51,266,000 at September 30,
1979 and $54,318,000 at September 30, 1980, and interest on bonds issued to
finance the reservoirs from which the water is supplied.

Reference is made to Part it, item 1, Legal Proceedings and Part II,
item 8, Other Materially important Events in Form 10-Q for the quarter ended
June 30, 1980, and to item 1, Business - Fuel Supply, Regulation and Rates,
and Environmental Matters and item 5, Legal Proceedings in Form 10-K for the
year 1979 for information relating to legal and administrative proceedings.
In the opinion of the Canpany, such legal and administrative proceedings are
not expected to have a material adverse effect upon the financial position or
results of operations of the Company.

PEVIEW BY INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

See Attached Exhibit

-11-
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Deloitte EXHIBIT

Haskins+ Sells
. . . - _ _ - - - - - - -

Olne Main Rxe
Datlas. Texas 75250
(214) 748-6601
Telex 732643

November 7, 1980

Texas Power & Light Company:

We have made eviews of the balance sheet of Texas Power &
Light Company as of September 30, 1980 and the related
statements of income for the three-month, nine-month and
twelve-month periods then ended and source of funds for
construction for the nine-month and twelve-month periods then
ended. We have also made reviews of the statements of income
for the three-month and nine-month periods ended September 30,
1979 and source of funds for construction for the nine-month
period ended September 30, 1979. Such reviews have been made
in accordance with standards established by the American
Institute of Certified Public Accountants.

A review of interim financial information consists princi-
pally of obtaining an understanding of the system for the
preparation of interin financial information, applying
analytical review procedures to financial data, and making
inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an examina-
tion in accordance with generally accepted auditing standards,
the objective of which is the expression of an opinion re-
garding the financial statements taken as a whole. Accordingly,
we do not express such an opinion on the financial statements
referred to above.

Based on our reviews , we are not aware of any material modi-
fications that should be made to the financial statements re-
ferred to above for them to be in conformity with generally
accepted accounting principles.

The balance sheet as of September 30, 1979 and the related
statements of income and source of funds for construction for
the twelve-month period then ended were examined by us and we
expressed an unqualified opinion on them in our report dated
December-11, 1979.

& 2% & %

DELOITTE HASKINS & SELLS

-M-
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PART 11. OTHER INFORMATION |
|

!,

Items 1 through 9

a

None.

t
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

TEXAS POWER & LIGHT COMPANY

Date November 12, 1980 By /s/ H. O. Weatherbee. Jr.
H. O. Weatherbee, Jr.

Vice President and
Principal Financial Officer
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D. C, 20549

|

's
j FORM 10-Q
t

QUARTERLY REPORT UNDER SECTION 13 OR 15(d) 0F ,

THE SECURITIES EXCHANGE ACT OF 1934

FOR THE QUARTER ENDED September 30, 1980 COMMISSION FILE NUMBER 0-1250

DALLAS POWER & LIGHT COMPANY
.

A TEXAS I.R.S. Employer No.

Corporation 75-0224710

1506 COMMERCE STREET, DALLAS, TEXAS 75201

(214) 698-7000

Indicate by check mark whether the registrant (1) has filed all reports required to
be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or fo'r such shorter period that the registrant was required to file

'

such reports), and (2) has been subject to such filing requirements for the past 90 s

days. Yes we No

Common stock outstanding at September 30, 1980: 14,000,000 shares (without par value).

Page 1 of 12
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PART I. FINANCIAL INFORMATION*

TE FINANCIAL STATEMENTS HEREIN HAVE BEEN REVIEWED BY DELOITTE HASKINS & SELLS, INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS,
WHOSE LETTER WITH RESPECT THERETO IS FILED EREWITH AS AN EXHIBIT TO PART I 0F THIS REPORT. NO ADJUSTMENTS OR ADDITIONAL
DISCLOSURES WERE PROPOSED BY DELOITTE HASKINS & SELLS. TE FOLLOWING FINANCIAL STATEME:rIS SHOULD BE CONSIDERED IN CON-
JUNCTION WITH TE NOTES TERETO AND TE INFORMATION UNDER MANACDfENT'S ANALYSIS OF STATEMENT OF INCO'!E. IN TE OPINION'

OF THE COMPANY, ALL ADJUST:!E:fIS (CONSTITUTING ONLY JORMAL RECURRING ACCRUALS) NECESSARY TO A FA12 STATEMENT OF TE RESULTS
OF OPERATIONS HAVE BEEN INCLUDED TEREIN.

n

DALLAS POWER & LIGHT COMPANY

I, STATEMENT OF INCOME
.

(Unaudited)

Three Months Ended Nine Months Ended Twelve Months Ended
September 30, September 30 September 30,

1979 1980 1979 1980 1979 1930
Thousands of Dollars

OPERATING REVENUES - Electric . . . . . . . . . . $128,182 $189.427 $319,831 $410,609 0403,392 $513.219

OPERATING EXPENSES (Note 1)
Operation . . . . . . . . . . . . . . . . . 15,786 17,413 42,472 48,586 54,512 63,447..

Fu21. . . . . . . . . . . . . . . . . . . . . . 53,433 80,367 134,086 166,994 163,997 205.550
M41ntsnance . 7,550 8,243 23,872 26,791 29,863 37,071.................

Dipraciation provisions . . 7,936 8,554 23,123 25,169 30.480 33,264..........

Fsdiral income taxes. 4.879 20,357 (1,096) 24,539 642 24,290.............

Difarred federal income taxes - net . 2,037 2,136 6,521 7,414 7,843 9,468.. . ..1

F dsral investment tax credits - net. 3,135 1,773 10,682 3,697 12,565 7,102.. . ..

Stats, local and miscellaneous taxes. 11,964 14,405 32,862 36,785 42,613 47,191.. . ..

Total operating expenses. . . . . . . . . . 106,720 153,248 272,522 339,975 342,515 427,383

OPERATING INCOME. 21,462 36,179 47,309 70,634 60,877 -85,836................

OTHER INCOME
Allowance for equity funds used during

construction (Note 1) . 2,391 1,749 7,026 6.868 9.091 .11,686...........

Othar income and deductions - net (6) 214 211 853 332 6,074.......

Fedarel income taxes on other income. 6 (100) (98) (398) (159) (5,888).. . . .

Total other income. 2,391 1,863 7,139 7,323 9,264 11,872............

TOTAL INCOME. 23,853 38,042 54,448 77.957 70,141 97,708.. ................;

i

INTEREST CHARGESi

Interest on mortgage bonds. 5,547 5,322 16,712 16.415 22,330 21,962..........

Intsrest on other long-term debt. 64 6 598 1,906 1,816 2,522 2,459.......

Othar interest. 2,204 1,776 4,789 9,401 6,089 12,704................

Allowance for borrowed fundc used during
construction (Note 1) . . . . . . . . . . . . (1,789) (692) (5,255) (2,716) (7.423) (2,095)

Total interest charges. 6, 60 8 7,004 18,152 24,916 23,518 35,030..........

JET INCOME. 17,245 31,038 36,296 53,041 46,623 62,678'

................. ..

PREFERRED STOCK DIVIDENDS . . . . . . . . . . . . 1,643 1,643 4,928 4,928 6,571 6,571

JET INCOME AFTER PREFERRED STOCK
! DIVIDENDS . . . $ 15.602 $ 29.395 $ 31. 368 1_48.113 $ 40.052 1_16mlal................
l

| Avarsga number of shares of common
stock outstanding (thousands) . . . 14,000 14,000 13,778 14,000 13,583 14,000.. .. ..

Earnings and dividends per share
of common stock:

! Earnings (based on average shares
I outstanding).'. . . . . . . . . . . . . . . $1.11 $2.10 $2.28 $3.44 $2.95 $4.01
! Dividends . . . . . . . . . . . . . . . . . . $ .59 $ .59 $1.77 $1.77 $2.36 $2.36
!

See accompanying Notes to Financial Statements.
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DALLAS POWER & LIGKr (DMPANY
MANAGEMENT'S ANALYSIS OF STATEMENT OF INCOME

Operating Revenues - Increases in operating revenues reflect an inpresse in
energy sales due to unusually hot weather offset by milder temperatures during

| the winter heating season compared to corresponding periods of the prior year,
recovery of the higher cost of fuel consumed and a general rate increase of<

f.
approximately 10% effective in October 1979.

Operation and Maintenance - Increasec in operation and maintenance expense
resulted from continuing inflationary pressures on the cost of labor, materials
and services. Maintenance expenses were also affected by the higher costs of
maintaining lignite-fueled generating units, including the additional costs of
maintaining the pollution control equipment required in connection therewith.

Fuel - Increases in fuel expenses resulted from the higher unit costs of
fuel consumed and an increase in the consumption of fuel to generate electricit y
for an increased customer demand during the unusually warm weather during the
summer of 1980.

Federal Income Taxes - Increases in federal income taxes reflect corres-
ponding increases in taxable income and decreases in the amounts of federal
investment tax credits.

Deferred Federal Income Taxes - Increases in deferred federal income taxes
refleet the continued effects of the adoption for federal income tax purposes of
liberalized depreciation and the class life depreciation system (ADR) for depre-
ciable property, and, the normalization of federal income taxes applicable to
certain capitalized construction costs.

Federal Investment Tax Credits - The decrease in federal investment tax
credits for the three months and nine months periods resulted primarily from
investment tax credit recapture associated with the transfer of an ownership
interest in Comanche P'eak nuclear station and Martin Lake Unit 4 by the Company
to Texas Power & Light Company and Texas Electric Service Company. The decrease
for the twelve month period resulted primarily from the aforementioned transfer
and the investment tax credit recapture associated with the sale of a portion of
Comanche Peak nuclear station.

Allowance for Funds Used During Construction - The decreases in allovance
for funds used during construction reflect the effect of the allowance of a
greater portion of construction work in progress in rate base by the Company'si

i regulatory authorities.

State, Local and Miscellaneous Taxes - Increases in state, local and miscel-
laneous taxes are primarily attributable to an increase in gross receipts taxes
resulting from increases in revenues.

Other Income and Deductions - Net - The increase in other income and deduc-
tions - net for the twelve month period is primarily attributable to the gain on
the sale of a portion of the Comanche Peak nuclear station.

Federal Income Taxes on Other Income - The increase in federal income taxes
! on other income for the twelve month period was primarily attributable to

federal income taxes on the sale of a portion of the Comanche Peak nuclear
station.

1

Interest Charges - Increases in interest charges for the nine month and
twelve month periods are primarily attributable to the greater use of short-term
loans from Texas Utilities Company for interim requirements.

Net Income - Increases in net income represent primarily a culmination of
the factors described above.

.
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DALLAS POWER & LIGHT COMPANY

BALANCE SHEET

(Unaudited)

ASSETS.
i

4.
' September 30,

1979 1980
Thousands of Dolla~is!

ELECTRIC PLANT - at original cost (Note 1)
In service:

Produc tion. .......$ 487,793 $ 502,799. . . . . . .. . .. . ... .

Transmission. 125,386 143,273. . . . . . . ... .. ..........

Distribution. 282,276 306,722. . . . . . . . ... . ..........

General . . 28,378 32,767. . . . . ... . ...... . .. .....

Total . . . . . . . 923,833 985,561. .. ... .. ..........

Construction work in progress 423,139 333,481. .. . .. .........

Nuclear fuel. . . . . 22,685 14,764. . . . . .. . . ..........

Held for future use . 2,356 2,695. . . . . ... . ..........

Total electric plant. 1,372,013 1,336,501. . .. . . . ..........

Less accumulated provision for depreciation . 267,411 305,997.......

Electric plant, less accumulated provision for
depreciation. 1,104,602 1,030,504. . . . . .. .... . ..... ..

CURRENT ASSETS
Cash in banks . 4,130 1,888. . . . .. . ... . . ..........

Special deposits. 3,610 3,753. . . . . . . ... . ..........

Accounts receivable:
Customers . 30,603 40,530. . . . . . . . . .. ..... .......

Affiliates. 423 357. . . . . . . . . .. . . ..........

Other . . . . . . . . . . . . . . . . . . . . . . . . . . 671 791
Allowance for uncollectible accounts. (928) (1,521)..........

Inventories - at average cost:

| Materials and supplies. 8,391 9,090. . ... .. ..........

Fuel stock. . 8,497 11,313. . . . . . . . . ... ..........

Other current assets. 4.273 9,760. . .. . .. .... . .......

Total current assets. 59,670 75,961. . . . ..... .......

DEFERRED DEBITS . 4,975 5,701. . . . . .. . . . . . ..........

,

!

|

|

TOTAL . . . . . . . . . $1,169,247 $1,112,166. . . . . . . . . . .. ....

See accompanying Notes to Financial Statements.
|
|

-4-
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DALLAS POWER & LIGHT COMPANY-

. .

BALANCE SHEET

(Unaudited)

LIABILITIES

Sept' ember 30,
,

i 1979 1980
j Thousands of Dollars
!

CAPITALIZATION
Common stock (Note 3). . . . . . . . . . . . . . . . . . . . $ 299,000 $ 299,000
Rstained earnings (Note 4) . . . 76,957 100,023. .... .........

Total. . . . . . . . . . 375,957 399,023................

Preferred stock (Note 3) . 104,722 104,722.. ........ .......

Long-term debt - less amounts due currently CMote 5):
First mortgage bonds . 305,000 305,000. .................

Other long-term debt 40,062 39,708. . ... . . . ...........

Unamortized premium. 1,179 1.109. . ... . . . ...........

Total. . . . . . . . . . . . . . . . . . . . . . . . . . 346,241 345,817

Total capitalization . 826,92u 849,562..... ...........

CURRENT LIABILITIES
Notes payable - Texas Utilities Company (parent) . . . . . . 86,900 55,300
Accounts payable:

Affiliates . 7,964 24,325. . .... . . .......... .....

other. 33,947 9,993. . . . . ... . ......... ........

Dividends declared . . . 1,642 1,642.. . ........ .......

Long-term debt due currently . 28,791 -....... ........

Customers' deposits. 3,009 2,922.. . . . ....... ........

Taxes accrued. . . . . . 18,583 47,699. ... . .. ...........

Interest accrued . . . . . . . . . . . . . . . . . . . . . . 7,373 6,880
Other current liabilities (Note 6) . . 60,675 6,181...........

Total current liabilities. 248,884 154,942. . . ...........

RESERVES FOR INSURANCE AND CASUALTIES (Note 1) . 2,278 1,142.......

ACCUMULATED DEFERRED FEDERAL INCOME TAXES (Note 1) . . . . 40,884 50,353..

UNAMORTIZED FEDERAL INVESTMENT TAX CREDITS (Note 1) . . . . . . 50,281 56,167

CO.TIITMENTS AND CONTINGENCIES (Note 7)

TOTAL. $1,169,247 $1,112,166. . . .... .. ........ .......

See accompanying Notes to Financial Statements.

-5-
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DALLAS POWER & LIGHT COMPANY

STATEMEYr OF SOURCE OF FUNDS FOR CONSTRUCTION

(Unaudited)

Nine Months Ended Twelve Months Ended
September 30,

'

Sep tember 30,,

j 1979 1980 1979 1980
l, Thousands of Dollars

FUNDS FROM OPERATIONS
Nst income $ 36,296 $ 53,041 $ 46,623 $ 62,678....................

Less - Dividends declared:
Preferred stock. 4,928 4,928 6,571 6,571. . . . .. . . . . . .....

Common stock . . . . . . . . . 24,190 24,780 31,860 33,040. . . . .....

Tocal dividends declared . . 29,118 29,708 38,431 39,611. .. .. ....

Balance. 7,178 23,333 8,192 23,067..... . . . . . . . . . . . .....
D:preciation provisions. 23,123 25,169 30,480 33,264. .. . . . . . .....

Daferred federal income taxes - net. 6,521 7,414 7,843 9,468. . .....

Federal investment tax credits - net 10,682 3,697 12,565 7,102. . .....

Allowance for funds used during construction . . (12,281) (9,584) (16,514) (13,781).

Total funds from operations. __35,223 50,029 42,566 59,120. ... .....
__

4 FUNDS FROM FINANCING
Long-term debt 2,230 69 2,656 589..................

Common stock . . . 29,500 29,500- -... . .. . , . . . .....

Notes payable to Texas Utilities Company (parent). 9,800 (21,200) 51,900 (31,600)
Long-term debt retired . . . (10,164) (29,382) (10,219) (29,734). . . . . . .....

Total funds from financing . . 31,366 (50,513) 73,837 (60,745). . . .....

ADD (DEDUCT)
Electric plant - sale (Note 6) . - 74,327 - 174,198. . . . .....

Othsr - net (Note 6) . (51,752) 5,774 47,217 (55,227). . . . . . . . . .....

Total (51,752) 80,101 47,217 118,971....................

Total. 118,341 79,617 163,620 117,346.... . . . . . . . . . . .....

CASH IN BANKS AND TEMPORARY CASH
INVESTMENTS - NET CHANGE . (1,501) 441 (418) 2,242. . . . . . . .....

CONSTRUCTION EXPENDITURES (exc'luding allowance
for funds used during construction). . . . . . . . $116.840 1_80,058 $163.202 $119.588

See accompanying Notes to Financial Statements.

-6-
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DALLAS POWER & LIGHT COMPANY-

10TES TO FINANCIAL STATEMENTS

(Unaudited) ''

l. SIGNIFICANT ACCOUNTING POLICIES |

C neral - The accounting policies of the Company conform to gener' ally accepted
accou4 ting principles as applied to regulated public utilities, and generally are in
accordance with the ratemaking practices of the regulatory authorities having juris-
diction. The following summarize the more significant of these policies:

Electric Plant - The cost of property additions, including replacements of
units of property and betterments, is charged to electric plant. An allowance for .

funds used during construction has been charged to electric plant at the rate of 7%
of expenditures incurred, except for that pcrtion of construction work in progress
allowed in rate base by regulatory author ities. Effective November 1,1979, such
rate was increased to a net of tax rate of 8%, compounded semiannually. Maintenance

,

and repairs of property, and replacements of items determined to be less than units;

of property, are charged to operating expenses. Accumulated provision for depruciationi

is charged with the cost of units of property retired, plus removal costs, less salvage.
i

Depreciation - Depreciation provisions are based upon an amortization of the
! original cost of depreciable properties on a straight-line basis over the estimated
| service lives of the properties.

Federal Income Taxes - Deferred federal income taxes are generally provided for'

differences between book and taxable income; such differences result primarily from
3

j the use of liberalized depreciation for property placed in service af ter 1969 and
'

also the class life depreciation system (ADR) for property placed in service af ter
1971. Federal income tax provisions have been reduced by the-amounts of investment
tax credits allowable under the Internal Revenue Code, including amounts for an
Employee Stock Ownership Plan established pursuant to the Tax Reduction Act of 1975,i

as amended; a ratable portion, except for amounts applicable to the Employee Stock
| Ownership Plan, is being amortized to income over the estimated service lives of the
! properties.

Retirement Plan - The Company has a retirement plan covering substantially all
,' employees. The cost of the plan is determined by an independent actuary and is

funded by the Company as accrued.

Reserves for Insurance and Casualties - The Company makes provision for major
uninsured losses and claims and charges the amounts thereof to the reserves when
incurred.

-7-
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DALLAS POWER & LIGiff COMPANY..

NOTES TO FINANCIAL STATEMENTS (Continued)

(Unaudited)

2. AFFILIATE.S
,

The Company is a subsidiary of Texas Utilities Company which provides. common
stockjcapital and short-term financing to the Company as require 2. Primarily
as agent for the Company, Texas Utilities Services Inc. furnishes engineering
and other services, Texas Utilities Fuel Company (Fuel Company) procures certain
fuels and provides related services, and Texas Utilities Generating Company
(Generating Company) produces lignite fuel and operates certain electric generating
stations at cost.

The Company, jointly with Texas Electric Service Company and Texas Power &
Light Company, has entered into agreements with Fuel Company and Generating Company
whereby payments are at cost of the services received and are required by the
agreements to be "at least equivalent in the aggregate to the annual charge to
income on the books" of Fuel Company and of Generating Company.

3. COMMON AND PREFERRED STOCKS

Redemption Price

Per Share (before
adding accumulated

September 30,19L Septe+ er 30. 1980 divi de nd s)
Shares shares

. Eventual*

Outstanding Am,nt Out st ading Amunt Curre nt Min t %:s
Thousands Thousands

''

of of
Dollars D ollars

Common stock . without
par value; authoris**

20.000.000 s:. ares 14.000.000 1Q9,,222 14.000.003 M......

Preferred stock - c. a.
without par value; e.a |.tled
upon liquidation to $100 a
share; authorised 2.000.000
shares:

$4 se r i e s . . . . . . . . . . . . . . . . . . . 70.000 $ 7.049 70.000 $ 7.049 $103.56 $103.56
$4.24 series .................... 100.000 10.081 100.000 10.081 103.50 103.50
$4.50 series .................... 74.430 7.443 74.430 7.443 110.00 110.00
$4.80 series .................... 100.000 10.009 100.000 10.009 102.79 102.79
$6.84 series .................... 200.000 20.023 200.000 20.023 106.47 103.05
$7.20 series .................... 200,000 20.044 200.000 20.044 105.01 103.21
$7.48 series .................... 300.000 30.073 303.000 30.073 106.69 102.95

toeat ..................... _1.044.433 110Lm _Ls4L m M2ial.13

No shares of the Company's common or preferred stocks are held by or for account
,

of the Company, nor are any shares of such capital stocks reserved for of ficers and'

: employees or for options, warrants, conversions, and other rights in connection

l therewith.
!

4. RETAINED EARNINGS RESTRICTIONS

The Company's articles of incorporation, the mortgage, as supplemented, and the
debenture agreements contain provisions which, under certain conditions, restrict
distributions on or acquisition of its common stock. At September 30, 1980, none of

| the retained earnings was thus restricted.

i

[ -8-
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DALLAS POWER & LIGHT COMPANY. .
,

NOTES TO FINANCIAL STATEMENTS (Continued)

(Unaudited)

5. LONG-TERM DEBT - less amounts due currently

September 30,
,

i 1979 1980
j Thousands of Dollars
t

First mortgage bonds:
3-1/ 2% s e rie s due 19 8 3 . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,000 $ 9,000
7-3/ 4% se ries d ue 19 8 3 . . . . . . . . . . . . . . . . . . . . . . . . . . 25,000 25,000
7-3/ 4% serie s due 19 84 . . . . . . . . . . . . . . . . . . . . . . . . . . 25,000 25,000
7-3/4% series due 1985 .......................... 25,000 25,000
3-1/ 8% se rie s due 19 8 6 . . . . . . . . . . . . . . . . . . . . . . . . . . 10,000 10,000
4-1/4% series due 1986 .......................... 10,000 10,000
4-1/4% series due 1993 .......................... 25,000 25,000
4-7/8% series due 1996 .......................... 20,000 20,000
5--3/ 8% s e rie s due 199 7 . . . . . . . . . . . . . . . . . . . . . . . . . . 16,000 16,000
9-3/8% series due 2000 .......................... 30,000 30,000
7-3/ 8% se rie s due 2001 . . . . . . . . . . . . . . . . . . . . . . . . . . 30,000 30,000
7-5/8% series due 2002 .......................... 30,000 30,000
8- 7/ 8% se rie s due 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . 50,000 50,000

Total .................................... 305,000 305,000
.r

Other long-term debt:
Sinking fund debentures
4-1/2%, due 1989 .............................. 11,s;9 10,945
6-3/4%, due 1993 .............................. __ 12,600 12,111

Total .................................... 23,999 23,056

Pollution control revenue bonds - net
Sabine River Authority of Texas

6-1/4% series due 2006 ...................... 8,590 8,590
5.70% series due 2007 ....................... 7,125 7,125
6.60% series due 2008 ... .................. 2,025 2,025
Funds on deposit with trustee ............... (1,677) (1,088)

Total .................................... 16,063 16,652

Total other long-term debt 40,062 39,708...............

U namo r t i ze d p remium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,179 1,109

.

Total long-term debt - less amounts due
'

currently .............................. $346.241 $345.817

The total amounts of Sinking Fund Debentures authorized in the debenture
agreements have been issued. The Company's First Mortgage Bonds may be issued
in additional amounts, without limitation as to the maximum thereof, but limited
by property, earnings, and other provisions of the mortgage. None of the long-
term debt is pledged, held by or for account of the issuer, or held in its
sinking or other special funds. Substantially all of the electric plant is
subject to the lien of the mortgage.

-9-
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/' DALLAS POWER & LIG}rr COMPANY

NOTES TO FINANCIAL STATEMENTS (Concluded)

(Unaudited)

6. SALE OF ELECTRIC PLANT

n January 1979, the Company entered into an agreement with Texas Municipal
Power Agency (TMPA) to sell a 6.2% ownership interest in the Comanche Peak
nuclear station to TMPA, subject to the approval of the Nuclear Regulatory
Commission (NRC). The Company received $52,000,000 from TMPA in connection
with the anticipated sale which was recorded under other current liabilities,
pending final approval of the sale by the NRC. In December 1979, NRC approved
this sale and the sale of a 3.8% ownership interest to Brazos Electric Power
Cooperative, Inc., and such sales were consummated for $99,871,000.

In May 1980, a transfer of ownership by the Company was made to Texas
Electric and Texas Power of a 2-1/2% share to each company of the Comanche Peak
nuclear station and a 2-1/2% share to each company of Martin Lake Unit 4 in the
amount of $74,327,000. These transfers were at cost and include the associated
fuel and transmission facilities. The Comanche Peak transfer is subject to
approval of the Nuclear Regulatory Commission.

Construction expenditures, previously shown net of the $99,871,000 received
from the sale in 1979 of the 10% interest in the Comanche Peak nuclear station,
are now reported to conform with the presentation adopted in 1980.

7. COMMITMENTS AND CONTINGENCIES

For information relating to major new construction work 'now in progress or
conteinplated, and commitments with respect thereto, see Part II, " Item 8 -
Other Materially Important Events" in Form 10-Q for the quarter ended June 30,
1980 and " Item 3, Properties - Construction Program" in Form 10-K for the year
1979.

The Company, along with Texas Electric Service Company and Texas Power &
Light Company, has entered into contracts with public agencies to purchase
cooling water for use in the generation of alectric energy and has agreed, in
effect, to guarantee its share of the principal, $43,333,000 at September 30,
1979 and $46,475,000 at September 30, 1980, and interest on the bonds issued to
finance the reservoirs from which the water is supplied.

Reference is made to " Item 5, other Materially Important Events" in Form
8-K dated October 7,1980, and " Item 9(b) - Exhibits and Reports on Form 8-K"
in Form 10-Q for the quarters ended June 30, 1980 and March 31, 1980, and Part
II, " Item 1 - Legal Proceedings" in Form 10-Q for the quarter ended June 30,
1980, and to " Item 1, Business - Fuel Supply and Environmental Matters", and
" Item 5, Legal Proceedings" in Form 10-K for the year 1979 for information
relating to legal and administrative proceedings. In the opinion of the
Company, such legal and administrative proceedings are not expected to have a
material effect upon the financial position or results of operations of the
Company. ,

REVIEW BY INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

See attached Exhibit

#-
. _ _ . _ .
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EXHIBIT

Olne Main Rxe
Da'las. Texas 75250
(214) 748-6601
Telex 732648

'
,

!
l
:

November 7, 1980
Dallas Power & Light Company:

We have made reviews of the balance sheets of Dallas Power &
Light Company as of September 30, 1979 and 1980, and the
related statements of income for the three-month, nine-month
and twelve month periods then ended and source of funds for
construction for the nine-month and twelve-month periods then
ended, in accordance with standards established by the
American Institute of Certified Public Accountants.

A review of interim financial information consists princi-
pally of obtaining an understanding of the system for the ,

preparation of interim financial information, applying ana-
lytical review procedures to financial data, and making
inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an examina-
tion in accordance with generally accepted auditing stan-
dards, the objective of which is the expression of an opinion
regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modi-
fications that should be made to the accompanying financial
s tatements for them to be in conformity with generally
accepted accounting principles.

DELOITTE HASKINS & SELLS

i

|

|

|
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DALLAS POWER & LIGHT COMPANY

PART II. OTHER INFORMATION

ITEMS 1-9.

| None. ,

|
t

SIGNATURE.

Pursuant to the requirements of the Securities Exchange Act of 1934, the>

Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

'

DALLAS POWER & LIGHT COMPANY
.

I

By /s/ J. D. Karney-

J. D. Karney
Treasurer and Assistant Secretary

(Principal Financial Officer)

i

j Date: November 12, 1980

4
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.

I

J
FDWCIAL REPORT

DECEMBER 31, 1980
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KN UCKOLS AN D DUVALL
A PROFESSIONAL CORPORATION

Yf$NbSfccm/ ands
P.O. BOX 1315 PHON E 9384331

~

MARSHALL. TEXAS 75670
.

d

,. February 11, 1981

..

I Board of Directors
Tex-La Electric Cooperative of Texas, Inc.<

San Augustine, Texas
,'

Gentlemen:
,

The following financial statements of Tex-La Electric Cooperative of Texas, Inc.,,.

| from May 1, 1979, through December 31, 1980, are presented for your review:
.

Balance SheetExhibit A -

Income StatementExhibit B -
s

Schedule of Net Equity in Availabic Funds - By CooperativeSchedule #1'' -

Schedule to Allocate other Income and ExpensesSchedule #2 -

We are not in a position to express an opinion on the accompanying financial state-
ments in our capacity as cortified public accountants since we are actually per-
forming certain responsibilitics and duties as your agent which prohibits our render-

, ing an opinion on our own work.

If you have any questions in connection with this report, please advise.
v

.
Yours very truly,

KNUCKOLS AMD DUVALL

h $4 et-w$wlO
i Cdrtified Public Accountants

3
$

1

1
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m TEX-L'A ELECTRIC COOPERATIVE C'/ TEXAS, INC. EXHIBIT A

.

1
] BALAICE SHEET
-3 AS OF DECEMBER 31, 1980

ASSETS:
CURRENT ASSETS:

Cash in Bank - Unrestricted 8 190
cash in Bank - 30 Day certificate of

Deposit Earning Interest at 19.00% 30 000

Accounts Receivable - Sam Rayburn G&T 7 379

Total Current Assets 45 569

FIXED ASSETS:

Office Furniture and Equipment 1 596

Total Assets 47 165
.

| LIABILITIES:

245Payroll Taxes Payable

!

MARGINS AND EQUITIES _:

Members Dues 700

Margins - Inception Through December 31, 1980 46 220

Total Margins and Equities 46 920

Total Liabilities 47 165

- Unaudited - See Accompanying Disclaimer -
,,

f
. _ - - - _ _ _ - -



TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC. EXIIIBIT 3

3 .

3

1
IICOME SIATEMEITT
FOR THE PERIOD

MAY 1, 1979 THROIT.,H DECEMBER 31, 1980

DCOME:

Professional Fee Assessments (Net of
Amount Reallocated to Tex-La. Electric
Cooperative, Inc. (TPGL) of $175,084 258 258

1 Interest Income - Temporary Cash
Investments 20 923

Total Income 279 181

EXPENSES:

Salaries 16 183
Payroll Taxes 1 300
Automobile Expenses 1 575
Meeting Expenses 880
Court Reports - Comanche Peak Matters 3 705
Professional Fees - Applications for Tax

,

Exemption 3 108
Dues and Subscriptions 935

;. Fbnagement Fees 2 500
1 Engineering Services 51 202
'

Legal Fees 137 424
Directors' Fees and Expenses 8 396

|1 Office Expenses 2 817
)i Employee Travel 995

Accounting ?ces 7 549

|] Printing and Advertising - Comanche Peak Matters 1 884
i; Insurance - Liability and Employee 1 271

|. Total 241 724
J

|'|i

' Less: Office Expenses Reimbursed by
Rayburn G&T 8 763'

|
|

|
Total Expenses 232 961

|

. Net Income 46 22e

l 7 - Unaudited - See Accompanying Disclall:ter -

i d
|

|1
! 3
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TEX-IA ELECTRIC COOPERATIVE OF TEXAS, INC.

SCHEDULE OF NET EQUITY IN AVAILULE ETNDS
BY COOPERATIVE

FOR THE PERIOD MAY 1, 1979 THROUGH DECEMBER 31, 1980

NET
PROFESSIONAL

FEES INTEREST
COOPERATIVE ASSESSED INCOME

,

Cherokee County Electric Cooperative 24 278 1 973

Sam Houston Electric Cooperative 13 398 1 096

Wood County Electric Cooperative 21 174 1 718

Houston County Electric Cooperative 50 287 3 934

Deep East Texas Electric Cooperative 138 840 11 369

Jasper-Newton Electri: Cooperative 2 491 199

Rusk County Electric Cooperative 7 790 634

Total 258 258 20 923

|

.

0
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SCIIEDULE #1*

,

d

.

1

-

3
I

.

, .

NET EQUITY*
,

D1
~

TOTAL ADD: LESS: AVAILABLE
INCOME DUES EXPENSES FUNDS,

- 26 251 100 21 968 4 383-

14 494 100 12 207 2 387

22 892 100 19 126 3 866
l

) 54 221 100 43 797 10 524-

150 209 100 126 591 23 718,

1

2 690 100 2 213 577

'

8 424 100' 7 059 1 465

279 181 700 232 961 46 920-

-

1

'

,

1
a

-
.

|

'

|

,

'
- Uhaudited - See Accompanying Disclaimer -

l

|
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W TEX-LA F,1ECTRIC COOPERATIVE OF TEXAS, INC. SCIEDULE #2

.

l

.

A

e

i

SCHEDULE TO ALLOCATE CTr1ER INCDME AND EXPENSE.

BASED UPON rnH BILLED
? JUNE 1979 - DECEMBER, 1980-

.

9
ALLOCATED ALLOCATEDe ,

~ rnH PERCENTAGE OF INTERESI TCrrAL
NAME OF COOPERATIVE BILLED TOTAL DiCOFE DISBURSEMENTS

d

Ch;rokee County Elec. Coop. 81 721 000 9.43% 1 973 21 968
m

j Sam Houston Elec. Coop. 45 448 570 5.244 1 096 12 207

Wood County Elec. Coop. 71 122 700 8.21% 1 718 19 126,

~ Houbton County Elec. Coop. 162 934 602 18.80s 3 934 43 797
-

Derp East Texas Elec. Coop. 470 969 039 54.34% 11 369 126 591

Jnsper-Newton Elec. Coop. 8 255 427 .95% 199 2 213
,

Rurk County Elec. Coop. 26 232 774 3.031 634 7 059

,

Total 866 684 112 100.00% 20 923 232 961
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