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Dear Mr. Denton:

South Texas Project
Units 1 & 2

Docket Nos. 50-498, 50-499
Annual Financial Statements

Enclosed is a copy of the annual financial statements for Houston
Lighting and Power Company, Central Power and Light Company, the City cf
Austin, Texas and the City of San Antonio, Texas. These reports are submitted
pursuant to 10CFR50.71(b).

Should additional information be required, please contact Mr. M. E.
Powell at (713) 676-8592.
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Vice President
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cc: G. W. Oprea, Jr. December 22, 1981
J. H. Goldberg ST-HL-AE-768
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D. G. Barker Page 2
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J. W. Briskin
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D. E. Sells (NRC)
H. S. Phillips (NRC)
J. O. Read (Read-Poland, Inc.)
M. D. Schwarz (Baker & Botts)
R. Gordon Gooch (Baker & Botts)
J. R. Newman (Lowenstein, Newman, Reis, & Axelrad)
STP RMS
Director, Office of Inspection & Enfn* cement

Nuclear Regulatory Commission
Washington, D. C. 20555

R. L. Range /G. W. Muench Charles Bechhoefer, Esquire
Central Power & Light Company Chairman, Atomic Safety & Licensing Board
P. O. Box 2121 U. S. Nuclear Regulatory Commission
Corpus Christi, Texas 78403 Washington, D. C. 20555

R. L. Hancock/G. Pokorny Dr. James C. Lamb, III
City of Austin 313 Woodhaven Road
P. O. Box 1088 Chapel Hill, North Carolina 27514
Austin, Texas 78767

J. B. Poston/A. vonRosenberg Mr. Ernest E. Hill
City Public Service Board Lawrence Livermore Laboratory
P. O. Box 1771 University of California
San Antonio, Texas 78296 P. O. Box 808, L-46

Livermore, California 94550

Brian E. Berwick, Esquire William S. Jordan, III
Assistant Attorney General Harmon & Weiss

for the State of Texas 1725 I Street, N. W.
P. O. Box 12548 Suite 506
Capitol Station Washinton, D. C. 20006
Austin, Texas 78711

Lanny Sinkin Citizens for Equitable Utilit:n Inc.o,

Citizens Concerned About Nuclear Power c/o Ms. Peggy Buchorn
5106 Casa Oro Route 1, Box 1684
San Antonio, Texas 78233 Brazoria, Texas 77422

Jay Gutierrez, Esquire
Hearing Attorney
Office of the Executive Legal Director
U. S. Nuclear Regulatory Commission
Washington, D. C. 20555

Revision Date 10-29-81
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0FFICIAL NOTICE OF SALE AND OFFICIAL STATEMENT

$60,000,000
CITY OF SAN ANTONIO, TEXAS

ELECTRIC AND GAS SYSTEMS ~<

\REVENUE IMPROVEMENT BONDS,

NEW SERIES 1981-A
'

,

*'- -- -

,

Thursday Septem r 17,198 a 11:00 A.M., C.D.T.

.
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CITY OF SAN ANTONIO, TEXAS

CITY COUNCIL

Henry G. Cisneros, Mayor

Joe Alderete, Jr. Mrs. Helen Dutmer, Mayor Pro Tem Van Henry Archer

Maria Antonietta Berriozabal Gene Canavan Bernardo Eureste
Robert Thompson

James C. Hasslocher Frank D. Wing
Joe Webb

Thomas E. Huebner - City Manager
Carl L. White, Jr. - City Finance Director

Norma Rodriguez - City Clerk

CITY PUBLIC SERVICE BOARD OF SAN ANTONIO

Ruben M. Escobedo. Vice ChairmanGlenn Biggs, Chairman
Henry G. Cisneros. Mayor Mrs. Lila Cockrell Earl C. Hill

J.K. Spruce - General Manager
Howard Freeman - Assistant General Manager for Finance and Administration

J.B. Poston - Assistant General Manager for Operations

CONSULTANTS

Deloitte, Haskins and Sells Co.
Matthews & Nowlin Auditors
Legal Advisors McCall, Parkhurst & HortonEbasco Services, incorporated

(In association withConsulting Engineers
Ralph Brown, Esq.)

Bond Counsel

Russ Securities Corporation
Municipal Finance Subsidiary of Rotan Mosle Financial Corp.

Financial Consultant

The date of this Official Notice of Sale and Official Statement is August 13,1981.
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OFFICIAL NOTICE OF SALE

$60,000,000
CITY OF SAN ANTONIO, TEXAS

ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS,
NEW SERIES 1981-A

Bids to be Opened

Thursday, September 17,1981, at 11:00 A.M C.D.T.

PLACE AND TIME OF SALE: Sealed bids will be received by the City Clerk of the City of San Antonio, Texas, at her of fice in the City
Hall until 11:00 A.M , C.D.T., Thursday, September 17, 1981, for the above Bonds as described in the OFFICIAL
STATEMENT, at which time said bids will be publicly opened, read and tabulated. The City Council will take action to award
the Bonds (or reject all bids) at their scheduled meeting to begin at 1:00 P.M., C.D.T. the same day.

ADDRESS OF BIOS: Sealed bids, plainly marked " Bid fer Electric and Gas Revenue Bonds" and addressed to the Mayor and City
Council City of San Antonio, Texas, must be delivered to the of f ace of the City Clerk, City Hall, San Antonio, Texas 78204 not
later than 11:00 A.M., C.D.T., on Thursday, September 17,1981. All bids must be submitted on the Of ficial Bid Form, copies of
which are enclosed herewith.

TYPES OF BIOS AND INTEREST RATES:The Bonds will be sold in one block on an "all or none" basis, and no bid of less than par and
accrued interest will be considered. Bidders are invited to name the rate or rates of interest to be borne by the Bonds,
provided that the rates are stated in multiples of 1/8th or 1/20th of 1%,and that the dif ference betweea the lowest and highest
interest rates named does not exceed one and one-half per cent (1%%). No limitation is imposed upon bidders as to the
number of rates or coupon changes which may be used. No bid may result in a net effective interest rate of more than 15%as
calculated pur uant to Article 717k-2, V.A.T.C.S., as amended (the "lBA method"). Bids involving supplemental coupons or
split interest rates will not be considered, and all bonds of one maturity must bear the same rate.

G000 FAITH DEPOSIT: Bidders shall be required to submit a Cashier's Check payable to the " City of San Antonio, Texas City
Public Service Board"in the amount of $1,200,000. 75 check will be considered as a good f aith deposit, and the check of the
successful bidder will be retained uncashed by the City to secure performance of the contract by such bidder. In the event
such bidder should fail or refuse to take up and pay for the Bonds in accordance with his bid, then said good faith deposit
shall be cashed by the City as f ull and complete liquidated damages. Otherwise, said good faith deposit will be returned to the
successful bidder upon payrnent for the Bonds. The required Cashier's Check may accompany the Of ficial Bid Form or it may
be submitted separately. If submitted separately,it shall be made available to the City prior to the opening of the bids and
shall be accompanied by instructions from the bank on which drawn which authorize its use as a good faith deposit by the
successful bidder who shall be named in such instructions. No interest will be allowed on the good faith deposit of the
successful bidder, and the checks of the unsuccessful bidders will be returned as soon as the best bid is determined.

LEGAL OPINION: The City will furnish a transcript of proceedings had incident to the issuance and authorization of the Bonds,
including a no-litigation certificate and a certified copy of the unqualified approving opinion of the Attorney General of
Texas, as recorded in the Bond Register of the Comptroller of Public Accounts of the State of Texas. The City will furnish the
unqualified approving legal opinion of Messrs. McCall, Parkhurst & Horton, Dallas, Texas. Bond Counsel for the City (" Bond
Counsel"), to the effect that, based upon an examination of such transcript, the Bonds are valid and binding special revenue
obligations of the City and that the interest on the Bonds is exempt from all present federalincome taxes under existing
statutes, regulations, rulings and court decisions. The legal opinion will be printed on the Bonds. Messrs. McCall, Parkhurst
& Horton were not cauested to participate and did not take part in the preparation of this Official Notice of Sale or the Of ficial
Statement, and such firm has not assumed any responsibility with respect thereto or undertaken independently to verify any
of the information contained therein, except that,in its capacity as Bond Counsel, such firm has reviewed the information
describing the Bonds and the Bond Ordinance in this Official Notice of Sale and the Official Statement to verify that such
description conforms to the provisions of the Bond Ordinance. The legal fees to be paid Messrs. McCall, Parkhurst & Horton
for services rendered in connection with the issuance of the Bonds are contingent on the sale and delivery of the Bonds.

NO-LITIGATION CERTIFICATE:The no-litigation certificate to be furnished in connection with the Bonds will contain the f ollowing
language: "That no litigation of any nature has been filed or is now pending which would affect the provision made for their
payment or security, or in any manner question the authority concerning the issuance of said Bonds and interest coupons,
and that so f ar as we know and believe no such litigation is threatened. That the corporate existence of said issueris not being
contested, and that no authority or proceedings for the issuance of said Bonds and interest coupons have been repealed,
revoked or rescinded.'

i

_ . _ . _
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OFFICIAL BID FORM i

Septernber 17 1981

Honorable Mayor and City Coun< ii
City of San Antonio ' exas
San Antonio T exas

Mr Csneros and Counc d Merntwrs
13 1981 a rni anom pa n e nr4 of f t.<ii Staterr+ nt r.a.e e to

Reference is made to voor Of f g ial Notice of Sale dated August
$60 000 000 City of San Antonio T ewas Electnc an:1 Gas Systems Re mn ue im pr o mmert Honos New Ser +s 1981 Ae

n

Notice and Of ficial Statement are made a part nores s
r he om pay you par and

For your legally issued bonds. as descnbed in said Off a ia; N.,tn e <>f Sale aro1 Offiuai Stateme t
p'us a < ash premum W 5 for bonds

accrued interest from October 1 1981 to the date of delivery t< 3 y ;u
matunnq and beannq mterest as fonaws

Ponupal Matunty R ate Prmc oa! M at a nt y R at >

Amount IF en ij (oAmount (Feb 1) " oj

$660 000 1983 P 305 000 1995

2 555 000 1996
730 000 1984

820 000 1985 2 835 000 1997

900 000 1986 3 150 (X)0 1998

1.000 000 1987 3 495 000 1999

1 110 000 1988 3 880 000 2000
1 230 000 1989 4 305 000 2001

1 365 000 1990 4 780 000 2002
5 305 000 20031 515 000 1991

1 685 000 1992 5 890 000 2004

1.870.000 1993 6 540 000 2005

2.075 000 1994
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160.000.000

CITY OF SAN ANTONIO. TEXAS

ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT DONOS.
.

G
NEW SERIES 1981 A'

c,

:
BOND YEARS

a.

-f4( , m aggNumher
of Matunty Bond v+wrs

Y o<tr s (2-1) Am >urit fomn 10-1 81

1 3333 1984 $ nbo 000 879 9780

23333 1984 710 000 J 583 2870 :

1 3333 1985 820 000 5 316 5930 /

4 3333 1986 900 000 9 216 5630 g

5 3333 1987 1 000 000 14 549 8630
'

6 3333 1988 1 110 000 21 579 8260

7 33 U 1989 1 230 000 30 599 7850

1 8 3333 1990 1 365 000 41 9'4 7395 '.-
*

9 3333 1991 ' 515 000 S6 114 6890

; 10 3333 1992 1 685 000 73 526 2995

11 3333 1993 1 870 000 94 719 5705

12 3333 1994 2 075 000 120 311 1660
e 13 3333 1995 2 305 000 151.044 4245

, 14 3333 1996 2 555 000 187.666 0060
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OFFICIAL BID FORM
September 17 1981

Honorable Mayor and C:ty Counu;
C'ty of San Antor Texas

San Antonio T exas

Mr Cisneros and Counca Members

O f f t ial No t.t.+ c)f Sale datead Atiq .st 13 1981 a r'd ai.c urr' par ,1nq Of f,c,a! Staternent + |at; ve te,
Ref erence is ma'Me to yo ir

City of San Antonio Tewas Electn and Gas Sc, terr,s RNenue Irrpro,ement Boru s New 5-r+s 1981
Awwn

560 000 000
Notice and Official Statement are made a part herent

we A. i pa y y o par and
For your legaHy issued bonds as descrtbed in said O'ficial Notice of Sale and Off rai 'aaternant f or nonds
accrued interest from October 1 1981 to tne due of dele ery tn you plus a cash rernorn of $v

maturing and near,nq interest as fonows

Prinopa! Maturity R ate Princ ipa; M at u rit y R at.
' i

Amount (Feb lj r,%; Amount (F eb c;t

$660 000 1983 !? 305 000 1995

730 000 1984 2 555 000 19 %

820 000 1985 2.835 000 1997

900.000 1986 3 150 000 199E

1 000 000 1987 3 495 000 1939

11 0000 1988 3.880 000 2000

1 230 000 1989 4 305.000 2001

1 365 000 1990 4 780 000 2002
1 515 000 1991 5 305 000 2003
1 685.000 1992 5 890 000 2004

1.870.000 1993 6 540 000 2005
2,075.000 1994
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PirNTED BONOS AND CUSIP:The City will f urnish ptinted bonds on luhog< ap5ed or steel engraved borders to the purchaser. It is
anticipated that CUSIP identificaten enbers E be prirded on -aid Bonds, brt neither the failure to print such number on
any bond nor any errovmth respect thereto shall co! st,tute caus6 fgc a f ailure or refusal by the purchaser thereof to accept

,

dehvery of and pay ?,or said Bends in accordance with the te717 of the purchase contract. The cost of printing the CUSIP
- numbers on the Bona shall de paid for by toe issuer * provid9d, bewever, that the CUSIP Service Bureau charge for the ,,

# assignment of said nurMer shall be the responsibihty of and shall he paid for by the purchaser.

CERTIFICATION AS TO 0FFICIAL STATEMENE At the time tr payment inr and delivery of the Bonds, the City Public Service Board of
,

San Antonio will furnish the successful oidder a certificate, executed by a proper of ficer or of ficers of the Board acting in their
cfficial capacities, to the effect that t; the best of their knovvedge and belief: (a) the descnptions and statements of or
pertaining to the Board contained in its Official Staten*ent as supplemented and amended, on the date of such Official
StatemenKn the date of sale of the Bonds and the acceptance of the best bid therefor, and on the date of thedehveryof the
Bonds. wm and are true and correct in all matenal respecm; (b) insofar as the Board and its affairs, including its financial
affairs. are concerned Asch Officia Statement cid not and does not contain an untrue statement of a material f act oi omit to
stato a matenal fact required to be stated there:n or aecessary to make the statements therein, in the hght of the
CWumstances under which they were made, not misleaang; and (c) insofar as the descriptions and statements, including
fin n-ial fiata contained in such Of ficial Stapent. as supplemented and amended, of or pertaining to entities other than the
Boarp andaheir actwities are concerne J, such statements and data have been obtained from sources which the Board
Lebeves to be rehabfa and that the Board hat no reason to beheve that they are untrue in any material respect.

,

DEllVERY: Dehvery of tne Sunds wiP be made ai the expense cf the City of San Antonio at a bank in Austin, Texas, provided,
however, that the purcFaser rnay arrange with the City fc r delivery of the Bonds at a bank in another city at the expense of the
purchaser. It is anticipated that dehver/ can be made on or about October 20,1981. and it is understood and agreed that the
purchaser will accept delivery and make payment in Federal Funds of the agreed purchase pnce on or before October 20,
19M , or thereaf ter when the Bonds are 'endered for dehve y up to and including November 17,1981. The purchaser shall be
gh cn at %st seven days notice of the time which the City has fixed for delivery. The purchaser shall make proper payment for
tha bonds poor to 12.00 noon C.S.T. on the date 30 taxed for dehvery. If for any reason the City is unable to tender the Bonds
for dehvery by November 17, '981, then the Cit / shall immediately contact the successful bidder not later than November 17,
1981, to allow said bidcer to extend his bid for an autional 30 days. If the successf ul bidder does not elect to extend his offer
within five days after such not;f' cation then the good faith deposit will be returned, and both the City and the successful
bidder shPll be relieved of further obhgation.

NOT AN OFFER TO SELL:This Of ficial Notice of Sale does not alone constitute an of f er to sell these Bonds but is merely a notice of
sale of the Bond? The offer to sell the Bonds to the purchasers is being made by means of this Official Notice of Sale, the
Official Bid Form and the Official Statement.

RESPONSIBILITY FOR OU ALIFICATION OF BONOS FOR SALE IN RESPECTIVE STATES:The City assumes no responsibihty for quahfication
of the B;nds under the secunties laws of any jurisdiction in which the Bonds may be sold, assigned, pledged, hypothecated
or otherwise transferred. This disclaimer of responsibility for quahfication for sale or other disposition of the Bonds shali not
be construed as an interpretation of any kind with regard to the availability of any exemption from secunties registration
provisions.

ADDITIONAL COPIES OF 0FFICIAL NOTICE OF SALE, OFFICIAL STATEMENT AND OFFICIAL BIO FORM: Additional copies of the Official
Statement relating to the Bonds, the Official Notice of Sale and Official Bid Form, and additionalinformation relating to the
Bonds and the San Antonio Electnc and Gas Systems, may be obtained from Mr. Howard Freeman, Assistant General
Manager for Finance and Administration. City Public Service Board, P.O. Box 1771, San Antonio, Texas,78296, or Russ
Secunties Corporation,100 National Bank of Commerce West, San Antonio, Texas, 78205. The City will furnish the
successful bidder up to S00 copies of the Of ficial Statement at no expense prior to the dehvery of the Bonds, upon his request.
Arrangements have been made with the ponter to supply additional copies,if desired, at the successful bidder's expense. - *

In case of errors in net interest cost calculations, coup ns named will govern; however, the City reserves the right to reject
any and all bids, and to waive any and all irregulantiet

l

GIVEN pursuant to an Ordinance of the City Council of the City of San Antonio, Texas, passed and approved on the 13th day
of August,1981.

NORMA S RODRIGUEZ
City Clerk
City of San Antonio, Texas

li

..
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T hrs Offecial Statement does not constitute an offer to se.1 Bohds in any lurit$ction to any person to whom it ts unta*f ut to make sucn offer in such turisdiction
COO dealer. Salesman. of any other person has been authertred to give any mformation or make any represJntation. Other than those Contarned herem, in
Ct onection eth the oftering of these Bonds and if given or made. Such Inf Ormation or representation must not be ret ed upon The information and en pressions
of upinion herein are Subject to Chaage without notice eucept as provided hereen and neither the delevery of this Offical Statement nor any sale ma.1e hereunder
shall, under any C FCumstantes, create any implication that these has been no Change in the attarts of the City Since the date hereof

In the opinion of Bond Counsel, interest on the Bonds is exempt from present Federal income taxation under existing
statutes, regulations, rulings and court decisions.

OFFICIAL STATEMENT

NEW ISSUE

$60,000,000
CITY OF SAN ANTONIO, TEXAS

ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS,
NEW SERIES 1981-A

Dated: October 1,1981 Denomination: $5,000

Principal and semiannual interest (February 1 and August 1) payable
at the National Bank of Commerce in San Antonio, Texas, or,

at the Chemical Bank, New York, New York.
Coupon bearer bonds, not registerable.

First interest coupon due February 1, 1982.(4 months)

AMOUNTS, MATURITIES, COUPON RATES AND PRICE OR YlELD

Due Coupon Price or Due Coupon Price or
Amount Feb.1 Rate Yield Amount Feb.1 Rate Yield
$ 660,000 1983 $ 2.075,000 1994

730,000 1984 2,305,000 1995
820,000 1985 2,555,000 1996
900,000 1986 2,835.000 1997

1,000,000 1987 3,150,000 1998
1,110,000 1988 3,495,000 1999
1,230.000 1989 3,880,000 2000
1,365,000 1990 4,305,000 2001
1,515,000 1991 4,780,000 2002
1,685,000 1992 5.305,000 2003
1,870,000 1993 5,890,000 2004

6.540,000 2005

.

(Accrued Interest to be Added)

REDEMPTION PROVISIONS: Bonds maturing on and af ter February 1,1993, will be redeemable, as a whole or in part on February
1,1992, or on any interest payment date thereafter, at par and accrued interest, plus the following premium:

February 1,1992 through August 1,1993 at 1%%;
February 1,1994 through August 1,1995 at 1%;
February 1,1996 through August 1,1996 at % of 1%;
February 1,1997 and thereafter at 0%

1
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SUMMARY STATEMENT

The following material is qualified in its entirety by the more complete information and financial statements contained
elsewhere in this Official Statement.

THEISSUER City of San Antonio, Texas, a political subdivision of the State of,

Texas, located in Bexar County.

THE 80NOS , 560,000,000 Electric and Gas Systems Revenue improvement Bonds,
New Series 1981-A (the" Bonds") which will mature on the dates and
in the amcunts previously set forth in this Official Statement.

AUTHORITY FOR ISSUANCE . These New Series 1981-A Bonds will be issued under and in
conformity with the Constitution and Laws of Texas, particularly
Articles 1111 et seq. and Article 2368a of Vernon's Annotated Texas
Civil Statues, and pursuant to a Bond Ordinance to be adopted by the
City Council of the City of San Antonio, Texas.

PURPOSE OF THIS FINANCING The proceeds of these New Series 1981-A Bonds will be used to pay
certain of the costs of a program of imorovements to and extensions
of the City's electnc and gas systems. The overall improvement
program includes site development, construction of generating units,
distribution and transmission lines, additions and improvements to
the gas system and miscellaneous project costs. These
improvements, extensions and additions are in accord with long-
range development and improvement plans which, together with the
current improvement program, have been reviewed by Ebasco
Services, incorporated. Utility Consu:!b qM and Engineers. New York,
New York.

SECURITY . The City of San Antonio currently has outstanding $163,630,000
Electric and Gas Systems Revenue improvements Bonds, Series
1962 Series 1968. Series 1971, Series 1973 and Series 1974

(hereinaf ter collectively referred to as the"Old Series Bonds"), which
are of a senior rank and are secured by 1 first mortgage against all real
property, a security interest in all personal property, and a pledge of
all revenues of the City's electric and gas systems. In addition, the
City has outstanding $837,875,000 Electric and Gas Systems
Revenue Improvements Bonds, New Series 1975, New Series 1976,
New Senes 1976-A, New Series 1977, New Series 1977-A, New Series
1978, New Senes 1978-A, New Series 1979 New Series 1979-A, New
Series 1980, New Series 1980-A and New Series 1981. The
$60,000,000 New Series 1981-A Bonds offered herein, will constitute
special obligations of the City of San Antonio on a panty with the
aformentioned $837,875,000 New Series Bonds, payable solely from
and secured by a lien on and pledge of the net revenues of the City's
electnc and gas systems subject to the prior lien cf the pledge to the
Old Series Bonds, allas f ully set forth in the ordinance authorizing the
subject New Series 1981-A Bonds.

ADDITIONAL BONDS . Additional bonds on a parity with the New Series Bonds may be
issued, when among other requirements Net Revenues of the Electric
and Gas Systems during the past year were at least 150% of the
maximum annual debt service on all bonds to be outstanding. Said
Net Revenues may be adjusted to reflect rate changes.The senior lien
of the Old Series Bonds is closed.

RATE CONVENANT , The City has covenanted to maintain Electric and Gas rates and,

charges sufficient to pay all expenses of maintenance and operation
of the Systems, and to pay debt service requirements on all bonds and
to establish and maintain the required reserves.

2
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The City of San Antonio has never defaulted on any of its bonds. .PAYMENT RECORD . . .

|
.

LEGAUTY . The Attorney General of Texas and Messrs. McCall. Parkhurst &.

Horton of Dallas Texas.

DELIVERY Anticipated on or about October 20.1981..

BOND RATING . Applications for ratings of the Bonds have been made to Moody's
investors Service, Inc. and Standard & Poor's Corporation. An
explanation of the significance of such ratings may be obtained upon j

request from Moody's investors Service. Inc. or Standard & Poor's |

Corporation. Only the opinions of Moody's investors Service. Inc. and
Standard & Poor's Corporation are represented by such ratings and
tho City makes no representation as to (1) the appropriateness of
such ratings or (2) its ability or intent to maintain such ratings.

No assurance is given by the City that the ratings.Once obtained.will
be maintained for any specified period of time, or that they will not
change or be suspended or withdrawn by Moody's Investors Service.
Inc. or Standard & Poor's Corporation if,in the opinion of the rating
agencies, changes in the circumstances of the City should so warrant.
Any such change, suspension or withdrawal of the bond ratings may
have an adverse effect on the market price of the Bonds.

GENERATING FACILITIES . The City's major generating facihtses include 12 units which have a
dependable combined capabihty on natural gas of 2.400 MW and two
418 MW coal-fired generating units All of these units are capable of
being operated on fuel oil.

CURRENT FUEL SUPPLY . CPS has a contract with Valero Energy Corp for natural gas and has
received substantially all of the natural gas it has required to meet its
needs Fuel oil may be burned as required and current fuel oil
inventories are equal to total fuel requi'ements for about 20 days
Coal is purchased under a long-term contract and present coal on
hand in stockpile is approximately four months' supply.

|

l HISTORICAL NET REVENUES AND COVERAGE

Fiscal Years Ended 1-31:

1978 1979 1980 1981 1981*

| Gross Revenues $319.687.764 $343,256.858 $367.350.088 $444.029.642 $460.73?.611

| Maintenance &

|
Operating Expenses 217.083,468 231,685.112 245.252 699 295,905,749 305,680,237

1

| Net Revenues $102.604.296 $111.571.746 $122.097.389 $148.123.893 $165.052.374

f
' Actual Principal a nd interest Require-
' ments on all Outstanding Bonds $ 35.942.069 $ 46.550.546 $ 59.062.883 $ 75.082.405 $ 78.318.627

I
| ACTUAL COVERAGE 2.85x 2.40x 2.07 x 1.97x 1.98 x

Maximum Pnncipal and Interest Requirements on all
Bonds, including these New Series 1981-A Bonds at 11.00% interest . $95.850.472 in 1983

| COVERAGE 107x 1.16x 127x 1.55x 162x

|

| 12 months ending June 30,1981.*

|
|

3
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PRINCIPAL AND INTEREST REQUIREMENTS *

The following schedule reflects total pnncipal and interest requirements on all Old Series Bonds and New Senes Bonds,
including the New Senes 1981-A Bonds with interest computed at 1100% for purpose of illustration:

New Senes
$60,000.000 New Series

Year Old 1981-A Total Total % of
Ending Senes Presently New All Poncipal

2-1- Bonds Outstanding Pnncipal Interest _ Senes Bonds Retired
1982 $ 16.573.290 $72.064.607 $2.200,000 $74.264.607 $90.837.897
1983 16.557,677 72.032,795 $ 660.000 6.600.000 79.292.795 95.850.472
1984 16.531.220 72,035.157 730.000 6.527,400 79.292.557 95.823.777
1985 16.498.035 72.011,457 820.000 6.447.100 79.278.557 95.776.592
1986 16.475.985 71.981.932 900.000 6.356.900 79.238.832 95.714.817 11.24 %
1987 16.425.945 71.988.957 1.000,000 6.257.900 79.246.857 95.672.802
1988 16.388.725 71,995.567 1,110.000 6.147,900 79 253.487 95.642.212
1989 16.358.855 71,963,713 1,230,000 6.025.800 79.219.513 95.578.368
1990 16.312,100 71,948.512 1.365.000 5.890,500 79.204.012 95.516.112
1991 16.281,750 71.905.287 1.515.000 5.740.350 79.160.637 95.442,387 26 97
1992 16.219.875 71,887,450 1,685.000 5.573,700 79,146.150 95.366.025
1993 16.156.975 71,879.162 1.870.000 5,388,350 79.137,512 95.294.487
1994 16.109,700 71,880,022 2,075,000 5,182,650 79.137,672 95.247,372
1995 14.677,500 73.260.440 2,305.000 4,954,400 80.519.840 95,197.340
1996 14.587.500 73.291.572 2.555.000 4.700,850 80.547,422 95.134.922 48,78

1997 14.445,000 73,376.762 2.835.000 4.419,800 80.631,562 95,076.562
1998 87.773.725 3.150.000 4.107.950 95,031.675 95.031,675
1999 87,673.512 3.495.000 3,761,450 94,929.962 94.929.962
2000 87,555.125 3.880.000 3.377.000 94.812.125 94.812.125
2001 87.454.887 4,305,000 2.950,200 94,710 087 94,710,087 79 29
2002 78.893.712 4.780.000 2.476.650 86.150.362 86,150.362
2003 78.824,537 5.305.000 1.950.850 86.080,387 86.080.387
2004 46.300.037 5.890,000 1,367.300 53,557,337 53.557,337
2005 23.330.000 6,540,000 719.400 30,589.400 30.589,400 100 00

* Cents omitted.

FUND BALANCES
(At June 30,1981)

Net Current Assets . $ 38.749.378
Utility P ant (At Cost less Depreciation) $ 1,422.713.773
Restricted Cash and Securities:
Old Senes Bonds Reserve Account, $ 17.251.431
Improvements and Contingencies Fund. $ 51.475.456
New Series Bonds Reserve Amount $ 39.128,458

PROPERTY ADDITIONS
(At June 30,1981)

Additions, improvements and Extensions to
Electric and Gas Systems, 1942-1981 . $ 1,751,070,004

.

Bonds issued to Finance these Property Additions , $ 1.095.000.000, ,

Portion of Property Additions Financed by issuance of Bonds. 62.5%.

4
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REVENUE BOND INDEBTEDNESS AND UTILITY PLANTS

Debt as
Date Revenue Bond Electric and Gas Plant Equipment a % of .

#

1-31: Indebtedness At Cost Net (Depreciated) Net Plant
1950 $ 26,783,000 $ 61,412.456 $ 54,665.803 49.0,

1955 31,900,000 108.612,107 94,339,423 33 8
; 1960 44.145,000 187,026,225 159,317,177 27.7

1965 54,190,000- 279,053,625 226,794,522 23.9
1970 71,040,000 420,480,731 335.125.890 21.2

; 1971 67,910,000 457,741,134 364,108,691 18.7
1972 94,190,000 501,731,982 398,542,240 23.6

! 1973 90.345,000 546,423,222 437,911,052 20.6
( 1974 120,860,003 599.315,589 479,155,098 25.2

1975 201.195,000 677.114,390 542,919,717 37.1
,

j 1976 245,595,000 809,025,826 659,773,046 37.2
i 1977 358.110,000 954,207,395 790.396,043 45.3

1978 484,290.000 1,100,709.068 918,110.351 52.7
1979 622.975,000 1,265,232,510 1,056.105,552 59.0 f
1980 783,645,000 1,449,572.698 1,212.958,432 64.6

| 1981 926,505,000 1,626,916,440 1.263,764,913 67.9
1981* 1,001,505,000 1,697,250,951 1,422,713,773 70.4'

i
* As of June 30,1981*

i

OUTSTANDING INDEBTEDNESS
!

| All revenue bonds of the City of San Antonio payable from the net revenues of the Electric and Gas Systems of the City and
issued prior to 1962 have been retired. The City has outstanding Electric and Gas Systems Revenue Improvement Bonds in

i seventeen series as follows:
Effective 20-Bond;

Original Interest Yield index!

Final Average Rate On Nearest - Amount
'

Maturity Life Sale Date . Sale Date * Outstandina
j Old Scies Bonds
*

(Prior Lien) !
t Series 1962 1984 16.2 years 3.218 % 3.43% 8.690,000

| Series 1968 1989 15.6 years 4.463 % 4.41 % 22.150,000

,
Series 1971 1992 14.7 years 5.166 % 5.58 % 22,% 0.000

| Series 1973 1994 15.8 years -4.763 % 5.03 % 30.080,000
Series 1974 1997 17.3 years 6.896 % 6 95 % 79,750,000

| Subtotal (Old Series Bonds) $ 163,630.000

New Series Bonds
..

Series 1975 1998 16.0 years 7.390 % 7.48% 45,825.000
Series 1976 1999 15.9 years 6.270 % 6.98 % 54,700.000

'

Ser!es 1976-A 1999 16.4 years 6.179 % 6.78 % 55,675,000

; Series 1977 -2000 18.1 years 5.254 % 5.78 % 57,600,000

Series 1977-A 2002 23.7 years 5.718 % 5.64 % 75,000,000

Series 1978 2002 16.6 years 5.355 % 5.65 % 71,025,000

Series 1978-A 2003 16.5 years 5.978 % 6.12% 72,325,000
;

Series 1979 2003 16.7 years 6.153 % 6.50 % 72,725.000
i Series 1979-A 2004 18.3 years 6.048 % 6.11 % 98.800,000

Series 1980 2005 18.4 years 9.383 % 9.20% 74,200,000

Series 1980-A 2005 17.8 years 8.823 % 8.68 % 85,000,000

Series 1981 2001 13.3 years 9.956 % 10.40 % 75,000,000

Series 1981-A 2005 16.5 years 60,000,000

Subtotal (New Series Bonds) $ 897,875,000

- Total Bonds to be Outstanding, including New Series 1981-A Bonds _ $1,061,505,000f

As published by "The Bond Buyer",*

|

5
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CERTAIN PROVISIONS OF ORDINANCE AUTHORIZING THESE
NEW SERIES 1981-A BONDS

l~ SECTION 7: Definitions. Unless the context shall indicate a contrary meaning or intent, the terms below defined, for all
1 purposes of this ordinance or any ordinance amendatory or supplemental thereto, shall be construed, are used and are

intended to have meanings as follows:
1

(a) " Additional Parity Bonds"- Bonds or other obligations authorized to be issued under the provisions of Section 18
hereof, including refunding bonds, which are secured by a lien on and pledge of the Net Revenues of theSystemson a parity
witn Previously issued Parity Bonds and the New Series 1981-A Bonds.

(b) " Board of Trustees,"" Board,"" City Public Service Board ""Public Service Board"-The City Public Service Board of,

; San Antonio, Texas, existing and functioning pursuant to the Indenture or, subsequent to defeasance of the Indenture,
j existing and functioning pursuant to this Ordinance.

(c) " City" - the City of San Antonio, Texas.
4

(d) * Depository"- Such bank or banks at any time selected by the Board of Trustees to serve as depository of the funds
hereinafter provided for with relation to the Parity Bonds.

(e) " Fiscal Year" - The twelve-month operational period of the Systems commencing on February 1 of each year and
ending on the following January 31.

!

(f) " Indenture"-The Trust Indenture dated February 1,1951, together with eight supplements thereto dated August 1,
1953, February 1,1957, February 1,1960, August 1,1962, February 1,1968. February 1,1971, February 1,1973 and August 1,
1974, given as secunty for the Old Series Bonds.

(g) " Maintenance and Operating Expenses"-Those expenses required by the law (Article 1113, V A.T.C.S.) to be a first
lien on and charge against the income of the Systems, including the cost of insurance, the purchase and carrying of stores,
materials and supplies, the purchase, manufacture and production of gas and electricity for distribution and resale, the
payment of salaries and the payment of all other expenses properly incurred in operating and maintaining the Systems and
heeping them in good repair and operating condition (classed as a maintenance and operating expense as opposed to a
capital expenditure under the Uniform System of Accounts adopted by the National Association of Regulatory Utility4

Commissioners). Depreciation on the properties of the Systems shall not be considered or included as Mastenance and
Operating Expenses in the determination of Net Revenues of the Systems.

(h) " Net Revenues"- All income and revenues from the operation of the Systems after the deduction of Maintenance and
; Operating Expenses. The term " Net Revenues" shall also include any additional and further security for the payment of the
i~ Parity Bonds as may be pledged therefor consistent with the then applicable laws of the State of Texas, provided that any

such additional and further security is made equally and ratably applicable as security for all outstanding Parity Bonds.
!

' (i) "New Series 1981-A Bonds"- The bonds authorized by this Ordinance.

(j) "Old Series Bonds"- The presently outstanding San Antonio Electric and Gas Systems Revenue improvement Bonds.
Series 1962, Series 1968, Series 1971, Series 1973 and Series 1974.

(k) " Parity Bonds" or "New Series Bonds"- The Previously issued Parity Bonds, the New Series 1981-A Bonds and
Additional Parity Bonds.

I

(l) " Paying Agent" or " Paying Agents"- The places of payment for the Parity Bonds named in the ordinances authorizingd

i the issuance thereof.
I

(m) *Previously issued Parity Bonds"-The outstanding and unpaid bonds of the following series, to wit: "CITYOFSAN
ANTONIO, TEXAS, ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS, NEW SERIES 1975," dated
August 1,1975, and originally issued in the total principal amount of $50,000,000; "C/TY OF SAN ANTONIO, TEXAS,
ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS, NEW SERIES 1976," dated February 1,1976, and

. originally issued in the total principal amount of $60,000,000; "C/TY OF SAN ANTONIO, TEXAS, ELECTRIC AND GAS

i
e
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S YS TEMS REVENUE IMPRO VEMENT BONDS NE WSERIES 1976-A." dated August 1.1976 and originally issued in the total
principal amount of $60,000.000; " CITY OF SAN ANTONIO. TEXAS. ELECTRIC AND GAS SYSTEMS REVENUE
IMPROVEMEN T BO?/DS. NEW SERIES 1977." dated February 1.1977, and originally issued in the total principal amount of
$60.000.000; "CI T Y OF SA N A N TONIO. TEXA S. EL EC TRIC A ND G A S S YS TEMS RE VENUE IMPRO VEMEN T B ONDS. NE W
SERIES 1977-A". dated August 1.1977 and originally issued in the total pnncipal amount of $75.000.000: " CITY OF SAN
ANTONIO, TEXAS. ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS. NEW SERIES 1978". dated |

February 1.1978. and onginally issued in the total pnncipal amount of $75.000.000. " CITY OF SAN ANTONIO. TEXAS.
ELECTRIC AND G AS SYSTEMS REVENUE IMPROVEMENT BONDS. NEW SERIES 1978-A", dated August 1,1978, and
originally issued in the total princ; pal amount of $75,000.000. " CITY OF SAN ANTONIO. TEXAS. ELECTRIC AND GAS
SYSTEMS REVENUE IMPROVEMENT BONDS. NEW SERIES 1979." dated February 1.1979, and originally issued sn the
total principal amount of $75.000.000. " CITY OF SAN ANTONIO. TEXAS. ELECTRIC AND GAS SYSTEMS REVENUE
IMPROVEMENT BONDS. NEW SERIES 1979-A." dated August 1.1979 and onginally issued in the totalprincipalamount of
$100.000,000. " CITY OF SAN ANTONIO. TEXAS. ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS.
NEW SERIES 7980." dated February 1.1980. and onginally issued in the total principalamount of $75.000.000. " CITY OF SAN
ANTONIO. TEXAS. ELECTRIC AND GAS SYS TEMS REVENUE IMPROVEMENT BONDS. NEW SERIES 1980-A." dated
August 1.1980, and originally issued in the total pnncipal amount of $85,000.000. and "ClTY OF SAN ANTONIO. TEXAS.
ELECTRIC AND GAS SYSTEMS REVENUE IMPROVEMENT BONDS. NEW SERIES 1981." dated February 1,1981. and
originally issued in the total pnnCipal amount of $75.000.000.

(n)" Systems"- The entire eiectnc hght and power plants and systems and gas distnbution system and all property of
every kind appurtenant to and used or acquired in connection with saiu electric light and power plant and systems and gas
distobution system owned by the City and described in and covered by the Indenture,together with all property of every kind
now and hereaftei owned or acquired by the City as a part of or for use in the operation of the City's electric light and power
plants and systems and gas distnbution system.

SECTION 8: Pledge. The City hereby covenants and agrees with the holders of the Panty Bonds that.

(a) Until such time as the terms, conditions and provisions of the Indenture become inoperative and the" Trust Estate''
conveyed by the Indenture reverts to the City free arid clear of the encumbrance created thereby the Panty Bonds shall be
and are hereby declared to be payable solely from and equally secured by an irrevocable pledge of and hen on that portion of
the Net Revenues of the Systems deposited, and available for deposit in (i) the"Electnc and Gas Systemsimprovements and
Contingencies Fund" established pursuant to Section 6 of Article V of the indenture and lis) the General Fund of the City
pursuant to Sections 5 and 6 of Article V of the Indenture.

(b) At such time as the terms, conditions and provisions of the Indenture become inoperative and the " Trust Estate"
conveyed by the indenture reverts to the City free and clear of the encumbrance created thereby, the Net Revenues of the
Systems shall be and are hereby irrevocably pledged to the payment of princ; pal of and interest on (including the
establishment and maintenance of a reserve, as provided in Sections 12 and 18 (e) of this ordinance) the Parity Bonds, and it
is hereby ordained that at such time all Panty Bonds and the interest thereon shall constitute a first lien upon the Net
Revenues of the Systems.

SECTION 9: Rates and Charges. The City hereby agrees and reaffirms its covenants to the holders of the Panty Bonds that it
will at all times maintain rates and charges for the sale of electric energy gas or other services furnished, provided, and
supphed by the Systems to the City and allother consumers which shall be reasonable and nondiscnminatory and which will
produce income and revenues sufficient to pay:

(a) All Maintenance and Operating Expenses, depreciation replacement and betterment expenses and other costs as
may be required by law (Article 1113. V.A.T.C.S.).

(b) The interest on and pnncipal of all Old Series Bonds as and when the same shall become due, and maintain the
Funds aid Accounts created and established for the payment and secunty of the Old Series Bonds.
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(c) The interest on and principal of all Parity Bonds, as and when the same shall become due, and provide for the
establishment and maintenance of the Funds and Accounts created for the payment and security of the Parity Bonds.

(d) Any legal debt or obligation of the Systems as and when the same shall become due.

SECTION 10: General Account. The City, acting through the Board of Trustees, hereby reaffirms its covenant to holders of
the Old Series Bonds and hereby covenants with respect to the holders of the Panty Bonds, that all revenues of every nature
received through the operation of the Systems shall be deposited as received in the "C/TY OF SAN ANTONIO ELECTRIC
AND GAS SYSTEMS GENERAL ACCOUNT"(hereinafter referred to as * General Account"), which shall be kept separate
and apart from all other funds of the City. Revenues received for the General Account shall be deposited from time to time as
received in such bank or banks as may be selected by the Board of Trustees in accordance with applicable laws relating to the
selection of City depositories.

SECTION 11: Flow of Funds. The City, acting through the Board of Trustees, hereby agrees and reaf firms its covenant to the
holders of the Parity Bonds that:

(a) Until such time as all the terms, conditions and provisions of the Indenture shall become inoperative and the" Trust
Estate" conveyed by the Indenture reverts to the City f ree and clear of the encumbrance created thereby, funds in the General
Account shall be pledged and appropriated to the following uses in the order of precedence shown:

FIRST: For the payment of operation, maintenance, repairs and extensions of the Systems provided for in Article 1113,
V.A.T.C.S., and Section 3 of Article V of the Inden;ure.

SECOND: To the payment of the principal of and interest on the Old Series Bonds,and to the" San Antonio Electric and
Gas Systems Bond Reserve Accoisnt" for the benefit of the Old Series B_onds in the manner and to the extent required in
Section 4 of Article V of the Indenture.

THIRO: To the payment of the annual sum to be deposited in the General Fund of the City in accordance with and to the
extent set out in Section 5 of Article V of the Indenture.

FOURTH: To the payment of the annual sum (equal to not less than 12%% of the gross revenues of the Systems) to be
deposited in the " Electric and Gas Systems improvements and Contingencies Fund" in accordance with Section 6 (as
amended) of Article V of the Indenture.

FIFTH: To the payment of the annual sum to the General Fund of the City for reimbursement of gas and electric services
of the Systems used by the City for municipal purposes and amounts expended for additions to the street and traffic
lighting system (such payment, together with the annual sum to be deposited in the General Fund of the City,in accord-
ancewith Section 5 of Article Vof theIndenture,tototalanamountequalto 14%of thegross revenuesof theSystemsfor
the current Fiscal Year), as provided its Section 6 (as amended) of Article V of the Indenture.

SIXTH: To the " Electric and Gas Systems improvements and Contingencies Fund" until there is on deposit therein an
amount equal to 20% of the value of fixed capital assets as shown by the audited statement as of the end of a FiscalYear,
as provided in Section 6 (as amended) of Article V of the Indenture.

SEVENTH: To the " Electric and Gas Systems Surplus Fund" in the manner and to the extent funds are available, as
required by Section 6 (as amended) of Article V of the Indenture.

In further explanation of said flow of funds as to the payment and security of the Parity Bonds, the Net Revenues of the
Systems deposited in the "Electnc and Gas Systems improvements and Contingencies Fund"shall be first appropriated and
pledged to the " City of San Antonio Electric and Gas Systems Panty Bond Retirement Account"(heretofore created for the
payment of pnncipal of and interest on Parity Bonds and reaffirmed in Section 12 of this Jrdinance); and to the extent
necessary, all sums payable to the General Fund of the City f rom the Net Revenues of the Systems pursuant to Sections 5 and
6 (as amended) of Article V of the Indenture shall be first appropriated and pledged to said " City of San Antonio Electric and
Gas Systems Parity Bond Retirement Account",
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(Note: The following schedule is not a part of the Bond Ordinance)

ACTUAL APPLICATION OF REVENUES UNDER

TRUST IN0ENTURE AND SECTION 11 (a| 0F NEW SERIES BONO OR0iNANCE

[ Flow of Frndal

Fiscal Year Ended January 31:

1976 1979 1980 1981 19818

OPERATING REVENUES
Electric $246,624,784 $257,675,393 $274,601,088 $333,655,473 $343,433.108

Gas 67.787,701 78,306226 79.080.015 91,275.120 96,786.639

Tal 314,412,485 335,981,619 353,681,103 424,930,593 440,219,747

OPERATING EXPENSES
Electric 152,542,443 155,747,265 169,559,913 207,357,530 211.139,386

Gas 64.488,517 75,872,133 75,574,889 88,281,517 94,207,749

Total 217,030.960 231,619,398 245,134,802 295,639,047 305,347.135

Net Operating income 97,381,525 104,362,221 108,546,301 129,291,546 134,872,612

Non-Operating income (Net) 5222.771 7,209.525 13,551,088 18.832.347 20.179.762

Net Revenues $102,604,296 $111,571,746 $122.097.389 $148,123,893 $155,052,374

Interest During Construction 13.511,090 12.866.866 18,784.023 32.765,519 33.073,969

Revenues Available for Application J116.115.386
$124,438.612 $140,881.412 $180,889.412 ' $188,126.343

ALLOCATION OF AVAILABLE
REVENUES

1. Operating Funds (To increase
working capital), and $ 22,000,0003 $ 3,000,000 $ 2,000,000 . -0- -0-
Payment of debt
Principal & Interest' 16,620,545 16.611,360 16,590,265 16,576,680 16,574,318

Reserve Fund Reqmts.' 150,248 518,020 78,188 219.561 165.776

Total Payment of Debt' 16,770,793 17.129.380 16,668,453 16,796,241 16,740,094

2, Payments to General Fund
of City in lieu of taxes 4,702,586 4,900,896 4,923.476 4,997,279 5,101,429

3. To improvements and
Contingencies Fund-
Minimum Requirements 39,960,970 42,907.107 45,918,761 55,503.705 57,591,576

4. Payment to General
Fund of City as reimbursement
for electric and gas services
used by City during year 8,126,363 8,323.265 8,384,082 9.713.030 9,706.000

5. Additional payment to
City to bring benefits
to 14% cf Gross
Revenues * 23,889,625 26,406.978 30,0ng,oS7 37,859,408 33,663,201

6. Balance transferred to
Improvements and Con-
tingencies Fund _ 665.049 21.7,70.986 32,983,773 56,019.749 65.324.043

Tota! Allocations $116,115,386 $124,438.612 $140,881,412 J180,889,412 $188.126,343

Footnotes:
Old Series Bonds.'

Annual amounts shown are less than 14% because of voluntary reduction by the City,8

An additional amount of $9,600,000 was transferred from the improvements and Contingencies2

Fund from prior years' allocations.
12 months ending June 30,1981,*

9
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SECTION 11: Flow of Funds (Cont'd.)

(b) At such time as all the terms, conditions and provisions of the Indenture shall become inoperative and the" Trust
Estate" conveyed by the Indenture reverts to the City free and clear of the encumbrance created thereby, funds in the General
Account shall be pledged and appropriated to the following uses and in the order of precedence shown:

FIRST: To the payment of reasonable and proper Maintenance and Operating Expenses of the Systems upon approval
by the Board of Trustees.

SECOND: To the payment of Parity Bonds, including the establishment and maintenance of the reserve therefor.

THIRD: To the payment and security of obligations hereinafter issued which are inferior in lien to the Parity Bonds.

FOURTH: To the payment of an annual amount equal to six percent (6%) of the gross revenues of the Systems to be
deposited in the Repair and Replacement Account, hereinafter provided for in Section 13 of this ordinance.

FIFTH: To the payment of the annual amount due the General Account of the City ' 9n Antonio,as provided in Section
14 of this ordinance; and

SIXTH: Any remaining Net Revenues of the Systems in the General Account,to the Repairand Replacement Account,in
accordance with Section 13 of this ordinance.

SECTION 12: Parity Bond Retirement Account. For purposes of paying the principal of and interest on the Parity Bonds,
when and as the same shall become due, and providing a reserve to prevent a default in the payment of such pnncipal and
interest on Panty Bonds, the City, acting through the Board of Trustees. hereby reaf firms the creation and establishment of a
special account knosn as the " CITY OF SAN ANTONIO ELECTRIC AND GAS SYSTEMS FARITY BOND RETIREMENT
ACCOUNT"(hereinafter referred to as " Retirement Account"). which account shall continue to be kept separate and apart
from all other funds or accounts of the Systems or of the City. The City hereby reaffirms its covenant that the Retirement
Account shall be estabhshed and kept at such Depository as the Board of Trustees shall designate and funds deposited
therein shall be used only for the purpose of paying the principal cf and interest on the Parity Bonds.

From the Net Revenues of the Systems pledged to the payment and security of the Panty Bonds (identified in Section 8 of this
ordinance), the Board of Trustees shall cause to be paid in the Retirement Account such amounts as will be fully suf ficient to
(i) promptly pay, when due, all principal of and interest on the Parity Bonds (hereinaf ter sometimes referred to as the" interest
and sinking fund portion" of the Retirement Account) and (ii) establish and maintain in the Retirement Account a reserve
amount (hereinafter sometimes referred to as the " Reserve Amount" or " reserve fund portion") equal to not less than the
average annual principal and interest requirements of all outstanding Panty Bonds (calculated on a fiscal year basis as of the
date the last series of Panty Bonds were authorized). In addition, all sums received from the purchasers of Parity Bonds
constituting accrued interest and premium, if any, shall be placed in the interest and sinking fund portion of the Retirement
Account.

In addition to the deposits required to be made in the interest and sinking fund portion of the Retirement Account to pay the
annual debt 5.ervice requirements of the Previously issued Panty Bonds the City Public Service Board is hereby directed to
deposit in said Account the following amounts to pay tne principal of and interest on the New Series 1981-A Bonds, to wit:

(a) Deposits for payn;ent of interest - on or befcre the first 15th day of a month to occur following the date of delivery of the
Bonds to the purchasers thereof and on or before the 15th day of each following month through January 15,1982, an equal
amount of money with such deposits totalling not less than the amount of the installment of interest coming due on the Bonds
on February 1,1982. and beginning on or before February 15,1982 and on or before the 15th day of each following month,
until the New Series 1981-A Bonds are no longer outstanding, an amount of money equal to not less than one-sixth (1/6) o'
the next semiannual installment of interest to become due on said Bonds.

(b) Deposits for payment of principal- on or before the 15th day of February 1982 and on or before the 15th day of each
following month, until the New Series 1981-A Bonds are no longer outstanding, an amount of money equal to not less than
one-twelfth (1/12) of the next annual principal payment to become due on said Bonds.

In compliance with the provisions of the ortiinances authorizing the issuance of the Previously issued Parity Bonds and this
ordinance, the Board of Trustees shall cause to be accumulated and maintained in the Retirement Account a Reserve
Amount equal to not less than the average annual principal and interest requirements of the Previously issued Panty Bonds
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and the New Series 1981-A Bonds, such Reserve Amount to be determined on the basis of cash on deposit and tne boot va|ue
of secunties in which moneys in the resene fund portion of the Retirement Account are invested. and to be in addition to the
amount on deposit in the Retirement Account f or purposes of payin g the ann ual debt semce re:;uirements of the outsta nding
Panty Bonds in add; tion to the monthly deposits of $748.949 now required to be rnade to the reserve fund portion of the
Retirement Account in accordance with the provisions of the ordinances authonzing the issuance of the Previously issued
Panty Bonds. beginning on or before the first 15th day of a month to occur fottomng the date of deinery of the Bonds to the
purchasers thereof. and on or before the 15th day of each month thereafter.to and including the saty-f:rst (61st) month a'ter
the passage of this Ordinance, the City Public Semce Board shan cause to be ceposited therein an equat amount of money
with such deposits tota!hng the add,tional amount to be accumulated in the reserve fund portion of the Retirement Account
by virtue of the issuance of the New Senes 1981-A Bonds. After a Reserve Amount equal to not less than the a.erage annual }
principal and interest requirements of the Previously issued Panty Bonds anc the New Series 1981- A Bonds (calcu|ated on a
fiscal year basis as of the date tne New Senes 1931-A Bonds are authonzed) has been accumutated. monthly depos:ts to the
reserve fund portion of the Retirement Account may be terminated. prouded, however, wt enever the amount it, the reserve
fund port 4cn of the Retirement Account equa!s less than the total amount reauvred to be on deposit therein in accordance
with the prowisions of this ordinance monthly deposits in an amount ecualto the som of the monthly deposits recuired under
the provisions of tne ordinances authonzing the Previous!y issued Parity Bonds and this Ordinance shan be resumed and
continued to ty made on or before the 15th oaf of each month until the total amount required to be on deposit in the reserve
fund portion of the Retirement Account has been funy restored

in the event there are insuf ficient funds available in any month to permit the required montMy deposits in the Retirement
Account for purposes of paying the annual debt service recurrements on the Parity Bonds and accumulating and maintatning
the Reserve Amount, either or both, amounts equiva'ent to such deficiencies shall be set apart and paid into the said Account
from the first asailab!e and unallocated Net Revenues pledged to the payment of the Panty Bondsin the nest fc40weng month
or months, and such payments shah be in add; tion to the monthly amounts otherwise required to be paid into said Account
dunng such month or months

Accrued interest and premium. if any. receis ed f rom purchasers of Parity Bonds w h2ch is deposited in the interest and sina ing
fund portion of the Retirement Account and income and profits receivec from the investment of funds in the Retirement
Account may be tamen into consideration and reduce the monthly deposits which would other*1se be rec uired to be p; aced in
the interest and sinking fund oortion and reserve fund portion of the Retirement Account from the p! edged Net Revenues of
the Systems.

SECTION 13: Repair and Replacement Account. At such time as the proosions of the Indenture become inoperative, the City reaffirms
its covenant with the holders of Panty Bonds that a special fund or account shan be created and estabhshed to be known as
the " CITY OF SAN ANTONIO ELECTRIC AND GAS SYSTEMS REPAIR AND REPLACEMENT ACCOUNT"(herennafter
called " Repair and Replacement Account") at such Depository as may be des:gnated by the Board of Trustees Moneys on
deposit in the Repair and Replacement Account shalf be used for the foHowing purposes. to-ait. (i) providing extensions.
additions and improvements to the Systems. (ii) to meet contingencies of any nature in connection with the operations.
maintenance improvement. replacement or restoration of properties of the Systems; and (in) tne payment of bonds or other
obligations f or w hich other funds are not a vailable. or for any or an of such purposes as. from time to *ime. may be determined
by the Board of Trustees

From the Net Rcvenues remaining in the General Account after payment and provisions for pafments and additions to the
Retirement Account in accordance with the provisions of Section 12 hereof, there shall be paid into the Repair and
Replacement Account an annual sum equal to six percent (6%) of the gross revenues of the Systems for the tnen current
Fiscal Year. Thrs annual payment to the Repair and Repfacement Account sha!! be accumulated each FiscalYear by monthly
installments, such monthly installments to be based on each month's gross revenues to the extent funds in the General
Account are availabic eacn month; provided. however, should the total annual payment to the Repair and Replacement
Account in any Fiscal Year exceed six percent (6%) of the gross revenues of tne Systems. as shown by the Systems' audited
annual financial statement, proper year-end adjustments shall be made (on or before March 1 after tne close of each F: scal
Year) by causing any excess amount deposited therein to be transferred to the General Account.

No deposit in excess of six percent (6%) of the annual gross revenues of the Systems sha!I be made to the Repair and
Replacement Account (as provided in the precedsng paragraph of this Section) unless and untilcomplete and full payments.
or provisions for such payments. shall have been paid over or cred:ted to the General Fund of the City in accordance with
Section 14 of this Ord: nance After complete and fuH pa yments, or provisions f or such pa yments. shall have been paid over or
credited to the General Fund of the City to the full extent required n Section 14 hereof.adctional depos:ts may be made to
the Repair and Replacement Account, and at the close of each Fiscal Year, a!! Net Revenues of the Systems rema'mng in the
General Account after full and complete payment to the General Fund of the City has been made (except such amounts as
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may be required to meet unpaid accoun's and obligations which have accrued or are payable during the year to insure
continued operation of the Systems), shail be deposited in the Repair and Replacement Account.

SECTION 14: Payments or Credits to he General Fund of the City in accordance with the provisions of the ordinances authorizing the
issuance of the Previousy issuM Panty Bonds and at such time as the provisions of the Indonture shall becomeinoperative
and after the paymeros to the Retirement Account and the Repair and Replacement Account (for purposes of accumulating
therein an amount equal to six percent (6%) of the annual gross revenues of the Systems) have been made in full in
accordance with the provisions of Sections 12 and 13 of this ordinance, there shall be paid over or credited to the General
Fund of the City (for general purposes of the City), to the extent Net Revenues of the Systems are available in the General
Account and in monthly installments, an amount in cash not to exceed 14% of the gross revenues of the Systems for the
month next preceding the month in which the monthly deposit is made, less the value of gas and electric services of the
Systems used by the City for municipal purposes and the amount expended for additions to the street lighting system for the
month for which such payment is being made. The maximum amount in cash to be transferred or credited to the General
Fund of the City from the Net Revenues of the Systems during any Fiscal Year shall not exceed 14% of the gross revenues of
the Systems less the value of gas and electnc services of the Systems used by the City for municipal purposes and the
amounts expended dunng the Fiscal Year for additions to the street lighting system.The percentage of gross revenues of the
Systems to be paid over or credited to the General Fund of the City each Fiscal Year shall be determined (within the 14%
limitation) r the governing body of the City.

SECTION 15: Investments. In accordance with the provisions of the ordinances authonzing theissuance of the Previouslyissued
Parity Bonds and this Ordinance, f unds on deposit in the Retirement Account and the Repair and Replacement Account may
be, at the option of the Board of Trustees. invested in direct obligations of the United Statesof America;obligationswhichin
the opinion of the Attorney General of the United States are general obligations of the United States and backeo by its full
faith and credit; obligations guaranteed by the United States of America; evidences of indebtedness of the Federal Land
Banks Federal Intermediate Credit Banks, Banks for Cooperatives, Federal Home Loan Banks. Federal National Mortgage
Association; Participation Certificates in the Federal Assets Financing Trust; and Certificates of Deposit of any bank or trust
company which are fully secured in the manner and to the fullest extent required by the laws of the State of Texas for the
security of public funds. Any obligations, or evidences of ownership of said obligations,in which funds on deposit in the
aforementioned Accounts are so invested shall be kept in escrow in it;e respective Depository for such Accounts and such
investments shall be promptly sold when required and the proceeds of the sale apphed to the making of payments required to
be made from the Account from which the investment was made whenever such payments are necessary to be made. All
income and profits received from the investment of funds in the Repair and Replacement Account shall be transferred and
credited to the General Account. During the period of time the Reserve Amount in 17e Retirement Account totals not less than
the total amount required to be on deposit therein all income and profits received from theinvestment of such funds shall be
transferred to the interest and sinking fund portion of the Retirement Account, thereby reducing the amount required to be
deposited therein, to meet the debt service requirements of Panty Bonds, otherwise income and profits received from
investments of the funds constituting the Reserve Amount shall be retained as a portion of the Reserve Amount. income and
profits received from investments of funds on deposit in theinterest and sinking fund portion of the Retirement Account shall
be used only for tne purpoees of paying the pnncipal of and interest on the Panty Bonds,as and when the same shall become
due.

SECTION 16: Transfer of Funds to the Paying Agent On or before an interest or principal payment date o any Parity Bonds, the
Treasurer of the City Public Service Board shall make transfer of funds on deposit in the Retiremont Account to the Paying
Agent or Paying Agents in the amounts calculated as fully sufficient to pay and discharge promptly, as due, each installment
of interest and principal pertaining to the Panty Bonds then outstanding. In the event Panty Bonds may be called for
redemption prior to maturity, the Treasurer of the City Public Service Board shall cause amounts calculated as suffic:ent to
pay and discharge the Parity Bonds (including accrued interest and premium, if any) so called for redemption to be
transferred to the Paying Agent or Paying Agents on or before the date fixed for the redemption of such bonds.

SECTION 1 h Security of Funds. All moneys on deposit in the special Funds or Accounts for which this Ordinance makes provision
(except any portions thereof as may be at any time properly invested) shall be secured in the mannerand to the fullest extent
required by the laws of the State of Texas for the security of public funds.

SECTION 18 Issuance of Additional Parity Bonds. In addition to the nght to issue obligations of inferior lien, as authorized by the laws
of the State of Texas the City reserves the right to issue additional revenue obligations payJble from the same source and
equally secured in the same manner as the Previously issued Panty Bonds and the New Series 1981-A Bonds and such
additional revenue obligations. the Previously issued Parity Bonds and the New Series 1981-A Bonds shall in all respects be
of equal dignity. The amount of additional revenue obligations for Systems 7mprovements and extensions to beissued from
time to time shall be based upon the difference between the estimated costs of planned extensions and improvements and
the total of the funds available and estimated to be available for extensions and improvements to the Systems; and it shall be
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the duty of the Board of Trustees to request the City Council to authorize and provide for the issuance and sale of additional
revenue obligations in the amount necessary to meet the cost of such planned extensions and improvements, such request to
be evidenced by resolution of the Board of Trustees, and upon receipt of such request.it shall be the dutyof the City Council
to review such request and to provide for the issuance and sale of such AdditionalParity Bonds as the City Council may deem
necessary in order that the planned extensions and improvements may be made. It is hereby covenanted and agreed that no
additional revenue bonds or other obligations shall be issued or incurred on a parity with the New Series Bonds unless and
until the following conditions can be satisfied and met:

(a) Until such time z.s the Indenture securing payment of the Old Series Bonds shall have terminated the Board of
Trustees by resolution shall have consented to the issuance of such Additional Panty Bonds and the payment thereof from
thu Net Revenues of the Systems, and shall have further agreed to comply with all of the terms and provisions of the
ordinance authorizing such Additional Parity Bonds with relatiori to the operation of the Systems and the disposition of
revenues of the Systems.

(b) T he T reasurer of the City Public Service Board shall have executed a certificate stating that the City is not in def ault as
to any covenant, obligation or undertaking contained in any ordinance or other document relating to the issuance of any
obligationc then outstanding which are payable from and secured by a lien on and pledge of the Net Revenues of the
Systems, and that each of the Funds and Accounts created and established for the sole purpose of paying the pnncipal of and
interest on such obligations contains the amount then required to be on deposit therein.

(c) The Board of Trustees shall have secured from an independent certified public accountant a certificate evidencing
his determination that the Net Revenues of the Systems (including earnings from the investment of Systems funds) were,

.

during the last completed Fiscal Year or for any consecutive twelve (12) month period during the last fifteen (15) consecutive
months prior to the month of adoption of the ordinance authorizing the issuance of the additional obligations, equal to at
least one and one-half times the maximum annual principal and interest requirements on the then outstanding Old Series
Bonds and Parity Bonds and the Parity Bonds then proposed to be issued. For the purpose of determining said Net Revenues,
the certified public accountant may adjust the Net Revenues to include a proper allowance for revenues arising from any

,

'

increase in electric and gas rates which has become effective prior to the issuance of the proposed Additional Panty Bonds,)

but which during all or any part of the past Fiscal Year, or other twelve (12) month period used for determining said Net
Revenues was not in effect, in an amount equal to the amount by which the billings of the Systems to customers for such
Fiscal Year or twelve (12) month period would have been increased if such increase in rates had been in effect during the
whole of such Fiscal Year or twelve (12) month period.

(d) The Additional Parity Bonds are to mature on February 1 or August 1, or both,in each of the years in which they are
scheduled to mature.

|

(e) The ordinance authorizing the issuance of the Additional Parity Bonds provides that the amount to be accumulated
and maintained in the Retirement Account as the Reserve Amount shall be an amount equal to not less than the average

| annual requirements for the payment of principal of and interest on all Panty Bonds which will be outstanding after giving'

ef fect to the issuance of the Additional Panty Bonds then being issued; cnd provides that any increase to the Reserve Amount
in the Retirement Account shall be accumulated within five (5) years and one (1) month from the date of passage of the
ordinance authorizing the issuance of the Additional Panty Bonds.

Provided, hcwever, that Parity Bonds may be issued from time to time (oursuant to any law then available) for purposes c
refunding outstanding Old Series Bonds and Parity Bonds upon such terms and conditions as the governing body of the Cit 4
and the Board of Trustees may deem to be in the best interest of the City and,if less than all outstanding Parity Bonds are
refunded, or if Parity Bonds are issued to refund outstandirg Old Series Bonds, the proposed refunding bonds shall be
considered as" Additional Parity Bonds" under the provisions of this Section, but the certificate required in paragraph (c) of
this Section shall give effect to the issuance of the proposed refunding t'onds (and shall not give effect to the bonds being
refunded following their cancellation or provision being made f or their payment). Parity Bonds and Old Series Bonds shall
not be considered to be " outstanding" (under the provisions of this Ordinance) when provision has been made for thed
payment in the manner and to the extent permitted by the laws of the State of Texas applicable at the time such provision is
made.

And provided, further, that any obligations hereafter issued which are junior and subnrdinate in all respects to the Parity
| Bonds may (without impairment of the obligation of contract of the Parity Bonds) be refunded as Parity Bonds by meeting all
| the terms and conditions for the issuance of Additional Parity Bonds; and such junior lien obligations may achieve the statust

of and become, for all purposes Parity Bonds when the following conditions can be met and upon the happening of the
following events, to-wit: (i) the Board of Trustees shall have caused to be filed with the City Clerk of the City a certified written|

| report of an independent certified public accountant demonstrating that the Net Revenues, during the last completed Fiscal

i
|
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Year or for any twelve (12) consecutive months during the last fifteen (15) months prior to the month of filing such report,
were equal to at least one and one-half (1%) times the maximum annual requirements for the payment of principal of and
interest on the then outstanding Old Series Bonds, Parity Bonds and for the bonds then proposed to achieve the status of
Parity Bonds, (ii) the Treasurer of the City Public Service Board shall have filed with the City Clerk of the City a certificats
stating that the City is not in default as to any covenant, obligation or undertaking contained in any ordinance or other
document relating to the issuance of any obligations then outstanding which are payable from and secured by a lien on and
pledge of the Net Revenues of the Systems, and that each of the Funds and Accounts created and established for the sole
purpose of paying the principal of and interest on such obligations contains the amount then required to be on deposit
therein (iii) the obligations proposed to achieve the status of Parity Bonds mature on February 1 or August 1.or both,in each
of the years they are scheduled to mature and (iv) the Reserve Amount required to be accumulated or then on deposit in the
Retirement Account equals not less than the average annual requirements for the payment of principal of and interest on all
Parity Bonds which will be outstanding after giving effect to the bonds then proposed to achieve the status of Parity Bonds.

SECTION 19: No Obligation of Lien Superior to that of the Parity Bonds, The City will not hereafterissue any additional bonds on a parity
with the Old Series Bonds under the terms of the Indenture or create or issue evidences of indebtedness for any purpose
possessing a lien on Net Revenues superior to that to be possessed by the Parity Bonds. The City, however, retains the right
to create and issue evidences of indebtedness whose lien on Net Revenues shall be subordinate in that possessed by the
Parity Bonds.

SECTION 20; Management of the Systems. In accordance with the provisions of the ordinances authorizing the Previously issued
Parity Bonds and this Ordinance, the City hereby agrees, convenants and reaffirms that:

(a) Until such time as the terms, conditions and provisions of the Indenture become inoperative and the " Trust Estate"
conveyed by the Indenture reverts to the City free and clear of the encumbrance created thereby, the management of the
Systems and all of its properties and af fairs shall be conducted, operated and controlled in the manner and to the same extent
as set forth in the Indenture to which reference is here made for a specific description thereof.

(b) At such time as the terms, conditions and provisions of the Indenture become inoperative and the " Trust Estate"
conveyed by the Indenture revert to the City free and clear of the encumbrance created thereby and during such time as any
Parity Bonds issued hereunder are outstanding and unpaid, the complete management and control of theSystems, pursuant
to the authority contained in Article 1115. V.A.T.C.S., shall be vested in a Board of Trustees consisting of five citizens (one of
whom shall be the Mayor of the City) of the United States of America permanently residing in Bexar County, Texas, to be
known as the " City Public Service Board" of San Antonio, Texas. Those persons serving as appointed members of the Board
of Trustees at the time defeasance of the Indenture occurs shall continue in of fice until their respective terms as established
under Article VI of the indenture have expired. The Mayor of the City shall be a voting member of the Board, shall represent
the City Council thereon, and shall be charged with the duty and responsibility of keeping the City Council f ullyadvised and
informed at all times of any actions, deliberations and decisions of the Board and its conduct of the management of the
Systems.

All vacancies in membership on the Board (excluding the Mayor of the City), whether occasioned by failure or refusalof any
person previously named to accept appointment or by expiration of term of office or otherwise, shall be filled in the following
manner: a nominee to fill such vacancy shall be elected by the majority vote of the remaining members of the Board of
Trustees. such majority vote to include the vote of the Mayor. The name of such nominee shall then be submitted by the
Mayor to the vote of the City Council, which by a majority vote of the members thereof then in office shall, as evidenced by
ordinance on resolution, either confirm or reject such nominee; provided, however,if the City Council fails to act upon such
nomination within thirty (30) days after submission to it of such nominee, such failure to do so shall be considered as a
rejection of such nominee and another nominee shall be selected by the Board. If a vacancy occurs and the remaining
members of the Board (including the Mayor) fail to elect a nominee to fill such vacancy within sixty (60) days after the
vacancy occurs (or fail to select another nominee within sixty (60) days af ter rejection of a nominee by the City Council), the
City Council, by a majority vote of the members thereof then in office, shall elect a person to fill such vacancy and shall
appoint such Trustee by resolution or ordinance. In the event tae City rejects or fails to confirm three (3) consecutive
nominees of the Board to fill a vacancy on the Board, the City Council shall, within thirty (30) days after the third rejection,
appoint a temporary Trustee to fill such vacancy pend %g the appointment of a permanent Trustee to fill such vacancy.The
appointment of a temporary Trustee by the City Council shall constitute the nomination of such appointee as the permanent
Trustee to fill such vacancy. Unless the remaining members of the Board, by a majority vote, reject the nominee seiected by
the City Council within thirty (30) days after his appointment as a temporary Trustee, the appointment shall become final and
the temporary Trustee shall automatically become the permanent Trustee to fill such vacancy, in such vote, the vote of the
Mayor shall automatically be cast as a vote in favor of the confirmation of such Trustee, whether cast by the Mayor or not.

If the nominee of the City Councilis rejected by a majorityvote of the remaining Trustees,the remaining Trustees shall within
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thirty (30) days after such rejection elect another nominee to fill such vacancy, Such nominee shall be considered by the City
Council and if approved shall become the permanent Trustee. If such nominee is rejected by a majority vote of the members
of the City Council then in of fice, or in the event the City Council fails to act upon such nomination within thirty (30) days after
the nomination is presented to the Council, the temporary Trustee theretofore appointed by the Council shall automatically
become the permanent Trustee to fill such vacancy. The term of office of each member appointed to the Board shall be five
(S) years. A person who has served as an appointed member of the Board for a single five-year term shall be eligible for
reappointment for one additional five-year term and one only. A member who is appointed to the Board to serve out an
unexpired portion of a retired member's term shall not be considered to have served a" term"unless the unexpired portion of
the term so served is three (3) years or more. Permanent removal of residence from Bexar County by any appointed member
of the Board shall vacate his of fice as a member of the Ocard, or any member (other than the Mayor of the City) who shall be

j continuously absent from all meetings held by the Board for a period of four (4) consecutive months shall, unless he shall
have been granted leave of absence by the unanimous vote of the remaining members of the Board, be considered to have"

vacated his office as a member of the Board. Any member of the Board Other than the Mayor of the City, may,by unanimous
vote of the remaining members of the Board be removed from office, but only for adequate cause.

Notwithstanding any of the foregoing provisions as contained in this Section 20 (b) or in any other section of this ordinance
; pertaining to the appointment of selection of Trustees to the Board upon the defeasance of the Indenture securing payment

of the Old Series Bonds, the City Council reserves unto itself the absolute right to at anytime upon passage of an ordinance
approved by a majority vote of its members to change the method of selection of and appointment to the Board of Trustees to
direct selection by the City Council, with such change of method to direct selection being at the sole option of the City'

Council without approval of any persons, party, holder of Panty Bond or Board.

Except as otherwise specifically provided in this Ordinance, the Board of Trustees shall have absolute and complete
authority and power with reference to the control, management and operation of the Systems and the expenditure and
application of the revenues of the Systems subject to the provisions contained in this Ordinance, all of which shall be binding
upon and shall govern the Board of Trustees. In connection with the management and operation of the Systems and the
expenditure and application of the revenues therefrom,the Board of Trustees shall be vested with allof the powers of the City
with respect thereto, including all powers necessary or appropriate for the performance of all of the covenants, undertakings
and agreements of the City contained in this ordinance, and shall have full power and authority to make rules and regulations
governing the furnishing of electric and gas service to customers and for the payment of the same, and for the discontinuance
of such services upon f ailure of customers to pay therefor, and, to the extent authorized by law, shall have full authonty with
reference to making of extensions, improvements and additions to the Systems and the acquinng by purchase or
condemnation of properties of every kind in connection therewith.

The Board of Trustees in exercising the management powers granted herein, will ensure that policies adopted affecting
research, development and corporate planning will be consistent with Council policy, and policies adopted by the Board of
Trustees p3rtaining to such matters will be subject to Council review,

The Board of Trustees shall elect one of its members as Chairman and one as Vice Chairman of the Board and shall appoint a
Secretary and a Treasurer, or a Secretary-Treasurer, who may, but need not be, a member or members of the Board. If a
member of the Board of Truste'es is not appointed as Secretary or Treasurer, or Secretary-Treasurer, then an employee or
employees of the Board whose duties in the operation of the Systems require performance of similar duties may be appointed
as Secretary or Treasurer or Secretary-Treasurer. The Board of Trustees may follow and adopt such rules for the orderly
handling of its affairs as it may see fit and may manage and conduct the aff airs of the Systems with the same freedom and in
the same manner ordinarily employed by the Board of Directors of private corporations operating properties of a similar
nature. No member of the Board of Trustees, however, shall ever vote by proxy in the exercise of his duties as a Trustee.

The Board of Trustees shall appoint and employ all officers, employees and professional consultants which it may deem
d:sirable, including without limitation, a General Manager of the Systems, a*:orneys, engineers, architects, and other
advisors. No officer or employee of the Board of Trustees may be employed who shall be related within the second degree of
consanguinity or affinity to any member of the Board of Trustees.

The Board of Trustees shall obtain and keep continually in force an employees' fidelity and indemnity bond of the so-called
" blanket'* type, written by a solvent and recognized indemnity company authorized to do business in the State of Texas and
covering losses to the amount of not less than One-Hundred Thousand Dollars ($100,000).

The members of the Board of Trustees, other than the Mayor of the City, sha!! receive annual compensation in the minimum
amount of Two Thousand Dollars ($2,000 00), except that the Chairman of the Board shall receive annual compensation in
the minimum amount of Two Thousand Five Hundred Dollars ($2,500.00). Such compensation may be increased frorn time to
time by the majority vote of the City Council then in office.
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The members of the Board of Trustees and administrative officers shall n3t be personally liable, either individually or
collectively, for any act or omission not willfully fraudulent or in bad faith.

SECTION 21: Method of Amendment. The City hereby reserves the right to amend ordinances authorizing the issuance of Parity
Bonds subject to the following terms and conditions, to-wit:

(a) The holders of Parity Bonds aggregating in principal amount sixty-six and two-thirds (66-2/3%) percent of the
aggregate principal amount of then outstanding Parity Bonds shall have the right from time to time to approve any
amendment to this ordinance which may be deemed necessary or desirable by the City; provided, however, that nothing
herein contained shall permit or be construed to permit amendment of the terms and conditions of this ordinance orin the
bonds so as to:

(1) Make any change in the matunty of outstanding Parity Bonds;

(2) Reduce the rate of interest borne by any of the outstanding Panty Bonds:

(3) Reduce the amount of the principal of, or redemption premium,if any, payable on any outstanding Parity Bonds;

(4) Modify the terms of payment of principal or of interest or redemption premium on outstanding Parity Bonds or
any of them or impose any condition with respect to such payment;

(5) Affect the rights of the holders of less than all of the Parity Bonds then outstanding, or

(6) Change the minimum percentage of the principal amount of bonds necessary for consent to such amendment.

(b) If at any time the City shall desire to amend this ordinance under this Section, the City shall cause notice of the
proposed amendment to be published at least once in a financial publication published in the City of New York, New York.
Such notice shall briefly set forth the nature of the proposed amendment a'id shall state that a copy thereof is on file at the
Office of the City Clerk of the City of San Antonio for inspection by all holders of Parity Bonds then outstanding.

(c) Whenever at any time within one (1) year from the date of publication of such notice the City shall receive an
instrument or instruments executed by the holders of at least sixty-six and two-thirds (66-2/3%) percent in aggregate
principal amount of all Parity Bonds then outstanding, which instrument or instruments shall refer to the proposed
amendment described in said notice and which shall specifically consent to and approve such amendment in substantially
the form of the copy thereof on file with the City C|erk of the City of San Antonio, the City may adopt the amendatory
ordinance in substantially the same form.

(d) Upon the adoption of any amendatory ordinance pursuant to the provisions of this Section, the ordinances
authorizing the Panty Bonds then outstanding shall be deemed to be modified and amended in accordance with such
amendatory ordinance, and the respective rights, duties and obligations of the City and all holders of outstanding Parity
Bonds shall thereafter be determined, exercised and enforced, subject in all respects to such amendment.

(e) Any consent given by the holder of a bond pursuant to the provisions of this Section shall be irrevocable fora period
of six (6) months from the date of the publication of the notice provided for in this Section, and shall be conclusive and
binding upon all future holders of the same bond during such period. Such consent may be revoked at any time after six (6)
months from the date of the publication of said notice by the holder who gave such consent, or by a successor in title, by filing
notice with the City Clerk of the City of San Antonio, but such revocation shall not be effective if the holders of sixty-six and
two-thirds (66-2/3%) percent aggregate principal amount of the then outstanding Panty Bonds as in this Section defined,
have, prior to the attempted revocation, consented to and approved the amendment.

(f) For the purposes of establishing ownership of Parity Bonds, the fact of the holding of Panty Bonds by any bondholder,
the amount and numbers of such bonds, and the dates of their holding such bonas, may be proved by the affidavit of the
person claiming to be such holder, or by a certificate executed by any trust company, bank or any otherdepository wherever
situated showing that at the date therein mentioned such person had on deposit with such trust company, bank or other
depository the bonds descnbed in such certificate. The City may conclusively assume that such ownership continues until
notice to the contrary is served on the City.

SECTION 22: Recognition of Provisions of Indenture. It is specifically recognized and affirmed that until defeasance of the provisions
of Article V of the Indenture, the pledge of evenues herein for the payment and security of the Parity Bonds is inferiorto the
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Ipledge of revenues therein to the payment of principal of and interest on the Old Series Bonds and to the maintenanceof the -

" SAN ANTONIO ELECTRIC AND GAS SYSTEMS RESERVE ACCOUNT" thereunder. All terms conditions, covenants,
agreements, stipulations and trust provisions whatsoever of the Indenture, providing and constituting the means of securing
and providing for payment of the Old Series Bonds, including, but notlimited to,the provisions of Article V thereof relating to
application of revenues, are hereby recognized and affirmed and shall be given full force and effect in all respects until (i) the
conditions for defeasance of the Indenture (set forth in Section 1 of Article XIV) have been fulfilled in such manner and to
such extent as will have caused the " Trust Estate" to revert to the City free of the encumbrance thereof, or (ii) the Indenture
has been amended in such manner as would permit the Parity Bonds to occupy a position of parity with the Old Series Bonds,
in which event all sucn bonds will become Parity Bonds, or (iii) a defeasance of the Indenture has taken place by operation or
application of the law.

SECTION 23: Transition of Funds Upon Defeasance of the Indenture:In accordance with the provisions of the ordinances authorizing the
issuance of the Previously issued Parity Bonds, and at such time as the conditions, provisions and terms of the Indenture
shall become inoperative and the " Trust Estate" conveyed by the incenture reverts to the City free and clear of the
encumbrance created thereby, any funds remaining in the " San Antonio Electric and Gas Systems Bond Reserve Account"
(created and established in Section 4 of ArticleV of thelndenture) shall be transferred and credited to the Reserve Amount on
deposit in the " Retirement Account," and all moneys and funds remaining on deposit in the " Electric and Gas Systems
improvements and Contingencies Fund" and the " Electric and Gas Systems Surplus Fund" (created and established in
Section 6 (as amended) of Article V of the indenture) shall be transferred and credited to the " Repair and Replacement
Account".

SECTION 24: Maintenance and Operation -Insurance. The City hereby agrees and reaffirms that the Systems shall be maintained in
good condition and operated in an efficient manner and at reasonable cost. So long as any of the Panty Bonds are
outstanding, the City, acting by and through the Board of Trustees, agrees to maintain insurance of a kind and in an amount
which usually would be carried by private companies engaged in a similar type of business.

SECTION 25: Records - Accounts - Accounting Reports, The City, acting by and through the Board of Trustees, hereby agrees,
covenants and reaffirms that so long as any Parity Bonds, or any interest thereon, remain outstanding and unpaid, a proper
and complete set of records and accounts pertaining to the operation of the Systems shall be kept and maintained separate
and apart from all other records and accounts of the City, in which comp!ete and correct entries shall be made of all
transactions relating to the Systems as provided in Article 1113, V. A.T.C.S., and that the holder or holders of any of the Panty
Bonds or any duty authorized agent or agents of such holders shall have the right at all reasonable times to inspect all such
records, accounts and data relating thereto and to inspect the Systems and all properties comprising the same. The Board of
Trustees shall, so far as practicable and to the extent consistent with the provisions of this ordinance, keep its books and
records in the manner prescribed in the Uniform System of Accounts adopted by the National Association of Regulatory
Utility Commissioners. It is f urther agreed that as soon af ter the close of each Fiscal Year as may reasonably be done, the City
(acting by and through the Board of Trustees) will cause an annual audit of such books and accounts to be made by an
independent firm of certified public accountants. Each such audit, in addition to whatever other matters may be thought
proper by the accountants, shall reflect the revenues and expenses of the Systems for said Fiscal Year, and the assets,
liabilities and financial condition of the Systems (in reasonable detail) at the close of such Fiscal Year.

Expenses incurred in making the audit above referred to are to be regarded as Maintenance and Operating Expenses and
paid as such. Copies of the aforesaid annual audit shall be immediately furnished to the Executive Director of the Municipal
Advisory Council of Texas at his office in Austin, Texas, and to the original purchaser of a series of Parity Bonds and any
subsequent holder thereof at his written request. At the close of the first six (6) months' period of each Fiscal Year, the
Treasurer of the City Public Service Board is hereby directed to furnish a copy of an operating and income statement in
reasonable detail covering such period to any bondholder upon his vritten request therefor received not more than thirty (30)
days after the close of said six (6) months' period. Any bondholder shall have the right to discuss with the accountant making
the annual audit the contents thereof and to ask for such additionalinformation as he may reasonably require, provided such
bondholder shall have offered to the Board of Trustees sufficient indemnity to pay any costs, expenses and liabilities which
may or might be incurred in providing such additional information.

SECTION 26: Rernedies in the Event of Default. In addition to all of the rights and remedies provided by the laws of the State of Texas,
it is specifically covenar ted and agreed particularly that in the event the City (i) defaults in the payments to be made to the
Retirement Account as required by this Ordinance, or (ii) defaults in the observance or performance of any other of the
covenants, conditions or obligations set forth in this Ordinance, the following remedies shall be available:

(a) The holder or holders of any Parity Bonds shall be entitled to a wnt of mandamus issued by a Court of proper
ju 2 diction, compelling and requiring the City,its officers, the Board of Trustees, and/or all of them,to observe and perform
any covenants, conditions or obligations prescribed in this Ordinance.
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; (b) No delay or omission to exercise any right or power accruing upon any def ault shallimpair any such right or power, or
j shall be construed to be a waiver of any such default or acquiescence therein, and every such right and power may be

exercised from time to time and as often as may be deemed expedient.'

The specific remedies herein provided shall be cumulative of all other existing remedies and the specifications of such
remedies shall not be deemed to be exclusive.

i

2 SECTION 2h Special Covenants. The City hereby further covenants as follows:

(a) The City has secured from the Board of Trustees a resolution acknowledging its duties, responsibilities and
obligations under this Ordinance and agreeing to fully comply with all its terms and provisions, including the administration
and operation of the Systems and the disposition of revenues of the Systems.

4

(b) It has the lawful power to pledge the revenues supporting this issue of bonds and has lawfully exercised said power
; under the Constitution and laws of the State of Texas, including said power existing under Articles 1111 et seq., that the

bonds issued hereunder, the Previously issued Parity Bonds and Additional Parity Bonds, when issued, shall be ratably<

'

secured under said pledge of income in such manner that one bond shall have no preference over any other bond of said
issues.;

(c) Other than for the payment of the bonds herein autnorized, the Previously issued Parity Bonds,and the previously
issued Old Series Bonds, the rents, revenues and income of the Systems have not in any manner been pledged to the
payment of any debt or obligation of the City or of the Systems.

(d) So long as any of the Parity Bonds or any interest thereon remain outstanding, the City will not sell or encumber the
Systems or any substantial part thereof, provided that this shall not be construed to prohibit the sale of such machinery or
other properties or equipment which has become obsolete or otherwise unsuited to the efficient operation of the Systems;
and, further, with the exception of the Additional Parity Bonds expressly permitted by this Ordinance, the City will not

t encumber the Net Revenues unless such encumbrance is made junior and subordinate to all of the provisions of this
i Ordinance.

j (e) No free service of the Systems shall be allowed and should the City or any of its agents orinstrumentalities make use
of the services or facilities of the Systems, payments for services rendered by the Systems should either be made by the City
or amounts equal in value to the services rendered by the Systems shall be deducted from the annual payment due the
General Fund of the City from the Net Revenues of the Systems as provided in Section 14 hereof.

(f) To the extent it legally may, the City further covenants and agrees that, so long as any Parity Bonds or any interest
thereon are outstanding, no franchise shall be granted for the installation or operation of any competing electric or gas
system other than that owned by the City, and the operation of any such systems by anyone other than the City is hereby
prohibited.

SECTION 28: Bonds are Special Obligations. The bonds authorized by this Ordinance are special obhgations of the City payable
*

from the pledged Net Revenues and the holders thereof shall never have the right to demand payment out of funds raised or to
be raised by taxation.

SECTION 29: Bond Negotleble. The New Series 1981-A Bonds constitute negotiable instruments within the meaning of the
Uniform Commercial Code of the State of Texas. Each and every successive holder of any such bond, or of interest coupons
appertaining thereto, is conclusively presumed to forego and renounce his equities in favor of subsequent holders for value
without notice and agrees that such bond and said interest coupons may be negotiated by delivery by any person having
possession, however acquired.

SECT 10N 30: Ort Inance to Constitute contract. The provisions of this Ordinance shall constitute a contract between the City of San
Antonio and 9e holder or holders from time _to time of the New Series 1981-A Bonds and after the issuance of any of said -i

bondsi no change, variation, or alteration of any kind in the provisions of this Ordinance may be made, unless as herein,

,

otherwise provided, until all of said bonds issued hereunder shall have been paid as to both principal and interest.

SECT 10N 31: Approval by Attorney General and Registration by the Comptroller of Public Accounts.The Mayor of the City and Treasurer of
the City Public Service Board are hereby authorized to have control and custody of the New Series 1981-A Bonds and all

'

necessary records and proceedings pedaining thereto pending the sale of said bonds and the delivery thereof to the
purchasers, and the Mayor and other officers and employees of the City and the City Public Service Board are hereby,

authorized and instructed to make such certifications, execute such instruments and perform such acts as may be necessary

j.
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to assure the properinvestigation, examination and approval thereof by the Attorney Generalof the State of Texas,and their
registration by the State Comptroller of Public Accounts, and to accomplish dehvery of said bonds to the purchasers thereof.

SECTION 32: No Arbitraga. The City covenants to and with the purchasers of the New Serics 1981-A Bonds that it will make no use
of the proceeds of such bonds at any time throughout the term of thisissue of bonds which,if such use had been reasonably
expected on the date of delivery of the bonds to and payment for the bonds by the purchasers would have caused the New
Series 198t-A Bonds to be arbitrage bonds within the meaning of Section 103(c) of the Internal Revenue Code of 1954.as
amended, or any agulations or rulings pertaining thereto; and by this covenant the City is obligated to comply with the
requirements of the aforesaid Section 103(c) and all applicable and pertinent Department of the Treasury regulations
tslating to arbitrage bonds. The City further covenants that the proceeds of the New Series 1981-A Bonds will not otherwise
be used directly or indirectly so as to cause all or any part of the New Series 1981-A Bonds to be or become arbitrage bonds
within the meaning of the aforesaid Section 103(c), or any regulations or rulings pertaining thereto.

(End of Bond Ordinance Excerpts)

SAN ANTONIO ELECTRIC AND GAS SYSTEMS

HISTORY AND MANAGEMENT

San Antonio acquired its gas and electric utilities in 1942 from the American Light and Traction Company which had been
ordered by the Federal Govemment to sell properties under provisions of the Holding Company Act of 1933.The total funds
required for the purchase were raised by the sale of $33.950,000 first mortgage revenue bonds.The Trust Indenture securing
the Old Series Bonds establishes management requirements and provides that the complete management and controlof the
electric and gas systems, while the Old Series Bonds are outstanding, shall be vested in a Board of Trustees consisting of five
citizens of the United States of America permanently residing in Bexar County, Texas, to be known as the " City Public
Service Board of San Antonio", sometimes also referred to herein as" Board *or" CPS".The Mayor of the Cityof San Antonio
is a permanent ex officio member. The present members of the Board are:

GLENN BIGGS, CHAIRMAN
Chairman,

First National Bank of San Antonio

RUBEN M. ESCOBEDO, VICE CHAIRMAN
_

Certified Public Accountant
Escobedo and Stincon

MRS. LILA COCKRELL
Executive Director,

United San Antonio
,

EARL C. HILL
Attorney at law
Hill and Walls

HENRY G. CISNEROS
Mayor,

City of San Antonio
(Ex Officio Member)

.

While the Old Series Bonds are outstanding, vacancies in membership on the Board are filled by majonty vote of the
r:maining members. No person who is related within the second degree of consanguinity or affinity to any Board member or
any person who has been a member of the Board within a period of five years prior to the election shall be eligible for election
as a member of the Board. The members of the Board are eligible for reelection at the expiration of their first term of office to
one add;tional term only.

The Board is vested with all of the powers of the City with respect to the management and operation of the systems and the
expenditure and application of the revenues therefrom, including all powers necessary or appropriate for the performance of
all covenants, undertakings and agreements of the City contained in the Trust indenture, except regarding rates and
issuance of additional bonds. The Board has full power and authority to make rules and regulations governing the furnishing
of electric and gas service and full authority with reference to making extensions, improvements and additions to the
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systems, and to adopt rules for the orderly handling of its affairs. It is empowered to appoint and employ all officers and
employees and must obtain and keep in f orce a " blanket" type employees' fidehty and indemnity bond covering losses in the
amount of not less than $100.000.

The Ordinances which authorize the issuance of the New Series Bonds, and which will control after the Old Series Bonds are
no longer outstanding.contain similar management provisions. The management provisions of this Ordinance, which are set
out in full in a previous section, add, among other things, the requirement that new Board appointees must also be approved
or in certain cases appointed by a maionty vote of the City Council and grants the City Council authority to review Board
action with respect to research, development and planning

ADMINISTRATION AND OPERATING PERSONNEL

Long-time career service is typical of CPS employees, who presently number 3,061. All executive and supervisory positions
are held by individuals who have been thoroughly schooled and trained in the utihtles field

CPS employees have a full range of fringe benefits including a pension plan augmented by Social Secunty, group hfe
insurance, hospitalization and major medical and other benefits. Generally good working conditions have produced a stable,
well-qualified. highly motivated work force which for the past year recorded the very low turnover rate of 0 69% per month.

Pnncipal executive personnel and organization are shown on the following chart. Mr. Spruce has been an employee of CPS
since 1947 and served as Manager of Ccmmercial Department, Manager of Construction and Assistant General Manger 'or
Operations pnor to becoming General Manager in 1976. Mr. Poston has been an employee of CPS since 1949 and served as
Manager of Commercial Department, Manager of Special Engineering and Manager of Engineering prior to becoming
Assistant General Manager for Operations in 1976. Mr. Freeman has been an employee of CPS since 1959 and served as
Superintendent of Customer Accounting, Chief Accountant and Controller pnor to becoming Assictant GeneralManager for
Finance & Administration,
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ELECTRIC ANO GAS SALES BY CUSTOMER CATEGORY

Fiscal Years Ended January 31:

1978 1979 1980 1981 1981*

ELECTRIC SYSTEM
|
|SALES IN KWH

Residential 2,155.884.079 2,318,020.427 2,344,080.869 2.799.273.535 2.852,145,711
Commercial & Industrial 2,919.511.452 3.059.620.744 3.154,478,046 3,467.354,187 3,578.306.900
Street Lighting 65,257,868 66.085.279 67,074,040 67,555.264 67,625.548
Public Authonties 1,025.463,732 1.050.896.902 983,025.257 1,087,129.219 1,115.110.138
Other Utilities 105,999.400 335.000,540 438,692,900 196.529.460 204,328,720
ANSL 9,372,657 9,697.386 9,970.789 10,332.736 10.430,155

|
'

Total Sales in KWH 6.281.489,188 6,839,321,278 6,997,321,901 7.628,174,401 7 827,947.172
_

2

AVERAGE NUMBER

0F CUSTOMERS

Residential 250,072 262,769 276.008 292.125 298,396
Commercial & Industrial 28,155 29.393 30.528 31,779 32,297
Street Lighting 35 41 40 38 37
Public Authorities 2,351 2,403 2.492 2,564 2,623
Other Utilities 3 5 5 5 5
ANSL 6.078 6,249 6,414 6,676 6,763

Total Customers 286,694 300,860 315,487 333,187 340.1_21

GAS SYSTEM

SALES IN MCF
Residential 13,248,917 15.597,842 14,354.962 14,403,649 13,977,092

Commercial 6.109.391 6.856,216 6.247,102 6.168.107 6.219,390
industrial 5.221,150 5,076,945 4.916.748 4.595,069 4.238,673
Public Authorities 1.944,347 2,279,048 2.060,942 1.969,362 1.896,818

Total Sales in MCF 26.523,805 29,810,051 27,579,754 27,136,187 26,331,973

AVERAGE NUMBER

0F CUSTOMERS

Residential 218,840 226,168 232,901 240.049 242.954
Commercial 16.494 16,723 16,976 17.367 17.487
Industrial 349 370 370 354 346
Public Authorities 2,104 2,074 2,032 2,016 2,029

Total Customers 237.787 245,335 252.279 259 186 262,83

KWH SALES PER

CUSTOMER
Residential 8,621 8.882 8.493 9.582 9.558
Commercial & Industrial 103,694 104,094 103.331 109,108 110.794

MCF SALES PER

CUSTOMER
Residential 61 69 62 60 58i

Commercial 370 410 368 355 356

12 months ending June 30,1981.*
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ELECTRIC DISTRIBUTION SYSTEM
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DESCRIPTION OF PHYSICAL PROPERTY

ELECTRIC SYSTEM

6enerating Plants

The electric generating system operated by the Board consists of six steam electric generating stations with step up
substation systems.

The J T. Deely Plant, located at Calaveras Lake, southeast of the City,is equipped to burn either coal or fuel oil Unit No.1 was
placed in service in July,1977 and U nit No. 2 has been in commercial operation since August,1978. These two units will carry
approximately one-half of the maximum system load for the near future on coal, which is less expensive and more available
than oil or gas.

Also located at Calaveras Lake and sharing its cooling capability is the O.W. Sommers Plant, composed of two units which
are capable of operating on either natural gas or fuel oil.

The V.H. Braunig Plant is located on Braunig Lake, also southeast of the City. It has three units which operate on either
nxtural gas or fuel oil.

Both Calaveras Lake and Braunig Lake have additional space and cooling capability for future generating units.These lakes,
which cover approximately 5,000 surface acres, are man-made and utilize treated sewage etfluent and runoff waters. CPS
wts a pioneer in the use of poorer quality water for cooling purposes, thereby saving the higher quality underground water
for other uses.

While the above plants now generate most of the load, there are three older plants which are held in reserve. They are thew.
B. Tuttle, Mission Road, and Leon Creek Plants. They can burn either natural gas or fuel oil and are cooled by water
recirculated through cooling towers.

CPS owns over 800 railroad cars which are used in unit trains to haul coal f rom mines in Wyoming to the Deely Plant. CPS also
performs its own required car maintenance and servicing at th6ir car maintenance shops located at the Deely Plant.

Details of installed units at CPS generating stations are as follows:

Year Capability
Generatina Station Fuel installed MW*

J.T. Deely Plant Coal / Oil 1978 418
Coal / Oil 1977 418

O.W. Sommers Plant Gas / Oil 1974 430
Gas / Oil 1972 430

V.H. Braunig Plant Gas / Oil 1970 400
Gas / Oil 1968 230
Gas / Oil 1966 220

W.B. Tuttle Plant Gas / Oil 1963 160
Gas / Oil 1961 100
Gas / Oil 1956 100
Gas / Oil 1954 65

Leon Creek Plant Gas / Oil 1959 100
Gas / Oil 1953 65

Mission Road Plant Gas / Oil 1958 100
~

Total Active Capability 3.236

Units in Storage-Not Commercially Available

Leon Creek Plant Gas / Oil 1951 31

Gas / Oil 1949 31

Mission Road Plant Gas / Oil 1948 23
Gas / Oil 1945 23

Total Capability in Storage 108

For the gas / oil fueled Units the capability shown are the gas ratings.*
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Transmission System

CPS maintains a transmission line network for the movement of large blocks of power from the generating stations to the
various parts of the service area and to or from neighboring utilities as required. This is composed of 69.000 volt 138,000 voit
and 345,000 volt lines with transformers and switching stations to provide the necessary flexibility in the movement of bulk
power,

Interconnected System

The San Antonio System is integrated with twelve other electric utilities to form the Texas interconnected System (TIS),
which covers a large portion nf Texas. The other utilities in the TIS are listed below:

West Texas Utilities (WTU)
Houston Lighting and Power Company (HL&P)
Dallas Power and Light Company (DP&L)
Central Power and Light Company (CP&L)
Texas Electric Service Company (TESCO)
Lower Colorado River Authority (LCRA)
Texas Power and Light Company (TP&L)
City of Austin, Texas, Municipal Utilities (Austin)
Texas Municipal Power Association (TMPA)
Texas Municipal Power Pool (TMPP)
South Texas Electric Co-op,Medina Electric Co-op (STEC/MEC)
City of Brownsville Public Utility Board (COB)

These interconnections, through operating agreements between the several utilities, provide standby power in case of
outages as wcil as firm power in the event capacity deficiencies occur at a particular locality within the area. The
arrangements serve to reduce the standby capacity which each utility would otherwise need to have running. Recently,with
the establishment of the Power Broker System in STIS, these interconnections have been utilized to transport e<:onomy
energy between utilities, thereby allowing utilities to benefit from lower cost generation when available.This membershipin
TIS, which in turn is united with approximately 75 other utilities, municipalities and co-ops in Texas in the Electric Reliability
Council of Texas (ERCOT), provides CPS with a high level cf electric service reliability. (See Materiat Litigation -
Interconnected System Matters p. 40 for discussion of related matters.)

Distribution System

The Distribution System is supplied by 55 substations strategically located on the high voltage (69 KV and 138 KV)
transmission system.

The central business section of San Antonio is served by five underground network systems,each consisting of four primary
feeders operated at 13 KV transformers equipped with network protectors, and both a 4 wire 120/208 volt secondary gnd
system and a 4 wire 277/480 volt spot grid system. This system is well designed for both service and reliability.

There are over 6,400 miles of pole lines and over 393 miles of underground duct lines in the distribution system. The overhead
lines also carry secondary circuits and street lighting circuits. Presently there are over 42,000 street lighting units in service,
with the vast majority of these being modern, high interisity units. Many of the sut,d: visions added in recent years have been
served by underground distribution systems.

TOTAL TRANSFORMER CAPACITY

INDICATING NET ANNUALINCREASE
KVA

F/Y Ended 1-31: Overhead Underground Total
1972 2,007,134 5 199,781.0 2,206,915.5
1973 2.183,263 5 203,781 0 2,387,044.5
1974 2,337,149.5 202,856 0 2,540,005.5
1975 2,563,716.0 204,331 0 2,768,047.0
1976 2,731,886.5 205.081.0 2,936,967.5
1977 2.915.456.0 205,581.0 3.121.037.0
1978 3.120,524 5 213,581.0 3,334.105.5
1979 3.383,280.0 214.081.0 3,597.361.0
1980 3.616,038.5 230,181.0 3,846,219.5
1981 3.863.965.5 227,656 0 4,091,621.5
1981* 3,998,972.0 231,231.0 4.230.203.0

* As of June 30,1981
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GAS DISTRIBUTION SYSTEM
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GAS SYSTEM

Gas Delivery

Natural gas is transported to San Antonio by Valero Trant. mission Company, a subsidiary of Valern Energy Corporation,
through two 24-inch transmission lines from South Texas, and a 30-inch transmission line from West Texas. Gas is
purchased and metered at two City Gate Stations and at the O.W. Sommers and V, H. Braunig Power Plants.

Outer Supply Line System

The CPS has constructed 54.3 miles of 24 and 30-inch lines to form an outer loop supply line system between the two City
Gate Stations. Twin one-mile lengths of 20-inch line connect the V.H. Braunig Plant to Valero's transmission line. Gas is
brought to O.W. Sommers Power Plant through 3.2 miles of 16-inch and 4.5 miles of 24-inch fine giving that station a feed
from two different Valero transmission lines.

Controlled Supply Line System

A network of approximately 140 miles of main ranging from 4 to 20-inch, supply gas at high pressures to regulator
installations located at strategic points throughout the distribution system. The controlled supply line system operates at
press es of from 25 to 145 p.s i. These pressures are maintained and controlled through the use of remote control
equipment at many locations.

Olstribution System

The controlled supply line system feeds into the distribution system operating at an intermediate pressure of 7 psi consisting
of over 3.098 miles of 2 to 16-inch mains, together with the necessary pressure control equipment, valves, gauges, service
lines, service regulators and meters. A program to replace all old mains and services with new welded and coated steel pipe is
substantially completed. Cathodic protection for prevention of corrosion has been completed for substantially all of the gas
distribution system. A high molecular weight polyethylene pipe has been used for distribution mains and service through 4-
inch sizes since 1974.

GENERAL PROPERTIES

Operation Control System

The nerve center of CPS operations is the Gas & Electric Operations (GEO) System. This is a computerized monitoring and
control system which was placed in service in 197t as the first in the industry after having been designed by CPS personnel.
All substations, power plants and major gas regulating points are continually monitored and displayed on one line diagrams
on video screens. Any abnormality registers an alarm and the system operatorcan bring up on another screen any detail of
the control points and, with a light pen, operate the various switches and valves as required. In addition to the contro!
capability. the system gathers data which is recorded on the computer f or various reporting needs, such as loads, peaks, and
BTU content. As this control system was the first of its type in the industry, it has attracted nationwide interest.

Support Facilities

The operating systems are supported by modern shops for the maintenance of such items as meters, transformers,
communication equipment, vehicles, railroad cars and heavy construction equipment. These shops, together with
warehouses, supervisory of fices and vehicle storage, are strategically located throughout the area to minimize driving time to
work locations.

General Offices

The general offices are located at the intersection of Navarro and Villita Streets in the central business district of San Antonio.
The administrative, accounting and engineering functions are handled at this location. Adjacent thereto are a parking garage
and the Customer Service Center. At this location customer contacts are handled either in person or by telephone.
Information concerning any customer account is available to contact personnel in a matter of seconds from the computer
system by use of video data terminals. A second Customer Service Center was opened in 1978, at the site of the Mission Road
Power Plant approximately one mile south of the downtown area. The new center was established to provide the same
services as the original center but in a location more accessible to the freeways, without the downtown traffic congestion and
with ample parking.
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Assembly Building

The Villita Assembly Building is located near the General Office 3uilding and is used for employee meetings or rented for
civic events, it has a capacity of 2,000 persons as an auditorium or 1.200 for dinner.

Vehicles and Werk Equipment,

A complete fleet of utility-owned automobiles, trucks and work equipment provides the optimum use of employees' time.
3

Minor maintenance is performed on the equipment at decentralized facilities and major maintenance is handled at a central
;

gartge.

TERRITORY SERVED

f

Th3 ciectric system serves a territory consisting of all of Bexar County and small portions of the adjacent counties of Comal,
Gurdalupe, Atascosa, Medina, Bandera Wilson and Kendall. Certification of this service area has been approved by the
Texts Public Utility Commission, in addition to the area served at retail, electricity is sold at Wholesale rates to the City of
Flortsville Electric Light and Power System, City of Hondo Utilities and the City of Castroville for resale.Also, agreements
hrra been entered into between CPS and Houston Lighting & Power Company providing for power sales by CPS to Houston
in a. mounts ranging from 200 to S00 MW between 1981 and 1987. The CPS gas system serves the City of San Antonio and its
c:nvirons.

I

1

THIRTY LARGEST CUSTOMERS -

Excluding Government Bases and City of San Antonio

(Based on Sales for Calendar Year of 1980)
-

Gas Customers Electric Customers

Annual Annual

Customer Name MCF Customer Name KWH

Lone Star Energy Corporation 440.477.1 Capitol Cement 56.790 000

Howsil Refinery 309.919 2 San Antonio Portland 51.664.200

Peart Brewing Company 261.479 0 United Service Automobile Association 39.166,400
>

Sin Antonio Portland Company 231.580 0 Un6versity of Texas Health Science Center 34 209,000

Brrrstt industries 203.867.0 Pearl Brewing Company 33.073.600

Celotex Corporation 173.725.0 Kaiser Cement & Gypsum Corporation 32296.000

Fnto Lay 153.815 8 Southwest Research Institute #1 29.896.000

Lone Star Brewing (Brewing) 145.444 6 Santa Rosa Hospital 23.383.600

Roeg lein Provision Company 134.969 6 S W. Telephone Company (Martin St ) 22.560.000

Switt Packing Company 129.165.0 Longhorn Portland Cement Company 21.194.860

UTSA Thermal Energy 123.904.1 Tnnity University 20.991.600

City Water Board (Chilled Water Plant) 115.589 0 City Water Board (Bas;n St ) 19.895.000

McDonough Bros. Inc_ 110.941.2 City Water Board (Wurzbach Rd ) 19.543.200

Santa Rosa Hospital 912964 City Water Board (Chilled Water Plant) 19.000.000

L&H Paciung Company 76.594 6 Southwest Texas Methodist Hospital 17.609,600

BIptist Memonal Hospital (Richmond St.) 74.374.7 Frost National Bank ?6.807.680

Gebhsrdt Chili 70.655 0 Lone Star Energy Company 16.548.000

Aztec Ceramic inc. 64.042.5 University of Texas at San Antomo 1s.542.400

Amencan Company Inc. (Can Plant) 62.192.8 Melvin Simon Assoc. Inc. DBA Ingram Ma!! "16.432.320

Tczas State Hospital & Spec. School 60.640.1 S W. Bell Telephone Co. (N. St. Mary's St.) 16.124.160

Fhnt Chemical 59 279.1 H E. Butt Grocery Co (N. Pan Am Expy.) 15.187.200

S W. Texas Methodist Hospital 59,163.1 American Can Company 15.177.600

Southwest Research Institute e1 $5.970 9 Audie L. Murphy Mem. Veteran Hospital 14.880.600

Turbine Support Division 55.832.4 Lone Star Brewing Co. (Brewery) 13.832.000

Friednch Refrigeraton Company 55.653 2 Roegelein Provision Company 13.584200

San Antonio State Hospital $2.596 4 San Antonio Umon Junior College Unit 13288.000

K.O. Steel Castings Inc. 51.861.0 Baptist Memorial Hospital (Richmond St) 12.792.960

San Antonio Linen Servics 49.063 1 K.O. Steel Castings Inc. 11,364.587-'

Colonial Cake 48.028.6 Bex er County Hospital Destnct (Medical Dr ) 11.344.u00

Grylord Containers 44.437.4 H E. Butt Grocery Company 11.107.200
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STATEMENT OF REVENUES, EXPEN8ES ANO NET INCOME

Fiscal Years Ended January 31.

1978 1979 1980 1981 1981*
ELECTRIC DIPARTMENT

BILLED REVENUES

Residential $ 97.534.606 $102,567.648 $106.968,115 $138.805.659 $142,668.405
Commewal & Industrial 107.065.657 108,724 239 116.674,339 140,457,653 144,347,846
Street Lighting . 4.676,029 4,742,370 4,951,918 5,316.218 5,329,379
Public Authonties 33,040,451 32,622,424 32,064.650 39.360,863 40,438,498
Other Utahties 3.117,915 7,597,096 12.395,548 8.101,100 8,584,793
Miscellaneous _ 1,190,126 1.421.615 1,546,518 1.613.900 2,066,187

Total Revenues 246.624,784 257,675.392 274.601,088 333,655.473 343,433.108

DPERATION & MAINTENANCE

OPERATION & MAINTENANCE

EXPENSE

Production 132.270,382 134.254.461 144,438,157 177,169.506 179.342,505
Transmission 469,254 445.477 513.501 723,413 828,378
Distribution 7,783.894 8,745,565 9.668238 11,361.741 11,737,778
Customer Acc't & Collection

'

2,153,074 2.303,922 2.481,828 2,907,577 3,076,203
'Customer Information 668.103 605 283 693,921 727,425 848.863

Administrative & General 8.243,504 8,162.643 10,295.627 12,772,686 13.512,997
Payroll Taxes ~

954 232 1,229,912 1,468,641 1,695,182 1,792,862
"Total Expenses 152,542,443 155.747,263 169,559,913 207,357,530 211,139,386

,

Operating income-Electric 94,082,341 101,928,129 105,041,175 126297,943 132.293.722

GAS DEPARTMENT /f

BILLED REVENUES ,'

i. , Residential 36.633.834 44.000, % 5 44,363.495 51,948.637 54,831.8 %,

Commercat &_ Int'ustnpl 26.212,056 28.421,774 28.835,322 32,716,063 34,942,294
Public Ao9orities 4.561,102 5.432,901 5,357,236 6,020,917 6,395.912'

Miscellaneo >s - 380.709 450.596 523,962 589,503 616,625

Total Revenues 67,787,701 78,306.226 79,000,015 91,275,120 96,786,639

OPERATION & MAINTENANCE

EXPENSE

Gas Purchased 55.3 % 622 66,117,264 64,459,836 74.753.600 80,015,437
Distnbution 3.594.477 4,126,944 4.364,937 5.373.454 5.513.484
Customer Acc't & Collection 1.559,12J 1,668,357 1,797,186 2,105,487 2,227,595+

Customer Information 286.330 259.407 297.395 311,754 363,798
Administrative & General 3.367,066 3.334,038 4.205256 5217.012 5.519,394
Payro;I Taxes 320,899 366,123 450 279 520,210 568,041

Total Expenses 64,488,517 75,872.133 75.574.889 88,281.517 94,207,749

Operating income-Gas 3.299,184 - 2,434,093 3,505,126 2.993.603 2,578.890

Combined Operating income.
Electric and Gas 97,381.525 104.362 222 108.546,301 129.291,546 134,872,612
Non-Operating income 5.275 279 7275239 13,668,985 19,099.049 20,512,864

Total 102.656.804 111,637,461 122,215,286 148.390.595 155,385,476
Add: Interest During

,

Construction 13.511.090 f 2 866.866 18,784.023 32,765.519 33,073,969
Less: Amortization of Debt
Expense and Other Interest 52.508 65,714 117,897 266,702 333,102

Net Revenues 116.115,386 124.438,613 140.881,412 180.889,412 188,126,343

OTHEF. DEDUCTIONS .

Interest on Bonds 26,929.'420 34,362,315 44,216,592 55,797.703 61,116.565
Payments & Refund to City 36,718,574 39,621,139 43,310,425 52,569,716 48,470,630
Depreciation 20.889,372 27,502,563 _ 29 274.058 30.100 337 30.576.722

Totai Deductions 84,537,366 101,496,017 - 116.801,075 138,468,356 140.163,917

Net income , $ 31,578 020 - $ 22,942 596 $ 24.080.337 $ 42,421.056 $_ 47,962,42651

12 months ending June 30,1931. .

*
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CONDENSED STATElllENTS OF ASSETS ANO LIABILITIES
' January 31,1971 to June 30,1981

Assets

Plant and Equipment Accounts Current Assets
Accumulated & Construction Other

Date At Cost Depreciation Net i:unds Assets Total

1-31-71 $ 457,741,134 $ 93,632,443 $ 364.108,691 $ 37,470,509 $ 6,638,506 $ 408.217,706

1-31-72 501,731,982 103,189,742 398,542,240 56,116,968 7,979,136 462,638,344

1-31-73 546,423,222 108,512,170 437,911,052 41,011,811 8,504,627 487,427,490

1-31-74 599.315,589 120,160,491 479,155,098 53,117.044 10,371,751 542,643,893

1-31-75 677,614,390 134,194,473 542,919,917 104,119,549 12.358,323 659,397,789

1-31-76 b')9,025,826 149,252,780 659,773,046 73,118,432 17,162,152 750,053,630

1-31-77 954,207,395 163,811,352 790,396,043 82.349,961 19,982,542 892,728,546

1-31-78 1,100,709,068 182,598,717 918,110,351 100,666,917 24,887,407 1,043,664,675

1-31-79 1,265,232,510 209,126,958 1,056,105,552 132,666,709 32,174,890 1,220,947,151

'1-31-80 1,449,572,698 236,614,266 1,212,958,432 161,031,242 71,261,778 1,445,251,452

1-31-81 1,626.916,440 263,151,527 1,363,764,913 176,349,247 81,869,611 1,621,983,771

6-30-81 1,697,250,951 274,537,178 1,422,713,773 192,273,590 123,649,466 1,738,636,829

Liabilities

Deferred Contributions
Revenue Current Credits in Aid Of City Equity

Date Bonds Liabilities * and Reserves Construction in Plant Total

1 31-71 $ 67,910,000 $ 8,484,040 $ 1,672,557 $ 10.064,750 $ 320,086,359 $ 408,217,706

1-31-72 94,190,000 10.511,602 1,250,383 11,870,539 344,815,820 462,638,344

1-31-73 90,345,000 11.871,812 2,702,383 14,013,491 368,494,804 487,427,490

1-31-74 120,860,000 16,154,612 1,724,969 15,888.615 388,015,697 542,643,893

1-31-75 201,195,000 28,147,738 1,794,946 16,858,703 411,401,402 659,397,789

1-31-76 245,595,000 48,331,153 1,891,712 17,259,079 436,976,686 750,053,630

1-31-77 358,110,000 48,142,063 3,158,921 18,529,474 464,788,088 892,728,546

1-31-78 484,290,000 40,651,961 2,075,149 20,367,567 496,279,998 1,043,664,675

1-31-79 622,975,000 54,035,211 2,538,062 22,175,416 519,223,462 1,220,947,151

1-31-80 783,645,000 59,596,985 34,346,140 24,261,647 543,401,680 1,445.251,452

1-31-80 926,5C5,000 47,497,568 35,353,271 26,681,508 585,946,424 1,621,983,771

6-30-81 1,001,505,000 46,676,755 35,169.605 27,968,447 627,317.022 1,738,636,829

Excludes current maturities of long-term debt.*
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COMPA-MTIVE AllALY818 0F ELECTRIC ANO GA8 UTILITY OPERATION 8'

[Dellar Amounts in Deusamis Roumled]

Fiscal Years Ending January 31: Increase
1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 19818 1972-1981

INCREASE

DOLLAR $

Revenue $90.716 $100.614 $107.098 $179.592 $247.960 $290.665 $319.688 $343.257 $367.350 $444.030 $460.732 408%
Operating Expense 38.907 45,795 55 816 112.543 172.382 206.354 217.083 231.685 245 253 295.906 305.680 688%

Balance Available
for Debt Service 51.809 54.819 51.282 67.049 75.578 84.311 102.605 111.572 122.097 148,124 155.052 199 %

Depreciation Expense 10 855 12 558 13.856 15.405 18 233 17,478 20.889 27,502 29.274 30.101 30.577 182%

Earmngs Before
Interest Expense 40.954 42261 37.426 51.644 59.345 66.833 81.716 84.070 92.823 118.023 124.475 204%

interest on Bonds 4.041 3.997 5.528 7.656 11.810 19.462 26.929 34.362 44216 55.798 61,117 1.412%
Payments and Benefits

To City' 12.168 13.697 14.475 22.759 27.815 31.710 36.719 39.631 43.310 52.570 48.470 298%
interest During

Construction -0- -0- (2.098) (2.154) (5.845) (13.128) (13.511) (12.867) (18.784) (32.766) (33.074) -0-
Net income $24.745 $24.567 $19.521 $23.383 $ 25,565 $ 28.789 $ 31.579 $ 22.944 $ 24.081 $ 42,421 $ 47.962 94%

PERCENTAGES

- Revenue 100.00% 100.00% 100 00% 100.00% 100 00% 100.00 % 100 00% 100.00% 100 00% 100.00% 100.00 %
Operating Expense 42 89% 45 52% $2.12% 62 67 % 69 52% 70 99 % 67 90 % 67.50 % 66 76% 66 64 % 66 35 %
Balance Available

For Debt Service 57.11 % 54.48 % 47.88 % 37.33 % 30.48 % 29 01 % 32.10 % 32.50 % 33 24 % 33.36 % 33 85 %
Depreciation Expense 11 97% 12 48% 12 94% 8 58 % 6 55 % 6 01 % 6 53 % 8 01 % 7.97% 6 78 % 6 64 %

Earnings Before
Interest Expense 45.14 % 42.00% 34.94 % 28.75 % 23 El% 23.00 % 25.57 % 24 49% 25.27 % 26.58 % 27.01 %

interest on Borgs 4 45 % 3 97 % 5.16 % 4.26 % 4.76 % 6 70 % 8.42 % 10.01 % 12 04 % 12.57 % 13 27%
Payments and Benefits

To City 8 13 41 % 13 61% 13.51 % 12 67% 11.22 % 10.91 % 11.49 % 11.55 % 11.79 % 11 84 % 10.52 %
interest During

Constructen -0- -0- (1964) (1.20%) (2 36%) (4 52%) (4 23%) (3 75%) (5.11%) (7.38%) (7.18%)
Net income 27 28 % 24 42% 18 23% 13 02% 10 31 % 9 91 % 9 89 % 6 68 % 6 55 % 9 55 % 10 41 %

Times Bonds interest
Covered 12 82 13.72 9 28 8 76 6 40 4.33 3 81 3.25 2.76 2.65 2.54

Number of Customers
(Average For Period)

Electric 246.520 256.821 265.832 270.190 271.565 277.619 286.894 300.860 315.487 333.187 340.121 30%
Gas- 208.609 215.647 222.475 227.078 228,806 232.567 237.787 245.335 252.279 259.786 262.816 28 %

Footnotes:

The only changes in rates during the 10-year period shown were increases of approximately 19% in June, 1974. 5 25% in August,1976.*

7.4% for gas in September.1979. and 5 4% for electnc in October,1979, and 8% on the total bill in June,1981.
Does not include Street Light Construction.8

12 months ending June 30,1981.8
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CITY PU8LIC SERVICE BOAR 0 0F SAN ANTONIO

REC 0A0 0F GROWTH-PRODUCTION OF ELECTRIC POWER

F/Y
Ended Net KWH Percent Maximum Percent Average' Percent
1-31: Generation increase KW Demand increase KW Demand Load Factor

1965 2,636,078,000 2.66 625,000 9.46 456,000 48.15
1966 2,811,697,900 6.66 664,000 6.24 486,000 48.34
1967 3,107,039,900 10.50 759,000 14.31 562,000 46.73
1968. 3,512,454,400 13.05 840,000 10.67 625,000 47.60
1969 3,930,310,100 11.90 941,000 12.02 689,000 47.68

1970 4,524,422,200 15.12 1,107,000 17.64 786,000 46.66
1971 4,827,311,000 6.69 1,144,000 3.34 834,000 48.17

1972 5,334,120,600 10.50 1,274,000 11.36 964,000 47.67

1973 5,884,186,800 10.31 1,364,000 7.06 1,060,000 49.25
1974 5,784,500,600 (1.69) 1,415,000 3.74 1,059,000 46.67 |

1975 5,806,029.700 .37 1,412,000 (.21) 1,031,000 46.94
1976 6,071,902,600 4.58 1,493,000 5.74 1,089,000 46.42

1977 6,211,489,100 2.30 1,560,000 4.49 1,078,000 45.45
1978 6,691,908,500 7.73 1,641,000 5.19 1,133,000 46.55

1979 7,267,236,400 8.60 1,688,000 2.86 1,203,000 49.15
1980 7,453,424,800 2.56 1,707,000 1.13 1,265,000 49.84

1987 8,079,949,500 8.40 1,950,000 14.24 1,363,000 47.30

Average of Monthly Peak Demands.'

FIVE-YEAR FORECAST OF ELECTRIC AND GAS OPERATING OATA

[0ollars in Thousands)

Fiscal Years Ended 1-31:
19822 19832 19842 19852 19862

Gross Revenues' $485,505$ $588,6102 $686,4452 $725,2322 $860,0768

Total Operating Expenses _322.675 389.452 458.827 471.330 551.777

Available for Debt Service $162,830 $199,158 $227,618 $253,902 $308.299
,

Anticipated Bond Issues $135,000 $190,000 $175,000 $135,000 $115,000

Annual Debt Service Requirements $ 91,838 $107,192 $128,543 $141,656 $152,646

Estimated Debt Service Coverage 1.79x 1.86x 1.77x 1.79x 2.02x

Estimated KWH Sales (000,000)* 7,011 7,366 7,771 8,274 8,719

Revenue per KWH (At Current Rates)
Total 4.70C 5.19C 5.66C 5.12C 5.62C

Residential 5.20C 5.68C 6.11C 5.56C 6.05C

Estimated Peak Demand (MW)
(Excluding HL&P Sales Agreement) 1,8555 1,947 2,050 2,172 2,291

The foregoing estimates assume future rate inereases annually as follows: 2.1% on total bill effective in October.1981; and'

approximately 6% on basic rates for each of the fiscal years 1983-86. While small annual rate increase requests are
currently anticipated, there is no assurance that exact increases shown will be requested. Each rate increase,of course, is

_

subject to City Council approval and there is no assurance that current and future City Councils , vill approve any
particular rate increase requested. (See Rate increases, p. 42).
Includes some reduction in revenues or expenses from LoVaca Settlement Trust valued at $30.5 million to be2

distributed over a six-year period beginning in the fiscal year 1981-1982.
includes demand charge revenues f rom HL&P for the following years: 1982 - $750,000; 1983 - $8,850,000; 1984-8

$6,900,000; 1985 - $4,050,000; 1986 - $8,550,000.
Forecast does not include effects of potential short term energy sales. In addition, actual sales are currently exceedingo

forecast amounts. A new forecast is being prepared and will be available later this fall.
Actual peak demands through July 31,1981 was 1,893 MW.*
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E8ASCO BUSINESS CONSULTING COMPANY
A Dwson of E BASCO SERVICES INCORPORAf(D

August 3,1981

City Public Service Board
Navarro At Villita
San Antonio, Texas 78296

Attention: Mr. J. K. Spruce, General Manager

Gentlemen:

At your request we have reviewed the need for the issuance of $60 million of revenue bonds which the Board
proposes to sell. This is the first issue of bonds which the Board plans to sell during the fiscal year 1981-82 to help
finance $675 million in new construction that it estimates will be required during the fiscal period 1981-82 to 1983-84.
Of this amount, $204 million is scheduled for construction during the fiscal year 1981-82.

We have reviewed the Board's three-year construction program and find that it is based, generally, on sound
engineering principles as they relate to the long-range design and planning of the Board's electric and gas utility
systems. Ir, reach!ng this opinion, we have knowledge of the fact that the Board, from time to time during the past
thirty year penod, has engaged independent engineering consultants to assist and advise it with every important step
in the development of its engineering systems. These independent consulting engineers worked closely with the
Board's competent engineering staff during these frequent system planning studies. In addition to these outside
consultants, the Board's engineering staff has worked closely with engineers of the various members constituting the
Texas interconnected System.

As part of this assignment, we have reviewed the Board's long-range (1981-1995) system development and electric
generation plans and have discussed the assumptions and conclusions upon which these plans are based, in our
opinion, the timing of the installation of the major facilities included in the Board's three-year construction program (a)
is compatible with the realities of its changed fuel situation and (b) includes projections which are consistent with
practices followed by the public utility industry.

We have reviewed the estimated costs of the Board's three-year construction program and find that they were
prepared in a reasonable and consistent manner. Out of a construction budget of $675 million, a total of $505 million,
or 75%, is scheduled for power plant construction and the remaining $170 million, or 25%, is for other gas and e'ectric
system construction requirements,

improvements to the gas system during this three-year period are scheduled at $26 million, while the improvements
to the electric distribution system are $85 million and the electric transmission system are $18 million during the same
period. Improvements to property common to the gas and electric systems are $41 million.

The largest portion of the capital requirements during this period, is for the CPS * 28% interest in the South Tex,
Nuclear Project The first unit of the project is currently approximately 60% complete, while the second 1,250 MW unit
is about 22% complete. Total expenditures for this project are expected to be $469 million during the three-year period
and account for 69% of the tota! capital requirements.

The Board's selection of coal and nuclear generating facilities was based on engineering judgment which took into
consideration the uncertainty of future gas and oil supplies for electnc power plant operations. In our opinion, the
Board's three-year construction program reflects its obligation and necessity to keep ahead of the demands on its
electric and gas systems and at the same tima to provide the people it serves witn reliable service at the lowest
practical cost. The Board proposes to finance this construction program mainly through revenue bond issues. In our
opinion, this issue of $60 million of revenue bonds is necessary to meet obligations under current commitments and
contracts for construction projects which may not be deferred at this time without risking service reliability.

Sincerely yours,

,

Julius Breitling
Consulting Engineer
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THE 1982 - 1984 CONSTRUCTION PROGRAM

A comprehensive program of planning and construction to meet current and future electric and gas needs is continually
being reviewed, updated and extended. To reduce time required and maximize accuracy and efficiency, CPS utilizes a
computer-based mathematical model for its forecasting process. CPS bases its near term construction and operating needs
on a three-year forecast, which is a part of a twenty-year development and electric generation plan that is maintained.

In June,1981, a sale of $25 million CPS bonds was scheduled to finance the construction of a 300.000 square foot CPS office
building and to nurchase the site therefor. This sale was subsequently cancelled to permit consideration of acquiring the
needed facilities th.ough a lease arrangement and for study of possible other uses of the proposed office building site.
Although CPS has agreed to purchase the prcposed site, its availability is uncertain. Building plans are awaiting final site
decision. (See Material Litigation - General Matters p. '19)

The current three-year forecast calls for construction expenditures of $675 million. The $60 million which will be raised by
this issue will e pply Certain of the required funds, as will revenues from operations. It is antlCipated that additional revenue
bonds will be issued to help fund the total program, with the next sale of additional New Series Bonds tentatively scheduled
for early 1982.

Currently proposed capital expenditures for fiscal years 1982 - 1984, based upon detailed estimates which include interest
during construction, are shown in the following table:

ESTIMATED CAPITAL EXPENDITURES FOR THE CONSTRUCTION PROGRAM

[ Thousands of Dollars)

Fiscal Years Endina 131:

1982 1983 1984

GAS $ 8.474 $ 8.823 $ 9.023

ELECTRIC:

Distribution 28,949 28,110 27.945
Transmission 6,529 8.658 3,382,

Production (Power Plants): .

South Texas Project 138.897 167,666 162,462

Acquisition of Additional Fuel
Reserves 1,829 3.801 4,938

Tools and Equipment 927 270 292
Railroad Car Purchase
and Replacement 21 23 23

Special Projects 3,865 6,344 8.141
1990 Lignite Site 891 213 638
1990 Lignite Mine 465 405 388
1990 Lignite Unit 103 112 773

I Plant Modification for Houston Lighting & Power Sales 1,532 -0- -0-
:

i Total Electric 184.008 215,602 208,982

General Property 11,786 19.429 9,234

TOTAL CONSTRUCTION BUDGET $ 204,268 $ 243.854 $ 227,239

ANTICIPATED BOND ISSUES $ 135.000 $ 190,000 $ 175.000

Since commencement of construction of the South Texas Project, cost estimates have escalated continually due in part to
numerous delays, the resultant effect of inflation and other factors. Should this pattern persist, the capital expenditure
estimates above may be subject to substantial additiona! upward revision. CPS and other participants in the South Texas
Project are currently reviewing the circumstances resulting in past delays and increased cost of the Project in order to
develop and to seek the satisfaction of any claims of the participants resulting from such delays and increased costs. (See
discussion under New Generating Units pp. 34-35.)
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The estimated expenditures above are based upon a cost of the CPS interest in the two nuclear units of the South Texas
Project estimated to be approximately $1,449.00 per KW, including an allowance for funds used during construction but
excludmg fuel costs. The construction cost of the lignite unit which is included in tentative plans for 1990 is estimated to be
$1,692.00 per KW. CPS engineers estimate that the construction cost of any additional generatir.g units r ? quired in the mid-
1990's would exceed $2,000.00 per KW.

NEW GENERATING UNITS

The major portion of the scheduled 1982-1984 construction program is for new nuclear generating units at the South Texas
Project (the " Project" or "STP"). In June,1973, CPS agreed to participate in the Project, which involves the construction of
two 1.250,000 KW units in the Palacios-Bay City area near the Texas Gulf Coast. Participants in the Project and their share
therein are as follows:

Houston Lighting & Power Company 30.8%
City Public Service Board of San Antonio 28.0%
Central Power and Light Company 25.2 %
City of Austin 16 0 %

100.0 %

A 12,000 acre site for the Project has been purchased and the required construction permits approving the Project were
awarded by the Nuclear Regulatory Commission (NRC)in December,1975. San Antonio's share of the two 1,250,000 KW
units is 700,000 KW. When completed, this capacity will serve a significant portion of San Antonio's basic kilowatt h~our
needs.

A Project cost and schedule estimate, the baseline, was issued by the Project Manager, HL&P in September,1979. This
estimate was the result of an intensive review and reevaluation by HL&P, the contractor, and a management consultant of the
scope of the Project, quantities of material and labor required, productivity, and inflation. The results of the estimate
indicated a substantial increase in the estimated cost of the Project as well as significant delays in the completion of each of
the two units over previous estimates of cost and schedule. Changes from previous estimates primarily in greater material
quantities, lower labor productivity, a nd higher unit costs were identified as major factors responsible for the schedule delays
and accompanying estimated cost increases. Following review by the Project participants and an independent corsultant in
1980, commercial operation of Units 1&2 has been projected for 1984 and 1986, respectively, with a total Project ectimated
cost of $2.720 billion, made up of $2.565 billion baseline with allowances for contingencies and a $155 million reserve for out
of scope items. Based upon these projections, the total estimated cost of the CPS share of the Project would be $1.014 billion
for construction and interest during construction and $128 million for tue! to be purchased prior to commercial operation of
each unit. To date, CPS has expended some $571 million on the Project including advance payments on fuel.

The independent consultant's review basically confirmed the Project baseline schedule and estimate. However, the
consultant's report included a possible six-month schedule slip and recommended an increase in contingency which if
required would increase the total Project cost to over $2.8 billion.

On April 28,1980, the Nuclear Regulatory Commission (NRC) issued a report on the results of a three-month investigation it
had conducted into the adequacy of the construction and inspection procedures in the areas of cuality assurance and safety
for STP. The report concluded that HL&P and the principal contractor for the project had fa.ied to establish and maintain a
program of quality assurance and quality control required to assure that STP will be constructed in accordance with NRC
requirements. Included in the report were findings that quality control inspectors had been harassed, threatened and
intimidated by construction personnel. While such acts were not found to have caused major deficiencies in any of the
construction already completed, the report concluded that the potential for future significant construction deficiencies
existed if the quality assurance program for STP is not improved prior to proceeding to the more complex construction
stages. The report also found that certain of STP's quality assurance procedures were inadequate, including those relating to
welder qualification, concrete placement and testing of soil densities. Based on such report, on April 30,1980, the Director of
the NRC's Office of Inspection and Enforcement (Enforcement Director) proposed that HL&P be fined $100,000. He also
ordered HL&P to show cause why safety-related construction activities on STP should not be stopped 90 days from the date
of the order and remain stopped until such time as HL&P complied with certain specified steps designed to assure the NRC
that the program for quality assurance and quality control at STP meets NRC standards and that certain of the procedural
deficiencies found in the report have been corrected. HL&P has paid the fine and has provided its response to the
Enforcement Director's order. In its response, HL&P committed to substantial organizational changes in the quality
assurance and quality control organizations of both itself and the contractor. HL&P also outlined measures to be taken to
prevent recurrence of the problems indentified by the NRC.

HL&P and the principal contractor voluntarily suspended certain concrete pouring operations in December,1979 and safety-
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r; lated welding in March,1980 at STP pending completion by the NRC of its investigation and subsequent completion of
corrective action commitments contained in HL&P's response to the Enforcement Director's ordar. Safety-related structural
welding resumed, on a limited basis, in October,1980, and safety-related pipe welding resumed in November,1980, also on a
limited basis. Safety-related concrete pouring operations in complex configurations resumed in January,1981, on a limited
balis. Both types of welding activities as well as complex concrete pours are expected to expand to full production as

'

satisfactory compliance with HL8P commitments to the Enforcement Director's order is successfully demonstrated,
cithough no assurance can be given that such will be the case.

The scheduled commercial operation dates and estimated cost of the South Texas Project previously discussed do not
r5flect the delays expected to be experienced or substantial additional costs expected to be incurred on the basis of the
mitt:rs discussed in the two preceding paragraphs. HL&P has reported that analysis indicates a significant slip in the
cslimated completion dates of the units. The extent to which such dates and costs have been affected by these developments
must be determined jointly by all participants in the Project following a comprehensive engineering and financial review
which is expected to be completed in September,1981.

The existing construction permits for the two units in the South Texas Project are scheduled to expire in May,1982 and
October,1983, respectively. In order to complete construction of the project, it will be necessary to obtain authorization of
th3 NRC for extension of such permits. For a description of pending operating licensing and other proceedings, See Material
Litigation - Nuclear Project Matters pp. 40-41. e

The CPS tentatively proposes the addition of further generator capacity for operation in 1990. This plant is tentatively
planned to be a mine-mouth unit firing Texas lignite and may be built as a joint project with other utilities. CPS presently owns
cpproximately 30 million tons of lignite reserves, but a decision to proceed with this unit will depend on the acquisition of
tdditional environmentally suitable lignite reserves and future load growth developments.

Long range plans also indicate the need for additional capacity in the early 1990's which may be joint units with other utilities.
Final commitment to install these units will depend on future load growth developments, economic considerations and full
cyaluation of the alternatives available.

Historically, peak demand on the CPS electric system increased about 11 percent per year until the early 1970's. Beginning
about 1972, the growth rate of peak demand declined sharply because of rising energy prices, fuel shortages, and
conservation efforts. Since that time, CPS has conducted extensive reviews of changing economic, demographic, and
energy supply consideration and produced annual forecasts of electric growth. The latest forecast projects a peak demand
growth rate averaging 5.2 percent per year over the 1981-1995 period. The CPS staf f continually monitors growth trends in
order to identify changes in time for appropriate modification of long range system plans.

ENVIRONMENTAL MATTERS

CPS is subject to extensive regulation with respect to air and water quakty, solid waste a sposal and other environmental
matters by various federal, state and local authorities. Environmental standards have been established by the Texas Air
Control Board, the Texas Department of Water Resources and the Environmental Protection Agency (EPA). CPS has permits
from EPA and tne Texas Department of Water Resources for liquid waste releases for all CPS power plants in Bexar County,
and permit renewals are now being sought under revised EPA regulations. Construction permits have been obtained from the

|
Texas Air Control Board for all new facilities having air emissions and operating permits will be obtained as CPS

' demonstrates compliance with the permit requirements or obtains alternative source standards. CPS has demonstrated

j compliance with all federal.and state emission standards with the exception of the 20% opacity limitation on its J.T. Deely

| coal plant.
|

Du3 to inadequate performance by the air pollution control devices at the J.T. Deely coat plants, and despite extensive eff orts

| to remedy the situation, CPS haa voluntarily taken the units out of service periodically for short periods to clean the pollution
I control equipment in order to comply with certain state and federal opacity standards. CPS continues to pursue a remedial

program to test possible solutions to the equipment problem, and has filed suit in federaldistrict court against the supplier
|

| rnd its corporate surety, seeking recovery for its economic injury resulting from the equipment malfunction. An opacity
e djustment f rom the EPA has been granted to another utility in Texas having similar equipment problems. CPS has filed with
th3 EPA a petition seeking adjustment of the federal opacity standards applicable to the Deely plant. An opacity adjustment
from the EDA as well as the granting of an alternate opacity standard from the Texas Air Control Board under recently
promulgated rules are currently believed to be necessary if federal and state opacity standards are to be met on a long-term
basis by CPS in the operation of its J.T. Deely plants. If CPS is unable to achieve applicable opacity standards on a long-term
ba;is and if the applicable regulatory authorities do not grant appropriate relief, then possible sanctions for noncompliance

J

! include substantial state and federal fines and penalties or curtailment of operations.

1
.
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FUEL SUPPLY

COAL

in May,1974, CPS signed a 20-year contract for the purchase of coal f rom the Sun Oil Company.The contract provided a total
of 55,450,000 tons of low-sulfur coal committed to San Antonio from the substantial reserves held by Sun Oil Company in
Campbell County, Wyoming. The coal contract price consists of three parts, the mining, capital and reclamation segments.
The mining segment is based on the actual mining costs incurred after the mine is in operation and is currently $2.25 per ton.
The capital segment includes profit as well as cost for capital for the mine and is fixed at $3.50 per ton, which is subject to
adjustment either up or down at the request of either party if the then current contract priceis significantly out of line with the
prevailing market price of sales of comparable coal and the other party does not wish to terminate the contract. The
reclamation segment is set at 5 cents per ton which is equivalent to more than $4,000 per acre and shoul he adequate to
cover reclamation costs. In addition to this reclamation segment, the abandoned mine reclamation fee adds $0.35 per ton.
The black lung tax took effect on April 1,1978, and amounts to 2 percent of the price of coal at the mine, or about $0.13 per
ton. On March 5,1980 the Governor of Wyoming signed an Act passed by the 1980 Session of the Wyoming Legislature which
effectively exempted 1980 coal production from portions of various taxes. The Act resulted in a refund of $1,136,602 to City
Public Service in September,1980 and cost per ton for coal at the mine of $6.60 during 1980.

In 1976, as a result of litigation instituted by CPS, the Interstate Commerce Commission ("I.C.C ") prescribed a railroad
freight rate for the CPS coal transportation of $10.93 per net ton. Since that time, the railroads (Burlington Northern,Inc. and
Southern Pacific Transportation Company) have been permitted to increase their rate on several occasions to recover cost
increases attributable to inflation. Additionally, major rate increases were implemented in 1978, after I.C.C. approval, for the
purposes of improving overall railroad profitability. In the summer of 1980, following a challenge by CPS, the U.S. Court of
Appeals for the District of Columbia Circuit found that the I.C.C. had erred in its 1978 rate decision and the court vacated the
decision. CPS estimates that the erroneous 1.C.C. decision added approximately $8.00 per ton to the rate which it paid
between 1978 and 1980. This matter is now pending before the I.C.C. and CPS may be entitled to an award for overcharges,if
it demonstrates that the applicable maximum price for its coal traffic between 1978 and 1980 was less than that fixed by the
1.C.C. in the order vacated by the court.

Following the action of the Court of Appeals in 1980, another dispute arose between CPS and the railroads as to the effective
transportation price. CPS claimed that the maximum lawful price for its coal transportation was $6.12 per ton less than the
amount sought by the railroads. Litigation of various sorts unsued. In June of 1981, the United States Court of Appeals for the
District of Columbia Circuit found in favor CPS. The railroads have petitioned the court for a rehearing.

In the meantime, the Staggers Rail Act of 1980 was enacted. This legislation contains a provision which applies to the CPS
movement and which establishes the maximum rate for this service at an amount equal to 162 percent of variable costs,is less
than the $23.05 permitted by the I.C.C.,it will be entitled to a refund. As of August 1,1981, the $23.05 rate had been increased
to $24.64 to permit recovery of inflationary cost increases experienced by the railroads pursuant to a cost recovery index
approved by the I.C.C. This index has also been challenged in the Court of Appeals by CPS and others as overstating actual
cost increases.

In addition to the railroad t n,lf, the average price of coalin inventory includes the cost of maintenance of the City-owned
railcars and costs associated with the lease of a unit train used to transport the coal. These costs, in conjunction with the
costs associated with coal yard operations, ash handling, and ad valorem taxes in states through which CPS railcars travel,
amount to approximately $2.00 per ton, which adds approximately 12C per million BTU to the cost of coal.

For the twelve months ending June 30,1981, CPS burned 3.3 million tons of coal at an average price of $26.15 per ton to
produce electricity from the J.T. Deely Plant. Approximately 63% of the electricity provided during the period was from the
coal fueled units. The CPS coal in stock as of June 30,1981, was 1,436,551 tons, or approximately 4% month's supply, and has
an inventory cost of about $37.8 million.

NATURAL GAS

Valero Energy Corporation, formerly Coasta! States Gas Producing Co. (Coastal Producing), and its wholly owned
subsidiary Valero Transmission Company, formerly LoVaca Gathering Co. (LoVaca), currently supply CPS with natural gas
for resale and for fuel use for electric generating stations under a contract which expires in 1982.Valero was spun-off byand
separated from its former parent, Coastal Gas Corporation (Coastal, now Coastal Corporation) as a result ofimplementation
of a settlement plan to resolve a dispute concerning natural gas supply between Coastal and its wholly owned subsidiaries
and settling customers including CPS. In January,1981 CPS requested proposals for a gas supply to begin in 1982, from
Valero and other suppliers. At present, no proposals adequate for the full supply of San Antonio's long-term gas needs have
been forthcoming. However, Valero's continued legal duty, as a public utility, to serve San Antonio af ter the expiration of the
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curr:nt contract has been confirmed by the Texas Railroad Cammission which ordered, as part of the settlement plan:

. That LoVaca will not cease natural gas service to any present intrastate customer because of contract term"

expiration, except as consented to by that customer....without express permission of the Commission granted after
notice and hearing.*

Valero is currently able to meet full natural gas requirements for CPS except for minor curtailments on certain peak days. In
addition, the Coastal Corporation is bound by agreement to undertake a gas search program, for the benefit of settling
customers of Valero, requiring a minimum expenditure by Coastal of $180 million over fifteen years to develop new gas
reserves to be committed to Valero for settling customers at discounts ranging initially from prices of $1.50 per MCF to 85% of
market price in the fif th year. Additional discounts are provided for after recoupment by Coastal of its costs. At the end of 15
years, Coastal must have dedicated 300 billion cubic feet of reserve under the program, of which 225 billion cubic feet must
bs at discount prices, or incur a penalty which would result in either a cash payment to a trust for the benefit of the customers
or continued exploration and drilling. (See Note 6 to FinancialStatements in Appendix B for additional settlement benefits.)

Under Order of September 4,1979, of the Railroad Commission of Texas (the " Commission"), CPS will pay Valero
Transmission Company for delivery of natural gas in January,1981 and beyond at Valero's weighted average cost of gas plus
15C per MCF. The estimated cost of gas for the month of July,1981 was $3.39 per MCF. This rate is subject to review and
revision by the Commission, and the future price of natural gas can not be predicted. It is anticipated that the affect of the
Natural Gas Policy Act of 1978 will result in an increase in the cost of gas in San Antonio as the phased NGPA deregulation
progresses. Under the Commission's Order of December 22,1980 Valero must interrupt natural gas deliveries to its
customers in periods of s.pply shortages in accordance with priorities set in that order. In general, delivery of natural gas for
distribution systems is interrupted last, for electric generation next, and large industrial use first. These priorities are subject
to Commission review and revision and future priorities cannot be predicted.

Under the Power Plant and Industrial Fuel Use Act of 1978, natural gas may not be used as a primary energy source in an
existing power plant on or after January 1,1990, unless an exemption has been obtained. CPS also would be prohibited after
May 8,1979, from burning natural gas as a primary energy source in its five gas-fired electric generating stations in amounts
exceeding the average yearly proportions used by each f acility during the 1974 - 1976 base period, absent an exem ption f rom
the Act's provisions. CPS has been granted a two-year temporary exemption to burn natural gas in existing gas-fired plants
from the Economic Regulatory Administration (ERA). After November 7,1981, CPS currently plans to utilize the system
compliance option under the Act which, if approved, may provide for phased reduction in gas usage and allow limited gas
generation between 1990 and 2005,in addition to one hundred percent natural gas use in gas / oil units before January 1,1990.
The budget reconciliation efforts of the 97th Congress may result in repeal of Section 301 of the Fuel Use Act. Prohibitions
will continue to be in effect for new facilities.

LIGNITE

CPS continues to study the feasibility of constructing a lignite-fired generating plant. Lignite reserves of from about 50
million to 70 million tons would be required to meet the long-term needs of a modern base load unit. CPS acquired in 1945
and presently owns approximately 30 million tons of lignite reserves located in Lee and Bastrop Counties, about 90 miles
from San Antonio. CPS is attempting to acquire an estimated additional 25 million tons of lignite in Bastrop C'unty.
Additional lignite reserves in Bastrop, Washington, Lee, and Fayette Counties are also available for apportionment among
tha customer groups from implementation of Settlement of the Coastal /LoVaca lawsuit. The CPS is now actively engaged in
r: serve mapping and negotiation for the acquisition of additionallignite reserves in the Lee and Bastrop County area. An
application has been filed with the Bureau of Land Management for a permit to mine lignite reserves under Camp Swift
Milit:ry Reservation located in Bastrop County, Texas near existing lignite reserves owned by CPS. An agreement has been
signed which would enable the City of Austin Electric Utility Department, the Lower Colorado River Authority and CPS to
share the Camp Swift lignite reserves. Under the agreement CPS has the right to transport one-third of the lignite to the
proposed CPS 1990 lignite unit site. The Bureau of Land Management has issued the final environmentalimpact statement
which assesses the impact of leasing the Camp Swift Lignite for mining operations.The finalimpact statement is generally
favorable to leasing the Camp Swift lignite.

FUELDIL

CPS has the capability of using fuel oil to supplement natural gas as an input fuel to generate electricity. Total fuel oil
consumption by CPS for generation amounted to 14,768 barrels for the twelve month period ending June 30,1981, CPS has a
usable oil storage capability of 1.4 million barrels. As of June 30,1981, the oilinventory was 549,236 barrels. Very little fuel oil
la currently being burned due to the replacement cost of oil being considerably higher than natural gas equivalent.
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NUCLEAR

The supply of fuel for nuclear ger--ating facilities involves the acquisition of uranium concentrate,its conversion to uranium
hexaflouride. enrichment of gaseo. n mium hexaflouride, and fabrication of nuclear fuel assemblies. Following use of the
nuclear fuel assemblies, they must either be disposed of or reprocessed to recover remaining fuel value.

Westinghouse Electric Corporation and others have contracted to provide the South Texas Project Participants with atleast
8.377,000 pounds of uranium concentrate, which, together with a minimum of 5,600,000 pounds to be provided by Chevron
USA, Inc., is expected to support the operation of both STP units through 1996. Options are held under these supply
contracts to purchase additional uranium concentrate subject to the development of additional uranium reserves.

Contracts with Westinghouse and others for conversion services will support the operations of both STP units through 1991.
Contracts for enrichment services provide coverage for up to thirty years operation. Westinghouse has also contracted to
furnish fuel fabrication services for the initial core and sixteen years of reloads for both units.These services willsupport the
operation of STP Unit 1 through the year 2000 and of Unit 2 through the year 2002.,

FUEL SUPPLY SUMMARY

While the CPS gas supply situation has improved somewhat in recent years, the outlook for the future remains uncertain.

Public policy regarding the use of remaining gas reserves for boiler fuel makes the future use of gas in electric energy>

generation uncertain. As previously discussed, CPS will be subject to restrictions on natural gas used for boiler fuel under the
Power Plant and Industrial Fuel Use Act except to the extent of any exemptions obtained and the terms of the system
compliance option. Restrictions on natural gas used on existing electric generating units appears likely to be repealed. The
Natural Gas Policy Act, in addition to its pricing provisions, subjects intrastate gas, including gas intended for boiler fuel use,
to Presidential emergency purchase authority and emergency allocation authority to assist in meeting interstate natural gas -
requirements for high priority uses. The present Administration in Washington, D.C. has stated its intent to decontroi natural
gas prices rather than deregulating prices between now and 1985 under the Natural Gas Policy Act. Decontrol would likely
increase the near term cost of gas in San Antonio. The future effect of existing law and Administration policies on the price
and availability of the City's supply of natural gas cannot now be accurately predicted.

Several years ago, CPS completed essential conversion of its existing gas-fired generating units for oil firing to provide
greater input fuel flexibility. However, the current price of oil makes its use impractical at the present time. At June 30,1981,
the cost of fuel used by CPS was as follows:

Gas - $3.27 per million BTU
Oil- $5.05 per million BTU (#6 Fuel Oil- Texas Gulf Coast spot market, including transportation)
Coal- $2.03 per million BTU (At a transportation rate of $24.64 per ton)

For the long term, CPS plans call for diversification of the electric generating system to emphasize the use of coal, nuclear or
lignite as the fuel for base load capacity. As previously detailed, CPS has a long-term coal contract for the purchase of an
adequate fuel supply for the two new coal-fired units. Under the terms of the Westinghouse settlement, along with other
contracts entered into, initial requirements of nuclear fuel for the South Texas Project will be adequate and at costs below
those used by CPS in confirming the economic feasibility of the City's participation in the Project.

ENERGY CONSERVATION PROGRAM

For the past several years, CPS has been encouraging voluntary conservation of the use of electricity and natural gas. CPS
continues to inform all customers of the various methods available by which customers can reduce energy consumption
through the use of conservation and by the elimination of unnecessary waste of energy. The results of the voluntary
conservation programs and the effect of increasing utility prices have been reflected in the previously mentioned decline in
the growth rate of peak demand.The results of the CPS conservation programs will be carefully studied in the development of
CPS plant expansion requirements.

CPS is subject to the provisions of the National Energy Conservation Policy Act (NECPA). This 1978 federal energy
legislation establishes certain residential conservation standards and requires all electric and/or gas utilities classified as a
" covered utility" to follow a plan for implementing the standards under the Residential Conservation Service program. CPS is
one of twenty-one " covered utilities" included in the Residential Conservation Service plan of the State of Texas. The Texas
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PlJn has been approved by the Department of Energy and is scheduled to be implemented by October 3,1981. Current
NECPA standards will require utihties to conduct an on-site energy audit of the customer's dwelling, inform customers of
Cost savings, inform the customers of the cost of installing conservation measures, and assist in arranging the financing of
such measures.

Under the Reagan administration's proposed budget for fiscal year 1981-82, all funding for the Residential Conservation
Service program has been eliminated. Legislation has also been drafted to repeal portions of NECPA, including the
provisions regarding the RCS program. Whatever, the outcome of the budget proposal and the move for repeal,it appears
that the cost of complying with the current RCS requirements may be sig lificant. Current and future costs, however, cannot
be cccurately predicted at this time.

As previously stated, it has not been necessary for CPS to curtail any of its s lectric ',ervice to the public, and curtailment of
nrtural gas service by CPS since 1974 has been minor and accomplished on a voluntary basis, with the exception of one
customer.

'
MATERIAL LITIGATION

GENERAL MATTERS

The City of San Antonio has received an Urban Development Action Grant from the United States Department of Housing
end Urban Development for the redevelopment of a 134-acre area west of downtown San Antonio. As a part of this project
(known as" Vista Verde South"), San Antonio Development Agency,the Urban Renewal Agency of the City of San Antonio,is
to acquire, by pu. chase or eminent domain, certain tracts of land for development by others. CPS has contracted with the
City and San Antonio Development Agency that an 11-acre tract will be acquired from the Agency for an addition to the San
Antonio Gas and Electric Systems and that CPS will spend $18.5 million to construct a general office and customer service
ficility thereon.

Two landowners in the project filed suit against the City and San Antonio Development Agency seeking injunctions against
the taking of their property by eminent domain proceedings. These suits have been consolidated. On April 28,1981, the
plaintiff whose land is in the tract which CPS has agreed to purchase filed an amended petition joining CPS as a defendant
and seeking an injunction against CPS from occupying, controlling or managing the property and against the City from
issuing bonds for the purpose of financing the acquisition of this Plaintiff's property.This suit, Mauro F. Cantu Co., Inc. v San
Antonio Development Agency et al., No. 81-Cl-6036, is pending in the 225th Judicial Distnct Court, Bexar County, Texas.

In the Plaintiff's amended petition it is contended that, since it was held in Byrd v City of San Antonio. 587 F.2d 184 (5th Cir.
1979, cert den.), that CPS is not a " form of government" under Article 4. Section 4 of the U.S. Constitution, the Board as
constituted pursuant to the indenture (See History and Management p.19) is a "self-perpetuating private board" which
cinnot be legally vested with the management and control of the city-owned property, it is further contended that only the
City Council of San Antonio may legally control and manage property to be acquired from Plaintiff and that management and

| control by a " private self-perpetuating" CPS Board is contrary to various Texas statutes and constitutional provisions. CPS

| contends that, while not a" form of government,"it is an agency of the City of San Antonio, validly vested with management
and control of the City's Gas and Electric Systems pursuant to validly enacted Texas statutes.

Although Plaintiff seeks preliminary and permanent injunctions against the City's advertising for bidders, seeking approval
of or issuing revenue bonds for financing the acquisition of or improvements upon his property, based upon use of their
proceeds for alleged " unlawful taking" and " illegal' management by CPS, Plaintiff has not challenged the authority
concerning the issuance of the New Series 1981-A Bonds or the provisions for their payment or security thereof. On May 5,
1981, the District Court denied preliminary injunctions in the combined htigation. Although the District Court's ruling has
been appealed by the Plaintiffs to the Fourth Court of Civil Appeals, counsel for the Board are of the opinion that the
contentions regarding CPS and the issuance of these Bonds are without merit.

INTERCONNECTED SYSTEM MATTERS

Other utilities, in addition to CPS, which are members of the Texas Interconnected System (TIS) are identified on p. 24 of this
Official Statement.

CP&L and WTU are subsidiaries of the Central and Southwest Corporation (C&SW), a pub.tc utility holding company which
clso owns and operates electric utilities within the Southwest Power Pool (SWPP) which serves portions of Oklahoma,
Arkansas and Louisiana. Since 1974, C&SW has taken the position in a number of proceedings thatits subsidiaries can be
most economically operated as a single synchronous system and that this result will be bestachieved byan interconnection
between SWPP and the now intrastate TIS /ERCOT. HL&P and the Texas Utilities (TU) subsidiaries of TESCO, DP&L end
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TP&L have claimed the right, in the interests of their own customers, to operate on an intrastate basis. San Antonio, Austin
and LCRA have historically viewed their own customers' best interest as lying in an intrastate system including the power
reserves of the HL&P and TU systems, preferably the existing TIS, and have participated in many of the contested
proceedings. Those proceedings include a 1977 proceeding before the Public Utility Commission of Texas, now on appeal
before a state district ccurt, a Public Utility Holding Company Act proceeding before the U.S. Securities and Exchange
Commission, an antitrust. suit brought in a Dallas Federal District Court and now on appeal before the Fifth Circuit, an
antitrust proceeding before the Nuclear Regulatory Commission (See Nuclear Project Matters, p. 40), and an
interconnection proceeding before the Federal Energy Regulatory Commission (FERC), initiated bya joint application cf the
C&SW subsidiaries in February,1979, and intervened in by San Antonio Austin LCRA. HL&P, TU, and others. The relief
sought in the C&SW Companies' petitions at FERC is based on FERC authority to orderinterconnections between utilities
and require the provision of transmission services by one utility to another (" Wheeling"), based on considerations of public
interest, energy conservation, reliability, and other factors.

On June 9,1980, TU, HL&P and C&SW signed a settlement agreement intended to resolve all pending controversies between
these pa' ies relating to the TIS interconnection issues. Under the terms of the settlement, which is designed to be
implemented by an order of FERC, two direct current ties connecting ERCOT with SWPP systems are to be constructed
which are intended to integrate C&SWs subsidiaries on a nonsynchronous basis. The direct current nature of the ties is
intended to preserve the compact size of T8S/ERCOT and protect electric utilities within Texas from power disturbances
outside TIS /ERCOT. By a letter of September 11,1980, agreed to by TU, HL&P, C&SW and the FERC and NRC Staffs,
modifications to the settlement proposal were submitted to FERC, including provision for the agreeing systems to file
wheeling rate tariffs with FERC for transfers involving the DC ties. The tariffs would be uniform for each type of service on an
entity's entire system, regardless of distance and based on load flow studies. HL&P and C&SW, as owners of the DC ties,
agree to reserve a portion of their capacity for use and possible purchase by smaller systems. Implementation of the
settlement will require its approval by FERC as well as other regulatory agencies involved in the controversy and by other
affected systems. San Antonio has not objected to the e,ettlement. The Settlement has been referred to FERC by the presiding
administrative law judge as an " uncontested offer of settlement" and is awaiting action by the Commission.

NUCLEAR PROJECT MATTERS

On June 4,1976. CP&L, one of the four South Texas Project participants, petitioned the NRC to convene are out-of-time
antitrust hearing on grounds of a significant change in circumstances arising from attempts by CP&L's parent, C&SW, to
effect a merger of the ERCOT with SWPP, seeking the modification of the construction permits for the Project to require
replacement of the historically intrastate electrical connections existing among the participants and with other utilities and to
allow access to their transmission lines by third parties operating interstate. (See Interconnected System Matters, above).
The NRC in 1977 held that such antitrust allegations must be reviewed in the context of licensing proceedings and that it
would grant a request by HL&P to consider the need for an antitrust hearing in the context of an expedited application for
operating licenses for the Project. The Atomic Safety and Licensing Board (the" Board") designated to conduct the hearing
has temocrarily postponed its schedule for commencing the hearing, pending on-going settlement discussion among the
parties. the U.S. Department of Justice and the NRC Staff, relative to the settlement agreement signed by certain of the
parties on June 9,1980. (See Interconnected System Matters above.)

On September 15,1980, proposed settlement license conditions agreed to by the four Project participants and the NRC staff
and Department of Justice were submitted to the Board. Under the proposed license conditions, CP&L would be required to
afford the Pubhc Utility Board of Brownsville, its bulk power customer, an opportunity to participate in the South Texas
Project at cost on reasonable terms as well as reasonable transmission and power coordination services. Among other
things, all the Project participants are required to furnish other entities with reasonable, fully compensated transmission
services subject to the jurisdiction of " appropriate regulatory agencies,"and to plan for the transmission capacity needs of
such other entities on a fully compensated basis. HL&P is prohibited from agreeing to refuse to deal with others in order to
maintain its nonjurisriictional status and is prohibited from disconnecting from others' facilities to avoid the effects of
interstate commerce, provided that any entity wishing to make connections which could affect HL&P's jurisdictional status
first must seek approval at FERC. The Participants also agree to use best efforts to seek approval at FERC of a settlement
including the provisions of the September 11,1980, letter submitted to FERC. Adoption of these proposed license conditions
is contested by the Public Utility Board of Brownsville with respect to matters related to proposed wheeling rates, terms and
conditions, and matters related to the proposed asserted rights of any utility to disconnect from other utilities. If the
settlement is consummated, CP&L will advise the NRC that its antitrust concerns have been removed. It is not yet known what
operating license conditions, if any, will be required by the NRC beyond the conditions in the settlement agreement.

A separate Atomic Safety and Licensing Board has been appointed to conduct a hearing in connection with the application
for operating licenses. Five petitions to intervene were filed based upon various safety, environmental and financial
allegations. On April 3,1979, the Board issued an Order granting, over the participants' opposition, the intervention of two
groups based upon the residency of members living near the STP site as to issues involving construction quality, safety
standards and local environmental conditions.
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At a prehearing conference held on March 18, 1981, the Board set a schedule for completion of discovery and
commencement of a hearing on specified Quality Assurance / Quality Control issues, including whether HL&P has the
necessary managerial competence and character to operate STP, whether the organizations and practices of HL&P and its
contractor will allow completion of STP in conformance with the construction permits and apphcable requirements, and
whether existing structures at the site comply with all requirements or are being corrected to do so. Commencing on May 12,
1"31, the hearing continued during portions of June and July and is scheduled to resume in mid-September,1981.
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Construction on the South Texas Nuclear Project in progress.

RATES

Under the Texas Public Utility Regulatory Act, passed in 1975, significant original jurisdiction over the rates, services and
operations of electnc and gas public utilities is vested in the Texas Public Utihty Commission and Texas Railroad
Commission, respectively. While the Act generally excludes from its coverage municipally-owned utilities, the CPS is subject
to appellate but not original rate regulatory jurisdiction by the two Commissions in unincorporated areas in which it serves. is

,

| subject to less stringent certification requirements for service area and facilities expansion than public utihties, and is noti

liable for the annual gross receipts fee payable by public utilities. The San Antonio City Council exercises general original
rate regulatory junsdiction over the service area, including unincorporated areas served by CPS, as a municipally-owned

|

| utility.

!
i
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Under Titles I and lli of the Public Utility Regulatory Policies Act of 1978 (PURPA), certain federal standards relating to rate
- design and service policy are established which must be given consideration subject to public notice and hearing by state
utility regulatory authorities and by retail electric and gas utilities classified as "nonregulated", such as CPS. Hearings have
been held by CPS as outlined under PURPA and final determinations regarding whether or not to adopt or implement each of
the standards based on the hearings record were made by the Board of Trustees on October 27,1980. The utility must report
annually to the Secretary of Energy regarding subsequent action taken as to th's standards.

Pursuant to Section 133 of PURPA, the Federal Energy Regulatory Commission (FERC) has promulgated regulation
requiring significant reporting by electric utilities, including CPS, of data relating to the costs of providing retail electric
service. This information must be filed every two years. The regulations require submission of certain data not previously
available at CPS, including marginal cost information and expanded load studies. Costs will also be incurred by CPS in
complying with FERC regulations promulgated to implement the cogeneration and small power production directives of
PURPA Title !!. -The Act requires sale and purchase of electric power to and from qualifying small power procedures and
cogenerators by electric utilities, and will necessitate the design of an appropriate rate structure and issuance of regulations.

In February,1981, a federal district court in Mississippi declared Titles I and 111 and the cogeneration requirements of PURPA
unconstitutional. However, the U.S. Department of Justice and FERC have since petitioned the U.S. Supreme Court for an
appeal of this decision. The outcome of this appeal will determine the final extent to wh;,5 compliance with PURPA's
cogeneration, data reporting and other requirements will need to be met in the future. The final decision in this litigation
cannot be predicted at this time,i

RATE INCREASES

The City of San Antonio is obliged under the Trust Indenture and the New Series Bonds Ordinance to establish rates and
collect charges in an amount sufficient to pay all electric and gas system operation and maintenance expenses, to service all i

'

' Old Series and New Series Bonds, and to make all other payments prescribed in the Old Series Bonds Trust indenture and
New Series Bond Ordinance. Rate changes over the past decade have consisted of increases of approximately 19% in June,
1974: 5.25% in August,1976 ~ for gas in September,1979; and 5.4% for electric in October,1979. On May 21,1981, the City,

*

Council increased rates ap.oximately 6% on the total bill, effective in June,1981, and agreed to a subsequent review of
revenue requirements in the Fall of 1981. There is no assurance that any particular rate increase requested by CPS will be

1- approved.

- Current gas and electric supply line extension charges, miscellaneous other charges, and service rules and regulations were
placed in effect throughout the CPS service area on April 24,1978.

j ELECTRIC AND GAS RATE SCHEDULES

The electric rates approved July 1,1979 which were placed into effect on October 30, 1979, continue to encourage
conservation during peak usage periods. The principal electric rate schedules now in effect, as amended by the six percent

,

increase effective in June,1981, are as follows:#

MONTHLY RA 7E-

Residential Service'

Rate

Summer Billing (June through September)
$2.50 Service Availability Charge

4.45C per KWH for all KWH

Nonsummer Billing (October throuGh May).

$2.50 Service Availability Charge .
4.45C per KWH for all KWH up to a total consumption equal to 40% of the average monthly use* of the previous

Summer Billing period.
3.4C per KWH for all KWH in excess of 40% of the average monthly use* of the previous Sun" ,er Billing period.<

'Until a summer average use (at least one complete summer month's billing cycle) has been established,
the Nonsummer 4.45C block shall include consumption up to 350 KWH. The 3.4C block shall include all
consumptions above 350 KWH.

Current bills are computed by application of above rate schedules and then increased by the 6%'

revenue adjustment previously noted.
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General Service'

hk
$2.50 Service Availability Charge
5.0c per KWH for the first 1,200 KWH*

I
4.44 per KWH for the next 3,400 KWH
3.04 per KWH for all additional KWH

*145 KWH are added for each KW of Billing Demand over 5 KW. Billing demand from Octoberthrough May
may not be less than 80% of highest measured demand from June through September. Billing demand from
June through September is the highest measured demand.

Large Lighting and Power'

Rate

Demand Charge
$330.00 for the first 100 KW of Billing Demand

2.85 per KW for all additional KW of Billing Demand

Energy Charge
3.004 per KWH for the first 70,000 KWH
2.374 per KWH for all additional KWH

* Billing demand from October through May may not be less than 80% of highest demand from June through
September. Billing demand from June through September may not be less than 100 KW.

The principal gas rate schedules are:

MONTHLY RA TE
General Service'

Rate

$2.00 Service Availability Charge
$0.2595 per 100 cubic feet for all cubic feet

industrial Class A'

Rate

$15.00 Service Availability Charge
$ 0.261 per 100 cubic feet for the first 100,000 cubic feet
$ 0.253 per 10C cubic feet for all additional cubic feet

Industrial Class B'

Ra ]
$15.00 Service Availability Cnarge
$ 0.237 per 100 cubic feet for the first 600,000 cubic feet
$ 0.230 per 100 cubic feet for all additional cubic feet

Current bills are computed by application of above rate schedules and then increased by the 6%'

revenue adjustment previously noted.

FUEL AND GAS COST ADJUSTMENT

The foregoing rate schedules rpproved by the San Antonio City Council on July 19,1979,as amended May 21,1981,contain
a fuel cost adjustment clause in the electric rates and a gas cost adjustment clause in the gas rates which allows the recovery
of fuel and gas costs that vary above or below the costs which are included in the basic rates. Electric basic rates are subject
to an adjustment of plus or minus the amount of change in the price of fuel above or below a basic cost of $0.0186 per KWH
sold. The gas basic rates are subject to an adjustment of plus or minus the amount of change in the price of nas sold above or
below a basic cost of $2.15 per MCF sold.
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ELECTRIC CUSTOMER STATISTICS

Fiscal Years Ended January 31:

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1981'

RESIDENTIAL
Average Monthly KWH/

Customer 698 766 724 686 681 663 718 735 706 799 797
Average Monthly Bill /

. Customer $12.98 $14.14 $14.42 $20.62 $25.86 $28.42 $32.50 $32.53 $32.29 $39.60 $39.84
Average Monthly

Revenue /KWH $.0186 $.0184 $.0199 $ 0301 $.0380 $.0429 $.0452 $.0442 $.0456 $.0496 $.0500
COMMERCIAL AND

INDUSTRIAL
Average Monthly KWH/

Customer 7,256 7,515 7,368 7,642 8,339 d,500 8.641 8,675 8,610 9,092 9,233

Average Monthly Bill /
Customer $93.35 $97.18 $105.05 $176.41 $261.31 $305.82 $316.89 $308.25 $318.49 $368.32 $372.45

Average Monthly
Revenue /KWH $.0129 $.0129 $.0143 $.0230 $.0313 $.0360 $.0367 $.0355 $.0370 $.0405 $.0403

ALL CUSTOMERS
Average Monthly KWH/

Customer 1,699 1,798 1,718 1,689 1,754 1,750 1,826 1,894 1,848 1,908 1,918
Average Monthly Bill /

Customer $24.46 $25.99 $27.13 $42.19 $58.03 $66.12 $71.34 $70.98 $72.13 $83.05 $83.64
Average Monthly

Revenue /KWH $.0144 $.0145 $.0158 $.0249 $.0331 $.0378 $.0391 $.0375 0.0390 $.0435 $.0436

12 months ending June 30,1981.'

TYPICAL RESIDENTIAL GAS AND ELECTRIC BILLS OF SIX TEXAS CITIES'
usages: 500 Kilowatt hours for Electric,5,000 Cubic feet for Gas

City E!ectric Bill Gas Bill Total Bill
SAN ANTONIO $29.38 $21.91 $51.29
Houston 32.09 21.99 54.08
Corpus Christi 32.32 22.49 54.81

Fort Worth 34.48 21.08 55.56
Dallas 38.49 17.76 56.25
Austin 34.66 24.24 58.90

Based upon June,1981 billings including Fuel and Gas Cost Adjustments.'

TEN YEAR RECORO OF CITY OF SAN ANTONIO

BENEFITS FROM CITY'S ELECTRIC AND GAS UTILITY SYSTEMSYear
Ending Payments increase in City's Total Annual

1-31: To City' Eauity in System Benefits to City

1971 $ 11,683,183 $ 23,754,307 $ 35,437,490
1972 12,700,217 24,729,461 37,429,678
1973 14,085,974 23,678,984 37,764,958
1974 14,993,759 19,520.893 34,514,652

1975 23,387,116 23,385,705 46,772,821

1976 28,447,237 25,575,284 54,022,521

1977 32,189,018 . 27,811,402 60,000,420

1978 36,996,987 31,491,910 68,488,897

1979 39,557,154 22,943,464 62,500,618

1980 43,310,425 24,178,218 67,488.643

1981 52,569,716 42,544,744 95,114,460

Totals $3_09,920,786 $289,614,372 $599,535,158

Payments to City annually include cash payments, refund of charges for furnishing City'

electricity and gas, and construction of street lighting facilities for City.
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LEGAL OPINION

The City will furnish a transcript of proceediags had incident to the issuance and authorization of the Bonds, including a no-
litigation certificate and a certified copy of the unqualified approving opinion of the Attorney General of Texas, as recorded in
the Bond Register of the Comptroller of Public Accounts of the State of Texas. The City will furnish the unqualified approving
legal opinion of Messrs. McCall, Parkhurst & Horton, Dallas, Texas Bond Counsel for the City (" Bond Counsel"), to the effect
that, based upon an examination of such transcript, the Bonds are valid and binding special revenue obligations of the City
and that the interest on the Bonds is exempt from all present federal income taxes under existing statutes, regulations,
rulir'gs and court decisions. The legal opinion will be printed on the Bonds. Messrs. McCall, Parkhurst & Horton were not
requested to paiticipate and did not take part in the preparation of the Official Notice of Sale or the Official Statement, and
such firm has not assumed any responsibility with respect thereto or undertaken independently to verify any of the
information contained therein, except that, in its capacity as Bond Counsel, such firm has reviewed the information
describing the Bonds and the Bond Ordinance in this Official Notice of Sale and the Official Statement to venfy that such
description conforms to the provisions of the Bond Ordinance. The legal fees to be paid Messrs. McCall, Parkhurst & Horton
for services rendered in connection with the issuance of the Bonds are contingent on the sale and delivery of the Bonds.

FINANCIAL ADVISOR

Russ Securities Corporation, the Municipal Finance Subsidiary of Rotan Mosle Financial Corp.,is employed as Financial
Advisor to the Board under an agreement prowding for a fee based on a percentage of the face amount of each separate

'

issuance of bonds, such fee to be contingent upon the bonds actually being issued, sold and delivered. Although Russ
Securities Corporation performed an active role in the drafting of the Of ficial Notice of Sale and Of ficial Statement,it has not
independently venfied a!! of the inforrration set forth herein. No person, therefore,is permitted to rely upon the participation
of the Financial Advisor as an implicit or explicit expression of opinion as to the completeness and accuracy of such
informat:on.

AUTHENTICITY OF INFORMATION

The financial data and other information set forth in this Official Statement has been obtained from CPS and City records and
other sources which are believed to be reliable, but it is not guaranteed as to the accuracy or completeness thereof, and its
inclusion herein is not to be construed as a representation to that effect. Also, there is no guarantee or representation that any
of the assumptions or estimates contained herein will ever be realized. All of the summaries or excerpts of statutes,
ordinances, regulatory agency orders, judgments or other documents do not purport to be complete statements and are
made subject to all of tb ~ provisions of such statutes. ordinances and documents. Reference should be made to such original
sources in all respects.

CERTIFICATION OF THE OFFICIAL STATEMENT

At the time of payment for and delwery of the Bonds, the City Public Service Board of San Antonio will furnish the successful
bidder a certificate, executed by a proper officer or officers of the Board acting in their of ficial capacities, to the ef fect that to
the best of their knowledge and belief: (a) the descriptions and statements of or pertaining to the Board contained in its
Official Statement, as supplemented and amended, on the date of such Official Statement, on the date of sale of the Bonds
and the acceptance of the best bid therefor, and on the date of the delivery of the Bonds, were and are true sad correct in all
material respects: (b) insofar as the Board and its affairs, including its financial affairs, are concerned, such Official

i

| Statement did not and does not contain an untrue statement of a material fact or omit to state a material f act required to be
I stated therein or necessary to make the statements therein,in the light of the circumstances under which they were made, not
I misleading; and (c) insofar as the descriptions and statements, including financial data contained in such Of ficial Statement,
'

as supplemented and amended, of or pertaining to entities other than the Board and their activities are concerned, such
statements and data have been obtained from sources which the Board believes to be re!iable and that the Board has no
reason to believe that they are untrue in any material respect.

This Official State. ment has been duty approved by the City Council of San Antonio, Texas and by the City Public Service
Board of San Ar tonio.

CITY OF SAN ANTONIO, TEXAS CITY PUBUC SERVICE BOARD OF SAN ANTONIO

/

)

Henry G. Cisneros Glenn Biggs
Mayor, City of San Antonio, and Chairman, Board of Trustees
Ex Officio Member, Board of Trustees
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APPENL'tX A

CITY OF SAN ANTONIO. TEXAS -- GENERAL INFORMTION

This Appendix contains a brief discussion of certain economic and demographic characteristics of the area in which the City
,

is located and does not constitute a part of this Official Statement. Information in this Appendix is believed to be reliable,
tithough no investigation has been made to verify the accuracy of such information.

'

OEM0 GRAPHIC AND ECONOMIC DATA.

Location and Pseulation

The City of San Antonio is located in south centralTexas approximately 75 miles south of the state capitalin Austin,140 miles
northwest from the Gulf of Mexico, and 150 miles northeast from the Mexican border cities of Del Rio, Eagle Pass and Laredo.
The land area of the City covers approximately 317 square mues.

'

The City was founded in the early eighteenth century and was incorporated by the Republic of Texas in 1837, and is the
County seat of Bexar County. The Bureau of Census 1980 Advance Report sites the population of the City to be 785,410
making it the third largest city in Texas and the eleventh largest in the United States.

The following table provides, at the dates shown, the population of the City, Bexar County, and the San Antonio SMSA,which
includes Bexar, Comal and Guadalupe Counties.

.

City of Bexar San Antonio
Year _ San Antonio County SMSA

1920' 161,399 202,096 238,639

1930' 231,542 292,533 333,442
,

1940' 253,854 338,176 376,093

1950' 408,442 500,460 542,209

1960' 587,718 687,151 736,066 '

1970' 654,153 830,460 888,179

19802 785,410 988,800 1,071,954

' Source: U.S. Census of Population, 1920-1970 as of April 1 of the year shown.
* Source: 1980 Advance Report- P.H.C. 80-V-45,1980 Census of Population and Housing Bureau oiCensus, March,1981.

.

Economic Factors 3

The City of San Antonio, the Cbunty r qt of Bexar County, and as indicated in the foregoing section,is included in the three-
county San Antonio Standard Metrop Mn Statistical Area. San Antonio has a diversified economic base which is composed
of agribusiness, manuf acturing, constuction, tourism, the South Texas Medical Center complex, and is the site of the largest
concentration of military installations in the United States. The City's proximity to Mexico provides favorable conditions for
international business relations with Mexico in the areas of agriculture, tourism, manufacturing, wholesale and retail markets
for citizens of Mexico. Industry ranges from the manufacturing of apparel, food products, aircraft, electronics and'
pharmaceuticals to iron and steel products and oil well equipment. San Antonio is also a major insurance center in the
southwest, serving as the headquarters for severalinsurance companies, including United Services Automobile Association,
the nation's 8th largest private automobile insurer and the 15th largest homeowners insurer. Educational f acilities in the City
include ten colleges and universities with a combined total enrollment of 50,165 for the fall semester 1980.

Military Installations
,

The Military presence in Bexar County is a principal component of the area economy. As of December 31,1980,
approximately 41,351 active duty military personnel were located in the County, according to the Greater San Antonio
Chamber of Commerce, having a combined active military / civilian annual payroll of $827,281.988. The major installations
located in the County include Fort Sam Houston, the U.S. A rmy Health Services Command, Randolph Air Fo rce Base, Brooks
Air Force Base, the San Antonio Air Logistics Center, and the Air Force Military Training Center at Lackland AirForce Base.

A-1
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Agricultural Receipts

The following table shows the total amount of receipts received from crops and livestock in Bexar County for the years
indicated:

Fed 6ral
Year Crops Livestock Payments Total'
1974 $ 7,902,000 $18,383,000 222,000 $26,507.000
1975 8,662,000 20,433,000 .102.000 29,197,000
1976 9,828,000 23,271,000 74,000 33,173,000
1977 12.232,000 22,841,000 565,000 35,638,000
1978 12,276,000 28,639,000 172,000 41,087,000
1979 17,179,000 33,968,000 206,000 51,353,000

Figures do not include federa' agricultural subsidies.'

Source: Texas Crop and Livestock Reporting Service.

Construction Activity

The City has experienced continuing expansion in construction activity, capital investment ar:d industrial job growth.
According to the City of San Antonio Department of Econo,mic and Employment Development, recent expansion of local
companies has created approximately 2,350 new jobs. New companies which have recently located in San Antonio have
collectively created approximately 6,025 new jobs, and have announced plans for an additional 2,500 new jobs.

Sit forth below is a table showing building permits issued for construction within the City at December 31 for the years
indicated.

Residential Residential
Single Family Multi-Family' Other*

_ Year Permits Valuation Permits Valuation Permits Valuation
1975 1,492 $ 31,529,001 184 $11,757,998 12.015 $115,508,444
1976 2,025 48,568,523 149 10,298,267 10,980 104,997,735
1977 2,935 71,971,872 194 17,937,023 11,110 123,742,635-

1978 2,550 68,551,313 320 31,751,780 11,405 138,132,132
1979 2,265 68,976,660 529 70,665,934 10,059 220,036,943
1980 2,376 $114,756,432 535 77,102,937 13,210 252,110,675

' includes two family duplex projects.
includes commercial building pe.*mits, commercial additions, improvements and8

extensions, and certain residential improvements.

Source: Department of Housing and Inspections, City of San Antonio.

Convention Statistics

'
The City's climate and recreational facilities make San Antonio a favorable convention site in the southwest.The following
convention statistics were compiled by the San Antonio Convention and Visitors Bureau:

Calendar Number of Estimated
Year Conventions Room Nichts Dollar Value
1975 415 323,440 $29,247,850
1976 465 308,396 27,783,600 :

1977 434 287,910 29,613,980
1978 488 329,816 34,129,800
1979 689 378,387 68,760,822
1980 733 432,702 81,003,504
1981' 375 301,379 28,845,000

As of June 30,1981.'

A-2.
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Two new hotels, the P!aza Nacional and Marriott with a combined total of 750 rooms, have recently been completed.
Currently under construction, in the central downtown area, is the Alamo Plaza - Paseo del Rio Linkage Project which
includes: construction of a new 641 room Hyatt Regency Hotel; development of the Riverwalk Linkage, which is a multi-level
pedestrian walkway between Alamo Plaza and Paseo del Rio; development of a snopping mall and sidewalk dining, shopping
c.nd entertainment areas along the Riverwalk Linkage; and the recently completed 532 car parking garage. The addition of
those new facilities in the downtown area would permit the city to accommodate larger convention groups and tourists.

Medical and liessarch Facilities

The City continues to play a significant role in expanding roedical service, research and development. in addition to the 23
hospitals serving the City, the South Texas Medical Center employs an estimated 11,738 people, and contains a total of 25
major facilities plus support facilities valued at approximately $323,314,975. Construction in progress amounts to
approximately $23,850,000, and planned new construction over the next two to five years is estimated at an additional
$35,820,000 for a total in excess of $59,670,000. The Southwest Research Center is one of the largest and most respected
organizations of its type. With a staff of over 2,245 and an annual budget over $88 million, Southwest Research Center
specializes in Biological Growth and Development, Reproductive Physiology, Microbiology and Infectious Diseases, and
Environmental Health Science, and Engineering and Applied Research.

Business Establishments With 500 or More Employees

Manufacturing
Firm Product / Service

Atherton Industries Heavy Equipment and Lift Truck Service

,
Coca-Cola Bottling Company of San Antonio Soft drink manufacturer
Datapoint Corporation Computers and peripherals'

Fir;esilver Manufacturing Company Men's, youths', and boys' clothing
Friedrich Group Air condition units and products

7

Levi Strauss & Company Women's wear!

Levi Strauss & Company Youthwear
Miller Curtain Company Curtains and draperies

,

i Pearl Brewing Company Malt beverages

| Roegelein Company Meat processing
Santone Industries Men's clothing
Structural Metals Inc. Reinforcement steel bars
Swearingen Aviation Corporation Aircraft manufacturer
Tesoro Petroleum Corporation Petroleum products

( Valero Energy Corporation Petroleum products

Transportation, Communication and Utihties
Firm Product / Service

City Public Service Board Municipal gas and electric utility
City Water Board Water utility
Red Arrow Freight Lines Inc. Common carrier
San Antonio Express-News Corporation Newspaper
San Antonio Light Newspaper
Southern Pacific Railroad Transportation

| Southwestern Bell Telephone Company Telephone Utility
| Southwestern Motor Transport, Inc. Common carrier

VIA Metropolitan Transit Public Transportation
|

Wholesale
Firm Product / Service

Alamo Iron Works Aluminum, Brass and Steel Products'

i

A-3j
i

L



_

- - _ _ _ _ .

Retail
Firm Product / Service

H.E. Butt Grocery Company Supermarket
Cafeterias, Inc. (Luby's) Cafeteria
Church's Fried Chicken, Inc. Fast food chain
Dillard's Department Stores Department store
Food City, Inc. Supermarket

- Frontier Enterprises Restaurant
Handy Andy, Inc. Supermarket
Jack-in-the-Box Fast food chain
Joske's Department store
Montgomery Ward & Company Retail merchandise
Mr. M Food Stores Convenience store
J.C. Penney & Company Department store
Sears, Roebuck & Company Department store
Sigmor Corporation Gasoline outlet
Sommers Discount Drug Stores Drug store
Winn's Stores Inc. Variety store
Woolco ' Discount store

Services

Firm Product / Service

Awalt Caterers, Inc. Caterer
Baptist Memorial Hospital System Hospital
Bexar County Hospital District Hospitals (Robert B. Green and

Bexar County)
Chromalloy American Corporation Jet engine repair
EG&G Automobile Research, Inc. Automotive testing
Edgewood Independent School District Public school district
Harlandale Independent School District Public school district
Judson Independent School District Public school district
Kelly Services, Inc. Temporary help services
La Quinta Motor inns, Inc. Motor inn
Manpower Temporary Services Temporary service -
Me_tropolitan General Hospital - Hospital
Murphy, Audie L., Memorial V.A. Hospital Federal hospital
Nix Professional Building, Inc. Health care
North East independent School District Public school district
Northside Independent School District Public school district
Peakload, Inc. Temporary labor contractor
River Hotel Co. (La Mansion Hotels) Hotels
San Antonio Community College District Educational institution
San Antonio Community Hospital Hospital
San Antonio Housing Authority Public housing office
Santa Rosa Medical Center Hospital
Smith, Stanley, Security, Inc. Security service
South San Antonio Independent

School District Public school district
Southwest Hesearch Institute Nonprofit research institute
Southwest Texas Methodist Hospital Hospital
University of Texas at San Antonio Educational institute
University of Texas Health Science

Center at San Antonio Teaching and health care institution
University of Texas Institute of Texan

Cultures at San Antonio Educational institution

Source: Economic Development Department of the Greater San Antonio Chamber of Commerce.
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Finance, insurance and Real Estate

Firm Product / Service

Ellison, Ray, industries Developer
Frost National Bank Banking
National Bank of Commerce Banking
Owens, Deanie, Realty, Inc. Real estate
United Services Automobile Association insurance

Contract Construction

Firm Product / Service

H.B. Zachry Company General contractor

Employment Statistics'

City of San Antonio Labor Force Statistics

The City of San Antonio labor force statistics as of June 1980 and June 1981 are as follows:

June June
1980 1981

Total Employed 309,500 318,700

Unemployed 29.050 33.400

Total Labor Force 338.550 352,100

Percent of Unemployment 8.6% 9.5%

SE1 Antonio SMSA Labor Force Statistics'

The estimated average annual labor force in the San Antonio SMSA as of June 1980 and June 1981 is as follows:

June June
1980 1981

Total Employed 395,450 407.200
Unemployed 36.100 41.200

Total Labor Force 431,550 448,400

Percent of Unemployment 8.4% 9.2%

Nonagricultural Employment:
Manufacturing 51,250 53,750

Mining 2,500 2,900

Construction 28,550 29.850
Transportation, Communication and Utilities 18,500 19,300

Retail and Wholesale Trade 98,750 99.000
Finance, insurance and Real Estate 26.600 27,800

Service 78,700 81.550
Government 94.500 93.000

Total 399.350 407,150

Agriculture 4.750 4,650

Total 2 394.600 402,500

Preliminary - subject to revision.'

8 Includes Bexar, Comal, and Guadalupe Counties.
8 Total job count.

Source: Texas Employment Commission.

A-5
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Bank Deposits

Deposits in commercial San Antonio banks at December 31 for the past six years are shown below.

Total Total
Number Deposits

Year of Banks (000's)
1975 39 $2,581,205
1976 40 2,935,072
1977 42 3,190,248
1978 44 3.435,396
1979 44 3,812,173
1980 46 4,271,610
1981' 45 4.391,160

As of June 30,1981'

Source: Greater San Antonio Chamber of Commerce.

MUNICIPAL GOVERNMENT. INDEBTEDNESS
AND RELATED INFORMATION

CITY GOVERNMENT

The City haa a Council-Manager form of government in which the Mayor and ten council members serve as the legislative
body. These eleven officials are elected for two year terms. The present term of office for all elected officials expires in April,
1983. The City Manager is appointed by the City Council and serves as the chief administrative officer of the City.

SUMMARY FINANCIAL STATEMENT RELATING TO CITY
GENERAL OBLIGATION BONOS

1980 Assessed Valuation (100%) of Actual) $6,674,716,026
Le,-r Exemptions 363,057,956

1980 Net Assessed Valuation $6.311,658,070

G:neral Obligation Bond Debt (At June 30,1981) 118,370.000
Less: Self-Supporting Debt $17,128.011

Applicable Interest & Sinking Fund 9.956,016

Nst General Obligation Debt (At June 30,1981) $ 91,285,973

Source: City Controller

PRINCIPAL TAXPAYERS

The ten largest City of San Antonio taxpayers as of January 1,1981 as listed on the City's tax rolls are shown below:

Assessed
Value'

1. Southwestern Bell Telephone Company $227,548,087
2. United Services Automobile Association 89,388,510
3. Frost National Bank 32,920,628
4. Sears Roebuck & Company 27,884,058
5. H.E. Butt and Company 25,960,445
6. National Bank of Commerce 25,395.400
7. H.B.Zachry 23,095,245
8. I.B.M. 16.012,380

9. Joske's of Texas 15.362,220
10. Alamo National Bank 14,847,041

' Assessed Valuation at 100% of Market Value.
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CITY REVENUE BONO INDEBTEDNESS

Information conceming the City of San Antonio revenue bond indebtedness payable from electric and gas, water, sewer, and
airport systems operations is shown below.

As of June 30,1981

Revenue Bonds Fund
Outstandina Balances'

Electric and Gas Systems Revenue Bonds $1,061.505,0002 $ 94.381,000

Water Revenue Bonds 66,615,000 6,904,761

Sewer Revenue Bonds 37,305,000 5,140.656

Airport Revenue Bonds' 55,000,000 3,402.108

' includes all required I&S and reserve fund balances of each system.
_

8 Complete financialinformation on the City's Electric and Gas System is given in the main body of the Official Statement.
Includes these $60,000,000 Electric and Gas Systems Revenues improvement Bonds, New Series 1981-A.
mcludes $30,000,000 Airport System Revenue Bonds which were sold on June 25,1981.a

Summary statements of operations of the City's Water, Sewer and Airport Systems for the past two years, showing historical
coverage of actual revenue bond debt service requirements are as follows:

City of San Antonio Waterwork: System

Fiscal Years Ended 12-31:
1980 1979

Gross Revenues $25,426,090 $21,146,361
Current Expenses 15.418,572 12,521,059

Net Revenues $10,007,518 _$ 8,625,302

Maximum Principal and Interest Requirements .. ... . .. .. . . $7.184,835 in 1982'

COVERAGE 1.39x 1.20x

' includes $15,000,000 Water Revenue Bonds which were sold on June 11,1981.

City of San Antonio Sewer System

Fiscal Years Ended 7-31:
1980 1979

Gross Revenues $16,654,270 $15,120,218
Current Expenses 6,CD7,550 5,884,751

Net Revenues $10,046,720 $ 9,235,467

Maximum Annual Principal and Interest Requirements . . . .. $3,919,425 in 1988

COVERAGE 2.56x 2.36x

City of San Antonio Airport System

Fiscal Years Ended 7-31:
1980 1979

Gross Revenues $ 8.107,885 $ 7,051,872
Cu rent Expenses 3,831,910 3.112,267

Net Revenues $ 4,275,975 $ 3,939,605

$2.589,000 in 2006'Maximum Principal and Interest Requirements . . .. .

COVERAGE 1.65x 1.52x

Does not include principal and interest requirements on $30,000,000 Airport System Revenue Bonds'

which were sold on June 25,1981.

A-7
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COMPAllATIVE ANNUAL STATISTICAL DATA

Growth indices

Year . Telephone Electric Gas Water
Ending Connections Customers Customers Customers'-
1%9 401,573 232,952 199,749 146,089
1970 429.954 239,519 204,327 148,452
1971 458,785 248,739 210,632 151,200
1972 491.100 260,632 219.127 154,513
1973 515,313 267,443 224,084 159,012
1974 538,800 269.500 227,923 161.100

'1975 556 203 272,586 230,042 162.627
1976 689.663 279,587 234,337 164,454
1977 622,732 290,904 240,566 167,633
1978 662.892 307,705 249,391 172,185
1979 698,601 321,130 255,042 178,707
1980 721,136 338,727 263,012 183,084

City Water Board only.'

Business Indices

Calendar Bank Building Postal'
Year Clearinas Permits Receipts

1969 $10,884,022.753 $ 85,904,537 N/A
1970 10,014,836,330 103.210.207 N/A
1971 11,547,764,451 131,182,026 17,695,000
1972 13.312.759,105 223.749,000 18,681,000

'
1973 16,304,437,765 226,710,152 22,702.000
1974 17,475.520,274 183,520,814 23,914,000
1975 18,249,836,385 158,795,443 26,407,000
1976 20.323,429,838 163,864,525 29.818,000
1977 22,537,211,921 213,651,530 38,062,000
1978 25,745.461,776 238,435,225 43,000,000

f= 1979 .29,443,679,652 359.679,537 50,187,000
1980 33.863,636,207 443,970,044 54,906.088

On fiscal year basis.'

Municipal Sales Tax Collections

The following statistics show a comparative record of municipal sales tax collections for the ten largest Texas cities based

j upon the 1980 Census.

Sales Taxes - Net
1976 1977 1978 1979 1980

Arlington $ 3,982,501 $ 4,898,972 $ 5,957,294 $ 6.919,493 $ 8,173,206
Amarillo 5,019,925 6,072.153 6,474,596 6,692,895 7,544,298

Lubbock 5,614,266 7,201,597 7,894,896 7,940,443 9,169,520
I

. Corpus Christi 6.347,307 7,781,217 9,000,730 9,650,148 11,663,873

Austin 9.184,380 13,009.879 14,916,835 15.372,680 18,218,584

El Paso 9,034,726- 10,345,787 11,738,879 11,796,540 13,682,760

Fort Worth 12.351,647 15,875,359 18,841,540 18,501.565 21,615,400
,

SAN ANTONIO 18,966,511 22,877,320 25,503,388 25,893,182 31,180.618

Dallas 35,364,489 46,498,780 52,152,250 55,333,157 65,141,511

Houston 62,599,850 76,423,020 92,457,067 97.297,343 116,168,029i

1

t
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APPENDIX B

CITY PUBLIC SERVICE
'

FINANCIAL STATEMENTS FOR THE YEARS
ENDED JANUARY 31,1981 and 1980

|
AND AUDITORS' REPORT

Deloitte
Haskins+ Sells

5

711 Navarro. Suite 337
San Antonio, Texas 782D5 ;

(512) 224-1041 |
Cable DEHANDS |,

Board of Trustees
City Public Service
San Antonio, Texas:

We have examined the balance sheet of City Public Service as
of January 31, 1981 and the related statements of carnings and
applications of earnings, changes in equity, and changes in
financial position for the year then ended. Our examination
was made in accordance with generally accepted auditing stan-
dards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered
necessary in the circumstances. The financial statements of
City Public Service for the year ended January 31, 1980 were
examined by other auditors whose report, dated February 29,
1980, expressed an unqualified opinion on those statements.

In our opinion, the financial statements for 1981 present
fairly the financial position of City Public Service at
January 31, 1981 and the results of its operations and the
changes in its financial position for the year then ended, in
conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding year.

02bb N $$5

March 19, 1981
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/ e
e'A!aNCE SMEETS, JANUARY 31, 1981 AND 1980

,

I ASSETS ~ NOTES 1931 1983~- L I A S!I.1 TIES ~ NOTE 3 1981 1983
(in thousands) (in thcusands)i

U!I:.ITY PLANT - At cost: 1
.

LONC-TUM DEBT r Gvenue Improvement Bondst 3&4 ,,

| Electric $ 871,919 $ SG ,877 Old Series
'

S 156,390 $ 163,cyJ

[ Cas 138,475 119,759 New Series 751,100 603 M ,

General 17,496 ,R,979 Total long-term debt 907,493 767,305
,

Construction work in progress 7 599,026 _455,,o18- EQUITY-(
_,1,626,916 1,,.49,573Total

| Appropriated retained earningsi 3
-l**" ** * "I*'''

l Band Reserve - Old Series Bonds 17,405 17,186
epv4 st un 263.15,. 2 ? 5,,6,M, '

Bond Reserve - New Saries Bonds 33.583 22,377
- net , 1.361,76s $,212.959n:.li Q pl..it g , pg g 7$9 gy 97

'RES!RIJ:ED CAS!f (Princip.11y temperary Total 113,147 82,054

obligations) - at cost which approxi- Total equity '
472.799 461,347cash investmanes and U. S. Governmen: Reinvested earnin5s
585,946 543,401

mates r.adet): 3 CURRENT LIABILITIES:,

Bond C2nstruction Fund 5,883 Current maturities of longsterm debi 4 19,015 16,340
E:nd Roserve - Old Series Bc,nds 17.405 17,186 . Accounts payable and accrued liabilicies 44,412 48,861=

,an. Re serve - New Series Bonds 3 3, $5, 22,377
1.ovacJ settleunt beaefits payable to custor.ers 6 745 7,910.

I:prave:cnts and Cantingen:ies Fun 3 62,159 42,491 s

Co s t :,.:.e r s o r .ri c e deposits 3.208 - 2,6C6
To:21 restricted cash _ 119,03_5 82.054

Total current liabilities 67,340 75,937

EQUIN IN LOVACA SETTLDIENT TRUST 6 29,540 30.540 DEFEhaEDsCREDITSg # J
P0 CU3SENT ASSETS Lovaca settleme 4 benefits - 6 29,540 30,540

Cash, including tecjorary cash
,

Other 463 39D; inzasteun:$ - at cost , y ,5c)~ . 35,105.
Customer adeances ror construction ,,483 3,412 f ,3

| Accor.ts receivable, less
,

- Total. deferred credit. 34,686 25R?

all ./ e or doubtful accounts CENTRIbUTIONSINAIDdFCONSTRUCTION 26.c62 .'24',262 , '_32,3M 31,504
'7

Inventaries - at COMMITMENTS AND CONTINCENCIES 7&8 s

u . average cost . s
i N. N :erials and supplies

~ 18,765 16,374 \
Fuel stock 43,059 31,639--

Prepay ents
,

972 1,725 '.
,

- Ta:s1 curren:' assets
',

106.720 116,347
/

OEFERRID LESITSi
- Unamortized debt expense 1,342 1,159/

Other 1,592 2.192
To:al deferred debits 2,924 3,351

TOTAI. ~ $1,6?1.98{ 41,445,2_51_ TO7AL $1.621,984 $1,445,251

|

See notes to financial statement'a,

|

. . _ _ _ _ _ _ - _ _ _ _ _ - - - _ _ _
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CITY PUBLIC SERVICE

STATEMENTS OF EARNINGS AND APPLICATION OF EARNINGS
FOR THE YEARS ENDED JANUARY 31, 1981 AND 1980

NOTES 1981 1980
(in thousands)

REVENUE: 1

Electric $333,656 $274,601
Gas 91,275 79,080
Interest 19,099 13,669
Gross revenue 444,030 367,350

EXPENSES: 1
Gas, electricity and fuel 238,760 197,505
Other operating and general 38,786 32,907
Maintenance 18,142 14,663
Depreciation 30,101 29,274
Interest and debt expense 55,892 44,297
Allowance for interest charged to

construction (32,766) (18,784)
Payments to the City of San Antonio: 5

In lieu of taxes 4,997 4,923
Refund of electric and gas services 9,713 8,384
Additional payments 37,860 30,003

Total expenses 401,485 343,172

EARNINGS.BEFORE APPLICATION 42,545 24,178
Add:

Depreciation 30,101 29,274
Interest requirements on New Series

Bonds (payable from Improvements and
Contingencies Fund) 46,161 34,281

AVAILABLE FOR APPLICATION Sil8.,gg{ S 87,733

| APPLICATION:
| To operating funds for working capital S 2,000
1 To pay long-term debt requirements -

Old Series Bonds:
Principal payments S 6,940 6,655
Bond reserve 219 79,

| To reinvested earnings - Net gain on
'

sale of assets 124 97
To Improvements and Contingencies Fund:
Minimum requirement (12-1/2% of

gross revenue) 55,504 45,919
: Balance of available revenue 56,020 32,983
|

APPLICATION S118,807 S 87,733

:

See notes to financial statements.
B-3

L



/

CITY PUBLIC SERVICE

STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED JANUARY 31, 1981 AND 1980

NOTES 1981 1980
(in thousands)

BOND RESERVE - OLD SERIES BONDS:
Balance, beginning of year $ 17,186 $ 17,107

Additions - fr m application of earnings 219 79
Balance, end( f year $ 17,405 _$'17,186

BOND RESERVE - NEW SERIES BONDS:
Balance, beginning.of year $ 22,377 $ 14,095

Additions - from Improvements and
Contingencies Fund:
Interest earned on bond reserve
investments 2,696 1,S19

Reserve requirements 8,510 6,763

Total 11,206 8,282

Balance, end of year S 33,583 $ 22,377

IMPROVEMENTS AND CONTINGENCIES FUND:
Balance, beginning of year S 42,491 $ 22,581~
Additions - from application of earnings:

Minimum requirement (12-1/2% of gross
revenue)- 55,504 45,919

Balance of available revenue 56,020 32,983

Total 111,524 78,902

Deductions:
New Series Bonds:

Interest earned and reserve requirements 11,206 8,282

Payment of bond interest 46,161 34,281-
Payment of bond principal 10,200 7,675

Construction expenditures 24,289 8,754

Total 91,856 58,992

Balance, end of year S 62,159 S 42,491

REINVESTED EARNINGS:
Balance, beginning of year $461,347 $465,440

Additions: J

From Improvements and Contingencies Fund -
For construction 24,289 8,754

From-applications of earnings:
To operating funds for working capital 2,000

Old Series Bonds principal payments 6,940 6,655

From Improvements and Contingencies Fund -
New Series Bonds-principal payments 10,200 7,675

Net gain on' sale of assets 124 97-
Total' 41,553 25,181

Deductions - Depreciation 30,101 -29,274

Balance, end of year $472,799 $461,347

i

See notes to financial statements.
B4
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CITY PUBLIC SERVICE

STATEMENTS OF CHANGES IN FINANCIAL POSITION
FOR THE YEARS ENDED JANUARY 31, 1981 AND 1980

NOTES 1981 1980
(in thousands)

SOURCES OF FUNDS:
Earnings before application $ 42,545 S 24,178
Add amount not affecting working capital-

depreciation 30,101 29,274
Working capital provided from operations 72,646 53,452

Contributions in aid and advances for
construction 4,401 4,193

Sale of revenue improvement bonds 160,000 175,000

Lovaca settlement benefits 6 1,017 38,450

Other 1,677 1.231
Total 239,741 272,326

APPLICATIONS OF FUNDS:
Acquisition of utility plant 182,998 188,044

Retirement of bonds 17,140 14,330

Increase in current maturities of
long-term debt 2,675 3,110

Increase in restricted cash 36,981 28,271
Equity in LoVaca settlement trust 30,540

LoVaca settlement benefits 1.017 7.910
Total 240,811 272,205

INCREASE (DECREASE) IN WORKING CAPITAL $ (1,070) _S 121

CHANGES IN WORKING CAPITAL COMPONENTS: -

Increase (decrease) in current assets:
Cash $(23,508) $ 15,808
Accounts receivable 823 4,727
Inventories 13,811 (12,810)
Prepayments (753) 1,068

Decrease (increase) in current liabilities:
Current maturities of long-term debt (2,675) (3,110)

Accounts payable and accru2d liabilities 4,469 2,451

Lovaca settlement benefits payable to
customers 7,165 (7,910)

Customer service deposi.ts (402) (103)

INCREASE (DECREASE) IN WORKING CAPITAL S (1.070) $ 121

WORKING CAPITAL, BEGINNING OF YEAR $ 40,410 $ 40,289

INCREASE (DECREASE) IN WORKING CAPITAL (1,070) 121

WORKING CAPITAL, END OF YEAR $ 39,340 $ 40,410

See notes to financial statements.
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CITY PUBLIC SERVICE

NOTES TO FINANCIAL STATEMENTS
JANUARY 31, 1981 AND 1980

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting - City Public Service (CPS) uses the accrual
method of accounting based upon the Uniform System of Accounts
for Gas and Electric Utilities issued by the National Association
of Regulatory Utility Commissioners.

Revenues and Expenses - Revenue is recognized as billed on a cycle
basis. Rate schedules include fuel adjustment clauses which
permit recovery of fuel and gas costs in the month incurred.
CPS charges to expense the cost of electric production fuel as
it is consumed and the cost of resale gas at the time of purchase.

Utility Plant is stated at the cost of construction, including
costs of contracted services, direct material and labor, indirect
costs, including general engineering, labor and material over-
head, and an allowance for interest used during construction
(AIUDC). CPS computes AIUDC using rates representing the cost
of borrowed funds on projects estimated to cost in excess of
one million dollars and expected to require more than one year
to complete. Retirements of utility plant, together with re-
moval cost less salvage, are charged to accumulated depreciation.
The maintenance of property, and replacement and renewals of
items determined to be less than a unit of property, are charged
to maintenance expense

CPS computes depreciation principally using the straight-line
method over the estimated useful service lives of the assets as
determined by periodic engineering studies. Depreciation as
a percentage of average depreciable plant was 3.06% in 1981 and
3.07% in 1980.

Contributions in aid of construction are amortized over a period
equal to the lives of the related assets.

2. PENSION PLAN

CPS has a contributory pension plan covering subatantially all
employees. Under the Plan insurance is purchased for each
participating employee in an amount calculated to yield cash
value at retirement sufficient to provide an annuity equal to
prescribed benefits. To the extent benefits represent amounts
attributable to wage increases received after an employee has
reached age 55, CPS assumes all of the incremental cost. The
incremental costs for wage increases after age 60-1/2 are paid
directly to retirees by CPS.'

B-6
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In accordance with provisions of the Plan, funded pension
costs were $3,588,000 in 1981 and $2,828,000 in 1980, which
includes $532,000 in 1981 and $470,000 in 1980 paid directly
to retired employees. To more systematically allocate total
pension costs over the employees' years of active service, CPS
accrued an additional $2,100,000 in 1981 to provide for pay-
ments that will be required in future years.

An actuarial study is currently being conducted to determine
requirements necessary to bring CPS's plan into general agree-
ment with the Employees' Retirement Income Security Act and to
insure that it continues to be a qualified plan under the
Internal Revenue Code.

In addition to pension benefits, CPS purchased certain life insur-
ance and health benefits for retired employees. The costs of
these benefits are recognized as paid and totaled $248,000 in
1981 and $206,000 in 1980.

3. REVENUE BOND INDENTURE REQUIREMENTS

The Trust Indenture executed by the City of San Antonio in con-
junction with the issuance of the revenue bonds dated February 1,
1951, through August 1, 1974, "Old Series Bonds," contains,
among others, the following provisions:

1) All of the assets of the gas and electric systems, together
with the net revenues of the systems, as defined, are
pledged with the Harris Trust and Savings Bank of Chicago,
Illinois, as Corporate Trustee, to secure the payment of the
"Old Series Bonds."

2) Gross revenues of the gas and electric systems shall be
applied to: (a) expenses of operating and maintaining
the systems; (b) debt service and reserve requirements on
the "Old Series Bonds"; (c) payment of an "in lieu of tax"
amount to the City of San Antonio; (d) an amount equal to
12-1/2% of gross revenues to the Improvements and
Contingencies Fund; (e) additional benefits and payments to
the City of San Antonio to bring total City benefits and- pay-
ments to 14% of gross revenue; (f) additional payments to
the Improvements and Contingencies Fund until such fund
equals 20% of the value of fixed capital assets; and
(g) balance to a surplus fund.

B-7
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3) The following funds are established: (a) General Fund;
(b) Improvements and Contingencies Fund; (c) Bond Construc-
tion Fund (containing the proceeds of revenue bonds);
(d) Principal and Interest current requirements (containing
the monthly payments of annual debt requirements); and
(e) Bond Reserve Fund (containing an amount equal to the
fiscal year's principal and interest requirements). These
funds may be invested with authorized depository banks
or in U.S. Government securities.

Beginning with the year ended January 31, 1976, New Series Electric
and Gas Systems Revenue Improvement Bonds ("New Series Bonds")
were issued. These bonds are junior and subordinate to the "Old
Series Bonds." The bond ordinances authorizing these issues
provide that no further bonds or obligations will be authorized
or issued under the terms of the Trust Indenture for "Old Series
Bonds" and, at such time as the Trust Indenture becomes
inoperative, the Trust Estate will revert to the City. While
any of the "Old Series Bonds" are outstanding, the "New Series
Bonds" are payable solely from the net revenues of the systems
(1) deposited and available for deposit in the Improvements and
Contingencies Fund and (2) payable to'the City of San
Antonio. At such time as the Trust Indenture covering the "Old
Series Bonds" becomes inoperative, revenues will be applied as
follows: (a) for maintenance and operating expenses of the
systems; (b) for payments of the "New Series Bonds; (c) for
the payment of any bonds inferior in lien to the "New Series
Bonds" which may be issued; (d) for an amount equal to 6%
of the gross revenues of the systems to be deposited in a
Repair and Replacement Fund; (c) for cash payments and benefits
to the City of San Antonio not to exceed 14% of the gross
revenues of the. systems; and (f) any remaining revenues to the
Repair and Replacement Fund. The funds created by the "New
Series Bonds" ordinance are similar to those set forth under
the "Old Series Bonds" Trust Indenture.

B-8
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4. LONG-TERM DEBT

A summary of long-term debt is as follows:

Weighted-Average Unpaid |

Final Interest Rate On .. Principal...

Maturity Outstanding Bonds 1981 1980
(in thousands)

Old Series,
1962-1974 1984-1997 6.053% S163,630 $170,570

New Series,
1975-1980 1998-2005 6.666% 762,875 613,075

Total 6.592% 926,505 783,645

Less current maturities 19,015 16,340

Amounts due after one year $907,490 $767,305

At January 31, 1981, "New Series Bonds" totaling $75,000,000 had
been authorized by the Board of Trustees of CPS but had not been
sold. These bonds were sold on March 5, 1981 at an effective
interest rate of 9.956%.

5. PAYMENTS TO THE CITY

The Trust Indenture provides for benefits and services totaling
14% of CPS's gross revenues, as defined to be paid or provided
to the City of San Antonio. Currently the total benefits and
services to the City of San Antonio are less than 14% of gross
revenue as a result of the voluntary action of the City in
reducing such benefits due to increased gas costs. The reduc-
tion of City benefits has been passed on to gas consumers and,
accordingly, there is no effect on financial operations.

B-9
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6. LOVACA SETTLEMENT

On December 31, 1979, CPS settled claims against its natural
gas supplier, LoVaca Gathering Company and its parent, Coastal
Corporation. The settlement resulted in CPS owning about
17% of a trust established for the benefit of CPS and other
settling parties consisting primarily of equity securities
that are to be sold over a seven-year period and a note in the
principal amount of $8,000,000. Based on the then current
market values 'f the equity securities in the Trust, a 17%
share of the Trust on or about December 31, 1979 had an
approximate value of $30,540,000. The market value of CPS's
share of the Trust as of January 31, 1981 was about $40,.100,000.

All monies received from the Trust are to be distributed to
CPS's electric and gas customers. During the fiscal year
ended January 31, 1981, CPS received $1,017,000 as a result of
the settlement. In 1981, distributions to electric and gas
customers totaled $7,916,000 and $266,000, respectively, which
included a $7,910,000 cancelation in 1980 of disputed excess
fuel costs.

The settlement provided CPS with an option to obtain certain
lignite properties. It also required Coastal Corporation to
undertake a 15-year gas search program and to provide gas |obtained from the program at discounted rates to a natural gas
supplier, the benefit of which must be passed through to CPS

| and other settling parties. The value of these parts of the
I sectlement has not been recorded in CPS's financial statements

because of the inherent uncertainty thereof. Since CPS has
determined that it will pass through the benefits of this settle-
ment to its ratepayers, the settlement will have no substantial
effect on the results of operations of CPS.

7. PURCHASE AND CONSTRUCTION' COMMITMENTS

CPS has commitments under an agreement with Houston Lighting &,

| Power Company, Central Power and Light Company, and the City of
Austin for joint construction of a nuclear power plant. CPS's
share of the remaining cost of the plant is estimated to be
approximately $348,000,000 for construction over the next four-
to-six years, exclusive of initial fuel requirements and interest
during construction. Additional factors that may cause
construction costs to vary from the estimated amount include
continuing inflation, changes in equipment delivery and con-
struction schedules, and legislative changes. In addition to
the above, other purchase and construction commitments amounted
to approximately $12,650,000 at January 31, 1981. As of
January 31, 1981, CPS has no material lease commitments.

B-10
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8. CONTINGENCIES

Coal Freight Rate Dispute - Since the mid 1970s, CPS and the
railroads which transport coal from Wyoming to San Antonio have-
been engaged in continuous litigation regarding the proper
rate or tariff, which has been, and is the subject of various
Interstate Commerce Commission and court decisions. If the
railroads prevail in the most recently initiated action, CPS
may have to pay certain additional freight charges. CPS's
counsel in this matter is of the opinion that CPS has paid
and is paying the proper current lawful charges. CPS has
made no provision in the financial statements for any additional
costs that might result from an adverse outcome.

Other - CPS is involved in various legal proceedings related
to alleged personal and property damages, condemnation appeals,
and discrimination cases. In the opinion of management of CPS,
such proceedings will not have a material effect on the
financial position or results of operations of CPS.

9. SEGMENT INFORMATION

Segment information is as follows:

1981 1980
(in thousands) (in thousands)

Electric Cas Total Electric Cas Total

REVENUE S 333.656 $ 01,275 S 424,031 S 274,601 3 79,080 353,681

EXPENSES:
Operating and

c:aintenance expenses 207,437 8S,281 295,688 169,500 75,575 245,075
Depreciation 26,962 3,139 30,101 26,329 2,946 29.274
Total 234,369 91,420 325,789 195,628 78,521 274,3s9

EAFJIINCS (LOSS) EEFORI
INTEREST AND DIST
EXPENSE, ALLC'. LANCE
FC|t INTEREST CIL'JCED
TO CONST2UCT!CN, AND
PAU2NTS TO TEE CITY
CF SUI A';TCNIO $ 99.237 $ (145) $ 99,142 $ 78,773 $ 559 $ 70.332

CAFl!AL EXTENDITURES S 173.261 S 9,73] $ 182.999 $ 180,369 $ 7.675 $ 188,044

UTILITY ASSETS S 880,290 $142,663 $1,022,958 $ 857,206 $132,087 $ 989,293
CONSTRUCTION ',;CRK L4

PROCRESS $96,3?2 2,704 594.026 453,609 2,349 455.959
TOTAL ASSETS S1,476.612 $145.372 $1.621.994 $1.310.815 $114.436 $1.445.251
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APPENDIX C

CPSB INTERIM FINANCIAL STATEMENTS

CITY PUBLIC SERVICE BOARD OF SAN ANTONIO
Statement of Revenue and Application of Revenue

[Unaudited]
| Thousands of Dollars |

Period Ending 6-30-81

Five Twelve
Months Months

THE REVENUE FROM OPERATIONS WAS:

Electric sates $ 126,986 $343.433

Gas sales 42,745 96,787

Interest and other 9.006 20,513

TOTAL REVENUE $ 178,737 J460,733

THE REVENUE WAS APPLIED AS FOLLOWS:

FOR OPERATING AND MAINTAINING
THE SYSTEM:
Fuel and gas purchased $ 97,766 $246,051

Other operating and general expenses 17,867 40,918

Maintenance 7.50Q 18,378

123,13. 305,347

FOR OPERATIONS: -0- -0-

FOR DEBT REQUIREMENTS:
Interest and debt expense 27.165 61.450

Retirement of bonds 8.338 18,429

Additions to Bond Reserve Fund 5.393 12,675

Allowance for funds used
during construction (13.731) (33,074)

27.165 59,480

FOR PAYMENTS AND SERVICES TO THE

CITY OF SAN ANTONIO 14.708 48,471

FOR ADDITIONS TO UTILITY PLANT:
Total expenditures 72,072 185,061

Additions to improvements and
-0- 9.488Contingencies Fund

72.072 194,549

Less Funds from other sources
(including Bond Construction Fund,
Customer contnbutions, etc.) 58,341 147.114

Total revenues for additions to plant 13,731 47,435

TOTAL REVENUE APPLIED $ 178.737 $460.733

() Represents decrease
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CITY PUBLIC SERVICE BOARD OF SAN ANTONIO
Comparative Balance Sheets at June 5

(Unaudindl
[ Thousands of Dollars)

Assels

1981 1980

Utility Plant $1.697,251 $1,517.836
Less Allowance for depreciation 274.537 248,089

1,422,714 1,269,747

Restricted Cash and Securities:
Bond Reserve Fund 56,380 43,706
Bond Fund Current Requirements 38.001 30.853
Construction funds 86.447 59.466

180.828 134.025
Equity In LoVaca Settlement Trust 27,828 29,540

Current Assets:
Cash, including temporary investments 2.904 10,689
Accounts receivable 34.437 30.393
Materials and supplies 17.131 17,343
Fuel oil 6,456 6,614
Coal 37,835 28,758
Prepayments and other 7,064 2.780

105.827 96,577

Unamortized Debt Expense 1.440 1.251

$1,73.8 637 _$1J31,140m

Liabilities

Long-term Debt
Old Series $ 163,630 $ 170.570
New Series 837,875 688.075

1.001,505 858,645
Less current matunties 20,400 17,140

981,105 841,505

Farnings Reinvested in Plant 627.317 573,909

Current Liabilities:
Current maturities of long-term debt 20,400 17,140
Accounts payable 39.911 28,836
LoVaca settlement payable to customers 3,411 6,332
Customers' service deposits 3,355 2,954

67,077 55,262

Deferred LoVaca Settlement Benefits 27,828 29,540

Deferred Credits and Reserves 7,341 5,276

Contributions in Aid of Construction 27,% 9 25.648

$1.738R $1,531,140
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APPENDIX D

TEXT OF CERTAIN INDENTURE PROVISIONS

The provisions of the Old Series Bond Trust Indenture, except as pertain to the issuance of panty bonds, will continue to
remain in full force and effect, and will also govern insofar as the New Senes Bonds are concerned as long as any of the Old
Senes Bonds remain outstanding

The Trust Indenture as amended includes among other Articles and Sections thereof the following'

ARTICI,E II

SPECI AL CDVENANTS

SECTION 1. The City is duly authorized under the laws of the State of Texas to create and issue
the bonds and to execute and deliver this Indenture and to mortgage and pledge the property con-
veyed and mortgaged hereunder and to pledge the revenues pledged hereunder, and all necessary
action on the part of the City and its Board of Commissioners for the creation and issue of the
bond,s and the execution and delivery of this Indenture has been duty and effectively taken, and
the bonds in tLe hands of the Solders thereof are and will be valid and enforceable obligations

of the City in accordance with their tems.

. . .

SEGION 5. The City will not, except as specifically permitted by the provisions of this Indenture,
create or voluntarily permit to be created any debt, lien or charge which would be on a parity with
or prior to the lien of this Indenture on the trust estate or any part thereof or on the income
to be derived from the trust estate and from the operation of the City's complete electric light
and po"r system and gas distribution system or any part thereof; and will not do or omit to do
or sufim to be done or omitted to be done any matter or thing whatsoever whereby the lien of this
Indenture or the priority of such lien or the bonds at any time hereby secured might or could be
lost or impaired; and that it will pay or cause to be paid or will make adequate provision for
satisfaction and discharge of all lawful claims and demands for labor, terials, supplies or

other objects which if unpaid might by law be given precedence to or a. equality with this Inden-

ture as a lien or charge upon the trust estate or any part thereof or the income and profits
thereof; provided that nothing in this section shall require the City to pay, discharge or make
provision for any such lien, charge, claim or demand so long as the validity thereof shall be by
it in good faith contested, unless thereby, in the opinion of the Corporate Trustee, the trust
estate or some material part thereof will be lost, forfeited or materially endangered.

The provisions of this section are subject to the exception that the Board of Tmstees may borrow
from time to time on a purely temporary basis, such sums as would ordinarily be borrowed by pri-
vate companies engaged in similar business in connection with current operations, and expected to
be paid and retired from current revenues received during the fiscal year in which such sums are
borrowed.

. . .

SEGION 8. The City, acting through the Board of Trustees, will maintain, preserve and keep the
trust estate in a state of good repair, working order and condition and will not dispose of the
trust estate in whole or in part except in the manner and upon the terms provided in Article VII
hereof.

SECTION 9. The City, acting through the Board of Trustees, will duly and punctually keep, observe
and perform each and every term, covenant and condition on its part to be kept, observed and per-
formed , contained in this Indenture, and will punctually perform all duties with reference to the
trust estate required by the Constitution and laws of the State of Texas, including particularly
the making and collecting of such reasonable and sufficient rates and charges for electricity,
gas and services supplied by its electric light and power plants and system and gas distribution
system, to the City and to all other consur.ers, adjusting such rates and charges frca time to
time in such manner as will render the same reasonable but at the same time fully sufficient to
meet all the requirements of this Indenture, it being expressly hereby covenanted and agreed that
such *ates and charges will be so fixed that the revenues derived therefrom will be sufficient at
all .ines to pay for all operating, maintenance, depreciation and replacement costs and interest
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charges and princ*jal maturities, and to maintain the Bond Reserve Account and the various funds
as provided in this Indenture, and to fully carry out all of the agreements contained in this In-
denture and any supplemental Indenture hereto.

SECTION 10. To the extent the City may legally so covenant, the City agrees that it will not grant
a franchise for the operation of any cogeting electric system or gas system in the City of San

~ Antento until all bonds issued hereunder shall have been retired. 3

ARTICLE III
ACCOUNTS AND RECORDS

SECTION 1. The City, acting through the Board of Trustees, shall keep tull and proper books of
record and account, in which full, true and paper entries will be made of all dealings, business
and affairs of the City which in any way affect or pertain to the operation of the trust estate
and the City's electric light and power plants and system and gas distribution system, and will
furnish to the Corporate Trustee and to such bondholders as may request such statement, at least
once every six sunths and at such other times as the Trustee may reasonably request, statements
in reasonable detail showing the earnings and expenses of the City's electric light and power
plants and system and gas distribution system, including the trust estate and the application of
funds in the General Account hereinafter established, for the preceding six months' period. Said
Board will also furnish to the Trustee from time to time such other data as to the plants, prop-
erties and equipment comprising a part of the trust estate as the Corporate Trustee shall reason-
able request.

SECTION 2. As soon after the close of each fiscal year as may reasonably be done, said Board of
Trustees will furnish to the Corporate Trustee and to all bondholders who may so request full
audits and reports covering the operations of the Systems for the preceding fiscal year, and
showing the earnings and expenses of the properties and the disposition made of all revenues for
said fiscal year, the amounts available for the purposes set forth in Article V hereof, and, in such
detail as the Corporate Trustee may request, the assets, liabilities and financial condition of the
Systems at the close of such operating year. The Board of Trustees at the same time shall furnish
to said Trustee an estimate of eamings and expenses for the ensuing year in sufficient detail to
indicate the probable total net income from operations and amounts available for the several funds
and accounts established herein. If any such audit discloses any discrepancies or misapplication of
funds, the Board of Trustees shall be charged with the duty of rectifying such misapplications as far
as possible and of remedying any deficiencies in payments hereunder from the first funds available
for such purpose.

SECTION 3. De Board of Trustees will, out of revenues of the trust estate, upon written request
of the governing body of the City or either of the Indenture Trustees, permit the governing body
of the City and the Indenture Trustees, or either of them, at all reasonable times, by their
agents, engineers, accountants and attorneys, to examine and inspect the plants, property, books
of account, records, reports and other data relating to the trust estate and to take copies and
extracts therefrom, and will afford a reasonable opportunity to make any such examination and
inspection and will furnish the Indenture Trustees and the governing body of the City any and all
such other information as they may reasonably request. The Indenture Trustees shall be under no
duty to make any such examination unless requested so to do by the holders of twenty-five per cent
in principal amount of the bond.s at the time outstanding and unless such holders shall have offered
the said Trustees security and indemnity satisfactory to it sgainst any costs, expenses and lla-
bilities which might be incurred thereby,

SECTION 4. The Board of Trustees shall, so far as practicable and to the extent consistent with
the provisions of this Trust Indenture, keep its books and records in the manner prescribed in
the Uniform System of Accounts for Electric Utilities adopted by the National Association of
Railroad and Utilities commissioners on November 10, 1936, and in the Uniform System of Accounts

; for Gas Utilities adopted by said Association on November 10, 1936.
'

ARTICLE IV
; INSURANCE

SECTION 1. He City covenants and agrees that at all times it will insure and keep insured through
the Board of Trustees all properties subject to the lien hereof which are of a character usually
insured by private corporations and cities cperating like properties, such insurance to be written
in good and responsible insurance companies, against risks customarily insured against by private
corporations and cities engaged in similar business activities, and in the same manner and to the
same extent, all loss therefrom (except any single loss which does not exceed $25,000) being pay-
able to the Corporate Trustee by the customary mortgagee or trustee clauses to be attached to or
inserted in the policies. The Board of Trustees shall furnish to the Corporate Trustee a list of
such policies, showing the character of the insurar.ce, the property and risk covered, the name of
the insurance company, and other pertinent details, and shall keep said Trustee fully informed of'
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any change in or addition to such list. Upon the written regt.est of said Trustee such policies
will be deposited with it. Said Trustee, subject to the provisions of Article IX hereof, shall
be under no obligation or duty to obtain any such schedule and shall have no duty or responsibility
with respect to the sufficiency or effect of any of such policies of insurance, the renewal thereof,
or the responsibility of the insurers, or with respect to any such schedule or the matters shown
therein, except to display any such schedule to any holder of bonds desiring to inspect the same.

In case of loss or damage to any of the insured property, the proceeds of any such insurance on
any one loss amounting to not more than $25,000 shall either be promptly applied by the Board of
Trustees to the repair or replacement of the property destroyed or damaged, or otherwise to the
improvement of the mortgaged property, or if not so applied within two years of the date of receipt
thereof by the Board of Trustses, such proceeds shall be deposited and used for the redemption of
bonds as an addition to redemption funds provided for in Section 6 of Article V hereof. In any
case where the proceeds of any such insurance shall amount to a sum in excess of $25,000 on account
of any one loss, all such moneys shall be promptly deposited with the Corporate Trustee and shall
be paid out from time to time to the Board of Trustees upon written request of the Board, signed
by its Chairman or Vice Chairman and its Secretary, and accompanied by a certified copy of the
resolution of the Board directing such request, and specifying that certain expenditures have been
made or incurred in repairing or replacing the property so impaired or destroyed, and the amount
thereof, and requesting the payment by said Trustee to the Board of Trustees of an amount not in
excess of the amount of such expenditures. If in the judgment of the Board of Tmstees and of a
licensed engineer selected by the Board of Trustees and approved by the Corporate Trustee, the
interests of the City and the bondholders will be best served through the application of all
or part of such insurance proceeds to improvements to the mortgaged property which do not con-
stitute the repair or replacement of the property for the destruction or impairment of which the
insurance proceeds are so paid, the amount of such proceeds, to the extent permitted by law, may
be applied by the Board of Trustees to the making of such improvements, and payment thereof shall
be made to the Board of Trustees by the Corporate Trustee and expended in the manner provided in
the last preceding sentence hereof. The Corporate Trustee may in its discretion require such
additional proof of the matters certified in such resolution as it may consider necessary or
desirable. Any insurance proceeds not so paid out by said Trustee within a period of two years
from the date of the receipt thereof shall be added to the redemption fund provided for in Section
6 of Article V hereof and used for the redemption of bonds as therein provided.

Any adjustment of any loss under any policy of insurance made by the Board of Trustees may be con-
sented to by the Corporate Trustee without investigation as to the fairness thereof.

ARTICLE V
APPLICATION OF REVENUES

SECTION 1. During the time any bonds issued under this Indenture remain outstanding, the properties
constituting the City's electric generating, transmission and distribution system and gas distribu-
tion system (including all of the properties and facilities of every kind constituting the ' Trust
Estate"} shall be operated on the basis of a fiscal year commencing on February 1 of each year and
ending on the following January 31st.

SECTION 2. All revenues of every nature received through the operation of the systems shall be
deposited as received in a general fund or account to be known as the " City of San Antonio Electric
and Gas System General Account," hereinafter referred to as the " General Account". Revenues re-
ceived for the General Account shall be deposited from time to time as received in such bank or
banks as may be selected by the Board of Trustees as the depository or depositories of funds
received and administered by the Board of Trustees, such bank or banks being hereinafter collec-
tively referred to as the " Depository". The bank or banks in which such funds are kept on deposit
shall at all times be a bank or banks located in the City of San Antonio unless there is no bank
in the City of San Antonio qualified and willing to serve as depository, in which case the Depost-
tory may be any bank or banks in the State of Texas selected by the Board of Trustees. The Board
of Trustees shall advise the Corporate Trustee of the names of the bank or banks selected as Deposi-
tory from time to time. If for any reason, in its sole discretion, the Corporate Trustee shall
disapprove the appointment of any bank or banks for such purpose and shall so advise the Board of
Trustees, the Board of Trustees shall promptly appoint some other bank or banks which meet with the
approval of the Corporate Trustee.

SECTION 3. Funds in the General Account shall be used from day to day and month to month to pay
the current expenses of operating, maintaining and repairir.; the systems, including the cost of
insurance, the purchase and carrying of stores, material and supplies, the purchase, manufacture
and production of gas and electricity for distribution and resale, the payment of salaries and the
payment of all other expenses properly incurred in operating and maintaining the systems and keeping
the.n in good repair and operating condition. The system of accounts referred to in Section 4 of
Article ill hereof shall govern in determining whether any particular expenditure represents an
operating and maintenance expense or a capital expenditure for extensions and additions to the
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systems. In the event that at any time hereafter taxes of any nature shall be lawfully imposed
on the systems, or any part thereof, or any income or revenues thereof, by the United States of
America or any governmental body or ' axing subdivision other than the City of San Antonio, and such
taxes are paid under the provisions of Section 7, Article II hereof, all such payments shall be
made from the General Account as an expense of operation under the provisions of this section. All
funds used prior to the date of this Indenture for the carrying of stores, materials and supplies
shall be permanently retained in the General Account for such purpose and additional funds shall be
added thereto out of revenues from time to time to the extent necessary for carrying such stores,
materials and supplies , and there shall be retained in the General Account at the end of each fiscal
year funds in such an amount as may be required to meet unpaid accounts and obligations which have
accrued or are payable during the year, as necessary operating funds to insure the continued opera-
tion of the systems.

SECTION 4. Aftes prov;11ng for the cost of operations, maintenance and repairs and extensions pro-
vided for by Article 1113 Revised Civil Statutes of Texas as amended, and the retention of necessary
operating funds and funds for carrying stores, materials and supplies in accordance with the pro-
visions of Section 3 of this Article V, the next available funds in the General Account shall be
used for and the same are hereby pledged to the payment of the principal and interest on bonds
issued hereunder and the maintaining of a reserve for such purpose, and the Board of Trustees shall
cause to be. paid to the Corporate Trustee in due time in each year such amounts as will be fully
sufficient to promptly pay all principal of and interest on bonds issued hereunder which will become
due on August 1 of such year, and February 1 of the next succeeding fiscal year. The funds in the
" San Antonio Electric and Gas Revenue Bonds Reserve Account" held by the Corporate Trustee under
the Indenture dated August 1,1942 shall become and constitute upon the effective date of the Trust
Indenture the " San Antonio Electric and Gas Systems Bond Reserve Account" hereinafter referred to
as the " Reserve Account") under this Trust Indenture to be used by the Corporate Trustee solely for
the payment of principal and interest on bonds secured hereby falling due at any time when there
would be a default if funds in the Reserve Account were not used for such purpose. During any
period of time when the total amount of funds in said Reserve Account is less than the amount which
would be sufficient to pay all principal and interest on bonds theretofore issued hereunder which
will become due during the .iscal year immediately succeeding the close of the current year, the
Board of Trustees shall pay to the Corporate Trustee an additional amount for addition to said
Reserve Account equal to twenty per cent of the total payments otherwise to be made to the Corporate
Trustee to meet interest and principal accruing and payable during the fiscal year on all bonds then
outstanding and unpaid. Such added payments for said Rese: . Account shall cease when said fund has
reached the said one fiacal year's requirements as above provided.

The payments required to be made to the Corporate Trustee in this section shall be made as nearly
as possible in equal monthly installments in each fiscal year on or before the tenth day of each
month, provided that if the tenth day shall fall on a Sunday or holiday the payment may be made
on the next succeeding secular day. The " Reserve Account" and the monthly payments to meet next
maturing interest coupons and bond maturities shall be kept as separate accounts. The funds neces-
sary to meet maturing interest coupons and bonds shall be forwarded by the Corporate Trustee to the
paying agent just prior to each maturity.

SECf!ON 5. From the next available funds in the General Account after the payments, provisions for
payments and additions to funds and accounts to the full extent required in Sections 3 and 4 of
this Article V have been made, there shall be paid into the General Fund of the City of San Antonio,
for general City use, the sum of $531,000, as a reimbursement for the loss of taxes which the City
would receive were the Systems privately owned, for the fiscal year ending January 31, 1952, and a
like payment shall be made in each fiscal year thereafter as hereinafter provided. Said payment
of $531,000 for the first fiscal year is based upon the value of fixed capital assets of the Systems
located within the city limits of the City of San Antonio as of January 31,1951 being $35,000,000
and the payment to be made in each fiscal year after the first fiscal year shall be in said sum of
$531,000 increased or decreased by the ratio by which the value of fixed capital assets within the
city limits of the City of San Antonio is increased or decreased above or below the said $35,000,000
as at the end of the preceding fiscal year. The term "value of fixed capital assets" as used in
this Section 5 and in Section 6 of this Article V shall mean the original cost of physical plant,

including real estate and equipment, constituting the electric and gas systems (but excluding all
enn funds and accounts) after deducting, at original cost, all actual retirements of property and
all accrued depreciation at rates established in conformity with the accounting provisions contained
in Article III of this Trust Indenture, and all questions of cost, property retirements and deprecia-
tion shall be determined by the accounts and records kept by the Board of Trustees in accordance with
said Article III of this Indenture.

To the extent such remaining funds as provided above are sufficient, such payments in lieu of taxes
shall be made in equal monthly installments. The obligation to pay such annual sums into the General
Fund of the City shall be cumulative and if in any fiscal year the money in the General Account
after meeting all requ4rements of Sections 3 and 4 of this Article V shall be insufficient to pay
in full the sums so due for such year, so much thereof as may be available shall be paid and the
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deficiency shall be paid from the first available funds in the succeeding fiscal year or years after
meeting all prior requirements of Sections 3 and 4 of this Article V.

SECTION 6. That from the next available funds in the General Account after the payments, provisions
for payments and additions to funds in full accordance with the provisions of Section 3, 4, 5
of this Article V shall be made there shall be paid into a fund to be known as the " Electric and
Gas System Improvements and Contingencies Fund" (hereinafter called the " Improvements and Contin-
gencies Fund") an annual sum equal to not less than twelve and one-half (12-1/2%) per cent of the
gross revenues of the systems to be used, as permitted by Article 1113 Revised Civil Statutes of
Texas, as amended, for the purposes: (a) extensions, additions and improvements to the Systems
(b) to meet contingencies of any kind in connection with the operation, maintenance, improvement,
replacement or restoration of property, and (c) the payment of bonds or other obligations for which
other funds are not available. To the extent money in the General Account is sufficient for meet-
ing the provisions of Paragraphs 3 to 5, inclusive, of Article V of the Indenture, the transfers
or payments into raid Fund shall be made in monthly installments. After setting aside and pro-
viding for said minimum amount of twelve and one-half (12-1/2%) per cent of gross revenues of the
systems to be placed in said Fund as above specified, there shall be paid into the General Fund of
City, to the extent available from remaining revenues in the General Account as of the end of each

,

fiscal year: (a) a sum sufficient to reimburse the City for all amounts paid to the Board during i

the year for gas and electric services of the Systems used by the City for municipal purposes
during such fiscal year and to the extent such remaining funds are ofund to be sufficient, such
reimbursements may be made currently in monthly installments; and (b) commencing February 1,1960,
and during the three fiscal years ending January 31, 1961, 1962, and 1963, a sum in cash which,
when added to (1) the payment in ligu of taxes for the year as provided in Section 5 of Article V
of this Indenture, (2) the amount of said reimbursements for electric and gas services during the
year, and (3) the amount expended during the year for additions to the street and traffic lighting
system will amount to $6,508,000 for the year, and commencing with the fiscal year beginning
February 1,1963, and for each fiscal year thereafter, a sum in cash which, when added to the pay-
ments, reimbursements and expenditures for the year mentioned in (1) to (3), inclusive, in the
next preceding sentence hereof, will total an amount equal to 14% of the gross revenues of the
Systems for the current fiscal year. Such fixed total payments for the first three fiscal years
and such additional payments to be made thereafter based on gross revenucs shall be paid in monthly
installments in accordance with estimates made by the Board and shall be adjusted on or before
March 15 after the close of each fiscal year.

All funds remaining tha the General Account of the Board of Trustees after making st.ch payments and
reimbursements, including all allowances for depreciation, shall be placed in the said " Electric
and Gas System improvements and Contingencies Fund" until such fund, after all disbursements and
charges for the purposes above specified have been made, amounts to twenty (20%) per cent of the
value of fixed capital assets as shown by the audited statement of the Systems. If at the close
of any fiscal year any funds falling into said Improvements and Contingencies Fund result in
increasing it above twenty (20%) per cent of the value of fixed capital assets as shown by the
audited statement as of the end of the fiscal year, such excess shall be retained in a fund to be
known as the " Electric and Gas Systems Surplus Fund". The monies in the Surplus Fund shall be
used by the Board of Trustees either (a) as an offset to permit the reduction of either electric
rates or gas rates or both commencing in the next fiscal year and extending for such time as the
funds will permit, or (b) for the redemption of so many of the last maturing bonds then eligible
for redemption prior to maturity, as the available funds are M ficient to retire, such bond
retirements to be made out of such fund only when funds available for such purpose reach the amount
of $1,000,000 or more. In the event monies in the Surplus Fund are used by the Board of Trustees
as an offset to permit the reduction of rates, the Board of Trustees shall in each year transfer
all or so much of the Surplus Fund to the General Account of the Board as it may deem necessary,
based on the advice of rate engineers for the Board, to offset or aid in offsetting the loss of
revenues during the succeeding fiscal year or years due to such rate reductions.

If at the beginning of each fiscal year the total of the funds if the Improvements and Contingencies
Fund and in the Bond Construction Fund available for extensions and improvements to the systems,
plus the amounts estimated by the Board of Trustees to be available from revenues for such purposes
during such fiscal year, is less than the amount budgeted for extensions and improvements during
such fiscal year, it shall be the duty of the Board of Trustees to request the City Council to
' authorize and provide for the sale of additional improvement bonds in the amount necessary with
other funds, to meet the cost of budgeted improvements, and it shall be the duty of the City Couacil
to provide for the issuance and sale of such bonds in order that the budgeted extensions and im-
provements may be made.

SECTION 7. All interest received by the Board of Trustees and the Corporate Trustee upon funds of
the system or upon bonds or other securities in which such fu7ds may be invested in accordance with
the provisions of this Trust Inder.ture, except interest received on the Bond Reserve Account, shall
be paid annually into the General Account and deal with as a part of the reverves of the system.
Interest received on the Bond Reserve Account may, at the discretion of the Board of Trustees, be
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used for payment of bond interest and principal from time to time. All funds in the possession of
the Board of Trustees under the Trust Indenture dated August 1,1942 and not specifically dealt with
and allocated by the provisions of this Trust Indenture shall, upon the effective date of this Trust
Indenture, become funds to be administered by the Board of Trustees hereunder for the same purposes
and uses to which the same have been dedicated under said prior Trust Indenture. All moneys and
funds held in any of the accounts and special funds provided for in this Indenture shall be held as
trust funds and accounts for the benefit of the holders of the bonds issued hereunder and moneys
and funds in all of said accounts and funds shall at all times, to the extent practicable, be ade-
quately secured by or, as to money in the Reserve Account, invested in United States govemment bonds
or other marketable securities eligible as security for the deposit of trust funds under regulations
of the Board of Governors of the Federal Reserve System, or by indemnity bonds of surety companies
qualified as surety for United States govemment deposits. All securities and indemnity bonds taken
or standing as security for such money or funds shall be subject to the approval of the Board of
Trustees. The Board of Trustees shall make a monthly report to the Corporate Trustee specifying
the amounts held in each of the funds on deposit in the Depository and listing the securities and
indemnity bonds standing as security for such deposits, and the Corporate Trustee may, but need not,
require such additions and substitutions to be made in such securities and indemnity bonds as in its
opinion is necessary to protect the interest of the holders of the bonds. Moneys and funds at any
time held in the Improvements and Contingencies Fund may, at the discretion of the Board of Trustees,
be invested in securities which are either direct obligations of the United States of America or
direct obligations of any State or municipality in the United States of America which are eligible
for the investment of trust funds under the laws of either the State of Texas or the State of New
York then in force, or which are direct obligations of Bexar County, Texas, the City of San Antonio,
Texas, or the San Antonio Independent School District.

SECTION 8. At the close of each fiscal year all accounts and funds of the Systems shall be balanced
and adjusted and such transfers, distribution and adjustments made as will cause all revenues and
income for the year to be applied and held in accordance with the provisions of this Article V, and
the Board of Trustees shall at the close of each operating year cause an audit of the Board's
accounts and operations to be made by or under the supervision of independent certified public
accountants selected by the Board of Trustees.

ARTICLE VI
MANAGEMENT

SECTI(N 1. Pursuant to the authority contained in Article 1115, Revised Civil Statutes of Texas,
1925, as amended, the complete management and control of the systems during such time as any bonds
issued hereunder are outstanding and unpaid shall be vested in a Board of Trustees consisting of
five citizens of the United States of America permanently residing in Bexar unnty, Texas, to be
known as the " City Public Service Board, of San Antonio". Said Board is referred to in this Trust
Indenture as the " Board" and the " Board of Trustees". The Mayor of the City of San Antonio shall
ex officio be one of the members of the Board of Trustees, and the remaining members of the Board
of Trustees shall consist of Walter P. Napier, to serve for a term ending January 31, 1953;
Willard E. Simpson, to serve for a term ending January 31, 1955; James H. Calvert, to serve for
a term ending January 31, 1957; and John M. Bennett, Jr. , to serve for a tern ending January 31,
1959; each term of effice to commence with the date of this Trust Indenture. All vacancies in
membership on the Board, whether occasioned by failure or refusal of any person above named to
accept appointment or by expiration of tem of office or otherwise, shall be filled by the majority
vote of the remaining members of the Board of Trustees. No person who is related within the second
degree of consanguinity or affinity to any member of the Board of Trustees or any person who shall
have been a member of the Board of Trustees within a period of five years prior to the election
shall be eligible for election as a member of the Board. The term of office of each member elected
to the Board, after the initial terms of the merbers named above, shall be five years. A person6

who has served as a member of the Board either for an initial term as above specified or a single
five-year term by virtue of election by the Board of Trustees, shall be eligible to be re-elected
for one additional five-year term, and one only. A member who is elected to the Board to serve out

dan unexpired portion of a retired member's term shall not be considered to have served a " term un-
less the unexpired portion of the term so served is three years or more. Permanent removal of
residence from Bexar County by any member of the Board shall vacate his office as a member of the
Board, and any member of the Board, other than the Mayor of the City, who shall be continuously
absent from all meetings held by the Board for a period of four consecutive months shall, unless
he shall have been granted leave of absence by the unanimous vote of the remaining members of the
Board, be coisidered to have vacated his office as a member of the Board. Any member of the Board
other than the Mayor of the City may, by unanimous vote of the remaining members of the Board, be
removed from office, but only for adequate cause.

Except as otherwise specifically provided in this Trust Indenture, the Board of Trustees shall have
absolute and complete authority and power with ref4rence to the control, management and operation
of the systems and the expenditure and application of the revenues of the systems subject to the
provisions contained in this Trust Indenture, all of which shall be binding upon and shall govern
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the Board of Trustees. In connection with the management and operation of the systems and the
expenditure and application of the revenues therefrom, the Board of Tmstees shall be vested with
all of the powers of the City with respect thereto, including all powers necessary or appropriate
for the performance of all of the covenants, undertakings and agreements of the City contained
in this Trust Indenture, and shall have full power and authority to make mies and regulations
governing the furnishing of electric and gas service to customers and for the payment of the same,
and for the discontinuance of such services upon failure of customers to pay therefor, and, to the
extent authorized by law, shall have full authority with reference to making of extensions, improve-
ments and additions to the systems and the acquiring by purchase or condemnation of properties of
every kind in connection therewith.

The Board of Tmstees shall elect one of its members as Otairman and one as Vice Chairman of the
Board and shall appoint a Secretary and a Treasurer, or a Secretary-Treasurer, who may, but need
not be, a member or members of the Board. If a member of the Board of Trustees is not appointed
as Secretary or Treasurer, or Secretary-Treasurer, then an employee or employees of the Board whose
duties in the operation sf the systems require performance of similar duties may be appointed as

,

Secretary or Treasurt ., or Secretary-Treasurer. De Board of Trustees may follow and adopt such
rules for the orderly handling of its affairs as it may see fit and may manage and conduct the
affairs of the systems with the same freedom and in the same manner ordinarily employed by the
Board of Directors of private corporations operating properties of a similar nature.

De Board of Trustees shall appoint and employ all officers and employees which it may deem desir-
able, including a General Manager of the system and an attorney or attorneys. No officer or em-
ployee of the Board of Trustees may be employed who shall be related within the second degree of
consanguinity or affinity to any member of the Board of Trustees.

ne Board of Trustees shall obtain and keep centinually in force an employees' fidelity and indem- |
nity bond of the so-called " blanket" type, written by a solvent and recognized indemnity company I

and covering losses to the amount of not less than One Hundred housand Dollars ($100,000).

ne members of the Board of Trustees, other than the Mayor of the City, shall receive annual com-
pensation in the amount of Two Thousand ($2,000.00) Dollars, except that the Chairman of the Board
shall receive annual compensation in the amount of Two Thousand Five Hundred ($2,500.00) Dollars.

The members of the Board of Trustees shall not be personally liable, either individually or col-
1ectively, for any act or omission not willfully fraudulent or in bad faith.

ARTICLE VII
POSSESSICN AND RELEASE OF PROPERTY

SECTION 1. While not in default in the payment of principal of or interest on any of the bonds
s ecured hereby, or in respect of any of the covenants, agreements or conditions in this Indenture
contained, the City, through the Board of Trustees, shall be permitted and suffered to possess, use
and enjoy the trust estate and all property and appurtenances, franchises and rights conveyed by
t!'is Indenture (except money or property, if any, , expressly required to be deposited with the Cor-
pcrate Trustee) and to receive and use the revenues, rents, issues, income, produce md profits
thereof with power in the ordinary course of business freely and without let or hindrance on the
part of the Indenture Trustees or of the holders of the bonds, to use and consume supplies; to
alter, repair, dismantle and change the position of any of its buildings and structures, plants,
mains, pipe lines, poles, wires, conduits or other property whatsoever (provided that no such change
shall impair the lien of this Indenture ,upon any such building, stmeture, plant, main, pipe line,
pole, wire, conduit, or other property); to replace and renew any of its equipment, machinery or

| other property; and to acquire any and all rights, easements and contracts in connection therewith
| and release any rights, easements and contracts which are abandoned.
|

SECTION 2. The City from time to time, through the Board of Trustees, while in possession of the
t

trust estate shall be suffered and permitted without any release from or action by the Indenture
Trustees or either of them, to sell, exchange or othemise dispose of, free from lien of this In-
denture, (1) any of its equipment, machinery, fixtures, apparatus, appliances, tools , implements,
or other chattels at any time subject to the lien hereof which may have become worn out or un-
serviceable, disused, undesirable or unnecessary for use in the conduct of its business, replacing
the same by, or substituting for the same, other property of equal value to the City, which shall
forthwith become, without further action, subject to the lien of this Indenture, and (2) any mate-
rials, merchandise equipment and supplies in the ordinary course and conduct of its business; pro-
vided, however, that upon the sale or other disposition of such property to the value of $10,000
or more in any one calendar month, the Board of Trustees shall cause to be filed with the Corporate
Trustee a certificate describing such property, stating that such property has become worn out,
unserviceable, undesirable or unnecessary for use in the conduct of its properties and that such
disposition thereof will not impair the operating integrity of the properties, and stating also
the consideration received from such sale or other disposition thereof and the use made or to be
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made of such consideration.

SECTION 3. So long as the City is not in default hereunder the City may sell or otherwise dispose
of any real property and improvements thereon mortgaged or covered by this Trust Indenture and the
Corporate Trustee shall release the lien and encumbrance of this Trust Indenture upon such property,
but only upon the receipt by the Corporate Trustee of a certificate signed by a majority of the
menbers of the Board of Trustees and by an independent licensed engineer stating in saastance:
(1) that the proposed sale price of the property to be released represents the then fair value of
the property to be soldt (2) that the City is not, to the knowledge of the signers of the certifi-
catt, in default in the performance of any of the terms or covenants of this Trust Indenture, or
any indenture supplemental thereto, or any of the bonds secured thereby; and (3) that the r= lease
of the property will not, in the opinion of the signers, be prejudicial to the interest of the bond-
holders and that the property to be released is not, or will not at the date of delivery or sur-
render of possession thereof be necessary or useful in the proper and economical operation of the
systems.

The money received from the sale of such released property shall be held and used by the Board to
the extent permitted by law for the purchase of additional property deemed by the Board necessary
or advantageous to the system, and unless such money is used in such purchase of property within
two years of the time received, the same shall be used for the redemption prior to maturity of as
many of the bonds as may be redeemed with such money in the manner and as a part of the redemption
fund provided for in Section 6, Article V of this Trust Indenture. All additional property pur-
chased or acquired under the provisions of this section shall immediately upon such purchase or
acquisition become subject to the lien cf this Indenture.,

ARTICLE VIII
ISSUE OF ADDITIONAL Bm DS

(his section has not been reproduced since it is no longer applicable)

AKTICLE IX
DEFAULTS AND REMEDIES

SECTION 1. For the purpose of this Indenture and any indsnture supplemental hereto the following
events are hereby dettned as and are declared to be " events of default"

(a) Default in the due and punctual payment of any interest on any bond or bonds and the con-
tinuance thereof for a period of ninety (90) days after written notice thereof by the Corporate
Trustee to each member of the governing body of the City of San Antonio and to each meser of the
Board of Trustees, stating that payment has been demanded and default made.

(b) Default in the due and punctual payment of the principal of any of the bonds at maturity
thereof and the continuance thereof for a period of ninety (90) days after written notice thereof
by the Corporate Trustee to each member of the governing body of the 'lity of San Antonio and to
each member of the Bodrd of Trustees, stating that payment has been demanded and default made.

(c) Default in the performance or observance of any other of the covenants, agreements or
conditions on the part of the City to be kept, observed and performed contained in this Indenture
or any indenture supplemental hereto, or in the bonds, and continuation of such default for a
period of ninety (90) days after written notice thereof by the Corporate Trustee to each member of
the governing body of the City of San Antonio and to each member of the Board of Trustees.

(d) ne institution of bankruptcy proceedings, either voluntary or involuntary, under any
State or Federal statute, whereby the City's duty to carry out all of the covenants and agreements
in this Indenture or any supplemental indenture might be in anywise affected.

Any notice hereinprovided to be given to a member of the governing body or the City Clerk, or to
a member of or the Secretary of the Board of Trustees shall be deemed sufficiently given if sent
by registered mail with postage prepaid to the person to be notified, addressed to him at the post
office in the City of San Antonio. The Corporate Trustee may give any such notice in its discre-
tion and shall give such notice if requested so to do by the holders of not less than twenty per

(20%) in principal amount of the bonds at the time outstanding.cent

Wherever the term " bonos" is used in this article and elsewhere in this Trust Indenture, unless
the context clearly indicates otherwise, the same shall be taken to refer to any bonds issued
under this Indenture or a '.ndenture supplemental thereto.
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SECTION 2. Upon the happening of any event of default as defined in Section 1 of this article, the
Corporate Trustee shall, but only upon the written request of the holders of not less than sixty
per cent (60%) in principal amount of the bands then outstanding hereunder, and upon being in-
demnified to its satisfaction, by notice in writing to the Secretary of the Board of Trustees * and
to the City Clerk, to be sent as provided in Section I hereof, declare the principal of all bonds
then outstanding hereund:: to Se dse and payable immediately, and upon any such declaration the
said principal shall become a ? E sue .nd payable immediately, anything in this Indenture or in
the said bonds to the contrary r.. withstanding. This provision, however, is subject to the condi-
tion that if at any time after the principal of said bonds shall have been declared due and payable
and before any sale of the trust estate shall have been made, all arrears of interest upon all such
bonds, with interest upon all past due installments of interest at the rate borne by the bonds , and
all past due principal of the bonds, together with the reasonable charges and expenses of the In-
denture Trustees, their agents, attorneys and counsel, shall be paid by the City, and after all
other defaults which may have occurred shall have been remedied or cured to the satisfaction of
the Trustee, then and in every such case, the holders of sixty per cent (60%) in princip. amount
of the bonds then outstanding may, by notice in writing given to the Corporate Trustee, and to
the City Clerk and the Secretary of the Board of Trustees in the manner provided in Section 1 of
this article, waive such default and its consequences, and rescind such declaration, but no such
waiver or rescission shall extend to or affect any subsequent default or impair or exhaust any
right or power consequent thereon.

SECTION 3. Upon the happening of any event of default as defined in Section 1 of this article, the
Indenture Trustees or either of them, personally or by their attorneys or agents, may to the extent
permitted by law enter into and upon and take possession of all the trust estate and each and every
part thereof and exclude the City and the Board of Trustees, or its agents, servants and employees,
wholly therefrom, and have, hold, use, operate, manage and control the same, and ea-h and every
part thereof, and in the name of the City or othentise, as they shall deem best, conduct the busi-
ness thereof and exercise the franchises pertaining thereto and all the rights and powers of the
City, and use all of the then existing property, materials, current supplies, stores, and other
asse:s for that purpose, and at the expense of the trust estate from time to time maintain, restore,
insure and keep insured the properties, plants, equipment and apparatus provided or required for
use in connection with such business, and likewise from time to time, at the expense of the trust
estate, make all such necessary or proper repairs, renewals and replacements and all such useful
alterations, additions, betterments and improvements as to them may seem judicious, and collect
and receive all rates, earnings, income rents, issues, profits and revenues of the same and of
every part therof, and e.fter deducting therefrom the expenses of operation and all expenses incurred
hereunder and all other proper outlays herein authorized, and all payments which may be made as just
and reasonable compensation for their own services, and for the services of their attorneys, agents,
and assistants , and the rest and residue of the moneys received by the Trustees, or either of them,
shall be applied as follows:

(a) In case the principal of none of the bonds shall have become due, to the payment of the
interest in default, in order of the maturity of the Installments of such interest, with interest
on the overdue installments thereof at the same rates, respectively, as were borne by the bonds on
which such interest shall be in default, such payments to be made ratably to the parties entitled
thereto without discrimination or preference.

(b) In case the principal of any of the bonds shall have become due by declaration or other-
wise, first to the payment of the interest in default, in the order of the maturity of the install-
ment thereof at the same rates, respectively, as were borne by the bonds on which such interest
shall be in default, and next to the payment of the principal of all bonds then due, such payments
to be made ratably to the parties entitled thereto without discrimination or preference.

In case all of such payments, and payment of whatever may be payable for any other purpose required
by any provision of this Indenture, shall have been made in full and no suit to foreclose er enforce
this Indenture shall have been begun or sale made as hereinafter provided, and upon compliance with
all other provisions of this Indenture as to which the City shall be in default, the Indenture
Trustees, after making such provision as to them may seem advisable for the payment of the next
maturing installment of interest to fall due upon the bonds, shall restore the possession of the
trust estate (other than any cash at the time required to be held by the Corporate Trustee here-
under) to the Board of Trustees.

SECTION 4 Upon the happening of any event of default as defined in Section 1 of this Article, if
the principal of all of the bonds outstanding hereunder shall have been properly declared due and
payable as provided in Section 2 of this Article, and whether or not the remedies authorized by
Section 3 of this Article shall have been pursued in whole or in part, the Indenture Trustees, or
either of them, may cause this Indenture to be foreclosed and the trust estate to be sold, and
may proceed to protect and enforce the rights of the Indenture Trustees and the boadholders here-
under in such manner as counsel for said Trustees shall advise, whether ,for the specific perform-
ance of any covenant, condition, agreement or undertaking herein contained, or in aid of the execu-
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tion of any power herein granted, or for the enforcement of such other appropriate legal or equi-
table remedies as may in the opinion of such counsel be more effectual to protect and enforce the
rights aforesaid. ne Indenture Trustees shall take any such action or actions if requested so to
do by the holders of at least sixty per cent (60%) in principal amount of the bonds then outstanding
hereunder.

SECTION 5. Upon the happening of any event of default as defined in Section 1 of this Article, and
if the principal of all of the outstanding bonds shall have been declared due and payable as pro-
vided in Section 2 of this Article, then and in every such case, and whether or not the remedle;
authorized by Section 3 of this Article shall have been pursued in whole or in part, the Indente e
Trustees, or either of them, shall, but only upon the written request of the holders of not less
than sixty per cent (60%) in principal amount of the bonds then outstanding hereunder, with or
without entry, sell to the highest bidder the trust estate and all right, title, interest, claim
and demand thereto and the right of redemption thereof, at any such place or places, and at such
time or times and upon such notice and terms as the Trustee acting may fix and specify and as may
be required by law. In case of such sale of any of the property subject to this Indenture, notice
of such sale shall first be given by publication in at least one daily newspaper published in the
city in which the sale is to be made at least once a week for four successive weeks next preceding
such sale, and by like publication in at least one daily newspaper published in the City of New
York, New York , and by the giving of any other notices which may be required by law, and upon such
sale the Trustees may make and deliver to the purchaser or purchasers a good and sufficient deed
or deeds for the same, which sale shall be a perpetual bar both at law and in equity against the
City and all persons and corporations lawfully claiming or to claim by, through or under it. No
purchaser at any such sale shall be bound to see to the application of the purchase money or to in-
quire as to the authorization, necessity, expediency or regularity of any such sale. Nevertheless,
the City, if so requested by the acting Trustee, shall ratify and confirm any sale or sales by
executing and delivering to the acting Trustee or to such purchaser or purchasers all such instru-
ments as may be necessary or in the judgment of the acting Trustee proper for the purposes which
may be designated in such request.

Such notice of sale shall state that the City has granted to the purchaser of the mortgaged property
a franchise for the operation thereof for a period of twenty years dating from such purchase.

SECTION 6. In the event of any sale, whether made under the power of sale hereby granted and con-
ferred or under or by virtue of judicial proceedings or of a judgment or decree of foreclosure and
sale, the whole of the trust estate shall be sold in one lot and as an entirety, unless such sale
as an entirety is impossible or impracticable by reason of some statute or otherwise.

SECTION 7. He acting Trustees may from time to time adjourn any sale to be made by them hereunder
by announcement at the time and place of such adjourned sale, and without further notice or publica-
tion except as otherwise required by law may make such sale at the time and place to which the same
may be so adjourned.

SECTION 8. In case an event of default as defined in Section 1 of this Article occurs, and if all

of the bonds outstanding hereunder shall have been declared due and payable as provided in Section
2 hereof, and in case a bill in equity shall be flied or any other judicial proceeding commenced to
enforce any right of the Indenture Trustees or of the bondholders under this Indenture or otherwise,
then as a matter of right, the acting Trustee shall be entitled to the appointment of a receiver of
the trust estate and of the earnings, income or revenues, rents, issues and profits thereof with such
powers as the court making such appointment may confer.

SECTION 9. In case the Indenture Trustees, or either of them, shall have proceeMed to enforce any
rights under this Indenture by foreclosure, sale, or otherwise, and such proceediags shall have
been discontinued or superseded, or shall have been detemined adversely to said Trustee or
Trustees, then and in every such case the City and the Indenture Trustees shall be retored to
their former respective positions and rights hereunder in respect of the trust estate, and all
rights, remedies and powers of the Indenture Trustees and the bondholders shall continue as though
no such proceedings had been taken.

SECTION 10. In case of any such sale of the trust estate, any bondholder or bondholders or com-
mittee or bondholders or either Trustee, may bid for and purchase such property and upon compliance
with the terms of sale may hold, retain possession and dispose of such property as the absolute
right of the purchaser or purchasers without further accountability and shall be entitled, for
the purposes of making settlement or payment for the property purchased, to use and apply any bonds
hereby secured and any interest thereon due and unpaid, whether or not such interest be evidenced
by coupons, by presenting such bonds and coupons in order that there may be credited thereon the
sum apportionable and applicable thereto out of the net proceeds of such sale, and thereupon s%ch
purchaser or purchasers shall be credited on account of such purchase price payable by him or
them with the sum apportionable and applicable out of such net proceeds to the payment of or as
credit on the bonds and coupons so presented.
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SEGION 11. The proceeds of any judicial or other sale of the tmst estate, together with any fnunds
at the time held by the Corporate Trustee and not othenise appropriated, shall be applied as
follows:

First: To the payment of the costs, expenses, fees and other charges of such sale and a reasonable
compensation to the Indenture Trustees, their agents and attorneys, and to the discharge of all
expenses and liabilities incurred and advances or disbursements made by said Trustees hereunder.

Second: Any surplus then remaining to the payment of the whole amount then due or unpaid upon the
bonds issued hereunder and then outstanding for principal and interest, with interest on overdue
principal and overdue installments or interest at the same rates, respectively, as were borne by
the bonds whereof the principal or installments of interest may be overdue, and in case such pro-
ceeds shall be insufficient to pay in full the whole amount so due and unpaid, then to the payment
of such principal and interest ratably according to the aggregate amount due on all bonds then out-
standing without preference or priority of principal over interest or of interest over principal.

Third: Any surplus then remaining to the City or whomsoever shall be lawfully entitled thereto.

SEGION 12. In case of a sale under any of the foregoing provisions of this Article, dether made
under the power of sale herein granted or under or by virtus of judicial proceedings, the principal
of all bonds issued hereunder and then outstanding, if not previously due, shall immediately there-
upon become due and payable, anything in said bonds or in this Indenture, or any supplemental
indenture, to the contrary notwithstanding.

SEGION 13. The remedies herein conferred upon or reserved to the Indenture Tmstees or to the
holders of bonds hereby secured are not intended to be exclusive of any other remedy, but each
remedy herein provided shall be cumulative and shall be in addition to every other remedy given
hereunder or now or hereafter existing, and every power and remedy hereby given to said Trustees
or to the holders of bonds issued hereunder may be exercised from time to time as often as may be
deemed expedient. No delay or omission of said Trustees or of any holder of bonds issued hereunder
to exercise any power or right arising from any default heretrider shall impair any such right or
power (unless the exercise of such right or power shall become barred by law) or shall be construed
to be a waiver of any such default or to be acquiescence therein.

SEGION 14 Anything in this Indenture contained notwithstanding, the holders of sixty per cent
(60%) in principal amount of bonds hereby secured and then outstanding shall have the right by an
instrument or instruments in writing delivered to the Indenture Trustees to direct and control said
Trustees as to the method of taking any and all proceedings for any sale of any or all of the trust
estate, or for the foreclosure of this Indenture, or any supplemental indenture, or for the appoint-
ment of a receiver, and may at any time cause any proceedings authorized by the tems hereof to
be so taken or to be discontinued or delayed; provided, however, that such holders shall not be
entitled to cause said Trustees to take any proceedings which in their opinion, or the opinion of
the one acting, would be unjustly prejudicial to non-assenting bondholders.

SEGION 15. No holder of any bond or coupon issued hereunder shall have any right as such holder
to institute any suit, action or proceeding for the foreclosure of this Indenture or for the execu-
tion of any Trust hereunder, or for the appointment of a receiver, or for any other remedy here-
under, all right of action hereunder being vested exclusively in the Indenture Trustees, unless
and until such holder shall have previously given to said Trustees written notice of a default
hereunder and of the continuance thereof, and also unless the holders of the requisite principal
amount of the bonds then outstanding shall have made written request upon said Trustees and shall
have afforded a reasonable opportunity to institute such action, suit or proceeding in the name of
one or both of them, and unless said Trustees shall have been offered reasonable indenttity satis-
factory to them against the costs, expenses and liabilities to be incurred therein or thereby,
and said Trustee for thirty (30) days after receipt of such notification, request or offer of
indemnity shall have failed to institute any such action, suit or proceeding, it being understood
and intended that no one or more holders of the bonds shall have the right in any manner whatever
by his or their action to affect, disturb or prejudice the lien of this Indenture, or any supple.
ment hereto, or to enforce any right thereunder except in the manner herein provided and for the
equal benefit of all holders of such outstanding bonds.

SECTION 16. In any suit or action by or against the Indenture Trustees, or either of them, arising
under this Indenture or on all or any of the bonds or coupons issued hereunder, said Trustee or
Trustees shall not be required to produce suc$ bonds or coupons, but shall be entitled in all things
to maintain or defend any such suit or action without their production.

SEGION 17. If any covenant, agreement, waiver or part thereof in this Article or elsewhere in this
Indenture, or in any supplemental indenture, contained be forbidden by any pertinent law, or under
any pertinent law be effective to render this Indenture invalid or unenforceable, or to impair the
lien thereof, then each such covenut, agreement, waiver or part thereof shall itself be and is here-
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by declared to be wholly ineffective and this Indenture and supplements thereto shall be construed as
if the same were not included herein.

A U IC12 1I
FRANCHISE

In the event that any sale of the trust estate shall be made under any of the provisions of this
Indenture for the enforcement of the lien of this Indenture, and any supplements thereto, the
City hereby grants to the purchaser or purchasers at such sale a franchise to operate the property
so purchased te a term of twenty years dating from such purchase, subject to all laws regulating
same then in force, ne properties so purchased, in the event they are operated by the purchaser
pursuant to such franchise, shall be operated, conducted and maintained in such manner as to be a
benefit to the City of San Antonio and its inhabitants, and such purchaser shall be pledged to
render efficient public service.

ARTICLE III
EDIFICATION OF DlIS INDENTURE

SECTION 1. The holders of seventy-five per cent (75%) in principal amount of bonds at any time
outstanding (not including in any case any bonds which may then be held or owned by or for the
account of the City) shall have the right from time to time to consent to and approve the execu-
tion by the City and the Indenture Trustees of such Indenture or Indentures supplemental hereto
as shall be deemed necessary or desirable by the City for the purpose of modifying or amending
any of the terms or provisions contained in this Indenture or in any Indenture or Indentures
supplemental thereto or contained in the ordinance authorizing bonds secured by this Indenture;
provided, however, that nothing herein contained shall permit or be construed as permitting the
modification or amendment of the terms and conditions contained in this Indenture or any supple-
mental Indenture or any ordinance or bonds so as to:

(a) Make any change in the maturity of the bonds issued hereunder.

(b) Reduce the rate of interest borne by any bonds.

(c) Reduce the amount of the principal or premium, if any, payable on bonds.

(d) Modify the terms of payment of principal or of interest or premium upon bonds or any
of them or impose any conditions with respect to such payment.

(e) Affect the rights of the holders of less than all bonds then outstanding.
~

If at any time the City shall request the Indenture Trustees to enter into such Supplemental Inden-
ture, said Trustee, unless they shall deem that such proposed supplemental Indenture shall contain
provis. ions which affect their rights or obligations and to which they are unwilling to assent,
shall , at the expense of the Board of Trustees, cause notice of the proposed execution of such
supplemental Inden}ure to be published in a financial newspaper or journal published in the City
of New York, New York, and in a newspaper of general circulation published in the City of San
Antonio, once during each calendar week for at least four successive calendar weeks, and on or
before the date of the first publication of such notice, the Corporate Tnistee shall also mail a
copy thereof to each registered owner of bonds at his address appearing on said Trustee's reFistry
books, but failure to mail any such notice or any defect therein shall not affset the validity of
the proceedings for obtaining consents to the execution and delivery of such supplemental Indenture.
Such notice shall briefly set forth the nature of such proposed supplemental Indenture and shall
state that a copy thereof is on file at the principal office of said Trustee for inspection by all
holders of bonds.

Whenever at any time within one year from the date of the first publication of said notice the City
shall deliver to the Corporate Trustee an instrument or instruments executed by the l'olders of at
least seventy-five per cent (75%) in aggregate principal amount of the bonds then outstanding as
in this section defined, which instrument or instruments shall refer to the propose.1 supplemental
Indenture described in said notice and shall specifically consent to and approve the execution
thereof in substantially the form of the copy thereof on file with the Corporate Trustee, there-
upon, but not otherwise, the Indenture Trustees shall execute the said supplerental Indenture in
substantially the said form without liability or responsibility to any holder of any bond, whether
or not such holder shall have consented thereto.

If the holders of at least seventy-five per cent (75%) in aggregate principal amount of the bonds
outstanding as in this section defined at the time of execution of any such supplemental Indenture,
or the predecessors in title of such holders shall have consented to and approved the execution
thereof as herein provided, no holder of any bond, whether or not such holder shall have consented
to or shall have revoked any consent as in this section provided, shall have any right or interest
to object to the execution of such supplemental Indenture or to object to any of the tems or pro-
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visions therein contained, or to the operation thereof, or to enjoin or restrain the Indenture
Trustees or the City from executing the same or from taking any action pursuant to the provisions
thereof.

SECTION 2. Upon the execution of any supplemental Indenture pursuant to the provisions of this
section, this Indenture and any supplements thereto ano the ordinances authorizing the bonds then
outstanding shall be and be deemed to be modified and amended in accordance with such supplemental
Indenture, and the respective rights, duties and obligations of the City, the Trustees and all the
holders of outstanding bonds shall thereafter be determined, exercised and enforced, subject in
all respects to such modifications and amendments.

Any consent given by the holder of a bond pursuant to the provisions of this section shall be
irrevocable for a period of six months from the date of the first publication of the notice pro-
vided for in this Article, and shall be conclusive and binding upon all future holders of the
same bond during such period. Such consent may be revoked at any time after six months from the
date of the first publication of such notice by the holder who gave such consent, or by a successor
in title, by filing notice with the Trustees in form satisfactory to them of such revocation of
consent, but such revocation shall not be effective if the holders of seventy-five per cent (75%)
aggregate principal amount of the bonds outstanding as in this section defined have, prior to
the attempted revocation, consented to and approved the supplemental Indenture referred to in such
revocation. For the purposes of this Article, ownership of bonds shall be established in the
manner provided in Section 1 of Article XIII of this Indenture.

Any supplemental Indenture executed in accordance with the provisions of this Article shall there-
| after form a part of this Indenture and all the terms and conditions in any such supplemental
' 'Indenture as to any provision authorized to be contained therein shall be and be deemed to be part

of the terms and conditions of this Indenture for any and all purposes.
,

1

i

(

I

D-13

- _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _



' N
1
I

!

|
|

APPENDlX E

CPSB RESOLUTION APPROVING FEW SERIES BONDS ORDINANCE

A RESOLUTION OF THE CITY PUBLIC SERVICE DOARD
OF SAN ANTONIO. TEXAS. RELATING TO THE ISSUANCE

/.ND SALE OF $60 000 000 CITY OF SAN ANTONIO
TEXAS. ELECTRIG AND GAS SYSTEMS REVENUE

IMPROVEMENT BONDS. NEW SEFUES 1981.A

WHEREAS. pursuant ta the authonty contained in Article 1115. V A T C S . a Trust indenture. dated February 1 1951. and e os %g.w+te ind.mtures
thereto (collectively called the " Indenture") providmg security for the pa> ment of outstanding revenue t>onds known as 'Ott Senes 0:>re aN ordinanc es
passed by the City Council of the City of San Antonio. Texas on October 11975 F ebruary 2.1976 June 24 1976 January 6 5 97' Joh 1519 77 Fet,ruary 23
1978. AuguM 3.1978. January 11.1979 July 12.1979 February 7.1980 and August 21.1980 and Marc h 5 19:31 iconect+vety caued tne OM nam es i aporizing
the issuance of outstanding revenue bonds known as 'New Senes bonds". the comptete management and wntrol of the eiector a+t gas wsn ms ithe
" Systems") of the City of San Antonio. Texas. es vested in a Board ot Trustees known an the City Pubbc Service 6aard ot San Antonio Ten as tthea B aav a 3 dur mg
the penod of time any of the aforementioned "Old Senes Bonds" and ' New Senes Bonds ' are outstand ng dad unp+d and

WHERE AS. in the perfor mance of its duties and responsibd ties pertaineng to the management ;ind operation utine System s the B aaM Ns actormme.1 that
$60.000.000 m revenue bonds should now be issued by the City to provide funds to meet tna costs of normements and entensons to the Systes cuirentiy
under construction and estimated costs of planned improve, eents and entenseons to said Systems such amourt of bonds t'eing t awJ upon m " . t"erence
between the estimated costs of such extensions and improvements and the total amount of funds ma f atpe and est+ mated to be a autNe tu ., i sa-l eshmated
costs, and (H) the current rate of expenditure of funos for such capital arrprovement protect costs and

WHEREAS by virtue of the authonty and power vested en the Board with reference to the enpend.ture and appbcation of tre rev enws u' tre S ystems and ro
compty with the terms and conditions prescnbed in the Ordinances for the issuance of add.tionai bonds on a parity adh the heretofore ss*d New See.es
Bonds "it is prepar for the Board to formally request the City Council of San Antore to amhonte and sell such bonds c onse"t to it e issuance of the same.
approve the ordmance authorizing such bonds and agree to comply with au the te.ms and provesions of such ord.narme w.tn re'atton to tha or+rabun of the
Systems, and the handhng of the proceeds of such bands

NOW. THEREFORE. BE IT RESOLVED BY THE BOARD OF TRUSTEES OF THE CITY PUBLIC SERvlCE BOARD OF SAN ANTONIO TE x AS

1 That the City Council of the City of San Antonio, Texas. is hereby formany requested to authonie and seil 560 000 uno in pnnnpe amoet of revenue
bonds payable from the same source, secured m the same manner and on a panty with the heretoforeissued New Senes Bonds aM tbe Boar 1 b < the adarbon
of this resolution does nereby evidence its consent to the issuance and sale of such bonds and the payment thereof from the r et revenues of the Systems andits
approval of the ordinance authonzmg the issuance of the $60 000 000" City of San Antonio Texas. Elecinc and Gas Systems Revenue irr. pro.ement Bonds New
Senes 1981-A." dated Octobe 1,1981.a copy of which ordrnance is attached to this resolutron. and the Board herebv agrees to corrpty with aH of the terms and
provisions of said ordinance with relatior to the administration and operation of the Systems and tne dispesmon of the revenues therefrom

2 That the Board recognates that the ordinance authonzing the New Series 1981 A Bonds contains a covenant of the Cet y of San Anton.o to the ern c!fnatthe
City wdl maka no use of the proceeds of the New Series 1981-A Bonds direct!y or indirectly that would Caust* such bonds to be arbitrage bonds withm the
meaning of Section 103 f c) of the Internal Revenue Code of 1954 as amended. and reabring that in accordance with the terms of the ord4 nance the proceeds of
such bonds edt be anterely within the control and disposition of the Board the Board therefore specificai!y adopts the covenants made b y the City Counolin the
ordinance authonzing such bonds concernmg the use of the proceeds of such bonds to the effect that such bonds edi not become arbitraga bonds an1 hareby
covenants with the purchasers of the New Senes 1981-A Bonds that it wdl make no use of the proceeds of swh bonds at any time throughout the term of such
issue of bonds which. if such use had been reasonably expected on the date of dehvery of the bonds to and pa yment for the Bonds by t'ie purc hasers. woutd have
caused the Bonds to be arbitrage bonds within the meanmg of Section 103 (c) of the Internal Revenue Code of 1954. as amended or any regwatrons of ruhngs
pertaining thereto. and by this covenant the Board is obhgated to comply with the requirements of the aforesaid Section 103 (c) and all apphcable and port nent
Department of Treasury regulations relating to arbitrage bonds

PASSED AND APPROVED by an affirma>ve vote of the Board of Trustees of the City Pubhc Service Board of San Antonio Texas. this the 27th day of Ju y 1981

ATTEST-

.s' GLENN BiGGS
Cha.rman, City Pubhc Service Board

/s/ HOWARD L FREEMAN
Secretary. City Pubbc Service Board

61



_ _ _ _ _ _

I

- - _ _ _ - - - - _ - -

SECURITIES AND EXCIIANCE CON 151ISSION
Washington, D.C. 20519

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION I3 OR 15(d) OF
TIIE SECURITIES EXCIIANGE ACT OF 1934

FOR TIIE FISCAL YEAR ENDED DECEh!BER 31,19S0. COh!hilSSION FILE NO. 1-318711-1

HOUSTON LIGHTING & POWER COMPANY
(Exact name of registrant as specified in its charter)

Texas 74-0694415

| (State or other jurisdiction of (I.R.S. Employer
incorporation or organization) IdentiScation No.)

1 611 Walker Avenue 77002
| IIouston, Texas (zip code)

( Address of principal executive ofEces)

Registrant's telephone number, including area code (713) 228-9211.

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange on
Title of each class which registered

5%% Convertible Debentures due 19S5 New York Stock Exchange

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

Preferred Stock, cumulative, no par:

$4 Series, $6.72 Series, $7.52 Series, $9.52 Series, $9.08 Series, $8.12 Series and $9.04 Series

(Title of class)

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 fe* the past 90 days. Yes \/ No .

As of Afarch 16,19S1, 45,974,649 shares of the registrant's Common Stock, without par value,
were issued and outstanding and privately held, beneficially and of record, by IIouston Industries
Incorporated. s

The definitive proxy statement relating to the 1931 Annual hieeting of Shareholders of Ilouston
Industries Incorporated, the registrant's parent, is incorporated by reference in Item 9 and Item 10
of Part III of this form.
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PART I

Item 1. Business.
The Company

llousten Lighting & Power Company (IIL&P) is engaged in the generation, transmission, dis-
tribution 'and sale of electric energy, serving an area of the Texas Gulf Coast Region, estimated at
5,000 square miles, in which are lot ated llouston (the largest city in Texas) and 157 smaller cities,
villages and communities. The address of the Company's principal executive offices is 611 Walker
Avenue, IIouston, Texas 77002 (telephone number 713-228-9211).

IIL&P is a subsidiary of Ilouston Industries Incorporated (lloustan Industries) which owns all of |
'

IIL&P's outstanding common stock. Houston Industries is a holding company as defined in the Public
Utility lloiding Company Act, but is exempt from regula' ion as a " registered" holding company under
that Act except with respect to the acquisition of securities of other public utility companies. The
other subsidiaries of Houston Industries are Primary Fuels, Inc. and Utility Fuels, Inc. Primary Fuels
participates in joint ventures that engage in oil ard gas e>pbration, development and production

i activities offshore Texas and Louisiana and onshore within the continental United States. Such ven-
tures are not presently regarded as potential sources of fuel for IIIAP's utility operations. Utility Fuels

|provides coal and lignite supply services to IIL&P. See " Fuel- Coal and Lignite Supply"
|

Certain Factors Affecting Electric Utilitics |
IIL&P, in common with electric utilit:es in general, has experienced problems in a number of areas, |

including difficulty in securing timely rate increases in sufficient amounts to finance its construction |
'

program and provide an adequate return on common equity, inercased cost of fuel, substantial increases
in construction and operating costs, greater reliance on fuels other than natural gas, increased expendi- |

Itures due to pollution control and environmental considerations, uncertainties and delays respecting the
licensing and construction of nuclear and fossil fueled generating units resulting in the need to
purchase power from other electric utility systems, high costs in raising large amounts of capital in
competition with other major users of capital, and an unpredictable rate of growth of energy sales due
to weather, uncertain economic conditions and energy conservation measures by customers. As dis-
cussed heicin, certain of these problems have had and are expected to have an impact on IIL&P's
operations. See " Construction Program", " Peak Loads and Capability" and Item 7, " Management's
Discussion and Analysis of Financial Cendition and Results of Operations".

In November 1978, federal energy legislation was enacted which was designed to achieve,
through various regulatory provisions, the conservation of energy and the development and use of
more plentiful domestic fuels. As discussed herem (see " Fuel- General"), the portion of such National
Energy Act known as the Power Plant and Industrial Fuel Use Act of 1978 imposes restrictions on the
use of natural gas or oil as fuel in certain industrial anC utility facilities and, if strictly enforced, will
adversely affect HL&P and its service area. Other provisions of the National Energy Act provide for
the establishment of federal electric rate design standards and federal authority to order interconnec-
tions and wheeling of power under specified circumstances. Because of their complexity and uncertain-
ties in their interpretation and implementation, the effect on llL&P of these other provisions cannot
be predicted.

During 1977, federal legishtion was enacted which provided for regulation of, among other
things, construction which results in new sources of emission in clean air attainment areas, control
technologies for the limitation und removal of plant emissions, and the imposition of penalties for not
complying with air quality control star.dards commensurate with the economic value of non-
compliance. The implementation of this legislation has significantly increased IIIAP's construction
costs, will increase its future operating costs and may reduce the rate of industrial expansion in
HL&P's service area. See " Construction Program" and " Regulatory Matters - Environmental Quality".
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Service Area and Franchises

HL&P's service area includes major producers of oil, gas, sulphur, refined products, chemicals,
petrochemicals, steel, oil tools and related manufacturing, processing and servicing activities. It is
characterized by a favorable year-round climate and ready access to air, land and water transportation.e

Electronics, paper, cement, building materials, cotton, rice, cattle, salt, magnesium and other minerals
are also important products of the service area.

Expansion of industrial activity in HL&P's service area has been accompanied by a corresponding
increase in the construction of industrial structures and complexes and building activity in many
other Selds including multi-block ofHee building complexes, apartment buildings, single and multi-
family dwellings, hotels and motels, hospitals and other commercial structures.

HL&P operates in the City of Houston under a franchise which expires in October 2007.
Franchises granted by other incorporated municipalities expire in 2007 or in later years.

Construction Program

HL&P has a continuing program of major construction to provide facilities to meet increased
customer demands and utilize more plentiful domestic fuels. As described below, IIL&P recently
completed a reassessment.of its construction program as a result of substantial increases in cost
estimates and the related difficulties it and its parent, Houston Industries, could expect to encounter
in ral3ing large amounts of capital to finance its construction activities. Based on such reassessment,
the program for the three year period 1981-19S3 is currently estimated to cost $2.4 billion, with $691
million to be spent in 1981, $759 million to be spent in 1952 and $947 million to be spent in 1983. The
new three-year program (exclusive of allowance for funds used during construction and payments
for nuclear fuel) consists of the following principal items:

Amount %

Fossil-fueled generating facilities $ 886,000,000 . 37
Nuclear-fueled generating facilities 609,000,000 25

. . 281,000,000 12Transmission facilitics
Distribution facilities . . 457,000,000 19

General plant facilities . . 164,000,000 7

Total $2,397,000,000 100
_

At December 31,1980 HL&P owned and operated generating facilities with an aggregate name-
plate capacity of 11,607,502 kilowatts. The 1981 1983 construction program includes expenditures in
connection with the following major generating projects aggregating 5,450,000 kilowatts of capacity.

Millions of Dollars
Expendi. Esti.

Estimated tures mated
Unit Scheduled Throush Estimated Cost

Capacity In-Service Decem6er Completed per=
Plant and Iacation (County) (KW) Fuel. Date(s) 31,1980 Cost KW

W. A. Parish No. 8 (Fort Bend) 600,000 Coal 1983 $147 $ 408 $ 680
South Texas No.1 (Matagorda)(b) 385,000 Nuclear { See Note (b) below
South Texas No. 2 (Matagorda)(b) 385,000 Nuclear J

Limestone No.1 (Umestone) 750,000 Ugnite 1987{ M 1'600 W
Limestone No. 2 (Limestone) 750,000 Lignite 1988)

To be determined No.1(c) 690,000 Ugnite 1989{,

1 1,8 M 1,355
To be determined No. 2(c) 690,000 Lignite 1990)
Allens Creek (Austin) 1,200,000 Nuclear 1991 249 2,090 1,742.. .

(See notes on folloudng page)
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(a) The scheduled in-service date indicates the year the unit is expected to be available to meet peak
demand.

(b) The capacity for each of the South Texas nuclear units represents IIL&P's 30.87o share of a 2.5
million kilowatt project which is jointly owned with the Cities of Austin and San Antonio and
Central Power and Light Company. As approved by all participants in the project in late 1979,
the scheduled in-service dates for the two units are 1984 and 19S6, respectively, with IIL&P's
share of the total estimated completed cost for both units being $832 million or $1,0S0 per kilowatt.
'Ibese figures do not give effect to significant developments during 1980 described below under
" Matters Affecting Nuclear Coristruction" which are expected to adversely affect the scheduled
in-service dates and completed cost for the project. Through December 31,19S0, IIL&P had
spent approximately $450 million on its share of the project.

(c) Selection of a site for these units is dependent upon HL&P's ability to obtain a long-term fuel
supply.

The foregoing amounts do not include estimates of the allowance for funds used during construc-
tion or nuclear fuel expenditures. Through December 31,19S0, IIL&P had spent $98 million for
uranium concentrate and nuclear fuel processing services, including $39 million for its share of the
fuel for the South Texas units. It expects to spend $60 million for such purposes during the 1981-
1983 period. Additional nuclear fuel expenditures, which could include substantial sums for long-term
storage of spent nuclear fuel, will be required after 19S3. During the 1981-19S3 period, Utility Fuels,
a subsidiary of IIouston Industries which provides coal and lignite supply services to IIL&P, expects
to acquire additional railroad cars and coal handling facilities costing $79 million (a portion of
which is expected to be financed through leveraged lease arrangements) in order to be able to meet
the increased coal delivery requirements of IIL&P's W. A. Parish Plant. Utility Fuels expects to
spend an additional $11 million during the same period for transportation equipment and lignite
mining and handling facilities for the Limestone plant.

Actual construction expenditures will vary from the above estimates as a result of numerous
factors, including continuing inflation at an annual rate in excess of 10%, changes in equipment delivery
schedules, construction delays, availability of fuel, environmental protection expenditurer, licensing
delays, additional changes in the construction program, legislative changes and changes in customer
demand and business constions. A significant portion of IIL&P's generating facilities in the early
1990's is scheduled to be natural gas and oil-fired, but enforcement of the federal Fuel Use Act could
require HL&P to supplement, convert or replace such generating capacity earlier than presently
planned.

Federal and state action to protect the environment may also materially affect the current esimates
of future construction expenditures. Expenditures for environmental protection facilities for the five
years ended December 31,19S0 aggregated $104 million, including expenditures of $27 million in 1980.
Environmental protection expenditures for 1981-19S3 are estimated to be $212 million, of which $60
million is expected to be expended during 1981, $M million during 1982 and $98 million in 1983.
Because of uncertainties surrounding the disposal or long-term storage of spent nuclear fuel, fuel costs
associated with the continuing operation of nuclear units could be substantial.

Total gross additions to the plant of HL&P during the five years ended December 31, 1980
amounted to $2.3 billion and during the same period retirements amounted to $S6 million. Gross
additions during the period amounted to apinoximately 55c/o of total utility plant at December 31,19S0.

HL&P's construction program for the 1981-1983 period previously contemplated expenditures
totaling $3.3 billion, with $761 million to be spent in 1981, $1.044 billion to be spent in 1982 and
$1.4M billion to be spent in 1983. The revised program provides for a two-year delay in the com-
pletion of each of the fourlignite units and the Allens Creek nucleat unit with the result that estimated
construction expenditures have been reduced by $70 million in 1981, $285 million in 1932 and $547
million in 1983. Utility Fuels' estimated expenditures in connection with the Limestone units were
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reduced by $99 million from the previous estimate of $110 million for the same three-year period.
%e delayed in-service dates have also resulted, however, in increases in estimated completed costs of
$150 million for the two Limestone lignite units, $3S2 million for the two lignite units at the site which
has yet to be determined and $230 million for the Allers Creek nuclear plant. In addition, as discussed
below under " Peak Loads and Capability", the planned delays for bringing these five units into service
will require HL&P to contract for additional quantities of purchased power and to implement additional
load management and conservation measures in order t: be able to maintain adequate reserve margins
in the mid and late 1980's.

In the reassessment of the construction program as previously scheduled, particular attention
was given to the need to a!!eviate the anticipated difficulties of financing the program during periods
when other major users of capital would also be seeking su~ostantial external funds. Even assuming
that HIAP could continue to obtain rate relief on a timely basis at a level comparable to that most
recently granted to it by the Texas Public Utility Commission, approximately 70% to 75% of the
previous 1981-1983 construction budget u ould have had to be financed from external sources. Prin-
cipally because of these capital requirements, Afoody's Investors Service, Inc. lowered its rating of
HL&P's First hfortgage Bonds and Preferred Stock in November 1980 from "Aa" to "A" and from
"aa" to "a", respectively. Such securities continue to be rated " double A" or equivalent by Standard
& Poor's Corporation and Fitch Investor's Senice, Inc. Under the revised program, it is expected
that approximately 65% to 70% of the 1981-1983 budget will still have to be financed from external
sources, assuming HL&P can obtain adequate and timely rate relief.

Matters Agecting Nuclear Construction. nroughout most of 1980, certain major construction
activities on the South Texas project, principally comp!ex concrete pouring and safety-related welding,
were voluntarily suspended pending an evaluation by HL&P (which is the project manager) and the
principal contractor of irregularities in some of the work previously performed. During such suspen-
sian, the Nuclear Regulatory Commission (NRC) found various procedural deficiencies in the project's
quality assurance and quality control programs, fined HL&P $100,000 (the maximum permitted under
applicable law) and ordered HL&P to show cause why safety-related construction activities on the
project should not be stopped until specified steps have been taken to assure the NRC that the pro-
grams for quality assurance and quality control meet NRC standards and that the procedural deficien-
cies identified by the NRC have been corrected. In July 19S0, HL&P submitted to the NRC detailed
plans for improving the quality assurance program and for correcting such deficiencies. In November
19S0 and January 1981, respectively, the NRC authorized full resumption of structural welding and
limited resumption of complex concrete pouring and safety-related pipe welding. HL&P is unable to
predict when all major construction activities on the project can be fully resumed; however, if such
activities continue to be limited or curtailed for a protracted period of time, UL&P's earning power,
reliability of service and ability to finance its other construction projects will be adversely affected. In
connection with the application to the NRC for operating licer ses for each of the generating units in
the project, it is anticipated that hearings will be conducted during 1981 to consider, among other
things, whether the findings by the NRC as to the adequacy of the project's previous quality assurance
and quality control programs affect HL&P's qualifications to become a licensee.

In February 1980, an independent engineering firm recommended that the commercial operation
date of each unit in the South Texas project be extended by six months, that the total size of the work
force on the project be expanded, that multi-shift overtime work programs be utilized, and that
$136 million ($42 million for the account of HL&P) be added to the allowances for contingencies.
Such report was based on the status of the project prior to the suspensions described above.

The scheduled in-service dates and estimated completed costs set forth in Note (b) to the
construction table do not reflect the delays expected to be experienced or substantial additional cost
expected to be incurred on the basis of the matters discussed in the two preceding paragraphs. The
extent to which such dates and costs have been affected by these developments must be determined
jointly by all participants in the project following a comprehensive engineering and financial review
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which is expected to be completed in mid-1981. The existing construction permits for the two units in
the South Texas project are scheduled to expire in hlay 1982 and October 1983, respectively. In order
to complete construction of the project, it will be necessary to obtain authorization of the NRC for
extension of such permits.

Completion of construction of the Allens Creek nuclear unit as shown in the table is dependent
upon the issuance of a construction permit by the NRC by mid 1982. Based on current concerns
relating to safety and siting of nuclear power plants and the activities of citizens and environmental
3roups that have intervened in opposition to the project, there can be no assurance that such permit
an be obtained.

Financing of Construction Program. IIIAP proposes to finance its construction program through
the ese of internally generated funds and the proceeds received from the issuance of securities including,
on an interim basis, short-term debt. Except for $125 million of 137/a% First hfortgage Bonds due
February 1,199i which were sold by lilAP in February 1931 and 3,000,000 shares of Common Stock
sold by llouston Industries in Alarch 1981 (resulting in total net proceeds of approximately $196 mil-
lion), the types, amounts and time of issuance of such securities have not yet been determined. IIIAP's
ability to provide internally generated funds for, and thereby continue with, its presently proposed
construction program will be dependent upon its ability to obtain adequate and timely rate relief.
See" Regulatory hiatters - Rates and Services".

Peak Loads and Capability
The following table sets forth information with respect to the installed net capability of HIAP

at the time of peak demand, the net maximum hourly demand on the system (excluding demand
which is interruptible), and the reserve margin at the time of its system net maximum hourly
demand:

Net Ataximum Hourly Demand

Installed % Increase
Net Capability Over Reserve

Year ( Afegawatts) Date hiegawatts Prior Year Afargin ( %)

1976 9,810 August 9 8,019 10.6 22.3

1977 10,170 July 25 8,445 5.3 20.4

1978 10,828 July 18 9,114 7.9 18.8

1979 11,193 August 2 9,336 2.4 19.9

1980 11,763 August 22 10,266 10.0 14.6

The net capability and reserve margins presented above do not reflect additional firm capability
available through interconnections with other utility systems. Although historically such interconneo-
tions were maintained principally for the purpose of meeting emergency conditions, they are now also
used for IIIAP's supplemental power needs discussed below. The substantial increase in peak demand
in 1980 over 1979 reflects the record high temperatures experienced in the IIIAP service area in 1980
as compared to the relatively mild summer of 1979.

In conjunction with its decision to extend the scheduled in-service dates for the four lignite units
and the Allens Creek nuclear plant (see " Construction Program" above), IIIAP is actively pursuing
comprehensive load management measures. A program to reduce system voltage during periods of
emergencias is under development and rate studies designed to encourage industrial customers to
reduce their demands during periods of peak system loads are being conducted.

It is presently estimated that IIIAP's compound growth rate in peak demand for the five-year
period 1981-1985 will be approximately 3% to 4%. The current estimate is derived from a continuing
survey of industrial customers which reflects expectations for power consumption, assessment of the

~
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effect of additional residential customers on peak demands, the prospect of more intensive energy
conservation measures by all classes of customers, and assumptions as to the effectiveness of the load
management program discussed above. IIL&P has contracted with the City of Austin, Texas to
purchase up to 800 megawatti of Austin's generating capacity through 19S7. IIL&P has also con-
tracted with the City Public Seivice Board of San Aconio to purchase varying amounts of capacity
during the years 19S2 throu;;h 19S7, ranging from 200 to 500 megawatts. Performance of these
contracts is subject to, among other things, fuel limitations that may be imposed on Austin, San
Antonio or their fuel suppliers. In the event of fuel limitations, IIL&P will be entitled to arrange
for delivery of natural gas fcom its own suppliers to Austin or San Antonio for use in providing
such capacity. The terms of the contracts include fixed capacity charges for each year and variable
charges for fuel and operation and maintenance expenses. IIL&P expects to recover all fuel charges and
a substantial portion of the operation and maintenance expenses through its fuel adjustment clauses.
Capacity charges associated with 500 megawatts of the Austin contract are p-esently recoverable
through base rates. Recovery of additional capacity charges will be requested in future rate proceed-
ings.

Assuming it is able to purchase the supplemental capacity it has contracted for from Austin and
San Antonio, IIL&P expects to maintain a minimum reserve margin of at least 15% in excess of its
current estimate of peak-load requirements through 19S5. Up to 300 megawatts of additional sup-
plemental capacity in 1986 and up to 500 megawatts in 19S8 and 1989 will be required in order to
maintain a reserve margin at or above 15% subsequent to 19S5. No assurances can be given that
additional power purchase contracts can be obtained or that, if obtained, they will be upon terms
favorable to HL&P.

Fuel
General. Approximately 82% of IIL&P's generating fuel requirements during 1980 was met with

natural gas,17% was met with coal and the balance was met with oil. Prior to 1979 substantially all of
such requirements were met with natural gas. IIIAP currently expects its future use of gas, oil, coal
and lignite, and nuclear fuel in its own generating units to be in the following relative proportions:

% of Generating Requirements

1931 1982 1983 1985 1990

Gas 83 % 75 % 76 % 72 % 55 %

Oil 1 8 1 1 1

Coal and lignite 16 17 23 24 38
Nuclear - - - 3 6

Total 100 % 100 % 100 % 100 % 100 %

IIL&P's actual fuel mix in future years could vary substantially from the percentages shown in the
table. Such percentages are based upon numerous estimates and assumptions relating to, among
other things, emironmental protection requirements, load growth, the cost and availability of fuels,
and scheduled in-service dates of its planned generating facilities. The percentages for 1990 are
further based upon the assumption that the Power Plant and Industrial Fuel Use Act of 1978, which
generally prohibits the use of oil or gas as a fuel for electric generation beginning in 1990, will
be amended to allow the use of natural gas in existing generating units throughout their useful lives.
If such Act is not so amended, it will have a material adverse effect upon IIL&P and its service area.

NaturalGas Supply. IIL&P purchases natural gas from Exxon Company, U.S.A. (Exxon) and
United Texas Transmission Company (United) under three separate long-term contracts. The Exxon
contract expires after delivery of a specified quantity of gas, but in no event later than December 31,
1996. The two contracts with United provide for delivery of a specified quantity of gas through 1989.
Approximately 80% of the natural gas requirements presently contemplated through 1989 and 25%
for 1990 are expected to be met through these two suppliers. IIL&P is currently negotiating for
additional natural gas supplies to meet its remaining natural gas requirements. Should IIL&P be
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unable to contract for additional natural gas supplies through 19S9, it has sufBeient quantities of oil
under contract to meet its remaining fuel requirements with respect to units which are normally
gas-Bred.

Cas deliveries by Exxon are being made from its reserves which have been dedicated to meet
the requirements of IIL&P during the term of the Exxon contract, while deliveries by United consist
principally of gas purchased from unafBliated suppliers. Under the priorities contained in a gas
curtailment program approved by the Railroad Commission, deliveries by jurisdictional suppliers to
customers such as HL&P must be curtailed before any curtailment of deliveries to other contract
customers, exclusive of those served on an interruptible basis.

All of the natural gas being delivered to IIL&P is intrastate gas. The Natural Gas Policy Act of
1978 has not adversely affected IIL&P's supply of natural gas. IIL&P cannot accurately predict the
effect such Act may have on its future supply of natural gas. It appears that the phased price de-
control provisions of such Act have increased and will continue to increase the cost of natural gas
to HL&P.

OilSupply. As indicated above, IIL&P expects to rely on oil in meeting a portion of its future
generating fuel requirements. IIL&P has storage facilities for 6,700,000 barrels of oil and has
installed a pipeline system linking most of its major power plants to provide for distribution of
oil to those units capable of using oil. There is sufBeient oil presently on hand to permit the exclusive
use of oil for 17 days in those units that are capable of burning oil on a continuous basis. IIL&P has a
contract with Exxon under which it is entitled to purchase sufBeient quantities of oil to satisfy
substantially all of its presently anticipated oil requirements through 1989. Ilowever, the contract may
i'e re-opened once at any time at the election of either party and if agreement on new terms cannot be
roched after such a re-opening, the contract.may be cancelled at the election of either party. The
contract is also subject to re-negotiation and cancellation in the event of material changes in existing
laws and regulations affecting fuel oil. The contract provides for deliveries of oil having a maximum
sulphur content which is less than that permitted under current air quality standards for oil-burning
generating units. Deliveries are made through an Exxon pipeline from its Baytown, Texas refinery
directly to IIL&P's oil pipeline facilities.

If oilinstead of gas were to be burned in all of IIL&P's units capable of continuous use of either
fuel, such equipment's generating capacity would be reduced by 3%. In addition, it is anticipated
that increased costs will be incurred for repair and maintenance, as well as for operation in a manner
that insures compliance with applicable air quality control requirements, when oil instead of gas is
used as boiler fuel. See " Regulatory hiatters - Environmental Quality" below.

Coaland Lignite Supply. It is estimated that the three coal-fired generating units now in opera-
tion at IIL&P's W. A. Parish plant and the additional coal-fired unit being constructed at that location
(see " Construction Program") will require an aggregate of 200 million tons of low-sulphur Western
coal for the first 25 years of operation of each unit. The actual amount of coal used will depend on,
among other things, its heat content. Coal supply 1 rvices for the W. A. Parish plant are being
provided by Utility Fuels, another subsidiary of IIouston Industries. Utility Fuels is presently pur-
chasing Wyoming coal from Kerr-51cGee Coal Corporation (Kor-hicGee) and hiontana coal from
Spring Creek Coal Company (Spring Creek), under long-term coal supply contracts. Substantially
all of the coal requirements of IIL&P's W. A. Parish coal units are expected to be met under such
contracts, which provide for deliveries of coal having a relatively low sulphur content. See " Regulatory
hiatters-Environmental Quality". The cost of the coal under both agreeraents is governed by
formulas containing various escalation provisions relating to changes in specified costs and cost
indices. A major component of the delivered cost is the railroad charge for transporting the coal irom
surface mines in Wyoming and Afontana operated by Kerr-hicGee and Spring Creek. Such mines
are 1,700 railroad miles frora IIouston. The Interstate Commerce Commission (ICC) currently
authorizes a railroad charge for the Wyoming coal of $2L70 per ton and hiontana coal of $22.73 per
ton in contrast to the cost per ton of coal which is approximately half the cost of such rail charges.
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In August 1979, IIL&P acquired lignite leases located in the Texas counties of Limestone, Leon
and Freestone, and Utility Fuels contracted with Northwestern Resources Co. (NWR) for an addi-
tional supply of lignite located in the same counties. The estimated recoverable lignite represented
by IIL&P's leases and those dedicated under the NWR contract are expected to meet 65% to 75%
of the total fuel requirements of the Limestone Electric Generating Station. Total fuel requirements
for the first 30 years of operation are 240 million tons of lignite. NWR and Utility Fuels are currently
negotiating for additional lignite reserves needed to meet the remaining fuel requirements of the plant.

Additional long-term commitments for coal and for lignite are being sought. Federal legislation
enacted in IET77 relating to surface mining and mine safety could adversely affect the availability of coal
and lignite under any future contracts. The legislation has not affected, and is not expected to affect,
the availability of coal presently under contract, but has resulted in increases in cost. The operating
and maintenance expenses for coal and lignite-fired units are substant' ally higher than those for IIL&P's
gas-fired units.

Nucicar Fuel Supply. Generally, the supply of fuel for nuclear generating facilities involves the
acquisition of uranium concentrate, its conversion to uranium hexafluoride, enrichment of gaseous
uranium hexafluoride, and fabrication of nuclear fuel assemblies. Following use of the nuclear fuel
assemblies, they must either be disposed of or shipped and reprocessed for reuse.

Westinghouse Electric Corporation has contracted to provide the South Texas nuclear units with
up to 9,377,000 pounds of uranium concentrate which, together with a minimum of 5,600,000 pounds
to be provided by another supplier, is expected to satisfy the fuel requirements for the first 14 years of
operation of each unit. Westinghouse has also contracted to furnish fuel fabrication services for the
initial core and 16 years of reloads for each unit, certain additional senices and equipment, and addi-
tional concentrate subject to the development of additional uranium reserves. Contracts with Westing-
house and others provide for conversion services for the South Texas units through 1%8 and for
enrichment senices for a period of up to 30 years.

Contracts have been concluded for IIL&P's proposed Allens Creek nuclear plant which provide for
uranium concentrate in sufficient quantities to supply the initial cx>re, for conversion services for the
initial core, for enrichment senices for a period of up to 30 years, and for fabrication of the nuclear fuel
assemblies to be used in the initial core and one year of fuel reloads. IIL&P is currently seeking other
long-term arrangements for uranium concentrate and for additional nuclear fuel components and
services that willbe required for the Allens Creek facility.

As part of current federal energy policy, reprocessing of spent nuclear fuel has been indefinitely
deferred. If the fuel discharged frcm the South Texas and Allens Creek units cannot be reprocessed,
it must eventually be placed into long-term off-site storage. The South Texas and Allens Creek plants
will have on-site storage facilities with the capacity to store approximately ten years of spent fuel
discharge-1 from each unit. IIL&P cannot predict the extent to which the indefinite deferral of
reproce'ssing willincrease the cost of and demand for uranium concentrate.

Cost of Fuel. The cost of fuel to IIL&P has increased substantially over the past three years.
See " Operating Statistics" and Item 8, " Financial Statements and Supplementary Data" The unit
cost of coal includes the actual cost of the coal delivered to the boiler as well as a carrying charge
for inventory and the use of related facilities. IIL&P is unable to accurately estimate its future cost of
fuel, but expects that it will continue to increase. Substantially all of the increases in costs for fuel are
presently covered by fuel adjustment clauses contained in IIL&P's rate tariffs. IIowever, recent rate
orders have limited the recovery of a portion of the carrying charge referred to above with respect to
coal.

Regulatory Matters
Rates and Sercices. Prior to 1976,11L&P's general rate levels were based on ordinances of the City

of IIouston and the other incorporated municipalities in llL&P's service area. In September 1976,
pursuant to the Texas Public Utility Regulatory Act passed in June 1975, the Public Utility Commis-
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sion of Texas (Utility Commission) assumed original jurisdiction over electric rates and services in
unincorporated areas of the State (which accounted for 46% of HL&Fs operating revenues and 53%
of KWH sales for the twelve months ended December 31,1950) and appellate jurisdiction over electric
rates and services within incorporated municipalities.

In November 1978, following HL&Fs request for a rate increase of 12.6% for an adjusted test
year ended Alarch 31, 1978, the Utility Com nission granted an increase of 7%. In January 19SO,
following HL&Fs request in July 1979 for a rate increase of $179 million or 10.5% for an adjusted
test year ended hfarch 31, 1979, the Utility Commission issued an order granting HL&P an increase
of $82 million or 4.9%. In the January 1950 order, the Utility Ccamission included $4M million or
60% of construction work in progress and nuclear fuel in process in HL&Fs rate base, while only
$179 million or 40% of such items was included in the rate base in the Utility Commission's 1978
order. HL&P requested inclusion of 100% of these items for both test years.

On September 15,19S0, the Utility Commission granted an increase of $135 million or 6.3% for
an adjusted test year ended hfarch 31,19S0. HL&P had requested $214 million which represented a
10% increase. The final order issued by the Utility Commission was based upon a settlement agree-
ment entered into by HL&P, the Utility Commission and the major intervenors in the case. The final
order provided for the inclusion of $677 million or 72% of construction work in progress and nuclear
fuel in process in rate base and granted a 15.8% return on common equity. The Company had
requested 65% of construction work in progress and nuclear fuel in process in the rate base.

HL&Fs actual returns on common equity have been somewhat lower than those granted in the
Utility Commission's rate orders. See Item 7, ~51anagement's Discussion and Analysis of Financial
Condition and Results of Operations."

The City of Houston and certain other incorporated municipalities within HL&Fs service area
attempted to grant rate increases which were lower than the increases authorized by the Utility Com- !

mission. Following appeals froin the municipal rate orders, the Utility Commission permitted HL&P, i
penUng final disposition of such appeals, to set rates in the incorporated areas on an interim basis at
the same level permitted for unincorporated areas. HL&P expects to seek another general rate increase
prior to the end of 1981 and may be required to seek general rate relief in the future on a more
frequent basis.

Enrironmental Quality. HL&P is subject to regulation with respect to air and water quality, solid
waste disposal and other environmental matters by various federal, state and local authorities. Envi-
ronmental regulations continue to evolve as a result of regulatory response to new legislation, adminis-
trative actions, snd judicial review and interpretation. As a result, the precise effect of existing and
potential regulations upon existing and proposed facilities and operations cannot presently be deter-
mined. However, developments in these and other areas of regulation have in the past required HL&P
to modify, supplement or replace equipment and facilities and may in the future delay or impede con-
struction and operation of new facilities at costs which could be substantial.

The Texas Air Control Board (Air Board) has jurisdiction and enforcement power to determine
the level of air contaminants emitted in the State of Texas. HIAP is of the opinion that its generating
facilities currently in operation are in compliance with the Texas Clean Air Act and with the current
rules and regulations adopted thereunder by the Air Board. HL&P is also of the opinion that units
undu construction will, when operational, comply with the current requirements of the Texas Clean
Air Act and the Federal Clean Air Act as amended. The standards established by the Texas Clean
Air Act and the rules of the Air Board are subject to modification by standards promulgated by the
federal Environmental Protection Agency (EPA). Although HL&P believes that its existing facilities
and the facilities under construction will comp!y or can be mc hfied to comply with such standards,
there can be no assurance that such will be the ese without substantial expense. A substantial por-
tion of the cost to be incurred ir constructing the W. A. Parish No. 8 unit and the four planned lignite.
fired generating units (see " Construction Program") is the cost of scrubbers to control emissions of
sulphur dioxide and other pollutants. As a result of EPA new-source performance standards and
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restrictions on deterioration of air quality applicable to HL&P's service area, the rate of future growth
in kilowatt-hour sales to industrial customers may be lower than in the past. See " Operating Statistics."

The Texas Department of Water Resources (TDWR) has jurisdiction over all water discharges
in the State of Texas and is empowered to set water quality standards and issue permits required for
water discharges which might affect the quality of Texas water. The EPA is authorized to set such
standards and issue permits in respect of discharges into navigable streams. HL&P his obtained
permits from both the TDWR and the EPA for all of its generating facilities currently in operation
which require such permits. Applications for permits with respect to the facilities included in HL&P's
construction program are being submitted as required.

HL&P is also subject to regulation by the TDWR and the EPA with respect to the handling and
disposal of solid waste generated cn-site. In 19SO the EPA promulgated a number of regulations
under the Resource Conservation and Recovery Act to protect human health and the environment
from the improper management of hazardous waste. Applications for ha.mardous waste permits have
been submitted by HL&P for each generating station and other facilities.

Nuclear Licensing. HL&P is subject to licensing and regulation by the Nuclear Regulatory Com-
mission (NRC) with respect to emironmental, public health and safety aspects of the construction and
operation of nuclear power plants. In its capacity as manager of the South Texas nuclear project, HL&P
is constructing two nuclear generating units pursuant to construction permits issued by the NRC in
December 1975. HL&P has submitted an application for an operating license for both South Texas
units. In connection with such application, hearings are expected to be conducted in 1931 to consider,
among other things, whether the findings by the NRC as to the adequacy of the project's quality
assurance and quality control programs affect IIL&P's quali6 cations to become a licensee. An operating
license is not issuable by the NRC until construction is substantially complete.

An application for a construction permit for the Allen Creek unit is pending before the NRC.
Hearings in connection with the emironmental aspects of such construction permit commenced in
January 1981 and are expected to be completed by mid-19S1. See " Construction Program".

Executive Officers
Officer Business Experience 1976-19S0

Name g Since(1) Position ( s) Terms

D. D. Jordan 48 1971 President and Chief Executive Officer and 1977-

and Director (2)(3)
President and Director 1976-1977

G. W. Opera, Jr. 54 1971 Executive Vice President and Director (3) 1976-

J. D. Cowart 55 1975 Group Vice President - Administrative 1978-

Vice President - Administrative 1976-1978

H. R. Dean M 1966 Group Vice President - Accounting and 1978-

Finance and Director (3)
Group Vice President and Comptroller 1977-1978

and Director
Group Vice President and Comptroller 1976-1977

K. R. Hincidey . 59 1972 Group Vice President - Corporate Planning 19S0-

and Development
Group Vice President - External Relations 1977-1980

Group Vice President 1976-1977

(Continued on following page)
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OdBeer Business Experience 1976-1980
A Since(1) Position (s) TermsName g

,

A. R. Beavers . 57 1978 Vice President - Purchasing and Services 1978-

General hlanager - Purchasing and Stores 1976-1978

i R. L. Evans, Jr. . 65 1971 Vice President - Energy Supply 1980-

Vice President - Operations 1976-1950

J. H. Goldberg . 49 1980(4) Vice President -- Nuclear Engineering 1980 .

and Construction
Vice President & Deputy Director of 1977-1980

Construction - Stone & Webster
Engineering Corp.

Chief Engineer for Engineering hiechanics - 1976
Stone & Webster Engineering Corp.

R. hi. McCuistion 64 1971 Vice President - Power System 1980

Development
j Vice President - Engineering ' 1976-1980

C. L McNeese 67 1975 Vice President and Assistant to the President 1980-

I Vice President - Federal Relations 1978-1980

Vice President - Public Affairs ' 1976-1978
.

D. E Simmons 55 1972 Vice President - Engineering and 1980-

Transmission and Distribution
Vice President - Corporate Planning 1976-1980

D.' D. Sykora . 50 1977 Vice President - Customer and 1980-

Public Relations
i Vice President - Customer Relations 1978-1980

I Vice President - Commercial 1977-1978

General hf anager- Marketing- 1976-1M7

E. A. Turner 53 1978 Vice President - Power Plant Engineering 1980-

i and Construction - Fossil Projects
Vice President - Power Plant Construction 1978-1980

and Technical Services
General Manager- Transmission 1976-1978-

and Distribution
r
; General Manager-Power Plant 1976

Engineering and Construction

J. R. Johnston 57 1979 Secretary and Treasurer 1979-

Assistant Secretary and Assistant Treasurer 1976-1W9

R. S. Letbetter 32 1978 Comptroller 1978-

Assistant Comptroller 1977-1978
Assistant Secretary and Assistant Treasurer 1976-1977

(1) Executive officers were elected April 23,1980 to serve for one year and until their successors are
duly elected and qualified.

(2) Member of the Executive Committee.

(3) Member of the Finar e Committee.
i (4) Elected September 22,1950.
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Operating Statistics
Year Ended December 31,

1978 1979 1980

Electric Energy Generated and Purchased (hikwh):
Cenerated-Net Station Output 53,101,474 M,678,417 57,228,126
Purchased 222,670 377,387 720,293

Total 53,324,144 55,055,804 57,948,419
Company Use, Lost and Unaccounted for 2,857,928 2,512,650 2,951,893

Other 190,449 182,651 192,907

Energy Sold 50,275,767 52,360,503 54,803,619

Electric Sales (h!kwh):
Residential 10,956,914 11,078,887 12,566,097
Commercial 8,568,636 8,813,791 9,324,496
Industrial 27,808,895 29,309,3S4 29,672,733
Street Lighting-Government and hiunicipal 103,049 106,848 91,307

Total 47,437,4M 49,308,910 51,654,633
Other Electric Utilities 2.838.273 3,051,593 3,148,986

Total 50,275,767 52,360,503 M,803,619

Number of Customers (End of Period):
Residential 778,850 M9,319 909,016
Commercial 111,050 117,324 124,298
Industrial 1,522 1,572 1,633

Street Lighting-Covernment and h!unicipal 81 70 70

Total 891,503 968,285 1,035,017

Other Electric Utilities 6 6 6

Total 891,509 968,291 1,035,023

Operating Revenue (Thousands of Dollars):
Residential $ 367,730 $ 453,354 $ 628,599
Commercial 274,081 350,000 436,360
Industrial 593,251 700,715 051,546
Street Lighting-Covernment and hiunicipal 3,608 6,634 9,257
Other Electric Utilities 57,359 78,898 98,353

Total 1,296,029 1,679,601 2,124,115
Afiscellaneous Electric Revenues 7,575 27,971 (158)

Total $1,303,604 $1,707,572 $2,123,957

Installed Generating Capacity (Kw) (End of Period) 11,056,353 11,056,353 -11,607,502
Costs of Fuel (Cents per hiillion Btu):

Gas 124.3 166.3 205.5
Oil 196.9 187.0 270.1
Coal 208.7 218.1 204.5

Average 126.2 171.0 205.0
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Item 2. Properties.
All of the electric generating stations and all other operating property of IIL&P are located in

the State of Texas. IIL&P considers this property to be well maintained and in good operating
condition.

Electric Generating Stations. IIL&P has eleven electric generating stations (79 generating units)
with an installed capacity of IL607,502 Kw.

Substations. As of December 31,19S0, IIL&P owned 156 major substations having a total
installed rated transformer capacity of 45,219,234 Kva (exclusive of spare transformers).

Electric Lines. As of December 31,19S0,IIL&P operated 23,566 miles of transmission and distri-
bution lines, including 1,440 miles operated at 138,000 volts and 392 miles operated at M5,000 volts.

General Properties. IIL&P own various properties which include a 27-story headquarters office
building, division offices, service centers and other facilities used for general purposes.

Titles. The electric generating plants and other important units of property of HL&P are situated
on lands owned in fee by IIL&P. Transmission lines and distribution systems have been constructed
in part on or across privately owned land pursuant to easements or on streets and highways and
across waterways pursuant to authority granted by municipal and county permits and by permits
issued by state and federal governmental authorities. Under the laws of the State of Texas, HL&P
has the right of eminent domain, whereby it may secure or perfect rights-of.way over private property,
if necessary.

The major properties of HL&P are subject to liens securing their long. term debt and titles to
some of their properties are subject to minor encumbrances and defects, none of which impair the use
of the property in the operation of its business.

See Item 1, " Business".

Item 3. LegalProceedings.
Controversy With Central and South West Corporation

In January 1976, the Securities and Exchange Commission (SEC) initiated proceedings under
the Public Utility IIolding Company Act for purposes of considering whether Central and South West
Corporation (CSW), a registered holding company, is or can become a single integrated and coordi-
nated system as required by that Act. CSW's principal operating subsidiaries are Central Power and
Light Company (CPL), West Texas Utilities Company (WTU), Public Service Company of Okla-
homa and Southwestern Electric Power Company. CPL is a participant with HL&P in the South Texas
nuclear project. See Item 1, " Business-Construction Program". CPL and WTU, as members of the
Electric Reliability Council of Texas (ERCOT), have historically conducted their respective utility
operations in a manner so that, whenever interconnected directly or indirectly with HL&P and other
ERCOT members, they would not transmit electric energy across any state lines. In the proceedings
before the SEC, CSW submitted various proposals regarding the future operations of its system,
including proposals that would require IIL&P and other members of ERCOT to become intercon-
nected directly or indirectly, with CSW's non-Texas subsidiaries. IIL&P opposed CSW's synchronous
interconnection proposals, because, in its judgment, their implementation would have a substantial
detrimental effect on HL&P's cost of operation and reliability of service. In addition, participation by
HL&P in a synchronous interstate interconnection could subject it to regulation under the Federal
Power Act. As a result of such opposition, CSW has attempted to compel HL&P and other ERCOT
members to become interconnected with its non-Texas subsidiaries by initiating proceedings in the
federal courts, the Federal Energy Regulatory Commission and the NRC. Proceedings have also been
conducted by the Texas Utility Commission which ruled in May 1977 that, pending the outcome of the
federal regulatory and judicial proceedings on this matter, the Texas interconnected system (in which
HL&P, CPL, WTU and others are participants) must continue to operate on an irtrastate basis.
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In June 19S0, IIIAP reached an agreement with CSW which calls for the settlement of all out-
standing controversies concerning the question of whether ERCOT should be interconnected with
CSW"s non-Texas subsidiaries. 'Ihe agreement provides for the construction of hvo direct current
non. synchronous interconnections between utilities in Texas and in neighboring states through con-
struction of a 200-megawatt interconnection in north Texas and a 500-megawatt interconnection in
south Texas. IIIAP would construct and own 200 megawatts of the south Texas interconnection and
the CSW subsidiaries would construct and own all of the north Texas interconnection and 300 mega-
watts of the south Texas interconnection. Although IllAP would be required to wheel, transmit, sell,
coordinate, comingle and exchange electric power to, from or within the State of Texas over such
interconnections, the system is not expected to materially affect the cost of HIAF's construction
program or its service reliability because of the non-synchronous, direct current mode of operation.
Implementation of the settlement agreement is subject to numerous conditions, including the condi-
tion that it be approved by the Federal Energy Regulatory Commission (FERC) pursuant to those
provisions of the Federal Power Act (as amended in 1978 by the Public Utility Regulatory Policies Act)
which would not require HIAP to become regulated as a "public utility". Implementation is also sub-
ject to the approval of other federal and state agencies. No prediction can be made as to whether such
approvals can be obtamed. In December 1950, the FERC granted a motion of the U.S. Department
of Justice to intervene in the settlement proceedings. Such motion generally opposes the proposed
settlement. Whether or not the requisite approvals of the settlement proposal are obtained, HIAP
intends to continue to oppose any attempts to force it to participate on a synchronous basis in an
interconnected system that includes CSW's non-Texas subsidiaries.

Item 4. Security Oscnership of Certain BeneScial Oncners and Management.

All of IIIAP's Common Stock is owned by Houston Industries Incorporated. As of March 16,
19S1, no person or group (as that term is used in Section 13(d)(3) of the Securities Exchange Act of
1934) owned more than five percent of HLAP's or its parent's equity securities. OfBeers and Directors
of HIAP as a group beneficially owned less than % of 1% of Preferred Stock of HIAP as of such date.

The following table sets forth as of March 16, 1931, the number of shares of Common Stock of
Houston Industries beneficially owned by (i) each director and (ii) all directors and ofBeers as a group
and the percent of the class of Common Stock so owned.

Shares of Common Percent
Stock Beneficially of

Owned Class (l)

Searcy Bracewell 1,000 *

Wm. R. Brown 1,743 *

H. R. Dean 4,328 .01%
John C. Echols 1,000 *

Howard W. Horne 459 *

D. D. Jordan 6,617 .01%
Thomas B. McDade 2,000 *

G. W. Oprea, Jr. 5,126 .01%
Stewart Orton 100 *

Willard E. Walbridge 250 *

Joe C. Wessendorff 9,4 51 .02%
Directors and officers as a group 51,174 .12%

(1) Percentages are rounded to the nearest one. hundredth of one percent. Asterisk indicates that the
percentage is less than $.01%.
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Item 5. Market for the Registrant's Common Stock and Related Security Holder Matters.

All of IIL&P's Common Stock is privately held, beneScially and of record, by its parent, Ilouston
Industries Incorporated.

Item 6. Selected FinancialData.
The following table sets forth selected financial data with respect to IIL&P's financial condition

and results of operations and should be read in conjunction with the Financial Statements and the
related notes included elsewhere herein.

(thousands of dollars,except per share amounts)

Year Ended December 31,

1976 1977 1978 1979 1980

Revenues . $ 841,616 $1,069,786 $1,303,604 $1,707,572 $2,123,957
Income after Preferred

Dividends $ 102,7N $ 120,413 $ 122,049 $ 145,950 $ 177,314
AFUDC as a % of Income

after Preferred Dividends 16 % 20 % 24 % 29 % 24 %
Return on average common

equity 14.7 % 14.4 % 12.7 % 13.1 % 13.4 %

At year-end:
Total Assets $2,264,0M $2,668,263 $3,140,829 $3,596,982 $4,151,309
Long-term debt $ 988,000 $1,113,000 $1,3M,926 $1,482,200 $1,567,200
Capitalization:

Common stock equity 40 % 40 % 39 % 41 % 45 %
Cumulative preferred stock 9 10 8 8 7
Long-term debt . 51 50 53 51 48

Total Capitalization 100 % 100 % 100 % 100 % 100 %

Construction expenditures
(excl. AFUDC) $ 309,775 $ 441,566 $ 462,439 $ 508,372 $ 636,656

Percent of construction expendi-
tures financed internally from
operations 49 % 40 % 34 % 39 % 37 %

Ratio of earnings to fixed
charges 3 97 4.08 3.61 3.62 3.54

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.
General

IIL&P's operating results have been mixed over the last three years because of the negative
pressures of increasing construction expenditures during the periods of high inflation and erratic
electric sales due to uncertain economic conditions, weather and energy conservation. Rate increases,
which have been approved and implemented approximately once each year, have allowed IIL&P to
keep pace with its service area's immediate needs for power, but its overall financial condition has
deteriorated since the mid 1970's.

'Ihe portion of IIL&P's construction program that was financed from internally generated funds
from operations and interest coverage declined during 1980 reflecting the 25% increase in construction
spending and the substantial increase in interest rates. IIL&P's return on average common equity
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has improved somewhat during the past two years principally as a result of $S9 million of rate relief
realized in 1979 and $106 million in 19S0. Nevertheless, as discussed under " Supplementary Informa-
tion to Disclose the Effects of Changing Prices", electric rates have not kept pace with inflation. As a
result, IIL&P has been unable to earn the returns on common equity granted by the Fility Com-
mission in its rate orders. HL&P's authorized returns on common equity for 1979 and 19SO were
13.8% and 15% but the actual earned returns were 13.1% and 13.4%, respectively.

Another indication of HL&P's general financial condition is the portion of net income attributable
to the allowance for funds used during construction (AFUDC). Although AFUDC, a non-cash item,
rose steadily in 1978 and 1979 because of increases in construction activity and increased AFUDC
accrual rates due to higher costs of capital, the amount of AFUDC in relation to net income declined
in 19S0 due to the allowance of larger portions of construction work in progress in rate base by
regulatory authorities and the placing in service of the W. A. Parish No. 7 coal-fired unit.

Results of Operation
Earnings for HL&P increased in each of the last three years as a result of sales growth and rate

increases, but were adversely affected by rapid escalation in operation and maintenance costs and
rising interest rates. Although fuel expense has nearly doubled since 1978, earnings were generally
unaffected due to adjustment clauses in the electric service rate schedules.

Recenues. As shown below, the majority of the increase in electric operating revenues has been
due to the recovery of increased fuel costs through fuel adjustment clauses.

% of Revenue Increase Attributable to
Ruovery of
Increased Rate Increased

Comparative Periods Fuel Costs Increases IGVII Sales

1978 v.1977 73 % 5% 22 %

1979 v.1978 63 % 22 % 15 %

19S0 v.1979 63 % 25 % 12 %

Increuing construction expenditures to meet load growth and comply with federal requirements
for the conversion to alternate fuel sources, coupled with inflationary pressures, has required HL&P
to seek rate increases more frequently. As a result, new rates have been placed in effect in each of
the past three years. KWH sales increases have averaged 6% over the last three years, contributing
to the growth in revenue. This growth rate is lower than experienced historically due to some
conservatiot by customers and, in 1950, economic conditions affecting the large industrial customers.
Because of the widespread use of air conditioning, weather also significantly affects KWH sales in the
HL&P service area, primarily in the residential class. An unseasonably mild summer negatively influ-
enced 1979 electric usage. However, an extended heat wave in 19SO caused residential KWH usage
to attain record levels and average usage per residential customer increased from 13,522 KWH in 1979
to 14,219 KWH in 19S0.

Fuel Expense. These costs have nearly doubled since 1978. The increase in the price of fuel and,
to a lesser extent, ircreased KWH generation are the contributing factors. The rapid increase in fuel
costs has contributed to the increase in HL&P's average residential revenue per KWH from 3.4c in
1978 to 5.0c in 19S0. The increases in cost of coal sold for each year are due to larger coal require-
ments by HL&P for its W. A. Parish Station. HL&P brought new coal-fired units into service in each
of the years 1978-19SO.

Purchased Pou;cr Expense. The increase in these costs reflects economy purchases of energy
from other utilities in Texas.

Operating and Maintenance Expenses. Operation and maintenance costs have increased 58% over
the last three years because of general inflationary pressures, the use of larger, more complicated
generating and pollution control equipment and substantial increases in labor costs. Increased reliance
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on coal-fired power plants has added significantly to the costs of operation and maintenance. The
employee work force has increased by about 21% over the last three years as a result of increasingly
complex construction and business activities, additional government regulations and the growth in the
number of customers being served.<

Non-Operating items. AFUDC is an amount representing the cost of funds used to finance con-
struction projects and is capitalized as part of the cost of the asset. AFUDC is a non-cash item of net
income and represents a cost recoverable from customers through provisions for depreciation in future
periods. Increases in amounts for AFUDC not only correspond to increases in construction expendi-
tures, but also to increases in the AFUDC accrual rate and the level of investment in construction that
is not earning a cash return. Since January 1979, AFUDC has been computed on a net of tax rate
closely following the rising cost of capital. The AFUDC accrual rates for 1978 through 1980 were
6.5%,7.5% and 8.5%, respectively. Effective January 1,1931 HL&P began accruing AFUDC at
a rate of 9.25%.

In the Utility Commission's final order relating to HL&P's 1979 rate case, the recovery of its
investment in a uranium exploration project was disallowed. As a result, $8,964,000 was charged
against other income in December 1979.

Liquidity and Capital Resources
Construction and nuclear fuel expenditures (excluding AFUDC) for 1980 and as estimated for the

years 1981,1982 and 1983 are $637 million, $709 million, $783 million and $964 million, respectively.
Maturities of long-term debt for this same period include a single maturity of $20 million in 198L

HL&P expects to finance a portion of its construction program through funds generated internally
from operations. Factors affecting the ability of HL&P to fund a portion of its capital requirements
fre n internal funds include regulatory practices allowing a substantial portion of construction work
in progress in rate base, adequate depreciation rates, full recovery of the cost of fuel used in the
generation of electricity and the opportunity to earn competitive rates of return. It is presently
estimated that during the next three years 30% to 35% of HL&P's construction program can be
financed through the use of internally generated funds from operations assuming HL&P t.n obtain
rate relief on a timely basis at a level comparable to that most recently granted by the Utility Com-
mission.

The remainder of HL&P's construction program will be financed through proceeds received from
the sale of common steck by Houston Industries and the sales of preferred stocks and long-term debt
by HL&P. HL&P's capitalization ratios at December 3',1980 consisted of 48% long-term debt,7%
preferred stock and 45% common stock and retained earnings with similar ratios expected to be
maintained in the future. Principally because of HL&P's large capital requirements, Moody's Investors
Service, Inc. lowered its rating of HL&P's First Mortgage Bonds and Preferred Stock in 1980 from
double A to single A; however, two other rating agencies continue to rate HL&P's securities double A.
As a result of such downgrading, HL&P expects relatively higher capital costs in connection with its
future sales of long-term debt and preferred stock.

For infonnation regarding bank lines of credit and short-term borrowings see Note 4 to the
Financial Statements.
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Item 8. FinancialStatements ar,d Supplementary Data,

HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF INCOME

(Thousands of Dollars)
Year Ended December 31,

_ 1978 1979 1980

Operating Revenues $_ .,303,604 $1,707,572 $2,123,957

Operating Expenses:
Fuel 682,261 958,112 1,206,872

134,756 167,665 203,467
Operation
Purchased power 4,753 8,440 29,995

55,354 77,703 W,598
,Maintenance

73,2S0 ~ 93,746 103,771
Depreciation and amortization . .. , ..

Federalincome taxes:
Current 10,229 10,911 26,233

!

Deferred:
Liberalized depreciation 33,064 29,576 37,038

Investment tax credit-current 49,544 61,289 49,891

Amortization of investment tax credit (2,SS9) (4,563) (5,477)

Other - net 4,767 14,939 22,773

Other taxes 62,251 72,853 80,856

Total 1,107,370 1,490,671 1,853,017

196,234 216,901 270,M0
Operating Income
Other Income:

Allowance for other funds used during construction 17,029 31,928 32,735

Other - net 3,992 383 3,722

Total 21,021 32,311 36,457

Income Before Interest Charges .
217,255 249,212 307,397

Interest Charges:
Interest on long-term debt 84,3M 101,566 122,695

Other interest 5,208 2,136 5,159

Allowance for borrowed funds used during construction (11,639) (10,911) (9,619)

Taxes applicable to allowance for borrowed funds used

f
during construction (9,2M) (8,1M)1

L Total 77,876 83,497 110,041

Net Income . 139,379 165,715 197,356

Dividends on Preferred Stock 17,330 19,765 20,N2

Income After Preferred Dividends $ 122,049 $ 145,950 $ 177,314

Ratio of Earnings to Fixed Charges 3.61 3.62 3.54

| Ratio of Earnings to Fixed Charges and Preferred Dividend
2.72 2.76 2.81

Requirements

See Notes to Financial Statements.
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HOUSTON LIGHTING & POWER COMPANY
BALANCE SHEETS

(Thousands of Dollars)

ASSETS
December 31, December 31,

1979 1980
Pnorzarr, PLANr AND Equu>uzur:

Electric plant, at original cost-
Production . $1,578,928 $1,881,347
Transmission .. . 299,483 333,698
Distribution 779,741 879,551. .

General 183,144 214,849,

Construction work in progress 972,526 1,143,102
Nuclec.r fuel in process 83,947 104,947

Electric plant acquisition adjustments, at cost . 3,166 3,166
Total 3,900,935 4,560,660

Less accumulated depreciation and amortization 591,465 678,717

Property, plant and equipment- net . 3,309,470 3,881,943

Cuanzrr Assers:
Cash in banks 11,614 11,840
Temporary cash investments, at cost . 52,129
Working funds and special deposits 5,266 5,377
Accounts receivable:

Customers 63,853 M,247
AfEliated companies . 127 336
Others 18,227 18,302

Inventory, at average cost:
Fuel oil . 47,843 66,364
Materials and supplies . 31,296 31,180.

Other 14,046 2,934

Total 244,401 220,580

Derzanzo Dzarrs . 43,111 48,786

Total . . $3,596,982 $4,151,309

See Notes to Financial Statements.
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HOUSTON LIGHTING & POWER COMPANY
BALANCE SHEETS

(Thousands of Dollars)

LIABILITIES
December 31 December 31,

lir19 1980 __

CAPrrAUZADON (statement On following page):
$1,208,310 $1,452,230Common stock equity . .. . .. .

Cumulative preferred stock 243,518 243,518..

. . . . 1,482,200 1,567,200Long-term debt
2,934,028 3,262,948Total .

.

CURREN r LIAMOUES.
Notes payable 1,084 50,870

. . .

114,763 133,305Accounts payable . .

Accounts payable to afBliated companies 11,883 9,546

Taxes accrued . 27,278 44,245

Interest accrued 28,086 29,324

Accrued liabilities to municipalities 36,008 45,557

Dividends declared . 5,010 5,010

Current portion of long-term debt . 20,000..

Other 16,217 22,695

Total 240,329 360,552
..

DErERREn CREDirS:

Accumulated deferred federal income tax.es 206,569 267,249

Unamortized investment tax credit 192,606 235,791

Other . .
15,081 16,384

Total 414,256 519,424
.. .

PRorERTY INSURANCE RESERVE . 8,369 8,385

ComtrrMENTS AND CONUNCENCIES
Total $3,596,982 $4,151,309

. .

See Notes to Financial Statements.
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HOUSTON LIGHTING & POWEB COMPANY
- STATEMENTS OF CAPITALIZATION

(Thousands of Dollars).

December 31, December 31,
1979 1980

COMMON STOCK EQUITY:
Common stock, no par; authorized, 50,000,000 shares; outstanding

36,217,276 shares at December 31,1979 and 42,964,777 shares at
December 31,1980 . . ' . $ 5S8,276 $ 760,741.

Retained earnings . . 620.034 691,4S9
Total common stock equity 1,208,310 1,452,230.

CUMULATIVE PREFERRED STOCK-no par; authorized, 10,000,000
shares; outstanding (entitled upon involuntary liquidation to $100 a
share):

$4 series, 97,397 shares
$6.72 series,250,000 shares

. 9,740 9,740
. .. . 25,115 25,115

$7.52 series,500,000 shares
. 50,225 50,225

$9.52 series,400,000 shares
$9.08 series,400,000 shares

. 39,372 39,372

$S.12 series,500,000 shares
. . 39,395 39,395

50,098 50,098
~ $9.04 series,300,000 shares 29,573 29,573.

Total Cumulative Preferred Stock 243,518 243,518
LONG-TERM DEBT:

First mortgage bonds:
3%% Series, due 1981. 20,000 20,000
2%% Series, due 1985 . 30,000 30,000
3%% Series, due 1986 30,000 30,000
4%% Series, due 1987 . 40,000 40,000
3 % Series, due 1989 . 30,000 30,000
4%% Series, due 1989 . 25,000 25,000
4%% Series, due 1992 . 25,000 25,000
5%% Series, due 1996 . 40,000 40,000
5%% Series, due 19W . 40,000 40,000
6%% Series, due 1997 . 35,000 35,000

- 6%% Series, due 1998 35,000 35,000
7%% Series, due 1999 . 30,000 30,000
7%% Series, due 2001 50,000 50,000
7%% Series, due 2001. 50,000 50,000
8%% Series, due 2004 100,000 100,000

10%% Series, due 2004 100,000 100,000
8%% Series, due 2005 . 125,000 125,000
8%% Series, due 2006 . 125,000 125,000
8%% Serfes, due 2007 . 125,000 125,000
8%% Series, due 2008 125,000 125,000
9%% Series, due 2008 . 100,000 100,000

11%% Series, due 2009 . 125,000 125,000
12 % Series, due 2010 . 100,000

Total first mortgage bonds 1,405,000 1,505,000
5% debenture, due 19S5

. 40,000 40,000
Pollution centrol revenue bonds:

7%% Series, due 2004 . 18,000 18,000
9.5% Series, due 1998 . 19,200 19,200
9.9% Series, due 1998 . 5,000

Subtotal 1,482,200 1,587,200
Less: Current maturity of first mortgage bond, due 1981 20,000

Total long. term debt . 1,482,200 1,567,200.

Total Capitalization $2,934,028 $3,262,948

See Notes to Financial Statements.

22



.

HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF RETAINED EARNLNCS

(Thousands of Dollars),

Year Ended December 31

1978 1979 1980

BALANCE AT BEGINNING OF PERIOD $497,079 $553,213 $620,034

ADD-NET INCOME 139,379 165,715 197,356

Total 636,458 718,928 '817,390
.

DEDUCT-CASil DIVIDENDS:
Preferred:

$4 Series 390 390 390

$6.72 Series . 1,6SO 1,680 1,680

$7.52 Series 3,700 3,700 3,760

$9.52 Series , 3,808 3,808 3,808
,

$9.08 Series 3,632 3,632 3,632

$8.12 Series . 4,060 4,000 4,000

$9.04 Series (annual rate of $9.04 a share from February 6,

1979)
2,435 2,712

Common:
1978, $2.12; 1979, $2.36; 1980, $2.68 (a share) 65,915 79,129 ' 105,859

Total 83,245 98,894 125,901

BALANCE AT END OF PERIOD $553,213 $620,034 $691,489

See Notes to Financial Statements.
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HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF CHANGES IN FINANCIAL POSITION

(Thousands of Dollars)

Year Ended December 31,

1978 1979 1980
Sources of funds:

Operations: -

Net income . . .. $139,379 $165,715 $197,356
Items not requiring an outlay of working capital:

Depreciation and amortization 74,361 94,764 108,298
Deferred federal income taxes -net 37,831 30,922 51,617
Investment tax credit deferred - net 40,782 48,832 44,414
Allowance for funds used during construction (28,668) (42,839) (42,354)

Total . 263,685 29't,394 359,331
~ Dividends declared (83,245) (98,694) (125.901)
Reinvested funds from operations 180,440 198,500 233,430
Financing:

Sale of common stock 65,224 131,518 172,465
Saleof preferred stock 29,573
Sale of first mortgage bonds 225,000 125,000 100,000
Pollution control revenue bonds 16,926 2,274 5,000
Sale of coal handling facilities to afBliate 35,424
Change in notes payable and temporary cash investments (91,296) 15,422 101,915
ReclassiBeation to current maturity of long-term debt (20,000)

251,278 303,787 359,380
Uther:

Decrease (increase) in working capital (exclusive of notes
payable and temporary cash' investments) 36,277 (3,555) 42,129

Other - net (5,556) 9,640 1,717
30,721 6,085 43,846

Total $462,439 $508,372 $636,656

Application of funds:
Construction and nuclear fuel expenditures and lignite advance

(net of allowance for funds used during construction) $462,439 $508,372 $636,656

Increase (decrease) in working capital (exclusive of notes pay-
able and temporary cash investments):
Current assets:

Cash in banks . $ (1,512) $ 1,563 $ 226
Customer accounts receivable . .. 16,675 5,614 20,394
Accounts receivable from afBliated companies (83) (163) 209
Inventory 1,506 8,194 18,405
Other 6,765 3,420 (10,926), , ..

Total 23,351 18,628 28,308
Current liabilities:

Accounts payable 29,467 6,424 18,542
Accounts payable to affiliated companies 6,112 4,833 (2,337)
Taxes and interest accrued 13,676 (5,051) 18,205
Other 10,373 8,867 36,027

Total 59,628 15,073 70,437
Increase (decrease) in working capital (exclusive of notes pay-

able and temporary cash investments) $(36,277) $ 3,555 $(42,129)

See Notes to Financial Statements.
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HOUSTON LIGHTING & POWER COMPANY

NOTES TO FINANCIAL STATEMENTS
For the Three Years Ended December 31,1980

(1) Summary of Significant Accounting Policies
System of Accounts

The accounting records of HL&P are maintained in accordance with the Federal Energy Regu-
latory Commission's Uniform System of Accounts which have been adopted by the Public Utility
Commission of Texas (Utility Commission).

Electric Plant

Additions to electric plant, reduced by contributions in aid of construction, betterments to existing
property, and replacements of units of property are capitalized at cost. Cost includes the original cost
of contracted services, direct labor and material, indirect charges for engineering supenision and
similar overhead items, and an adowance for funds used during construction (AFUDC).

Maintenance of property and replacements and renewals of items determined to be less than
units of property are charged to expense. The actual or average book cost of units of property replaced
or renewed are removed from plant and such costs plus removal cost, less salvage, are charged to
accumulated depreciation.

HL&P computes depreciation using the straight-line method. The depreciation provision as a
percentage of the depreciable cost of plant was 3.2% for 1978,3.5% for 1979 and 3.6% for 19S0.

Allouunce for Funds Used During Construction

Prior to 1979, HL&P accrued AFUDC at a rate of 6%% on projects estimated to cost in excess
of $50,000 and estimated to require more than 90 days to construct. During 1979, IIL&P accrued
AFUDC at a' 7%% rate, net of federal income taxes, on construction projects and nuclear fuel pay-
ments except for amounts included in the rate base by regulatory authorities. Effective January 1,
1980, the accrual rate was increased to 8%%, net of federal income taxes.

Operating Revenues

Revenues are accognized from the sale of electricity as bills are rendered to customers. Rate
schedules include fuel adjustment clauses which permit recovery of fuel expenses in the month
incurred.

FederalIncome Taxes

Houston Industries and its subsidiaries file a consolidated income tax return. IIL&P records as its
current income tax expense an amount equal to the tax it would have to pay if it filed a separate
income tax return.

Since January 1979, HL&P has followed a policy of comprehensive interperiod income tax alloca-
tion. Prior to January 1979, deferred income taxes were not recognized on the borrowed funds
component of AFUDC which is deducted currently for federal income tax purposes.

Investment tax credits are deferred and amortized over the estimated lives of the related property.

Property insurance Reserves

'lle cost of replacing uninsured plant losses, less related tax effects, are charged against the
reserve when incurred. Effective January 19SO, additional accruals to the reserve have been denied by
regulatory authorities.
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NOTES TO FINANCIAL STATEMENTS (Continued)

(2) PrefenedStock |
Any part or all of the preferred stock may be redeemed at the option of IIL&P at the following I

per share prices, plus any unpaid accrued dividends to date of redemption:
$4 Series - $105.00. $6.72 Series: through July 31,19S3- $103.51; thereafter - $102.51. i

$7.52 Series: through October 31,1952 - $105.35; thereafter- $103.35 to $102.35. 59.52 Series:
through September 30, 1985 - $109.52; thereafter- $105.00 to $101.00. $9.0S Series: through
March 31,19S1-$109.08; thereafter-$105.00 to $10L00. $S.12 Series: through November 30, |
19S2 - $109.37; thereafter- $106.25 to $102.25. $9.M Series: through January 31,19S4 - $109.N;

'

thereafter - $105.00 to $101.00.

(3) Long-Term Debt
At December 31,19SO,' sinking or improvement fund requirements of IIL&P's first mortgage bonds

outstanding will be $27,850,000 for the year 19S1, $28,700,000 in 19S2 and $29,700,000 for each of the
years 19S3 through 19S5. Of such requirements, $15,050,000 for the year 19S1 and $14,850,000 for each
of the years 19S2 through 1955 may be satisfied by certification of property additions at 100% of the
requirements and the remainder through certification of such property additions at 166%% of the
requirements. Sinking or improvement fund requirements for 1950 and prior years have been satisfied
by certification of property additions.

Annual maturities of long-term debt are $20,000,000 in 1981 and $70,000,000 in 1965.
The issuable amount of first mortgage bonds is unlimited as to authorization, but limited by

property, earnings, and other provisions of the mortgage and deed of trust and the supplemental
indentures thereto. Substantially all properties are subject to tiens securing its long-term debt.

(4) Short. Term Financing
The interim financing requirements are met through short-term bank loans and th'e . issuance

of commercial paper. HL&P has bank lines of credit aggregating $250 million (as compared with
$200 million during 1979) which limit its total short-term borrowings and prbvide for interest at
the prime rate. Bank loans and commercial paper outstanding were $20,000,000 and.$30,000,000
at December 31,1950, respectively. There was no short-term indebtedness at December 31,1979. Com-
pensating balances are not required under the lines of credit.

(5) Retirement Plan
IIL&P has a noncontributory retirement plan covering substantially all employees. The policy

of HL&P is to fund pension costs accrued, which includes amortization of prior service costs, over a
period of thirty to forty years.

The total cost of the retirement plan for each of the years 1978 through 1980 was $4,773,000,
$6,223,000 and $7,563,000, respectively. In 1979, the assumed return on plan investments was increased
to 7% and the plan was amended to provide substantially increased benefits for all plan participants.-
The net effect of the change and amendment was to increase prior service costs by- $14,210,000
and pension cost accrued by $1,400,000 for 1979. As of January 1,19SO, actuarially. computed prior
service costs were $34,M7,000. A comparison of accumulated plan benefits and plan net | assets'

for the retirement plan is presented below: ,

Actuarial present value of accumulated plan benefits:
January 1, .

1979 1980

Vested $49,139,000 $49,280,000

Nonvested 2,341,000- 4,179,000

$51,480,000 $53,459,000

Market value of net assets available for plan
benefits $50,650,000 $67,272,000
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NOTES TO FINANCIAL STATEMENTS (Continued)

(6) Commitments and Contingencies

Significant commitments have been incurred in connection with IIL&P's construction program
and for nuclear fuel purchas~ s. The construction program is presently estimated to cost $691 millione

in 1981, $759 million in 1982 and $947 million in 1983. These amounts do not include estimated
expenditures of $60 million for uranium concentrate and nuclear fuel processing services for the
South Texas and Allens Creek nuclear plants. Commitments in connection with the construction
program, principally for generating plants ara related facilities, are generally revocable by IIL&P
subject to reimbursement of manufacturers for expenditures incurred or other cancellation penalties.
These amounts do not include estimates of the allowance for funds used during construction. IIL&P
has no material lease commitments.

(7) Jointly Owned Electric Plant

IIL&P is project manager and one of four participants in the South Texas Nuclear project which
consists of two 1250 megawatt nuclear generating units. Each participant finances its own share
of construction expenditures with IIL&P's participating interest in the project being 30.8%. As of
December 31, 1980, IIL&P's share of expenditures included in construction work in progress and
nuclear fuel in process were $450 million and $39 million, respectively.

(8) Regulatory Proceedhigs

As part of the Utility Commission's final rate order in January 1950, the Utility Commission dis-
allowed IIL&P's request to amortize its investment in a uranium exploration project terminated in
October 1978. As a result $4,661,000 (net of federal income taxes) was charged against income in
the month of December 1979. A number of accounting changes were implemented in January 1980
as a result of the Utility Commission's January 1950 order. Such changes include (1) the capitaliza-
tion of ad valorem taxes related to constmetion work in progress (2) the capitalization of employee
benefits and depreciation of transportation equipment related to construction and (3) the discon-

~

tinuance of accruals to the reserves for property insuran'e and injuries and damages.

(9) FederalIncome Taxes

Effective federal income tax rates are lower than statutory corporate rates for each year as follows:

Year Ended December 31,
1978 1979 19r,o

Thousands of Dollars

- Federal income taxes at statutory corporate
rate $112,365 $125,839 $150,884.

Reduction in taxes resulting from:
Allowance for other funds used during -

construction . 13,761 14,687 15,058
Other- net 3,889 3,303 5,173

Total 17,650 17,990 20,231
Federal income taxes $ 94,715 $107,849 $_130,653

.

Effective rate . 40.5 % 39.4 % 39.8 %

At December 31,1980, IIIAP had an investment tax credit carryover of approximately $7,484,000.
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NOTES TO FINANCIAL STATEMENTS (Continued)

(10) Supplementary Expense Information
Year Ended December 31,

1978 1979 1980

('Iliousands of Dollars)

Taxes, other than income taxes, were
charged to expenses as follows:

Ad valorem $ 38,131 $ 42,666 $ 42,686

State gross receipts 12,686 16,M4 20,717

Payroll 4,897 6,189 7,467

PUC assessment . 2,0~9 2,885 3,671

Miscellaneous 4,458 5,069 6,315

Total taxes other than income taxes $ 62,251 $ 72,853 $ S0,856

Research and development costs charged to
expenses $ 8,775 $ 10,152 $ 12,146

.

(11) Prirgipal Transactions Between HL&P,its Parent and Other Related Companies
Pursuant to the corporate restructuring in 1977, Houston' Industries assumed joint and several

liability with HL&P for payment of principal and interest on the $40,000,000 of 5%% Convertible
Debentures due 19S5 issued by HL&P. In consideration thereof, HL&P issued Houston Industries a
$40,000,000, 5%% debenture. Included in " Interest on long-term debt" in the accompanying State.
ments of Income for each of the years ended December 31,1978,1979 and 19SO is $2,200,000 related to

this debenture.

HL&P issued 2,310,354, 4,902,280 and 6,747,501 shares in 1978,1979 and 19S0, respectively, of
common stock to Houston Industries for a total consideration of $65,224,000, $131,518,000 and
$172,465,000 in 1978,1979 and 1980, respectively. Common stock dividends paid to Houston Industries
by HL&P amounted to $65,915,000, $79,129,000 and $105,859,000 in 1978,1979 and 1980, respectively.

In May 1978, HL&P sold at cost its coal handling facilities to Utility Fuels, Inc., another
wholly-owned subsidiary of Houston Industries. " Operating Expenses-Fuel" in the accompanying
Statements of Income for the years ended December 31,1978,1979 and 19SO includes $20,823,000,
$105,656,000 and $202,E53,000, respectively, of coal purchased from Utility Fuels.

(12) Unaudited Quarterly Information
The following unaudited quarterly financial information for 1979 and 1980 includes, in the

Company's opinion, all adjustments (which comprise only normal recurring accruals) necessary for a
fair presentation.

Income
Net After

Operating Preferred
Revenues Income Dividends

(Thousandsof Dollars)

March 31,1979 $357,148 $ 44,122 $27,308

June 30,1979 413,3S6 49,769 32,223

Septer her 30,1979 513,157 74,184 57,296

December 31,1979 423,881 48,826 29,123(a)

March 31,1980 416,378 46,138 26,031

June 30,1980 521,515 59,583 37,100

September 30,19S0 676,673 99,072 75,226

December 31,1980 509,391 66,147 38,957

(a) See Note 8, " Regulatory Proceedings" regarding the December 1979 charge against HL&P's
income.
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NOTES TO FINANCIAL STATEMENTS (Continued)

(13) Reclassification
Certain amounts from previous.yws have been reclassified to conform to the 1980 presentation

of the financial statements. Such recla'ssifications are immaterial and do not affect earnings.

(14). Other,
IIIAP issued $125,000,000 of 13%0/o First Mortgage Bonds due FebruaryOn February 10,1981,

1,1991.

In March 1981 (subsequent to the date of the Auditors * Opinion), IIL&P issued approximately
3,000,000 shares of common stock to llouston Industries. The proceeds were used by IIL&P to
defray the cost of its construction program including the repayment of short-term debt incurred in
connection with such program. To the extent that rach proceeds were not.immediately so used, they
were temporarily invested in short-term interest bearing obligations.
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AUDITOR $' OPINION

Houston Lighting & Power Company:

We have examined the balance sheets and the statements of capitalization of Houston Lighting
& Power Company as of December 31,1979 and 1980 and the related statements of income, retained
earnings and changes in Snancial position 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 opinion, the above-mentioned Enancial statements present fairly the Snancial position of the
Company at December 31,1979 and 1980 and the results of its operations and the changes in its
Snancial position for each of the three years in the period ended December 31,1980, in conformity
with generally accepted accounting principles applied on a consistent basis.

Our examinations also comprehended the supplemental sch'edules V, VI, VIII and IX for each of
the three years in the period ended December 31,1980. 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.

Dstorrre IIASKINs & SELS

IIouston, Texas
February 16,1981
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SUPPLEMENTARY INFOIBfATION TO DISCLOSE
Tile EFFECTS OF CIIANCING PRICES (UNAUDITED)

Financial statements of business enterprises, in accordance with generally accepted accounting
principles, reflect historical costs and dollars of varying purchasing power and accordingly do not
measure the effects of inflation. The following unaudited supplementary information is supplied in
accordance with the requirements of Financial Accounting Standards Board (FASB) Statement No.
33, Financial Reporting and Changing Prices, for the purpose of providing certain information
regarding the effects of both general inflation (constant dollars) and changes in specific prices
(current cost), which are not reflected in traditional financial statements. Constant dollar amounts
represent historical costs stated in terms of dollars of equal purchasing power, as measured by the
Consumer Price Index for all Urban Consumers (CPI-U). Current cost amounts reflect the changes
in specific prices of property from the date the property was acquired to the present, and may differ
from constant dollar amounts to the extent that specific prices have increased more or less rapidly
than prices in general. This information should be viewed only as an estimate of the approximate
effect of inflation rather than as a precise measurement.

HL&P, in common with other electric utility companies in general, continues to be adversely
impacted by the effects of an inflationary economy. Certain effects of inflation such as higher interest
costs associated with long-term bonds and increased operating and maintenance costs are reflected
in traditional financial statements. Increased revenues to recover such expenses, however, tend to lag
behind the actual incurrence of such increased costs. Electric rates are established based on costs
as of a specific point in time and are designed to allow the electric utility to recover its operating costs
and earn a fair rate of return on its investment in property, plant and equipment. Ilowever, in a highly
inflationary environment, expenses have increased at a much greater rate than the increase in electric
sales which has resulted in an erosion of return on invested capital. It is unlikely that rates based
on historical costs can keep psce with increased costs during inflationary periods. This has resulted,
in part,in the need for larger and more frequent rate increases.

There are a number of other effects of inflation which are not reflected in traditional financial
statements and to which the accompanying supplementary information is intended to give effect.
One major expense so affected is depreciation. The cost of constructing and replacing property, plant
and equipment has been escalating dramatically. Ilistorical financial statements reflect depreciation
based on the historical costs of assets and do not reflect the true economic cost of the asset "used up"
and which must be replaced at substantially higher future values. Ilowever, a substantial amount of
such assets are financed with long-term bonds and preferred stock which effectively acts as a hedge
against the impact of inflation. Utility plant financed from investment by common shareholders and
retained earnings are not afforded such a hedge. While a certain amount of the impact on such
depreciation is reduced through higher returns allowed on the common equity investment in property
when electric rates are established, the end result of continuing inflation is an erosion of the common
equity investment when viewed in terms of real purchasing power.

,
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STATEMENT OF INCOME ADJUSTED FOR . CHANGING PRICES
For the Year Ended Dm. h. 31,1980

(In thousands of dollars)
Constant Curu
Dollar Cost

Conventional ~ Aversse ~ ' Aversee
Historical ~ 1980 -1900'

cost nollari penars

Operating Revenues . 42,123,957 $2,123,957 $2,123,957. ...

Operating Expenses:
Fuel 1,206,872 1,206,872 '1,206,872
Depreciation 103,771 196,174 2M,555..

Operation and maintenance 301,065 - 301,065 301,065,

29,995 29,995 29,995Purchased power . .

Income and other taxes 211,314 211,314 211,314
'

Interest expense . 110,041 110,041 110,041

Other income and deductions - net (36,457) (36,457) (36,457)

Net Income (excluding reduction to net recoverable
cost) . $ 197,356 $ 104,953' $ 93,572.

_

Increase in specific prices (current cost) of property,
plant, and equipment held during the year ** ' $ 601,245

Less increase in cost of property, plant, and equipment
adjusted for changes in ' general price level 715,069

Excess of increase in general pria level over increase
in specific prices (113,824)

Reduction of utility property to net recoverable costs (329,671) (204,466)
Cain from decline in purchasing power of net amounts

owed . . 271,330 271,330.. .

Net . . . . . . $ (58,341) $ (46,960)

* Including the reduction to net recoverable cost, loss on a constant dollar basis would have been
$224,718 for 1980.

** At December 31,1980, current cost of proper +y, plant and equipment, net of accumulated depre-
ciation was $6,706,421, while historical cost was $3,881,943.
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FIVE YEAR CO5fPARISON OF SELECTED SUPPLEhfENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CIIANGING PRICES

(In thousands of average 1980 dollars, except per share amounts)

1976 1977 1978 1979 1990

Revenues
Historical . . $ 841,616 $1,069,786 $1,303,604 $1,707,572 $2,123,957.

Constant dollar 1,218,245 1,454,673 1,646,517 1,93S,495 2,123,957.

Net Income
Historical $ 165,715 $ 197,356
Constant dollar 110,620 104,953
Current cost 94,767 93,572

Common Stock Equity at year-end
(including electric utility property
only to the extent recoverable)
Historical $1,20s,310 $1,452,230
Constant dollar 1,297,133 1,387,036
Current cost . 1,297,133 1,387,036

Gain from decline in purchasing
power of net amounts owed $ 283,2S4 $ 271,330.

Excess of increase in general price
level ove- increase in specific prices $ 294,7M $ 113,824

Average consumer price index 170.5 181.5 195.4 217.4 246.8

Property, plant and equipment as referred to in the accompanying data includes utility plant in
service, land, land rights and property held for future use, nuclear fuel in process and construction
work in progress. The constant dollar information was determined by adjusting historical amounts by
the ratio of the average level of the CPI-U during the year the assets were acquired or constructed to
the average CPI-U index for 19S0. Current cost of properties was determined primarily by indexing
surviving plant by the IIandy-Whitman Index of Public Utility Construction Costs. Current cost infor-
mation does not represent the rmlacement cost of HL&P's productive capacity since plant would not
be replaced precisely in kind, b.st rather is an approximation of the current cost of existing assets.
The constant dollar and current cost provisions for depreciation were determined by applying the
Company's historical depreciation rates to the restated property amounts.

As allowed by FASB No. 33, items in the income statement, other than depreciation expenses,
were not adjusted. The cost of fuel used in electric generation and operating and maintenance
expenses are essentially stated in terms of average current year prices and therefore do not require
restatement.

In accordance with FASB No. 33, federal income tax expense has not been adjusted. Current fed-
eralincome tax policy recognizes to a certain extent the effects of inflation. Liberalized depreciation
allowances and the investment tax credit accelerate capital recovery. However, as the statutory federal
income tax rate has remained stable the effective rate has increased significantly as a result of the
declining purchasing power of the related taxable income. HL&P's effective federal income tax rate
in 1960, when adjusted for inflation, is 55 percent under constant dollar and 58 percent under current
cost, each of which exceeds its reported effective tax rate of 40 percent and the statutory rate of 46 -
percent.

Under the rate making prescribed by the regulatory authorities to which IIIAP is subject,
only the historical cost of plant is recoverable through depreciation. Herefore, the excess of the cost
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of utility plant stated in terms of constant dollars and current cost that occurred as a result of inflation
in the current year over the historical cost of utility plant is not presently recoverable in rates as
depreciation and is reflected as a reduction to net recoverable cost.

To properly reflect the economics of rate regulation in the Statement of Income Adjusted for
Changing Prices, the reduction of net property, plant, and equipment should be offset by the gain from
the decline in purchasing power of net amounts owned. During a period of inflation, holders of
monetary assets suffer a loss of general purchasing power while holders of monetary liabilities experi-
ence a gain. The gain from the decline in purchasing power of net amounts owed is primarily
attributable to the substantial amount of debt and preferred stock which has been used to finance
property, plant and equipment. Ilowever, since the depreciation on this utility plant is limited to
the recovery of historical costs, HIAP does not have the opportunity to realize a holding gain, and is
limited to recovery only'of the embedded cost of such capital. 'Ihus, to the extent that utility. plant
is financed with debt and preferred stock the reduction to net recoverable cost and the holding gain
essentially offset each other.

As indicated above, the rates charged by llIAP are regulated. As a result it is not as free as a non-
regulated enterprise to raise its prices in response to inflation. Further, except in the case of fuel costs,
the regvlatory process introduces a substantial time lag between the incurrence .of operating and
capital costs and the recovery of such costs. This is commonly referred to in :he industry as " regulatory
lag" and is one of the most significant factors contributing to the erosion of investor capital. Com-
pounding the problem is the fact that HIAP must compete in the same marketplace as a non-
regulated enterprise for cspital necessary to finance its construction program.

PART III
Item 9. Directors and Executice O$cers of the Registrant.(*)

Item 10. Management Remuneration and Transactions.(*)

* The information called for by Items 9 and 10, to the extent not set forth under Item 1,
" Business- Executive Officers", is set forth in the definitive proxy statement relating to the 1981
Annual .\fecting of Shareholders of flouston Industries Incorporated (parent of the registrant),
pursuant to the Commission's Regulation 14A (File No.17629). Such definitive proxy statement
relates to a meeting of shareholders involving the election of directors and is incorporated herein by
reference pursuant to Instruction G to Form 10-K The Board of Directors of the registrant is com-
posed of the same individuals as the Board of Directors of Ilouston Industries Incorporated. The
principal executive officers of Ilouston Industries Incorporated serve in substantially identical capaci-
ties with the registrant. For the fiscal year ended December 31,1950, the aggregate remuneration paid
by IIIAP to all of its directors and officers as a group (24 persons) amounted to $1,790,980.
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PART IV

Item 11. Exhibits, Financial Statement Schedules, and Reports on Form 8 K.

(a)(1) FinancialStatements.
Page

Statements of Income for the three years ended December 31,1980 19

Balance Sheets at December 31,1979 and 19S0 . 20

Statements of Capitalization at December 31,1979 and 1960 . 22

Statements of Retained Earnings for the three years
ended December 31,1980 23

Statements of Changes in Financial Position for the three years
ended December 31,1980 24

Notes to Financial Statements 25

Auditors * Opinion 30

Supplementary Information to Disclose the Effects of
Changing Prices (Unaudited) 3?

(a)(2) Financial Statement Schedules.
Schedules for the three years ended December 31,1980:

V - Property, Plant and Equipment . 36

VI- Accumulated Provision for Depreciation and Amortization of
Property, Plant and Equipment 37

VIII- Reserves 38

. . . . 39IX-Short-Term Borrowings

The following 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.

I, II, III, IV, VII, X, XI, XII and XIII.

(a)(3) Exhibits.
See Exhibit Index on Page 41.

(b) Reports on Form 8-K. i

HIAP filed reports on Form S-K during the fourth quarter of 1980 as follows:
November 21,1950 (date of earliest event reported) Item 5. OTilER MATERIALLY IMPORTANT

EVENTS:

(1) On November 21,19S0, IIIAP was advised by Moody's Investors Service that its
First Mortgage Bonds and Prefer.ed Stock had been downgraded from Double-A
(Aa) to Single-A (A) or equivalent.

(2) On December 3,1980, IIIAP elected to cancel its plans to offer on December 10,
1980, $35 million of a new series of Preferred Stock and deferred its planned
offering of $125 million principal amount of First Mortgage Bonds.
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SCHEDULE V-PROPERTY, PLANT AND EQUIPMENT

For the Three Years Ended December 31,1980

(Thousands of Dollars)

Col. A Col. s Col. C Col. D Col. E ColF
._.

CO.'- s.i.s.i.

".'lY,".Y *M$, " "/f.7.' (oNeo .[if.,*
ca...ise.u

For the Year Ended December 31,1980:
Production Plant $1,578,928 $304,475 $ 2,056 $1,881,347

Transmission Plant 299,483 34,925 710 333,698

Distribution Plant 779,741 112,105 12,295 879,551

General Plant 183,144 35,5M 3,859 214,849

Plant Acquisition Adjustments 3,166 3,166

Total Plant 2,M4,462 487,069 18,920 3,312,611

Construction Work in Progress (A) 972,526 170,576 1,143,102

Nuclear Fuel in Process 83,M7 21,000 104,947

Total $3,900,935 $678,M5 $18,920 $4.560,000

For the Year Ended December 31,1979:
Production Plant $1,551,962 $ 27,236 $ 270 $ $1,578,928

Transmission Plant 290,951 9,055 523 299,483

Distribution Plant 683,425 107,052 10,736 779,741

General Plant 165,789 20,014 2,659 183,144

Plant Acquisition Adjustments 3,166 3,166

Total Plant 2,695,293 163,357 14,188 2,844,462

Construction Work in Progress (A) 621,175 351,351 1772,526

Nuclear Fuel in Process 69,995 17,912 (3,960) 83,947

Total $3,3S6,463 $532,620 $14,188 $(3,960) $3,900,935

For the Year Ended December 31,1978:
Production Plant $1,296,211 $257,147 $ 1,396 $1,551,962

Transmission Plant 273,381 19,321 1,751 290,951

Distribution Plant 616,936 80,133 13,M4 683,425

General Plant 160,127 7,311 1,649 165,789

Plant Acquisition Adjustments 3,166 3,166

Total Plant 2,M9,821 363,912 18,440 2,695,293

Construction Work in Progress (A) 538,109 83,066 621,175

Nuclear Fuel in Process 61,291 8,704 69,995

Total $2,949,221 $455,682 $18,440 $3,386,463

Nons:
(A) Substantially all additions are originally charged to CWIP and transferred to electric utility

plant accounts upon completion. Additions at cost give effect to such transfers,
(B) Additions at cost melude non-cash charges for an allowance for other funds used during

construction.
(C) HL&P computes depreciation using the straight-line method. The depreciation provisions as a

percentage of the depreciable cost of plant was 3.2% in 19~8,3.5% in 1979 and 3.6% in 1980.
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SCHEDULE VI- ACCUMULATED PROVISION FOR DEPRECIATION
AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Three Years Ended December 31,1980

(Thousands of Dollars)

Col. A Col. B Col. C Col. D Col. E

Additions Deductions from Reserve

Balance at Charged Charged newa$ Balance

Description In eceu ts Replacements Othee of P rYi d

Year Ended December 31,
1990 -
Depreciation and amoltiza-

tion of property, plant
and equipment $591,465 $103,771 $4,527 $21,046 $678,717

Year Ended December 31,
1979 -
Depreciation and amortha-

tion of property, plant
and equipment $512,6M $ 93,746 $1,018 $15,903 $591,465

Year Ended December 31,
1978 -
Depreciation and amortiza-

tion of property, plant
and equipment $450,946 $ 73,280 $1,081 $12,703 $512,6M

.
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SCHEDULE VIII-RESERVES
For the Three Years Ended December 31,1980

(Thousands of Dollars)

Cd. A Cd. B Cd.C Cd.D Cd. E

Additions

a to Ot Rese es
Description of Period Income Accounts (A) of Period

Year Ended December 31,1980:
Accumulated provisions, deducted

from related assets on balance
sheet:

Uncollectible accounts $3,691 $7,876 $7,858 $3,709

Inventory adjustments (B) 1,028 78 $ 393 90 1,400

Reserves other than those deducted
from assets on balance sheet:

Property insurance . 8,369 (16) 8,385

Injuries and damages 450 450 -0-

Year Ended December 31,1979:
Accumulated provisions, deducted

from related assets on balance
sheet:

Uncollectible accounts $ 250 $8,956 $5,515 $3,691

Inventory adjustments (B) 785 77 $ 278 112 1,028

Reserves other than those deducted
from assets on balance sheet:

Property insurance 8,500 100 231 8,369

Injuries and damages 408 142 100 450

Year Ended December 31, IW8:
Accumulated provisions, deducted

from related assets on balance
sheet:

Uncollectible acmunts $ 453 $3,653 $3,856 $ 250
Inventory adjustments (B) . 689 4' $ 294 247 785

Reserves other than those
deducted from assets on balance
sheet:

Property insurance . 8,000 500 8,500

Injuries and damages 353 450 395 408

Non.3:
(A) Deduction.' from reserves represent losses or expenses for which the respective reserves were

created. Ja the case of uncollectible accounts reserve, such deductions are net of recoveries
of amounts previously written off.

(B) Reserve provided by charges to various accounts on basis of materials issued.
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SCHEDULE IX-SHORT-TERM BORROWINGS

For the Three Years Ended December 31,1980

(Thousands of Dollars)

Col. A Col. B Col. C Col. D Col. E Col. F

Category of

ic: .nx, dra e.:- = w v w azkae
n er

-

Deecription Borrowings Period ( A) Period Feriod Period Period

Year Ended:
December 31,1980 Bank Loans $ 20,000 21.00 % $ 75,000 $ 18,962 16.38 %

Commercial
Paper 30,000 18.39 38,100 10,242 11.98

Year Ended:
December 31,1979 . Bank Loans 62,000 10,112 13.09

Commercial
Paper 12,925 1,660 12.10

Year Ended:
December 31,1978 . Bank Loans 1,000 11.75 %,000 41,570 8.50

Commercial
Paper 27,109 10.037 7.38

Norzs:

(A) The Balance at End of Period excludes land notes of $1,197, $1,0M and $S70 as of December
31,1978,1979 and 1960, respectively.

39

_ _ . _ _ _ _
.__ _ _



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,in the City of IIouston and State of Texas, on the 25th day of March,1981.

IIOUSTON LIGIITING & POWER COMPANY
(Registrant)

D. D. JORDAN
(D. D. Jordan, President)

Pursuant to the requirements of the Securities Exchange Act of 19M, 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 Tide Date
,

D. D. JORDAN Principal Executive OfBeer
(D. D. Jordan, President) and Director

IL R. DEAN Principal Financial and
(IL R. Dean, Group Vice President) Accounting OfHeer and

Director

SEARCY BRACEWELL Director
(Searcy Bracewell)

WM. R. BROWN Director
(Wm. R. Brown)

JOHN C. ECHOLS Director
(John C. Echols)

March 25,1981>

HOWARD W. HORNE Director
(Howard W.IIorne)

THOMAS B. McDADE Director
('nomas B.McDade)

G. W. OPREA, JR. Director
(G. W. Oprea, Jr.)

STEWART ORTON Director
(Stewart Orton)

WILLARD E. WALBRIDGE Director'

(Willard E.Walbridge)

JOE C. WESSENDORFF Director
(Joe C.Wessendorf)

.
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HOUSTON LIGHTING & POWER COMPANY
Exnrn:Ts To Tus ANNUA 1. RrronT oN Fonw '10 K

For the Fiscal Year Ended December 31,1980

INDEX OF EXIIIBITS '

-Exhibits not incorporated by reference to a prior fihng are designated by an
asterisk; all exhibits not so designated are incorporated herein by reference to
a prior filing as indicated.

3(a) - Articles of Incorporation of the Company, as amended February 1979. (Exhibit
2(a), File No. 2-6M01).

'3(b) -Copy of By-Laws of the Company, as amended October 1978.

4(b)(1) - Mortgage and Deed of Trust, dated as of November 1, IM4, between the Com-
pany and South Texas Commercial National Bank of Ilouston (Texas Com-
merce Bank National Association, successor trustee), Trustee (Exhibit B-4,
File No. 2-5515).

.4(b)(2) -First Supplemental Indenture to Exhibit 4(b)(1) (Exhibit I to 1948, Form
10-K).

4(b)(3) -Second Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 7D to April,
1950, Form 8-K).

4(b)(4) -Third Supplemental. Indenture to Exhibit 4(b)(1) (Exhibit 7E to October,
, 1951, Form 8-K).
I 4(b)(5) -Fourth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.

2-12263).

4(b)(6) -Fifth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2 to 1955, Form
10-K).

| 4(b)(7) -Sixth Supplemental Indenture to. Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-15384).

4(b)(8) -Seventh Supplemental Indenture to Exhibit 4(b)(1) (Exhibit I to August,,

1959, Form 8-K).

4(b)(9) - Eighth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit I to 1962, Form |

10-K).

4(b)(10) -Ninth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-25829).

4(b)(11) -Tenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-27512). {

4(b)(12) -Eleventh Supplemental Indenture to Exhibit 4(b)(' ) (Exhibit 2(c), File No.1

2-28M1).

4(b)(13) -Twelfth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-32751).

4(b)(14) -Thirteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File
No. 2-39 57).2

4(b)(15) -Fourteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(f) to 1970,
Form 10-K).

4(b)(16) -Fifteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(f) ta 1971,
Form 10-F.).
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4(b)(17) -Sixteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-500M).

4(b)(18) - Seventeenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-51731).

4(b)(19) - Eighteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-52709).

4(b)(20) - Nineteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(b)(1), File
No. 2-57123). ~

4(b)(21) -Twentieth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(a)(1) to
1976, Form 10-K of Ilouston Industries Incorporated).

4(b)(22) -Twenty-First Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2 to 1977,
Form 10-K).

4(b)(23) - Twenty-Second Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(d), File
No. 2-62S79).

4(b)(24) -Twenty-Third Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 1 to 1978,
Form 10-K).

4(b)(25) -Twenty. Fourth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 1 to 1979,
Form 10-K).

'4(b)(26) - Twenty-Fifth Supplemental Indenture to Exhibit 4(b)(1).
*4(b)(27) - Twenty-Sixth Supplemental Indenture to Exhibit 4(b)(1).

10(b)(1) -Gas sales contract, dated September 6,1963, between the Company and
liumble Oil and Refining Company (Exhibit 4(a), File No. 2-24599).

10(b)(2) - Amendment to Gas Purchase Contract, dated Alay 29, 1974, between Exxon
Company, U.S.A. and the Company, amending gas sales contract, dated
September 6,1963, between the Company and IIumble Oil & Refining Com-
pany (Exhibit 1 to June 1974, Form 8-K).

10(b)(3) -Gas sales contract, dated January 14,1964, between the Company and United
Gas Pipeline Company (Exhibit 4(b), File No. 2-24599).

10(b)(4) - Amendment, dated September 6,1972 to gas sales contract, dated January 14,
1964, between the Company and United Gas Pipeline Company (Exhibit 5(b),
File No. 2-45327).

10(b)(5) - Franchise granted by City of IIouston, Ordinance No. 57-929, effective October
1,1957, and acceptance by the Company of the same dated September 19,1957
(Exhibit 5(c), File No. 2-59748)..

10(b)(6) - Letter agreement dated January 21,1977 amending certain provisions contained
in Exhibits 10(b)(3) and 10(b)(4) (Exhibit 5(d)(1), File No. 2-58113).

10(b)(7) -Coal Supply Agreement, dated June 2,1978, between Utility Fuels, Inc. and
Spring Creek Coal Company (Exhibit 5(f), File No. 2-62291).

10(b)(8) - Lignite Supply Agreement, dated August,1979, between Utility Fuels, Inc. and
Northwestern Resources Company (Exhibit I to August,1979, Form 8-K of
flouston Industries Incorporated).

10(b)(9) -Coal Supply Agreement. dated April 18,1980, between Utility Fuels, Inc. and
Kerr-AlcGee Coal Corporation (Exhibit I to January 4f arch 1980, Form 10-Q
of IIouston Industries Incorporated).

10(b)(10) - Gas sales contract, dated January 19,1981, between the Company and United
Texas Transmission Company (Exhibit 1 to January,1981, Form 8-K of IIous-
ton Industries Incorporated).
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11 - None.
*12 -Computation of Ratios of Earnings to Fxed Charges and Earnings to Fixed

Charges and Preferred Dividends.

13 - None.
19 - None.
20 - None.
22 - None.

Undertaldng.

The undersigned, Houston Lighting & Power Company, hereby undertakes pursuant to Regulation
S-K, Item * , vagraph (b)(4)(c), to furnish to the Securities and Exchange Commission upon request
all constituent instruments defining the rights of holders of long-term debt of Houston Lighting &
Power Company not filed herewith for the reason that the total amount of securities authorized under
any such instruments does not exceed 10% of the total assets of Houston Lighting & Power Company.
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.PART I
Item 1. Business.

THE COMPANY AND ITS SUBSIDIARIES
Houston Industries Incorporated (Company) is a Texas corporation which was organized in

October 1976 by IIouston Lighting & Power Company (IIL&P) pursuant to a merger and corporate
i g plan whereunder the Company acquired all of IIL&P's outstanding coinmon stock andrestruch n

all of - outstanding stock of IIL&P's two former subsidiaries, Primary Fuels, Inc. and Utility Fuels,
Inc. % Company is a holding company and, at the present time, it conducts no business and owns no
properties other than the common stocks of its three subsidiary companies. The Company is exempt
from regulation as a " registered' holding company under the Public Utility IIolding Company Act of
1935 except with respect to the acquisition of securities of other public utility companies. The Company
is the successor to IIL&P for purposes of the selected financial data for periods prior to January 1,1977
included herein.

IIL&P is engaged in the generation, transmission, distribution and sale of electric energy, sening
an area of the Texas Culf Coast Region, estimated at 5,000 square miles, in which are located flouston
(the largest city in Texas) and 157 smaller cities, villages and communities. As of December 31,19SO,
the total assets and common stock equity of IIL&P represented 94% and 97%, respectively, of the
Company's consolidated assets and consolidated common stock equity. For the twelve months then
ended, the operations of IIL&P accounted for 96% of the Company's consolidated net income. Primary
Fuels participates in joint ventures that engage in oil and gas exploration, development and production
activities located offshore Texas and Louisiana and onshore within the continental United States. Such
ventures are not presently regarded as potential sources of fuels for IIL&P's utility operations. Utility
Fuels provides coal and lignite supply services to IIL&P. See " Fuel-Coal and Lignite Supply" and
" Businesses of Other Subsidiaries".

BUSINESS OF IIL&P
Certain Factors Affecting Electric Utilities

IIL&P, in common with electric utilities in general, has experienced problems in a number of areas,
including difBeulty in securing timely rate increases in sufficient amounts to finance its construction
program and provide an adequate return on common equity, increased cost of fuel, substantial increases
in construction and operating costs, greater reliance on fuels other than natural gas, increased expendi-
tures due to poDution control and er vironmental considerations, uncertainties and delays respecting the
licensing and construction of nuclear and fossil fueled generating units resulting in the need to
purchase powei from other electric utility systems, high costs in raising large amounts of capital in
competition with other major users of capital, and an unpredictable rate of growth of energy sales due
to weather, uncertain economic conditions and energy conservation measures by customers. As dis-
cussed herein, certain of these problems have had and are expected to have an impact on IIL&P's
operations. See " Construction Program", " Peak Loads and Capability" and Item 7 " Management's'
Discussion and Analysis of Financial Condition and Results of Operations".

In November 1978, federal energy legislation was enacted which was designed to achieve,
through various regidatory provisions, the conservation of energy and the development and use of
more plentiful domestic fuels. As discussed herein (see "FuJ - Ceneral"), the portion of such National
Energy Act known as the Power Plant and Industrial Fuel Use Act of 1978 imposes restutions on the
use of natural gas or oil as fuel in certain industrial and utility facilities and, if strictly enforced, will
adversely affect IIL&P and its service area. Other provisions of the National Energy Act provide for
the establishment of federal electric rate design standards and federal authority to order interconnec-
tions and wheeling of power under specified circumstances. Because of their complexity and uncertain-
ties in their interpretation and implementation, the effect on IIL&P of these other provisions cannot
be predicted.
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During 1977, federal legislation was enacted which provided for regulation of, among other
things, construction which results in new sources of emission in clean air attainment areas, control
technologies for the limitation and removal of plant emissions, and the imposition of penalties for not
complying with air quality control standards commensurate with the economic value of non-
compliara, The implementation of this legislation has significantly increased IIIAP's construction
costs, will increase its future operating costs and may reduce the rate of industrial expansion in
IIIAP's service area. See " Construction Program" and " Regulatory Matters - Emironmental Quality".

Service Area and Franchises
IIIAP's service area includes major producers of oil, gas, sulphur, refined products, chemicals,

petrochemicals, steel, oil tools and related manufacturing, processing and servicing activitics. It is
characterized by a favorable year-round climate and ready access to air, land and water transportation.
Electronics, paper, cement, building materials, cotton, rice, cattle, salt, magnesium and other minerals
are also important products of the service area.

Expansion of industrial activity in IIIAP's service area has been accompanied by a corresponding
increase in the construction of industrial structures and complexes and building activity in many
other fields including multi-block office building complexes, apartment buildings, single and multi-
family dwellings, hotels and motels, hospitals and other commercial structures.

IIIAP operates in the City of Ilouston under a franchise which expires in October 2007.
Franchises granted by other incorporated municipalities expire in 2007 or in later years.

Construction Program
IllAP has a continuing program of major construction to provide facilities to meet increased

customer demands and utilize more plentiful domestic fuels. As described below. IIIAP recently
completed a reassessment of its construction program as a result of substantial increases in cost
estimates and the related difficulties it and the Company could expect to encounter in raising large
amounts of capital to finance IIL&P's construction activities.13ased on such reassessment, the program
for the three-year period 19S1-19S3 is currently estimated to cost $2.4 billion, with $691 million to be
spent in 1981, $759 million to be spent in 19S2 and $947 million to be spent in 19S3. The new three-
year program (exclusive of allowance for funds used during construction and payments for nuclear
fuel) consists of the following principalitems: Amount _4e

Fossil-fueled generating facilities S SS6,000,000 37
Nuclear-fueled generating facilities 609,000,000 25
Transmission facilities 281,000,000 12

Distribution facilities 457,000,000 19

General plant facilities . IM.000.000 _7
Total $2.397,000,000 100

___

At December 31,1980 IIIAP owned and operated generating facilities with an aggregate name-
plate capacity of 11,607,502 kilowatts. The 1981-1983 construction program includes expenditures in
connection with the following major generating projects aggregating 5,450,000 kilowatts of capacity.

Atilliom of Dollars
Expendi- Esti-

Estimated tures mated
Unit Scheduled % rough Estimated Cost

Capacity In-Service December Completed per
Plant and Imcation (County) (KW) Fuel Date(s) 31,1990 Cost KW

W. A. Parish No. 8 (Fort Bend) 600,000 Ccal 1983 $147 $ 408 $ 6SO

South Texas No.1 (5tatagorda)(b) 385,000 Nuclear { See Note (b) below
South Texas No. 2 (htatagorda)(b) 385,000 Nuclear J

Limestone No.1 (Umestone) 750,000 Lignite 1987{ 56 1,000 1,067
Limestone No. 2 (Limestone) 750,000 Lignite 1988f
To be determined No.1(c) 690,000 Ugnite 1989{ 1 1*870 1,355
To be determined No. 2(c) 690,000 Lignite 1990)
Allens Creek (Austin) 1,200,000 Nuclear 1991 249 2,000 1,742

(See notes on follotcing page)
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(a) The scheduled in-service date indicates the year the unit is expected to be available to meet peak
demand.

(b) He capacity for each of the South Texas nuclear units represents IIL&P's 30.8To share of a 2.5
million kilowatt project which is jointly owned with the Cities of Austin and San Antonio and
Central Power and Light Company. As approved by all participants in the project in late 1979,
the scheduled in-senice dates for the two units are 19S4 and 19S6, respectively, with IIL&P's
share of the total estimated completed cost for both units being $S32 million or $1,050 per kilowatt.
These figures do not give effect to significant developments during 19S0 described below under
'' Matters Affecting Nuclear Construction" which are expecte 1 to adversely affect the scheduled
in-senice dates and completed cost for the project. % rough December 31,19S0, IIL&P had
spent approximately $450 million on its share of the project.

(c) Selection of a site for these units is dependent upon IIL&P's ability to obtain a long-term fuel
supply.

The foregoing amounts do not include estimates of the allowance for funds used during construc-
tion or nuclear fuel expenditures. Through December 31, 1950, IIL&P had spent $93 million for
uranium concentrate and nuclear fuel processing services, including $39 million for its share of the
fuel for the South Texas units. It expects to spend $60 million for such purposes during the 1981-
1983 period. Additional nuclear fuel expenditures, which could include substantial sums for long-term
storage of spent nuclear fuel, will be required after 19S3. During the 1981-1983 period, Utility Fuels
expects to acquire additional railroad cars and coal handling facilities costing $79 million (a portion
of which is expected to be financed through leveraged lease arrangements) in order to be able to
meet the increased coal delivery requirements of the W. A. Parish Plant. Utility Fuels expects to
spend an additional $11 million during the same period for transportation equipment and lignite
mining and handling facilities for the Limestone p' ant.

Actual construction expenditures will vary from the above estimates as a result of numerous
factors including contiruing inflation at an annual rate In excess of 107o, changes in equipment delivery
schedules, construction delays, availability of fuel, environmental protection expenditures, licensing
delays, additional changes in the construction program, legislative changes and changes in customer
demand and business conditions. A significant portion of IIL&P's generating facilities in the early
1990's is scheduled to be natural gas and oil-fired, but enforcement of the federal Fuel Use Act could
require IIL&P to supplement, convert or replace such generating capacity earlier than presently
planned.

Federal and state action to protect the environment may also materially affect the current esimates
of future construction expenditures. Expenditures for environmental protection facilities for the five
years ended December 31,19so aggregated $104 million, including expanditures of $27 million in 1950.
Erwironmental protection expenditures for 19S1-19S3 are estimated to be $212 million, of which $60
million is expected to be expended during 1981, $54 million during 1982 and $93 million in 1983.
Because of uncertainties surrounding the disposal or long-term storage of spent nuclear fuel, fuel costs
associated with the continuing operation of nuclear units could be substantial.

Total gross additions to the plant of IIL&P during the five years ended December 31, 1980
amounted to $2.5 billion and during the same period retirements amounted to $S6 million. Cross
additions during the period amounted to r.eproximately 55% of total utility plant at December 31,19S0.

IIL&P's construction program for the 1981-1983 period pvicmly contemplated expenditures
totaling $3.3 billion, with $761 million to be spent in 1981, $1.044 billion tu be spent in 1982 and
$1.4M billion to be spent in 1983. The revised program provides for a two-par delay in the com-
pletion of each of the fourlignite units and the Allens Creek nuclear unit with the result that estimated
construction expenditures have been reduced by $70 million in 1931, $2S5 million in 19S2 and $547
million in 1983. Utility Fuels' estimated erenditures in connection with the Limestone units were

5
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reduced by $99 million from the previous estimate of $110 million for the same three-year period.
The delayed in-senice dates have also resulted, however, in increases in estimated comphted costs of
$150 million for the two Limestone lignite units, $3S2 million for the two lignite units at the site which
has yet to be determined and $230 million for the Allens Creek nuclear plant. In addition, as discussed
below under " Peak Loads and Capability", the planned delays for bringing these five units into senice
will require IIL&P to contract for additional quantities of purchased power and to implement additional
load management and conservation measures in order to be able to maintain adequate reserve margins
in the mid and late 19S0's.

In the reassessment of the construction program as previously scheduled, particular attention
was given to the need to alleviate the anticipated difficulties of Snancing the program during periods
when other major users of capital would also be seeking substantial external funds. Even assuming
that IIL&P could continue to obtain rate relief on a timely basis at a level comparable to that most
recently granted to it by the Texas Public Utility Commission, approximately 70% to 75% of the
previous 1981-19S3 construction budget would have had to be financed from external sources. Prin-
cipally because of these capital requirements, Afoody's Investors Senice, Inc. lowered its rating of
IIL&P's First hfortgage Bonds and Preferred Stock in November 19S0 from "Aa" to "A" and from
"aa" to "a", respectively. Such securities continue to be rated " double A" or equivalent by Standard
& Poor's Corporation and Fitch Investor's Service, Inc. Under the revised program, it is expected
that approximately 65% to 70% of the 1981-1983 budget will still have to be financed from external
sources, assuming IIIAP can obtain adequate and timely rate relief.

Matters Agecting Nuclear Construction. Throughout most of 19S0, certain major construction
activities on the South Texas project, principally complex concrete pouring and safety-related welding,
were voluntarily suspended pending an evaluation by llL&P (which is the project manager) and the
principal contractor of irregularities in some of the work previously performed. During such suspen-
sion, the Nuclear Regulatory Commission (NRC) found various procedural deficiencies in the project's
quality assurance and quality control programs, fined llIAP $100,000 (the maximum permitted under
applicable law) and ordered IIL&P to show cause why safety-related construction activities on the
project should not be stopped until specified steps have been taken to assure the NRC that the pro-
grams for quality assurance and quality control meet NRC standards and that the procedural deficien-
cies identified by the NRC have been corrected. In July 19SO, III &P submitted to the NRC detailed
plans for improving the quality assurance program and for correct ig such deficiencies. In No ember
19S0 and January 1931, respectively, the NRC authorized full resumption of structural welding and
limited resumption of complex concrete pouring and safety-related pipe welding. IIL&? is unable to
predict when all major construction activities on the project can be fully resumed: however, if such
activities continue to be limited or curtailed for a protracted period of time, IIIAP's earning power,
reliability of senice and ability to finance its other construction projects will be adversely affected. In
connection with the application to the NRC for operating licenses for each of the generating units in
the project, it is anticipated that hearings will be conducted during 1991 to considu, among other
things, whether the findings by the NRC as to the adequacy of the project's previous quality assurance
and quality control programs affect IIL&P's qualifications to become a licensee.

In February 19S0, an independent engineering firm recommended that the commercial operation
date of each unit in the South Texas project be extended by six months, that the total size of the work
force on the project be expanded, that multi-shift overtime work programs be utilized, and that
$136 million ($42 million for the account of IIL&P) be added to the allowances for contingencies.
Such report was based on the status of the project prior to the suspensions described above.

The scheduled in-service dates and estimated completed costs set forth in Note (b) to the
construction table do not reflect the delays expected to be experiomed or substantial additional cost
expected to be incurred on the basis of the matters discuned in the two preceding paragraphs. The
extent to which such dates and costs have been afIected by these developments must be determined
jointly by all participants in the project following a comprehensive engineering and financial review
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which is expected to be completed in mid-19St. The existing construction permits for the two units in
the South Texas project are schedukxl to expire in hfay 19S2 and October 1983, respectively. In order
to complete construction of the project, it will be necessary to obtain authorization of the NRC for
extension of such permits.

Completion of construction of the Allens Creek nuclear unit as shown in the table is dependent
upon the issuance of a construction permit by the NRC by mid 1982. Based on current concerns
relating to safety and siting of nuclear power plants and the activities of citizens and environmental
groups that have intervened in opposition to the project, there can be no assurance that such permit
can be obtained.

Financing of Construction Program. IIIAP proposes to finance its construction program through
the use of internally generated funds and the proceeds received from the issuance of securities including.
On an interim basis, short-term debt. Except for $125 million of 13%% First hfortgage Bonds due
February 1,1991 which were sold by IllAP in February 1931 and 3,000,000 shares of Common Stock
sold by the Company in March 1981 (resulting in total net proceeds of approximately $196 million),
the types, amounts and time of issuance of such securities have not yet been determined. IIIAP's
ability to provide internally generated funds for, and thereby continue with, its presently proposed
construction program will be dependent upon its ability to obtain adequate and timely rate relief.
See " Regulatory Matters - Rates and Services".

Peak Loads and Capability
The folloiving table sets forth information with respect to the installed net capability of IIIAP

at the time of peak demand, the net maximum hourly demand on the system (excluding demand
which is interruptible), and the reserve margin at the time of its system net maximum hourly
demand:

Net Maximum Hourly Demand

Installed % Increase
Net Capability Over - Reserve

Year (Megawatts) Date Megawatts Prior Year Margin (%)

1976 9,810 August 9 8,019 10.6 22.3

1977 . 10,170 July 25 8,445 5.3 20.4

1978 10,828 July 18 9,114 7.9 18.8

1979 . 11,193 August 2 9,336 2.4 19.9

1980 11,763 August 22 10,266 10.0 14.6

The net capability and reserve margins presented above do not reflect additional firm capability
available through interconnections with other utility systems. Although historically such interconnec-
tions wera maintained principally for the purpose of meeting emergocy conditions, they are now also
used for IIIAP's supplemental power needs discussed below. The substantial increase in peak demand
in 1980 over IW9 reflects the record high temperatures experienced in the IIIAP service area in 1980
as compared to the relatively mild summer of 1979.

In conjunction with its decision to extend the scheduled in-service dates for the four lignite units
and the Allens Creek nuclear plant (see " Construction Program" above), IIIAP is actively pursuing
comprehensive load management measures. A program to reduce system voltage during periods of
emergencies is under development and rate studies designed to encourage industrial customers to
reduce their demands during periods of peak system loads are being conducted.

It is presently estimated that IIIAP's compound growth rate in peak demand for the five-year
period 19811985 will be approximately 3% to 4% The current estimate is derived from a continuing
survey of industrial customers which reflects expectations for power consumption, assessment of the
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effect of additional residential customers on peak demands, the prospect of more intensive energy
conservation measures by all classes of customers, and assumption 3 as to the effectiveness of the load
management program discussed above. filAP has contracted with the City of Austin, Texas to
purchase up to S00 megawatts of Austin's generating capacity through 1957. IIIAP has also con-
tracted with the City Public Service Board of San Antonio to purchase varying amounts of capac:ty
during the years 19S2 through 19S7, ranging from 200 to 500 megawatts. Performance of these
contracts is subject to, among other things. fuel limitations that may be imposed on Austin, San
Antonio or their fuel suppliers. In the event of fuel limitations, IIIAP will be entitled to arrange
for delivery of natural gas from its own suppliers to Austin or San Antonio for use in prosiding
such capacity. The terms of the contracts include fixed capacity charges for each year and variable
charges for fuel and operation and maintenance expenses. IIIAP expects to recover all fuel charges and
a substantial portion of the operation and maintenance expenses through its fuel adjustment clauses.
Capacity charges associated with 500 megawatts of the Austin contract are presently recoverable
through base rates. Recovery of additional capacity charges will be requested in future rate proceed-
ings.

Assuming it is able to purchase the supplemental capacity it has contracted for from Austin and
San Antonio, IIIAP expects to maintain a minimum reserve margin of at least 15% in excess of its
current estimate of peak-load requirements through 1955. Up to 300 megawatts of additional sup-
plemental capacity in 1956 and up to 500 megawatts in 195S and 1959 will be required in order to
maintain a reserve margin at or above 157o subsequent to 1955. No assurances can be given that
additional power purchase contracts can be obtained or that, if obtained, they will be upon terms
favorable to IIIAP.

'F
wral. Approximately S2rc of IIIAP's generating fuel requirements during 19S0 was met with

natural gas,17% was met with coal and the balance was met with oil. Prior to 1979 substantially all of
such requirements were met with natural gas. IIIAP currently expects its future use of gas, oil, coal
and lignite, and nuclear fuelin its own generating units to be in the following relative proportions:

% of Generating Requiremerts

1981 1952 1953 1955 1990

Gas 83rc 757c 76To 72rc 55 7o

Oil 1 8 1 1 1

Coal and lignite 16 17 23 24 3S

otal I To 1 To I To o e

HIAP's actual fuel mix in future years could vary substantially from the percentages shown in the
table. Such percentages are based upon numerous estimates and assumptions relating to, among
other things, emironmental protection requirements, load growth, the cost and availability of fuels,
and scheduled in-senice dates of its planned generating facilities. The percentages for 1990 are
further based upon the assumption that the Power Plant and Industrial Fuel Use Act of 1978, which
generally prohibits the use of oil or gas as a fuel for electric generation beginning in 1990, will
be amended to allow the use of natural gas in existing generating units throughout their useful lives.
If such Act is not so amended, it will have a material adverse effect upon IIIAP and its senice area.

NaturalGas Supply. IIL&P purchases natural gas from Exxon Company, U.S.A. (Exxon) and
United Texas Transmission Company (United) under three separate long. term contracts. The Exxon
contract expires after delivery of a specified quantity of gas, but in no event later than December 31,
1996. The two contracts with United proside for delivery of a specified quantity of gas through 1959.
Approximately Sore of the natural gas requirements presently contemplated through 1959 and 257c
for 1990 are expected to be met through these two suppliers. IIIAP is currently negotiating for
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additional natural gas supplies to meet its remaining natural gas requirements. Should IIL&P be
unable to contract for additional natural gas supplies through 19S9, it has sufficient quantities of oil
under contract to meet its remaining fuel requirements with respect to units which are normally
gas-fired.

Cas deliveries by Exxon are being made 4 rom its reserves which have been dedicated to meet
the requirements of HL&P during the term of the Exxon contract, while deliveries by United consist
principally of gas purchased from unaffiliated suppliers. Under the priorities contained in a gas
curtailment program approved by the Railroad Commission, deliveries by jurisdictional suppliers to
customers such as IIL&P must be curtailed before any curtailment of deliveries to other contract
customers, exclusive of those served on an interruptible basis.

All of the natural gas being delivered to IIL&P is intrastate gas. The Natural Gas Policy Act of
1978 has not adversely affected HL&P's supply of natural gas. IIL&P cannot accurately predict the
effect such Act may have on its future supply of natural gas. It appears that the phased price de-
control provisions of such Act have increased and will continue to increase the cost of natural gas
to HL&P.

Oil Supply. As indicated above, HL&P expects to rely on oil in meeting a portion of its future
generating fuel requirements. HL&P has storage facilities for 6,700,000 barrels of oil and has
installed e pipeline system linking most of its major power plants to provide for distribution of
oil to those units capable of using oil. There is sufficient oil presently on hand to permit the exclusive
use of oil for 17 days in those units that are capable of burning oil on a continuous basis. IIL&P has a
contract with Exxon under which it is entitled to purchase sufficient quantities of oil to satify
substantially all of its presently anticipated oil requirements through 1%9. However, the contract may
be re-opened once at any time at the election of either party and if agreement on new terms cannot be
reached after such a re-opening, the contract may be cancelled at the election of either party. The
contract is also subject to re-negotiation and cancellation in the event of material changes in existing
laws and regulations affecting fuel oil. The contract provides for deliveries of oil having a maximum
sulphur content which is less than that permitted under current air quality standards for oil-burning
generating units. Deliveries are made through an Exxon pipeline from its Baytown, Texas refinery
directly to HL&P's oil pipeline facilities.

If oilinstead of gas were to be burned in all of HL&P's units capable of continuous use of either
fuel, such equipment's generating capacity would be reduced by 3Fo. In addition, it is anticipated
that increased costs will be incurred for repair and maintenance, as well as for operation in a manner
that insures compliance with applicable air quality control requirements, when oil instead of gas is
used as boiler fuel. See " Regulatory 51atters - Environmental Quality" below.

Coaland Ligr.ite Supply. It is estimated that the three coal-fired generating units now in opera-
tion at HL&P's W. A. Parish plant and the addit.ional coal-fired unit being constructed at that location
(see " Construction Program") will require an aggregate of 200 million tons of low-sulphur Western
coal for the first 25 yex . of operation of each unit. The actual amount of coal used will depend on,
among other things, its neat content. Coal supply services for the W. A. Parish plant are being
provided by Utility Fuels. Utility Fuels is presently purchasing Wyoming coal from Kerr-AfcGee
Coal Corporation (Kerr-hicGee) and Montana coal from Spring Creek Coal Company (Spring Creek),
under long-term coal supply centracts. Substantially all of the coal requirements of HL&P's W. A.
Parish coal units are expected to be met under such contracts, which provide for deliveries of coal
having a relatively low sulphur content. See ' Regulatory Matters - Environmental Quality". The cost
of the coal under both agreements k governed by formulas containing various escalation provisions
relating to changes in specified I cost indices. A major component of the d= livered cost is
the railroad charge for transporth, __m coal from surface mines in Wyoming and Afo tana operated-
by Kerr-hicCee and Spring Creek. Such mines are 1,700 railroad miles from Houston. The Interstate
Commerce Commission (ICC) currently authorizes a railroad charge for the Wyoming coal of $21.70
per ton and hiontana coal of $22.73 per ton in contrast to the cost per ton of coal which is approxi-
mately half the cost of such rail charges.
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In August 1979, IIL&P acquired lignite leases located in the Texas counties of Limestone, Leon
and Freestone, and Utility Fuels contracted with Northwestern Resources Co. (NWR) for an addi-
tional supply of lignite located in the same counties. The estimated recoverable lignite represented
by IIIAP's leases and those dedicated under the NWR contract are expected to meet 65% to 75%
of the total fuel requirements of the Limestone Electric Generating 5tation. Total fuel requirements
for the first 30 years of operation are 240 million tons of lignite. NWR and Utility Fuels are currently
negotiating for additional lignite reserves needed to meet the remaining fuel requirements of the plant.

Additional long-term commitments for coal and for lignite are being sought. Federal legislation
enacted in 1977 relating to smface mining and mine safety could adversely affect the availability of coal
and lignite under any future contracto ne legislation has not affected, and is not expected to affect,
the availability of coal presently under contract, but has resulted in increases in cost. The operating
and maintenance expenses ior coal and lignite-fired units are substantially higher than those for llIAP's
gas-fired units.

Nuclear Fuel Supply. Generally, the supply of fuel for nuclear generating facilities involves the
acquisition of uranium concentrate, its conversion to uranium hexafluoride, enrichment of gaseous
uranium hexafluoride, and fabrication of nuclear fuel assemblies. Following use of the nuclear fuel
assemblies, they must either be disposed of or shipped and reprocessed for reuse.

Westinghouse Electric Corporation has contracted to provide the South Texas nuclear units with
up to 9,377,000 pounds of uranium concentrate which, together with a minimum of 5,600,000 pounds
to be providef by another supplier, is expected to satisfy the fuel requirements for the first 14 years of
operation of ear i unit. Westinghouse has also contracted to furnish fuel fabrication senices for the
initial core and 16 years of reloads for each unit, certain additional senices and equipment, and addi-
tional concentrate subject to the development of additional uranium reserves. Contracts with Westing-
house and others provide for conversion senices for the South Texas units through 19S8 and for
enrichment services for a period of up to 30 years.

Contracts have been concluded for IIL&P's proposed Allens Creek nuclear plant which provide for
uranium concentrate in sufficient quantities to supply the initial wre, for conversion senices for the
initial core, for enrichment senices for a period of up to 30 years, and for fabrication of the nuclear fuel
assemblies to be used in the initial core and one year of fuel reloads. IIL&P is currently seeking other
long-term arrangements for uranium concentrate and fo additional nuclear fuel components and
services that will be required for the Allens Creek facility.

As part of current federal energy policy, reprocessing of sperd nuclear fuel has been indefinitely
deferred. If the fuel discharged from the South Texas and Allens Creek units cannot be reprocessed,
it must eventually be placed into long-term off-site storage. The South Texas and Allens Creek plants
will have on-site storage facilities with the capacity to store approximately ten years of spent fuel
discharged from each unit. IIIAP cannot predict the extent to which the indefinite deferral of
reprocessing will increase the cost of and demand for uranium concentrate.

Cost of Fuel. The cost of fuel to IllAP has increased substantially over the past three years.
See " Operating Statistics of IllAP' and Item 8," Financial Statements and Supplementary Data". The
unit cost of coal includes the actual cost of the coal delivered to the boiler as well as a carrying charge
for inventory and the use of related facilities. IIL&P is unable to accurately estimate its future cost of
fuel, but expects that it will continue to increase. Substantially all of the increases in costs for fuel are
presently covered by fuel e ljustment clauses contained in IIL&P's rate tanffs. IIowever, recent rate
orders have limited the recovery of a portion of the carrying charge referred to above with respect to
coal.

Regulatory 3fatters
Rates and Serrices. Prior to 1976, IIIAP's g..x=1 ate levels were based on ordinances of the City

of Ilouston and the other incorporated munbipalities in llIAP's senice area. In September 1976,
pursuant to the Texas Public Utility Regulatory Act passed in June 1975, the Public Utility Commis-
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sion of Texas (Utility Commission) assumed original jurisdiction over electrie rates and services in
unincorporated areas of the State (which accounted for 46% of IIL&Ps operating revenues and 53%
of KWII sales for the twelve months ended December 31,1950) and appellate jurisdiction over electric
rates and services within incorporated municipalities.

In November 1978, following IIL&P's request for a rate increase of 12.6% for an adjusted test
year ended hfarch 31, 1978, the_ Utility Commission granted an increase of 7%. In January 1950,
following IIL&P's request in July 1979 for a rate increase of $179 million or 10.5% for an adjusted
test year ended hlarch 31,1979, the Utility Commission issued an order granting IIL&P an increase
of $82 million or 4.9%. In the January 1950 order, the Utility Commission included $451 million or
60% of construction work in progress and nuclear fuel in process in llL&P's rate base, while only
$179 million or 40% of such items was included in the rate base in the Utility Commission's 1978
order. HL&P requested inclusion of 100% of these items for both test years.

On September 15, 1580, the Utility Commission granted an increase of $135 million or 6.3% fer
an adjusted test year ended Afarch 31,1950. IIL&P had requested $214 million which represented a
10% increase. The final order issued by the Utility Commission was based upon a settlement agree-
ment entered into by IIL&P, the Utility Commission and the major intervenors in the case. The final
order provided for the inclusion of $677 million or 72% of construction work in progress and nuclear
fuel in process in rate base and granW a 15.8% return on common equity. The Company had
requested 85% of construction work in progress and nuclear fuel in process in the rate base.

IIL&P's actual returns on common equity have been somewhat lower than those granted in the
Utility Commisuon's rate orders. See item 7, "Alanagement's Discussion and Analysis of Financial
Condition and Results of Operations."

The City of Ilouston and certain other incorporated municipalities within llIAPs service area
attempted to grant rate increases which were lower than the increases authorized by the Utility Com-
mission. Following appeals from the municipal rate orders, the Utility Commission permitted IIIAP,
pending final disposition of such appeals, to set rates in the incorporated areas on an interim basis at
the same level permitted for unincorporated areas. IIL&P expects to seek another general rate increase
prior to the end of 1981 and may be required to seek general rate relief in the future on a more
frequent basis.

EncironmentalQuality. IIL&P is subject to regulation with respect to air and water quality, solid
waste disposal and other emironmental matters by various federal, state and local authorities. Emi-
ronmental regulations continue to evolve as a result of regulatory response to new legislation, adminis-
trative actions, and judicial review and interpretation. As a result, the precise effect of existing and
potential regulations upon existing and proposed facilities and operations cannot presently be deter-
mined. Ilowever, developments in these and other areas of regulation have in the past required IIL&P
to modify, supplement or replace equipment and facilities and may in the future delay or impede con-
struction and operation of new facilities at costs which could be substantial.

The Texas Air Control Board (Air Board) has jurisdiction and enforcement power to determine
the level of air contaminants emitted in the State of Texas. IIIAP is of the opinion that its generating
facilities currently in operation are in compliance with the Texas Clean Air Act and with the current
rules and regulations adopted thereunder by the Air Board. IllAP is also of the opinion that units
under construction will, when operational, comply with the current requirements of the Texas Clean
Air Act and the Federal Clean Air Act as amended. The standards established by the Texas Clean
Air Act and the rules of the Air Board are subject to modification by standards promulgated by the
federal Emironmental Protection Agency (EPA). Although IIL&P believes that its existing facilities
and the facilities under construction will comply or can be modified to comply with such standards,
there can be no assurance that such will be the case without substantial expense. A substantial por-
tion of the cost to be incurred in constructing the W. A. Parish No. 8 unit and the four planned lignite-
fired generating units (see " Construction Program") is the cost of scrubbers to control emissions of
sulphur dioxide and other pollutants. As a result of EPA new-source performance standards and
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1

restrictions on deterioration of air quality applicable to IIL&P's service area, the rate of future growth
in kilowatt. hour sales to industrial customers may be lower than in the past. S-e " Operating Statistics

;_ of HL&P".
The Texas Department of Water Resources (TDWR) has jurisdiction over all water discharges ,

3

in the State of Texas and is empowered to set water quality standards and issue permits required for '

water discharges widch might affect the quality of Texas water. The EPA is authorized to set such
standards and issue permits in respect of discharges into navigable streams. IIL&P has obtained,

permits from both the TDWR and the EPA for all of its generating facilities currently in operation
which require such permits. Applications for permits with remect to the facilities included in IIL&P's
construc' .on program are being submitted as required.

; IIL&P is also subject to regulation by the TDWR and the EPA with respect to the handling and
disposal of solid waste generated on-site. In 19S0 the EPA promulgated a number of regulations . i

,

under the Resource Conservation and Recovery Act to protect human health and the environment
from the improper management of hazardous waste. Applications for hazardous waste permits havea

i been submitted by IIL&P for each generating station and other facilities.

Nuclear Licensing. IIL&P is subject to licensing and regulation by the Nuclear Regulatory Com-
mission (NRC) with respect to emironmental, public health and safety aspects of the construction and
operation of nuclear power plants. In its capacity as manager of the South Texa nuclear project, IIL&P'

is constructing two nuclear gene .ang units pursuant to construction permits issued by the NRC in
December 1975. IIL&P has submitted an application for an operating license for both South Texas
units. In connection with such application, hearings are expected to be conducted ha 1981 to consider,

| among other things, whether the findings by the NRC as to the adequacy of the project's quality
assurance and quality control programs affect IIL&P's qualifications to becoma a licensee. An operating
license is not issuable by the NRC until construction is substantially complete.

~ An application for a construction permit for the Allen Creek unit is pt.nding before the NRC.
| Ilearings in connection with the emironmental aspects of such construction permit commenced in

January 1981 and are expected to be completed by mid-19SI. See " Construction Program".

a

i

?

)

i
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Operating Statistics of HL&P
Year Ended December 31,

Electric Energy Generated and Purchase'd (hikwh):
"

Generated-Net Station Output 53,101,474 51,678,417 57,228,126.

Purchased 222,670 - 377,387 720,293.

Total .. 53,324,144 55,055,804 57,948,419
Company,Use, Lost and Unaccounted for . 2,857,928 2,512,650 2,951,893

Other . . . , 190,449 182.651 192,907

Energy Sold 50,275,767 52,360,503 54,803,619. . .

Electric Sales (hikwh):
Residential 10,956,914 11,078,887 12,566,097

Commercial 8,568,636 8,813,791 9,324,496
Industrial . . , 27,808,895 29,309,384' 29,672,733
Street Lighting-Covernment and h1unicipal 103,049- 106.848 91,307

Total 47,437,494 49,308,910 51,654,633
Other Electric Utilitier . 2,838,273 ~ 3,051,593 3,148,986

Total 50,275,767 '52,360,503 54,803,619

Number of Customers (End of Period):
Residential 778,850 819,319 909,016
Commercial _ 111,050 117,324 124,298
Industrial . .2 . 1,522 1,572 1,633

Street Lighting-Covernment and h1unicipal 81 70 70

Total 891,503 968,285 1,035,017.

Other Electric Utilities - 6 6 6, .

Total . 891,509 968,291 1,035,023

Operating Revenue (Thousands of Dollars):
Residet.tial . $ 367,730 $ 453,354 $ 628,599.

Commercial - . 274,081 - 350,000 436,360
Industrial 593,251 790,715 951,546
Street Lighting--Covernment and hfunicipal 3,608 6,634 9,257'

,
_

Other Electric Utilities 57,359 78,898 98,353

Total: 1,296,029 1,679,001 2,124,115
hiiscellaneous Electric Revenues 7,575 27,971 (158)

Total $1,303,604 - $1,707,572 $2,123,957

Installed Cencrating Capacity (Kw) (End of Period) 11,056,353 11,056,353 11,607,502
Costs of Fuel (Cents per Afillion Btu):

124.3 166.3 ' 205.5Cas . , ,

Oil 196.9 187.0 270.1
Coal . 208.7 218.1 201.5

Average . . . . . .. 126.2 171.0 205.9

,

D
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BUSINESSES OF OTIIER SUBSIDIARIES '

Primary Fuels, Inc.~

! Primary Fuels, Inc., a wholly owned subsidiary of tlpe Company, contributed 2% to the Company's
! consolidated net income for the year ended December 31, 1950. He principal asset of Primary

Fuels is' a 50% interest in an oil and gas exploration venture that presently holds 71,000 offshore
acres under lease from the State of Texas and 5,S00 offshore acres under lease from the federal
government. The discovery of oil and gas reserves has enabled the venture to finance the construction
of a pipeline gathering system and a condensate pipeline system as well as a continuing exploration
and development program. Oil and gas produced by the venture are not regarded as potential
sources of fuel for IIIAP's utility operations. Of the total acreage leased by the senture, 35%
is held by commercial production or wells tipable of commercial production. He leases covering
the remaining acreage expire at various dates through 19S5, unless prior to such dates they are
successfully drilled or, with the permission of the lessor, pooled with other leases that are producing.

-In August 1978, Primary Fuels became a. limited partner in a drilling program that encom-
passes all onshow oil and gas exploration and development by Shell Oil Company within the 48
contiguous United States (exclusive of hiichigan, certain areas of North Dakota, and the tertiary belt
of the Louisiana and Texas Culf Ceast area). During 19S0, Primary Fuels invested $41 million in the
program without the establishment of significant proved reserves. As a result, depreciation, depletion
and amortization expense increased by $9,500,000. The program is still primarily in the exploratory
stage. Therefore, Primary Fuds has retained its interest in the exploration program in 19S1.

Primary Fuels expects to spend $71 million on exploratory and development activities during
1981 (including $50 million on the Shell program) which it expects to Snance from internally gen-
erated funds, its own credit lines and, possibly, sales of production payments.

Reserves. The following table sets forth infermation respecting the estimated net quantities of
proved developed and undeveloped oil and gas reserves of Primary Fuels as of the dates hdicated
based on repoits made to Primary Fuels by hidler and Lents, Ltd., independent oil and gas con-
sultants. All of Primary Fuels' reserves are located within the United States.,

Oil,
*

Condensate
Natural and Natural

Cas Cas Liquids
(MMCF) ( Barrels)

Proved Developed and Undevelcped Reserves:
As of January 1,1979 88,666 1,035,094
Ilrvisions of Frevious Estiriates 4,621 101,018

.nxtetulons; Discoveries and Other Additions 4,013 771,353
Production . (17.061) (227,071)

As of January 1,1980 . . 80,836 1,680,424

'Proyed' Developed and Undenloped Reserves:- .s

. ' As of January 1,1980 - 80,836 1,650,424

Revisions of Previous Estimates ~ (3,302) 93,549
,C -. xs

Extensions,'Discoveriet and Other Additions 5,895 172,832,

- g. 's Proddction 4 g~ (13.665) (204.352)

/ ".fy As of January 1,19311 ; J , 69.763 1,747,453e ,

*h,.: -

Proved Developed Reserkm

' Mof JirIuary 1,,1979 .' '. 88,066 1,035,031, ; . . .

,./ ^ . J c As of Janpry 1,1950
~

80,679 1.593,532

ON N As of January;1,1981 45,373 1,538,00; ,
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As of January 1, 1981, 25 billion cubic feet out of the 80.7 billion cubic feet of net proved
developed natural gas reserves reported as of January 1,19SO were reclassified from proved developed
producing to proved undeveloped.

As of January 1,1981,75% of Primary Fuels' proved developed natural gas reserves were located
in or near an offshore area known as the El Gordo Field located close to Matagorda Island, Texas.
Such reserves underlying six of the tracts in the El Gordo Field have been dedicated to an intrastate
pipeline company under a gas contract expiring in 1996. The associated condensate represents 2S%
of the oil and condensate reserves and is being sold under a contract of comparable duration.

Wells Drilled. Since its formation in 1973, Primary Fuels has participated in the drilling of 229
wells, with 82 wells resulting in commercial producers and 99 resulting in dry holes. During 19S0,
Primary Fuels participated, through the Shell venture, in the drilling of SS wells, of which 45 were
still being drilled or tested at year end and 16 resulting in commercial producers. In the wells in
which Primary Fuels has participated, it holds working interests ranging frorn 5% for the Shell ven-

,

ture to 50% for the offshore venture.

' Production. Net production for the account of Primary Fueb at the end of 19S0 was at the rate of
34 million cubic feet of gas and 571 barrels of oil and condensate per day, with 76% of such net
daily gas production being out of the El Gordo Field pursuant to the long-term gas contract described
above. The average daily production during the year was at the rate of 37 million cubic feet of
gas and 560 barrels of oil and condensate. Substantially all of the gas for the account of Primary
Fuels is being sold under long-term contracts. The ave age pr:ce, after all transportation charges
and other adjustments, was $2.87 per thousand cubic feet at the end of 1980 and $2.54 during the
year. Oil and condensate was being sold at an average price of $26.38 per barrel at the end of the
year and $22.09 during the year. The prices are subject to future escalation.

Utility Fuels,Inc.
Utility Fuels, which contributed 2% to the Company's consolidated net income for the year ended

December 31,19S0, provides coal supply services to IIL&P and owns railroad cars and coal handling
equipment necessary for such purpose. Utility Fuels has coal supply contracts with Kerr-McGee
Coal Corporation and Spring Creek Coal Company which are described above under " Business of
IIL&P-Fuel-Coal and Lignite Supply" Utility Fuels owns the coal handling facilities located
at IIL2P's W. A. Parish Plant. It also owns 1,360 railroad cars and leases an additional 610 cars which
on a combined basis comprise 18 unit trains used for hauling coal. Utility Fuels spent $110 million
for such facilities and equipment through December 31,1980. Estimated expenditures for additional
railroad cars and coal handling facilities to be used at the W. A. Parish plant are $51 million in 1981
$28 million in 1982 and $1 million in 1983.

Utility Fuels will provide lignite supply services for IIL&P's Limestone Electric Generating
Station. In August 1979, it entered into a contract with Northwestern Resources Co. (NWR) for
the lignite to be used at such plant. See " Business of IIL&P- Fuel-Coal and Lignite Supply".
The terms of the contract provide for Utility Fuels to finance the necessary mining facilities and
equipment, while NWR will provide the necessary expertise for the mining of the lignite reserves
and reclamation of the mined area. Utility Fuels expects to spend $2 million in 1981, $1 million in
1982 and $8 million in 1983 for mining activities and the construction of a lignite handling system
and a lignite transportation ** for the Limestone Station.

Capital requirements of Utility Fuels are expected to be financed principally through sales of
long-term debt and from leveraged leases, both involving guarantees by the Company. Interim
financing requirements will be met through short-term bank loans and issuance of commercial paper.

Utility Fuels also owns a uranium strip-mining project on 50 acres held under lease in Carbon
County, Wyoming. The project is a relatively small one and, if successful, would not enable Utility
Fuels to make a significant contribution to IIL&P's anticipated nuclear fuel requirements. Based on
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most recent estimates of the commercially recoverable mineralization within the leased acreages, the
project would yield uranium concentrate for a maximum of three years of fuel reloads for a 1200 mega-
watt nuclear plant. There are presently no commitments respecting the eventual purchase by IIIAP
or anyone else of any concentrate that may be produced through the project., A total of $38 million is
invested in the project at December 31,1980. ,

RECULATION OF TIIE COMPANY
The Company is a holding company as defined in the Public Utility IIolding Company Act of 1935.

It is exempt from regulation as a '' registered holding company" under that Act except with respect to
the acquisition of securities of other public utility companies. Such exemption is based upon the intra-
state character of the operations of the Company's public utility subsidiary, IIIAP, and '.ne filing
with the SEC of an annual exemption statement pursuant to its Rule U-2. The SEC is authorized
by the Public Utility IIolding Company Act and by its own rules to deny or terminate such an exemp-
tion upon a determination that it is detrimental to the public interest or to the interest of investors or
consumers. Accordingly, there may be limits on the extent to which the Company and its non-utility

'

subsidiaries may expand or diversify without raising questions about the Company's exempt status.
Current SEC policies regarding the scope of permissible non-utility activities are subject to dange.
He Company has no present intention, however, of becoming a registered holding company object
to regulation by the SEC under the Public Utility IIolding Company Act. %e Company has been
advised by its counsel, Baker & Botts, that based on the present provisions of such Act and the
present regulations ef the SEC thereunder, the Company's exempt status should not be affected by
the outcome of any of the proceedings referred to under Item 3. Legal Proceedings.

The Company is not subject to regulation by the Utility Commission under the Texas Public
Utility Regulatory Act or by the incorporated municipalities served by IIIAP. Such regulatory
bodies do, however, have authority to review all accounts, records and contracts relating to transac-
tions by IIIAP with the Company or its other subsidiaries.

EXECUTIVE OFFICERS OF TIIE COMPANY

OfEcer Business Experience 1976-19530
-Name Age Since* Position (s) Terms

D. D. Jordan 48 IW6 President and Chief Executive Officer and Director 1977-
President and Director 1W6-1W7
Positions with IIIAP:

1W1 President and Chief Executive Officer and IW7-
Director

President and Director 1976-1W7
y

G. W. Oprea, Jr. 54 1976 Vice President and Director 1976- '
Positions with IIIAP:

1971 Executive Vice Pre.ident and Director 1976-

II. R. Dean 54 1976 Vice President and Treasurer and Director 1976-
Positions with IIIAP:

1966 Group wce President-Accounting and Finance 1978-
and Director

Group Vice President and Comptroller and Director IM7-1978
Croup Vice President and Comptroller 1976-1977

J. R. Johnston 57 1979 Secretary and Assistant Treasurer 1979-
Assistant Secretary 1976-1979
Positions with IIIAP:

1979 Secretary and Treasurer 1979-
Assistant Secretary and Assistant Treasurer 1976-1979

* Executive officers were elected April 23,19S0 to serve for one year and until their successors are
duly elected and qualified.
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Item 2. Properties.
| All of the electric generating stations and substantially all other operating property of the

Company's subsidiaries are located in the State of Texas. The Corr.pany considers this property to
be well maintained and in good operating condition.

Electric Generating Stations. IIL&P has eleven electric generating stations (79 generating units)
with an installed capacity of 11,607,502 Kw.

Substations. As of December 31, 1980, IIL&P owned 186 major substations having a total
installed rated transformer capacity of 45,219,234 Kva (exclusive of spare transformers).

Electric Lines. As of December 3L 19S0, IE&P operated 23,566 miles of transmission and distri-
bution lines, including 1,440 miles operated at 138,000 volts and 392 miles operated at 345,000
volts.

General Properties. The Company's subsidiaries own various properties which include a 27-story
headquarters office building, division offices, service centers and other facilities used for general
purposes.

,

Titles. The electric generating plants and other important units of property of IIL&P are situated
on lands owned in fee by IIL&P. Transmission lines and distribution systems have been constructed
in part on or across privately owned land pursuant to easements or on streets and highways and
across waterways pursuant to authority granted by municipal and county permits and by permits
issued by state and federal governmental authorities. Under the laws of the State of Texas, IIL&P
has the right of eminent domain, whereby it may secure or perfect rights-of-way over private property,
if necessary.

The major properties of IIL&P and Utility Fuels are subject to liens securing their long-term, _

debt and titles to some of their properties are subject to minor encumbrances and defects, none of
which impair the use of the property in the operation of their businesses.

See Item 1, " Business". '

Item 3. LegalProceedings.-

Controversy With Central and South West Corporation
In January 1976, the Securities and Exchange Commission (SEC) initiated proceedings under

the Public Utility IIolding Company Act for purposes of considering whether Central and South West
Corporation (CSW), a registered holding company, is or can become a single integrated and coordi-
nated system as required by that Act. CSW's principal operating subsidiaries are Central Power and
Light Company (CPL), West Texas Utilities Company (WTU), Public Service Company of Okla-
homa and Southwestern Electric Power Company. CPL is a participant with IIIAP in the South Texas
nuclear project. See Item 1, " Business-Construction Program". CPL and WTU, as members of. the
Electric Reliability Council of Texas (ERCOT), have historically conducted their respective utility

,

operations in a manner so that, whenever interconnected directly or indirectly with IIL&P and other
ERCOT members, they would not transmit electric energy across any state lines. In the proceedings
before the SEC, CSW submitted various proposals regarding the future operations of its system,
including proposals that would require IIL&P and other members of ERCOT to become interconnected
directly or indirectly, with CSW's non-Texas subsidiaries. IIL&P opposed CSW's synchronous
interconnection proposals because, in its judgment, their implementation would have a substantial
detrimental effect on IIL&P*s cost of opeiation and reliability of service. In addition, participation by
IIL&P in a synchronous interstate interconnection could subject it to regulation under the Federal
Power Act. As a result of such opposition. CSW has attempted to compel IIL&P and other ERCOT
members to become interconnected with its non-Texas subsidiaries by initiating proceedings in the
federal courts, the Federal Energy Regulatory Commission and the NRC. Proceedings have also been

,

i conducted by the Texas Utility Commission which ruled in Afay 1977 that, pending the outcome of the
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federal regulatory and judicial proceedings on this matter, tha Texas interconnected system (in which
IIL&P, CPL, WTU and others are participants) must continue to operate on an intrastate basis.

In June 19S0, IIL&P reached an agreement with CSW which calls for the settlement of all out-
standing controversies concerning the question of whether ERCOT should be interconnected with
CSW's non-Texas subsidiaries. The agreement provides for the construction of two direct current
non-synchronous ~ interconnections between utilities in Texas and in neighboring states through con-

^

struction of a 200-megawatt interconnection in north Texas and a 500-megawatt interconnection in
. south Texas. IIL&P.would construct and own 200 megawatts of the south Texas interconnection and
the CSW subsidiaries would construct and mvn all of the north Texas interconnection and 300 mega.
watts of the south Texas interconnection. Although IIL&P would be required to wheel, transmit, sell,
coordinate, comingle and exchange electri.. power to. from or within the State of Texas over such
interconnections, the system is not expected to materially affect the cost of IIL&P's construction
program or its service reliability because of the non-synchronous, direct current mode of operation.
Implementation of the settlement agreement is subject to' numerous conditions, including the condi-
tion that it be approved by the Federal Energy Regulatory Commission (FERC) pursuant to those
provisions of the Federal Power Act (as amended in 1978 by the Public Utility Regulatory Policies Act)
which would not require liL&P to become regulated as a "public utility". Implementation is also sub-
ject to the approval of other federal and state agencies. No prediction can be made as to whether such
approvids can be obtained. In December 19S0, the FERC granted a motion of the U.S. Department -

of Justice to intervene in the settlement proceedings. Such motion generally opposes the proposed
settlement. Whether or not the requisite approvals of the settlement proposal are obtained, IIL&P
intends to continue to oppose any attempts to force it to participate on a synchronoas basis in an
interconnected system that includes CSW's non-Texas subsidiaries.

'

Item 4. Security Otenership of Certain Beneficial Oteners and Management.
As of Alarch 16, 1981, no person or group (as that term is used in Scction 13(d)(3) of the

Securities Exchango Act of 1934) owned more than five percent of the Company's Common Stock.
Less than % of 1% of any class of equity securities of any subsidiary of the Company was beneficially
owned by the directors and officers of the Company as a group as of such date.

The following table sets forth as of hlarch 16, 1981, the number of shares of Common Stock of
~

the Company beneficially owned by (i) each director and (ii) all directors and officers as a group
and the peicent of the class of Common Stock so owned.

Shares of
Common Stock Percent

BeneScially Owned of Class (1)

*
Searcy Bracewell 1,000

*Wm. R. Brown 1,743

IL R. Dean 4,328 .01%
*

John C. Echols 1,000
*' Iloward W. IIorne 459

. . 6,647 .01%D. D. Jordan
*Thomas B. AlcDade 2,000

'

G. W. Oprea, Jr. 5,126 .01%
*Stewart Orton 100
*Willard E. Walbridge 250'

Joe C. Wessendorff 9,454 .02%

Directors and ofheers as a group 33,745 .07%

(1) Percentages are rounded to the nearest one-hundredth of one percent. Asterisk indicates that the
percentage is less than .01Fc.
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P ART II
Item 5. Market for the Registrant's Common Stock and Related Security Holder Matters.

The Company's Common Stock, which at hfarch 16, 1981 was held of record by 39,S56 share.
holders, is listed on the New York and hiidwest Stock Exchanges (symbol: 110U). The following
table sets forth the high and low sales prices of the Common Stock on the composite tape during
the periods indicated, as reported by The Wall Street Journal, and the dividends declared for such
periods:

1980

Dividends
Declared

Quartar Date High Date _ Low Per Share

First . January 11 31 % February 28 24% $0.67

Second. June 25 29 % June 10 25 % $0.67

'Ihird July 15 29 % August 21 26 % $0.67

Fourth December 23 29 % ~ November 7 25 % $0.67
.

1979

Dividends
Declared

M Date High Date M Per Share

Fint. hfarch 22 30 % January 2 27 % $0.59-

Second. June 21 31 % hiay 22 28 % $0.59
.

Third July 10 31 % September 25 . 28 % $0.59

Fourth December 7 30 % October 10 26 % $0.59

-

<
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Item 6. Selected FinancialData.
The following table sets forth selected financial data with respect to the Company's consolidated

financial condition and results of operations and should be read in conjunction with the Consolidated
Financial Statements and the related notes included elsewhere herein.

(thousands of dollars, except per share amounts)

Year Ended December 31,

IM6 IM7 1978 1979 1980

Revenues . $ 851,174 $1,095,561 $1,349,438 $1,854,159 - $2,367,264
Net Income $ 105,314 $ 125,636 $ 128,657 $ 161,846 $ 183,981
Earnings per share $4.01 $4.41 $4.21 $4.84 $4.71
Cash dividends declared per

common share $1.61 $1.86 $2.12 $2.36 $2.68

Return on average common '

equity . 15.0 % 14.9% 13.3 % 14.4% 13.6 %

At year-end:
Book value per common share $ 28.27 $ 31.14 .$ 33.M $ 34.62 $ 35.14
Afarket price per common

share $ 31% $ 30% $ 27% $ 29% $2S%

Afarket price per common
share as % of book value 112 % 98 % 83 % M% 81 %

At year-end:
Total Assets $2,2S9,932 $2,719,865 $3,314,671 $3,834,697 $4,432,938

Long-term debt of
subsidiaries $ 950,310 $1,074,9S0 $1,377,M6 $1,497,390 $1,6N,337

Capitalization:
, Common stock equity 40 % 40 % 39 % 41 % 44 %

Cumulative preferred stock 9 10 8 8 7
Long-term debt 51 50 53 51 49

Total Capitalization . 100 % 100 % 100 % 100 % 100 %

Capital expenditures:
Construction expenditures

(excl. AFUDC) $309,775 $441,566 $498,482 $523,477 $6M,843

Oil, gas and mining
expenditures $ 15,869 $ 24,690 $ 32,102 $ 39,879 $ 66,975

HIAP selected data:
Percent of construction

expenditures financed
internally from operations 49 % 40 % 39 % 39 % 37 %

Ratio of earnings to fixed
charges 3.97 4.08 3.61 3.62 3.M

AFUDC as a percent of Net
Income 16 % 20 % M% 29 % 24 %

,

A-
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.
General

The Company's operating results have been mixed over the last three years because of the
negative pressures of increasing construction expenditures during the periods of high inflation and
erratic electric sales due to uncertain economic conditions, weather and energy conservation. Rate
increases, which have been approved and implemented approximately once each year, have allowed
HL&P to keep pace with its service area's immediate needs for power, but its overall financial condition
has deteriorated since the mid 1970's.

'Ihe portion of HL&P's construction program that was financed from internally generated funds
from operations and interest coverage declined during 1980 reflecting the 25% increase in construction
spending and the substantial increase in interest rates. HL&P's return on average common equity
has improved somewhat during the past two years principally as a result of $89 million of rate relief
realized in 1W9 and $106 million in 1980. Nevertheless, as discussed under '' Supplementary Informa-
tion to Disclose the Effects of Changing Prices", electric rates have not kept pace with inflation. As a
result, HL&P has been unable to earn the returns on common equity granted by the Utility Com-
mission in its rate orders. HL&P's authorized returns on common equity for 1979 and 1980 were 13.8%
and 15%, but the actual returns were 13.1% and 13.4%, respectively.

Another indication of the Company's general financial condition is the portion of net income
attributable to the allowance for funds used during construction (AFUDC). Although AFUDC, a
non-cash item, rose steadily in 1978 and 1979 because of increases in construction activity and
increased AFUDC accrual rates due to higher costs of capital, the amount of AFUDC in relation to
net income declined in 1980 due to the allowance of larger portions of construction work in progress
in rate base by regulatory authorities and the placing in service of the W. A. Parish No. 7 coal-fired unit.

Net income for 1980 was 14% higher than for 1979, but due to a 17% increase in the Company's
average common shares outstanding, earnings per share decreased by 13 cents. HL&P's contribution
to the Company's per share earnings reflects an increase of 18 cents while Primary Fuels' and Utility
Fuels * contributions were down 24 cents and 6 cents per share, respectively. To help finance new-

construction,6.7 million shares of additional common stock were sold in 1930 with net proceeds of
$175 million and $100 million of First Mortgage Bonds, resulting in part in the improvement at
December 31,1980 in the Company's capitalization ratios.

Results of Operation

Earnings for HL&P increased in each of the last three years as a result of sales growth and rate
increases, but were adversely affected by rapid escalation in operation and maintenance costs and
rising interest rates. Although fuel expense has nearly doubled since 1978, earnings were generally
unaffected due to adjustment clauses in the electric service rate schedules.

The contributions of Primary Fuels to the Company's earnings were 24e and 34e per share in 1978
and 1979, respectively, primarily as the result of increased sales of oil and gas. However, Primary Fuels'
earnings in 19S0 were adversely affected by substantial expenditures in its oil and gas exploration
program without the establishment of significant proved reserves. In December 19S0, based on a
January 1,1981 reserve study of Primary Fuels' independent oil and gas consultants, an adjustment
for depreciation, depletion and amortization of approximately $8,000,000 was charged against income.
In addition, gas sales did not keep pace with increased operating expenses. This factor, coupled with
the increase in the Company's average shares outstanding, caused Primary Fuels' contribution to the
Company's earnings in 1980 to dip to 10( per share. Utility Fuels' contract with IIL&P is a cost-plus
contract allowing Utility Fuels to recover its cost plus a fixed return on its net investment. The reduc-
tion in Utility Fuels' contribution is principally due to the increase in the Company's average shares
outstanding and less miscellaneous income than in 1979.
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Revenues. As shown below, the majority of the increase in electric operating revenues has been
due to the recovery of increased fuel costs through fuel adjustment clauses.

% of Revenue Increase Attributable to
Recovery of
Increased Rate Increased

Comparative Periods Fuel Costs Increases KWII Sales

1978 v.1977 73 % 5% 22 %

1979 v.1W8 63 % 22 % 15 %

1980 v.1W9 63 % 25 % 12 %

Increasing construction expenditures to meet load growth and comply with federal requirements
for the conversion to alternate fuel sources, coupled with inflationary pressures, has required
IIL&P to seek rate increases more frequently. As a result, new rates have been placed in effect in
each of the past three years. KWII sales increases have averaged 6% over the last three years, con-
tributing to the growth in revenue. This growth rate is lower than experienced historically due to some
conservation by customers and, in 19S0, economic conditions affecting the larger industrial customers.
Because of the widespread use of air conditioning, weather also significantly affects KWII sales in the
IIL&P service area, primarily in the residential class. An unseasonably mild summer negatively influ-
enced 1979 electric usage. IIowever, an extended heat wave in 19S0 caused residential KWII usage
to attain record levels and average usage per residential customer increased from 13,522 KWII in 1979
to 14,219 KWII in 1980.

Gas sales by Primary Fuels decreased by 20% during 1980 as a result of decreased demsnd and
a normal decline in productive capacity as compared with an increase of 54% in 1979 over sales levels
of 1978. Decreased sales in 1930, however, were almost completely offset by increased prices.

Fuel Expense. nese costs have nearly doubled since 19711. The increase in the price of fuel and,
to a lesser extent, increased KWil generation are the contributing factors. He rapid increase in fuel
costs has contributed to the increase in HL&P's average residential revenue per KWII from 3.4
in 1978 to 5.0c in 1980. The increases in cost of coal sold for each year are due to larger coal require-
ments by IIL&P for its W. A. Parish plant. IIL&P br.ught new coal. fired units into service in each
of the years 1978-19S0.

Purchased Potcer Expense. The increase in these costs reflects purchases of economy energy from
other utilities in Texas.

Operation and Maintenance Expenses Operation and maintenance costs have increased 58% over
the last three years because of general inflationary pressures, the use of larger, more complicated
generating and pollution control equipment and substantial increases in labor costs. Increased reliance
on coal-Gred power plants has added significantly to the costs of operation and mainten nce. The
employee work force has ir, creased by about 21% over the last three years as a result of increasingly
complex construction and business activities, additional government regulations and the growth in the
number of customers being served.

Non-Operating Items. AFUDC is an amount representing the cost of funds used to finance con-
struction projects and is capitalized as part of the cost of the asset. AFUDC is a non-cash item of net
income and represents a cost recoverable from customers through provisions for depreciation in future
periods. Increases in amounts for AFUDC not only correspond to increases in construction expenditures,
but also to increases in the AFUDC accrual rate and the level of investment in construction that is not
earning a cash return. Since January 1979, AFUDC has been computed on a net of tax rate closely
following the rising cost of capital. The AFUDC accrual rates for 1978 through 1980 were 6.5%,7.5%
and 8.5%, respectively. Effective January 1,1981, IIL&P began accruing AFUDC at a rate of 9 ?5%.

In the Utility Commission's final order relating to IIL&P's 1979 rate case, the recovery of its
investment in a uranium exploration project was disallowed. As a result, $8,964,000 was charged
against otherincome in December 1979.
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Liquidity and Capital Resources

The capital requirements for 19S0 and as estimated for 19S1 through 1983 are as follows:

Millions of dollars
19S0 1981 1982 1983

Construction and nuclear fuel (excluding AFUDC) $637 $709 $783 $964
Railroad cars, coal handling facilities and lignite mining and

handling facilities . 31 53 29 9
Oil and gas exploration and development 53 71 - -

hiaturities of long-term debt 8 28 8 17

Total $729 $861 $820 $990

Construction and nuclear fuel expenditures represent estimated costs of IIIAFs construction
program. 'Ihe estimated expenditures for railroad cars, coal handling facilities and lignite mining
and handling facilities are planned expenditures by Utility Fuels in connection with IIIAP's major
generating station projects. Primary Fuels' expenditures for oil and gas exploration subsequent to
1981 cannot be estimated until the results of its 1981 exploration and development program are
known.

IIIAP expects to finance a portion of its construction program through funds generated internally
from operations. Factors affecting the ability of IIIAP to fund a portion of its capital requirements
from internal funds include regulatory practices allowing a substantial portion of construction work
in progress in rate base, adequate depreciation rates, full recovery of the cost of fuel used in the
generation of electricity and the opportunity to earn competitive rates of return. It is presently
estimated that during the next three years 30% to 35% of IIL&Fs construction program can be
financed through the use of internally generated funds from operations assuming IIIAP can obtain
rate relief on a timely basis at a level comparable to that most recently granted by the Utility Com-
mission.

The remainder of IIIAP's construction program will be financed through proceeds received from
the sale of common stock by the Company and the sales of preferred stocks and long-term debt by
IIIAP. IIIAFs apitalization ratios at December 31, 1980 consisted of 4S% long-term debt, 7%
preferred stock and 45% common stock and retained earnings with similar ratios expected to be
maintained in the future. Principally because of IIIAP's large capital requirements, hfoody's
Investors Service, Inc. lowered its rating of IIIAP's First hfortgage Bonds and Preferred Stock in
1980 from double A to single A; however, two other rating agencies continue to rate IIIAFs
securities double A. As a result of such downgrading, IIIAP expects relatively higher capital costs
in connection with its future sales of long-term debt and preferred stock.

Utility Fuels and Primary Fuels finance their respective capital requirements independent of
IIIAP. Capital requirements of Utility Fuels are expected to be financed principally through sales
of long-term debt and from leveraged leases, both involving guarantees by the Company. Primary
Fuels' expenditures for 1981 are expected to be met from internally generated funds, short-term bor-
rowings and, possibly, sales of production payments.

For information regarding bank lines of credit and short-term borrowings see Note 5 to the
Consolidated Financial Statements.
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Item 8. FinancialStatements and Supplementary Data.

HOUSTON INDUSTRIES INCORPORATED AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME

(Thousands of Dollars)

Year Ended December 31,

1 978 1979 1980
Revenues:

Electric $1,303,604 $1,707,572 $2,123,957
Coal sales 20,823 105,686 202,953
Oil and gas 25,011 40,901 40,354

Total 1,M9,438 1,854,159 2,367,264

Expenses:
Electric:

Fuel 682,261 958,112 1,206,872,

Purchased power 4,753 8,440 29,995
Operation and maintenance 190,110 245,368 301,065
Taxes other than income taxes . 62,251 72,853 80,856

Cost of coal sold 15,489 82,170 180,373
Oil and gas operating expenses 5,449 6,755 8,883
Depreciation, depletion and amortization 81,010 109,445 129,483

Total 1,041,323 1,483,143 1,937,527

Operating Income 308,115 371,016 429,737
Other Income:

Allowance for other funds used during
construction 17,029 31,928 32,735

Other- net 2,689 (3,792) 3,057

Total 19,718 28,136 35,792
Fixed Charges:

Interest on long-term debt 87,140 107,447 129,139
Other interest 7,566 11,992 16,566

Allowance for borrowed funds used during
construction (11,639) (20,205) (18,302)

Preferred dividends of subsidiary 17,330 19,765 20,042

Total 100,397 _ 118,999 147,445

Income Before Federal Income Taxes 227,436 280,153 318,084

FederalIncome Taxes:
Current (3,074) 5,925 10,466
Deferred:

Liberalized depreciation 34,511 32,316 39,507
Investment tax credit-net 50,833 57,758 43,6S5
Oil and gas 7,117 6,014 11,2S6

Other - net 9,392 16,294 29,159

Total 98,779 118,307 134,103

' Net Income $ 128,657 $ 161,846 $ 183,981

Earnings Per Common Share $4.21 $4.8T $4.71
Weighted Average Common Shares

Outstanding (000) 30,590 33,437 39,075

See Notes to Consolidated Financial Statements.
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HOUSTON INDUSTRIES INCGPJORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE MIEETS

(Th-an f Dollars)o

ASSETS

December 31,

1979 1980
P:orrrnT, PLm AND Eqmrurst- At Cost:

Plant:

Production . $1,578,928 $1,881,347
Transmission

. 299,483 333,698
Distribution 779,741 879,551 |
General 183,144 214,M9 j

Construction work in progress 972,526 1,143,1&2
Nuclear fuelin process 83,M7 IM,M7
Coal handling equipment . 81,358 109,835

Electric plant acquisition adjustments 3,166 3,106
Oil, gas and mining property 129,226 196.3M

Total . 4,111,519 4,866,859
Less accumulated depreciation, depletion and amortization 622,656 735,550

Property, plant and equipment-net 3,488.863 4,131,309...

CmunT Asszn:
Cash in banks 12,690 13,027
Temporary cash investments, at cost 52,129 2,000
Working funds and special deposits . 5,269 5,382

Accounts receivable:
Customers . . 63,853 84,247
Others 22,578 22,652

Fuelstock:
Oil, at average cost . 47,M3 66,3M
Coal, at lifo cost 50,015 23,277

4

hiaterials and supplies, at average cost 32,978 3 2,1(77
Other 14.316 3.239

Total . 301,671 252.295
Drrrnaro Drarts 44,163 49,334

Total $3,834,697 $4,432,938
|

See Notes to Consolidated Financial Statements

|
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HOUSTON INDUSTRIES INCORPORATED AND SUBSIDIARIES
CONSMDATED BALANCE SHEETS

(Thousands of Dollars)

LIABILITIES

Do: ember 31,

CosrxtoN Stocx E wm 1979 1980-Q

Common stock, no par; authorized 75,000,000 shares; outstanding
35,952,287 shares at December 31,1979 and 42,614,520 shares at
December 31,19SO (1,063,062 shares reserved at December 31,
1979 and 1,097,999 shares at December 31, 1980 for conversion of

5%% convertible debentures due 1985) . $ 591,665 $ 767,137
Retained earnings 652,573 731,406

Total 1,244,438 1,498,543,

PREFERENCE SToca-no par; authorized, 10,000,000 shares; none out-
standing .

CUhrutAnvE PREFERRED STOCK oF SUnsmIARY (statement on following
page) . . . 243,518 243,518

5%% CoNvERustE DEBENTURES DUE 1985 (convertible into common stock-
of the Company at a rate of $37.55 a share at December 31,1979 and

. $35.98 a share at December 31,1980) 39,918 39,506

LoNc-TER>r DEnr oF SUBSIDIAIuES (statement on following page) 1,497,330 1,004,337

Total . 3,025,261 3,3S5,904

CURRENT LIABHEES:
Notes payable 88,614 126,500

Accounts payable 122,665 149,174

Taxes accrued . 26,206 33,525

Interest accrued 29,305 31,110

Accrued liabilities to municipalities 36,008 45,557

Dividends declared 5,010 5,010

Current portion of long-term debt 7,530 29,605

Other 16,471 23,147

Total 331,809 443,628,

DEFERRED CREDrrS:

Accumulated deferred federalincome taxes 252,176 332,556

Unamortized investment tax credit 202,148 244,704

Other 14.931 17,761

Total 469,255_ 595,021

PRorERrr INSURANCE RESERVE 8,369 8,385

CohnrrrhrENTS AND CONTINGENCIES

Total $3,834,697 $4,432,938.

See Notes to Consolidated Financial Statements
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HOUSTON INDUSTRIES INCORPORATED AND SUBSIDIARIES
STATEMENTS OF SUBSIDIARIES' PREFERRED STOCK AND LONG-TERM DEBT

(Thousands of Dollars)

December 31,

1979 1980

Custtunvz PREFERRED STocx- no par; authorized 10,000,000 shares;
outstanding (entitled upon involuntary liquidation to $100 a share)

Housum LicunNo & PowEn COAfPANY:
$4 eries,97,397 shares $ 9,740 $ 9,740
$6|,2 series, 250,000 shares 25,115 25,115
$7.52 series, 500,000 shares 50,225 50,225
$9.52 series, 400,000 shares 39,372 39,372
$9.08 series, 400,000 shares 39,395 39,3C5

$8.12 series, 500,000 shares 50,093 50,093
$9.M series, 300,000 shares . 29,573 29,573

Total $ 243,518 $ 243,518

Losc-terat Dent:
Housnm LichnNc & PowEn CoAfPANY:

First mortgage bonds:
3%% series, due 1981 $ 20,000 $ 20,000

2%% series, due 19S5 30,000 30,000
3%% series, due 1986 30,000 30,000
4%% series, due 1987 40,000 40,000

3% series, due 1989 30,000 30.000
4%% series, due 1959 25,000 25,000
4%% series, due 1992 25,000 25,000
5%% series, due 1996 40,000 40,000
5%% series, due 1997 40,000 40,000
6%% series, due 1997 35,000 35,000
6%% series, due 1998 35,000 35,000
7%% series, due 1999 30,000 30,000
7%% series, due 2001 50,000 50,000
7%% series, due 2001 50,000 50,000
8%% series, due 2004 100,000 100,000

10%% series, due 2004 100,000 100,000
8%% series, due 2005 125,000 125,000
8%% series, due 2006 125,000 125,000
8%% series, due 2007 125,000 125,000
8%% series, due 2008 125,000 125,000
9%% series, due 2008 100,000 100,000

11%% series, due 2009 125,000 125,000

12 % series, due 2010 100,000

Total 1,405,000 1,505,000

Pollution control revenue bonds:
7%% series, due 2004 18,000 18,000
9%% series, due 1998 19,200 19,200

9.9% series, due 1998 5,000
Unury Funs, INC.:

9% secured notes, maturing $7,200 annually through 1988 61,400 M,200
Variable rate secured note, due 1983 9,800

Capitalized lease obligations 21,752

. . . 1,320 990Other
Subtotal 1,5M,920 1,633,942

Less current maturities 7,530 29,605, .

Total $1,497,390 $1,6M,337

See Notes to Consolidated Financial Statements
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HOUSTON INDUSTRIES INCORPORATED AND SUBSIDIARIES -
STATEMENTS OF CONSOLIDATED RETAINED EARNLNCS

(Thousands of Dollars)

Year Ended December 31,

1978 IM9 1980

BALANCE AT BECDNING OF Priuon $505,165 $569,364 $652,573
Ano - Nsr INCous . 128,657 161,846 183,981

Total 633,822 731,210 836,554

DEDUCT- Common Stock Dividends:
1978, $2.12; 1979, $2.36; 1980, $2.68 (a share) 64,458 78,637 105,148

BALANCE AT ENo oz Pzruon $569,361 $652,573 $731,406

See Notes to Consolidated Financial Statements.
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HOUSTON INDUSTRIES INCORPORATED AND' SUBSIDIARIES
STATEMENTS OF CILGCES IN CONSOLIDATED FINANCIAL POSITION

(Thousands of Dollars)
Year Ended December 31,

1978 1979 1980

Sources of fuads:
Operations:

Net income . $128,657 $161,846 $183,981
Items not requiring an outlay of working capital:

Depreciation, depletion and amortization 82,303 110,462 134,009
Deferred federal income taxes - net 50,929 54.624 79,952
Investment tax credit deferred-net 44,3S0 49,634 43,685
Allowance for funds used during construction (28,668) (52,133) (51,037)

Total . . 277,601 324,433 390,590
Common stock dividends (M,458) (78,637) (105,148)

Reinvested funds from operations 213,143 245,796 285,442

Financing:
Sale of common stock 65,090 134,350 175,272
Sale of preferred stock - 29,573 -

Sale of first mortgage bonds 225,000 125,000 100,000
Sale of secured notes and capital leases 65,000 31,552-

Pollution control revenue bonds 16,926 2,274 5,000
Change in notes payable and temporary cash investments (44,496) 49,052 88,015
Reclassification to current maturity of long-term debt (3,930) (7,530) (29,605)

323,590 332,719 370,234

Other:
Decrease (increase) in working capital (exclusive of notes

payable and temporary cash investments) 3,563 (18,559) 73,180
Other - net (9,702) 3,400 2,962

(6,139) (15,159) 76,142

Total $530,5M $563,356 $731,818

Application of funds:
Construction and nuclear fuel expenditures and lignite advance

(net of allowance for funds used during construction) $493,492 $523,477 $6M,843
Oil, gas and mining expenditures 32,102 39,879 66,975

Total $530,594 $563,356 $731,818

Increase (decrease) in working capital (exclusive of notes
payable and temporary cash investments):
Current assets:

Cash in banks $ (1,657) $ 2,0S4 $ 337
Customer accounts receivable 16,675 5,614 20,3M
Fuel stock and materials and supplies 27,217 32,142 (9,0SS)
Other 6,782 3,348 (10,890)

Total 49,017 43,18S 753
Current liabilities:

Accounts payable 35,660 7,037 26,509
Taxes and interest accrued . .. 2,663 5,921 9,124
Current portion of long-term debt 3,930 3,600 22,075
Other 10,327 8,071 16,225

Total 52,5S0 24,629 73,933

Increase (decrease) in working capital (exclusive of notes pay-
able and temporary cash investments) $ (3,563) $ 18,559 $(73,180)

See Notes to Consolidated Financial Statements.
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HOUSTON INDUSTRIES INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Three Years Ended December 31,1980

(1) Summary of SigniGeant Accounting Policies
System of Accounts

The accounting records of Houston Lighting & Power Company (HL&P), the principal subsidiary,
are maintained in accordance with the Federal Energy Regulatory Commission's Uniform
System of Accounts which have been adopted by the Public Utility Commission of Texas
(Utility Commission).

Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly owned

subsidiaries, HL&P, Primary Fuels, Inc. (PFI) and Utility Fuels, Inc. (UFI). Coal sales and
related cost of coal sold represent UFI coal sales to HL&P and are not eliminated because of
the distinction for regulatory purposes between utility and non-utility operations. All other.
significant intercompany transactions and balances are eliminated in consolidation.

Plant

Additions to electric plant, reduced by contributions in aid of construction, betterments to existing
property, and replacements of units of property are capitalized at cost. Cost includes the
original cost of contracted services, direct labor and material, indirect charges for engineering
supervision and similar overhead items, and an allowance for funds used during construction
(AFUDC).

Maintenance of property and replacements and renewals of items determined to be less than
units of property are charged to expense. The actual or average book cost of units of property
replaced or renewed are removed from plant and such costs plus removal cost, less salvage, are
charged to accumulated depreciation.

HL&P and UFI compute depreciation using the straight-line method. The depreciation provision
as a percentage of the depreciable cost of plant was 3.3% for 1978 and 3.6% for IW9 and 1980.

Oiland Gas Property
The full-cost method of accounting is used for oil and gas operations. Accordingly, all costs of

acquisition, exploration, and development of properties are capitalized. Depreciation, depletion
and amortization of these costs are determined on the unit-of-production method based on the
estimated proved reserves of oil and gas properties. Depreciation | depletion and amortization
amounted to $5,737,000, $11,350,000 and $20,895,000 or $.48, $.62 and $1.40 per equivalent unit-
of-production for the years ended December 31,1978,1979 and 19S0, respectively.

Allowance for Funds Used During Construction
Prior to 1979, HL&P accrued AFUDC at a rate of 6%% on projects estimated to cost in excess

of $50,000 and estimated to require more than 90 days to construct. During '1979, HL&P
accrued AFUDC at a 7%% rate, net of federal income taxes, on construction projects and
nuclear fuel payments except for amounts included in the rate base by regulatory authorities.
Effective January 1,1980, the accrual rate was increased to 8%%, net of federal income taxes.
'Ihe borrowed funds component of AFUDC, before federal income taxes, is reflected in the
Statements of Consolidated Income as a credit to fixed charges and the other funds component
is shown as other income.

In 19S0, UFI began capitalizing interest applicable to qualifying assets. Such amounts are
included in the borrowed funds component of AFUDC in the Statements of Consolidated
Income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

- Revenues- Electric
Revenues are recognized from the sale of electricity as bills are rendered to customers. Rate

schedules include fuel adjustment clauses which permit recovery of fuel expenses in the month
incurred.

FederalIncome Taxer
Since January 1979, the Company has followed a policy of comprehensive interperiod income tax

allocation. Prior to January 1979, deferred income taxes were not recognized on the borrowed

|
funds component of AFUDC which is deducted currently for federal income tax purposes.

! Investment tax credits are deferred and amortized over the estimated lives of the related property.

Prtpertt Insurance Reservej

The cost of replacing uninsured plant losses of IIL&P, less related tax effects, are charged against
the reserve when incurred. Effective January 1980, additional accruals to the reserve have been
denied by regulatory authorities.

Earnings Per Common Share

Earnings per common share are computed by dividing net income by the weighted average
number of shares outstanding during the respective periods. Common stock equivalents out-
standing during the periods did not have a material dilutive effect on earnings per share.

(2) CommonStock
At the 1950 Annual hieeting of Shareholders, a resolution was approved to amend the Articles of
. Incorporation to increase the authorized common stock, without par value, from 50,000,000 to
75,000,000 shares. Common stock issued during 1978,1979 and 19S0 amounted to 2,260,866
shares,4,863,185 shares and 6,692,233 shares, respectively.

(3) PreferredStock
- Any part or all of HL&P's prefened stock may be redeemed at the option of the Company at the

following per share prices, plus any unpaid accrued dividends to date of redemption:

$4 Series - $105.00. $6.72 Series: through July 31, 1983 - $103.51; thereafter - $102.51.
$7.52 Series: through October 31,1982 - $105.35; thereafter-$103.35 to $102.35. $9.52
Series: through September 30,1985 - $109.52; thereafter- $105.00 to $101.00. $9.08 Series:
through hiarch 31,1981 - $109.08; thercafter-$105.00 to $101.00. $8.12 Series: through
November 30,1982 - $109.37; thereafter - $106.25 to $102.25. $9.04 Series: through January
31,1984 - $109.04; thereafter - $105.00 to $101.00.

(4) Long-Term Debt
At December 31,1980, sinking or improvement fund requirements of IIL&P's first mortgage bonds

outstanding will be $27,850,000 for the year 19S1, $28,700,000 in 1982 and $29,700,000 for each
of the years 1983 through 1985. Of such requirements, $15,050,000 for the year 1981 and
$14,850,000 for each of the yea s 1982 through 1985 may be satisfied by certification of property-
additions at 100% of the requirements and the remainder through certification of such property
additions at 166%% of the requirements. Sinking or improvement fund requirements for 1980
and prior years have been satis 6ed by certification of property additions.

Annual maturities of long-term debt are $27,530,000 in 1981, $7,530,000 in 1982, $17,330,000 in 1983,
$7,200,000 in 1984 and $76,706,000 in 1985. At December 31,1980, the future minimum lease
payments under the UFI capital leases are $2,075,000 for the year 1981 and $2,334,000 for each
of the years 1982 through 1985, and $26,840,000 thereafter through 1997. The present value of
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

the $38,251,000 minimum lease payments at December 31,19S0 is approximately $21,752,000,-
at an assumed discount rate of 7.47c.

The issuable amount of IIL&P first mortgage bonds is unlimited as to authorization, but limited
by property, earnings, and other provisions of the mortgage and deed of trust and the supple-
mental indentures thereto. Substantially all properties of IIL&P and UFI are subject to liens
securing their long-term debt.

(5) Short-Term Financing

The interim financing requirements of the Company's operating subsidiaries are met through short-
term bank loans and the issuance of commercial paper. The subsidiaries have bank lines of
credit aggregating $410 million (as compared with $315 million during 1979) which limit their
total short-term borrowings and provide for interest at the prime rate. Bank loans and com-
mercial paper outstanding were $78,300,000 and $47,330,000 at December 31,1980 and
$57,100,000 and $30,430,000 at December 31,1979, respectively. Compensating balances are not
required under the lines of credit.

(6) Retirement Plan
The Company has a noncontributory retirement plan covering substantially all employees. The

policy of the Company is to fund pension costs accrued, which includes amortization of prior
service costs, over a period of thirty to forty years.

The total cost of the Company's retirement plan for the year 1978 through 19S0 was $4,773,000,
$6,223,000 and $7,563,000, respectively. In 1979, the assumed return on plan investments was
increased to 7% and the plan was amended to provide substantially increased benefits for all
plan participants. The net effect of the change and amendment was to increase prior service
costs by $14,210,000 and pension cost accrued by $1,400,000 for 1979. As of January 1,1980,
actuarially computed prior service costs were $34,047,000. A compariron of accumulated plan
benefits and plan net assets for the Company's retirement plan is presented below:

Actuarial present value of accumulated plan benefits:

January 1,

1979 1980

Vested $49,139,000 $49,280,000

Nonvested 2,341,000 4,179,000

$51,4S0,000 $53,459,000

Afarket value of net assets available for plan benefits $50,680,000 $67,272,000

(7) Commitments and Contingencies

Significant commitments have been incurred in connection with IIL&P's construction program
and for nuclear fuel purchases. The construction program (exclusive of the allowance for funds
used during construction) is presently estimated to cost $691 million in 1981, $759 million in
1962 and $947 million in 1983. An additional $60 million is expected to be spent for uranium
concentrate and nuclear fuel processing services for IIL&P's South Texas and Allens Creek
nuclear plants. Commitments in connection with IIL&P's construction program, principally for
generating plants and related facilities, are generally revocable by IIL&P subject to reimburse-
ment of manufacturers for expenditures incurred or other cancellation penalties. In addition,
during the 1981-1983 period, UFI expects to spent $79 million for coal handling equipment and
railroad cars in order to serve IIIAP's W. A. Parish plant and $11 million for transportation
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

equipment and lignite mining and handling facilities for llL&P's Limestone Plant. PFI expects
to spend $71 million on exploratory and development activities during 1931.

UFI has entered into financing arrangements for coal transportation equipment which are treated
as capital leases for financial accounting purposes. The Company has no other material lease
commitments.

(8) Jointly Owned Electric Plant
IIL&P is project manager and one of four participants in the South Texas Nuclear project whichi

consists of two 1250 megawatt nuclear generating units. Each participant finances ite owm share
of construction expenditures with IIL&P's participating interest in the project being 30.8% As
of December 31,19S0, IIL&P's share of expenditures included in construction viork in progress
and nuclear fuel in process were $450 million and $39 millior.. respectively.

(9) Regulatory Proceedings
As part of the Utility Commission's final rate order in January 1980, the Utility Commission

disallowed IIL&P's request to amortize its investment in a n'anium exploration project termi-
nated in October 1978. As a result $4,661,000 (net of federal income taxes) was charged
against IIL&P's income in the month of December 1979. A number of accounting changes
were implemented by IIL&P in January 19S0 as a result of the Utility Commission's Janu-
ary 19S0 order. Such changes include (1) the capitalization of ad valorem taxes related
to construction work in progress (2) the capitalization of employee benefits and depreciation,

of transportation equipment related to construction and (3) the discontinuance of accruals to'

the reserves for property insurance and injuries and damages.

I
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

(10) FederalIncome Taxes
Effective federal income tax rates are lower than statutory corporate rates for each year as

follows:
Year Ended December 31,

1978 1979 1980

Thousands of Dollars

Income before federalincome taxes $227,436 $280,153 $318,084
Preferred dividends of subsidiary 17,330 19,765 20,012.

Total 244,766 299,918 338,126
Statutory rate 48 % 46 % 46 %

Federal income taxes at statutory corporate
rate 117,487 137,962 155,538.

Reduction in taxes resulting from:
Allowance for other funds used during

construction . 13,781 14,687 15,058
Other- net . 4,917 4,968 6,377

Total 18,708 19,655 21,435

Federal income taxes S 98,779 $118,307 ' $134,103

Effective rate 40.4 % 39.4 % 39.7 %.

At December 31, 1980, the Company had an investment tax credit carryover of approximately
$8,570,000.

(11) Supplementary Expense Information

Year Ended December 31,

1978- 1979 1980

Thousands of Dollars

Taxes, other than income taxes, were chnged to
expenses as follows:
Electric:

Ad valorem $38,131 $42,666 $42,686
State gross receipts _ 12,686 16,044 20,717
Payroll 4,897 6,189 7,4tTT

PUC assessment . 2,079 2,885 3,671
Miscellaneous 4,458 5,069 6,315

Total 62,251 72,853 80,856
Taxes included in oil and gas operating expenses 2.399. 3,778 5,081

Total taxes other than income taxes $64,650 $76,631 $85,937

Research and development costs charged to
expenses $ 8,775 $10,152 $12,146.
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NOTES TO CONSOLIDATED FINASCIAL STATEMENTS-(Continued)

(12) Unaudited Quarterly Info 3mation

'Ihe following unaudited quarterly financial information for 1979 and 13) includes, in the
Company's opinion, all arijustments (which comprise only narmal recurring accruals) necessary
for a fair presentation.

Earmass
Net per

Operating Net Common
Revenues Income Income Share (s)

Thousands of Dollars

hiarch 31,1979 . $385,216 $ 73,06' $30,755 $ .96

June 30,1979 448,962 85,599 36,676 1.11

September 30,1979 - 550,987 129,037 60,998 1.84

December 31,1979 46S,994 83,317 33,417(b) .95

hiarch 31,19S0 459,307 70,288 28,176 .78

June 30,1980 5S1,425 93,890 39,892 1.03

September 30,19S0 755,713 169,937 79,239 2.01

December 31,1980 570,817 95,622 36,674(c) .86

(a) Quarterly earnings per common share are based on the weighted average number of shares
outstanding during the quarter and the sum of the quarters may not equal annual earnings per
common share.

(b) See Note 9, " Regulatory Proceedings" regarding the December,1979 charge against IIL&P's
income.

(c) See "Afanagement's Discussion and Analysis of Financial Condition and Results of Operations"
concerning the December,19f0 charge against PFI's income.

(13) Reclassification
Certain amounts from previous years have been reclassified to conform to the 19SO presentation

of the financial statements. Such reclassifications are immaterial and do not affect earnings.

(14) Other
On January 5,1981, the Company's Board of Directors recommended a three-for-two stock split

and an increase in the authorized common stock from 75,000,000 to 125,000,000 shares. The
stock split and the authorization to increase common stock are subject to shareholder approval
at the 1981 Annual hieeting of Shareholders.

On February 10,1981, IIL&P issued $125,000,000 of 13%ro First Afortgage Bonds due February
1,1991.

On hfarch 6,1981 (subsequent to the date of the Auditors * Opinion), the Company sold 3,000,000
shares of common stock at a public offering price per share of $25.25. The net proceeds of the
sale were invested in the common stock of IIL&P and were used by IIL&P to defray the cost
of its construction program including the repayment of short-term debt incurred in connection
with such program. To the extent that such proceeds were not immediately so used, they
were temporarily invested in short-term interest bearing obligations. As a result of the sale,
the conversion price for the outstanding 5%% convertible debentures was changed from
$35.98 to $35.25 per share, and the number of shares of common stock reserved for conversion
for such debentures was increased from 1,096,697 to 1,119,404.
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AUDITORS' OPINION

Houston Industries Incorporated and Subsidiaries:

We have examined the consolidated balance sheets and the stater.ents of subsidiaries * preferred
stock and long-term debt of Houston Industries Incorporated and subsidiaries as of December 31,
1979 and 19S0 and the related statements of consolidated income, consolidated retained earnings
and changes in consolidated Snancial position for each of the three years in the period ended Decem-
.ber 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 opinion, the above-mentioned consolidated financial c.tements present fairly the financial
position of the Company and subsidiaries at Decembe.- T, IS79 and 19S0 and the results of their
operations and the changes in their financial position for each of the three years in the period ended
December 31,1950, in conformity with generally accepted accounting principles applied on a con-
sistent basis.

'

Our examinations also comprehended the supplemental schedules V, VI, VIII and IX for each of the
three years in the period ended December 31,19S0. In our opinion, such supplemental schedules, when
considered in relation to the basic consolidated financial statemerts, prese'nt fairly in all material
respects the information shown therein.

Dewrrrs HASEWS & SEH.S

Houston, Texas
February Iti,1981
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SUPPLEMENTARY INFORMATION TO DISCLOSE
THE EFFECTS OF CHANCING PRICES (UNAUDITED)

Financial statements of business enterprises, in accordance with generally accepted accounting
principles, reflect historical costs and dollars of varying purchasing power and accordingly do not
measure the effects of inflation. The following unaudited suoplementary information is supplied in
accordance with the requirements of Financial Accounting Stedards Board (FASB) Statement No.
33, Financial Reporting and Changing Prices, for the purpose of providing certain information
regarding the effects of both general inflation (constant dollars) and changes in specific prices
(current cost), which are not reflected in traditional financial statements. Constant dollar amounts
represent historical costs stated in terms of dollars of equal purchasing power, as measured by the
Consumer Price Index for all Urban Consumers (CPI-U). Current cost amounts reflect the changes
in specific prices of property from the date the property was acquired to the present, and may differ
from constant dollar amounts to the extent that specific prices have increased more or less rapidly
than prices in general This information should be viewed only as an estimate of the approximate
effect of inflation rather than as a precise measurement.

The Company's principal subsidiary, HIAP, in common with other electric utility companies in
general, continues to be adversely impacted by the effects of an inflationary economy. Certain effects '

of inflation such as higher interest costs associated with long-term bonds and increased operating and
maintenance costs are reflected in traditional financial statements. Increased revenues to recover such .

expenses, however, tend to lag behind the actual incurrence of such increased costs. Electric rates are
established based on costs as of a specific point in time and are designed to allow the electric utility
to recover its operating costs and earn a fair rate of return on its investment in property, plant and
equipment. ' However, in a highly inflatibnary environment, expenses have increased at a much greater
rate than the increase in electric sales which has resulted in an erosion of return on invested capital.
It is unlikely that rates based on historical costs can keep pace with increased costs during inflationary
periods. This has resulted, in part, in the need for larger and more frequent rate increases.

There are a number of other effects of inflation which are not reflected in traditional financial
statements and to which the accompanying supplementary information is intended to give effect.
One major expense so affected is depreciation. The cost of constructing and replacing property, plant
and equipment has been escalating dramatically. Historical financial statements reflect depreciation
based on the historical costs of assets and do not reflect the true economic cost of the asset "used up"
and which must be replaced at substantially higher future values. However, a substantial amount of
such assets are financed with long-term bonds and preferred stock which effectively acts as a hedge
against the impact of inflation. Utility plants financed from investment by common shareholders and
retained earnings are not afforded such a hedge. While a certain amount of the impact on such
depreciation is reduced through higher returns allowed on the common equity investment in property
when electric rates are established, the end result of continuing inflation is an erosion of the common
shareholder's investment when viewed in terms of real purchasing power.

The Company has made significant increases in the common stock dividend over the last several
years. Actual annual cash dividends have increased from $1.61 in 1976 to $2.68 in 1980. However, when
restated in terms of average 19S0 dollars, the dividend increases appear much more modest, going
from $2.33 in 1976 to $2.68 in 19S0. It is significant that the common stock dividends, in real terms,
have been able to keep pace with inflation over the last five years, a period of very high inflation.
When restated in terms of average 1980 dollars, the last three years annual dividend rate was $2.68.
While this indicates that no real growth has occurred in common stock dividends, the purchasing
power of common dividends has been maintained.,
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STATEMENT OF CONSOLIDATED INCOME ADJUSTED FOR CHANGING PRICES
For the Year Ended December 31,1980

(In thousands of dollars)
Constant Current
Dollar Cost

Conventional Average Average
Historical 1980 1980

Cast Dollars Dollars

Revenues $2,367,264 $2,367,264 $2,367,264
. ,

Expenses:
Electric 1,61S,788 1,618,788 1,618,788

Cost of coal sold . 180,373 180,373 180,373

Oil and gas operating expenses 8,883 8,883 8,883

Depreciation, depletion and amortization 129,483 227,942 239,251

Income taxes . 134,103 134,103 134,103

Fixed charges and other income - net . 111,653 111,653 111,653

Net Income (excluding reduction to net recoverable*

cost) $ 183,981 $ 85,522' $ 74,213

Increase in specific prices (current cost) of prop-
erty, plant, and equipment held during the
year" $ 637,939

.

Less increase in cost of property, plant, and equip-
" ment adjusted for changes in general price level 745,144

Excess of increase in general price level over
increase in specific prices- (107,205)

Reduction of utility property to net recoverable
co'sts ........ . ... ... (329,671) (204,446)

Gain from decline in purchasing power of net
amounts owed 286,744 286,744

Net $ _ (42,927) ' $ (24,927)

* Including the reduction to net recoverable cost, loss on a conttant dollar basis would have been
$241,149 for 19S0.

" At December 31,19S0, current cost of property, plant and equipment, net of accumulated
depreciation was $7,022,944, while historical cost was $4,131,309.
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FIVE YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CIIANCING PRICES

(In thousands of average 1980 dollars, except per share amounts)

1976 1977 1978 1979 1980

Revenues
IIistorical $ 851,174 $1,095,561 $1,349,438 $1,854,159 $2,367,264
Constant dollar 1,232,051 1,489,722 1,704,40S 2,1M,905 2,367,264

Net Income
IIistorical $ 161,846 $ 183,081
Constant dollar 102,284 85,522
Current cost 86,194 74,213-

Earniigs per share
IIistorical $ 4.84 $ 4.71
Constant dollar -. 3.05 2.19
Current cost 2.58 1.90

Common Stock Equity at year-end
(including electric utility property
only to the extent recoverable)
Ihstorical . $1,244,438 $1,498,543
Constant dollar 1,374,477 1,490,689
Current cost 1,374,842 1,495,413

Gain from decline in purchasing power
of net amounts owed $ 301,435 $ 286,744

Excess of increase in general price level
over increase in specific prices $ 3N,527 $ 1(yl205

Cash dividends declared per common
share
IIistorical $1.61 $1.86 $2.12 $2.36 $2.68
Constant dollar 2.33 2.53 2.68 2.68 2.68

Market price per common share at
year end
IIistorical $ 31% $ 30% $ 27% $ 29% $ 28%
Constant dollar 44 40 % 33 % 31 % 27 %

Average consumer price index 170.5 181.5 195.4 217.4 246.8
_

Property, plant and equipment as referred to in the accompanying data includes utility plant in
service, land, land rights and property held for future use, nuclear fuel in process, construction
work in progress, coal handling equipment and oil, gas and mining property. The constant dollar
information was determined by adjusting historical amounts by the ratio of the average level of the .

CPI.U during the year the assets were acquired or constructed to the average CPI-U index for 1980.
Current cost of utility properties was determined primarily by indexing surviving plant by the IIandy-
Whitman Index of Public Utility Construction Costs. Oil and gas properties were restate'd to current
costs primarily by adjusting historical costs by externally developed indexes for onshore and offshore
properties. Current cost information does not represent the replacement cost of the Company's pro-
ductive capacity since plant would not be replaced precisely in kind, but rather are an approximation
of the current cost of exis6ng assets.
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The constant dollar and current cost provisions for depreciation were detennined by applying the
Company's historical depreciation rates to the restated property amounts. Restatement of deprecia-
tion, depletion and amortization of oil,' gas and mining pmperties was computed by applying historical
unit-of-production rates to the restated property amounts.

As allowed by FASB No. 33, items in the income statement, other than depreciation expenses,
were not adjusted. The cost of fuel used in electric generation and operating and maintenance
expenses are essentially stated in terms of average current year prices and therefore do not require
restatement.

In accordance with FASB No. 33, federal income tax expense has not been adjusted. Current fed.
- eralincome tax policy recognizes to a certain extent the effects of inflation. Liberalized depreciation

I allowances and the investment tax credit accelerate capital recovery, llowever, as the statutory federal
income tax rate has remained stable the effective rate has increased significantly as a result of the declin-
ing purchasing power of the related taxable income. The Company's effective federal income tax
rate in 1980, when adjusted for inflation, is 56 percent under constant dollar and 59 percent under,

current cost, each of which exceeds its reported effective tax rate of 40 percent and the statutory rate
of 46 percent.

Under the rate making prescribed by the regulatory authorities to which IIL&P is subject,
only the historical cost of plant is recoverable through depreciation. Therefore the excess of the cost
of utili*y plant stated in terms of constant dollars and current cost that occurred as a result of inflation
in *he current year over the historical cost of utility plant is not presently recoverable in rates as
depreciation and is reflected as a reduction to net recoverable cost.

To properly reflect the economics of rate regulation in the Statement of Income Adjusted for
Changing Prices, the reduction of net property, plant, and equipment should be offset by the gain from

- the decline in purchasing power of net amounts owed. During a period of inflation, holders of mone-
tary assets suffer a loss of general purchasing power while holders of monetary liabilities experience a
gain. The gain from the decline in purchasing power of net amounts owed is primarily attributable to
the substantial amount of debt and preferred stock which has been used to finance property, plant and
equipment. IIowever, since the depreciation on this utility plant is limited to the recovery of historical
costs, IIL&P does not have the opportunity to realize a h41ing gain, and is limited to recovery only
of the embedded cost of such capital. Thus, to the extent that utility plant is financed with debt andi

preferred stock the reduction to net recoverable cost and the holding gain essentially offset each other.

As indicated above, the rates charged by IIL&P are regulated. As a result it is not as free as a non-
rt;gulated enterprise to raise its prices in response to inflation. Further, except in the case of fuel costs,
the regulatory process introduces a substantial time lag between the incurrence et operating and capital
costs and the recovery of such costs. This is commonly referred to in the industry as " regulatory lag *

i and is one of the most significant factors contributing to the erosion of investor capital. Compounding

{
the problem is the fact that the IIL&P must compete in the same marketplace as a non-regulated
enterprise for capital necessary to finance its construction program.

P ART III
Item 9. Directors and Executice Oficers of the Registrant.( * )

Item 10. Management Remuneration and Tramactions.( * )
,

-

* The information called for by Items 9 and 10, to the extent not set forth under Item 1,
" Business-Executive Officers of the Company" is set forth in the definitive proxy statement relating
to the 1981 Annual Meeting of Shareholders of IIouston Industries Incorporated pursuant to the
Commission's Regulation 11A (File No.1-7629). Such definitive proxy statement relates to a meeting
of shareholders involving the election of directors and is incorporated herein by reference pursuant
to Instruction G to Form 10-K.
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SCIIEDULE V-PROPERTY, PLANT AND EQUIP 5fENT
~

For the Three Years Ended December 31,19SO

(Thousands of Dollars)

_

Col. A Col. B Col. C Col. D Col. E Col. F

Other
Balance Additions Chances - Balance

Beginning at Retire. Add End
Classification of Year Cost ments (Deduct) of Year

For the Year Ended December 31,19S0:
Production Plant $1,578,928 $301,4M $ 2,056 $1,881,317
Transmission Plant . . 299,483 34,925 710 333,698
Distribution Plant 779,741 112,105 12,205 879,551
General Plant .. . 183,144 35,561 3,859 214,849
Plant Acquisition Adjustments 3,166 3,166
Coa! IIandling Equipment 81,358 28,571 91 109,835
Oil, Gas and Afining Property 129,226 67,199 61 196,364

_Total Plant ,
.. 3,055,016 532,839 19,075 3,618,810

Construction Work in Progress (A) 972,526 170,576 1.143,102
Nuclear Fuel in Process 83,917 21,000 101,917

Total $4,111,519 $774,415 $19,075 $4,866,859

For the Year Ended December 31,1979:
Production Plant $1,551,962 $ 27,236 $ 270 $ $1,578,92S.

Transmission Plant 290,951 9,055 523 299,4S3.

Distribution Plant 683,425 107,052 10,736 779,741
General Plant .. 165,789 20,014 2,659 183,141
Plant Acquisition Adjustments 3,166 3,166
Coal IIandling Equipment . 71,470 10,190 302 81,358
Oil, Gas and hiining Property . 89,348 39,878 129,226

Total Plant .. 2,856,111 213,425 14,490 3,055,016
Construction Work in Progress (A) 621,175 351,351 972,526
Nuclear Fuel in Process 61,777 23,130 (3,960) 83.917

. Total $3,512,063 $587,906 $14,490 $(3,960) $4,111,519

For the Year Ended December 31,1978:
' Production Plant $1,296,211 4257,147 $ 1,396 $1,551,962
Transmission Plant 273,381 19,321 1,751 290,951.

Distribution Plant 616,936 80,133 13,644 683,425
General Plant 160,JP7 7,311 1,649 165,789
Plant Acqu:sition Adjustments 3,166 3,166
Coal IIandling Equipment 71,559 89 71,470
Oil, Cas and Afining Property . 57.245 32,103 89,348

Total Plant . . 2,407,066 467,574 18,529 2,856,111
Construction Work in Progress (A) 538,109 83,066 621,175
Nuclear Fuel in Process 56,067 8,710 64,777

Total $3.001,242 $559,350 $18,529 $3,512,063

NOTES:

(A) Substantially all additions are originally charged to CWIP and transferred to electric utility
plant accounts upon completion. Additions at cost give effect to such transfers.

(B) Additions at cost include non-cash charges for an allowance for other funds used during "

construction.

(C) IIL&P and UFI compute depreciation using the straight-line method. The depreciation pro-
visions as a percentage of the depreciable cost of plant was 3.3% in 1978 and 3.6% for
1979 and 1980.
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SCIIEDULE VI- ACCUMULATED PROVISION FOR DEPRECIATION,
DEPLETION AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Three Years Ended December 31,1980

(Thousands of Dollars)

Col A ColB ColC Col D Col E
_.

Additions . Deductions from Reserve

Retirer ents,
Balance at Charged Charged Re%wals Balance-

Beginning to to Other and at Close
Description of Period Income Accounts Replacements Other of Period

Year Ended December 31,
19S0 -

Depreciation, depletion
and amortization of
property, plant and
equipment $622,656 $129,4S3 $4,526 $21,115 $735,550

Year Ended December 31,
1979 -

Depreciation, depletion
and amortization of
property, plant and
equipment $528,0S3 $109,445 $1,017 $15,889 $622,656

Year Ended December 31,
1978 -

Depreciation, depletion
and amort;ation of
property, plant and
equipment $458,483 $ 81,010 $1,293 $12,703 $528,083
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SCIIEDULE VIII-RESERVES

For the Three Years Ended December 31,1980

(Thousands of Dollars)

Col. A Col. B Col. C Col. D Col. E

Addedans Deductions
. Balance at Charged Charmed from Balance
Beginning to to Other Reserves at Close

Description of Period . Income Accounts iA) of Period
?

Year Ended December 31,1980:
Accumulated provisions, deducted

from related assets on balance
sheet:

Uncollectible accounts $3,691 $7,876 $7,858 $3,709.

Inventory adjustments (B) 1,028 78 $ 393 90 1,409

Reserves other than those deducted
from assets on balance sheet:

Property insurance 8,369 (16) 8,3S5

Injuries and damages 450 450 -0-

Year Ended December 31,1979:
Accumulated provisions, deducted

from related assets on balance
sheet:

Uncollectible accounts $ 250 $8,956 $5,515 S1691
Inventory adjustments (B) 785 77 $ 278 112 : 92S

Reserves other than those deducted
from assets on balance sheet:

Property insurance . 8,500 100 231 8,3C?

Injuries and damages 408 142 100 450
Year Ended December 31,1978:

Accumulated provisions, deducted
from related assets on balance
sheet:

Uncollectible accounts $ 453 $3,653 $3,856 $ 250
Inventory adjustments (B) 689 49 $ 294 247 785

Reserves other than those deducted
from assets on balance sheet:

Property insurance 8,000 500 8,500
Injuries and damages 353 450 395 40S

Norss:

(A) Deductions from reserves represent losses or expenses for which the respective reserves were
created. In the case of uncollecti',le accounts reserve, such deductions are net of recoveries
of amounts previously written off.

(B) Reserve provided by charges to various accounts on basis of materials issued.
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SCIIEDULE LX--SIIORTTERM BORROWINGS

For the nree Years Ended December 31,1980
,,

-

(Thousands of Dollars)

Col A Col B Col C Col. D Col E Col. F

Weighted Maximum Average Weighted
,

Category of Average Amount Amount Average;

Aggregate Balance Irr erest Rate Outstanding Outstanding Interest Rete
Short. term at End of at End of During the During the During the

Description Borrowings Period (A) Period Period Period Period

Year Ended:
December 31,1950 Bank Loans S 78,300 21.00 % $131,400 $ 70,320 15.42 %

Commercial
Paper 47,330 18.90 68,570 37,145 12.61

Year Ended:
December 31,1979 Bank Loans 57,100 15.25 121,600 58,942 13.07

Commercial
Paper 30,430 13.93 43,650 31,342 11.24

Year Ended:
December 31,1978 Bank Loans 30,300 11.75 116,200 65,313 8.79

Commercial
Paper 25,000 10.53 27,109 12,752 8.03

Norr.s:
(A) The Balance at End of Period excludes land notes of $1,197, $1,084 and $S70 as of December

31, IErl8,1979 an 1980, respectively.

.
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HOUSTON INDUSTRIES INCORPOIMTED

FINANCIA1. STATEhtENTS

('Ihousands of Dollars)

BA1.ANCE SHEETS

ASSETS
December 31,

1979 1980

Investment in subsidiaries-at equity $1,243,731 $1,495,113.

Investment in 5%% debenture of HL&P, due 1985 40,000 40,000
Cash . 292 203
Temporary cash investments, at cost 2,000.

Prepaid taxes 151 207. , , . ,

Due from subsidiaries 917 917
Other 1,699

,

Total $1,2S5,091 $1,510,139

LIABILITIES
Common Stock, no par; authorized, 75,000,000 shares; outstandi gn

35,952,2S7 shares at December 31,1979 and 42,614,520 shares at
December 31, 1950 $ 591,865 $ 767,137

Retained earnings . 652,573 731,406

Total ...

Preference Stock-no par; authorized,.. . ..... .. ...
1,244,438 1,498,513

10,000,000 shares; none
outstanding

5%% Convertible debentures due 1985 39,918 39,506
Due to subsidiaries 1,423

Accrued liabilities 735 667

Total $1.285,091 $1,510,139

STATEhtENTS of INCOME AND RETAINED EARNINGS

Year Ended December 31,

1978 1979 1950

Interest income from subsidiaries S 2,209 .$ 2,301 $ 2,363
Other interest income 81 106 55

Total 2,290 2,407

Expens u and other deductions:
- 2,418

Interest on 5%% convertible debentures 2,197 2,196 2,176
Operating expenses 952 1,074 1,345

Federal income tax credit (615) (491) (555)
Total 2,534

Loss before equity in earnings of subsidiaries (244) ~

2,779 2,966

(372) (548)
Equity in earnings of subsidiaries 128,901 162,218 184,529

Net income 128,657 161,846 183,9S1

Retained earnings, beginning of period 505,165 569,361 652,573
Common stock dividends, $2.12, $2.36 and $2.63 a

share in 1978,1979 and 1950 (64,458) (78.637) (105.148)
Retair.ed earnings, end of period $ 569,361 $ 652,573 $ 731,406
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STArtutNrs or Souncts or Fuxos ron INVESTMENT

Year l'nded December 31,

1976 1979 19SO

Net income $ 128,657 $ 161,M6 $ 1S3,981

Deduct:
Common stock dividends 61,458 78,637 105,148

Undistributed earnings of subsidiaries 62,956 83,0S9 7S,671

Net funds from operations 1,223 120 162

Sale of common stock 65,090 134,350 175,272

Other (net) (1,079) 2S4 (2,723)

Investment in common stocks of subsidiaries S 65,224 $ 134,754 S 172,711

Norts:
(1) See Notes 2,6,7,12 and 14 of the Notes to Consolidated Financial Statements,

(2) The Company has guaranteed substantially all of the short-term and long-term debt of its
subsidiaries, PFI and UFI.

(3) Dividends received from IIL&P were $65,915,000, $70,129,000 and $105,859,000 in the years
1978,1979 and 19SO, respectively.
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__________ ______________ _ _____

AUDITORS * OPINION

Houston Industries Incorporated:

We have examined the balance sheets of IIouston Industries Incorporated as of December 31, 1979
and 1950 and the related statements of income and retained earnings e.nd of sources of funds for
investment 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 cir-
cumstances.

In our opinion, the above mentioned financial statements present fairly the financial position of the
Company at December 31,1979 and 19S0 and the results of its operations and sources of its funds for
investment 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.

Dztorrrs HASKINs & Sn.t.s

Houston, Texas
February 16,1981
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SICNATURES

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,in the City of Ilouston and State of Texas, on the 25th day of March,1981.

IIOUSTON INDUSTRIES INCORPORATED .
(Registrant)

D. D. JORDAN
. (D. D. Jordan, President)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
belc,w by the following persons on behalf of the registrant and in the capacities and on the date -
indicated.

Signature Title Date
<

D. D. JORDAN PrincipalExecutive OfBeer
(D. D. Jordan, President) and Director

II. R. DEAN Principal Financial and
(II. R. Dean, Vice President and Treasurer) Accounting OfHeer and

Director

SEARCY BRACEWELL Director
(Searcy Bracewell)

i Whf. R. BROWN Director
(Wm. R. Brown)

'

JOIIN C.ECIIOLS Director
(John C.Echols)

'

IIOWARD W. IIORNE Director
(Howard W.Horne)

TIIOh!AS B. McDADE Direc+0r
("Ibomas B. McDade)

!G. W. OPREA, JR. Director
(G. W. Oprea, Jr.)

STEWART ORTON Director
(Stewart Orton)

WILLARD E. WALBRIDGE - Director
(Willard E. Walbridge) ,

JOE C. WESSENDORFF Director
' (Joe c.Wessendorf) ,
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CONSENT OF INDEPENDENT CERTIFIED PUBLIC 4CCOUNTANTS

HOUSTON INDUSTRIES INCORPORATED:
We hereby consent to the incorporation by reference in Post-Effective Amendment No. I to

- Registration Staterrmt No. 2-60673 on Form S-16 of our opinion dated February 16, 1981 appearing
in this Annual Report on. Form 10-K of Ilouston Industries Incorporated for the year ended Decem-

dber 31,1980. We also consent to the reference to us un er the heading " Experts' in the Prospectus
constituting a part of that Regi tration Statement.

DELOITTE IIASKINS & SELLS

Houston, Texas
hiarch 25,1%1

.

I
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HOUSTON INDUSTRIES INCORPORATED
Exniarrs To rus ANNUAL REPORT oN Fonn 10.K

For the Fiscal Year Ended December 31,1980

.

INDEX OF EXIIIBITS

-Exhibits not incorporated by reference to a prior filing are designated by an
asterisk; all exhibits not so designated are incorporated herein by reference to
a prior filing as indicated.

*3(a) - Articles of Incorporation of the Company, as amended April 1980.

'3(b) -Copy of By. Laws of the Company, as amended October 1978.

4(b)(1) .\fortgage and Deed of Trust, dated as of November 1,1944, between HL&P
and South Texas Commercial National Bank of Houston (Texas Commerce
Bank National Association, successor trustee), Trustee (Exhibit B-4, File No.
2-5515).

4(b)(2) -First Supplemental Indenture to Exhibit 4(b)(1) (Exhibit I to 1948, Form
10-K of IIL&P).

4(b)(3) -Second Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 7D to April,
1950, Form 8-K of IIL&P).

4(b)(4) -Third Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 7E to October,
1951, Form 8-K of IIL&P).

4(b)(5) -Fourth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-12263).

4(b)(6) -Fifth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2 to 1955, Form
10-K of IIL&P).

4(b)(7) -Sixth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit f(c), File N).
2-153S4).

4(b)(8) -Seventh Sopplemental Indenture to Exhibit 4(b)(1) (Exhibit I to August,
1959, Form 8-K of IIL&P).

4(b)(9) - Eighth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit I to 1962, Form
10-K of IIL&P).

4(b)(10) -Ninth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-25S29).

4(b)(11) -Tenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-27512).

4(b)(12) - Eleventh Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-28M1).

4(b)(13) -Twelfth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File'No.
2-32751).

4(b)(14) -Thirteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File
'

No. 2-39257).

4(b)(15) - Fourteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(f) to 1970,a

Form 10-K of IIL&P).
4(b)(16) -Fifteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(f) to 1971,

Form 10-K of IIL&P). >
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4(b)(17) -Sixteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhilfit 2(e), File No.
2-50001). !

,

4(b)(18) - Seventeenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(e), File No.
2-51731). |

4(b)(19) - Eighteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c)| File No.
2-52709).

4(b)(29) - Nineteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(b)(1), File
No. 2-57123).

4(b)(21) *-Twentieth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(a)(1) to
1976, Form 10-K).

4(b)(22) -Twenty-First Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2 to 1977,
Form 10-K of IIIAP).

4(b)(23) - Twenty-Second Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(d), File
No. 2-62S79).

4(b)(24) -Twenty-Third Supplemental Indenture to Exhibit 4(b)(1) (Exhibit I to 1978,
Form 10-K of IIIAP).

4(b)(25) -Twenty-Fourth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 1 to 1979,
Form 10-K of IIIAP).

4(b)(26) -Twenty-Fifth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 4(b)(26) to
19S0, Form 10-K of IIIAP).

4(b)(27) -Twentv-Sixth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 4(b)(27) to
19S0, Form 10-K of IIIAP),

10(b)(1) -Gas sales contract, dated September 6,1963, between IIIAP and IInmble Oil
and Refining Company (Exhibit 4(a), File No. 2-24599).

10(b)(2) - Amendment to Gas Purchase Contract, dated May 29, 1974, between Exxon
Company, U.S.A. and IIIAP, amending gas sales contract, dated September 6,
1963, between IIIAP and IIumble Oil & Refining Company (Exhibit I to
June 1974, Form 8-K of IIIAP).

10(b)(3) - Gas sales contract, dated January 14, 1961, between IIIAP and United Gas
Pipeline Company (Exhibit 4(b), File No. 2-24509).

10(b)(4) - Amendment, dated September 6,1972 to gas sales contract, dated January 14,
1964, between IIIAP and United Gas Pipeline Company (Exhibit 5(b),
File No. 2-45327).

10(b)(5) - Franchise granted by City ot' Ilouston, Ordinance No. 57-929, efIcetive October
1,1957, and acceptance by IIIAP of the same dated September 19, 1957
(Exhibit 5(e), File No. 2-59743).

10(b)(6) - Letter agreement dated January 21,1977 amending certain provisions contained
in Exhibits 10(b)(3) and 10(b)(4) (Exhibit 5(d)(1), File No. 2-58113).

10(b)(7) -Coal Supply Agreement, dated June 2,1978, between Utility Fuels, Inc. and
Spring Creek Coal Company (Exhibit 5(f), File No. 2-62291).

10(b)(8) - Lignite Supply Agreement, dated August,1979, between Utility Fuels, Inc. and
Northwestern Resources Company (Exhibit 1 to August,1979, Form 8-K).

10(b)(9) - Coal Supply Agreement, dated April 18,10SO, between Utility Fuels, Inc. and
Kerr-McGee Coal Corporation (Exhibit I to January-March 1980, Form 10-Q).

10(b)(10) - Gas sales contract, dated January 19, 1981, between IIIAP and United Texas
Transmission Company (Exhibit I to January,19S1, Form 8-K).
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*11 - Computation of Earnings Per Common Share.<

*12 - Computation of Ratio of Earnings to Fixed Charges for IIL&P.

13 - None.
19 - None.
20 - None.

*22 - Subsidiaries of the registrant.

Undertaking.
The undersigned, Houston Industries Incorporated, hereby undertakes pursuant to Regulation

S-K, Item 7, paragraph (b)(4)(c), to furnish to the Securities and Exchange Commission upon request
all constituent instru.nents defining the rights of holders of long-term debt of IIouston Industries
Incorporated and its consolidated subsidiaries not filed herewith for the reason that the total amount
of securities authorized under any such instruments does not exceed 107c of the total consolidated
assets of IIouston Industries Incorporated and its consolidated subsidiaries.
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OFFICIAL E1D FORM
Ilonorable Afayor and City Council Afay 23,1981
City of Austin
Austin, Texas

Ladies and Centlemen:
Reference is made to your OfScial Statement and Notice of Sale and BiddMg Instmetions, dated

51ay 7 of $27,000,000 CITY OF AUSTIN, TEXAS UTILITY SYSTEN! REVENUE BONDS, SERIES 9,
both of which constitute a part hereof,

For your legally issued Bonds, as described in said Notice of Sale and Bidding Instructions and
OfBeial Statement, we will pay you par and accrued interest from date of issue to date of delivery
to us, plus a cash pren m of $_ for Bonds maturing and bearing interest as follows:

In<esest Interest Interest
Maturity Rate Maturity Rate Maturity Rate

10-1-1937 % 10-1-1992 % 10-1-1997 %
10-1-19SS % 10-1-1993 % 10-1-1998 %
10-1-19S9 % 10-1-1994 % 10-1-1999 %
10-1-1990 % 10-1-1995 % 10-1-2000 %
10-1-1991 % 10-1-1996 % 10-1-2001 %

Our calculation (which is not a part of this bid) of the interest cost from the above is:

Total Interest Cost $

Less Premium
NET INTEREST COST $

EFFECTIVE INTEREST RATE %

Check of the Bank, . in the
amount $540,000, which represents our Cood Faith Deposit (is attached hereto) or (has been
nade available to you prior to the opening of this bid), and is submitted in accordance with the
terms as set forth in the OfBeial Statement and Notice of Sale and Bidding Instructions.

We agree to accept delivery of and make payment for the Bonds at Citibank, N.A., New York,
New York, on June 30,19S1, or thereafter on the date the Bonds are tendered for delivery, pursuant
to the terms set forth in the Notice of Sale and Bidding Instructions.

Respectfully submitted,

By
Authorized Representative

ACCEPTANCE CLAUSE
The above and foregoing bid is hereby in all things accepted by the City of Austin, Texas, this

the 2Sth day of 51ay,19SL

Mayor, City of Austin, Texe
ATTEST:

City Clerk, City of Austin, Texas Approved:

City Attorney, City of Austin, Tezu
f

Return of Good Faith Deposit is hereby acknowledged:

By

k



OFFICIAL BID FORM
lionorable .\tayor and City Council 5 fay 28,1981
Cityof Austin
Austin, Texas

Ladies and Centlemen:
Reference is made to your Official Statement and Notice of Sale and Bidding Instmetions, dated

31ay 7, of $27,000,000 CITY OF AUSTIN,TENAS UTILITY SYSTEh! REVENUE BONOS, SERIES 9,
both of which constitute a part hereof.

For your legally issued Bonds, as described in said Notice of Sale and Bidding Instructions and
Official Statement, we will pay you par and accrued interest from date of issue to date of delivery
to us, phis a cash premium of S for Bonds maturing and bearing interest as follows: ,

Interest Interest Interest
Maturity Rate Maturity Rate Maturity Mate

10-1-1957 % 10-1-1992 % 10-1-1997 %
10-1-19S3 % 10-1-1993 % 10-1-1993 %
10-1-1959 % 10-1-1994 % 10-1-1999 %
10-1-1990 % 10-1-1995 % 10-1-2000 %
10-1-1991 % 10-1-1996 % 10-1-2001 % ,

Our calculation (which is not a part of this bid) of the interest cost from the above is:

Total Interest Cost 4
Less Premium .. .. ... ..

NET INTEREST COST . . 8

EFFECTIVE INTEREST RATE %

Check of the Bank, . In the
amount $N0,000, which represents our Good Faith Deposit (is attached hereto) or (has been
made available to you prior to the opening of this bid), and is submitted in accordance with the
terms as set forth in the Official Statement and Notice of Sale and Bidding Instructions.

We agree to accept delivery of and make payment for the Bonds at Citibank, N.A., New York,
New York, on June 30,1981, or thereafter on the date the Bonds are tendered for delivery, pursuant
to the terms set forth in the Notice of Sale ud Bidding Instructions.

Respectfully submitted,

By
Authonzed Representative

ACCEPTANCE CLAUSE,

The above and foregoing bid is hereby in all things accepted by the City of Austin, Texas, this
the 25th day of hiay,1981.

Mayor, Oty of Austin. Texas
ATTEST:

Oty Gerk, Oty of Austin, Texas Approved:

Oty Attorney,Gty of Austin, Tern
,,,,,,

Return of Good Faith Deposit is hereby acknowledged:

By

._.
- _ - .._ _ .
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N1TICE CF SALE
AND

BIDDING INSTRUCTIONS
ON

$27,000,000

City of Austin, Texas
(Travis and Williamson Counties)

Utility System Hevenue Bonds, Series 9

Selling Tliursday,31ay 28,1981, at 10:30 Ah!, CDT
,

.

TIIE SALE

Bonds Offered for Sale at Competitive Bidding...The City of Austin, Texas (the " City"), is
offering for sale its $27,000,000 Utility System Revenue Bonds, Series 9 (the " Bonds").

Address of Bids... Sealed bids, plainly marked " Bid for Bonds", should be addressed and deliv-
cred to "hf ayor and City Cot _ncil, City of Austin, Texas" prior to 10:30 Ah! CDT, on the date of
the bid opening. All bids must be submitted on the Official Bid Form, without alteration or
interlineatmen.

Place and Time of Bid Opening...The City Council will open and publicly read tn i bids for
the purchase of the Bonds in the Council Chambers, City IIall Annex, at 10:30 ANI, CDT, Thursday,
NIay 2S,19S1.

Award of the Bonds...The City Council will take action to award the Bonds (or reject all bids)
promptly after the opening of bids, and adopt an Ordinance authorizing the Bonds (the " Ordinance")
and approving the OfBeial Statement.

TIIE BONDS

Description. ..The Bonds will be dated June 1,1951, and interest coupons will be due on
October 1,1981, and each April and October 1 thereafter until the earlier of maturity or prior re-
demption. The Bonds and interest coupons attached thereto will be payable at The American National
Bank nf Austin, Austin, Texas, or, at the option of the holder, at Citibank, N.A., New York, New York.

I The Bonds will mature serially on October 1 in each year as follows:

Principal Principal Principal
Year Amount Year Ammmt Year Amount

1987 $1,S00.000 1992 $1,800,000* 1997 $1,800,000*
|
I 1958 1,S00,000 1993 1,S00,000* 1998 1,S00,000*

19S9 1,S00,000 1991 1,S00,000* 1999 1,S00,000*

1990 1,800,000 1993 1,S00,000* 2000 1,S00,000*

1991 1,500,000 1996. 1,S00,000* 2001 1,S00,000*

*The City reserves the right, at its option, to redeem Bonds maturing 10-1-1992 through
10-1-2001, both inclusive, in whole or any part thereof, on 10-1-1991, or any interest payment date
thereafter, at the par value thereof, plus accrued interest to the date fixed for redemption.

Security for Payment . . . These bonds (the " Bonds"), authorized at elections, will constitute
special obligations of the City of Austin, payable as to both principal and interest and equally
secured by a first lien on and pledge of the net revenues of the City's combined Electric Light and
Power, Waterworks and Sewer System and are in all things on a parity with all outstanding and
unpaid previously issued parity bonds (as herein defined). The City, however, expressly reserves the
right to issue additional bonds or incur contractual obligations payable from such net revenues in au
things on a parity with the Bonds and previously issued parity bonds, provided, however, that any and

-i-
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nll such further bonds or contractual obligations may be so issued or incurred only in accordance with
and subject to the covenants, conditions, limitations and restrictions relating thereto which are set
forth and contained in the Ordinance authorizing this series of bonds and to which said Ordinance
reference is hereby made for more complete and full particulars.

CONDITIONS OF TIIE SALE

Type of Bids and Interest Rates . . . He Bonds will be sold in one block on an "All or None"
basis, and at a price of not less than their par value plus accrued interest to the date of delivery of the
Bonds. Bidders are imited to name the rate (s) of interest to be borne by the Bonds, provided that
each rate bid must be in a multiple of 1/8 of 1% or 1/20 of 1% and the effective interest rate must not
exceed 15'J. The highest coupon rate bid may not exceed the lowest coupon rate bid by more than 1%
in coupon rate. No limitation is imposed upon bidders as to the number of rates or coupon changes
which may be used. All Bonds of one maturity must bear one and the same rate. No bids invohing
supplemental coupons will be considered. Each bidder shall state in his bid the total interest cost in
dollars and the net effective interest rate determined thereby, which shall be considered informative
only and not as a part of the bid.

Basis for Award ... For the purpose of awarding the sale of the Bonds, the interest cost of each
bid will be computed by determining, at the rate or rates specified therein, the total dollar cost of all
interest on the Bonds from the date thereof to their respective maturities, using the table of Bond
Years herein, and deducting therefrom the premium bid, if any. Subject to the City's right to reject
any or all bids and to waive any irregularities except time of filing, the Bonds will be awarded to the
bidder (the " Purchaser") whose bid based on the above computation produces the lowest net effective
interest ecst to the City.

Good Faith Deposit... A Good Faith Deposit, payable to the " City of Austin, Texas", in the
amount of $510.000, is required. Such Good Faith Deposit shall be in the form of a Cashier's
Check, or its equivalent, which is to be retained urcashed by the City pending the Purchaser's com-
pliance with the terms of his bid and the Notice of Sale and Bidding Instructiom. The Good Faith
Deposit may accompany the Official Bid Form or it may be submitted separately. If submitted
separately, it shall be made available to the City prior to the opening of the bids, and shall be accom- '

panied by instructions from the bank on which drawn which authorize its use as a Good Faith Deposit
by the Purchaser who shall be named in such instructions. The Good Faith Deposit of the Purchaser
will be applied on the purchase price on the date of delivery of the Bonds. No interest will be allowed
on the Good Faith Deposit. In the event the Purchaser should fail or refuse to take up and pay for
the Bonds in accordance with his bid, then said check shall be cashed and accepted by the City as
full and complete liquidated damages. The checks accompanying bids other than the winning bid
will be returned immediately after the bids are opened, and an award of the Bonds has been made.

| DELIVEBY OF TIIE BONDS AND ACCOMPANYING DOCUhfENTS

Printed Bonds...The City will furnish printed bonds which will be executed by the facsimile
signatures of the Ntayor and Clerk of the City, and by the manual signature of the Comptroller of
Public Accounts of the State of Texas. The Bonds will be in coupon form without privilege of

| registration as to principal or interest.

CUSIP Numbers...It is anticipated that CUSIP identification numbers will be printed on the
Bonds, but neither the failure to print such number on any Bond nor any error with respect thereto
shall constitute cause for a failure or refusal by the Purchaser to accept delivery of and pay for the i

Bonds in accordance with the terms of this Notice of Sale and the terms of the OfBeial Bid Form.
All expenses in relation to the printing of CUSIP numbers on the Bonds shall be paid by the City;
provided however, that the CUSIP Service Bureau charge for the assignment of the numbers shall
be the responsibility of and shall be paid for by the Purchaser.

- ii -
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Delivery...The Bonds will be tendered for delivery to the Purchaser at Citibank, N.A., New
York. New York, at the expense of the City. Payment for the Bonds must be made in immediately
available funds for unconditional credit to the City, or as otherwise directed by the City. The
Purchaser will be given five brdness days' notice of the time fixed for delivery of the Bonds It is
anticipated that delivery can be made on or about June 30, 1951, and it is understood and agreed
that the Purchaser will accept delivery and make payments for the Bonds on June 30.19S1, or
thereafter en the date the Bonds are tendered for delivery, up to and including July 11, 1981.
If for any reason the City is unable to make delivery on or before July 11.19S1, then the City
shall immediately contact the Purchaser and ofIer to allow the Purchaser to extend his ofIer for
an additional thirty days. If the Purchaser does not elect to extend his offer within five days
thereafter, then his Good Faith Deposit will be returned, and both the City and the Purchaser shall
';e relieved of any further obligation. In no event shall the City be liable for any damages by reason
of its failure to deliver the Bonds, provided such failure is due to circumstances beyond the City's
reasonable control.

Conditions to Delivery...The obligation of the Purchaser to take up and pay for the Bonds is
subject to the Purchaser's receipt of (a) the legal opinion of hiessrs. Dumas, Iluguenin, Boothman &
Klorrow, Bond Counsel for the City (" Bond Counsel'). (b) the no-litigatio, certificate, and (c) the
certification as to the Official Statement, all as further described in the OfBcial Statement.

Legal Opinions .. .%e Bonds are offered when. as and if issued. subject to the unqualified legal
opinion of the Attorney Ceneral of the State of Texas, and hiessrs. Dumas, Iluguenin, Boothman &
51orrow (see Legal Opinions in O$cial Statement): the opinion of said firm will be printed on the
Bonds.

Certification of Omcial Statement .. . At the time of payment for and ( ? livery of the Bonds. the
City will execute and deliver to the Purchaser a certiScate in the form set forth in the OEcial
Statement.

Change in Tax Exempt Status . . . At any time before the Bonds are tendered for delivery, the
Purchaser may withdraw his bid if the interest received by private holders from bonds of the same
type and character shall be declared to be taxable income under present Federal income tax laws,
either by ruling of the Internal Bevenue Service or by a decision of any Federal court or shall be
declared taxable or be required to be taken into account in computing any Federal income tases, by
the terms of any Federal income tax law enacted subsequent to the date of this Notice of Sale and

! Bidding Instructions.

GENEBAL

Financial Advisor's Right to Bid First Southwest Company, the City's Financial Advisor,
reserves the right to bid on the Bonds.

Blue Sky Laws . . . By submission of his bid, the Purchaser represents that the sale of the Bonds
in states other than Texas will be made only pursuant to exemptions from registration or, where
ne.cessary, the Purchaser will register the Bonds in accordance with the securities law of the states
in which the Bonds are offered or sold. The City agrees to coopcrate with the Purchaser, at the
Purchaser's written request and expense, in registering the Bonds or obtaining an exemption from

I registration in any state where such action is necessary.

Not an Offer to Sell...%is Notice of Sale does not alone constitute an offer to sell the Bonds.
but is merely notice of the sale of the Bonds. The offer to sell the Bonds is being made by means of
the Notice of Sale and Bidding Instructions, the O$cial Bid Form and the OEcial Statement.
Prospective purchasers are urged to carefully examine the O$cial Statement to determine the invest-
ment quality of the Bonds.

Issuance of Additional Bonds . . .The City anticipates issuing approximately $10.000,000 Utility
Syste n Bevenue Bonds in August,19SI.

- iii -
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Ratings . . . The outstanding Utility System Revenue Bonds of the City are rated "Aa" by hioody's
Investors Service, Inc. and "A+" by Standard & Poor's Corporation. Applications for contract ratings
on this issue have been made to both Afoody's and Standard & Poor's. The results of their determina.
tions will be provided as soon as possible.

The Omcial Statement . . . The City will furnish to the Purcha;er, without cost,100 copies of the
OBcial Statement (and 100 copies of any addenda, supplement or amendment thereto), complete
except as to interest rates and other terms relating to the reoffering of the Bonds. Arrangements
have been made with the printer of the O$cial Statement, Bowne of Dallas, Dallas, Texas, phone
n"mber 214-651-1001, to hold the type intact until after the date of the sale of the Bonds. The

urchaser may order at his own expense any number of the O$cial Statements from the printer, and
may also arrange, at his total expense and responsibility, for completion and perfection of the first or
cover page of the OEcial Statement so as to reflect interest rates and other terms and information
related to the reoffering of the Bonds. The City assumes no responsibility or obligation for the
distribution or delivery of any of these copies to any one other than the Purchaser.

Additional Copies of Notice, Bid Form and Statement ... A limited number of additional copies of
this Notice of Sale and Bidding Instructions, the OEcial Bid Form and the OEcial Statement, as
available over and above the normal mailing, may be obtained at the o$ces of First Southwest
Company, Investment Bankers,900 hiercantile Bank Building, Dallas, Texas 75201, Financial Advisors
to the City.

The City reserves the right to reject any and all bids and to waive irregularities, except time of
filing.

The OEcial Statement will be approved as to form and content and the use thereof in the offering
of tl.e Bonds will be authorized, ratified and approved by the City Council on the date of sale, and
the Purchaser will be furnished, at the time of payment for and delivery of the Bonds, a certified
copy of such approval, duly executed by the proper oscials.

DAN Dmnson
City Afanager

ARREST:

GRACE hioVBoE
City Clerk

hf ay 7,19S1
J

.
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BOND YEARS

Accumulated
Year Amotat Bond Years Bond Years Year

1987 $1,800,000 11,399.994 11,399.994 1987

1988 1,800,000 13,199 991 24,599.988 19S8

1989 1,500,000 14,999.994 39,599.982 1989
*

1990 1,S00,000 16,789.994 50,399.976 1990

1991 1,S00,000 IS,599.994 74,999.970 1991
#

1992 1,800,000 20,399.994 95,399.964 1992

1993 1,S00,000 22,199.991 117,599.958 1993

1994 1,S00,000 23,999.994 141,599.952 1991

1995 1,S00,000 25,799.994 167.399.946 1995

1996 1,500,000 27,599.994 194,999.940 1996

1997 1,S00,000 29,399.991 224,399.93r1 1997

1998 1,S00,000 31,199.994 255,599.928 1998

1999 1 500,000 32,999.931 288,599.922 1999

2000 1,S00,000 34,799.994 323,399.916 2000

2001 1,S00,000 36,599.994 359,999.910 2001

Average Maturity 13.333 Years

\,

\
!

1

>
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This Official Statement does not constitute an offer to sell Bonds in any jurisdiction to any person to
whom it is unlawful to make such offer in such jurisdiction. No dealer, salesman, or any other person
has been authorized to give any information or make any representation, other than those contained
herein, in connection with the offering of these Bonds, and if giv(n or made, such information or
representation must not be relied upon. The information and expressions of opinion herein are subject
to change without notice and neither the delivery of this Official Statement nor any sale made here-
under shall, under any circumstances, create any implication that there has been no change in the
affairs of the City since the date hereof.

OFFICIAL STATEMENT
Dated Afay 7,19S1

INTEREST EXEh!PT, IN TIIE OPINION OF BOND COUNSEL, FROh! PRESENT FEDERAL
INCOh!E TAXES UNDER EXISTING STATUTES, REGULATIONS,

RULINGS AND COURT DECISIONS

$27,000,000

City of Austin, Texas
(Travis and Williamson Counties)

Utility System Revenue Bonds, Series 9

Dated: June 1,19S1 Denomination: $5,000

Principal and semi-annual interest ( April 1 and October 1) payable at
The American National Bank of Aunt. Austin, Texas,

or, at the option of the holder, at
Citibank, N.A., New York, New York.

First interest coupon due October 1,1991.
Co pon bearer bonds, not registrable.

AIATURITY SCIIEDULE
Amount Afaturity Rate Yield Amount hiaturity Hate Yield

$1,800,000 10-1-1987 $1,800,000 10 1-1995'
I,800,000 10-1-1988 1,800,600 10-1-1996*
1,600,000 10.1-1989 1,800,000 10-1-1997*
1,800.000 10-1-1990 1,800,000 10-1-199S'
1,800,000 ' 10 1-1991 1,800,000 10 1-1999*
1,600,000 10-1 1992* 1,800,000 10 1-2000*
1,mK000 10-1-1993* 1,800,000 10-1 2001'
1,800,000 10-1 1994*

* The City reserves the right, at its option, to redeem the Bonds maturing 10-14 992 through
10-1 2001, both inclusive, in whole or any part thereof, on 10-1-1991, or any interest payment data
thereafter, at the par value thereof, plus accrued interest to the date fixed for redemption.

Payment Record: The City has never defaulted on its Revenue Bonds. There has been no default on
Cencral Obligation Bonds since 1900. As a : natter of historical interest, the General Obligation debt
was refunded at par with a voluntary reduction in interest rate following a disastrous flood in April,
1900, which destroyed the City's dam, water plant and power station. The City was in default prior
to this time because it had not appropriated available funds to the payment of interest due January
1,1900, on Water and Light Bonds.

Legality: Attorney Cencral of the State of Texas, and
hiessrs. Dumas, IIuguenin, Boothman & Aforrow, Attorneys, Dallas, Texas.

(Opinion Printed on the Bonds; See Legal Opinions.)

Delivery: Anticipated on or about June 30,19S1
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ELECTED OFFICIALS ,

J. ( All Terms Espire 5-15-81) |
4

; Carole Keeton hicClellan hfayor 1.

) . Lee Cooke . Councilmember |

Richard Goodman Councilmember

Betty liimmelblau Councilmember

Ron 51ullen Councilmember

Vacancy Councilmember

: John Trevino, Jr. Councilmember -

1
,

The City Coimcil election for all members, including the Slayor, was held April 4,1981; with

| a run off to be held Alay 2,1931. The new City Council will be seated on hlay 15, 1981.
1

APPOINTED OFFICIALS

Length of
' Emplo> ment
*

Position and Length of Time with City
. T *ame in This Position of At'stin

,

Dan Davidson City Afanager for 9% Years 11% Years
,

Philip B. Scheps Director of Finance for % Year % Year
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! Grace Afonroe City Clerk for 6% Years 33 Years
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Wastewater
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,

| CONSULTANTS AND ADVISORS
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Austin, Texas

,

Consulting Engineers Bovay Engineers, Inc.
Ilouston, Texas

Bond Counsel Dumas, IIuguenin, Boothman & Nforrow
Dallas, Texas

.

Fiaancial Advisors First Southwest Company
Dallas, Texas
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OFFICIAL STATEMENT SUMMARY I

The following material is qualified in its entirety by the detailed information and financial
statements appearing elscuhere herein.

The Issuc

$27.000.000 Electric System Nuclear Revenue llonds. Series 9 ("Bor.ds") of the City of Austin,
Texas (" City") issued pursuant to an (" Ordinance") adopted by the City Council on April 9,10S1
constituting the fourth series of $215 850,000 of revenue bonds authorized by the City Council on
April 7,1979.

|

Use of Bond Proceeds

$27.000,000 Electric System Nuclear Revenue Bonds will be used for pmgress payments for the
South Texas Project.

Source of Payment |
These Bonds will constitute special obligativus of the City of Austin, payable as to both principal

and interest and equally secured by a first lien on and pledge of the net revenues of the City's com-
bined Electric Licht and Power, Waterworks, and Sewer System and are in all things on a parity

|
with all outstanding and unpaid previously issued parity bonds (as herein defined). i

Payment Record
|

The City has never defaulted on its Revenue Bonds. There has been no default on General
Ohligation bonds since 1000 As a matter of historical interest, the Cencral Oblication debt was |

refunded at par with a voluntary reduction in interest rate following a dnastrous (kod in April,1900
which destroyed the City's dam, water plant and power station. The City was in default prior to this
time because it had not appropriated available funds to the payment of interest due January 1,1900
on Water and Light Bonds.

! Legal Investments in Texas

Under Texas law, the Bonds are legal ii. vestments for sinking funds of Texas counties, cities, and
towns. The Bonds are eligible to secure Texas state, county, city and school district funds and consti-
tule legal investments for insurance companies in the State of Texas.

Hatings'

Moody's Investors Service. Inc. Ratings have been applied for
Standard & Poor's Corporation

SECURITY FOR PAYMENT
I

i These bonds (the "Ho,ds"), authori7ed at elections, will constitute special obligations of the
City of Austin, payable as to both principal and intered and equally secured by a first lien on and

! pledge of the net revenues of the City's combined Electric Light and Power, Waterworks and
Sewer System and are in all thines on a parity with all outstanding and unpaid previously issued
parity bonds (as herein defined). The City, however, expressly reserves the right to issue additional
bonds or incur contractual obligaticas payable from such net revenues in all things on a parity with
the Bonds and previously issued parity bon s, provided, however, that any and all such further
bonds or contractual obligations may he so issued or incurred 7nly in accordance with and subject
to the covenants, conditions, limitations and restrictions relating thereto which are set forth and
contained in the Ordinance authorizing this series of bonds and to which said Ordinance reference
is hereby made for more complete and full particulars.

4
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CONDENSED OPERATING STATE \fENT
ELECTRIC LICllT AND POWER, WATERWORKS AND SEWER SYSTEh!

(With Fuel Cost Adjustment)
12 Nfonths Ended

2-29-S!(a) 9-30-80
INCOhfE
Electric Utility $219,S17,S33 $207,213,796
Water Utility 22,565,120 22,766,377, ,

Wastewater Utility . 11,403,703 12,023,520
hiiscellaneous Utility 17,657,900 16,955,352

Total Income $271,479,561 $258,959,045

ENPENSES

Electric Utility $140,156,936 $129,949,440
Water Utility 11,262,493 10,511,957
Wastewater Utility 7,176,203 6,650,269

Total Expenses $15S,595,637 $147.141,666

Nor Ixcous AVAII.ABI.E FOn Drni Senvicz $112,SS3,924 S111,817,379

Recoverable Fuel Costs Excluded from Expense (b) $ 2,577,20S $ 3,193,251
Electric Customers 165,760 163,1S2

Water Customers 110,764 103,990

Wastewater Customers - 98,792 97,016

(a) 2-28-81 Egures are not audited.

(b) Recoverable fuel costs reflected in the Utility Fund have been deferred based upon a fuel cost adjustment formula
in use from 1973 to Afarch 31, 1978, designed to bill electrie utihty customers for fuel costs in excess of ISe per
1 A15I BTU's on a six-month moving average. A new utility rate schedule was implemented on April 1,1978, to-

bill, on a monthly basis, the estimated actual fuel cost incurred from that date. The remaining unbilled balance
of the recoverable fuel co:t of $20,685,800 was scheduled to be billed to customers beginning October 1,1979,
to September 30, 1933, in accordance with a rate surcharge ordinance passed by the City Council dr. ring 1978.
The recoverable amount to be billed to customers was reduced significantly with the final settlement of the
Coastal States /Lo-Vaca Cathering lawsuit on December 31, 1979, which provided Austin with approximately
5.9" ownership in the settlement trust established by the courts. At Afarch 31,'1980, Austin's share of the trust
was valued at $10,637,767. *ne lawsuit, in addition, allowed the City to release a contingency neserve created

'
by the withholding of payments to Lo-Vaca Gathering Company from February,1973, through January,1976.
This reserve, including accrued interest, totaled $4,480.373, at September 30, 1979, and has been applied as a
reduction to recoverable fuel cost in the fiscal year 1979 annual report. The City Council, on hfarch 6,1980,
authorized the application of Austin's essets in the Lo-Vaca/Valero Trust to the recoverable fuel cost balance
which, along with the customer billings from October 1,1979, through February 28, 1981, reduced the outstanding
recoverable fuel cost to $2,577,208 on February 28,1981.

COVERAGE FACTORS AND OUTSTANDING BONDS'
h!aximum principal and interest requirements,2002, all outstanding First Lien

Utility System Revenue Bonds and these Series 9 Bonds at an assumed interest
rate of 9.970 $ 59,32S,500

Coverage of maximum requirements by 2-2S 81 Net Income 1.90 times
Utility System Revenue bonds outstanding,2-2S-S1, and the Bonds $517,750,000*

Electric, Waterworks and Sewer System Refunding Revenue Bonds
.

outstanding, 2-2S-81 $313,715,000* *

*Before payment of $1,000.000 on 4-1-S1 for Utility System Fevenue Bond Debt Service.
**Before payment of $5,1S5,000 on 4-1-81 for Refunding Revenue Bond Debt Service.

5
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OPERATING STATEA1ENT
ELECTRIC LICIIT AND POWER, WATERWORKS AND SEWER SYSTEM

REVENUE Fiscal Year Ended

ELECTRIC UTILITY 9-30-50 9-30-79 9-30-78 9-30-77 9-30-76

'"f' ' |-- Residential
$ 75,377,959 $ 57,095,139 $ 60,419,943 $ 55,318,072 $ 47,773,026

Commercial- General 98,153,7S2 S3,21S,11S S2,036,727 61,310.363 58,893,256..

City Utility Department . 3,956,551 3,075,900 3,328,592 1,761,133 1,221,S70

Public Street Lighting 2,6S1,297 2,45S,S37 1,678,593 S65,783 436,808.

City General Government Departments . 1,435,675 1,190,9S3 1333,810 1,211,60s 637,929

Sales to Other Utilities Including Capacity Contract (a) 23,117,563 63S,359 -0- -0-
Rent from Electric Property . I IS.MXi 109,356 101,313 105,193' 126,70i

Customers' Forfeited Discounts and Penalties '1,092,131 911,431 1,631,577 2.321331 1,637.210

Aliscellaneous 919,939 315,323 327,157 269,692 199,422

lleceivables, Adjustments, Etc.(b) -0- -0- -0- (1,274,370) (1,137,033)

Total F.lectric Utility . . $207,213,796 5119,053,151 $150,807,742 $12 8,955,293 $110,177,611

WATER UTILITY
Urban $ 16,751,736 5 12,219,526 $ 11,146,315 $ 9,951,870 $ 10.20s,G32,

Rural 2,96S,263 2,011,510 2,330,1S1 1,617,706 1,3?3,365

City Utility Departments 331,063 407,713 335,203 369,059 279,782

City General Government Departments 5S3,120 237,770 481,953 451,355 313,712

Austin Public Schoo!s -0- -0- -0- -0- 37,226

Sales to Other Water Utilities .. 573 333 363,271 399,936 506.111 356.976
-0- -0- (127 356) (129,961)C) Receivables, Adjustments, Ete,(b) -0- -

Water Connections 1,009,S33 928.635 1,469,362 76S,327 411,152

Customers' Forfeited Discounts 160,212 155,ISS 73,720 -0- -0-
hfiscellaneous . 3SS,912 252,525 269,535 191,793 200,758

$ 22,766,377 $ 16,60s,501 $ 19,506,515 $ 13,761,963 $ 13.061,699Total Water Utility . . ..

SEWER UTILITY
~

i

Urban . $ 10,523,976 $ 9,420,981 $ 9,198,831 $ 8,601,303 S 7,912,503 |
'

Rural 113,626 79,196 70,111 121,S10 161312
5,095 5,000 6,607 7,937 8,9 53City Utility Departments . .

City General Government Departments . 93,619 7192S 77,306 S2,525 81669

Austin Public Schools -G- -0- -0- -0- 17,571

Sewer Connections .. n 3.662 323,831 715.971 515,122 455,015
.

Customers' Forfeited Discounts 95,727 S1,416 36,553 -0- -0-

Rent frou Sewer Property . 140 1,131 1,232 1,028 1.031

Aliscellaneous .
417,675 63.0 1S 5 f l. SIS 15.110 61.083

lleceivables, Adjustments, Etc.(b) -0- -0- . 0- (S7,261) (91,732)

Total Sewer Utility . $ 12,023,520 $ 10.517,851 S 10,6S1.413 $ 9,261,170 $ S,613.37:)
,

Interest and Other .. $ 16,955,352 $ 11,071,592 $ 6,671,151 $ 4225,336 'c $ 3 059,234
, ,

$I'!!$03,793 $131,911,950$259,959,015 $187,SSI,101 $1S7,667,151 5TOTAL REVENUES . ., . .

_____
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/ ELECrHIC LIGirr; AND 00WER, WATERWORKS AND SEWER SYSTE3f uCon'im:=d

tiwal Year En.les!
9-3040 9-30 79 9ao_7s

EXPENSE I
-

93077 9_% g,

--~~-''' - --
-

, ,

| ELECTluC UTILITY'.
-'

Production . 1 . . .
~ ills 237,110 $ 63.965,id '$ h'6300)(3 $61.32S, ras $ 56,537,192

Distribution ',
. , 5cht '55 W,610 023 1,602.672 3fi3S,065 3,913f t13s

,

Transmission . J61,9t S 218,591 195.219 157,5s3 _o_,

Customers' Accounting and Collecti6n 2.3sS390 2,330,121 2,212,677 1,895.21S 1,119,933.

; Sales Promotion -0-- 121,121 152,160 156,,121 '127,679
,

I Jobbing and Contract Wo:k 51.110 25SEl? 67,541 (93G1 46 2)2 .

Administrative and Cercal . 3,173|~60 2,130,077 1,920J02 % S10.55S ' 69259
Engineering 2 IS,167 16,006 ' 16,529 ' 31,367 78.837. ..

Total Electric Utility $1b,9.9,-II0 $ 93,989,MG $ 97,937,515 $71/07 s93 $ 62315,150
WATEll UTILITY - ~ - - - ~

-

Pu. n Plant ! $ -0- $ '0_ $ 4 $ Ea_ , 3 _ n__
,

l'urifL aion El W 2,-lb9 3,833,211 3,720,0W 2,6(M C7 2,30s,781,

Distribution 4iN,%3

Customer ( Accounting anii Colllctiot 973J,00
' 3.123,313 3330,-11e MG2,532 2,127,950,

910.225 662.528 TS2.S IS 666,162
Jobbing and Contrac; Work .< | 31,862' 5s,706 (6,518) (l(C,976) 23~>393.

Administrative and General 1 / 117,617' 223,192 609,976(b) 111,771 121,970

10,511,93E $ 8,178,712 $ 8,lle.ir,i $ 6119,252 $ 5,960,256
'Total Water Utility ;,y

SEWEll UTILITY
~

i

Sewer 1.ines ... .i. 2,359c193 i 1 S53,171 $ :1,01,19s $ 1N)0.611 $ 1,Uis,137

Sewagr- Treatment Plantt.,. 3,032,129 23>0,152 2,3i0,9S1 1,150,001 1,078,911
*

c

Jobbmg and Contract Work! ' '

, . , (6JGG) 2 969 17,176 11,133 (17,915)7

Administrative and General . ,. .,. 157,590 153,tG7 312cl09(b) .lSJGI 260cl01
'

Design Engineering (71,517) 72,S03 10,591 10,9(G 65,366 ,
Customers' Accounting and Collection .;. 851,33d 817,5s7 -750.02i G63.316 7s3,750

Tota 1 Sewer Utility 6JGO,269 $ 5,191, M9 $t 5.397,652 . $ 3.513,i13 $ 3h3s 686

TOTAL EXPENSE (c) E 117,111,666 $107,96),$61 $111,771; 18 ' $50,970,5SS $ 72,611,392
<

. _ .-

Nor llevrxes AvAH.Am.E NR DEBT SEnhcr 111,817,379 $ 79,9tnJ)37 S 715 G,lM(b) $71,233,210 $ .42,2e7,555 -

,

Electric Customers . 163.152 151h52 111,115 137,376 101,121

Water Customers 108,990 108,801 99,989 9S.579 91JG1
Sewer Customers 97,016 93,100 57,159 S5,790 h1,550

(a) Primarily revenues from a capacity contract with flouston Lighting and Power Company, (See Capacity Contracts, Page 20).

(b) Res enues and espenses for the years ended September 30,1978 and 1979, reflect the provision for doubtful colle(tion of accounts receivable in general
and administration expenses. These provisions are reflect-d net in revenues in pnor years.

(c) All interest expense is included in this statement except for interest on rese "eInnds in the Annual fin.in< ial llegwert, flie interest is shcan separately in
compliance with AICPA requirements. Depreciation expenses are not included in this schedule. See '' Comparative Analysis of UtAty Operations",



FUND BALANCES
( As of 2-2S-81)

Utility System Revenue Honds:
Interest and Sinking Fimd $ 12,887,454
Reserve Fund $ 16,024,007

Electric, Waterworks and Sewer System Refunding Revenue Bonds:
Interest and Sinking Fund $ 10,863,000
Reserve Fund $ 30,000,000

AUTIIORIZED REVENUE BONDS

Amount Amount
Date Amount fleretofare Being Unissued

Purpose Authorised Authoriicd issued Issued Balance

Water Improvements 11-20-76 S 32.237,000 $ 26,063,000 -0- S 6,172,000
Sewer Improvements 11-20-76 40,920,000 29,920,000 -0- 17,000,000

Electric System
Improvements 1-20-79 23,810,000 23,810,000 -0- -0-

Electric System
Nuclear (a) 4 7-79 215,850,000 97,000,000 $27,000,000 91,830,000

$318,817,000 $176,793,000 527,000,00) $115.022,000

(a) The issuance of these bonds is restricted to participation in the South Texas Project and
purchase of nuclear fuel.

The City anticipates issuing approximately $10,000,000 Bonds in August,1981. The decisions for
issuance of future indebtedness will be made later.

ANTICIPATED NEW BONDING AUTIIORITY

The City Councilis currently considering the submission to the voters for a referendum to obtain
additional bond authority.-

8
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COMPARATIVE ANALYSIS OF-UTILTIT OPERATIONS

October 1,1975 to September 30,1980
(Thousands Rounded)

Fiscal Year Ended

(b) 5 Year
9-30-76 9-30-77 9-30-78 9-30-79- 9-30-80 Increase

Dollars _

Revenue $134,912 $152,210 $187,667 $187,8S1 $258,959 192 %,

Operating Expense ' 72,644 80,971 111,772 107,965 147,142 203 %

Balance Available for Debt
Senice $ 62,268 $ 71,239 $ 75,895 $ 79,916 $111,817 180To

'

.. Depreciation Expense 9,801 10,727 13,2S9 16,9SO 21,689 221 %
>

Earnings Before Interest Expense. S 52,464 $ 60,512 $ 62,606 $ 62,936 $ 90,128 172 %
Interest Incurred on Debt 15,123 22,24S 29,203 37,999 47,104 311 %
Less Interest Capitalized (7,545) (12.663) (18,107) (20,243) (16,146) 214 %

NET Ixcour(a) $ 44,8S6 $ 50,927 8 51,600 $ 45,180 . $ 59,170 132 %

; Percentages
Revenue 100.00 % 100.007o - 100.00 % 100.00 % 100.00 %
Operating Expense 53.85To 53.20Fo . 59.56To 57.46 % 56.82 %

Balance Available for Debt
Service . 46.15 % 46.80 % 40.14 % 42.54To 43.18 %

Depreciation Expense 7.26To 7.05 % 7.057o 9.04To 8.3STo

Earnings Before Interest Expense. 38.89To 39.75fo 33.36 % 33.50 % 34.80 7o
Interest Incurred on Debt . 11.21 7o 14.62 % 15.56 % 20.22 % 18.19 %
Less Interest Capitalized (5.597c) (6.75 7o) (9.70%) (10.77%) (6.23%)

Nor Ixcous . 33.27 % 31.SS% 27.50 7o 24.05 % 22&l%
:

(a) Years prior to September 30, 1978, have been restated to give effect to intcrest capitalized on fixed assets.

(b) Year ended September 30,1977, has been restated to conform to the audited financial statements.

t
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DEBT SERVICE REQUIREMENTS AS OF hfAY 7,19S1

gg Outstanding First Lien Bonds Series 9 First Lien Bonds
Year Principal Interest Total Principal Interest Total

1931 $ 1,000,000 $ 16,734,591 S 17,731,591 $ $ 890,991 $ S00,991

19S2 2,S00,000 33,342,690 36,142,690 2,673,000 2.673,000

19S3 3,200,000 33,148,190 36,34S,190 2,673,000 2,673,000

1934 3,300,000 32,934,440 36,234,440 2,673,000 2,673,000

1955 3,675,000 32,707,689 36,3S2,6S9 2,673,600 2,673,000

19S6 6,950,000 32,459,503 39,409,503 2,673,000 2,673,000

19S7 10,275,000 31,960,S77 42,235,877 1,S00,000 2,673,000 4,473,000

1958 10,575,000 31,155,1S9 41,730,189 1,800,000 2,494,800 4,294,800

19S9 11,055,000 30,323,253 41,408,253 1,800,000 2,316,600 4,116,600

1990 12,295,000 29,437,340 41,732,340 1,S00,000 2,133,400 3,938,400

1991 13,340,000 2S,501.019 41,S41,019 1,800,000 1,960,200 3,760,200

1992 14,660,000 27,517,32S 42,177,328 1,500,000 1,782,000 3,5S2,000

1993 16,620,000 26,503,632 43,123,652 1,500,000 1,603,800 3,403,803

1994 18,250,000 25,402,575 43,652,578 1,800,000 1,425,600 3,225,600

1995 20,335,000 24,205,202 44,510,202 1,S00,000 1,247,400 3,047,400

1996 22,525,000 22,S92,738 45,417,738 1,800,000 1,069,200 2,869,200

1997 24,850,000 21,443,926 46,293,926 1,600,000 891,000 2,691,000

199S 28,250,000 19,764,500 4S,044,500 1,S00,000 712,800 2,512,800

1999 31,570,000 17,907,560 49,477,560 1,800,000 534,600 2,334,600

2000 36,075,000 15,819,650 51,894,650 1,800,000 356,400 2,156,400

2001 40,620,000 13,496,425 54,116,425 1,500,000 178,200 1,978,200

2002 48,500,000 10,S2S,500 59,325,500

2003 44,000,000 8,063,500 52,063,500
'

2004 3S,500,000 5,724,500 44,224,500

2005 39,500,000 2,901,250 42,401,250

2006 17,000,000 800,000 17,806,000

TOTALS $519,760,000 $375,9S2,090 $1,095,762,090 $27,000,000 $35,639,991 $62,639,991

Note: Interest on the Series 9 First Lien Bonds has been calculated at the rate of 9.97c for purposes of
illustration.
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Fir t Ijen Refunding Second Lien Bonds h'*t
'

Pr pd
Bonds Principal Interest Total Requirements Retired

$ 18,625,582 $ 4,865,000 $ 9,767,440 $ 14,632,440 $ 33,258,022

38,815,690 11,550,000 19,096,650 30,616,6SO 69,462,370

39,021,190 12,180,000 18,436,420 30,616,420 69,637,610

38,907,440 12,820,000 17,75S,400 30,578,400 69,455,&i0

39,055,659 13,470,000 16,993,163 30,463,163 69,518,852 8.05 %

42,082,503 14,285,000 16,14S,312 30,433,312 72,515,815

46,703,877 15,095,000 15,283,486 30,378,4S6 77,0S7,363

46,024,9S9 13,025,000 14,340,272 30,365,272 76,390,261

45,524,853 16,865,000 13,302,510 30,167,510 75,692,363

45,670,740 17,050,000 12,275,575 29,325,575 74,996,315 24.15 %

45,601,219 17,4SO,000 11,215,215 28,695,215 74,296,434

45,759,32S 17,780,000 10,061,040 27,811,040 73,600,368

46,527,452 l' 535,000 8,SS6,570 26,421,570 72,949,022

46,878,178 17,620,000 7,727,775 25,347,775 72,225,953

47,5S7,602 17,460,000 6,574,590 24,034,590 71,622,192 45.20 %

48,S69,93S 17,240,000 5,420,910 22,660,910 71,530,&18

48,984,926 17,065,000 4,281,915 21,346,915 70,331,&11

50,557,300 15,890,000 3,153,975 19,043,975 69,601,275

51.812,160 15,000,000 2,130,915 17,136,915 68,949,075

54,051,050 13,095,000 1,141,305 14,236,303 68,287,355 72.16 %

56,094,625 8,160,000 368,280 8,528,280 64,622,905

59,328,500 59,328,500

52,063,500 52,063,500

44,224,500 44,224,500

42,401,250 42,401,250 98.01 %

17,806,000 17,806,000 100.00 %

$1,158.955.081 $30s.530,000 $214,370,743 $522,900,748 $1,681,SS5,S29

11
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VALUE OF TIIE SYSTE5fS

Fiscal Year Ended
9-30-60 9-30-79 9-30-78 9-30-77 9-30-76

Utility Plant:
Electric . $ SS1,710,370 $ 752,387,4S9 - $599,998,382 $462,640,065 $361,2S3,591
Water 153,494,174 143,99S 231 138,108,893 129,024,075 122,729,719
Sewer . 159,019,ti32 150,533,135 142,725,264 133,35S,5S5 124,119,619

Total Value . $1,191,221,176 $1,016,918,918 $50,S32,539 $725,022,725 $608,131,932

Reserve for Depreciation:
Electric $ 105,842,0S1 $ 69,779,929 $ 78,865,125 $ 68,413,047 $ 61,004,776
Water 30,502,44S 27,2S9,569 25,303,S50 22,369,653 20,578,097
Sewer . 20,S52,992 18,2S1,509 16,078,155 13,416,770 11,740,697

Total Depreciation S 157,197,524 S 135,851,007 $120,247,130 $101,199,470 $ 93,323,570

Value After Depreciation $1,037,026,652 S 911,067,911 $760,5S5,409 $620,823,255 $514,811,362

CITTS EQUITY IN UTILITY SYSTE5IS
Fiscal Year Ended

9-30-80 0-30-79 9-30-78 9-30-77 9-30-70

Utility Plant . $1,191,224,176 $1,016,918,918 $SSO,832,539 $725,022,725 $608.111,932
Plus: Inventories,

hiaterials and
Supplies' -0- -0- 28,540 -0- -0-
Construction Cash 21,249,593 114,997,073 46,265,261 38,792,074 10,793,878

$1,215,473,771 $1,161,915,991 5927,126,143 $763,814,799 $618,928,810

Less: Reserve for
Depreciation 157,197,524 S 135,S51,007 $120,247,130 $101,199,470 $ 93,323,570
Revaluation of

Properties -0- -0- -0- 2,993,773 3.232,730
Customers' Advances

for Construction 16,825,652 16,956,653 17,403,931 18,976,429 20,416,107

S 174,023,176 S 152.807,660 $137,651,061 $126,169,672 $116,972,507

Utility Plant, Net $1,011,450,59S $1,009,10S,331 $789,475,282 $637,645,127 $501,956,5

Net Debt:
Revenue Bonds

Outstanding 783,310,000 $ 749,705,000 $553,855,000 $431,885,000 $319,345,000
Less:

Bond Principal
Retirement and
Reserve Fund 44.561,908 39,405,610 27,435,695 27,S93,412 24,416,390

Net Debt S 733,745,092 S 710.299,390 $526,410,305 $406,991,588 $294,898,610
-~

City's Equity in Utility
Plant S 302,705.506 S 298,808.941 $263.055,977 $230,653,539 $207,057,693

Percentage of City's
Equity 29.07 % 29.61 % 33.32 % 36.17 % 41.25 %

* Does not include fuel oil or coal inventories of approxima ely $20,000,000.

Note: Net Utility Plant and Net Debt have been restated from previous Official Statements to
reilect Construction Cash as a part of the Utility Plant rather than a reduction to revenue bonds
outstanding.
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Capitalized interest is included in the preceding figures as follows:

Fiscal Year Ended 9 30-76 $ 7,544,789

Fiscal Year Ended 9-30-76 7,544,789. ... ....

Fiscal Year Ended 9-30-77 12,662,643

Fiscal Year Ended 9-30-78 18,197,408

Fiscal Year Ended 9-30-80 16,145,633

Total .. $74,793,820
.

TIIE ELECTRIC, WATERWORKS AND
WASTEWATER SYSTEh!S

The City owns and operates a combined utilities system (the " System") which provides the City,
adjoining areas of Travis County and certain adjacent areas of Williamson County with electric, water
and < ewer senice. The City owns all the facilities of the water and sewer systems and owns all existing
facilities of the electric system. As described below, the City owns participations with other
utility systems in coal and nuclear facilities of the electric system currently under construction. There
follows a description of the System, the service areas, operations and responsibilities, existing facilities
and current construction.

TIIE ELECTRIC SYSTEh!
Service Area and Customers

The City's electric utility system (the " Electric System") currently serves an area of 121.3 square
miles comprising the corporate limits of the City and an additional 300 square mile area lying beyond
the corporate limits. The Electric System's 'senice area has been experiencing growth in population
in recent years, mainly in the City and adjoining areas. The City's population in 19S0 was estimated
to be 345,109. The Electric System has approximately 166,000 customers 'in 1981, an increase of
approximately 7% over the previous year. The Electric System expects continued growth in the
nurr.ber of customers and power demand from both residential and commercial users. Thus, its
current construction and diversification program is designed to meet existing and future requ re-i

meats ofits senice area.

The Electric System's main sources of revenue are residential and commercial customers within
the service area, which together accounted for approximately 85% of revenues for the twelve months
ending 9-30-S0. The City has entered into a power sales contract with IIouston Lighting & Power
Company pursuant to which the City has agreed to supply 600 5tW (megawatts) of capacity for
calendar years 1981 through 19S7.

The following table lists the ten largest users of electric power in the System for the twelve ,

months ending 9-30-60, which in total represent 7% of sales revenues:

51AJOR ELECTRIC ACCOUNTS

Fiscal Year Ending 9-30-80
Account KW Demand Revenus

Texas Instruments 11,616 KW $3,142,021

hiotorola. Inc. 7,920 KW 2,528,453

IBNI Corporation 10,152 KW 2,349,410.

Bergstrom Air Force Base 10,84S KW 2,296,2S6

State Capitol Ccmplex 3,960 KW 927,853

IIighland Niall 3,600 KW 678,652
.

Austin State Ilospital 3,204 KW 613,857'

Texas Ilighway Department 2,26S KW 577,330

Seton Aledical Center 1,845 KW 570,849

State IIealth Department - - 2,466 KW 565,101
.

13 -

!

, - ~ - - , . -



Existing Facilities

Generating Stations. The Electric Systcm current *y operates three steam generating plants with
a total of cleven turbine generators. These power plants are located along the north bank of the
Colorado River and along an off-stream impounded pond, east of the downtown area of the City.
The existing facilities have a total station generating capacity of 1,400,000 KW (kilowatts) consisting
of the following:

4 - 20,000 KW Turbine Generators (installed 1951 and 1955) - Seaholm Power Plant
1 - 40,000 KW Turbine Generator (installed 1958) - Seaholm Powe. Plant
2 - 100,000 KW Turbine Generators (installed 1960 and 1964) - Holly Street Power Plant
1 - 165,000 KW Turbine Generator (installed 1966) - Holly Street Power Plant
1 -325.000 KW Turbine Generator (installed 1970) - Decker Power Station
1 - 190,000 KW Turbine Generator (installed 1974) - Holly Street Power Plant
1 - 400,000 KW Turbine Generator (installed 1977) - Decker Power Station

In addition to these units operated by the City of Austin, Austin is a 50?e owner in the Fayette
Power Project, consisting of 2 - 550 hl.W. Western coal fired units. Both of these units are now classi-
fled as commercial

Distribution System. The Electric System is composed of approximately 8,220 miles of distribution
lines and an underground secondary network system serving the business area of the City. This system
consists of 24 primary feeders with approximately 160,S00 KVA of network transformers with their
associated protectors.

Transmission System. The transmission system consists of a 69 KV and 138 KV transmission
grid with a 345 KV transmission system connecting the remote coal plant to the Austin system.
The existing 69 KV and 139 KV transmission system consists of 146 miles of the line. 31 substations
with 1,743,000 KVA in transformation. The City of Austin has completed 55 miles of 345 KV trans-
mission line from its Austrop Substation in Travis County to the Fayette Power Project. In addition
to this, Austin is a 507o owner in 64 miles of 315 KV transmission line recentiv placed in service
from the Fayette Power Project to an interconnection with the Lower Colorado River Authority
("LCRA") system approximately 20 miles south of the City of Austin. This circuit provides tne
second interconnection from the Fayette Power Project back into Austin's electrical utility system.
Construction is underway on 70 miles of 385 KV transmission line from the South Texas Project to
the existing 345 KV transmission system. Completion is anticipated before January 19S2.

Interconnections trith Other Systems. The Electric System is interconnected with the LCRA.
a hydro-electric and steam system, with whom the City has a power interchange agreement. In
addition, the City is a member of the Texas Interconnected System. which is composed of six maior
investor owned systems, three major municipal systems, one municipal Joint Agency representing four
cities and two cooperatives. As a participant in the Texas Interconnected System, the City's Electric
System is able to buy from and sell to other members of st ch system. The diversification of the fuel
sources of the member systems increases the potential for economic interchanges among the respective
systems. The Electric System will be able to sell its power to other members during periods of excess
capacity, and purchase from other members during periods of high demand. This arrangement gen-
erally provides for the possibility of maximizing the use of the less expensive fuel sources by all
members of the interconnected system. The mechanics of such arrangements will be greatly enhanced
by the completion oi the 345 KV transmission line to STP because it will directly connect Austin to 3
other electric utilitir s.

Major Construction Program

In response to the short supply of natural gas as a fuel source for power plant boilers and the
high cost of natural gas, the City developed and is currently implementing a generation plan that will
lessen the Electric System's dependence on natural gas as a source of boiler fuel by the construction
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of power facilities that will make use of coal (the Fayette Power Project), and uranium (the South
Texas Project). It is expected that these efforts will result in a significant lessening of the System's
dependence on natural gas by the early 19s0's and will, in the mid 1950s. enable the Electric System
to limit the operation of existing gas fired facilities to " peaking'' capability, thereby establishing solid
fuel facilities as the " base load" generating mode of the System.

The classification of the two units at the Fayette Power Project as commercial marks the comple-
tion of one-half of the long rance Generation Plan. The remaining portion of the Generation Plan, the
South Texas Project. is schtduled for completion in the mid 19S0's, and will further reduce Austin's
previous 1007o dependence on oil and natural gas to approximately 107c.

On January 20. 1979 the citizens of Austin approved the borrowing authority of the City in
the amount of $S2A00.000 for certain capital improvements in fiscal years 1978-79 and 1979-80.
The borrowing authority encompassec the financing of transmission, distribution, substation, street-
lighting improvements and completion of the construction program at the Fayette Power Plan'
Project.

In a January 20.1979, referendum, the citizens of Austin declined to authorize a reduction in the
City's participation in the South Texas Project to a level consistent with then existing borrowing
authority ($16L000,000). A subsequent referendum on April 7,1979, resulted in citizen approval of
a continued 16% participation by the City in the South Texas Project. Additional borrowing
authority of $215,850,000 was also approved for financing of the plant and the purchase of nuclear
fuel.

f m/ cite Porcer Proicct. The Fayette Power Project is a joint power project (507o per participant)?

undertaken by LCRA and the City. Pursuant to the participation agreement, LCRA was appointed
Project Alanager and established a Sfanagement Committee composed of two representatives from
each participant to direct the development and operation of the proiect. The project consists of the
installation of two 5'50 . tW generation units utilizing western coal as a fuel source. The location\

of the Fayette Power Project is approximately 8% miles east of LaGrange, located between LaGrange
and Fayetteville in Fayette County.

Coal deliveries began in January.1979. Unit No. I and common facilities were classified com-
mercial June 16,1979. Unit No. 2 is identical to Unit No.1 and was classified commercial hiay,1980.
He project was completed ahead of schedule and it is estimated final cost will be slightly under budget.
It is estimated that 70% of Austin's electrical energy in fiscal year 1981 will be from coal. The City's
portion of plant cost for both units is anticipated to be $215,500.000, with $20s,295,000 invested in
the project as of February BS,19S1. The utilization of coal in 1981 instead of natural gas as a boiler
fuel will reduce the fuel cost approximately $31,000,000. This economic advantage is expected to
increase in the future.

South Texas Project. The South Texas Proiect is a jointly owned nuclear fueled facility, located
in Nfatagorda County between Bay City and Palacios. The participants in the project are Houston
Lighting & Power, Central Power and Light, City Public Service of San Antonio, and the City.
The City and City Public Service are municipal entities. Houston Lighting & Power and Central
Power and Licht are investor owned utilities. The City of Austin entered into the project sub-
sequent to bonding authority approved in November of 1973, md became a participant in the
project after basic siting, construction, and equipment decisions were made. Pursuant to the
participation contract executed by all participants in the Project,'llouston Lichting & Power was
designated as ne Project Afanager and a hianagement Committee was established which is com-
posed of representatives of each participant. The decision-making authority of the representatives
on the hlanagement Committee is in direct relation to the dollar amount of their participation in
the construction of Project.

Uc construction and eventual operation of the South Texas Facility are subiect to the extensive
regulatory requirements of the Nuclear Regulatory Commission (the "NRC"). The licensing status
is covered in the section titled " Regulatory hiatters".
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The project consists of two 1.250 MW generating units. Austin's participation in the project
is 16Te, which when the project is fully operational will provide approximately 400 MW of generating
capability.

The generator for Unit No. I has been set, the condensers installed, the low pressure turbines
instaHed and many major pieces of equipment have been set. The river intake structure has been
turned over to Ilouston Lichting & Power and is undercoing final tests and startup. The cooling
water reservoir is essentially complete, and is suitable for filling. The nuclear reactor vessel for
Unit No. I was set in July and the placement of the four large steam generators followed shortly. The
current project schedule anticipates commercial status of Unit No.1 for February,1984, and commercial
status of Unit No. 2 for February,19S6. Brmvn & Root, Inc. is Engineer-Constructor on the project.
Currently there are approximately 3.600 employees at the project site. Due to the long time frame
associated with a project of this type, equipment and construction costs are subject to consider-
able escalation. Currently, the total project cost is estimated by the Engineer-Constructor to be
$2,720,000,000. Based on the cost and schedule estimates prepared in 1979, the City's dollar portion
of that estimated expenditure is $435,200,000. The City's expenditure for its portion of the South
Texas Project through February ES,19S1,is approximately $217,009,S42.

The cost and schedule for the South Texas Project ("STP") was reviewed by a task force con-
sisting of Houston Lighting & Power Company ("IILP") (the proicct manager), the architect-
engineer constructor and an independent consulting firm. The STP Management Committee
(Committee) engaged an independent engineering firm to review the task force's cost and schedule
estimates. Based upon the Committee's review of the recommendations and findings of the task
force and the independent encineering firm the Committee adopted a revised project cost of $2.72
billion and new commercial operation dates of February,19S1 and 1986 for Units Nos. I and 2,
respectively. The units were previously scheduled for 19S2 and 19c3, respectivelv. The $2.72
billion consists of $2.441 billion baseline estimate, $124 million for allowances and $155 million as a
reserve. To meet this cost and schedule it will be necessary to utilize selective overtime, multi shift
operation, and increased work-force.

On April 28, 1950, the NRC issued a report on the results of a three-month investigation it
had conducted into the adequacy of the construction and inspection procedures in the areas of
quality assurance and safety for STP. The report concluded that IILP and the principal contractor for
the project had failed to establish and maintain a program of quality assurance and quality control
required to assure that STP will be constructed in accordance with NRC requirements. Included in
the report were findings that quality control inspectors had been harassed, threatened and intimidated
by construction personnel. While such acts were not found to have caused major deficiencies in any of
the construction already completed, the report concluded that the potential for future significant con-
struction deficiences existed if the quality assurance program for STP is not improved prior to proceed-
ing to the more complex construction stages. The report also found that certain of STP's quality
assurance p.ocedures were inadequate, including those related to welder qualification, cimcrete place-
ment and testing of soil densities. Based on such report, on April 30,19SO, the Director of the NRC's
Office of Inspection and Enforcement (Enfore(ment Director) proposed that HLP be fined $100.000.
The fine was paid by HLP on May 23,1950. The NRC ordered IILP to show cause why safety-related
construction activities on STP should not be stopped 90 days from the date of the order and remain
stopped until such time as HLP complied with certain specified steps designed to assure the NRC that
the program for quality assurance and quality control at STP meets NRC standards and that certain
of the procedural deficiencies found in the report have been corrected. IILP responded fully to the
Show Cause Order within the time c<mstraint established by the NRC.

|The NRC considered the informational response by IILP and conducted a public meeting
August 19.19S0, in Bay City to view the responses publicly and to prodde an opportunity for public
input with respect to the project. Elements of the public, both in support of the nuclear pmject and
in opposition to the nuclear project, had opportunities to express themselves. Strong project support
was demonstrated from the local communities of Bay City and Palacios.
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Subsequ-nt to the public hearing, IILP submitted restart programs in three specific areas where
the project hao suspended safety-related work activity. These were in the areas of structural welding,
pipe welding, and complex classified concrete placements. IILP and NRC agreed on limited con-
trolled restart in all areas. Field construction in all these areas is progressing satisfactorily and project

progress is accelerating.

The schedule and cost referred to previously was developed on the basis of sinele shift,40. hour
work weeks. As a result of the suspension of the above mentioned safety-related items, delays in
critical path activities have been experienced, particularly in the area of cable tray hanger installation.
It is not possible at this time to assess the magnitude, if any, of possible delays. Ilowever, there are
opportimities for schedule recovery resulting from increased project manning levels, shift work, and
selected overtime. As those areas previously suspended by the project regain normal productivity,
alternative studies will be conducted to determine the degree of schedule recovery possible by
utilizing shift work, increased manning levels, and selected overtime. It is anticipated that these
studies will be completed in mid 19SL

The City of Brownsville, Texas has requested, through Central Power & Light Company, par-
ticipation in the South Texas Pr< ject in the form of an undivided interest in the construction and
operation of the two units currently under construction. Subsequent communications with the City
of Brownsville will indicate more clearly their desires. The Austin City Council has authorized the
City .\lanager to discuss with Brownsville the possibility of Austin selling to Brownsville the 50 h1W
of capacity in which they previously expressed an interest. Austin's current participation in the
project is 400.\1W. Austin cannot identify at this time the probabi'.ity of Brownsville's entry into the
project or the effect, if any, of their entry.

Sources of Fuel

Gas and Oil. The Electric Utility System has previously experienced varying degrees of curtail-
ment of natural gas. These shortfalls in available cas have been made up by use of un site fuel oil, and
no curtailment to electric customers has been necessary or is anticipated.

The supply of natural gas from the supplier, Valero is much improved although subject to cur-
tailment a few times a year. In such case fuel oil is used to replace the natural gas shortfall.

Certain modifications have been completed to improve the firing characteristics of existing boilers
when firing in the fuel oil mode. Fuel oil burning capability was greatly increased with the opera-
tional status of Decker 2.

A number of customers of Coastal States Corporation (" Coastal States") and Lo-Vaca Corpora-
tion ("Lo-Vaca") initiated legal action to recover damages from Lo-Vaca resulting from their inabirty
to meet the terms of their long term fixed price natural gas supply contracts. Alajor Coastal States and
Lo-Vaca customers, and Coastal States Gas Corporation, Coastal States Gas Producing Company and
Lo-Vaca, have arrived at a settlement which has been approved by all regulatory bodies.-

In general, the settlement provided for the permanent separation from Coastal States Corporation
of certain gas and other properties, and the formation of a new corporation (Valero Corporation)
which is totally and permanently independent of Coastal States and any of their officers. The settlement
includes the following provisions:

L The board of directors was broadened to include an Austin businessman not employed or
doing business with the City.

2. A customer trust fund was established to receive: (i) certain Coastal States common stock;
(ii) certain Valero Corporation common stock; (iii) certain Valero Corporation preferred
steck; and (iv) certain funds accruing from the gas search program.

3. A Gas Search Program was developed and funded by Coastal States Gas Corporation to
dedicate certain new gas at a price discounted below market price, the cash benefits of which
are to be distributed to the customers by means of a custouer trust fund.
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4. Coastal States Gas Corporation transferred to Valero certain Texas lignite holdings near Austin |>

'and the Fayette Power Project. These properties are available to the City, City Public Senice,
LCRA, and Central Power and Light, at book value if desired.

Coal. In conjunction with the development of the Fayette Power Project with LCRA, a decision
was inade to utilize low sulphur coal for Units No. I and No. 2 on the basis of economics, availability
within the time constraints, and the status of sulphur removal technology.

The City has entered into a coal contract with Decker Coal Company for 50,000,000 tons of coal
over a twenty-five year term. An additional coal supply contract has been executed with Atlantic
Richfield Company for a fifteen year supply in the amount of approximately 27,000,000 tons. Trans-
portation for both supplies will be by unit trains. The Decker mine is in the State of Montana and
the Atlantic Richfield mine is in Wyoming.

The City of Austin and the LCRA have purchased 1,090 rotary dump railroad cars to move the
coal from Montana and Wyoming to the Fayette Power Proicet. TFis reduces the transportation tariff,
and places the control and management of the cars in the hands of Austin and LCRA. The railroads
furnish the locomotives and are responsible for the delivery of the coal to the Fayette Power Project.

The State of Montana has imposed an ad valorem tax on coal extracted from that state. The
rate of this tax varies between 20Tc, to 30c'c depending upon the quality of the coal extracted. The
City and ten other public and private utility operators and several coal mining entities have
instituted an action against the State of Montana in a Montana State Court. The Plaintiffs are
seeking to declare the Montana " Coal Severance Tax" unconstitutional based on the contentions
that the Act is a discriminatory burden on interstate commerce and an improper attempt at state
preemption of federal policy.

The Montana trial court and Montana Supreme Court have rendered a decision adverse to the
City and the other Plaintiffs. The U.S. Supreme Court has agreed to review the Montana Supreme
Court decision. It is not known when the U.S. Supreme Court will rule on this matter.

Since the imposition of this tax in 1975, Decker Coal Company, the coal company currently
responsible for supplying oal from the State of Montana utilized by the Electric System in power pro-
duction,has been paying this tax under protest. A portion of the costs of this tax are passed through the
City.

The City and LCRA have initiated legal action against Decker Coal Company regarding the inter- ,

pretation of certain contract provisions as to what is to be included in the cost of coal. The City and
LCRA maintain that certain mining costs are not part of the contract. Decker has included these costs
in the price of coal. The City and LCRA are paying the costs under protest and the legal action is to
recover these payments from Decker.

The City, City Public Senice Board at San Antonio, and LCRA have been actively pursuing
access to Texas lignite reserves located on property owned by the federal government at Camp Swift
approximately 35 miles from Austin. The area has been core drilled and evaluated. Procurement
through the government is extremely difficult but certain legislation simplifying the procedure has
been enacted and will help in the potential development of this resource. In addition to this source,
certain lignite holdings belonging to Coastal States would be available to the City through the
LoNaca settlement. The economics of these holdings have not been evaluated; however, they are
located close to the Fayette Project and are under active review.

Nuclear. The award for the nuclear steam system to Westinghouse anticipated in conjimetion
with their furnishing the nuclear steam system for the South Texas Project, includes a ten' year
contract to provide nuclear fuel for the facility. In 1973, Westinchouse announced that it would not
be able to fulfill its ecmmitments to a number of utilities throuchout the United States with respect
to nuclear fuel, and claimed that such contracts were no longer valid as a result of their interpre-
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tation of the " Uniform Commercial Code". The South Texas Project and a number of other electric
utilities in the United States challenged that position in the courts.

Following legal action by several Westinghouse customers in a U.S. District Court in Virginia,
a settlement was reached in October,1978. between the South Texas Project and Westinghouse.
Estimates indicate that the settlement will provide for the recovery of at least 76To of the value
of the participant's claim against Westinghouse. This is based on the settlement provisions providing
to the participants uranium, equipment and services valued in excess of $300,000,0s0. The settlement
will provide in excess of S million pounds of uranium to the project. In addition, a contract for
5 million pounds of uranium has been executed with Chevron Corporation. These supplies of uranium
will provide over a 10 year supply for the project.

Effect of llecent Developments Pertaining to Nuclaar Power
As a result of the incident at the Three Alile Island, which resulted in the release of above-

normal levels of radiation to the environment and severe damage to the reactor core, various
governmental and industry bodies are studying a broad range of issues relating to the design, con-
struction and operation of nuclear electric generating facilities, particularly those of the design
and manufacture ased at Three Niile Island. The City cannot predict the findings, recommendations
and other results of these or any future studies and hearings; whether any recommended legislation

'**will be adopted; or whether governmental regulations affecting nuclear electric generation will be
significantly modified. The City cannot predict the effect of any of the foregoing on its Electric
Utility System or the South Texas Project.

The Project Ntanacer for the South Texas Project, IIouston Lighting & Power Company,
has formed a team to conduct reviews of the implications of the infonnation learned from the Three
N!ile Island incident on the design of the nuclear steam system for the South Texas Project. This team is
composed of representatives of the manufacturer of the nuclear steam supply system, engineering
representatives of tl e Engineer Constructor and representatives of the Project Afanager.

Regulatory Alatters

The Railroad Commission of Texas, on January 5,1973, issued an order requiring every natural
gas utility subject to its jurisdiction to file a curtailment program with the Commission by February
12, 1973. Such order set forth certain priorities, similar to those contained within typical Federal
Power Commission curtailment orders, for deliveries of natural gas until the Commission could
approve the curtailment program of each utisity. At various times, public hearings have been con-
ducted to determine priorities for the Lo-Vaca system. By interim order dated June 21,1973, natural
gas to be used for the generation of electricity to meet residential, hospital, school, church and other
human needs consumption was given a priority second only to direct usage of natural gas for the
sanu purposes. Such favorable ranking, ahead of conuuercial and industrial usage, was continued
to November,19SO.

On November 5,1950, the Texas Railroad Commission co nmenced hearings to consider the
priorities for natural gas curtailment for Valero (successor to LoNaca). On February 9,1981, the
Texas Railroad Conunission issued a final order implementing a new curtailment program. Under the
new progrun, some of Austin's natural gas supply was placed in the lower category, thus increasing
Austin's chance of being cu.taikxl during spot shortages of natural gas. Ilowever, because Austin has
decreased its dependence on natural gas through the use of new coal generation, the change in
priority is not expected to have a significant impact on the operation of the system.

<

The Public Utility Commission of Texas (the " Commission") was created in 1975 by the Texas
Legislature to regidate certain cIcetric utility rates, operations, and services within the State. The
City has original jurisdiction over the electric rates, operations and services of its own system
within its boundaries. The Attorney General of Texas has rendered an opinion that the Commission
has no appellate jurisdiction over such rates.
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The Texas Public Utility Commission has previously taken testimony relating to a bifurca-
tion in the Texas Interconnected System resulting from Central and Southwest Corporation actions

- relating to participation in interstate commerce. The Texas Public Utility Commission has directed
the reconnection of the Texas Interconnected System as a result of testimony. The system has been -
restored to its previous physical arrangement.1-

,

On February 1,1979, a U.S. District Court in Dallas ruled that the policies of several Texas
~

utilities against connecting with any other utility that transmits power across state lines are not in
violation of federal anti-trust laws. This decision has been appealed to the U.S. Court of Appeals,

t

Cedral and Southwest Corporation has pursued i,ts objective of interconnection' of its various
operating companies through many forums, including the NRC, SEC, FERC and others. Currently, it

,

appears that the issue is nearing settlement, with proposals made and accei,ted by the majority of the 1!

parties. Those remaining to approve the settlement are the City of Brmvnsville and some electrie
cooperatives along the Texas-Oklahoma border and the Justice Department. If their concerns can.be

'

j resolved, the controversy will be settled by~ providing direct current transmission interconnections
Mu utilities in Oklahoma and Texas and Louisiana and Texas. This does not create any adverse'

I ' operating problems for the City of Austin. nor does it create any financial obligations for the City of
Austin. It is not known at this time if the issue will be finally settled, or if so, when it will occur.

3

i Ifouston Lighting & Power, acting in its capacity as project manager for the South Texas Project,
"

| filed in August,1978, the app'ication for an Operating License. The NHC has divided the application
| into two hearings: an anti-trust hearing and a safety hearing. The anti-trust hearing may not be

required pending the final settlement between the parties as discussed above. The safety hearing will
involve the issue of safety of the plant. IIouston Lighting & Power had asked that certain. aspects of
the safety hearing be conducted in the winter, 1950-81, with the other aspects to be heard later.
The first phase of the hearings are scheduled to begin Alay 12,19S1 are scheduled to continue into
August,198L

i
. Three of the five Federal Acts comprising the National Energy Act affect electric utilities directly.

They are: The National Energy Conservation Policy Act, Power Plant and Industrial Fuel Use Act.'

and the Public Utilities Regulatory Policy an the basic of current knowledge and interpretation of
' the acts, it appears that Austin will be able.to comply with the requirements of the various acts and !

rules and regulations without unusual adverse impact except the additional cost and expense of
additional staffing and administrative costs associated with the reluirements of the various acts.,

'

. Rates <

The Austin City Council approved and initiated an interim rate adjustment October 1979. Final
revised eketric rate design was implemented April,'1950. This was an 8.2Tc rate increase. 'The rate"

c change'was based 'on a complete cost of service study. The rates are seasonal cost based rates. A rate
management section has been organized, staffed, trained and in place for some time. Its purpose is;

L to monitor the performance of existing rates and design the rate changes required in the future.
~

The Austin City Council has approved a rate design modification that will eliminate any declin-
ing block elements in the existing rate structures. The current rate clasdfications will be maintained,

,

{
the revenue recovery by classification will remain the same, the rate of retuni by classification will

: remain the same and the total revenue recovered from rates will remain the same. The change repre-r

I sents the final conclusion of a rate policy direction adopted by the City Council in 197S. It will be
L implemented with N!ay 19S1 billings.

Capacity Contracts

! January 1,1981 the existing capacity contract with flouston Lighting and Pmver Co. was incraased

j; to 600 mw from the previous 500 mw contract. The contract extends through 19S7. The contract
! provides for a capacity payment, payrnent for fuel, pro rata operation and maintenance cost recovery,
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recovery of losses, and insures that Austin's rate payers utilize the low cost fuels. IIouston's needs
will be filled from the higher cost fuel. Revenues of approximately $160,000,000, over the cost of
fuel, maintenance, operation and losses is anticipated over the current term of the contract. There is
no penalty in the event Austin is unable to meet all or part of the contract, however IIouston is not
obligated for that pro rata portion they do not receive.

The potential exists for additional capacity contracts subsequent to 19S7, but it is slightly pre-
mature to pursue any such contracts at this time.

Electric Cencration

Afaximum dema'nd was S19 A!W on June 27,19S0. The maximum net generation to the City on
that day was 15,6S5 A!WII, and did not include sales to llLP. Gross generating on August 21,19S0,
of 22,521 A1WIIincluded sales to IILP.

Certain Statistical Information Concerning the Electric System

There follows statistical information prepared by the Electric System and the City Finance
Department regarding demand requirements, electric bills, and a projection of supply capacitf
as related to generating fuel sources. The data concerning use under the heading " Generation and
Use Data" reflects certain adjustments to account for the fact that customer billings are made on
a staggered cyclical basis, whereas the data on generation is on an actual fiscal year basis. In
addition, the use data has been adjusted to reflect the Electric System's estimates of KWII in th'e ,

" Loss and Unaccounted For" category.
-
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ANALYSIS OF ELECTRIC BILLS

Fiscal Year Ended

9-30-50 9-30 79 9-30-78 9-30-77 9-30-76

All Customers

Average Afonthly KWII Per Customer 15S0 1587 1635 1731 1773

Average .\fonthly Bill Per Customer $S3.71 $75.81 $S0.55 $77.31 $79.78

Average Afonthly Revenue Per KWII $0.05425 $0.04777 $0.04926 $0.04463 $0.0444L
'

Residential Customerl ( AE and RS)

Average Afonthly KWII Per Customer - 786 718 733 735 773

Average Afonthly Bill Per Customer $42.14 $34.38 $38.21 $38.58 $36.86

Average Afonthly Revenue Per KWII $0.05361 $0.04787 $0.05213 $0.05238 _ $0.04768'

Ceneral Customers

Average 3fonthly KWII Per Customer 7763 9040 .9118 9806 9730

Average Afonthly Bill Per Customer $425.19 $437.22 $431.89 $401.03 $390.25

Average Afonthly Revenue Per KWII $0.05477 $0.04S36 $0.04736 $0.040S9 $0.04011

PROJECTED USE OF FUEL BY SOURCE

The table on page 24 illustrates the projected KWII to the Electric System and the future fuel
source distribution and reflects the Electric System's generation plan to lessen dependence on natural
gas and diversify fuel sources with the introduction of coal capacity in 1979 and 1950 and nuclcar
power from the South Texas Project, scheduled for completion in 1984 and 1956.'

,

PROCEEDS'

S27,000.000 Electric System Nuclear Revenue Bonds will be used for progrus payments for the
South Texas Nuclear Project.
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TIIE WATERWORKS SYSTEAf
Service Area

The City supplies treated water to residential and commercial customers throughout the
corporate limits of the City. In addition, the City supplies treated water to Travis County Water
Control and Improvement Districts Numbers 10,12, and 14. With respect to the City's obligations
unner these contracts, the City is responsible for meter reading, billing and collection functions and
is paid a specific charge per customer per month. Billing is predicated upon the actual cost of
services. In addition, the City sells water to six Afunicipal Uti'ity Districts and has contracts for
operation and maintaining the water and sewer lines of the Afunicipal Utility Districts. The water
supply contracts between the City and the various water control and improvement districts are of
thirty years duration and were entered into between 1957 and 19S0.

The City has previously acquired, under the authority of Vernon's Annotated Texas Civil
Statutes Article 1182c-1, the Systems and assets of Travis-Williamson Counties Water Control and
Improvement District No. I and Travis County Water Control and Improvement Districts Nos. 4,
6, 7, S, 5, 9,11 and 13. The City has paid off and cancelled the bonded indebtedness of Districts
Nos.1,4,6,7 and S. The City in acquiring the Systems and assets of Districts Nos. 5,9,11 and 13
assumed the outstanding and unpaid bonded indebtedness of said Districts. The consideration for
the conveyances made by the Districts to the City is stated in the agreements between the City
and the Districts which read in part as follows: "The City of Austin hereby assumes and guarantees
the payment of the face value and interest legally required to be paid on all outstanding and
unpaid bonded indebtedness of the District upon presentation and surrender when due of all bonds
and interest coupons." The principal and interest on these bonds are being paid from surplus
revenues of the City's combined Electric, Waterworks and Sewer System.

Existing Facilities

In ISSS, City leaders campaiened successfully for the first Austin Dam across the Colorado River,
which was completed early in IS93. Austin has long continued its efforts for an adequate water
supply.

In 1934, a $4.500,000 loan and grant was obtained from the Public Works Administration to
complete the Buchanan Dam as a ilood control structure. The 1.ower Colorado River Authority
finished the dam which is 150 feet high,11.200 feet long, and the lake it forms is thirty-two miles long
and two miles wide, covering 23,000 surface acres. This Dam is the longest multiple arch dam in
the world.

Since that time, a full-scale stairway of lakes has been created by the building of five additional
dams, giving the area 150 miles of lakes. The Tom Afiller Dam is within the City limits, and forms
Lake Austin, which covers 3,000 surface acres: Afansfield Dam, the fifth largest masonry dam in the
world, impounding Lake Travis, covers 42,000 acres; Atarble Falls Dam creates Lake Atarble Falls
which spreads over 900 acres; Lake Lyndon B. Johnson, held by Ahin Wirtz Dam, has an area of
6,300 acres; Roy Inks Dam forms Lake Inks with a surface of 900 acres.

The combined storage capacity of the six lakes is around 3,300,000 acre feet of water, or more
than a trillion gallons. Approximately 500,000 acre feet of this .s reserved for flood control, but
the estimated safe water geld of this source, after the normal flow of the river rolls on down-
stream,is in excess of 600 million gallons a day.

Of the six dams across the Colorado River, two form major impounding reservoirs for the control
of flood water, allowing runoff at a controlled rate. U. S. G. S. records at the Austin gauging station
show the following nmoff for the water year (October 1 through September 30).
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1953 -- 3,152,000 Acre Feet 1969 - 846,900 Acre Feet
1959 - 1,1S1,000 Acre Feet 1970 - 2,052,000 Acre Feet

.1960 - 2,555,000 Acre Feet 1971'- 690,600 Acre Feet
1961 - 1,812,000 Acre Feet 1972 - 1,128,n00 Acre Feetg
1962 - 1,023,000 Acre Feet 1973 - 896,400 Acre Feet
1963 - ~ 7G1,200 Acre Feet 1974 - 1,463,000 Acre Feet
1964 - 529,600 Acre Feet 1975 - 3.039,300 Acre Feet
1965 - 1,06S,000 Acre Feet 1976 -- 992,600 Acre Feet
1966 - 1,189,000 Acre Feet 1977 - 1,956.000 Acre Feet'

1967 - 743,000 Acre Feet 1978 - . 885,100 Acre Feet
196S - 2.511,000 Acre Feet 1979 - 867,200 Acre Feet

19SO - 803,500 Acre Feet

Using the twenty years from 1961-1980. the averaae runoff would be 1 263.020 acre feet per
year. Using the lowest year.1964, the nmoff was 529.600 acre feet, or 173 billion callons, which
is more than 6 times the amount of water used by the City for the fiscal year ended September'

30,1980. This indicates a reliable source of water supply for the present use and for future growth.

The waterworks system is also comprised of three water treatment plants (Green, Davis and
Ullr ch) having a combined daily capacity of 102 00J.000 gallons and a short-time additional
capacity of 75.000.000 gallons per day. The water treatment plants also maintain a ground storage
capacity of 29.000,000 gallons and an elevated storage capacity of 52.500.000 gallons at any one time.
The waterworks system includes a water distribution system having 1.999 miles of water mains of
varying diameters, several distribution storage tanks, approximately 111,000 meter units,10,000 fire
hydrants and twenty booster pump stations.

'

The City receives its water supply from the Colorado River through the three water treatment
plants. The Green plant takes water from Town Lake, which is located near the downtown area-

,

of the City. The Davis plant and the Ullrich plant both take water further upstreem from Lake Austin. '

1

i The Green Plant. This plant is located cast of Shoal Creek near its junction with the Colorado
-

j River'a'nd is designed for a nominal capacity of 22 mgd and a safe overload capa' city of 37 mgd. -
An intake station on the river contains four traveling water screens and four raw water pumps. The-

" firm pumping capacity (i.e with one of the largest pumps out of service) is 44.3 mgd. Water is
~

pumped through a forty-two inch line to the. chemical feed building, where it is split to two
parallel pretreatment units. >

I The Green Plant was constructed in 1924 and expanded in 1935,193S, and 1949. Many 'of the
; facilities have outlived their useful life, and extensive modernization is required to restore this
~

plant to. a status comparable to the other two plants. Extensive engineering feasibility studies
exploring the most efficient and economical method to effect this . modernization are presently
underway. *

The Dacis Plant. Located at Mount Bonnell Road and West 35th Street. the Davis Plant is rated at '
'

a nominal capacity of 60 mgd and an overload capacity of 101 mgd. The plant is of conventional
design, with rapid mix basins, flocculation basins, sedimentation basins, gravity. filters, clear 'well
storage, and raw water and finished water pumping stations.' The plant was constructed in 1954
and expanded in 1963 and 1975.

9

The Ullrich Plant. The Ullrich Plant is located on a site south of Red Bud Trail and Forest View *

Drive. Initial stage construction of the plant, completed in 1969, provides for a nominal capacity,

of 20 mgd and a safe overload capacity of 36 mgd. Ilydraulic~ capacity is 40 mgd. Tbc new pumping .
station at Ulrich is scheduled for completion in February,1981. =

,

[ The existing plant facilities consist bf an intake and raw water pumping station, raw water
transmission main, two upflow-solids contact clasifiers, six filters, chlorine disinfection, clear well
reservoir, high service pumping station, and sludge handling facilities.
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Consumption '.

Austin experienced a maximum rate of water usage during the extremely hot summer months of
19SO. On July IS,-a record usage of 153,000,000 gallons was consumed by the citizens of Austin.
Austin also recorded its maximum year of consumption with 27,925,6SS,000 gallons supplied to its
customers. This record exceeded the projected estimate of 26.4 billion gallons by 1.5 billion gallons.

f AIAJOR WATER ACCOUNTS |
;

FiscalYear Ending 9 30 80

(In llundreds, '

Account of Gallons) ' Revenue |
<

University of Texas, Afain Campus 7,336,22S $524,734 !

Travis County Water Control & Improvemt nt District #10 . 2,6S3,9S0 - 2S5,352 - |
Bergstrom Air Force Base 3,401,347- 243,642

Williamson County Alunicipal Utility District #1 . 2,077,013 222,382
.

i Afotorola, Inc. 2,766,075 197,601

Travis County Water Control & Improvement District #12 . 1 3S6,103 _142,512

City of Rollingwood 750,133 79,279._
'

Austin State IIospital 867,310 62,632

Travis State School' . . 854,872 61,575-
,

State Board of Control 207,635 15,336
,

SANITARY SEWER AND WASTEWATER SYSTEAf -
Service Area

*'.. .. .

|f The' City's sanitary sewer and wastewater system (the " Wastewater System") services the cor-
! porate limits of the City. In addition, the City has entered into contracts to operate and maintain |

the wastewater lines of the Williamson County Afunicipal Utility District Number One, the Lost - 1
Creek Alunicipal Utility District and Northivest Travis rounty Altmicipal Utility District Number -

~

Two. The City also supplies treated water to these utility districts,
'

|

. The Wastewater System currently serves approximately 99,000 customers.
3 ..

Existing Facilities -.

' The Wastewater System is composed of three main sewage treatment plants. one sludge
storage area, approximately 1,500 miles of sanitary sewer mains and lines and fifty five lift stationsi

'with a treatment capacity of approximately 47,200,000 gallons per day. The three treatment units
are the Walnut Creek - Se' wage Plant which began operation in 1977, the Govalle -Sewage -
Treatment Plant constructed in 1936,'the Williamson Creek Sewage Treatment Plant constructed
in 196L The IIornsby Bend Sewage Treatment Plant has been serving as a sludge storage pond -

d'
.

area since 1956. The Walnut Creek _ Sewage Treatment Plant has a capacity of treating 27,000,000
L gallons _ of sewage per day in its primary units and 18,000,000 gallons per day in its secondary units.

- By utilizing flow equalization tanks the secondary system is capable of functioning on a constant
capacity basis twenty-four hours per day,

The Govalle Sewage Treatn$ent Plant _ although initially constructed in ~1930 has undergone.-,

several expansions and modernizations and now is rated at-a daily capacity of 26,000,000 gallons>

j, ' of sewage per day. The plant uses the contact stabilization method of treating waste water. Sludge
'

from this plant is also forwarded to the llornsby Bend Sludge storage area. - j

The Williamson Creek Sewage Treatment Plant has a capacity of approximately 2,200,000 gallons
'

per day and operates primarily as an evaporation facility where wastewater is collected into ponds 'andc.
!
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allowed to evaporate. Excess flows, up to 4,000,000 gallons per day, are pumped to Govalle waste- ;

water treatment plant. |

- After treatment, wastewater is returned to the Colorado River. Sludge from the three treatment
plants is piped to several sludge ponds located in the IIornsby Bend area of the City. These sludge
ponds have been in use since 1936 and it is now cstimated that their useful lives will not extend
beyond four or five additional years. Several feasibility studies are presently underway with respect
to .what method of sludge disposal will be utilized after the llornsby Bend storage ponds are no
longer usable. The eventual plan' chosen by the City will need approval by both the Texas Department
of Water Resources and the Federal Environmental Protection Agency.

Stonnwater is collected in an entirely separate gravity feed storm sewer system and is completely
segregated from the sanitary sewer system. The storm sewer system is operated and maintained
by the City's Department of Public Works.

.\taintenance and inspection of the City's Wastewater System is accomplished by maintenance
personnel employed by the City's Water and Wastewater Department.

The City believes that the structural condition of the Wastewater System is generally sound.
Expendituicifor' operation, maintenance and repairs of the 52 lift stations and the 1,400 miles of
sewer lines and mains have averaged approximately $3,500,000 per year during the last five fiscal years.

Enrironmental Considerationt The City is currently in general compliance _ with the Federal -

Water Pollution Control Act Amendments of 1972 and in addition is in compliance with"the rules and
regulations of the Texas Department of Water Resources.

,
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ANALYSIS OF WATER AND SEWER BILLS*

Fiscal Year Ended
^

Fiscal Year Ended 9-30-50 9-30-79 9 30-7S(b) 9-30-77(b) - - 9-?046(b)

AVERAGE hlONTIILY BILL -

- PER CUSTO.\tER
Urban- $ 14.09 $ 10.59 $ .12.54 $ 12.51 $ 10.14
Rural (a) 24.91 20.79 26.45 17.10 13.87.

City General Govemment
Departments 124.36 79.26 106.40 . 109.66 81.23

For Austin Public Schools (July
and August only)

. Playground Use 0.00(c) 0.00(c) . 0.00(c) > 0.00(c) 182.20.

City Utility Departments 418.08 471.93 471.97 4SO.55 333.81 -

Average hionthly Bill- '

Above Consumers $ 15.78 $ 11.83 $ 13.53 $ 13.50 $ 11.00+
.

Sales to Other Water Utilities 11,942.35 7,009.68 10,916.12 8,650.3S ' 4,613.36 .
! Average hionthly Bill-

All Consumers - S 16.22 S 12.14 S 14.S0 $ . 13.86 $ 11.33

AVERAGE A10NTIILY USAGE>

; IN L000 GALLONS
' Urban 18.28 15.92 17.58 18 M 17.31

*

Rural (a) 19.97 19.20 16.93 15.81 14.52
City General Government

Departments 161.55 149.04 148.51 166.16 152.53
For Austin Public Schools (July,

and August only)
Phyground Use 0.00(c) 0.00(c) 0.00(c) 0.00(c) 337.01

i City Utility Departments 571.90 566.22 690.27 817.68- 750 5S

Average .\lon'thly Usage-
Above Consumers 19.28 17.04 18.49 19.74 18.12

,

Sales to Other Water Utilities 11,250.44 9,447.50 10,117.95 8,061.56 . 7,3S9.89

Average Afonthly Usage-
All Consumers 19.70 17.35 18.82 20m 18.68

'

AVERAGE REVENUE PER
1,000 GALLONS

. Urban -S .774 S 0.665 $ 0.656 S 0.619 $ 0.670
Rural (a) 1.252 1.083 1.272 1.008 1.092 -
City General Govemment

Departments 0.770 0.351 0.597 0.562 0.609 *
,

,

For Austin Public Schools
(July an'd August only) .
Playground Use '0.00(c) 0.00(c) 0.00(c) 0.00(c) 0.617

City Utility Departments .731 0.833 0.569 0.477 0.516 -

Average Revenue-
Above Customers $ 0.697 $ 0.695 $ 0.587 $ 0.641 $ 0.694

Sales to Other Water Utilities 1.061 0.805 0.899 0.663 0.718

Average Revenue- All
Consumers S 0823 $ 0.746 S 0 630 - $ 0.610 $ 0.693 '

, (a) Includes customers in City-owned water districts.
-(b) Reflects water billings only.
(c) This estegory included in urban and rural. ''

. 30

!
-

,-

'

- , . - . - - - - , ~ . - . _ .-



. .. . - . . . . .-

INFORhfATION CONCERNING WATER SALES

Fiscal Year Ended

9 30-80 9-30-79 9-30-78 9-30 77 9 30-76

Average Thousand Average Thousand Average Thousand Average Thousand Average Thousand

_ Customers Callons Customers Callons Customers Callons Customers Callons Customers Callons

Thousand Gallons Pumped 27,911,176 23,065,443 24,667,174 23,448,383 20,254,376

Less: Sales to Other
Water Utilities 540,021 453,4s0 485,662 703,451 537,847

.

TIIOUSAND GALLONS
TO SYSTEh! 27,371,155 22,611,963 24,181,512 22,744,932 19,716,529

WATER SALES:
Urban 98,636 21,637,107 90,171 18,373,588 91,008 19,830,952 80,261 17,426,327 83,115 15,018,037+

Rural 9,893 2,370,967 8,182 1,885,520 8,886 1,805,476 9,225 1,484,989 8,137 1,252,594

108,529 24,008,074 141,353 20,259,108 102,894 21,630,428 95,486 18,871,316 91,252 16,300,631

City Departments 391 758,012 379 677,812 392 698,598 343 597,818 320 518,221

Austin Public Schools --0- -0-(a) -0- -0-(a) --o - -0-(a) -o-(a) -o-(a) le 58,041

391 758,012 379 677,842 392 698,598 343 597,818 336 576,262

City Utdity Departments . 66 452,943 72 489,214 72 596,391 64 421,018 66 361,961

TOTAL SALES
TO ULTIh! ATE
CONSUh!ER 108,986 25,219,029 101,804 21,426,161 103,358 22,931,417 95,893' 19,890,152 91,654 17,241,854

Used by Water
Department 1,330,991 507,440 559,595 2,138,190 1,853,498

Loss and
Unaccounted For 821,135 678,359 600,500 716,590 621,177

TIIOUSAND GALLONS
TO SYSTEh! 27.371,155 22,611,963 24,181,512 22,744,932 19,716,529

hiaximum Daily
Consumption
Thousand Gallons . 150,600 114,088 143,044 129,032 102,152

Average Daily Consumption
Thousand Gallons 76,469 63,181 67,446 68,242 55,329

(a) This category included in urban and rural.



HEVENUE BOND ORDINANCE PROVISIONS

A synopsis of certain provisions of the . bond ordinance authorizing the City of Austin, Texas,
Utility System Revenue Bonds, Series 9, is set forth below.

Definitions For all purposes of this ordinance and in particular for clarity with respect to the
issuance of the bonds herein authorized and the pledge and appropriation of revenues for the payment
of bonds similarly secured, the following definitions are provided:

(a) The tenn " bonds" shall mean the first lien revenue bonds authorized by this ordinance.

(b) The term "previously issued parity bonds" shall mean the outstanding and unpaid first
lien revenue bonds known as CITY OF AUSTIN, TENAS, UTILITY SYSTE51 REVENUE
BONDS, to wit: SERIES 1, dated April 1,1977, and originally issued in the total principal amount
of SSO,000,000; SElllES 2, dated October 1,1977, and originally issued in the total principal amount
of $35,000.000; SERIES 3, dated April 1,197S, and originally issued in the total principal amount
of $78.000,000; SERIES -1, dated October 1,1978, and originally issued in the total principal
amount of $77,7S0,000; SERIES 5, dated 31 arch 1,1979, and originally issued in 'the total
principal amount of $S0,000.000; SERIES 6, dated September 1,1979, and originally issued in
the total principal amount of 560,000,000; SERIES 7, dated July 1,19S0, and originally issued in
the total principal anmunt of $15.000.000; and SERIES 8, dated January L 1981, and originally
issued in the total principal amount of $45,000,000.

(c) The term " additional bonds" shall mean the additional parity bonds which the City
reserves the right to issue under " Additional Bonds or Contractual Obligations" hereof.

(d) The tenn " bonds similarly secured" shall mean the bonds, previously issued parity bonds,
additional bonds and contractual obligations.

(e) The term " contractual obligation" shall mean those obligations (1) issued by the City or
incurred by the City payable from the net revenues of the system, and (2) incurred pursuant
to express charter or statutory authority heretofore or hereafter adopted, and (3) which by the
terms of the ordinance authorizing their issuance or the incurring of the contractual obligation
provide the payments to be made by the City for the retirement or payment thereof shall be on a
parity with and of equal dignity with the payments for other bonds similarly secured and are
to be paid from the funds established for the payment and security of the bonds similarly secured.

(f) The tenn " fiscal year" shall mean the twel ze months' period ending September 30 of each
year, provided the fiscal year may hereafter be changed once in any three calendar year period.,

(g) The term "second lien bonds" shall mean the outstanding and unpaid bonds designated
" CITY OF AUSTIN, TENAS, ELECTRIC, WATERWORKS AND SEWEll SYSTENI REFUND-
ING HEVENUE BONDS SERIES 1979." and other obligations or bonds incurred or issued on a
parity with the Series 1979 bonds under and pursuant to the provisions of the ordinance authoriz-
ing the issuance of said Series 1979 bonds.

(h) The term " net revenues" thall mean the gross revenues of the System less the expense
of operation and maintenance, including all salaries, labor, materials, repairs and extensions
necessary to render etileient service, provided, however, that only such expenses for repairs and

. extensions as in the judgment of the City Council, reasonably and fairly exercised, are necessary
to keep the System in operation and render adequate service to the City and the inhabitants

i 'thereof, or such as might be necessary to meet some phy sical accident or condition which would
otherwise impair any bonds payable from the net revenues of. the system, shall be deducted in
determining" net revenues."

f. (i) The term " System" or "Syste ns" shall mean the City's combined Electric Light and
[ Power, Waterworks and Sewer System, including all present and future additions, extensions,

replaecments and improvemcats thereto; provided that, notwithstanding the foregoing. and to
the extent now or hereafter authori/ed or permitted by law, the term " System" shall not mean
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any electric light and power,.watenvorks or sewer facilities of any kind (including any electric
power generating and transmission racilities) which are declared not to be a part of the System

'

and which are acquired or constructed by the City with the proceeds from the issuance of
"Special Facilities Bonds," which are hereby defined as being special revenue obligations of the
City which are not Bonds secured by and payable from -a lien on' and pledge of the Net s

Revenues, as hereinafter defined. on a parity with the Bonds, but which are secured by and
i. payable from any other liens on and pledges of any resenues, sources or payments, including,

but not limited to, (i) special contract revenues or payments received from any other legal
entity in connection with such facilities and/or (ii) a lien on and pledge of the Net Revenues
junio_r and subordinate in all respects to the lien and pledge in favor of the Bonds; and such
revenues, sources or payments shall not be considered as or constitute Cross Revenues of the
System, unless and_ to the extent othenvise provided in the ordinance or ordinances authorizing,

the issuance of such "Special Facilities Bonds." ,

r

Pledge of Recennes. The City covenants and agrees that the entire net revenues of the System ,

are hereby irrevocably pledged for the payment and security of the principal of and interest on the
bonds similarly secured as in this ordinance pmvided.

Ratet and Charget. For the benefit of the original perchasers as well as the ultimate owners of
bonds similarly secured, and in addition to all provisions and covenants in the laws of the State of
Texas and in this ordinance, it is expressly stipulated that the City shall, at all times while any of the
bonds similarly secured or the second lien bends are outstanding and unpaid, maintain rates and -
collect charges for the facilities and services afforded by the System, as required by Article 1113,
V.A.T.C.S., which will provide revenues sufIlcient each year to:

(a) Pay for all operation, maintenance, depreciation, replacement and betterment charges of
the System;,

(b) Provide net earnings in an amount equal to (i) at least 1.25 times the sums required
to pay the principal of and interest on the bonds similarly secured and (ii) the sum required to
be deposited in the Utility System Reserve Fund provided and established for the benefit and
security of the bonds similarly secured; and ,

(c) Provide net earnings in an amount at least equal to the sums required to be deposited in
the Interest and Redemption Fund and Reserve Fund with respect, to the second lien bonds and
the sums required to pay the principal of and interest on all other outstanding obligations '

junior and subordinate to the second lien bonds which are secured by the net revenues; and

(d) Pay all other outstanding indebtedness against said System or the revenues therefrom.

System' Fund. The City covenants that it will continue to deposit, as collected, all revenues of'
'

every nature derived from .the operation of the System' into a separate account known as th'
Electric, Water and Sewer System Fund (herein' called the " System Fund") heretofore established

,

in connection with the issuance of the similarly secured bonds and the second lien bonds, which
shall be kept separate and apart from all other funds of the City, and, further, that said System
Fund shall be pledged and appropriated to the following uses and in the order of precedenec shown:

e,

Fmsr: To the payment of all necessary and reasonable expenses of operation and maintenance
of the System as said expenses are defined by statute.

Srcoxni To establishing and maintaining the Utilit'y System Bond Fund and then the Utility-
System Reserve Fund (in that order) hereby created for the payment and security of the bonds
similarly secured *

Tnmn: For the payment of the principal of and interest on subordinate indebtedness of the
System or its reveriues or for any other proper City purpose now or hereafter permitted by law.
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Utility System Bond Fund. The following provisions shall govern the establishment, maintenance
and use of the Utility System Bond Fund: The City covenants that from the funds'in the System
Fun 3, the City shall pay into the Utility System Bond Fund during each year in which any of the'

bonds similarly secured are outstanding, an amount equal to one hundred per centum (100ro) of
the amount required to meet the principal and interest payments falling due on or before the next
maturity date of the said bonds similarly secured, mch payments to be made in equal monthly
installments. If the revenues of the System in any month, after deductions for operation and main-
tenance, are then insu$cient to make the required payments into the Utility System Bond Fund,
then the amount of any deficiency in the payment shall be added to the amount othenvise required
to be paid into the Utility System Bond Fund in the next month. All monies paid into the Utility
System Bond Fund rhall be deposited in the City's depository bank, and said depos: tory bank
shall transfer the amount then to become due to the paying agent. Said money shall be continuously
secured as provided by law for securing funds of the City.

.

Reserce Fund. The following provisions shall govern the establishment, maintenance and use of
the Reserve Fund: From the funds in the System Fund, after deductions have been made for the
payment .of necessary and reasonable expenses of operation and maintenance of the System, and
the prescribed payments into the Utility System Bond Fund, payments shall be made into a Utility
System Reserve Fund heretofore established for use in meeting the requirements of prin'cipal of and
interest on the bonds similarly secured in the event monies on hand in the Utility System Bond Fund
are insu$cient for such purpose.

The amount to be accumulated in the Utility System Reserve Fund shall be equal to the average
annual requirements (on a calendar year basis) for the payment of the principal of and interest on
the bonds similarly secured as determined on the date of the delivery of the last series of bonds which
are bonds similarly secured as defined herein.

Immediately following the delivery of a series of Imnds or the execution of a contractual obli-
gation, which are defined as bonds similarly secured, the appropriate City o$cials shall ' determine
the Required Reserve Fund Amount as well as the amount then on hand in the Utility System
Reserve Fund and the amount of the difference shall be deposited in the said Reserve Fund in
60 equal payments, the initial payment to be made on or before the 15th day of the month next
following the month in which such bonds are delivered or the contractual obligation is incurred.

In the event money in the said Reserve Fund is used for the purpose for which the same was
established, or in the event there is not su$cient money to make the monthly payment required in
the preceding paragraph, then the amount required to make up the deficiency shall be added to that
reouired to be made in the following month or months until the Required Reserve Fund Amount
is on deposit in said Fund.

The depository bank of the City is hereby designated as the custodian of the Utility System
Reserve Fund and the deposits above prescribed shall be transmitted to said Fund in said Bank.

Incestment of Certain Funds. The Utility System Bond Fund may be invested in such securities
or in such manner as may be lawful investments for an interest and sinking fund. All money resulting ;

from the investment of said fund shall remain a part of said fund, but may serve to reduce the amount
which otherwise would be required to be deposited thereirr

'Ile Utility System Reserve Fund may be invested or reinvested from time to time in direct
obligations of, or obligations unconditionally guaranteed by, the United States of America, or evidence
of indebtedness of any agency or instrumentality of the United States of America, and in certificates
of deposit of any bank or' trust company, the deposits of which are fully secured by a pledge of
securities of any of the kinds hereinabove specified, such obligations or securities to mature in not
more than ten years from the date of such investment or not later than the final maturity of the bonds
outstanding for which the Reserve Fund is established, whichever is shorter. Any obligations in which
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money is so invested shall be kept in escrow with the custodian of said Reserve Fund, and shall be
promptly sold and the proceeds of sale applied to the making of payment required to be made from

i said Reserve Fund, whenever such payments are necessary to be made under the provisions of this
Section. All money resulting from the investment of said Reserve Fund may be transferred to the
System Fund as the same are received. 7

Furthcr Cocenants. He City further covenants and agrees by and through this ordinance as
follows:

(a) That the bonds similarly secured (including the bonds herein authorized) shall be
special obligations of the City, and the holders thereof shall never have the right to demand
payrnent out of any funds raised or to be raised by taxation.

(b) That it has the lawful power to pledce the revenues supporting this issue of bonds and
has lawfully exercised said power under the Constitution and laws of the State of Texas, and
that the bonds similarly secured shall be ratably secured in such manner that no one bond shall
have preference over any other bond of said issues.

(c) That other than for the payment of the bonds similarly secured and the second lien
bonds the net revenues of the System have not been in any manner pledged to the payment of any
debt or oblication of the City or the System.

Additional Bonds or Contractual Ohlicationt In addition to the richt to issue bonds of inferior
lien as authorized by the laws of this State, the City reserves the right to hereafter issue additional

i bonds or enter contractual obligations payable from the net revenues of the Systems which are on a
parity with the bonds similarly secured. The additional bonds, when issued, or contractual obligations
shall be payable from and secured by a first lien on and pledge of the net revenues of the Systems in
the same manner and to the same extent as are the bonds and the presiously issued parity bonds;
and the bonds similarly secured and the contractual obligations shall in all respects be of equal
dignity. It is provided, however, that the City will not issue any such additional bonds er other
parity obligations of any nature unless and until all the following conditions have been met:

(a) The City is not in default as to any covenant, condition or obligation contained in
- ordinances authorizing bonds similarly secured.

(b) That the laws of the State of Texas effective at the time of the authorization of such
additional bonds or the entering of the contractual obligation provide permission for the issuance
of such bonds or incurring such contractual obligation.

(c) That the City has secured from a Certified Public Accountant a certificate showing
that the net earnings of the Systems' preceding fiscal year or for any 12 consecutive months out
of the 15 months immediately preceding the month of the adoption of the ordinance authorizing

'
the proposed additional bonds or the incurring of the contractual obligation are equal to at least
1.25 times the maximum annual principal and interest requirements (on a calendar year basis) of
all obligations payable from and secured by a first lien on the net revenues of the System which

. will be outstanding upon the issuance of such proposed additional bonds or the incurring of the'

i contractual obligation.

As used in this Section, the term " net caruings'shall mean the gross revenues of the System after
deducting maintenance and operation expenses, but not deducting depreciation or other expenditures
which, under standard accounting practice, should be charged to capital expenditures.

(d) The additional bonds are made to mature or the principal amount of contractual obliga-
tions become due on April 1 or October 1 (or both) of each of the years in which they are
schedaled to mature.
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The bonds similarly secured may be refunded (pursuant to any law then available) upon such
terms and conditions as the City Council of the City may deem to be in the best interest of the City
and its inhabitants, and if less than all such outstanding revenue bonds or contractual obligations are
refunded, the proposed refunding bonds shall be considered as " additional bonds" under the provisions
of this Section and the report required in subdivision (c) shall give effect to the issuance of the
proposed refunding bonds (and shall not give effect to the bonds being refunded following their
cancellation or provision being made for their payment). Contractual obligations, once incurred, may
be modified tmder the same terms in that the report required in subdivision (c) shall give effect tot

the modifications to be made.
i

Maintenance and Operation-Insurance. That the City shall maintain the System in good condi-
tion and operate the same in an efficient manner and at reasonable cost. So long as any bonds
similarly secured are outstanding, the City agrees to maintain insurance for the benefit of the holder
or holders of bonds similarly secured on the System of a kind and in an amount which usually would
be carried by private companies engaged in a similar type of business. Nothing in this ordinance
shall be construed as requiring the City to expend any funds derived from sources other than the
operation of the System, but nothing herein shall be construed as preventing the City from doing so.

Records- Accounts- Accounting Reports. That the City hereby covenants and agrees that so2

long as any bonds similady secured or any interest thereon, remain outstanding and unpaid, it will
keep and maintain a proper and complete system of records and accounts pertaining to the operation'

of its System separate and apart from all other records and accounts in which complete and correct
entries shall he made of all transactions relating to said System. as prosided by Article 1113, V.A.T.C.S.,
and that the holder or holders of any bonds similarly secured or any duly authorized agent or agerits
of such holders shall have the right at all reasonable times to inspect all such records, accounts and
data relating thereto, and to inspect the System and all properties comprising same. The City further
agrees that following the close of each fiscal year, it will cause an audit of such books and accounts
to be made by an independent firm of Certified Public Accountants. Each such audit in addition to
whatever other matters may be thought proper by the Accountant. shall particularly include the
following:

(a) A detailed statement of the income and expenditures of the System for such fiscal year.;

(b) A balance sheet as of the end of such fiscal year.

(c) The Accountant's comments regarding the manner in which the City has carried out the
requirements of this ordinance and his recommendations for any changes or improvements in the
operation, records and accounts of the System.-

(d) A list of the insurance policies in force at the end of the fiscal year on the System
properties. setting out as to each policy the amount thereof, the risk covered, the name of the'

insurer, and the policy's expiration date.

Expenses incurred in making the audits above referred to are to be regarded as maintenance and
operation expenses and paid as such. Copies of the aforesaid annual audit shall be immediately
furnished to the Executive Directm of the Alunicipal Advisory Council of Texas at his office in Austin,
Texas, and. upon request, to the original purchaser of a series of bonds similarly secured. The audits.

herein requirad shall be made within 60 days following the close of each fiscal year insofar- as is
possible.

Excess Herennes. All revenues in excess of those required to establish and maintain the Utility
System Bond Fund and the Utility System Reserve Fund as herein required may be used for any
proper City purpose now or hereafter permitted by law.

Security of Funds. All funds created by this ordinance shall he secured in the manner and to the
fullest extent permitted by law for the security of public funds and the funds created by this ordinance<

stall be used only for the purposes herein specified.
,
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Remedy in Eccnt of Default. That in addition to all the rights and remedies prodded by the
laws of the State of Texas, the City covenants and agrees particularly that in the event the City (a)
defaults in payments to be made to the Utility System Bond Fund or the Utility System Reserve Fund
as required by this ordinance or (b) defaults in the observance or performance of any other of the
covenants, conditions or obligations set forth in this ordinance, the holder or holders of any of the
bonds sha!! be entit!~l to a writ of mandamus issued by a court of proper jurisdictiott compelling
and requiring the City and its ofEcers to observe and perform any covenant, condition or obligation
prescribed in this ordinance. No delay or omission to exercise any right or power accruing upon any
default shall impair any such right or power, or shall be construed to be a waiver of any such default
or acquiescence therein, and every such right and power may be exercised from time to time and as
often as may be deemed expedient.

The specific remedy herein provided shall be cumulative of all other remedies and the specifica-
tion of such remedy shall not be deemed to be exclusive.

Bonds are Special Obligations. That the bonds are special obligations of the City payable from
the pledged net revenues and the holders thereof shall never have the right to demand payment
thereof out of funds raised or to be raised by taxation.

Bonds are Negotiohle Imtruments. That each of the bonds herein authorized shall be deemed
and construed to be a " Security', and as such a negotiable instrument, within the meaning of Article
S of the Uniform Commercial Code.

City Manager. Director of Finance to Have Charge of Records and Bonds. That the City . ianager\

and the Director of Finance shall be and they are hereby authorized to take and have charge of all
necessary orders and records pending investigation by the Attorney General of the State of Texas, and
shall take and have charge and control of the bonds herein authorized pending their approval by the
Attorney General and their registration by the Comptroller of Public Accounts.

Competition. That so far as it legally may, the City of Austin covenants and agrees, for the pro-
tection and security of the first lien revenue bonds and the similarly secured revenue bonds heretofore
and herein authorized,'and the holders thereof from time to time, that it will not grant a franchise for
the operation of any competing System in the City of Austin until all first lien bonds a'nd bonds
similarly secured shall have been retired.

Ordinance to Comtitute Contract. That the provisions of this ordinance shall constitute a con-
tract between the City of Austin, Texas, and the holder or holders from time to time of the bonds
similarly secured and no change, variation or alteration of any kind of the provisions of this ordinance
may be made, until all of such bonds shall have been paid as to both principal and interest.
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PROJECTED DEBT SERVICE COVERAGE

There follows a projection prepared by the City staff, reviewed and certi6cd by Bovay Engineers,Inc., o(11ouston,
Texas, with respect to future revenues and expense of the System and amounts available for payment of debt service,

Total
IF System Revenues Operation and Maintenance Expense

Net Income and IIte st
Ending Water and Combined Water and Combined Available For Require.

9 30 Electric Sewer Total Electric Sewer Total Debt Service ments(a)(b)

1981 $ 255.651,2S2 3 44,350,575 $ 300,001,S57 $ 161,943,82S $20,641,490 $ 182,558,318 $117,413,539 $33,258,022
19S2 268,349,160 45,000,000 313,349,160 172,S70,265 20,91S,000 193.768.265 119,560,895 69,462,370
19S3 292,465,970 47,025,000 339,490,970 197,1S6,900 22,382,000 219,568,000 119.922,070 69,637,610
1984 300,196,000 49,141,000 369,337,000 221,906,000 23,949,000 245,955,000 123,4S2,000 69,485,840
1955 332,350,000 51,352,000 383,702,000 221,400,( ' 25,627,000 247,027,000 136,675,000 69,518,852
1956 334,312,000 53.663,000 3S7,975,000 221,352,000 26,7S0,000 24S,162,000 139,813,000 72,515,815
1987 346,936,000 56,078,000 403,014,000 232,466,000 27,985,000 260,451,000 112,563,000 77,087,363
1958 341,070,000 58,602,000 399,672,000 225,710,000 29,245,000 251,955,000 141,717,000 76,390,061
19S9 383,890,000 61,239,000 445,129,000 267,690,000 30,561,000 298,251,000 146,878,000 75,692,363
1990 440,580,000 63,9M,000 5G8,574,000 323,550,000 31,936,000 355,456,000 149,053,000 74,996.315
1991 498,990,000 66,874,000 565,864,000 381,000,000 33,373,000 414,373,000 151,491,000 74,296,434
1992 571,960,000 69,SS3,000 681,843,000 452,850,000 31,875,000 4S7,755,000 154,088,000 73,600,368
1993 665,910,000 73,028,000 738,938,000 515,580,000 36,441,000 5S2,024,000 156,914,000 72,949,022
19M 772,370,000 76,314,000 848,684,000 650,670,000 38,0S1,000 688,754,000 159,930,000 72,225,953
1995 818,718 000 79,749,000 898,461,000 689,710,000 39,798,000 729,508,000 168,953,000 11,622,192
1996 86~,835,000 83,337,000 951,172,000 731,093.000 41,589,000 772,682,000 178,490,000 70,947,848
1997 919,905,000 87,087,000 1,006,992,000 774,958,000 43,460,000 818,418,000 168,574,000 70,331,841
1998 975,099,000 71,006,000 1,046,105,000 821,456,000 45,416,000 866,572,000 179,233,000 tB,ml,275
1999 1,033,605,000 95,102,000 1,128,707,000 870,743,000 47,460,000 918,203,000 210,504,000 68,919,075
2000 1,095,622,000 99,381,000 1,195,003,000 922,938,000 49,595,000 972,583,000 222,420,000 68,287,355
2001 1,161,359,000 103,853,000 1,265,212,000 978.367,000 51,827,000 1,030,194,000 235,018,000 61,622,905
2002 1,231,040,000 108,527,000 1,339,567,000 1,037,069,000 54,160,000 1,091,229,000 248,313,000 59,328,500
2003 1,304,903,000 113,410,000 1,418,313,000 1,099,293,000 56,597,000 1,155,890,000 262,423,000 52,063,500
2004 1,383,197,000 118,514,000 1,501,711,000 1,165,251,000 59,141,000 1,224,395,000 277/116,000 44,228,500
2005 1,466,189,000 123,847,000 1,590,036,000 1,235,166,000 61,805,000 1,296,971,000 293,065,000 42,401,250
2C33 1,554,160,000 129,420,000 1,683,580,000 1,309,276,000 61,586,000 1,373,S62,000 309,718,000 17,506,000

(a) See " Debt Service Requirements" on pages 10 and 11.

(b) Amounts shown include debt service payable on October I of the next succeedmg Escal year.
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Assumptions in Projection

1. Electric revenue and expense estimates from 19S1 to 1994 are the latest projections available.
These projections were made in conjunction with an on-going cost of sersice and rate study and
from a corporate model that contains the following assumptions.

The lcng term energy growth rate is estimated to be 5.77o per year compounded. Thisa.
forecast was developed from growth trends from the past 7 years.

b. The long term customer growth rate is projected at 3.2%.

c. Cost projections are based on the addition and availability of two new generation units;
STP Unit #1 in February,19S4, and STP Unit #2 in February,19S6.

d. Projections are based on the economic loading of generating units. With the addition of
the two units discussed in c., nuclear will be base loaded and will provide approximately
40ro of the energy produced in the late 1950's. Coal will be used for mid range loading
and will provide approximately 50% of the energy. Cas/ oil will be used for peaking and
will provide approximately loro of the energy.

e. The total fuel expense for each year is based on the projected energy usage per fuel type
and the projected price.

f. The electric rate of return on rate base is projected to be approximately 6To to Tro for the
period of 19S1-1994.

g. In fiscal 19S1-195S, revenues include revenue from powe'r contract for 500 htW of capacity
with IIouston Lighting & Power Company. Revenue from this contract accounts for
$15.SS million in fiscal year 1951, $19.25 million in fiscal year 1952, $19.5 million in fiscal
year 1983, $19.5 million in fiscal year 19Si, $19.5 million in fiscal year 1985, $25.SS million
in fiscal year 1956. S2S million in fiscal year 1957, and $7 million in fiscal year 19S8.
In addition, appropriate adjustments have been m , in revenues and expenses for the fuel
pass.through associated with the delivery of 840 n. ..on kilowatt hours per year to IIouston
Lighting & Power Company for calendar years 19S1,52,83,84, S5, S6 and 87.

h. Electric capital requirements are based on the Department's 5. year Capital Improvements
Program. Beyond fiscal year 19S5, dLtribution and general plant are escalated from present
trends and costs.

i. Electric revuues include operating revenues and other non-operating revenue, such as
interest income and miscellaneous revenue.

2. From 1995 to 2006, electric estimates are based on a 3.0To growth rate in energy sales with a 3ro
inflation factor. Revenues and expenses are annually compounded at 6%.

3. Water and Sewer revenue estimates are based on projected system revenue requirements through
fiscal year S2, based on an existing rate study. The Water and Sewer revenue estimates anticipate a
16To rate increase in fiscal year 50, followed by 5.57o increases in fiscal year 81 and fiscal year S2.
Thesnate increases are contingent on Council approval. Beyond fiscal year 52, revenue estimates are
comoounded annually at 4.5To.

4. Water and Sewer expense estimates are based on expense projections through fiscal year 1981.
Expenses for fiscal year 1955 reflect estimated expenditures for new Onion Creek Wastewater Treat-
ment Plant planned for operation in fiscal year 19S5. Beyond fiscal year 19S5, expense estimates
assurne a 4.57o increase per year plus extraneous expenses that are not patterned.

5. Electric, Water, and Sewer revenues assume certain rate increases and are calculated at levels
sufficient to provide annual transfers to the City's Cencral Fund, transfers to " pay as ycu go"
Capital Improvements for the system, and certain additional debt service requirements.
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OTIIER INFORAfATION

REVF.NL'E BOND RETIREMENT FUNDS
COMPARATIVE STATEMENTS

Fisc.it Year Ended 9-30-76 9-30-77 9-30-78 9-30-79' 9-3040

1Beginning Ba ance $18,449,010 $19,706.3S9 $22,910,131 $27,435,695 $ 39,405,610
Contributions from

Utility Fund 21,592,221 34.321,374 41,935,232 16,101,820 62,017,921
Provided by Rcfunding 30,000,000

Total Available Funds $43,311,231 $51.027,763 $61,S75,413 $73,510,515 $101,123,531
Disbursements:

Bond Principal $ S,330,000 $ S,700,000 $ 9,0501)00 $ 4,310 ' A $ 5,210,000,

Bond Interest and
Commission 15,301.S I' " 3S7,632 28,3S9,71S 29,791,905 51,GIS,t123.

Total Disbursements $23,631 S12 $31,0S7,632 $37,439,71S $31,131,905 $ 56,S5S.6E

Ending Balance $19,706.3S9 $21910,131 $27,435.695 $39,405,610 $ 41,561,95

Total Revenue Bond
Retirement Reserve

* Transactions for surviving funds after advance refunding,7-1-79.

ACCOUNTING

All City enterprise funds are on an accrual basis with expenditures and revenues accrued as in-
curred or earned. Utility fuel expense expended but not yet recovered is deferred. Federal grants are
accrued to the extent that the expenditures have been made by the City.

AUTOAfATIC ESCALATORS

Austin does not have automatic escalators in payroll nor in its retirement systems. The retire-
ment systems may grant cost-of-living increases up to 39 for the employees and 27c for the firemen
only if ecommended by the independent actuary and approved by the retirement board and the
City Council.

DEFICIT FINANCING

Austin is barred by State statute and City Charter from deficit budgetary accounting.

RETIREAIENT SYSTEAIS

Austin operates its retirement systems, which are actuarially sound. An actuarial report ( A. S.
IIansen, Inc.) and an independent audit (various) are performed annually. As a requirement
of the City Charter, contributions by the employees equal contributions by the City to the retirement
systems. Normal retirement for the firemen is age 55 on the highest three years of the last ten.
(Contributions by the employer and employee each equal 12.137c. Firemen are not covered under
Social Security.) Normal retirement for all other City employees is age 62 based on the best con-
secutive five out of the last ten years. (Contributions by the employer and the employee are 6%
each. All other City employees are also covered under Social Security.) Effective January 1,19S0,
the police personnel were separated from thn City's Employees' Retirement and Pension Fund.
An actuarial report on the new City of Austin Police Retirement Fund is not available at this time.

A. S. Ilansen, Inc.'s most retent reports on the Employees' and Firemen's Funds are shown in
Appendix A.
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VALUATION AND DEBT INFORMATION

1950 Taxab!c Assessed Valuation (100% of Ntarket Value)(a)(b) $6,6S3,S49,050
City Funded Debt Payable From Ad Valorem Taxes:

General Purpose Bonds (as of 2-2S-SI) $ 130,150,000

Assumed Water District Bonds (as of 2-2S-SI) 2,745,S05
Series 262 Bonds Now Being issued 7,500,000

Total $ 140,395.805

'Less: Assumed Water Distric Bonds (c) 2,745,805

Totai General Purpose Debt $ 137,650,000

Interest and Sinking Fund (as of 2-2S-81) $ 12,857,4 11
Ratio Total General Purpose Debt to Taxable Assessed Valuation 2.10 %

1980 Population -345,109
Per Capita Taxable Assessed Valuation - $19.367.36

Per Capita Total Debt - $406.82
Area - 121.3 Square h!iles

(a) Pursuant to authority permitted by Section 1-b, Article VIII of the State Constitution which
became effective January L 1973, the City granted an exemption of up to $13,300 of Assessed
Valuation of the residence homestead of property owners over 65 years of age. The Taxable
Assessed Valuation, as shown above, does not include $135,443,896 Assessed Val"ation as of
12-10-80 of properties exempted under this authority.

(b) The Lecislature, pursuant to a constitutional amendment and Article 7150h, VATCS, mandated
an additional property tax exemption, beginning in 19 6, for disabled veterans or the surviving
spouse or children of a deceased veteran who died while on active duty in the armed forces.
The exemption from taxation applies to either real or personal property with the amount of
Assessed Valuation exempted ranging from !1.500 to $3.000, dependent upon the amount of
disability or whether the exemption is applicable to a surviving spouse or children. The Tax-
able Assessed Valuation, as shown above, does not include $7,8S1,610 Assessed Valuation of
properties exempted under this authority.

(c) Assumed Water District Bonds consist of the fe!!owing: $416,000 Travis County Water Control
and Improvement District No. 5 Bonds; $1,290,000 Travis County Water Control and Improve-
ment District No. 9 Bonds; $915.000 Travis County Water Control and Improvement District
No.11 Bonds; and $160,000 Travis County Water Control and Improvement District No.13
Bonds. The City 1.as acquired the Systems and assets of these Districts and assumed the out-
st,nding and unpaid bonded indebtedness of said Districts under authority of Article llS2c-1,
V.A.C.S. The consideration for the conveyance made by the Districts to the City i stated
in the agreements between the City and the Districts which read in part as follows: "The City
of Austin hereby assumes and guarantees the pavment of the face value and interest legally
required to be paid on all outstanding and unpaid bonded indebtedness of the District upon
presentation and surrender when due of all such bonds and interest coupons? The principal
and interest on these bonds are being paid from surplus revenues of the City of Austin's
combined Electric Light and Power, Waterworks and Sewer System.
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DEBT AND TAX RATE LINilTATION

All taxable property within the City is subject to the assessment, levy and collection by the
City of a continuing, direct annual ad valorem tax sufIlcient to provide for the payment of principal
of and interest on bonds within the limits prescribed by law. Article XI, Section 5, of the Texas Con-
stitution is applicable to Austin, and limits its maximum ad valorem tax rate to $2.50 per $100
assessed valuation (for all city purposes). The City operates under a Ilome Rule Charter which
imposes a limit of $2.50 for all purposes, including General Operation expenses not to exceed $1.00.

VALUATION AND FUNDED DEHT IIISTORY
Ratio Funded

Funded Debt Debt to
Taxable Outstanding Taxable

Fiscal Assessed at End Assessed
Period Valuation of Year Valuation

1970-71 $1,069.251,720 S 3S,sGS,000 3.61%

1971-72 1,207,067,100 43,369,000 SJa97c

1972-73 1,317,935,760 44,S29.000 3.337c

1973-74 1,456,SS7,010 4S,401,000 3.26To

1974-75 1,S 13,00S.571(a) 69,137,000 3.75 %

1975-76 1,995,12S,17S S0.368,000 4.03 %

1976-77 2,539,51S,553(a) 75,954,000 2.99 %

1977-7S 2,731,030.610 69,779,000 3.297c

197S-79 3,47S,0lS,430(a) 107,300,000 3.09 %

1979-80 3.74s.4S3,310 115,270,000 3.0Src
1950-S1 6.6S3,S49,0SO(a)(L)

(a) A large amount of the increase is due to revaluation.
(b) Increased from 757c to 100Tc Nfarket Value.

TAXABLE ASSESSED VALUATIONS BY CATEGORY

1950 % of Total 1979 % of Total 197S % of Total 1977 % of Total
Assessed Assessed Assessed Assessed Assessed Asseswd Assessed Assessed

ClassiBeation Valuation Valuation Valuation Valuation Valuation Valuation Valuation Valuation

Real:
Land $1,435,911,250 21.4 S"o $ 716,528,770 19.11 % $ 740.503.670 21.29". $ 565,690,730 20.71 %

Improvements $4,255,876,680 63.677. 2,237,507,040 59.707. 2.067,253,180 59.44% 1,590,679,870 38.25".

Total Real $5,691,787,930 65.15 % $2,954,333,610 78.81% 52,507,756.850 50.73~. $2,136,370,000 78.96"c

Personal Property:
Inventories $ 9S2,053,640 14.70% $ 615,232,470 16.41% $ 501,917,570 11.43% $ 428,416,810 15.697.

Personal
Automobiles,
Trucks and
Trailers --0- --0 - 172,190,250 4.59 % 138,h02,360 4.57", 136,031,500 4.957.

Ifouse Trailers -0- --0--- --0- --4)-- 3,561,690 . l l "e 5,037,840 18 %

Boats . 4,495,240 .077. 3,491,840 .10". 3,195,650 .09~e 2,901,340 .11"e
Airplanes 5,507,270 087c 3,232,910 .0% 2,453.680 .07"c 2,243,530 .08~,

Total Personal
Property $ 992,061,150 14M7. $ 794,147,500 21.197e $ 670.261,580 19.27". $ 574,660,010 21.04",

Total Assessed
Valuation $6.6&3.819,050 100.007o $3,748,483,310 100.007. $3,478.018,430 100.00", $2,731.036,640 100.007.

42

_ _. ______ _ _ _ _ .



,. .

6

ESTIMATED OVERLAPPING FUNDED DEBT PAYABLE FROM AD VALOREM TAXES
( As of 2-28-81)

Total % Overlapping
Taxing Jurisdiction Funded Debt Applicable Funded Debt

City of Austin $137,650,000 100.00 % $137,650,000.

Austin Independent School District 82,560,000 92.54 % . 76,401,024

Del Valle Independent School District 1,750,000 18.78 % 328,650

Eanes Independent School District 11,669,000 0.17 % 19,837

Round Rock Independent School District 39,016,000 0.11 % 42,951
,

Travis County 19,656,000 84.34 % 16,577,870

Williamson County . -0- .01% -0
~

Wilhamson County Municipal Utility District No.1 5,305,000 .01% 531

Total Overlapping Funded Debt $231,020,S63

Ratio Overlapping Funded Debt to Taxable Assessed Valuation 3.46 %.

Per Capita Overlapping Funded Debt-$669.41
4

TAX DATA
(Year Ending 9-30)

Distribution
Tax Tax Ceneral Interest and % Current % Total
Year Rate Fund Sinking Fund Tax Levy Collections Collections,

1970-71 $1.29 $.95 $.M $13,793,227 95.99 % 99.47 %

1971-72 1.29 .95 .34 15,571,166 95.57 % 98.53 %

1972-73 1.27 .93 .34 17,118,897 96.73 % 99.57 %

1973-74 1.27 .93 .34 18,881,428 95.03 % 97.14 %

1974-75 1.19 .87 .32 21,930,412 95.14 % 99.31 %

'1975-76 1.27 .95 .32 25,338,313 93.35 % 96.79 %

; 1976-77 1.27 .95 .32 31,993,873 95.81 % 100.11 %

1977-78 1.24 .92 .32 33,861,852 96.40 % 99.72 %

1978-79 .96 .68 .28 33,389,039 96.89 % 99.93 %

'1979-80 . . .96 .68 .28 35,955,460 96.3S % 99.03 %

19S0-81 .57 .38 .19 38,097,940 In process of collection

Property within the City is assessed as of January 1 of each year; taxes become due October 1 of
the same year; and become delinquent on February 1 of the following year. Penalty and interest,
however, are not added until March 1. Split payments are not permitted. Discounts are not allowed.

T
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hiUNICIPAL SALES TAX

At an election held on September 30, 1967, the citizens of Austin voted a ITo retail sales and
use tax to become effective on January 1,196S. This tax provides a subscantial additional revenue
source, and strengthens the overall Snancial position of the General Fund of the City. Collections and
enforcements are effected through the ofHees of the Comptroller of Public Accounts, State of Texas,
who remits the proceeds of the tax to the City of Austin monthly. Revenue from this source has been:

Fiscal % of Equivalent of
Year Ending Ad Valorem Ad Valorem

9-30 Revem>e Tax Levv Tax Hate Per Capita *

1970 $ 4,051,923 35.02To $0.4269 $16.10

1971 4,746,03S 31.03ro .4439 18.17

1972 5,52S,042 35.50To .4'>50 20.18

1973 6,568,190 3S.377o .4S73 22.93

1974 7,259,274 38.45Tc .4SS2 24.73

1975 7,905,395 36.05Tc .42S9 26.32

1976 9.165,613 36.17 7o .4594 29.75

1977 11,491,263 35.92To .4561 35.70

1978 13.530,924 40.16 % .49S0 40.75

1979 15,277,674 45.75 % .4392 44.74

1930 17,7S3.812 49.42 70 .4744 50.31

* Based on population of City of Austin as reported in the Statistical Abs'ract, City of Austin and
Travis County,1978, published by the COA Planning Department.

TOP TEN TAXPAYERS

19SO % of Total
Nature of Aucued Anessed

Name of Taxpaver Property Valuation Valuation

International Business hiachine Corporation Afanufacturing and Leasing $197,517,767 2.96 %

Sov'hwestern BellTelephone Company Telephone Utility 178,516,502 2.67 %

Texas Instruments, Inc. Afanufacturing 77,494,301 1.J 6To

.\fotorola Corporation 51anufacturing 70,127,04S 1.05 7o

Austin National Bank Bank 32,935,998 .497o

Southern Union Gas Company Gas Utility 30,940,244 .46To

Capital National Bank Bank 28,356,751 .42To

II. E. Butt Grocery Retail 27,097,405 .41%

City National Bank Bank 24,1S8.239 .36To

American National Bank Bank 22,159,494 .337c

$689,363,749 10.31 %
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RATINGS

$ . Applications for contract ratings on this issue have been made toIhfoody's Investors Service.
Inc. and Standard & Poor's Corporation. An explanation of the significance of such ratings may be
obtained from the company furnishing the rating. The ratings reflect only the respective views of
such organizations and the City makes no representation as to the appropriateness of the ratings.
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 either or both of such rating companies, if in
the judgment of either or both companies, circumstances so warrant. Any such davnward revision
or withdrawal of such ratings, or.either of them, may have an adverse effect on the market price

'
of the Bonds.

TAX EXEAfPTION
.

The delivery of the Bonds is subic,t to an opinion of Dumas, Iluguenin, Boothman & Nforrow,
Bond Counsel to the City (" Bond Counsel *), to the effect that interest on the Bonds is exempt from

i all present Federal income taxes under existing str.tutes, rulings, regulations and court decisions. The
laws, regulations, court decisions and administrative regulations and rulings upon which the con.
clusion stated in Bond Counsers opinion will be based are subject to change by the Congress, the
Treasury Department and later judicial and administrative decisions.

a

REGISTRATION AND QUALIFICATION OF BONDS FOR SALE

The sale of the Bonds has not been registered under the Federal Securities Act of 1933, as,.

.

amended, in reliance upon the exemption provided thereunder by Section 3(a)_ (2); and the Bonds
j have not been quatfied under the Securities Act of Texas in reliance upon various exemptions i

contained therein; nor have the Bonds been qualified under the securities acts of any jurisdiction.
| The City assumes no responsibility for qualification of the Bonds under the securities laws of any
j jurisdiction in which the Bonds may be sold, assigned, pledged, hypothecated or otherwise trans<
l. ferred. This disclaimer of responsibility for qualification for sale or other disposition of the Bonds

shall not be construed as an interpretation of any kind with regard to the availability of any exemp.
- tion from securities registration provisions.

i
:

! LEGAL INVESTAfENTS IN TEXAS .

7
The Bonds are legal investments for sinking funds of Texas counties, cities and towns. They

'

are eligible to secure Texas state and school district funds, and constitute legal investments for
; insurance companies in the State of Texas. No review has been made of the laws of the states other

than Texas to determine whether the Bonds are legal investments for various institutions in those
states.,

LEGAL OPINIONS AND NO. LITIGATION CERTIFICATE

- The City will furnish a complete transcript of proceedings had incident to the authorization and,

issuance of the Bonds, including the unqualified approving legal opinion of the Attorney General
! of the State of Texas, to the effect that the Bonds are valid and legally binding obligations of the
; City, and based upon examination of such transcript of proceedings, the unqualified approving legal

opinion of Bond Counsel, to like effect and to the effect that the interest on the Bonds is exempt'

- from. Federal income taxation under existing statutes, regidations, rulings and court decisions. The

~

customary closing papers, including a certificate to the effect that no litigation of any nature has
been filed or is then pending to restrain the issuance and delivery of the Bonds, or which would
affect the provision made for their payment or security, or in any manner questioning the validity
of said Bonds or the coupons appertaining thereto, will also be furnished. Bond Counsel was not

,

! requested to participate, and did not take part, in the preparation of the Notice of Sale and Bidding
j Instructions, the Official Bid Form and the Official Statement, and such firm has not assumed any
j
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responsibility with respect thereto or undertaken independently to verify any of the information
. contained therein, except that, in its capacity as Bond Counsel, such firm has reviewed the informa. .t

tion describing the Bonds in the Official Statement to verify that such description conforms to the
provisions of the bond resolution. The legal fees to be paid Bond Counsel for services rendered in
connection with the issuance of the Bonds are contingent on the sale and delivery of the Bonds.
The legal opinion will be printed on the Bonds.

i -
>

j AUTHENTICITY OF FINANCIAL INFORMATION

The financial data and other information contained herein have been obtained from the= City's
records, audited financial statements and other sources which are believed to be reliable. There is

| no guarantee that any of ti. nptions or estimates contained herein will be realized. All of the
summaries of the statutes, documents and resolutions contained in this OfEcial Statement are madei

subject to all of the provisions of such statutes, documents' and resolutions. These summaries'do
not purport to be complete statements of such provisions and reference is made' to such documents -
for further information. Reference is made to original documents in all respects.

4

FINANCIAL ADVISORS1

) First Southwest Company is employed as Financial Adsitor to the~ City in connection with the
issuance of the Bonds. 'Ihe Financial Advisor's fee for services cendered with respect to the sale of
the Bonds is contingent upon the issuance and delivery of the Bcnk First Southwest Company may
submit a bid for the Bonds, either independently or as a member of a syndicate organized to submit

-

- a bid for the Bonds.
<
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CERTIFICATION OF TIIE OFFICIAL STATENIENT

At the time of payment for and delivery of the Bonds, the Purchaser will be furnished a
certiScate, executed by p:oper oEcers, ceting in their oEcial capacity, to the effect that to the best
of their knowledge and belief: (a) the descriptions and statements of or pertaining to, the City
contained in its O$cial Statement, and any addenda, supplement or amendmen' thereto, on the date
of such Oscial Statement, on the date of sale of said Bonds and the acceptance of the best bid there-
for, and on the date of the delivery, were and are true and correct in all material respects; (b) insofar
as the City and its afr irs, includim;its financial affairs, are concerned, such Omeial Statement did nota

and does not contain an untrue statement of a material fact or omit to state a material fact required to
be stated therein or necessary to make the statements therein, in the light of the circumstances under
widch they were made, not misleading; (c) insofar as the descriptions and statements, including
financial data, of or pertaining to entities, other than the City, and their activities contained in
such OEcial Statement are concerned, such statements and data have been obtained from sources
which the City believes to be reliable and that the City has no reason to believe that they are untrue
in any material respect; and (d) there has been no r.taterial adverse change in the financial condition
of the City since the date of the last audited financial statements of the City.

The City will furnish the Purchaser, as a part of the transcript of proceedings, a certified copy
of a resolution of the City Council as of the date of the sale of the Bonds which will approve the form
and content of this OEcial Statement, and any addenda, supplement or amendment thereto, and
authorize its 'urther use in the reeffering of the Bonds by the Purchaser.

CAROLE KEErON hICCLE.LAN
Mayor

Arrrsr:

GRACE hf 0NROE

City Clerk

47



APPENDIX A

Hansen

A. S. Hansen, Inc. First Internationo! Building. Suite 2020 Dallos, Texas 75270 Telephone 214.748 0501

November 28, 1980

City of Austin Employees' Retirement and Pension Fund

The following information with respect to the above referenced
plan is provided at the request of the City of Austin.

1. Date of last actuarial valuation

January 1, 1980

2. Actuarial cost method used

Entry-age normal with frozen initial liability

3. Normal cost due January 1, 1980

$5,835,902

4. Amortization of past service costs for most recent year.

Total employer and employee contribution for 1979 (including
contributions by and on behalf of police personnel) were
$8,630,387 of which $2,071,655 was applied toward the past
service cost.

5. Period over which past service costs are being amortized.

The City and employee contribut? at a fixed percentage of
salary. Past service costs are currently being amortized
over a period of approximately 16 years.

6. Interest on past service costs, if not being amortized.

Not applicable.

7. Unfunded past service costs as of January 1, 1980

$19,409,482

/9M Hansen /9w
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November 28, 1980
Page Two

8. . Actuarially computed value of vested benefits as of December
31, 1979

.

Active employees $ 39.614,117

Retired and Terminated Vested Employees 20,765,985

TOTAL 60,380,102

9. Method of recognizing actuarial gains or losses including-

realized and unrealized gains and losses on securities.

The actuarial gains or losses including realized gains and
losses cx1 securities are not calculated separately, but are
used to reduce or increase the future normal costs. These
actuarial gains or losses are automatically spread over
future years.

The assets used in the valuation are equal to the book-value.
Therefore, unrealized gains and losJes on securities are not
recognized in the valuation.

;

10. Any changes in actuarial assumptions or cost method from the
previous year and the approximate effect tnereof.

None

Please do not hesitate to, contact me if you have any furtheri

questions in this matter.

Yours truly,

A. S. HANSEN, INC.

hy
Ch rles E. Dean
Fellow of the Society of Actuaries

4
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Hansen

A. S. Hansen. Inc. First international Building, Suite 2020 Dalles, Texas 75270 Telephone 2f4-748-0501

November 13, 1980

As requested by the City of Austin , we are pleased to provide the
fol. lowing information with regard to the Firemen's Relief and
Retirement Fund of Austin, Texas:

1. Date of last actuarial valuation

January 1, 1980

2. Actuarial cost method used

Entry-age-normal with frozen-initial liability

3. Normal cost due January 1, 1980

$1,439,112

4. Amortization of past service costs for most recent year

Total employer and employee contributions for 1979 were
$1,886,025 of which $732,085 was applied toward the past
service costs.

5. Period over which past service costs are being amortized

The city and employees each contribute 12.13% of the
member's compene.ation to the fund.

This contribution rate is suf ficient to meet the
accruing normal cost and amortize past service costs
over a period of approximately 26 years.

6. Interest on past service costs, if not being amortized

Not applicable

nio Hansen nvi
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November 13, 1980
Page II

,

7. Unfunded past service costs as'of January 1, 1980

$4,903,650

8. Actuarially computed value of vested benefits in
excess of the book value of fund assets as of De-
cember 31, 1979

Vested Liability $24,162,542
Assets 17,658,915
Excess 6,503,627

9. Book value of assets as of December 31, 1979

$17,658,915

10. Method recognizing actuarial gains or losses including
realized and unlealized gains and losses on securities.

The actuarial gains or losses are not calculated separ-
ately, but are used to reduce or increase the future
normal costs. These actuarial gains or losses are
automatically spread over future years.

11. Any changes in actuarial assumptions or cost methods
from the previous year and approximate effect thereof.

None

If we can be of further assistance, please call me.

Yours very truly,

A. S. HANSEN, INC.

Charles E. Dean
Fellow of the Society of Actuaries

CED:lca
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APPENDIX H

, GENERAL INFOII.\tATION REGARDING CITY AND ITS ECONO.\tY

General Description

The City of Austin is situated in Travis County in Southeast Central Texas on both sides of a
great bend in the Colorado River near its emergence from the vast Texas hill country of the Edwards
Plateau in the midst of farm and ranch lands and the highland lake region.

In early IS35, a community of several families began to develop on the north bank of the
Colorado River. The community selected the name of Waterloo. In 153S, the Republic of Texas,
acting through the Texas Congress authorized a commission to inspect the town of Waterloo for the
site of a permanent capital.

In October, IS39, the national oflices of the Republic of Texas were moved to the City, and in
IS39 the City was designated as the permanent capital of the State of Texas. The new capital city
was called Austin because Stephen F. Austin had previously established a colony here. The City
was officially incorporated m December,1839. As the State capital, the City is headquarters for all
legislative, executive, and state agencies, judicial operations and administrative offices. The City is
also the county seat of Travis County.

The average normal temperature in Austin is 68.3 with a normal range in winter of 42 62 and in
summer from 73-94. Austin is blessed with 300 annual days of sunshine and only 24 annual days
with temperatures below freezing. Average annual rainfall is 12.49 inches. The altitude is 155 feet
beside Town Lake and 1,000 feet in the hills of Northwest Austin.

Population

The City's metropolitan area in 1950 had a population of 514,757 as estimated by the City's
Chamber of Commerce.

The following table presents population trends of the City, the State ar.d the United States
since 1940.

Aust n Texas United Stat, si

Percentage Percentage Ferrentage
Year Popubtion Chance Popuktian Change Pop bt%n Change

1940 S7,930 + 65.5% 6,414,524 + 10.17c 132,165,000 +0.7%
1950 132,459 + 50.6 7,711.194 + 20.2 151,326,000 +1.4
1960 IS6,545 + 40.9 0,579,677 + 24.2 179,323,000 + 1.7
1970 253,539 + 35.9 1?,196,730 + 1.s o.03,212,000 + 1.3

1975 302,500(a) + 1.7 12.237,000 + 1.8 '13,051,000 + 0.0
1976 30S,0S7(a) + 2.1 12,4S7,000 + 2.0 214,669,000 + 0.8
1977 321,900(a) + 4.2 12,603.908 + 1.0 216,3S3.000 +0.8
1978 332.056(a) + 3.0 12,917,534 + 2.4 218,059,000 + 0.8

1979 311,5Gl(a) + 2.8 13,427,500 + 3.9 219.500,000 + 0.7
1950 345,109 + 1.1 N.A. 222,110,000 +1.2

SornCE: United States Department of Commerce, Bureau of the Census

(a) Department of Planning'. City of Austin estimates.

H-1

a



.

i

Industry and Business j

There are approximately 500 manufacturing firms in the City supporting payrolls of over $290
million annually. Over $315 million annual value is added by manufactured products. -

Industries of long- standing include Elcin Butler Brick Company, in Austin since 1S73, the
50-year-old Adams Extract Company and llart Graphics and Ogee Centers, Inc. (formerly The
Steck Company), printers, organized 1912. The largest companies in the Austin S5tSA are Glastron
Boat Company, International Business hiachines, Inc., Texas Instruments, Tracor, Inc., Woodward,
Inc., and hf otorola, Inc.

IBh! Austin is an information systems division location and is responsible for developing and
manufacturing o$ce systems, application terminal systems, data entry systems, and circuit packaging.
Operations began in 1967 with a work force of approximately 300 which has grown to a present level
of approximately 5,000 e npbyees. Expansion completed in 19. . provides 2.4 million square feet of
manufacturing and development space. IBhl is constracting a new building to house its circuit
packaging operations. Expected to be completed in early 19S1, the facility will provide space for
increased production of electronic circuits used in 1851 text- and word-processing equipment.

Texas Instruments Inc., located on a 466-acre site eleven miles northwest of the Texas State
Capitol, employs approximately 1,200. Current expansion is underway to create additicaal capacity.
hiotorola, Inc. began production in a major integrated circuit assembly plant in 1974. Current em-
ployment is about 4,000, and long range plans anticipate an eventual total of around 6,000. Tracor,
Inc. is also located within Austin's city limits. The physical plant facilities cover 450,000 square feet
situated on 100 acres. This high tecimology electrical equipment company employs approximately
1,700. Industries located in Austin also include mctals, chemicals, petroleum, printing supplies, candy,
ironworks, aluminum, caskets, aircraft equipment, leather, clothing, concrete, boots, pipeline construc-
tion, castings, foods, fishing supplies, air conditioning, furniture, valve manufacturing, nuclear and
scientific research, boat manufacturing and plastics.

Austin is the State Capital of Texas. Located here are over 120 state and 62 federal agencies
with aggregate annual salaries over $1 billion.

Austin is an association center. Ikgional as well as 259 state and national oEces are located
in the City. Proximity to State oSces and a central State h> cation are factors which encourage asso-
ciation companies to locate their headquarters in the City.

Austin is third in the State in number of conventions held and delegates attending. During 1979,
1.001 conventions were held and drew over 251,225 delegates who spent more than $27.2 million in
Austin. Tourism and the visitor industry now bring in .nore than $165 million annually into Austin's
economy.

The City Coliseum, with 6,900 square feet of floor space, will seat gatherings of 4,000 people.
The $3.5 million Auditorium has 110,000 square feet of floor space, and has facilities to seat 5,518

'

people, or exhibit space covering 50,000 square feet. Alore than an estimated $21.6 million was placed
in Austin's ever expanding income. The tourism industry now exceeds $165 million annually. Austin
is the shopping center for a 20-county trade area, with a population of over 911,056 with an annual
buying income of over $5.5 billion.

Bergstrom Air Force Base, headquarters of the 12th Air Force, is a major installation. Afore than
6.100 personnel are stationed at this installation bringing in SSS.5 million into Austin's economy.

Employment Characteristics

As of August 31,19S0, the Austin Nietropolitan area had 10.500 unemployed out of a total
labor force of 257,750 for an actual rate of 4.1rc, compared to 5.5Cc for the State and 7.57c for the
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.R. United States. The following tables set forth employment by type and broad industrial sources for the '
ycars indicated, for the Austin ShtSA:

- EMPLOYMENT CLASSIFICATIONS IN THE AUSTIN
METROPOLITAN STATISTICAL AREA (a) Fehnury

Industrial ClassiScation 1974 1975 1976 1977 1978 1979 19S0 1981
-

hianufacturing 14,850 15,300 17,200 -22,750 25,850 2S,850 30,550 30,550
5 ..................

Durable Goods . . . . . . . . . . . . . . . . 10,550 10,850 12,600 16,950 19,950 ' 22,750 24,250' 24,350
; Non-Durable Goods . . . . . . . . . . . . 4,300 4,450 4,600 : 5/'00 5,900 6,100 6,300 6,200

Covernrnent 62,900 67,000 69,000 73,800 ' 76,500 79,650 80,950 - 83,650'........ ...........

Federal 6,800 7.300 ",700 7,900 8,150 8,350 - 7,S50 9.550. ............... ...

State ...... ... ... .... 40,250 42,750 44,050 45,250 45,900 47,300 47,200 49,150
...

...... . 15,850 16,950 .17,250 . 20.650 22,450 24,000 25,900 24,950Local . . .
Trade 32.550 35,100' .35,850 41,950 45,700 48,700 48,400 51,650 ;

.. . ... .... ... ........

Wholesale 4,750 5,150 5,250 6,250 7,100 7,400 7,400 8,450 l
4 .. ........ .

Retail . . . . . . . . . . . . . . . . . . 27,800 29,950 30.600 35,700 38,600 41,300 41,000 - 43,200
i

' 34,300 ~ 33,800 37,600 44,400 49,000 52,S50 54.650 42,800 'Services . ........ ........

Business and Personal . . . . ... . 10,550 11,300 12,350 14,300 '15,928 17,358 18200' 17,300
Afedical and Professional . . . . . . . 14,400 15,000 15,750 18,200 20,272 22,092 22,750 25,500-

Finance, Insurance and
i Real F. state . , 9.350 ' 9,500 9,700 11,900 - 12,800 13,400 13,700 14,450

.... ... ...

Contract Construction . .. 11,300 9,600 S,750 11,330 12,550 13,100 ' 13,300 13,700
.... ..

- 7,200 7,150
.

Transportation and Utilities . . . . . . . 5,500 5,500 5,550 6,200 6fiou 7,050~
1,100 000

! Afining and Agriculture . . . .. . .. 300 450 500 450 550 550
t

Totals 161,750 168,750 174,650 200,900 216,750 230,750 236,150 244,550

||
.. . ........ ..... .....

Soract: Texas Employment Commission. All data are calendar year averages and - by place of
employment.-

(a) Austin ShtSA includes Travis and llays Counties.

Agriculture and Natural Resources

The ten counties in the area surrounding Austin, which is primarily agricultural country, combine -'

_

I farm and livestock industries grossing in excess of $55 million annually Chief crops are cotton, corn

]
and small grains. Turkey and poultry production has become increasingly important.

There are extensive deposits of limestone just outside the City. This supply of raw material con-

; tributed to the development of an industry of national recognition in 1928, when Texas Quarries wa:
' organized and started production of Cordova Shell and Cordova Cream limestone as building material.

Granite hiountain, near hlarble Falls (some 50 miles from Austin), together with other sources,
furnished the Sunset Red granite used in the Texas State Capitol Building and other state buildings.

,

| Another natural resource of the Austin Ilills is native cedar. Clays and tales exist in commercial
j- quantity for use as insecticide carriers, tile manufacturing and dinnerware.
!
| Transportation
1

Rail facilities are furnished by the hiissouri. Kansas-Texas, Missouri Pacific, and Southern Pacific,
j. Amtrak brought passenger trains back to Austin in January,19~3, as one stop on the Mexico City-
p Kansas City route. Air transportation is furnished by Braniff, Texas International. Continental Airways,

Delta, Eagle, Eastern, Southwest, U.S. Air, Chaparral, and American Airlines (June 11,1981) . withi

5S daily arrivals and departures. Bus service is furnished by Greyhound, Continental, Kerrville and. _,

! Arrow, with 45 arrivals and departures per day.

:

!
.
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Growth Indices
Utility Connections Bu2 ding Permits

Federal,
Tele. State and Postal

Year Electric Water Gas phone Tatable Municipal Total Receipts

1970 92,449 72,923 73,631 206,477 $116,352,700 $ 17,877,138 $134,229,838 $12,378,374
1971 99,64S 76,778 74,195 226,700 159,056,589 43,406,6S9 202,463,278 15,385,884
1972 Il0,8S4 79,935 79,318 247,304 204,383,230 35,848,065 240,231,295 17,405,311

1973 115,106 83,767 82,239 268,620 195,418,800 44,245,040 239,663,840 18,592,117

1974 119,423 89,065 S4,3J4 289,723 135,792,100 127,098,561 262,890,661 21,924,804
1975 123,143 91,673 86,470 310,063 93,318,700 54,655,772 147,974,472 24,306,710
1976 124,495 91,900 83,919 335,825 150,073,500 52,881,707 202,918,207 28,123,536
1977 136 S66 98,736 91,9S4 358,698 204.821,520 23,272,911 228,094,431 32,000,000

... . 145,491 101,6S9 95,693 3SO,410 337,333,700 11,S56,812 349,190,512 36,346,7751978 .
1979 . . . 150,211 105,924 99.406 401,956 422,967,800 24,4S7,794 447,455,594 42,494,077
Increase 63% 45% 35% 95% 264% 37 % 233 % 243 %

Sotmcc: Community Profile, compiled by Chamber of Commerce.

Ten-Year Economic Crowth- Austin
1 Year

% Increase % lacrease
1969 1979 1969-1979 1978-1979

Assessed Value of Taxable Property $S96,00r7,140 $3,661,710,150 +309.0 + 5.4
Labor Force 127,300 248,500 + 95.2 + 2.5
Population (City) (as of 4/79) 244,074 341,504 + 39.9 + 3.0
Population (County) (as of 4/79) 3S5,960 409,915 + 43.3 + 3.4
Building Permits 4,613 7,646 + 65.7 + 7.7
Value of Building Permits $150,972,872 $ 447,455,594 + 196.4 + 28.1
hiotor Vehicles 139,823 311,494 +122.7 + 6.6
Water Connections 72,420 105,211 + 46.3 + 4.3
Electric Connections 92,239 150,211 + 62.8 + 8.0
Cas Connections 71,064 99,406 + 40.0 + 3.9
Telephone Connections 190,234 401,956 + 111.3 + 5.7
Bank Deposits $676,546,0S2 $2,367,481,000 + 250.0 + 14.3
Postal Receipts S 11,509,740 $ 42,494,077 +269.2 + 16.9
hfanufacturing Employment 11,665 27,950 +139.6 + 5.1
Effective Buying Income (County) $826,S05,000 $2,775,095,000 +235.6 + 27.3
Retail Sales (County) S479,680,000 $1,015,267,000 + 236.7 + 13.0
Air Passengers 536,0S7 1,821,6S9 + 239.8 + 16.7

Education

Ranging from the elementary grades to university graduate study the finest schools are available
in Austin, including The University of Texas, St. Edward's University, IIuston-Tillotson College,
Concordia Lutheran College, St. Stephen's School, Austin Presbyterian Theological Seminary and
Episcopal Theological Seminary of the Southwest.

The City's public school system had a total enrollment of 55,352 in the fall of 19S0. The physical
plant of the system includes seventy-five campus buildings.

Austin Community College, under the auspices of the Austin Independent School District, opened
for classes in September,1973 and now has more than 20,000 students at twenty-six locations.

University of Texas

The University of Texas, the South's leading university, has an enrollment of more than 46,000
(fall,19S0) and ranks fourth in size among the nation's institutions of higher learning,
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The Alain University includes sixteen colleges and schools, a Division of Extension with a state-
wide program, and more than fifty research and public service units. Its facilities are housed in more
than 110 buildings. The more than thirty organized research laboratories at the University include
the Cell Research Institute. Genetics Foundation, Center for Plasma Physics and Thermonuclear
Research, Linguistics Research Center, Applied Research Laboratory, Center for Relativity Theory,
Clayton Foundation Biochemical Institute, Biolocical Sciences Curriculum Study Project, Geo-
magnetics and Electrical Geoscience Research Labe atory, and Electrical Engineering Research
Laboratory.

The University's General Library, with 4,000,000 volumes, is the largest library in the region.

Among points of interest at the University which are open to the public are the Art Afuseum,
Texas Atemorial Niuseum, ilumanities Research Center, the Academic Center, and the Lyndon B.
Johnson Library,

hiemorial Stadium, where the Longhoms play than nome football games, seats 81,000. Opened
in 1974, Disch Falk Baseball Field seats 5,000 and is considered one of the top college baseball
stadiums in the nation. The Special Events Center is used for basketball and other athletic events
and for a variety of cultural and entertainment programs. Seating, depending on tvpe of event, ranges
from 3,000 to IS,000. The Texas Olympic Swimming Center is one of the finest facilities of its kind
in the world.

Banking

The nineteen banks in the City and yar of their establishment are: The American National Bank,
1890; The Austin National Bank,1890; Bank of Austin,1957; The Capital National Bank.1934;
Citizens National Bank,1961; City National Bank,1936; Community National Bank,1968; First State
Bank,1968; University State Bank,1969; North Austin State Bank,1959; Texas State Bank,1915;
Travis Bank and Trust,1969; Chase National Bank,1972; Bank of the Ilills,1972; National Bank
of Texas.1974; Oak 11111 National Bank,1974; National Bank of Commerce,1976; Western National
Bank,1976; Republic National Bank,1977; Security National Bank,1979

Combined Bank Statistics

Year Deposits Year Denmits Year Deposits

1970 $ 785,518,073 1973 . $1,209,602,324 1977 41,355,068,000

1971 966.171,154 1974 1,359,514,955 1978 2,G16,5SO,000

1972 1,115,220,566 1975 1,491,707,000 1979 2,367,481,000

1976 1,594,2S9,813 19S0 2,465,9S4.000

Increase 155 %

Other Information

Austin plays host to a variety of literarv and cultural activities. Among these include: The LBJ
Library, The Elisabet Ney Afuseum, and The O. IIenry hiuseum.

LBJ Library .

The Lyndon b. Johnson Library contains the papers of the 36th President of the U.S. plus exhibits
and memorabilia of the activities and national programs of the 1960's and aspects of LBJ's 40 years
in public service.

Elisabet Ney 3fuseum

Elisabet Ney came to Texas from Germany bringing with her a great scidptor's talent and
achievement. Her studio is preserved in Austin and offers a view of 19th century sctdpture and
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architecture in the working world of this very P 'eresting woman. The City of Austin is engaged in
a major remodeling of the Artists Studio in response to increasing visitor interest.

O. Henry Museum

This Victorian cottage once the home of the famous short story writer has been preserved along
with some of his possessions and 19th century memorabilia since 1934. The home of America's
favorite short story writer has been placed on the Nation.1 Registry of Historic Sites.

Recreational Facilities

Austin abounds in parks and recreational facilities. Some 50 well ec,uipped playgrounds are
scattered throughout the city, in addition to 33 swimming pals, six large park areas and athletic
facilities. The city has set aside 1,142 acres along the scenic hills of Lake Austin for future park
development.

Zilker Park, located on the Colorado River, has 391 acres of tree-shaded groves, complete with
barbecue pits, picnic tables and the famous Barton Springs swimming pool.

Summary

Austin is an especially outstanding location for high technology manufacturing, research, or
administrative operations- combining a right-to-work productive labor supply, the South's largest
and nation's fourth largest University, receptive local governnant, moderate taxes, one of the nation's
lowest urban living costs, exec 11ent airline schedules to the nation's major cities, and superlative living
coni. ions, with clear front-door lakes, see,ic wooded hills, clean air, plus metropolitan entertain-
ment and cultural amenities.

Source: Community Profile, compikd by Chamber of Commerce.
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APPENDIX C .

|- AIONTIILY ELECTRIC RATES

BE IT ORDAINED BY TIIE CITY COUNCIL OF TIIE CITY OF AUSTINi

PART 1. That the monthly rates and charges for sales made and senices rendered by.any part
of the Electric Light and Power Works aiid System of the ity of Austin be, and the same are hereby,
established, levied, fixed and prescribed as follows:

; RESIDENTIAL TYPE SERVICE ~

Aiultiple Fuels

Application: -

This rate'is applicable to electric service required by residential customers in single-family
dwellings, mobile homes, town houses or mdividually metered apartment units when that electricity

,. provided by the City of Austin is used in conjunction with other forms of energy.

This rate is applicable when a portion of a iesidence or household unit is used for nonresidential
! - purposes only as defined by subsectian 45-16.1(i) of the Austin City Ccdc.

This rate is further applicable to any church, synagogue or other phlic place which is used
primarily for the purpose of conducting group religious worship senices. This rate is not applicable -
for senice to any dormitory, school, lodge, gynmasium, meeting hall or any other indoer or outdoor,

facility except such faciiity which is used primarily for group religious worship senices.
_

Electric senice of one standard character will be delivered to one point on customer's premises.

j and measured through one meter.
.

Character of Service:
'

Alternating current, 60 cycles.~ single phase, (or three phase) service in accordance with the -
installation Rules and Standards for Electric Service prescribed by the City of Austin from time to
time.

,

!

Rate (E01 and E02):
Winter . Summer

BMing 5fonths of Billing 5fonths of.

! November through April 5 fay through October

[: Customer Charge $3.25 $3.25

| Energy Charge .90c per KWII all KWII .:n ner KWII all KWII* *

'

Capacity Charge NONE 2.20 per KWII all KWII

* Plus an adjustment for fuel cost calculated according to the formula' set forth in Part 2 of this
ordinance. -

RESIDENTIAL TYPE SERVICE

t Single Fuel

Application: ,

| This rate is applicable to electric service required by residential customers in sing!3 family-
[ . dwellings, mobile homes, town houses or individually metered apartment units when that electricity _ ,

~

provided by the City of Austin is the only source of energy used on the premises.

; '

s
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This rate is applicable when a portion of a residence or household unit is used for non-residential
purposes only as defined by subsection 45-161(i) of the Austin City Code.

This cate is further applicable to any church, synagogue or other public place which is used for
the parpose of conducting group religious worship senices. This rate is not applicable for senice to any
dormitory, school, lodge, gymnasium, meeting hall or any other indoor or outdoor facility except
such facility which is used primarily by the public for group religious worship senices.

Individually metered apartment imits must contain an individual air conditioning system, heating
system and water heater which serves only that apartment.

A gas meter, butwe tank or other fixed fuel source available to supply the customer's premises
would disqualify the residence from this rate until such source is removed.

Use of a portable gas supply for use only veith gas grills or gas staited fireplaces would not
disqualify a customer from this rate.

Electric senice of one standard character is delivered to one point of senice on the customer's
premises and is measured through one meter.'

Character of Service:

Alternating current, 00 cycles, single phase, (or three phase) service in accordance with the
Installation Rules and Standards for Electric Senice prescribed by the City of Austin from time to
time.

Rate (E03 and EN):
W inter Summer

Billing Stonths of Billing 5fonths of
November through April Stay through October

Customer Charge $3.75 $3.75

Energy Charge .S5e per KWII all KWII .85c per KWII all KWII* *

Capacity Charge NONE 1.9c per KWII all KWII

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

GENERAL SERVICE

Afultiple Fuels

Application:

This rate is applicable to electric service required by any customer to whom no other specific
rate applies and when the electricity provided by the City of Austin is used in conjunction with other
forms of energy.

Electric senice of one standard character will be delivered to one point of senice on the
customer's premises and is measured through one meter.

Character of Sercice: *

Alternating current, 60 cycles, single phase or three phase in accordance with the Installation
Rules and Standards for Electric Service prescribed by the City of Austin from time to time.

Rate (E07 and E08):

Applicable to a customer whose demand for power meets or exceeds 30 kilowatts per month for

| any two months within the most recent six summer billing months and whose KWII billed in any
i
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month within the last twelve (12) months exceeded 10.000 KW'I or as determined by the City of
Austin. This rate shall be applied for a term of not less than one (1) year (twelve months) following
the month in which both criteria were met. If a customer has made significant changes in his con-
nected load which would prevent that customer from meeting or exceeding 30 kilowatts in any
summer billing month and if such change has been certified by the Electrie Utility, the City of
Austin may waive the one year requirement. <

Winter Semmer
Billing 5fonths of Billing Ntonths of

November through Apn1 Niar through October

Customer Charge "$100 "$100
Erergy Charge * 1.63e per KWil all KWII * 1.63e per KWII at: KWil
Capacity Charge $3.50 per KW all KW SLIO per KW all KW

The kilowatt (KW) for the current billing month shall be the maximum indicated or recorded
by metering equipment installed by the City of Austin. When the power factor is less than S3Cc,
kilowatt (KW) shall be determined by multiplying the indicated KW by S57c and dividing by such
lower peak power factor.

Rate (E05 and E06):

Applicable to a customer whose demand for power does not meet or exceed 30 kilowatts per
month for any two months within the most recent six smnmer billing months and whose KWII billed
does not exceed 10,000 KWil in any month within the last twelve (12) months or as determined by
the City of Austin.

Winter St mmer
Billing Afonths of Bill;ng Afonths of

Nmember through April Afay through October

Customer Charge "$100 "$100
Energy Charge * 1.63c per KWII all KWII * 1.63c per KWil all KWII
Capacity Charge NONE 2.2e per KWil all KWil

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

" Plus an additional $1100 per month for customers whose KWil billed in any month within the
last 12 months exceeded 10,000 KWII.

GENERAL SERVICE

Singic Fuel

Application:

This rate is applicable to electric service required by any customer to whom no other specific
rate applies and where the c!cetricity provided by the City of Austin is the only source of energy
used on the premises. The primary use o.' this energy must be for space comfort conditioning.

Electric service of one standard character will be delivered to one point of service on the
customer's premises and is measured through one meter.

Character of Service:

Alternating current, 60 cycles, single phase or three phase in accordance with the Installation
Rules and Standards for Electric Service prescribed by the City of Austin from time to time.
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Rate (Ell and E12):

Applicable to a customer whose demand for power meets or exceeds 30 kilowatts per month for
any two months within the most recent six summer billing months and whose KWII billed exceeds
10,000 KWII in any month within the last twelve (12) months or as determined by the City of
Austin. This rate shall be applied for a term of not less than one year (twelve months) following
the month in which both criteria were met, if a customer has made significant changes in his connect-
ed load which would prevent that customer from meeting or exceeding 30 kilowatts in any summer
billing month and if such change has been certified by the Electric Utility, the City of Austin may
waive the one year requirement.

Winter Summer
Billing Afonths of Billing 5fonths of

November through April Sta, through Octo:wr

Customer Charge "$63) "$6.50
Energy Charge * 1.65c per KWII all KWII If>5e per KWil all KWII*

Capacity Charge $2.20 per KW all KW $5.20 per KW all KW

The kilowatt (KW) for the current billing month shall be the maximum indicated, or recorded
by metering equipment installed by the City of Austin. When the power factor is less than S57c,
kilowatt (KW) shall be determined by multiplying the indicated KW by $57c and dividing by such
lower peak power factor.

Ratc (E09 and E10):

Applicable to a customer whose demand for power does not meet or exceed 30 kilowatts per
month for any two months within the most recent six summer billing months and whose KWil billed
does not exceed 10,000 KWil in any month within the last twelve (12) months or as determined by
the City of Austin.

Winter Summer
Billing 5fonths of Billing 5fonths of

' November through April Stay through October

Customer Charge " 56.50 "S63)
Energy Charge * 1.65c per KWil all KWII 1.65c per KWil all KWII*

Capacity Charge NONE 2.2c per KWil all KWr

*Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

"Plus an additional $15.00 per month for customers whose KWil billed any month within the last
12 months exceeded 10,000 KWII.

PRIMARY SERVICE

Multiple Fuels

Application:

This rate is applicable to electric ser ice required by any customer who receives service at 12,500
volts or higher and whose demand for power does not meet or exceed 3,000 kilowatts for any two
months within the previous twelve months.

This customer shall furnish, install, own, maintain and operate all facilities and equipment on the
customer's side of the point of delivery.

The electric service provided by the City of Austin is used in conjunction with other forms of
energy.
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Electric senice of one standard character will be delivered to one point on the customer's
premises and measured through one meter.

Character of Sercice:

Alternating current, 60 cycles, three phase 12.500 volts er higher in accordance with the
Instahation Rules and Standards for Electric Senice prescribed by the City of Austin from time to
time.

Rate (E13):

Winter Summer
Billing 5fonths of Billing 51onths of

Nmember throuch April Stav through Oitnher

Customer Charge $130.00 $130.00
Energy Clurce 1.55e per KWil all KWil 1.55e per KWil all KWil* *

Capacity Charge $ 3.~0 per KW all KW $ 4.10 per KW all KW

The kilowatt (KW) for the current billing month shall be the maximum indicated or recorded by
metering equipment installed by the City of Austin. When the power factor is less than S55, kilowatt
(KW) shall be determined by multiplying the indicated KW by 85% and dividing by such lower peak
power factor.

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

PRINIARY SERVICE

Single Fuel

Application:

This rate is applicable to electric senice required by any customer who receives senice at 12.500
volts or hither and whose demand for power does not meet or exceed 3,000 kilowatts for any two
months within the previous twc!ve months.

The electric service prosided by the City of Austin must be the only source of energy used on the
premises.

This customer shall furnish, install, own, maintain and operate all facilities and equipment on the
customer's side of the point of delivery.

Electric senice of one standard character will be delivered to one point on the customer's
premises and measured through one meter.

Character of Scrtice:

Alternating current, 60 cycles, three phase, 12,500 volts or hicher in accordance with the
Installation Rules and Standards for Electric Senice prescribed by the City of Austin from time to
time.

Rate (E14):
Winter Summer

Billing 5fonths of Billing 5fonths of
Nmember through April 5f av through Oc tober

Customer Charge $130 00 $130.00
Energy Charce IJuc per KWII all KWil II25e per KWII all KWII* *

Capacity Charge $ 2.20 per KW all KW $ 5.10 per KW all KW
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The kilowatt.(KW) for the current billing month shall be the maximum indicated or recorded
by metering equipment installed by the City of Austin. When the power factor is less than S5Te,
-kilowatt (KW) shall be determined by multiplying the indicated KW by 85To and dividing by such
' lower peak power factor.

~* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

LARGE PRIhfARY SERVICE

Application:

This rate is applicable to electric service reqmred by any customer, except the Texas State
Capitol Complex. who receives senice at 12,500 volts or higher and whose demand for power meets
or exceeds 3,000 kilowatts for any two months within the previous tweive months.

The customer shall furnish, install, own, maintain and operate all facilities and equipment on the
customer's side of the point of delivery.

This rate shall be applied for a term of not less than one year (twelve months).

Electric senice of one standard character will be delivered to one point of service on the cus-
tomer's premises and is measured through one meter.

Character of Service:

Alternating current, 60 cycles, three phase,12,500 volts or higher in accordance with the In-
stallation Rules and Standards for Electric Service prescribed by the City of Austin from time to
time.

Rate (E15):

Winter Summer
Billing Afonths of - Billing Stonths of

November through 6~il Nfav through October

Customer Charge $350.00 $350.00
Energy Clw cc 1.45c per KWII all KWII 1.45c per KWII all KWII* *

$3.50 per KW all KW $5.10 per KW all KWCapacity Ch. -

The kilowatt (KW) for the current billing month shall be the maximum indicated or recorded
by metering equipment installed by the City of Austin. When the power factor is less than 857c,
kilowatt (KW) shall be deternsed by multiplying the indicated KW by 857o and dividing by such
lower peak power factor.

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

LARGE PRIhfARY SERVICE -

State Capitol Complex

Application:

This rate is applicable to electric service required by the Texas State Capitol Complex, which
receives service at 12,500 volts or higher and whose demand for power meets or exceeds 3,000 kilo-
watts for any two months within the previous twelve months.

The customer shall furnish, install, own, maintain and operate all facilities and equipment on the
customer's side of the point of delivery.
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This rate shall be applied for a term of not less than one year (twelve months).

Electric service of one standard character will be delivered to one poiia of service on the
customer's premises and is measured through one meter.

Character of Scrcice:

Alternating current, 60 cycles, three phase,12,500 volts or higher in accordance with the In-
stallation Rules and Standards for Ekttric Senice prescribed by the City of Austin from time to time.

Rate (E21):
Winter Summer

Billing 5fonths of Billing Afonths of
Nosember through April 3 fay through October

Customer Charge $350.00 $350.00
Energy Charge 1.45c per KWII all KWil 1.15c per KWII all KWil*

Capacity Charge $2.50 per KW all KW $1.00 per KW all KW

The kilowatt (KW) for the current billing month shall be the maximum indicated or recorded
by metering equipment installed by the City of Austin. When the power factor is ' <s than 859,
kilowatt (KW) shall be determined by multiplying the indicated KW by 55"c and dniding by such
lower peak power factor.4

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

WATER AND WASTEWATER

Application:

This rate is applicable to all electric service required for the operation of water pumping and
sewage disposal systems oned, operated and maintained by the City of Austin.

Character of Service:

Alternating current, single phase or three phase, in accordance with the installation Rules and
Standards for Electric Service prescribed by the City of Austin from time to time.

>

| Rate (E16):
! Winter Summer

Eilling Afonths of Billing 5fonths of
November through April Stay through October

| Customer Charge $25.00 $25.(X)

l Energy Charge .00c per KWII all KWil .90c per KWII all KWII* *

Capacity Charge NONE 1.69 per KWII all KWII

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

I STREET LIGHTING AND TRAFFIC SIGNALS

Application:

This rate is applicable to all chttri senice for the illumination and operation of traffic signals
on all dedicated public streets, hichways and expressways or thoroughfares within the city limits

,

| of Austin operated and maintained by the City of Austin.

| C-7
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Character of Scrtice:

Alternating current,60 cycles, single phase.

Rate (EIS):

Winter Summer
Billing Afonths of Billing Sionths of

November through April Nfay through October

Customer Charge $63,500.00 per Account $68,5002 per Account
Energy Charge 'l.0c per KWII all KWil *l.0 e per KWil all KWil
Capacity Charge NONE .50e per KWII all KWil

* Plus an adjustment for fuel cost calculated accourng to the formula set forth in Part 2 of this
ordinance.

OTIIER CITY

Application

This rate is applicable to all electrie senice required for municipal buildings, parks and other
municipally owned and operated establishments within the City of Austin.

Character of Sercice:
'

Alternating current,60 cycles, single phase or three phase in accordance with Installation Rules
and Standards for Electric Service prescribed by the City of Austin from time to time.

Rate (E17 and E19):

Winter Summer
Billing Afonths of Billing Afonths of

November through April Afay through October

Customer Charge -$10.00 per meter $10.00 per meter
Energy Charge .90c per KWil all KWII .99 per KWII all KWII* *

Capacity Charge NONE 1.3 e per KWII all KWII
'

* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this
ordinance.

NICIITWATCIDIAN:

Application:

Applicable to private outdoor overhead lighting installed, owned, operated, and maintained by
the City of Austin.

Rate (ENW):

Winter Summer
Billing Afonths of Billing Afonths of

November through April % fay through October

Customer Charge "$3.30 per Light "$3.30 per Light
Energy Charge * 1.0c per KWII all KWII * 1.0e per KWII all KWil
Demand Charge NONE .50c per KWII all KWII

|
* Plus an adjustment for fuel cost calculated according to the formula set forth in Part 2 of this

ordinance.

" Plus $1.50 per month, per pole, for all poles.,

I
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PART 2. The fuel clause adjustment provided for in this ordinance shall be calculated according
,

to the following formula:

FUEL CIIARGE

Application:

j Applicable to all City of Austin electric rates for which a fuel charge is prescribed.
!

Fuel Charge Formula:

The fuel charge can be expressed by the following formula:

A
Fuel Cost / KWII = +

Where F is the estimated cost of fuels, including refunds and the cost or revenues of purchased
or sold power for the calendar month

S is the estinnted sales of KWII for the month
E is the actual cost of fuels, including refunds and the cost of revenues of purchased

or sold electric energy for the second preceding calendar month
A is the actual cost recmered in the second preceding calendar month.

The fuel charge formula is intended to recover the actual cost of fuel adjusted for any purchase
or sale of electrical energy. The intent is to avoid any mer - or under - recovery of costs associated
with fuel.

PART 3. Bills computed under this ordinance are due when rendered. Each bill shall have set4

forth thereon a date falling between twenty-seven and twenty-nine days after the date of the bill.
Bills paid after the specified date shall have added thereto a penalty equal to five percent (5%) of

'

the bill. ,

PART 4. The rates and charges provided for in this ordinance shall become effective on all
bills rendered on or after May 1,1931.

PART 5. Service rendered under this rate ordinance shall be provided pursuant to the rules and
i- regulations passed by the City Council which were effective on April 1,1978, and amended on

October 9,1978, which are hereby expressly ratified and which is attached hereto as Exhibit "A" and
incorporated by reference herein, and pursuant to such further rules and regulations prescribed by
the City of Austin from time to time.

PART G. The single fuel rates listed above for all classes of service are to be merged with the
multiple Stel rates in the applicable class of service. This merger is to be completed on or by April 1,
1983.

,

| PART 7. The Electric Utility Account " Recoverable Fuel Costs" as of April 1,19S0 shall be
i adjusted as follows:

(a) The balance of the "Reemerable Fuel Costs" account that has not been billed to
customers as of April 1,1950, shall be reduced by the balnee as of April 1,1950 in the Electrici

Utility Account " Contingent Fuel Cost Adjustment Beserve" which was established pursuant'

to Ordinance 73011S-C.
;

i (b) A new Electric Utility Account "LoVaca/Valero Securities Trust lovestment" shall be
I established. The value of thi, account shall be recorded as the t alue of the assets in the LoVaca/
' Valero Securities Trust held by Mercantile National Bank of Dallas, Texas (Trustee), as of April 1,

1950 multiplied by the City of Austin's percentage share in the components of the LoVaca/Valero
Securities Trust. The balance remaining in the " Recoverable Fuel Costs" account after the calcu-
lation in Part 7(a) shall be reduced as of April 1,1950 by the amount in the "LoVaca/ Valere
Securities Trust Investment" account.

C-9
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(c) If after the calculations in Part 7(a) and Part 7(b), there is a balance remaining in the
" Recoverable Fuci Costs" account as of April 1,19S0, then this balance shall be recoverable from
future revenue of the Electric Utility Syst(m prior to December 31,19SS, by a surcharge in the
fuel adjustment portion of the customers' bills from April 1,1950 to December 31,19sS. This
surchar;;c shall be calculated by dividing the balance in the "llecoverable Fuel Costs" account
by the projected kilowatt hours to be billed over the remaining months ending December 31,195S.
This calculation shall be adjusted annually as of April 1 of each year to account for differences in
projected kilowatt hour billings and actual kilowatt hour billings. If the amount to be billed after "

such calculations is less than .003 cents a kilowatt hour, then no charge shall be made to customers
until the twelve months beginning April 1,19SS.

(d) If after the calculations in Part 7(a) and Part 7(b), there is no balance in the " Recover-
able Fuel Costs" account as of April 1,1950, then only after distributions received by the City of
Austin from the leVaca/Valero Securities Trust equal the amount recorded in the "LoVaca/Valem
Securitics Trust Investment" accoimt on April 1,1950, then the City of Austin shall rebate to rate-
payers such amounts in excess of the "leVaca/Valero Securities Trust Investment" account. Such
rebates shall be made to ratepayers connected at the time such rebates are made. The rebates
shall be distributed o er the next twelve (12) month period beginning April 1 following the receipt
by the City of Austin of the distribution from the Securities Trust Trustee. The rebates shall be
calculated by dividing the amount to be distributed by the projected kilowatt hours to be billed
over the twelve (12) month period of the rebate. The rebate shall be in the form of a credit to
the fuel adjustment calculation.

(e) The City of Austin shall credit against the "leVaca/Valero Securities Trust Investment"
account the annual distributions from the Trustee. At such time that the distributions equal the
value of the LoVaca/Valero Securities Trust Imestment Account balance, then any distribution
in excess of that amount shall be used Grst to reduce the remaining balance in the " Recoverable
Fuel Costs" account. If there is no balance in the " Recoverable Fuel Costs" account, then the
distribution from the Trustee shall be rebated to ratepayers connected at the time such rebates
are made and shall be made over a twelve (12) month period beginning April 1 following the
receipt by the City of Austin of the distribution fmm the Securities Trust Trustee. The rebates shall
be calculated by dividing the amoimt a be distributed by the projected kilowatt hours to be
billed over the twelve (12) month peiod of the rebate. The rebate shall be in the form of a credit
to the fuel adjustment calculation.

PART 8. Hat all ordinances, resolutions,'and orders heretofore passed, adopted, and made, or any
part of same, affecting rates and charges for sales made or services rendered by the Electric Light
and Power Works and System of the City of Austin, which are in conflict with this ordinance, shall be,
and the same are hereby, in all things repealed.

PART 9. The paragraphs, sentences and clauses of this ordinance are severable and should any
paragraph, sentence, phrase, or section of this ordinance be declared unconstitutional by the lawful
decree of any court of competent jurisdiction, such unconstitutionality shall not afIect the remaining
paragraphs, sentences, phrases, or sections of this ordinance.

PART 10. His ordinance shall become effective ten (10) days following the date of its passage'

as provided by the Charter of the City of Austin.

i
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APPENDIX D

MONTIILY WATER AND SEWER RATES

Effective October 1,1950, the Austin City Council raised all water and sewer rates 5.5%.
This increase is relle:ted in the rates below.

.

BE IT ORDAINED BY TIIE CITY COUNCIL OF Tile CITY OF AUSTIN:

PART 1. That the monthly rates and charges for sales made or senices rendered by the Water
System and the Wastewater System of the City of Austin are hereby established, levied, fixed and
prescribed as follows:

A. Water Rates- Application: These rates are applicable. to all sales or senice of water within
and outside the corporate limits of the City of Austin.

Rate per I.000 salbe.s
Inside Outside

hionthly Water Use City City

gallons S 8

First 2,000 Minimum Charge

Next 28,000 0.91 1.30

Next 970,000 0.75 .1.12

All over 1,000,000 0.75 1.12

B. Water-3finimum Afonthhj Charge- Application: These rates are applicable to all sales or
service for the first 2,000 gallons or less montl.!y.

Afinimum Afonthh; Charge: For the first 2,000 gallons or less monthly.

Inside Outside
Afeter Sire City - City

$inches 8 -

% 2.75 4.13

% 3.03 4.55

1 3.99 5.9S

1% 4.40 6.60

1% 5.23 7.85

2 7.71 I1.56

3 24.76 37.15

4 30.27 45.41

6 46.78 70.17

8 or larger 63.29 91.93

C. Pricate Fire Protection Charges- Applicaffon: Charges on an annual basis for private fire
protection senice based on the size.of the senice are as follows:

Private Fire Protection Charges:
Annual Charge

Size of Inside Outside
Service City City

inches s. s

4 57.51 87.04

6
-

127.41 191.06

8 226.92 340.37

10 or over 354.36 53151
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D. In-City-Wasteira:er Screicc Charges- Application: These rates are applicab!e (1) to all
customers within the corporate limits of the City of Austin whose premises are connected to the
wastewater sewer service of the City of Austin and who have metered water connections, and (2) to
all water customers whose premises are not connected to the wastewater sewer senice of the City
of Austin if wastewater senice has been made available to the customer for a period of time

'

exceeding three years.

Afonthly Water Use
gallons

First 2,000 Sfinimum charge $3.17 per month
Next 2S,000 @ $0.59 per 1,000 gallons
Next 970,000 g $0.62 per 1,000 gallons
All over 1,000,000 @ $0.62 per 1,000 gallons

E. Out of City-Wastescater Sercice Charges- Application: These charges are applicabic to
wastewater service customers outside the corporate limits of the City of Austin which have metered
water connections:

Afonthly Water Use

gallons

Fir * 2,000 Minimum charge $4.75 per month
Next 28,000 @ $1.33 per 1,000 gallons
Next 970,000 @ $0.93 per 1,000 gallons
All over 1,000,000 @ $0.93 per 1,000 gallons

F. Methods of Computation- Application: Computations outlined herein are applicable to the
rates specified in D and E above. Bills will be computed on the basis of average use for December,
January and February billing periods, or the current month for March through November bills,
whichever is less. Charges based on average use would be billed each month throughout the year,
unless water use for that month is less than the computed average. hieasured sewage volume,
acceptable to the City, may aho be used as a basis of determining volume.

Where residential accounts do not have an acceptable history of winter water use, charges for the
period Nfarch through November shall be billed on the current month's water usage, or a charge
based on a water usage of 7,000 gallons per month, whichever is less.

Where accounts other than residenthi do not have an acceptable history of winter water use,
charges for the period March through November shall be based on monthly water use unless sewage
volume can be determined.

G. Wastewater service shall be subject to the provisions of the City of Austin Industrial Waste
Ordinance and any conflict between this rate ordinance and the Industrial Waste Ordinance shall
be resolved in favor of the Industrial Waste Ordinance.

PART 2. The rates and charges provided for in this ordinance shall become effective on all bills
rendered on or after October 1,1979.

PART 3. Bills computed under this ordinance are due when rendered. Each bill shall have set
forth thereon a date falling between twenty-seven and twenty-nine days after the date of the bill.
Bills paid after the specified date shall have added thereto a penalty equal to five percent (57o)
of the bill. Provided, however, this provision shall become effective on all bills rendered after
October 1,1979.
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