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' entral Power and Light Company supplies electric service
’ 10 & 44.000-square-mile area that reaches into ¢
counties of South Texas. The Company s a subsidiary of
Central and South West Corporation, a registered holding company.
Al the end of 1989, Central Power and Light Company served
549,301 customers in 220 communities and the surrounding area
The Company also supplies, at wholesale, a part or ali of the electric
requirements of five rural electric cooperatives and two municipal
electric systems. The territory served by the Company has a
nopulation of approximately 1.9 million. Principal executive offices
are located at 539 N. Carancabwa Street, Corpus Christi, Texas.
Telephone: (512) 8815300

@ Eagle Pass Station



Financial Summary

i N'll D‘H«' I\I' I.DI u »MM\'
SUMMARY OF FINANCIAL AND OPERATING STATISTICS

190 % CHANGE

FINANCIAL STATISTICS (Thousands)

Operating Revenues $ RI6,585 $ 790,432

Fu | and Purchased Power 336,380 3,629

Other Operating Expenses 233,128 250,016
Taxes, Other Than h-(ﬁ ral Income 43,196 45,430
Federal Income Taxes 62,275 28,979
Operating Income 161,606 122,378
Net Income 147,781 156,819

OPERATING STATISTICS

Kilowatt-hour Sales (Thousands) 15,306,774 14,617,583

System Maximum Demand (Kilowatts) 3,145,000 3,013,000

Electric Customers (Year-end) 549,301 539, 896

Average Kilowatt-hour Sales Per Residential Customer 11,462 10,925

Average Resdential Rate Per Kilowatt-hout 5.93¢ 5.97¢

About the Cover Contents

The 1989 Central Power and Light

CPL System Map

Financial Summan

Presidents’ Lete

Operaiing Re

CUustomer Se. e Programs
Building Basic Economic Strength
Rare Case Settlement

Company Anuaal Report cover leatures
the South Texas Prowect Electric
Generating Station Texas hiest fully
perating nuclear power plant will give
the Company a diverse and stable fuel
supply wotl into the next mil'  jum

Settlement of CPLS rate case will allow it Powering South Texas' Future

Marketing to Meet Needs
Ethicient, Effective Results
Envitonmental Awareness
Forecasting Fuel Needs

A Foundation for Excellence
Directors and Officers

O concentrate on what 1t does hest
provide reliable electric service at the
lowest reasonable rute. As the ( OMpxny
faces the "New Horizons ™ of the 1990
it realizes that many new ssues e
aheadd Fortunately, it can draw on
nearly three-quarters of a century of Financial Review
expenence to lace with confidence the Financial Statements
dawning of a new era Notes to Financial Staternent

Selected Financial Data

Management s Discussion and

Analysis

Comparative Statistical Reeord

Charts

Shareholder and Investor

Information




-
o
-—
2
~

\
HE

SML‘]

Pre




! Good lences may make good neighbors, but we are tearing down harmiers between ourselves
and these we serve (6 build a stronger relaonship. We smplemented several customer semice
programs i H9 wmed a helping disacvantaged South Texans. Our involvement in the adul
3 lteracy campaign Abso expanded during the past vear

The vital resource in serving customers is the CAL emplovee 1t is essential that even
emplovee convey our commitment 1o superior customer service. We are continuing 1o emphasize
§ training as & means of instilling this philosaphy and will continue emphasizing superior service in
o our daily activities. Our sucoess rests with our ability 10 view ourselves as the customers ser us

A positive image will hetp retain customens in an increasingly competitive market while limiting
inevible criticism when rates rise In McAllen the city government has expressed an interest in
buying o facilities (o creae 0 municipal system. It is our strong belief that this effort would not
d  bestserve the customers in thie area, and we will resist any loss of our customer base. CPL has
served South Texas for almeet 5 years. We hase. the expentise and resousces ihat could not be
purchased in o systemn takeover

W can assure all our customers of just and reasonable rates, ahich we will RECp competitive
Qur rites consistently have been among the Jowesy of all investor owned electr i companies in
Texas Our proposed rate will he competitive with other utifities in the state

As we look toward the new horizons of the next decade, we fully realize the difficulties that lic
shead The obstacles before us call 10 mind the adage: “You not only ave 1o do things right
WU have 1o do the right thing

We spend a great deal of efion 1o make sure that our emplovees are given the apportunity 1
get the job done right. Beorganization in 1988 streamlined our Company. Our emploves

ustomer ratio of 4.5 1o 1,000 s excellent

e also will bave to ensure the investments we make are sound and will carn @ return. Fuel is
A M cost in doing business, and the completion of ST means we will be using the
least exponsive fuel source available

ANOUIET exizmely imporant area in managing expense is the cost of detr, which determines a
partion of Kilowan Soar cost This past vear, we went through several refinancings that wil help
recuce the Cost of eieciziaty for the next quaner centuny

OUr new marketing strawey has been shaped not just o sell kifowat-hours. buat to offer
Basiness solutions, It i tatlored 10 customens so that we do evervibing we can 10 help fit their
husiness needs

While we view the 1990s wit's optimism, it is tempered with the realization that there are stll
many hurdies shead Howeve: we have taken oo 10 weather these difficult times. We vemain

contident that te actions our Gonpany has ukes tis past vear will ensure its growth andl

prosperity in the futun
~ \/ V

T V Shockley, 11

Setior Yiee Presxiers
Crntre andd South Wew Corp

Robert ¥ Carey (}

Frosicent st Chief Baecwtive  flicer
Covatral Bomer ond L Compuanny

Presihen ve! Ohiel Executive (Officer
Contral snd Soanh West Services e
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Cenerating Station during
f probable settement ol

Falt A

hour trom residential custoniers
lecreased from S97 10 S 94 cems
during the yvear due o lower fucl
comts. Average annual residential
usage increased trom 10925
ktlowatt-hours to 11, 461, an
increase of % The number of
residential customers at year-end
increased by 1 8% 10 467672
In the commercial categony
which tracks economic growth
total revenue went up 4% Usage
per commercial custome!
increased by 3% from 198K
Industrid revenues increased
he past vear saw the %, and kilowatt-hour sales
uimination of STP increased by 8% New loads a
Y onstruction and v

Omoand Ameriican Chrons

extensive work to maonude the and Chemical helped oftset minor
NUCICATr POWEE SELION § CONSEILK
HONn Costs 10 rate base Al weneration

inchications are that 1990 will show Net

energy siales losses due t

ncome decreased from

| ( {
!” Ul\ l\)\)l ‘\. substantially improved operating $156 8 million in 1988 10 $147 8

results now that these major tasks muhion in 1989 The

\‘l)]‘ ‘\\ll! \[}"\\ ¢ ?\U: essentially are complet attributable

CPLs 1989 1ot

decreast
yrimartiyv 1o the

costs of STP while
“make excellence the standard increased b

I by 6% Base revenues the Company s rate
which CPL people perform their increased by 11
jobs every day a4 7% Increase in Kilowatt-hout

* provide reliable electne service ales and the (n

revenue INreCoveres

|
|

ASC Was in
marthyv due 1 DI

WUSS

Retinancing of Company bonds

iplementation « luring 1989 will save CPL and s
at the lowest reasonable cost interim rate Septembeer istomers mithions. Series 2 was
Lensure a tar return issued in December 1o finance

stockholders on their tender offers for Series V First
mnvestmeoent Kilowan Mortgage Bonds and Series 1988










Debentures Addinonadly, th
nlerest rae on the Sernes 19%4-A
polluton congrol bonds was
lowered. As a result of these
MOCASUres it s estimated ti
Company will achieve an after tax
savings of approximaicly $2 million
per yedr for the nest quartes
century

Customer Service
Programs

r ML employees prove

datly they can be

relied upon 1o help o
nethbor in need. The Company
ennanced s repatation as 4
responsible corporate citizen in
1989 by initiating or expanding
CUSLOMET Semvice programs that
make lite a hitle easter for its
South Texas neighbors

In the summer of 1989
Newhbor to Negghbor begin
Providing assistance 1o poverty
level customers who tsce Bnancial
emergencies. The program
which helps pay residential encrgy
bills — electric or gas — was
established through an initial
contribution of $100.000 from GM
stockholders. Customers can
plecdge comtributions o the fund
thirough thetr monthly bills o
make one-time contributions. By
the end of 1989 maore than 3,700
customers and employees had
clected 1o make monthly
contributions 1o Neighbor o
Nedghbor Local soctl service
agencies supervise and distribute
the fund, and all apphicants are
referced o those agencies. Ong
hundred percent of the fund is
used for those in need
he Gatekeeper program starnted

in the spring of 1989 Gatekeeper
l”"\"‘k" a support system for

vulnerable senior citizens, mosth
e o[cl' with no relatives or Close
triends o look aer them The
program teaches employees who
have contact with the pablic 10
recognize when people may need
assistance. After noging a trouble
sign, an emplovee informs a

s il coordinator who contacis
the appropriae arca communiny
service agency. That agency then
calls the customer 1o see if 8 can
“(‘”»

Another new service helptul o
elderly and disabled s our Third
darty Noetlication program
Residential customers who sign up
lor the program designate a third
party who can be notified §f
service 1s about 1o e
disconnected for non-payment
The third party — a relative
neighbor or fnend is under no
Hnancial obligation o pay the bill
he third party simply reminds the
customer that the bill needs o be

nald, or notifies CPL i a problen;
CXINS

Our Comvenient Pavisent Plan
assists sendors who Hive o a Hixed
income. The program addresses
their concern that pension or
Socutl Security checks might not
areive i tme o allow them to pay
by the electric bill due date
Customers who sign up for
Convenient Payment can choose
the due date of their bills 1o more
Closely correspond with the arrival
of their checks

In 1988 CPL became a corporate
sponsor of an Adult Literacy
program in Corpus Christl
During 1989 the Company ik
contributions 1o lieracy program
throughout our service tereitory
and provided public awireness
acdvertisements seeking tutors and
students tor the eracy agencies
Company employees also
volunteered 1o serve s o in
the programs

The Gatekeeper program provides SUPDOH IO The Senion oommunity
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Building Basic
Economic Strength
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Exciting ol discoveries took
place 0 four Saath Texas counties
Guring 19%9 New directional, o
“hortzontal,” deilling echnigues
have led 1o reapening of the
Austin chalk formation. Ol
industry analysts are calling the
Pearsall fiekd in Frio, Zavala,
Dt and Lasalle counties
“anather Spindletop” Some of
the wells are capable of producing
up 1o 5000 barrels per day

Agriculture remanns a mainsty
of the South Texas economy,
despite a summes drought and
December freeze tha destroved
much of the 1989 cltrus crop in
the Rio Grande Valley Food
processing has almost unlimited
potential in South Texas Approxd
mately 94% of the varied
agricultaral products grown here
are processed elsewhere, but tha
percentage will decline with new
textile and ather processing plants
planned for completion i the new
decade

Rate Case Settlement

‘ settlement of
J regultory issoes
concerning STP was

signed by AL most of the
intervening parties in the
Company s rate case and the
Public Uility Commission of Texas
General Counsel in February
1990 The settlement benefits all
parties — the Company, Customers
and South Texas

The agreement includes a $264
mililon base revenue increase It
consists of an intenm increase of
$59 million, with a $32 mithon
decrease in fuel, for a net inerim
increase of $7 million thae became
difective in August 1989, a $105

million (1% ) increase o go inlo
effect w0 March 1990, and & $120
million (1A% ) increase 10 go ino
effect in Juvuary 191 The
NCTease repeesents a 29% system
wicke increase nraes. Base ries
would be held stable through 1994
except for specified unusual
croumstances. Changes 1o the fue!
portion of the bal! would continue
10 e adjusted 1o track fuel coss,
aher review and approval by the
PUC

settdement allows CHL o recover
costs of construction and
operation of STV as well as other
costs while accelerating continued
rute heatings Additional
settlement henefis include
carlier completion of lengthy,
expensive rate hearings and legal
proceedings; the end of additional
deferred changes on STP, ad
greater cooperation in eflons o
strengthen the South Texas
CeOnomy

In general, the setdement
MOVES ITOr CUsLomer groups
Closer to equalized raes of
retuen, while limiting the impact
on custamers who use small
amonints of elearncity The
setthement contains an Economy
Resichential Sorvice tae for
resicdential customers who use less
than 500 kilowatt-hours of
electricity per month This
addresses concerns that low-use
customers with be able 1o recetve
essentidl service an an affordable
price

An abby viaed procecding
rekied 1o the $120 million second
step of the settement will have 10
he filed in 1990 However, less
opposition, delay and regulatory
expense s anticipated o be
wssoctated with these hearings

The settlement followed months
of negotiations that procecded
during the rate case hearings G
filed its rate case Feb 15, 1989,
asking for a firstsiep increase in
retdl base rutes of $155 million
annually, with addional increases

projected for three consecutive
years. Hearngs in the pradence
docket, the fiest of several phases
of the re case, hegan May 22
Hearings i that phase, which
concentrated on the prudence of
construction expenditures and
management decisions assoctaed
with building ST lasted more
than six months. The pradence
docket isell hegan four years ago,
with extensive testimony and
discovery materials being provided
1) Iervenon

On Apiil 19, 1989, CPL was
pranted deferred accounting on
STP Unie 1 The PUC order
allowed the Company 10
capitalize, or defer, operating and
IAINICINCC CONES, LIXes,
deprectation and carrying costs
from the tme Uit | went o
commercial operation until new
rtes are put in eflect or until Feh
15, 199 The Company has
requested an extension of this
date. CPL also requested deferred
accounting for Unit 2, and a
favorable ruling was receved from
the acmimistrative law judge in
February The setilement provides
full deferrals for both units until
the first phase of the e increase
is effective, and deferral of Unie 2
carrying costs until step two of the
rate increase s in efleat

in mid June the Commission
allowed €14 a $39 million interim
rate increae. When put into effect
on Aug. 28 the increase
represented the Birst rise in
Company rates in 8Ix years. From
198389 residential customers
elearicity bills decreased 26%
primarily because of reduced fuel
costs. The interim increase was
accompanied by a $32 million
decrease in the fuel facor portion
of customers’ bills, resulting in a
net average rae increase of less
than 1% However, the increase
dic allow GPL 1o improve its cash
flow and carnings while waiting
P o decision on the permanent
Fle request
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Powering South
exas” Future

»

m_‘!

i b onstruction of CPLs

M most significant
- investment ever, the
South Texas Project Electric
Generating Station, concluded
with commercial operation of Unit
2 during 1989 Texas' first nuclear
power station offers great promise
and possibilities for CPLs service
area. The Company owns 25.2% of
the twin-unit plant. STP will help
stabilize fuel prices and
availability, and add 10 the
economic strength of the service
ared

The Nuclear Regulatory
Commission pave<d the way i «
commercial operation of Ui 2 by
granting its full-power operating
license March 28, 1989 The

o ¢

manager declared the unit in

mmercil aperation june 19, of
schedule with the constructor s
ume Hne set in 1982 Uinit 1 bega
ommercial operation in August
198N

Ivpical of new power stations
both of the STP unus experienced
A lew “bugs in the system during
the first year of operation. Most of
the problems have been worked
out, and STP's excellent operating
results in 1989 helped prove the
prudence of investing in the
2 S5(K) MEAWAt power station
Phe state-of the-art plant s
operational costs have run
measurably less than those for the
average nuclear plant in the
COUNty

In August during Unit 1 s first
retuching, inspection of the plant
demonstrated that the water
chemistry used has been

successtul in minimizing the

buildup of various materials in the

steam geaerators. This will fead to
longer Hile for major COMpPONents

y bnightenad

of the units and may possibly
extend the entire plant's operating
life

One of the key determinations
made during 1989 was the
decision o extend the unit's
refueling cycles 1o 18 months
rather than 12 A longer fuel cycle
means a higher capacity factor for
the plant, and more benefits o
customers from lower-cost nuclear
energy. Making the transition to
the longer cycle will ke two o
three vears

Incorporating STP construction
costs imo CPLS rate base will raise
rates. However, even after
wuding ST in rate base, South
Texaw., will pay electric rates near
the average for service in the
state. STP will provide the power
for longterm economic growth
Nuclear power gives the Company
greater Rexibilicy in responding to
fluctuations in fuel prices. The
iotal benefits from the facility
outweigh any temporary negative
impact from higher rates

HRyHne
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Marketing to Meet
Needs

Company re-evaluated al

CX'SUNE Marketing programs t

meet hegnened compet.:i

reflect ¢

Wil markcting programs benetit
(08 and the Company
exampie of a
Mat Keting strategy that meets these
goals is the CPL Good Cents
gram. Good Cents targets the
residential construction market
wraging builders and home
wsIder the advantages
v ethicient housing. While
NE €nergy conservation
1 SAVINE Customers money ot
Netr Uttty bidls, the program s
supports the Company goal of

Al [ACtors ana

per Kilowatt

display only Good Cents -certified

Fhrough the Commercial
Floodlight Program, the Company
instidled more than 3.700 lights
during 1989 These lights
represent 2 megawatts of

10O

Ensuring Efficient,
Etfective Results

&« undreds ot CPl
E employees never
work with the

public. Yet these employees
whose “customers” are co-workers
in the held, also have adopted a
commitment to pre viding excellent
and efficient service

For example, severe weather in
February and December of 1989
tested communications and
cooperation between power
stations, the Company's Energy
Control Center and service
employees in the regions. On
Dec. 22, CPL recorded a peak load
demand of 3,145 megawatts, 2 aew
record. The total energy demand
for the day also reached a record
high of 67,235 megawatt-hours

During the cold snap some
Texas utilities could not meet their
demand, which led to power
shortages on Dec. 23 across the
interconnected electric utility
network. However, aware of the
torecast for severe cold weather

CPL had all of e Company's
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tnergy efficient Good Conts apartments and homes are being

P T
throughou! South 'axas

Marketing to Meet
Needs

-
& PLs Marketing
| Department
underwent exrensive

reorganization during 1989 The
Company re-evaluated all of its
existing marketing programs to
meet heightened competition and
reflect a marketled operating
philosophy Under the projected
dynamics of the utility industin

the ©% — mare conmpetition fron

i

ther eneigy suppliers, perhaps
accompanied by diluted regulatior
marketing efforts wi?l tx
required 1o be more pro-active
fwo basic criteria will direct
marketing during the new decade
Do CPL programs provide
olutions 1o customers nNeedas

Will noarketing prograss benefit
Customaers and the Congany

A primary example ol a
marketing strategy that meets these
goals is the CPL Good Cents
peogram. Good Crats targets the
residential construction market
eeconraging builders and home
Huyers ¢ consider the advantages
of enesgy efficient housing. While
PLOMOting Cnergy conservation
AN Saving customers money on
their utility bills, the program also
supports the Company goal of
Haproved syster: load factors and
lower overall coses per kilowatt
nour

South Texas builders

nstructed almost 1,000 CH

rified Good Cents homes
luring 1989 Other program
highlights were
* Lonstruction of Crond (,'f'nb

apartment buiidings throughout

the service area, including &

MPICX 10 Corpus

* The 1989 Corpus Goristi Parade
of Homes, a tour of 15 homes
that attracted more than 6,000
visitors, exclusively featured
Good Cents homes. The 1990
tonr also has committed o
display only Good (:('Hl\ certified
homes

Through the Commercial

Floodhight Program, the Compiny

installed more than 3,700 lights

during 1989 These lights
represent 2 megawatts of off-peak

l‘ 'JL‘

hnsunn.q Efficient,
Fitertive Results

I |
undreds of CPI
employees never
work with the

public. Yet these employees
whose “customers” are co-workers
in the field, also have adopted a
commitment to providing excellent
and efficient service

For example, severe weather in
February and vecember of 1989
tested communications and
cooperation between power
stations, the Company’s Energy
Control Center and service
employees in the regions. On
Dec. 22, CPL recorded a peak load
demand of 3,145 megawatts, a new
record. The total energy demand
for the day also reached a record
high of 67 235 meguwatt-hours

During the cold snap some
Texas utilities could not meet their
demand, which led to power
shortages on Dec. 23 across the
interconnected electric utility
network. However, aware of the
forecast tor severe cold weather
CPL had all of the Company’s
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wvailable RONCNE ung
service employees
the anticipated demar

While the Company has
rerm need 1or added capaciey
there are long-range plans o re
POWET Some older generating
anits. This will involve the
installation of new s turbines
and heat re
generaons L {y steam to the
existing steam turbines. These
state-of the-art modifications will
dramatically improve the units
efliciency as well as supply needed
capacity for growth the rest of this
centuny

[0 adapt the older generating

S Uit
by AUHOWINR T
il
s well as normal
respond more quickly
generation needs
Additionally. these controls
improve the units heat rates, a
primary measure ol now etticiently
Wt «Ill'!.”l Our iw\\(‘? Stdtions
CPL stands in the toretront of o
industry in this application of

digital control systems

Fnvironmental
Awareness

.‘j (2t acting our
¢

nvironment has long
been a priority with

the Company

AS a good corporate citizen
CPL seeks the latest methods to
minimize and recvele the wastes
generates. CPL once paid
dispose of spent solvents in
incinerators. Now these spent
solvents will be recycled by
blending them into fuel stock for
manutacturing tacilities, such as
cement Kilns. Contaminated oil s
being detoxified, and the value of
the oil is being recovered by using
it as a tuel stock. This has reduced
waste disposal costs as well as
CONSErved resources

Our Environmental Services
Department conclucts continuing
studhies that will keep Company
standards ahead of increasingly
stringent environmental
reguiatons

CPL enhances the area s natural
resources through its support of
the Gult Coast Conservation
Assoctation/CPL Maring
Development Center. To date

million redfish fingerlings have
DEeen refease

estuaries. The center recently
recetved an award from the Gult
or Mexico Initative recognizing its

POSILVE IMPAct on area sport
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available generating units and
service employees ready 1o meet
the anticipated demand

While the Company has no near
term need for added capacity
there are long-range plans to re
power some older generating
units. This will involve the
installation of new gas turbines
and heat recovery steam
generators 1o supply steam to the
existing steam turbines. These
state-of-the-an madifications will
dramatica’ly improve the units
efficiency as well as supply needed
capacity for growth the rest of this
century

To adapt the older generating

Rigorous maintenance and Improved
generaling units

units o meet the complex
operating requirements of the
Company s electrical system, CPl
continues o install beler and
turbine digital controls. The
modlifications enhance operating
efficiency by allowing the units 1o
run on automatic controls at
lighter loads as well 95 normal
loads and to respond more quickly
10 emergency generation needs
Additionally, these controls
improve the units” heat rates, a
primary measure of how efficiently
We Operate our power stations

CPL stands in the forefront of our
industry in this application of
digital control systems

xjs ensures efficient operation of CPL

Environmental
Awareness

r

rotecung our
envisconment has lang
heen a priority with
the Company
As @ good corporate ciiizen,
CPL seeks the latest methods o
minimize and recvcle the wastes il
generates. CPL once paid to
Jdispose of spent solvents in
incinerators. Now these spent
solvents will be recycled by
blending them into fuel stock for
manutacturing tacilities, such as
cement kilns. Contaminated oil is
being detoxified, and the value of
the oil is being recovered by using
it as a fuel stock. This has reduced
waste disposal costs as well as
conserved resources
Our Environmental Services
Department conducts continuing
studies that will keep Company
standards ahead of increasingly
stringent environmental
regulations
CPL enhances the area’s natural
resources through its support of
the Gulf Coast Conservation
Association/CPL Marine
Development Center. To date 50
million redfish fingerlings have
been released into Texas bavs end
estuaries. The center recently
received an award from the Gul
of Mexico Initiative recognizing its
positive Impict on area sport
fishing and tourism




Forecasting Fuel
Needs

decade ago natural
gas supplied 99 5%
the Company s fuel
needs. Today coal and uranium
weount for approximately 50% ol
CPLs tuel sources While gas
Prices ¢ 1O have

LI 4 preat

impact on the cost ol service to
adddition of STP 1o

(h( RUENCTALING Sysiem gre Aty

customers, the
reduces vulnerability 1o volatile
price and supply conditions in the
markaet

1959 CPL inttuted

natural gas
Late i
devel pment o g Fuel
Procurement Plan designed t
direct tuel PUFCHSCS thi
1999 The

wigh

withines how the

Pl
Company will

tucl

PUTCTIAN

!
‘\tl;lp'll“ in the future

current and percenved market

situations. Although the volatilin

of the gas market makes planning

hew 4 ’ ' t
Ese PUrChiases an mnexa

saience, the Company believes

market will tghten, and ga

suppliers will become increasingl
V.’.E l'\.!’l’l
their

ledicate reserves
customers. Firm ga
purchases with Hexible terms will

be more difticult

negotate. The

Company s specitic plan outlines o
;)"1.]4'3)1 wrse Oof action or the
new decadde that will meet bot!

regulatory and rehiabilin

requirements. It also provide
OPPOrTUnes O CCONOMICA St
PUrChiist

Fuel savings during 1989
resulted in two refunds o
customers. CPL retunded $3
mitlion to customers i i

$20.5 million in October

Nnen Now rece

A Foundation
for Excellence:
CPL Employees

! s"
1
i‘ CHsure 151
§ AUSEICTION i
g»g-&" fundament
ment 1s quadliied WITT
Cigi CoSs. CUsiomer &
GEES WiIth people wi K
{ 10 their 10bs. LIk wist
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Borchelt

Carey

Board of
Directors

Robert R. Carey
Presdent and Chief Exscative
Officer. Central Power and Light
Company, Corpus Chnst

M. L. Borchelt
Chairman and Chief Executive
Officer. Central and South West
Corporation, Dallas

W. R. Farquhar, Jr
Retred General Manager, Lavaca
Navidad Rt Authorty, Edna

Ruben M. Garcia
President or prncipal of several
firms engaged i construction and
land development, Laredo

Clayton R. Kirk
Vice President, Central Power and
Lght Company, Corpus Chnstu

Rovert A. McAllen
Robert A. McAllen Investments,
Weslaco

Jim L. Peterson
Presdent and CEO, Whataburger,
Inc.. Corpus Chnsti
Herbert C. Petry, Jr
Attormey, Carmizo Sprngs
H. Lee Richards
President, Hygew Dary, Harfingen
B. W Teague
Vice President, Central Power and
Light Company, Corpus Chnsti
Richard P. Verret
Yice President, Central Power and
Light ¢ npany, Corpus Chnsti
Dale E. Ward
Vice Presudent and Chief
Engineering Officer, Central Power
and Light Company, Corpus Chnsti

Officers

Robert R. Carey
Presudent and Chief Executive
Officer

P Richard Shamblin
Vice President

B. W. Teague
Vice President

Richard P Yerret
Vice Presdent

Clayton R. Kirk
Vice President

Dale E. Ward
Vice President and Chuef
Engineenng Officer

Ronald L. Kelletx
Controller

Mary E. Sullivan
Treasurer

C. Wayne Stice
Secretary

Mary E. Hunt
Assistant Secretary

Marilyn J. Beebe
Assistant Secretary

T V. Shockiey Il resigned as
President and CEO and Darector
effective January 1, 1990, 10 assume
duties as President and Chuef
Executive Officer of Central and
South West Services, Inc., and
Senior Vice President of Central and
South West Corp

Robert L. Range reured as
Executive Vice Presudent and Director
February |, 1990

John W. Crutchfieid retired as
Darector Apnl 13, 1989

Gerald W, Tucker resigned as
Contreller January 12, 1990

Ronald 1.. Kellett resigned as
Duector Apnl L3, 1989, to assume
duties as Assistant to the Vice
Presudent of Operatons of the
Company. On January 12, 1990, he
assumed the duties of Controller

Carca
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Financial Review

REPORT OF MANAGEMENT

Management is responsible for the
preparation, integrity and objectivity of the
financial statements of Central Power and Light
Company as well as all other information
contained in this Annual Repon. The financial
statements have been prepared (n conformity
with generally accepted accounting principles
applied on a consistent basis and, in some
cases, reflect amounts based on the best
estimates and judgments of management, giving
due consideration to materiality Financial

| information contained elsewhere in this Annual
Report is consistent with that in the financial
statements.

The Company maintains an adequate system of
internal controls to provide reasonabie assurance
that transactions are executed in accordance with
management's authorization, that financial
statements are prepared in accordance with
generally accepted accounting principles and that
the assets of the Company are properly
safeguarded. The system of internal controls is
documented, evaluated and tested by the
Company's internal auditors on a continuing

basis. No internal control system can provide
absolute assurance that errors and irregularities
will not oceur due 10 the inherent limitations of
the effectivenass of internal controls; however,
management strives o maintain a balance,
recognizing that the cost of such a system should
not exceed the benefits derived. No material
internal control weaknesses have been reponted
10 management.

Arthur Andersen & Co. was engaged to audit
the financial statements of the Company and
issue a report thereon. Their audit was
conducted in accordance with generally accepted
audliting standards. Such standards require a
review of internal controls, examination of
selected transactions and other procedures
sufficient to provide reasonable assurance that
the financial statements neither are misteading
nor contain material errors. The Report of
Independent Public Accountants does not limit
the responsibility of management for information
contained in the financial statements and
eisewhere in the Annual Report.

ke

President and Chief Executive Officer

P Richard Shamblin
Vice President, Finance

QonauL ok

, Ronald 1. Kelleu
Controller



REPORT OF AUDIT COMMITIEE

The Audit Comminee of the Board of Directors is
composed of six outside directors. The members of
the Audit Commitiee are H C. Petry, )r
Chairman, Jim L Peterson, Ruben M. Garcia, W R
Farquhar, Jr, Robert A McAllen and H Lee
Richards. The Committee held three meetings
during 1989

The Audit Commitee oversees the Company's
tinancial reporting process on behall of the Board of
Directors. In fulfilling a5 responsibility, the
Committee recommends o the Board of Directors
subject to shareholder approval, the selection of the
Company s independent public accountants. The
Audit Committee discusses with the internal auditors

REPORT OF INDEPENDENT
PUBLIC ACCOUNTANTS

and the independent public accountants the overall
scope and specific plans for their respective audits
The Commitee also discusses the Company s financial
suttements and the adequacy of ternal controls. The
Commitee meets repularly with the Company s
internal auditors and hiacpendent public accountants
to discuss the results of their audits, their evaluations
of internal controls, and the overail quality of the
Company s financial rep ting The meetings are
designed 1o factlitate any private commenication with
the Commitee desired by th= internal auditors o
independent public accountants

H C Petry o

Chalrman, Avtin Comminey

L i ———————" A A Wt

10 the Stockholders and
Board of Directors of
Central Power and Light Company

We have avdited the accompanying bakince shevts
and statements of capitalization of Central Power and
Light Company (a Texas corporation and wholly owned
subsidiary of Central and South West Corporation ) as
of December 31, 1989 and 1988, and the related
stitements of income, retined earnings and cash
flows for each of the three years in the period ended
December 31, 1989 These fancial statements are
the responsibility of the Comparny's management. Our
responsibility s 1o express an opinion on these
financial statements based on our audits

We conducted our audits in accordance with
generally accepted auditng standards Those
standlards require that we plan and perform the auadit

o obtain reasonable assurance about whether the
financial staements are free of matertal misstatement
An audit includes examining, on a test basis
evidence supporting the amounts and disclosures in
the financial statements. Ao audit iwlso includes
assessing the accounting principles used and
significant estimates nade by management, as well as
evaluating the overall financial statement presentation
Ve believe that our audits provide a reasonable basis
tor our opinion

In our opinion, the financial statements referred o
above present fairly, in all matertal respecis, the
financial position of Central Power and Light Company
as of December 31, 1989 and 1988, and the results of
its operations and its cash flows for each of the three
years in the period ended December 31, 1989, in
conformity with generally accepted accounting
princtples

Arthun Anddersen % Co

Dallas, Texas

February 21, 1990




Statements Of Income

CENTRAL POWER AND LIGHT COMPANY

For the Years Ended Decersber 31

1988

(thousands)

Electric Operating Revenues
‘Resudential

(mum-nul S

’ lndux(rul

'\Ak‘ﬁ Im rnmk

~ Other

$312,850

254,304
184,871
47.9%
37,204

‘t.'w 167‘

PM ‘“)

N
'H lXN”_

836,545

'Ml. 437

768, 204

(lpcra!ma Expenves and Taxes
Purchased wwn'—mmw_ 7
(—n}.\'\}i)‘ér:il-mg '
Mamwmmr

[k-pu-t ataon and atmmulu\ L

_Duferred STV costs
Tan-s other than h-dt-rul m( (mu

" Federal mconx taxes

31982

16,554

182.528

614N
118,788

‘124.57_9
L 4‘ 4% 38,17

&.’4(1‘&8

893
: l“) lNl
A v

7| 'm

‘t“!“!

ﬂ““&()? _
13, ‘4(‘).
T2

_40, H‘ll

50,063

674,979

M\\, U4

625, 82¢)

Operating Income

161,606

122,37

w435

Other Income and l_)qlmtumq

Alhw.uuc (u( equity lunda uwd (Mug constre lum

l)q lcrwd \ || carrymng wsh
Other

4928

3,451

AU

) f’xl

L

103,340 _

B2

112,964

1, 336

104, 165

Income Before Interest Charges

274 .570

Interest ¢ harges
Interest on hmg lvnn debt
Tinerest on -\hur\ u'n debt dnd u!hu

~ Allowance for borrowed funds wsed dunng construction

120,535
12,422

‘.;s,.lam o

GL5A8) (66,597

126,789

66,885

Net Income
Preferred Stock Dividends

147,78
24,558

155,819

21,525

l‘)‘ 927
15,820

Net Income far Common Stock

Statemments Of Retained Eaminy

——add

l.). 2M 5

$176,107 2

CENIRAL POWER AND LIGHT COMPANY

Foi the Years Ended December 31

1080

1%

1987

(thous.wds)

Retaned f.n'uﬂws at Hegmnmu of Year
Net Immm for k(mmum Nok
~ Deduct: Common Stock Divadends

8720, 956
ll 3,4 .’ 3
50,000

So5602
135,294

7‘4.79.5& :
|7f\ H)l
1) (KX

thanu-d l'.nmmm..u t ud of \r..r

_$794,179

$720,95

SJH') N)




Balance Sheets

CENTRAL POWEKX AND LIGHT COMPANY
As of December 31

1984 198K

(thousands)

\s«-n s
6'“«11 Utihty Plan 2
Productinn ' A ‘ ' ] : - AT ¢ $HK)U..!"W &’ 492
i .”annn“u‘n VS ‘ ; Ty | ; - : ‘7 o ' o T ‘ \NN I"', \\,- 1{;

\N 'l‘hu(w » R \ i vt v ] ‘ .“‘ﬂl !')2 ) » L0y iu

Hm-ml "U-\ 463 | : N\ 327
Lo \(ru« tur\ Wi »vk 0 u Ogress ) _ A .u! 052

6,716
Nucle-r fuel RS AR\ | (E 181, 709 17,101
4 198 859 4,168,637

lA\ ‘\« \ Ji‘:'\h—!{-\‘d»l'.;‘l;;('leil(h \"1 : s T4 Sighin - e L] o g 7()9 880 Vi V N ‘A_Q‘Ul\
il 3,528,979 3,511,622

Current A\\('n
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mmum :—uw\.nlm IR : \ -.S‘)h H R
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ok . : R T AR
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22 \ SO O W QA N, SIS ST & SIS, 6 S
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N\ «W
\ .ml in ul(\l(h

06,0007 T T 00
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L
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Statements of Cash Flows

R ]
CENTRAL POWER AND LIGHT COMPANY

For the Years Ended December 31 ToRY 1955 087
{thousands)
OPERATING ACTIVITIES PRV s
Net Inconw ¥ $147,781  $156,819 $19.,927
Non-cash ltems Included m Net lncumt" i :
Depreciation and amortization ~ 130,396 82, 569 61,752
 Deferred moome taxes 128,740 39 826 28,923
Deferred investment tax credits = (5,619 (1,576) 4,301
__ Allowance for equity funds used dumg__m&nxlm (24,923) (48,424) (103, 340)
ilec l)eierndphuu costs ¥ (209,163) (2,581) -
Changes in Assets and Liabiities LA
Accounts recevable (18,116) 584 180
" Fuel refund due customers (21,063 (224) (17,61,
: " Fusl nventory i (6,705) 1,993 (7.464)
_ Accounts payable 17,129 (3,380) 5,289
“Accroed taxes 3 1, 1% (19,970 (1, 359)
Other (41,129) (36, 239) 47,205
i 9,377 119,397 221,963
INVESTING ACTIVITIES
— Construction expendituces (101,631) (168, 250) (275,846)
“"Allowance far borrowed funds used dumg construction (15,168) (62,548) (65,537)
(116,79) (230, 798) (341,383)
FINANCING ACTIVITIES
! Proceeas From Issuance of ki A L
Long-term debt K 150,000 150,000 100, 000)
}’reierred stock ) 4 - 85,000 e Ay
_ Ketrement of ong-term debt (11,149) (12,140) (ia)
" Reacquisition of loug-term debt 3 TTTTT150.361) - (17,915)
Proceeds from poliution control bonds heid i trust 1,746 5,175 58,462
_Change & short-term debt T 46,608 42,400 42430
“Payment of dividends (74,576) (20, 46) (o6, 820)
ol A N R (34, 734) 164,559 117,026
NET CHANGE IN CASH AND CASH EQUIVAUFNTS (52,156) 53,258 (2,904)
CASH AND CASH EQUIVALENTS AT REGINNING OF YEAR 53905 797 414
CASH AND CASH EQUIVALENTS AT END OF YRAR $ 1,830 ¥ 53,966 $ 137
AR W R G5 FRRTE) \SRG0 YRS | S5 1R ) W 11 F% LV R BA TSR AR § A% WRLAM T WA WA | PO |7 SR FU VERDAYSEY 5§ " B X ONR 0 SRS B VERE)

The ao (ampanymng notes to inancial Atatements are an evegrsl pant of these st tetents



Statements of Capitalization

CENTRAL POWER AND LIGHT COMPANY
As of December 11 1989 1988

(thousands)
COMMON STOCK EQUITY $1,368,067 $1,204, 844
PREFERRED STOCK
Cumulative $100 par value, authonzed 3,035, 000 shares
Number of Shares Current
Series Outstanding Redemption Price
Not subject to mandatory redemption el
4 (0% 100, 000 Mn‘ 10,000 lmm
4. 20% 75,000 lus 7,500 ' 500
7.12% 260, (00 101,00 i 26,000 U000
8. 72% : W0, 000 102 91 v 50,000 Aullo
Auction 750,000 100,00 75,000
\uction 025000 100 00 42.50().
\uction 125, (000 100,00 ' 42,500
Issuance expense 7 (3,149

250,351

Subject to mandatory redemption 2 f
10.05% 500, 00 7 "i() 000 ‘i!(ll'
Issuance expense (792) (792)

Unamortized redemption costs (1,936 (2,242)

47,272 46, 966

LONG-TERM DEBT

First mortgage bonds
Senes J, %%, due January 1, 1998 ; V R i J bR I e X ER) _28 iy | A N -’h lln) ik
Senes K, 8%% due January i 2000 : ST 2 (KK)”MH o g h 25, T
Senes L, 7%, due February 1, 2001 rELRE L A (TR % 000 0
Senes M, 8%, due Nmunh o 1, 2000 Wi ? e L klh R 4(\ 00
Series N, 4%, due June 1. 2004 LA 5t ' bt 40,000 0000
Series () J'ﬁ*v rlm (klnhu | ’i)ﬂ'.' i ey =T PR 77-»“(!’--,-.“. znlll) :
Senies B E' dm \plcm!xr 1, 2008 ' ' : S Lren! O 1) OB, T
Senies T, 77, due December 15, 2014 ' ' AN A 11,700

Senes U, 9%%, due July 1, 2015 81, 700

Senes v, 11%%, due \uu:\\ 1, 2015 ' . il | ; 17342 )
Series W, 8%%, due May | 19496 A ' ‘. ZV('NTMN)' PN
senes X, 9%, due November 1, 1004 N 10000 T 00w
Senies Y, 0% tue Jmnr | i‘{% - < [ e 8 ‘ ' li)ll(l()' ' I iHlM> 1
Senes Z, 9%%, due December 1, 2019 N1 v; A T AR A
Debentures NPT T, ‘ ' ! '
denes 1985, 12% ;hn' A‘v'ph' n:?-r -i 2015 v . il B ilvﬁ.:lﬂ‘.)
Installment s ale 'n.{rc-'"nv'z\.h Polluticn control DG As |
A dul}n'”"“l .H‘Oh..)”
6 due Nove mber 2007 . ‘ o . - » H 3 .‘!‘»w
A, (e Heptemben 15, 201 v . - 8,330
100%. due October 15, 2014 : A : 129,200
W4 due Deveraber |, 2016 (net of $4 745000 held by trustee 1w 19881 60000
tRes pavable, 6% l>m‘ December & 198X v o3 Iy 1
Ti

N
pamncrtuted s oo 11, )
Unamortized costs of reqoquired debt 158,570) 30,647
P ANRO OWE A0S . ur .-
1,581,544 1 'L,’.’l.'.-‘

oo > - o~ WO ARG SB A NS SO PR OVE RO IO -

TOTAL CAPITALIZATION $2,097 234 $2.910, 1%
BEA

- CROCETIT W HE B OB Eosd PAET B RN IO 99

I aconmpanyag wotes 1o fman ool 1tate sent e s o) i ol e st atala wants




Notes to Financial Statemmts

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Central Power and Light Company (Coupany or
CPL) follows the Uniform Sustem of Accounts
prescribed by the Federal Energy Regulatory
Commission (FERC) The Company, as 4 member of
the: Central and South West System (CSW System ),
ergages in transactions and coordinates its activities
and operatiors. with ather members of the CSW
System. The significant accounang policies are
surnmarized below

Electric Utility Plare. Elecric wiliy plant s stated
at the original cost of construction which includes the
cost of contracted servoes, direct labor, materrals,
overhead tems and allowvances for borrowed and
equity hunds used donmg construction

Alloveance for Feads ised During Construction
The albwance for funds used! during constructicn
(AFUIC) is the result of an accounting procedure
whereby amounts, based upon the level of
construction work in progress (CW0') representing,
the imerest on borowexd fimds and a retuer on
equity capital vsed o firance construction, are
reflected as aralits on the statements of iocome and
charges o CWIR AFUDC does not represent a
current souice of «ash funds. Under established
regulidory e practices, a return on and recovery of
such Qusts & permied in deteryining, the rates
chiargexd for utility services. The g composite
rates averagext L1 4%, 1 8% andd 11 9% for the years
RO, 198 and 197 The s ofeat applicible o the
bt compeanent i rocoeded ws a age 1o deferred
icome tk expense. The Company excludis. from
the calcularion of AFLDC that portien of CW Il
irchuded in its wee base for rate reking pueposes

Depreciation Vor financial reponin: purposes,
provsions [oF denreciation of electric wiliny plant ore
comaputed using te araight oe methed, gerwe rally a
m.mldu.d rates .mpm" o the vadous clases ol
depreviable propern: The wnva comesing rais,
veryged A12%, A 19 and 3559 for th! years 18
w88 Lad W9

Mucler Lecomvrissieniog, The Commany s
porton of Gez estingtod (est of dexomais stoning o
Soath Tizes Proget (5P nuclear power )l‘m is 138
million in 589 doblas, Tha cost esdimaw: will b+
wykwed wnd vpdaed prrodicdly The Company s
VRIS, (2 ey of decomsoning, (grers s over

the life of STP in its retail rate filing. The funds
received from customers applicable o
decommissioning will be paid 10 an irrevocabl
external trust. The Company will begin recogniing
this cost upon the receipt of an order by the Public
Utility Commuission of Texas (Texas Commission)
authorizing the recovery from its customers

Electric Revenues and Fuel. Revenues are
generally recorded at the titne biliings are made 10
customers on a cycle-billing basis, anc/ the cost of
fuel is charged to expense as consurxxd The
Company recovers fuel costs appliczble 1o sales 1o its
wholesale customers, regulated by die FERC,
through an avomatic fuel adju ment clause

Under rules established by the Texas Cornmuission,
the Comnpany renovers fuel costs as a tixed
component of base rates. The difference between
fuel revenues. hilled and fuel expense incurred is
recorded as ari addition o o a reduction of
revenues, with a corresponding entry (o acoounts
receivable or fuel refund due cuvomers, as
approprise. Over-recoveries of el are o be
refunded to custorners; under recoveries may be
billed t) custome rs atter Texes Commission approval

The: eost of niclear fuel s amontized to fuel
expens: based on a vatio of the estimated Buu's used
and available to generae eearic eneryy, and
includes a provision for the disposal of spe™ nuclear
fue!

Unbilled Cartoraer Accounts Sold. Thv: Company
sells accouns receivable, wi.hout recourse, 1o CSW
Credu, Iac. a wholly owned .\uh\ldn.m of Central
anc south st Corporaion (CSW) the: Company's
parcin. In February 1987, the Company began
seiling recewvibles for electric service provided but
oy ya billed 10 customers

Satenanes of Cash Flows. The Company adope.d
tenemert of Firamcial Accounting Standards (SEAS
VO 95, Srerrend of Cast Flows, for the vear ended
Decembrr 31, 1983, and has restated the year ended
Devember A1 987, for consistency For parmoses
01 the statemxy of cash flows, the Compar.
consiGers higily liqu.d debt instuments yaarchased
Wi a piatarity of tiwree months or less v be cash
eguivatents coorcangly, the G orary (as')
arestrv s and 0 v e to afllliates are (onsidered
287 A pnidears




CENTRAL POWER AND LIGHT COMPANY

The following amounts of interest (net of amounts
capitalized) and income taxes were paid (received ) for
each of the three years ended December 31

1989 1988

(thousands)
$127,961 § 73,2 $§ 006
(54, 360) 14,896 4,168
New Accou ting Standard. In December 1987
the Financial Accounting Standkards Board (BASE)
issuedd SFAS Vo 946 Accounting for Income Taxes
The standard requines a che e in the accounting

1987

Interesi
Income Taxes

2. FEDERAL INCOME TAXES

The Company, together with other membxers of the
CSW Sestem, files a consolidated Federal income tax
return. Details of Federal income taxes are as follows

B ————————

and reporting for income taxes from a deferral
methad 1o a liability approach, and will be adopred
by the CSW Sysiem no later thar 1992, The change
on the balance sheet will result in increases 1o the
accumulated deferred income tax liability, to a
regulatory obligation and 10 a regulatory asset. The
adoption of this standard will not have a material
effect on the resubs of operations

Reclassification. Certain Ananctal statement items
for prior years have been reclassified in order 1o
conform to the 1989 presentation

1988

(thousands )

Inchuded m Operstig Fxpenses and Taxe:

Current

$460,000) $ B78)

Deferred mcome taxes

— Deferred STP costs

70,462 6%

Depreciation differences

42,334 27,668 8,606

eferied fuel

6,892 1,556 (6,588)

—AFUDC - borrowed

5157 21,146 25,408

. Reacquired debi costs

4,722 (960) (258)

_ Unblled revenues

(4,270) 5,512) (8,799)

__ Other

2,567 6,28 16,519

127, 39, 283 28,

_Deferred mvestment tax credits

T SRRl
Amartization

A2 ()

(5,001) (¥75)

5,619) (1,576)

62,275 B9

Included v . Tier Tncome and Deductions
_Lurren
Tk*fen L V]

1,536 614

(79%) M3

744 1,167

63,019 _$01%




Note.. 10 rinancial Statements

Taxes deferred in prior years are credited o
income when book deductions exceed the related
tax deductions. The deferred investment tx credits
(ITC) are included in income over the lives of the
related properties

Toxal income taxes differ from the amounts com
puted by applving the statutory Federal income tax
rates to income before taxes. The reasons for the
differences are as follows

(doliars m thousands) 1989

1988 % 1987 %

Tax at statutory rates $71,672

[nfferences
AFUDC-equity (8,474)
Amartization of I'TC (5,991)
Other 5812
$63,019

Al December 31, 1989, the cumulative net
amount of income tax timing differences for which
deferred taxes had not been provided and the

$603, 565 34.0 $96, 06 1 0.0

(33,464) (17.9) (41,336) (17.2)
(875) .5 (6.(048) (2.5)
910 0.5 (422) 0.2)

$30, 136 16.1 $48,275 20.1

related tax effect amounted to approximately
$34,160,000 and $11.614,000

3. LONG-TERM DEBT

The mortgage indenture, as amended and sup
plemented, securing first mortgage bonds issued
by the Company constitutes a direct first mongage
lien on substantially all electric utility plant

Annual Requirements. The annual sinking fund
requirements are generally 1% of first mongage
bonds outstanding. These requirements may be
satistied by the application of net expenditures for
bondable property in an amount equal to 166%% of
the annual requirements

At December 31, 1989, the annual sinking fund
requirements exclusive of maturities, and the
annual aggregate maturities including sinking fund

requiremeiys, of long-term debt for each of the
next five years are as follows

Annual Sinking

Annual Aggregate
Fund Requirements

Maturities

(thousands )

$ 9777
9,629
9,655

10,401

110,429

Limitations on Dividends. The mortgage inden
ture of the Company, as amended and
supplemented, contains certain restrictions on the
payment of common stock dividends. in accord
ance with provisions of certain of the Company's
supplemental indentures, the Securities and
Exchange Commission (SEC) has entered an order
permitting the payment of dividends not otherwise
permitted under the Company's most restrictive
supplemencal indentures. The SEC's order requires
that any dividends paid out of amounts that would
otherwise be restricted are limited to net income
earned in the twelve months immediately
preceding payment of the dividends. At December
31, 1989, $720,956,000 of retained earnings were
not available for payment of cash dividends

Reacquired Long Term Debt. In December
1989, the Company issued $150 million of 9%%,
Series Z, First Mortgage Bonds, due December |
2019 The proceeds from this issue were used to
reacquire $68 million of 11%%, Series V, First
Morngage Bonds and $68 million of 12%, Series 1985
Debentures. The Company also fixed the interest
rate on its adjustable rate pollution control bonds
collateralized by Series T First Morigage Bonds, at
7% for the remaining 25 year term of the bonds
The premium and related reacquisition costs of
long-term debt are classified as a reduction o long
term debt on the balance sheet and are belag
amortized over 10 to 30 years
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4. PREFERRED STOCK

The dividends on the Company's $160 million
auction preferred stocks are adjusted every 49
days, based on current market rates. The dividend
rates averaged 7.77% and 6.43% during 1989 and
1988

The Company's 1005% Series, $100 par value
preferred stock requires a mandatory sinking fund
sufficient 1o redre 35,250 shares in each tweive
month period beginning February 1, 1990 and
ending January 1, 2001, and a specified number of
shares in each twelve-month pericd thereafier. The
sinking fund redemption price is $100 per share.

Each series of the preferred stock, with the
exception of the 10.05% Series, is redeemable at
the option of the Company upon 30 days notice at
the current redemption price per share
Kedemption prices of the 872% and 1005% Series
decline ar specified intervals in future years. The
10.65% Series is not redeemable until 1994, The
Company's three issues of acction preferred stock
totaling $160 million may aiso be redeemed on any
dividend payment date at par

5. SHORT-TERM FINANCING

The Company, together with other members of
the CSW System, has established a System money
pool o coordinate shortterm borrowings aid to
make borrowings outside the money pool through
the issuance of commercial paper and from banks
The CSW System maintains bank lines of credit

aggregating $241,000,000, including the

Company's lines of credit. These lines of credit
generally require an annual fee. Short-term cash
surpluses transferred to the money pool receive
interest income in accordance with the money pool
arrangement

0. BENEFIT PLANS

The Company, together with other members of
the CSW System, participates in a non-contributory
defined benefit pension plan covering substantially
all s employees. Benefits are based on
employees’ years of service, age at retirement and
compensation. The CSW System's funding policy is
based on actuarially determiined contributions,
taking into account amounts deductible for income
tax purposes and mintmum contributions required
by the Employee Retirement Income Security Act of
1974, as amended.

The components of net pension cost are as
follows

1989 1988 1987

(thousands)

Service cost $3.973 #5618 $4.802
Interest cost on
projected benefit
obhgation 12,527 11,031 9,794
Actual return on plan
assets (19,993) (14,431)  (7,235)
Net amortization and
deferral 10,380 5,498 (2,590)
$6,887 $6,616 $4,771
Assumptions:
[hscount rate 8.3% B.3% 7.5%
Long-term
compensation
merease 6.2 6.2 6.2
Return on plan ssets 8.5 8.5 8.5

As of December 31, 1989 and 1988, the plan's
net assets exceeded the total actuarial present value
of accumuiated benefit obligations.

In addition to the pension plan, the Company
also panticipates, with other members of the CSW
System, in medical and death benefit plans for
substantially all active employees and employees
who retire from the CSW System. The Company s
cost of providing those benefits was $9,515,000 in
1989, covering 2,288 active employees and 1,233
retirees; in 1988 the cost was $6,886,000, covering
2,290 active employees and 1,338 retirees; and in
1987 the cost was $6,646,000, covering 2,602
active employees and 1,019 retirees.
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7. JOINTLY OWNED ELECTRIC UTILITY PLANT

The Company has entered into a participation
agreement with three non-affiliated entivies
covering the joint ownership and operation of STP
consisting of two nuclear generating units
(Reference is made 1o Note 8 ) The Company also
has a joint ownership agreement with other
members of the CSW System and non-affiliated
entities o provide for the joint ownership and
operation of the 666 megawatt, coal-fired
Oklaunion Power Station Unit No. 1 (Oklaunion)
and its relared facilities

Each participant bears its share of project costs
The statements of income reflect the Company's
portion of the operaing costs of the plants. At
December 31, 1989, the Company's participation
in the jointly owned plants is shown below

South Texas
Project Oklaunion

(dollars n lhwun_\_i.sl

Plant in service

_ $2,281,902 $36, 137

Accumulated depwcn_ag«m

Plant capocity - mw

__§ 68481 $ 3,637
2,500 666

Participation

25.2% 7.8%

hare of ¢

8 LITIGATION AND REGULATORY PROCEEDINGS

SOUTH TEXAS PROJECT.

Introduction. CPL owns 25.2% of STP which
is located near Bay City, Texas In addition to CPLs
share, Houston Lighting & Power Company (HLP)
the project manager, owns 30.8%; the City of San
Antonio (San Antonio) owns 28.0%; and the City ol
Austin (Austin) owns 16.0%

Project Cost and Schedule. The Texas
Commission has issued final orders confirming
August 25, 1988, and June 19, 1989, respectively
as the dates that Unit 1 and Unit 2 were in
commercial operation in accordance with its rules
CPLs cost of STP at December 31 'O was $2,282
million including AFUDC of $88! :uiion

Rate Case Settlement. On February 8, 1990
CPL requested the Texas Commission to approve a
Stipulated Agreement (Settlement) to settle all issues
in dockets currently betore the Texas Commission
involving CPLs investment in STP These dockets
include: (1) CPLs request for a retail rate in rease
to reflect its investment in STP in rate base (See
Retail Rate Filing), (2) the prudence and efficiency
of the construction of STP and CPLs prudence in
participating in the project (See Prudence Review)
(3) CPLs request for deferred accounting treatment
on its investment in STP Unit 2, and (4) the

extension of deferred accounting treatment on STP
Unit 1 {(5ee Deferred Accounting). The Settlement
has been entered into by CPL, the Texas
Commission Staft (Staff) and nine of the other
fourteen intervenors in the STP dockets
representing a significant majority of CPLs
customers, which include the major cities in CPLs
service territory, industrial customers and others
Cenain intervenors including one industrial
customer, a coalition of low-income ratepayers,
South Texas Cotton Ginners, the Office of Public
Utility Counsel (OPUC) and Texas State Agencies
have declined to enter into the Settlement, and
oppose it

The Settlement would alow CPL to increase base
rates in March 1990 by $105 million on a towl
company basts, in addition to the $39 million of
interim rates placed into effect in September 1989
Buel revenues were decreased $32 million annually
when e interim rates were placed into effect. CPL
would file for an additional base rate increase of
$120 million on a total company basis 10 become
effective on January 1, 1991 aff a:d the signing
intervenors agree to support this filing as part of
the Settlement. CPLs base rates would then be
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rozen through 1994, subject to certain force
majeure events including double-digit irflation
major lax increases, extraordinary increases in
operating expenses or serious declines in operating
revenues. Generally, force majeure provisions
would not apply unless annual revenues or
expenses have changed by more than $25 million
After 1994, CPL may file for increases in base rates
as needed However, any increases in base rates in
excess of 5% annually would be reduced by the
excess, subject to maximum deductions of $25
mitlion for 19951996 and $10 million for 19971999
The fuel portion of customers’ bills will continue
to be adjusted after review and approval by the
lexas Commission

The Settlement would fully resolve all issues
pertaining to the reasonable original cost of STP
Units 1 and 2 and to the appropriate amounts for
inciusion in rate base. The original cost of STP
would be included in rate base if the Settlement is
approved by the Texas Commission

Itie Settlement also provides for operating
expenses and carrying costs on STP Unit 1 1o bx
deferred until the first rate increase is placed into
ettect. CPL would defer costs on STP Unit 2 from
June 19, 1989, the commercial operation date,
until the effective date of the second rate increase
when it would be reflected in rates. Deferred
accounting, from the commercial operation date
until the first rate increase becomes effective,
would include both operating expenses and
carrying costs on CPLs investment in Unit 2. After
the first rate increase becomes effective, CPL would
only defer carrving costs on its investment in STP

y

Unir 2

Additicnally, the Settlement provides for the
lexas Comunission to allow an accounting
procedure which defers interest charges for STP to
the extent of (Wtual interest costs incurred during
the deferral penods. This accounting procedure
would allow CPL to recognize approximately $95
million in 1990 as income attributable to 1988 and
1989 Accounting rules do not allow the deferral of
equity costs to be reported as income until such
costs are collected from customers. CPL would
forego recovery of equity carrving costs not
recognized for inancial reporting Such accounting
procedure cannot be adopted for financial
reportng purposes until an order is received
approving the Settlement

The Settlement calls for the use of a ratemaking
technique called Mirror CWIP Mirror CWIP
assumes that CWIP included in rate base was a
temporary loan from customers which would be
repaid after the plant was placed in service. The
wemporary loan is repaid through lower raes over
4 time period which approximates the period
during which it was collecred through higher rates
Consequently, CPL would capitalize $360 milion of
carrying costs as original construction cosis and
establish a lability 1o customers for a like amoant
10 be amovtized to income from 1991 through
1995

Since all parties have not agreed o the
settlement, hearings in CPLs retail rate filing will
continue. The Administrative Law Judge (AL)) then
may ask for hearings on the Settlement before
sending a recommendation to the Texas
Commission. The Texas Commission must issue an
order approving the Setlement before it becomes
effective. The Texas Commission will have until the
fourth quarter of 1990 1o issue an order on the
Setdement under current statwtory time limits
However, the Commany LGGcgaiss receiving a final
order before e end of the statutory period. 1f the
Settlemen: does not proceed, continuation of
hearings in the rate filing would culminate in a
final order in the same time frame

The Swff and intervenors entering into the
Settlement have petitioned the Texas Commission
to allow CPL to place Settlement rates in effect in
March 1990, on an interim basis subject to refund,
until the regulatory process is completed. Hearings
on the need to place Settlement raves in effect on
an interim basis will be conducted in early March
The ALl will make a recommendation on the
interim vate request in mid-March, to allow the
Texas Comvmission to issue an order on the request
before the end of March 1990

The approval of interim rates on a timely basis is
a vital elemen of the Settlement. as wel! as final
approval by the Texas Commission. Interaenors not
entering into the Settlement are expected to use all
fegal means o their disosal to diseupt the
Settlenent process in order w gain additional
concessions from UL Nthough management
cannot predict whether e Settlement wili
ultimately be approved by the Texas Commission
every effort will be used to obtain such approval
Management believes that the Settlement is in the
best interests of both CPLs ratepavers and
INVEestors
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Retail Rate Filing. CPL filed in February 1989
with all incorporated cities it serves that have
retained original jurisdiction and with the Texas
Commission for an increase in its retail rates
(Docket No. B046). The request reflects the
commercial operation of STP Unit 1. The filing
includes a four step phase-in plan over nine years
CPLs total STP investment would be included in
rates after the implementation of the fourth step
In the first vour, rates would increase by 16%, ot
$125 m net of $29 milhion in reduced fuel
COsts. ien would seek permission to increase
rates 10 cach of the “sllowing three vears by 10%
10% and 5%, respectively, based on current
estimatcs. Under present sales forecasts, rates
would b hanged tor the remainiag five years
Costs defe Funder the plan would be recovered
over the last six years

Brown & Koot Settlement. As the result of the
settlement of litigaton filed in December 1981
cach of the STP owners received a pro rata share of
#750 milhion from Brown & Root, Inc. (Brown &
Roat), the former architect-engineer and
constructor of the project, pavable in quarterly
payments over seven vears, without interest. CPI
elected 16 receive $146.8 million, the present value
of its share of the seitlement, in December 1989
This amount was recorded as a reduction in the
cost of STp

Prudence Review

Texas Commission Proceedings. In 1985, the
Texas Commission hired Lubow, McKay, Stevens &
Lewis (Lubow) o review the prudence and
efficiency of the construction of STP In June 1986
Lubow submitted a report (o the Texas
Commission, covering the period from 1973
through January 1983, Lubow claims in its report
that $1.1 billion 1o $1.3 billion of direct costs were
spent imprudently on STP by all owners. According
o Lubow’s report, these amounts do not include
AFUDC or rate effects that, Lubow concluded,
substantidly offset each other The amounts ulso do
not take into account the proceeds from the Brown
& Root settlement. The report recomimends that
the Texas Commission dec/ine o review the merits
of the Brown & Root settlevnent and concluded

that it was aot unreasonable for the STP owners
settle the lingation on the terms they did

In 1986, the Texas Commission opened Docket
NO. £ob8 for the purpose of deteraining the
prudence and efficiency of planning, managemen:
and construction of STP The accounting trestment

ol the Brown & Roat settlemen: proceeds will als
be determined in this docket

In June 1989, Ernst & Young (E&Y), previously
Ernst & Whinney, which was appointed by the
Texas Commission to review HLP's prudence
related 1o STE issued its report relating o the
prudence of management and the reasonableness
of costs associated with STP The report concluded
that there were 37 months of unreasonable delays
associated with Unit 1 and 22 months of
unreasonable delays associated with
Unit 2

€ E&Y report found total project costs of
$1.565 billion to be unreasonable. These costs
included the effects of delays and AFUDC of $1.218
billion, computed on HLP's AFUDC rate. The total
unreasonable costs are net of the $502 million that
E&Y determined to be the proceeds received from
the Brown & Root settlement of litigation with
STY owners

E&Y reported that unreasonable activities,
consisting mainly ol mismanagement duting the
Brown & Root era of construction and the
unnecessary expenditures during the transition to a
new architect-engineer and constructor, cost the
project $460 million, including associated AFUIX
and net of an allocation of $206 million of the
Brown & Root settlement. The report further stated
the unreasonable delays cost the project $1.105
billion in fixed costs and escalation, including
associated AFUDC and net of an allocation of $296
million of the Brown & Root settlement

The report’s final phase was a revenue
requirements analysis which quantified the rate
effects resulting from unreasonable activities and
unreasonable schedule delays. The revenue
requirements analysis of unreasonable schedule
delays indicated that the delays did not ultimately
increase costs o HLP's ratepavers. Rather, the
results showed that the benefits of delay exceeded
the costs of delay andl consequendy therc is no
disallowance £ - delav costs. Although the repont
further stated that the benefits of the delay more
than offset the unreasnable activity-related costs,
E&Y did not recommend offsetting the benefits of
the delay agaunst the uareasonuble activity costs fo
ratemaking purposes

In August 1989, CPL requested that E&Y calculate
the effect of its recommendation on CPL As a
result, E&Y filed a response vo that request in
Oxtober 1989 which stated thar $113 million of CPLs
investment in ST Units | and 2 should be
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excluded from rate base. CPL has filed testimony,
as discussed below, indicating that its ratepayers
were not harmed by the delay

In January 1989, the Texas Commission
anpointed Resource Management International,
Inc. (RM1), to review CPLs management decisions
regarding STP In June 1989, RMI issued its review
of events during the 19731982 period in which it
found, with one exception, no reasonable basis
for disputing the prudence of CPLs management
conduct. This exception concerned CPLs prudence
in its evaluation of the continued viability of its
participation in STP due 10 a lack of timely analysis
of announced budget increases and schedule
extensions. RMI did not associate any increased
STP cost 1o such conduct

Intervenor Testimony: In August 1988, OPUC
filed restimony in Docket No. 6668 cailing for a
disallowance of certain costs of STP aher taking ino
account the settlement with Brown & Root In
October 1988, OPUC supplemented its prior
testimony asserting that $1.050 billion or 42% of its
estimated cost of CPLs share of STV should be
deemed untcasonable and excluded from any rates
charged by CPL OPUC indicated that it did not
consider the reasonableness of the costs incurred
subsequeri to the replacement of the former
architect-engineer and that the recommendations
contained in the testimony are preliminary and
subject 10 change based upon final costs and
commercial operation dates for STP Units 1 and 2

In September 1988, a group of cities served by
CPL filed a consultant's report in Docket No. 6668
with the Texas Coramission. The report, after
taking into account the settlement with Brown &
Root, recommends a disallowance of $1.105
billion, or 53% of its estimated cost of CPLs share
of STP

CHL Testimony: CPL filed in February 1989 in
Docket No. 6668 and in its retail rate filing with
the Texas Commission an extensive report prepared
by the Nielsen-Wurster Group, Inc. (Nielsen-
Wurster). The report, done at the request of CPLx
counsel, reviews all aspects of the reasonableness
of proect planning, design, construction, start-up
and licensing of STP Unit 1 was examined from
pre-construction through the commercial operation
clate, Unit 2 was examined from pre-construction
through September 198!, The repont reviews all
phases of the development of STP @ determine the

cause of schedule delays and iecreased costs
related to any unreasonable performance. The
report quantifies for all of STP a wotal of §1.043
billion of unreasonable costs, including AFUDC at
CPLs rates, before giving effect o the Brown &
Root settlement

The report finds that of the 94.4 months of delay
from the initial date of scheduled commercial
operation, 64 9 months was unavoidable and
uncontrollable delay due 1o regulatory matters,
industry environment and other circumstances.
The remaining 295 months delay results in ol
foresecable costs due to unreasonable decision
making or performance of $767 million The repon
also finds $276 million of non-delay costs
atributable 10 unreasonable performance.

The report finds that CPL was prudent in its
activities as a member of the STP Management
Commitiee. The report also concludes that Browa
& Roat, as archiectengineer and constructor, was
responsible for $814 million of the unreasonable
costs and that HLE as project manager, was
responsible for the remaining $229 million of
unreasonable costs. The report concludes that the
1985 Brown & Root settlement of the STP litigation
reasonably compensated the STP owners for Brown
& Roat's performance failures

CPL filed additional testimony in Dockets No
6668 and No. 8646 of Morris H. Jacobs, a
principal of E&Y, previously Arthur Young &
Company. Jacobs used the Nielsen-Wurster findings
to determine if any adjustmients to STP costs, were
necessary. Jacobs concluded that, based on an
economic analysis of the net present value of
revenue requirements, the pre-1983 projea delays
did not harm CPUs ratepayers. Further as to
post-1983 delay costs and the unreasonabie non-
delay costs found by the Nielsen-Wurster report,
Jacobs concluded that the proceeds received from
the Brown & Root settlement exceeded the
unreasonable expenditures and that no adjustment
10 STP costs is necessary.

CPL previously filed a report in February 1988 in
Docket No. 6668 prepared by Drs. Dyer and
Ashley of the University of Texas. This report was
supplemented in February 1989 and additionally
was filed in Docket No. 8646, The reporn reviewed
aspects of CPLs management decision and
monitoring activiries regarding STP Dyer and)
Ashley reviewed CPLs activities based on the use of
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appropriate corporate objectives and information
available at the time decisions were made. The
report concluded that CPLs management decision
making and processes related to STP were
reasonable and prudent.

Deferred Accounting. In April 1989, CPL was
granted deferred accounting on STP Unit 1 by the
Texas Commission. The Texas Commission's order
allows CPL. 10 defer operating and mgipatgnance
costs, taxes, depreciation and carryifig costs,
including an equity return, for Unit 1. The equity
return cannot be reported as income during the
deferral period under generally accepted
accounting principles. CPL can defer Unit 1 costs
from the time it went into commercial operation
until February 15, 1990. CPL has requested Texas
Commission approval to continue to defer STP Unit
| costs after February 15, 1990, until rates
reflecting STP Unit 1 become effective.

Deferred accounting has an immediate positive
effect on net income, but cash earnings will nat
increase until new rates go into effect reflecting
STP in service The Texas Commission will
determine during CPLs rate case the extent that
such costs: are pradent, reasonable and necessary
andl can bx: charged o customers. The Texas
Commussion will also determine the period over
which costs can be recovered.

CPL requested in its retail rate filing that the
Texas Commission grant deferred accounting on
STP Unit 2 in the same manner allowed for STP
Unit 1. In August 1989, the ALJ in CPLs retail rate
filing granted a motion by CPL to sever deferred
accounting on STP Unit 2 from the retail rate case
Inte a separate phase of the proceeding. Hearings
were held in December 1989. On February 8,
1990, the ALl issued an interim order allowing CPL
to defer carrying costs and operating expenses for
STP Unit 2 from the date the unit was placed in
service vatil the date rates which reflect STP Unit 2
are in effect.

The tollowing amounts were deferred pursuant
to thew: orders in 1989 and are reflected in the
statemen:. of income

STP linit 1 STP Unit 2
(thousands)
Opera my expenses $100,394 $ 2,179
Carry ng, costs 71,788 12,802
172,187 36,981
Federal income taxes _... o850 12514
Net mcomy $113,120 § 24,407

Deferred STP Unit | costs of $28 million
attributahlie 1o the period from August 25, 1988,
when STF Unit 1 went into commercial operation,
through December 31, 1988 were included in 1989
net income for common stock.

CPL recorded equity carrying costs for regulatory
purposes of $120 million, net of tax, for STP Unit 1
and $24 million, net of tax, for STP Unit 2 which
are not reported in the statement of income.

In july 1989, OPUIC and the Texas State Agencies
filed appeals in the district court of the Texas
Commission’s final order approving deferred
accounting for STP Unit 1. These appeals are still
pending before the district court. OPUC, Texas
State Agencies and Coastal Refining and Marketing,
Inc. have filed appeals to the Texas Commission of
the AL interim order allowing deferred accounting
for STP Unit 2.

If orders granting deferred accounting on STP
Units 1 and 2 are ultimately reversed upon appeal,
the Company would experience a significan:
adverse effect on the results of operations.
Management believes that the deferred accounting
orders will be upheld

Viability Review. In March 1985, Docket No.
6184 was initiated for the purpose of gathering
idence concerning the economic viability of STP
Unit 2 Inial hearings were held in January 1987,
and final phase hearings were held in October
1987 This docket was dismissed in June 1989.

HLP Suit. CPL and CSW were seved i January
1988 a petition (Petition), which HLP filed in Dallas
County in the 101st Judicial District, asking the
Court for authority to add CPL, CSW and San
Antonio as parties to a suit (Austin Suit) between
HLP and Austin. The Court granted HIP's metion.
The Austin Suit was filed in January 1983 and the
status is discussed below The Court, in a
subsequent hearing, severed for a separate trial
HLP's fawsuir against CPL, CSW and San Antonio.
HLP also has filed another original petdion in
Matagorda County against CPL, CSW and San
Antonio requesting the same relief as requested in
the Austin Suit, which remains pendiug subject 1o 4
plea in abatement. No other action has occurred in
the Matagorda County lawsuit.

HLP has asserted in the Petition that if it is liable
to Austin for any damages in the Austin Suit, HLP is
entitled to contribution or indemnity from CPL,
CSW and San Antomio becawse all the activities
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complained of were decisions or activities of the
STP Management Commitee, which had members
from all STP participants, rather than HLP s sole
decisions as project manager, or that HLP was
acting as an agent for the other participants and
therelore, all participants are liable for the actions
complained of by Austin. HLP has alloged thar CSW
15 @ proper party to this sult because it participated
through control of and direction of GPL in all major
STP decisions. Management believes that HLP does
sot have a sustainable claim tor contribution or
indemnity against CSW or CPl

HLP also s seeking a declaratory judgment
construing the STP Participation Agreement 10 the
eflect that HLE as project manager, has no Hability
10 Austin, San Antonio, CPL or CSW for its actions
H‘I.Hmu 1O any maner unmpl.muf\l of 1n the Austin
Suit. HLP also has requested the Court 1o direct
implementation of alernative methods of dispute
resolution as authorized by Texas law, such as non
hinding arbitration, in order to settle the disputes
related to STP

In March 1988, pursuant 1o the STP Participation
Agreement, CPL and San Antonio called for binding
arbitration of the disputes with HLP The arbitration
call stated that HLP as project manager has
breached its duties and obligations to the other STP
participants and is liable w CPL and San Antonio
tor damages and that CPL and San Antonio have no
Hability to HLP for any portion of the damages
alleged against HLP by Austin. Also on that date
CPL iled with the district count s response 1o the
Petition In that response, which was filed subject
to arbitration, CPL requested the Court to abate
both of HLP's petitions unul the conclusion of
arbitraton, limit all action o the arbitration
procedure and compel arbitration in accordance
with the STP Participation Agreement in the event
HLP refuses to arbitrate. Subject o its request for
abatement, CPL has counterclaimed against HLP for
ciamages in ar unspecified amount related w HLP's

breach of duties and obligations pursuant to the
STP Farticipation Agreement, requested that all
reliel sought against CPL and CSW in the Petition
be denied. requested that the Court enter a
declaratory judgment construing the STP
Participation Agreement and declare HLP liable o
CPL tor breaches thereunder and stated that CSW s
nOL & proper party 1o the action

0 April 1988, HLP filed a brief contending that
CSWa and CPLs request for arbitration is improper
because the issues raised and the relief sought by
CSW and CPL are not subject to arbitration under
the STP Participation Agreement

In December 1989, because of the result
reached in the district court in the Austin Suit, HLP
filed a motion tor summary judgement alleging that
the doctrine of collateral estoppel and related
doctrines precluded any recovery by CPL against
HLP The Court has not ruied on this motion

Austin Suit. Originally in january 1983, Aus.in
filed suit against HLP and its parent compa 1y
Houston Industries Incorporated (HIL), al' 2ging that
HLP had misrepresented the capabilities « [ the
original architect-engineer and constructe ¢ of the
project and had failed 1o properly perfor n its
duties as project manager

In July 1989, a state district court jur found for
HLP and HIT in the Austin Suit. Austin appealed the
decision of the state district court juty and other
presteial decisions of the trial judge to the Dallas
Court of Appeals in January 1990 Management
cannot predict what effect these deciaions and

appeal will have on the various actions between
CPL and HLI

Summary. Although management cannot predict
the oucome of the various STP proceedings
maragement believes that CPLs participation in STv
and 1ts performance have been prudent and its
investment in STP is recoverabie through rates or
trom HLP However, if any significant costs of STP
are not recovered, there would be a material
adverse eftect on CPLS results of operations

9. COMMITMENTS AND CONTINGENT LIABLLITIES

It is estimated that the Company will spend
approximately $110.000.000 for construction
purposes in 1990 (including AFUDC of $2,300,000)

Nuclear Insurance. In connection with the
licensing and operation of the STP the owners

have purchased the maximum limits of quclear
lability insurance, as required by law, and have
executed indemnification agreements with the
Nuclear Regulatory Commission (NRC). in
accordacce with the financial protection
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requirements ol the Price-Anderson Act

The Price-Anderson Act, a comprehensive
statuory arrangement providing limitations on
nuclear lability and governmental indemr.ities is in
effea untll August 1, 2002 The limit of liability
under the Price-Anderson Act for licensees of
nuclear power plants is $7 541 billion per incident
I'he owners of STP are insurcy for their share of
this Labdlity through a combination of private
insurance and a mandatory industry-wide program
tor sell-insurance. The maximum amount that each
licensee may be assessed under the industry wide
program of sell-insurance following a nuclear
incident at an insured facility is $66.15 millior
(which amount may be adjusted for aflation ) for
each licensed reactor, but not more than $10
million per reactor for each nuclear incident in any
one year The Company and each ¢f the other STP
owners are subject 1o such assessments, which the
Company and the other owners have agreed will be
borne on the basis of their respective ownership
interests in STP For purposes of these
assessments, STP has two licensed reactors

NRU nuclear property insurance regu'sions
require ficemsees of nuclear power plants 1o obtain
ON-Site property damage insurance in & minimum
amount of §$1.06 billion. NRC regulations also
require that the proceeds trom this insurance be
used hirst 1o ensure that the licensed reactor is in a
site and stable condition and can be maintained in
that condition so as to prevent any significant risk
1o the public health or safety. Further, NR¢
regulations require that any remaining insurance
proceeds be used first o complete any
decontamination operations that may be ordered by
the NRC. On November 6, 1989, the NR¢
published a notice of proposed rulemaking which
would, among other changes, eliminate from
nuclear property insurance regulations the

requirement that post-accident insurance proceeds
be paid 10 a special trusiee

The owners of STP currently maintain on site
property damage insurance in the amount of §1 585
billion provided by American Nuclear Insurers and
Nuclear Electric Insurance Limited (NEIL). Policies
of insurance issued by NEIL stipulate that policy
proceeds must be used first 1o pay decontamination
and clean-up costs, betore being used to cover
direct losses o pro erty The Company and HLP
are members of NEIL and are subject to annual
assessments, which could amount o approximately
$9 million for the current policy vear, November 15
1989, 10 November 15, 1990, in the evoat that
property losses as a result of a covered accident at
a nuclear facility of any NEIL insured exceeds the
accumulated funds available to NEIL The Company
and the other owners of STP have entered into an
agreement that provides for the total cost of
Jecontamination liahility and property insurance
for STP Cincluding premiums and assessments) 1o be
shured pro rata based upon cach owner's
respective ownership interests in STP

In 1989 the Company purchased, for its own
account, extra expense insurance under the NEIL |
Extra Expense Program. This insurance wou'd
reimburse the Company for extra expenses
incurred to generate or purchase power lost as te
result of a covered accident that shuts down
procluction at STP tor more than 21 weeks The
weekly indemnity for each of the two operating
units at STP is $637,000. The maximum amount
recoverable tor each of the units is $66.3 million
The Company is subject to assessments, which
could amount to approximately $2 million for the
current policy year, November 15, 1989, o
November 15, 1990, in the event that losses as a
result of a covered accident at a nuclear facility of
any NEIL 1 insured exceeds the accumulated funds
aviilable under the NEIL | Extra Expense Program
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10. QUARTERLY INFORMATION (UNAUDITED )

The following unaudited quarterly information
includes, in the Company's opinion, all adjust-
ments (consisting only of normal recurring
adjustments except for the 1988 effect of the

Company's deferred accounting order on STP Unit
1 recorded in the quarter ended March 31, 1989,
as discussed in Note 8) necessary for a fair
presentation of such amounts

e
Quarter Ended m nco-l:. Income
(thousands)
1989
March 31 $188,126 $35,495 $51,553
June 30 193, 40 41,014 39,442
September 30 242,001 51,593 42,473
December 31 212,718 33,504 14,313
1988
March 31 $175,526 $25,621 #1416
June 30 191,291 31,926 49,497
September 30 234,108 46,536 63, 253
December 31 189, 506 18, 295 2,653

Gperating income and net income were restated
for the quanter ended September 30, 1989, 1o reflect
the ALL's interim order approving the Compeny's
deferred accounting request on STP Unit 2 as

discussed in Note 8. Operating income and net
income for the quarter ended September 30, 1989,
were increased $5,612,000 trom $45.981,000 and
$12,301,000 from $30,172,000, respectively

Information for quarterly periods is affected by seasonal variations in sales, rate changes and other factors

Selected Financial Data

The following selected financial data for each of herhlight significant trends in the financtal condition
the five years ended December 31 are provided to and results of operations for the Company:
ToRY TORN TOR7 To8s 1085
(thousands, except ratios)
§ BI6585  § 790430 § 768,264 8 850075 § 004,908

Electric Operating Revenues

Net Income 147,781 156,819 191,927 174, 165 152,164
Preferred Stock Dividends 24,558 21,525 15,820 16,010 15,991
Net Income for Common Stock 123,223 135,294 176,107 158,155 136.173
Total Assets 3,896,155 3,670,432 3,341, M9 2,950,120 2,723,361
Preferred Stock

Not Subject to Mandatory

Redemption 250,351 250, 368 166, 782 166, 705 93,115

Subject to Mandatory Redemption 47,2%. 16, 966 46,660 46, 355 B, 8o
Long- Term Debt 1,331,544 1,325,977 1,179,456 1,048, 987 IR
Ratio of Earnings to Fixed

Charges (SEC Method) 2.49 244 300 3.16 2.86
Capitahzation Ratios

Commen Stock Equity 45.7% 44.4% 45.4% 45.0% 45.5%

Preferred Stock 3 09 10.2 ¥4 9.3 85

Long-Term Debt 44.4 454 46.2 45.7 46.0
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REFERENCE

The following discussion and analysis »f the
Company s financial condition and results of
operations relate i the Financial Statements, Notes
to Financial Statements and the Selected Financial
Data The information contained thergin should be
read in conjunction with and is essential in
understanding the following discussion and
analysis

OVERVIEW

Net income for common stock for the year 1989
declined 9% to $123 million from $135 million in
1988 The decline in earnings during the yeai is
the result of accounting rules that prohibit the
Company from reporting the equity carrying
charges on STP Units 1 and 2 as income during the
deferral period

RATES AND REGULATORY MATTERS

Deferred Accounting. In April 1989, CPL was
granted deferred accounting on STP Unit 1 by the
Texas Commission. The Texas Commission's order
allows CPL to defer operating and maintenance
expenses, taxes, depreciation and carrying costs,
including an equity return, for Unit 1. The equity
return cannot be reported as income during the
deferral period under accounting rules. CPL can
defer Unit 1 costs from the time it went into
commercial operation until February 15, 1990. CPL
has requested Texas Commission approval 1o
continue to defer STP Unit 1 costs after February
15, 1990, until rates reflecting STP Unit 1 become
effective

CPL requested in its retail rate filing that the
Texas Commission grant deferred accounting on
STP Unit 2 in the same manner allowed for STP
Unit 1. On February 8, 1990, the AL) issued an
mierim order which allows CPL to defer carrying
costs and operating expenses for STP Unit 2 from
June 19, 1989, the commercial operation date, until
rates which reflect STP Unit 2 are in effect. Various
appeals have been filed concerning the deferred
accounting on STP Units 1 and 2

If orders granting deferred accounting on STP
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Units 1 and 2 are ultimately reversed upon appeal,
CPL would experience a significant adverse effect
on the results of operations. Management believes
thar the deferred accounting orders will be upheld

Rate Case Settlement CPL requested the Texas
Commission to approve the Settlement to settle all
issues in dockets currently before the Texas
Commission involving CPUs investment in STP
These dockets incorporate all issues before the
Texas Commission involving STP prudence,
deferred accounting and CPLs request 1o increase
retall rates. The Settlement was entered into by
CPL, the Swft and nine of the other founeen
intervenors in the STP dockets representing the
majority of CPL's customers.

The Settlement would allow CPL to increase base
rates in March 1990 by $105 million, in addition to
the $39 million of interim rates placed into effect in
September 1989 CPL would file in 1990 for an
additional base rate increase of $120 million to
become effective on January 1, 1991, CPLs base
rates will then be frozen through 1994, subject to
certain force majuere events, The fuel portion of
customers bills will continue to be adjusted after
review and approval by the Texas Commussion.

Assuming a March effective date for the first rate
increase, deferred operating expenses and carrying
costs in 1990 on STP Unit 1 would be
approximately $15 million. Deferred operating
expenses and carrying costs on STP Unit 2 in 1990
would be approximately $70 million

Additionally, the Settlement provides for the
Texas Commission to allow an accounting
procedure which defers interest charges for STP o
the extent of actual interest costs incurred during
the deferral periods. This accounting procedure
would allow the Company to recognize
approximately $95 million in 1990 as income in lieu
of equity carrying costs attributable to 1988 and
1989

The Settlement would utilize a ratemaking
technique called Mirror CWIP Mirror CWIP
assumes that CWIP included in rate base was a
temporary loan from customers which would be
repaid after the plant was placed in service. The
temporary loan is repaid through lower rates over
a time period which approximates the period
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during which it was collected through higher rates
Consequently, CPL would capitalize $360 million of
carrying costs as original construction costs and
establish a liability to customers for a like amount
1o be amortized 10 income from (991 through
1995

Since all parties have not agreed to the
Settlement, hearings in CPLs retail rate filing will
continue. The ALJ may ask tor hearings on the
Settlement before sending a recommendation o
the Texas Commission. The Texas Commissicn
must issue an order approving the Settlement
before it becomes effective. A final order is
expected late in the third or fourth quanter
of 1990

The Staff and intervenor entering into the
Settlement have petitioned the Texas Commission
to allow CPL to place settlement rates in effect in
March 1990, on an interim basis subject 1o refund,
until the regulatory process is completed Hearings
on the need to place Settlement rates in effect on
an interim basis will be conducted in early March
The AL) will make a recommendation on the
interim rate request in inid March to allow the
Texas Commission 1o issue an order on the request
before the end of March 1990

The Settlement would allow CPL the opportunity
to earn on its total STP investment during the
period settlement rates are in effect. Further,
management believes that the Settlement is in the
best interest of both CPLs ratepayers and investors

Reference 1s made to Note 8 of the Notes 1o
Financial Statements for additional information
concerning CPL regulatory matters

CONSTRUCTION PROGRAM

The Company's need tor capital results primarily
from its construction program which is designed to
provide reliable electriv service to its customers
During 1989, construction expenditures including
AFUDC decreased 57% to $142 million from $329
million in 1988, The decline in construction is due
to the completion of STP Unit 1 in August 1988 and
Unit 2 in June 1989, It is estimated that
construction expenditures during the 1990 through
1992 period will aggrepate $297 million (including

AFLIDC of $8.6 million) Construction expenditures
during the next three years will primarily be for
improving and expanding transmission and
distribution faciliies. These improvements will be
required 1o meet the needs of new customers and
to satisfy changing requirements of existing
customers. No base-load power plants are currently
planned until after the year 2000

FINANCING AND CAPITAL RESOURCES

Internal Generation. The financial strength of
the Company is dependent on numerous factors,
the most significant of which is the receipt of rate
relief. Rate relief must be sufficient to provide
adequate coverage ratios necessary for additional
external financing and for a fair return on invested
capital. In 1989, the Company obtained 21% of its
capital requirements from internal sources and
anticipaies the majority of capital requirements
during the 1990 through 1992 time period will be
provided from internal sources

Long- Term Financing. During 1989, the
Company issued $150 million of First Mortgage
Bonds. as discussed in Note 3 of the Notes to
Financial Statements. The procecds were used t©
reacquire $136 million of high-coupon debt, along
with a premium and related reacquisition costs of
$17 million. The Company also fixed the interest
rate on its adjustable rate pollution control bonds,
collateralized by Series T First Mortgage Bonds, at
7V4% tor the remaining 25 vear term of the bonds.
Long-term financing by the Company involves the
sale of first mortgage bonds, preferred stock
and the receipt of capital contributions
from its parent company or other financing
alternatives. The goal of the Company is o provide
a strong capital structure. At December 31, 1989,
the capitalization ratios were 46% common stock
equity, 10% preferred stock and 44% long-term debt.
During the first quarter of 1990, the Company
intends to issue $50 million of collateralized
pallution control bonds. The bonds will be used o
finance certain pollution control facilities for STP
Additional long-term financing may be required

40
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during 1990 depending on the amount and timing
of rate reliet

Unbilled Customer Accounts Sold. The
Company sells its accounts receivable 1o CSW
Credit, Inc, a wholly-owned subsicliary of CSW
In April 1987, the Company began selling
receivables for electric service provided, but not
yet billed 10 customers. The sales provide the
Company with cash immediately and reduce
working capital and revenue requirements. The
maonthly average and vear-end amounts of accounts
recetviable factored were $82.623,000 and
$74.555,000 in 1989, as compared 10 $79 814,000
and $72.727,000 in 1988

Short-Term Financing The Company, together
with other members of the CSW System, has
established a System money pool 1o coordinate
shortterm borrowings These loans are unsecured
demand obligations at rates approximating the
aystenin s commercial paper borrowing costs
Perioddically, all the Company's shortaerm loans are
repaid with the proceeds from permanent
financing, and theretore these loans are not
considered a part of the Company's permanent
capital structure. The Company s shortterm
borrowing limit from the money pool is $200
million and borrowings will be made during 1990
as required. During 1989, the average amount of
shortterm borrowings outstanding at month-end
was $14,022,000 at a weighted average annual
interest rate of R9O%. The maximum amount of
shortterm borrowings oustanding at any month-end
during 1989 was $78,396,000 andd at December 31
1989, $46.0606,000 was outstanding

NEW ACCOUNTING STANDARDS

Please vefer to Note 1 of the Notes to Financial
Statenments - New Accountng Standard for a
discussion of Statement of Financial Accounting
Standards No. 96, Accounting for Income Taxes
which has not been adopted by the CSW System

The FASB L. presently reviewing the accounting
tor Other Post-Employment Benetits (OPEBs)
OPEBs primarily relate 10 medical and death
henefits paid 1o employees after they retire
Currently, the Company accounts for these benefits

on a cash basis. The FASH is considering changing
the accounting requirements 1o an acciual basis
This would result in a significant increase in the
amount of benefit expense on the income
seoment and the recognition of & significant
Hability on the balance sheet These effects could
be mitigated to the extent that such cost increases
could be recovered through rates

RESULTS OF OPERATIONS

Net Income for Common Stock. The Company s
net income for common stock declined 9% in 1989
1o $123 million from $135 million in 1988 The
decline resulted from accounting rules that prohibit
the Company from reporting the equity carrying
charges on STP Units 1 and 2. See Note 8 of the
Notes 1o Financial Statements for more
intormation

Hlectric Operating Revenues. Total electric
operating revenues increased $46 million, or 6%
trom 1988 due to a 5% increase in kilowatt-hour
sales, a retil customer interim rate increase which
resulted in $15 million of additional revenue, and
the recognition of revenue for the deferred costs of
STP Unitt 1 from its wholesale customers. Customer
growth averaged 2% during 1989, with vear-end
customers approximating 549,000

Residential kilowatt-hour sales increased by 7%
over 1988 reflecting a slight increase in customer
growth and kilowatt hour usage. Revenue per
customer was $679 in 1989, an increase of $27 over
1988 This was the result of the retail customer
mterim rate increase and increased usage

Inclustrial sales increased in 1989 primarily as a
result of increased usage by a major petrochernical
plant. The Company has responded to the effects
of competition from cogeneration by offering
incentive rates for large industrial customers. The
Company is committed o continue its efforts 1o
develop new business and retain existing custome. s
in the face of more competition

Sales for resale increased 34% from the same
periodd in 1988 as a result of the recognition of
revenue for the recovery of costs on STP Unit |
trom its wholesale customers. The wholesale
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customers are contractually obligated 1o pay such
COSEA

Changes in kilowat-hour sales by customer class
tor each ol the years 1987 through 1989 are shown
on the tollowing chant

1984

Residential 6™
Commer rcial LR
Industria

e

Total Sales 4.7

Fuel and Purchased Power Expense. Th
decrease in total fuel expense is attributable 10 the
increased usage of lower cost nuclear fuel The
average cost of tuel for the vear was $1 99 per
million Bt as compared 10 $2.11 in 1988 The
average cost of natural gas, which was used 10
generate S9% of the Company's kilowsatt-hour
requirements, was $2.29 per million Bu, an $0.08
increase trom the prior year. The average cost of
coal was $2.22 per million Buu, up $0 08 from last
year. The cost pessmillion B of nuclear fuel for
STP was $0.53, down $0.01 from 1988 Reference
15 made to Note 1 of the Notes to Financial
Statements, “Electric Revenues and Fuel” for
additional information o nucicar fuel expense

Expenses and Taxes. Other operatin g
maintenance and depreciation expens s increased
due 10 STP Units 1 and 2 being placed in service

inflation rates, as measured by the Consumet
Price Index, have averaged about 4.4% for the
three-year period ending December 31, 1989 The
Company believes that inflation, at these levels
does not materially affect its results of operations
or financial condition. However, under existing
regulatory practice, only the historical cost of plant
15 recoverable from customers. As a result, cash
flows designed to provide recovery of historical

plant costs may not be adequate to replace plant i
future vears

Taxes other than Federal income decreased due
o a Texas franchise tax refund received by the
Company in the second quarter of 1989 totaling
$9 4 million including interest, net of taxes. The
retund was based on recent court decisions which
changed the calculation of the taxable base. The

principal was credited to taxes other than Federal
income taxes and the related tax impact was
recorded in Federal income taxes. The decrease in
taxes other than Federal income taxes is partially
offset by increased ad valorem taxes on STP Units
1 and 2 which were previously capitalized, but
now are expensed. The increase in Federal income
tax expense in 1989 is due 1o a much smaller
amount of pre-tax income being composed of
nontaxable equity AFUDC. Other operating,
maintenance, depreciation and tax CXPEnses ane
offset oy the deferral of $125 million representing
operation and maintenance expenses, depreciation
and taxes for STP Units 1 and 2

Interest Expense and Preferred Stock
Dividends. Interest on longterm debt increased
primarily due (o the issuance of first mortpage
bonds in the second quanter of 1988 Interest on
short-term debt and other increased due 1o a
reclassification of interest expense related o
Federal income tax lability for wx years 19781981
from nuclear fuel inventory o interest expense
his reclassification was assoctated with the
Westinghouse settlement of STP's auclear fuel
coniract. Preferred stock dividends increased due
to the issuance of $85 million auction preferred
stock in February 1988 and a higher dividend rate
on the existing auction preferred stock

Allowance for Funds Used During Construction
The decline in the amount of AFUDC was due to
STP Unit 1 going into service in August 198k, STP
Unit 2 going into service in June 1989 and the
decline in the ( OMpany s construction program

Other Income and Deductions. Deterred STP
carrying costs of $85 million represents the carrying
charges on STP Units 1 and 2 The increase in
Other is primarily due to the deferral of interest
expense related o the Federal income tax Habilin
associated with the Westinghouse settlement of
STP's nuclear fuel contract. This is offset by the
assoctated Federal income tax expense
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1989 1988 1987
AVERAGE NUMBER OF CUSTOMERS 4
Residential 460,522 452,707 446, 548
Commercial 71,209 70, 285 70,008
Industrial 6,488 6,570 6,548
Ali other 3,401 3,320 3,277
Total 541,620 532,882 526,381
NUMBER OF CUSTOMERS -— END OF PERIOD 549,301 539, 896 532,546
SALES — KILOWATT-HOURS (Thousands) |
Residential 5,277,961 4,945,741 4,630,356
Commercial k 4,086,174 3,898,835 3,736,151
Industrial 4,587,663 4,244,925 4,325,326
All other 1,354,976 1,628,082 1,336,327
Total 15,306,774 14,617,583 14,028,160
REVENUES (Thousands) b
Residential $312,850 $295,167 $273,223
Commercial 254,304 244,082 231,004
Industrial 184,871 180,345 198.482
All other 84,560 70,838 65'5591
Total $836,585 $790,432 8768.2644
RESIDENTIAL AVERAGES L
Kilowatt-hours per customer 11,461 10,925 10,369
Revenues per customer $679.34 $652.00 _ $6l 1.86
Revenues per kilowatt-hour 5.93¢ 5.97¢ 5‘9(5
SYSTEM CAPABILITY AT PEAK (Kilowatts) |
CPL stations 3,947,000 3,801, 000 3,648, 000
Purchase contracts — - e —:
Total system 3,947,000 3,801,000 3,698, 000
SYSTEM MAXIMUM DEMAND (Kilowatts) 3,145,000 3013,000 2,881,000
FUEL EFFICIENCY DATA ]
__Average BTU per net KWH 10,402 10,085 10,164
Cost per miilion BTU $1.99 $2.11 $2.08
Cost per KWH generated (mills) 20.70 21.26 21.17
BALANCE SHEET DATA (Thousands)
Electric utility plant $4,298,859 $4, 169,637 $3,853, 568
Annual constructed additions 141,722 329,222 444,723
Accumulated depreciation 769,880 658,015 589,909
Percentage of accumulated depreciation
to orig@ cost 17.91% 15.78% 15.311
CAPITALIZATION (Thousands) .
Commo:: stock equity $1,368,067 $1,204.844 $1,159,550
Preferred stock 297,623 297,334 213,442
L(mg-wrm debt 1,331,544 1,325,977 1, l79.45§
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1986 1985 1984 1980 1982 1981 1980 1979

441,849 432,906 420,487 407,006 394,437 376,444 361,181 347,746
69,719 68,720 67,217 65, 359 63,581 60,386 67,901 66,023
B h,_;/l\'l 6,827 6.717 6,652 A (l,fi(\ﬂw 7 6,322 6, .(!‘4 5771
3,254 1, 268 4,206 3,185 3174 3108  3.06] 298]
621,535 511,721 97,627 482, 202 467,752 446, 260 428,147 412,521
527,392 521,281 507,402 492,712 477,892 459,003 437,438 422, 208

(4,567,961 4,469, 884 4209063 3863798 3088111 3,736,235 3,574,451 3,202,513

y
? 34,321 3,664,447 cm 989 3,268, 3,278,005 V085,744 2,884,986 2,723,446
l’

| 6,521,265 5,085,326 6,280,810  5910,999 5,542,386 7»&» 785 5,675,723 5,663,115
13104,0 1,501,630 1 166,087 1116201 1111941 1,631,250 1,261,973 1,131,062
15,640,017 15,621,287 15108949 14,159,204 13,010,443 14,221,014 13,387,133 12,720,126

| $284,345  $205038  S208186  $om, '18"“ $282,616  $233,503  $203,214  $160,701
| 241,773 262,33 265870 249,265 242,215 202,819 171,047 127,743
254,626 300915 342900 336,604 308,933 277,820 234,906 189,017

79,231 76,621 75,219 74,240 70,422 79.701 60,429 42,125
$859,.975 $924, 908 $972, 184 $946, 281 $E00 186 $793,942 $669,596  $518, 586

| 10,338 10,325 110,010 9493 I0011 0,926 0897 9200
T$643.53  $681.53 $709.14  $703.14  $716.50  $620.53  §662.64  $459.24
6.22¢ 6. 60y 7.08¢ 7.41¢ 7.09¢ 6.25¢ 5.69¢ <. 9¢

3703000 3,688,000 3,667,000  3.625.000  3.523.000 3524000 2,954,000 2,976,000

- : . 10,000
3,703, (0 3,688, (000 3,667, 000 3,625,000 3,523, 000 3,523, 000 2,954, 000 2,986, (00

2,974,000 3,022,000 2,832, 600 2,864, (0 <, 825,000 2,734,000 2,505,000 2,390, 000

10,174 1040 10298 10231 10,26 10471 10,37 4 10,262

2.3 $280 8827 2 $347 8351  $3.04  §255 220
23. 70 29.01 33.65 35.47 35.97 30 *H 26, ‘H 22 ’)8

$3,426.960  §3,056,619  $2,758.077  $2,385,.480  $2.110,440 ~$1,880,395 ffsxm 124 $1,461,016
433,061 456,151 386,952 286524 237,251 199,510 231858 228,631

546,285 503, 405 AS8834 418037 370,738 339,497 01,200 269 212

15.94% 16.47% 16.63% 17.52% 17.90% 18.05% 17.86% 18.42%

1,033,443 $971.443  $851.805  $723.054 $635, (49 $555,245  BATB101  $426,184
213,060 181,079 181,989 182,024 132,77 132,770 132,796 93,136
4H 590

[ 1,048,087 9K 481 866,551 728,149 GAT,404 573,427 509,024
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Shareholder and Investor Information

PREFERRED STOCK
TRANSFER AGENT/REGISTRAR OF STOCK
Central and South West Services, Ine

PO Box 660164
Dallas, Texas 75260-0104

SHAREHOLDER SERVICES

The shareholder services sill is available from 8 am 10 § pm.
Central Time, Monckay through Friday 10 answer any questions you may have.
IF vour have & question, write:

Central and South West Services, e
Shareholder Services Departient
PO Box 660104

Dallas, Texas 7526601604

or call

1005275797 (Outsidde of Texas ¥ LBO0-442- 1718 (In Texas)

We recommend that you send stock certificates by either registered or
certified mail

FIRST MORTGAGE BONDS
TRUSTEE

The First National Bank of Chicago
One First National Phiza

Mail Sutte 0126

Chicago, Il 60670

Richard D Manella —~ (312) 407 1841

ADDITIONAL INFORMATION

This repon is prepared primarily for the information of seeurity holders
employees and customers of the Company and is not transmitted in connection
with the sale of any security or offer o sell or offer o buy any security

Copies of this report and the financial statements included therein and the
Securities and Exchange Commission Annual Report on Form 10:K are available
generally 1o all security holders of the Company A copy will be mailed 10

any security holder or other interested party upon written request (o

€ Wayne Stice, Secretary, PO, Box 2121, Corpus Christi, Texas 78403 2121
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