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May 14, 1992
RBC- 36828
File No. G9 .5

U.S. Nuclear Regulatory Commission
Document Control Desk
Washington, D.C, 20555

Gentlemen:
River Bend Station - Unit 1

—Docket No, [)-458

Enclosed are ten (10) copies of the Gulf States Utilities Company 1991 Annual
Report. This report is being snbmitted in accordance with Section 50.71 of Title
10 of the Code of Federal Regulations and U.S. NRC Regulatory Guide 10.1.
In lieu of a 1991 annual report from Cajun Electric Power Cooperative, Inc.,
enclosed are 10 copies of an audiied financial report for 1991,

If you have any questions or comments, please contact Mr. Leif L. Dietrich of
my staff at (504) 381-4866.

Si_cerely,

ﬂ
W. H. Odell i

Manager - Oversighi
River Bend Station
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U. S. Nuclear Regulatory Commission
611 Ryan Plaza Dr., Suite 420
Arlington, TX 76011

NRC Resident Inspector
P.O. Box 1051
St. Francisville, LA 70775

Mr. D. V. Picke.t

U.S. Nuclear Regulatory Commission
11555 Rockville Pike

Rockville. MD 20852
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Report to Shareholders

Dear Fellow Sharehciders

With the new year came & new
challenge Jan. 6, | became
States' chief executive

and, as of March 1

Oon

Cult
also
chairman of the board. |
duties at a time

| can see on the pre

officer

will e

T T

assume these

o

when, as yi

ath

= SN

ceding page. there are many
reasons to take pride in the
accomplishments of oun

company
an alphabeti

atates

if vou looked at
Gult
191

cal
employees as 1

listing of
ended, it
would have started with David
Abdalla and ended with Edimund
Zolkiewicz. This annual report is
dedicated to them and to tiie
other 4.841 on

that list \ credit ‘or
the measured progress made
by the company in 1991 and the

1992

empioyees

They deserve

early part of
m a shareholder's per
Spe ¢, the most tangible sign ol
our continuving financial recoy
fact that we are now in
a position to pay off ail pre-
ferred dividend arrearages on
March 15, The decision to pay the
$ 150 million in preferred divi
dend arrearages related
sinking fund obligations as well

ery is the

and

as the current payments due through
April 15 came at the Feb. 13

Joseph L. Donnelly

neeting of the

| lj rYy \ Y "¢ Roa \

§ ; Whiaf B board of directors

1€Cl and Lnie X € ) .

Hve Off As of March 15, there still wil! be nearly

$87 million in preference dividend arrear
must be paid the

of common steck dividends
Needless to say, the

ages that hetore
resumption

can be addressed

board is extremely pleased with the positive

steps that have been taken and remains
ommitted to resuming common stock diy
idends as soon as possible

Earnings per share of common stock
a definite improve
ent loss reported in
loss sustained in 1989
1991

been 52

wer2 34 cents in 1991
ment from the 99+«
1990 and the %1

the extraordinary item

have

Exciuding

earnings per share would

cents

Successes In several areas helped cleat
the way for the long-awaited dlvidend activ-
ity that started In 1991, Our financial
position improved as 2 result of better
sales, rate increases, debt reti~ ments that
reduced Interest expenses and our contin
uing attention to cost controls, emciency
and other self-help Out
employees performed superbly in all of
these areas

Although electric sales were up only
slightly in 1991, it the fourth con
secutive year that sales have been on
the positive side. When consider
sales had declined in each of the three
preceding years, it Is an indication that the

economy area has

performed somewhat better than many
other regions of the country

measures

marked

you that

in Our service

. As this report was about to go Lo press
another lingering cloud of uncertainty
was removad as the Louisiana Publi
Service Commission reaffirmed, with
some helpful modifications, the deregulated
asset plan tor the disallowed portion of the
River Bend power plant. As a result of the
revisions, no write-off of the deregulated
portion of the plant will be required
Because oOf tax effects, there was a net
$7.1 million charge to net income for the
fourtl, quarter of 1991
On another positive note, many electric
utilities are qrappiing with a major
problem that will not have a significant
impact on Gulf States: how to comply with
the new Clean Air Act. Gullf States esti
mates that during the remainder of the
decade it will have to spend significantly
less than utllities that expect expendi
tures of hundreds of millions or even bil
lions of dollars to comply with the new
requirements. The emissions from
clean-burning fuels already meet
the stricter acid rain
requireiments

our

control

&
Our clean fuel mix also gives us an
opportunity to heip our customers
particularly industrial users, cope with their
Clean Alr Act challenges by utilizing
electro-technologies designed to reduce

emissions and use energy more efliciently



QULF STATES UTiLimies COMFANY

| do not want to leave the impression
that the road to financlal recovery s clear
of obstacles. Challenges abound in the form
of a major lawsuit involving the Cajun Elec-
tric Power Cooperative, competition-
related pressures from several directions,
the threat of critical legislative and regu-
latory mandates at the state and federal
levels and continuing uncertainty about the
economy.

Our corporate priorities for 1992 and
beyond will focus on dealing with these
pending or potential issues while looking for
new and Iinnovative ways ‘o meet cus-
tomer needs, increase revenues and
enhance your investment in this company.

As was noted in this space last year,
there continue to be rumors that Quif States
is about to merge with another utility
company or be acquired. Our policy con-
tinues to be that we will not comment on
such rumors unless material developments
require us to do so,

As we continue making progress toward
financia! stability, the company will be
losing the services of four individuals who
have played key roles in getting us this
far. One. of course, is Linn Draper, who will
become president of one of the nation's
largest electric utilities, American Electric
Fower Co., on March 1. Linn's steady,

calm leadership helped guide vs
through some difficult times, ard we
‘ will miss him,

Also leaving us are three members of

the board of directors who wili be
retiring at the annual meeting in May John
Barton, Mar! 1 Gotand and Bill LeBlanc
will be missed. Tne departures of Barton
and LeBlanc are especially significant
because of their long tenures on the board,
John Barton has served longer than iiny of
the current directors, since 1970. Having
become a director in 1974, Bill LeBlanc has
served this company with distinction. A
board member since 1983, Martin Goland
made his mark in a relatively short time.
The company has benefited greatly from
their wise counsel.

We have one new
board member since last
year's annual report. Wil
liam F. Klausing, a former
senior vice president in
Irving Trust's Public Utility
Division in Mew York,
joined the board at last
year's annual meecting. His
background and knowl-
edge of utility finance is
proving to be a valuable
asset.

In closing. | want to thank our
sharcholders for their continuing
support during the last several
years. There is still much to do,
oput the worst appears to be over,
With the help of our hard-work-
ing employees | believe the better
times we saw in 1991 will con-
tinue to get better,

Sincerely,
\/ng\ KS—aeg
Joseph L. Donnelly

Chalman of the Board-Elect
and Chie Executive Officer

February 14, 1992

Linn Draper

Dear Fellow
Shareholders:

This Is my
final. and fare-
well, letter as
your chairman
of the board. As
Joe Donnelly re-
ports elsewhere
on this page. better times
appear to lie ahead. |
regret | will not be here to
share them with you,

The decision to leave
Gulf States to become
president of Americar
Electric Power was the
most difficult of my life. As
| sald when the Jan. 6
announc was made,
my 13 ¥ as a aulf
Stater were productive,
challenging and never
dull. The worst part is the
people | will leave behind.
| am proud of the progress
made during my tenure,
but it didn't come easy. it
took a great deal ol hard
work, sacrifice and com-
mitment on the part of all
Qulf States employees. To
them, i offer heartfelt
thanks for Liir support
and dedication,

To our loyal share
holders, | offer regrets that
circumstances forced the
company to suspend divi-
dend payments several
years ago. | know these
have been painful times
for many of you, and your
paticnce and understand-
ing Is deeply appreciated,

| leave confident that
Joe Donnelly. with the
help of ali Gulf Staters, wili
continue  steering  the
company down the path of
recovery and towara a
brighter future. You are in
good hands. Good-bye
and good luck.

I
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Terrl Hecht
computer operator
Beaumont, watches
as the computer
does & test run on
preferred dividend
checks, the first
dividends the
company has paid
since 1986

On Feb. 13, 1992, the GSU board
| of directors declared the remaining
dividends on preferred stock and
| authorized paying the preferred stock
sinking fund arrearages

Preferred sharehoiders will be
pald almost $116 million in divi-
dends about March 15, 1992, In
1991, this class of shareholders
received dividend payments
totaling about $127 million, rep
resenting 11 quarters in arrears
The March dividend payment
will make the company current
on preferred dividends

The board at the February
meeting also authorized paying
the $28.4 million sinking fund
arrearage and an additional $6
million for March and April pre-
ferred sinking fund obligations

Preference stock dividends of
about $87 million remain in
arrears as of March 15, 1992,
These dividends must be paid
and current before the board of
directors can consider paying
common stock dividends,

Prior to 1991, the company
had not paid a preferred or prefer-
ence stock dividend since the
last quarter of 1986 nor common
stock dividend since the second
quarter of that same year

Members of the board of
directors will continue to evaluate
the financial condition of the
company at each meeting. Deci
sions regarding the amount and
timing of further dividend pay-
ments remain at their discretion

Qulf States reported earnings
of 34 cents per share of common
stock for 1991, compared with a
loss of 99 cents in 1990, The last year
QSU nad positive earnings was 1988.

£

Results for 1991 were helped by
rate increases in Texas and Louisiana
during the frst quarter, reduced
interest expenses and higher kilowatt:
hour sales

Earnings would have been higher
had it not been for one-time charges
taken during the year. A refund
reserve established in advance of a
January 1992 ruling in a Louisiana rate
of return dispute decreased earnings
by 20 cents per share. The 1991
results also were reduced by 6 cents
per share as a result of a $7.1 million
net charge related to the River Bend
deregulated asset plan that was reaf-
firmed and modified by Louisiana
requlators on Jan. 28, 1992,

The 1990 earnings ad been
impacted negatively by a $135 million
after-tax charge (equivalent to $1.25
per share) for the settleme~* * ith
the Scuthern Co. that was

booked during the second quarter

of 1990,

Kilowatt-hour sales increased

from 29 billion in 1990 to 29.1

billion in 1991, the fourth straight
year of improved sales.

Although there are no ongoing
rate cases in any of the company's
regulatory jurisdictions, on Jan. 21
1992, GQulif States filed fuel cost recon-
ciliation data required by the Public
Utility Commission of Texas (PUCT)

if the PUCT adopts the proposal as
filed, there will be littie impact on cus-
tomer rates.

Fuel costs are passed on to cus-
tomers, with QSU making no profit.
The PUCT requires utility companies to
periodically reconcile their fuel costs
and change fuei factors to reflect
the actual cost of fuel

The Louisiana Public Service Com-

ission (LPSC) on Jan. 28, 1992
reconfirmed a derequlated asset plan
to aadress the portion of River Bend
nuclear power plant construction costs



the commission had disallowed as
imprudent in December 1387. The
commission did make some changes
from the previously ordered plen
specifically the sharing of revenue
from off-system sales. Shareholders
and ratepayers will benefit equally
from any revenues above a specific
amount. The previous plan called for
a 60-40 split between customers and
shareholders

Although no write-down is
required for the dereguiated portion of
the plant, an increase in deferred
taxes resulted in a n2t $7.1 =million
charge to net income. |i the previous
plan had remained in eflect, the com
pany would have written
about $128 million

Also at the January 1992 meeting
the LPSC ordered Gulf States to make
refunds to customers of about $24
million. This amount, plus $10.8 mil
ion in interest, represents the differ
ence between a court-ordered 14
percent return on equity in 1588
which the state Supreme Court
reversed, and the 12 percent return on
equity ordered by the
mission

Half of the $24 million refund will
be made in July 1992 and the remain
der in July 1993. The interest was
recorded by shortening the deferred

revenue recovery period associ

ated with the phase-in plan

aown

com

The LPSC granted the com-

pany a $16.8 million base rate

increase in February 1991 as the
fourth and final step of a Februan
1988 court-ordered nhase-in plan

In April 1991, the Louisiana
Supreme Court upheld the disal
lowance of $1.4 billicn in systemwide
costs, affirmed the phase-in plan and
reversed and set aside the derequ
lated asset plan and the return on
equity issue. The state Supreme
Court said the commission, not a

district judge, has the authority to
order the plan's implementation and
that the district court erred in raising
the return on equity

The U.S. Supreme Court in earh
December 1991 refused to hear
USU's appeal of the Lcuisiana
Supreme Court's decision

From December 1987 through
February 1991, Louisiana regulators
and courts have approved about $175
million In rate increases for the sys

temwide $1.6 billion prudent

investment in River Bend

On the other side cof the

Sabine River which cuts the GSt

service area roughly in half
Texas regulators approved a one
time RKiver Bend related rate increase
of about $60 milion in May 1988
and set aside, with no finding as to
prudency, about $1.4 billion of the
company s systemwide investment in
River Bend (about %411 million as
of Dec. 31, 1991, on a Texas retail
jurisdicational basis after accumulatod
depreciation and related taxes), The
PUCT told the company it intended
to address the prudency of these costs
held in abeyance in a s'ibsequent
proceeding

Therelore, the company fi’ed
another River Bend case in March
1989, but intervenors went to court
claiming that Gulf States had only the
me legal opportunity to justify River
Bend costs. The Texas Supreme
Court ruied in September 1990 that
the PUCT was baned from addressing
the prudency issue again and the
U.S. Supreme Court in April 1991
refused to review the state Supreme
Court decision

in the wake of the state court deci
slon, the company withdrew from the
rate case aii i1ssues involving the
costs of River Bend not in rate base
and notified parties it still had a $65
million revenue deficiency

EARNINGS
per SHARE OF
COMMON STOCK

ne
\F

J

Toxas and L.

i @amings ue 10 rate Increases

JiSiana, recuced

s and .!‘,r)(\l'_
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the Texa:

20, 1991, approved settiement docu

ments granth.g Gulif States a $30

million base rate increase as well as
other elements that had the sup
port of most parties L0 the case
Two of tne parties appealed the
rate order and a brief hearing
was conducted by an Austin dis
trict court judge in December
1991

ommission on March

On Oct. 1, 1991, a state dis
court, in the appeal of the

1988 rate order, held that

the PUCT s decision to set aside a

portion of River Bend costs had
the same effect as a disal
lowance ruling; therefore the dis
allowance stands. The judge
remanded a part of the same
decicion to the commission soO
that it could make rate base
adjustments invoiving two other
aspects. He ruled that the
deferred expenses for River Bend
and GSU’s share of Big Cajun 2
Unit 3 that accrued between the
time those units went Into com
mercial operation and the date
the PUCT took rate action should
not have gone into rate base
T'his decision was based on an
appeliate court ruling in an El
Paso Electric Co. case which is on
appeal. The judye aiso said the
commission should not have
reduced GSU’'s deterral balarice
by $1.50 for each %1 of revenue
collected after an interim rate
increase went into effect in 1987
A motion for a new trial falled
tor lack of action by the judge on
Dec. 16 and the company has
appealed to the 3rd Court of
Appeals in Austin. GQSU wants the
case sent back te the PUCT so it can

i

'he company contends there was
sufficient evidence about River Bend
costs for the hearing examiners to
make recommendations and that the
PUCT should not have set aside the
$1.4 billion in systemwide costs

fhe long-standing purchased
power contracts dispute between GSL
and the Southern Co

formal close on Nov. 7

came o a
1991, when
companies

officials of he two

l signed settliement documents

The two utilities had agreed

(O settlie the lawsuit in June 1990

but the terms had to be
approved by both boards of directors
various requlatory agencics and the
federal court with jurisdiction over the
ase. The terms of the settlement are
the same as discussed in the 1990
Annual Report

The lawsuit filed by the Cajun Elec
tric Power Cooperative against Culf
States in June 1989 is still pending in
a Baton Rouge
court, The co-op
percent of the River Bend nuclear
power plant, claims, among other
things, that Gulf States misrepresented
the costs involved in building the
plant in order to lure Cajun nto finan
cial participation in the project, QSL
believes the suit is without merit and is
contesting it vigoiously

On Dec. 2. 1991, Cajun filed
another lawsuit against GSU in federal
court to block demands by Guld
States for payment of its share of the
costs of making certain repairs at
River Bend

Cajun informed Gulf States in
September that it would not partici
pate in the cost of repairing a corro

a

{federal district

which owns 30

sion problem in the nuclear plant’s

ment agent, Bator service viate

Rouge, chacks
{".';m;’,;‘ data bases
fnr in

make a final ruling on River Bend

system and
nrudence hased on evidence nlaced in

converting
the sysieim ciosed loop so it no
longer takes in water from the Mis
sissippi River., Nor, Cajun said, will it
help pay for repairs to a cracked

S |

the record during the original rate

nati

case which was decided in 1988

feedwater nozzle discovered later

fotal estimated cost for the repairs




and improvements Is about $60
million

Cajun said in the lawsuit that it has
a contractuai right not to pay plant
maintenance expenses and that it
would have to issue new debt if it paid
its share of the repaitrs, rorcing it to
dcfault on its debt restructuring
agreement with the Rural Electrifica
tion Administration

'he company, which is exploring
avatlable legal remedies. will cel
tainly make the repairs to River Bend
regardiess of whether Cajur pavs its
share of the costs

During 1991, GSU's first mortaaae
bonds were upgraded to investment
grade by both Standard & Foor's
and Moody’'s. This is the first time
since 1986 that GQuif States’ securities
have been investment grade. In addi
tion, the company took advantage of
falling interest rates and initiated a
series of refinancings that is contin
uing in 1992

"The « ompany sold $300 million in

i

1992. A total of $150 million in 10

first mortgage bonds in Januar

year bonds was soid at an interest rate
of 8.21 percent, with the remaining

$150 million 30-vear bonds at

an 8.94 percent interest ra.e

The net proceeds will be used
to retire outstanding first mort
gaqc bonds with interest rates
ranging from 13.5 percent to 16.8
percent, which means the company's
interest expense is being signif
canlly reduced. The noiice of
redemption was issued Jan, 22, 1982
The redemption premiums associ
ated with the various series ranged
from zero to about $9 million. The
accrued interest on the bonds was

paid from general corporate funds

In November, Qulf States reoffered
$94 million in pollution control reve
nue bonds for the Parish of West
Feliciana where the River Bend
nuclear power plant is located, The
bonds, which mature in 2014, wers
converted rom a dally adjustable rate
0O a hxed Interest rate of 7.7
percent. The company intends to
remarket 2109 million of other vari
able rate pollution contro! bonds dus
a 1l

In July 1991, GSU solk

interest rate. Proceeds from the

lion in debentures at a 9..2 percent

were used to refund a
facility with a qroup of bati

A major goal of Gulf States’

marketing program is to promote

full use of existing generating
capacity through business develop
ment while helping customers use
€nergy wisely to minimize GSU's need
tor future power plant investment

(USU worked closely with large
industrial customers to develop mutu
ally beneficial long-term plans. These
strategies helped the company
attempt to meet existing customers
needs and serve new customers in
the most profitable manner possi
ble—-through maximum utilization of
existing capacity

Despite a widespread economic
recession during 1991, the economy in
(SU's service area remained fairly
stable and Gulif States’ overall electri
Sai€s Increased slightly from 1990
levels when sales were up 5 percent
over the previous yeat

Industrial sales increased 2.1
percent over 1990 levels, fostered by
the development of stronger partne:
ships between GSU and industrial
customers. Sales to commercial and
residential customers also rose in
1991, due ir larqe part to a concerted

direct sales effort Dy compan

ELECTRIC DEPARTMENY
CUSTOMERS
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John Bernard, elec
trical Cesigner
Baaumnant looks
over the marsr

GSU employees are

helping restore for
the beneafit of
waterfow

employees. About 21 percent of all
Guif States’ employees panticipated In
the "Reddy Referrals’' program which
rewards employees for attracting
additiona! energy efficient sales
These Reddy Relferrals con
tributed $6.4 million in new base
revenue for Quif States
In addition to improved saies
GSU saw a 1.4 percent increase
in the number of customers
connected to company imnes dul
ing 1991. The residential cus
tomer class grew by 1.5 percent
with growth experienced through
out the service area, but highest
in the area north of Houston
Extensive economic develop
ment efforts on the part of Qulf
States and communities
served by tie company played a
significant role in attracting new
businesses and industries to the
service area
ASU’'s Team City community
derelopment program was
extremely successiul in helping
81 participating cities, counties
and parishes in the service
area retain existing employerc
and professionally market them-
selves to new businesses and
industries. Many of these com
munities gained new jobs and
diversified their local economies
during 1991, while at the same
time helping to diversify the
economy of Quif States’ service
area as a whole
The Team City program, in
conjunction with numerous other
economic and industriai
development endeavors, helped
attract 26 new businesses and
industries and assisted 35 others
to expand during 1991. They
hrought with them more than 3 35C
new jobs in such diverse fields as
prison construction and operations
apparel manufacturing, aircraft conver-
sion and aquaculture

This diversity, coupied with
modest but steady growth projected
for the region’s petro-chemical indus
try, should spell continued growth
and increased stability for the
region's economy as a whole. And
GSU’'s ability to economically powel
such growth with existing capat
ity=—and little expected need for cap
ital investment in power plant con
struction for years to come-—points
toward increased prchitability
for the company

B

During 1991, the River Bend

nuclear power plant posted a

net capacity factor of 81.6
percent, well above the industry aver
age. This is the plant’'s actual genera
tion stated as a percentage of its
maximum capability

The capacity factor tor the plant
from the date of commercial opera
tion, June 16, 1986, through
Dec. 31, 1991, was 69 percent, which
is considered good solid performance

AlsO demonstrating the unit's pos
itive performance was equivalent
availability statistics showing thal
River Bend was available for service 83
percent of the time during 1991
Equivalent availablility since commer
cial operation was 71 percent

In 1991, River Bend generated
more than 6.6 billion kilowatt-hours of
electricty and provided 16 percent of
the company's total energy require
ments. From the time the plant went
into commercial operation through
the end of 1991, it had produced 31.4
billion kwh

GSU has a 70 percent ownership in
the 936-megawatt unit, located near
¢ _ Francisville, La. Cajun Electric
Power Cooperative owns ‘he remain

ma BN moarecoant
MAANE e g d el
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AlsO narr ~d to new nositions in
January were A.l Tony" QGabriell
whO was moved from vice president
of computer applications to vice presi

dent of special projects

Roenaid W, Ciesiel succeeds him

as vice president of computer

applications

On Nov. 2., 1991, QSU sub
mitted to the LPSC plans for
smplementing about 12C recom
mendations made by the firm
that conducted a management
audit of the company that ended

in 1991

Kennedy & Associate - of

Atlanta was hired by the LPSC to

100K at ways GSU could cut

costs. The results were released
in April 1991 and GSU has
agreed to implement, or already
has implemented about half the
recommendations

Being earth-friendly is more
than a catchy slogan for Qulf

States The company has

depended upon a clean

fuel-—natural gas—tor decades

The more recerd additions of

low-sulfur Western coal and

nuclear diversified the fue! mix

while continuing the tradition of

clean fuels

lToday, the company’s natural
gas, nuclear and low-sulfur coal
power plants meet the tough
new suliur dioxide emissions
requirements of the 1990 federal

Clean Air Act. Quif States

believes that during the '90s it

will be sperding significantly less
t0 meet the new recuirements
than those utilities tha rely
neavily on high-sulfur ccal and
oil. Emission from the company's
power plants already meet

the stricter new acid rain requirements

On another environmental front
Qulf States has carried out aquacul
ture cdemonstration projects for
about four years, including helping
one school district develop an
aquacu'ture curriculum to raise catfish
anc working with another to build a

raceway for raising
bass
Several of the aquaculture proj
ects have focused on growing com-
mercially banned species of fish
such as redfish, and all of the projects
have offered economic development
possibilities for the company
Aquaculture is a natural for QSt
since it 1s the fastest-growing seg
ment of the agricultural economy and
the GSU service area offers most of
the resources needed to support
this growing Iindustry

hybrid striped

Some GSU employees are

bringing to reality their dream of

filling the skies near Sabine Sta
tion with ducks. The power plant
located near Bridge City, Texas, was
previously surrounded by a deteriurat
ing saltwater marsh

Since 1989, QSU employees have
helped provide additional Texas GQulf
Coast roosting areas for migratory
watertowl by transtorming two ponds
at the site into a freshwater marsh

USU's 90-acre Watertfowl Manage-
ment Area, made up of two 45-acre
ponds, joined the Quif Coast Ven
ture of the Nerth American Waterfowl
Management Plan in 1989, hecoming
the first large corporate member
he grassroots volunteer effort aims
at giving ducks and geese a place to
rest and feed so that when they fly
back north in the spring, they'll be
healthy and ready to breed

Improvements carricd out on

a volunteer basis by the

employees have helped to
significantly raise the duck population
at the site

GSU does more than lust dabble in
environmental “'projects.”” The com-
pany had an Environmental Affairs
team long before it became fashion-
able. In the early 1970s the company
recognized that protecting the world
around us was an important priority
and began hiring environmental
experts.
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Selected Consolidated Financial Data

(In thousands except per share amounts and ratios)

For the Years Fnded
December 31

Operating Revenue

Income (Loss) Before Fxtraordinary
ftem and the Cumulative Yffect of
Statement of Financlal Accounting
Standards (SFAS) No, 90 In 1988

Net Income (Loss)

Income (Loss) Applicabie to Common
Stock

Earnings (Loss) Per Average Share of
Common Stock Outstanding Before
Extraordinary Item and the
Cumulative Effect of SFAS MNo. 90 in
1688

Earnings (Loss) Per Average Share of
Common Stock Outstanding

Dividends Per Share of Common Stock
Return on Average Common Equity

As of December 31
Total Assets

Long-Term Debt and Preferred Stock
Subject to Mandatory Redemption

Capltal Lease Obligations (Current
and Non-current)

Book Value Fer Share (reduced for all
Freferred and Preference Stock
Dividend Arrearages)

Capitalization Ratlos:
Common Shareholders’ Equity
Preferred and Preference Stock
Long-Term Debt

See Notes 2 and 3 to th
possible disallowances

1991
$1.702.235

121,549

102,283

1.99%
$6.911.492
4.656.562

138,133

a1,

12.

46.
100.0%
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Rate Matters

Texas Retall Jurisdiction (Regulator —
Fublic Utility Commission of Texas (PUCT))

OcCtober 190, hearings a base rate request
n 1 in March 1989 were restarte beltore the
ruc i S>ettiement neqotianons beqa! !
February 13 )91, with various interve i |
ties. On March 2 31 the | I' issued ai rcle
mnsistent w ’ 21 ermes of I DIOPOS Ioint Ke
mmendatio ered n W the parties
the ale S¢€ nat | vided! for a 4 N wr
rate i { S 1 | \ W A $350 000 OO n CASE
DAasE 1Les ) \! icrease of 91 OU, 000 1t
e evenues. An \ her things, the virit
necommendatio SO required the Company to
efund approximately $25.40C.000 of fus wer
¢ ) <5 (epavers VE 1 twelve montt
pDenoa a 1H110WYE the€ CLompany 1O retain approxi
malte 216 .80 ) franchis« X refunds, The
LOom; Y Was alsd e uire NG approxi
ately $..562.000 of revenuc Iding interest
nlected sublect to refu S part of ar oproxi
mate $65.089,000 base increase that was
placed in effect on December 11, 1890 under bond
ne company als igreed nNot to Nie a8 new base
rate 164 CS! 10 Iw years with erial
exceptons
na a L0 are rcie the Fl S¢t asianc |
atzyance 1.4 | ) ¥ the River Bend plant
vestment and $1°F WO . 000 of related defe rec
nive Bend SIS W ! nr ing of pruden fie
PUCT stated the ultimate rate treatment of suct
amo IS woO 1 C SUDIE 01 € Iemonrstratic
DYy the mpar Ot (he prucency of such o I
the Company appealed the order. The Texas
supreme Court subsequ.antly ruled that the pru
dence of the cos urporned to pe held in abeyance
by the PUCT In its May 16, 1988 order could not be
reitigated In future rate ases. The Texas
~upreme Court' s decision stated that all issues
relating to the merits of the original order of the
PUCT, including the prudence of all River Bend
related costs, rematr
ing district co A
HNSINCL court hande

§

DY S appeat of t

lecision stated that
made an error in assuming it could set aside
$1.4 billion of the to

onsice it

OSts Of Kiver !“;r‘_‘.’f_‘ and

proceeding, the PUCT

neveriheless, 1o

Its burden of proof related to the amounts placed

in abevance, The court

OStS associgted w:.l. River B

that the ymbpany had not met

ed aner the units were place 1 In con

107 1O reievant rate

in rate base under

the recent 1S1on regarding £l Faso Elertri

company s mila leferred costs. The count
manded ¢ 10 the PUCT with instruciions
S 1O the p indiing of the delerred cost

AS of December 31, 1991, on a Texas retail juris
ial basis, the disallowed River Bend plant

1l

COSLS were proximately 19,000,000, and the

iver Bend clant costs held in abevance totaled

approximately $411.000.000, both net of accumu b
lated depreciation and related taxes. The

leferred River Bend costs associated with the por -
o of the investment held in abevance as of

December 31, 19 amounted to approximately
$161,000,000, net of taxes, Deferred River Bend

costs, which were allowed In rate pase in Texas

were approximately $1¢ 000 000, net of taxes, as f

of December 31. 1991, The Company estimates

it collected approximately $85.000.000 of

revenues, as of December 31, 1991, as a result of s
the previously ordered rate treatment of these

deferred costs and currently estima.es that it col 3

3

IECLS revenues assoclated with such deferred v

costs of approximately $2.,300.000 monthly, or ,»

228,000,000 annually, from ratepayers in Texas

Deferred costs associated with Big Cajun 2 Unit 5

totaled app

ximately 4 .569 000, net of taxes, as *
of December 31, 1991, of which approxinately

$1.880.000, net of taxes, were included in ratc

base by the PUCT. The remaining $2.489,000. net

Of taxes, of deferred costs weie not inciuded in

rate base and were included in the appeal to the

districi count
])
and on December 18, 1991, the Company

appealed the October 1, 1991 decision of the dis

1€ LOompany s mouon for a retnal was denied

trict court. The El Paso case upon which the deci
SIon 1S in part based is also in the process of being
appealed. No assurance can be given as to the
timing or outcome of any such actions. However
management believes, based on advice from legal
ounsel of record in the proceeding, there is a
reasonable possibility of a favorable decision on
the appeal of the district court order. Pendina ulti
mate resolutlion of these cases, the Company has
made no write-offs for the previously disaillowed
portion of River Bend plant costs, the River Bend
plant costs held in abeyance, or the deferrex
costs discussed above. If the district court decision
15 ultimately upheld, a write-off will be required. In
addition, future revenues based upon ihe
deferred costs provicusly allowed in rate base
could also be lost; and no assurance can be given

as to whether or not refunds of revenue received




Louisiana Retail Jurisdiction (Regulator -
Loulsiana Public Service Commission
(LPSC))

Liguidity, Financings, and
lesources

1991 1990 1989

{(in thousandas

Funds Provided By

Net operating act

saie of debentures

»ale of nuclear fug
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xiating cash an
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Capital exper
Retirement of
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Financial Inforination

As of December 31, 1991, the Cornpany had

avallable $100.000.000 under a bank credit aqree

ment as described in Note 12 to the Consolidat d
Filnanciai Statements which wil expIire

rebruary 28, 1992, The agreement contains restri
tions upon additional borrowings, payment of diy

idends, and other actions of the Company, with

ertain exceptions. The Company s currently niego

taling 101 a new shor-ternm /e 0! credit, which
n oy |" ! ' | "' ‘1 “ S “‘ :'l\' y .,;._ ’:’ ‘r“'\ (V:T Of § K\!.
mor Haenas

A Decer ) - i1 the ,’_’ S add
OXin ely $103.000.00 of lona<term iebt
! €d 10 mature I L9994 ! .|1" 1on therg are
L, 00 of poliuti s that are
St re ‘t ietters of re L | van
WS imes 1 994 he t are not
renewcd or replaced vans to

0l honds to

emain outstanding. { tho Company I8 unsud
cessiul In these actions, the pollution contiol

bonds will be redeeme

in gunuary 1992, the Company refinanced

$282.878.000 principal amount of outstandin

hi r cost first mortgage bonds with the proceeds
of tvo new first morngage bond issues totaling
$300.000,000. The Company intends to refinance

additional higher cost first mortgage bonds dur
ing 1992, il possible. The Company's funds pro
vided from operations have continued to iImprove

over the last several years, and &

] with availa
ble lines of credit, are expected to be sufficient to
provide for the Company's cash requirements
ffowever, if and to the extent other external funds

are needed in the nuture, access to external funds

could be adversely affected by economic, finan
clal ma. ket, or banking conditions, or adverse
aevelopments with respect i« ontingencies to

whnich the Company 18 subie

The Campany's ability to am: external inanc
ing was materially affected by its weak financial
nosition during 1986 through 1990, but improved
juring 1991, as a result of the improvement in
the Company's financial position. The Company's
Mortgage Indenture contains an interest coverage
covenant which limits the amount of first mort

jage bonds which the Company may issue
based upon interest coverage for a period of iwelve
consecutive months within the 15 months preced
ing a new Czbt 1ssuance. Based upon the results
Of operations for the year ended December 31
1991, and/or on the basis of previously retired
debt, .he (JYH;".]"\ believes it could issue
$349,000,000 of additional first mortgac

adadition to the amount presently outstznding

assSu

WNg an interest rate of 9 percent for addi

tional fArst mortgaae bonds). First mortgage bonds

bonds, In

©

The Company's Restated Articles of Incorpora
tion, as amenced, place earnings covera
tons upon the 1Issuance of additional preferred
Sk, On the basis of the results of oaperations for
the year ended December 31, 1991, the Con

pany believes it does nat have the ability i8S LI

additional

Hations on the i1ssuance of preterence stock
however, It 1S unlikely that the Company could
market any common, prefered, or preference stoch
iri the near future since dividenas on preie:

L*'c'h_ rence SI1OCK are Iin arreans and adiviaenaas o

the Common SIOCK cannot BE paild unti an [
ferred and preterence sto K dividend and sinkin

fund arrecarages are satishes

Payment of current dividends on all stock is at the
< i

discretion of the Board

upon s continuing evaluation of the hinancial
condition of the Company. However, it is an obj¢
tive of the Company to pay all dividends in arrears

on preferred and preference stock, all sinking

fund abligations on preferred stock, and to resume
payment of divifiends on common stock as Won
as the board believes the Company is finan Iy

abie to do so

See Note Consolidated Financial State
ments o n regarding the February 13
1992 declaration by the Board of Directors of
preferred stock dividend and sinking fund
arrearaqes
Significant Litigation, Risxs, and
Environmental Issues

AS discussed below 1m £ iy NOte 2 I«
the Consolidated Fina Statermmen significar.t

nhgation and other risks exist. The risks which

management beiieves to be the most signifi
cant are discussed below

CEPCO Litigation As discussed in Note 2 to thi
Consolidated Financial Statements, CEFCO has

filed suit seeking recovery of its alleged $1.6 billior
investment in River Bend as damaqes. DpDlu
attorneys’ fees, interest, and costs. The company
believes the suit is without merit and is contesting
vigorously. NoO assurance can be given as to the
outcome of this litigation. If the Company wers
ultimately unsuccessful in this litigation and
were required to make substantial payments, the
Company would probably be unable to make
such payments and wouid probably have to seek
relief from its creditors under the Bankruptcy Code

Nuclear Risks Own

rship and operation of a

nuclear generating unit subject the Company to

‘b
signincant special risks. No assurance can bhe given
that the amount of insurance carried as vario
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below the full cost of service may be necessary
to meet competition in order to prevent such loss.

Wholesale Sales. Competition for wholesale
sales resulted in the Company and a majority of its
wholesale customers reaching agreements during
1989 for rates that were lower than the then
existing approved rates for the Company s whole-
sale electric service and, in some cases, lowered
the energy and power requirements from those pre-
viously contracied for, The rates agreed to in con-
tracts running until 1996-2000 do not recover the
full cost of service.

The city of College Station, Texas ceased pur-
chasing its energy requirements from the Company
when its contract expired on December 31,
1891, Non-fuel related revenues, from sales to Col-
lege Station were approxiraately $11,500,000,
$11.200,000 and $11,300,000 during 1991, 1990,
and 1989, respectively.

Steam Department Electric Sales. The Company
has for a number of years produced steam at its
Loulsiana Station No. 1 in Baton Rouge and sold
such steam, along with the cogenerated elec
tricity, to industrial customers located adjacent to
Louisiana Station. Electric power requirernents of
these customers in excess of the by-product
electricity have been met by ‘he Company with
power from the Company's evstem power grid,

In June 1990, the remaining steam customer
replaced a substantial portion of power previously
provided from the Company's grid with power
from additional cogeneration facilities. Non-fuel
revenues fro.  sales of eletric power off the Com-
pany’s system power grid to the steam customer
amounted to approximately $13,700,000,
$19,400,000, and $22,800,000 during 1991, 1990,
and 1989, respectively. Fuel revenues from sales
of electric power off the Company's system
power grid to the steam customer amountec to
approximately $4,90° 10, $12,500.000, and
$22.300,000 during 991, 1990, and 1989,
respectively,

Operating Expenses and Taxes

Fuel and Purchased Fower. Fuel expense
decreased 2 percent for 1991, when compa.ed to
1990, due to a reduction in the average fuel cost.
The reduction in average fuel cost resulted pri-
marily from lower natural gas prices and from
greater utilization of lower priced nuclear
generation.

Fuel expense Increased 11 percent during 1990,
when compared to 1989, due to increased use of
Company-owned generating units. This increase
was offset in part due to a decrease in the Com-
pany’s average fuel cost.

Purchased power expense decreased 18 percent
for 1991, when compared with .990, due primarily
to the reduction in capacity costs associated with
the buyback of a portion of CEPCO'’s share of River
Bend generation. which ended in June 1991, in

22
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addition to a reduction in khowatt-hours
purchased during 1991, when compared to 1990,

Purchased power expense decreased 12 percent
during 1999, when compared to 1989, due to
reduced capacity payments to CEPCO under the
buyback agreement, as discussed in Note 13 to the
Consolidated Financial Statements, and
decreased purchases resulting from the availabil-
ity of Company-owned generating units.

The cost per kil watt-hour of fuel consumed and
purchased power and the breakdown of electric
energy requirements are detailed below:

Cost of fuel consumed (cents per KWH) - I
Matural gas 179 191 196
Coal 208 211 212
Nuclear 124 128 1.3
Combined 1.7 183 189

Cost of purchased power cents per KWH) 587 470 424

1001 1990 1969

Met generation (Kllowatt-hoars in thousands)

(excluding steam

department clectric

generation)
Furchased power

Total eleciric ener
requirements

25.233.164
4.010.461

24 782 .548 22,759,532
4250143 5373912

20243625 29012691 26,133444

19900 «
Net generation / ding steam o AP o
department generation)

Natural - 5% 61% 58%

Coal 13 11 11

Nuclear 16 13 12

86 a5 a1

Purchased powe: 14 15 19
Total electric energy requirements 100%  100%  100%

Other Operattons and Maintenance Expense,
Operations and maintenance expense increased for
1991, when compared to 1990, The incre. Je
resulted from additional payroil costs, and
increased outage accruals and maintenance at
River Bend.

A.  cussed in Note 2 to the Consolidated Finan-
cial §  ements, the Company will be making cer-
tain repairs and improvements to a service water
system and repairs to a feedwater nozzie at River
Bend durig a refueling outage which will begin in
the spring of 1992, These repairs and improve-
ments wili extend the refueling outage beyond pre-
vious cutage periods. CEPCO has informed the
Cormpany that it will not participate In funding its
share of the costs related to the service water
system and feedwater nozzle. Due to the extended
outage and repairs discussed above, in addition
Lo the possibility that the Company will have to
fund CEPCO’'s share of the costs, operations and
maintenance expense could increase by approxi
mately $7,000,000 during 1992, when compared to
1291.

Other operations and maintenance expenses
decreased slightly during 1990, as expenses assocl-
ated with the River Bend refueling outage were
less in 1990 than in 1989. That decrease was
somewhat offset due to severance pay and early

- ——
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retirement benefits assoclated with the workforce
restructuring in January 1990,

Other operations and maintenance expenses
increased during 1989, when compared to 1988,
due primarily to increased payroli and benefit
charges, expense of $2,738,000 assoclated with the
cleanup of two hazardous waste disposal sites,
and increased costs associated with the refueling
outage for River Bend. in addition, operations
expense also increased during 1989, due to a tenta-
tive settlement reached with CEPCO regarding the
overhead related to administrative and general
expenses for River Bend. which resulted in the
Company increasing its operations expense by
$6,510,000.

Taxes, Federai income taxes charped to operat-
ing expenses decreased In 1991, when compared
to 1990, as detailed in Note 4 to the Consoli-
dated Financlal Statements. Stute income taxes
decreased due to the bock recognition of tax
benefits of state tax net operating loss
carryforwards.

Deferred income taxes increased during 1990,
when compared to 1989, due primarily to the
utilization of tax net operating loss carryforwards,
offset in part by a reduction in the River Bend
costs deferred for financial reporting purposes.

Non-Operating Items

Southern Company Settlement and Related
Income Taxes. Note 2 to the Consolidated
Financlal Statements for a description of the dis-
pute and settiement regarding purchased power
contracts with the Southern Company.

Other — Net. Other — net increased for 1991,
when compared tc 1990, due to franchise tax
refunds the Company was allowed tc “ctain as part
of the rate case settlement in Texas, as discussed
in Note 3 to the Consolidated Financial Statements.

Other — net increased during 1990, when com-
pared to 1989, due to decreased income taxes on
other income.

Application of SFAL No. 90 — Accounting for
Abandonments and Disallowances of Plant Costs.
See Note 3 to the Consolidated Financial State-
ments for the effect of the application of SFAS
No. 90 to the Company's previously canceled
River Beiid Unit 2,

Interest Charges. Interest charges on long-term
debt decreased for 1991, when coripared to 1990,
due to the net decrease of $133,082,000 of debt
during 1991, excluding the notes payable to the
Southern Company issued as part of the litigation
settlement. This decrease was offset in part due to
interest expense on the notes payable to the
Southern Company recorded subsequent to the
Issuunce of the notes on November 7, 1991. The
Company will record interest expense on

N e
the discounted present value of the notes until
January 1, 1993,

Interest charges on short-term debt and other
Increased for 1991, when compared to 1990, due to
interest expense accrued on the estimated
Southern Company settiement, recorded prior to
the consummation of the settlement.

Interest charges on long-term debt decrecased
during 1990, due to the retirement >f $219,454 000
of debt that matured during 1990. Interest charges
on short-term debt and other increased during
1990, due te interest expenses associated with
the Southern Company settlement.

Extraordinary ltem — Discontinuation of Requ-
latory Accounting Principles (Net of Income Taxes).
See Note 3 to the Consolidated Financial State-
ments for a description of the increase in deferred
taxes associated with applying SFAS No. 101 to
the deregulated portion of River Bend during 1991,
In addition, see Mote 3 to the Consolidated Finan-
clal Statements for & description of the write-offs
in 1989 resulting from the application of SFAS
No. 101 to the Company's wholesale jurisdiction
during the third quarter of 1989 and to the steam
department in the fourth quarter of 1989,

New Accounting Standards

The Financial Accounting Standards Board
(FASB) has issued SFAS No. 109, Accounting for
Income Taxes, which may affect the Company's
results of operations and financial position when
adopted, See Note 4 to the Consolidated Finan-
cial Statements for information regarding SFAS
No. 109.

The FASB has issued SFAS No. 106, Employers’
Accounting for Postretirement Benefits Other
Than Pensions, that will significantly change the
accounting for such benefits. The Company esti-
mates that if it had applied the p. visions of SFAS
No. 106 in 1991, the Company would have
recorded approximately $30,000,000 of expense
related to postretirement benefits. The Company
estimates that it would have an accumulated
postretirement benefit obligation of
$175.000,000 as of December 31, 1991, Annual
expense for postretirement benefits under the Hro-
visions of SFAS No. 10€ is estimated to range
between $32.000,000 and $55,000,000 over the
next 10 years. Amounts ultimately recorded in
accordance with SFAS No. 106 will be influenced
by, among other things, the actuarial assumptions
used by the Company, and the regulatory treat-
ment of the costs received by the Company. See
Note 5 to the Consolidated Financial State-
ments for the postretirement benefit costs recorded
during 1991, 1990, and 1989, The Company will
be required to apoly SFAS No. 106 beginning in
1993.
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Consolidated Statement of Income (LoOsS)
For the vears ended December 31
(In thousands except per share amounts)
1991 1990 1989
Operating Revenue
! $1.625,659
A6.418
31.858

1.702.255

Operating Expenses and Taxes
! 446,545
161 374
267,592
142 098
187.9%6

.575
2.661

140
066)

402

258

Operating Income o980
Other Income and Deductions
\VHO 1or ¢ [ 6U8

!

income Before Inmerest Charges and Application of
SFAS No. 90

Application of SFAS No, 90 — Accounting for Abandonments
and Disallowances of Plant Costs
Related Income Taxes

interest Charges

234,418

16,038

(488)

259, 968

income (Loss) Before Extraordinary item 122,449
Extraordinary item - Discontinuation of Regulatory

Accounting Frinciples (net of income taxes) (Note 3) (20,166)

Net Income (Loss)

vid 4 re
LIV 1S rrese 4 ! !

102,283
h 63.070

t

income (Loss) Applicable to Common Stock 39.213%

Averaae Shares o mmon Stock O

tstanding 114.08%
Earnings (loss) per average share of common stock
outstanding before extraordinary item 5
Carnings (10ss) per average share of common stock
outstanding

Dividends Fery Share of Commmon Stock

)
-

34




Consolidated Statement of Cash Flows
For the years ended December 31

(in thousands)

1991
Operating Activities

102.285%

321

000
108)

890
©53%)
7.398)
370)

ash llow 4

investing Activitics

O CXIM

' 470

096

} G778
048
76 304
473
588
061

Net change in cash and cash equivalents
Cash and cash equivalents at January 1

Cash and cash equivalents at December 351

Supplemental Cash Flow Disclosure
Lash pa uring u 1!




Financial Information

Consolidated Balance Sheet
December 31
(in thousands)

Assels

Caplitalization and Liabllities

121.897
:5.085%
17.007

8.097
45.283

510.440

190,458
BO1.268
275,821
357.827

911.492

021.673%
100,000

150.5445%
362.580
293 482

915.679

003
108

6HI345
156
726
189
5i0
718
109

a8o
¢ 678
8058
482
500
450

704

492




Consolidated Statement of Chanaqes in Capital Stock
and Retained Eaminags

for the vears ended December 31
(I thousands)

Balance: January 1. 1989

Baluace: December

Balance: December 31 1960

Balance: December 31, 1991
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Consolidated Statement of Capitalization

December 51
(In thousands)

Common Shareholders’ Fquity

SLOCH

Preference Stock

' { 8]

Cumulative

Fer Share

Dividends

Tividend Serles in Arrears

» 44 L V¥
.

Preferred Stock

Authorize

Cumulative

Fer Share

Dividends
Dividend Series Irn Arrears

lat ccdempltion

Shares

CQuistand
N )

ing
)M

Shares

Outstand

.
|

ing

N

5 A

1 65

.

1

14 B

WM
.

H4 "

oy

' 12

v

| 990

$1.200.925
(4.1558)
‘8,158
746,767
1,021,675

Redemption
Frice as of
December 31
1961
» 504 50,000

%0 1! 50,000

100,000

Redemption

Frice as of

December 31
1991

117
583
166
Q75
ABO
099
685
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16, Quarterly Financlal Information (Unaudited)
(In thousands except per share amounts)

Farnings (Loss
Fer Average Shary Fainings
income of Common Stock (L O8s)
Laows Outstanding Fer Average
Belfore Before Share ur
Operating Operating xtraoidinary Nel Income Extraordinery Common Stock

199 Kevenue Income item Loss) Hem Ouistanding

First Quarter $300.858 $72.317 § 24448 § 14,448 $ .08 $ .08
Second Quartey 599,960 68.662 10758 10.758 (.08) (.0O8)
Third Quarter $99.508 125.121 07.24% 67,247 A5 A5
Fourth Quarte: 12,229 79.880 19.99n (170 04 (.14%)

1 90,
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El FRNST & YOUNG

REPORT OF INDEPENDENT AUDITORS

The Board of Directors
Cajun Electric Power Cooperative, Inc

We have audited the accompanying balance sheets of Cajun Electric Power Cooperative, Inc.
(the Cooperative) as of December 31, 1991 and 1990, and the related statements of revenue
and expenses, changes in equity and margin  deficit), and cash flows for the years then ended
I'hese financial statements are the responsibility of the Cooperative's management. Our

responsibiiity 18 to express an opinion orn these financial stai. ments based on our audiis

We conducted our auaits in accordance with generally accepted auditing standards. Those
l

§ require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statemenis are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
Statements.  An audit also includes assessing the accounting principles us~d and significant

estimates made by management, as well evaluating the overall financial s.:.ement
presentatio

armAd
standard

n. We believe that our avdits provide a reasonable basis for our opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Cajun Electric i’'ower Cooperative, Inc. at December 31,
and 1990, and the results of its operations and its cash flows for the years then ended in

coniormity witn generally accepted accounting principles

1991

The accompanying financial statements have been prepared assuming the Cooperative will
continue as a going concern, As discussed in Note 11
Cooperative

to the financial statements, the

s involved in significant litigation with Gulf States Utilities Company (GSU) as
well as proceedings with the Federal Energy Regulatory Commission (FERC) involving
certain transmission charges asserted by GSU. An unfavorable outcome of this litigation or
the proceedings at the FERC raises substantial doubt about the Cooperative’s ability to
continue as a going concern. The financial staterionts do not include any adjustments that
might result from the outcome of this uncertainty.

I'he Cooperative’s ability to remain in compliance with the Debt Restructure Agreement and
to fully recover the costs of its investment in its utility plant cannot presently be determined as
a resuit of expected annual net deficits as discussed in Note 13 to the financial statements.
future rate regulation, and the matters referred to in the preceding paragraph. Additionally, as
discussed in Note 13 to the financial statements, the outcome of certain class action litigation

-
[

cannot presently be determined

! rl
March 13, 1992 C/DM} “{f“%’if




BALANCE SHEETS

CAJUN ELECTRIC POWER COOPERATIVE, INC.

(IN THOUSANDS)

ASSETS

UTILITY PLAKY
Electric nlant in service
Less accumulated depreciation and
amortization

Construction work in progress
Nuciear fuel at amortized cost
Electric plant held for future use

OTHER FROPERTY AND INVESTKENTS
Nonutility property
Restricted funds held by trustees
Investments in 4ssociated organizations
Decommissioning reserve funds

CURRENT ASSETS

Cash and cash equivalents

Accounts receivable - electric customers:
Members
Nonmembers

Accounts receivabie other

Fuel and supplies inventories

Prepayments

DEFERRED CHARGES

December 31

Nt | ) I

$2,647,370

—229,020
2,082,350
7,273
50,398
el 80,203

687
2,107
53,356

81,002

i e

$2,635,081]

RN

10,938
60,310
—i0,132
-£.234,988

687
2,027
50,847

31,997

31,309
9,518
2,801

34,727




EQUITY AND LIABILITIES

EQUITY AND MARGIN (DEFICIT)
Memberships
Patronage capital credit:
Unallocated defi.it
Donated capital

LONG-TERM DEBi, LESS CURRENT PORTION

CURRENT LIABILITIES
Accounts payable
Taxes other than income tax
Accrued interest and other expenses
Current portion of leng-term debt

DECOMMISSIONING RESERVES

O R P B NN NN R S T W S T R S N N N

December 31

—1201

§ 1
35,988
(1,210,442)

sr-rw-IiE
{1.174,047)
3,491,626

359
773
23,217

10,792

cnni e

$ !
36,533
(952,738)

m— .
~42135.798)
3,241,26)

482
240

23,490
—2d.443
e d8.655

8,297

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF REVENUE AND EXPENSES
CAJUN ELECTRIC POWER COOPERATIVE, INC.
(IN THOUSANDS)

OPERATING REVENUE
Sales of electric energy:
Members
Nonmambers
Other

OPERATING EXPENSES

Power production:

Fuel

Operations and maintenance
Purchased power
Other power supply expenses
Transmission
Administrative and genera)
Deprecirtion and amortizatior
Taxes, other than income

OPERATING MARGIN

OTHER INCOME AND EXPENSES
Interest, rents and leases
Other income
Loss on asset dispositions
Litigation settlements

MARGIN BEFORE INTEREST AND OTHER

DEBY EXPENSE

INTEREST AND OTHER DEBT EXPENSE

NET DEFICIT

Year Ended Cecember 3)

P . T

$ 280,007
106,810
—l bl
387,861

-

152,356
71,402
5,913
477
36,167
25,818
75,879

82303
—311.315
16,046
4,864

1,596
(2,582)

—La 436
—ididld
27,360
283,064

$0237.704)

-d290

§ 289,580

129,646
—daldl
420,373

156,177
65,400
6,321

680
45,125
23,298
74,774
—ald
312,048

45,325

7,838

190
(7,425)

~410,378)
ek 8.773)

The accompanying notes are an integral part of these financial statements.



STATEMENTS OF CHANGES IN EQUITY AND MARGIN (DEFICIT)
CAJUN ELECTRIC POWER COOPERATIVE, INC.

(In THOUSANDS)

vears Ended December 31, 1991 and 1990

ratonage

Member - Capital Unallocated Donated
ships  _Credits _ Deficit = Capital .. Tota)

BALANCE JANUARY 1, 19%0 $ 1 $36,533 § (709,210) $406 § (672,270)
Net deficit for the year _ (243.528) . _._(243.528)
BALANCE DECEMBER 31, 1890 1 36,533 (952,738) 406 (915,798)
Net deficit for the year (257,704) (257,704)
Patronage capital retired (545) (545)
BALANCE DECEMBER 31, 199] ¢ ] $35.98% $(1.210.442) 3406 $(1.i74.047)

The accompanying notles are an integral part of these financial statements.



STATEMENT OF CASH FLOWS
CAJUN ELECTRIC POWER COOPERATIVE, INC.
YEAR ENDED DECEMBER 31, 1991
(IN THOUSANDS)
CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from sales of power $ 390,763
Payments from joint cwner of Big Cajun 2, Unit 3 21,377
Other cash receipts 2,568
Cash payments “~r fuel and fuel stock (150,929)
Operation and waintenance expenses paid (81,918)
Purchased power and transmission expenses raid (41,791)
Administrative and general expenses paid (29,783)
Taxes paid (3,284)
Interest and other income received 7,375
Purchased power and transmission refunds 10,212
Interest paid )
NET CASH PROVIDED BY OPERATING ACTIVITIF, 86,957
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures 13.388
Nuclear fuel purchased 4
NET CASH USED BY INVESTING ACTIVITIES 19,933
CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of long-term debt 54,476
Note A prepayment 7,448
Retirement of capital credits 4
NET CASH USED BY FINANCING ACTIVITIES 62,469
INCREASE IN CTASH AND CASH EQUIVALENTS 4,555
Cash and cash equivalents at beginning of year 31,997
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 36,552
RECONCILIATION OF NET DEFICIT TO NET CAsH
PROVIDED BY OFERATING ACTIVITIES
Net deficit $(257,704)
ADJUSTMENTS TO RECONCILE NET DEFICIT
TO CASH PROVIDED BY OPERATING ACTIVITIES
Depreciation and amortization 73,710
Amortization of nuclear fuel 17,932
Interest cxpense accrued to long-term debt 252,254
Book value of asset dispositions 2,050
Gain on REA adjustment of Note B (1,488)
Decrease in accounts receivable and
investments in associated organizations 2,528
Increase in fuel and prepayments (3,630)
Increase in accounts payable and accrued expenses 1,305
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 86,957

The accompanying notes are an integral part of these financial statements.



STATEMENT OF CASH FLOWS
CAJUN ELECTRIC POWER COOPERATIVE, INC.
YEAR ENDED DECEMBER 31, 1990

(IN THOUSANDS)

C/ERATING ACTIVITLES

Net deficit $(243,528)
Adjustments tu reconcile net deficit to net
cash used by operating activities:
Depreciation and amortization 73,089
Amortization of nuclear fuel 15,446
Amortization and write off of deferred
charges and credits - net 8,595
Interest expense accrued to long-term debt 157,250
Interest income on long-term receivable (1,395)
Patrona?e capital credits (3,858)
Bock value of asset dispositions 5,213
Decrease in accounts receivable 6,963
Decrease in fuel and supplies inventories 5,221
Increase in prepayments (1,856)
Decrease in accounts payable (424)
Decrease in accrued intorest and other expenses ~.165.996)
NET CASH USED (45,270)
INVESTING ACTIVITIES
Capital evpenditures (24,358)
Increase in investments and restricted funds
held by frustee (1,334)
Increase “n deferred charges (2,080)
Collection of other receivables 26,015
NET CASH USED (1,757)
FINANCING ACTIVITIES
Proceeds from payments made by REA as guarantor 134,052
Repayment of long-term debt and debt classified
as current prior to debt restructure (124.388)
NET CASH PROVIDED 9,664
DECREASE IN CASH AND CASH EQUIVALENTS (37,363)
Cash and cash equivalents at beginning of year 69,360
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 31,997

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
CAJUN ELECTRIC POWER <COOPERATIVE, INC.

Decemeer 31, 1991

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

General: Cajun Electric Power Cocperative, Inc., (the Cooperative) is a rural
electric generation and transmission cooperative wholly owned by 13 member
distribution cooperatives (the Members) which provide electricity to approximately
300,000 metered customers representing nearly 1,000,000 people residing throughou’
80% of the land area of Louisiana. The Cooperative and its 13 Members have entered
into wholesale all requirements power contracts which reguire the Members to
purchase all of their electric energy reguirements from the Cooperative qenerally
through 2026. The Cooperative i:- subject to certain rules and regulations
promulgated for rural 2lectric borrowers by the Rural Electrification Administration

(REA) and is also subject to the jurisdiction of the Louisiana Public Service
Commission (LPSC) (see Note 12).

System of Accounts: The Cooperative maintains its accounting records in accerdance

with the Federal Energy Regulatory Commission (FERC) chart of accounts as modified
and adopted by the REA.

Electric Plant In Service: Electric plant in service is stated on the basis of
cost. Depreciation is computed using the straight-line method over the expectied
useful lives of the related component assets. The net book value of units of
property replaced or retired, including costs of removal ne* of any salvage value,
is charged to operations.

Nuclear Fuel: The cost of nuclear fuel, including capitalized interest, is
amortized to fuel expense on the basis of the actual number of units of therma)
energy produced, multiplied by a unit cost which reflects the total thermal units
expected to be produced over the life of the fuel (see Note 9).



Notes to Financial Statements - Continued
Cajun Electric Power Cooperztive, Inc.

Note 1 - Continued

Construction Work In Progress: Construction work in progress is stated on the basis
of cost, net of the amounts applicable to a joint owner, and includes interest
during construction on major projects.

Investments: The Cooperative has investments 1in The National Rural Utiiities
Cooperative Finance Corporation (CFC) and the National Bank for Couperatives
(CoBank) which are in the form of capital ierm certificates and Class "C" and "E"
stock, respectively. In the accompanying financial statements, these investments
are carried at cost and include undistributed patronage capital credits froin these
organizations.

Fuel and Supplies Inventories: Fuel and supplies inventories are stated on the
basis of cost utilizing the weighted average cost method of inventory valuation.

Decommissioning: Decommissioning reserves represent cumulative accruals for
decommissioning expense. The annual charge for decommissioning expense 1is the
required addition to the decommissioning trust funds such that the baiance of the
funds (contributions plus net earnings) will be sufficient to satisfy estimated
decommissioning costs at the end of (he expected useful lives of the Cobvperative’s
facilities (see Note 9).

Income Taxes: Certain revenue and expense item: are recognized in diffcrent periods
for financial reporting and income tax purposes thus creating timing differences.
Deferred income taxes are provided on these timing differences which are principally
related to depreciation on electric plant in service and the sale of tax benefits.
The Cooperative uses the flow-through method of recognizing general business .redits
(see Note 6).

Patronage Capital Credits: The Cooperative it organized and operates on a not-for-
profit basis. Patronage capital credits represent that portion of tke Cooperative’s
nct margins which have been allocated to Member cooperatives. As provided in the
Cooperative’s bylaws, all amounts received from the furnishing of electric energy in
excess of the sum of operating costs and expenses and amounts required to offset any
current year losses are assigned to Members’ patronage capital credit accounte on a
patronage pasis or, at the discretion of the Board of Directors, may be offset
against losses of any prior fiscal year. A)] other amounts received from operutions
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Notes to Financial Statements - Continued
Cajun Elestric Power Cooperative, Inc.

Note 1 - Continued

in excess of costs and expenses may be used to offset losses incurred during the
current or any prior fiscel year and, to the extent not needed therefore, are
allocated to Members on a patronage basis. The Cooperative may also retire
previously allocated patronage capital credits out of its Retained Share (see Notes
4 and 1Z). In accordance with the Cooperative’s bylaws, the net deficits have not
been allocated to the Member cooperatives,

Statement of Cash Flows: As a result of additional cash reporting requirements to
the REA, the Cooperative adopted the direct method of reporting cash flows for the
year enced December 31, 1991. The statement of cash flows for the year ended
December 31, 1990 was prepared using the indirect method as previously presented.

Cush Equivalents: The Cooperative considers all highly liquid investments witn a
maturity of three months or less when purchased to be cash equivalents.

Reclassifications: Certain reclassifications have been made to the 1990 financia)
statements to conform to the 1991 presentation.

NOTE 2 - UTILITY PLANT

Electric plant in service at December 31 consisted of the following (in thousands):

| i 1980
Production:
Nuclear $1,476,734 $1,4°5,008
Coal 1,023,144 1,015,450
Gas 32,597 31,708
Transmission 87,681 86,672
General 17,214 —ed 8,153
$2.847.310 32,635,081
Net
Megawatt Cooperative Ownership
—Generating Unit Rating Fuel Percentage Megawatts
River Bend 936 Nuclear 30% 281
Big Cajun 2, Unit 1} 540 Coal 100% 540
Big Cajun 2, Unit 2 540 Coal 100% 540
Big Cajun 2, Unit 3 540 Coal 58% 313
Big Cajun 1, Unit i 105 Gas 100% 105
Big Cajun 1, Unit 2 105 Gas 100% 105
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Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note 2 - Continued

River Bend and Big Cajun 2, Unit 3 are jointly owned by the Cooperative and Gulf
States Utilities Compary (GSU) (see Note 11). Construction work in progress
consists of improvements and additions to existing plants. The estimated cost to
complete these projects at December 31, 1991 was approximately $6.3 miilion,

Nuciear fuel represents the Cooperative’s 30% share of River Bend fuel and as of
December 3] consisted of the following (in thousands):

—199] —a290
Nuclear fuel in process $ 22,263 $ 14,242
Nuclear fuel in stuck 177 m
Nuclear fuel in reactor 78,978 78,978
Spent nuclear fuel 40,948 40,848
142,366 134,346

Less nuclear fue
amortization 9].968 74,036
Net nuclear fuel $ 50,398 3. 60.310

Nuclear fuel 4in procrss represents the accumulated cost, including capitalized
interast, of fuel required for the fourth reload and a portion of the fifth reload.
The fuei 1is in various stages of conversion, enrichment or fabrication. Spz

nuclear fuel consists of the original cost of nuclear “uel assemblies, in the

process of cooling, removed from the reactor during eact of the three previous
reloads.

Land relating to an abandoned lignite project has been retained as a possible site

for a future generating facility and its cost, $9.8 million, is included in electric
plant held for future use.

The net change in accumulated depreciation and amortizaticn for the years ended
December 3] was (in thousands):

—~4991 --4990
Charged to operating expenses $73,710 $73,099
Charged to fuel inventories
and other assets ~1.30] —1.268
75,011 74,367
Less asset disposals _1.5]4 —s.491
$73.49] £J0.876

T
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Notes to Financial Staiements - Continued
Cajun Electric Power Cooperative, Inc.

NOTE 3 - INVESTMENTS IN ASSOCIATEC ORGANIZATIONS

Investments in associated organizations at December 31 consisted of the following
(in thousands):

1891 1990
cre $ 7,704 $ 7,704
CoBank 44,244 4%,819
Other —1.408 —ta324
$33.356 130,847

NOTE 4 - LONG-TERM DEBT

On December 2., 1990, the Cooperative consummated a Debt Restructure Agireement (DRA)
effective May 31, 1990, with the United States of America acting through the REA.
Under the terms of the DRA, the Cooperative exe ted and delivered to REA two notes
which restructured all of the Cooperative’s debt to or guaranteed by the REA: Note
A, in the original face amount of $2,147,994,670 which matures on December 31, 2026
and Note B, in the criginal face amount of $1,037,007,550 which has a final maturity
date of December 31, 2036. Both Notes A and B bear interest on the unpaid principal
balance at a nominal rate of 8.64% with an assumed effective annual rate of 8.99%
Any accrued but unpaid interest on Notes A or B is added to principal on a menthly
basis. The DRA provide- that Note A may not be prepaid without the express written
consent of REA. Note B may be prepaid with~:* sremium or penalty.

The DRA requires that Note A be paid in varying annual installments. Under the
terms of the DRA, so long as the annual amount due under the Note A debt service
schedule has not been paid in full, on the fifteenth business day of each month the
Cooperative pays to REA all cash balances at the end of the preceding month in
excess of the general funds cap ($35,000,000 adjusted in accordance with the DRA) .

Payments on Wote B prior to 2027 are contingent upon several factors, including
Member and nonmember sales growth, extraordinary cash receipts and the existence of
cash in excess of the gene-: funds cap at any month-end after the annual Note A
required payment has been madz. The existence of such excess cash will also result
in additions to the Cooperative’s Retained Share, which represents the amount of
cash which the Cooperative may utilize for any valid corporaie purpose, including



Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note 4 - Continued

the payment of previously allocated capital credits (see Note 12). The required
Note B payment for 1991 is approximately $872,000 which will be paid in April, 1992.
On February 25, 1991, the Cooperative’s Board of Directors approved a distribution
to the Members of the balance of the Cooperative’s Retained Share in the amount of
$544,552 to pay previously allocated capital credits. The distribution was made on
March 5, 1991. At December 31, 1891, the Cooperative’s Retained Share was approxi-
mately $1,778,000.

The DRA provides that the unpaid principal amount of Note B as of December 31, 2026
will be restructured as follows: The Cooperative will have the fair market value of
its assets appraised as of December 31, 2026. An amount equal to sixty percent of
the appraised value shall be paid in equal annual installments over the next ten
years ending December 31, 2036 at the same interest rate, accrued and compounded
monthly in the same manner as the present Note A. The remaining balance of Note B
as of December 31, 2026 will be repaid over the subsequent ten year period in a
manner consistent with the terms and conditions associated with Note B of the DRA.
Any amount unpaid at December 31, 2036 will be due and payable in full as of that
date.

Under the terms of the DRA, the Cooperative’s debt which was in default prior to the
DRA, and was guaranteed by the REA (the REA related debt: notes pavable to the
federal Financing Bank, the Cooperative Utility Trusts and CoBank) which is included
in the restructured Notes A and B, was not retired or defeased but remains
outstanding. The DRA requires REA to make ail of its guaranteed payments on the REA
related debt in a timely manner, and, so long as no event of default has occurred
under the DRA, REA agrees not to exercise any remedy it may have under the REA
releted debt documents. Additionally, the REA related debt will not be deemed
satisfied until the Cooperative satisfies in full the requirements of Notes A and B.
Under the terms of the DRA, in th: event of default, <EA may seek remedies under
either the terms of the DRA or the REA related debt documents.

A portion of the underlying restructured REA related debt, aggregating $522 million
at December 31, 1991, bears interest at variable rates, for which the Cooperative
bears th interest rate risk. If the actual irterest cost of this debt in any year
is lTess than the benchmark amount set forth in the DRA, the difference will be added

13-
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Notes to Financial Statements - Cont‘nued
Cajun Electric Power Cooperative, Inc.

Note 4 - Continued

Interest and other debt expense incurred on long-term deb. for the years ended
December 3] consisted of the following (in thousands):

—~499]__ —1980
Interest charged to operating expense $284 554 $270,768
Other debt expense - 510 —B.310
Total interest and other debt expense 285,064 279,078
Capitalized interest on nuclear fug) 1,425 848
$286.433 $279,%26

For the year ended December 31, 1991, the Cooperative paid $37.6 million in
interest. For the year ended December 31, 1990, the Cooperative and the REA on
behalf of the Cooperative, paid interest of approximately $189.3 million.

Substantially all of the Cooperative’s assets are pledged to secure the
Cooperative’s debt to REA by the Supplement to the Supplemertal Mortgage and
Security Agreement (the REA mortgage) executed November 28, 1990 between the
Cooperative, REA and CoBank in rrder to facilitate the CRA. Both the REA mortgage
and the DRA contain certain restrictive covenants including 1limitations on
indebtedness, capital additions, distributions to Members and an agreement not to
lower the Cooperative’s wholesale electric rate for the term of the DRA. At
December 31, 1991, the Cooperative was in compliance with all such covenants.

Certain office facilities in Baton Rouge are separately pledged to secure Industrial
Development Revenue Bonds.

CoBank is secured by the REA Mortgage for two letters of credit amounting to
approximately $58.6 million supporting potential indemnity payments under sale-
Teaseback transactions completed in 1983. During 1988, CoBank renewed the letters
of credit for an additional five-year perios.

During 1991, the Cooperative received a refund of $7.4 million resulting from the
settlement of a FERC rate case. On October 8, 1991, in accordance with the terms of
the DRA, this refund, included in prepayments in the accompanying 1991 balance

sheet, was transferred to REA and is to be applied to the required Note A payment
for 1992.



i R - O S R R S - N O R WS - ..

Notes to Financial Statements - Continued
Cajun Electrir Power Cooperative, Inc.

NOTE 5 - SHORT-TERM INVESTMENTS

At December 31, 199), the Cooperative’s cash was 1invested in U.S. Treasury
securities, U.S. government agencies securities, commercial paper and short-term
obligations issued by financial institutions. All investments conform with the
guidelines established by the REA. Maturities are selected to correspond with cash
flow r~quirements and are generally for periods of less than three months and are
consic.red to be cash equivalents.

NOTE 6 - INCOME TAXES

Thé Cooperative had no current or deferred income tax provisions for the years ended
December 31, 1991 and 1990.

At December 31, 1991, the Coopevative had a general business credit carryforward of
approximately $166 million, of which approximately $9 million expires in 1999; $27
million in 2000; $128 million in 2001; and $2 million in 2002.

In addition, the Cooperative has loss carryforwards of approximately $1.5 billion
which may be used to offset future taxable income. The expiration dates and amounts

of the net operating loss portion of the total loss carryforwards are as follows
(in thousands):

2004 $ 14,955
2005 711,809
2007 . .800

340,364

The remaining Tosses of approximately $1.2 billion are attributable to Member
activities and may be carried forward indefinitely.

The Cooperative has available approximately $173 million in net operating loss
carryforwards for alternative minimum tax purposes, $101 million of which expire in
2005, with $72 million expiring in 2007.

-16-



tinancial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note 6 - Continued

Also, the Cooperative has approximately $1.2 billion of losses attributable to
Member activities for alternative minimum tax purposes which may be carried forward
indefinitely. Additionally, approximately $166 million of the general business
credit carryforwards of the Cooperative may be used to offset future alternative
minimum tax. These credits expire in the same years as the general business credit
carryforwards for regular tax purposes.

In February 1992, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards (SFAS) No. 109, Accounting for Income Taxes, which
supersedes SFAS No. 96 and is effective for fiscal years beginning after December
15, 1992. The extent of the impact of SFAS No. 109 on the Cooperative has not been
determined.

NOTE 7 - EMPLUYEE BENEFIT PLAN

A1l of the Cooperative's employees participate in the National Rural Electric
Cooperative Association (NRECA) Retirement and Security Program once they have met
minimum service requirements. The Cooperative makes annual contributions to the
plan equal to the amounts accrued for pension expense. this master multiple-
employer defined benefit plan, which is available to all member cooperatives of the
NRECA, the accumulated benefits and plan assets are not determined or allocated
separately by individual employer. As a result of a better than anticipated return
from the plan’s investments, the Cooperative was not required to make contributions
to the plan in 1991 or 1990.

NOTE 8 - RELATED PARTY TRANSACTIONS

In December 1986, the Cooperative purchased certain substation equipment owned by
eight Members in order to better define the operating responsibilities of the
transmission system. The aggregate purchase price of $12.4 million was paritiaily
financed by the Cooperative assuming long-term notes payable to the REA in the
amount of $8.4 million. in addition, the Cooperative agreed to makc payments to
certain of its Members. During 1990, the Cooperative made payments of $2.2 willion
under the terms of this agreement. Effective March 1, 1991, th: REA reduced the

principal balance of Note B by $2.3 million in & final adjustment of the sub:tation
transfer debt.

o1¥s



Financial Statements - Continuad
Cajun Elactric Power Cooperative, Inc.

NOTE 9 - SPENT NUCLEAR FUEL AND DECOMMISSIONING RESERVES

GSU ha+ executed a contract with the Department of Energy (DOE) whereby the DOE will
furnish disposal ser ice for the spent nuclear fue) from River Bend. Currently, the
cost amounts to one th of one cent per kilowatt hour ~*¥ net generation. The DOE
spent nuclear fuel fee is subject to change in accordance with the provisions of the
Nuclear Waste Policy Act of 1982.

The Nuclear Regulatory Commission in 1988 issued final regulations setting forth the
technical and financial criteria for decommissioning licensed nuclear facilities.
The regulations require electric utilities either to certify ¢hat a minimum dollar
amo.. L will be available to decommission the facility or to submit a decommissioning
funding plan. In addition, these regulaticns require that financial assurance be
provided by either prepayment, an external sinking fund, or by a surety, insurance,
or other form of guarantee. In response to these regulations, on December 2, 1988,
the Cooperative established an external grantor trust, the River Bend
Decommissioning Trust Fund, and intends to make annual contributions to accumulate
an amount which will be sufficient, based on current estimates and assumptions, to
pay for its share of the cost of decommissioning at the end of the estimated useful
life of River Bend. Annual contributions to the trust are approximately $1.4
million. As of December 31, 1991, the balance in the River Bend Decommissioning
Trust Fund was $9.3 million,

The Cooperative is requirad by the State of Louisiana Department of Environmenta)
Quality (DEQ) to provide assurance that it has the ability to fund the actions which
will be necessary to rehabilitate its Big Cajun 2 ash and wastewater impoundment
areas which, as disposal sites, are subject to DEQ review and supervision. The
total Tiability for funding the solid waste disposal site rehabilitation is
currently estimated to be approximately $4 million, of which GSU is responsible for
approximately $500,000. On July 1, 1989, the Cooperative created the Solid Waste
Disposal Trust and deposited $1.06 million with the trustee in satisfaction of its
DEQ funding requirements. The annual contributions to the trust are approximately
$116,000. The actual payments for site rehabilitation are not scheduled to occur
until tie end of the estimated useful life of the Big Cajun 2 coal-fired facility.
The balance in the Solid Waste Disposal Trust at December 31, 1991 was $1.5 million.
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NOTE 10 - NUCLEAR INSURANCE

The ownership of an undivided interest in River Bend subjects the Coonsecative to
certain risks. The Cooperative is insured, as described below, for public liability
and property damage.

The Price-Anderson Act (the Act) was renewed by Congress in 1988 and was extended
through August 1, 2002. Public 1iability under the Act ior any nuclear incident is
currently limited to $7.8 billion. The Cooperstive and GSU are insured for this
exposure by private insurance as well as by a secondary financial program. Changes
to the Act related to the secondary financial program may requiie the Cooperative to
become subject to a possible retroactive assessment of which the Cooperative’s share
would not exceed $i9.8 million per incident with &z maximum of $3 million per
incident payable in any one year for losses at any licensad nuclear facility.

The Cooperative, together with GSU, maintains $£00 million of property damage
insurance and $765 million of excess insurance relatr to River Bend obtained from
the private insurance market. Additionally, the Conperative is a member-insured of
the Nuclear Electric Insurance Limited (NEIL 1I) program which provides $1.25
billion of excess property insurance, As a member-insured of NEIL II, the
Cooperative is subject to a maximum assessment of $2.0 million in any one “alicy
year. Although the Cooperative and GSU continue to attempt to increase insurance
coverage as it becomes available, the Cooperative can give no assurance as to the
adequacy of its coverage in the event of a major accident. Total available property
damage iasurance °s substantially less than the potenti{al insurable value of River
Bend. in 1991, the Kuclear Regulatory Commiscion promulgated a rule providing that,
in the event of an accident at River Bend in which the estimated costs of
stabilizing and decontaminating the site exceed $100 million, insurance proceeds
mst first be dedicated to this purpose. Proceeds not required for such
stabilization and decontamination may then be used to repair or replac. the damaged
unit. The Cooperative has joined GSU in establishing a Muclear Workers’ Liability
policy which covers 1iability for the claims of workers empluyved at River Bend after
January 1, 1988 for noncatastrophic nuclear related injury such as prolonged
exposure to low-level radiation. Any claims by workers employed at River Bend prior
to January 1, 1988 will continue to be covered under the Nuclear Workers’ Liability
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Financial Statements - Continued
Cajun Electric Power Cooperative, nc.

Note 10 - Continued

policy if the claim is made by December 31, 1997. Under the Nuclear Workers'
Liability policy, the Cooperative is subject to a maxiaum potential retrospective
premium assessment of approximataly $1.0 million. It is possible that liabilities
related to the release or escape of a hazardous substance from River Bend may be
greater than the coverage on pulicies currently carriec and, consequently, existing
insurance may not be sufficient to meet ail possible liabilities or losses. The
Cooperative cannot provide assurance that it will be able to maintain coverage at
present levels. Any liability or loss in excess of that covered under existing
policies could have a material adverse effect upon the Cooperative.

NOTE 11 - GULF STATES UTILITIES COMPANY

In August 1979, the Cooperative and GSU entered into a contractual agreement for the
Joint ownership of River Bend (see Note 2). The Cooperative has a 30% undivided
interest in River Bend and is responsible for 30% of River Band’s costs of

construction, capital additions and operations. GSU 1is the operator of the
facility. GSU paid the Cooperative approximately $29 million in 1991 ard $66
million ‘1 1990, completing a five-year capacity and energy sellback agreement

related te River Bend.

In November 1.70, the Cooperative and GSU entered into a contractual agreement for
the joint ownership of Big Cajun 2, Unit 3, and certain common facilities at Big
Cajun 2 (sce hote 2). The Cooperative retained a 58% undivided ownership interest
in Unit 3 and an 86% undivided ownership interest in the common facilities. The
Cooperative is the operator of the Big Cajun 2 facilities.

The Cooperative filed suit on June 26, 1989 against GSU in United States District
Court in Baton Rouge alleging fraud in the inducement to enter into the River Bend
Joint Ownership Participation and Operating Agreement (JOPOA, as well as
misrepresentation, mismanagement, breach of fiduciary duty and breach of contract.
The Cooperative seeks the annulment of the River Bend JOPOA and the :2covery of its
investment in River Bend (approximately $1.6 billion) as well as damages resulting
from the Cooperative’s participation in the River Bend project. The Cooperative is
seeking further damages associated witn excessive operating costs of the facility
which arose due to GSU’s alleged mismanagement. On Novembor 7, 1990, GSU filed an
amended counterclaim with the court requesting that the Big Cajun 2, Unit 3 JOPOA be
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Note 11 - Continued

rescinded and asked for an appropriate monetary Jjudgment sufficient to place the
Cooperative and GSU in the same position as if the Big Cajun 2, Unit 3 JOPOA were
never consummated. Additionally. GSU’s counterclaim asserts that its present
transmission arrangements with the Cooperative should be terminated by the court.
Further G3U asserts that in any event it is entitled to monetary damages resulting
from an alleged breach of contract and fiduciary duty by the Cooperative. The
timing or outcome of these matters is uncertain,

In September 1991, the Cooperative exercised its options under the River Bend JOPOA
and elected not to participate in the funding of the Service Water Project (SWP) and
the inlet feedwater nozzle repair or replacement. These projects, which are
expected to be completed in 1993, are ectimated to cost a total of approximately $60
million. Consequently, through the end of December 1991, the Cooperative has not
paid approximately $6 million related to the SWP. GSU asserts that the Cooperative
is in default of the JOPOA and disputes the Cooperative’s right to not pay such
amounts. The amount: not paid are based on the Cooperative’s best estimate of the
related costs to date and are not reflected in ‘he accompanying financial
statements. On November 27, 1991, the Cooperative filed a complaint for Declaratory
and Injunctive Relief with the United States District Court, Middle District of
Louisiana seeking a declaration and interpretation of the Cooperative’s rights as
reiated to this issue under the JOPOA. The timing or outcome of this matter is
uncertain, although legal counsel has advised the Cooperative that it is within its
rights under the JCPOA to withhold such payments.

On July 17, 1967, the Cooperative filed a complaint with the FERC against GSU
alleging overbilling and improper cost allocations for certain transmission service
charges. On May 11, 1989, a FERC administrative law judge issued an initial r inion
which could require the Cooperative to pa2y GSU approximately $25 million for
transmission charges for the period 1981 through 1991. The FERC will make a final
determination on the initial opinion which may increase, reduce or eliminate the
Cooperative’s potentia’ liability to GSU. After final FERC action, either party may
pursue further appeals th-ough the federal court system. At December 31, 1991, GSU
alleges that the Cooperative had underpaid these transmiszion charges in the amount
of approximately $105 million. The timing or outcome of this matter is uncertain.
Accordingly, no provision for any liability that may result has been made in the
financial statements.
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An urfavorable outcome of the SWP litigation or the proceedings at the FERC as
discussed in the two preceding paragraphs could have a material adverse impact upon
the Cooperative.

NOTE 12 - RATES AND REGULATION

ihe Cooperative is regulated by the LPSC with respect to rates and certain other
matters. The Coanerative must also seek approval from REA for rate changes.

In May 1990, the LPSC ordered the Cooperative to reduce the base rate to its Members
by 4 mills per KWh replacing a fuel credrt of approximately the same amount which
the Cooperative had been flowing throu " its fuel adjustment.

In July 199G, the LPSC approved the DRA with certain conditions. One of these
conditions was that the Cooperative’s average annual rate to its Members in 1990 and
1991 be no higher that 54.5 mills per KWh.

In January 1981, the LPSC held hearings on the Cooperative’s rate design and in
April 1991 issued an extensive data request to the Cooperative in conjunction with
its examination of the Cooperative’s rates.

In August 1991, after receiving permission from REA as required by the DRA, the
Covperative filed a request with the LPSC to reduce the 4 mil) credit imposed in May
1990 to a 1 wiil credit in three increments over ten months beginning in October
1991. This proposed base rate increase was intended to maintain level rates through
1992. Hearings were held in December 1991 at which time the Cooperative modified
its request ard altered the timing of the change in the credit. At its February 4,
1992 meeting, the LPSC approved the Cooperative’'s modified request for a 3 mill
reduction of the credit effective for the first and last quarters of 1992 and a 2
mill reduction of the credit effective for the second and third quarters of the
year. Additionally, the LPSC ordered the 54.5 mil1 per KWh cap on rates be
continued and prohibited the Cooperative from paying capital credits during 1992
from its Retained Share.
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The LPSC has issued a procedural schedule to continue its examination of the
Cooperative’s rates during 1992. The Cooperative intends to make a filing with the
LPSC in early 1992 regarding rates for 1993 and beyond.

NOTE 13 - COMMITMENTS AND CONTINGENCIES

Equity And Margin (Deficit): The Cooperative expects to incur continuing and
substantial annual net deficits for the foreseeable future and also expects that its
Unallocated Deficit [a component of equity and margin (deficit)] will continue to
incresse principally belause of interest expens2 that is accrued but not paid. The
debt restructure completed in 1990 recognized that the Cooperative was unable and
would continue to be unable to pay previously scheduled debt service (principal and
interest) on all of its debt and therefore split substantially all of its future
debt service obligations into fixed and contingent components in order to avoid
forcing a restructure or reorganization under the bankruptcy code.

In accordance with Generally Accepted Accounting Principles, the Cooperative
continues to accrue the interest expense on Note A and Note B, however, payments on
Note A are based on a nontypical amortization schedule specifically set forth in the
DRA while payments on Note B prior to 2027 are required only when certain contingent
events occur (see Note 4). The interest that is accrued but not paid is added to
the balances of the notes each month thereby increasing the debt of the Cooperative.
The interest expense that is accrued but not paid will continue to cause annual net
deficits and a deteriorating net worth, but neither is an event of default.

Gulf States Utilities Company: As discussed more fully in Note 11, the Cooperative
is invelved in significant Titigation with GSU as well as proceedings at the FERC.

Coal and Transportation Cormitments: Purchases under the terms of contracts for the
acquisition and related transportation of coal during 1991 and 1990 were
approximately $121 million annually. Certain purchases are subject to various price
escalators and deflators, minimum quantity takes and periodic price reopeners at
then current market prices. Management is of the opinion that these contracts will
properly meet anticipated coal supply needs. The transportation contracts begin to
expire in 1999 while the coal contracts are for the useful life of the coal-fired
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generating facility provided the present supplier is willing to meet or better
offers from other suppliers at scheduled periodic price reopeners.

Litigation: On September 2C, 1989, a class action petition was filed in the Tenth
Judicial District State Court in NMatchitoches Parish, Louisiana naming the
Cooperative’s Members as defendants. The plaintiffs in this action seek a refund of
all rate increases enacted by the Cooperative’s Members from 1978 until the
respective Member voted to be subject to the jurisdiction of the LPSC or was placed
inder the jurisdiction of the LPSC by action of the State Supreme Court. On October
17, 1989, the case was moved to the federal courts. On June 23, 1990, motions were
filed by the Cooperative’s Members to name the Cooperative as a third party
detendant in the case. On July 15, 1991, the U. S. District Court in New Orleans
entered an order retaining jurisdiction in the case and granting the motions of the
Cooperative’s Members to enjoin the Cooperative as a third party defendant in the
case. The timing or outcome of this matter is uncertain and no provision for any
liability that may result has been made in the financia! statements. An unfavorable
outcome could have a material adverse impact upon the Cooperative.

On December 13, 1990, Sam Rayburn GA&T Cooperative, Inc. (SRGAT) filed suit against
the Cooperative in a Texas state court seekiny specific performance by the
Cooperative of a contract to provide for the sale of a 7% undivided ownership
interest in Big Cajun 2, Unit 1. The contract had expired, according to its terms,
on June 1, 19%0. Further, SRGAT petitioned the court to rule, if specific
performance is not granted, that a firm power sales contract between SRG&T and the
Cooperative be declared null and void. In February 1992, the parties agreed in
principle to a settlement pursuant to which SRGAT will dismiss its suit and abide by
the terms and conditions of the firm power sales contract.



