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TO OUR INVESTORS

ew could have predicted the dramatic events of 1991, most notably the swift
victory in the Gulf War and the breakup of the Soviet Union, Both events were Np i
overwhelmingly positive but also raised new questions about the future, WAL OF 0581488
While admittedly less dramatic, the same mayv be said for the events which
affected Houston Industries in 1991 Our electric utility received approval to increase
electric rates to reflect the remainder of its new plant mvestment but uow must
identify and implement programs to control costs and iwz” we long-term
performance. Similarly, our cable television subsidiary ren-cod its losses as
3

forecasted but, due to a slowdown in subscriber growth, needed to accelerate its

efforts to make cable services more aflordable and attractive

1991 A FINANCIAL SUCCESS s
Without question, 1991 was a financial success, Earnings increased in both quantity

and quality. Consolidated earnings rose to $417 million, or $3.28 per share, up from
Earmings and return

$339 million, or $2.67 per share, in 1980, Return on equity was 12.0 percert,
o egualdy rebounded in

compared to 9.4 percent in 1990, and cash flow from operating activities rose $218 1991, refiecting ingrored

million to $870 million. financial performance at
Strengthened by unusually warm weather, Houston Lighting & Power's results Hocston Lightng & Pover
and KBLIOM

exceeded our expectations. A §513 million rate increase, which became effective in
May, boosted HL&P's earnings slightly, but more importantly, replaced non-cash
earnings with real dollars. As | noted in last year's report, the increase was based on
a settlement reached between HL&P and most parties to its 1990 rate case RETURS ON AviRac
Recognizing HL&P's need 1o recover its large capital investment, the Public Utitity ooy
Commission of Texas gave its final approval of the increase in October,

RBLCOM's results also improved. Revenues grew 12 percent to $225 million in
1991, and net loss fell from $72 million in 1990 1o $55 million in 1961, Due 10 the ]
national recession, subscriber growth was lower than expected in 1991, but RBLCOM
improved retention of existing customers. Advertising sales and pay-per-view

revenues, which already exceeded imdustry averages, continued to grow rapidly,

REGULATORY PROPOSALS THREATEN INDUSTRY
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We are pleased with the progress we achieved in 1991, but we also are concerned
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about a new threat challenging the very nature of the electric utility industry. Special
imterest groups have persuaded Congress to consider changes to the Public Utility

Holding Company Act of 1935, which would exempt certain independent power



CORPOSATE. HIGHLIGHTS
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STRATEGIC PLAN MOVES FORWARD

Even without sweeping regulatory changes, HI recognizes the need 1o prepare for
increasing competition in its core businesses. Over the last several vears, we have
taken important steps in impiementing a focused strategic plan. We have
concentrated our business activities in the areas of electric utilities, cable television
and utili'y services,

In the electric utility business, we ar focusing o: * attention on managing
operations efficiemtly and effectively. Rising costs can be doimnental 1o any business,
but with major power plant construction completed, controlling cosw < a partior larly
important element of HL&P's stratcgy for holding the line on further rate increases,
Afer considerable study, we are new nearing completion of a plan we beliove wiil
considerably strengthen our compat_, ¢ position for the remainder of this decade.
We are managing our cabee television businiess to increase margins and expand
our customer base. As in utility operations, excel!’ mt customer service s a key part of
our strategy. In cable television we also require significant flexibility to react to
changing needs and desires of customers. We frequently survey our customess 1o
identify new ways to increase satisfaction, and we aggressively market the value of
our services.

We are still in the process of assimilating our 1989 cable acquisition, so our
immediate objective is to strengthen existing operations and improve performance.
However, we do not rule out new acquisitions or expansions that add substantial
value. In January 1992, for example, RBLCOM acquired a small cable system
adjoining our existing operations in Poitland, Oregon. Other investments which
improve the quality and reliability of service or create new revenue sources will
continue to receive high priority i our capital allocation process.

Our most important cesource, however, is the dedicated workforce whose
consistent efforts have earned Houston Industries a reputation for quality service at a
fair price. While we cannot achieve our performance goals without staff reductions in
some operations, we will strive to make the treatment of emplovees consistent and
equitable. | reruain confident that, working together, we will continue to enbance our
competitive position and the value of your investment in the coming vear.

S
Don D. Jordan

Chairman, President and Chief Executive Officer
Houston, Texas, March 10, 1092
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STOCK PROVIDES ATTRACYIVE TOTAL RETURN

We entered the cable T1 bus

iness bepause of its attractive
long-term growth prospects

Our pursuit of earnings will
have a greater inpact on how
we achieve that growth than
it wil on the level of growth
iisell. Growth can come
through th- deveiopment of
existing markets or through
acquisition. Sinee large acquis

itions dilute earnings, our
primary focus s on deveioping
oW eristing systems with som
selective, moderate acquisitions
We remain confident that
KBLOOM will generate signi

Jicant earnings and cash flou
aver the long lerm.

BiLL CROPPER
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profitable and the market fully recognizes the value contributed by the cable
properties. The cable systems are expedted to reach break-even earnings by late 1094,

MANAGEMENT TARGETS GROWTH

Consistent improvement in growth in carnings per share is a key corporate goai. The
copany has nat been able to achieve this goal in recent years as HLEP completed
its construction program and the related regulatory process and KRLCOM
experienced losses related 10 its expanded cable operations. The next few years
should provide greater oppoertumity to pursue this objective and achieve increases in
earnings and earnings guality — improving the company’s ability to increase
common stock dividends,

The desire to achieve greater earnings growth was a primary reason for the
development of HI's diversification strategy. HI believe , its diversified activities will
provide greater eamings growth and higher risk-adjusted returns in the future than
its electrice utility business &lone.

CAPITAL EXPENDITURES REMAIN RELATIVELY LOW
Capital expenditures remained modest in 1991, Excluding AFUDC, refinancings and
maturities of long-term debt, capital expenditures for Hl and its subsidianes totaled
$405 million in 1991, compared to $380 million in 1990, Projected capital
requirements for 1992, 1995 and 1994 are $464, $471 and $397 million, respectively.
With capita! expenditures at historically low levels and improving operating
performance at both the cable television and utility subsidiaries, cash flow should
grow at an accelerated rate through the mid-1990s. HI istends to carefully manage its
growing capital resources through a focused strategy which emphasizes investments
that enhance existing operations and, in non-utility activities, target long-term
returns in excess of 15 percent. Of course, projects required 1o maintain a tugh level
ol customer serviee will continue o receive top priority,

FIHANCING ACTIVITY RESUMES IN 1991

While new capital needs were limited in 1991, HI took advantage of favorable
market conditions to refinance a number of existing obligations. ln January, $132
million of HL&EP's 8 5/8% first mortgage bonds matured, and HL&P issued $100
million of 5 3/8% debt securities collateralized by first mortgage bonds. In Mareh,

HL&P issued $160 million of 9.15% first mortgage bonds. In May, $35 million of

10 1/8% first mortgage bouds were redeemed.
In November, HL&P redeemed its $6.04, $8.05 and $9.52 series of cumulative

I T ——ST——

Caproa. Exmspmones
PN OF O AR

BEEE
8T MM W W

Capial needs were
retatively low i 1991
bisi Hi ook advamtage
of Bvorable market
rondifivas W refinance
@ number of eristing

abligations

EXTERNAL Frnancings
IVILLIONS UF Dl ARS)

il
Ef:_ 1

BT N &0 W0 W

* Reflevts 81,7 billion cable

eleuision pegutsition

bk e i e A

[ ——



— ST p— L e o e e e e e e e e i e e e e e

preferved stook, which had an aggregate fived liquidation valoe of $110 million. In

February 1992, HLAP issued $100 million of variable term, cumulative preferred
stock, with an initial annual dividend rate of 3.45%.

A portion of employee contributions | company’s emplovee savings plan is
m=iched by HI in the form of common stock, n October 1900, an Employee Stock
Ownership Plan (ESOP) was added to the emplovee savings plan (o satisfy a portion
] of this obligation. The ESOP trustee purchased a total of 9.4 million shares of HI

common stock. The company loaned $350 willion to the trustee Tor the purchases.
The loans are to be repaid to HI by the ESOP trustee over a period of up 10 20 years,
In June 1991, HI issued $250 million principal amount of 9 5/8% debentures.
Castt Provioien By , ‘

OMERATIONS The proceeds were used to partially refund its loan to the ESOP and repay short-term

it i bt debt. 1 issued an additional $200 million principal amount of 7 1/4% debeutures in

December 1991 in conjunction with the redemption of $200 million of its outstanding
9 5/8% debentures,

WIGHER EQUITY LEVELS ANTICIPATES

At year-end 1991, HI had common equity of $3.4 billion, representing approsimately
38 percent of capitalization. This percentage reflects the acosunting treatment for the

f BN R ESOP, which reduced eyuity by approximately $352 million (the loan balance at

% i o December 31). At the consolidated level, [ seeks to maintain an equity level

’, consisten! with comparable electric utiliiy holding companies or approximately 45

i Cash flow from percent of capitalization. Over time, as cash flows continue to improve, Hi expects

'] aperations reached equity levels to increase 1o this target. The form of any new financing will be a
its highest irvel in five

function of this capitalization target as well as general market conditions.
years, as non-cash
caraiags sovimed Besides retained earnings, new equity in 1991 was limited to shares issued in

to dectine. conjunction with the company’s dividend reinvestment and emplovee savings plans,

for a total value of approximately $51 million. Since January 1992, HI has acquired

E shares for these plans through open market purchases. Hl expects equity levels to
,f rise primarily through increased retained eamings over the next five vears,
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HOUSTON INDUSTRIES IN

THOUSANDS OF DOLLARS EXTEPT PER SHMARE AMOL

APITAL EXPENDITURES

HLAP SELECTED DATA
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ELECTRICITY BALES RISE

The provisions contained in

swate Bill 1220 and Hloase of

ﬂfﬂ"(‘!'"‘dl”““ Bl” 776 to PROGRAMS ATTRACT INDUSTRIAL CUSTOMERS

amend the Pubbic Utility Hold Y

ing Company Act and to fed HI&P | ntinu s suceessiul effor
erally mandate aceers to ihe ¢ o T R =
regldated ulilities' transmission
systems, if enacted, would raise
costs lo eonsumers, jeopardize
the reliability of electric serviee,
erude the financal health of the ectricity needs. In the last r, Hl&b

regwiated utilines aad place the arnorate headauarters O of its largest

Juture of our nation’s electrity i
supplies in the hands of un
regulated entities who do not
share our statutory ebligation P
o scmve. VEIOpInE and enfancing
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RESOURCE PLAN MINIMIZES CAPITAL EXPENSE

AN HLAF COUENERATION FACILITY TD BE BUILY AY DU PONTYT'S

LA PORTE NEMICAL PLANT WILL BF THE SECOND UTHLY
CWNED. RATE BASED COGENMERATION PLANT BUILY 1™ THE U §

SINCE THE 19406

What do vou see as the fature
g I Arrang { ! Jor power purchases as part of

YOUr resosree stralegy? ¥ hat

wwowld be the cost implications
CHCIIRE € renegotia
ltng your power purchase
condracts?

DORIS KELLEY
MERMILL LYSOW




PROGRAME KOLD DOWN ELECTRICITY DEMAND

Purchased power contracls are

Just one of the resources we ary
considering. We currenily have
severgl coniracts neariag
capirGlon, whioh wery signed
in the mid-1980s. Unlike that
peviod of rapidly rising demand
and high energy prices, luday
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supply aad demand-side
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While legislation io regulate

vable TV has been enacize
the Senate, H is far from
pecaming law. N is impossible
o predict iwhat form regulation
may wltimalely lake. We belivie
the regulation praposed in
Senate Bill 12 is annecessar
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UFI CELEBRATES MILESTONME

Showld we be able 1o expect

UFI READIES FOR ENVIRONMENTAL LEGISLATION any improving trend in the
coal supply business or L'FI's

carnings
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GLOSSARY

ALLOWANCE FOR FUNDS UBED DURING
CONSTRUCTION (AFUDC):

The cost of financing construction
projects, Financing costs are added 10
dirett construction costs for recovery
aller new facilities are placed in service.
During construction, AFUDC increases
income but does not increase cash flow

CAPACITY FACTOR:

The amount of electricity produced by a
generating unit expressed as a per-
cemtage of the maximum amount that
could e produced if the unit operated
continuously at 100 percen power,

CABH FLOW:
Earnings after taxes plus non-cash
expenses, such as depreciation.

COGENERATION:
The simultaneovs gencralion of
electrioity and stcam from the same fuel,

CONSTRUCTION WORK (N PROGRESS:

Cost of construction projects thal may
take several vears 1o complete, such as
generating plants or trensmission lines,

DEFERRED ACCOUNTING:

An accounting treatment which allows a
utility to deler operating and de-
preciation costs associated with new
facilities and comtinue accruing carrying
charges while awaiting approval of rates
which reflect these costs. Use of
deferred accounting provides an
opportunity 1o recover these costs al a
later date and prevents a drain on
earnings during the regulatory process.

EARNINGS PER COMMON SHARE.
Net income earned for the reporting
period increased by the tax benefit on

common dividends pard to the Em-
ployee Stack Option Plan divided by the
weighted average number af commin
shares outstanding for the period.

NET INCOME OR EARNINGS:

Earnings available to  common
shareholders alter all expenses, fin
ancing costs and taxes are paid.

RETAINED EARNINGS

The portion of net income which is
retained for reinvestment in the bus
iness rather than paid to shareholders
in dividends.

RETURN ON AVERAGE COMMON EQUITY;
The rate of return earned on share-
holders’ equity. It is calculated by
dividing net income by average
shareholders” equity.

SHAREHOLDERS EQUITY:

The book value of commen share-
holders” investment (n a company. It is
the ameunt paid in by shareholders for
cotmmon shares plus retained eamings.

TOTAL RETURN:

The inerease in the value of a share-
holder's investment, consideriog both
dividends and changes in the share
price.

YIELD:

The return provided to sha: eholders in
dividends. 1t is cal . lated by dividing
the anunual dividend per share by the
stock price,
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peosion expense. In addition, workmen's comipensation wereased 66 milling over 10800 as & resalt of bighot promiams snd s one
e adfustinent 10 mmoogiize these vosts o e socraal bavs bn 1990, aperation and mamienance expenses dicrvased 885 1 gt ot
14.5% over 1980 Lapenses i (900 reflect the fiest fall year of eneration of Unit Mo 2 of the South Toxas Project. by 1080 aperating
expenses were redioed by noneoureing invertery adjusttoents !

Degireciation and amastization expense noreased $25.7 millicn 16 1091 over 1900, while such expense in 15800 was $155 million
tigher than i 1986 The 1991 werosse ts primartly atteibutable to the amortization of deferred plard costs related to the South Tetas
Project which began whien new rates were implemented in Mas 19501 The 1800 jnervase pritiardy reflects the comenorment of
degrectition o Unit No, 2 of the South Texes Protec: i June 1086 Other taxes imoreased $25 imillion o 1001 shich reflects the
effects of a state franchise tax refund of $10.5 milbon and 8 Gange 10 the Tranchise tay cabeulitior methotalogy . oflsel i o chauge
i the fFranchise tag nfivtloge poriod and by higher st valorem tex cxpenses i (981 due 1o nen tax rates (ther taxes inoreased
S50 nullion in 1090, pellecting the effects of a stae franchise o refund i 1950 which served to reduce olher W expense
by approstnately 288 million in 1986,

Interest incsne i 1090 increased $103 slibon comgared o 10 primanly due o dnterest feveived e eefund of jaior years'
income taves, Offseting this was an inerease o other iiterest expense of $8.2 million due primarily 1o smierest payl o)« gssessnent
of prior yeess' inoome tases

Suvcess Through Excellence in Performance (STEP) Progeam

Tt Otober 1001, HL&P launched s STER progran, an internal effort f wentify performance inprovement appartusitics thal eoild
be made while salntaining the high level of customer satls'sction thit HLEP bas achieved n the past, Sow that HLENs major
constraction program has been completed and growth in the service s his beeome mare stable, the STEF progrem bas mtensified
HL&Ps focus on mesting custorner requirements al the lowest possilile cost i order 1o matitain the cumrent level of hase electie
rales for an oxtended period of time. Approsunately 300 eruplovers have scoepted o voluntary early retirement plan which wis
offered  danuary 1902 Additional workloree reductions, o be accomplished theough o combination of severance and attrition
starting i April 1992, have been identified as nart of the STEP progeam. HLEP expects 1o record o pre-tas charge i the range of $70
milfian fo $96 million i the fesi quarter of 1982 10 reflect the mplementation of e STEF program, bt anticipates that the effect an
antrunl results for 1982 will be subwtantiafiy mitigated by the savings dersed from soch program.

KRLOOM
Lieneral
KELUOM experienced  tet oss of $55.2 millios i 1991 compared te o net loss of $710 million n 1000 and 2 tet loss of $72.8 milkiou
in 1980, Results for 1989 reflect anly ten months of operations of the catile felevision syslems soquired by ts subsidiars, KBL Cabile,
Ine, (KB Cable), in March 1089, KBL Cable's cable television systoms, Jocated n Tour states, served approximately 550000 and
550,000 basic subsoribiers &t December 31, 1001 and 1000, respectively. See ulso Note 16 10 the Consolidated Financial Stalements
regarding business segment informaann.
RBLCOM is expected 1o continue 1o experience losses for the nest several vears. KBLCOM s uture earnings otitlook is depentent
1o o large degree on the sucoess of its marketing jrograms 10 increase bisic subsoribers and preauum programming services, its
suocess it marketing other servioes such as advertising and pay-perview, and the general econamic conditions i the areas it serves.
In addition, the cable televisien industry in gesera’, meluding KBLOOM, s faced with various uncertainties inchiding attempts o
impose the reregulation of basic service rates by municipalities, the potential entry of telepbone comparties ko the cabile business
and mereased competition from ather entities. Cortain proposed cliatiges 1o the legislative and regulatory envirsament in which the
cable television mdustry operates coudd limit KBLOOM's ability to increase future prives charged (or catie wlevision serviees.
Because the Parugon Oommunications (Parigon) partnerstop is acoounted for under the equity method of accounting, the
following discussion of operating revenues and sales and depreciation and interest expense results relate ualy 1o R¥COM and its

Operating Revenues and Sales

In 1991, revenaes ere $224.7 million, an increase of 147 over 1930, Revenues incroased 3% i 1990 s compared to 1689 Gross
aperating mangs (revenues less operating expenses, exclusive of depreciation and maortization) grew 1o 8545 million, an increase of
15.6% over 1000, 1900 gross operating margin inereased 30.5% over the prior year. Opersting margins were 57.6% for 1091,
compared 10 36.6% for 1980 and 34.0% fur 1986, Cable television reventies wore favorably impacted by the addition of approximately
0,000 basic subscribers tn 1991, an increase of 1.68%, and by the addition of apgroxiniately 24,000 basic subscribers 1 1980, an
erense of approximaely 5%

In 1991, basic service revenues increased $17.0 million or 1R8% over 1980 and $55.2 milion or 3.4% in 1990 s compared 1o
1980 Basic service revenue increases are due primarily 1o gdditional customers and inoreased rates,

Ancillary revenues in 1701 were up $10.1 million or 41.6% ever the prior year while 1990 ancillary revenoes inorvased §11
million or 82% over 1988, These increases are due primanly 1o increased pas-per-view and advertising  everues and higher
installation and other related transaction fees,

Fuilowing a trend in tie cable television industry, prembamn service revenues for 1991 were dovws $5.1 million or 69 compared
10 1650 dhue 1o Tewer premium usilts and lower ualt prices. Fremism service revenues in 1900 inereased §5.5 miltion or 13.1% over 1086,
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(1) These amounts do vot indude expentiires an projects for which HLEP expects to be refribirsed by custumens ar ther
parties

() These smounts inclode HEEs expenditures of S84 million in 1901, 3 i expeoted that $87 million, 8.6 million and 868
willlion 1992, 1963 and 196, respectively, will e spent 10 keep the Malahof! Electne Generating Station (Malahalt) lgnite
Ieases And other relined agreements in effect

Fon a iscussion of the Company's commmitoients for capital expenditures, see Note 7 10 the Gonsolidated Financisl Salernents
whieh: s ncorporated herein by reference
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‘ The Campar
{ ok
The Company has consolidated foancing actvities for KBLCOM and Uity Fuels and for its carporate operatians in order o provide o

y conitnted, cost vlective method of mocting shor and long-term capital requirements. As part of the consohdated Rnancing
t presgram, e Cumpany has establsshed a “mones fund” throagh which its subsidiaries can borrow or iyvest o @ shiort term basis. The
f funding requirements of (ndividual subsidianes are aggregated and borrowing or investing it conducted by the Company based on the
! net cash posttion. Any shiortfall in funds may be supplemented by the Company’s commercinl paper program. As al December 51,
4 1991, the Company maintained bank Hnes aggregsting $400 mithon which are used 10 suppart ity commercial pager program. At
3 December 31, 1991, the Company had approximmely $102 million of commencial paper suistandiog. Rates paid by the Coinpaty on it
; short tern horrowings are generally lower thati the prime rate.
F

Esop
I Octobier 1990, the Company amended it existing Savings Plan (Man) to add an ESOP component 1o the Plan. The ESOP component
of the Man ablows e ompany 1o satisfy & portion of its obligations 1o make matching contributions under e Plan. The ESOP trusiee
purchased shiares of the Company's cammon stock i apen market transactiuns with funds provided by loans from the Company and
completed the purchase of stock ander the ESOP in December 1081 after purchasing €.581,002 shares 8t 8 cost of $550 mitlion As the
; ESOF loans are repaid by the ESOP trastee aver o period of up to 20 vears. the comman siock purchased for the Plan will be allocated
! 1o the participenis’ accounts, The loans will be repaid from dividends o0 the common stock i, and Company contributions to, the
Plan. The Juans o the Plan were funded initially by te Company from shorterm borrowings which have been partally refinanced
with fong-term debt. The balunce of such shor-lerm burrowings s also expecied 1o be refinanced with lang term debit At December
31, 1891, the balance of the ESOP loans was approsimately $332 raillion.

4! Financing Activities
r- in June 1991, the Company issued $250 million of debentures, § 3/8% series due 2001, Proceeds were used o repay shor-erm
v
b

indebiedness incurred in connection with loans to the ESOP and to finance additional purchases of stock by the ESOF trusiee. In

November 1081, the Company redeemed $200 million of debentures, § 5/%% series due 1006 at a price of 162.61% In December 1981,
h ©ihe Company issued $200 million of debentures, 7 1/4% series due 1096, Proceeds were used 1o poy 8 portion of the redemption price
e - of the senior debentures redeemed in November 1901 Debt secunties of $250 milion, which were regisiered with the Seourities and
L © Eavhange Commissian (SEC) in Aprt! 1991, remain unissued
' i February 1982, the Campany purchased $19 million of KBL Cable's 10.05% Senior Notes due 1999 and $23.75 ¢ llion of
KBL Cable's 11.30% Sendor Subordinated Notes due 1008, The notes were purchased ol & weighted average price of 100°. The
prchases were made 1o reduce interest expense on a consalidated basis. The notes will be held by the Compaty.

HLAY and 1uliny Fuels
General
Utility construction and nuctear fuel expenditures for the 1992 1094 period represent estimated coss of HLAP s construction program.
memmmmmmmmumumwmmmmmmmnmmmmmww
and Utikity Fuels i connection with HL&Ps lignite projects. Utility Fusls expects to finance {s capital program through internatly
generated funds.

w.mm:wummmuyr;umzmmsmmmmmmmm‘mm1m.mm|y.m
increases were priniarily the result of the implementation o boaded Jales 1o May 1991, which included recovery of costs peeviously
deferred, and increased sales. Net cash provided by operations for 1080 was negatively impacted primarily by $105 million for
Wumummmwmmmmm&mm.m1mmmmmmmmm
implementation of bonded rates,

HLA&s 1991 nei cash used in investing activities (excluding transactions with affihates) increased $19.0 million as compared o
1990, sind decreascd $11 7 million when cormpared to 1980, resulting primarily from changes in capital expenditures.

HL&Ts 1991 net cash used in fnancing activities increased $214.6 million and $254.5 million fror: 1990 and 1986, respectively.
The increases were primardly due 1o the pavment of long-term debt and short-term borrowings and the redemption of preferred stock,
partially offset by the issuance of long-term debt in 1891,

F O LA
S
D

JTTE = u B Mg -

57

o a1 amgi e e )

P LT T .

. e A

AT T ———=--—




Iy

Construction Program

Witk the compietion of Unit No. 2 of the South Teses Projeot i 1088, HLEFs power plant constraction progran s exsentially
cottiplete for e near term. Over 505 of HLAP's construction program for the next three sears s expected 1o selate 1o costs for
transnisalon, distribution and geteral plan fesoilites. Based o e currenl forecast of demand for edectnony in HLEFs serioe wrva,
HLEP does not oapet 10 inerease its geoerating capacty witil the il 19000 With an i service date of 3005 for Uit No. 1, Madakoft
is curvently the lmgest planned addition 1o prodaction plant. Currently there are no sk-ntllcant expenditures ine new generation
capacity planned st 1994 with the exoeption of the E.L du Pont de Nemours Cotpany (00 Pont) project. HLEP ané Du Pagt have
agroed that HLEP will construct, own, and operate tov %0 MW patiral gas fired cogenerution evstems t b licsited 51 DoV’
chermical plant i La Porte, Toxas, The project is expected to cost $121 milllion and be avallabde W me. 1 pegk demand in 1895 g
which time HLEP will supply, and DuPont will pay for, substantially all of D Pont's rocess stean requiresionts romm e project. The
timing and cost of HLEPs constiuction prograty are stlject o review and tay be revison due 10 Ghanges i los Torecasts, Chinngie
regulatary and environmeatal sandards and ather luctors

Flnancing Activities
HLAP expects to finance sts construction jragram for the perind 1002 1904 through funds generated intermully from operations

In 1091, HLEP's Board of Directoe, aathonzed the redeniption. purchise or other acguisition, from tme 1o tie of gl sertes of its
areforred stock ouistanding during 1991, conatn series of first morgage bonds and cortaim stres of pallution control bonds saued on

et of L&Y

in Jenuary 1991, HLAP ssoed $:00 million of fs medimn-tean notes, series B due (006 collmerslized by firsi morteage bonds,
and repaid st maturity $192 miillion of first mortgage botds, § 585 sertes In Mareh 1091, ML&P issued $160 naillion of first morgage
bunds, B.15% series due 2021 To May 1991, approximutely $55 million of frst mortgage bonds, 10 1R% s ~es due 260, were
redeemed at 10 of their principal smount, Proceeds from the sabes of long term debl were used for genernl corparate punposes
including repayment of first mortgage bonds and shom-term indebledness

In November 1801, HLEP rodeemed all shares of its $68.52, $0.08 and $504 cumulative preformed stoek al prices of (0%, 1015
and WA%, respectively, of their fised Nguidation vlue, Such preferred stock had an ageregate fved Dguidation vidue of $110 million
In February 1902, HLEP issued $100 million of vanable term peepetual prefersed stock. Procends from the sale were gsed to e
shurt-term mdettedness, including indebtedness incurred fur the November 101 preferred stack redenplions.

1 Jathuary 1902, HLEP repaid at matanity $152 million of first mortgage bonds, § V8% sories,

On March 9, 1992, HLAP sflered (o pirchase, al & prembum over the principal smount, seven sestes of pollation eantrol revene
bands issurd on “ehall of HLEP by the Brazos River Authority (BRA) and e Matagorda County Navigation Distrio Sumber One
(MEND). The cash offer is for any and all of the bunds. The offer 18 coné'tioned upon, among other things, the tssuance of paliution
control revenue refunding honds on behall of HLED by the BRA and the MOND i respective prineipal amounts squal 1o the agiregile
principal amount of bands of such issuer purchased under the offer. The bonds to be refunded bear terest ot rales ranging from
8 59% 1w 10 59

On March 12, 1002, HLAP offered 10 purchase, at a premium over the principal amount, any and all of (s first morgage bonds,
B 1/4% series due 2008 The cash offer is conditioned upon, amsong other things, HL&Y having st least $357 million avatlabte on e
expiration date of the offer.

Coligteralized medivm-term notes of $100 mithon, which were registered with the SEC i 1980, remain issued. A registration
Statement for $250 million of deb' wecurities 10 be issued as first morgage bonds o as debt scurities collaterlzed by firt morgage
bondls and a registration statement for §350 million of preferred stock were flled swith the SEC in Mareh 1982

HLAP's interim financing requirements are met through the issuance of short-term debt, prmarily commerial pajier. suppored
by & bank line of credit. At December 31 1991, such line was maintained in the aggregate principal ameunt of §25 million.

HL&P's capitalization retics st December 31, 1991 consisted of 50° tong-tenr: debt, 6% preforred stock and 47 cotmmon equity.

HLEP expects the rammen equity ratio (o increase in the near tersi due 1o the vampletion of s power plant construction
program and improved cash flov from operations as a resull of the Utility Conimission's approval of HL&Ps rate inerease application.

Environmental Expenditares
w0 Novezber “20, the Clean Air Act was enacted by Congress primarily 1o reduce emissions of sulfur diosides and nitroges oxides.
Mmmm-mmmmmwmwmwmmmmummmmmmcmmm n

" all masterial respects with sulfur dioxide emission standands established by the legislation. The Clean Air Act also provides for the
- establishment of new emission standards for nitrogen oxides over the next several years. At this time, it is not possible to oredict the
- vost of complying with such future standards. The new standards could also substantially icrease the cost of construeting new

The Urit o States Envir-nmental Protechion Agenes (EPA) has identified HLEP as & “potentially responsibile parts” for the costs
ol remediation of & supertund site located adjacent 1o HLEP's property. Although HLEP did oot contribute wusie to or operate the site,
itha een allged that - 2ste disposal pits encroach onto HL&'s property. HLAP has denied that it owns ans portton of the superfund
site or that it is respousibile for the remediation activities, except tat HLEP has said that, if necessary, it will remose substances which
have migrated outo its property. In June 1090, HL&P and a group of other poter*ially responsible parties received an Administrative
Order purporting to require those parties to implement the mansgement of nuigradon remediation at the site. HLEP understands that
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ihe ather respandenis 1o the Admitustrative Order bisve proceeded with iglementation of the watagersent of aigration remediation,
i which il has nol participated, and are segotlating s consent decree regarding this aperable unil with the EPA The aggregats
potttitial chean-up cost fur the entire site & estunated 10 be approvimiately S8 million. No prediction can be made ot this G
cancorniig the wltume sutesitie uf (his matter
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MIHLCOM
RBLCON'S 1004 yst cash pirovides s operating activities was $1.1 million, compared to net cash used i upersting activities of §3 7
mitlion and $15.6 willion in 160 and 1980, respectvely. The 191 mmprovement over 1090 aid 1086 was primardy attritiiable
mpraved aperating nargins antd reduced aerest expense
ABLOOM's net cash usedd in mvesting activities decrepsed $55 million for 1081, & compared io the same perid a6 1980,
primarily due 1o reductions o construction expenditures and equigment purchases The net vash used in investing activities
decrcased approxicmtely $1.5 billion tn 1090 as compared 1o 1980 due 1o the cost of cabile systeins purchipsed i 1989
RBLOOM's et emsh provided by financing autivities decrewsed $15 million lor (801, as compared 1o (980, primantly due to loss
borrowitig from e Company and redactions in longtern dete, The 19000 financing activities docreased appraimately $1.5 bilion
from the prior year due 10 financing telated 1o the cabile systems purchissed in 1988 i
Caphal expenditures for cable television additions Wotaled approximately 826 8 mnilhon during 181 These capital expenditures
were financed principally through imercompany borrowings. in the first quarter of 1001 the Conpany advanced RBLEOM $24 ‘
miltion. and aditional funds were drawi by KRLCOM under its hank faeility to tepay & pottion of the outstanding bank intdebiedness ,
of RBL Cable and 1o make ioterest paymients 1n 1900, the Compans advanced KRLOOM $40 million to reduce horrowings undes
revalving cvedit facility of KBL Cable and 1o pay tnterest on outstanding eblugations. A substantial portion of RBLOOM s 1992 19864
capital requirements are expected (o te et through intemally generated funds 1 is expected Wt any shorttall will be met through
mtercompany borrowitias, |
Additional borrow! s under bank fucilities maintained by KBLCOM and KBL Cabie are subject 10 cortain restrictive covenants :
which relate primarly to the maistenance of certain financial ratios. principaily debt 1o cash flow and interest coverages RBLCOM
| and KBL Cable presently are in compliance with such covenants. Howeyer, these covenants have and will become imare stringent,
| . restricting the ability to borrow under such facilities,
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! ~ Houston fndustries Vinanee, e :
i

I Houston Industries Finance, bic. (Houston ndustries Finance) purchises acoounts receivable of HLAP and of vemtain KBLOOM
[  subwidiaries. T financing requirements are met throngh shortterm bank laaus and the insuance of commiesvial paper. Houston

Industries Finence bas entered inlo & bank revolving credit facility which provides for borrowings of up 1o $300 million aggregate ]
 principal smount. This fuollity is o, ailable 10 make din  borrowings or 1 support the issuance of cummercisl paper. At Degetiber |

) $1, 1991, Mouston Industries Finance Lad $138 million of commercial paper outstanding. f
|

NEW ACCOUNTING PRONOUNCEMENTS

in December 1090, the Financial Accounting Standards Board (FASH) issued Statement of Financlal Accownting Standards (SFAN) ‘
No. 106, “Eanployers’ Acooiunting hur Postretirement Benefits Other Thin Pensions”. This accounting staudard, effective for fiscal yedirs ;
beginning after December 15, 1962, requires companies 10 recognize the Bability for postretirement benefit plans other than pensions. ;
primarily meical and dental benefits. The Company currently anticipates adoption in 1995, With no changes in plan designs and 1
veco aition of the transition ohligation (the Liability existing as of the date of adoption) over 20 years, rether than immediate |
recognition (which treatment is permitied for the Company) the Company estimates that adoption will increase pre-tax benefi "»
expense by approximately $30 million cver the current “pav-as vou-go” amount in 1983 with a rvlated transition obligation o ]
acoumulated postretirement benefit obligation of spproximately $200 million. The LUtility Commnission has not yel determined the
apprupriate regulatory treatment for recognition of such costs. The above estimiates do not inciude the impact, if any, of the early ,
 retirement plan or lnvoluntary severance under HLEP's STEY program. !
Ie Fehruary 1962, the FASB adapted SFAS No. 100 which amends SFAS No, 96, “Accounting for Income Toaxes.” and is effective for :
fiscal years beginni- g alter December 15, 1992, SFAS No. 100 requires, among other things, the liabilits method of recognition for all '
temporary dillerences, requires that deferred 1ax Habilities and assets £ “usted fur an enacted change i tay laws or rates and :
protiibits net-of tax accounting and reporting. Certain provisions uf SFAS Ne. © vide that regulated enterprises are permitied 1o g
recognize such adjustments as regalatory assets or labifities if it is probable thal s.. agpts will be recovered from or returned to ‘
customers in future rates. KBLCOM bas significant temporary differeuces related 1o its © w0 aequisitions of cable television "
systems, the tax effect of which will have to be recognized when SEAS No. 108 is adoptea. . pany will evaluate the effects of
SFAS No. 108 belore deciding bow and when it will be adopted.




STATEMENTS OF CONSOLIDATED INCOM|
HOURTON (NBOSTRIEE INCORPORATEE ANE BUBBIBIARIES

TEAR ENBAR BECAMELS M1
(v—ANS 0 DoniARS 1o 1owo Lowe
REVFUES: Electri SR6T4545 S abaaN) $5.118,7%5
Corl and Hanite 544, 46% 510,001 520612
Cable welevision 1,70 100,804 150,453
Total LT LITRATE 5,786,780
EXPENSES Electric
Fuel Q6,001 U87 168 (TR Y)
Purchased power 00 450,562 509 Us4
Operation ant maintenance K05,564 750,053 664 810
Taxes other than income tases 190,526 IRT K7 157.0%
Deferred expenses (22.97%) (10L187) & (12].885)
Cost of coal and hignite sold il 4 426,050 430,612
Cable welevision operating expenses 140,225 126,764 U 00
Depreciation and amortization 95017 407 480 N04TT
AR IRRLN 3,225 (46 3,008,582
OPERATING INCOME 1020807 #50,5% RS 108
oTHER incomE (expense):  Allowance for ather lunds used during constraction 574 841 15,05
Settlement of 1982 rate case 108,045
Deferred return under phase-in plan K7W 15,260
Disallowed plant costs and regulatory adjustment 14,453 (35,579
Gain on sale of oll and gas asw .77
Equity on income (loss) of cable elevision partnerships 10,672 (214) (4,086
lnterest income PANEL) 2488 41464
Other — net (15,515) (13,001) 7,057
el _(7,180) 181429
FIXED CHANGES. Interest on lang-term debt 420,900 435,748 420,669
Other inlerest 297 48872 46,205
Aliowance for borrowed Tunds used during construction  (10,044) (0.46%5) (37.544)
Delurred carrying costs (30,645) (91,152) (151,707)
Preferred dividends of subsidiary B8 LA v B X (1
4TRSS 17 322,509
INCOME BEFORE INCOME TAXES 628,785 511,558 642,518
INCOME TAXES oty R 172,150 228 866
NET INCOME } § MY 8 3045 § 4482
EARINGS PER COMMON SHARE $ 38 0§ 267 0§ W
WESHARES OUTSTANDING (000) 128,802 124,621

See Notes to Cansclidated Financial Satements
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CONSOLIDATED BALANCE SHEETS
WOUBTON INBLETRILS (MCORPORATEL L0 BUBBIBARIES

(TLAANES O B Lans

ARBETS
PROPERTY. PLANT AND
b EQUIPMENT — AT CORT/
:
:
:
I 3
"‘L’
-
k-
il
[.
b
3
I\
|
: CURRENT ASSETS:
¥
[.
-
-
LE
OVAER ABSETS.

Electrde plant:
Production
Transmission
Distribiution
General
Construction work in progross
Nuclear fuel
Plant held for future use
Electric plamt acquisition adjustments
Coal handling equipment and mimng propeny
Cable television prpenty
Other property
e
Less accumulated Aepreciation and amortization
_ Praperty, plant and equipment — net

Cash and cash equivalents
Special deposits
Accounts receivable:
Customers (less allowance for doubtiul accounts of $12,585 and
$10.018 at December 51, 1091 and 1990, respectively)
Others
Fuel stock, at lifo cost:
01l and gas ‘
Coal and lignite
Materials and supplies, al average cos.
Prepayments

Total current assels

v g i s i, L - 4 A A" S S - p————y . R — POR——

Cable television fraichises and intangibie assets (less accws wlated
amortization of $107,681 and $89,723 at December 31, 1991 and
14w), respectively)

Deferred plant costs

Delerred debits

Unamortized debt expense and prentium on reacouired debt

Equity investment in cable television parnershiy

$ 677
LUREE
2302657
9,246
158,150
IRLRSS
SEWE L]
5,166
536,728
250,751
12,154
11018202
2,798,750
9,279,452

27,669
1417

150,666
36274

55415
LRG|
175,208

RS04
2

1058576
716,264
205 96

94,06
65,025

UYL

2,298,677
1202811

§ 6,595,577
10454
2ATV981
1460, 065
247 805
177508
23,755
5,166
S1K.221
205,164
11995
1,682,257
2427162
1,293,009

LX)
148

1H4, 046
20,593

2.2M
6470
165,420

. 21581
. A

1,006,488

622,070
277146
£5.410
57484
18182
220000
11,976 166
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CONSOLIDATED STATEMENTS OF CAPITALIZATION (CONTINUED) ‘

BROEMERE 5
Seasmogsas o am
Pediation contel revenue honds:
Gulf Coast 1980-T series, Naating rate, due 1008 § 5000 8 S0
Brazos diver 1985 series, 101727, due 2009 25.000 25,000
Gulf Coast 1974 series, 7 V8%, due 2004 17.500 17.6%
Teazos Kiver 1985 A2 series, 8 347 due 2005 10,06 10,000
Gull Coast 1982 series, U 7/8%, due 2012 12,100 12,100
Brazos River 1082 series, 9 7°8%, due 2012 12800 42800
Hrazos River 183 series, 10 38 due 2013 73,000 75,000
Brazos River 1985 A1 series, 8 7/8%, due 2019 100,000 160,000
Matagorda County 1085 series, 107, due 2015 115,000 145,000
Pumhon dqnnh with Trusiee (5.02)
s Tmlponuﬂn.,mmlmenurhmm R 7 AR T
Unamortized premium of (disoount) — e (1L K6) (11898
Capitidized bease obligations 5190 2,508
R ] o R A SRR NP .. o
T . - I 5 1]
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NET INCREASE (DECREASRE)
CABM AND CASH EOLIVALENTS

CASM &' D CASH EQUIVALENTS
AT BEGINNING OF YEAR

CASH AND CASH FOUIVALENTS
AT END OF YEAR

SUPPLEMENTAL DISCLOSURE
OF CABH FLOW INFORMATION
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A pattion of the funds for the soguisiticn of Caliless®tens was obitained by KR Casde Tue (RBL Cabile s and it Cuprh
pnrent RRLCOM under the tertas of several fnancing agroements

RBL Cabir Semnr Bank Credit Focdtity. KBL Catbibe is 8 party 10 8 3540 taiflion sevalving credit and letter of credii factlit
agrecoent with mandatory caumitment redintions (which mey requine principal payments) begitotng W 1002 The finw
matunity for oans under this faclity s 100 Loans heve gonerlly bora ibervst at an interest rate o CBOR plus an appliatile
hargin.” The miargin was 1% al December 31, 1001 The Bank crodit agreesion alse containg certiin Sestrclions, e ug
restrictions on (ividends. sales of assets and mitations on el indeliedness The smoant of sotes wisanding o Decetaties 31
1081 12 1900 was $420 million and $400 milon, respectivedy Based o anmustized cash Bow fur e fousth quanes of 1981 50
L100¢ restictive covenaits that become offective in the fird guarter of 1002, the soount of additional borowings s ter 1
agrvement would have been lindied.

In Octobier 1980, KBL Calde emterod itto intorest sate swap agreements with four banks whieh offectvels fxod e satos i)
8975 willior of debt under the KB Cable wouor bank credit el o1 spgroximately 4% s the applicable margin As of
Decrsmber 31, 19001 and 1000, the tmterest rates an such deld were approsimstely (0% and 1025% rospoctively. A ntires) e
swup in he wmount of $100 milhon Yermingted in October 1001 The remaining intered rate A derminate o 100, 1004 g
1OMG. The differential 10 be paid ar received under *he lereal tale swap SRRl s acoried ms iderest tales change and i
rocognized aver the We of the agreement, KBL Cabile i exposed 1o sk of noaperfimmance by the othir parties 1o the uteres
rute swap agrecmonts. However, KBL Catile does nol anticipate nonperfarmanes by the pasties

(b} RBLTOM Senivr Bunk Facitite KBLCOM hiss entered inte a $306 milllion et of credit and term doun facility under which 8100
tnitlinn was borrowed apon e clostig of b aoquisition. This $100 million Tranche A borrowiing matires in 100
The parpose of the remaining $200 millien ander the facllity was 1o provide bank letters of crodit (1) 1o support KB Calile's
tebt service ubligations oo its sendor subordinsted notes wp W $152 7 mlllion Exclusive Lettors of Credit and (2) 10 peovide
funds 1o KRLOOM end KBL Cabie for cortain specifiod purposes, incdluding reimbursement of KBL Catile's capial exprenditires
(Nou-Exclusive Letiers of Credit). Drawings under these |- ers of Credit (Tranche ¥ bormowings) totaled appres imatedy 673
midllon and $458 mitlion as of Decembier 31, 1001 and 1000, respectively, all of which related 16 the Non-Lsclusive Latters of
Gredit, rosulting tn no remainig capacity o the Non-Esclusive Letters of Credit a8 Decemitier 511691 There have been no
draws on the Exolusive Lotters of Gredit, resalting in remaining capacity of $1%27 mithon ot Decebior 31, 1801 Tranche
bortowings tust b repaid over five vears beginniog o 1005 The nterest rate an the Tranche B barrowings i LIBOR plus
margin thet inoreases w + ceral stops from the curent 75% 10 1245 In 1996, Barrowings aides e KRLOOM btk Tacilin are
e urse 1o the Conypany.

(61 RBL Cohle Nrtes. KBL Cable bas ovt<taiding $100 million of 10.05% sevdor netes and $12% miibios of 10 W% seior si imited
vates. Both sertes wature in 1009 wadhi principal paymients beginning in 162 The agreement onder which the noles we  saued
' cuntati restrictions and covenams sinilar 1 those contwined 1o the RBL Cable senior bank tacilits.
e Commitement fees are required on the unnsed capacity of the KBL Cabile and KELCOM banb crodit ficilities.
! . Consolidated anoual maturities of long e dett and nivamum capital lease payments (o the Canpans ke appeosimaiels
!

|u|

de Nhram. = e k. s

_when o

$208 pvvilbion in 102, $ 140 million o 1065, 895 mullion tn 1904, $75 milllon 10 1905 and $574 nuibion 1 1006
B SHORT.TERM FINANCING

i The imterim financing requirements of the Company's operdting subsidiaries are met theough stiort term baok loans, the
- tesuanoe of comnerclal paper and short-term advances frops the ~ompars. The Company and it sbsbane: Yad bank fnes of
" “znm $050 willion at December 51, 1901 and $1.1 billon at December $1, 1900, wider which horros ngs ate
[‘ 4 - as whort tern idetitedniess. Suck ik 1ioes it the Company's total short-term barreeiues asd provide for uteres
i o ten generally less than the prime rate. Commercial paper outstanding was $3%0 millisn &) Deccisber 5 1001 Outstanding
i b Joans and commercial paper aggregated $365 aillian @t December 511000, Commitment fees st required on the
lw M-"thMMWdMFmoMMMMHMMMM‘WNMKm,(bmth:mﬁw
a e o ok are classified as fongderm debt), see Note 4,

L memeent rans
S The Company lias noncontributory retirement plans covering substantially all empiovees The plans provide retirement enefits
based on years of serviee and compensation. The Company's funding policy i« 1o contribute amounts kanuatly i acosrdance with
g applicable regutations in order to achieve adequate funding of projected beae’lt abligations. The assets ¢ the plans consist
. S peinictpally of camimon stocks and Nigh ausbity, interest-bearing obligations
F‘fc'- . Net praisicr: cost ineludes tie following components.
FEAR AR0ED DECONONN a1,

f mmﬂmwm $ m’s’a" § :!um o
=1 Lunerest st on projected petsefl abiligation 58,504 .0 M
- h um i B sty (K1.582) (KA (30007

APUZAtION ann e A (21935 1 5 Aty
T LA i

R NI RREERARREEre.

T I LI

|
|
|
|
|
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The funded status of the retirement plans was o8 follows:

e _BAGRMEN AL,

THOUBANES 00 SELLAR I L. S -
Actuarial preset valwe of:

Vested benefic ﬁmﬂ } 278,040 § 123,465
__Accumulated 1 ubligation Loy -l mg,m %
Plan assets a muarke! value ¥ 57
Projected . s 437 066

benefit obligation (123.562) (07 A%il)
L iren - e transitivnal asset (21,00%) (322,950
L nreongriged prior sereice cost 14,580 13710
Lamcognized net loss AN T
Accrued pension cost _uw s M‘u

T.
(&)

The projected benefit obligation was determined using an assumed discount rate ¢° G.5% in 1991 and §% in 1990 A long-term
vate of contpensation increase ranging rom 6.9% to 9.0% was assumed in 1901 an' 1990 The assumen long-term rate of retarn
on plan assets was 9.5% in 1991 and 1960, The transitional assel at January 1. 1086, is being recognized over approsimately 17
years, and the prior service cost is heing recogrized over approximately 15 years.

In Decenther 1900, the Financial Acoounting Standards Board (FASE) sssued Statement of Financial Accounting Standards
(SFAS) No. 106, “Emplovers” Accounting for Postretiremment Benefits Otlier Than Pensions.” This accsunting standard. effactive
far fscal vears beginning afler December 15, 1092, requires comy +7es to recognize the liahility for postretirement benefit plass
other thas pensions, primarily medical and denta! benefits. The Company currently anticipates adoption in 189%, With no
thanges in plan designs and recoguition of the transition cbligation (the Habill.y existing i+ of the date of adeption) over 20 years,
rather than immediate recognition (which © ~atment is permitted for the Company), the Campany estimates that adoption will
increase pre-tax benefit expense by apg-oxanately $50 million over the current “pay s vou-go” amount in 1093 with & related
transition obligation or accumulated postretirerent benefit abligation of approximatet $200 million. The Ltility Commission has
not vet determiined the appropriate reguiatory treatment for recognition of such costs. The above e 'tniates do not include the
wmpact. if any, of the carly retirement plan or involuntary severance under the Company's Sacress Through Excellence in
Performance ‘STEF) program. See also Note 19,

COMMITMENTS AND CONTINGENCIES

HIL&P Commitments, HL&P has various commitments for capital expenditures. fuel. purchased power, cooling waler and
operating leases, Commitients in connection with HL&P's capual program are generally revovahle by HL&P subject 1o
reimbursement to manuiacturers for expenditures incurred or other canveliation penalties. HL&P's ofher commitments have
various quantity recuirements and durations. However, if thes. requirements could not be met, various alternatives are wvaitahie
1o raitigate the cost assaciated with the contracts’ vommitments.

HL&Ps capital program (eselusive of AFUDC and nuclear fuel) is presently estimated 1o cost $376 million i 1992, 40
uillion in 19€3 and $505 million in 19084, These amuunts do not include expenditures on projects for which HLEP expects t be
reimbursed by customers or other parties. During the 1092-1994 period, HLAP expects to spend $42 milliog for wranivm
concentrate and nuclear fue! processing services for HL&P's portion of the South Texas Project.

HL&P has entered into several longterm cual, lignite and natural gas contracts which have various quantity requirements
and durations. Minimum obligations for coal and transportation agreements for 1992 and 1993 are approximately §166 million
annually and approximately $164 million m 1964, In addition. it s expected that approximately 88 milliun will be spent anaually
during the 1992-1994 period to keep lignite leases and other agreements in effect. The coul and lignite contracts include
frovisions permiitting HL&P to defer defivery at HL&Ps discretion and force majeure provisions. HL&P has entered into several
gas purchase agreements containing cantract terms in excess of one year which provide for specified purchase and delivery
obligations based upon HL&P's purchase nominations to its suppliers. Collectively, these contracts could amount to 444 of
HL&P's annual natural gas requirements. The Utilie, Commission’s rules provide for recovers of the cval, lignite and natural gas
costs described above as a reconsilable component of HL&Ps eleciric rates. Nuclear fuel casts are also o reconcilable compotient
of HL&P's electric rates based on the cost of uuclear fuel consumed in the reactor. :

HL&P ha: commitments to purchase finm capacity from cogenerators of approximately $200 million anoually in 1662 and
1993 and approximately $144 million in 1984 The Utility Commussion’s rules low recovery of these costs through HLEP's base
rates for electric seevice and additionally authorize HLAP to charge or eredit customers for any varation in actual purchased
power rost from the cost utilized to determine its base rales. In the event that the Liility Commission, of some future date, does
ot allow recovery through rates of any amount of purchased power payments, the three principal finn capacity contracts contain
provisions allowing HLA&P to suspend or reduce pavments and seck repayment for an. nts disallowed.

HL&Ps service arva is heavily dopendent oe oil, gas, refined produets, petrochemicals and related busimess. Significant
adverse events affecting these industries would negatively hnpact the reveriies of the Company and HL&P.

(b KBLECOM Commitments and Obiigations Under Cable Franchise igreements. KBL Cable’s capital requirements are estumated to be

SEREETST e -

57 million in 1992, $30 million in 1967 and $46 million in 1994. KBL. Cable and its subsidiaries preseutly have certain cable
franchises containing provisions for construction of cable plant and service to customers within the franchise area. In connection
with certain obligations under existing franchise agreements, KBL Cante and its subsidiaries abtain surety honds and letters of
oredit ing performance o municipalities and pubiic utilities. Payment i required only in the event of non-performance.
KBL Cable and its subsidiaries have fulfilied all of their shiigations such thai no payrients have been required



s WNED NUCY R PLAX




L

}
1
\

10,
{a)

(b)

(«)

()

Company's Consalidated Balaner Sheet v deferred debits and deferred credils, respectively. This funding heel is estimaied o
provide approximately 3136 million i 1989 dollars, an amount which exceeds the SAC minimum . There i, hoewever, no
sasurance that the amounts kel in wrost will be adequate to cover the decommimizsioning costs

9. BOUTH TEXAS PROJECT PRUDFNCE REVIEW

o June 19960, the Ltility Commuission issued the fingl order in Docket Mo 6608, the Utility Cammission’s inguiry ino the
pridence of the planning, management and cotstraction of the South Texas Propect. The Utility Commissinn’s fintings and srder
in Docket No. 6608 were incorporated in Docket No. 8025, HL&P's 1988 genieral rale case. See alas Note 1a). Pursuant w the
Andings in Docket No. 6668, the Utility Commission found inpeudent $375.5 mithon out of HLEMs $2.8 billion i =estim nt in the
two units of the South Texas Profect.

The Utiliy Comission's findings did not reflect $207 million in benelits recetved in o setthemient of Gitigation with the
former architect-engineer of the South Texas Profect or the ¢ffects of federal income taxes, investment tax credits ar certain
deferrals. In addition, accounting standards require that the equity portion of AFUDC acerved for regadatory parposes anider
deferred aocounting orders be atitized to determine the cost disallowance for financial seporting purpoeses, Aftes taking all of
these ftems into account, HLEF recorded an afer-tax charge of $15 million to 1080 and continged 10 reduce such loss with the
equity portion of deforrals in 1991 related to Unit No. 2 of the South Texas Projecs. The findings in Docket No. 6665 are expected
to represent the Utility Commission’s fina! determination regording the prudence of expenditures assoctated with the planuing
and construction of the Sonth Texas Project. Unloss the arder is iodified or reversed on appeal, the Campany will be precluded
from recovering in rute proceedings the amount found improdent by the Utility Commussion.

Althsugh numerous parties, inciuding HLEP, appealed the Utility Commissinn’s decision in Docket No. 6068, a Distriet Count
dismiissed all such apgoals tor lack of jurisdiction in May 1991 Several parties. including HL&EP, me City of Houston and the Otfioe
of Publlic Utility Counsel (OPUC), have appealed the order dismissing the appeals i Docket No. 8665 io the Zout of Appeals for
the A Supreme Judicial District o Austin, In addition, o separale appeal of the Lility Commpussion's order i Docket No. 8425
(see also Note 100a)) in which the findings of the order in Docket No. 6688 began o be reflected in rates. s pending, and &
separite appeal of the order in Docket No. 8830 has been filed, which also reflected m rotes the findings of the order in Docket
N, 6665, The dismissal of the aupeals is Docket No. 6668 does not affect the appeal of Dooket Nos. 8425 or 8830. No predicaon
can be made at this Ume concerning the ultimate outeome of the appeals of Docket No. 666K,

APPLICATIONS FOR RATE INCTEASES

Docket No. X425, Ty June 1890, *he Utility Commission granted HLEP a $227 million annual morvase i base revenues, allowerd &
12.82% retirn an coramon eguity. authorized @ quatified phase-in plan for Unit No. | of the South Texas Project (including
approsimately 72% of Unit No. « in rate base) and suthorized HL&P to use delerred acecunting for Uit Na. 2 of the South Texas
Project, See Note 11, Ratey substantially corresponding to the increase granted were insplemented by HLEP under bond in Jure
1986, Appeals of the orber in Docket No. §425 are pending. No prediction can be made gt this Ume coneerning the ultimate
wteome of such appear..

Diowket No. 9850 Pyrsuant to the qualified phase-in plan authorized in Docket No. 8425, HL&P filed applications in November
1980 for increased slectric rates with the Unility Commission (Docket No. 8850) und the eittes served by HL&T totaling
approximately $552 million. In October (891, tise Utility Commission approved raies consistent with the settlement agreemer
reached in February 1891 by HLAP, the General Counsel of the Utility Commtission, representatives of the City of Housion and
most other parties 1o Docket No. 9850, The Utility Comnuission s action resolves HLEP's rute increase appheations amd includes
revovery of HLEP's remainiog investment in the South Texas Project through a one-step, $313 million merease in base rates
whiich was implemented under bond effective May 16, 1001, Under the terms of the settiement. reconciliation af fuel expense was
severed into a separste proceedmg (Docket No, 10002), and the deferrals granted for Lnit No. 2 of the South Texas Project in
Dacket Ne 8405, as well as the qualified phase-in plan deferrals granted with respect to Unit No. |, cvased). Recovery of the
deferred plant costs is includeq i the $313 million settlement. See also Note 11, HLEP estimates that the settlement will increase
Its annuil resenues on @ systern-wide basis by 9% In the settlement, HL&P alw agreed not to request any additingal mereases
base rates that would be unplemented prior 1o May 1, 1993, The settlement provides a 1255% return on commeon equity for
HL&P. The OPUC has appealed the Dtility Commiission order to @ District Court of Travis County, Texas, where the matter s
pending. No prediction can be made at this tme concernug the ultizate outcome of this appeal

Docket No, 10092, [n Febeuary 1992, the Utitity Commission issued an order reconciling $18 hillion of fuel costs for the pariod
Mareh {. 1988 to March 31, 1990, The Utitity Commission's order disaliowed recovery of $6.9 million of fuel costs relating to heat
rates ut HL&PS coal units and alleged imprizdent cutages at the South Texas Project. After including interest on the disallowed
Tuiel costs, HE&P has recorded an atier-lx charge of $7.3 million in 1991

Dockel Nos. 6767, 6754 and 5779 In g judgment dated December 15, 1991, a District Court of Travis County, Texas ruled on a
long-dorer~nt appeal from a final order of the Utility Commission in HLEP's 1986 general rate case. Docket Nos. 6763 and 6768,
in its November 1086 fina) order, the Utility Cornmission granted HL&P a general rate increase which included in rate base
' sy $678 milflion of Construction Work in Progress (CWIP) and authorized a rate of return on rate base of 11.57%,
Pursuant to that final order, HLEP snplemented rates in December 1986, which remained in effect until June 1989, when HL&P
implemetited rates under band parstant W its 1988 general rate case, Docket No, 84275
I its judgment, the Distriet Court stated that the Lility Commission’s inclusion of CWIP in rate base did not comply with the
Texas statuie, which states that such inclusion “is an exceptional form of rate refiel to be granted only upon the demonstration by
the utility that such inchusian is necessary to the financial integrity of the utility.” The Utility Commission had found that HL&P's
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finanicial integrity required mclusion of CWIP and that the statutony requiretsists accordingls had bees met. Testimony frm
HLAFR the Julity Commission stafl and the Ciiy of Houston supported this finding. The Disiriet Court neverthieless acoepted an
argument from OFUC, the ondy party challonging the inchision of CWIE, that a threshold showing of *excepliong] dreutistances”
was nol met

Suniler CWIP treatment has beey granted by the Utility Comaaission 10 other wtiltties i other rate proceedings ad to HLAP
in its 1984 rate case, Bocket No. 5779, which authorized HLEF 16 inchude approxmately $648 miliion of CWIP 0 raie base and
authorized a rate of return on rate base af 12.56% . HL&P implemented those rates in January 1985, which rates were in effect
until December 1986 1n February 1982, another Distnet Count issued its judgment denying a similar appeal by OPUC and
affirning the Utility Commussion's fioal onder in Docket Na. 5778,

The Conquny and HLEP believe that the District Court's position regartding the Uttt Comuission's treatment of CWIP in
Dockst No. 6765 is without judi-ial precedent in Texas. The Conpany ani HLEP also believe thal such position is bs . i an
errbneons conatruction of the statute and lgnores the substantial evidence on which the UUHS Comnassion's findings and
conclusions were based. In Febirnary 1982, HLEP appealed the District Count's decision to the Court of Appeais fur the Third
District in Austin. The Company aud HL&P presently believe that the Lulity Comsmission’s action wltimately will be upheid, but if
it 15 pot uphiid; a remand to the Utility Commission would be required. Although it cannat be predivted what setion the Utitity
Conamission would take on remand, an anfavorable resolution of the matter could require  refund o customers of amounts
eollected with respect 1o the CHP included in rale base, the mumitude and timing of which would depend on a number of
variables which cannot be determined at this time

DEFERRED PLANT COSTS

Deferved plant coste were authorized for e South Tevas Project by the Utility Commyission i twe contexts. 1n the first
context, or “deferred accounting,” the Ltilit Commission orders penmitted HLEP, for regulatory purposes, 10 continme to aeerie
caryying vosts in the form of AFLDC fat o 0% rate) on iis imvestment in the two units of the South Texas Project until costs of
such units were reflected in rate (which was July 1990 for approximately 72° of Unit No. 1 and May 1981 for the rematnder of
Unit No. 1 and 100% of Unit No. 2) sod to defer and capitalize depreciation, operation and maintenance, insuraace and tax
expenses assoviated with such units during the deferral penod, Accounting standarids do not permit the acerual of the squily
portion of AFUDC for financial reporting purposes under these cireumstances. However, in acoordance wilh aecounting
standards, such amounts were utifized to determine the amount of plant cost disaliowance for Brancial reporting purposes. See
also Note 8. :

The deferred expenses and the debt portion of the carrying costs associated with the Sorth Texas Project arv included o the
Staternents of Consolidated Income in deferred expenses and deferved carrying oosts. respectively,

Beginsung with the June 1990 order in Dock et No. %429, deferrals were permitied i a secomd coutext, a “qualified phase 1o
plan” for Unit No. 1 of the South Texas Project aceounting standards require gliowable costs deferved for future recovery under a
qualified phase-in plan to be capitadized as & deferred charge if cortain oritenz are met. The qualified phase-in plan as approved
by the Ltility Covnmission meels these criteria,

[Daring the period June 1960 through May 15, 1691, HLEP deferred depreciation and propens taxes related to the 287 of ity
investment in Unit No. 1 of the South Texas Profect nit reflected in the Docket No. 8425 rates and recorded a deferred retum on
that tvestment as part of the quakificd phasein plan. Deferred return represents the financing costs (equity and debt) associated
with the gualified phase in plan. The deferred exjenses and deferred return related 10 the quadified phase-1n slan are moluded i
the Statements of Consolidated Income in deferred expenses and deferred retarn under phisse in plan, respectively. Lnder the
phase-in play, these acoumulated deferrals will be recoverable within ten vears of the June 1990 order. The final arder in Docket
No. 8425 is on appea: by HLEP and other parties to a District Court of Travis County, Texas, See also Note 10 (a),

Om May 16, 1901, HLEP imp! aoented under bond, i Docket No. 9850, 1 §31% million base rate increase consistent with the
terms of th- settiement. Acourdingly, HL&P cvased all cost deferrals related 1 e Sovth Texas Projert and began the recavery of
such smounts. These deferrals are being amortized on a straight-line basis as allowed by the final order 15 Docket No, 9850, The
amortization of these deferrals totaled $16.1 million for 1091 and is recorded on the Company'’s Satements of Couselidated
Income in depreciation and amortization expense. See also Note 10(b).

The Utility Commission's orders granting deferred accounting with respect (o the South Texas Project (Docket Nos. K230 and
0010 for Unit No. 1 and Doeket No. 8425 for Lnit No. 2) are tn vartous stages of judicial review. e Utility Commission’s orders
for Docket Nos. 8236 and 0010 have been affirmed b, o Distriet Caurt in Travis County. Texas, and further revivw is pending
before the Austin Court of Appeals, which heard aral argument in October 1981, In a recent case invabving another utility, the
Austin Court of Appeals rded that the Utility Commission did not have statutory authority 1o gram rate base treatment of deferred
(o8t such as the treatment which the Utility Gemiasion has authorized for HL&P That ruling is still hefore the Ausiin Court of
Appeitds on a motion for rehearing and 1 subject o further appeal to the Texas Supreme Court. The Compaty and HLEP consider
‘the rutizg by the Austin Court of Appeals to have been erroneous amd contrary (o an earlier decision of the same court, and FL&P
has vigorously argued that such ruting should not be applied 10 HL&P's pending appeals. At this time, no prediction can be made
as to whether the riling will be applied to the deferred amownts granted 10 HLEP or as to what action the Utility Commission
wouild take if the dockets weee remunded. However, ay unfavorable resolition of these matters for HLEP eonld reguire a charge
againgt earnings, the magnitude snd tming of which weuld depend on what action the courts and the Ltility Commission
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HI&P has recorded e following deferrsd plast costs associated with the South Texas Project

VAR ENORD BALANCE A1
) Sy ST — .| W .1 T
TSRS 40 SRAN SRR | RS T
DEFERRED ACCOUNTING: (a)
Delerred expimzes LR LR § 2RI
Deferred carrying costs 30,684 422000
Amnortization y o L e, (19,404 ) (0 )
m 7 ' PRS- Wi 38,72,
QUALIFIER PHASE - IN PLAN: (b)
Dieferres vapenses 156 LB
Deferred return W.T Hm
Amortizaiion T () B2y
Tota! . e a3 W 76,547
Total Deferred Plant Costs - T8 wu §_Tihae

As of December 31, 1991, HIL&P s recorded deferred income taves of $210 million with respest 1o deferved sccousting and $19
milfiea with respect 1o the deferrals assoctated with the qualified phase-in plan,

(i) Amortized over the estimated depreciatile life of the South Tesas Project
(b Amortied ovT nine yoirs.

The scheduled in-service dates for the Malakoff Eiectric Generating Station (Malakoh ; units ke been postponed, with Unit Mo
now expected 10 conunence commercial operstion i 2008 The medified schedrle resufted from the availability of other cost
effective resaniree options. All developmental work was stopped i 1957, bt HLAP will reswne activity when necessary 1o meet
the scheduled rommercial \peration dates,

I dune 1900, HL&P purchased from its fuel supply affibate, Utility Fuels, all of Utility Fuels’ nterest in the limite resenves
and lignite handling facitities for Malakofl. The purchase price was $19.32 million, which represented the net book value of
Liility Fuels' investment in such reserves and facilities. As part of the Jun- 1890 rate order (Docket No. 8425), the Uity
Contnission ordered that issues related to the pradence of B e inver: 0 e lignite reserves be cansideved in HL&
next general rate case which was fled in November 1990 (Doeset No. . . However. under the October 1881 Uity
Cemmission order in Docket No. G850, this determination was postpoaed 10 4 sub-equent docket.

Hi&P's total tavestment (n Matahofl through December 31, 1061 of $247 miltion (95 nullion of whiek: & included in rate
base, inciuding lygnite reserves and handling favilites. land and AFUDC, §s neluded on the Company's Cansolidated Balance
Sheets in plast held for futire use. HEL&P suspended the accrual of AFUDC effective December 31, 1086 For the 1992 1984
perind, FL&P anticipates $28 miltion of expenditiures refating to lignile reserves, primarly to keep lignite leases and ather related
agrevments in effect.

13 RECOVERABLE PROJECY COSTS

The Utility Cowsiission has allowed recovery of vertaim costs over a period o ime by amortizing those costs for rate making
purposes. However, recoverahie project fosts have not been incloded in rate base and, as a resull, no retum on investment (s
being & rned during ihe recovers period. The amount of sich assels and the remaing recovery period applicable 1o each are
listed ¥ elow:

UNRECOVERED AMOUNT  HEMAINING RECOVERY PERIOD
AT DECEMBER 31, 1901 AT DECEMMER 31 1991
Makishofl § 508 1]
Aliens Creek 15 12
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E 14, INCOME TAXES

- The curvent and deferved components of income lax expense wre as fallnws

s YEAR ENDED DECEMBER 31,
CURREN T

Lo s S 138,195 § 121,855 § G240

e Fareign SATS

il oErERRED.

% Liberalized depreciation a8 102,300 KTy

: Applicable 1o AFUDC 174 103038

Investment Ly oredit - nct (19.911) (37479 ) {M.795)

5, Alternative minimun L 10,361 (35,246 (#4064

l'fé Excess deferved tayes 11155 12,205 ) .47

; Deferred plant costs AN K3.725 #4500

= IRS 198384 gudit assessment (2446 ) 018 )

| Other - et (11,868 ) (17488 ) 2088

" SOSMS TAXES § e $ 172,15 $ b
Effective incotme tax rates arv lower than statutory corperite rates for each year os follows:

g A YEAR ENDED "

| L) 1901 199 1900
Income meome ases 3 [SERLH L) 11,584 § BN
Preferred diviends of subsidiars e Rt o A 179 401

a Total BAT 50,557 A N

i W % M % O

yL taxes at statutory

' 226 4% 190§ 75 235513

| :ﬁ in taxes resulting from

S AFUDC - other included in incorme (Y50 4 138

, Amortization of insestment tax credit 20,295 41,310 342

[ Amortzation of intangible assets 9.341) {6354 (TS

. Excess deferred taves 17552 1220 B,W7

Difference hetween book and lax depreciation for wineh

deferred taves have not been nonmalized (15,787 ) @20723 {15272}

% Diisallowed plant costs - net 1,699 (11,87%)

L _%w 10 2413 (8,992

otal_ 15,088 18,45 1600
Income faxes §  HiMm 3 172,130 §  2SK86

E Effective rate ; 313% 308 383%

1)

2 In February 1492, the FASB adopted SFAS Ne. 100 which amends SFAS No. 96, “Aceounting for Income Taxes.” and is effective for

E fiscal years beginning after December 15, 1962, SFAS No. 108 requires, among other things, the liability method of recognition for

E all temporary differences, requires that deferred tax Labilities 4 assets he adjusted for an enacted change in lax faws or rates

.- and prohilils net-of-lax sccounting and reporting. Certain pre  ions of SFAS No. 108 provide that regulated enterprises are

L permitted! 10 ecognize such adjustments as regariatory assets or lihiiities if it is probabie tat such amounts will be recovered

: from or returned to customers in fature rates. XBLCOM has significant emporary differences related 10 (ts 1986 and 1088

= acquisitions of cabie television systems, the tax effect of which will have to be recognized when SFAS No. 100 is adopted. The

Conpany will evaluate the effects of SFAS Ne. 108 befare deciding how and when it will be adopted

’
:
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15. SUPPLEMENTARY EXPENSE INFORMATION

Taxes, other than income taxes, were charged (o exponse as Tolloivs

THOUBANDS OF DOLLARS
ELECTRIC:
Ad valorem
State gross receipls
Pavroll
PUC assessment
State franchise tax (net of refunds)
Misevllanesis
Tota!

TAXES INCLUDED IN CABLE TELEVISION OPERATING EXPENSES

TAXES INCLUDED IN COST OF COAL AND LIGNITE SOLD

TAXES INCLUDED IN OTHER INCOME (EXPENSE)
Total

16, BUSINESS SEGMENT INFORMATION

The Company operates principally n two business segments
seginent encompasses the operitions of HLEP and Utility Fuels

§
RESEARCH AND DEVELOPMENT COSTS CHARGED TO EXPENSE ¢

TEAR ENDED DECEMEER 31

199 1990 1989

$ 117,208 ) 9.373 $ 07O

WLKTH 5001 W8

PAR TR 9 068 7

6.0 %713 5§33

Pk 21054 N

LI (ST

194,520 187 087 157 0%

0260 EXR L 65

4TS $ 04 1,708

1 05,261 "8 1AM :

15,548 s 13,99

cheotri

utility and cable television
HL&P provides electric service i and around Houston, while

Phe vlecteyie ptibiny bosiness

Utility Fuels supplies coal, lignite and transportation services o oertain of HEEPs electric generating facitities. ARBLEOM and s
subsidiaries conduct the Campany's cable teievision operations. Finanaal iformation by business segment Is sammarizod as

follows
o e, AL TR W b S R _YEAS ENB4S BRORUNER N1,
THEUSANDS OF DOLLARS LI - TR, T ] L e R T e e 1980 . 1
REVENUES:
Electrsc utility (#) ) 4219011 $ 78,653 $ 56547
Lable television (b} _ m Bt R N {90.0% 130,453
Total revenues ey ST TR ¥ % . OO S Y £ T TN T
OPERATING INCOME (EXPENSE
Fleetrie utility 5 1013542 $ $ 706,27
Cahle television (b) 17 866 gL Y
Other operations T , o T (1.395)
Total opevating income —d AR Y SRR T ] -
Other (neome (expense 1.1 7.190)
Fixwed charges 5 A0 ol b= =17 478513 ) b
Income before income taxes 4 628, 7%% & % |
DEPRECIATION AND AMORTIZATION:
Electric wtiliny s 36,177 ) RN ] LTS
Cable elevision () #6645 63817 59161
Other operations S e B R BRI SR SR L 206 35
Total deprectation and amortization ’ s 135,017 § Wi % w4l
IDENTIFIABLE ASSETS (END OF PERIOD):
Eleetric utibity $ 10,541,540 ] 10,401, 2%% $ 10480800
Cable wlevision 137 1,906 1408, 208 1ausE1
(ther operations 230 896 N TH 267 206
Adjustments and eliminations - (113.531) ML) (18002l _
Total assets - RLATY B ST 11038511 $ 26166 & IIASIEN
CAPITAL EXPENDITURES: e
Electric utility $ 375,530 $ A5 g X8 Y
Cable television (b) oot TS e i1, 156 1,538,680
Total capital expendinires " §  MBAW 8 Mot % e

(ay Eleetric utility revenues incinde sales of $342 mitlion, $510 million and $521 million for 1991
between HLEP and Utility Fuels. These sales are not elimimated in consclidation becanse of the distinction for regidatary
purpases between utitity and non-utility sperations.

(b Amounts do not inctude Paragon Communications (Paragon , whieh s accounied for under the pauity method

(¢F Amaumnts for 1980 incfude only ten months of sperations for the cable television segment

HU90 and 1989, respecitively
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A7.CABLE TELEVISION PARTNERSMIP

I. A KBLCOM subsidiary owns & 50% interest in Paragon, a Colovado partnership thal owns ceble 1welevision sysiems. The
| remaining jnlerest in the partnership Is owned by American Television and Communications Corporation (ATC), v subsidiary of
=Y Time Warner Inc. The portnership agreement provides that at any time after Decemiber 31, 1993 cither partner may elect 1o
l"f ; divide the assets of the vartnership wnder certain predefined procedures set furth in the ag o
i

5 Paragon is party to a 8275 million revolving eredit and fetter of credil “scility agreement with o groip of banka. Borrowings snder
the agreement are non- recourse 1o the Compony and to ATC,

(®) Cable Television Acquisition. In March 1956, KBL Cable, an indirect subsidiary of the Company, completed the acquisition of
Cablesystems for an adjusted parchase price of approximately $1.3 billion, which amount includes approximatety $346 million of
indebtedniess whieh was refinanced enticurrenily with the closing.

The acquisition of Cablesysterns was fecorded by the purchase method of ascounting. The acompanying Statements of
Censolidated Income include the resudts of aperativns of Cablesystetns from March 1086

The following pro forma summars of the Company’s consolidated resulis of operations has been prepared for 1950 as

5 though Cablesystems had been acquired on Januery 1. 1958, Actual information for the vears ended December 51, 1891 and 1090

i is presented for comparative purposes only

B i S T Wt o RS

pL i TEAR ENDED DECEMATN 31
Mt ' 1991 1990 1988
Revenues . 4T $ 417K5T6 § SNINT
] Nel income $ W § 304 $  36s
3 Earnings per conimen share § 328 $ 167 § 516

These pro forma results have been prepared lor comparative purposes only and are not necessanly indicative of the actual
results of operations thal would have occurred had Cablesystems been acguired al the eatdet dates noted gbove or of resulls
i which may necur in the future.

In connection w ' the acquisition of Cablesystems, the Company issued four miltion shares of its common stock resulting
in net proceeds of approximately $106 million.

S T B T e .
. T

thy Sales of (O and Gas Asse. The t’mvnn?’x 1986 earmings reflect the gains from the sales of all of the oil and gus properties of
Prinary Fuels. These sales were completed during the first and second quarters of 1980 and resulted in aftee-tay income of -
approximately $20 miilion, alter giing effect 1o the expenses assoclated with winding down Primary Fuels' operations and '
operating losses incurred prior to the sajes. The aperations of Primary Fuels for 1989 have been included in other invome.

STEP Program. In October 1991, HL&P launched s STEP program, an internal ¢/fort to identify performance imptovement
opportunities that could be made while maintaining the high level of customer satisfaction that HLEP has achieved in the past :
Now that HL&P's major construction program has been completed and growth in the serviee area has become niore stable, the !
STEP program has intensifie’ HLEP's focus on meeting custower requirements at the fowest possible cost in order 1o nialotain )
the eurrent level of base electric rates for an extended period of Hine. Approximately 300 employees have aceepted a voluntary
early retirement plan which was offered in Januars 1992, Additional workforee reduetions, 10 e accomplished through a
combination of severance and attrition starting in Apsil 1992, have heen identified as part of the STEP program. HL&P expeets o
record & pre-tax charge in the range of $70 million to $90 million i the first quarter of 1992 \o reflect the implementation of the
STEL program, but anticipates that the effect on annual results for 1992 will be substantially mitigated by the savings derived
from such program. ‘

The Con.pany and Utitity Fuels have also performed functional area studies to evaluate and recommend possible
performance improvements antl cost reductions.

Financing Activiii.a: In January 1992, HL&P repaid at maturity $132 wiltios of first mortgage bonds, 8 3/8% series. ',

In February 1962, the Company purchased $18 million of KBL Cable’s 16.95% Seror Notes due 1099 and $25.75 million of
KBL Cable's 11.30% Senior Subordinated Notes due 1980, The notes were purchased at a weighted average price of 1085 The
purchases were tade to reduce interest expesise on 4 consalidated basis. The notes will be held by the Company.

In February 1902, HLAP tssued $100 million of variable term perpetoal prefermsd stock, Proceeds from the sale were gsed o
reduce short-term indebledness incurred for the November 1991 preferred stock redemptions.

On March U, 1002, HL&P offered to purchise, at a premium over the privcipal amount, seven series of poltution rontrol
revenue bonds issued on behalfl of HLEP by the Brozos Niver Autharity (RRA) and the Matagorda County Navigation District
Number One (MOND). The cash offer s for any and all of the houds. The offer is conditioned upon, among other things, the
fssuance of pollution control revenue refiiding bonds v behalf of HLEP by the BRA and the MOND in respective principal
amounts equal 1o the sggregate principal amount of bonds of such #aer purchased under the offer. The bonds tn be refunded
bear interest at vates ranging from 8 3/4'% 10 10 3/8%.
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On March 12, 1002, HLEP offered to purchase, st a premium over the principal smount, any and all of its first mortgage
bonds, § 4% series due 2008 The cash offer s condittoned upon, snwng other things, HLEF having ot least $357 million
available on the expiration date of the affer.

20. UMAUDITED QUARTERLY INFORMATION

The following uneudited guarterhy financial information indlades, o the opitton of management, all adinstiments (which
commprise only nonmal recurring accruals) necessary for i lair presentation. Quarterdy cesulls are nol pecessarily indicative of »
full year's operations because of season ity and oflier factors, including rate increases and vanations in operaling expense

i- s patterns,
F - iy
o INCOME EARNINGS (LOSS)
1 LOSS PER |
v March 31, 1990 § ST § AR $ AR §
o June 30, 1960 1074123 2068 N 1754 &1
o Sept. 3, 1990 1.276,198 408557 206,205 164
- Flec. 31, 1990 1,007 379 190,458 61,376 48
0 Mareh 31, 1991 $18,160 135314 51840 A
. June 3, 1991 1,0% 605 28 K740 i
e Sept. 50, 1961 1,570,608 456048 poL et 175
4 Dec. 31, 1901 1,084,563 220.5%0 54,270 .-
! g (@) Quarterly earmings (loss) per commaon share are based on the weighted average number of shares outstandmig during the
X quarter, and the sum of the quarters may notl equal arnal earmings per conumon share.

b} Amount inchudes costs incurred 81 HLEP not being recovered throagh rates. peincipally ol N 2 of the Scuth Texas Project,
for which deferred accounting had not vet been authoriaed. (See also Note 11}

R S

’L, o Certain aanounts from the previous years have been reclassified to conform L the 1091 peeserttation of inancial statements. Such
lq' reclassifications do not affect earnings.

p:

E E INDEPENDENT A1DITORS REPORT

E-. HOUSTON INDUSTRIES INCORPORATED:

}'_ We have audited the accompanying consolidated balance sheets and the consolidated statemens of captlalization of Houston

‘ ' Industries incorporated and its subsidiaries as of December 31, 1891 and 1890 aod the related statements of consolidated incoime,
) consolidated retained earnings and consolidated cash Nows for rack of the hree vears in the period ended December 31, 1981
These financial statements are the responsibifity of the Company’s management. Our responsibility is e espress an apimon on

F these financial statements based on our asdits.

H, . We conducted our audits in accordance with generally gecepted auditing sandards. Those standards require that we plan and
=i perform the audit to obtain reasonable assarance about whether the nancial statements are free of material nusstatement. An
I ' audit includes examining, o a 4 basis. evidence supporting the amounts and diselosures i the financial statements. An audit
P also includes assessing the accounting principles used and significant estimates made by wanagement, as well as evaluating the

. overall financial staterent presentation. We believe the' our audits provide g reasonable basis for our opinlon,

in our opinion, such consolidated finuncial statements present Talely, In all material respects, the financial posttion of the
Company and its subsidiaries at December 31, 1981 and 1690 and the results of their operations and their cash Nows for each of
the three years in the period ended December 31, 1691 in conformity with generaily accepted accounting principles.

Detoitte & Touche
Houston, Texas
Maveh 4, 1062
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Vhen used herein, the folloving terms will have the meanings indicated.

TERM
1935 Act
AFUDC
Austin
Bef
Clean Air Act
Clean Vater Act
Code
CPL
Ccsv
DOE
Da Pont
EICP

Enron
EPA
ESOP

Exxon
FASB
FDIC
FERC
HL&P
Houston
Houston Industries
IRS
KBLCOM
KV

KVH
LICP

Limestone
Malakoff
MD&A

Mva

MW

NRC

PCB

Personnel Committee

PURA
RCRA
Retirement Plan

San Antonio
SAR
Savings Plan

DEFINITIONS

DEFINITIONS

Public Utility Holding Company Act of 1935

Allovance for Funds Used During Construction

City of Austin

Billion Cubic Feet

Clean Air Act including Amendments of 1990

Clean Vater Act Amendments of 1987

Internal Revenue Code of 1986, as amended

Central Pover and Light Company

Central and South Vest Corporation

Department of Energy

E. I. du Pont de Nemours Company

Executive Incentive Compensation Plan of Houston
Industries Incorporated

Enron Corporation

United States Environmental Protection Agency

Emplo‘ee Stock Ownership Plan of Houston
Industries Incorporated

Exxon Company, U.S.A.

Financial Accounting Standards Board

Federal Deposit Insurance Corporation

Federal Energy Regulatory Commission

Houston Lighting & Pover Company

City ¢f Houston

Houston Industries Incorporated

Internal Revenue Service

KBLCOM Incorporated

Kilowatt (1,000 Watts)

Kilovatt-Hour

Long-Term Incentive Compensation Plan of Houston
Industries Incorporated

Limestone Electric Generating Station

Malakoff Electric Generating Station

Management s Discussion and Analysis of Financial
Condition and Results of Operations

Megavolt Amps

Megawatt (1,000 KW)

United States Nuclear Regulatory Commission

Polychlorinated Biphenyl

Personnel Committee of the Board of Directors of
Houston Industries Incorporated

Texas Public Utility Regulatory Act of 1975

Resource Conservation and Recovery Act

Retirement Plan of Houston Industries
Incorporated

City of San Antonio

Stock Appreciation Right

Savings Plan of Houston Industries Incorporated



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20849
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{Maik One)

[ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 193 (FEE RIFFTUIRED)
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OR
[ 1 TRANSITION RFPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES ACT OF 193 (NO FEE RE JUIRED)
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HOUSTON LIGHTING & POWER COMPANY

(Exact name of registrant as specified in its charter)

Texas 740694415
{State or other jurisdiction of (LR.S. Emplover
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611 Walker Avenue 7002
Houston, Texas (Zip Code)
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Name of ench exchange on

Title of Each Class which registered
None
Securities registered pursuant to Section 12(g) of the Act:
Title of Each Claws

Preferred Stock, cumulative, no par:
$4 Series; $6.72 Series: $7.52 Series; $8.12 Series; Adjustable Rate, Series A; Adjusiacr -9 Series B, and
$8.50 Series

Indicate by check mark if disclosure of delingquent filers pursuant to ltem 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of, registrant’s knowledge, 1 definitive proxy or
information statements incorporated by reference in Part I of this Form 10-K or any amendment to this
Form 10-K.  {v]

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports). and (2) has been subject to such filing requirements for
the past 90 days. Yes v No

As of March 1, 1992, 106,660,778 shares of the registrant’'s Commeon Stock, without par Vitlue, were
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