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A BRIEFING PAPER

The following briefing paper is a work in progress by the
South Texas Cancellation Campaign \STCC). This paper is
prepared for decision makers in an effort to provide an in
depth view of the issues raised by continuation of the South
Texas Nuclear Project. Much of the discussion focusses on
Austin as the partner most active in trying to get out of
BTNP. The information and observations, however, are of equal
application and importance to the other partners.

South Texas Cancellation
Campaign



Summary argument: We are at a crossroads in the history of the
South Texas Nuclear Project. The choice is ' etween continuation
and cancellation of the project. This Briefing Paper proposes
that the most reascnable policy to adopt regarding STNP is
cancellation of the project as guickly as possible.

The STNP partnership is in deep trouble. Austin voters
authorized the sale of Austin's share of STNP in November 1981.
After an extensive effort, Austin failed to find a vtility
interested in even discussing such & purchase.

Subsequently, Austin £filed suit against Bouston Industries and
Bouston Lighting and Power Company. The suit asks for a refund of
Austin's investment to date in STNP and assumption by EL&P of
Austin's 16% share of the project. HL&P cannot afford an adverse
judgment in this suit. The refund of Austin's investment and the
potential £or an identical suit by the City of San Antonioc and
Central Power and Light threaten the economic viability of HL&P.
Prior to trial in the Austin suit, BL&P would probably file for
reorganizaticn. Cancellation of STNP would probably follow
Bhortly thereafter. Since trial is unlikely in the next year or
even two years, hundreds of millions of dollars more will have
been spent on STNP by the time of such a receivership.

To finish STNP will require a minimum additional expenditure of
§3 billion dollars. This noney will not be available to pursue
other energy options, such as conservation, energy efficiency,
and renewables. Even if finished, STNP is very likely to
experience the problems generic to the nuclear industry =-
accidents, constant breakdowns and repairs, discovery of new
defects, and possible destruction as at Three Mile Islard.

Throughout the operating life of STNP, there would be the danger
©of a catastrophic accident killing thousands of people,
destroying great parts of the South Texas and Gulf of Mexico
ecosystems, and causing billions of dollars in damages.

The chcice is between the road requiring billions of dollars more
to be spent on a dangerous and defective product and the road
leading to an energy policy which respects human life, the
planet, and our economic well=-being.

To us the choice is obvious.

Por further information, please contact:

Nina Butts or Lanny Sinkin

1508 W. 13th 2207 D Nueces
Austin, Texas 78703 Austin, Texas 78705
(512) 476-9519 (512) 478-3290

We would appreciate your comments and suggestions. If you would
like to contribute to further the cancellation effort, please
make checks payable to "STCC" and send to either of the addresses
above. If you would like a full briefing book containing
documents (the “actachments”) which support and expand upon the
information in this paper, send $10 to STCC with your reguest.
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Historical Summary of the South Texas Ruclear Project

- HL&P presents STNP as a two unit nuclear plant to cost

between $738 and $990 million, tc begin delivering elec-

" tricity in 1980 (second unit 1982), and to be designed,

engineered, and constructed by Brown and Root. -

Reports begin to surface that inspectors are being beaten
and intimidated at STNP and that construction practices
are substandard.

Three Mile lsland Unit 2 demonstrates that nuclear plants
are not cheap, safe, or reliable.

The Nuclear Regulatory Commission issues an Order To Show
Cause threatening to suspend all safety related
construction at STNP. KNRC investigators confirm that
inspectors are being intimidated and that construction
practices are substandard.

In a referendum, Austin voters authorize sale of Austin's
share of STNP.

NRC licensing hearings begin. After 40 days of hearings,

. the record of more than 11,000 pages ci testimony and more

than 200 exhibits reveals a nmismanaged, poorly constructed
nuclear project.

NRC discovers Quadrex Report on deficiencies in STKP
design and engineering. Brown and Root fired as
architect-engineer. Brown and Root walks oif project as
builder. Partners sue Brown and Root.

The Public Utility Commission of Texas concludes that EL&P
bas mismanaged STNP, calls for removal of HL&P directors,
and threatens not to allow HL&P to recover its investment
up to the current projected price of $5.495 billion.

In answering the STNP partnership law suit against them,
Brown and Root countersues HL&P and files hundreds of
pages of allegations of gross mismanagement by HL&P.

The partners discuss cancelling Unit 2.

An extensive effort by Austin ends with no buyer found for
Austin's share of STNP. Austin files suit against Houston
Industries and Houston Lighting and Power.

The Sisters of the Sorrowful Mother, a religious order,
files a stockholder's resolution calling fur STNP to be
shut down until an independent review can be conducted.
The vote on the resolution will be on May ll in Houston.

STNP is still & two unit nuclear power plant but the cost
is now a2t least $5.495 billion, electricity will not be
delivered before 1987, if then, and Brown and Root is no
longer on the job.



The Options for the Partners

Continuation: There are certain facts which all but the most
diehard proponents of STNP agree upon:

-- the project is now seven years behind schedule;

-- the project is now estimated to cost gsix to seven times the
original price, depending on which original figuze is used. (EL&P
told san Antonio $738 million and told Austin £390 million);

- Brown and Root built the first third of the plant with
inexperienced personnel and in a substandard manner. As just one
indicator fror the massive NRC licensing hearing record, in
August 1979 a technical consultant (Perguson) to EL&P sent a
highly critica. letter to Brown and Root (Dodd) which included
the following statement:

*Many people have been exposed to or a part of inadeguate
performance for so long it is now the norm." (Attachment 1)

-= The Brown and Root design and engineering program was equally
substandard. In May 1981, the Quadrex Corporation, an independent
consultant, delivered a 500 page report to EHL&P based on a
sampling of Brown and Root's design and engineering work. The
report contained 290 deficiencies in the Brown and Root process
and included the following evaluation:

*rhere was little evidence of a vell-thought-out and
consistent basis for design." (Review coOpYy of Quadrex
Report available upon regquest.)

Bechtel did an analysis of the Quadrex findings. The NRC recently
concluded that Bechtel has corrected or will correct the
deficiencies found by Quadrex. There is reason to gquestion the
Bechtel analysis since Bechtel is taking over the project and
cannot be considered an independent reviewer. More importantly,
the deficiencies should never have occurred in the first place
nor remained undetected over a six year period.

— BL&P mismanaged STNP. EL&P did not fire Brown and Root as
architect-engineer until late 198l. The firing came after the KNRC
digcovered the Quadrex Report and demanded its release to the
licensing board. The Public Utility Commission concluded in
December 1982 tha: EL&P had mismanaged STNP. (See Attachment 2)




== The same personnel at EL&P (Don Jordan, President and Chief
Executive Officer, and George Oprea, Executive Vice President)
who are responsible for EL&P's performance to date are still in
place. In October 1980, EL&P hired Jerome Geldbberg, an
experienced nuclear engineer, as Vice President of Nuclear
Construction and Engineering. Mr. Goldberg brings an expertise
which was sadly lacking between 1972 and 1980. Mr. Goldberg has
been bluntly critical of the EL&P/Brown and Root history prior to
his hiring. But, Mr. Goldberg has devoted his professional career
to nuclear power and cannot be expected to be objective about the
problems of the nuclear industry or about cancelling STNP.
Unfortunately, his most Btriking decision to date was that the
NRC did not need to see the Quadrex Report.

== Utilities involved in nuclear Plantse are finding their bond
ratings steadily lowered as their nuciear investment exposure
increases. The bond market no longer responds favorably to
nuclear plant investments.

== The nuclear industry as a whole has experienced poor
performance, numerous accidents, repeated discovery of new
defects, constant repairs, and continued cost escalations and
construction delays. The economics of nuclear plants are
critically dependent on the reliability of electrical generation.
Performance to date is far below the 80% capacity factor
originally used to justify STNP economically. While the utilities
now use 65%, the record indicates that large Westinghouse
reactors can be expected to perform at closer to 50% to 55%. In
addition, STNP is two 1250 megawatt reactors. There are no
operating reactors that large in the United States. STNF is thus
an experimental reactor by reason of its size at a time when the
record predicts worse “erformance the larger the reactor.

There have been 167 accidents described by the NRC as precursors
to core damage. The terminclogy means that in each of these
accidents, the accident proceeded to the verge of damaging the
reactor coze, as happened at Three Mile Island.

Three Mile Island Unit 2 operated for only three months before
destroying itself. The rate payers will pay more than $2 billion
just to clean up the mess and $25 million per month for
replacement power.

Citizens Concerned About Nuclear Power, the remaining intervenor
in the STNP licensing bearings, receives three or four notices a
month from the NRC detailing hardware not performing as required,
defective materials supplied to reactors by vendors,
possibilities for performance failures not previously discovered,
and inadequacies in testing or analysis previously conducted.
(Attachments 3 and 4 are recent examples.) There is a frightening
detachment found both in the corporate suites ind among the
workers in the field from the very real dangers of nuclear power.
Shoddy work, defective material, cheating, and other symptoms of
this detachment are rampant throughout the industry.



The defective Westinghouse steam tube generators alone represent
the largest single product failure in U.S. history. An essential
part ol the cooling system, these tubes corrode and release
radicactive steam after only a few years of use. Such a unit is
already installed in Unit 1 at STNP. An even more serious product
failure is the reacter vessels, which become brittle after
fifteen years of neutron bombardment, threatening to shatter if
certain conditions arise.

== Intervenors all over the country are beginning to compare
notes on NRC performance. The conclusion is emerging that the NRC
is not protecting public health and safety but rather is
protecting the nuclear industry. There is evidence of NRC failure
to detect ongoing deficiencies (inspectors being threatened and a
disastrous design and engineering process at STNP as exazples!,
suppression of negative investigative findings, falsification of
investigative results, compromising investigations by changing
draft reports to meet the objections of those under
investigation, and much more. There is no guarantee that any
nuclear plant in the country is adequately inspected, built, or
operated. The absence of effective NRC oversight means that we
will never be sure how safe STNP really is. Purthermore, under
these circumstances, another Three Mile Island is a real
possibility. A second such accident could well produce a national
outrage resulting in shutting down even non-operating plants,
like STNP.

If STNP is continued, these facts lead to certain predictions and
conclusions, such as:

== The chances of a further delay in the STNP schedule are high.
BL&P is still managing the project. The NRC freguently changes
regulations in response to new defects found in reactors. These
changes often result in new reqguirements for reactors under
construction and, conseguently, in delays and cost increases for
those reactors.

=— The cost will almost certainly go up. The current projection
is roughly $2200/KW ($5.495 billion for 2500 MW). Nuclear plants
being finished now are costing that much and more. (Shoreham's
$3800/KW translates into $9.5 billion for STNP. 3ee Attachment
S.) A realistic estimate for STNP is $7 to $8 billion. At this
level, the partners would have to raise an additional $4.5 to
§5.5 billion plus interest to finish STNP.

== There is no guarantee that the errors made by Brown and Root
will be corrected. HL&P's evaluation of the plant was not
comprehensive following the Order to Show Cause. ELi&P limited its
evaluation to the areas in which the NRC had questions after the
investigation p.i-.ducing the Order. Bechtel did no further
evaluation of the physical plant in place.

== The biring of Bechtel is no guarantee of high quality
performance. Bechtel's record at other nuclear plants is as bad
@8 Or worse than Brown and Root's record at STNP. (See
Attachments 6 and 7.)



== A5 a problem plant, STNP is more likely to have an accident,
perform poorly, and need repairs than a well- built plant. Since
even well-built plants face serious problems (brittle reactor
vessels, defective steam tube generators, and dozens of other
Problems), STNP is double trouble.

=- Remembering that Three Mile Island Unit 2 came within 30
minutes to one hour of a complete core meltdown, the possibility
©f such a meltdown at STNP must be considered. The most current
consultant report for the NRC Projects that a meltdown and
containment rupture of just one of the units at STNP would cause
18,000 immedisrte deaths; 10,000 injuries; 4,000 long term
cancers; and $104 to $112 billion in damages. Essentially, the
whole area of South Texas near STNP would be wiped out. The NRC
Study makes no escimate of the long term ecological effects on
South Texas or the Gulf of Mexico.

== The utilities in the midst of constructing nuclear power
plants will face a continuing deterioration in the financial
community's response to their investment needs. Lowered bond
ratings, higher interest rates, Aeclining investor interest in
nuclear bonds, and even bankruptcy are the likely future for such
utilities. The WPPSS cancellation ©f two nuclear reactors in
Washington state is on the verge of becoming the largest bond
default in U.S. history (87 billion == larger than New York
City's debt when New York defaulted). The refusal of many of the
88 public and private utilities to pay for the cancelled plante
provoked this crisis. The prospect of such a default is making
Wall Street even more nervous about further nuclear investment.

By draining off huge amounts of investment capital, nuclear power
Plants are preventing the development and pursuit of other energy
strategies.

Those utilities beavily committed to nuclear construction face
lowered bond ratings and possible bankruptcy. The pending WPPSS
default in Washington threatens unforeseeable economic
consequences. Bankruptcy looms for many of the B8 public and
Private utilities involved in the Project. The economies of the
States where these utilities are located and even the national
economy could experience devastating blows.

On the other hand, progressive utilities 2round the country are
choosing to pursue conservation, efficiency, and use of
renevables. These policies are developed and izplemented througn
etility loans, changing building codes, energy~-conscious
architecture, technological improvements in energy~uging
appliances, and regulatory reform requiring changes in utility
policies. (See Attachment B8.)

The $3 to $5 billion needed to finish STRP could be spent on
conservation, energy efficiency, and renewable technologies.
Since these strategies provide a megawvatt of energy at rouchly
one fourth the cost of STNP, far less money will have to be spent
t0 meet energy needs. The remaining resources will be freed to
meet other community needs. To invest in the alternative strategy
is simply common sense.



Refauglt: Default is really a misnomer because if a partner were
to stop making payments to STNP, that partner would not lose its
existing investment. Instead, the non-paying partner would lose
Certain rights under the contract.

Under the Participation Agreement, a partner can ask for arbitra-
tion of claims where such partner believes it has a legitimate
right to be reimbursed for costs charged by HL&P, the managing
partner. If a partner sought arbitration, that partner and each
of the other partners would have the right to pick an arbitrator
with all arbitrators choosing a £ifth arbitrator. But the right
to select an arbitrator exists only so long as the requesting
partner has a 15% share of the project. If a partner stopped

Paying and its share dropped below 158, only the other partners
would select arbitrators.

Purthermore, once a partner went below 15%, the other partners
would have the right of first refusal or that partner's share
until completion of the project. This means that the non-paying
partner could not independently sell its share until the project
was complete and the other partners had refused to buy out the
non-paying partner.

More seriously, the bond raters (Moody's and Standard and Poor)
have threatened to remove Austin's bond rating altogether if
Austin stops payments to STNP. They argue that as long as Austin
has a valid contract to make payments to STNP, Austin would be
breaching its obligation and repudiating a promise to pay. Since
bonds are similarly no more than Austin's promise to pay, such a
breach would be perceived by the bond raters as threatening the
possible breach of Austin's bond promises as well.

The bond raters also argue that if Austin stopped making payments
to STNP, the project might well collapse. The other partners
might then sue Austin for the value of the project and for the
cost of returning the land at the project site to its original
condition =~ potentially a multi-billion dollar judgment against
Austin.

For these reasons, if Austin defaulted, the bond raters would
refuse to recommend that their investors purchase any further
bonds from Austin. Should the bond raters follow through on such
a threat, Austin might be forced to cash-up-front payments for
all purchases and capital improvements.

Any partner considering unilateral cessation of payments would
face the same threat. While there is historical evidence such a
threat would not be carried out, default is not a viable option
at this time.

Litigation: There are presently two law suits over STNP involving
some or all of the partners. All four partners are suing Brown
and Root for "poor performance.” Brown and Root has countersued
charging HL&P with gross mismanagement and incompetence. There is
2 good chance that Brown and Root can make a good enough case to
at least in part defeat the suit.



Austin filed suit against EL&P in January 1983. Austin alleged
that EL&P misrepresented Brown and Root's capabilities when EL&P
originally proposed that Austin join the STNP partnership. The
Suit also alleges that HL&P mismanaged the project over the last
eight years. (See Attachment 9, exhibits omitted.)

Austin seeks a reformation of the contract requiring BL&P to
refund Austin's investment to date (more than $400 million) and
assume Austin's 16% payments.

Austin has an excellent suit. The record of Brown and Root's
performance is riddled with incompetence. HL&P's management to
date is egually flawed.

Obviously, Austin would prefer recovering its investment, as the
law suit seeks to achieve. A successful cancellation campaign
might foreclose that option since EL&P would probably ask for a
no-litigation pledge as part of a cancellation agreement among
the partners.

But the suit, as with any litigation, is not a sure win. The
greatest weakness is that Austin participated continuously on the
management commitee for STNP. While there is evidence that HL&P
withheld significant information from the management committee,
there was publicly available information which should have put
Austin on notice that the pProject was in trouble. The NRC Order
to Show Cause in April 1980 and the NRC licensing hearing record
developed since May 1981 documented the problems extensively and
publicly. ‘Despite these indicators, Austin took no action to
change management until Austin belatedly requested a share in the
Project management in 1982. (EL&P refused the request.) o
The litigation could easily take years. Austin would have to
continue its $5 to $6 million per month payments and litigation
fees (already well over $1 million). Austin could pursue the
litigation to an ultimate resolution and come up empty handed.

Should Austin be successful, San Antonio and Central Power and
Light would stand an exc:.llent chance of winning a similar suit.
To date, neither San Antonio nor CP&lL has joined in the Austin
litigation.

If all the partners sue and win, HL&P may become insolvent or
SBeek reorganization protection. (In fact, if the Austin law suit
actually reached the trial stage, EL&P would probably file for
recrganization before trial rather than risk losing.) The
partners would receive either nothing or pennies on the dollar.
In addition, the people of Houston would experience a painful and
chaotic crisis in a situation where they bad no effective control
over HL&P in the first place.



: Austin has done everything possible to sell its share of
STNP since Austin voters authorized selling in Novemoer 198l.
Despite highly qualified assistance by consultants a very
attractive sales offer (including easy terms), and approaches to
21 utilities, these efforts have failed. While sales approaches
did not begin until September 1982, after Bechtel gave their new
cost estimate, the lack of any positive response is already
clear.

There are no buyers because there is no confidence in STNP,
nuclear power plants, or Bechtel cost estimates. Even if Austin
sold its share, the Participation Agreement requires Austin to be
responsible for the performance of any buyer unless the partners
free Austin of that obligation =— an unlikely occurence. Austin
would still face the prospect of the buyer defaulting, forcing
Austin back into the project. Assuming Austin had committed
itself to other energy strategies in the meantime, Austin would
face the prospect of a huge unforseen obligation for which there
would be no energy or economic justification. Any other partner
faces the same selling situation.

There is also the immorality of selling a poorly built,
defective, and, therefore, dangerous plant to some other city or
private utility.

Pinally, it is generally agreed that HL&P is the only possible
Luyer. But HL&P just faced 2 hostile Public Utility Commission
which threatened not to let EL&P recover its share of the current
estimated cost of the project. While the NRC has never denied an
operating license to a reactor, it is conceivable that even the
NRC will find EL&P's performance intolerable. BEL&P also knows
that if HL&P buys out Austin, San Antonio will also want at least
balf of San Antonio's share to be purchased.In such a climate of
uncertainty, EL&P has no interest in increasing its potential
liability for STNP and rejected any further discussions of
purchase in a terse letter to Austin in December 1982.

It is possible that an aggressive cancellation campaign by the
City of Austin would be perceived as sc threatening that HL&P
would want to buy Austin out, but the reality seems to be that
EL&P cannot afford to do so and, faced with a highly uncertain
regulatory climate, has significant incentives not to do so.

HL&P's recent propaganda barrage about STNP being "back on track®
and *“turned around® is merely HL&P's effort to convince everyone
to forget the history of the last ten years at STNP and of the
nuclear industry in general. HL&P is alsc anxious to prevent the
growing consensus for cancellation.

At the same time, HL&P really has more incentives to cancel STNP
than any partner. The project is an albatross around HL&P'Ss neck.



: The harsh reality is that over the past two

decades, nuclear POower plants have proven themselves to be
unreliable, dangerous, and astronomically expensive. A clear
indicator of nuclear Plant viability as an energy option is the
response of utilities to the recent bistory of this product.
At the time of the Three Mile Isla~nd accident, there were 20
applications pending for nuclear Plant construction licenses. One
©f these was the Clinch River Breeder Reactor, a pet Project of
certain Congressional representatives, not a utility project. 0Of
the other 19 applications, all 19 bave been cancelled, including
EL&P's Allens Creek Project. Allens Creck Was originally to be a
twWOo reactor plant. HL&P cancelled one of the units in the early
stages of Planning and then cancelled the second unit in 1982 for
& total loss of $388 million, before a construction permit was
even granted. (See also Attachment 10)

In 1982 alone, utilities cancelled Plants at a loss of §5.4
billioen. Particularly instructive is Virginia EBlectric Power
Company's (VEPCO) cancellation of North Anna No. 3 with $540
million spent. VEPCO bas two completed nuclear units and has been
one of the most vigorous Supporters of the nuclear industry. On
North Anna No. 3, VEPCO concluded that nuclear Power has "priced
itself out of the market." (See Attachment 1l)

After ten years of bad hews aLout nuclear Power and STNP, we face

another forty years of equally bad or worse news, if STNP is

completed, licensed, and goes into operation. Throughout that

Period, the investment will be at risk and demands for further

repairs will likely drain more money. If STNP is switched on, the

s:oplc of Bay City and Surrounding areas will live at risk every
Y STNP operates.

The bottom line of this analysis iz that STNP is a

a «» The economic exposure required
to finish STKP threatens a ruinous lces to the entire
Partnership. With readily available alternative strategies which
a&re safe, economical, reliable, and cnvi:onncntally sensible,
there is no reason to Pursue the illusory Promise of STNP any
further.
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The South Texas Cancellation Campaign proposes the fcllowing
platform be adopted:

l. Support for cancellation of STNP.

2. Support for creation of a Recovery and Convergion Task
Porce to analyze all methods for recouping the investment to
date through alternative uses of materials already purchased
Or contracted for in an unavoidable contract; liguidation of
materials for which other uses are not found; and
alternative uses for installations which either cannot be
dismantled or for which alternative use is more economical
than dismantling and liguidation.

3. Pursuit of the partners' law suit against Brown and Root.

4. A vigorous and sustained effort to convince the other
E:rtno:siand their constituencies that cancellation is the
8t option.

5. Aggressive pursuit of alternative strategies of energy
conservation, energy efficiency, and renewable technologies.
(Attachment 12 is only one of the many opportunities
available for changing how we g0 about meeting our energy
needs.)

STCC is aware that the decision to push for cancellation is
difficult in light of the losses likely to be incurred. The basic
Premise of this briefing paper, bowever, is that making that
tough decision now will take the partners off a path leading only
to greater hardship and reorient the partners towards a strategy
Promising long term beénefits for their communities.

STCC is also aware that there will be difficulties convincing the
ga:tno:l to cancel the project. While the people of Austin are
ar more educated on the issue, baving participated in numerous
STNP-related elections, there is 8till a job teo do in conveying
the cancellation message to the public. San Antonio is deeply
divided on the issue and there is not yet a majority of the City
Council prepared to end San Antonio's involvement. To date, the
pPeople of Corpus Christi do not Seem to have engaged themselves
t0 any great extent in the STNP debate. Nor has the Board of
Directors of CPilL shown itself to be very responsive to public
opinion.

The Bouston City Council is increasingly hostile to EHL&P and may
well sue the Public Utility Commission for allowing HL&P to
recover $200 million of the Allens Creek loss from the ratepayers
rather than the stockbolders. Shareholders are unhappy with that
the PUC put §166 million of the Allens Creek 1088 on the
Stockholders. Major community groups in Eouston oppose
continuation of STNP. Given the economic, regulatory, and
policial climate for STNP, the HL&P Board of Directors have every
incentive to cancel STNP.




The ability of the South Texas Cancellation campaign to achieve
Cancellation is directly related to the amount of money and other
fescurces available to the cancellation campaign. With a budget
of one week's worth of STNP ($6.25 million) 8pent on convincing
the partners and their constituencies to cancel STNP, cancella-
tion would be achieved within weeks. The less we have to spend,
the longer cancellation will take. With a budget of 100,000, we
believe cancellation could easily be achieved within six months.

The longer cancellation takes, the greater the economic loss all
the gnrtncrs will suffer. STCC Proposed cancellation on December
8, 1982. Since then the Partnership as a whole has spent at least
$6.25 million each week.

The crossroads is before uns, The choice is ours.
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ATTACHMENT 2
DOCKET wO. 4540

APPLICATION OF MOUSTON LIGNTING PURLIC UTILITY COMMISSION
AID PONER COMPANT FOR A RATE
INCREASE OF TEXAS

ZInA,_QROER

In public meeting at 123 offices in Austin, Texas, the Public Ut{11ty Commission of
t-nfmmmmnmm-umununmuu interested
parties, & hasring in the sbove styled cause was conducted by an examiner who 1ssued a
REport contaiaing Findings of Feci end Conciwsioms of Law, wnich feport s adopted tn part
nd wdified fa part, a3 follows:

The wp!ication of Nouston | ighting and Power Company (MLL?) 15 hereby GRANTED
o part and DENIED in part, as set out in the Ezawiner's Report, as ssended on
Rovember 16, 1982, suaject to the follewing medifications:

1. Bgvenwe Relsted Modifications

A mmwmduunuwnnamu—. NP had
accrued this smount for 3 Liguid Meta! Breeder Reactor Project which has
since been Lerwirated. This is cost free capita)l and should be deducted
from fevested capital.

B. The cost of equity shall be recuced by 5% to 16.385. This 15 a panalty
‘for poor ssnegement, and shall remsin tn effect wnti] WLAP's sext rate
case, and 13 not subject to recovery ot some futurs timm.

€. The following Findings of Fact & Conclusions of Law shall be changed, as &
result of the sbove sodifications, as follows:

Zage 68, - finding of Fact Mo, §,~ sheuld be changed to resd:
6. WP's invested capital 15 valeed at 53,951,544.000, as shown below:

(In Thousands of Dollars)

Plant in Servica 5,080, 7y
Accumylated Depreciation
et Plamt . »
Construction Wort In Progress 97,699
Property Held For Future Use 3,180
uclesr Fusl 60,789
Worting Cash Allowance 44,531
Materials and Supp!ies .g"l
Fue! 76,706
Less
Deferred Taxes 330,228
Pre 1571 Investment Tax Credits 8,279
Customer Devosits 20,695
Insuruce Reterve 8,120

Other Cost Free Capital 4
Total Invested Capital !ﬂb‘g
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Poge 63, - Pinding of Fact No. 7. should read:

7. The rate base adjustments recomsended by the examiner, including the
sdgitional adjustment of an increase to cost free capital of $2.8 aillion,
which reduces favestad capital by this same emownt, and used in dariving
Finding of Fact No. 6, are ressonadble for the reasoms stated in this
Ragort.

Peve 63 - Finding of Fact No. 9,-should resd:

5. A balance of M.E25 percent set curvent cost and 65.375 percent et
original cost 13 reasonable for the purpose of calculating the adjusted
value of MLUP's ievested capital. Using these percantages, the adjusted
value of MLUP's ftevested capital 13 34,938,387 ,000. See alse, attached
revised Exhidbits | amd 11,

Pege 63, Finging of Fuct Mo, 11, sheuld rest:

1, bmm-&nm:l—u&.umm.-u‘ny
Capital is reasonsbie for AP, An semual return of $499,435,000, which
constitutes & 12.63 percent return on MLAP's fevestad capital, end 4 10.11
perTant return on the adjustad valwe of LIPS iavestad capital, 15 fatr
and reasonsblic, 15 adecuate wader @fficient msnsgesent to allow WP to
Saintain 183 curvent credit rating end to sttract the carital nacessary
for the proper discharee of 113 duties a5 4 public wtility, amd 13
sufficient to insure confidence in the finencial intagrity of the crmpany.

Nowever, the return on emuity set forth sbove 15 ressonadie gnly under
circumstances of of ficient senagement. Because the evidence in this case
estabiishes that MLLP Mas been fsprudent in 183 sasagesent en many
sccassions in the jest, such as 1ts handling of STP, 1tz purchase of coa!
without first tast-burning 1t, ‘ts weusual handliing of ADW in this
docket, 183 use of an BUX capactey factor in 1ts studies on ADP when WRC
€ata showed 4 56X capacity factor to be progent ., as w!l a3 other
instances which are SPPOTtar by The exawiner ad the rucord in this :
proceeding, ML should be pemalized by lewering L5 return on common
enuity by .55 to 16.35%. Thes, & return of 489,991,000 in this docket is
proper and ressonsble. This pemalty shall remain in offect wnti] the
Company's sext rate casa, end 15 mot subject to baing recoversd st some
future time.

Page 70, Einding of Fact No. 24, whould resd:

4. WL's adjustad test period revenve deficiency 1s fousd to be $122.6
®i1lion, rather than the 5336 willion as stated by the company in 1ts
rate-f11ing schedules.
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Pege 71 - Conclusion of Lew Mo, 3, sheuld read:

3. R proved that 1t 1s entitled to additional annual revenuss of $182.6
willten.

1. Sedifications - Seyth Tezgs Sycleer Pratey

A, The S1.7 pillion cailing placed on MLUP's share of the South Texas Nuclesr

© Project shall e deletad, 50 a3 to aveid amy f‘aplication that the
Commission wight be approving expenditures for STP to this level, or the
implication that MLLP need not eventually prove that all dollars expended
on STP over the yeers must be proved ressonable to the satisfaction of the
Commigsion .

B. The following Findings of Fact and Conclusions of Law shal) be changed, as
& result of the madifications sat forth direct!y sbove, as follows:

Poge 69, Finding of Fact No. 1§ sheuld reed:

The record evidence estab!ishes that MLLP has mismanaged STP. It 15 clesr
that WLAP 1s respensible for the delays at 5TP and for mot responding to
problems ot 5STP 4n & sore tiemly fashion. MLAP has shown wismansgement,
mot enly tn 1ts handling of STP, but in 123 purchase of coal without first
tasteburning 18, its wasual hendling of ACK, and 183 wse of an BOX
capacity factor n 183 studies on ADP when NRC data showed o 58X factor
to be prudent, end various other iastasces which are supportad by the
Examingr's Report and the record hervin.,

Poge 63, Pinging of Fact No. 17 shewld reed:

17. Protective masures having to do with the Court suft between MLLP and BIR
should be agopted.

111. Lad 4 - R 1

A. The ratchet provision for Texas New Mexice Power Caspany shall be lowered
ts 7HE.

B. The Gemeral Counsel's office shall institute an ‘aguiry imto the
relationship betwesn the Tirm rats for Dow relstive to te #'re rate for
LOS<# customers. This inguiry shall be limitad to the ratas charged only
to these customer classes, and shall be comsolidated with the docket which
will result from WAP's Tiling of o tarif? for interruptibie power in

conformance with the examiner's recomsendatioms.

C. Fiodings of Fact should be changed, as 4 result of the modifications set
forth directly above, 23 follows:
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Page 70 - Finding of Fact Mo. 27 should reas:

27. mmmoMiaW'smum;m.ﬁtm
“mmﬂ‘smmtmtnmuldmunm
ta TW,

Pege 70 - Linging of Fact o, 29. should resd:

2. The record s !-—:nmnumhmn«m
nlmnum-arm.—m-mma-uuhuwu
ievasiigaie the isswe sore fully. In the mantism, the rate aws ign
mlmnhmomwt—umuuum.

. iona! F{ -

Al mm'shunmnu—muns.uulnmmm
stipulation on rate design, as follows:

Page 55 - after Number 2, add:
“As to revenue assigment, the stimulatien provided that:

3. mwwwuimdn‘hﬁu—rclm
proviced by staff witsess Kent Seathef? is also ssereeriste. Eacn
mclu““.miﬂmhm"u—u"hm
toward & relative rate of return of wnity where possible. however
w0 class .-unuiw-oh-.r-mlyn.l-o-n"r
hsum-lf:-mmunummhmi
revenue. The only exception shoulc be the Pudlic Utility class which
Should be essiged 1t3 cost based revemws.®

| B Finding of Fact No. 26 shall be changed to resd:

8. M'sothnhmlmumlmhmimdm
ﬁ-m“ﬂmnmumz“nhhm
statad in this Repor:.*

[ Findtng of Fact No. 3 shall be added, as follows

M. WIP's rate design for the restdentia! class 1s reasonadle.

Y. 1 1 - 74

The examingr's recomsendations thall be modified &0 that AP shal) file o
mn~m1u~unmu.wb-nuumm
the period April 1, 1983, througn Jume 30, 1983, The formula for UF] fue!
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Costs set forth in the Examiner's Resort, and as modified by the exsminer,
shall remain in effect only enti] April 1, 1983.

. T A 1 with Allen’ 1

For purposes of clarification, the Commission heredy adoots the
examiner's treataent of the tax benefits associsted with the 5166 wil)ion
o7 expenditures gisaliowed for the Allen’s Crest Nuclesr Project (ADW).
This 5156 willion wwrscoversble portion of ACKP expenditures will be
writtan off for tax purposes and will result in tax savines to MLAP.
These savings should properly fawre to the benefit of the ratcdayer as &
Credit to tax expensa. The tax benef it should be spread over the ten-yesr
smwrtization period adooted herein for retemaking purposes. The
examiner's tax calculation, which calls for MLLP to bear the burden of the
5166 willion disallowance, after taxes, is explicitly approved herein.

IT IS FURTMER ORDERED that:

i. WU shall report to this Commission within twelve sewths before the
filing of & rate case in which 1t fatends to incluge Se.2h Tesas Muclesr
Praject in rate basa.

. NP sm!l rort to the Comwission within siz sonths before
fepiemntation of any substantial changes associstad with the STP
project.

3. I.Dmnmwu’.urn.‘m-v-unm-ym
U in 1t3 lamuit ageinst Browen and Reot i MLE7's mext rate case
following such sward.

4. Any mounts ssessed sgainst WLAP tn 1t court suf®, including expenses
for the suit 12 has filed seainst Brown & Root, shall not be recoversd in
any sanner from MLAP ratepayers.

§. MW7 15 heredy advised that 1f, in the future, 1t 'Acurs sbnorms! customer
Sutages, this Commission will give serious considerstion to erdering
seightoring wtilities to serve axisting or sew curtomers within MLAP's
certificated service sres.

6. MU shall pass through to ratepeyers, in 123 senwal rate filings, al)
recoveries associatad with the Allen‘'s Creet Muclesr Project, including
411 mmoumts for equitment 301d, and costs svoided through magotistion of
existing comtracts, or other srrangemmnts. These recoveries are to be
wsed to reduce the wnasortized balance of approximataly 5195 millien.
Thus, 1t 15 to be sade clesr that recoveries from salvege sha!l fsure to
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the benefit of customers and the Dalance yet to be mmortized of 3195
willion shall be reduced by any such recoveries. Nowever, any recoveries
assccieted with equipment acguired, comtracts made, or any other
arrangements, which can be cleariy shown to be related to the period
Januery 1, 1980 . August 26, 1982, shall mot be wsed to reduce the
wnmaortized balance of 3195 million. The method of alle=ztion by which
the mounts associated with ADWP and STP shall be refunded to each
customer class shall be litigatad in MLEP's mext rete case.

Beginning with February 1983, b111ings, MAP shall mot Vist ixdividual
cost of service itams, such a3 fwe!, seperstaly o customer bilis.

AP shall flle & tariff, and detalls of costs associated with its
aff1)1ated fual costs, by Decamber 20, 1982, for the purpose of sstting
fee!l costs for offiliated interests for the period April 1, 1983 througn
June 30, 1583. The procadure she!l repest 1t30!f on & quarterly basis.
The naxt tarif? f1ling should then b T1led on or before April 1, 1980 for
the guarter beginning July 1, 1983, Mo afffliatad costs sha!l be passed
through svtomatically to WLAP ratspayers after April 1, 1983,

B shal) 7ila a proposed interruptibie tarif?, a3 recomsended in the
Examiner's Report, within ainety (90) days of this Order. Genera) Counse!
shall file an inguiry into the relationship betuween the firm rate for Dow
relative to the fire rate for LOS-3 customers. This iagquiry shall be
Tiwited to the rates changed only to these customer classes, and shall be
consolidated with the docket which will resylt frem the filing of a
proposed interrustible tariff by BAP.

L7 shall f1le a revised tariff in sccordance with the Opinton, Findings
of Fact, and Conclusions of Law herein sufficient to generats revenwes not
greatar than those prescribed in this Order. WP shell file 4 copy of
1ts revisad tariff om 2l parties of record at the same time that it 1s
filed with the Commtssion. The parties thall have ten (10) days from the
date of such filing to present their eritisn cbjections to the revised
tariff, 1f any, to the Commission staff for 123 review and comsideration.
The Commission staff shall have twently (2] days frem the date of such
71ling of the revised tart?f to reviex 1L for approval or rejection. The
tarif? shall be deemmd to be woroved ind shall becose effective wpon the
erpirstion of twenty (20) days after 71ling, or sconer wpon notification
by the Commission Secrstary. In the event of rejection, MLAP shall be
notified and 4 copy sent %o the istarvening parties Sarein by the
eaningr, sd AP shall have fiftaen (1%) scditiomal days to file an
smnded tariff and the sam procadure shall be repested herein., The
revisad and soproved rates shall be charged by WP for electricity
consused sfter the tariff spproval date. This Order 13 desmed to be fing!
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on the date of rendition. Approval of the tariff, fer all purposas, shall
h“hhﬂul-huud1&0"&:1”0".'.7"0“0
of ﬁis&.r-bynﬁﬂuﬁ-um-.lw. whichever sccurs first,
If the date of approva! of tariff falls within MA*'s norma ] customer
Mlling cycle, AP 15 suthorized to prorate customer bills to charge
mhmummuumwa-mm
e if? i offect on 3t 23y of the eewits.

1. Al motiems, reguests, Wplisitions, ond reguests for Findings of Fact and
hlumrumwumnﬂamm«frmw
serit,

SIGNED AT AUSTIN, TEXAS, en this __ (TS0 day of Oucamder, 1982,
MELIC UTILITY COMOSSION OF TEZAS

Mk D
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T4A /The Houston Post/Thurs.. Mar. 3. 1983
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ATTACHMENT 6

Survey of Bechtel's Previous Quality Assursnce Record

The following summery of Bechtel's record is besed
On & paper submitted to the NRC by the Government
Accountability Project of Weshington, D.C.. The full report
is sveiladle for review upon reguest,

Intolersnce of Criticiem
The probhloms o inspector intimidetion aad poor
construction practicer st STNP came to light because sn

inspector, Daniel Swayze, had the coursge to come forward
end reveal these problems.

Bechtel frowns upon such Tevelations st Bechtel
Projects. A December 1982 Press release by Bechtel said
the following sbout whistleblowers:

"It is unfortunate that Public confidence in Sen
Cnofre has been briefly sbheken by the highly
Publicized sllegetionsz of the disgruntled fired
employeoe. ... It would seem inescopable that
Snother product of the Kent affair should be
incressed public skepticism: skepticism about
the integrity and motives of so~called whistlee
blowers snd skepticism sbout the anti-nuclesr
€Toups that use beth whistleblowers and the medis."
The "Kent affair” refers to F. Earl Kent, s welder with
40 years experience, former Senior Quality Control Engineer
with Bechtel, published welding suthor, and holder of
Dumerous welding petents. Aftar submitting @ sworn
effideavit regerding welding inadeguscies st Sean Onofre
to the NRC in June 1982, Mr. Kent heard nothing further.
In September 1982, he contacted the Orsnge County Allisnce
0o express his concernms. The Allisnce held » press
conference forcing the NRC <o Tinslly investigste.

Bechtel has # prectice of requiring its mDuclear
employees to agree, as » condition of emvployment, to the
following:

"I shell not disclose or use, directly or indirectly.
@t any time, any informastion s ebove defined, unless such
disclosure or use is in the course of my employment with
Bechitel, or has been suthorized in writing by Bechtel. I
shell not remove 8Ty writings containing informe tion from
the premises or possession of Bechtel or its clients, unless
I have obtained €XPTress suthority in writing by Bechtel
to do so."

If this sgreement were enforced ageinst any emplovee
whose disclosure could lesd to an NRC investigestion or
Proceeding, the reprissl would be fletly illegsl under
the Atomic Energy Act. This agreement also fails to
inform employees sbout that section of the Act which
Provides criminsl penalties for sny construction employvee
who by sct or omission knowingly or willfully violates
Or cesuses to be violasted any NRC regulation or license
condition so as to result in » significent impeirment
to the reector's safety.



Clearly, the Bechitel secrecy agreement serves to
.muzzle employees who otherwise might feel morslly bound
to come forward with safety concerns sbout the plant.

2se Studiss

Yo giend: Under construction by Consumers Power Co.,
Midland is » dissster, BSechtel has besn both the architecte
engineer and the muin construction contrector. The cost
estimste rose from $1.67 billion to £3.5 billion in
Bechtel's mnre than ten years of work to daste.

Quality assursnce breskdowns Tepeatedly occurred at
Midland. A me jor problem s in the welding progrsm. On
December 3, 1982, 1,000 Bechtel workers had been laid off
eand most safery relsted work st the site stopped because
Bechtel errors were, sccording to the NRC., "significent
and serious snd nave implicetions for the rest pf the
Plant.” Among the specific problems were unidentifisble
cable size/typs; st least 15,000 becklogged quality
control records; snd unaqualified or uncertified welders.

The most seri.us construction flaw is » founde tion
scils quality failure which resultecd in crecks in one
me jor building, instability in a2 secnad ma jor building.
and other ssafety structures in serious Jeapardy of sk fting
or sottling. The prodlem ls o dirsc: result n* Bechitel's
failure to comply with specifications.

Bechtel misled the NRC sbout the problem leeding :to
#an NKC recommendstion for eanforcement action for Bechtel's
TeportT "in careless disregerd for the facts."

Bechtel also a%tempted remecdial construction without
NRC prior spproval.

The NRC found Bechtel domins ting Consumers just as
Bruwm and Root doninated HL&P. The NRC concluded the
attitude of Bechtel on the Midland site "precludes
Quality worknanship.” The NRC inspectors found Bechtel
Tepeatedly obstructing NRC investigetive efforts and
even withhslding informertisn from Consumers, their
suvposed emplover.

Bechtel has fouled up the Midland plant so bedly
that Comsumers must iwplamen® sultiple third pertcy
reviews - 8 100% inspection of all safety related
components. & 100% retraining snd recertificstion
Progrem for all quality control and Quality assurance
personnel, and an sudit of sll work performsd on the -
soils remedial progrsm. The burden on Consumers caused
by Bechtel is grester than the burden imposed nn HL&P
t0 vaerify Brown and Root's work.

2. Tarspur: Located nesr Bombey, Indis, Tarspur
nuclesr plant has experisncel leaking fuel elements,
leeking shute. 'f valves, leaking pump sesls, and
and errstically opersting relief vu:rss. Radistion
levels were so high thet roughly 1,300 workers guickly
resched their maximum exposure levels. Bechtal A3
Suilder of Tarspur. A scientist with the AEC predicted
that "there was likely to be @ me jor nuc.iesar disoster
in the world snd that his prime candidate for it was Tarspur."”



3. Irojern: Bechtel designed the nucleer generator for
the Trojan plant in Oregon. Two ma jor owners suecd Bechtel
for @ design flew which caused 2 nine month shut down.

The Coatrol Buiiding's steel frame wes generally
discontinuous and not r ichored tc the steel beams and
columns of tne frsmu. Bechtel's main defense wos 2
clause in the contrect exempting Bechtel from damages
serising out of design defaciencies.

L, 1o Verde: Two former employees of Bechtel have
made 8 series uf allegestions which are under investigetion.
The allegetions include work not done to specifications,
falsification of inspsctiom recorlds, hiriag of unqualified
Brown and Root quality assursnce personnel from STNP
(1ster returned to work o3 STNP sas Bechtel smplovees. and
burial of new or minimslly used equipment.

5. San Onofre: Bechtel wss construnticn awnsgerc. One
resctor vessel was installed 180 degrees from its design
position. Other bisskdowns in quality assurance and
sonstruction prectices included a lack of design criteris,
insdeguate inspectior and documentation., inadeguate
insza’lstion of a beam in the nuclear vessel containment
building. snd defective welding.

6. Susguehsna: Bechtel was engineer and constructor.
Numerous Bechtel employees have come forward to "=form
the > sbout poor Jechtel construction and qQuality
sssuranca practices,

7. Palisedes, Pilgrim I, Ginns. and Devis-Besse:
Bechtel csused numerous errors and breakdowns in each
of these plan‘s.

Bech*el is now making @ hebit of moving in on
troubled plants, The utilities spparently are impressed
with the number uf plen‘'s Becht2l has worked on but
not perticularly concernmed with the gquality of work
sctually done at those plants.



NRC stall had informed Bechtel galions confirms that & number of
of his concerns, bul the had not M»mmmnw
been corrected. ’ :‘cuummuuuh
Hoyce, a 35 year-old electrical over, bul said none of those
slart-up engineer, sald NHC In-  Interviewed could cite 3
vesligators  substantisted iy Mance of a deliberately shoddy
complaints bul look no action lest
when Bechiel fired him in appar- It also found training had been
ent relaliation.

A US Labor Department ad- charged, bul said APS had
Ministrative law judge later or-  10do & better Job in the-future
deved Royce reinstaled Bechiel “No lems of non-compliance or
is appealing the decision deviations were identified” the

An NRC report on Royce's alle-  report concluded

&. - 4-&_ The SUNDAY EXPRESS-NEWS, San Anionio, 'Ob;nary 27,1983
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KEY T0 CAPITALIZING
THE ENERCY TRANSITION

By Amory B. and L. Bunter Lovins



ELECTRIC UTILITIES: KEY TO CAPITALIZING THE ENERGY TRANSITION

Abstracet

The United States is moving with unexpected speed toward a sustainable enerp:

svstez based on highly efficient energy use and appropriate renewable sources.

free market, though imperfect, is accomplishing this remackably well. However, ir

tutional barriers are causing underinvestment in money-saving energy optioms. Thi

retards the energy transition far below an economically efficient rate, prolonging

dependence on dwindling fuels.

Each year, electric utilicies spend about the same amount of momnev that eff:

ciency and r @ are lacking--some $25 billion=-to build giant power stations

which cannot compete in the energy service market. This Federally supporzed misal
location of capital is bankrupting the utilities and threatening the stability of
the whole financial system. 5o long as half America's energy investment goes intc
uneconcaic power plauts, their cheapar rivals will be smothered.

1f, however, utilities invested only in the best energy buys (as several stat
already mandate), power plants would no longer be bdbuilt. This "least-cost test”
should be coupled with a program of utilicy loans, properly structured on proven
p-inciples. Such lcans would emable utility customers to buy any energy optieon
which costs less than new power plants; give all energy users fair and equal acces

to capital; offer an ascape from high energy bills; and rescue utilizies froz i=

4
-

vancy. Indeed, such a program would autematically transform the utilicies

obstacle into a vehicle for financing the transition to sustainabiliczy. TH

-~

of a secure, affordable, equitable, and envircnmen:zally benign energy svrsten

shen b2 achieved before the fossil-fuel dDridge te it has Seen “ucned.

utilities' alaptatzion could help guide cther belesguered insgticzus:on

L B -,'-1'4--.
b Rt -




ELECTRIC UTILITIES: KEY TO CAPITALIZING THE ENERGY TRANSITION

n-:x:i bas begun the decades-long transiticm from vasteful to efficient energy
use and from depletable to sustainable energy sources. Since 1979, the United States
bas gorten more than a hundred t:au_ as -ach new energy from savings as from increased
supply’; and of that increased supply, the largest part has come from remevable
Sources, Dov over seven percsnt of total U.S. energy mz. The energy used per uni:
of GNP has fallen by a £ifth gince the Arad il embargo, and is scill declining by
four to five percent per year. '

By the end of this cemtury, the United States could wring twice as much work
out of its mrﬁy. and get at least & third of that energy from mmb}c mrenz.
muzinemu:mmoiummbyatmnd1unuofmrmblc

fuels by nearly half, Mmldoceucmum-muc increased by two-thirds,

Price is driving the tramsition. Comventiomal oil products now retail at about
forty to fifry dollars per bar—el. Energy saved by more efficient use costs about
Zerc to twenty dollars per barrel; wvell-designed renewable sources car now deliver
a "barrel” for about five to thirty dollars. The alternatives——such as syntheric
fuels at over seventy dollars per recail barrel, and electricity from nev coal or
Buclear power plants at about twice that price—are even less competitive than
imported 01.15
for the best buys—the cheapest vays to do each desired tasgk.

> ltucuaey'_nd Tenewables are simply winning the marke:'s sweepstakes

Yet far greater energy savings are technically feasible and economically worthwhile.
Available, cost-effective techmologies can double the efficiency of industrial -o:or36
and steel -111-7. triple that of nirltncrs‘. quadruple that of household applimcug.
Quintuple that of urolo. and improve that of buildings by ten- to a hundrtdfald“.

Just in this decade, weatherizing buildings and starting to replace gas-guzzlers by
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efficient cars could more than eliminate all U.S. oil imports——before a power statior
or synfuel plant ordared mow could deliver any energy whatever, and at a teath the
cosz?.

In time, economics would achieve all this. lut-ttnugfmmccc. In 198C
alone, oil imports drained nearly $90 billicn out of the American econowy-—equivalest
to the total net assets of General Motors, Ford, Cenmeral Electric, and IBM. Communi-
tias across the country send thousands of dollars per household per year out of the
local ecomomy to pay for emergy -. Globally, a half-trillion dollars' uncolleccable
debt—much of iz to -buy oil-—has wvirtually halted development and threatens

14 and the proliferation risks from

financial chaos. The climatic risks from coal
suclear tachnology'> becoms ever less tractable. The intartwined social, ecomowmic,
and envirommeral problems of relisnce on dwindling fossil fuals are already critical.
Those ralatively cheap fuels which America still enjoys (and the relatively cheap
money made from them) can form a bridge to a sustainable energy future. But as
those fuals ars burned, and the momey spemt ou ways to burn them even faster, the
transition is mads more difficulc.

Inves effd les. Ia 1980,
Americans izvested nesrly $9 billion in efficiancy’® end $6 billion in renevables' .
This §15 billion total was about a fifth of all energy investmentcs. But serious im-
perfections are preventing the market from quickly reallocating capital to acknowled;
best buys:

e Information. Most peopls do mot know what opportunitiss are svailable or

., where to find them.

e Split incentives. Why should . landlord stuff up the cracks around the
wvindows if the tenants pay for the heat? Why should the tenants fix up
somecne else's building? Why should a builder make a house cost more to
reduce the buyers' long-tera rumning costs?

e Local policies. Obsolete building and zoning codes, lending regulations,

utility practices, and many other laws and hadbits left over from the
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cheap-oil era are artificially inhibiting choice and restricting competition.

® Federal policies. Federal Price and tax rules distor: Price signals: biased
subsidies favor nonrenewsble Energy sources by about tem to mu.

® Lack of access to capital. - The Opportunicies for efficiency and renevables
uomumazmum. vehicles, and machines.
Most of their propristors P&Y top intarest rates; many are fighting for their
economic lives; some are redlined. There is oo mechanism to get energy investc-
uzupzmmuymmaum:ﬂumotmmzmwnmz.

m.h-:hrrurumny:h_on'unmndmrm:: capital is an

absclute prersquisite for fixing up or replacing obsolete equipment. But today's

uy:hhg&al Pactarns, and Federal policies all tend to centralize and ration capital
amzy from dispersed investaents, however maritoricus.

For tlese resasoms, 1980 iovestments in lsast-cost energy options were about
Seven times smaller than would have besa cost-effective!’, e less them half of
the average rats (about $40 billion per y-nrzo) Deeded over the nex: twenty years
0 start making the U.S. eNergy system sustainable. Ournuuuulun;abaut
Submiummmotmiuwtnm

Breaking down the hnrricr!-cspoe.nl‘y Providing consumers with equitable access
to capitale——wrill provide the markar Eomentum Co Deet Amsrica's energy chnun;.. This
€38sy analyzas a way to do this by correcting the dangerous misallocation of capictal
to and by electric usilicy companies——simultaneously furning them from obstacles into
ychiclot of the energy transitiom.

Electric utilities and the 2isallocation of capital
N

While efficiency and renevables suffer from too litzle capital, electric utili-
ties (here called "utslities" for nhortn) suffer from toe much, in about the same

a=ount. Virtually 7.1 of the $25 billion-odd pPer year that utilities are currently
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spending to build huge power stations and their supporting facilities is vasted-——a
saries of -’uumu in s blind alley. That overinvestment threatens their own
survizal and that of the whole financial system.

Utilities are the largest single sactor of the U.S. ecomowy, with net assets
of about $250 billion>>. They issus half of all new industrial comeon stock and
undercake a third of all corporate fimancing . In 190, they received more thas $6
b4lliom in direct Federal subsidiss’'; sold stocks and bonds for over $18 billiom;
and accumulated more than $12 billiom intersally. They spent the proceeds, nearly

$37 billion, om ecutm:i.azs: half of all U.S. energy investment, Or nearly a

zn:hotmumwwmumuum”.

Utilicies burn & third of all fuael fed into the U.S. energy system—more than

sny other sector. Two-thirds of that lmpui, or pearly four-fifths as much energy

28 the entire industrial sector nm”. is lost in utilities' comversion and dis-

tribution. Official projections show two-thirds, perhaps five-sixths, of all the
R A
mami-ccmum”moo'aagu“utcﬂmlm-

tower plumes discharged b nsw power plants——lost bafors it ever gets to m:su.

Giant power plaic arv becoming costlier far faster than general whm”.
They rely on depleable fuels. They taks about ten years tc build, and pay back
in decades if ever. Efficiency and renewables, in contrast, are generally becoming
cheaper, typically take days or weeks to install, and repay their investment in a
fev ycmm. Most efficiency improvements are only cbbu: as capital-intensive as
the old oil, gas, and coal systems on which the U.S. economy ﬁl.buu:. and most

vell-designad renevables are only modestly more ”31. In contrast, modern elec-

tric power systems are about a hundred times that up:lul-t.n:mivan—-nu so than
any other sector. Power stations indeed drawv so much capital away from the rest

of the econowy that each big plant builr loses the country, directly and indirectly,
about four thousand net jobn”. whereas efficiency and renevables greatly increazse
and disperse sustainable employment.

Nonetheless, central pover plants now under comstruction are Cying up well over
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§50 billion, increasing the utilities' dedbt (over $140 billion) and intercs: payments
(about $13 billiom 4in 1980). The drain of money from ratepayers (currently some $125
billion per year), from individual nu.u:iu”. and from the nationa. e:onomy forecloses
alternatives. ' Plants intended to save a little oil and gas :mrr:.w:"(‘ are helping
t0 craate a shortage of capital today. Such massive expenditures siowv down o0il dis-
placement by starving other measures, such as fixing up buildings and cars, that would
seve more oil faster and ebcnpc”.

Yet utilizies say they must achieve a 1570s-style "haalthy” incresse of st least
three percest annually in alectrical demand, by spending $35 billion per year through
1990 and about $1 trilliom in total by 2000°°. 1s that really the key to greater
prosperity, or a hemorrhage of ecomomic lifeblood away from sustainable energy inves:c-

ments?

The svur toms of insolvency

The capital marx.tplace is concluding, as utilicy expert Irvin C. Bupp puts u”..
that "The business of generating electricity has ceased tc be a commercially viable
enterprise.” Cost-squeezed utilities have already cur their forecas: groveh in half.
Iz the gouitest collapse of any anterprise in industrial history, over half the ucv'
power plants planned for the 1980s were delayed or cancelled 4in one yur‘o. and since
1975, nuclear cancellations have outstripped orders by more than six to one- .. Yet,
rejecting Wall Street’s verdict, many utilities have continued to overspend themselves
into insolvency, typically borrowing short-term to pay dividends. Sn;u_n big utilicies
now have under four cents' cash reserves per dollar of short-term deb:‘z; many have
& decade’s net incoms, and up to cemturies' retained earnings, tied up in some huge
construction project that may never be finished.

The financial rot began in the 1970s, when utility common stock fell to a fifch
of its inflation-corrected 1965 value - (less than current book vnluc“). bond ratings

5. net income became half ficti:ious“. return on equity

4

plummeted from AA toward BBB+
A

fell by nearly six percent (not counting the loss from faster inflation) 7. and yet

coastruction expenditures rose eight times as fast as cash umingo“. M3intaining
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residual investor confidence now reguires divulind- consuming “our-fifths of net
earnings--dividends sometinmes paid, for example, by flosting unsecured Zurodollar
notes, at upvards of eightees percent annual interest, in the Dutch Antilles.

Mounting comcera that one or more major utilities may soon go visibly bd.ly-cp”
is highlighting their threat to the national ecomowy. Utility paper is built into
the very foundations of America's highly leveraged financial pyramid-—-insurance com-
panies, basks, pemsion funds, mutual funds. Some amalysts ssy privacaly that a
collapce in the perceived value of that paper may crash the entire financial system.
At least one regional Federzl Raserve office is already wondering how to rescua local
banks, submarged in dnbtns utili. 4investsents.

To understand how modest institutiomal changes, nl:udy proven practical, could
prevent such disaster to the country, the utilities, and their customers, we must now

probe benaath the surface of the utilities’' financial predicament.

The roots of insolvency
Utilities are regulited franchise mlmso. The lawv obliges them to meet
electric demand, and entitles their investors o & "fair" rate of return. But that
Taturn ISt come mwln:n.rypurmm of alectricity, subject only to scomomic laws.
mnu”d-ndfarchctmuyggu: rav kilowatt~hours are not a useful

c_odity._bt:tnlymetinyumunnd. The real demand is for the services
energy provides: comfort, light, mobilicy, abilicy to run an arc-welder or seving-
machinse. Many options compete tO provide energy services: electricicy, higher emergy
m.tiﬁty. girectly used fuels, and renewabls sources. In an increasingly free
market, pecple can be expectad to choose the amount, type, and sourcse of energy that
-ui provide esach desired service at least cost.

This may, hovever, mean buying less electricity, for it is a high-quality, extreme-
1y expensive form of emergy: in heat terms, about $100 per "barrel” today (triple the
world oil price) and searer $150 per "hrrcl" ucrmtallys". Such costly esergy may

Se worthwhile for such premium uses as lights, motors, smelters, subways, and appli-

ancas —~eight percent of America's delivered energy needs. But ir is fundamencally

uneconomic for the other ninety-two percent--providing heat od rumning nom-rail vehicles.

e e eeem

— —
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Though only eight percent of delivered U.S. energy needs can economically justify
electricity, thirteen percent receive energy in this form (and sixtoen percent would is
all power plan:; could sell their oustput). The difference, ive-tnirteenths of all
electricity scld, is spilling over into uneconomic uses: space-conditioning and water-

additional plants
heating. Electricicy from could only be so used—as if someone who cuts butter
with a chainsaw were to buy a second chainsaw rather than a butterknife.

Because the premium markets for electricicty are £illed up twice over, debating
which new power statiom to build is like shopping for the best buy In brandy to burn
in your car or for Chippendales to burn in youT stove. Regardless of what kind of
new power station yields the cheapest electricity, me kind can nearly compete with the
real competitors——the cheapest ways to provide the same energy services, such as
cnutortsi Those real competitors include weatherstripping, insulation, greenhouses,
heat exchangers, and window-shading and -insulating devices. Intelligently bought,
they typically cost a few tenths of a cent per kilowatt-hour. Since this is less than
the rumning costs alone (ome to two cents) for even a nev nuclear power plant, the
country can save momey by buying efficiency and writing off newly bullt power pltn:sS‘.

Povc; plants, old and new, Dust—-but cannot--compete with an izmense array of
eptiomns: not lighting llfty offices at headache llvil; replacing electric heating and
cooling with good ar:hitcé:uru; nev light-bulbs that cut power needs fivefold and
life-cycle costs foutfoldss; industrial motor improvements that could diplace every
u.s. r..c:°t56; refrigerators that use sixty to ninery-five percent less clcc:rici:y57;
induscrial cogeneration (a bigger and cheaper source than all today's oil, gas, and v
nuclear plan:ssa); small bydro aud windpower (more such capacity has been ordered since
1979 than coal or nuclear plants or bu:hsg); and many -nrceo. soon to be joined by
competitive solar ccllssl. Neo wonder, in .east-cost energy strategy,’ it is seldom
‘worthwhile fimishing building power plants now under cons:ruc:ion!ez

1f for the next two decades we had rapid economic growth and dought the cheapest
anergy options, utilities vould sell not rinety percent more electricicty as they plan,

bus twenty~-five percent 103363. *hs U.S. could thus commission no new power plants

ofres 12688  3nd by 200C could retire all old, oil- or gas-fired, ad nuclear plants, and
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vet could still have a pational surplus of generating :npacityG‘

Most utilities, for a variaty of spuriocus rmm“. are plasning for just the
epﬁoci:‘. During 1974-79, private utilicies' forecasts of peak demand ome vear ahead
overstated actual growth by ome hundred sixty percent. American utilities thus have
one-third more gemerating capacity thac peak demand (roughly twice the prudent "re-
serve margin”)-—expected to Tise to nearly :n-hal! through the x”o-“. Yet their
advercisements say they must build far more: the stark choice is rate hikes or black-
outs. Those rate hikes "nesded” to finance new and mt" construction, however, would
msake the plants even BOTe pnu.n:ly umnecessary by pki.n; elacTrity even lmss competIve.

Individual utilities show this in their own overbuilding. By the time a naw
plant is finished, higher rates maauvhile will have led pecple to miu“. The
utilicy, selling less electricity than expected, will have too lictle Tevenue to pay
for the plant, requiring ecill higher prices. This will further dampen demand ,
leading further into the "spiral of upouibuuy"“. |

Nacionally, &t average 1978 prices, at least forty-three percent of all chc-w

tricicy sold iz the 0.S. was uncompetitive with efficiency mﬂwmu’o. Today

that figurs is probably above eighty poruatn; at the higher prices utilities want,
highaer still. Indeed, if long=-run electric demand is as seasitive to price as many
analysts now mspcc:n. higher prices may actually reduce utilicies' revenues by
dampening demand moTe than price rises. 1If this happened, nev comstruction would
both require more revenue and produce lass-—3 vecipe for bankruptey.

Many utilities nonetheless continue to liquidate themselves :n build more
plants that they don't peed and can't afford, playing "You Bet Your Company” that
their customers will not switch to betzer buys. Utilities' proposed solution t2
i=golvency-~higher rates—is, however, like trying to bail out Chrysler by raising

its sticker ;ricun. That doesn’'t help Chrysler to cozpate with Satsun, =or

e actricicy to ccupete with weatharstrizping.




|
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The Federal government's solution-——greatly increasecd su‘osidin"b utilicies which,
in 1980, already paid only a sixtieth of the statutory tax rl:c75—mhancu cashflow
and izvestment in. the short mn. but makes the utilities crash harder a fev years
later, by further inflating comstruction beyond tetr ability to amortize it {rom Tevenues.
Indeed, past oubudiun have led utilities down the path to ruin by making new elec-
tricity look ounly sbout half as expensive as it really vun. Consumers, not knowing
vhat it really cost, could not kmov hov much was enough, sc they grossly underinvested
in electrical productivity. This artificially puffed-up demand led utilities to build

some $100 billion worth of unnecessary, uncompetitive thermal power punu"—vhich.

over the mext few decades, they will scmehow have o mi- otf’o.

Drilities' survival requires desubsidizaction, stable (if not declining) prices,
mmmumtndw!mdouanndgqth-mktn faster than power
plants. Efficiency and rsnevables can meet these requirements and deliver needed
energy services—if bought instead of uneconomic power plants, not iz additiom to thex.
lo:.}:a utilicy investments grasp these opportunities for corporate solvency and

nationsl sustainability-—rather than crashing and taking the financial system with them?

Dsilicies as financiers

Financiang the energy transition will need zany nnitutimu. But utilities

have three advantages in taking a sizeable share of this new market: thev already
invest about as much mcy as is needed to br{n; the energy transitiom to maturity;
they already have a billing relationship with nearly everyone; and they have a
strong inceantive Dot to §° broke.

Well-managed private utilities, and the Aperican Public Power Association, already
view tl;e.sclm as purveyors, not of electricircy, bic of energy services (or the
fizancial means of acquiring them). Realizing vhat market they are ccmpeting in,
utilities must next aveid investments that cannot compete, notably new pover plants.
Irvin Stelzer, dovea of utility economic consultants, -:armu:

Ta =v view, it is risky to set a conservation goal first, snd than at »""e later
date cut the ccastruction program [because cne can ovartuild = mwhile]. 1 prefer
‘te]...cut the comstruction budget FIRST on the assuzption that comszervacicon gcals

<111 be met, and then try to find ways of reducing the yruweh in Cemand so that
you won't be caught too short of cepacity in the short run.
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State regulatory commissions alsc have an "obligation to scrutinize capital bud-

gets” to. "make sure that investment is absclutely required iz the public a:cm:"”.

Most commissions already require proof that proposed power plants are "ucuu:y"“.
That should logically depend on comparative economics. An economic "investment

balancing test,” pionsersd in California, is now Federal law in the Pacific Northwes:,

and the concept is spreading npmy”.

Under this test, the utiliry must show that the plant it wants to build is the

chaspest way to provide incremental evs:gy searvices. If sc, there is a good case for
bullding it, subject to other legal requirements; but if not, the utilicy, instead of
bnudm:hcpl.lat.Mlmw:notmmmyunsmuuuo!m
classes, oo mutually advantageous terms (outlined below), so that consumers can do the
cheaper things first. To kssp the test honeuz, & utilicy which passes it and builds
the plant would be allowed to charge its cusiomars for no more than the inflatico-
corracrad plant cost which it assumed when comparing the proposed plant with altermatve
kmunammm: justify spending more than the cheapest option
costs, even though (like regulated natural gas) its price may be artificially held far
belov replacement levels. Comversely, society saves mouey by huying any option cheaper
:hnaeu:lyn:mnu:n (such as a nev power station) which would otherwise have to
be builr instead. The investment balancing test compares all options with the long=run
replacement cost of energy represented by that power station; asything cheaper qualifie
for ucilicy finarcing, regardless of any distorted prices that might be in the markes-
place. The test allocatas capital in an efficient way which could not be achieved i)
through the market alone without first pricing emergy far beyond poor pecple's m“.
“l'hc utilicy's loans will bncfit' itself and its customers if properly structured:
¢ The utility should charge interest at its own cost of money (after any subsidy).
Thus the utility is sot unfairly t.rdened, and is not subsidizing loans, yet
all energy options have equal access to capital (and to any government subsi-
dies) so they can compete fairly.

e Eorrowers should spend the money at their own “discreticn for any measure that

will provide energy services more cl:aply than the foregone power plunt--

sreferadly giving prioricy to seas.res that pay dack soonest.

- - - - - - - -



e Borrowers should repay the loans ounly out of their energy sav1n3387. 1f the

utilicy loans $4,000 to insulate your house, reducing your energy cCOSCS by

$1,000 per year, then you repay ouly $1,000 per year (or slightly less).

Within five years, . : you have paid off the principal and interest. Mean-

while you need no money up fromt, and your utility bill is no greater than 4if you

had done nothing. Afteruards you pay less, permanently, because you are getting

sore comfort per dollar and the utilicty is avoiding new comatruction.

The utility, while participating at arz's length in secure, high-return invest-

ssnts, would not own, lesse, iasr |, control, or specify them. Consumers can

be protected from trund” without thrusting utilities into ua.fuj.li'ar or

potentislly anticompetitive businesses.

The pature of the nev investments is such that they would typically require about

a tenth as many dollars (per umit of delivered snergy servta) as the power plant they
rcplac-dag. and would rapay those dollars in thr-n'ot four years, not thircy or forty.
These effects multiply, reducing the utilities' need for investment capital by up o &
wundredfold while providing unchanged sarvices. Many utilities could thus "bootscrap”
the losans from their own cash retained sarnings——money generated by older assets which
were financed relatively cheaply. To the extent that a utiliry caz stretch those in-
ternally generated funds, and hence avoid hnin; to raise very costly new money by sel~-
ling more stocks and bonds, it cam loan at close to its old ("embedded™) cost of momey—

typically az annual interest Tate around eight or nina percent, far below bank rates.

%ould banks resent this competition for a type of loan business (such as home

mwu) which does not normally excite them? Probably not, for two reasons:

e Banks would be protecting their owu precarious utilicy holdings.

e Yortgage-holders, now able to escape spiralling energy bills, would beccoe
less likely to default and stick the bank with energy-guzzling houses nobody
can afford to live in.

On its swn books, the utility would treat the revolvirg loan fund "selow the

line"-=3s a separate kitty, neither in the "rate base" of investments on which rate-

90 .
33 ers P4y a4 return nor passed through to tham as an expense . Every dollar transfermd




#3050

from power-plant comstruction into the rapidly revolving loan fund would become many
times as u.lublcu, reduce financial risk, and reduce the need for costly nev money,
increased debt, and greater dilution of stockholders' equirty.

As utilities cut their losses by abandoning partly built plants, the state commis~-

” of making ratepayers. over perhaps a

sion would probably follow the nsual practice
decade, give investors their money back with no return--painful, but only about a
twentieth the cost ratspayers would othervise ultimately have to u:”. Simul-

taneous rate reform should tTy to -h m:-nul ccos mption pay true ‘ncremental ]
costs, while the whole. energy sector is being systematically u.uuuuud"‘.

The investment balancing tast would halt the utilities' cash hemorrhage——con-
structicn-—end nake them relatively healthy (as Comsolidated Edison showed by umm‘
from nesr-bankruptey to wealth during 1974-80). The loans would put utilicties into a
business with short comstruction times and fast paybacks, eliminating the cashflow in- {
statility that threatened overbuilding umto insclvency. Over the next half-cemntury, as
the utility evolved into & distribution service akin to the telephone company, connect- !

u;-uydupcndmnndmrcu.:L:mldhnnavuublcmkvbiehumusdo ]

well and feel good about.

Izplesentacion ]

Overbuilding has sc drained some Jtﬁitw that they have no cash left to capital-
{ze a revolving losn fund. Initial capital could then come from a t.°= OT twenty-year i
public-gsector loan, akin to the $500 million of Oregon and Califormia bond issues al-
ready financing -uun;bl- energy investments and caumau”. .Alternatively, a
state utility commission might allow slight excass revenus, perhays from high-demand
customers, for just a year or two to get the loan fund rumning.

Utilicy loans for cheaper energy-saving investoents are already proven. Michigam
Consolidated Gas Company, years ago, found it cost less to insulate a hundred thousand
Jetroit houses than to find new gas. Since ve first propesed electric utility loans in
spring 197396. utilities with over two-fifths of national generating capacity have set

up loan programs and proven that saving electricity is far chezper than making 1:9'
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Many loan programs are su’passing expectations. By February 1982, the Tennessee
Valley Authority had lent $185 milliom at zerc intemst to insulate a tenth of Valley
houses, t%lultl£090517 reducing nmominal installation costs by & sixth in coe ycst’a:

These programs are an integral and imporcant part of our power supply planning,
helping us defer the need for $3,000+/kW new capacity and the rate incresases
chat would inevitably be associated with it. They also bring immediate [£inan-
cial) relief to our customers through lower comsumptionm, and thus are a key part
of the [regional develops :zt] sarvice we...provide.
Southers Californis Edison Company amnounced in 1980 that it now viewvs efficiency and
renevables as the best buys, and is to get thircy percent of its pover from alternatives
by 199099. Eves without a comprehensive loan program, Duke Power Company is so far
abesd of its 1990 peak-load saving goals that it has quadrupled them, and expects i
che next decade to avoid the need .c: four to five muclear plants costing over $10
541140890, Macy Borthwest pioneers of utility loans continue to finance savings at
under a £ifth the cost of new plan:slox-bcncfitting even under such genercus terms
as no repayment for tem years or uniil the house is sold.
This 4is not to say that there are nc problems with utilicy loan programs. Most
are inefficiently structured. Loaning money at low or zerc interest, they must subsi-
dize its cost, oftem by putting the loan (or its extra interest cost) into the rate base.
Since all custu-;rt then pay, & "no-losers” test is needed to avoid pemalizing nom-
participants. This restricts customers' investments to a small part of the utilicy's
replacement coOsStT raprnocataf by the forcgcn; power plant. It also splits the incemtive
to imvest efficiently from the parties (such as househclders) making the investment,
2nd can promote inefficient investment. By neither rate-basing nor subsidizing interest
rates, our proposal avoids these defects; and it does not restrict investments to &
¢hor£. often obsclete, list of specified items.
Managers of successful loan programs have no regular forum to compare notes with
'othirl. especially those whose utilities lack widespread public confidence and wonder
how to earm it back. Poorly managed utilitles are actually getting Federal enccurage-
séant to delay or oppese efficiency investzanis or give tham mecre lip scrviccloz. Statu-

tory utilicy house-auvditing programs have been administratively gutted, and the courts

»3ve L.~d to order the “hite House to stup irpounding repeatad appropriations for the
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nev Conservation and Solar Bank, designed to fill gaps in utility loan programs.

Nonetheless, utility masagers, regulators, and investors across the country have
found our comcept finarcially and politically attractive. It cffers consumers, es-
pecially those with low income, & way out from high energy costs. It stabilizes the
ucilicy's prices, cashflow, and competitive prospects. It avoids the further dilutiom
of stockholders' equity and helps protect bondholdc::.tru- defaults. It reduces
uctilities' financial tiak11°3 and cost of momey, enabling them to join, rather than
fight, the trend toward investments with typical pretax returns upwards of thircy
percent per year. And though Federal action could facilitate implementatiom, all the
esxsential pa:ti-—cll those except desubsidization——can be dome at a state level, oftexn
with existing laws sod nesrly always with existing institutiocns.

Municipalities csn even implement their own loans through an existing msunicipal
uzilicy or otherwise. Thus Mimneapolis expects to reduce heating emergy thirtTy percent
by weatherizing all five thousand blocks of the city in three years, via a 510 milliom
mmicipal Enargy Bank financed by local banks, the gas utility, and municipal bomds’o-.
Oceanside, Californis has raised 524 million im private vesturs capital for its
sunicipal sclar-snd-conservation utility, marketed as & tax shelter: consumers pay
lov sclar lease fees (eligible for the state solar tax credit), and the city even gains
net rovlnn-slos. Other such examples lbouadlos.

Fxciting opportunities to combise utilicy loan programs with other innovations
in racte reform, duuhuu.utmlm. powver brokmnw‘. and the like remain largely
uncapped. But other new eunéupts ars being tried:

,® Dtilities in at least four scazes'®’ are "buying back" saved electricity jus:
like self-generatid electricity. Their payment car sometimes be applied o
the capital cost of the electricity-saving device.

e Some utilities are splitting electricity savings with third-party private inves-
tors. Suppose that a power-short smelting company f{nances ixprovements in an
office complex, saving X kilowatt~-hcurs at one cent each. The company then
buys X kilowatt-hours from the cash-short utility at an arbitrated price of

three cents each, instead of the eight cents it would othervise have had to pay.
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For esch kilowatt-hrur saved and transferred, the smelting company saves four
cents; the utility has & comparabie profit to share with its Tatspayers and stock~
holders; od the building occupints enjoy permanently reduced utilicy bills.

e Alternatively, the investor .cn contract to supply the building occupants'
energy satvices (such as lighting aud comfort) at less cost thar they now pay,
then pockat the diffaerencs. .'nac:c service companies” and some unregulated
utiliry subsidiaries now do this.

Still other concepts ramain to be tasted. Uh.u state lav permits, for example,

a utiliry customer whose alectrical demand is permanently reduced via alternative in-

vestments might sell the utility a "peak-load cu—a:"uov

This could become part
of the utilicy's resource plan, ‘ndeﬂumbor—:htduhum:-n: of air
pellucticn under the ZPA's "bubble” concept.

Dtilicy programs could alsc halp provide the current and accurate information
markets raquire. Utilities could even administer loan programs for ranters, such as
the one Citizens' Energy Corporation mow runs in Bostou. Under this scheme an initial
deposit iz a local bank provides Fnuucul for weatherization loans to landlords.
Tmu'mpm:b.nuu:hun”am.mum:bmdlmhmtor
loan repsyments to the bank and gives the tenants half for low-cost/no-cost investments.

More variations -m enurge ul bealthy experimentation refines the loan comcept.
The critical choice before the utilities, however, is oot whether, but only how, to
rd:.:oc:h. :‘ {nvestments into more competitive channels. Others will invest in the
best buys, with or without utilities. The utiliries' choice ir onlv\ between partici-

pation and obsclescencs.

" National benefits

A detailed goverrment analysis bas shown that by investing about $755-790 bil-
tion'll _essen-tally the plas cutlined hers—the United States could, by the year 2000,

e essantially eli=inate the need for new pover plants costing $1 trillion;

e &liminate oil imports (over $70 billiom in 1981 alome) and, if desired, nuclear

poeer;

s luoive $1-2 trillion worth of coal, oil, and gas in the ground;




¢ avoid the social costs of mining, transporting, and burning those fuels;

¢ more than double national energy efficiency; and

¢ make national energy supplies at least cne-third renewvable.
The $1 trillion in avoided power-plant investmens would save utilities over $30 billion
Per year now, rising to $75 billion per year by 2000==nearly all from Wall Street.

Utilicty customers would get to keep more than $10 billiom per year, starting now,
for addiciomal clectrigcity they would no longer need (because efficiency improvements
did the same tasks chesver) and for subsidies o build the plants. Additional savings
from present electrical use would save more money--rising steadily to more than 530
billicn per yaar by 2000. Consumers' direct savings would thus total, on average,
mors than $25 billion per ysar. Ir addicion, utilicy loans at attractive interest
Tates could supply mors than $10 billiom per ycnrllz. Thus just lower eslectric bills
and utilicy loans would offer consumers some $35 billiom per year-—sbout nine-tenths
of the total (up to $40 billiom per year) needed to achisve the pational goals above.
Mesnwiile, more than $50 billion per yesr in direct fuel savings (inclv ag investmentcs
in wells, pipelines, reliseries, mines, r£ilr°¢ds. etc.) would also st in consumers’
pockats or in the capital marketplace. Thus the United States could almost entirely
finance the transition toward a sustainable energy system, without drawing significamtly
o at lasst Sl trillion of fuel savings which would still be available for reinvestment
elsewvhere. And this reallocetion of capital could, as separate analyses document,
bring a constellation of other natiomal and global bennt::slls.

Not least .:af these is the heuristic value of seeing 2 major industry use new

sarket oppormunities to escape collapse as the economics of depletion, pelluction,

scale, and techmological progress shift its incentives and {ts self-izage. The
.lessons of the utilities' rapidly evolving transformation foreshadow, and can aid in,
& wider global shift of capital and institucticms. Just as utilicie; are changing froaz
vendors of kilowatt-hours to financiers of lex-cost energy investments, so other
industries will be driven by zarket forces (or prudant planning) to shift from

rescurce-consumptive to Tesource-comserving activities; from rescurce extraction to




resource productivity (e.g. in water, soil, and minerals); froz an econowy of flows
114

to one of stocks ; and from an econowy of means to ome of ends. The quarter-trillione-
dellar utilicy business——among our largest, most powerful, and mos: embattled instituy-
tions--can, by adapting in its own self-interest, help to guide others toward

sustainabilicy.

Not

[In the fev instances whare a secondary source is cited, it comtains
an up-to-date bidbliography too extemnsive or techmical to list fully bere.]

1. That is, GNP rose over a hundred times faster :.hnn Det primary enargy demand-—g
shorthand version of "savings" which Aggregates lifestyle changes (usually minor),
shifts in composition of output, and the technical increases in energy productivity
with which this paper mainly deals.

Rasource & Technclogy Management Corp. (Arlicgtom VA), Alternative Energy Data
Summarv™ for the United States, Vol. 1, 1975-80 (1981).

Sclar Energy Resesarch Institute, A New Promtig' » Brick House (Andover MA, 1981).

14.

R. Sant 2t al., The Least-Cost lncg_v_ Smtnn (1979) and Eight Great !ncm Mvths

(1981), inergy Productivity Center (Arlingtom VA); for further cost documentation,

A.B. & L.1. Lovins, Brittle Power: !norn Stra:cn for Natiomal Security, Brick

Houpe (Andover MA, 1982), at App. 3.

Docusentation in Lovins & Lovins, id., p. 415 an. § -55, and in ALB. & L.E. Lovins,
F. Krause, & W. Bach, Least-Cost Energy: Solving the CO. Problem, Brick Rouse
(1982), at p. 55. Practical efficiency including drive train {s doubled.

S. Eketorp et al., Framctide Stilverket, 3 vols., !Un;l.-‘rckn. Rigsikolan (Stockholm,
1981).

See Loving et al. (1982), ref. 6, pp. 49-50.

J.8. Wérzldrd, Husholdniuger og Energ!, Polytzeka. Forlaget (¥Jdbenhavn, 1979).
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Ref. 8, pp. 43-47: a 1981 prototype Rabbit did 80 mpg city, 100 highway.
1d., pp. 3143,
C. Schneider, Congr. Rec. E2512, 21 May 1981.
Lovins & Lovins, ref. 5, pp. 305-309.
Ref. 8 and citations.
A.B. & L.E. Lovins, Energy/War: Breaking the Nuclear Lisk, Earper Colophon (NZ,
Business Week, pp. 58-69, 6 April 1981.
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Sant et al., ref. 5. .
Ref. 3.
Public and privara (782 of alectrical sales).
Privace utility data from Edison Electric Institute (Washingszem DC), Stacistical
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Electric Utilicy ladustry, DOE/EIA-0311 (1981), at 4-l. d
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accelorated depraciation (Ref. 22).

T. Dillon (USDOE), "Nuclear Ecovomics,” speech, 15 Jume 1982.

Id.; Raf. 23,
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_06) (June 1982), pp. 20-23. ~ - ‘— .
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DOE/S-0008 (1981), p. 21.

C. Komanoff, Power Plant Cost Escalation, Ballinger (Caxbridge MA, 1982).

Ref. 5.

A.B. Lovins, Ann. Rev. En. 3:477-517 (1978); Ref. 3 & S.

A.3. Lovins, Soft Energy Paths, Harper Colophom (NY, 1977); Science 201:1077-1078
(1978), 204:124~129 (1979).
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Computation, U. Ill. (Urbana/Champaign, 1976).

Lovins & Lovins (Raf. 5), p. 419, u.'ﬁl-iz.

P. Shenon, "Excess Energy,”™ Wall St. J., p. 1, 9 October 1980.

V. Taylor, "Electric Utilities: The Transition from 04l," § December 1980 testimony,
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Ref. 34, pp. 255-259.

USDOE, DOE/PE-Q04l. (February 1982); Electrical World, 3lst Amnual Forecast, 15
September 1980; 1980 dollsrs.

Business Week, 28 May 1979, p. 108.

USDOE (Ref. 38), p. 15.

A. Reynolds, Energy Information Administration, perscnal comsunicstions.

M. Weiss, Money & Markets (W. Palm Beach FL), 23 July 1982.

C.A. Benors,_at p. 2ﬂAin California Public Utilities Commission (San Francisco),
Epargy Otilities: The Next 1C Years, 1982.

Thus pev stock sales confiscate existing stockhclders' assets.

R.J. O'Comnor, at 5= iz Nucl Geek's Special Supplemant (April 1982),
"Suclear Commerce in the 80's.”

I.a. made of "allowance for funds used during ccustruction” (AFUDC), a non-cash
income item meant to raflect the earning poteutial of partly built plants.

Ref. 43, at p. 22.

Ref. 23, at p. A-l4.

J.R. Exshwiller, :Plnu.u Power,” Wall St. J., p. 1, 2 February 19'1,\

P;xtinl deregulation is theoretically attractive (though messy in practice);
fuller competition is a good substitute (I.M. Stelzer, "The Electric Utilicy
Deregulation Debate,” speech, 21 September 1981, at p. 13).

I.e. about 6¢ and 9¢ per kW-h delivered, comparing the heat content of a kW-h
(3413 BTU) or barrel (5.8 million BTU) wirhout regard to the conversion efficiency

of either. Taking that efficiency ioto account yields the conclusions following.
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UDeilicy Commission, Limerick Investigation, docket #1-80100341, which shows that
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E.g. Raf. 15, p. 53.
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Sanr et al. (Raf. 5).

Raf. 3, p. 327, line v.
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A.B. Lovins, J. Bus. Admin. (Vancouver) 12(2):91-114 (1981); "How To Keep
Electric Utilities Solvent," 26 February 198] memo o Treasury Secretary, as’
revised iz The Energy Journal (Tucson), January 1983, in preparatiosm.
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1d. at 7.
Ref. 65; The Times (Londom), p. 1, 1 March 1980.

Id.; A. Ford & A. Polyzou, "Simulating the Spiral of Impossibility in the Electric .
' Dtilicy Induscry,” LA-UR-81-3343, Los Alamos Natiomal Laboracory (1981), -
Sant {Ref. 5, 1979).
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.:;giin:i;.phu Electric Co., Exhibit WCH-1, pp. 28-29, in Kef. 52 case; Ref. 42,
This comparison is due to Sant's colleague D. Bakke.

D. Morris, at p. 73, Solar Age, April 1982; Ref. 23, p. A-27¢.
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Thus utility stocks rose 17-1EX in the year ending April 1982-—though still well
below book value.

C. Davis, 4 Harv. Eov. L. Rev. 311-358 (1980).

“Via .t; iubsid.i;s and rolled-in p:icin;:..h.-.-mm:-:._ Cornell University.

Assuming unitary own-price elasticity of demand.

Ref. 65.

Already somprising some oil companies (including the Shall Group's most profitable
subsidiary), insurance companies (notably Equitable), banks, municipalities,
public solar-and-comservation utilities, private industries, secondary markets,
and nev investment vehicles.

At 152, California Public Utilities Coumission (San Francisco), Energy Effj-
ciency and the Utilities: New Directions (1980). Ses also 141 id.

1d., p 163.

Via a Certificate of Public Necessity and Convenience, or equivalent.

E.g. in Vermont and Comnecticut. Idaho even rejuires that efficiency and renewable
opportunities be exhausted f:u.::t regardless of price.

See also A.B. Lovins, "How To Finance the Energy Tramsition," Not Man Apart

(San Francisco), pp. 8-10, mid-September/October 1978, republishing -
Washington |DC[ Star op-ed, 2 April 1978.

This "graduated-payback” system vu'dﬂclopcd by TVA.

E.g. by TVA-style conditioning of labor payments on inspection, and by consumer
information feedback programs.

h'fs. 3, 35, & 6. .

The .mll transazticn costs might be expensed.

E. Kahn et al., "Commercialization of Solar Energy by Regulatad Utilitias: Econcmic
and Financial Risk Analysis,” L8L-11398, Lawrence Berkeley Laboratory (1380).

American Bar Assn., 12 Nat, Res. L. Newsl. 11-12 (January 1981).

I.e. $50 billion under comstruction vs. 51 trillion more proposed.
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Ireasury-—balancing on the utilities' books the foregone return on adandoned pl

95. D.A. Roberti, J. legisl. (Notre Dame) B(1):46 (1981).

96. Ref. 86. '

97. CPUC, Rafs. 43 & B2, passim; En. Cons. Bull. 1(2):7 (August/Septemper 1981).
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101. CPUC, Ref. 82, at 187; the specified measures are mot the cheapest availsble.

102. J. Emshwiller, Wall St. J., p. 2:23, 2 September 1980.

103. Ref. 91. '

104. Documented in Lovins & Lovins (Ref. 5, 1982), PP. 328-329.
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106. Raf. 104, Ch. 17.

107. Ref. 9.
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110. Concept due to W. Appel Esq. (Sesattle).

-111. Ref. 3; 1980 dollars throughout.
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114, 4. Daly, Steady-State Economics, W.H. Freemar (fun Francisece, 19£0).



ATTACHMENT 9

{ I¥ TEX DISTRICT COURT OF
1
{ TRAVIS COUNTY, TIXAS
1
1

91  soozen: pismser

#OM COMES the CITY OF AUSTIN, TIXAS, Plainti??, complaining
of HOUSTON LIGETING AND POWER COMPANY and BOUSTON INDUSTRIZS,

'm..mmmmmezmsaummgm

Participation Agreement and other ralief as set forth hersin.

x'
Ploineis?, thoe City of Austin, Texas (*Anstin®), 435 a
municipal corperation incorporatsd ander the laws of the State of

((Texas and its Home Rule Charctar and located in Travis County.

wuwummammu-mw

"mmummmm.. Austin is the owner of

l
t

164 undivided interest in the South Texas Project (*STP*), a
mmm under constructior 4in Matagorda County,
Taxas, consisting of cwo proposed l250-megswatt units.
Defendant, Nouston Lighting and Power Company ("ELP®), is a
corporation incorporated and existing under the laws of the Stats
of fexas, having & place of business at 611 Walke: Avenus,
Bouston, Texas whars service of process can be meds upen its
Chairman and Chief Executive Officer, Dem 0. Jordan. NIP 4is

;;“ within the State of Texas. KIP is the owner of a 30.8%
"undivided intarest ia STP.

i‘ . Dafendant, NScuston Industries, Inc. ("Bouston lsdustries”®)

u.mmummmmmum
mu“‘!-n having a place of business at 611 Walkar Avenue,
‘ Texas mvie_-mu-aqnsucnunam
m.z Pxacutive O!!&.u d;lt. Jordan. Housten Industries owns

\
mmumumootmul:}

gl . . |lC i "

2 W

_mumwxmn‘mm'

e — e A A—————— . — £ . s



.

In Decamber, 1973, 4in the City of austin, Tzavis County,
Tuxas, Austin entared ints & written agresmant (“Parzicipetion
Agresmant®) with KLP, Cantral Power and Light Company (*CPL®) and
uuqezmum.m.mummnmuq
Public Service Board (°Crss*), t0 participats in the constIuce
tion, ownership and cperation of STP. Zach entity bas an undi-
mwmpumumamusum
intsras:. mvmmumumua.

mmmu-m.mummu’mm
| Nanager en babalf of the participants. Witk certain exceptions,
m.ummm.humﬁw“uwh&
the planning, construction and operation of §I. in accordance
uum’mzmmemmm agreements.

2.
umum'om-‘mmm.mmm
4 writtan comtract ("Brown & Root Contract”) dated Decamber 31,
1’72."““‘“‘*‘,“5.“'”.““
" architeet, engineer, constructor and construction manager for

| B3R,
i

mmm;mmcuw-mam.
mahnmm among othar things, (a) to perfsorm all
M-‘mmmmmmxumm
Mmmummmu-mu
ST? i eccordance with applicable codes, and stats, local and
federsl govermmant regulations; () to formalats, establish and
sdminister a quality assurance and quality control progzam o
mmmozxomso.mm-‘(c)a
:Immnmwmn‘
"Mumummumuummmam‘
:m. :

' .

o

¥ "l
: Whan Austin entared into the Participation Agreement for §T7
um.:sv:.m;mmmuw»ym.u_



Project Manager, as the architect, engineer, constructor and
construction manager for ST? and had commenced work therec..

in Decsmber, 1973, KIP and Brown & Root represantad and
Austin in good faith belisved that Brown & Root possessed oOr
could ebtain the requisits nuclear angineering, constrIuction,
construction management, guality assurances and gQuality comtrol
expastise, or had the ability to cbtain same, sufficient ©o
design, enginear and construct STP in accordance with the Par-
ticipation Agresment and project agresmants, the Brown & Root
Comtrac:, the Act, the rules, regulations and requirsments
thersundar, and to have ST7 licansed for operation with the
i Buclear Regulatory Commission ("NRC®). In Decsmber, 1573, ELP
represantad and Austin in good faith belisved that ELF could and
wvould propecly perfora and discharge its dutiss as Project

good Zaith belisved that Srown & Root posseassed or could cbtain
the expartise descrided above and that KLP could and would so
Proparly perform as Project Mans jer.

ST? was not designed, engineersd or constructad in accor-
' dance with the Participation AgTesment and pIUiect agresments,
mmsh«m.mn the rules, regulations and
wmwm;mummm

perfors and discharge its duties as Project Nanager.
Austin's balisaf as to the expertise of Brown & Root and the
|ability sf NP to properly parfors and discharge its duties as

ing into the Participation Agreemant and rumalining &8 & party =0
limww.mcu.muuuqumuqu
mmmmm engineer, construct and provide
mw quality assurance and gQuality control
!Im:summummzyumumxymm
discharge its duties as Project Managex.

i Brown & Root 4id not ia 197]) or tharsaftar have the exper-
'“MMMMlmm-tlmmWh

prospects of cbtaining that expertiss. HLP did not in 197] or
\

Manager. m.mmm:mmmuu‘

immummm-zmxy

Project Manager rslata to matarial facts essential to its entar-




thersaftar propesly perform and discharge its duties as Proiect
Manage:.

mzy.mmmuum. engineersd or constructed
umnumvmmmtmmam
mn.mm.mm,mu&.umm.
Tegulations and requirements thersunder.

u.mzummuw-ummumun
ummmmum.mumum'.wm
umlyn!mmmsum”mamm.
%ummm.mh“tMEMMthDM’l-
tion Agreement.

v.

From 1973 chrough appruximately 1981, mI» represanted to
mm:m;mm«mmmm
wmumu—;mmmmu-m.
mnwmumu&mrwuum
mmmjmm.muuathnm.m
m.mm.mumm,uu

_,u—.‘mmnuvxummmmem—uumu.

.im&y perform and discharge its duties as Project Manager.
'.

w:-umuummumum.m
mu—mmunmum.munmaa
' The represantations msde by KL to Justis relats to material
zuu-uuuuam'-avuv—mam. that is, the
u-ucyum:yummm-um.qm,
 GORSTIUCT and provide comstruction managemert and quality assure
sguumqmmmmmmmnqum
:lugwxymdmxuhuuunumw.
i

mmunmummmwu

discharge its duties as Project Manager.

B S ——



As a reasult of such acticn or forsbearancs by Austin, Austin
bas suffered the damages set forth balow, for which there is 20
adequata rumedy at law.

After 1977 Bouston Industries controlled EILP and induced,
incitad, abetted or participated in the actions dascribed above.
vi.

Anstin entersd into the “articipation Agreamsnt based upon
the good faith balief that Brown & Root bhad or could cbtain the
axpartise descrided above and tuat KLP could and would propeczly
pezfore and discharge its éuties as Froject Kanager.

Brown & Boot, in fact, did not have and had no resasonable
prospects nf obtaining such expertise and KLP did not propecly
pariczm and discharge its dutiass as Project Manager

Austin's beliefs ralats to matarial facts essential to its

is, the identicty and ability of the party which would dasign,
angineer, construct and provids constIuction management, quallity
um“@&qamlmmmuquot
P to proparly parfors and discharge its duties as Project
Hanager .

“ Anstin maintained the preceding good Zfaith beliefs in

_Decambar, 1973, and thersaftar, despite the exercise of oriinary
i

caze on its part.

Inees, constructor and constIuction manager on the project and
umzm-uumxymuum-'xum as
|Project Manager ars of such grest consecuence to the Partici-
pation Agresmest that to enforce the Participation Agresment,
despits Austin's mistakan beliefs, would be unconscionable so
| thet Austiz is emzitled to Tefors the Participatios Agreemant.

g Raformation ©f the Participation Agresment will not preju-
'u...'u-mum.

— -

!

Zl viz.

1 Under the Participation Asreemsnt, ELP is to provide for and
'is responsible for Po plioniig, construction and cperation of
mumhum’me;um Agresmant and the

The facts that Brown & Root was to be the architect, engi-

entsring isto and remaining in the Participation Agreement, that




Project agresmants. These duties relats to a matarial aspecs of
the Participation Agresment, that is, the overall coordination
and responsibilicy for the design and bulilding of STP.

Austin's obligation to pay for STF was and is, in pars,
dspendant upon the performance of the above-descriled duties by
r.

ELP bruached the preceding duties by, among othar things:

(a) Belecting Brown & Root to provide the services
dascribed above;

() Contracting with Brown & Root;

(e) Palling to tarminats irown & Root prier wo 1981,

(d) Pailing to discern that Brown & Root could not and
was not parforming as required;

(o) Falling to promptly inform Austin that Brown & Root
could not and was not performing as required; and

(£) ralling to propazly perform and discharge its dutiaes
as Proiject Ranager.

As & rmsult of such acts or omissions by ELP, Austin has
suffared the camages set forth below, for which there 4is no
adeguats remedy at law.

ii Bouston Industries induced, incited, abetted and partici-
.nwummmum.

viIz.
As a result of EILP's Dbreaches of its contractual obliga=-
Jeions, the mistakan baliefs of the parties &t the time of enter~
ing into the Participation Agresnant, Austin's forsbearancs from
taking action with respect to STP, EKLP and Brown & Root, and tha
m.splaced reliance on KLP, as set forth above, thers has bean a
'matarial faillure of comsideration to Austin with respect %o the
!rm&mﬂmtwunuuduntomw°
:E~zla.vmmmunz forts belov ard have all

suns which it has paid pursuant to the Participation Agressent
! retusned to it by ELP.




- ———  ——

li
. Houston Industries, joistly and severally, in the amount of

=.

As 2 result of the mattars desnribed above, Austin has been
damaged in an amount in excess of the jurisdictional smcunt of
this cour. by vwirtue of its increased capital and intarest
expenditures for STP, its loss of use of STP, the necassity to
purchase or gsnarats replacemant power at higher costs, and its
inalility to plan and provide for the future power needs of
Austin, plus sxpenditures for attorneys’' fees and axpenses.

e
WEERZFORE, Plaintif? respectfully requasts this Court to:

(a) Raform the Participation Agreemant, such that (1)

STP; and (2) ELP refunds to Austin the approximataly Four Bundred
and Thirvy-Sevex Nillion Dollars (5437,000,000) expended by

by Austin with respect to STP;

() Ralisve Austin of eack cbligation, whethar past,
currant or future, to provide monmey, PIUparty O satarials with
raspect to STH;

(¢) Entar judgment in favor of Austin and against ELP and

damages to which Anstin is entitlad, togethar with intarest,
costs and atsorneys' fees.
(d) Mmzd such othar relief, gansral and special, legal

'ﬂmmu.umcmmmwmm

Albert Delalkosa, being first duly sworn, deposes and says

ithat he is the City Attorney for the Cicty of Austin, Texaz, a

/smnicipal COTPOrAtion, inCOTporated under the laws of ihe Staie

of Texas and its Home Rule Charter and located in Travis County,

Austin coaveys to ELF 4its zight, title and i tarest in and ©

Austin to dats with respect to TP and all futurs sums expended |
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ug ef Austin, Texas
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ATTACHMENT 10
NUCLEAR POWER PLANTS CANCELLED IN 1982

Plart - Utility $ Lost
(millions)
Allens Creek Houston Lighting and Power (Co. s 388
Black Fox 1 & 2 Public Serv. Co., Okla. s 2TF
Cherckee 2 & 3 Duke Power, South Carclina L

Hartsville B 1 &
B2 and Phipps Bend

1 &2 R Tenn. Valley Authority $2,.000
North Anrna 3 Virginia Elec. Power Co. $ 540
Pebble Springs 142 Portland Gen. Elec., Ore. $ 180
Perkins 1,2, & 3 Duke Power, North Carolina $ —
Vandalia . Iowa Power & Light $ ———
WPPSE 4 4 S Wash. Public Power Supply System s 2,250

Cancellations in 1982 represented a lost investment of &t
least 85.4 pillion.




ATTACHMENT 11

At $5.4 billion, utilities say

lt’s ch'eapef to scrubp_roj ecté
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ATTACHEMENT 12
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wmmy Houston Lighting & Power PO Box 1700 Houston, Texas 77001 (T13) 228.621

March 18, 1983

ST-HS-YQ-00z60
File No.: Qi2.8
Q16.4

Mr. L. W. Kurst

Project QA Manager

Bechtel Energy Corporation
P.0. Box 15

Bay City, Texas 77414

SUBJECT: SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION
PROJECT ann_T REPORT NUMBER GO1-301

Dear Mr. Hurst:

Attached is the Project Audit Report of Bechtel's Quality Assurance/
Quality Control activities, Audit Number GO1-301, performed on February
8 through 16, 1983. The results are summarized as follows:

‘Number of I[tems Re'iewed: 1110

"Number of Deficiencies: 33
‘Number of Concerns: 7
‘Number of CARs: 4
*Number of DNs: 10

A written response tu o'l concerns is required to be submitted
by April 18, 1983.

If you have any comments or require additional information, please
contact Ms. D. I. Teague at 512/97°-5466 extension 2420.

Very truly yours,

Al Pl

H. A, Wa'ker
Project (A Manager

South Texas Project
HAH/guE/Egc:lr

Attachment
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Houston Lighting & Power Company

L. W. Hurst
ST-HS-YQ-00260
Page 2

cc: G. W. Oprea, Jr.

J. E. Geiger

D. G. Barker
Maroni
Dew
Williams
Ulrey
Turner
Beavers
. Dewease
Goldberg
Horrigan
. Murphy
Teague
Krisha (BPC)
Lex (BEC)
. Miller (BEC)
Dotterer (BEC)
. McCullough (BEC)
. Patterson (BEC)
Audit File GC1-301
STP/RMS-CCS
Site Library
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SOUTH TEXAS PROJECT AUDIT REPORT

AUDIT NO.: GO1.301 AUDIT DATES: February 8-16, 1983
AUDITED ORGAMNIZATION: AUDIT TEAM:

Bechtel Energy Corporation . 1. Teague Team Leader
QA/QC (Houston and Site) . W. Bohner Auditor
P.0. Box 15 . C. VYon Nyvenheim Auditor
Bay City, Texas 77414 . M. McDaniel Auditor

Lead Auditor Date

PRE- DURING POST-
PERSONNEL CONTACTED: AUDIT AUDIT AUDIT

. W. Miller BEC PQAE
. B. Luder BEC LQAE
. A. Meggison BEC PQCE
. R. Dotterer BEC PQAE
H. Medina BEC LQAE
Ramsey BEC QAE
M. Dugas BEC QAE
Sadre-Orafai BEC QAE
P. Cook BEC QAE
Kay BEC QCE
Bentley BEC QCE
F. Hous:ion BEC QAE
. M. Cantrell BEC QAE
Brumbaugh BEC QCE
Allen BEC Administrative Assistant
Lucy BEC QAE
Lattimore BEC QAE
. P. McNeal BEC QAE
. R. Pidgeon BEC QAE

X
X
X

R
E
R
K
R.
R.
S.
Y.
J.
R.
D.
W.
R
G.
D.
D.
D.
K

¥ C > 3 DC D DC D D D 2C DE 2 D 2C D 2 2 DK

[

OBJECTIVE OF THE AUDIT:

To verify the adequacy of the Bechtel STP QA program and proper implementation
of the quality-related procedures.




Page 2 of §
Audit-No.: GO1-301

DEFICIENCIES/CONCERNS

DEFICIENCIES:

|

A Corrective Action Request (CAR) was not initiated for quality related
deficiencies identified during surveillance as was required by the
referenced Quality Program Manual.

HL&P CAR No. G-220 issued.

Contractor/Constructor safety-related procedure for hydro test was not
reviewed in accordance with the referenced requirements, in that it did
not contain requirements for qualified personnel to perform hydro tests.

HL&P CAR No. G-221 issued.

There was no objective evidence that STP Site Qualified Auditors partici-
pated as an auditor in training prior to their certification as auditor.

HL&P CAR No. G-222 issued.

Bechtel's quality related implementing procedures do not adequately
incorporate programmatic requirements.

HL&P CAR No. G-223 issued.

BEC audit notification memorandum's did not list schedule dates, or address
the entrance or exit meeting, as required.

HL&P DN No. 010 issued.

The PQAE is not maintaining a daily log in which to document results of
required reviews.

HL&P DN No. 011 issued.

Procedures did not have a reference section and did not make reference to
applicable documer.ts.

HL&P DN No. 012 issued.

NCR reports did not have required QCE stamps applied.
HL&P DN No. 013 issued.

Formal replies to BEC's Redundant Inspection deficiencies issued to contractor/
constructor are not being received within five (5) working days.

HL&P DN No. 014 issued.



Page 3 of §
Audit No.:.G01-301

DEFICIENCIES:(Cont.)

10.

11.

12.

13.

14,

15.

Selected quality surveillance plans did not receive the required in-
depth review by QA.

HL&P DN No. 023 issued and closed.

A BEC Project Quality Assurance Procedure was in conflict with the PQPM
as to when the BEC Division Manager, Quality Assurance approves revisions
to the PQPM (prior or subsequent to HL&P approval).

HL&P DN No. 024 issued.

Written notification of completion of prescribed training, for QAEs was
not provided to the QA Manager/Audits as required.

HL&P DN No. 025 issued.

There is no objective evidence that Quality Surveillance Discrepancy Reports
were being trended, as required.

HL&P DN No. 026 issued.

Certain sections of the BEC PQPM did not receive review/comment by
Construction as required.

HL&P DN No. 027 issued.

Open items on the QAE log were not carried forward; required evaluation

of CAR responses were not performed on 3 CARs; the CAR log did not contain
Justification for granting a verbal request for extension; PQAE entries in
the QAE QA Togs were not dated; and forms titled "San Onofrs Nuclear
Generating Station" were being utilized for the Quality Audit log.

These deficiencies were corrected during the performance of the audit and
no further action is required.

Two additional deficiencies were identified that had to do with trending
of Redundant Inspection Reports and transmittal of the reports to the
contractor for corrective action. These deficiencies had been previously
identified on and are being resolved by HL&P CAR G-195.
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5 Page 5 of 5
P Audit No.: GO1-301

CONCERNS: (CONTINUED)

7. Certification records for QCE personnel had been anotated with the
statement "Certified in accordance with paragraph 6.1.1 of QCI-8.0."
This would indicate that the QCEs did not have the total experience
as specified in ASNI N45.2.6, however, further review of the
certification records indicated that this statement should not have
been used. Apparent confusion exists as to when this statement applies.

AUDIT SUMMARY/RECOMMENDATIONS

With the exception of the deficiences and concerns identified within

the report, the consensus of the audit team was that the BEC QA program
and procedural implementation was adequate. It is recommended, however,
that Bechtel place more emphasis on obtaining adequate procedural reviews
and more attention to detail is needed in day-to-day procedural
implementation.

ATTACHMENTS:

HL&P CARs G-220 through G-223
HL&P DNs 010 through 014 and 023 through 027



N o Shhban SOQUTH TEXAS PROJECT ELECTRIC GENERATING STATION G01-30]
The Light HOUSTON LIGHTING & POWER r
QUALITY ASSURANCE (1) CAR No. £-220
company CORRECTIVE ACTION REPORT (2) REVISION __ 2
{J) ORCANIZATION (4) DEF REQUIRED (S) RESPONSE DUE DATE
1 Bechtel QA Department 3 ves 0 no o;-.u-g
DOCUMENT VIOLATED REV. PARA.
e 'BEC POPH, Section 18 { ] | 3.1

(7] OESCRIPTION OF CONDITION ADVERSE TO QUALITY

A corrective Action Request (CAR) was not initiated “or quality related deficiencies |
identified during surveillance as was required by the refarenced Quality Program
Manual. See continuation sheet to this CAR for details.

o o
(8) REPORTED &Y. TOATE
A m har N 223 /63
(9) REVIEW 4 { OATE: _ " y
1 _~
/ 7
(10)] REMEDIAL ACTION
(1Y) SIGNATURE :OANE. (12) EFFECTIVE DATE.
i
3'n:u CAUSE OF CONDITION
{14) CORRECTIVE ACTION TO PREVENT RECURRENCE
(18) REVIEN A2 , APPAOVAL 1DATE & 118) EFFECTIVE DATE T
1
&nn;umm.:on [ ACCEPT | SUPEAVISOA OaTe
4 = agECT |
118! VERIFE.CATION PERFORMED 87 Q SAT | SUPEMVISOA QaTE ]
UNSAT
119 MLAP GA CLCSUME SATE




Page 2 of 2

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) CAR NO. 220

(2) REVISIONZ2

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY

BEC PQPM, section 18, paragraph 3.1 states in part, "Quality

related deficiencies found during surveillance, witness or audit

are reported as audit findings by issuing Corrective Action

Requests (CAR)."

NOTE: BEC PQAP-7.11, paragraph 4.3.1.C.5.Note, states in part,

"Every effort shall be made to huve deficiencies corrected

without initiating a Corrective Action Request (CAR).

For important items that cannot be corrected, during tne

surveillance, the QAE shall advise the PQAE of the

situation. The PQAE shall evaluate the circumstances and

if appropriate, issue a CAR."

Contrary to the above requirements, surveillance number 813.2

(surveillance of ESI maintenance activitied performed 11/15/82-

11/19/82, indicated a lack of objective evidence that monthly

fnspections and weekly maintenance activities were being performed

on certain cranes utilized .in handling safety related equipment.

This deficiency was not corrected during the surveillance and no

CAR was issued as required by the PQPII,

POA-Q64 (11, 2D)

e g gl S g g ) s T e e



W

PQA042 (9,82)

The Light
company

SOUTH TEXAS PROJECT ELECTRIC Ge» ERATING STATION
HOUSTCN LIGHTING & POWER

QUALITY ASSURANCE
CORRECTIVE ACTION REPORT

G01-301
(1) CAR No. _G-221/

fs;REVISION _ ©
131 ORGANIZATION

Bechte] QA Department e ves oo log e
(6) DOCUMENT VIOLAB& POAP 7 ]3

{7) OESCRIPTION OF CONDITION ADVERSE TO QUALITY

o - -

REV, 0 'PARA.

TNSE DUE DATE

3.1

.1

Contractor/Constructor safety related procedure was not revie

wed in accordance wit:

the rofere: =24 requirements. See continuation sheet for details,

(8) REPCATED B8Y

:OATt;z/z

Vivy
(8) REVI lz/p APPROV AL
A

OATE

l

2/ Y/&

(10) REMEDIAL ACTION

{11} SIGNATURE :*5:?!‘ (12) EFFECTIVE OQATE
[}

{13) CAUSE OF CONODITION

{14) CORRECTIVE ACTION TO PREVENT RECURRENCE

P—

(1S) REVIEN AWD APPROV AL :oarg. (116) EFFECTIVE DATE
1

(17) L8P IMITIATOR ") ACCEPT I SUPEAVISOR OATE
REECTY
(18 VERIFICATICN PE#FQAWMED gy g SAr :sunuv-sou OATE
£ 1 UNSATY
(19) L8P CA CLCSL B
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HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(i CcarRNno.__£-22/

(2) REVISIONC

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY

STP-POAP, section 11, paraaraph 11.3 states in part., "Tests

are nerformed and evaluated by qualified personnel.”

BEC PQAP-7.17, paragraph 3.1.] states in part, "The Site PQAE

—.shall review. . .contractor safety related procedures

prior to issuance for. . .Special process control requirements

such as personnel, procedurs or equipment qualification."

Contrary to the above requi -ements, Ebasco procedure CSP-17,

does not provide for qualified personnel to perform hydro tests.

PQA-084 11,20 ‘




PREES W SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION 601-301

The Light HOUSTON LIGHTING & POWER

QUALITY ASSURANCE © INCARNo. £-222
cempany CORRECTIVE ACTION REPORT o Bt
() OQG-\leAYlQ‘N (4) DEF REQUIRED (S) RESPONSE DUE DATE
BEC Quality Assurance Coves X no £3-26-73
[8) DOCUMENT VIOLATED - TRev. \PARA.
S REc PoAr.p. 1 T H 9 : 5.1.(8)

{7) CESCARIPTION CF CONDITION AODVERSE TO QUALITY = 2y == 5
The above referencs docurent requires individuals qualified as auditors to

participation in one audit as an auditor in training under the cognizance of a

lead auditor, Contrarv to the above. there is ro obiective evidence that STP

Site Qualified Auditors participated as an auditor in trainina prior to their

certification as auditor

Examples ars: (sse attached cheat)

"t Zd 3

\ o7/-? ¥/573
7
(10) REMEDIAL ACTION
(11) SIGNATURE :OATE. (12) EFFECTIVE OATE:
1
113) CAUSE OF CONDITION
(14) CORRECTIVE ACTION TO PREVENT RECURRENCE
(1S REVIEW AND APPROV AL :OATE (1o EFFECTIVE DATE
]
(17 MLSP 1NITIATSA CO acce?T | SUPEAVISOA Cate
) REJECT
(18) VERIFICATION PEREQRVES B Y CJ SAT :su'euws;n Care
2 Uasar ,

19 ML&P QA CLOSURE DATE




H

L&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) CARNO. G'-Zg 2

(2) REVISIONZ
AUDITOR CERTIFICATION AUDIT NO.
NAME DATE DATE
S. Mittal 10/18/82 15-82/A13.1
D. Lattimore 11/9/82 5-82-82.1 (5/82)
D. Lucy 7/21/82 5-82-A15.1 (5/82)
G. Moraan 11/1/82 14-82-A12.1 (&/82)

NOTE: The audit reports issued for the above audits list the individuals

as auditors.




PQA-042 19/82)

The Light
company

HOUSTON LIGHTING & POWER

QUALITY ASSURANCE
CORRECTIVE ACTION REPORT

SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

G01-301

(1) CAR No. (- 22 3

{2) REVISION _©

13) ORGANIZATION (4) DEF REQUIRED

Bechtel QA Department C ves

L wo

(5) RESPONSE DUE DATE
L3-26-23

8) COCUMENT VIOLATED 2 REV
N See Continuation Sheet!

See Continuatioﬁ’gﬁget

(7) OESCRIPTION OF CONDITION ADVERSE TO QUALITY

Bechtel's quality related {mplementing procedures do not adequately incorporate

programmatic requirements.

See continuation sheet for specific examples.

bl 2

{8) REPORTED BY:

A/ej‘({\ e

EOATE: zéls/éi

{ DATE: -

i f§/325/823

{10) REMEDIAL ACTION

(11) SIGNATURE :DATE: (12) EFFECTIVE DATE:
|

(13} CAUSE OF CONDITION

(14) CORRECTIVE ACTION TO PREVENT RECURRENCE

(15} REVIEW AND APPAQV AL DATE 116) CFFECTIVE DATE

S

(17 HLAP INGITIATC A : ACCEP»TY :s‘,!env.sga OATE
: REJECT ,

(18 VERIFICATICN PERAFOAMED av D OATE
'_'—|

SAT : SUPENVISOR
UNSAT

(19) HL%7 QA CLOSURE

e R




Page of

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) CARNO._éhggJL

(2) REVISION-Z

BLOCK (6) DOCUMENT VIOLATED

1) ANSI N45.2, section 3 (Organization), states in part, "Persons and

oraanizations performing quality assurance functions shall have

sufficient authority and organizational freedom to. . .control

further processing, delivery, or installation of a nonconforming

item, deficiency, or unsatisfactory condition until proper

dispositioning has occurred."”

2) ANSI N45.2, section 1.4 defines Quality Control as "Those quality

assurance actions which provide a means to contrcl and measure

the characteristics of an item, process, or facility to established.

requirements."

3) BEC POAM, section 7, paragraph 7.5.1 states in part, "Using the

receiving inspection quality control instructions, the PQCE and

staff perform receiving inspection activities that include, as a

minimum. ., .replacement of protective measures removed during

receipt inspection."

4) BEC PQP', section 10, paragraph 1.7 states, "The personnel qualifica-

tion procedures include provisions to maintzin and periodically

review recor:s of inspector's qualifications to ensure that they

PUA-GEL (V1 8

are kept current."




HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

1) carRno. _(£-223

20 Revision_©

_BLOCK (6) DOCUMENT VIOLATED
5) BEC POPM, section 12, paragraph 1.1 states, "Inspection procedures
require that the inspector check calibration labels or tags as well
as _aoparent oroper functioning of the instrument prior to use to
assure that the calibration period has not lapsed and the
equioment is in proper working order."
6) BEC PQPH, section 16, paragraph 2.1 states in part that the

“Project QA Manager or his designee is responsible for monitoring

the results of the projects corrective action program” and that

"He reviews and analyzes Engineering design deficiency reports and

trend reports, for indications of conditions which may require

corrective action."

PCA-Cas 1122




HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

BLOCK (7)

(1 carRNo. (2223

(2) REVISION_L

DESCRIPTION OF CONDITION ADVERSE TO QUALITY

1)

Contrary to the requirements stated in items 1 and 2 of Block 6,

peither BEC's QA program or WPP/QCI-34.0 (Organization and

Resoonsibilities) orovide authority and organizational freedom

for the Project Quality Control Engineer to control further

processina, etc. (Stop Work Authority).

2)

Contrary to the requirement stated in item 3 to Block 6, the

BEC receivina inspection guality control instruction WPP/QCI-4.0,

Rev. 1 does not require the PQCE and staff to verify

"replacement of protective measures removed during receipt

inspection."

_.3) Contrary to the requirement stated in item 4 of Block 6,
WPP/QCI-8.0, Rev. 2 does not include provisions for a periodic
review of inspectors qualifications to ensure that they are
keot current.

4) Contrary to the requirement stated in item 5 of 8lock 6,

QCl-2.4 and 4PP/QCI-2.2 d2 not require QC inspectors to

check calibraticn labels or tags, or apparent proper functicning

of calibration instruments .

PQA<Léa VY 32




HLE&P QA CORRECTIVE ACTION REPORT CONTINUATION

(m carno._C-223

2) RevisionS.

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY

5) Contrary to the requirement stated in item 6 of Block 6,

POAP-7.10 does not require Engineering desian deficiency repurts

or trend reoorts to be reviewed/analyzed for indications of

conditions which may require corrective action.

POA-~Cea 11 32
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HOUSTON LISHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENE RATING STATION

QUALITY ASSURANCE
DEFICIENCY NOTICE

o2

JORGANIZATION

Bechta] NA Denartmant

6 DOCUMENT VIOLATED

BEC POAP-5.1

4 DATE ISSUED SOATE OUE
7 ﬁ!vosiéh: BPARA. 1

0 4.1.1.D
9 DESCRIPTICON OF OEFICIENCY
See Continuation Sheet

10 INITIATOR b OATE
__.___._422’21__\.2" bt 0 2/73
11 REVIEW APPROVA OATE

/_ﬁ. :4_4~£ o & w‘i"“’/ 22y /73
12 PEC ON CONTACTED POSITION DATE

A 00 SITE PQAE 2/59/£3

1JREMEDIAL ACTICON

2
14 SIGNATURE OATE 1S EFFECTIVITYDATE
i6 RESPUNSE ACCEPTANCE~INITIATOR OATE [17 SUPERVISOR APPROV AL OATE
3 [VSVERIFICATION PERFORMED 57 DATE CAR NO.

(sarisracronvJunsatiseacrony

19 QA CLOSURE - INITIATOR

DATE

REVIEW & APPROVAL

DATE

20 CC LIST

H A Wacksr
W Hursr
J & 8sT7secA

POA-0S59 V0 2
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HLSP QA DEFICIENCY NOTICE CONTIMUATION

BLOCK (9)

(1) DN NO. O/0

(2) REVISION 0

DESCRIPTION OF DEFICIENCY

N

BEC PQAP-5.1, Rev. 0, paragraph 4.1.1.D states in part. . ."The

notification memorandum for scheduled audits shall contain. . .entrance

and exit meeting, and schedule dates. . .".

Contrary to the above, BEC notification memorandum's do not list

schedule dates, (only date referenced is start of the audit), or

address the entrance or exit meeting.




o TFis it HOUSTON LIGHTING & POWER

' SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE ; 10N NO. _&zz
DEFICIENCY NOTICE 2mev. &2

JORGANI!ZATION 4 DATE 55&7 SOATE QU

Bechtel QA Department Zz¢g3 3//1 éz
6 OOCUMENT VIOLATED 7 REVISION 8 PARA.
e BEC POAP-3.5 Interim $.2.F
9 OESCRIPTION OF DEFICIENCY :

See Continuation Sheet

10 INITIATOR L - DATE,
b2 4144, 2/3 /82
THREVIEW & APPROVAL U(& 074 g
a /o 225/
t_z%é‘o‘/ﬁ;c%(‘_“—(%& — hrZ} 74 &)
i.tﬂt M lde SITE _PQAE 2/ay[P3

13 REMEDIAL ACTION

14 SIGNATURE IOATE 15 EFFECTIVITYDATE

16 RESPONSE ACCEFTANCE-INITIATOR DATE |17 SUPERVISOR APPROVAL DATE

18 VERIFICATION PERFORMED B8Y DATE CAR NO.

(sariseacrorvJunsatiseacrony

19 QA CLOSURE - INITIATOR DATE REVIEW & APPROVAL OATE

20 CC LIST

H A -lAcks e
L., Nuksr -

JE €120 A




HLSP QA DEFICIENCY NOTICE CONTIMUATION

(Vonwo. 2/
(2) RevisIoN O

BEC PQAP-3.5, section 5.2.F states in part, “The PQAE shall:

+ + eview previously established trends on a quarterly basis to

assure E?fectivity of corrective action and recurrence control,

Results of this review shall be documented in the PQAE daily

log with appropriate actions. . .*

Contrary to the above requifement. the PQAE is not maintaining

a daily log in which to document results of the required review.




L HOUSTON LIGHTING & POWER
SQUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE
DEFICIENCY NOTICE

1ONND 0/2'

2 REV.

JORGANIZATION
Bechtel QA Department

6 DOCUMENT VIOLATED

S0ATR ISSUED SOATE DUE
24/ 32;135
7 VISION 8 PARA.

H.A. Wacezo
L.w) HuésT
3.5, E5Tsee p

BEC PQAP-7.13 0 it
S OESCR/PTION OF DEFICIENCY
See Continuation Sheet
10 INITIATOR g DATE
\224441/ 223
11 REVIEW & APPROVAL ( } ATE
229/
POSITION ATE -
—
SiTE POWE Dfay/p2
13 REMEDIAL ACTION
14 SIGNATURE Fau 1S EFFECTIVITYOATE
16 RESPONSE ACCEPTANCE-INITIATOR OATE |17 SUPERVISOR APPROVAL DATE
18 VERIFICATION PERFORMED B8Y DATE Dsnlsn'vonvDUMAnsucronv CAR NO
19 QA CLOSURE - INITIATOR DATE REVIEW & APPROVAL DATE
20CC LIST

POAOSY (00 B D)




HL3P QA DEFICIENCY NOTICE CONTINUATION

(1) DN NO. ole
(2) REVISION O

BEC PQAP-7.13, Rev. 0,paragraph 3.1.1 states in part, "The Site PQAE,

or designee, shall review BEC WPP and QCI and contractor QA/QC and

contractor safety-related work procedures prior to issuance for

reference to applicable documents. . ."

BEC WPP/QCI-2.1, Rev. 3, paragraph 4.8 through 4.8.3 states, "The

standird format (for procedures) shall include purpose, abbreviations

and references."

Contrary to the above requirements, the following procedures do not

have a reference section and do not make reference to applicable

documents:

WPP/QC1-2.3, Rev. 2 D¢ phepe |
1

QCI-2.4, Rev, 2

WPP/QCI-24.0, Rev. 0

-~

QCI-28.1, Rev. | v~

WPP-12.1, Rev. 0




. HOUSTON LIGHTING & POWER

. SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION
QUALITY ASSURANCE ' s RS
DEFICIENCY NOTICE amev, D

JORGANIZATION 4 0DATE IS (o]
Bechtel QC Department Z 3
S OOCUMENT VIOLATED ViSiDN

SOATE DU
3/ /p3 |
BPARA.

5.5

BEC OCI.2.6 1
GOESCRIPTION OF DEFICIENCY

See Continuation Sheet

HA Wacksp
L. UW. HuRsT
JE. £5TELLA

10 INITIATOR I 3 A
/ 2
I{tﬁﬂq W é.%é3
11 REVIEVLE APPROVAL St OATE
-—‘/&é“g Lo (0 M r%-.L_; RYPT
12 PERSO! NTACTED POSITION A
| T Tins 2 - 264 P2
7 w
13 REMEDIAL ACTION Bl
14 SIGNATURE IDAT! IS EFFECTIVITYDATE
16 RESPONSE ACCEPTANCE - 1NITIATOR DATE 117 SUPERVISOR APFROY AL DATE
18 VERIFICATION PERFORMED BY DATE D — D CARA NO
SATISFACTORY| JUNSATISFACTORY
| ——— e e
19 CA CLOSURE ~ INITIATOR DATE REVIEW & APPROVAL OATE
20CC LiIST

PAACH) 110 02




HL&P QA DEFICIENCY NOTICE CONTIMUATION

BLOCKX (9)

(1) oN NO. >/Z

(2) Reviston O

DESCRIPTION OF DEFICIENCY

Paragraph 5.5 of the referenced procedure states,

"Upon satisfactory completion and acceptance of an NCR disposition,

the QCE shall stamp on the applicable document(s) with an "Accept"

stamp." -

Contrary to the above, the following is a list of closed-out NCR's

which do not have QCE stamps.

8C-00077 BP-00084 DJ-00001
BJ-OOOLE BP-00091 OP-00004
BM-00027 BP-00093 ‘ 0P-00011
BP-00002 8P-00099

Additionally, a conflict exists between the above procedural

requirement and WPP/QCI-5.0, Rev. 4, Block 31 of Appendix 1

which states, “The applicable Project Field QC. . .personnel, . .

shall sign and record date of signing, , ."




HOUSTON LIGHTING & POWER

SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE
DEFICIENCY NOTICE

1 ON NO

O/f_

R ———

JOAGANIZATION 4%T 15SUZ 0 SOATE DUE
Bechtel QC Department 24 /8 34/:2 /23
6 DOCUMENT VIOLATED 7 VISIUN 3PARA.
BEC QCI-2.4 2 3.2/4.2
9 DESCRIPTION OF DEFICIENCY
See Continuation Sheet
10 INITIATOR DATE
223
11 REVIEN & APPROVAL X
W 74 2/ 2y /3
12 PERSON CONTACTED POSITION CATE
- (s 2-25-R>
13 REMEDIAL RCTION
14 SIGNATURE DATE 1S EFFECTIVITYOATE
16 HESPONSE ACCEPTANCE-INITIATOR OATE [17 SUPERVISOR APPROVAL DATE
18 VERIFICATION PERFORMED BY OATE CAR NO
[(OsariseacronvJunsariseacrony
19 QA CLOSURE -~ INITIATOR DATE HREVIEW & APPROVAL VATE

20 CC LIST

HA Wae ks p
e Huwst
JS5. ESTELLA

POALSYS VS W2




T Page _2 of _»

(1) on NO. OIQZ

HL&P QA DEFICIENCY NOTICE CONTINUATION

(2) Revision &

BEC QCI-2.4, Rev. 2, PCN #3, Quality Control Surveillance/Redundant

Inspection Instructions. ‘

Paragraphs 3.2 and 4.2 state, that concerns developed during surveillance |

reviews and redundant inspections "may be conveyed (to the contractor/

constructor) verbally, but shall be followed by written notification

with a formal reply within five (5) working days defining action taken

or action intended to resolve the problem.”

Contrary to the above requirement, formal replies from the

contractor/constructor are not being received within five (5)

working days. A group of surveillance inspection reports, identifying

concerns was transmitted to the contfactOr/constructor on 11/29/8.

(ST-YQ-QS-00154) and the formal reply from the contractor/constructor

was not transmitted until 12/22/82 (ST-QS-YQ-00136).




4 HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE

1onNNO 223
DEFICIENCY NOTICE 3 —
JORGANIZATION 4 OATE ISSUED A
BEC Quality Assurance 37, 873 U/ﬂ
aoomﬁminr VIOLATED TREVISION 8 PARA.
PQA o1 0 3.3
9 EEscierION QOF DEFICIENCY

1 The above document requires selected Quality Surveillance Plans to be evaluated
by performing an in-depth review for:

a) Accuracy of translation of drawings/specifications;
b) Basis for determining inspection level

No objective evidence is available to show that any Quality Surveillance Plans have

received this additional evaluation after initial approval,
10 INITIATOR

%ﬁwm“‘mmupﬂgz 6h?3°“/ e igéJkg_

OATE
12 PERSON CONFACTED é Z. 'M'/ 54/«/&73
[ A Sy Gur_ AP

1JREMEDIAL ACTION

2 None - This selection is based or a determination by PQAE during regular review
whether the complexity of the items and related plan requires an in depth review.
To date, none of the PSQD originated plans are of that nature.

MGMN“A/,e 2 F;:;;-S} 5 u‘:’c/;v-rv DATE
16 HESPONSEACCEPTANCE ~INITIATOR ATE ['7 SUPERAVISOR 'ﬂ"a?:u ! . DATE
, u*"’ %_ﬂgg,«& 7—_1{3_/53 A Y, Zfé«x 71—_,5’//[7}

W : SLYY OATS MsariseacronvJunsartiseacrony / % /ﬂ

DATE REVIEW & APPROV A OATE
l 3t/e3 O 2B 31 /23
* Yo koo Corertrdaiion '3]az

20 CC LIST

HA wackse
Lt Hugst

V& EstettA

B. Dotrs RER
d. Fouss
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HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE ] 1oNNO O3 Y
DEFICIENCY NOTICE 2 REV o
3 ORGANIZATION [ROAJE ISSUE SOATEOU
BEC Quality Assurance 3 ! ol /1
6 OOCUMENT VIOLATED EJ REWSION 8 PARA.
_fﬂwummm 0/2 4.1/6.1
9 DESCRIPTION OF DEFICIENCY

1 The above reference documents conflict as to when the Division Manager, Quality
Assurance, approves revisions to the Project Quality Program Manual:

a) PQAP requires all Bechtel approvals prior to HLAP approval

b) PQPM requires Division Manager QA approval subsequent to HL&P approval.

NOTE: POPM, Rev. 3 submitted to HL&P prior to Division Manager QA approval,

10 INITIATOR - ATE

i Ao, 2otz
11 REVIEW & APPROVAL M ATE

= 2. 357

(12 PERSON CORTACTED POSIFION OATY
K # 2-/8-53

13 REMEDIAL ACTION

PQAP states "approval" this is accomplished and documented by use of DRN, the PQPM
states "concurrence” not approval. There is no conflict, however, PQAP 4.3 paragraph

4.1 will be revised to clarify by adding the Division Manager of QA concurrence
function.

u?uw r:ure 1S EFFECTIVITYDATE

A4 | 2-257-83 4-15-83
Bf‘?t}s’ONSE‘CCE"Y‘~ E-INITIATCR OAT 17 SUPERVISCR APPS ot DATE

: N =

18 VERIFICATION PERFORAMED BY DATE , / CARNO.
Osariseacrony[Junsatiseacro

19 QA CLOSURE -~ INITIATOR DATE REVIEW & APPROVAL — OATE i

20CC LIST

H.A WAkse
L. HyRst
3.¢. Ss12 0L A
R. DorTsLsR
C. Foyss

|
PQA~0%9 (1092




- QUALITY ASSURANCE 1ONNO O

S DEFICIENCY NQOTICE 2 REV o
JORGANIZATION 4 DATE ISSUED SOATE QUE
BEC Quality Assurance o f g& 7/’
5 DOCUMENT VIOLATED 7TREVISION 8 PARA
LAQADP 8.2 (STP) 5 5.2

9 DESCRIPTION OF DEFICIENCY

The above referenced document requires the organization/group providing training
(i.e. Units 1, 2, and 3 from training manual) to notify the QA Manager/Audits

in writing the names and employee numbers of personnel completing prescribed
training for input into the personnel data system. There is no objective
evidence to show this information has been provided.

to\wuron D’Z; 2 ?éflég
F‘uxaewew & APPAOVAL DATE
=B e 3/ %3

12 PERSON COMIACTED POSITION DATE
/‘-) £. KQM /P@AQ a-/8-53

13 REMEDIAL ACTION

The QA/Manager Audit will be notified in writing of the completed training

required for Unit I, Unit II, parts one, two and three. However, it is not the
Project's responsibility to comply with Unit III because paragraph 5.2 states:
"organization/group providing the training." The Project does not provide BPC
Uniform Auditor Training," that is provided by the QA Manager/Audits or his designee.

OATE 1S EFFECTIVITYDATE

14 SIGNATUR
MM 3'15‘—‘} 3-18-83
-

T8 A5SPONSE ACCEPTANGE-INITIATOR DATE |17 SUPEAVISOR APPROVA DATE
& Oy Vst halbrl = 2 et /P
r

18 VERIFICATION PERFORME DAT CAR NO
Q) Oars DSATISFACTORVD\JNSATISFACTORY/

19 QA CLOSURE - INITIATOR DATE REVIEW & APPROVAL DATE o

20 CC LIST

HAWAks e
L., HutsT
3.8 SsTseeh
€. Dorrsrsl

&, Fouss. %

PQA-0%9 11092
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HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE

1onno 226

DEFICIENCY NOTICE 2 REV =)
JOAGANIZATION 4 DATE |SSUED SDATE QU
BEC Quality Assurance 3!' 2’&3 V /A
6 OOCUMENT VIOLATED 7 REVISION S PARA
PQAP 3.5 Interim 5.2.5

9 DESCRIPTION OF DEFICIENCY

The above reference document r
be included in the Trending Pr
Surveillance Discrepancy Repor

equires that Quality Surveillance Di
ogram. There is no ob
ts were being trended.

screpancy Reports
jective evidence that Quality

10 INITIATOR
11 REVIEW & APPROVAL

=. &,

CU\ZEzs//g3

DATE

37//Y3

12 PERSON CONT ST ED POSITION ODATE
4 KQ—&&:‘,\ 762A'Lr 2. /85-£3

13 REMEDIAL ACTINN

Since the effective date

5 of PQAP 3.5 only (1) one S/R closed QSDR has been
received. This docurent was reviewed and "trended" during the audit, no trends
identified. As part of revision "0" to PQAP 3.5 clarification will be added
to paragraph 5 (a) to indicated only Closed QSDRs are subject to trending.
14 SIGNATURE DATE 1S EFFECTIVITYDATE
A/f,&w::_) [2. 25-§3 3-15-83
wvsro E ACCEPTANCE-INITIATOR OQTE |17 SUPERVISOR APPROWA L DATE
- EM \}14/)("“.« Z . Ww 3/7/23
¢ JCAR NO.
ST TTIAT A ISR BT ATY Dsnusucronv[junsansucron/ /
19 QA CLOSURE ~ INITIATOR DATE REVIEW & APPROVAL DATE

20CC LIST

HA WAcksp
L.w. Hupst

3.2 Sstetep
R. Dorrelsr

C.Foyss.




. HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE 1onno 027
DEFICIENCY NOTICE 2 REV. o
JORGANIZATION 4 DATE ISSUED SODATE DUE
BEC Quality Assurance 57“ I&ﬁ]ﬁ ‘644
6 DOCUMENT VIOLATED TREJIS'ON 8 PARA.
PQAP 4.3 0 4.1

T —
9 DESCRIPTION OF DEFICIENCY

The above reference document requires that applicable sections of the Project Quality
Program Manual (PQPM) be transmitted to Engineering, Procurement and Construction
for review/comment prior to issue. There was no objective evidence presented which

'shows that PQPM, Rev. 2, Sections 2, 3, 15 and 18 were reviewed by Construction
prior to issue.

&‘rnnon p wz(' z Ao :&?:Z¢/&3
. &0 zp;;%‘ 373

12PERSON CONTALTED POSITION

Voo PaAre_ 2-18-83

13 REMEDIAL ACTION

None required, these revised sections as referenced above were reviewed and a
determination was made that the changes were not applicable to construction,
however, PQAP 4.3 will be revised to clarify the condition which requires revised
sections of PQPM to be coordinated on DRN to appropriate departments. Future
DRNs will be issued to reflect the clarified PQAP.

14 SIGNATURE DATE 15 EFFECTIVITYOATE
W(&;&:\ 2-25-§3 4=15-83

16 HESPONSE A CEPTANC INITIATOR 17 SUPERVISOR AFPﬂ“% DATE

Do, L. Zet 37/

18 VERIFICATION PERFORMED R 7" CAR NO
OsariseacronvJunsariseacrony &

19 QA CLOSURE ~ INITIATOR DATE REVIEW & APPROVAL DATE

20 CC LIST

H. A WAcgs 2
L.l). HursT
V.. e575¢¢A
B. DorreheR
C. Fouss

POA 089 (15 2
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REVAMPED SOUTH TEXAS PROJECT SHOWING ST RONG SIGNS OF RECOVERY

A major extant lawsuit, squabbling among partners and a perhaps lingering bad reputation aside, the

South Texas Project appears to have been removed from its former position among the most troubled nuclear

. plant projects in the US. While this assessment, not surprisingly, is held by the lead utility, Houston Lighting
& Power. in the consorgium building the two 1,250-Mw PWRs, it is shared by NRC staff. “The progress they
have made to date has been significant,” said a top NRC staff source, noting that such a conclusion was reached
in penctal in Nureg 0948, 2 recently issued inspection by NRC of a desirn review of the project. I don’t want
to o out on a limb and say it's a model project,” the NRC source said, “but it has all the makings of being an
effective program they have there. Only time will tell once they get into full swing how well their program
works."”

By full swing he was referning to complete resumption of safety-related work, re-initiated 1n part last
August after HLEP voluntarily halted such work after the discovery that the project was being strangled by a
lack of progress on nuclear engineering by then architect-eagineer Brown & Root, since replaced as a e and
constructor by Bechitel and Ebasco, respectively. Not only have the principal contractors been changed, but
5o too has HL&P. “Its almost a whole new project,” said one source.

Since October 1980 HL&P has established a host of new positions and departments to manage South
Tevas and interface with the new contractors, including a vice president of nuclear enginecring & construction,
a vice president of nuclear operations, a quality assurance manager, 3 site construction manager, a project engi-
neering manager, a nuclear licensing department (formerly part of the nuclear services department), 3 general
manager ol nuciear engineering (with a-e and previous nuclear utility experience), 2
organization. ‘ A :

This last entity s described by a source as "a blue ribbon high-powered au
and the contractors.” It consists of three utllity persons with no prior experience at South Texas working with
Stone & Webster in an engineering oversight capacity. The source noted that distinct potential exists for clashes

between major competitors Stone & Webster and jroject a-e Bechtel as one checks the work of the other, but
that the two firms “agreed at the highest levels to work together.” . i = pNPNEER.
... .. The experience level of the new contractors and in-house staff added by HL&P is mentioned repeated'y
. asa major factor in the project’s revival. Noting Brown & Root’s relative inexperience in large-scale nuclear
. plants at the time it took on the South Texas job, a source said, “Brown & Rool concentrated on areas that
it was familiar with, which was not the nuclear side.” In fact, the Quadrex Corp. study of May 1981 which
formally documented the poor progress on the project was sparked by HL&P's discovery that nuclear-related
* . construction was stymied by the absence of real movement on nuclear engineering.” . 1o LeT
____ The fact that so little had been done on the engineering side turned out to be an advantage to Bechtel,
one source said, in that it could take a relatively fresh rather than remedial posture, with the same holding
true even r.ore for Ebasco. To date, remedial work has been primarily in engineering, with only a small amount
of actual material changes. Full resumption of safety-related work is expected by mid-summer. . ., =00

nd an engineering assurance

ciit team that reviews HL&P

0 01 I bl

L ei\ﬁmn to develop what a source called system engineering capability; these engineers, the source said, have

“Talte

*"integrated stance. : : L L B s S R  aod b ot
e Thclaos;mknstummywbe«'icggnpm-d,ﬂm December 1986 as the target date for com-
: ”""pmson.mmmrmumzmzﬁ_mw1m.mmh_-.mwiimf-f°mm°°ﬁmh*

s SR SIBY 5 Do S0k.53050F TRAT (e T RTeRIUR inie 1 1508 ,So0ET 1 Gt

{n addition to its executive, top managerial and auditing changes, HL&P has added a number of “seasoned”

broad experience so that nuclear and non-nuclear positions of the South Texas units are approached from a more

“t s M gsit by HLAP and its project partners against Brown & Root and its parent Halliburton for delays in the project.

- That suit is still in the discovery phase. 19A8 . T Thiesmian$1 1 ST AL ARG SO
7~ Summing up his view of HL&P's role in South Texas, an 'Nl‘lCVsoiuln said, “They have a much different
attitude than previously, but after you've been beaten over thchnd as much .a“a‘s!uy_ have tha: s bound to
happen.” — Rob Laufer, New York T kil egtse i fiovtn 3%
‘ i X ’ NUCLEONICS WEEK — March 24, 1983
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company Houston Lighting & Powe. PO Box 1700 Houston. Texas TT001 (T13) 925091 |

March 24, 1983

ST-HS-YQ-00265
File No.: Q12.8
Q1€.4

Mr. L. W. Hurst

Project QA Manager

Bechtel Energy Corporation
P. C. Box 15

Bay City, Texas 77414

SUBJECT: SQUTH TEXAS PROJECT ELECTRIC GENERATING STATION
PROJECT AUDIT REPORT NUMBER G08-301

Dear Mr. Hurst:

Attached is the Project Audit Report -for Ebasco Quality Assurance/
Quality Control Activities, Audit Number G08-301, conducted on February 16-23,
1283. The results are summarized as follows:

No. of I[tems Reviewed: 1406
‘No. of Deficiencies: 25
‘No. of Concerns: 3
“lo. of CARs: 5
"No. of DNs: 9

Concern number one (1) requires a response; please submit your response
to me by April 18, 1983. If you have any comments or require additional
information, please contact Mr. M. S. Monteith at extension 2359.

Very truly yours,

/A

H. A, Walker
Project QA Manager

ﬁ?’é South Texas Project
HAW Jﬁg{cf

Attachment
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Mr. L. W. Hurst
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cc:

OE@XODWOIXTOrwLEMDLWLMODOLD
- . - - - - - . . - . . - - - - - - -

L

Oprea, Jr.

. Geiger

Barker
Maroni
Dew
Williams
Ulrey
Turner
Beavers

. Dewease

Goldberg

. Horrigan
. Murphy

Monteith
Krisha (BPC)
Lex (BEC)
Miller (BEC)
Dotterer (BEC)

. McCullough (BEC)

Kawn (ESI)

Audit File G08-301
STP/RMS-SRC (w/0 attachment)
Site Library



AUDIT NUMBER: G08-301

Ebasco Quality Assurance/ AUDIT TEAM:
Quality Control Activities

AUDITED ORGANIZATION:

Ebasco Services Incorporated

PO Box 1647
Bay City, Texas 77414

PERSONNEL CONTACTED:

MTOoOmUOUL.EODUNxX T OLTVMDODO
- - - . . - - - . - - . - -

To verify that Ebasco's Quality Assurance/Quality Control activities are programmatically

A.

Cummings, Jr.

G. Peck

R

H%gby

mr~-xxrP»mMmumrm
& g . . e &

. Wiliiamson

Boortz
Cleere

. Grippardi

Perrin
Norris

. Dana

Elsey
Davis
Shoop

Kasper

L.
L.

Hawn
Staymates

Wilhelm
M. R. McCarthy

OBJECTIVE OF THE AUDIT:

SOUTH TEXAS PROJECT AUDIT REPORT

AUDIT DATE: February 16 -

M. S

S. K. Hubbard Auditor
J. W. Estella Auditor
T. H. McGriff Auditor

Page | of 7

23, 1983

. Monteith Lead Auditcr/Team Leader

3/23/?3

Lead Iualtor

PRE
AUDIT

ESI QA Site Supervisor X
ESI Lead QA Engineer-Site X
ESI Lead QC Engineer-Site

ESI QA Records Supervisor X
ESI Quality Training Coordinator X
ESI QC Site Supervisor ' X
ESI NCR Coordinator

EST QA Clerk

ESI Civil Lead QC Engineer

ESI Civil QC Engineer

ESI Mechanical Lead QC Engineer

ESI OA Clerk

ESI QA Secretary/Clerk

ESI QA Records Specialist

EST Quality Program Site Manager

ESI Mechanical QC Engineer

ESI QC Calibration Laboratory Supervisor

EST Asst. Quality Training Coordinator

DURING
AUDIT

€ 3K € D € 2 € DK 0 2 W 2K K 2 2K 2 2 X

“Date

POST
AUDIT

DX > M < 2

in compliance with the project requirements and that adequate procedures exist and are
being effectively implemented.

DEFICIENCIES:

¥.

HL&P PQAP, Rev. 1, Paragraph 12.3.4, states that "Calibration of measuring and test

equipment is against standards that have accuracy of at least four times the

required accuracy of the equipment being calibrated, or when it is not practicable,

have an accuracy that assures the equipment being calibrated is within required
tolerance and that the basis of acceptance is documented and authorized by

responsible manag

ement.
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DEFICIENCIES: (Conti.)

Contrary to this requirement, neither the Ebasco NQAPM, Section QA-II1-13,
Revision 2, or QCP 12.1, Revision 1, require the basis of acceptance to be
documented and authorized by responsible management when the required 4:1
accuracy ratio cannot be met.

HL&P CAR No. G-724 issued.

QCP 15.1, "ldentification of Control of Discrepancies and Nonconforming
Conditions," Revision 2, Paragraph 5.6.10.1, states in part "After approval
of Conditional Release for a NCR item...a dated, initialed entry (is) made
in the QC NCR Log, noting the C.R. status."”

QCP 15.1, Revision 2, Paragraph 5.8.1.5, states "The latest revision number
for the revised NCR shall be entered in the remarks column of the QC NCR Log.”

Contrary to these requirements, entries are not being made in the QC NCR Loj
as required by QCP 15.1, Paragraphs 5.6.10.1 and 5.8.1.5.

HL&P CAR G-225 issued.

ESI NQAPM, Section QA-III-1, "Instructions, Procedures and Drawings,"

Revision 2, Paragraph 3.1, states in part "Implementing instructions, procedures
or drawings for activities affecting quality at the construction site shall be
geve1?ped by the...Site Quality Assurance for their respective quality-related
unction.

Contrary to this requirement, the ESI Cuality Program Site Manager issued a
"Stop Work" against the issuance of bulk safety-related materials to Ebasco
from Bechtel's warehouse by iateroffice correspondence ST-QPSM-006-83. This
method of stopping work is not described in approved site procedures.

HL&P CAR No. G-226 issued.

ANSI N45.2-1971, "QA Program Requirements for Nuclear Power Plants," Section 6,
states in part that "Activities affecting quality shall be prescribed by
documented instructions, procedures or drawings...and shall be ac~~mplished

in accordance with these instructions, procedures or drawings."

Contrary to this recuirement, QCP 6.3, "Quality Control Review of I[ncoming
Revisions/Changes to Bechtel Specifications and Procedures,"” Revision 0, was
fssued to the field on December 21, 1982, but was not implemented until
January 31, 1982, even though numerous revisions/changes were made to Bechtel
specifications and procedures during the time period that the procedure
requirements were not implemented.

HL&P CAR G-227 issued.

EST NQAPM, Section QA-111-6, "Nonconformances," Revision 2, Paragraph 4.2,
states "He (the QC Inspector) shall document the satisfactory correction or
resolution of all nonconformances on the dispositioned Nonconformance Report.
This documentation shall provide sufficiently detailed information for
as-built documentation.

Contrary to this requirement, QCP 15.1, Revision 2, does not provide this
directive to Quality Control and QAI-004, Revision 2, does not direct
Quality Assurance to review Nonconformance Reports for this requirement,

HL&AP CAR G-228 issued.
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 DEFICIENCIES: (Conti.)

6. QCP 16.1, 'Corrective Action," Revision 1, Paragraph 5.3, states "If the
originating orgcanization determines that the corrective action and response
is adequate and the report is closed, this shall be noted in the Log of
Required Corrective Action."

Contrary to this requirement, many BEC, ESI and HL&P QFRs and CARs are listed
in the log as still open, even though the originating organization has closed
the item. Examples: HLAP CARs HG-38, HG-40, G-183, G-184 and G-185

HL&P DN No. 015 issued.

7. QCP 6.3, "QC Review of Incoming Revisions/Changes to Bechtel Specifications
and Procedures," Revision O, Paragraph 5.2, states inpart "The assigned QC
Engineer shall use the Log for QC Review of Bechtel Specification/Procedure
Revisions (Attachment A)..."

Contrary to this requirement, the log presently being used by QC is not the
same log as depicted on Attachment A of the procedure.

HL&P DN No. 016 issued.

8. QCP 16.1, "Corrective Action,"” Revision 1, Paragraph 5.7.1, states that "The
written response (to the audit, surveillance or inspection) shall be
reviewed and approved by the Quality Control Site Supervisor prior to transmittal.
A1l written responses shall be transmitted under the signature of the QCSS."
!

Contrary to this requirement, there is no objective evidence that the QCSS
was transmitting the written response by formal transmittals. The responsi-
bility for transmitting responses is with ESI QA as defined in QAT-006.

HL&P DN No. 017 issued.

9. QCP 15.1, "ldentification and Control of Discrepancies and Nonconforming
Conditions," Revision 2, Paragraph 5.2.2, states in part "The inspector shall
submit the Deficiency Notice...to the responsible Lead Quality Control
Engineer for this review and evaluation."

QCP 15.1, Revision 2, Paragraph 5.2.3, states in part "...the Lead QA Engineer...
shall record, sign and date his decision...on the DN..."

Contrary to these requirements, Deficiency Notices (DNs) Nos. 006-C, 008-C
and 009-C were reviewed, evaluated signed and dated by an individual other
than the lLead Quality Control Engineer.

HL&P DN No. 018 issued.

10. QCP 12.1, “"Calibration of Measuring and Test Equipment," Revision 1,
Paragraph 5.9.5.1, states "The original of the closed Deficient Controlled
M&TE Evaluation Report shall be transmitted to the QA Records Vault and a
copy retained in the MATE history file."

Contrary to this reguirement, copies of closed Deficient Controlled MATE
Evaluation Reports were not retained in all applicable MATE history files.

HL&P DM No. 019 issued.
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" DEFICIENCIES: (Conti.)

11. QAI-010, "Site QA Records," Revision 2, Paragraph 6.1, states in part "All
documents which are designated as permanent in Section 5.1...shall be transmitted
upon completion to the Ebasco Quality Records Supervisor for processing and
transmittal to Bechtel Site Quality Assurance..."

Contrary to this requirement, transmittal and processing of records is governed
by QAI-016 and turnover of completed packages to HL&P RMS and BEC is governed
by QAI-019. Neither procedure is referenced by QAI-010 nor are they included

in Section 6.1.

HL&P DN No. 020 issued.

12. QAI-001, "Site QA Organization and Responsibilities," Revision 1, Paragraph 4.4.2,
states that "The NCR Coordinator is responsible for submittal of records
generated by the Site QA Group to the QA Records Coordinator."

Contrary to this requirement, the NCR Coordinator is not performing this
function.

HL&P DN No. 021 issued.

13. [ESI NQAPM, Section QA-I-3, "Personnel Indoctrination and Training Program in
QA," Revision 2, Paragraph 3.3, states in summation that the "Quality Assurance
Engineering Department shall maintain copies of training lessons on file."

Contrary to this requirement, there is no site implementing procedure which
describes this responsibility. Copies of training lessons are kept on file in
the QA Training Department.

HL&P DN No. 022 issued.

14. QAI-004, "Issuance and Processing of Nonconformance Reports,” Revision 2,
Paragraph 6.3.10.3, states in part "Upon request from the cognizant
discipline Lead QC Engineer, the NCR Coordinator shall transmit the original

. NCR to QC for completion of Block 26..."

Contrary to this requirement, the NCR Coordinator does not utilize a formal
transmittal to transmit the original NCR to QC for completion of Block 26
(Acceptance of New Work/Rework/Repairs).

HL&P DN No. 028 issued.

15. QAI-007, "Reportable Deficiencies," Revision 0, Paragraph 5.4, states that
“The QAE shall submit a copy of the memo (potentially reportable deficiency)
transmitted to BEC to the NCR Coordinator for filing with the applicable
NCR and audit finding."

Contrary to this requirement, NCR No. CC-00286 did not have a copy of the memo
of potential reportability in its NCR file. A copy of the memo was obtained
by the NCR Coordinator and placed in the NCR file during the course of the
audit.

No further action required.
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DEFICIENCIES: (Conti.)

16.

17.

18.

19.

QCP-15.1, "Identification and Control of Discrepancies and Nonconforming
Conditions," Revision 2, Paragraph 5.3.3, states in part "The responsible
Lead QC Engineer shall maintain a copy of the DA sequentially in a binder

Contrary to this requirement, the Lead QC Engineer - Mechanical was not
maintaining DN's in a sequential order. This discrepancy was corrected
during the course of the audit.

No further action required.

QCP-15.1, "Identification and Control of Discrepancies and Nonconforming
Conditions," Revision 2, Paragraph 5.3.7, states in part ". . . in cases
where acceptable resolution of DN's is not accomplished in a timely manner,
a memo shall be issued to the responsible organization requesting action

Contrary to this requirement, acceptable resolution of DN's is not being
accomplished in a timely manner and memos are not being issued to the
responsible organization requesting action. This discrepancy was

identified and documented during ESI Audit No. EQA-028, Quality Finding Report
(QFR) No. 1. This discrepancy will be tracked and closed-out on QFR No. 1 of
Audit No. EQA-028, pending satisfactory verification of action taken to correct
discrepancy and to preclude repetition.

QAI-004, Revision 2, "Issuance and Processing of Nonconformance Reports,"
Paragraph 6.3.9.2, states that "The NCR Coordinator shall then transmit
the RON along with the NCR original to the Senior Resident Engineer for

a revised disposition and shall enter the date sf turnover in the NCR Log
under "RDN Qut SRE."

Contrary to this requirement, NCR No. FP-00u82 kz? =2 RDN issued by BEC
but an entry was made in error in the NCR L : under "RDN Out SRE."™ SRE
had requested the NCR to revise a section h¢ was responsible for. Entry
under "RDN Out SRE" was lined through, initialed and dated during the
course of the audit and an entry was made under "Disposition Log Out SRE"
to track NCR No. FP-00082.

No further action required.

QCP-12.1, "Calibration and Control of Measuring and Test Equipment", Revision
1, Paragraph 5.2.1 states "In cases where equipment is calibrated offsite by
a public or private testing laboratory, the laboratory shall be qualified and
approved in accordance with Ebasco QA Program requirements."

Contrary to this requirement, offsite calibration services are procured in
accordance with ASP-3 and QAI-009 which does not require Ebasco‘Vendor qual-
ification as required by ESI NQAPM, Section QA-1-5, "QA Evaluation of Supplier
Contractor." This discrepancy was previously documented on CAR No. 1 of ESI
Audit No. 83-01. Resolution and closure of this discrepancy will be tracked
on CAR No. 1.
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DEFICIENCIES: (Conti.)

20. QCP-12.1, "Calibration and Control of Measuring and Test Equipment",
Revision 1, Paragraph 5.5.8, states in part, ". . .the calibration
interval may be lengthened if the items history shows the equipment
to be consistently within the accuracy limits each time the equipment
is calibrated. The reason for change in calibration interval shall
be recorded on the Calibration Record Card."

Contrary to this requirement, the calibration intervals for ST-CC-0440,
0441 and 1064 were lengthened, but the reason for the change was not
recorded on their Calibration Record Card. This discrepancy was
previously documented by Ebasco on CAR No. 2 of ESI Audit 83-01 for
ST-CC-2281 through 2290. As a result of CAR No. 2, all Calibration
Records Cards u.e being reviewed and corrected, as applicable. This
discrepancy has been corrected for ST-CC-0440, 0441 and 1064.

No further action required.

CONCERNS:

1. QCP-6.3, Revision 0, "QC Review of Incoming Revisions/Changes to Bechtel
Specifications and Procedures” needs to he reviewed and actions taken to
do the following:

a. Upon receipt of a change/revision to a Bechtel specification or
procedure priorities must be established to expedite the corresponding
QCP change/revision when the Bechtel change/revision directly affects
QC inspection criteria for activities in progress.

b. Decrease the overall amount of time it takes from receipt of a change/
revision to a Bechtel specification or procedure until a corresponding
QCP change/revision is issued to the field. Changes/revisions to OCP's
are presently taking approximately four to eight weeks.

A written response to this concern stating what actions you have
taken to improve this system for handling changes/revisions to QCP's
is requested on or before April 18,1983.

2. QCP-12.1, Revision 1, “"Calibration and Control of Measuring and Test
Equipment," Paragraph 5.3.3., states that "The Calibration Laboratory is
sufficiently isolated from potential sources of radiation, radio frequen-
cies and electromagnetic interferences to preclude adversely affecting
calibration activities."

The Calibration Laboratory was not able to produce any objective evidence
to verify this statement in the procedure. If this statement is not
verifiable then it should be deleted from the procedure or revised such
that it can be verified.

3. QAI-004, Revision 2, "Issuance and Processing of Nonconformance Reportss,”
does not requira or provide for:

a. "Logging Out" when "Revised Disposition" is sent to QAE for concurrence

and "Logging In" when "Revised Disposition" concurrence from 0AE is
received.
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CONCERNS:

AUDIT SUMMARY:

(Conti.)
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be sent to him for revision ("NCR Status Log" requires an entry for
tracking return to SRE only when RON is issued by BEC).

The results of the audit revealed a satisfactory degree of adequacy and
implementation of the Ebasco QA program and procedures with the exception
of the deficiencies noted within this audit report. Ebasco's QA/QC
activities were audited for compliance to the following 10CFR50, Appendix 8B,
criteria:

Criterion I
Criterion I
Criterion XII
Criterion XIV
Criterion XV
Criterion XVI
Criterion XVII
Criterion XVIII

ATTACHMENTS:

HL&P CAR No.
HL&P CAR No.
HL&P CAR No.
HL&P CAR No.
HL&P C/R No.
No.
No.
No.
No.
No.
No.
No.
No.
Ho.
No.
No.

HL&P DN
HL&P DN
HL&P DN
HL&P DN
HL&P DN
HL&P DN
HL&P DN
HL&P DN
HL&P DN
ESI CAR
ESI CAR

G-224
G-225
G-226
G-227
G-228

015
016
017
018
019
020
021
022
028
1

2

“Logging Out" for “"Revised Disposition" when SRE requests NCR

Urganization

QA Program

Control of Measuring and Test Equipment
Inspection, Test and Operating Status
Nonconforming Materials, Parts and Components
Corrective Action

Quality Assurance Records

Audits



Attachment: HL&P Audit GO8-301 Page 1 of 2

POA042 (3321 SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

The Light HOUSTON LIGHTING & POWER (N CARNo. G-224

QUALITY ASSURANCE

coempany CORRECTIE ACTION REPORT o A
(3) ORGANIZATION EbaS('O QA/QC (‘)é‘ c:soulﬂﬁgm i (‘5;-:5;?35;55 OUE DATE
(6) DOCUMENT VIOLATED TREV. B TPARA

H.&P POAP ! 1 : - 12.3.4

i
(7) OESCRIPTION OF CONDITION ACVERSE TO QUALITY

The above referenced document states: "Calibration of measuring and test equipment is

against standards that have accuracy of at least four times the required accuracy of the

equipment being calibrated, or when this is not practicable, have an accuracy that

assures the equipment being calibrated is within required tolerance and that the basis

of acceptance is documented and authorized by responsible management."” Contrary to this

requirement, neither the Ebasco NQAPM, Section QA-III-13, Revision 2 or QcpP-12.1,

{8) REPORTED BY. ] 7 7)) T’-’A i iy 2/2 g//gé
(9] REVIEW AND APPROVAL/‘///“_:‘%?//L :0‘“5 "/2‘//1 _J

{10) REMEDIAL ACTION

(11) SIGNATURE :DA?E. (12) EFFECTIVE DATE
!
(13) CAUSE OF CONDITION
(14) CORRECTIVE ACTION TO PREVENT RECURRENCE
(185) REVIEW AND ZPPROVAL :OATE 116) EFFECTIVE DATE
1
(17) HL&P INITIATOA C ACCEPT | SLPEAVISOA SATE l
Lo REJECT
18) VERIFICATIONPERFSAMED 8y 2 sar | SUPEAVISOR OATE
£ UNSAT j
(19) mL&P QA CLCSuURE OATE J




Attachment: HL&P Audit GOB.
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PQA-042 (9/82)

The Lignht
company

SOUTH TEXAS PROJECT ELECTRIC GENERATING STAT'ON
HOUSTON LIGHTING & POWER

QUALITY ASSURANCE
CORRECTIVE ACTION REPORT

(1) CARNo. (3-2285~

(2) REVISION 0
 BPasco Quality Control e ves oo lodazga oM
(6) UMENT VIOLATED | REV. TPARA.

RSN | 15 8:1.5/5.6.10.1

[(7) CESCRIPTION OF CONDITION ADVERSE TO QUALITY

See Continuation Sheet Page 2 of 2

" %~

(8) REPORTED 8Y 7,

Vo

EDATE.Z‘/Z‘3/2'3

(9) REVIEW AND APPRCVAL /WW
/ £ e o i

iene 2/25/?3

(10) REMEDIAL ACTION

(11} SIGNATURE :OATE (12} EFFECTIVE ODATE:
!

{13) CAUSE OF CONDITION

(14) CORRECTIVE ACTION TO PREVENT RECUARENCE

(15 REVIEW AND APPAQVAL ODATE 116) EFFECTIVE DATE

(19) HLSP QA CLOSURE

1M ™ P INITIAT CEPTY 1 § Y !
' La ITIATOR c: ACCE & |,u’£_nvrson OATE |
C cesect | -
118 VERIFICATIONPERFORVED BY a Sar : SUPERVISOR OATE 1
) UNSAT J




Attachment: HLAP Audit G08-301

P;ge 2 of 2

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) CcarNo._G-225

(2) REVISION 0

Block 7 Description of Condition Adverse to Quality

_1J QCP-15.1 Rev. 2, Paragraph 5.6.10.1 states: “After approval of Conditional

Release for a NCR item...a dated, initialed entry (is) made in the QC NCR

Log, noting the C.R. status."

2) QCP-15.1 Rev. 2, Paragraph 5.8.1.5 states: "The latest revision number for the

revised NCR shall be entered in the remarks column of the QC NCR Log."

Contrary to the above, entries are not being made in the QC NCR Log as required

by the procedure.

POA-064 111,92




Attachment:

HL&P Audit GO8-301 Page 1 of 2

POQAQ42 (9.8

company CORRECTIVE ACTIO

N REPORT

SOUTH TEXAS PROJECT ELECTRIC GENERATING STATlON

The Light i

QUALITY ASSURANCE

(1) CAR No. £-226

(2) REVISION ©

(3) ORGANIZATION .
Ebasco Quality Assurance

(4) DEF REQUIRED

] ves @No

(5) RESPONSE DUE DATE
03-27-§3

(6) DOCUMENT v»otﬂegpr; Section QA-II1-1 =

REV.
2

:'ANA.

: il

1
(7) OESCRIPTION OF CONDITION AOVERSE TO QUALITY

See Page 2 of 2,

(8) REPORTED BY ZM 7/5)Lm

EDATEZ/}B/é’B

9) REVIEW AND APPROV AL /7
/4’/’/%%
£ &

| DATE

a3 /09
/

/

(10} REMEDIAL ACTION

—
(11) SIGNATURE :Sne (12) EFFECTIVE DATE
!
(13) CAUSE OF CONDITION
(14) CORRECTIVE ACTION TO PREVENT RECURRENCE
i
[18) REVIEW AND APPAQVAL 1OATE 116) EFFECTIVE DATE ]
i
(17) HMLAP INITIATOR ACCEPT 1 SUPEAVISOR ODATe i
Ag.ECT | :
8 VERIFICATIONPERFQRAMED B Y E SAT I SUPERVISOR DATE }
£ UNSAT |

(19) HL&P QA CLOSURE




Attachment: HL&P Audit G08-301

2

Page

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1)  CAR NO. c'ggé

(2) REVISION-S

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY

NQAPM Section QA-I1I-1, Paragraph 3.1 states "Implementing instructions,

procedures, or drawings for activities affecting quality at the

construction site shall be developed by the. . .Site Quality Assurance

for their respective quality-related functions.

L4

Contrary to this requirement, the Ebasco Qua]fty Program Site Manager

issued a Stop Work against the issuance of bulk safety-related materials

to Ebasco from Bechtel's warehouse by interoffice correspondence

ST-QPSM-006-83. This method of stopping work is not described in approved

site procedures.

PCA-064 (11,20)
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HCUSTON LIGHTING & POWER
QUALITY ASSURANCE

The Light

Company CORRECTIVE ACTION REPORT

POAGAS (e SOUTH TEXAS PROJECT ELECTRIC GENERATING smruow

(1) CAR No. _£-22 7

(2) REVISION _Q

(3) ORGANIZATION

(4) DEF REQUIRED

Ebasco Quality Control 3 ves

CQ ~No

() RESPONSE DUE DATE

(6) DOCUMENT VIOLATE%NSI N45 2 =REV.

1971

PARA

A s

(7) OESCRIPTION OF CONDITION ADVERSE TO QUALITY

See Page 2 of 2,

'DATE ;/23!5

il

(8) REPORTED 8Y 222 { Z : : W/L
Lo e

{8) REVIEW AND APPROV AL
Lo

,one ../3/0‘>

(10) REMEDIAL ACTION

{11) SIGNATURE :OATE (12) EFFECTIVE DATE
!

(13) CAUSE OF CONDITION

(14) CORRECTIVE ACTION TO PREVENT RECURNENCE

115 HEVIEW AND APPRAQV AL DATE 116) SFFECTIVE DATE

(17) HL&P INITIATOR ACCEPTY 1 sUPEAVISOR JQATE

Enne er | f
(18) VERIFICATION PERFORMED B Y Q SAT | SUPERVISORA CATE

£ 1 UNSAT l
119) =LAP QA CLOSURE DATE i
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N o

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

BLOCK (7)

(1) CAR NO. G- 227

(2) REVISIOND

DESCRIPTION OF CONDITION ADVERSE TO QUALITY

ANST N45.2-1971, "QA Program Requirements For Nuclear Power Plants",

v
section 6, states in part that activities affecting quality shall be

prescribed by documented instructions, procedures or drawinas

.and shall be accomplished in accordance with these instructions,

procedures or drawings."

Contrary to this requirement, QCP-6.3, "Quality Control Review of

Incoming Revisions/Changes to Bechtel Specifications and Procedures,"

Rev. 0, was issued to the field on December 21, 1982, but was not

implemenited until January 31, 1983, even though numerous revisions/

changes were made to Bechtel specifications and procedures during

the time period that the procedure requirements were not implemented.

POA-CB4 V1, BD)
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PQADE2 /8D SOUTH TEXAS PROJECT ELECTRIC GENERATING snmou

Th L- HOUSTON LIGHTING & POWER
& Ight (N CARNo. G -22¢

QUALITY ASSURANCE

Company CORRECTIVE ACTION REPORT (2) REVISION ©

(3) QRGANIZATION | B (4) DEF REQUIRED (5) RESPONSE DUE DATE
tbasco Quality Control/Quality Assurance ] vEs g No 03-27- 83

© BT NGARH *Section QA-111-6 " 2 g

(7) OESCRIPTION CF CONDITION ADVERSE TO QUALITY

See Continuation Sheet, Page 2 of 2

(8) REPORTED BY . W 7/7407 WL 7 - ED"E A/z_}/g;
(9) REVIEW AND APPROVAL "%’/?%W E DATE z/) 3}9-3
7

(10) REMEDIAL ACTION

f11) SIGNATURE .D : (12) EFFECTIVE OATE:

f13) CAUSE OF CONODITION

(14) CORRECTIVE ACTION TO PREVENT RECURRENCE

(15) AEVIEW AND APPROY AL 116) EFFECTIVE DATE

[17) HL&P INITIATOR ACCEPT | SUPEAVISOR
REJECT
(18 VERIFICATION PERFORAMED BY SAT SUPENHVISOR

UNSAT

(1) MLAP CA CLOSURE




Attachment: HL&P Audit G08-301

Page B of 2

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) carno. G- 227

(2) REVISION_S

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY

ESI NQAPM, Section QA-III-6, Paragraph 4.2 states "He

(the QC Inspector) shall document the satisfactory correction

or resolution of all nonconformances on the dispositioned

Nonconformance Report. This documentation shall provide

sufficiently detailed information for as-built records."

T

Contrary to this requirement:

~ 1) QCP-15.1, Rev. 2 does not provide this directive to

Quality Control

2) QAI-004, Rev. 2 does not direct Quality Assurance to

review Nonconformance Reports for this requirement.

PQA-JGe

(1132




. Attacnment: HLAP Audit G08-301

HOUSTON LIGHTING & POWER
SOUTH TEXAS FROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE \ONNO Q2 S
P DEFICIENCY NOTICE 2 REV o
3ORGANIZATION 3 DATE ISSUED SOATE DU
Ebasco Quality Contro) 2/25/¢3 Z’é/gjg Y 1
6 DOCUMENT VIOLATED 7TRAEVISION 8 PARA.
QCP-16.1 1 5.9

e e e
9 DESCRIPTION OF DEFICIENCY

QCP-16.1, Paragraph 5.9 states, "If the originating organization determines
that the correc.ive action and response is adequate and the report is closed,
this shall be noted in the Log of required Corrective Action." :

Contrary to this requirement, many BPC, ESI, and HL&P, QFR's, and CAR's
are listed in the log as still open, even though the originating organization has
closed the item. Examples: HLA&P CAR's HG-38, HG-40, HC-123, G-184, G-183, & G-185.

10 INITIATOR WWW 052723/33

11 REVIEW & AFPROVAL ATE
T 2/24/%
12 PERSON CONTACTED POSITION A

FE  Witzspasgy EST Leap (1 Lusmesr —S)rz. R/ZV/E_Z

13 REMEDIAL ACTION

This condition is a result of a lack of formal notification to ESI QC, from the

originating organization, that the corrective action is adequate and the report is
closed,

QCP-16.1, REV 1, is presently being revised to read: "Upon written notification
that the originating organization has determined that the corrective action and

response is adequate and the report is closed, this shall be noted in the Log of
Required Corrective Action."

14 SIGNATURE DATE 1S EFFECTIVITYOATE
: 283 T 53 |
16 RESPONSE ACCEPTANCE-INITIATOR "DATE |17 SUPERVISOR APPROVAL DATE
_ 3//0/53 fw“ i 3///"-/? 3
TR ARPRARTRDET OV AT DSAY’ISFACYORVDUNSATI‘"PACTORV i
-
19 JA CLOSURE ~ INITIATOR DATE REVIEW & APPROVAL DATE
20 CC LIST

HA. Wnkew (Hie? o1)
Low. Huausr (HEL o)
J . ESTE L (//Lr/’&ﬂ)

POA-0%9 (1892




Attachment: HL&P Audit GO8-301

HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENE RATING STATION

QUALITY ASSURANCE vonno _O/C
DEFICIENCY NOTICE 2 REV e
I 0ORGANIZATION 3 OATE ISSUED SOATE DUE
Ebasc ity Control 2/257/¢3 3//5/53
 DOCUMENT VIOLATED " QC Review of Incoming Revisions/ T REVISION 8 PARA.
QCP-5.3,Changes to Bechtel Specifications and Procedures” 0 s, 2.

9 DESCRIPTION OF DEFICIENCY

QCP-6.3, Paragraph 5.2, states in part the "the assigned QC Engineer shall use
the lgg for QC Review of Bechtel Specification/Procedure Revisions (Attachment A)

Contrary to this requirement, the log presently being used by QC is not the same
log as depicted on Attachment A of the procedure.

10INITIATOR WJ WM 05?723/63

11 REVIEW & APPROVAL DATE
gl . s 2/33/83
12 PERSON CONTACTED POSITION S o DATE

L&, Jiceamsen E3Z [ipp O Enénriber-Si7E 2/24 /63

13 REMEDIAL ACTION

PCR #1 to QCP-6.3 was approved on 2-18-83, authorizing the use of the log format
cited in this DN. The early use was dictated because during early stages of
implementation of this procedure it was discovered the original log format just
would not do the intended job.

14 SIGNATURE DATE 1S EFFECTIVITYDATE
1/ /g%x/ 2-,0-52 A ]

16 RESPONSE ACCEPTANCE - INITIATOR BDATE |17 SUPERVISOR APPROVAL DATE
W 7l o /83 | it 3fe e

18 VERLFI PERFORMED W/
/ FERY St Ksatiseacrony[Junsartiseacrony ”/4
19 QA CLOSURE - INITIATOR OATE e el o /o
3
2 2V Slgs e sfets
20 CC LIST

H A Wakew (HLrron)
L. Husr (pee on)
T M. Esrecn (wiry o)




. Attachment: HLAP Audit GO8-301

HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE vonno. 21 7
DEFICIENCY NOTICE 2 REV o
3 ORGANIZATION 4 DATE ISSUED [SDATE DUE

Ebasco Quality Control 2-Js- £3 34/6’{83
6 DOCUMENT VIOLATED 7 REVISION B PARA

QCP 16.1 ‘ 1 §.7.1

9 DESCRIPTION OF DEFICIENCY

QCP 1€.1, Paragraph 5.7.1, states "The written response (to the audit, surveillance,
or inspection) shall be reviewed and approved by the Quality Control Site Supervisor
prior to transmittal. All written responses shall be transmitted under the
signature of the QCSS." Contrary to this requirement, there was no objective
evidence that the QCSS was transmitting the written response by formal transmittals.
The responsibility for transmitting responses is with Ebasco QA as defined in
QAI-006.

lOINlTIATORM 7/70]W :z-f/EZB g‘;

11 REVIEW & AFPROVAL

ﬂ% . A;E/z }/?3

12 PERSON CONTACTED POSITION DATE L
FE insiantsen EST LEAO 8 Ensmisr - SiTE 2/2'//55

13 REMEDIAL ACTION
QCP-16.1, REV 1, is presently being revised to read as follows:

"The written response shall be reviewed and approved by the Quality Control Site
Supervisor prior to being forwarded to Ebasco QA for subsequent transmittal. All

written responses shall be forwarded under the signature of the Quality Control
Site Supervisor."

14 SIGNATURE DATE 15 EFFECTIVITYDATE
/(./3 %444‘ Z-po -9 J’/f’ég

16 RESPQNSE ACCEPTANCE-INITIATOR DATE |17 SUPERVISOR APPROVAL DATE

' 7 ole3 | oz sfefiy

B A it s ieponn i [(Jsarisracrony[Junsatiseactory el
|

19 OA CLOSURE = INITIATOR DATE REVIEW & APPROVAL "DATE

20CC LIST

HA. Wivew (HLtr o)
LW, Hunst (Bee en)

—

J. W Esreuns (Heww o4)

POA-05¢ "10°32)



Attachment: HL&P Audit G08-301

HOUSTON LIGHTING & POWER .
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASS.'RANCE vonno o028
DEFICIENCY NOTICE 2 REV
JORGANIZATION : 4 DATE ISSUED SDATE DU
Ebasco Quality Control 2-25-13 zg/eé?;
6 DOCUMENT VIOLATED "“[dentification and Control of 7REVISION 8 PARA.
QCP-15.1, Discrepancies and Nonconformances” 2 $.2.2/5.2.3

9 DESCRIPTION OF DEFICIENCY

QCP-15.1, Paragraph 5.2.2 states in part, "The inspector shall submit the Deficiency
Notice. . .to the responsible Lead Quality Control Engineer for his review and
evaluation." Paragraph 5.2.3 states in part ". . .the Lead QC Engineer. . .shall
record, sign and date his decision. . .on the DN. . ."

Contrary to the above requirements, Deficiency Notices (DN) #006-C, 008-C and 009-C
were reviewed, evaluated, signed, and dated by an individual other that the Lead Quality
Control Engineer.

10 INITIATOR M 77///W 0372//?3

11 REVIEW & APPROVAL DATE

ey 25y /53
12 PERSON CONTACTED ~ POSITION DA7 p
FE. Wietinmén ESZ [eaw U8 Lusmesrn-SiTE. 2/24/4 %

13 REMEDIAL ACTION )

14 SIGNATURE TOATE 16 EFFECTIVITYDATE

16 RESPONSE ACCEPTANCE-INITIATOR DATE [17 SUPERVISOR APPROVAL DATE

18 VERIFICATION PERFORMED BY OATE CAR NO
(Jsatiseacrory[Junsatisracrony

19 QA CLOSURE - INITIATOR DATE REVIEW & APPROVAL DATE

20CC LiIsT

HA. Wnekew (Herr gn)
L. Hewsr (Br2 4n)
T lu. Esrvun (Herrep)




» S b
. Attacnment: HL3P Audit 508-30]

HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE ronno. 819
DEFICIENCY NOTICE 2REV. O
3 CRGANIZATION S OATE ISSUED SDATE 07
Ebasco Quality Controi 2-A5.03 3//8 ¥z
6 DOCUMENT VIOLATED TREVISION |8 PARA
QCP-12.1 "“Calibration of M&TE 1 $.9.5.1

(S DESCRIPTION OF DEFICIENCY
QCP-12.1, Paragraph 5.9.5.1, states "The original of the closed Deficient Controlled
M&TE Evaluation Report shall be transmitted to the QA Records Vault and a copy
retained in the M&TE history file.

Contrary to this requirement, copies of closed Deficient Controlled M&TE Evaluation
Reports were not retained in al) applicable M&TE history files.

TOINITIATOR W W/ﬂm DAiE ZV/ﬁf

11 REVIEW a:::/ao_yu DATE
Z=— A

S —— g
12 PERSON CONTACTED POSITION DATE

FE Witimmson _ EST Leao DO Enémeiw-Sire 77/(,?4//23

1J REMEDIAL ACTION

QCP-12.1 shall be revised to delete this requirement as it serves no useful
purpose.

14 SIGNATURE DATE 1S EFFECTIVITYDATE
/W/f// : Z2-/0 8732 < - /-3

16 RES;SNSE/ACC_EPT/NCE-INITIATOR DATE |17 SUPERVISOR APPROVAL DATE
g 7/ : e / ol o

WA it J///) (FAP AL "~ PO/ %
18 VERIFICATION PEREQORMED B Y CATE ‘" CAR RQ
(Osarisracronv[Junsatisracrony
19 QA CLOSURE ~ INITIATOR DATE REVIEW & APPROVAL DATE

20 CC LIST

HA. Whatriw (Hisron)
L. Howsr (tee gu)
T . Esreun (Heir ¢n)

PCA-0S9 (19 20




Attachment: HL&P Audit G08-301

HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE 1onNO 220
DEFICIENCY NOTICE 2REV. O
3 0ORGANIZATION tg:TEVI;sue‘: SOATE QUE
-) - ”
asco Quality Assurance :-?--i-;-il ﬁ/ /f
6 DOCUMENT VIOLATED TREVISION 8 PARA.
QAI-010 "Site QA Records" 2 6.1

—
9 DESCRIPTION OF DEFICIENCY

QAI-010, Paragraph 6.1 states in part, "All documents which are designated as Permanent
in Section 5.1. . .shall be transmitted upon completion to the Ebasco Quality Records
Supervisor for processing and transmittal to Bechtel Site Quality Assurance. . ."

Contrary to the above, transmittal and processing of records is governed by QAI-016 and
turnover of completed packages to HL& RMS and BEC is governed by QAI-019. Neither
procedure is referenced by QAI-010 nor are they included in Section 6.1.

TS TNTTTATOR 7/% WW 02727/6

11 REVIEW & APPROVAL ODATE
//4”//// z/zs/f(?a

12 PERSON CONTACTED POSITIO DATE
KH Cummmnes Ji. EST Sire ﬁmurr/%}m@ Surerevisor 2/2¢/67

13 REMEDIAL ACTION

t
GAL- 010 Revision 2 wiil be rgv\SQJ o indicatre Hadd Aocwmmen ¢

which ace &O-S‘.Su\o&ecl et Pormanned shall be duefiitios ?ﬂ"—e"“‘l

and ,rrc..\smlkkacl wpon <°“‘F‘Q\'\‘QY\ ln Glcerdance w‘-"f\’\ QATL-016

ard QAX-019 as &PP\' cablo | QAT-01 Revision @ 15 (“‘r"\k\‘/
reles vhced 'n RAT-010 Ravifien T QAL-0le ard QAT-019
will be in:\uo\ec‘ as ceferernce JOg“Me‘\*s A~ QAT -010
RQ—":S.‘C’“ S. At P“\'Qc“ Aate °? Be.c'h\-e.\ c»@prova\ anol
COPTQC\\Q(\A‘\(\(‘ 15€uance is AP“‘\ 8/ )12&63.
14 suc»u?e ¥ DATE IS EFFECTIVITYDATE
/B Cummenr 2-24-83 | 4-g-83
16 RESPONSE ACCEPTANCE-INITIATOR DATE |17 SUPERVISOR APPROVAL DATE
) , —tim - - .
Il 7 To XLl H, 2/2v/43 | Lo 3feusr
18 VERIFICATION PERFORMED BY DATE CAR NO.
(Osarisractory[Junsatisracrony
19 QA CLOSURE - INITIATOR DATE REVIEW & APPROVAL " DATE
20 CC LIST

HA. lnikex (e ea)
L. Hunsr (56¢ wn)
KA. Loammss (EST un)
J . Esrecn (He'wen)

PRA-NSY I1a 33




Attachment: HL&P Audit G08-301

HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE yoNNO g3/
DEFICIENCY NOTICE 2 REV
JORGANIZATION 4 DATE VISSUEO SDATE.D E
Ebasco Quality Assurance M - Vs
6 DOCUMENT VIOLATED 7REVISION 8 PARA .
QAI-001 ” Site QA Organization and Responsibilities” ] 4.4.2

9 DESCRIPTION OF DEFICIENCY

QAI-001, Paragraph 4.4.2 states that "The NCR Coordinator is responsible for
submittal of records generated by the Site QA Group to the QA Records
Coordinator."

Contrary to this statement, the NCR Coordinator is not performing this function.

TOINITIATOR W/X é?f A 02723/93

11 REVIEW & APPROVAL

A DATE
e /5953

12 PERSON CONTACTED POSITION DATE

ummngs Ju. EST Quaurr fssuinise 3,8 Sumvevisire 2 /24/¢3

13 REMEDIAL ACTION

The rcqr\.\'.rcv\on\— "\Q.‘: bczn JQ(Q_\,_J Frem "L\c_ Pe.x).\on«'.h\l\‘r-'\._r Q§
Lk" NCR Coorc\inq‘kc,p in Ro,v'.s\.:n . o GAT-o0\
Swb e ) Q,A +o Be ehha\ Fee r"f‘,‘\
Av\'r'-c&?q.\-o_‘;ﬁ dale oF 1Sswoance ot lO-V.\s'.c‘n 2. to GAT -oC\ w
3-11-83,

hie s

C\f‘\ruvm\ en Z-22-213

14 5'6’?““5 DATE 15 EFFECTIVITY DATE
/é’ a«‘-ﬂww[ 2-24-973 3-/1-83
o ¥

16 RESPONSE ACCEPTANCE ANITIATOR CATE nsui;enwsga APPROVAL /Arg
W/ e/ 2/20fy3 | o Ak

18 VERIEICAT ERFORMED 8Y O

e Ksatiseacrony] ' CQ?? 4
ATI A Y N TISF TORY ’
‘ 3/”/33 UNSATISFACTO i
19 QA CLOSUBE - INITIATOR DAT, REVIEW & APPROVAL DATE
2?@ Zz%&m 3////53 ’,.% 2 /1 /52
20 CC LIST g

HAH. wackex (e en)
Lt funst (168 eh)

KA. Compmmes ./,FSL‘ LA )
T ly. Esiewn (Hirv 4n)

PQA-083 1282




Attachment: HLAP Audit GO8-301

HOUSTON LIGHTING & POWER )
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE 1ONNO. _2R 2
DEFICIENCY NOTICE 2 REV o
JORGANIZATION 4 ODATE ISSUED SOATE QUE
: Ebasco Quality Assurance OR-I2y-13 J/U 7
6 OOCUMENT VIOLATED "Personnel Indoctrination and 7REVISION 8 PARA.
ESI NQAPH, Section QA-1-3, Training Program in QA" 2 3.3

9 DESCRIPTION OF DEFICIENCY

ESI NQAPM, Section QA-
"Quality Assurance Eng
lessons on file."

I-3, Paragraph 3.3. states in summation that the
ineering Department shall maintain copies of training

Contrary to this requirement, there is no site implementing procedure which

describes this responsibility.

Copies of training lessons are kept on file in

the QA Training Department.

10 INITIATOR 7EJ

C

VE

11 REVIEW & APPROVAL DATE

Y et L2 2| vey/F
12PERSON CONTACTED . POSITION ¢ { - TOAY /
1 CYMmings Jr. £ _SI Si7E Lniry //j SUHANTYE ;,-,} VOt /I (//?Z

13 REMEDIAL ACTION
Pro?f.scd QAT-01§ Rovision O Cbr-.?'r)
Qac\ ' S

appecval by 2-28-23.

ot Saan Hreough Fhe Bechia\
QxPe.gchl s be su\;m:‘r\:.cl tﬁ(‘ Fing\
QAI-cie s pPrepe sed QOPL'A‘\\\S
pj CoF'.ex o lessen P\f.u\x on Tile .

review cyele
Beclhiel
Flawiremants For malataln!
pn‘t;g;?c\,_i dale oF | Tswance oF o o-“)tove.ﬁ QAXL-0\18 Rev.0

'S 3-22-83.

T4 sncnnu? DATE 15 EFFECTIVITYDATE

'-((, &umn' JQ 2-24-%3 3.22-873
i -
16 RESPONSE A}Cl TANCE-INITIATOR ’ DATE [17 SUPERVISOR APPROVAL DAT}
7ZM /Z/;;xf 2 ZHh 2/2‘//5/3 ﬂ%—« 22y
18 VERIFICATION PERFORMED BY OATE oy o
(Osatiseacrory[JunsaTisracTonry
19 CA CLOSURE - INITIATOR DATE REVIEW & APPROVAL DATE

20 CC LIST

HA. Witex (e 4n)
Lt Hursr (Bee ¢n)
KA. Dummncs (ESL ¢4)
T k. Esrewn (Hei# eh)




Attachment: HL&P Audit G08-301

HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE yonno 028

DEFICIENCY NOTICE 2 REV O
3O0RGANIZATION 4 DATE ISSUED SOATE DUE
Ebasco Quality Assurance 03-02-93 A;/ﬁ
6 DOCUMENT VIOLATED "ISSuance and prOCESSing 7REVISION 8 PARA.
QAI-004 of Nonconformance Reports" 2 6.3.10.3
9 DESCRIPTION OF DEFICIENCY
QAI-C04, Paragraph 6.3.10.3, states in part, “Upon request from the cognizant
discipline Lead QC Engineer, the NCR Coordinator shall transmit the original
NCR to QC for completion of Block 26. . ."
Contrary to this requirement, the ESI NCR Coordinator does not utilize a formal
transmittal to transmit the original NCR to QC for completion of Block 26,
(Acceptance of New Work/Rework/Repairs).
10 INITIATOR DATE
WA 7 pcats 3//43
11 REVIEW & APPROVAL DATE

12 PERSON CONTACTED

2/2/823
\ZA. Cumpmes Tz, 3}?&3

As oF 2-23-8% ‘he NCR Cocedinaler has been uhilizieg o
Formdl rransmibral For the  feaasw M) F om Sral NCR §
Yo Ebuice AC. The NMR Ceordinader ws\\ conMnue

™ wte FTorme) trocsmi Hals &Ko LR orla\m\\.\ ‘o Qe

wnless ‘he «--.-)u\rc.men“r T e QAaT-co04 o\ be
\qg\-q.c— g\q‘\jg‘—il -\-5 ‘q\é“g_aLQ ox‘\cvw‘,sc,

POSITION

ESZ A Size Sumeryisor

e suc«u% DATE 15 EFFECTIVITYDATE |
: C.M 3-02-83| 2-22-83
76 RESPONSE ACCEPTANCE -INTTIATOR DATE |17 SUPERVISOR APPROVAL DATE
M 2leited?#, % 3/2/83 | Az 3/2/83
i8 VERIFICATION PERFORMED BY DATE CAR NO.
' ; }/7/55 ESATISFACTORVDUNSANSFACTORV ”/i
19 QA CLOSURE - lNl;’lATOﬂ OATE REVIEW & APPROVAL BATE
7/5(/ 7//&/@7 3/2/53 i a0 j2 /N
20 CC LIST e )

H A UWsker ///éffmj

Ll Haasr  (Bec on)
J. W. Esrewn (;//_//7@9/
/?/4 CUMM/A/&f (Esza;ﬁ)

X THIS DEFIIEVEY [iAS IOENTIFIED
N 2/23/83 puens JERFogmALCE
OF Ruorr @eg-30/. fwor ro
2/: 23/87 NER CoonoynsTor
WHS  Foruproms A CR
or/gEmnaAL 7o (0,

PQA-059 1138




EBASCO SERVICES INCORPORATED
QUALITY ASSURANCE ENGINEER) o 8

Hs5Y SITE AUDITING 2
CORRECTIVE ACTION REQUEST SITE

- whrwe.B2-0O8
no:mgc\'-‘f* Texas suna:chTnv Eael oave_feg R eg-

REPLY DUE DAT
RESPONSIBILITY ASSIGNED TO L Bawm . El0l3|1l8lsg

STATEMENT OF REQUIREMENTS:

ExR.1001 Reu. T KAYQCD\ALT\DQJL\&S'CPE o=Su\\u§
L 0¢®-12.0 Reu | ‘\Smakgn! S\

FINDINGS:

ETR QeCu38S CaLBpatitn SEQVNE PRACORELPUT TO  COMPIN  \w T u Oe=-1-S,
Agw\\, PRACTILE 1S TO PRALLOF OFES,TE CRLARRATION SEQMNss PED QSP-B

Aup QAT -0n9. Tus PRACIE Dofs  nNoT REQWAE Eantic Mes 8. oisianan
RESUQAED By OA- I-S TNLORPOAATED Aud APPULARLE RY THE IR 3.

AUDITOR

DISCUSSED wiTwm
@MQ-&* bu.\L (_\..uo.uadl.s
e ———

TROS LTI,

—_
— =

The response is required from the authority designated at the top left comer of this form under the description
“Responsibility Assigned To.” The responsibility for follow-up and evaluation of cerrective action is the

responsibility of the Ebasco Site Quality Assurance Group unless this responsibility is reassigned in the
"Follow-up Responsibility” below to the New York office. !

m——*—_——“—“_—_——_—__

CORRECTIVE ACTION RESPONSE: a) Taken 1o correct fingings

b) Schecuiec date .f comple ion
¢) Action to prevent recurrence

SIGNATURE

CORRECTIVE ACTION Satistactory
RESPONSE EVALUATION Unsalistaciory» Evaiuateg by

CORRECTIVE ACTION AUDIT

¥ Reler ve orroches Ebosco Form °

FOLLO® UP RESPONSIBILITY. :. Esasco Site QA
% Evasco NYO QA Engineer

FInDinG CLOSED

S'enatTysg




e —— ..

1257 QA 11.78 X EBASCO SERAVICES INCORPORATED
3 - QUALITY -ASSURANCE ENGINEERPT b 2
o SITE AUDITING E’ :
. A~ CORRECTIVE ACTION REQUEST 3ot wo. B3 .01
srosecrdonzs TEyag svesecr(anmsal oe Mesioue aveTesr Eovusuan oave Feg B 199"
RESPONSIBILITY ASSIGNED TO C Ha‘m REPLY DUR DaTE 0 3 1 8 : ;’

M
STATEMENT OF REQUIREMENTS:

or®-.\ agacaaed S.s.8: " Tus ReEfcou FoR CHAWGE 1M CALBRATIOU IWTEQUA
Seeiy VE VELOADED o THE Cﬂ“‘gm\gﬂ Q!l:ﬂh‘- S aod., )

FINDINGS:
Sah\g.:u'nou ’P\§Q92§ Chtm; ST-CC- 221 TrOW 2280 (mubiATYE A CHAUGLE

_\_u___q.mglﬁ"o\‘ INTEQVAL, BT Do aloT 1nCilult A DENSoY SO THE CUBUGES .,

AUDITOR CISCUSSED wiTw
§c__\; Q%C.d ! \-G\lﬂlb \JJIL.H[gM
| == =

The response is required from the authority designated at the top left comer of this form under the desc:iption
"Responsibility Assigned o.” The responsibility for follow-up and evaluation of corrective action is the
tesponsibility of the Ebascoe Site Quality Assurance Group unless this respoasibility is reassigned in the
"Follow-up Responsibility” below to the New York office.

CORRECTIVE ACTION RESPONSE: a) Taken to correct findings
b) Scheculed Cate of comsietion .
c) Action 10 prevent recutrence
)
B}
c)
SiSNATURE TITLE h DATE
an
CORRECTIVE ACTION - Satisfactory
RESPONSE EVALUATION __| Unsausfactorys Evalvatec by Date
D Satistaciery
COPRECTIVE ACTION AUDIT | _ | Unsatistacionys Augitor Cate

¥ Reier 1o grroches Sbosce Form 1222.2 (04

FOLLO®LP RESPONSIBILITY : Evasco Site QA
sasce NYO QA Engineer

FINDing CLOSEC c——

SienaTusg TITLE Satt




‘' Attachment: HL&P Audit G08-2301

Paée_L of _‘.Z_

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) carno C@-22¢

(2) REVISION—Z

Revision 1 require the basis of acceptance to be documented and authorized by

responsible management when the required 4:1 accuracy ratio cannot be met.

POA-~054 11,32




. H L & F~1008A {5-82)

it Houston Lighting & Power Company
OFFICE MEMORANDUM March 25, 1983
To  Mr. J. W. Williams ST-HS-H$-01878

File No.: Q12.8
From  Mr. H. A. Walker /6//&, %/Ma« Q16.4

Subject  South Texas Project Electric Generating Station
Project Audit Report Number G19-301

Attached is the Project Audit Report for HL&P Construction,
Audit Number G19-301, conducted on February 28 through March 2, 1983.

‘Number of Items Reviewed: 60
*Number of Deficiencies: 4
“Number of Concerns:
‘Number of CARs:
*Number of DNs:

N —O

There are no conditions identified which required any action
in addition to a CAR or ON. If you have any comments or require additional
information, please contact Mr. A. C. Von Nyvenheim at extension 2415,

waw/we /8S: 1r
Attachment

cc: G. W. Oprea, Jr.
J. E. Geiger
D. G. Barker
R. J. Maroni
S. M. Dew
R. L. Ulrey
E. A. Turner
A. R. Beavers
J. G. Dewease
J. H. Goldberg
L. B. Horrigan
R. P. Murphy
A. C. Von Nyvenheim

Audit File G19-301
STP/RMS-SRC
Site Library
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SOUTH TEXAS PROJECT AUDIT REPORT
AUDIT NUMBER: G19-301/HL&P Construction AUDIT DATES: February 28 - March 2, 1983
AUDITED ORGANIZATION: AUDIT TEAM:
HL&P Construction A. C. Von Nyvenheim Lead Auditor
P.0. Box 308 C. L. Grover Auditor
Bay City, Texas 77414
-2A-2.
ead Auditor te
PRE- DURING POST-
PERSONNEL CONTACTED: AUDIT AUDIT AUDIT
J. W. Williams Site Manager X
I. P. Morrow Construction Superintendent X X
W. H. Moye Construction Engineering Superviscr X X X
D. L. Dujka Lead Construction Engineer X X X

OBJECTIVE OF THE AUDIT:

To verify the programmatic adequacy of HL&P construction activities and to verify
the proper implementation of their procedures.

DEFICIENCIES:

1. Project Quality Assurance Plan, Section 1.0, assigns Quality Assurance related
responsibilities to HL&P construction organization. ANSI N45.2-1971, Section 6,
requires that quality related activities shall be prescribed by documented instruc-
tions, procedures, or any other type of written form.

Contrary to the above, HL&P construction organization does not have documented
instructions, procedures, or any other type of written form for determining compliance
to the quality related responsibilities described in Project Quaiity Assurance Plan.

HL&P CAR #G-231 issued.

2. HLA&P Procedure PMP-02, Rev. 4, Paragraph 5.8 requires that procedures that have been
cancel}:d, shall continue to be listed in the index, but shall be designated,
"Cancelled".

Contrary to the above, review of index for Project Site Procedures, Rev. 19, indicated
that thePSP-01, 02, 05,06, and 09 were designated "Deleted" instead of "Cancelled".

DN #031 issued.

DN #2031 was closed on March &, 1983.
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3. HL&P Procedure PSP-07, Rev. 3, Paragraph 5.4.3 requires that all field construc-
tion procadures, whether they are quality construction procedures or construction
procedures be reviewed by HL&P ccnstruction and that HL&P construction sign-off
is required on the Quality Construction Procedure.

Contrary to the above, review of documentation revealed that HL&P construction
was not reviewing or approving all the procedures mentioned above.

DN #032 issued.
DN #032 was closed on March 5, 1983.

EVALUATION/RECOMMENDAT IONS :

Within the scope of the audit, except for the deficiencies identified, HL&P Construc-
tion is complying with the Quality Assurance Program. It is recommended that HL&P
Construction reevaluate their prosent role in the Project and update their procedures.

ATTACHMENTS :

CAR #G-231,
DN #031, and
DN #032.
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PQA-042 (9/82) SOUTH TEXAS PROJECT ELECTRIC GENERATING smnow

The Light HOUSTON LIGHTING & POWER

QUALITY ASSURANCE

company CORRECTIVE ACTION REPORT

() CARNo. G-231

(2) REVISION el

(3) OR NIZATION Fi (4) ODEF REQUIRED (5) RESPONSE DUE DATE
H i?) onstructvon CJves X NO 04-06-83
(6) OCUMENT ATED ,GEV. ¢ lpAaA
ect 1t¥ Assurance Plan 11, Section 1.0 | See Continuation

{7 DESC IPTION OF CONDITION ADVERSE TO QUALITY

See attached pages.

(8) REPORTED BY:

DATE

3-7-£2

() REVIEW AND APPROVA

DATE: 3/7/63

(10) REMEDIAL ACTION

(11) SIGNATURE |DATE: (12) EFFECTIVE OATE:
]
(13) CAUSE OF CONODITION
(14) CORRECTIVE ACTION TO PREVENT RECURRENCE
(151- REVIEW AND APPROVAL IDATE (16) EFFECTIVE DATE i
H
(17} HL&P (MITIATOR [ ACCEPT I SUPEAVISOR JATE |
£ mesect | '
(18) VERIFICATION PERFORMED B L] SAT | SUPEAVISOR ATE |
1 UNSAT |
(19 ML&P QA TLOSURE SATE '




HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1) carno._6-231

(2)  REVISION 0

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY

Section 1.0 of Project Quality Assurance Plan assigns Quality Assurance

related responsibilities to HL&P's construction organization as

stated below:

1) Paragraph 1.5.1.3 states in part, "The Site Manager:

a) ensures that the prime contractor's management properly

implements the dispositions to various nonconformances as

determined by the engineering resolution.”

b) ensures that construction conforms to the plans, specifica-

tions and procedures that govern work activities."

¢) has the authority to “Stop Work" for cause in all

activities relating to construction."

2) Paragraph 1.5.2.3 states in part, "The Construction Superintendent

ensures work is accomplished in accordance with approved

procedures. . ."

3) Paragrapn 1.5.3.1 states in part, "The Area Constructicn Super-

visor(s) is/are responsible for surveillance of the prime contrac-

POA-C64 111,.32)
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Page of

HL&P QA CORRECTIVE ACTION REPORT CONTINUATION

(1 carno.__G-23/

(2) REVISION o

BLOCK (7) DESCRIPTION OF CONDITION ADVERSE TO QUALITY
tors' construction activities for the assigned areas of the project."
4) Paragraphs 1.5.3.3 and 1.5.5.3 state in part, "The Area Construction

Supervisor(s) and Lead Construction Supervisor. . .ensure that

construction planning includes requirements for inspection and

testing.”

ANSI N45.2-1971, Section 6, requires that quality related

activities shall be prescribed by documented instructions,

procedures, or any other type of written form.

However, to the contrary, HL&P Construction organization does

not have documented instructions, procedures, or any other

type of written form for determining compliance to the Quality

Assurance related responsibilities stated under items 1)

through 4) above.

POA-064 (11.82)
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HOUSTON LIGHTING & POWER
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE vonno 237
DEFICIENCY NOTICE 2 REV P
3 ORGANIZATION @ OATE ISSUED SOATE DUE
HLAP Construction 030823 4/7/83
6 DOCUMENT VIOLATED 7REVISION 3 PARA.
HL&P Procedure PMP-Q2 4 5.8
S OESCRIPTION OF DEFICIENCY

Paragraph 5.8 states in part, "Procedures that have been cancelled shall continue
to be listed in the index, but shall be designated '(CANCELLED)'."

However to the contrary, review of index for Project Site Procedures, Rev. 19

indicates that the PSP-01, 02, 05, 06 and 09 were designated "deleted" instead
of '(CANCELLED)'."

)

10 INITIATOR

DATE
o 3-7-93
OATE

vew Loy D5 BecharczyK 3/5/:3

POSITION DATE

11 REVIEW & AP

12 PERSON CONT

13 REMEDIAL ACTION

The index for Project Site Procedures has been revised to replace "deleted" with
"Cancelled". See Rev. 20 of the index dated 3-4-83. We previously felt the word
"deleted" was adequate to describe when a procedure was no longer in effect but
agree that PMP-02 does require that "Cancelled" be used.

14 SIGNATURE JoATE 1S EFFECTIVITYDATE
z/e/83 3/9/a3
16 RESPONSE Acceruuce-mnr;;ron OATE |17 suP APPROVAL DATE
2 ) 3/&/32.
-MMAL- TgZ-53 &Mm—
18 VERIFICATION PERWORMED BY DATE 5 CAR NO.
2 A “ it /‘gunsucronv[]unsnusngroav
19 QA CLOSURE -~ INITIATOR DATE APPROVAL OA?!_,:Q' 743 0
2, 3 Fd
| d/ . /‘./d "&1 %’L ) ;' 7= /7 mﬁrﬁf’,%m;z& ‘
20 CC LIST a0 ﬂ gy
HA Na/&"
Tw Williarms
W HMey<

T Estella
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HOUSTON LIGHTING & POWER :
SOUTH TEXAS PROJECT ELECTRIC GENERATING STATION

QUALITY ASSURANCE 3 ONNO 0_3.2__
DEFICIENCY NOTICE 2 REV <
3 0ORGANIZATION AGATE/ISSuiD DATE DUE
HL&P Construction 3/e/¢3 4/7/ 83
6 DOCUMENT VIOLATED 7 REVISION 8 PARA.
HL&P Procedure PSP-07 3 5.4.3
9 DESCRIPTION OF DEFICIENCY
See Attached Sheet.
74

10 INITIATCR

DATE
et 7- 793

11 REVIEW & APP DATE
vl  _po  DF Bednarczyk 3/ "/33
12 PERSON CONTAQTED L POSITION DAT

13 REMEDIAL ACTION

Project Site Procedure PSP-07 entitled "Construction Review of Documents" described
HL&P Construction activities prior to changing Construction Manager/Constructor.
PSP-07 has been cancelled with present requirements incorporated into PSP-08 (Rev.4,
dated 2-22-83) entitled "Control of Construction Documents". Since the change of the
Construction Manager/Constructor, construction documents have been reviewed in
accordance with the Interface Agreement issued on May 7, 1982 by ST-HL-YB-652. The
complexity of such a change as was undertaken when Brown and Root was replaced by
Bechtel/Ebasco had an effect on the timeliness of the required change to PSP-07.

14 SIGNATURE DATE 16 EFFECTIVITY DATE
L. H. May— 3.8-83 2-22-83
16 RESPONSE ACCE:’TANCE—ONIT ;on DATE 175U ”RAPPRO'/AL DATE
zm/é 4/ ’Z»‘L 2-F-23 Eﬁ—o&ﬁ fad/narcyk 3/5/"
o v“'“c‘no; ,’E"FO//”: ": Seon BSATISFACTORVDUNSANSFAg'ronv i
0] oi A CLOSURE - | |T|;t6a DATE A & APPROVAL A 5 R3
2 Zdak R //f/‘ 2.5-¥3 %"“;‘ ag&z{ma;gzg/
20 CC LIST P v
HA Walkey
T w Williams
w H Moye

T w Extella




be.8P QA DEFICIENCY NOTICE CONTINUATION
»

(1) DN NO. 032

(2) REVISION o

BLOCK (9) DESCRIPTION OF DEFICIENCY

Paragraph 5.4.3 states in part, "All field construction procedures,

whether they are Quality Construciion procedures or construction procedures

are reviewed by HL&P construction. HL&P Construction sign-off is only

required on the Quality Construction Procedures. . ." HL&P Construction

also approves those Advance Change Nctices that involve changes to proce-

dures which affect inspection, testing, codes, standards, special process

or regulatory requirements or which affect the quality program.

However to the conirary, a review of documentation/procedures revealed

that HL&P Construction is NOT reviewing or approving all procedures

mentioned above,




Project Number

Pacitic Northwest Laboratories

Date March 30, 1982
To John Heidenreich
from  Harold Harty

Subjec

Enclosed is some background information on the South Texas
project. Some is fairly recent data, some a bit old. I hope
it helps you in your contacts with HPAL.

HH:nb

24190000 1Y)

% Battelle TR



%5&&8

§8ss8%w

mmsnn-
- - - 3=
e L -

e GEEA GG EG S LG RAAREGGEREREREEGEGGLGGLE

SEELBERRERE2RRRRREtAROG044:

-

LA R L BRI R L L I Bl L Al AR R RERLERERE I L R R R T T e E E L R E R EE RS T

33
&6

won 2

Comanche Pean *
Ennco Ferm 2 (1979
Syron 1

Geang Gut 11978)
Perry | (1379)
LR
Aatertorg 1 1 980)
Benetonte . 1979)
Mitiang 2

Isote

WPN 880)
Beaver Vatley 211979
Latawda ' (1980
Sumet 1

Cinton 1

Ennco Ferm J
Lataway '

Shorenam

W B McGurs 201580

wans Sar 2 19800
La Sae 2
Hanswiie A1 (1979
Mighang ' (1977)
Puo vern

Wope Creex 1 (1979
Alens Croen 2
Comancne Pean 2
South Texas 2
Forxed Arver '
awda 71980
Byron 2

Woit Creen ' (SNUPPS
Susquetanng 7 (1380

Mayoon

WNP 3 Satsop: 1980)
Srmawooa 7
Seabroox ¢ 11980\
San Onotre 3 (1980)

' 229
L3 ]

1 580
S52%
'S4
san

' 088
20

3 500¢1)

126537

IR R ]

13847

W vogte 11979 &1

Limenck 1 | 1980)
Ractgwiie 81
Harsvile A2
Seavroos 2 (1980)

Nortn Anng 4 (1979)

Shearon Marmy 11979

Grang Gult 2 ('978)
Hartswile 82 (1979)
Paie vers 2
Prapps Bend | (1980)
Phops Send 2 (1980)
Skage 1

Pigrien 2

Futton

Peotie

Tyrone 1
Limenck 7 (1980)
Sundesery

et owat
Rrvernens )

July August Supplement 1980

3 3sam
3 500"
3 500¢1)
1828

6601 2.8

' a2

| 950
1512

08 36

13
! S0 1)
3 50061

2 20007
220000

L "84

Sormgs 11979 1 208
SNUPPS ¢

iR}, |
e

17508 35

¥»

s%s%

3

.:33.&3

Fd3 383 8 ag @

&

39

w’
07
0

A
0’

“a
LR

L

A GA G4 GA
Weest cF west west West
b 1 GE CE GE G Gt
west Baw et host wes:
112 154 GF % ¥ 3 GE GE GE
'8 GE Bs: 3 GE
West Baw West West et
CE C& C-¢ o 4 GE
38 W Baw asw BAw Baw Baw
s w Baw aaw Baw Gt
9
1917 2885 BA W aaw AW Baw
West o8 3 Nest Nest West
2042 1135 et West west Nest eyt
GA A GA A GA
GE B G GE Baigwn
§9 3
Nest c-€ west west Hest
3 C-& Gt 3 isw
1752 2325 Wem west west West Host
W2 T wem west west Nest West
3 C-€ 3 G
13 228 Gk c8s Gf A GE
s w 8s LER LR Baw
c-t C-¢ o E Avery C-€ C-€
GE GE 3t B3 G
GE
west CE Aest Nt Nest
Nest c¢ Nost Aest West
CE o C-& ol 3 c¢
W 1B e Nest wes et west
west LW Aoyt Amst wewt
Wast ¢ west oyt Nyt
EL 425 GEABecHw 8 GECE A GE Becnte:
bl
974 847 CF CE Avery C-€
West faw West Neost West
50 46 55 Mewt C-F West West West
Ms 525 CE £ (2] € c€
Saw AOm Wast st e
3 GE G GE
£ C-§ Avery cE GE Ct
ne GE = 1Y Gk G
ors
Baw BAw SAw AW Saw
o GERDM GECB A 3
West [+ 3 ~est Nest et
» 8 @ GECB GE GE Becre
131 20 G s G 5E 68
131 B8 & s GE Gk GE
W55 west [} wost et
Aest west West Ay Aesr
Saw RDM West eyt West
west casi West Nes £basco
G ck GE G€
West C€ West West Store &
Nest West West HEOL GE
22 W7 AW Aaw A w SAw
BAw isw BAw LR LR
Aot C€ West West Aest
A A A GA GA
ot cE west L et
12 93 o = X 3 o GE G
30 By s o o Gt
C-e [ 3 O EAvery c4 o 1
0 R Gk s € G 13
0 24 o as it GE Gk
G Bechte cse 88 GE ok
[ 3 [2 ] c-¢ Cct
A A A GA GA
W8 N7 AW AW AW faw Saw
et West ot Aest wegt
¥ & = GECH GE GF Becre
West west West west (9 LC
£ GE 5k kL

i
s 238'2"*&!;8 lﬁ’ggﬂtitﬁiﬁﬂﬁﬂg ﬂiﬂ‘gﬂ'i ﬁﬂ:ﬁﬁ;; -‘%f;:‘.!ﬁﬂ:i.‘-:k? r.‘:.‘.:;: ;35;3&'

eyt

ACPSI

GEC

3

+
Name of plam Capr Amor Cap  Totsl CONTRACTORS
(year ingicates when 12 vea Fuel char gen  Aeacior “Heaclor Tore L “Sieam Tubines  Ciwil
economic hgs vakd)  cost ton * costy gt cost  gystem vesiel rasng works
LH
MOUS P Dutw Canyor 2 0 West o 3 wes! Wast Wes! west htmng on
XBTUSP Norm Anna 2 (0979 aS2 ‘08NS 30 Arst ADW Wes! wes! West west Stone & W
is
').n W OB MeGuve 119800 0 088 41OMS2S 573 1752 2325 west wes: Nest Nest west west Ouse
US P Sequovah ' [1980) Y188 » ? WO 170 West West W west west West TvA
HEUS P uos M Farey 200976 44 0 West CE West west Wwest e, Dan
XTUSE fown | Maten 20978 5§ 0 Gt C-€ Gt Gt at Stang
MBAUS P Wams Bar 1 (T9R0: 2 3 i 102 T8 West Aest est west Wt west Tva
FTUSE lmmer t 1980) LA 13 Ge ce sl Gt Gt Weut Raree
TUSH L Same /] L) GE Ct GE Gt Gt W
US P Syem? AN W XN 0 48 MBTU Aot Ce Wes! west hrst West Ukl
Sequovanh 211580) 9% 5 3% 7 WO 170 west Nost west west Wes! West TvA
WNP 2 (1480, 1 a7 Jeavs 3° L w2 2 Gt casl GE G Jwaver B e Boves & i
Betetonte 1 1980y 875 I75MS 35 03 130 24 BAW BAWw Bsw SAWw Asw L1 A ‘
Vg C Summeri 1980 827 Nest cBs wesl WSt wes! Gt Danie
FETE (1979) 540 West Bechtet G- NNS West Numes Kert Becnre
Susquenanna ' (19801 ' §'S 0 85 a4 25 6t as GECB S Gt Becner Gf Becrts
- : - g p p " { (

G 5 Newberg
thasco
Tva

Atunson ASH
Stone & Wen




West
Stone § Wet

"

PG AE
Stons 4 We

GAE
vie

PGaE
vip

Oabio Canyan 2 San Lus Obisge PWR 1
Maerai va L L

Name of piast
North Aang 2

Bryse

Ret Mo
Mus e

r ~ ~

3 wm 3 : c LIEE st s 13 FE
m“ummwuwummmm_Mmm“.m_mm.«”_.nmwm_m,hm_mm__”_mm_,m__wnn

%mlh’

Ouxs

i i ae il 11y
ammwunmmum uuuwum ummam mm ummmn mma mmum~mv u-unnmu ¥ nnuvuumnauwuunu =

West Duae

Bsadizlesy mmmwmm_mmmwmmmmu sl flieacstastatstonineslecdaisnsssionntica

NUCLEAR ENGINEERING NTERNATIONAL

¢
t: 0 :
mmm@mm‘mmmmmwmmmMmum«MMAmmmmwuwma_mmmmmawmm, u»»mwmumunmmummummmwnman_unnno.-mnmmmwxmuuumm
wwmw-nmwrrnwnﬂvu S C S C S asSER.8.2880588 -3 “ﬂﬂ!7u““mﬂﬂ?.!'ﬂ““ﬂlﬁlﬂ"“"ﬂﬂ.'ﬂ?"l.'”. u'-?vv?
2389008022 SaaKsinNARAE AsSann RARRR: & BBa - RaRaff § sisadnfafesseds aRss aassmses 3
w“mmwmmmwammmmm.m,m,mm mum FESBITSBISRNIIR ECCIUR BIiIsE BN m,-mmmuummmmmmm SEECEREERE 32 3
N L i uw«mm 8 ummmmu y RBERRRSER 8 :
SHE L sl s
PIEEREIEEEIESEE PEERRRRRERRRRRRRRRERRRRERRREEERREREREECENEIE
£

. B 3 - -
o I v 3. 5, i 3 ol 2 a uu muu
wmmumwmewmmnmmwm*“wmwumwmmmu .umu.mmmnum.,.n. unmnlu ~ mu_ _.mnu uan nu.._m ?a-

ST U N BT : . -
mmemmwwmuwmkwwmwmmmMMuMkmm~wMWMMww.hWWW i m mmm ,m m_wm. mmmm_ *w wnu. um m~_~w_
| | e B i

pedr - - o~ - N B P e
355 m zw,w £:8 mm - §-- M, :Mnm 1 23-83-33:5 m T uu M
ST PR TR 1 HAL: &w HT G ASeis “ _ -4 i
SHHINR I UHIRA IO R TR zr:E: I E =r==_=:
wmwmwmmmmmwmwmm.awmummwmw“.“mwmwmmmwmwwmmwwmm. 5548388 8 EEeEeeEs588s258888888888 5888358 888%
RRERRLARER: ¥ 5280 RRRREARLR233833 R0 e R R0 5880:200.208588538533959950380500030853%5% =



ELECTRICAL WORLD i 3 .3 "l e TN /
Directory of Electric Utilities <. b » . .

Texas  ]981-1982 90th Edition : i
29000 Orange Fets 2000, Pacorama | 584, Paion Seay Dt Natural Gas 2 WA PARISH, Richmond. Tes
nnhuma—mumum st Mg . RC Fader Und 6 - 20,000 b Unit 7. 33,000 kw L I ———
Porter 18203 Pom Neches |5 858 1302 Sherandosh . : * et Sta Gen (1980). .~ 16218253000 hwie
1701 Segherd | 378 Suste 18.200 1860 Sow  Wharion Dst DEFPWATER CHAMPION. Houston Tax . Sieam Turne GenCap... ... 2942169
Lane 1062 Stowed | 810, Ty 3085 Vidor 20287 Wurren DutMg . . 1MBleg Mt $ta Gen (1980) ... 192.907,060 bwiv Gas Tustwoe Gen Cap . 14500 bw (1 linst)
1838 Sew h&- Wik 2391 weee 3800 Steam Turbwe Gen Cap e 19.000 v Natir 3 (uay
Sadranch | |3 8185 woodwde 6908 Baza i Naturs Gas © Unis 12156250 kwen  Unis 56 - 636061 kw ea
sl OmtMg . [GGuwam Unt | - 5,000 ke Unt 3. 10000k _ Unt 3 275,000 bw Unit 7 $51,149 sn
Tomeas (st ' i
Mg 1248 1632 Amautele | 673 Saker 14480 Dutbg e 00
Batow * 126 1025 Bowssad 1770
Brownstent | | 957 Brusiy 3 704 2.302 Cans 2 300 Betawe [t R " "
Corvie | 260 Cowrs 8509 Crambertn | 184 Ohwrch Paunt DL - AR ——— T e 13.195,136.000 wutw
3986 Cwnton 2 802 Crescent 2 |44 Descamtve | 329 Desham Cop - Stwam Turwne Gen Cap 2177 6% ww
Songs 14.502 Duplesss 2 025, Duetown 3100 Duson 1,115, Mag Pk Unds Dist GasTwome GenCap .. . . . 81000k Gas Tutwne Gen Cap . .. 5. 14.500 be (1 Unt)
Fon | $95 Ermede 2072 Fremch SeMepent | 256 DsiMg | Gutee Naturar as Natorst Gas
a-u-umﬁ-a-;mc-‘ Sate a-“'” 30000 kwea  Units 34 - 75,000 ke e Unt | m;:- | Unt 3 530930 ke
2824 vackberry | 500, Hayes | S00. Henderson 1700 ot Turtme Unt 2 477.000 ke Unt & 692 764 ke
1300 owa 2100 Jackson 8810 Jevesy 2108 jewngs L Units. 16 - 13500 bw o0 '
LTS3 Lake At 33550 Lake Ohartes 96000 Laneland
1020, 1140, Lobded 3000, -=uu. ""._‘-""" GREENS BAYOU, Houston, Texas  ~ ' TOWNS SERVED AND POPULATION
Mdervte -u‘rmu 3825, W Mae Med St s AGWIM e 336y At Loma 2317 Backt 2723 Baren 3919
Oscar 1.120. Port Alen Port e 2030 Pravele  Co o Net Sta Gen (1980). . 2604372000 kwhe g, 66 550 Retawe 14936, Sokng | 081 Brockshwe 2 138
1500 5t dmant 1200, 5t Francrwe 2.520. 8 Gabeet 1 875, et g p— S M ety WOTM0k  Gooksce 1432 Gusker W4 3742 Cotw Bayow 1379
Scotanowde (8611 Scolt | 334 Somento | 300, Starks 2 00 et et G Twstme Gea Cap . 20w Copreiven 17464 Clear Lave Ciy 25,364, Cloveviest 2 930
Sulphr 22 600, Sunset | 675, Sunstune | 220 Toomey | 800, Sy Nabeat Ciuie 3536 Crosdy 1599 Dandry 1,347, Daer Park 22 550
Vesess 2365, Waler 5004 Westoke 5500, Voungee .f" R T " i ahee Fast Bernard 2768, £ Lago 3,112 Freegont 13241 Galena Park
1010, Jacrary 7.798 = 9937 Gaveston 61 601 Gult Park | 295 Medwig Vilage 2 518
Elec Cast Res 909016 Com 124,298 ingt | 633 Others 76 Total m:-un.- 4,749, Wtencack 6 311 Meusion 1554997 vumble
- : €652 runters Creex uu.mr.? 8921 ersey wiage
HOUSTON LIGHTING AND POWER CO Elec Res Cust Awg Rate 05 Og/bute Use 14.219 ke CEDAR BAYOU, Baytown. Tex e 4098, Jones Cresh 2602 Xaty 5677 Newah | 295 Lave .
PO Box L 700. Houston, Tes 77001 Tot No/Employees (Full Tume Yaar End) 8 768 Pant Sugt Sartara 14,111 Lawe Jacn.on 19101 Lanewoad 2.797 La Forte g
Tet 2289211, Avea Code: 713 o ey ST T T 13862 Loman 2,974 Manvel 3 467 McNaw 2 998 Misson Ciy
Saem Tard r.c."“—" 253273 Mont Betveu 2776 Nussay Say 4 508 Needvle | 428
PobObmOte 00 de WAJOR INTERCONNE CTIONS Notrat Gos pma——— Oyster Croen | 470 Pasadens | 1! 884 Peartand 13 130, Prney
[T i ¥ Und | 692737 kow Pont 2942 Pryve View 3501 Rchmond 9710 Rchwood
Eo W R T Moz Tie Koa  Tie Volages o3 10550 be. 2 582 Rosanderg 17 707 SantaFe 7 254 Seabwook 4 647
e — Tl s Son Pae 1302 S 1170 ey ety 155, Sk
A — - il 1 A 1124 Staftoeg
..:!f- - K Rvnckey  Contwl PR Co S00000 69138 & 345 ‘m._:':-" "}3} l.s’)s,’u.wul :7-.21:“-
e L DE Semmons z 1237 Walks 1127 Webster 2142. W Unw 11973
‘e'.'.:» n-::‘u.u— . Ealony  1SREMdnhew -t et S Wharion §016
. [ » - u‘?c—- un"-l - “‘"‘m" e s.“l...hc. e 14,500 ke (1 Unet)
No Tiansm Subua hea 28 680 859 Natra
3ot + ~—— Y T T Uss 12 100000 4w s Uni 3 350,000 be SOUTHWESTERN ELECTRIC POWER CO.
ey S Transm Volt 138 v & 345 ke, Pole Mies | 833 428 Travs St P O Box 21106, Shreveport, La
Cont T S b Teansm Voll 69 kv Poie Mies 506 SAM BERTRON. rouston. Tes » 71156
DustrProm Volt 345, 1247, 72 416,24, S1Lig & Sec v Poie Pant Supt A——— ] G Tet 2222141, Area Code 318
Cavesn Dt i - e ——— T4 B -
- Prm TRy - lsting m Loursana o netment wiormation
- — — SV SRRy v A e il L ———
racespen Omt Tot Gen Cap 35 of Jan 1. 11,607 502 ow Natusat F ,
o e at e (it AN o G 73820000 n 17 15250k 34219000 :
Wyowe Gl Crannees Dest DEEPWATER rousion Tex Und | - 27,000 ow Unit 2 - 14.500 we
Dt Mg R | 1 v L D — L ; SOUTHWESTERN ELECTRIC SERVICE CO.
Net S Gen (1980) 573496000 e T H WHARION. Houston, Tex ’ 1310 Mercantie Bark Bidg Datias, Tes 75201
remom st SeomTutweCmCp . .. 5125w P St o TEGE Tet 741-3125. Area Code 214
DeaWg . KSWdonsd  NenwaGas Net S0 Gen (1980) 510,253,000 kwiv
Und | 20000 e Unt S - 12000 be Steam Tubwe Gen Cap . 505964 ke O BoardhPres . CDGolorm
[ro—— Undt 2 20.000 bw Undt € 35,000 e Gos Tudwe GenCap .. 731.200 kw WhTress . ... DL Codey lacssnvie Tex
[ —— Unt 3 25,000 we Und 7 196,250 e Natura Gan W iGemOpiy . . ... L Dlong
Untt 4 . 35.000 ke Ut 8 187 e Unt | 56000 ww Unit 2 - 220000 ke W oingg80pr . DCFawbaves - Jacksonwiie Ten
Passcena (vt Unit 3108 582 e Unit & - 109982 e Sex s G redon
GmMg  ACCage  GABLE STREET. Mousten Tex Gas Tudwe St Sypsev . RAPery Jacksorvlie les
Part oo PP CLloyd Unt G114 500 nw Unis 41 4° 4610w e Sops Pur & Soores ) D Spragpes - icksomdie Tew
Pt Beng Oest Mot S Gen (1980) . (2.335.000) keiv Ut 31 - 46,100 ve Unty 8342 - S0000 e . Mg Nameng Sec KD var Ceave  ncusomdie Tee
| SESSE— | FU R L — $3.000 e Units 3236 45200 wwes Unets 51 56 - 57 000 we &3 Vg Ber 8 vsrace EW ol dabeontie Toy

™ : 753



R ——

MOODY'S PUBLIC UT. ILITY MANUAL 839
HOUSTCN INDUSTRIES INCORPORATED
CAPITAL STRUCTURE (IITimes
LONG TERM DERT Amount Charges Earned Interest Call Price Range
I vsun Raung Quistanding 1981 1980 Dates Price 1981 ¥
1 Houton e~ e 2 St A2 820,000 204 s (FaA Dio0se S8V W% 88 - T
3 Subsiiariex debt . = et v s , )
GUEEN. l«uo“ Vm- Outstanding 1981 ’"uﬂ 1981 o 1980 Price 1981 1980
1. Crmmon ) MU, - 1,000 shs. 14 mssie (@823 .. Y 16% Yy 4%
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- 1981
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".-«‘%ﬁumum% -wm.mmumuiuuah-nmmw
;_mu...mmnmumus-m-z»m_ frer 3-for- belfore, 297-25.

HISTORY o fully complete this m«:&nﬂu '.PICIM*"M :.lu h::mil.b&ity and
s Oct Houston project. price of natu as dictate that we reduce our
m(,,‘.:‘:“;;w&‘?mm) was named in dependence on .'u-m- all due speed.
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n-ﬂ!»fu'!‘x‘ mmwm & mm W g In order o conu:::'oo‘m continuity in
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TN e e S B P I mana e T e 1 e Pt
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Tuly. m-«ﬂ target- h%u“.’om o,

BUSINESS
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principal """‘“"""“ . (o lu’""'““"""’&. s other ON Our first 100 years operation, we contin-
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Thru other Y .1. in ol Allens na‘:. nuclear an opportunity and a compelling reason
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and dulivery of fuels to elect gencrating coal plant. the possibility that Al- ve made our company great
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vate & ks s A Federal lease of approx 1100 Four Units Acceleraled MANAGEMENT
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fixed ‘l&u. o o o PR

e borrowed funds component of AFL
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L + iINCOME ACCOUNTS
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(in thousands of dollars)
1981 1980 1979 1978 957
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0, Uiniv. debentatrs ove 1998 §7 0 0 S0, Vanns N
u.m e e 0t ot subsiediires 1.Ax1.283 S N 13 V0 AT ee
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Current Liabwiities
INOtes pavalie 10 92 1305 LR So, W)
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Tanrs accrue | 44008 35828 i, 2% Jlare
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Property lnsurance Reserve A0 A58% LN CRITH -
Taullh% . . 8,230,773 44329 1850097 ERIE LY T he
Net current assets di AN d191 433 30, 1 555 =
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progeet will hwe kept as low as possi-

o D A1 1980 approximately SIR8 mil

cal Boen spent o aceruasd on the Allens

Cew ot I the event HL&EP should elect

Lretminate the project and thereatter be un-

e o Bave others assummne its oblications with

gt 1o u.‘\’mm-m it has commutted to pur-

ase, L& muld incur additional costs, in

Lnts whieh cannot presently be deter-
ek, but which eould be substantial,

ta ot event FIL&P should elect to termi-

e e Allens Creck project without bes
Crantuel related rate u‘ic(. any unnmwwu
s would written off against income
weith wach deumu\auon No estimate can be
veny of 1he | magnitude of any such
et H ln mortgake and corporate
e specify umm coverage .nd othu
Lt which must b. com
e ssuance of any additional ﬁ.&
o Bonds or
ok respectively, I“ a
Cete ol of ARy SIERKHCARL AmMOWnL C .
,, v lmit or prevent thc ¢ by .‘
1irst \lnrﬂ?.t and
et on the linancial results for twelve-
et i\ :-umd (oum- mwﬂu-dl.
P Jow
m.m'm mﬂm«n‘u‘-g one of four
ATt ;m\lhlu'iﬂ \{U th - uclear Pnb-
b whah consists 1.
Lot wenoraling m&m -
AN s IDW
iten with H.& ‘MM
et being JUORYL, As of . 31, 1981,
Tlals share of expenditures in
castiun Liun work iant:anu and n
wi n I‘f'ﬂthu.‘ S$548 lliul and $54
W, resooctive
Wiy enns Pgﬂhd M g on."
wid
[eacra Income Tanes.
cotcw federal income tax rates are lower
Uiy corporate rates for each year
oo s e 3000 s 1
Yonr Ended Dec. 31,
1080

LT 1979
ne
17155 SR 08 M08
LR
Mming 00482 19,148
2.9 XL AP 29018
w, W, W
"
v "
186, 561 155,548 137.9%2
1T ha s tesileng (rom.
het
v
ary 12 15,058 1 hoa?
' w AN o7 4.
TR T T Y TR Ty
T8, m W01 1A T
N, 5 W4y

pany had an i vv-uvwm tan creedit
L oshreo ety 3% 10000 ot D,

Commentary  Eap intormation  (in
Yoar Endesd Dee. 31,

1%y s 1

b Ut e taves, were chigd, o unp. a8

Research and
deve lop, costs
chad. to exp 9,003 7N 6.046

12. Unaudited Quarterly information.

The following unaudited quarterly financial

m!omnuon or 1980 and 1981 includes, in the

f' n i all ad (which

v normal r-nnvina accruals) nec-
cu.rylotnlm presentation (in $000's )

dards Board (FASH) Statement No, 38, Fi
nancial Reporune and Chaneme Prices, for
the purpose of providing certam information
resarthing the eifects ot both general intlation
teonstant dollars) and changes in -::nnhc
prices (current cost), which are not refiected
in traditional financial statements. Constant
lar amounts represent costs stat-
ed n !crm of dollan of %ul purchm:
Y.?o.. i Uran ¢ TCPTU)
for all Urban Lon.um 1-U). Cur
ost amounts reflect the changes in spe-
dlk prica of 'nnny from the dau the uﬂ -
my' was acqui o the present and

f un
that -pccmc prkn M maore o
u-uwymnmmm hmlo‘:
e apachnimoss oltoss o1

companics in general, be adverse-
b Ay %mm" W:u h as

(
higher int.

associuted wi
operating and

A
T
;ls
%

i

jon of r
" d capital. It is unuwy that rates Inn‘

r examina-

included such tests of the accounting mm s
and such other auditing procedures as we con-
sulered necessary in the circumstances,
ussed in Note 5, . A subsidiary

of the Company, recently hegan a re evalua
son of its Allens Crevk nuclear qeneraling (a-
cility, Certiin alternatives under consuderation
could  resuit substantial  unrecoverahle
costs, byt the uliimaty outcome cannot be de-
termined at this time, In our report dated Feb.
16, 1951, our upinion on the 1980 and 1770
consolidated financial statements was ungual
ified; however, in view of the matter ntnnu
o above. our present opinion on such ¢
dated financial statements, as expresaed hero-
in, is ditferent from that expressed in our pre-
VIOUS Fupeort,

In oy opinion, subiject to the effects on the
consolicated financial statements ol such ad
‘uunwm.l. i any . as might have boon required
v thwe ontcome of the uncertainty referrcd o
in the procvding paragraph boen known, such
comsoliclated financal statomoenty prosent (eir
Iy the finuncial position of the Compnany ancd
s suhrslaries at S, 1981 At 19%6G and
the results of thueir operations and the hanges
in therr Gnancial position for vach of the thiee

wes i the mﬂud ended Dee, 11 1980, 0 cone
ormily w rally urcrm-d aCOntIng
e iples npuhu on a conmstent basis.

DELOITTE HASKINS & SELLS

llml-.hm Tenus

on historical costs can keep pace with in-
creased costs during inflat periods. This
has resuited, in part, in the for larger and
more (fequent Tate Increases.

There are a number of uther effects of infla-
tion which are not reflected in trashitionai (i
nancial statements and to which the accompa-
nying suppiementary information s intended
to e effect, e major expense so affected is
depreciation ¢ cont of constructing and re
piacing property. plant and eiuipment has
wen esculating aramathally, Historwat tnan
cunl statements retivet depreciation based on
the historical costs of assets and do not tetlect
the true coonomic cost of the asset “used up
and which must he repdacesd at sabstantindly
higher future values, However, a sulstantial
amount of such assets are financed with loneg-
term bonds and proterrod stock which effec-
VLY sty A% o heslye awasinst the mpact of
inflaticn. Uttty plants hinanced from invest -
ment by cummon shareholders and regined
carmngs are oot afforded such a hdee, Wiile
A CUrtun anount of the unrsct on sue b Jepire
ciatton v reduced theouan hleher rotuens wl
lowewd on the comimon enuity  investmne in
frropurty when clectric rates are estabdishivd,
The emed tosult of comtimuima i aiiom s an vro-
siom ol the common shareholler s imvesonm nt
when vicwed i terms of rval ureRasing pows

The Commpany s e sieniiic amt inereas-
s i the common sios ke divalend over thw fast
several vears. Actual annual per shiare cash
ahivichomedn, edpastedd to give vifect B the three
forr twns stk sprlet. Daww el reasedd from .26
i 10T o R g 1) HTowever. when resiad
wal i torims o gveraay T dlodbars, the dhive

" 3571 14 usty R cheond b reases st e more s lest, oo
Tebeuary |2, ""‘ frisg fresess Sb.56 s 1957 vey S5 i ion), 18 is
FANE V] .71 TG00 TO OISCLOSE  icomilio nmt that the commnum sk dividemis
I aite T, GANY OF PRICES oy b d feres, Bave bent kb b ey puaey Wit
o L bt 2. aAs L infhation ower the last five vonts, o twrunl of
WY iy S Piranciiel ststemumts o husiess enterpein.  veey biah inthatiiey, When restiatusd iy tornes o
- o—— e 0, A Aot e Wit e eally aceemted avermy 1L cedbacs the aamnial shiveboml vawe
LI o R LY TLANE  covmptinnst porane bpele s, poblen t Bistorteal eomts amd  Tor TR anel PRI s b 9T il S LS G s
W hellgen vl varyime pror hasing trewer aml wrthy the 11 pane Daovenz o) "0 AN ke this e
ety e st prteeananr e thie el tn o b G AR thEl B i i Orewt R Do omvnrredd
R L AR 1] CIT e Fhw folloowined amamselite ol e st ebe o Blar v 0 conmesioenr <bim o e i Fle o s
- PRty bs o rieerd B e tere e o vt TR Peewerr ol otk chivi et Bais feetr

LR L EANRE 5 it prtementn of P oate iad Sevimnding San LTI

W totC U Aty For Changing Prices

o thie Vear Fodded s 11 jasmyy
e Thesmesaneds o Lidlnsg
bt ang | YN
[T 1
oy ol \LSS R (TR R
II LA *1 LA
oo Il e ! Fe
LiEs fames N LA I |
i~ e i .
L oy win owis
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> \
Canstant ¢
Droliae s
Conventimal Avetans \
Historwal T i
Comt Doillars > e
Tacrease in specific prees (eurrent cost ) ol property, plant and equipment held Jduring the year €
Loulunmmcmdsmny.mmud t ady d for ch in general price level P
Eun-nlhtmnmmlmhwlmmhmilwwm ceraiay ‘ vesuey -",‘.-';
Redudtion of utility property 1o net recoverable costs s , s (aamy T ="
Gain from decline in purch, 1 of net owed o . s 2437 ‘:':f.
Net .. iy i : : - ($81) -
L Including the reduction 1o net recoverable cost. loss 00 a constant dollar basis would have been $152,431 for 1981
M Dec 1, 1981, current cust of property, plant ang . el of ace lated dep was S8 106 890, while historical cost was 80,77 om0
Property, plant and equipment as referred sent the replacement cost of the Company's sentially stated in terms of averag
to in the taie data includes uulity productive capacity sinee Hant would ot be year prices and therciore do T faapuirr

e Vina LU

nln service, land, Jand rights and property replaced precisely in kind, but rather is an ap. statement "
| for future use, nuclvar fuel in process, pmnm-tgm of tf"'o current cost of cxisting as- In accordance with FASH No. 11, il

COnStruction w in progress, coal havdling  sets, ,, fume tax expense has not been adjusied (.

* uipiment and oil, gas and mining property. The constant dollar and current cost provi- rent lederal income tax POHCY 1o Oungpen ey
information was deter-  sions for were determined by ap-  certuin extent the effects of inflation Lotuer

mined by adjusting historicnl unm.inn by the plving the ¢ pany’s historical depr ti ieedd dey i allownnees and th, Hivy.

Fatio of the averase level of the CPL-U during rates to the restal property tmunu. Re- nt u.: credit accelerate capuiag Peton s

ted
the v the assets ndorm--uumdt:rmh d,;rlu am owever, as statutory federal ‘
nmn::.m the nwnumt-‘ﬁ‘mn for 1981. oruzation of oil, m‘m NN properties m'n has r-mu}::d uahh"{)n- cm:u'\'-‘.-",:'.': <

Current cost of utilit was deter- was computed applying historical unit-of-  increased significantly as & resuit of e
B, R D A VSR DR S e 10 e ot oty A GRS Rt B T
» - e income. Vs effect
(13 nnuu'n‘{n - Oil and gas properties  As allowed by FASB No. 33, items in r income tax rate in 1981, when mlmu?..','.'.':"
were Wm costs mu income statement, other than depreciation, de. ﬂm.numumtmudwa,,,'
ad) = by externally 8 mba !m 'r'k“ not adju Gl m:.uudn mrm'm. ‘vuh of wi.
w .”d d‘m proper- Cost .hn generation m fm Ive Lax rae
ties. Current cost ion does not repre- operating and maintenance expenses are. co: P ahdl the ,ncool«;'.:'.:.,';‘.'
Mmmummmmmumumm
(In Thousands of Average (981 Doummm' per -Mu‘m mnul)’" —
................. TS e 3095331 1.367 264 145118 1,349,438 Lo &
bk ba by b e nns e e B AN LA 4 - 18 an 2612815 3,202 1881 202 Lo
Net Income :
S nh & dhia sk e sie Ty § Erery S AT . " 216,358 183981 161 846
ansuant dollar . . v . ; PRGN . . . 92,087 94,193 rE. )
——uTTERTCOML. . .., x R s PO ’ AN 81,911 25,135
T .unl-n
istarical . va B0 il $14 314 A3
Jonstant dotlar . . . " . ’ LM 1.61 215
Current cost " 2 A .3 ; Lid 140 189
(om'm"m I.quuyny,nv-mfmm electric utility property only
: : . LISt 1,499 54) Ldddis
wtant doilar . e 1,762,126 1648518 LI 40
ot dec'ine in purchasing of net amount ';:;2&% '?‘:‘2‘3:’ ‘ﬁ; '3}
rom dec'ine in pu ing power of net amounts A ¥ 3
wEess of increase in price level over increase in specific prices 70,294 118,328 436,118
- vidends de. peT Common share
H SW4 SRFBERORUL Srh 5 VE o Tord 10 ik A 1.9 s1.79 si.8 $14 L
Constant dollar . . . N LT T Mrorhoabat et (R 1.0% 197 Lo
T.\Iuntmmmdnnumn‘
Hiseoneal r 3 Ehy HESS VY. $i18.13 lgﬂ s19.42 $18.25 §.
Constant dollar . 17.54 al PAN T 4.50
Average consumer pric Mia 1954 »

 index ERbr Hos nia
_Ammuh-nb:MrMumm«unmum.mumm.ummns. 1981,

Under the rate ' = The Company's have  can be attributed to a $300 million inerc..

o i ek MR o St orilh? SOTBatY S ofeatine Syuls v s can be suributes o 1 8800 mition v

yes
anly the histonecal of plant s recoverable improved d“m‘doufdtnmuhm~o
:Lr&hhmw the ol Il.ill:.l- h”h.n-'h—n opre and huo‘by rate l‘"n‘unn authorities 0\":" 1
m&?«m«:mmmm“ . it 4 condition y MNM‘!&'-:& ::". W"'~

1980,
mained unchanged on a I’js.hi::::mmv
verage n e
ing. s contribut to the C:‘ﬂ\.‘:nn'; .
Consa. ‘witly Prinenss Pocls andriiraese ot 18
A Rty 2 By

h

witing,
cmtm-mummémy . Capta.
h,!cdm
c contribudion of Pmn,a‘vy Purls w1
v's rl'uuﬁ was e PET Shate

1979, primarily s the ¢ o e reaned e

ol and wan. Primary SArng. in e
and 19%1 were adversely affected hy subne.
Hal expenditures in its ol and gas expioe:
Provram which caused) depiesien fopee
Sl Wit aaliE R PeNRes ta Incredse b
million and 598 million for 1981 and |90 e
spectively. In addition, gas and ol sales have
not Pace with inereased m-w L
Cinn and il sales by Pr v b
creasedd by (305 and 1975 during 1980
respactively. as o result of desreased o
and a normal dechine in productive «»
pacity. Decreased sales, however, whn
rku‘ olinet hy reaned prioos, e ta
WS, compled with the increase in the Comos

pace -
E W ’au- rate L T OOV N averase shares outstanding, «ausesl L&
of o.,n-mnm.: aned ?&.%ﬁ .l..}'uuv- on nn.m !,wmy ng-u mury Fuels contribution ta the Comps

i

EY of SuEh Losts, s one o4 i the actual re- sarn t share in 1980 to dip o te #h
‘":"';"' Pt sluniticant w- o mnm 1 :‘:{Eﬂl' nnnuxd‘:. c'“. it tu enperience a loss of bo Lt sliare
son invehie i ‘s nener. .
e preablom (s the faet that v com- g n’ " ?‘)‘l’lv Fuels' coal supmply contemt »
wie i the AN A none come at 1 the ru- MT " Huowe Ltility Fuels ta pooos e s ol
Mcenaary o I ysed dy construction (AFLIDXC), AF ?% us o 7um FRUGIN O (18 Aet (vestines
AREE s COnMue PO ram. A non-cash item, rose during 1981 wuae acilities, Thus, Utility Fucis' estmimas oo

[ncreases in construction balances and in-  ated witl s Dael o hvery cperations b
M'” «reasesd al nu; otﬁm Rieher costa maaned [aiely constant over the as !
capitai. '“:-’Tm. AFLDC as a e e o8 years. fhe 88 3 Sn hoe pomalie (i
. Nevl in Uhe last twe yvars duv (o aiter Lan write down o RIS rbien T
ol Tanen From Annual Weport of Company ) qum IGERRE CUrTEnt Cash reLurns on nvestment i Aiisocimate s s L
Ganerai 18 invesied capital. Much of this improvement pounds of uraniom VR L
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s ot the uranium were sold in December
o Ludiny Fuels s actively secking other
vers, s a4 result of the write-down, subse-
L saius are not expected 1o have a materi-

fect on carnings,

Y ariias 1or HL&P increased in each of the
Wt LTLY YERES AS & result of sales growth and
Joe increases, but were adversely affected by
v £80lation in operation and t

s and 1iSINg interest rates. Although fuel
Lypwnse has nearly doubled since 1979, earn-

Iy were xenerally unaitected due to ust-

wat < lauses in the electric service rate -

« The cifects these factors and others have
cad vn HL&P's results of operation are de-
aned helow

fevenues. As shown below, the majority of

o o into service prior to the 1984 peak sea-
son.

Purchased Power E The increase in
these costs reflects purchases of economy en-
ergy from other utiitics in Texas and pur-

chases of energy under firm contracts with

neightboring utilities to meet peak loads. Four
percent of HL&P's enerxy requirements was
met with rchased power in 1981 and it is
expected that reliance on other utilities will in-
crease throughout the next several years.
Operating and Mantenance Expenses. Opera-
tion and maintenance costs have increased at
a compound rate of 15, over the last three
years because of general inflationary pres.
sures, the use of larger, more complicated gen-
erating -nfi poliuuon control equipment and

e incrvase in electric uponm\’".‘. has
een Jue o the recovery of creased fuel
-mts through fuel u“uudmmt clauses.

r costs. Increased

“% of Revenue
Attnbutable to
luavlv. of

. mparative ner. Rate Incr.

1" rods Fuel Costs Incr. Sales

v 1978 637, 2 159

v 1979 c.n’ lﬁ

ALy, 1940 “‘!!

Increasing expenditures to
~wet lowd growth, cou with inflationary
stessures, have required HL&P to seek rate
[ncreases more frequently. As a result. new
,..nnnww-«mmmum
st Lhree years, sales increases have

weraged 4Y% over the last

shuting to the growth

_owth rate is lower than experienced histori-
customers

atiectine the la
ause of the wi
w. weather also significantly affects 1
s in the P service area, primarily in

 residential class. An unseasonably mild
cammer negatively influenced 1979 electricity
we However, an extended heat wave in
“t raused residential KWH usage to attain
otd levels and average usage per residen.
(ustomer increased from 13,522 KWIH in

Ol and cas
exph and
develon. i i
Matentes o
g mm
debt 3 9 45 “
Total 82 8 1283 1472
(T Primary Fuels' expenditures for ol and gas expioration sub-
sequent 10 (98] cannot be esumated untl the resuits of its 1982
D and h are known.

Cons:ruction and nuclear fuel ex::gcndimm
H -

represent estimated costs of s con-
struction program. The estimated expendi-
tures for raillroad cars, coal h facilities

and lignite mining and handling facilities are
anticipated by Utility Fuels in connection with
HL&P's major generating station projects.

increases in labo

eliance i power has added HL&P expects to finance a portion of its
:kndk‘:a;o: ‘3;0" costs .onp‘:nlicn and construction program through funds generat.

intenance yee work force has ©d internally from operations. The ability of
increased by about 13: aver the HL&P to fund a portion of its capital require-
years as a result of i ngly plex con- from internal funds is dependent to a
struction and activities, additional large degree on muum practices which de-
government regulations and the number of !erfmine truction in progress in rate

being
ml.l‘ n-;.. These items are gener-
related to HL&P's construction activities.

w.m teadily risen due

financing have s
of factors, including larger exter-
of con

i investors’' expecta-
umu and increased

item of net in-
come and represents a cost- recover from

ough ?toviuonn for depreciation
in future per . Increases in amounts for
Afﬁ not only correspond to increases in
expenditures, but also to increas-
es in the AFUDC accrual rate and the level of
investment in construction that is not earning
a current cash return. Since January 1979,
AFUDC has been computed using a net of tax
rate closeiy following the mmgln&s rsing
embedded cost of capital. The AFUDC accru-
al rates tor 1979 through 1981 were 7.5, 8.5

base, depreciation rates, ncov':ngl the cost
of 1uel used in the generation of ricity and
the opportunity to earn competitive rates of
return on its invested capital. It is presently
estimated that during the next thrée years
357 to 409 of HL&P's construction program
Bt vt cpstationg sesemine JLRP con
f nds from operations assuming | P can
obtain rate relief on a timely basis
comparable to those recently granted by
Uulity Commission.

The remainder of HL&P's construction pro-
gram will be financed through proceeds re-
ceived {rom the sale of common stock by
Company and the sales of erred stock
long-term debt by HL&P. HL&P's capitaliza-
tion ratios at December 31, 1981 consisted of
18, long-term debt, o
«P‘.: common stock
with similar ratios expected to be maintained
in the {uture. Principally because of HL&P's
large capital requirements, Moody's Investors
Service, Inc. lowered its ratung of HL&XP's
First Mortzage Bonds and Preferred Stock in

bt 4,419 RWH in 1980 More normal and 9.25¢%, respectively. Lifective Jan. 1. 1982, 1980 from Aa to A, In November 1981, Stan-
cither during the summer of 1981 contribut- HL&P began accruing AFUDC at a rate of dard % Poor's Corporation lowered ita ratings
Y4 uecTease in average use to 13,59 10007 from AN to A+ for sumilar reasons and due to
A H for the year. and Capital Resources uncertaintes currrunding the construction of
Fuel Expense. These costs have nearly dou- The capital requirements for 1981, and as the jointy-owned South Texas Project nucle-
| unes 1979, The increase n the price of estimated for 1982 through 1784, are as fol- Af units. Duff & Phelps rates HL&P's bonds
and, 10 o lesser extent, increa KWH lows (in 8 millions ) the equivalent of AA - A3 a resuit of such
cration are the contributing factors. The 1991 1982 1943 198 downuradinegs, [HIL&P's expects relatively
J nerease in fuel costs has contributed o Constr sogd higher capital ¢osts 0 connoction with its fu-
ncrease n HLEP's average residential Nucear ture sales of long term debt and pref
e per KWEH from 4.0% in 1979 to 6.29, fue stock -
wi Substanually all on HL&P's natural teviua Capital requirements of Utility Fuels in ex-
s tefuirements are beng met under long AFLDC) e ™ (HE 1 1J cess of imernally venerated (unds are expect-
antracts; however. larger quantitios of ed 1o Le financed principally throush sales of
T olas are Deing purchased at near market cars, conl lone-term debt amd from levevue_d leases,
Vith nawursi vas dereguiation, these Namahing both invelving guarantees by the Company.
L he expected to continue their steep ey Primary Fuels' expenditures for (982 are ex-
Ll increases in cost of coal for each and weted to e met (rom internaily generated
e due o higiher delivered prices 1or the Lt unds, shart term borrowings and, possibly,
O areer requirements by HL&P for its mimng sales of production payments
voCurioh plant. HL&P brousht new coal- and For informauon regarding bank lines of
! e M service in each of the years hareting credit and shot! term orrowings see Note §
"4 Vi 1980 A tourth unit is scheduled [ ) U » i M o the Consolidated Financial Statements.
CTHANCIAL 4 OPERATING RATIOS
SO M COUNT (Consolndated it
194 | 80 1919 1978 1977
alow patiey ' 807 LI oM sl N
oy enened 2.4 311 16 315 24
Wt v onm. sh. s S LR $28 $29%
trnaeite s (v ) LR AN .00 000 S0, 1 S tumy A5 8N800 4.7 15,09
FALLES
NVt AR AL A5 3060 340 207 NV 29
s .08 160l LA 1608 MELTR R 22.25 1748 240019 50
' crver all harstes € after lncome Lax ). JA) for 3 for 2 spiit in 1981 After Sfor-2 split; betore, 29728
NG TERAM DEBT INDENTURE  MODIFICATION < Tnden T SAS L0 (17 poll. contr. rev., due
L ting Power e may tw omechifiond, cxoept as provided,  19%4
.No'm mnm.l'&t. “c'w.m with consent of Gad0 Lol detis, outsta. (85 ST LM eon Lo . poll. contr, rev,, due
ABSUMED <My o from Houston Lachting (o8t
ST n A2 B Povwrr o pursunnt to a corporate restrus P9 A e ot 1L poll. cotr. rev., dae
i IO ovttan, e B0 TR0 yyping plam in 1977 19% 4
S ! > : LS T bt i New York Sten k Fosohange
'l ""’i"‘ ';";" PUE «Fb, 1, 1993 PO AL e ek Lo gemeral bamds to re. CAPITAL STOCK
’ » ’ 4 "W ’ .
b Pankers Trt Co, NYI SRS SRME L POt St I T (. s, o [TOUSIEN INNIES MARRIISIeW, ST 48
CATHEN < b ully regisbered, SLON 00y gra Bl woy. Stoaet & o T, anet Gkl "'"\ 'l e sebat.. "
crar b pnaitagele i kg S b T i gl syt i ' i .. Ve .. v‘(“. ot
. s NS ik wiliede GF W AL, R S8 e g, AN PRC T R S VR b I 0wee ey : .4‘1. ‘. ':»-ld L LaRYYEsIOn
s’ mastbew W vachh Jam Bh el @ ik At N ,_' ,‘ . A P AL T
|t WAL N bavs s Wi W s Fooptar il s o sty pawt shale 3N peenspy
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Stsare i tors shouhl contact Ms, Ann Cherry
41 Texas Conmatoe Bank ot PO Box 25%%,

(206N 00N shis. ) 0 S20128 el sh. (preweests

v 4oy, SN AR%) on Febh 70 179 thru Moran

Honuston, TX. i or v telephone at Staniey & Coo tne., Dean Witter Keynokis

'Sa RPN LU

Invilened  Insburane & Uranster
Towas Lommeroe Bank S, Houston,

s wistrar:  First Gy National Bunk  of
Fhoaston,

Ottervel (2w shs.) at $43 per sh. (pro
creris tor Utn, o bi0d ot s, ) on Feb, 16, 1977
thes Morgan Stanky & Co., e, and Dean
Witter & Co, Tie, and associates Proweeds

L. and Ridder. Peabody & Co. Ing
Agent; for approsnanch
adeded tee the gencral banas of the o, the net
parow cuds will be investedd i the comrmon Ssioe K for use by Hou
0 Fleustor Lighting. and used by FLOUSUGN i @ osmat e T1on Prostam
Lichiing 0 ity construs bon prosceans. To tha
extent tha such provesds are not srmerliately
s usud, they will b invested in shurt Wrm  gep, Pealnsly & Co, Inc, Biveh  Eastos
Pane Woebber Inc amd associates. i'rcn.:.l,
will he invested in the com. Stod % of Col's suly

LA wittic b wall e

«t bearing oblisgations,
SO0 shs.) at $27.50 per sh. (proceeds

1 b res v 2 ® -4
wiil b mvesten) i the com, stick o Houston Gy 10 per sho) on Oct. 16, 1939 thra

Lushtine. and used by Houston Laghtame inons
CONnM UL TIONn prosram inetuding repavment of
outste.  short term  borrowings imcurivd o
cone tion therewith,

(2000 shis b at $29.30 per why, (provestls
ter Cor,, S28.48 per sh ) on fel 22, 197X thru
Morcan Staniey & Coo Ine, Drean Witter
Revnolds Inc. and Kidder, Peabanly & Coo,
fne Except for approximatels S10K 006
wivie h will be added to the seneral tunds of the
Co.. the net procecds will be invested in the
common stock of Touston Lichtne, and used
by Houston Lichtng in its constr tion pro
gram induding  repayment of outste. short-
wrv;: horrowings incurred in connecuon there-
with.

HCUSTON

CAPITAL STRUCTURE
LONG TERM DEBT

Issue Rating

1. First mtge. 2V s, series due 1985

1 First mtge. is. series due 1989

3. First mige. 3'/s, series due 1986

1 First mige. 45,8, series due 1987

§. Firet mtgge, 47 48, series due 1989

6 Firet mige. 44 s, series due 1992

T First muge. $17s. senes due 1990

8. Pirst mtie, Siys, series due 1997

o First mige. 0' 48, series due (997

0. Firet mize 67,5, senies due 1994

11, Firet mitie 7104, senes due 1999

12, First mtge. 718, due 2001

13, First mtge. Tl due 2001

13 First muse. 8108, due 2004

15 First mige. 10V o8, due 2004

4. First mtee, 845 due 2008

17 First mtwe. 8354, due 2006

1A Fiest mrve. 844, due

10, First mize. &7 4s, due 2008

0. First muge. 9° 8. due 2008

21 First mtge. 11458, due 2009 .

22, First mige. 128, due 2010

11 Piest mitge. | 5748, due 1091

4. First mige. (3i5s, due 1992 .

38, 3 s debenture. due 19%3 a

3. Water poil. contr. T¥s. due 2004

27, Water poll. contr. 9.3, due 198

% Water pall, contr 998, due 1998

39 Water poil. conte. rev. 14.95, due 1983 .

0. Water pull. coner, 14.99, due 1983
. Water poll. contr. . 118, due 1984

3
CAPITAL STOCK
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corpurate restructunng plan in 1978, on |

m‘mqwhmﬂm
ure - Issued by Brazos

TORY

Incorparated under the laws of Texas on
L.mu.uy ", 1906 under the name of Houston

whtine & PPower %m, 1908, The ligure
1905 was (ropped the corporate titie on
Apnl 4, 1922, Since incorporation company
his acuired electric properties in the follow-
K ity aned town s
wn——uﬂum Heights (now part  of

ouston ).

1916 Sunset Heights and Brunner (hoth now
part of Houston ).

1918 "ark (now part of Houston).

1928 —Capme Cr (now part_of Baytown)
1.4 Porte, Rosenbery, Richmond and
Whartot.
1926 Nveedyille and Hwnl?.
1927 — P asadena, HBellaire, otl{ (now part of
South fouston  and

v town),

Fr X
1909 HLivhiands muw"un of Baytown).
Vb e e veston and Hitchooek.
1O Ve ombaron.
bl =Sonly.
|t Velasen
L0 S St haned,

rormer Controk Unul 1942 common stock of

Vhias 1 otsinany wiss owned by Natonal Paower
& bahit Cu Under order ol SEC in lotesra
Lo PPeescevitings SUU000 Houstun shures wore
oitered by Natonss i exchange (OF its own 36

- “?ﬁ'm .

Euh. e A P il e Wt s el

Deun Witter Reynobds Incg Ridder, Peabody
& o nnd assocites Proceeds will be used to
reduce short-term construc von debt ol s
principal subsidiary.

€ 4,000,000 ehs. ) at 827378 per sh. (procecds

ter Cor, $26.4% per sh.) on Apr. 1S, 1980 thra
Kidder Peabody & Co. Inc Dean Witer
Revnolds Tnc. and assoctes. Procevds invest

cd 1 commaon stock of Houston Lighting and
wsedd by Houston Lichting to repay 4 portion
of outstanding short term debit incurred in s
CONStIUCLION Drogram.

(5,000,060 shs.) at 526.50 per sh. on Oct. 2,

1o80 thru Dean Witter Revnoids Inc.; Kidder,
Peabody & Co. Inc. and
tor construction.

LIGHTING & POWER COMPANY

memm

associates. Proceeds

¢ 3000 a0 shs Y ot 325 25 per sh, on Mar 4

1981 thea bidder, Peabuordy & Co Inc: Dean
Witter Revnnbds oo
Excent Weld Capitul Markets Group Grech ansexnte
Prost el for mvestment in com stink o
fiowuston Licntun

Merrdl Lavneh Wha

& Powesr Con, sutpsphiag
vorri Lanhtinge v defray cosa o

4, SRR ERAN B rar s g al S poer shy oy € ¢

22, i9si ahru Exan Wittt Revnobds Inc., K

widiary., Houston Lichting & Power Co
pay for exgn ndiures and repay shortterm o
detnerdness mcurred m connechion with Hews
ron Lighting s Consteuction proxram.

4,800,000 shs ) at SIKSTS per she on Aprl

12, 19%2 thru Goldman Sachs & Co. anel asw
cintes. Proceeds from the additional shs wy
e invested by Co, in the com. stk of ¢
subsidiary. Houston Lishting & Power ¢

for use by that company o pav for expuend,
wures amnd repay shore boem inlehnedness o,
curred in connection wWith 1t ConsrUction pr.
®

ram.
Listed On NYSE (Symbol: HOU ) Al

listedd on Midwest Sk, Unbisted trading oy
Cincinnati & Pasific Stock Exchanies,

[ Times
Amount Charges Earned Interest [Rall *  Price Range
Outstanding 1981 1980 s Price I
$30.000.000 A&O ! See text 27}
30,000 000 M&ES ¢ 100.63 I - ASTA 85 4t
30,000,000 M&ES | 10043 G - 62% g .t
000,000 h}l&.\l 1 10116 6V%, Y% of . 58
25,000,000 &AL w120 58 S2% od - 83
25.000,000 [F&A 1 10178 4% 42 $8 . 43
40,000 000 A&O 1 103,21 i 39y, 8%, 42
40,000,000 J&J 1 16350 16\ ABY, Y- 3
35.000.000 MEN | 104 34 335 M0 63 W
180060 000 5 IAXO 164,08 $5iy- 45V, A3 W
30,000, (k%) |J&D ! 1497 SRV, 494 [T LD T
$0.5600.000 IF&A 1 108.27 Soly- 4TV, 67\ A
50,000,000 | JaD ! 101,33 §Th MYy WOl 3y
'.ou.wu.:m' 363 356 !F&r\ 1 107.16 ol Sty T e
100,000,000 MES ! 100,58 T3V 62'% g T
125,008 000 M&S 107,31 647y W% s 5
125000, 600 AKRO 1 107 .08 bl S2Y5 Taly &
125.000.00 | IAKO | 107,94 61 - 53% B - %
1.25.000.000| IMES 1 107,66 08 - 4% T a2
100 0000 | 1 T&D 1 107 .85 67V Sol, 21, b
125,000,000 | J&D 1m 92 05 O /A 108N Ts
100 100,000 | lT&D 1 11043 3% 713, 108 - W
125,000,000 |{F&A 1 o0 114 B8V ‘
T 125,000 000 IM&S 1 w1 2 ot
1240.000.000 |[F&A 1
» 006,00 Y . 1,
19, 200000 | 15 &
5 Oem.000 | '3 3
220,110,000 | 8. i
11,150,000 | i3
(FLT65.000.000 T&D s ;
Earned per Sh. Divs. per Sh Call Price Runge
1981 1980 1981 1980 Price 1981 1480
$4.00 SLou 108 WV 25V Ao D
672 8.72 108,51 30V, 43V T,
1.5 1.52 T 10838 SoA- 8Ly  #1l . B
$100.19 $80.64 2.52 9.52 1 109.52 il Oi%y (Ll o
08 .08 10908 u»}» S8y Miy oh
a2 $12 e s1V4- 5% 85 W
904 G0 [ 10008 o8V, S8Mg 97N, o8
{ 0 % a,‘ 3 g
eb. 1981, (T For details, see Gult Coast Waste Disposal Authonty
.hdd o Manual. - Soid in 19%1. ' Sold in March (98

common for each National erred
share. 257 336 on shares were thus ex-
< before termination of offer Dec. 31,
1942, remainder of 242,664 shares was

sold, May 14, 1943, 10 a svndicate which in
turn offered the shares publicly.

Reorganization: On Jan, 14, 1977, pursuant to
merger and corporate restructuring plan, all
of the outstanding common stock of m‘
was exchanged un a re for share basis wit
Houston Industries, Inc. common stock. Com-
pany's (ormer iaries became separate
subsidiaries of Houston Industries in the reor:
ganization. In accordance with Indenture dat-
e as of Feb, 1, 1970 between Co, and Bankers
Trust Co.. as Trustee, Co.'s 5147 Convertible
Debentures due 1988 thereupon became con-
vertible inte common stock of Houston [ndus-
tres Lncorporated rather than common stock
of Co. Pursuant to a First Supplemental [n-
denture dated as of Jan, 14, W77 amons Co.,
Houston industeies and Trustee, Houston In-
Auntries assumed ot and several lability
with Co. for payment of principal of (and pre-
muarm, | any) amd interest on, and to vifect
conversion of such Debentures, None uf the
Diher outstanding securities of Co., incuding
uwwrn.-ol Stk @ HiEst inortgage bonds were
atfected

t Co. | Bewinning March 1, 1089, L‘-Thmnnl ey the

and interest o

and several : with ““.Thh uloc‘wymt i‘.‘..: “mv- R
B aton LNK 1Asuee ouston ustnes a A M A
Am's uuk;od: .

Gov't. Manwal. [+ Beginming Feb. |, (988,

MANAGEMENT

D.D {,ordnn. Chmn. of Bd. & Chief Exec. Off.
D.D. Sykoea, Pres. & Chief Oper. Onf.
H.R. Dean, kxee. Viee Pres.
G.W. Oprea, Ir., Exes. Vice-Pres.
kD. Cowart. Group Viee Pres. (Admin )
JR Hinckley, Grounp Vice Pres. (Pers
Public Alaws)
D.E. Simmons, Group Vice-Pres. (Sy» bs

3
E.A. Turner, Group Vice-Pres, (Fossd Plant
Eonw. & Constr.)
Vice- Presidents

R. Beavers R.E. Doan
. bovans, e {'.ll. Goldbers
8 Hornigan

RS, Lethetter
J.G. LeWease

D Grevnwide
LD Maddox

) Parsons
. Johnston, Sec & Treasurer

A

R

}l M. MU uisuon
A

5, Brian, Asst See & Asst, Tieas.
C, Gemar, Asst. Sec. & Asst. Treas.
W.R. Hrown, Gen, Counsel

Seatey Bracew L Houston

W R, Dirown, louston

LR, Dean, Houston

{unn . Bhols, Baviown
foward W, Horne, Houston

s
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MOODY'S PUBLIC UTILITY MANUAL

LE ¥

——

s fosstan, Houston
s & baso b, Houswon
S Al Dade, Hesuston

CW tpeea Jr [ fouston

Caart Orton, Houston
(31 sy ko, Hionston
A L Walbridice, Houston
W ~ondortf, Richm:

Auaitars: Deloitte Flaskins & Sells.

purchasing Agent: B. Commander, Jr.

Advertising Manager: W S. Secrest.

Oiwecior Meetings: First Wed. of each month.

Annual Meeting: In May.

no. of Stockholders: Dec. 31, 1981: Preferred,
1 254, common. 1.

rio. of Employees: Dec. 31, 1981, 9317,

General Office: 611 Walker Ave., Houston,
TN TTo02 Tel: (713)228-9211.
r\sum:"m P.O. Box 1700, Houston,

NPT,

QUSINESS
Fomeaved in tion, tra distri-
thons and sale of electric_energy. Territory
IS5 ineludes Houston, Galveston, and 156
dwent communities and rural areas. Inci-
Lat ta its clectric

tom. Loe. In addition, company cooperates
e caters in sale of electric appliances to its
ustners.
srrezate pop\llnmdon’%l“
matcdd AL approximal ' 34 000,
The service arca of the Com a
Credtucor of oil, gas, suiphur, refincd pr
hoanicals, rochemicals, steel, oil t
it inanufacturing. processing servic-
e activities.  Electronics, paper, cement,
mikding materials. cotton, rice, cattle, sait,
wrenesium and other minerals are also im-
jantant products of the service area.,

PHYESIC AL PROPERTIES

Vlectpie properties of the company include
Ly ateam eenerating  stations with in-
Lof tarhine name plate generanng capaciy
07 302 k.aw, (incl. mas turb.), 187 major
et tinns winh installed transformer capaci-
15.59%,234 k.v.a. and 20,080 miles of
eresion and distribution lines. Approxi-
ary, of Company's fuel requirements
1981 was met with natural gas, 1947,
wt with coal and the balance was met

i power plants are as tollows:
r—near Houston—Constructed in
unit installed in 1955, Capacity,
3 boawe pet generation (kow.h)o 1981,
Liea iy (98, §75.420,000; fuel cost (natu-
vt oor kav b, (rmalis): 1981, 3851 1980,

I Sircet —Houston—(on standby basis)
Crane ted tn 100D Lost unat nstalled 1950,
V. 3NN K.ow. net generation tk.w.h.):

! GloNm); 1080, (2,335.000): fuel cost
" u\:u) per kowh. (millsy: 1981, N.AG

w0 Clarke—Houston—Constructed
o beed umit installed in 1973, Capacity,
) w. net seneration (Kow.it 1981,
s 19aty, 245 585,000, Fuel cost (natu-
poper Rowedn Covilis): 1980, 4815 1980

sty Bayon —near Houston—Consiruct -

' b, st st instadled in 1973, Capact-
Uy T bow et genuration tkowh. ) 9%,

o tddr Loy, 2,52%04 1,000 fucl cost

e Cia pwr low i Ceniils): 198, 3%

v ear Wiebster—Cunstructed  in

art instalied i 1965, ity

e bow ot peperation Cow o) 19980,

conmy 1oests, 2 0% %702 MRS fuct oot

o cund per koach, Comillsy: 19N, 15,158
s v ool

o st near La Porte A orvstructed

Loest went tnstabled e 1900, Clapman iy,

et seneration (bow e 1981,

weid Pty 5, b0 LE7 Nk Fuel ot

j e bow b, ok 1wt A

v b mwar Mmool Constrncted
1ot astadbedd an 1onn, apssenty
Cope A raten thoow g 1R,
podAn ey b Zhe S ERE ael cosd
s oith sonadky g r b b trndis 1,
TR

'

" '
Loarten o aeng Feseeston--¢ cmstret
CRRSN N I TLED gsathead pry stz Uggrmaty,

"AINICS

86,000 k.w,: net generation (k.w.h.): 1981,
349.882.000; 1980, 1,32%,851.000: fuel cost (nat-
um'l gas) per k.w.h. (mills): 1981, 36.11: 1980,

al.
. P.H. Robinson—near Baclift—Constructed
in 1966. last unit installed in 1973. Capacity,
2,177,694 k.w.: net generation (k.w.h.): 1981,
11,584.827.000; 1980, 13,193.277.000; fuel cost
(natural rﬂ) per k.w.h. (milis): 1981, 2419
1980, 19.7

Cedar Ba

g

diction. In addition, the Utility Commission
has appellate jurisdiction over clectric rates
and services within the remaining incorporat-
ed revenues and KAWH sales.

In July 1981, HL&P filed applications for
general rate increases with the Utility Com-
mission and with the 76 incorporated munici-

lities that had original jurisdiction over

L&P’s rates and scrvices. In its applications,
HL&P requested an increase in its base oper.
for an adjusted test year ended

you—near Baytown-—constr
1970. Last unit _installed in 1974. Capacity,
2,093,800 k.w. Net generation (k.w.h.): 1981,
12,792.830,000; 1980, 13.073.113,000: fuel cost
(natural gas) per k.w.h. (mills): 1981, 29.606;

1980, 19.96.
Gas Turbi ating Units—Instalied in

rbine Gener
1967, 1968, 1972, 1974, 1975 and 1976 in var-
ous locations. ’:‘ 1,479,504 k.w. net
3 .

wnuoa (hw.h.; 4,309,614,000; 1980,
Construction Compan imates

Program: any estin
am will entail expenditures

ating re

March 31i. 1981 of $248 million, a 17.07 return
on common equity and inclusion in ratc base
of approximately $990 million (73%) of its
$1,357 million investment in construction

mately $189 million and to provide a return on

y $767.000,000 in 1982, g\nty 16.25%, with inclusion in

$1.1 000 in 1983, and $1,2¢0,000,000 in rate base o consfruc-

1984, inclu constructior of one tion work in progress and nuclear fuel in proc-
600,900 k.w. coal-fired steam unit at W.A. Par- b{ HL&P. The new rates

hh%ll led in 1983; two came cifective for service on and alter
v . nuclear units at South Texas 15 for all uni ted arcas

ject ting Co.’'s of the two certain cities co by the Utility Commis-

1,250,000 k. scheduled for service sion’s order which together account for ap-

1987 and 1989; two_ 750.000 k.w. lignite-fired proximatel of HL&P's revenues A

units as the G . b cities, including n, issued

? be located 18 miles southeast ordinances nmh_onmm increases

of Groesbeck: rst unit scheduled for comple- in electric rates which H | 4 Mﬂ:ﬂ(

tion in 1986 and in 1987; two 750.000 to the Utility . The Utili-

k.w. fired units known as ty muission approved rates are being col-

be | d in these citivs. subject to refund. pend-

Dtﬂdm‘l? 200 miles north of H the outcome public hearings scheduled

the town of Malakoff; first unit scheduled for for April 1

?nruioa in 1988; the second in 1989. The

ompany is currently re-evaluating  its

Eu\ncd construction of the 12,000 k.w. Allens
nuciear plant.

FRANCHISES

Cosonu existence of the y was
limited by charter to 350 years from ’uuury 9,
1906, but could be extended another 50 years
at any time within 10 years of expiration by
majority voie of stockl lders provided com-
pany was solvent and capital unimpaired. In
1951, stockholders authonzed an extension of
corporate existence of company to Jan. 8,
2000. Amendment of commnr charter in April
19590 provided for perpetual corporate exis-
tence., Company hoids a 50-year f[ranchise
from each ot the 84 incorporated communities
served, none of which expire bhefore 2007. All
30-year iranchises provide for payment annu-
ally by © ny to respective municipalities
of 4 nominal sum of S500 plus 49% of compa-
ny's gross receipts for preceding year from
clectric sales (other than street lighting) with-
in corporate limits o respective municipali-
ties. All franchises are nonexclusive.

REGULATION A
Since Sept. 1976, Co.'s rates and services
have been subject either to original or appel-
late jurisdiction of Public Utility Commission
of Texas (Utility Commission). Prior to that
time, its rates and ces were subject to reg-
alities it

282.
On Sept. 15, 1980, the Utilit Comm.ssion
nted an increase of $135 million on &n ad-
Iusud test year ended March J1, 1980. HL&P
requested $214 million. The final order is-
by the Utlity Commission was
:ron a settiement agreement entered inw by
L&P. the Utility Commission staff and the
major intervenors in the case. The final order
?mvidcd for the inclusion of $677 million or
7 of construction work in progress and nu-
clear {ucl in process in rate base and eranted a
15.58'7% return on CommOon CaOuity. The Compa-
ny had requested 834 of construction work in
gm-:rcu and nuclear tuel in process in the rate

1

RESIDENTIAL RATES

Electric: (all arvas)

Eilective date: Oct. 1981, 56.00 (minimum
bill) incl. first 30 kwh.

Months of Mav throush Oct.:

3.845%: puer kwh tor all additional kwh; howey-
er. if aggresate usage i any of these months
is less than 150 kwh the Nov through April
rate will apply
Months ot Nov. throush April:

2.345: per kwh for all addit wwh

COMPETITION
Terntory served by company is near the
rojucts constructed by the Lower Colorado
jver Authority hut service arvas are clearly
Jetined (or both company and the Authority.

ulation onl h* incorporated
SCTVes. Um.rcf exas Public Utility Regulat
Act which created Uulity Commission, esc
municipality may continue Lo EXercise Origis
jurisdicuon  over electric  utilitivs operauns
within its borders or, by ordinance or voter
ceferendum, may surreader its weiinal juris-
diction to Uity Commission., If a municipali-
1y doues not surrender its onginal jursdictiion,
i Ay continue 1o Cxercise regulatory powers
wndder same standards and rules as those ap-
phied by Uity Commission, o wnder such
other standards and rules as are not inconsist -
ent with those of Utility ¢ ‘msmssion. Sales by
Cor. over which Utility Coampiission presently
has oregnal jarisdic bon ac counted for approx.
W' s ol Company's operatineg revenues for
twelve months ended Dec, §1, 1981

HATES AND SERVICES

PPaesuant W e Vesas Public Urility Reou-
Leteary AL whne it wans (rassenl in Fratin 97 5. the
Paabshee € tahity € cimmssion of Tesas (Uriny
€ ontninsienn ) Duis assorneel oriazinad  risein
et over vher e ataen ARl AeTVIEes 1 Ui
cont poorrated arcas of the State, atd i v numibeos
of eitie s thist Bawvs pebiw st onuital juris

OPERATING STATISTIS, YEARS ENDED OR OoN

CPaken trom reports to M

deral Bacrey Reulatory Crammmissiens
Vi 10N

For detaiis see biue inscrt; also conteact tor
sale and merchanue of power.

Company has made no representation as to

sesible future citects of the program ol the

urnd  Electrification Adninistration created
by the Federal Govenunent,

The Public Unlity Commisson, under the
authority granteed it by the Publie Utility Rew-
slatory Aet, s establisbed the srvice arca
boundarivs of the Co apany,

ACT

LA T hus contrated with the Clity of \us-
riny, Toras By e base ap to seid e wates of
ARSI e meTaling L apeiety throuhy  1osT?
TEES P B dbsar comtro toed with the Cuy Pub.
lie Servie e Hoard of San Nprtesrapr far paire Paser
VAT U RIS e iy sl the vears
PN theensthr PORT i Lo 28t MW
mesawalts,

Ty constens Liests wiath thy AUsin g reement,
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- S48.. MOODY'S PUBLIC UTILITY MANUAL :
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nnm Cont'd): t
Revenue 19%) 1R 197 TN s 17w o ]
' kn-duum & rural SX12.414.077 S628 S tnd $455. 3% 14 $367,7 29764 S30 %21 $d41. 888 00n S581% ¢ i
Commerdal & industrial 1822 309,519 1387 'Hw 01l LASTIS, s 847 L8100l TOD W) 932 536, 192 50 %, g _‘ §
Other 13440109 107 451 810 88551421 7,951 LUEES XL $AU2ATY : '
Toral $2.769,218,222  S$2.1219%. 8R4  $1.679001 442 3129029 376 SLIMA SR OS] 800,107 0005 -
Kow.h. cenerated laﬂl S STO05. 347 00 ST22% 126000 S4.6INAL] 0 7 RIS L T T R O T TR 1
K.w.h w«hnal 244K S 00 720,294,108 37T S87 00 3250 GO o pund
L 10540000 10,266 (00 L0060 R645.000 8. 219,000 7463 .'
SA \th&A\D w,\bl'& .
Blectti . ...... ....cocun S$140.321.2%9 SIIR 745048 $102.8:2.737 $78,.151.879 $69 244 50 $53.I8T 20 $50.87 1 -,
l.umy phm e, 33,000 367 42.811.2%0 35,441,580 30,465,964 27 842 2% 21,570 A 25047 .
A erwiy 20,395 684 14,570,741 12,112.487 7ML AN 5,195,141 28501 070 LRTN
R R T, G e T J10710.290 175925609  SISIAI6725  SIISAT980  S102.2:9817 ITIIMI62 SR
IHCOME ACCOUNTS
COMPARATIVE INCOME ACCOUNT, YEARS ENDED DEC. 51 4
(Taken from reports filed with the Securitics and Exchamge Commission)
(in nmuu.mh of doliars)
1981 1979 1978 1977 1976 1a=:
operating revenue (electric) 2./69.218 z.lu 957 1,707 527 1,303,604 10659 786 A1 6106 ®id it
MW CXPENSES . . 1,940,006 1,440,334 l.u:.loz 823,549 633,244 HIRT6 323 %
3 T e 117,208 97.598 77703 55,354 43719 35,844 35
Depreciation ... .. 15411 100,134 D448 73,261 63,792 57.050 St
Amort. of | i term util. 9 9 19 9 19 9
Amort. of prop. losses .. ... ........... 3044 2618 7 il e e e L B e
44,168 10911 10.229 19.194 37,601 19,:1
61.049 59,811 44,515 37 831 30.879 H% 199;
60.764 44414 56,726 46,665 44994 26,195 120
10.167 7,430 6,084 4.716 3,620 2,99 e
80,160 73426 63915 $5.436 47 415 44,508 s
Total oper. revenue deductions 2,432,593 1,853,007 1490671 1,107, 370 887,220 676,211 0801
operating wo TAERY s 336622 270940 116,901 196,234 182,560 165,405 129.s.
m:(uhuh N R ok i e I AR el L) S eens 16,584 S
for other iunds used during
QDL <5 50 iivrhvsombdnenbsonnonpessw Jooss 32,738 31,928 17,029 M - cesiis
R R 3692 914 .27 1,865 1,450 tis
Gross income . . ... S 379,312 308,357 249,745 217,54 198,313 183,259 tis
Interest on long term debt ... . 146,513 122,695 101,566 84,307 LT 6100 s
Amortz. disc. & exp. (net) 153 crl e ors0 e
LAllow. for fds. used dunng
COmStr. o e A by . cri 470 cr619 «rtno cril 539 a9 821
ax alioc. of AFUDC 9,770 ord. 194 r9.2%4 i oy
her interest charges 7.J88 5.159 136 5,208 2293 6,867 1.2
..... LI 508 485 300 27 148
Total income deduction 134,170 111,002 84,027 78155 64.3%9 68,083 o8 ]
BRI 5 s 550 b v a6 e b0 B 245,202 197.3%6 165,716 159379 ° M4 115,156 T
Retained carnings, beg. of year 1.489 620034 §53.213 97079 429.53% 168,656 S
Totalcredits .. .....cvciivnvveennn 936,691 417,390 718,928 636458 565674 483812 08 .
Preferred dividends ... . ... ... ......... 042 20042 19,765 17,450 13,711 12,362 a;
Common dividends (stock) .. ...... ... ... 137 954 105,839 79,129 03913 $1.884 41,900 i
Retained =arnings. Dec. 51 778,695 691,499 520,034 $53.213 07,019 129,550 Py {
L Efiecuve Jan. 1, 1977, rmurmcm mmumhmmm Recl. to cure. mat of
sion, predecessor of Federal Energy Rewuiatory ¥ 2. tm, debt (s
Commission (which does not have jurisdiction over , Seurce of Funda: i 1980 . Other—net (24.001) B
3 Netincome ... ... 245,202 197 356
Co. or its rates), issued an order which provides & Depreciation ... .... 12509 108,298 Towl  ........ 755,305 T,
formula for computing 3 maximum allowabie AFC Deierred inc. Application of Funds:
rate and requires reclassification of AFC into a “bor.  taxes—net . .. .. .. §1.280 51817 prap. add. (net of
rowed funds” and an “other funds” component. "’" “'l ""“““"‘ 53,130 i allow. for funds
Since Jan. |, 1977 accrual of AFC has been reciassi- conatr. (e‘:l".‘ ______ (50,528) (43.354) used dur. constr.) 643,762 8l
fied for income statement presentation to show such  Sale of first mtge. Dividends .. .. 157,996 128
components. = bonds.. ........ 125.000 100,000 1 : a3 S
TPrior to Jan. 1979, deietred income taxes were Saleof com. stk. ... 162.92% 172,465 unm”:w wizoane 801,758 76285
not recognized on the interest component of AFUDC m""“’"’ 06.300 s000  Capial ' 286,453 P
which is deducted currently for federal income tax Chge. in notes pay. & ummwrm
purposes. temp. cash invest. (29.290) 101,918 . notes payable & temporary cash inves
Record of Earnings, years ended Dec. 31 (in thousands of dollars):
Oper. Oper. Main- Depre- Net Oper. Gross Net Common TNo.of e
Revenues tenance cation Taxes Income w Income Divs. Com. &
.. 653 455 51.09 4.0 129.004 138,654 64,260 70,388 M713 23782127 n
A%6 837 212,408 Pl 45.146 #9022 109,044 118,277 48,599 69878 32,028 21,782,127 P
409060 1 1 il 39,224 85,062 97020 106,586 34677 71909 29 07512 e
129036 28,187 34,969 79428 21,023 98045 3237 o867} 20,543 2025212 i
3179 113,158 2,478 30,930 49839 82,483 86,975 27 489 59 446 6,128 20282127 P
2.752 99 608 T 7,760 A1.841 71802 7431 23, 55451 303 20282127 )
62,534 5 007 020 26.203 65,559 65745 404 20,454 47 a0 22082 20282127
255529 0628 3,149 7,922 58,423 61,21\ 18,400 42,808 22078 0282127 ? ke
200,143 7Ll 14,110 2,463 021 52,425 $5.278 14,480 40,795 MN282 20,2821 LS
190,999 64,165 Ota 18,714 4T AN “.In S0, 184 9081 L1093 282 02527 20t
180,220 $7.950 @ 17,454 47,588 Jo3 48,264 8132 $0.731 1682 20282147 | S
166,100 3017 .06 16,407 45,028 42,082 2,00 1918 I 15,797 20282127 |
155,19 49,908 T.584 15719 424838 39,146 588 2086 502 15974 0282127 1M
141,649 45450 6174 15.261 ¥ 15877 35843 X456 n.m 1HATs 675070 we
120,497 9192 5914 14642 JuEi4 9946 29916 B4 .52 10801 &,750.700 it
115,837 36 040 S.459 13,309 30382 30073 3o, 10 7618 2,485 1M1 87307 b
14678 $2.484 S.084 11904 7918 27,298 1734 6,401 0,923 sul 8750700 it
- N u.ou 4603 10,102 25517 25,043 PLmIP] S.104 L 208 T80 6,750,708 £
ins7 2697 EREL 8788 23,713 12819 13,026 4079 18,047 Wddd o is0 w &’
—tmmmm xmw-nuun May 26, 1981
BDALANCE SHEETS
COMPARATIVE BALANCE SHEET, AS OF DEC. n
(Tuken from reports filed with the Securities and Exchanke Commission)
(in thousands of dollars) :
ASSETS 1981 190 1979 . 1974 1971 1978 e
Elovtne plant . y 8,107 441 4455718 JALO IR 1316468 1881 050 2,102,008 dtit
Depred st reserve 117.203 BINTLT 01,408 $12.004 AT van 417
Nucear lus 121,083 IR LYRE N R Gl 3. m ’
s
Net utility plant Ao JARL94) 3500 470 LATIASY 2498118 1.00m 208 F ok
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MOODY’'S PUBLIC UTILITY MANUAL

1981
“9747
5,838
290
126,144
129,650
3119

MM
66,937

E SHEETS (Cont'd): 1980 1979 1977
-t 1y vcal property
& s
jerary cash investments

« avsul deposits S

\orkine tunds

wcounts and

\fatenals

11,614
$2,19
4927
339
82,207
79,139
14,040

11,563

&

3683
270
62,611
69,439
20

§k:

244401

.

Total current and
1, ceilancous deferred

150,293
19.695
2,668,263
301,534
214.000
497,079
e
18,000
40,000

£ bl

|

:

Total assets
LIABILITIES
Common stock

69,729
$0
1,000

2 1.989.786
d39.0%20 d104.301

mate outcome cannot be determined at this
time. In our report dated February 16, 1981,
our opinion on the 1979 and 1980 financial
sta ats was unqualified: however, in view

\ecum.
{murics and damages reserve .

Tatal labilities 3,140,829
Het current assets 15,939

126,646
008
7278
4827
18,578
192
erl 747
207,257
206,569
450
8,369
982
40m2
bdivided to corres

Due to accelerated amortization and liberalized
reciation.

Represented by no par shares:
$1 senies: 1974-80, 97,397 shares.

pond
with r and effeciive Jan,
1, 1945, company 'inmmtemtni‘h.t-.lim g:-

NI NWEL S b Tal

R TeNe §

. 2 serves: 197379, 250,000 shares.
o 52 series: 1973-79, 500,000 shs.

¥ 52 series: 1975-79, 400,000 shs.
V108 series: 1976-79, 400.000 shs.
%12 series: 197779, 500,000 shs.
108 serien 1979, 300,000 shs.

Represented by no par shares: 1981, 74.081.841:
~0 $2.964.777: (979, 36,217.276; 1978, 31.314.966;
T 29.008 642; 1976, 26,752,127; 1975, 23,752,127,
totes: (a) Prior to May 14, 1943, xomrqny
& subsidiary of a public utility holding
mpany and subject to the provisions ol the
Jdie Ctility Holding Company Act of 1935,
" orthat date company to be such sub-
tary. Company, while such a subsidiary.
s reruired 1o adopt FERC Uniform System
{ Accounts pursuant to Securities and Ex-
snwe Commission Rule U-27, promulgated
wier P U.IL Act of 1935, Subsequent to Ma:
1191, company generally follows FER
Sitorm Svetem of Accounts and files reports

L FRC bhut expressly denies jurisdiction
CHERC aver tacilities owned by compuny or
ettt of FERC w0 require reporns in con-
S hon therewith, swuuy in 1945 complet-

v stuidy and rech ication of plamt, prop-
Ty e b enpun t Cinvclud i

rve previously desiunated as amorti-

Gl e preciation, renewals and  replace-

accounting, annual prov -

ximately 37 of total depreciable
t.

Federal Income Taxes: After

cost

(b) Det me Taxes:

ized depreciation
Co.

1969, Co.' began using liberal

uses tax ,su
befare 1971,
come tax “class life system” for 1973-72 prop-
erty additions. Pursuant to the E Re-
covery Tax Act of 1981, the ACRS method is
used for post 198G properties, Deterred in-
come taxes have been provided on difference
between depreciation computed using these
muthods and straight-line tax depreciation
otherwise allowable.

Investment tax credit applied as a reduction
of federal income taxes has been deferred and
is being amortized over estimated lives of re-
lated property, Credits deferred axgrexated
$60,764,000 in 1981 and 344,414,000 in 1980,

Auditor's Report: The {ollowing is an excerpt
from ihe Report of Independent Auditors, De-
Joitte [laskins & Sells, as it appeared in 1981

Annuzl Report.

“As discussed in Note 7, the Company re-
2 ) a re-eval of its Allens
< _nuclear wencrating facility. Certain al-
ternatives under consideration could result in

substantial unrecoverabie costs, but the ulti-

of the matter referred 10 above. our present
opinion on such financial statements. as ex-
pressed herein. is ditferent from that ex-
pressed in Our previous report.

In our upinion, subject to the eifects on the

red financial statements of such adjustments, if

any, as might have been required had the out-
come of the uncertainty referred to in the pre-
ceding paragrapi been known. such financial
statements present fairly the financial positon
of the Company at ber 31, 1980 and
1981 ard the resuits of its operations and the
chanwes in its (inancial positon for each of the
three years in the period ended December 31,
1981, in coninrmity with generally accepted
accounting principles applied on a i

. .

Our exanunations alse comprenended the
supplemental schedules V, VI, VI and IX
for vach of the three years in the period en
Decembwr 31, 19%1 In our opinion, subject to
the eifects on Schedule V of such adjustments,
if any. as might have been required had the
outcome of the uncertainty referred to in the
second preceding  paragraph  been  known,
such suppiemental schedules, when consid-
ered in refation to the basic financial state-
ments, present fairly in all material respe-ts
the itormation sivown theren.”

FINANCIAL & OPERATING RATIOS

(Ratios and data compiled {rom reports to Federal Energy Rexulatory Commission)
FLECTRIC OPERATIONS 191 19%0 1979 1978 (L]
W, 1 EPN. LU . a s &P 108 R Y 352 Lns
s ool tenal ... nn 12193 nim na
+ oo total .43 29,04} )y I8 A
vorate par ow ho—cents 09 500 3 L
ST e b e (kowh) 14,59 14219 14,554
JONTE MCOUNT
D e o e peer. tev e LR |
T e o E. R, P vente Vo 58
A4 utiny plamt .4 2.5
ot pew. b et ated, gl .0 bt
R ’ miin LI
e v armed Lefore in, tases 350 i oA
Gaoe arned alter e, taes 154 2ok
w bt piol dliv, earpesd 2t v tae ] Lik
e s hare peclerred e G6d L UL
e r shusre con, (yvar el sheo 12 NE ol
wr sl coum, xr ot el 208 Sl
O EeRnI AV ) a8l L
oo adkt e 2.8
W Lo shate Cactual; St SR
Lesets ft sl y $tin $22.54 a2
Lades - 8 prefereed “w L S wi v
1egaenl SN A 1 amy FRURET JMriam
prteres b S IAEL L EETRPE L Tiabrany R
wreeel himi s ETARE L) VapAR) (SEIREY 1]
T te tPesd Wariam FETREY 1] ITERRE] ) HETRE T
vrerred RIS Amitan) SIRLY SALAm
VG teserivedl EETREL T CETREE 1 i iae
Liwn cavi ) T V2. 240180 5364, 082
Comn, Lave Thomn Ak SR ATATIA $0.116. 74

e

1976
5.9
2087
PLRL
2.8

13, 1an

165
2118
6"

100

13502

Tows, !

rw e
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t%g?é;‘%??.»ua $30.000,000. »
Y| -rum-—' . b ooy,

TR 1t olilce of trusee or
'n TR L Fenas Commarcs Bank N.A.
-y SRR 5 B
or authorn

whaole or
ga:cchuznkc';&.y R e 0 e Sap o G

TODTL 1983 . 10063 (9% . 10085 ﬁ'r" -

I8 iomed 1988 . 10048 1987 . (G0 Lok ',E,‘, URs "°° A b [ g

iy - .'u":n’?-': like aetien o ': 3;"‘ b m
« J —

sSnking oF fund (-M l.t) 4 ;m% .. 102 .u (r,,.
replacement y or with cert 0 ny 101, o1 379098) on ‘{‘u
canh, at “m‘“'”"‘“‘ by Halsey, Stuart & Co., Inc.,

oy IR IAL 006 | 100.gy Sssvciates.

,,, ,,,u, ,.. 10,48 | 100,29 '&mmamummu

PROV".QLNT FUND-—

\I‘JKI\(‘
Annuaiiy T, in cash or 1989 se-
ries bonds or mm pnvn-ﬂy additions at 607,

eual to 17, of greatest amount of 1989 se
lmmhuuwmu outstanding, less cer
tun bonds retired. ement may not be

anticy

AUTHORI

T

ED—
n

]
nlimited: outstanding.
mn $30,000, 006,

|
'83 M& I at office of trustes or

"lul ¥

rust Co., New York.

!INKINO OI IMPROVC\QBN’I' FUNIR-
muu 1959, in cash or 19sn
m or with property additions at w”,
equal to 175 of maximum (986 series bonds
any one time outstanding, less certain honds
retired. Requ umcm not be anticipat
IEPM(! DSame as tor hes

35, due

SECURS l'Y OTHER PROVISIONS —Sans
as for first 5 due 1989
PURPOS ceds used to repay hans
loans: for tunﬂmlwu and other coreiai

m ERED—(3$10,000 000) at 101, l!.l fper
conds to company 100.604) on Mar, & 195 7
Halsey, Stuart & Co., Inc.. Chicaxo and ass
clates.

4. Houston Lighting & Power Co. first 475 0ve
1987:

Rating—A 1\
AUTIIOI!?I’D——Um;mmo.P utatandics
th J DR, $40,000 000,

I'HT

R
lNTl.IEBT-—\ItN { at oifice of qmuu ot
Morgan Guaranty Trust Co, New Yors ¢
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TRU srm; Tetus Commerce Mank N

How

DLV')“INAT!ON g, $1,0000 1
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CRR interchangeabie

CALLABLE «As & whole or in part, 0
days' notice at any time to Ot J) el
fodaws:
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FINANCIAL RATIOS (Cont'd): 1981 19%0 1979 1978 1977 197 o
—(ﬂm lvtlrml N.:;)}.N; 42964777 16,217,278 $1.814.9% 29060042 WISL2T 2ve
At end ) —ad 69,085 41 64,447,106 $5325.914 4697244 45,500, 0.5 0,128 1w e
. nju.\:‘u SHEET i
Ce ol t lizat. rey o
Common stock & surplus 458 . 4“4 “wa2 "2 01 s
Pret N~ o0 Ny 6.5 15 L ¥ A3 9.7 R6 ey
Long term e 479 480 0.5 52.8 $0.2 $t9 .
5 Muge, debt of . plant 372 9 430 487 " 471 iy
e deprec. res. t - plant 42 e I;g Iii? 1{.;; l”s; 24721 el “"
e . 0 KTOSS AP ¥ 3 | 15 i56 16.1
PRICE RANGL -
First Js, 1989 51-487 $5.45 63 .56 6074 57 n 02.420-54%, 62';-84 6.
66546 6757 T1%-0.14 707467 T2-68%, T4 62 . 8
647,594y 6858 7844674 n'/..uuq _y, 7 78%,.70 H
u-s:n 64-53 73%,-68Y/, 745 76724, 76166 bt
55-43 u&.-uv. 667461 696474 00, 57 PN
473419t 55%,-42 604-5714 7062, T ik 6R 1y 13.68 STt
uvz-su’. S4%/, 41 65%,-56'4 6915619, 72-70 7414 65 o e
SE54-46 A-50 il u-?.:i PP L Axba- TR e o
$514-45Y, 50 7 4.3’/. 8344-T3Y, 8805810 861/, IRY e
sw.«::. 68%4-55 83% 7 03/ ATTA on 84 A4
564447, 671453 8i- 863477 'y 8S1/, 92V/4-82 M -
s 54 8314 8944,-79 w» e 9284 a5, -
61-51 76-58 883,73 950/, Bab, -02 V4 1011490 o
1:7.-0»/. 0i4-72 104788 10974 101 14 4107, 140 e, 5
647 54% 81-62 93%,- 100-90 nar ] 10595 8.4
62Y/,-52 nvk-n sw.ds;/ 981,86 1029811 102V, 96
o s e 3 Saiiae  100% 08100 o .
. ”W . .
67 u‘?-os N RO, 901/5-97%4
,:3 IQ'T 8 961/4-96 e
JO%-:”. w{ -29V, 44,-35%, 4- 49-45 A8 4-410, M,
50%,-43% 38449 b ol 85, 81 (YRL 8,
sw.a;. ;(.-sm. 84-67 924,92V, 95%, .92 914-82Y, 0
T1-61% y ] 1] 142-¥ 110101 Y, (7]
uv.-u,:. ”V.-u . 10114-81 7999 1099, - 101 LOS 4991
611/4-520y .7'/’-3“/ 90%/,-72 100-9714 QA M e
681/,-584y 97%,-66 101809, )ik
mmmmm(wmummnm>
lmd:l Raiios
Gross inc. ) jong term debe . 304 279 44 3.0 6.4 28 n
)umnou-t«y-% bgd v . 148 154 16.3 180 N4 11 1
of rev. available for common .. .. . 81 83 86 94 "3 122
Dwnhndpn 15 eiPain s G v iie 61.2 59.7 $4.2 54 ) 41
vg. annual yield—% . .. ..., ... 10.4 p.s is2 1.0 LS.7 6.1
-\vs SRR OREIIRED « « . -« v ianrniias 5.9 el 6.7 e 278 6s
Miscellaneous
!'uel cost="7, of rev Sude s s70 6.8 $6.11 5234 LR 420 i
menrapodty lw«m) vesw e 11,763 11,763 11,193 10.828 10.427 9,791 a2
ﬁmm’nk. PO . L5 si e vi s 10,340 10,266 9.602 2,362 3,045 8219
60 6l 65 63 o4 )
oot rate (AU por wh 10,222 10.284 10,285 10,223 10,154 10,042 -
Fuel—avg. costpermef ..., .. 9 116 175 1.50 109 0.
uel-—ave. cost w AFTEhmips 18,31 16.63 1153 12.16 11.48 1014 ’
uel—avy. cost per ton (coal) syewsee 42.00 P csphd &
Limplovees u | 7 1768 1970 1352 6,500 £.900 "
Emplovees $1 million rev 413 408 5.56 6.08 o
Muumladum MMM [LAdjusted for 3-for-2 stock split effective May 26, 1981
LONG-TERM DEBT REPLACEMENT FUND—MA?N”GS - ‘:“lUSTEIL-—Tnu Commerce MBank
tu replacements, etc 1.4 plus ouston,
,.}'.,""""‘“"“""""’"“""m"' 214% of net additions to ble mort- DENOMINATION—Coupon. $1.000: 1.
Outstanding. series, Dec. 31, 1981 pw made after - 31, 1948 and terable as to principal; fully regiscered. 5
£30,000,000: ..ldmldyhlAﬁ.. 1950. Pro- :I y | of year. Requirement and authorized muitipies thereof.
o refund bonds and w met with cash, Sross property CALLABLL—As a whole or in part on
"ﬁmw expenditures for repairs, etc. or days’ notice at any time to the last day of v )
.lm Apr. 1, intevest credit for property additions as ~ Feb.. incl., as follows: .
ﬂ'o. m aad 1980 ..... 100.72 1982 . ... 100.58 1985 s 4 -
E‘um 2 m 1984 .. 10029 1985 10015 1988 . i :
M‘M“ part on at 30 Also callal on like notice as above b )
days’ published notice at any tme to Mar. 1. o A e KA i sinking or im fund (which se). o ,
1951 at 104, éuc.ﬂz replacement fund, or with certain dep vt
to par alter \lu..ll pro- ¢Ash, at special prices to the last duy of va -
fund on like J.. 31, 1981 ae 101,13, b » ooy g Feb.. incl., as foilows:
T I.I lmJ I'll ln” uu ::
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PART 1

Item 1. Business.

The Company

Houston Lighting & Power Company (HL&P) is engaged in the generation, transmission, dis-
aribution and sale of electric energy, serving an area of the Texas Gulf Coast Region, estimated at
5,000 square miles, in which are located Houston (the largest city in Texas) and 157 smaller cities,
villages and communities. The address of the Company's principal executive offices is 611 Walker
Avenue, Houston, Texas 77002 ( telephone number 713-228-9211).

HLAP is a subsidiary of Houston Industries Incorporated (Houston Industries) which owns all of
HL&P’s outstanding common stock. Houston Industries is a holding company as defined in the Public
Utility Holding Company Act, but is exempt from regulation as a “registered” holding company under
that Act except with respect to the acquisition of securities of other public utility companies. The
other subsidiaries of Houston Industries are Primary Fuels, Inc. and Utility Fuels, Inc. Primary Fuels
partivipates in joint ventures that engage in oil and gas exploration, development and production
activities offshore Texas and Louisiana and onshore within the continental United States. Such ven-
tures are not presently regarded as potential sources of fuel for HL&P’s utility operations. Utility Fuels
provides coal and lignite supply services to HL&P. See “Fuel — Coal and Lignite Supply”.

Certain Factors Affecting Electric Utilities

HLAP, in common with electric utilities in general, has experienced problems in a qumber of areas,
including difficulty in securing gimely rate increases in sufficient amounts to finance its construction
program and provide an adequate return on common equity, increased cost of fuel, substantial increases
in construction and operating costs, greater reliance on fuels other than natural gas, increased expendi-
tures due to pollution control and environmeatal considerations, uncertainties and delays respecting the
licensingandconsmxcﬁonofnmleuandfonﬂfmledgemmtingunitsmulﬂngintheneedto
wmhasopowahomotberebchicuﬁthysbm&Mgbcoﬁhrﬂﬁnghrgeumudupinlm
competiﬁonwithothermnjorusmofapinl‘mdanunptedictlblenteofyowthofenergysdesdue
mwumer,mwwnemﬁcmndiﬁmnndmrymwaﬁonmbymm As dis-
cussedherein,ceruinofdmeprobhmhavehadandmexpecﬁedtohvemimpwtonﬂw?s
operations. See “Construction Program”, “Peak Loads and Capability” and Item 7, “Management’s
Discussion and Analysis cf Financial Condition and Results of Operations”.

In November 1978, federal energy legislation was enacted which was designed to achieve,
through various regulatory provisions, the conservation of energy and the development and use of
more plentiful domestic fuels. As discussed herein (see “Fuel — General”), the portion of such National
EnergyActknownnthePowerletandlndustrthwlUseActoflQ'IBimposarestricﬁonsonthe
meo&utnn.lgasoroiluﬁ:elinee:tainindumidmdutﬂityhdlitiesmd,ifmicﬂyenforced,will
adversely affect HL&P and its service area. Other provisions of the National Energy Act provide for
the establishment of federal electric rate design standards and federal authority to order interconnec-
tions and wheeling of power under specified circumstances. Because of their complexity and uncertain-
dumdldrmrprenﬁmmdimplemmttﬁoa,theeﬁedmm@oftbeuotherpmviﬁomcannot
be predicted.

Durhglm,hdenlhghhﬁmmmetodwhichpmidedfmnguhﬁmof.mgotha
mmmmnmm&mmmmamtm,mml
mbﬂelfwthehmihﬁonmdmovddphntenﬁm,mdtheimpodﬁmdpmlﬁafornot
mplyhgwﬂhmqnﬁwmudmdlr&mmmmﬁmd:emﬁcwhedm
compliance. The implementation of this legislation has significantly increased HL&P's construction
oa&,wiﬂinaunibfuhnopenﬁngmbmdmymdwethenteofindusmdexpmﬁonin
HL&P's service area. See “Construction Program” and “Regulatorv Matters — Environmental Quality”.
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Service Area and Franchises

HL&P's service area includes major producers of oil, gas, sulphur, refined products, chemicals,
petrochemicals, steel, oil tools and related manufacturing, processing and servicing activities. It is
characterized by a favorable year-round climate and ready access to air, land and water transportation.
Electronics, paper, cement, building materials, cotton, rice, cattle, salt, magnesium and other minerals
are also important products of the service area.

Expansion of industrial activity in HL&P’s service area has been accompanied by a corresponding
increase in the construction of industrial structures and complexes and building activity in many
other fields including multi-block office building complexes, apartment buildings, single and multi-
family dwellings, hotels and motels, hospitals and other commercial structures.

HL&P operates in the City of Houston under a franchise which expires in October 2007.
Franchises granted by other incorporated municipalities expire in 2007 or in later years.

Construction Program

HL&P has a continuing program of major construction to provide facilities to meet increased
customer demands and utilize more plentiful domestic fuels. As described below, HL&P recently
completed a reassessment of its construction program as a result of substantial increases in cost
estimates and the related difficulties it and its parent, Houston Industries, could expect to encounter
in raising large amounts of capital to finance its construction activities. Based on such reassessment,
the program for the three-year period 1981-1983 is currently estimated to cost $2.4 billion, with $691
million to be spent in 1981, $759 million to be spent in 1982 and $947 million to be spent in 1983. The
new three-year program (exclusive of allowance for funds wied during construction and payments
for nuclear fuel) consists of the following principal items:

—Amount %

Fossil-fueled generating facilities : $ 886,000,000 37
Nuclear-fueled generating facilities 609,000,000 25
Transmission facilities 2 : 281,000,000 12
Distribution facilities . ... .. . .. . .. .. 457,000,000 19
General plant facilities . - s s 164,000,000 s |
BN s i $2,397,000,000 100

At December 31, 1980 HL&P owned and operated generating facilities with an aggregate name-
plate capacity of 11,607,502 kilowatts. The 1981-1983 construction program includes expenditures in
connection with the following major generating projects aggregating 5,450,000 kilowatts of capacity.

Millions of Dollars
Expendi- Esti-
Estimated tures mated
Unit Scheduled Estimated  Cost
Plant and Location (County) CEW)  Fuel Dutela) 3L 1080 Cost kw

W. A. Parish No. 8 (Fort Bend) . . 600,000 Cosl 1983  $147 § 408 8 680
South Texas No. 1 (Matagorda)(b) . ... .. 385000  Nuclear
South Tezas No. 2 (Matagorda)(b) . ... .. 385000  Nuclear } BT C0) M
Limestone No. ] (Limestone) . .. 750,000 Lignite 1987
Limestone No. 2 (Limestone) . 750000  Lignite ms} N A - ..
To be determined No. 1(c) . o 690,000 Lignite 1989
To be determined No. 2(c) . .. . ... 690000  Lignite 1990 i e e
Allens Creek (Austin) ... ... ... ... 1200000  Nuclear 1991 249 2000 1742

(See notes on following page)



() The scheduled in-service date indicates the year the unit is expected to be available to meet peak
demand.

(b) The capacity for each of the South Texas nuclear units represents HL&P’s 30 8% share of a 2.5
million kilowatt project which is jointly owned with the Cities of Austin and San Antonio and
Central Power and Light Company. As approved by all participants in the project in late 1979,
the scheduled in-service dates for the two units are 1984 and 1986, respectively, with HL&P’s
share of the total estimated completed cost for both units being $832 million or $1,080 per kilowatt.
These figures do not give effect to significant developments during 1980 described below under
“Matters Affecting Nuclear Construction” which are expected to adversely affect the scheduled
in-service dates and completed cost for the project. Through December 31, 1980, HL&P had
spent approximately $450 million on its share of the project.

(c)SeleeﬁonofasitefortheseunitsisdependentuponHL&P’slbilitytooanalong-m'mfucl
supply.

The foregoing amounts do not include estimates of the allowance for funds used during construc-
tion or nuclear fuel expenditures. Through December 31, 1980, HL&P had spent $98 million for
uranium concentrate and nuclear fuel processing services, including $39 million for its share of the
fuel for the South Texas units. It expects to spend $60 million for such purposes during the 1981-
1983 period. Additional nuclear fuel expenditures, which could include substantial sums for long-term
storage of spent nuclear fuel, will be required after 1983. During the 1981-1983 period, Utility Fuels,
a subsidiary of Houston Industries which provides coal and lignite supply services to HL&P, expects
to acquire additional railroad cars and coal handling facilities costing $79 million (a portion of
which is expected to be financed through leveraged lease arrangements) in order to be able to meet
the increased coal delivery requirements of HL&P's W. A. Parish Plant. Utility Fuels expects to
spend an additional $11 million during the same period for transportation equipment and lignite
mining and handling facilities for the Limestone plant.

Actualconstmcﬁonexpendimreswillvaryfromtheaboveuﬂmtuuaresultofnumero\u
factors, including continuing inflation at an annual rate in excess of 10%, changes in equipment delivery
schedules, construction delays, availability of fuel, environmental protection expenditures, licensing
delays, additiona’ changes in the construction program, legislative changes and changes in customer
demand and business conditions. A significant portion of HL&P's generating facilities in the early
1990’s is scheduled to be natural gas and oil-ired, but enforcement of the federal Fuel Use Act could
require HL&P to supplement, convert or replace such generating capacity earlier than presently
planned.

Federal and state action to protect the environment may also materially affect the current esimates
of future construction expenditures. Expenditures for environmental protection facilities for the five
years ended December 31, 1980 aggregated $104 million, including expenditures of $27 million in 1980.
Environmental protection expenditures for 1981-1983 are estimated to be $212 million, of which $60
million is expected to be expended duri:g 1681, $54 million during 1982 and $98 million in 1983.
Because of uncertainties surrounding the disposal or long-term storage of spent nnclear fuel, fuel costs
associated with the continuing operation of auclear units could be substantial.

Toulgwaddiﬁonstotbephntofmﬂdnﬂngtheﬁveyunended December 31, 1980
m&db‘ﬂbﬁlﬁmmdduﬂngtbempeﬁodnﬁmtsmmmedmmmhon. Gross
addiﬁonsduringd:epeﬂodamntadmappmximmly%%oftonlutﬂityplmtatDecemberiil,l%O.

HL&P’s construction program for the 1981-1983 period previously contemplated expenditures
totaling‘&(!billion,withﬂﬂlmiﬂiontobespentin1981.31.044bﬂliontobespentin1982md
$1.494 billion to be spent in 1983. The revised program provides for a two-year delay in the com-
pletion of each of the four lignite units and the Allens Creek nuclear unit with the result that estimated
construction expenditures have been reduced by $70 million in 1981, $255 million in 1982 and $547
million in 1983. Utility Fuels’ estimated expenditures in connection with the Limestone units were
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reduced by $99 million from the previous estimate of $110 million for the same three-year period.
The delayed in-service dates have also resulted, however, in increases in estimated completed costs of
$150 million for the two Limestone lignite units, $382 million for the two lignite units at the site which
has yet to be determined and $230 million for the Allens Creek nuclear plant. In addition, as discussed
below under “Peak Loads and Capability”, the planned delays for bringing these five units into service
will require HL&P to contract for additional quantities of purchased power and to implement additional
load management and conservation measures in order to be able to maintain adequate reserve margins
in che mid and late 1980’s,

In the reassessment of the construction program as previously scheduled, particular attention
was given to the need to alleviate the anticipated difficulties of financing the program during periods
when other major users of capital would also be seeking substantial external funds. Even assuming
that HL&P could continue to obtain rate relief on a timely basis at a level comparable to that most
recently granted to it by the Texas Public Utility Commission, approximately 70% to 75% of the
previous 1981-1983 construction budget would have had to be financed from external sources. Prin-
cipally because of these capital requirements, Moody's Investors Service, Inc. lowered its rating of
HL&P's First Mortgage Bonds and Preferred Stock in November 1980 from “Aa” to “A” and from
“aa” to "a", respectively. Such securities continue to be rated “double A” or equivalent by Standard
& Poor’s Corporation and Fitch Investor’s Service, Inc. Under the revised program, it is expected
that approximately 85% to 70% of the 1981-1983 budget will still have to be financed from external
sources, assuming HL&P can obtain adequate and timely rate relief.

Matters Affecting Nuclear Construction. Throughout most of 1980, certain major construction
activities on the South Texas project, principally complex concrete pouring and safety-related welding,
were voluntarily suspended pending an evaluation by HL&P (which is the project manager) and the

ipal contractor of irregularities in some of the work previously performed. During such suspen-
sion, the !uclear Regulatory Commission (NRC) found various procedural deficiencies in the project’s
quality assurance and quality control programs, fined HL&P $100,000 (the maximum permitted under
applicable law) and ordered HL&P to show cause why safety-related construction activities on the
project should not be stopped until specified steps have been taken to assure the NRC that the pro-
grams for quality assurance and quality control meet NRC standards and that the procedural deficien-
cies identified by the NRC have been corrected. In July 1980, HL&P submitted to the NRC detailed
plans for improving the quality assurance program and for correcting such deficiencies. In November
1980 and January 1981, respectively, the NRC authorized full resumption of structural weld:ing and
limited resumption of complex concrete pouring and safety-related pipe welding. HL&P is unable to
predict when all major construction activities on the project can be fully resumed; however, if such
activities continue to be limited or curtailed for a protracted period of time, HL&P's earning power,
reliability of service and ability to finance its other construction projects will be adversely affected. In
connection with the appiication to the NRC for operating licenses for each of the generating units in
the project, it is anticipated that hearings will be conducted during 1981 to consider, among other
things, whether the findings by the NRC as to the adequacy of the project’s previous quality assurance
and quality control programs affect HL&P's qualifications to become a licensee.

In February 1980, an independent engineering firm recommended that the commercial operation
date of each unit in the South Texas project be extended by six months, that the total size of the work
force on the project be expanded, that multi-shift overtime work programs be utilized, and that
$136 million ($42 million for the account of HL&P) be added to the allowances for contingencies.
Such report was based on the status of the project prior to the suspensions described above.

The scheduled in-service dates and estimated completed costs set forth in Note (b) to the
construction table do not reflect the delays expected to be experienced or substantial additional cost
expected to be incurred on the basis of the matters discussed in che two preceding paragraphs. The
extent to which such dates and costs have been affected by these developments must be determined

jointly by all participants in the project following a comprehensive engineering and financial review
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which is expected to be completed in mid-1981. The existing construction permits for the two units in
the South Texas project are scheduled to expire in May 1982 and October 1983, respectively. In order
to complete construction of the project, it will be necessary to obtain authorization of the NRC for
extension of such permits.

Completion of construction of the Allens Creek nuclear unit as shown in the table is dependent
upon the issuance of a construction permit by the NRC by mid 1982. Based on current concerns
relating to safety and siting of nuclear power plants and the activities of citizens and environmental

groups that have intervened in opposition to the project, there can be no assurance that such permit
can be obtained.

Financing of Construction Program. HL&P proposes to finance its construction program through
the use of internally generated funds and the proceeds received from the issuance of securities including,
on an interim basis, short-term debt. Except for $125 million of 13%% First Mortgage Bonds due
February 1, 1991 which were sold by HL&P in February 1981 and 3,000,000 shares of Common Stock
sold by Houston Industries in March 1981 (resulting in total net proceeds of approximately $196 mil-
lion),dwtypec,amountsnndﬁmeofissumeeoh\mhsecuriﬁeshnvenotyetbeendetermined. HL&P's
ability to provide internally generated funds for, and thereby continue with, its presently proposed
construction program will be dependent upon its ability to obtain adequate and timely rate relief.
See “Regulatory Matters — Rates and Services™.

Peak Loads and Capability
The following table sets forth information with respect to the installed net capability of HL&P
at the time of peak demand, the net maximum hourly demand on the system (excluding demand

which is interruptible), and the reserve margin at the time of its system net maximum hourly
demand:

Net Capability . 180-‘. Reserve
Yom {Megawatts) Date Megawatts  Prior Year  Margin (%)
1976 : ; o 9,810 August 9 8,019 10.6 223
g A e e, G July 25 8,445 53 204
1978 : ey S s o] July 18 9,114 79 188
1979 . AL o Dl 11,193 August 2 9,336 24 199
IO 2 5 el e e e S A B 11,763 August 22 10,266 10.0 146

The net capability and reserve margins presented above do not reflect additional firm capability
available through interconnections with other utility systems. Although historically such interconnec-
tions were maintained principally for the purpose of meeting emergency conditions, they are now also
used for HL&P’s supplemental power needs discussed below. The substantial increase in peak demand
in 1980 over 1979 reflects the record high temperatures experienced in the HL&P service area in 1980
as compared to the relatively mild summer of 1979.

Inconjtmcdonwitbitsdedsiontcextenddnscbeduledin-nrvieedatesiordwfwrligﬁuunih
and the Allens Creek nuclear plant (see “Construction Program” above), HL&P is actively pursuing
comprehensive load management measures. A program to reduce system voltage during periods of
emergencies is under development and rate studies designed to encourage industrial customers to
reduce their demands during periods of peak system loads are being conducted.

Itispraendyaumamddntﬂmsmpo\mdyowthnteinpukdanmdford:eﬂvo-ym
period 1981-1985 will be approximately 3% to 4%. The current estimate is derived from a continuing
demmwﬁcbmﬂmmﬁmhmampﬁmmmdtb
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conservation measures by all classes of customers, and assumptions as to the effectiveness of the load
management program discussed above. HL&P has contracted with the City of Austin, Texas to
purchase up to 800 megawatts of Austin’s generating capacity through 1987. HL&P has also con-
mwedwiththeCityPublicServiceBoudofSAnAntoniohopurchuevuyingmmhofclpcdty
during the years 1982 through 1987, ranging from 200 to 500 megawatts. Performance of these
contracts is subject to, among other things, fuel limitations that may be imposed on Austin, San
Axionio or their fuel suppliers. In the event of fuel limitations, HL&P will be entitled to arrange
for delivery of natural gas from its own suppliers to Austin or San Antonio for use in providing
such capacity. The terms of the contracts include fixed capacity charges for each year and variable
charges for fuel and operation and maintenance expenses. HL&P expects to recover all fuel charges and
a substantial portion of the operation and maintenance expenses through its fuel adjustment clauses.
Capacity charges associated with 500 megawatts of the Austin contract are presently recoverable
through base rates. Recovery of additional capacity charges will be requested in future rate proceed-
ings.

Assuming it is able to purchase the supplemental capacity it has contracted for from Austin and
San Antonio, HL&P expects to maintain a minimum reserve margin of at least 15% in excess of its
current estimate of peak-load requirements through 1985. Up to 300 megawatts of additional sup-
plemental capacity in 1986 and up to 500 megawatts in 1988 and 1989 will be required in order to
maintain a reserve margin at or above 15% subsequent to 1985. No assurances can be given that
additional power purchase contracts can be obtained or that, if obtained, they will be upon terms
favorable to HL&P.

Fuel

General. Approximately 82% of HL&P’s generating fuel requirements during 1980 was met with
natural gas, 17% was met with coal and the balance was met with oil. Prior to 1979 substantially all of
such requirements were met with natural gas. HL&P currently expects its future use of gas, oil, coal
and lignite, and nuclear fuel in its own generating units to be in the following relative proportions:

% of Generating Requirements
1881 1982 1983 198 1290
Gas LY T R - 83% 75% 76% 72% 55%
ol ... .. L T 1 8 1 1 1
Coal and lignite 18 17 23 24 38
Mol ...l = = = 3 8
Total oo 100% 100% 100% 100% 100%

HL&P’s actual fuel mix in future years could vary substantially from the percentages shown in the
table. Such percentages are based upon numerous estimates and assumptions relating to, among
other things, environmental protection requirements, load growth, the cost and availability of fuels,
and scheduled in-service dates of its planned generating facilities. The percentages for 1990 are
further based upon the assumption that the Power Plant and Industrial Fuel Use Act of 1978, which
generally prohibits the use of oil or gas as a fuel for electric generation beginning in 1990, will
be amended to allow the use of natural gas in existing generating units throughout their useful lives.
If such Act is not so amended, it will have a material adverse effect upon HL&P and its service area.

Natural Gas Supply. HL&P purchases natural gas from Exxon Company, US.A. (Exxon) and
United Texas Transmission Company (United) under three separate long-term contracts. The Exxon
contract expires after delivery of a specified quantity of gas, but in no event later than December 31,
1996. The two contracts with United provide for delivery of a specified quantity of gas through 1989.
Approximately 80% of the natural gas requirements presently contemplated throug' 1989 and 25%
for 1990 are expected to be met through these two suppliers. HL&P is currently negotiating for
additional natural gas supplies to meet its remaining natural gas requirements. Should HL&P be



unable to contract for additional natural gas supplies through 1989, it has sufficient quantities of oil
under contract to meet its remaining fuel requirements with respect to units which are normally
gas-fired.

Gas deliveries by Exxon are being made from its reserves which have been dedicated to meet
the requirements of HL&P during the term of the Exxon contract, while deliveries by United consist
principally of gas purchased from unaffiliated suppliers. Under the priorities contained in a gas
curtailment program approved by the Railroad Commission, deliveries by jurisdictional suppliers to
customers such as HL&P must be curtailed before any curtailment of deliveries to other contract
customers, exclusive of those served on an interruptible basis.

All of the natural gas being delivered to HL&P is intrastate gas. The Natural Cas Policy Act of
1978 has not adversely affected HL&P's supply of natural gas. HL&P cannot accurately predict the
effect such Act may have on its future supply of natural gas. It appears that the phased price de-
control provisions of such Act have increased and will continue to increase the cost of natural gas
to HL&P.

Oil Supply. As indicated above, HL&P expects to rely on oil in meeting a portion of its future
generating fuel requirements. HL&P has storage facilities for 6,700,000 barrels of oil and has
installed a pipeline system linking most of its major power plants to provide for distribution of
oil to those units capable of using oil. There is sufficient oil presently on hand to permit the exclusive
use of oil for 17 days in those units that are capable of burning oil on a continuous basis. HL&P has a
contract with Exxon under which it is entitled to purchase sufficient quantities of oil to satisfy
substantially all of its presently anticipated oil requirements through 1989. However, the contract may
be re-opened once at any time at the election of either party and if agreement on new terms cannot be
reached after such a re-opening, the contract may be cancelled at the election of either party. The
contract is also subject to re-negotiation ard cancellation in the event of material changes in existing
laws and regulations affecting fuel oil. The contract provides for deliveries of oil having a maximum
sulphur content which is less than that permitted under current air quality standards for oil-burning
generating units. Deliveries are made through an Exxon pipeline from its Baytown, Texas refinery
directly to HL&P’s oil pipeline facilities.

If oil instead of gas were to be burned in all of HL&P's units capable of continuous use of either
fuel, such equipment’s generating capacity would be reduced by 3%. In addition, it is anticipated
that increased costs will be incurred for repair and maintenance, as well as for operation in a manner
that insures compliance with applicable air quality control requirements, when oil instead of gas is
used as boiler fuel. See “Regulatory Matters — Environmental Quality” below.

Coal and Lignite Supply. It is estimated that the three coal-fired generating units now in opera-
tion at HL&P’'s W. A. Parish plant and the additional coal-fired unit being constructed at that location
(see “Construction Program”) will require an aggregate of 200 million tons of low-sulphur Western
coal for the first 25 years of operation of each unit. The actual amount of coal used will depend on,
among other things, its heat content. Coal supply services for the W. A. Parish plant are being
provided by Utility Fuels, another subsidiary of Houston Industries. Utility Fuels is presently pur-
chasing Wyoming coal from Kerr-McGee Coal Corporation (Kerr-McGee) and Montana coal from
Spring Creek Coal Company (Spring Creek), under long-term coal supply contracts. Substantially
all of the coal requirements of HL&P's W. A. Parish coal units are expected to be met under such
contrac’s, which provide for deliveries of coal having a relatively low sulphur content. See “Regulatory
Matters — Environmental Quality”. The cost of the coal under both agreements is governed by
formulas containing various escalation provisions relating to changes in specified costs and cost
indices. A major component of the delivered cost is the railroad charge for transporting the coal from
surface mines in Wyoming and Montana operated by Kerr-McGee and Spring Creek. Such mines
are 1,700 railroad miles from Houston. The Interstate Commerce Commission (ICC) currently
authorizes a railroad charge for the Wyoming coal of $21.70 per ton and Montana coal of $22.73 per
ton in contrast to the cost per ton of coal which is approximately half the cost of such rail charges.
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In August 1979, HL&P acquired lignite leases located in the Texas counties of Limestone, Leon
and Freestone, and Utility Fuels contracted with Northwestern Resources Co. (NWR) for an addi-
tional supply of lignite located in the same counties. The estimated recoverable lignite represented
by HL&P’s leases and those dedicated under the NWR contract are expected to meet 65% to 75%
of the total fuel requirements of the Limestone Electric Generating Station. Total fuel requirements
for the first 30 years of operation are 240 million tons of lignite. NWR and Utility Fuels are currently
negotiating for additional lignite reserves needed to meet the remaining fuel requirements of the plant.

Additior.al long-term commitments for coal and for lignite are being sought. Federal legislation
enacted in 1977 relating to surface mining and mine safety could adversely affect the availability of coal
and lignite under any future contracts. The legislation has not affected, and is not expected to affect,
the availability of coal presently under contract, but has resulted in increases in cost. The operating
and maintenance expenses for coal and lignite-fired units are substantially higher than those for HL&P’s
gas-fired units.

Nuclear Fuel Supply. Generally, the supply of fuel for nuclear generating facilities involves the
acquisition of uranium concentrate, its conversion to uranium hexafluoride, enrichment of gaseous
uranium hexafluoride, and fabrication of nuclear fuel assemblies. Following use of the nuclear fuel
assemblies, they must either be disposed of or shipped and reprocessed for reuse.

Westinghouse Electric Corporation has contracted to provide the South Texas nuclear units with
up to 9,377,000 pounds of uranium concentrate which, together with a minimum of 5,600,000 pounds
to be provided by another supplier, is expected to satisfy the fuel requirements for the first 14 years of
operation of each unit. Westinghouse has alsc contracted to furnish fuel fabrication services for the
initial core and 16 years of reloads for each unit, certain additional services and equipment, and addi-
tional concentrate subject to the development of additional uranium reserves. Contracts with Westing-
house and others provide for conversion services for the South Texas units through 1988 and for
enrichment services for a period of up to 30 years.

Contracts have been concluded for HL&P’s proposed Allens Creek nuclear plant which provide for
uranium concentrate in sufficient quantities to supply the initial core, for conversion services for the
initial core, for enrichment services for a period of up to 30 years, and for fabrication of the nuclear fuel
assemblies tc be used in the initial core and one year of fuel reloads. HL&P is currently seeking other
long-term arrangements for uranium concentrate and for additional nuclear fuel components and
services that will be required for the Allens Creek facility.

As part or current federal energy policy, reprocessing of spent nuclear fuel has been indefinitely
deferred. If the fuel discharged from the South Texas and Allens Creek units cannot be reprocessed,
it must eventually be placed into long-term off-site storage. The South Texas and Allens Creek plants
will have on-site storage facilities with the capacity to store approximately ten years of spent fuel
discharged from each unit. HL&P cannot predict the extent to which the indefinite deferral of
reprocessing will increase the cost of and deman 1 for uranium concentrate.

Cost of Fuel. The cost of fuel to HL&P has increased substantially over the past three years.
See “Operating Statistics” and Item 8, “Financial Statements and Supplementary Data”. The unit
cost of coal includes the actual cost of the coal delivered to the boiler as well as a carrying charge
for inventory and the use of related facilities. HL&P is unable to accurately estimate its future cost of
fuel, but expects that it will continue to increase. Substantially all of the increases in costs for fuel are
presently covered by fuel adjustment clauses contained in HL&P’s rate tariffs. However, recent rate
orders have limited the recovery of a portion of the :arrying charge referred to above with respect to
coal.

Regulatory Matters

Rates and Services. Prior to 1976, HL&P’s general rate levels were based on ordinances of the City
of Houston and the other incorporated municipalities in HL&P's service area. In September 1976,
pursuant to the Texas Public Utility Regulatory Act passed in June 1975, the Public Utility Commis-
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sion of Texas (Utility Commission) assumed original jurisdiction over electric rates and services in
unincorporated areas of the State (which accounted for 46% of HL&P's operating revenues and 53%
of KWH sales for the twelve months ended December 31, 1980) and appellate jurisdiction over electric
rates and services within incorporated municipalities.

In November 1978, following HL&P’s request for a rate increase of 12.6% for an adjusted test
year ended March 31, 1978, the Utility Commission granted an increase of 7%. In January 1980,
following HL&P's request in July 1979 for a rate increase of $179 million or 10.5% for an adjusted
test year ended March 31, 1979, the Utility Commission issued an order granting HL&P an increase
of $82 million or 4.9%. In the January 1980 order, the Utility Commission included $454 million or
60% of construction work in progress and nuclear fuel in process in HL&P's rate base, while only
$179 million or 40% of such items was included in the rate base in the Utility Commission’s 1978
order. HL&P requested inclusion of 100% of these items for both test years.

On September 15, 1980, the Utility Commission granted an increase of $135 million or 6.3% for
an adjusted test vear ended March 31, 1980. HL&P had requested $214 million which represented a
10% increase. The final order issued by the Utility Commission was based upon a settlement agree-
ment entered into by HL&P, the Utility Commission and the major intervenors in the case. The final
order provided for the inclusion of $677 million or 72% of construction work in progress and nuclear
fuel in process in rate base and granted a 15.8% return on common equity. The Company had
requested 85% of construction work in progress and nuclear fuel in process in the rate base.

HL&P's actual returns on common equity‘have been somewhat lower than those granted in the
Utility Commission’s rate orders. See Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

The City of Houston and certain other incorporated municipalities within HL&P’s service area
attempted to grant rate increases which were lower than the increases authorized by the Utility Com-
mission. Following appeals from the municipal rate orders, the Utility Commission permitted HL&P,
pending final disposition of such appeals, to set rates in the incorporated areas on an interim basis at
the same level permitted for unincorporated areas. HL&P expects to seek another general rate increase
prior to the end of 1981 and may be required to seek general rate relief in the future on a more
frequent basis.

Environmental Quality. HL&P is subject to regulation with respect to air and water quality, solid
waste disposal and other environmental matters by various federal, state and local authorities. Envi-
ronmental regulations continue to evolve as a result of regulatory response to new legislation, adminis-
trative actions, and judicial review and interpretation. As a result, the precise effect of existing and
potential regulations upon existing and proposed facilities and operations cannot presently be deter-
mined. However, developments in these and other areas of regulation have in the past required HL&P
to modify, supplement or replace equipment and facilities and may in the future delay or impede con-
struction and operation of new facilities at costs which could be substantial.

The Texas Air Control Board (Air Board) has jurisdiction and enforcement power to determine
the level of air contaminants emitted in the State of Texas. HL&P is of the opinion that its generating
facilities currently in operation are in compliance with the Texas Clean Air Act and with the current
rules and regulations adopted thereunder by the Air Board. HL&P is also of the opinion that units
under construction will, when operational, comply with the current requirements of the Texas Clean
Air Act and the Federal Clean Air Act as amended. The standards established by the Texas Clean
Air Act and the rules of the Air Board are subject to modification by standards promulgated by the
federal Environmental Protection Agency (EPA). Although HL&P believes that its existing facilities
and the facilities under construction will comply or can be modified to comply with such standards,
there can be no assurance that such will be the case without substantial expense. A substantial por-
tion of the cost to be incurred in constructing the W. A. Parish No. 8 unit and the four planned lignite-
fired generating units (see “Construction Program”) is the cost of scrubbers to control emissions of
sulphur dioxide and other pollutants. As a result of EPA new-source performance standards and
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restrictions on deterioration of air quality applicable to HL&P’s service area, the rate of future growth
in kilowatt-hour sales to industrial customers may be lower than in the past. See “Operating Statistics.”

The Texas Department of Water Resources (TDWR) has jurisdiction over all water discharges
in the State of Texas and is empowered to set water quality standards and issue permits required for
water discharges which might affect the quality of Texas water. The EPA is authorized to set such
standards and issue permits in respect of discharges into navigable streams. HL&P has obtained
permits from both the TDWR and the EPA for all of its generating facilities currently in operation
which require such permits. Applications for permits with respect to the facilities included in HL&P's
construction program are being submitted as required.

HL&P is also subject to regulation by the TDWR and the EPA with respect to the handling and
disposal of solid waste generated on-site. In 1980 the EPA promulgated a number of regulations
under the Resource Conservation and Recovery Act to protect human health and the environment
from the improper management of hazardous waste. Applications for hazardous waste permits have
been submitted by HL&P for each generating station and other facilities.

Nuclear Licensing. HL&P is subject to licensing and regulation by the Nuclear Regulatory Com-
mission (NRC) with respect to environmental, public health and safety aspects of the construction and
operation of nuclear power plants. In its capacity as manager of the South Texas nuclear project, HLAP
is constructing two nuclear generating units pursuant to construction permits issued by the NRC in
December 1975. HL&P has submitted an application for an operating license for both South Texas
units. In connection with such application, hearings are expected to be conducted in 1981 to consider,
among other things, whether the findings by the NRC as to the adequacy of the project’s quality
ascurance and quality control programs affect HL&P's qualifications to become a 'icensee. An operating
license is not issuable by the NRC until construction is substantially complete.

An application for a construction permit for the Allen Creek unit is pending before the NRC.
Hearings in connection with the environmental aspects of such construction permit commenced in
January 1981 and are expected to be completed by mid-1981. See “Construction Program”.

Executive Officers

Officer Business Experience 1976-1980
Name Age Since(1) Position(s) Terms
D. D. Jordan 48 1971 President and Chief Executive Officer and 1977-
and Director(2)(3)
President and Director 1976-1977
G. W. Opera, Jr. 54 1971 Executive Vice President and Director(3) 1976-
J. D. Cowart 55 1975 Group Vice President — Administrative 1978-
Vice President — Administrative 1976-1978
H. R. Dean 54 1966 Group Vice President — Accounting and 1978-
Finance and Director(3)
Grou~ '\ we President and Comptroller 1977-1978
ana . irector
Group Vic. President and Comptroller 1976-1977
K. R. Hinckley 59 1972 Group Vice Pre. dent — Corporate Planning  1980-
and Developmen.
Group Vice President - “xternal Relations 1977-1980
Group Vice President 1976-1977

( Continued on following page )
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Officer Business Experience 1976-1980
Namne Age  Since(l) Position(s) Terms
A. R. Beavers 57 1978 Vice President — Purchasing and Services 1978-
General Manager — Purchasing and Stores 1976-1978
R. L. Evans, Jr. . 65 1971 Vice President — Energy Supply 1980-
Vice President — Operations 1976-1980
J. H. Goldberg . . . 49 1980(4) Vice President — Nuclear Engineering 1980-
and Construction
Vice President & Deputy Director of 1977-1980
Construction — Stone & Webster
Engineering Corp.
Chief Engineer for Engineering Mechanics — 1976
Stone & Webster Engineering Corp.
R. M. McCuistion et 1971 Vice President — Power System 1980-
Development
Vice President — Engineering 1976-1980
C. L. McNeese 67 1975 Vice President and Assistant to the President  1980-
Vice President — Federal Relations 1978-1980
Vice President — Public Affairs 1976-1978
D. E. Simmons 55 1972 Vice President — F.ngineering and 1980-
Transmission and Distribution
Vice President — Corporate Planning 1976-1980
D. D. Sykora 50 1977 Vice President — Customer and 1980-
Public Relations
Vice President — Customer Relations 1978-1980
Vice President — Commercial 1977-1978
General Manager — Marketing 1976-1977
E. A. Tumer . 53 1978 Vice President — Power Plant Engineering 1980-
and Construction — Fossil Projects
Vice President — Power Plant Construction 1978-1980
‘ and Technical Services
! General Manager — Transmission 1976-1978
and Distribution
General Manager — Power Plant 1976
Engineering and Construction
J. R. Johnston 57 1979 Secretary and Treasurer 1979-
Assistant Secretary and Assistant Treasurer 1976-1979
R. S. Letbetter 32 1978 Comptroller 1978-
Assistant Comptroller 1977-1978

Assistant Secretary and Assistant Treasurer 1978-1977
(1) Executive officers were elected April 23, 1980 to serve for one year and until their successors are
duly elected and qualified.
(2) Member of the Executive Committee.
(3) Member of the Finance Commi’tee.

(4) Elected September 22, 1980.




Operating Statistics

Year Ended December 31,
1978 1979 1980
Electric Energy Generated and Purchased (Mkwh):
Generated — Net Station Output : 53,101,474 54,678,417 57,228,126
Purchased vk 3 o 1k : 222 670 377,387 720,293
Total 53,324,144 55,055,804 57,948 419
Compnny Use, Lost and Unaccounted for ... ... ... 2,857,928 2,512,650 2,951,863
W 190,449 182,651 192,907
Enetgy Sold . : . 50,275,767 52,360,503 54,803,619
Electric Sales (Mkwh)
Residential V T ehas ks e S i .59 o 10956914 11,078,887 12,566,007
Commercial B Al . . 8,568,636 8,813,791 9.324, 496
Industrial ... 27808895 20300384 29672733 ‘
Street Lighting — Government and Municipal 103,049 106,848 91,307 ‘
Total .. .. : 47 437 494 49,308,910 51,654,633 |
Other Electric Utilities 2838273 3051503 3,148,986 \
Total : 50,275,767 52,360,503 54,803,619 \
Number of Customers (End of Period): ‘
Residential v 778,850 849,319 909,016
Commercial 111,050 117,324 124,298 |
Industrial = 1,522 1,572 1,633 |
Street Lighting — Covemment and Municipal 81 70 70 |
Total 91503 968,285 1,005,017 ‘
Other Electric Utilities 6 6 6
Total 891,509 968,291 1,035,023
Operating Revenue (Thousands of Dollars ):
Residential $ 367730 $ 453354 $ 628599 ‘
Commercial 274,081 350.000 436,360 |
Industrial 593,251 790,715 951,546 |
Street Lighting — Government and Municipnl : 3,608 6,634 9,257
Other Electric Utilities 57,359 78,898 98,353 |
Total 1,296,029 1,679,601 2,124,115
Miscellaneous Electric Revenues e, 7,575 27,971 (158)
Total V o . $1,303604 81707572  $2,123957 |
Installed Generating Capacity (Kw) (End of Feriod) 11056353 11,056,353 11,607,502 ‘
Costs of Fuel (Cents per Million Btu): |
Oil : = [V P e 196.9 187.0 270.1
Coal n s . e o 208.7 218.1 204.5
BIPRIIE .5« A H T 5 kas v adins b it BABAN R B s 1262 171.0 205.9




Item 2. Properties.

All of the electric generating stations and all other operating property of HL&P are located in
the State of Texas. HL&P considers this property to be well maintained and in good operating
condition.

Electric Generating Stations. HL&P has eleven electric generating stations (79 generating units)
with an installed capacity of 11,607,502 Kw.

Substations. As of December 31, 1980, HL&P owned 186 major substations having a total
installed ratea transformer capacity of 45,219,234 Kva (exclusive of spare transformers).

Electric Lines. As of December 31, 1980, HL&P operated 23,566 miles of transmission and distri-
bution lines, including 1,440 miles operated at 138,000 volts and 392 miles operated at 345,000 volts.

General Properties. HL&P own various properties which include a 27-story headquarters office
building, division offices, service centers and other facilities used for general purposes.

Titles. The electric generating plants and other important units of property of HL&P are situated
on lands owned in fee by HL&P. Transmission lines and listribution systems have been constructed
in part on or across privately owned land pursuant to easements or on streets and highways and
across waterways pursuant to authority granted by municipal and county permits and by permits
issued by state and federal governmental authorities. Under the laws of the State of Texas, HL&P
has the right of eminent domain, whereby it may secure or perfect rights-of-way over private property,
if necessary.

The major properties of HL&P are subject to liens securing their long-term debt and titles to
some of their properties are subject to minor encumbrances and defects, none of which impair the use
of the property in the operation of its business.

See Item 1, “Business”.

Item 3. Legal Proceedings.
Controversy With Central and South West Corporation

In January 1976, the Securities and Ezchange Commission (SEC) initiated proceedings under
the Public Utility Holding Company Act for purposes of considering whether Central and South West
Corporation (CSW), a registered holding company, is or can become a single integrated and coordi-
nated system as required by that Act. CSW’s principal operating subsidiaries are Central Power and
Light Company (CPL), West Texas Utilities Company (WTU), Public Service Company of Okla-
homa and Southwestern Electric Power Company. CPL is a participant with HL&P in the South Texas
nuclear project. See Item 1, “Business-Construction Program”. CPL and WTU, as members of the
Electric Reliability Council of Texas (ERCOT), have historically conducted their respective utility

in a manner so that, whenever interconnected directly or indirectly with HL&P and other

ERCOT members, they would not transmit electric energy across any state lines. In the proceedings
before the SEC, CSW submitted various proposals regarding the future operations of its system,
includingpmpoahthuwmﬂquuireHL&PmdodwrmembenofERCOTtobooomeinureon-
nected directly or indirectly, with CSW’s non-Texas subsidiaries. HL&P opposed CSW’s synchronous
interconnection proposals, because, in its judgment, their implementation would have a substantial
detrimental effect on HL&P's cost of operation and reliability of service. In addition, participation by
meawnchrowumwmmimemxﬁmcmﬂdmmumng\ﬂadmmdm&ch&rd
Power Act. Alamdtofmchopposiﬂon.CSWhuattemptedtocompelHL&PandotherERCUl‘
members to become interconnected with its non-Texas subsidiaries by initiating proceedings in the
federal courts, the Federal Energy Regulatory Commission and the NRC. Proceedings have also been
eondmtedbythe‘l‘uuUﬁhtyCommisdonwhiehnﬂedinMaylmthnt.pendingtheouteomeohhe
fodadmpdammdiudiddptweedinymthhmuer,theTemintmnededtym(inwhieh
HL&P, CPL, WTU and others are participants) must continue to operate on an intrastate basis.
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In June 1980, HL&P reached an agreement with CSW which calls for the settlement of all out-
standing controversies concerning the question of whether ERCOT should be interconnected with
CSW’s non-Texas subsidiaries. The agreement provides for the construction of two direct current
non-synchronous interconnections between utilities in Texas and in neighboring states through con-
struction of a 200-megawatt interconnection in north Texas and a 500-megawatt interconnection in
south Texas. HL&P would construct and own 200 megawatts of the south Texas interconnection and
the CSW subsidiasies would construct and own all of the north Texas interconnection and 300 mega-
watts of the south Texas interconnection. Although HL&P would be required to wheel, transmit, sell,
coordicate, comingle and exchange electric power to, from or within the State of Texas over such
interconnections, the system is not expected to materially affect the cost of HL&P's construction
program or its service reliability because of the non-synchronous, direct current mode of operation.
Implementation of the settlement agreement is subject to numerous conditions, including the condi-
tion that it be approved by the Federal Energy Regulatory Commission (FERC) pursuant to those
provisions of the Federal Power Act (as amended in 1978 by the Public Utility Regulatory Policies Act)
which would not require HL&P to become regulated as a “public utility”. Implementation is also sub-
ject to the approval of other federal and state agencies. No prediction can be made as to whether such
approvals can be obtained. In December 1980, the FERC granted a motion of the U.S. Department
of Justice to intervene in the settlement proceedings. Such motion generally opposes the proposed
settlement. Whether or not the requisite approvals of the settlement proposal are obtained, HL&P
intends to continue to oppose any attempts to force it to participate on a synchronous basis in an
interconnected system that includes CSW’s non-Texas subsidiaries.

Item 4. Security Ownership of Certain Beneficial Owners and Management.

All of HL&P's Common Stock is owned by Houston Industries Incorporated. As of March 16,
1981, no person or group (as that term is used in Section 13(d)(3) of the Securities Exchange Act of
1934) owned more than five percent of HL&P's or its parent’s equity securities. Officers and Directors
of HL&P as a group beneficially owned less than % of 1% of Preferred Stock of HL&P as of such date.

The following table sets forth as of March 16, 1981, the number of shares of Common Stock of
Houston Industries beneficially owned by (i) each director and (ii) all directors and officers as a group
and the percent of the class of Common Stock so owned.

Shares of Common Percent

Stock Beneficially of
Owned Class(1)
Searcy Bracewell , ; , . ; 1,000 .
Wm. R. Brown ‘ = o 1,743 o
H. R. Dean : 4,328 01%
John C. Echols . 1,000 v
Howard W.Home ... ...... . ... ... ot 439 .
D. D. Jordan . Lo, W1 el 6,647 01%
Thomas B. McDade .. = . == _ _ 2,000 '
G. W. Oprea, Jr. i 5,126 01%
Stewart Orton . 100 .
Willard E. Walbridge : : 250 »
Joe C. Wessendorff = s . 9,454 02%
Directors and officers as a gro g ceeane  RITS 12%

(1) Percentages are rounded to the nearest one-hundredth of one percent. Asterisk indicates that the
percentage is less than $.01%.
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PART 11

Item 5. Market for the Registrant’s Common Stock and Related Security Holder Matters.
All of HL&P’s Common Stock is privately held, beneficially and of record, by its parent, Houston
Industries Incorporated.

Item 6. Selected Financial Data.

The following table sets forth selected financial data with respect to HL&P’s financial condition
and results of operations and should be read in conjunction with the Financial Statements and the
relat=d notes included elsewhere herein.

(thousands of dollars,except per share amounts )

Year Ended December 31,
1976 1977 1978 1979 1980
Revenues . .. ... .. . . $ 841616 $1,069786 81303604 $1707572 $2,123957
Income after Preferred
Dividends . . $ 102794 § 120413 $ 122049 $ 145950 8 177,314
AFUDC as a % of Income
after Preferred Dividends 16% 20% 24% 29% 24%
Return on average common
equity : 14.7% 14.4% 12.7% 13.1% 13.4%
At year-end:
Total Assets == . I $2264064 $2665263 $3140829 $3,596982 $4,151,309
Long-term debt - $ 988,000 $1,113000 $13549268 $1482200 $1,567,200
Capitalization:
Common stock equity 40% 40% 39% 41% 45%
Cumulative preferred stock 9 10 8 8 7
Long-term debt . . . . 51 50 53 51 N
Total Capitalization . . 100% 100% 100% 100% 100%
Construction expenditures
(excl. AFUDC) $ 309775 $ 441566 $ 462439 § 508372 § 636,656

Percent of construction expendi;
tures financed internally from

B . 5 i vis 5 s o s 49% 40% 39% 39% 37%
Ratio of earnings to fixed
charges . e R 3.97 408 3.61 3.62 3.54

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
General

HL&P’s operating results have been mixed over the last three years because of the negative
pressures of increasing construction expenditures during the periods of high inflation and erratic
electric sales due to uncertain economic conditions, weather and energy conservation. Rate increases,
which have been approved and implemented approximately once each year, have allowed HL&P to
keep pace with its service area’s immediate needs for power, but its overall financial condition has
deteriorated since the mid 1970's.

The portion of HL&P's construction program that was financed from internally generated funds
from operations and interest coverage declined during 1980 reflecting the 25% increase in construction
spendir = and the substantial increase in interest rates. HL&P's return on average common equity

15



has improved somewhat during the past two years principally as a result of $89 million of rate relief
realized in 1979 and $106 million in 1980. Nevertheless, as discussed under “Supplementary Informa-
tion to Disclose the Effects of Changing Prices”, electric rates have not kept pace with inflation. As a
result, HL&P has been unable to eamn the returns on common equity granted by the Utility Com-
mission in its rate orders. HL&P's authorized returns on common equity for 1979 and 1980 were
13.8% and 15% but the actual eamed returns were 13.1% and 13.4%, respectively.

Another indication of HL&P’s general financial condition is the portion of net income attributable
to the allowance for funds used during construction (AFUDC). Although AFUDC, a non-cash item,
rose steadily in 1978 and 1979 because of increases in construction activity and increased AFUDC
accrual rates due to higher costs of capital, the amount of AFUDC in relation to net income declined
in 1980 due to the allowance of larger portions of construction work in progress in rate base by
regulatory authorities and the placing in service of the W. A. Parish No. 7 coal-fired unit.

Results of Operation

Eamings for HL&P increased in each of the last three years as a result of sales growth and rate
increases, but were adversely affected by rapid escalation in operation and maintenance costs and
rising interest rates. Although fuel expense has near'y doubled since 1978, earnings were generally
unaffected due to adjustment clauses in the electric service rate schedules.

Revenues. As shown below, the majority of the increase in electric operating revenues has been
sue to the recovery of increased fuel costs through fuel adjustment clauses.

% of Revenue Increase Attributable to

Recovery of
Increased Rate Increased
Comparative Periods Fuel Costs Increases KWH Sales
A AR R e , 73% 5% . 22%
1979v. 1978 . o eaene 53% 22% 15%
1980v. 1979 ... ... .. ... .. ® ot i 63% 25% 12%

Increasing construction expenditures to meet load growth and comply with federal requirements
for the conversion to ~'ternate fuel sources, coupied with inflationary pressures, has required HL&P
to seek rate increases more frequently. As a result, new rates have been placed in effect in each of
the past three years. KWH sales increases have averaged 6% over the last three years, contributing
to the growth in revenue. This growth rate is lower than experienced historically due to some
conservation by customers and, in 1980, economic conditions affecting the large industrial customers.
Because of the widespread use of air conditioning, weather also significantly affects KWH sales in the
HL&P service area, primarily in the residential class. An unseasonably mild summer negatively influ-
enced 1979 electric usage. However, an extended heat wave in 1980 caused residential KWH usage
to attain record levels and average usage per residential customer increased from 13,522 KWH in 1979
to 14,219 KWH in 1980.

Fuel Expense. These costs have nearly doubled since 1978. The increase in the price of fuel and,
to a lesser extent, increased KWH generation are the contributing factors. The rapid increase in fuel
costs has contributed to the increase in HL&P's average residential revenue per KWH from 3.4¢ in
1978 to 5.0¢ in 1980. The increases in cost of coal sold for each year are due to larger coal require-
ments by HL&P for its W. A. Parish Station. HL&P brought new coal-fired units into service in each
of the vears 1978-1980.

Purchased Power Expense. The increase in these costs reflects economy purchases of energy
from other utilities in Texas.

Operating and Maintenance Expenses. Operation and maintenance costs have increased 58% over
the last three years because of general inflationary pressures, the use of larger, more complicated
generating and pollution control equipment and substantial increases in labor costs. Increased reliance
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on coal-fired power plants has added significantly to the costs of cperation and maintenance. The
employeowotkfomehuincre-edbyabwtzl%overtbehstthmyeu:unruultofinausingly
mplamsbmﬁmnndbuﬁnmwdﬁﬁu.addiﬁondgwemmtmgxﬂsﬁommdthewhmthe
number of customers being served.

Non-Operating Items. AFUDC is an amoun* representing the cost of funds used to finance con-
struction projects and is capitalized as part of the cost of the asset. AFUDC is a non-cash item of net
income and represents a cost recoverable from customers through provisions for depreciation in future
periods. Increases in amounts for AFUDC not only correspond to increases in construction expendi-
tures, but also to increases in the AFUDC accrual rate and the level of investment in construction that
is not earning a cash return. Since January 1979, AFUDC has been computed on a net of tax rate
closely following the rising cost of capital. The AFUDC accrual rates for 1978 through 1980 were
6.5%, 7.5% and 8.5%, respectively. Effective January 1, 1981 HL&P began accruing AFUDC at
a rate of 9.25%.

In the Utility Commission’s final order relating to HL&P's 1979 rate case, the recovery of its
investment in a uranium exploration project was disallowed. As a result, $8,964,000 was charged
against other income in December 1979.

Liquidity and Capital Resources

Construction and nuclear fuel expenditures (excluding AFUDC) for 1980 and as estimated for the
years 1981, 1982 and 1983 are $637 million, $709 million, $783 million and $964 million, respectively.
Maturitios of long-term debt for this same period include a single maturity of $20 million in 1981.

HL&P expects to finance a portion of its construction program through funds generated internally
from operations. Factors affecting the ability of HL&P to fund a portion of its capital requirements
from internal funds include regulatory practices allowing a substantial portion of constructior work
inpmgressinntebue,adequtedeprednﬁonrues.fullreeoveryofthecostoffuelusodinthe
generation of electricity and the opportunity to earn competitive rates of return. It is presently
esﬁmtedthntduringthcnextthneyunao%to%ofHL&P’sconstrm:tionprognmanbe
financed through the use of internally generated funds from operations assuming HL&P can obtain
rate relief on a timely basis at a level comparable to that most recently granted by the Utility Com-
mission.

The remainder of HL&P's construction program will be financed through proceeds received from
the sale of common stock by Houston Industries and the sales of preferred stocks and long-term debt
by HL&P. HL&P's capitalization ratios at December 31, 1980 consisted of 48% long-term debt, 7%
preferred stock and 45% common stock and retained earnings with similar ratios expected to be
maintained in the futur-. Principally because of HL&P's large capital requirements, Moody’s Investors
Service, Inc. lowered its rating of HL&P’s First Mortgage Bonds and Preferred Stock in 1980 from
double A to single A; however, two other rating agencies continue to rate HL&P's securities double A.
Asaresultofsuchdowngnding,HL&Pexpectsrehﬁvelyhigbermpiulcosninconnecﬁonwith its
future sales of long-term debt and preferred stock.

For information regarding bank lines of credit and short-term borrowings see Note 4 to the
Financial Statements.
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Item 8. Financial Statements and Supplementary Data.

HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF INCOME

(Thousands of Dollars)
Year Ended December 31,
1978 1979 1980
Operating Revenues .= . . 81303604 $1,707572  $2,123,957
Operating Expenm
Fuel L PR - R B 682,261 958,112 1,206,872
OPErston . ......... ... ..iiiceiiiieiiiiiinin 134,756 167,665 203,467
Purchased power .. .. ... .. .. .. .. .. ... 4753 8,440 29,995
Maintenance ' ks . 55,354 71,703 97,598
Depreciation and amo:ﬂnﬁon ...................... 73,280 93,746 108,771
Federal income taxes:
Current LA , ™ |- . . 10,229 10,911 26,233
Deferred:
Liberalized depreciation , L 33,064 29,576 37,038
Investment tax credit — current 49 544 61,289 49,891
Amortization of investment tax credit (2,889) (4,963) (5477)
Other — net A 4767 14,939 22.773
Other taxes 62,251 72,853 80,856
Total s ‘ 1,107,370 1,490,671 1,853,017
Operating Income o, : 196,234 216,901 270,940
Other Income:
Allowance for other funds used dnring copstruction 17,029 31,928 32,735
Other — net . _ 3,992 383 3,722
Total L S Lt N 21,021 32,311 36,457
Income Before Interest Charges = .= .= . . ‘ 217,255 249,212 307,397
Interest Charges:
Interest on long-term debt ‘ 84,307 101,566 122 695
Other interest 5,208 2,136 5,159
Allowance for borrowed ﬁmds used dnring comtmcﬁon (11,639) (10,911) (9,619)
Tnes:ppheabletodlownnceforbonowedhm(humd
during construction .. .. .. .. : (9,294) (8,194)
Total . R T ¢ L A b . ___T18786 83,497 110,041
Net Income = - A b 30l 139,379 165,715 197,356
DMdendsoanferredswck e ey & 17,330 19,765 20,042
Income After Preferred Dividends o ... $ 122049 8 145950 8 177314
— P _
Ratio of Eamings to Fixed Charges .. . 3.61 3.62 3.54
BntioofEamnptoFixedChugumdPrefened Dividend
Requirements . 272 2.76 281
See Notes to Financial Statements.
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HOUSTON LIGHTING & POWER COMPANY

BALANCE SHEETS
(Thousands of Dollars)

ASSETS

ProrerTY, PLANT AND EQUIPMENT:
Electric plant, at original cost —
Production
Transmission
Distribution
General
Construction work in progress
Nuclear fuel in process
Electric plant acquisition adjustments, at cost
Total
Less accumulated depr- * “on and amortization
Property, plant and equipment — net
CURRENT AsSSETS:
Cash in banks
Temporary cash investments, at cost
Working funds and special deposits
Accounts receivable:
Customers
Affiliated companies
Others
Inventory, at average cost:
Fuel oil
Muc.terials and supplies
Other
Total
Derernep Desrrs

Total

See Notes to Financial Statements.

December 31,
1880

$1,578,928
299,483
779,741
183,144
972,526
83,947
3,166

$1,881,347
333,698
879,551
214,849
1,143,102
104,947
3,168

3,900,935
591,465

4,560,660
678,717

3,309,470

3,881,943

11,614
52,129
5,268

63,853
127
18,227

7,843
31,296
14,048

11,840
5,377

84,247
336
18,302

66,364
31,180
2,934

244,401

220,580

43,111

48,786

$3,596,982

$4,151,309




HOUSTON LIGHTING & POWER COMPANY

BALANCE SHEETS
(Thousands of Dollars)

LIABILITIES

Cununnmuhh&mnhmﬁhnﬂmymﬂ

31, December 31,

1979 1980
$1,208,310 $ 30
243,518 43,518
1,482,200 1,567,200
2,934,028 3,262,948
1,084 50,870
114,763 133,305
11,883 9,546
27,278 44,245
28,086 29,324
36,008 45,557
5,010 5,010
20,000
16217 22 695
240,329 360,552
206,569 267,249
192,606 235,791
15,081 16,384
414,258 519,424
8,369 8,385
$3,506,982  $4,151,300
—_— pe=————s



HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF CAPITALIZATION

(Thousands of Dollars)
December 31, December 31,
1979 1980
COMMON STOCK EQUITY:
Common stock, no par; authorized, 50,000,000 shares; outstanding
3,217.270$hraatDmbcr3l. lmundﬁmmshnmat
December 31, 1980 . o $ 588276 $ 760,741
Total common md: equity . 1,208,310 1,452,230
CUMULATIVE PREFERBEDSTOCK nopu tuthoﬁnd,lomm
M:hn) omdhg(enﬂﬂoduponwmuryllqmdmmbtlw:
84 series, 97397shares ... . .. ... .. ... ... .. ......... 9,740 9,740
$6.72 series, 250,000 shares 25,115 25,115
$7.52 series, 500,000 shares 50,225 50,225
$9.52 series, 400,000 shares 39,372 39,372
$9.08 series, 400,000 shares 39,395 39,395
$8.12 series, 500,000 shares = == = . . L A 50,098 50,008
$9.04 series, 300,000 shares e s e 29,573 29,573
Total Cumulative Preforrod Smk | st s 243 518 243 518
LONG-TERM DEBT:
First mortgage bonds:
3% % Series, due 1981 20,000 20,000
234% Series, due 1985 . -y 30,000 30,000
3%% Series, due 1986 v - 30,000 30,000
434 % Series, due 1987 . 40,000 40,000
3 9% Series, due 1989 . 30,000 30,000
47% % Series, due 1989 25,000 25,000
4%% Series, due 1992 25,000 25,000
5%% Series, due 1996 s e .2 : g 40,000 40,000
5%% Series, due 1997 rte : ' Y, . 40,000 40,000
63%4% Series, due 1997 = == , 35,000 35,000
6% % Series, due 1998 e SR DR 35,000 35,000
7% % Series, due 1999 v . L : v 30,000 30,000
T%% Series, due2001 = . . . . gty o 50,000 50,000
7%% Series, due 2001 : Ny Tkl . 50,000 50,000
8%% Series, due 2004 == ; A . 100,000 100,000
10%% Series, due 2004 .. . ... .. . . . : 100,000 100,000
834% Series, due 2005 T s e . 125,000 125,000
83 % Series, due 2008 ‘ Rt e B ) 125,000 125,000
8% % Series, due 2007 125,000 125,000
8%% Series, due 2008 === .. . T ) R i . 125,000 125,000
9% % Series, due 2008 ' 3 Pt _ JURE Leni 100,000 100,000
11%% Series, due 2009 B T , : 125,000 125,000
12 % Series, due 2010 ] . e : . 100,000
5% debenture, due 1985 . , & , 40,000 40,000
Pollution control revenue bonds:
7% % Series, due 2004 v . S [ . 18,000 18,000
9.5% Series, due 1998 Pk . i . B & . 19,200 19,200
9.9% Series, due 1998 gy . . . 5,000
Subtotal 1,482 200 1,587,200
Less: Cmmmuyd&ltmhmd.dmlﬁl 20,000
Total long-term debt .. = . e 1482200 1,567,200




HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF RETAINED EARNINGS

(Thousands of Dollars)
Year Ended December 31
1978 1979 1980
BALANCE AT BEGINNING OF PERIOD $497079  $553213  $620,034
ADD - NET INCOME , . ‘ 139,379 165,715 197,356
Total .. . A . 636,458 718,928 817,390
DEDUCT - CASH DIVIDENDS:
Preferred:

$6.72 Series oyl . e s 1,680 1,680 1,680
$752Series . . . _ hmEs 3,760 3,760 3,760
$9.52 Series : 3,808 3,808 3,808
$9.08 Series . 3,632 3,632 3,632
$8.12 Series , 4,060 4,060 4,080

$9.04 Series (annual rate of $9.04 a share from February 6,
1979) : 2,435 2712

Common:
1978, $2.12; 1979, $2.36; 1980, $2.68 (a share) 65,915 79,129 105,859
Total 83,245 98,894 125,901
BALANCE AT END OF PERIOD $553,213 $620,034  $691,489
P —_—
See Notes to Financial Statements.




HOUSTON LIGHTING & POWER COMPANY
STATEMENTS OF CHANGES IN FINANCIAL POSITION

See Notes to Financial Statements.

(Thousands of Dollars)
Year Ended December 31,
1978 1979 1980
Sources of funds:
Operations:
Net income AL W $139,379 $165,715 $197,356
Items not requiring an outlay of working capital:
Depreciation and amortization 74,361 94,784 108,298
Deferred federal income taxes — net 37,831 30,922 51,617
Investment tax credit deferred — net 40,782 48,832 44,414
Allowance for funds used during construction (28,668)  (425839) (42,354)
Total , . a5 263,685 297,394 350,331
Dividends declared (83,245) (98894) (125901)
Reinvested funds from operations 180,440 198,500 233,430
F 3
Sale of common stock . 65,224 131,518 172,465
Sale of preferred stock : e 29573
Sale of first mortgage bonds , 225,000 125,000 100,000
Pollution control revenue bonds &4 16,926 2,274 5,000
Sale of coal handling facilities to affiliate 35,424
Change in notes payable and temporary cash investments (91,296) 15,422 101,915
Reclassification to current maturity of long-term debt (20,000
251,278 303,787 359,380
Other:
Decrease (increase) in working capital (exclusive of notes
yable and temporary cash investments) 36,277 (3,555) 42,129
0&::— net , oo (5,556 ) 9,640 1,717
30,721 6,085 43,846
Total ea i $462.439 $508372  $636,656
Application of funds:
Construction and nuclear fuel expenditures and lignite advance
(net of allowance for funds used during construction) $462,439  $508,372 6856
Increase (decrease) in working capital (exclusive of notes pay-
able and temporary cash investments):
Current assets:
Cash in banks i $(1512) 8 1563 §8 226
Customer accounts receivable . 16,675 5614 20,394
Accounts receivable from affiliated companies (83) (163) 209
Inventory ot~ 1,508 8,194 18,405
R - < it s S RE T i & A S AT A ¢ o i e 6,765 3,420 (10,926)
Total . 23,351 18,628 28,308
Current liabilities:
Accounts payable . 29,467 6,424 18,542
Accounts payable to affiliated companies 6,112 4,833 (2,337)
Taxes and interest accrued 13,676 (5,051) 18,205
Other o 10,373 , 36,027
Total . s 59,628 15,073 70,437
Increase (decrease) in working capital (exclusive of notes pay-
able and temporary cash investments) $(36277) 8 3555  $(42129)




HOUSTON LIGHTING & POWER COMPANY

NOTES TO FINANCIAL STATEMENTS
For the Three Years Ended December 31, 1980

(1) Summary of Significant Accounting Policies
System of Accounts
The accounting records of HL&P are maintained in accordance with the Federal Energy Regu-
latory Commission’s Uniform System of Accounts which have been adopted by the Public Utlity
Commission of Texas (Utility Commission ).

Electric Plant
Additions tu electric plant, reduced by contributions i» aid of construction, betterments to existing
property, and replacements of units of proporty are capitalized at cost. Cost includes the original cost
of contracted services, direct labor and material, indirect charges for engineering supervision and
similar overhead items, and an allowance for funds used during construction (AFUDC).

Maintenance of property and replacements and renewals of items determined to be less than
units of property are charged to expense. The actual or average book cost of units of property replaced
or renewed are removed from plant and such costs plus removal cost, less salvage, are charged to
accumulated depreciation.

HL&P computes depreciation using the straight-line method. The depreciation provision as a
percentage of the depreciable cost of plant was 3.2% for 1978, 3.5% for 1979 and 3.6% for 1980.

Allowance for Funds Used During Construciion
Prior to 1979, HL&P accrued AFUDC at a rate of 6%% on projects estimated to cost in excess
of $50,000 and estimated to require more than 90 days to construct. During 1979, HL&P accrued
AFUDC at a 7% % rate, net of federal income taxes, on construction projects and nuclear fuel pay-
ments except for amounts included in the rate base by regulatory authorities. Effective January 1,
1980, the accrual rate was increased to 8% %, net of federal income taxes.

Operating Revenues
Revenues are recognized from the sale of electricity as bills are rendered to customers. Rate
schedules include fuel adjustment clauses which permit recovery of fuel expenses in the month
incurred.

Federal Income Tazxes
Houston Industries and its subsidiaries file a consolidated income tax return. HL&P records as its
current income tax expense an amount equal to the tax it would have to pay if it filed a separate
income tax return.
Since January 1979, HL&P has followed a policy of comprehensive interperiod income tax alloca-
tion. Prior to January 1979, deferred income taxes were not recognized on the borrowed funds
component of AFUDC which is deducted currently for federal income tax purposes.

Investment tax credits are deferred and amortized over the estimated lives of the related property.

Property Insurance Reserves
The cost of replacing uninsured plant losses, less related tax effects, are charged against the
reserve when incurred. Effective January 1980, additional accruals to the reserve have been denied by
regulatory authorities.



NOTES TO FINANCIAL STATEMENTS (Continued)

(2) Preferred Stock ,
Any part or all of the preferred stock may be redeemed at the option of HL&P at the following
per share prices, plus any unpaid accrued dividends to date of redemption:
$4 Series — $105.00. $6.72 Series: through July 31, 1983 — $103.51; thereafter — $102.51.
$7.52 Series: through October 31, 1982 — $105.35; thereafter — $103.35 to $102.35. $9.52 Series:
through September 30, 1985 — $109.52; thereafter — $105.00 to $101.00. $9.08 Series: through
March 31, 1981 — $109.08; thereafter — $105.00 to $101.00. $8.12 Series: through November 30,
1982 — $100.37; thereafter — $106.25 to $102.25. $9.04 Series: through January 31, 1984 — $109.04;
thereafter — $105.00 to $101.00.

(3) Long-Term Debt

At December 31, 1980, sinking or improvement fund requirements of HL&P’s first mortgage bonds
outstanding will be $27,850,000 for the year 1981, $28,700,000 in 1982 and $29,700,000 for each of the
years 1983 through 1985. Of such requirements, $15,050,000 for the year 1981 and $14,850,000 for each
of the years 1982 through 1985 may be satisfied by certification of property additions at 100% of the
requirements and the remainder through certification of such property additions at 166%% of the
requirements. Sinking or improvement fund requirements for 1980 and prior years have been satisfied
by certification of property additions.

Annual maturities of long-term debt are $20,000,000 in 1981 and $70,000,000 in 1985.

The issuable amount of first mortgage bonds is unlimited as to authorization, but limited by
property, eamnings, and other provisions of the mortgage and deed of trust and the supplemental
indentures thereto. Substantially all properties are subject to liens securing its long-term debt.

(4) Short-Term Financing

The interim financing requirements are met through short-term bank loans and the issuance
of commercial paper. HL&P has bank iines of credit aggregating $250 million (as compared with
$200 million during 1979) which limit its total short-term borrowings and provide for interest at
the prime rate. Bank loans and commercial paper outstanding were $20,000,000 and $30,000,000
at December 31, 1980. respectively. There was no short-term indebtedness at December 31, 1979. Com-
pensating balances are not required under the lines of credit.

(5) Retirement Plan

HL&P has a noncontributory retirement plan covering substantially all employees. The policy
of HL&P is to fund pension costs accrued, which includes amortization of prior service costs, over a
period of thirty to forty years.

The total cost of the retirement plan for each of the years 1978 through 1980 was $4,773,000,
$6,223,000 and $7,583,000, respectively. In 1979, the assumed return on pian investments was increased
to 7% and the plan was amended to provide substantially increased benefits for all plan participants.
The net effect of the change and amendment was to increase prior service costs by $14,210,000
and pension cost accrued by $1,400,000 for 1979. As of January 1, 1980, actuarially computed prior
service costs were $34,047,000. A comparison of accumulated plan benefits and plan net assets
for the retirement plan is presented below:

Actuarial present value of accumulated plan benefits:

January 1,
— . 1980
Vested o5 : . .~ $49,139,000 $49,280,000
Nonvested e it : 2,341,000 4,179,000
. $51,480,000 $53,459,000

Market value of net assets available for plan

benefits $50,680,000 $67,272,000




NOTES TO FINANCIAL STATEMENTS (Continued)

(6) Commitments and Contingencies

Significant commitments have been incurred in connection with HL&P’s construction program
and for nuclear fuel purchases. The construction program is presently estimated to cost $691 million
in 1981, $759 million in 1982 and $947 million in 1983. These amounts do not include estimated
expenditures of $60 million for uranium concentrate and nuclear fuel processing services for the
South Texas and Allens Creek nuclear plants. Commitments in connection with the construction
program, principally for generating plants and related facilities, are generally revocable by HL&P
subject to reimbursement of manufacturers for expenditures incurred or other cancellation penalties.
These amounts do not include estimates of the allowance for funds used during construction. HL&P
has no material lease commitments.

(7) Jointly Owned Electric Plant

HL&P is project manager and one of four participants in the South Texas Nuclear project which
consists of two 1250 megawatt nuclear generating units. Each participant finances its own share
of construction expenditures with HL&P's participating interest in the project being 30.8%. As of
December 31, 1980, HL&P's share of expenditures included in construction work in progress and
nuclear fuel in process were $450 million and $39 million, respectively.

(8) Regulatory Proceedings

As part of the Utility Commission’s final rate order in January 1980, the Utility Commission dis-
allowed HL&P's request to amortize its investment in a uranium exploration project terminated in
October 1978. As a result $4,661,000 (net of federal income taxes) was charged against income in
the month of December 1979. A number of accounting changes were implemented in January 1980
as a result of the Utility Commission’s January 1980 order. Such changes include (1) the capitaliza-
tion of ad valorem taxes related to construction work in progress (2) the capitalization of employe=
benefits and depreciation of transportation equipment related to construction and (3) the discon-
tinuance of accruals to the reserves for property insurance and injuries and damages.

(9) Federal Income Taxes
Effective federal income tax rates are lower than statutory corporate rates for each year as follows:

Year Ended December 31,
1978 197 1980
Thousands of Dollars

Federal income taxes at statutory corporate
T g AR e B G R 2 R $112,365 $125,839 $150,884

T T e R I M A 13,761 14,687 15,058
T R R R NIRRT S e 3,889 3,303 5,173
R s e e e 17,650 17,990 20,231
Federal income taxes = .. cieieeniee. §OATIS $107,849 $130,653
e I P S : 40.5% 39.4% 39.8%

At December 31, 1980, HL&P had an investment tax credit ca ryover of approximately $7,484,000.



NOTES TO FINANCIAL STATEMENTS (Continued)
(10) Supplementary Expense Information

Year Ended December 31,
1978 1979 1980
( Thousands of Dollars)
Taxes, other than income taxes, were
charged to expenses as follows:

Ad valorem L $ 38,131 $ 42666 $ 42686
State gross receipts 12,686 16,044 20,717
Payroll . . .. | 4,897 6,189 7,467
PUC assessment . .. . . 2,079 2,885 3,671
Miscellaneous .= . 4,458 5,089 6,315

Total taxes other thln income taxes  $ 62,251 $ 72,853 $ 80,856

Research and development costs charged to
expenses .. .. .. ep $ 8775 $ 10,152 $ 12,146

(11) Principal Transactions Between HL&P, its Parent and Other Related Companies

Pursuant to the corporate restructuring in 1977, Houston Industries assumed joint and several
liability with HL&P for payment of principal and interest on the $40,000,000 of 5%% Convertible
Debentures due 1985 issued by HL&P. In consideration thereof, HL&P issued Houston Industries a
$40,000,000, 5%% debenture. Included in “Interest on long-term debt” in the accompanying State-
ments of Income for each of the years ended December 31, 1978, 1979 and 1980 is $2,200,000 related to
this debenture.

HL&P issued 2,310,354, 4,902,280 and 6,747,501 shares in 1978, 1979 and 1980, respectively, of
common stock to Houston Industries for a total consideration of $65,224,000, $131,518,000 and
$172,465,000 in 1978, 1979 and 1980, respectively. Common stock dividends paid to Houston Industries
by HL&P amounted to $65,915,000, $79,129,000 and $105,859,000 in 1978, 1979 and 1980, respectively.

In May 1978, HL&P sold at cost its coal handling facilities to Utility Fuels, Inc., another
wholly-owned subsidiary of Houston Industries. “Operating Expenses — Fuel” in the accompanying
Statements of Income for the years ended December 31, 1978, 1979 and 1980 includes $20,823,000,
$105,686,000 and $202,953,000, respectively, of coal purchased from Utility Fuels.

(12) Unaudited Quarterly Information

The following unaudited quarterly financial information for 1979 and 1980 includes, in the
Company's opinion, all adjustments (which comprise only normal recurring accruals) necessary for a
fair presentation.

Income
After
Preferred
Revenues Dividends
( Thousands of Dollars )
March 31, 1979 e I SMSCANSe A $ 44122 $27,308
June 30, 1979 .= .. N, . 413,386 49769 32,223
September 30, 1979 K45 4 513,157 74,184 57,296
December 31, 1979 . S B ' 423 881 48 826 29,123(a)
March 31, 1980 ; . 416,378 46,138 26,031
June 30, 1980 . ’ 521,515 59,583 37,100
September 30, 1980 , : 678,673 99,072 75,226
December 31, 1980 509,391 66,147 38,957

(a) (a) See Note 8, “Regulatory Proceedmgs regnrding the December 1979 charge against HL&P's
income.
28



NOTES TO FINANCIAL STATEMENTS (Continued)

(13) Reclassification
Certain amounts from previous years have been reclassified to conform to the 1980 presentation

of the financial statements. Such reclassifications are immaterial and do not affect earnings.

(14) Other

On February 10, 1981, HL&P issued $125,000,000 of 13%% First Mortgage Bonds due February
1, 1981,

In March 1981 (subsequent to the date of the Auditors’ Opinion), HL&P issued approximately
3,000,000 shares of common stock to Houston Industries. The proceeds were used by HL&P to
defray the cost of its construction program including the repayment of short-term debt incurred in
connection with such program. To the extent that such proceeds were not immediately so used, they
were temporarily invested in short-term interest bearing obligations.




AUDITORS’ OPINION

Houston Lighting & Power Company:

We have examined the balance sheets and the statements of capitalization of Houston Lighting
& Power Company as of December 31, 1979 and 1980 and the related statements of income, retained
earnings and changes in financial position for each of the three years in the period ended December
31, 1980. Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the above-mentioned financial statements present fairly the financial position of the
Company at December 31, 1979 and 1980 and the results of its operations and the changes in its
financial position for each of the three years in the period ended December 31, 1980, in conformity
with generally accepted accounting principles applied on a consistent basis.

Our examinations also comprehended the supplemental schedules V, VI, VIII and IX for each of
the three years in the period ended December 31, 1980. In our opinion, such supplemental schedules,
when considered in relation to the basic financial statements, present fairly in all material respects
the information shown therein.

Devrorrte HAsxins & SeLLs

Houston, Texas
February 16, 1981




SUPPLEMENTARY INFORMATION TO DISCLOSE
THE EFFECTS OF CHANGING PRICES (UNAUDITED)

Financial statements of business enterprises, in accordance with generally accepted accounting
reflect historical costs and dollars of varying purchasing power and accordingly do not
measure the effects of inflation. The following unaudited supplementary information is supplied in
accordance with the requirements of Financial Accounting Standards Board (FASB) Statement No.
&.PhnnddnepmﬁngandChmgingPﬁees,fmthepurpoudpmvidingwminhfmdm
regarding the effects of both general inflation (constant dollars) and changes in specific prices
(current cost), which are not reflected in traditional financial statements. Constant dollar amounts
represent historical costs stated in terms of dollars of equal purchasing power, as measured by the
Consumer Price Index for all Urban Consumers (CPI-U). Current cost amounts reflect the changes
inspodﬂcpdcesofptopeﬂyfromthedatethepmpettywuacquirodtothepzucnt,mdmydﬁor
from constant dollar amounts to the extent that specific prices have increased more or less rapidly
than prices in general. This information should be viewed only as an estimate of the approximate
effect of inflation rather than as a precise measurement.

HL&P, in common with other electric utility companies in general, continues to be adversely
impacted by the effects of an inflationary economy. Certain effects of inflation such as higher interest
costs associated with long-term bonds and increased operating and maintenance costs are reflected
in traditional financial statements. Increased revenues to recover such expenses, however, tend to lag
behind the actual incurrence of suck increased costs. Electric rates are established based on costs
as of a specific point in time and are designed to allow the electric utility to recover its operating costs
and earn a fair rate of return on its investment in property, plant and equipment. However, in a highly
h&ﬂmryenvimnment,apemeshnveincremdatamuchgxuterntethmthemminelechic
sales which has resulted in an erosion of return on invested capital. It is unlikely that rates based
on historical costs can keep pace with increased costs during inflationary periods. This has resulted,
in part, in the need for larger and more frequent rate increases.

There are a number of other effects of inflation which are not reflected in traditional financial
statements and to which the accompanying supplementary information is intended to give effect.
One major expense so affected is depreciation. The cost of constructing and replacing property, plant
and equipment has been escalating dramatically. Historical financial statements reflect depreciation
bandonthehhta’icdcostsofamtsmddonotreﬂectthetrueeconomtccostoftheuset’usodup"
and which must be replaced at substantially higher future values. However, a substantial amount of
nehamumﬂmncedwithlong-termbondsmdprefemdstockwbicheﬁecﬁvelyactsuahodge
against the impact of inflation. Utility plant financed from investment by common shareholders and
retained earnings are not afforded such a hedge. While a certain amount of the impact on such
M&nhmdtmdﬂxm@hi@ermmmaﬂowedmthecommonequityinvesunentlnpropmy
when electric rates are established, the end result of continuing inflation is an erosion of the common
equity investment when viewed in terms of real purchasing power.
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STATEMENT ()F" INCOME ADJUSTED FOR CHANGING PRICES
For the Year Ended December 31, 1980

(In thousands of dollars)
Constant Current
Conventional AM.' Ac“
Historical 1980 1960
Cost Deollars Dollars
Operating Revenues ... ... ... ... .. .. . . $2123957 $2 123,957 $2,123 957
Opeudng Expenses:
Depndaﬂon : AR . 108,771 196,174 207,555
Operation and maintenance . B o oliN : 301,085 301,085 301,085
Purchased power 1 e : 29,995 29,995 29,995
Income and other tues | A = 211,314 211,314 211,314
Interest expense == . 5 _ 110,041 110,041 110,041
Other income and deductions — net (36,457) (36,457) (36,457)
Net Income (excludingreducﬁouhomtrecovenole
cost) $ 197,356 $ 104953 $ 63572

%
Increase in specific prices (current cost) of property,

plant, and equipment held during the year** $ 601245
Less increase in cost of property, plant, and equipment

adjusted for changes in general price level 715,069
Exeusofinaweingenerdpdcelmloverincxm

in specific prices = v (113,824)
Reduction of utility property to net recoverable costs (329,671) (204,468)
Gain from decline in purchasing power of net amounts
Net .. o $ (58341) $ (46,960)

_ e e

* Including the reduction to net recoverable cost, loss on a constant dollar basis would have been
$224,718 for 1980.

** At December 31, 1980, current cost of property, plant and equipment, net Jf accumulated depre-
ciation was $6,706,421, while historical cost was $3,881,943.



FIVE YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CHANGING PRICES
(In thousands of average 1980 dollars, except per share amounts )

1976 1977 1978 1979 1980

Revenues

Historical . $ 841616 $1069756 $1303604 81707572 $2123957

Constant dollar 1218245 1454673 1646517 1938495 2123957
”
Net Income

Historical == $ 165715 $ 197,356

Constant dollar 110,620 104,953

Current cost . . 94,767 93,572

Common Stock Equity at year-end
(including electric utility property
only to the extent recoverable)

Historical Hed $1,208,310 $1.452,230
Constant dollar ; 1,297,133 1,387,038
Current cost _ . 1,297,153 1,387,036
——————————
Gain from decline in purchasing
power of net amounts owed $ 283284 §$ 271330

level over increase in specific prices $ 204734 8§ 113824
—_————— e e e
Average consumer price index 170.5 1815 1954 2174 246.8

the average CPI-U index for 1980. Current cost of properties was determined primarily by indexing
surviving plant by the Handy-Whitman Index of Public Utility Construction Costs. Current cosc infor-
mation does not represent the replacement cost of HL&P’s productive capacity since plant would not

As allowed by FASB No. 33, items in the income statement, other than depreciation expenses,
were not adjusted. The cost of fuel used in electric generation and operating and maintenance
expenses are essentially stated in terms of average current year prices and therefore do not require
restatement.

In accordance with FASB No. 33, federal income tax expense has not been adjusted. Current fed-

declining purchasing power of the related taxable income. HL&P's effective federal income tax rate
in 1980, when adjusted for inflation, is 55 percent under constant dollar and 58 percent under current
cost, each of which exceeds its reported effective tax rate of 40 percent and the statutory rate of 46




of utility plant stated in terms of constant dollars and current cost that occurred as a result of inflation
in the current year over the historical cost of utility plant is not presently recoverable in rates as
depreciation and is reflected as a reduction to net recoverable cost.

To properly reflect the economics of rate regulation in the Statement of Income Adjusted for
Changing Prices, the reduction of net property, plant, and equipment should be offset by the gain from
the decline in purchasing power of net amounts owned. During a period of inflation, holders of
monetary assets suffer a loss of general purchasing power while holders of monetary liabilities experi-
ence a gain. The gain from the decline in purchasing power of net amounts owed is primarily
attributable to the substantial amount of debt and preferred stock which has been used to finance
property, plant and equipment. However, since the depreciation on this utility plant is limited to
the recovery of historical costs, HL&P does not have the opportunity to realize a holding gain, and is
limited to recovery only of the embedded cost of such capital. Thus, to the extent that utility plant
is financed with debt and preferred stock the reduction to net recoverable cost and the holding gain
essentially offset each other.

As indicated above, the rates charged by HL&P are regulated. As a result it is not as free as a non-
regulated enterprise to raise its prices in response to inflation. Further, except in the case of fuel costs,
the regulatory process introduces a substantial time lag between the incurrence of operating and
capital costs and the recovery of such costs. This is commonly referred to in the industry as “regulatory
lag” and is one of the most sigrificant factors contributing to the erosion of investor capital. Com-
pounding the problem is the fact that HL&P must compete in the same marketplace as a non-
regulated enterprise for capital necessary to finance its construction program.

PART 111
Item 9. Directors and Executive Officers of the Registrant.(*)

Item 10. Management Remuneration and Transactions.(*)

* The information called for by Items 9 and 10, to the extent not set forth under Item 1,
“Business — Executive Officers”, is set forth in the definitive proxy statement relating to the 1981
Annual Meeting of Shareholders of Houston Industries Incorporated (parent of the registrant),
pursuant to the Commission’s Regulation 14A (File No. 1.7629). Such definitive proxy statement
relates to a meeting of shareholders involving the election of directors and is incorporated herein by
reference pursuant to Instruction G to Form 10-K. The Board of Directors of the registrant is com-
posed of the same individuals as the Board of Directors of Houston Industries Incorporated. The
principal executive officers of Houston 'ndustries Incorporated serve in substantially identical capaci-
ties with the registrant. For the fiscal year ended December 31, 1980, the aggregate remuneration paid
by HL&P to all of its directors and officers as a group (24 persons) amounted to $1,790,980.




PART 1V

Item 11. Exhibits, Financial Statement Schedules, and Reports on Form 8-K.
(a)(1) Financial Statements.

Page
Statements of Income for the three years ended December 31, 1980 19
Balance Sheets at December 31, 1979 and 1980 20
Statements of Capitalization at December 31, 1979 vad 1980 2
Statements of Retained Eamings for the three years
ended December 31, 1980 e T ‘ 23
Statements of Changes in Financial Position for the three years
ended December 31, 1980 e | ¥ 24
Notes to Financial Statements 25
Supplementary Information to Disclose the Effects of
Changing Prices (Unaudited) ; 31

(a)(2) Financial Statement Schedules.
Schedules for the three years ended December 31, 1980:

V — Property, Plant and Equipment e B ey . 38
VI — Accumulated Provision for Depreciation and Amortization

Property, Plant and Equipment : Rk e 37
VIII — Reserves . PP ess 4
IX — Short-Term Borrowings . ... ... .. .......ooooviiiiiiiiiiiin, 39

mm;wbduhmmemmthdmmdﬁmmwmmq
are required or because the required information is included in the financial statements.

L I1, 111, TV, VII, X, X1, XII and XIIL

(a)(3) Exhibits.
See Exhibit Index on Page 41.

(b) Reports on Form 8-K.
HL&P filed reports on Form 8K during the fourth quarter of 1980 as follows:
November 21, 1980 (date of earliest event W) Item 5. OTHER MATERIALLY IMPORTANT
EVENTS:
(1) On November 21, 1980, HL&P was advised by Moody's Investors Service that its
Mwag-MMWSMMMW&meA
(Aa) to Single-A (A) or equivalent.
(S)Oanmba&lm,mAPohchdmumlmphmtooﬁuoanbulo.
lm.mmdlmmdmswmdddmdmw
m&.mmnhnpﬂndpdmmqﬂ’lmumm.



SCHEDULE V — PROPERTY, PLANT AND EQUIPMENT

For the Three Years Ended December 31, 1980

( Thousands of Dollars)

Col. A Col. B Col. C Col. D Col. E Col. ¥

Balance (‘; -~ Balance

Classification Year 1y -1 (Deduet) of Toar

For the Year Ended December 31, 1980:
Production Plant = . $1578928 $304475 $ 2056 $1,881,347
Transmission Plant 299,483 34,925 710 333,698
Distribution Plant 779,741 112,105 12,295 879,551
General Plant o 183,144 35,564 3,859 214,849
Plant Acquisition Adjustments 3,166 3,166
Total Plant . 2,844,462 487 069 18,920 3,312,611
Construction Work in Progress (A) 972,526 170,576 1,143,102
Nuclear Fuel in Process . 83,947 21,000 104,947
Total . $3,900,935 $678645  $18,920 $4,560,660
P e e—— —_— —_— ————
For the Year Ended December 31, 1979:

Production Plant : $1551962 $27238 $ 270 $ $1,578,928
Transmission Plant 290,951 9,055 523 299,433
Distribution Plant 683,425 107,052 10,736 779,741
General Plant , L2 165,789 20,014 2,659 183,144
Plant Acquisition Adjustments = 3,166 3,166
Total Plant o, 2695293 163,357 14,188 2,844 462
Construction Work in Progress (A) 621,175 351,351 972,528
Nuclear Fuel in Process = 69 995 17,912 (3,960) 83 947

Total . el $3386,463  $532620  $14,188 $(3,960) $3,9009°5
3 p——4 — 1 ————
For the Year Ended December 31, 1978:

Production Plant $1,206211  $257,147 § 1396 $1,551,962
Trans nission Plant 273,381 19,321 1,751 290,951
Distribution Plant 616,936 80,133 13,644 683,425
General Plant 160,127 7311 1,649 165,789
Plant Acquisition Adjustments 3,168 3,166
Total Plant L. 2349821 363912 18,440 2,695,293
Construction Work in Progress (A) 538,109 83,066 621,175
Nuclear Fuel in Process 61,291 8,704 69,995
Total $294922]1  $455682  $15,440 $3,386,463

e —— ———— ] — —— P

Nores:

(A).&MﬂymdAMmeychugdmCWIPmdmwmdtoMudm

plant accounts upon completion. Additions at cost give effect to such transfers.

(B) Additions at cost include non-cash charges for an allowance for other funds used during

construction

(C) HL&P computes depreciation using the straight-line method The
percentage of the depreciable cost of plant was 3.2% in 1975, 3.5% in 1979 and 3.6% in 1980.

provisions as a




SCHEDULE VI - ACCUMULATED PROVISION FOR DEPRECIATION
AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Three Years Ended December 31, 1250

( Thousands of Dollars)
Col. A Col. B Col. C Col. D Col. E
Additions Deductions from Reserve
Balancest  Charged " Balance
Description erod . SR - - Other of Ponod
Year Ended December 31,
1980 —
Depreciation and amortiza-
tion of property, plant
and equipment $501465 $103,771 84,527 $21,046 $678,717
Year Ended December 31,
1979 -
Depreciation and amortiza-
tion of property, plant
and equipment $512604 $ 93746 81018 $15,903 $591,465
Year Ended December 31,
1978 -
Depreciation and amortiza-
tion of property, plant
and equipment $450946 §$ 73280 $1,081 $12,703 $512,604



SCHEDULE VIII — RESERVES
For the Three Years Ended December 31, 1980

( Thousands of Dollars)
w
Col. A Col. B Col.C Col. D Col. &
Additions Dedustions
Boginaing e B "t Clowe
Description m Income Accounts A) of Period
Year Ended December 31, 1980:
Accumulated provisions, deducted
from related assets on balance
sheet:
Uncollectibic accounts : $3,601 $7,876 $7,858 $3,709
Inventory adjus'ments (B) 1,028 78 $ 308 90 1,400
Reserves other than those deducted
from assets on balance s'ieet:
Property insurance 8,369 (18) 8,386
Injuries and damages 450 450 )
Year Ended December 31, 1979:
Accumulated provisions, deducted
from related assets on balance
sheet:
Uncollectible accounts $ 250 $8,956 $5,515 $3,601
Inventory adjustments (B) 785 7 $ 278 112 1,028
Reserves other than those deducted
from assets on balance sheet:
Property insurance \ 8,500 100 231 8.360
Injuries and damages 408 142 100 450
Year Ended December 31, 1978:
Accumulated provisions, deducted
from related assets on
sheet:
Uncollectible accounts . $ 453 $3,653 $3,858 $ 250
Inventory adjustments (B) 689 44 $ 24 247 85
Reserves other than those
deducted from assets on balance
sheet:
Property insurance 8,000 500 2,500
Injuries and damages 'y 353 450 305 408
Nores:

(A) Deductions from reserves represent losses or expenses for which the respective reserves were
created. In the case of uncollectible accounts reserve, such deductions are net of recoveries
of amounts previously written off.

(B) Rmmprovidodbychargutonﬂmummuonbcdldmmhmd.



SCHEDULE IX — SHORT-TERM BORROWINGS
For the Three Years Ended December 31, 1980

(Thousands of Dollars)
Col. A Col. B Col. C Col. D Col. E ca?
Weighted Maximum Average “Welghted
Category of Amount Amount A
S i TR Ser Ber e
Description Borrowings Period(A) Period Period Period
Year Ended:
December 31, 1980 Bank Loans $ 2000 2100% $ 75000 $15962 16.38%
Commercial
Paper 30,000 1839 38,100 10242 1198
Year Ended:
December 31, 1979 Bank Loans 62,000 10,112 13.69
Commercial
Paper 12,925 1660 1210
Year Ended:
December 31, 1978 Bank Loans 1,000 1175 96,000 41,570 8.50
Commercial
Paper 27,109 10,037 7.38
Nores:

(A) The Balance at End of Period excludes land notes of $1,197, $1,084 and $870 as of December
31, 1978, 1979 and 1980, respectively.




SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the
wudﬂymddﬁmwhdpdmmwbthWHy
Mhm%dﬂmdsmd?mm&oﬁ&dqduldslﬂh

HOUSTON LIGHTING & POWER COMPANY
(Registrant)

D. D. JORDAN
(D. D. Jordan, President )

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
h*wh&.foﬂowh;mm“ﬁ&omdh&oaw.du&odﬁ
indicated.

Signature Title Date
D. D. JORDAN Executive Officer
(D. D. Jordan, President) m
H. R. DEAN Principal Financial and
(H. R. Dean, Group Vice President) Accounting Officer and
Director
SEARCY BRACEWELL Director
(Searcy Bracewell )
WM. R. BROWN Director
{Wm. R. Brown)
JOIIN C. ECHOLS Director
{ ;ohn C. Echols)
March 25, 1981
HOWARD W. HORNE Director
(Howard W. Horne )
THOMAS B. McDADE Director
( Thomas B. McDade)
G. W. OPREA, JR. Director
(G. W. Oprea, Jr.)
STEWART ORTON Director
(Stewart Orton )
WILLARD E. WALBRIDGE Director
(Willard E. Walbridge )
JOE C. WESSENDORFF Director
(Joe C. Wessendorff) ]
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4(b)(1)

4(b)(2)
4(b)(3)
4(b)(4)
4(b)(5)
4(b)(6)
4(b)(7)
4(b)(8)
4(b)(9)
4(b)(10)
4(b)(11)
4(b)(12)
4(b)(13)
4(b)(14)
4(b)(15)

4(b)(18)

HOUSTON LIGHTING & POWER COMPANY

Exumrrs To THE ANNUAL Report oN Form 10K
For the Fiscal Year Ended December 31, 1980

INDEX OF EXHIBITS

— Exhibits not incorporated by reference to a prior filing are designated by an
asterisk, all exhibits not so gnated are incorporated herein by reference to
a prior filing as indicated.

— Articles of of the Company, as amended February 1979. ( Exhibit
2(a), File No. 1).

— Copy of By-Laws of the Company, as amended October 1978.

— Mortgage and Deed of Trust, dated as of November 1, 1944, between the Com-
pany and South Texas Commercial National Bank of Houston (Texas Com-
merce Bank National Association, successor trustee), Trustee (Exhibit B4,
File No. 2-5515).

— First Supplemental Indenture to kxhibit 4(b)(1) (Exhibit 1 to 1948, Form
10-K).

—Second Supplem-  tal Indenture to Exhibit 4(b)(1) (Exhibit 7D to April,
1950, Form 8-K ).

— Third Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 7E to October,
1951, Form 8-K ).

— Fourth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-12263).

- Fifth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2 to 1955, Form
10-K).

— Sixth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-15384).

— Seventh Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 1 to August,
1959, Foim 8-K).

— Eighth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 1 to 1962, Form
10-K).

— Ninth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-25829).

~ Tenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-27512).

— Eleventh Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-28341).

— Twelfth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-32751).

~ Thirteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File
No. 2-39257).

~ Fourteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(f) to 1970,
Form 10-K).

- Fifteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(f) to 1971,
Form 10-K).

41



4(b)(17)
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4(b)(19)
4(b)(20)
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10(b)(8)

10(b)(9)
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— Sixteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-50004 ).

— Seventeenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(¢), File No.
2-51731).

— Eighteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(c), File No.
2-52709).

— Nineteenth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(b)(1), File
No. 2-57123).

— Twentieth Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 3(a)(1) to
1976, Form 10-K of Houston Industries Incorporated ).

— Twenty-First Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2 to 1977,
Form 10-K).

— Twenty-Second Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 2(d), File
No. 2-62879).

~ Twenty-Third Supplemental Indenture to Exhibit 4(b)(1) (Exhibit 1 to 1978,
Form 10-K).

— Twenty-Fourth Supplemental Indenture to Exhibit 4(b)(1) ( Exhibit 1 to 1979,
Form 10-K).

— Twenty-Fifth Supplemental Indenture to Exhibit 4(b)(1).

— Twenty-Sixth Supplemental Indenture to Exhibit 4(b)(1).

— Gas sales contract, dated September 6, 1963, between the Company and
Humble Oil and Refining Company ( Exhibit 4(a), File No. 2-24599).

— Amendment to Gas Purchase Contract, dated May 29, 1974, between Exxon
Company, US.A. and the Company, amending gas sales contract, dated
September 6, 1963, between the Company and Humble Oil & Refining Com-
pany ( Exhibit 1 to June 1974, Form 8-K).

~ Gas sales contract, dated January 14, 1964, between the Company and United
Gas Pipeline Company ( Exhibit 4(b ), File No. 2-24599).

— Amendment, dated September 6, 1972 to gas sales contract, dated January 14,
1964, between the Company and United Gas Pipeline Company (Exhibit 5(b),
File No. 2-45327).

- Franchise granted by City of Houston, Ordinance No. 57-929, effective October
1, 1957, and acceptance by the Company of the same dated September 19, 1957
(Exhibit 5(c), File No. 2-59748).

— Letter agreement dated January 21, 1977 amending certain provisions contained
in Exhibits 10(b)(3) and 10(b)(4) (Exhibit 5(d)(1), File No. 2-58113).

~ Coal Supply Agreement, dated June 2, 1978, between Utility Fuels, Inc. and
Spring Creek Coal Company (Exhibit 5(f), File No. 2-62291).

— Lignite Supply Agreement, dated August, 1979, between Utility Fuels, Inc. and
Northwestern Resources Company (Exhibit 1 to August, 1979, Form 8-K of
Houston Industries Incorporated ).

~ Coal Supply Agreement, dated April 18, 1980, between Utility Fuels, Inc. and
Kerr-McGee Coal Corporation (Exhibit 1 to January-March 1980, Form 10-Q
of Houston Industries Incorporated ).

~ Gas sales contract, dated January 19, 1981, between the Company and United

Texas Transmission Company ( Exhibit 1 to January, 1981, Form 8-K of Hous-
ton Industries Incorporated ).
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11 - None.

* __ . .

12 Comwu:;c;dhﬁugﬁmtohod Charges and Earnings to Fixed
13 — None.

19 — None.

20 - None.

22 — None.

Undertaking.

The undersigned, Houston Lighting & Power Company, hereby undertakes pursuant to Regulation
S-K, Item 7, paragraph (b)(4)(c), to furnish to the Securities and Exchange Commission upon request
all constituent instruments defining the rights of hoiders of 'ong-term debt of Houston Lighting &
Power Company not filed herewith for the reason that the total amount of securities authorized under
any such instruments does not exceed 10% of the total assets of Houston Lighting & Power Company.
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Houston Industries Incorporated

Houston Industries is the parent company of three subsidiaries: Houston Lighting &
Power Company - HL&P is the nation's sixth largeat electric utility in terms of
kilowatt hour sales. It serves a 5,000-square-mile area which includes Houston,
the nation’s fifth largest city.  Primary Fuels, Inc. - Primary Fuels is involved in the
exploration for oil and gas offshore along the lower Texas Gulf Coast and onshore in
the continental U.S. Ultility Fuels, Inc. - Utility Fuels' principal efforts are directed
toward the acquisition and delivery of fuels to electric generating plants. To date, it
has oporatod pnmm@y as a suppher and trnnsporter of coal to HL&P




—
The Report's Headlines "

The quarterly deend was raised in January 1980 to 67 cents per common PR
share and increased again in January 1981 to 74 cents per share.

Net income was up 14 percent. However, eamnings per share were down 3
percent on a 17 poreerﬂ :nerease in the average number of common shares

outstanding. };-{’,*;,_» :
A three-for-two c

HL&Pwasy_m mmumm : J;




ineteen eighty was a successful year for Houston Industries even though
eamings per share fell just short of 1979's performance
Net income was up 14 percent to $184 million. The quarterly dividend per
common share was increased from 59 cents to 67 cents in January. A second raise to
74 cents per shar2 was made in January 1981 — a 25 percent increase in the two-year
penod.
However, eamings per share were down to $4.71, from $4 84 in 1979, as a result of
a 17 percent increase in the average number of shares outstanding
Financing has already begun in 1981 Most recently, three million shares of common
stock were sold March 6 at $25 25 Substantial additional sales will be required in
1981, including common stock, bonds and preferred stock as market conditions allow

The Board Has Recommended a Three-for-Two Stock Spiit

In the belief that a lower per share market price will make the stock more attractive and
broaden our investor base. the Board of Directors has recommended a three-for-two
split of HI's common stock.

If approved by shareholders at the annual meeting May 13, an additional share of 3
common stock will be issued to shareholders for every two they own as of May 26

The following pages will discuss significant developments that affected Houston
Industnes in 1980 Several areas, however, deserve special mention here

Five Planned Generating Urits Have Been Moved Back Two Years

The company's long-standing program of monitorning conditions affecting its corporate
development has brought about a rescheduling of generating plant construction

Completion of four lignite units onginally scheduled to go on line in the years 1985
1986, 1987 and 1988 has been deferred for two years. The Allens Creek Nuclear Gen-
erating Station, formerly scheduled to be completed in 1989, is now scheduled to go in
service in 1991,

The scheduled completion dates of three units now under construction — a western
coal-fired unit and two nuclear units that comprise the jointly-owned South Texas
Project — are not affected by the revision

Qutlay for the former construction program was estmated at $3.3 billion for the
three-year period 1981-1983. The two-year deferment will reduce the estimated cost to
$2.4 biliion, a sum which will slill require very substantial rate relief as well as the raising
of large amounts of capital in a perod of highly volatile market conditions

The concems of Moody's Investors Service regarding our ability to finance the former
construction program led them to downrate HL&P's first mortgage bonds and pre-
ferred stock in November from Aa to A. These secuntes continue to be rated the
equivalent to double A by the other major rating services, Standard & Poor's Corpora-
tion and Fitch Investor's Service.




B e e i e

The rescheduling of new generating capacity has certain attendant risks because of
the area’'s continuing load growth and the long lead times needed to bnng new units
into operation Factors affecting the need for new units include rate of system load
growth, fuel supplies. govemmental regulations and effect of customer conservation

The company will be continually monitoring all factors influencing its corporate devel-
opment program and will make appropnate adjustments to its generating construction
program as circumstances may dictate

Meeting the area's electrnc power requirements in the 1980's will require these
actons.

* An aggressive load management program to restrain growth in peak electrical
demand must be expanded and implemented

* The provisions of the Fuel Use Act of 1978 prohibiting the burning of natural gas
after 1990 must be reiaxed

*Substantial amounts of power from other electnc utility systems in the State must be
purchased.

*Rate adjustments to support construction of additional generating capacity and
maintan the company's financial integnty must be obtained

Load Management Wil Be Essential to Meeting Area Power Requirements

An on-going. etfective load management program i1s absolutely essential. An expan-
sion of earlier programs resulted in the formation of a Load Management Department
in 1980 to coordinate all load management activities. A program 1o reduce system volt-
age dunng cnitical load penods is under development and rate studies designed 1o
encourage Industnal customers to reduce therr demands dunng penods of peak sys-
tem loads are being conducted. These two programs appear to have the potental of
substantally reducing system peak demand. Severai other programs are under study

The 1990 Cutoff Date for Gas Is Unrealistic and Unattainable

The 1990 date for termination of natural gas use mandated by the Fuel Use Act is unre-
alistic and unattainable. The company will continue to seek modifications of the Act to
permit the use of natural gas throughout the usefu! life of existing gas units. Such relax-
ation will be in the best interests of electric service users and the nation, since it would
gliminate the necessity of using substantial amounts of oil 1o replace natural gas

Agreements have been signed with two Texas systems for purchase of substantial
amounts of power through 1987 The changes in the construction program will require
the company to buy more power from neighboriiig systems. Studies are now under
way to determine availability of this power

The New Administration's Support for Nuclear Power Is Encouraging

The new Administration’s earty pronouncement of support for nuclear energy gives
encouragement for the further development of this cntically needed energy resource

Despite the delays and cost increases which have occurred in the construction of the
South Texas Project. studies show that it will produce electncity at a lower cost than a
inssil-fueled plant operating in a comparable tme frame

The Nuclear Regulatory Commission has allowed! the restart of certan construction
actwities at STP that were temporarily suspended in 1980 Full construction activity 1s
expected 1o be re-established in the second quarter of 1981
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Business Activity Weathered Recession
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Our Fuel Mix Is Changing Rapidly

HL&P is moving steadily in its efforts to convert its fuel mix from one formerly based
entirely on natural gas to coal, ignite and uranium. The Fuel Use Act of 1978 pro-
hibits the company from using gas as a bailer fuel after Dec. 31, 1989 except where
some exemptions apply

HL&P is strongly supporting legisiation to amend the Act so natural gas can be
burned in existing gas-fired plants through their useful life. The projected fuel mix for
1990 assumes that the Act will be amended

Coal and lignite are going to play a greater role in the fuel mix in the 1980's. HL&P
burned nearly 5.8 million tons of coal in 1980 to account for 17 percent of its fuel mix

In July Utility Fuels began deliverir.,g coal to HL&P from a Spring Creek Coal Compa-
ny mine near Decker, Montana. HL&P's other source of western low-sulfur coal is a
Kerr-McGee mine near Gillette, Wyoming. When its fourth coal-fired unit becomes
operational in 1983, HL&P expects to be buming about eight million tons of coal a year.
which will be 23 percent of the fuel mix that year

18

HL&P Fuel Mix

Coal transportation costs continue to be of concem to HL&P Dunng 1980 coal haul-
ing rates charged by Burlington Northemn railroad from Wyoming rose from $17.93 to
$21.70 a ton, aimost twice the cost of the coal at the mine. Burlington Northern was
charging $22.73 a ton at the end of the year to haul the Muntana coal

In February the company was denied a hearing by the U.S. Supreme Court on its
appeal of increased rates imposed by Burlington and approved by the Interstate
Commerce Commission

The company's plans to use Texas ignite at mine-mouth plants will provide some
relief from high coal hauling rates

When all four lignite units are operational in 1990, HL&P expects to be buming about
13 million tons of lignite a year. Together, coal and lignite are projected to account for
38 percent of HL&P's fuel requirements that year

Oil's share of the fuel mix is not expected to change significantly as long as ade-
quate supplies of natural gas are available. Oil will represent a small percentage of the
fuel mix in the 1980's

Uranium will not become a factor in HL&P's fuei mix until 1984. By 1990, uranium is
projected to represent a 6 percent share of the fuel mix

The percentage of natural gas in fuel mixes of the 80's will gradually decrease as
other solid fuel units are brought on line

The average cost of fuel continued to rise in 1980, from $1.71 per million BTU in
1979 to $2.06 in 1980. Fuel costs are expected to continue to rise in the 80's
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We Must Buy Power in the 80's

HL&P will have to purchase substantial amounts of power to maintain acceptable
reserve margins during most of the 1980's

This has come about as a result of delays in scheduled comp'etion dates of a num-
ber of generating units and the extension in the in-service dates of five of HL&P's
generating units. The company has considered 15 percent an adequate reserve 1o
ensure reliability

To maintain at least this level, the company has entered into purchased power
agreements with two Texas utilities. In July HL&P signed a contract with City Public
Service of San Antonio to purchase varying amounts of generating capacity over a six-
year penod on an as-needed basis. HL&P can buy 200 to 500 megawatts of capacity
duning the years 1982 through 1987

In December the City of Austin agreed to increase the generating capacity available
to HL&P from 500 megawatts stipulated in an earlier agreement to 800 megawatts
and to extend the former agreement two years through 1987. HL&P bought substantial
amounts of energy from Austin during the record hot summer

th contracts serve the same purpose as if the capacity were installed on HL&P's
system. The company is now looking for more sources of purchased power for the
late 80's

Load Management Is A Top Priority

Pursuit of an aggressive load management program has become cntically important to
HL&P, in light of ‘he changes in its construction program

Successful load management and energy conservation programs can help hold
down peak demand growth which reduces construction costs and financing

Recognizing this, a Load Management Department was formed in June to work full
time developing programs to control peak demands beyond those the company has
employed. The department is now actively considernng 19 separate programs for con
trolling peak demands

A voltage reduction program will be started in the summer of 1981. It wili be imple-
mented only dunng critical load perods. Voltage ~2duction is expected to lower peak
demands by 250-300 megawatts

The department has begun an expenmental prograr called "SHED.” Radio com-
mands from HL&P's Energy Control Center will raise settings of set )/ set back ther-
mostats instailed in a test group of homes and businesses during hours of peak usage
n the summer of 1981 to reduce air conditioning loads. Its effectiveness in lowernng
demand will be evaluated after the summer
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company had been ordered to expand a monitoring program of the plant’s cooling
pond and the bay. The plant draws water from Cedar Bayou, passes it through its
condensers and discharges the warmed water into a cooling pond that eventually
empties into Tninity Bay

The monitoring demonstrated that no harm has been dore to Trinity Bay. In fact
Cedar Bayou has benefited. The ruling will save the company more than $400.000 in
monitonng costs planned for 1981 alone

We're Active nR & D

In 1980 the company created a new position of administrator of power system projects
The administrator is now working full time to examine the economics of future genera-
uon and alternative fuels projects for existing gas-fired units

In February 1981 it was announced that Houston Industries and ARCO Petroleum
Products Co. will study the feasibility of building a cogeneration plant on the Houston
Ship Channel. The electricity produced would add to the supply available to utility
customers through an existing network. Steam would be available to the ARCO Hous-

ton Refinery and nearby industrial customers

HL&P continues to help fund fusion research at the University of Texas through the
Texas Atomic Energy Research Foundation, which sponsors the UT fusion research
center. A new machine designed to contain the fusion reaction was completed in 1980
The Texas Experimental Tokamak (TEXT) will be dedicated in 1981

The Commercial Research Department is monitoring the energy consumption of
several test homes incorporating many energy-saving components. The department is
comgaring their performance to homes similar in size and design which do not have

Number of Customers
(Thousands)

8915
1977 1978

additional energy-saving features. Data from “Project Conservation” through June of
1980 has shown the test homes consume an average of 31 percent fewer kilowatt
hours than the conventionally buiit homes. Monitoring will continue in 1981

Commercial Research is also testing the effectiveness of programmable set up/set
back thermostats and will start a study in 1981 on solar assisted heat pump systems
for residential use

In addition, the company continued financial support of the Electric Power Research
Institute (EPRI) which coordinates major research efforts of both public and investor-
owned utilities

Interconnection Agreement Made

In June the company and Texas Ultilities Company co-signed an agreement with Cen-
tral and South West Corporation (CSW) ending a four-year dispute with CSW over
whether interconnected electric utilities of the Electric Reliability Council of Texas
(ERCOT) should be connected with others

HL&P is a member of the ERCOT system which operates within the State of Texas
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