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‘ Kansa"s Electric Power Cooperative, Ing.
{KEPCo), headquanered at Topeka, Kansas.
-+ was incorporated in-1975 as a not-or-profit
* generation and transmission cooperative T ‘ I e
AGKT). It is KEPCo's responsibility to pro- P el
cure an adequate and reliable power supply aeoe | Demeiglents
-~ for its twenty-three distribution rurrelectric uxxpemmememhcrs au S e e,
- reasonable cost. KEPCo is governied by a Board of Trustees representing - iy
each of its twenty-three members wiuch collectively serve more than L S N
9500 eleam meters in mo-{hxrds uf ruml Kansas (sce map pages. 10- . DU Mikieen

The hEP(,n Board of Trusxces meets rcguhrl) 10 esmhhsh policies .md T, e WM G
on issues that often include recommendations from working committees of e » g ..,,‘ B
 the Board and KEPCo staff. - The Board also elects a seven-person il e
~ Executive Cdmmittee which includes the President. Vice President, .
Secretary, T rusure{ And three additional I;xtwu\e Cummmee memben

I\EP(,O 1 undcr the ;unsdnmon of the l\Jnsas Corporan(m Commmum
o AKCC) and was gmmed 4 limited certgfmte of mmt:meme and
il .auth(mu in }98() 10 4t 5 4 G&T public uuht) : |

B ]99’ KEPC power supply resources ‘consised of 70W ned

-~ generation; hydropower purchases of an equivalent 100 MW frofihe -~

. Southwestern Power Administration, and 14 MW from the Western Aea
Power Administration; p)us pmml requnremem power purchases fmm

. regiomal Ulllltlt‘\ e

-




1995 Summary - A Turning Point

1 » " i il 1 . t
Jmark, a milestone, one for the record books. all could be used to charac

tor KEPCo. Perhaps the most appropriate description would be...a tuming p

KEPCo celebrated its twentieth anniversary in 1995 without a lot of fanfare Excey
1e Newsmaker recalling some significant history, it would be hard to know that KEPCo

5 OF SUCCess

vho have witnessed the evolution of KEPCo, that isn't surprising,” said KEPCo President Leon Fck
it the 1995 Annual Meeting. “Sure, there are plenty of accomplishments we can be proud of but

the farm——there is always something to do and talking about it doesn't get the chores done

ven the new competitive environment of the utility business, KEPCo is focused on the future rather

\

Nevertheless, a (UK k look back at 1995 presents several significant events which are
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j at the end ~* "= vear, the battle

appeared 1o be settled
er, the war is i
n 199%

n.. KEPCo fully expects the shots to stant

Fssential Services

:h their combined resources, KEPCo members support a wide range of ser-
SUCH @ pOwer quality investigatons, rurdl economu development projects

keting and diversification opportunities, power requirement studies, plus rate

! Sear matter
SIgN AnG other regulatory matiers

Harketing-KEPCo's marketing efforts continue te promote the value of electric

ty and hoost awareness of the electric cooperative network in Kansas. In its dis-

{ p ! i Bkas ) e
plays, KEPCo features the ground-source heat pump, lifetime electric water

heaters, efficient electric appliances, electrotechnology information and some

of the fatest cordiess electnc gadgets

exhibited at five dlitferent farm shows, the ten-Gay Kansas

During the vear, KEPC

staff and equipment were also useful in local education and marketing opportunities such as hea g con
building seminars
Economic Developmenti-KEPCO's economic development activities focus on projects and services which will improve jo
hansas. KEPCo has heen verv successtul i identifyir g profects wWiich are good canadates 1of Rurai Business an operative Developt
ro inferest loans
) { rS "“ | X l
KEPCo Member Rural Economic Development J .

Approved Loans and Grant Projects inds generated by KEPCo and its member

Mame ) { St ex g I \
Batler Constroction of addi- 625,600 5400 000 W0 October 1o establist 0
Buther Commurity College tions! chmsrooms at {Grant) : 9 | i \ ’

(§80.000 Revolviag Loan Fund started & repay. | Boschill ifigh school
ment of 5400000 will expand the fund) 1254 ostablishment of a ste
§100,00¢ L]

MidWeat Eictric $1R0,000

Trausformer 891

dheark bunsformers

Caney Yalley
iteflar baress 1093

Numvery buiiding for $126.069

<wine prodaction

M8
Prairic Pig beeders 193

Faistiiag flovrs for
swine production

$434,316

10

Fline Hills
Marion Vanefacuring |99

Buliding consiruction &
equipment purciase

Equipment purciase

S318.000

$1,189,000 $325,000

Teavenword Jeffernon
Fenest-Spencer Metais 9/93

Sise prep. bulldsg con $449.000

strction § cquipment

§1.540.012

Senoky Hill
Moty Masulaciuring |5+

Kansas Ovigirale 3/53

Hetding & equipment $227443 $181060

Budiding & eypipmernd :

Buliding consometion &) 93,341,000

TOTALS ©

B

‘ E—M baildisrg &

$5,132.000
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lemand of 50 kilowatts

s as defined in the rider

KEPCo is working
88 and atiract smaller
dve become increasin
i service termilory deemed

hansas. The 10Us may

a rurdl crews and manpower

JiNg Jdt’f{'i.h ' ana ety s o these areas

er unsest and force a decision 1o restor adequate ser

itility industry required building, growing and
tility industry now face a shift to a

KEPCo is focused on the new environment in the utility

1g very soon is being debated in pri-
the state. At this point, nearly everyone agrees that there is
lal impact of retan wheeling. Meanwhile, the anticipation alone is bringing

an¢ increased ethciency. “ach and every electric utility is examining its

developing ways (o do the work more efficiently and disting

nish thern lves the 1
U UICTTICTVE HIFOURI]

Or services, from potential competiton
!
der 1o address these and other challenges, KEPCo is part of an established network of

ifiliated

organizations in Kansas and across nation, Ail are committed to the same essentia
service and excellence perations. KEPCo values the work of KEC, its

statewide association, along with NRECA, CFC, RUS and trade groups like the Southwestern

Power Resources Association, Loveland Area Customer Group, and the Western Power

Producers. In addition, KEPCo has begun a dialogue with other G&T Cooperatives in the

region to determine if there is value in establishing alliances of technological ana professi na

FESOUrces

KEPCo and its member operatives &

future in our favor. KEPC
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PMA Battle

i $ » . ' 3 - 3 ) ' 4 1 ' 1 | | 1 DA
KEPCo spent a good part of the vear working to protect its mvestment in the Federal Power Marketing Administrations (PMAs

and, in tur, its preference power allocation

EY. A s i .,“ " n i 1 " Nhon ) } . ’ + "o i '
The PMA battle lines were diawn earlv i the vear when 4 new ( :>n:rq«~-‘ egan work to fultdh its pledge 1o Sut e size and

i H f o r with | - tey Balas ’ ) st ot} "
scope of the federal govemment. Combine that with 2 call for new money 1o balance the budget and the federal power mar-

Keting admintstrations were clearly in ( apitol Hill's cross hairs

finate!

JOFCINA

From the beginning, KEPCo participate

erforts of nivan IPEWES CUSIOMET groups suct

1 48 The

Southwestern Power Resources Association to educate the

Congress and the Adm.nistration about the history and the
value of the PMAs. KEPCo also contaa ‘
the Kansas Congressional delegation and worked w

Kansas Electric Cooperatives (KEC) 1o have 4 letter of

) €4Ch mer

}

sition \'mc" W representatives of each electr

in Kansas

"This 1ssue 18 up almost every year and we have alwavs
N abie 1o explain the fustory of preference power and

how "n }‘\‘\ henefit both the customers an fedea

government. However, this vear it was 4 1

President Clinion calied for a sale of the | 1995

ha it 3 niv the Vo
UAZET MEssa e mix the ar \ &4 New

Tess 10 privatize govesnment functions d

concemned he PMAs would be victimized by a cam ville Lake in ¢ m&vm Ukluhrmm i a federal ]r?'dm pre

paign Promise ! which [»'mlm s preference power for KEPCo mc'mhw uupwulum

said Bruce Gr
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" Trustee Representatives, Alternate T

1. Ark Valley Electric Cooperative Assn., Inc., Hutchinson
Trustee Rep. — Dale O. Evans
{iter "rustee — Delbert E. Tvler — Manager — Delbert E. Tyler

2. Brown-Atchison Electric Cooperative, Assn., Inc., Horton
Trustee Rep. — Dale Bodenhausen
{lernate Trustee — Harold D. Foley ”:Hf.‘l','("'- - Kodney V. Gerdes

3. Butler Rural Electric Cooperative Assn., Inc., El Dorado
Trustee Rep. — Kenneth Pike
\iternate Trustee — Kichard Turner Manager — Ernest |. Barker

“4. Caney Valley Electric Cooperative Assn., Inc., Cedar Vale
Trustee Rep. — DeWayne C. Barnett
Aliernate Trustee — David Vince  Manager — David Vince

-
D). C&W Rural Electric Cooperative Assn., inc., Clay Center
Alternate Trustee — Robert Oblde — Manager — Kenneth | Maginie)

6. CMS Electric Cooperative, Inc., Meade
Trustee Rep. — Kirk A. Thompson

Alternate Trustee — Clifford Friesen Hanager — Kirk A. Thompson

7. DS&O Rural Electric Cooperative Assn., Inc., Solomon
Trustee Rep. — Nadine Griffin

Alternate Trustee — Jerry Rumbaugh Vanager — Jerry Rumbaugh
D X

8. Flint Hills Rural Electric Cooperative Assn., Inc., Council Grove
Trustes Rep. — Robert E. Reece

liternate Trustee — Gus Hamm Wanager — Robert E. Keece

0. Jewell-Mitchell Cooperative Electric Co., Inc., Mankato
Trustee Rep. — Leon Eck

{lternate Trustee — Jim Gouldie  Manager — Jim Gouldie

10. Leavenworth-Jefferson Electric Cooperative, Inc., McLouth
Trustee Rep. — Robert Smith, Jr.
\ternate [ruste \bane L. Larson

Wanager Shane L. Larsor

11. Lyon-Coffey Electric Cooperative,
Inc., Burlington
Trustee Rep. — R.D. Speece

Herndie (1 { Aenneth Hansel

Wanagper Larmy N, §

12. NCK Electric Cooperative, Inc.,
Belleville
Trustee Rep. — Melroy Kopsa

l‘"r.‘,‘ YUSTE /)

{

1 I I
Wanager Dougia ICRSOH

2 Melroy Kopsa

10




stee Representatives and Managers

13. Ninnescah Rural Electric Cooperative, Inc., Prau
Trustee Rep. — C, Frederic Moore

' { g - i :
erndle 1 ruste WAaIRer 1aris Vanage W iR

'/ '3 , . ~ .
14. Norton-Decatur Cooperative Electric Co., Inc., Norton
Trustee Rep. — Allan J. Miller

therna Chrissie Drommer Wanage { i

15. PR&W Electric Cooperative Assn., Inc., Wamego
Trustee Rep. — Kenneth J. Maginiey
\ten ¢ Trustes Delbert Eichman Vanaser A

16. Radiant Electric Cooperative, Inc., Fredonia
Trustee Rep. — Dennis Duft

! f
I8 i

WCT T NS ( W

iy A Sedgwick County Electric Cooperative Assn., Inc., Cheney
Trustee Rep. — David Reichenberger
f {lan | } } 17 ] {

Liernal an L. Hennn Ve

18. sckan Electric Cooperative Assn., Inc., Girard
Trustee Rep. — Jack Wilkinson

\

{lternate [ risies { Xl Krmes Vidriaeer 1) (.cmmes

19. Smoky Hill Electric Cooperative Assn., Inc., Ellsworth
Trustee Rep. — Donald R. Minarg
dlernalte (rustee - 1”';1v \1!./’ Wt l\.".A’.l‘."’ Lonald K \

20. Sumner-Cowley Electric Cooperative, Inc., Wellington
Trustee Rep. — Max Kolarik

{2 } f y 14 )
Hilernate [riistes Aendall beck VILEIEN! ACHdd WK

21. Twin Valley Electric Cooperative, Inc., Altamont
Trustee Rep. — Donald E. Hellwig
B A ) 1 f

rnaie |

22. United Electric Cooperative, Inc., lola

I'rustee Rep. — Dennis Peckman o

!
|
) R ; , | \
..5. Victory Electric Cooperative | 21 Donald E. Hellwig
Assn., Inc., Dodge City

Irustee Rep. — Marvin Hampton

| Executive Committec |

Leon Eck - President
Kenneth Maginley - Vice President
Kirk Thompson - Secretary
David Reichenberger - Treasurer
Dale Evans
Robert Reece
R.D. Speece




3. Kansas Elecixi¢ Power Cooperative, Inc.

Balance Sheets December 31, 1995 and 1994 .

ASSETS 1995 1994
UTILITY PLANT:
EleCtric plant mn se

RESTRICTED ASSETS

| 4

CURRENT ASSETS

|

\0

\ ¢ )

Mal |

Ot 584 52
ITHF] I'FRM F1

| X 65

)

W

9244.585.093 $239.433,201

A&



c‘,‘ “Kansas Electric Power Cooperative, Inc.
5 Balance Sheets December 31,1995 and 1 9)4

CAPITALIZATION AND LIABILITIES
CAPITALIZATION:

LIABILITIES

$244,585.093 239,435,201




5 &S Kansas Electric Poiver (,'(m/)i'r(llirv. Inc.

Statements (;{ Operations and Changes in Patronage Capital (Deficit)
Years Ended December 31, 1995 and 1994 : '

OPERATING REVENLI

”!:} i: Al l\l [ \t', '\\{ ‘,

BEGINNIA

PATRONAGE CAPITAL-ALLOCATED
(DEFICIT-UNALLOCATED), END OF YEAR




“»

7"5%% I\auws Electric Power (m;/)em{ue Inc.
35! Slatemem of Cash Flou's Years Ended December 31,1995 and 1994

1995 1994
CASH FLOWS FROM OPERATIONS:

CASH FLOWS FROM INVESTING
\CTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES

INCREASE IN CASH AND
EQUIVALENTS

H AND CASH EQUIVALENTS
INNING OF YEAR

) CASH EQUIVALENTS
$11,.219 Ww $9.803,038




Kansas Hufli( Poiver (un/i(’lmllt‘ IH(
Slalemem of Casb Flows Years Ended December 31,1995 and 1994 .

1995 1994
RECONCILIATION OF NET INCOM!
['O NET CASH PROVIDED BY
OPERATING ACTIVITIES:

8,262,403 5,601,786

$14.155.216 510,175,868




Notes 1o Financial Statements

I. NATURE OF OPERATIONS

) DEPARTURES FROM GENERALLY ACCEPTI

A

AWCOOUNTING PRINCIPLES

1995 1994

81373776 51,145,054

Kevenues
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Reclassifications - KEPCo has reclassified the presentation of certain pror year
information to conform with the current presentation.

4. WOLF CREEK GENERATING STATION

KEPCo owns 6% of Wolf Creek near Burlington, Kansas The remainder is owaed by
the Kansas City Power & Light Company (KCPL - 47%) and Kansas Gas & Eleciric
Company (KGE - 47%). KGE is a whoily owned subsidiary of Western Resources,
Inc. Substantially all of KEPCo's wtility plant consists of its share of Wolf Creek.
KEPCo is entitled to a proportionate share of the capacity and energy from Wolf
Creek which is used 10 supply 2 portion of KEPCo's members’ requirements. KEPCo
is billed for 6% of the operations, meintenance, administrative and general costs and
cost of plant additions related w Wolf Creek. All operations are accounted for in the
sime manner as would be a wholly owned facility.

The KCC declared Wolf Creek commercially operable on Sept. 3, 1985, KEPCa's total
investment includes interest and sdministeative costs during construction

Effective February 1, 1987, the KCC issued an order 1o KEPCo to utilize a present
worth (sinking fund) depreciation method which does not conform with generally
accepted accounting principles and which constitutes & phase-in plan which does not
meet the requiremients of SFAS No. 92 If depreciation on electric plant in service
was calculated using @ method in accordance with generally accepred accounting
principles, depreciation expense would be increased und KEPCo's operating margin
would be decreased by 82,977 448 and 83,494,143 for the vears ended December 31,
1995 and 1994, respectively. In addition, net utility plant would be decreased and
patronage capital would be decreased by $35948940 and $32971.498 as of
December 31, 1995 and 1994, respectively.

5. SHORT-TERM AND OTHER INVESTMENTS
Short-term and other investments consist of the following as of December 31, 1995

1995 1994
Amortized  Fair | Amortized  Fair
Cost Value Cost Vahie
Shonsterm investments:
Available-for-sale -
Homestead mutual funds S1.08200  §1312769 | $1L,018451 $1.018.451
Held-to-maturity -
U5, government
AgENCy securies LNl ZMATSL Y
3585880 ARI6S0 | 10151 1018451
Other nvestments -
Held-to-maturity -
US. govemement
35040620 $5.270.290 | SLOIBAS! S1018451

Included in capitalization is $230.670) of unrealized gains on available-for-sale equity
securities as of December 31, 195, The amontized cost of available-for-sale equity
securities approximated fair value as of December 31, 1994,

The contractual matinties of debr securities classified as held-o-maturity as of
Decembier 31, 1995 are as follows,

Amortized Fair

Cost Value
Due within one vear $2.503.781 §2.503.781

Due after one vear through five vears
Due after five years througgh ten veas 0,000 000
Dug afer en years $B4.740 B
$3,958.521 $3.958.521
6. BOND FUND RESERVE

KEPCo s entered into a hond cover <2 whereby the Cooperative is required to
maintain, with a truste, a Bond Foud & ~orve of a stipulated amount of approxi-
mately 39 million, sufficient 1. satsfy < .00 fueiy wieren and principal obliga-
tions. The amount held in the Bord Fund Reserve s w.vested oy the trustee in tax-

exempt municipal securities. pursuant 1o the restrictions of the indenture agreement,
which are carried at cost

7 INVESTMENTS IN ASSOCIATED ORGANIZATIONS

At Deceruber 31, 1995 and 1. Lvestments in associated organizations consisted of
the following:

1995 1994

CPC:
Membership 3 1.000 § 1000
Capital term centficates 5970 395970
Subordinated term cettificates 2,205,000 2,205,000
Patronage rapital cenificates 38652 47746
Other 115,689 114261

82.756,311 $2.763.977

8 DEFERRED CHARGES

Disaliowed Costy - Effective October 1. 1985, the KOC issued a rate onder relating
10 KEPCo's investment in Wolf Creek which disallowed approximately $26.0 million
of KEPCo's investment in Wolf Creek (approximately $22.5 million net of accumalat-
ed amortization as of December 31, 1995). A subsequent rate order, effective
February 1. 1987, allows KEPCo 10 recover these disatowed costs and other costs
related 10 the disallowed portion for the period from September 3, 1985 through
January 31, 1987, over 4 27.736 year period staning February 1, 1987. KEPCo is using
present worth (sinking fund) amortization 10 recover the disallowed costs which
enables it 1o meet the times interes: eaned ratio and debt service requirements in the
KCC mte onder dated January 30, 1487, The method used by KEPCo constitutes a
phase-in plan which does not meet the requirements of SFAS No. 92 If amonization
to recover the disallowed costs was caloulated using & method in accordance with
generally accepted accounting principles, amortization of deferred charges would be
increased and KEPCo's operating margin would be decreased by $417,886 and
$436,43 for the veurs ended December 31, 1995 and 1994, respectively. In addition,
deferred charges would be decreased and patronage capital would be decreased by
$4.831,201 and $4.413 315 as of December 31, 1995 and 19%, respectively

Revenue and Expenses for the Period from Seftember 3 1985 through
September 30, 1985 - Although Wolf Creek began commercial operations on
September 3, 1985, the KCC ordered KEPCo to accumulate all revenues and expens-
es related to the operation of Wolf Creek for the period from September 3, 1985
through Septvmber 30, 1983 in deferred charges The KCC issved an neder on
February 1 1987 which allowed KEPCo to recover these costs over @ ten year peri-
od. Annua amortization of such costs increases over the recovery period

Decommissionn.” and Decontamination Assessments - The Energy Policy 2ot of
1992 established a fund 10 pay for the decontamination and decommissionizg of
nuclear enrichment faciiies operated by the DOE. A portion of this fund no 1o
exceed $2.25 hillion is 1o be collected from utilities that have purchased enrichment
services from the DOE. This portion is limited to no more than $150 million each
vear and will be in the form of annual assessments that will not be imposed for more
than 13 years. KEPCo has also recorded its portion of this lability which is being
paid aver 15 years, KEPCo has also recorded 4 refated deferred asset which is being
amortized to nuclear fuel expense over the 15 year assessment period. Management
expects to include these assessments in its next rate case 1o be filed with the KCC
and believes it i reasonable to expect approvil for recovery of these assessments,

Deferved Incremental Ostage Costs - On Aprl 9, 191, the KCC issued an order
that allowed KEPCo 1o defer its 6% share of the incrementsl mainienance and
rephacement power costs associated with refueling of Wolf Creek.  Such costs are
deferred during each outage and are being amortized over the operating cycle com-
cident with the recognition of the related revenues

9. LONG-TERM DEBT

Long-term debt consists of mongage notes payable (o the United Mates of America
acting throug”, the Federal Financing Bank (FFB), the CFC and others. Substantially
all of KEPCo's assets are pledged as collateral.  The terms of the notes as of
December 31 are as follows



1995 1994
Mortgage notes payable to the FFB at rates
varying from 5.261% to 9.200%, payable in
quarterly installments through 2018,

Morgage notes payable to the CFC at a rate
of 10.028% through December 1997 and
9834 thereafier, payable

semi-annually. principal payments
commencing in 2003 and continuing
annually through 2017,

Mortgage nates payable to the CFC at

4 rate of 9.5274% through December 1997
and 9.33% thereafier, payable semi-annually,
pancipal payments commencing in 1989
ane! continuing annually through 2002

$126.235,259 $126,482510

31,340,000 51,340,000

7.947 978 K 78083
Floating/fixed rate pollution contral revenue
bonds, Cityof Budington, Kansas, Pooled Sertes
1985C, vaniable interest rate €3.75% at
December 31, 1995) payable

annually through 2015,

~HA00W 20500000

2543 ¥ 227,109,344
—S3B0T  __AT00K
$2200275%0  $223.318.414
Aggregate matunities of morgage notes payable 1o FFB and CFC and floating fixed

rate pollution control revenue bonds as of December 31, 1995 after the repricing of
certain FFB mongage notes payable as discussed below, are as follows:

Less cusrent portion

Year Amonnt
199 $ 5895077
1997 4857236
1998 8,050,418
1999 5571812
2000 5004928
Thereafter 198,637,166
$225.423.237

At December 31, 1995, KEPCo has FFB approved loans guaranteed by RUS with bal-
ances of $126,235,259 OF this amount, $4,574,759 currently has & maturity date of
March 31, 1996 Upon maturity of each shortterm advance, KFPCo may renew the
advance for another two year period or elect to extend the maturity date on 2 long-
term basis.  The above schedale of Jongterm debt maturities assumes that the
$4.574,759, which matures on March 31, 1996, will be extended based on the above
options

in addition. restrictive covenants require KEPCo to design rates that would enable it
10 maintain a times interest earned ratio and debt service coverage of at least one-to-
one in af least two out of every three years and prohibits distnbutions of net patron-
age capital or mangins until, after giving effect to any such distribwtion, total patron-
age capital equals or exceeds 200 of total assets.

On November 22, 1995, KEPCo repriced $20.4 million of mongage notes payable 10

* FFB. The new mierest rates vary from 5831% to S89%% compared to the old rates

of 7:581% 1o 7.705% and are projected to save KEPCo $2.5 million over the life of the
notes.

On Januaey 19, 1996, KEPCo repriced $11.5 million of montgage notes payable to the
Federal Financing Bank  The new interest rates vary from 5.301% to 5507 com-
pared to the ofd rtes of 75208 1o 7.674% and is projected to save KEPCo $2 mullion
over the life of the notes.

10. SHORT-TERM BORROWINGS

KEPCo hus available @ $12 million lne of credit with the CFC which remained unused
as of December 31, 1995,

11, OPERATING LEASE

KEPCo leases office spece and equipment under norcancellable operiung leases. The
office «pace minimum Jease payments can be increased to the extent that taxes and
wsurance paid by the lessor exceed 1987 levels.

Future minimum lease payments at December 31, 1995 are as follows:

Year Amount
1996 § 96,628
1997 108,753
1998 108,753
19%) 108,753
2000 1317
$424,104

The related rental expen. ¢ for 1995 and 1994 was $93.718 and 583,895, respectively.

12. BENEFIT PLANS

National Rural Flectric Cooperative Association (NRECA) Retirement and
Security Program - KEPCo participates in the NRECA retisement and security progein
for ts empioyees.  All employees of members of NRECA are eligible © panticipate in
the program A moratorium on contributions was in effect for the period July 1, 1987
through December 31, 1993 due to reaching the full funding limitation. However, dur-
ing 1994, the moratorium ended and KEPCo resumed its contributions. In the master
multiemplover plan which 18 avaitable to all members of NRECA the accumulated ben-
efits and plan assets are not determined or allocated by individual employee. KEPCo's
pension expense, under this program, was $49.528 and $23,319 for the years ended
December 31, 1995 and 1994, respectively.

Substantially all employees of KEPCo also participate in the NRECA Savings Plan 401(k)
option.  Under the plan, KEPCo contribuwes amounts not to exceed ¥4, deperclent on
the employee's level of participation, of the respective employee's base pay to provide
additional retirement benefits. KEPCo contributed approx.mately $30.892 and $31.497
to the plan in 1995 and 1994, respectively

Yolf Creck Nuclear Operating Corporation Retivemeni Plan - KEPCo has an
oby gation to the WONOC Retivement Plan for its 6% ownership interest in Wolf Creek
T s plan provides for benefits upon retirement, normally at age 65, In accordance
with the Emplovee Retirement Income Security Act of 1974 (ERISA), KEPCo has satis-
fied at least its minimum funding requirements.  Benefits under this plan reflect the
employee's compensation, vears of service and age at retirement

Provisions for pensions are determined under the nules prescribed by SFAS No. 87 The
following sets forth KEPCo's share of the plan's actuarial present value and funded sta-
tus a5 of November 30. 1995 and 1994 (the plan years) and a reconciliation of such sta-
tus to the financial statements 1 of December 31,

1995 1994
Accumulated benefit obligation
Vested § 939288 § 419936
Nonvested 240843 152,783
Total S1.180,131 $572.719
Fair value of plan assets §1,12279% § TI878!
Projected benefit obligation 217357 L2047
Projected benefit obligation in
excess of plan assets (1,050,781 (431,626}
Unamortized transition amount 11,121 123,37
Unrecognized net gain (45,800} (432 848)
Unrecognized prios service cost #8273 31392
Acerued prension liability $ 932,186 $709,703

Plan assets are invested in insurence contracts, corporate bonds, equity securities, 1S
Government securities and shon-ter.r investments
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Actuarigl assumptions:

1993 1994
Discount rate 7.5% 8.5%
Aanual salary increase rate 5.09% 5,00
Long-term rate of retum B5% #.5%

KEPCo's share of the net periodic pension costs were as follows for the years ended
December 31

1995 1994
Service cost $I47914 S 18K 080
Interest cost on projected benefit obligation 124,630 115,402
Actual return on plan assets (213855 56,637
Other A2L6% LI07.636)
Total pension expense $180.311 5252483

13. COMMITMENTS AN D CONTINGENCIES
Litigation - There is a provision in *he Wolf Creek aperating agreement whereby the
owners treat certain clams and losses . ssing out of the operation of the Wolf Creek
Generating Station as a cost to be born by the owners separately (but not jointly) in
proportion to their ownership shares. Each of the owners has agreed to indemnify
the others in such cases.

As is the case with other electric utilities, KEPCo, from time to time, is subject 1o var-
ious actions which occasionally include punitive damage claims. KEPCo maintains
insurance providing lability coverage; however, the insurance companies generally
reserve the right 1o challenge insurance coverage for punitive damage recoveries, In
the opinion of the general counsel of KEPCo, there is not a significent probability that,
as @ resuis o pending or threatened personal injury actions, KEPCo will be liable for
payment of actual or punitive damages in an amount material to the financial posi-
tion of KEPCo

Nuclear Liabiliry and Insurance - The Price-Anderson Act and its amendments cur-
rently imit the public liubility, including attorney costs, of nuclear reactor owners for
claims that could arise from a nuckear incident 1o $8.92 billion. 1f this lability limsta
tion is insufficient, Congress will take whatever action is necessary 1o compensate: the
public for valid claims. "The Wolf Creek owners (Owners) have liability insurance cov-
erage of this amount which consists of the maximum available priv  surance of
$200 million and the balance s provided by an assessment plan . ated by the
Nuclear Regulatory Commission (NRC). Under this plan, the Owners are jointly and
severally subject 10 a retrospective assessment of up to $79.28 million (34 76 million
- KEPCo's share), in the event there is a nuciear incident involving any of the nation's
licensed seactors. This assessment 8 subject to an inflation adiustment based on the
Cosumer Price Index and applicable premium taxes. There is a limitation of $10 mil-
lion ($600,000 - KEPCo's share) in retrospective assessments per incident per vear.

The owners of Wolf Creek also have decontamination liability. prenature decommis-
sioning lability and property damage insurance for loss resulting from damage (o the
Wolf Creek facilities in the amount of $2.75 billion (8165 million - KEPCo's shiare)
This insurance is provided by a combination of "nuclear insurance pools’ which pro-
vide §.5 bilhon of coverage and Nuclear Electric Insurance Limited (NEIL) which pro-
vides $2.25 billion. In the event of an accident, insurance proceeds must first be used
for reactor stabilization and site decontamination. The remaining proceeds, i any,
cun he usex! for property damage or premature decommissioning costs up to §1.3 bil-
lion (878 million - KEFCo's share)

The owners of Wolf Creek also carry additional insurance with NEIL to cover costs of
replacement power and other extra expenses incurred duning a prolonged outage
resulting from accidental property damage at Wolf Creek. If losses incurred at any of
the nuclear plants insured under the NEIL policies exceed premiums, reserves and
other NEIL resources, KEPCo may be subject 1o retrospective assessinents under ihe
cument policies of approximately $1.3 million

Although KEPCo maintains various insurance policies to provide coverage for poten-
tial losses and labdlities resulting from an accident or an extended outage, KEPCo's
nsurance coverage may not e adequate to cover the costs that could result from a
catastrophic acadent or extended outage at Wolf Creek  Any substantial losses not

covered by insurance, o the extent not recoverable through rates, could have a mate-
rial adverse effect on KEPCo's financial position and results of operations.
Decontnsissioning - KEPCo cames premature decommussioning insurance which has
several restrictions. One of these (s that it can only be used if Wolf Creek incurs an
accident exceeding $300 million in expenses to safely stabilize the reactor, to decont-
aminate the v-actor and reactor station site in accordance with a plan approved by the
NRC, and to pay for on-site property damages. This decominissioning insurance will
only be available if the isurance funds are not needed to implement the NRC-
approved plan for stabilization and decontamination.
Nuclear Fuel Commitments - Al December 31, 1995, Wolf Creek's nuclear fuel com-
mitments (KEPCo's share) were approximately $2.0 million for uranium concentrates
through 2001, $15.4 million for enrichment through 20114 and $9.3 million for fabricu-
tion throvgh 2025.

RUS Development - KEPCo has received notification from the RUS that, because
KEPCo's financial statements are not in conformance with generally accepled account-
ing principles, 4s discussed in Note 2. the RUS will evaluare all requests for action on
the basis of financial information prepared as if the straight-line method of deprecia-
tion and amortization had heen used.

14, FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used 1o estimate the fair value of each
class of financial instruments for which it is practicable w estimate that value as set
forth in SFAS No. 107

Cash and Cash Equivalents - The carrving amount approximates the fair valie
because of the short-term maturity of those investments.

Sbort-Term and Other Investments, Decommissioning Trust, Investments in
Associated Organizations and Bond Fund Reserve - The fair value of these assets
is based! on quoted market prices as of December 31, 1993

Variable-Rate Debt - The carrying amount approximates the fair value because of the
short-term vanable rates of those debt instruments

Fixed-Rate Debt - The fair value of the fixed-rate debt is based on the sum of the esti-
mated value of each issue, taking into consideration the current rates offered to KEPCo
for debt of the same remaining maturities

The estimated fatr values of the Company's financial instruments are as follows;

. December 31. 1995
Carrying Value Fair Value

Cash and cash equivalents $ 11219395 § 1121939
Short-term investments 3816550 3816,550
Other investments 1.454.740 1,463,052
Investrents in assoctated organizations

(including restricted assets) 275311 3458317
Bond fund reserve 5,930,341 4,302,664
Decommisisioning trust 2,452 805 2357919
Vartable-rate debt 39,500,000 39,900,000
Fixed-rate de 183.323,237 209,575,762

15. PATRONAGE CAPITAL

In accordance with KEPCo's by-laws, KEPGo's current margins are to be allocated 1o -

members. Upon affirmative vote of the membership, current margies may be used to
offset prior vears' losses.  Of KEPCo's 1995 margin of §5892.753, an amount of
$1.433.125 was used to offset prior years' losses. The remaining $4.459,028 was allo-
cated to members bised on revenues collected from members as 2 percentage of total
member revenues. 1f KEPCo's financial statements were adiusied to eliminate the
exception to generally accepted accounting principles, then total patronage capital
would have been a deficit. This would result in no atiocation 1o members

KEPCo
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Independent Auditors’ Report

Board of Trustees Kansas Electric Power Cooperative, Inc.

‘_ Je have audited the accompanying balance sheets of Kansas Electric Power Cooperative, Inc, as of
December 31, 1995 and 1994, and the related statements of operations and changes in patronage capital

(deficit) and cash flows for the years then ended. These financial statements are the responsibility of the

_ Cooperative's management. Our responsibility is to express an opinion on these financial statements based

on our audits.

We conducted our audits in accordance with generally accepted auditing standards and Governme-t
Auditing Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial staiements are
free of material misstatement. An audit includes examining, on a test basis. evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting princi-
ples used and significant estimates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a reasonable basis for our opinion.

As more fully described in Note 2 to the financial statements, certain depreciation and amortization methods
have been used in the preparation of the financial statements which do not, in our opinion, conform to gen-
erally accepted accounting principles.

In our opinion, except for the effects on the financial statements of the matters referred to in the preceding
paragraph, such financial statements present fairly, in all material respects, the financial position of Kansas
Electric Power Cooperative, Inc. as of December 31, 1995 and 1994 and the results of its operations and
changes in its patronage capital (deficit) and its cash flows for the years then ended in conformity with gen-
erally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report dated Janvary 23, 1996 on

our consideration of Kansas Electric Power Cooperative, Inic.'s internal control structure and a report dated
January 25, 1996 on its compliance with laws and regulations.

0«/&# X Tonde oo

January 25, 1996







