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

SUBJECT COMANCHE PEAK STEAM ELECTRIC STATION (CPSES)
DOCKET NOS. 50-445 AND 50-446
RCVUEST FOR AMENDMENT TO CONSTRUCTION PERMIT
NOS. L"PR-126 AND CPPR-127 AND APPLICATION
FOR OPERA: .05 LICENSES FOR CPSES UNITS 1 AND 2

Gent lemen :

Pursuant to 10CFR50.30 and 50.90, Texa Utilities Electric Company (TU
Electric), licensee under the referenc d NRC Construction Permits for the
Comanche Peak Steam Electric Station ((PSES), acting for itself and the other
licensees named in the referenced Const uction Permits, hereby requests
amendment of the said Permits and hereby amends its Application for Cperating
Licenses to reflect revised ownership interests as described below. In
support thereof, the following information is submitted.

A. Proposed Amendments of Constructior Permits

Applicants propose the amerdments to reflect a re-allocation of ownership
interests in CPSES as follows:

The transfer by the Brazos Electric Power Cooperative, Inc. (Brazos) of
1ts 3.8% ownership interest in CPSES to TU Flectric, which presently holds
an 87-5/6% interest therein. 8y letter dated March 4, 1988 (TXx-88285),
TU Electric, acting for itself and the other licensees named in the
referenced Construction Permits, requested amendment of the s4id Permits
to reflect a re-allocation of ownership interests in CPSES occasioned b

an Agreement between TU Electric and Texas Municipal Power Agency (THPA{
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dated February 12, 1988. That letter requested amendments to reflect the
transfer of TMPA's 6.2% ownership interest in CPSES to TU Electric,
thereby bringing the aggregate interest of TU Electric to 94-1/30%.
Approval of the amendments requested on March 4, 1988, together with the
amendments requested in the instant letter will bring TU Electric's
aggregate interest in CPSES to 97-5/6%. *_/

The transfer of the Brazos interest is memorialized in the Agreement between
Brazos and TU Electric dated as of July 5, 1988 (the Agreement), which is
discussed below. Under the terms of the Agreement, the foregoing transfer is
subject to certain conditions precedent and regulatory approvals including the
Commission's approval. Applicants .equest that the amendments involving the
Brazos ownership interest be approved at this time and be made effective as of
the date of completion of the transfer of the Brazos ownership interest as set
forth in the Agreement.

B. Supporting Material

In support of this request, there is submitted for the Commission's
convenience a copy of the Agreement.

T Electric has the financial qualification and ability to complete
construction of the 3,.8% share of CPSES which it proposes to purchase under
the Agreement, To support that conclusion, we furnish TU Electric's most
recent SEC Form 10-K dated December 31, 1987, TU Electric's Form 8-K dated
July 5, 1988, and the 1987 Annual Report of Texas Utilities Company.

C. General

This request is being submitted pursuant to 10CFR 50.30 and 50.9C. The
amendments herein requested are administrative in nature and involve only the
transfer of an ownership interest from one entity to another entity which is
already an owner and licensee, This transfer wi{l in no way affect the
provisions of the Joint Ownership Agreement with respect to responsibility for
the operation and control of CPLES nor in any way affect the design or
construction of the facility. Accordingly, the proposed transfer does not
involve any increase in the probability or consequences of accidents
previously considered, does not create the possibility of an accident of a
type different from any evaluated previously, does not involve any decrease in
a safety margin, and therefore does not invclve a significant hazards
consideration. Finally, the proposed transfer will not have a significant
impact on the environment,

*_/ The interest of the remaining other owner, Tex-La Electric Cooperative of
Texas, Inc,, (2-1/6%) remains unchanged.
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In view of the fact that the transfer proposed by these amendments does not
raise any complex issue, and that the proposed transfer is also subject to the
Jurisdiction of other regulator{ agencies whose approval is a condition
precedent to the transfer, TU Electric respectfully requests an expedited
processing of these amendments so that the transfer can be consummated at the
earliest possible date.

Pursuant to 10CFR170.12(c), this application for amendments to the referenced
permits is accompanied by a check for $150 to cover the application fee.
Further, in accordance with 10CFR50.4(b)(2)(ii), one (1) signed original and
thirty seven (37) copies of this request are enclosed,

Very truly yours,

y &om/)

W. G. Counsil

RSB:tgw

Enclosures

cc: J. H, Wilson, OSP-NRC
Mr. R. D. Martin, Region IV
Resident Inspectors, CPSES (3)

STATE OF TEXAS
COUNTY OF DALLAS :

There personally appeared before me W. G. Counsil, who bein? duly sworn did
state that he is fxecutive Vice President, Nuclear Engineer ng and Operations,
of TU Electric; that he is duly anthorized to sign and file with the Nuclear
Regulatory Commission this amendment request for amendment of Construction
Permit Nos. CPPR-126 and CPPR-127, this amendment to the Application for
Operating Licenses for Comanche Peak Steam Electric Station, Units 1 and 2,
and the supplemental information regarding the foregoing; that he is familiar
with the content thereof; and that the matters of fact set forth therein are
true and correct to the best of his knowledge, information, and belief.

Notagd Public
My commission expires:__j%lggﬁ#&Z;f_k .




AGREEMENT
between
BRAZOS ELECTRIC POWER COOPERATIVE, INC.
Brazos
and
TEXAS UTILITIES ELECTRIC COMPANY
TU Electrie
Dated as of July 5, 1980
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THIS AGREEMENT is made and entered into this 5th day of July, 1988 by and
between the following parties:

BRAZOS ELECTRIC POWER COOPERATIVE, INC., a Texas non-profit electric
cooperative corporation, having its principal office at 2404 LaSalle Avenue, Waco,
McLennan County, Texas ("Brazos"), and TEXAS UTILITIES ELECTRIC COMPANY, a
Texas corporation, having its principal office at 2001 Bryan Street, Suite 1900, Dallas,
Dallas County, Texas ("TU Eleetric", and where appropriate in the context of this
Agreement, TU Electric may include TU Electric's corporate predecessors, Dallas Power

& Light Company, Texas Electric Service Company and Texas Power & Light Company),

DEFINITIONS
As used in this Agreement and in the Exhibits attached hereto, unless otherwise
specified therein, the following terms shall have the following meanings:

(a) "Agreement" means this Agreement and the Schedule and all Exhibits
attached to this Agreement,

(b) "Assignment Agreement" means the Assignment Agreement attached hereto
as Exhibit A,

(e) "Brazos Comanche Peak Debt" means the aggregate of the indebtedness. of
Brazos to the REA. the CFC and the FFB with respect only to Comanche
Peek, which at the date hereof is the unpaid principal amount of One Hundred
Ninety Four Million, Six Hundred Ninety Thousand, Three Hundred Fifty and
14/100 Dollars ($194,690,350.14), and is evidenced and represented by
documentation previously delivered by Brazcs to TU Electric,

(d) "Business Day" means a day on which banks in Dallas, Texas are open for
regular banking business,

(e) "CFC" means the National Rural Utilities Cooperative Finance Corporation,

or its successor.
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(h)

(i)

§)

()

(m)
(n)

"Closing" means the consummation, pursuant to this Agreement, of the sale
of the Purchased Assets by Brazos to TU Electric and the purchase of the
Purchased Assets by TU Electric from Brazos, as described herein,

"Closing Date" meails such date as may be agreed upon by the parties for the
Closing, which date shall be within thirty (30) days after the last to ocecur of
the NRC Affirmative LCute, the PUC Affirmative Date or the granting of the
necessary approvals of the REA, the CFC and the FFB with respect to the
Brazos Comanche Peak Debt referred to in Section 5.3(e) hereof,

"Closing Payment" means the aggregate of (i) Two Million, Four Hundred
Fifty Four Thousand, Eight Hundred Ninety Dollars ($2,454,890), plus (ii) the
amount of principal paid by Brazos with respect to the Brazos Comanche
Peak Debt from (and including) March 1, 1988 until the Closing Date and not
previously paid as part of the Signing Payment, plus (iii) an incremental
amount calculated at & rate equal to nine and one-half percent (9 1/2%) per
annum on said principal outstanding from time to time from (and ineluding)
March 1, 1988 until the Closing Date and not previously paid as part of the
Signing Payment,

"Comanche Peak" means the nuclear-fueled electric generating facility under
eonstruction on certain lands situated in Hood and Somervel' Counties, Texas,
and consisting of two units having a nominal capacity of 1,150 megawatts
each, and related properties, and is the aggregate and combination of tle
Station, Fuel and Transmission Facilities, and all other rights and interests
associated with or relating to all of the same.

"Deferred Payment" shall have the meaning set out in Section 1,5(c) hereof,
"FFB" means the Federal Financing Bank, or its successor.

"Fuel" means the Comanche Peak nuclear fuel, irrespective of chemical
and/or physical form, and the rights and interests related thereto.,

"Guaranty" means the form of Guaranty of TUC attached hereto as Exhibit B.
"Joint Ownership Agreement" means that certain instrument entitled on the

cover page thereof "Joint Ownership Agreement Between Dallas Power &

-2



(2)

(p)

(q)

Light Company, Texas Electric Service Company, Texas Power & Light
Company, Texas Utilities Generating Company, Texas Municipal Power
Agency and Brazos Electric Power Cooperative, Ine., for Comanche Peak
Steam Electric Station," executed on January 2, 1979, together with and as
modified by that certain instrument entitled on the cover page thereof
"Modification of Joint Ownership Agreement Between Dallas Power & Light
Company, Texas Electric Service Company, Texas Power & Light Company,
Texas Utilities Generating Company, Texas Municipal Power Agency and
Brazos Electric Power Cooperative, Ine. For Comanche Peak Steam Electric
Station," executed on June |, 1979, together with and as amended by (i) the
Amendment of Joint Ownership Agreement, executed on December 9, 1980,
between Dallas Power & Light Company, Texas Electric Service Company,
Texas Power & Light Company, Texas Utilities Generating Company, TMPA,
Brazos and Tex-La, together with and as amended by (ii) the Second
Amendment of Joint Ownership Agreement, executed on February 12, 1982,
between Dallas Power & Light Company, Texas Electric Service Company,
Texas Power & Light Company, Texas Utilities Generating Company, TMPA,
Brazos and Tex-La,

"Members" means the twenty (20) Texas non-profit electric cooperative
corporations that are the members of Brazos, as set out in Exhibit C attached
hereto.

"Mortgage" means the purchase money mortgage in the form of the Deed of
Trust and Security Agreement attached hereto as Exhibit D creating a first
lien and granting to Brazos a first and prior security interest in the Purchased
Assets to secure payment of the Note.

"New Lawsuit" means the lawsuit that, pursuant to Section 4.2(e) of this
Agreement, may be filed by Brazos or TU Electrie, and if filed will be filed in
Dallas County, Texas, in the event that nonsuits are taken by Brazos and
TU Electric in the Pending Dallas Suit pursuant to Section 4.2(d) of this

Agreement or this Agreement is terminated under Article X hereof,

-3



(r)

(s)

(t)

(u)

(v)

(w)

(x)

(y)

"Note" means the non-negotiable promissory note, in the form attached
hereto as Exhibit E, to be made and delivered at Closing by TU Eleetric as
provided in Section 1.5(¢) of this Agreement,

"NRC" means the United States Nuclear Regulatory Commission, or its
successor,

"NRC Affirmative Date" shall have the meaning set out in Scction 5.3(d)
hereof,

"Owners" means collectively TMPA, TU Electric, Tex-La and Brazos, as
owners of Comanche Peak in accordance with the terms of the Joint
Ownership Agreement, or singuiarly any of such parties,

"Pending Austin Suits" means Cause No, 399,482 — Brazos Electric Power

Cooperative, Inc. v. Texas Utilities Company, Texas Utilities Electric

Company, Texas Utilities Mining Company, and Texas Utilitics Services

Incorporated, — in the District Court of Travis County, Texas, 345th Judicial

District, and Cause No. 399,336 — Tex-La Electric Cooperative of Texas,

Inc., and Texas Municipal Power Agency v. Texas Utilities and Texas Utilities

Electric Company, — in the District Court of Travis County, Texas, 98th
Judicial District,

"Pending Dallas Suit" means Cause No. 86-6809-A — Texas Utilities Electric

Company v, Tex-La Electric Cooperative of Texas, Inc., et al. — in the

District Court of Dallas County, Texas, 14th Judicial District.

"Pending Houston Suit" means Cause No, 83-29889 — Charles A. Atchison, et

al v, Brown & Roct, Inc., et al, — in the District Court of Harris County,

Texas, 215th Judicial District, removed in April, 1988, to the United States
Distriet Court for the Southern Distriet of Texas, Houston Division, and

numbered Civil Action No, H-88-1409,

"Pending Litigation" means the Pending Dallas Suit and the Pending Austin
Suits.



() "Pending Somervell County Suit" means Cause No. 2692 — Clementine

Mathews and her husband Dolphin Mathews v. Comanche Peak Electric Steam

Station, et al, - in the Distriet Court of Somervell County, Texas, 15th

Judicial District,
(aa)  "Permitted Exceptions" means

- Matters affecting Brazos' title to all or any part of the Purchased
Assets existing immediately prior to the time the same were acquired
Dy Brazos from or through TU Electric or TU Electric's predecessors-
in-title;

- Matters affecting Brazos' title to all or any part of the Purchased
Assets created by the acts or omissions of (i) all parties owning
interests in Comanche Peak at the time involved acting collectively,
or (ii) the Project Marager or TU Electric or both;

- The lien for unpaid taxes and assessments relating to taxes and
assessments unpaid by parties other than Brazos or imposed with
respect to the periods prior to which Brazos owned the property
interest involved and after the Closing;

- The rights of third parties in and to the Purchased Assets created by
the acts or omissions of parties other than Brazos and not arising 'by,
through or under Brazos;

- The Joint Ownership Agreement and ali licenses, permits, leases,
franchises and contracts relating to the Purchased Assets applied for,
obtained or created by the acts or omissions of (i) any Owner other
than Brazos, (ii) all parties cwning interests in Comanche Peak at the
time involved acting collectively, or (iii) the Project Manager or
TU Electric or both; and

- Liens (existing or inchoate) in favor of iiechanics, materialmen,
laborers and suppliers of materials, goods, services, equipment,

inventory (of subcontractors) and labor to or for the Station, the Fuel

'



(bb)

(ec)

(dd)

(ee)

or the Transmission Facilities created by the acts or omissions of (i)
any Owner other than Brazos, (‘i) all parties owning interests in
Comanche Peak at the ti.me involved acting collectively, or (iii) the
Project Manager or TU Electric or both,
"Project Manager" means TU Electric designated and acting as such in
accordance (or purportedly in accordance) with the terms of the Joint
Ownership Agreement,
"PUC" means the Publie Utility Commission of Texas, or its successor,
"PUC Affirmative Date" shall have the meaning set out in Section 5.3(c)
hereof,
"Purchased Assets" means the aggregate of all that part of Comanche Peak
(as Comanche Peak exists and is constituted on the Closing Date) owned by
Brazos or to which Brazos has a right, title or interest, including without
li aitation the following, to the extent of Brazos' ownership interest therein:
all real property and rights appurtenent thereto, ¢nd improvements thereon
and fixtures thereto; that portion of Brazos' Certificate of Convenience and
Necessity heretofore issued by the PUC relative to Brazos' ownership interest
in the Station and the Transmission Facilities; all personal property and rights
therein, tangible or intangible, including all machinery, equipment, furniture
and vehicles; all rights and entitlements to electrie power and energy that
may hereafter be generated at Comanche Peak; all rights or claims with
respect to charges, payments or prepaid items; all warranties and claims and
proceeds therefrom; all rights under all agreements, permits, licenses,
franchises and authorizations; all intellectual property rights; all computer
herdware and software and related rights and interests; all books and records
in the possession of the Project Manager or otherwise owned by all of the
Owners in combination; the Fuel; the Transmission Facilities; and all other
properties and assets pertaining to Comanche Peak; but excluding, however,

any Subject Cleim of Brazos arising out of or under this Agreement or the

g



(ff)

&8)

(hh)

(ii)

i

other documents delivered to Brazos pursuant hereto; and excluding all
documents and other written material relating to Comanche Peak in the
custody, control or possession of Brazos, and its agents, attorneys and
consultants, except all such docume:its and other written material pertaining
to or involving the Pending Litigation other than copies of those which have
been filed in the Pending Litigation or at the NRC or which are privileged or
which may be the work product or the product of Brazos' attorneys' or
consultants' joint defense activities or correspondence to or from TU Electric
or its attorneys or other correspondence or documents copies of which have
been provided to TU Electric or its attorneys.
"REA" means the Rural Electrification Administraticn of the United States
Department of Agriculture, or its successor.
"Signing Payment" means the aggregate of (i) Fifteen Million, Three Hundred
Twenty Two Thousand, Five Hundred Eighty One Dollars ($15,322,581), plus
(ii) the amount of principal paid by Brazos with respect to the Brazos
Comanche Peak Debt during the period from (and including) March 1, 1988
until the date hereof, plus (iii) an incremental amount caleulated at a rate
equal to nine and one-half percent (9 1/2%) per annum on said principal
outstanding from time to time from (and including) March 1, 1988 until the
date hereof,
"Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, as tenants in common, and located in Hood and
Somervell Counties, Texas, and more particularly deseribed on the Schedule
attached hereto,
"Special Warranty Deed with Vendor's Lien and Bill of Sale" means the form
of Special Warranty Deed with Vendor's Lien and Bill of Sale attached hereto
as Exhibit F,
"Station" means the Site, all improvements thereon (including Squaw Creek
Lake and Park) and ali fixtures and attachments thereto, as well as (i) all
personal property thereon anc associated therewith or related thereto and
owned by the Owners, and (ii) all rights (tangible or intangit:ie), and all
-7



easements and otiier interests of any nature associated therewith or related
thereto and owned by the Owners, excluding, however, the Fuel and
Transmission Facilities.

(kk) ~ "Subjeet Claims" means any and all claims, actions, controversies, causes of
action, disputes, demands and complaints of whatsoever kind or nature and
whether known or unknown,

(1) "Tex-La" means Tex-La Electric Cooperative of Texas, Inc.

(mm) "TMPA" means the Texas Municipal Power Agency,

(hn)  "Total Payment" meens the amount to he paid by TU Electric to Brazos
hereunder in connection with the purchase of the Purchased Assets and in
connection with the settiement of the Pending Litigation; which shall be the
total of (i) the Signing Payment, (ii) the Closing Payment and (iii) the
Deferred Payment, as described in Section 1.5 hereof,

(00)  "Transmission Facilities" means the Comanchie Peak — DeC. -dova 345 kV
electrical transmission line approximately 14.4 miles in length, and
associated rig'its-of-way, equipment, fixtures and personal property,

(Pp)  "TUC" means Texas Utilities Company, a Texas corporation, which is the

corporate parent of TU Electrie.

RECITALS

TU Electric is an investor-owned utility which, pursuant to a statutory merger t'hat
occurred on January 1, 1984, succeeded to all the rights, title and interests and
assumed and became liable for all obligations of Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, and Texas Utilities
Generating Company under the Joint Ownership Agreement, and is engaged in the
generation, purchase, transmission, distribution and sale of electric energy within
the State of Texas,

Brazos is a Texas non-profit cooperative corporation, established pursuant to Tex,
Rev, Civ. Stat. Ann, art, 1528b, which is engaged in the generation, transmission

and sale of electric energy within the State of Texas.



C.

D'

Brazos and TU Eleetric have previousl’; entered into the Joint Ownership
Agreement,

Brazos and TU Electric each own an undivided interest in Comanche Peak, which in
the case of Brazos consists of such interest in the Station and Fuel (stated to be an
undivided J.8% interest in .he conveyance involved) that was conveyed and
transferred tc Brazos by TU Electric (or its predecessors) and such intere:t in the
Transmission Facilities (stated to be an undivided 32.2% interest in the relevant
instrument but is subject to adjustment) that was conveyed and transferred or
agreed to be conveyed and transferred to Brazos by TU Electric (or its
predecessors),

Brazos and TU Electric have been involved in the Pending Litigation and would like
to settle their disputes involved in the Pending Litigation and otherwise relating to
Comanche Peak and Brazos would like to sell its interest in Comunche Peak and be
relieved of its obligations under the Joint Ownership Agre-.nent and TU Electric
would like to scquire such interest and is willing to relieve Brazos of such
obligations under the Joint Ownership Agreement.

Brazos and TU Electric have concluded this Agreement in order to provide for the
sale by Brazos and the purchase by TU Eleetric of all of Brazos' right, title and
interest in Comanche Peak and the settlement of all Subject Claims between Brazos
and TU Electric and between "razos and TU Electric's affiliates pertaining to
Comanche Peak, the Pending Litigation, and all matters in connection therewitl,,

upon and subject to the terms and conditions set out herein,

ARTICLE 1
SALE AND PURCHASE

1.1 Properties and Assets Sold and Purchased. Subject to the terms and

conditions of this Agreement, Brazos hereby agrees o sell, transfer, assign, convey and

deliver to TU Electric and TU Eleetric hereby agrees (o purchase from Brazos, and pay

Brazos for, the Purchased A.sets in the manner and at the times hereinaiter described.

1.2 Closing. The Closing will occur at 10:00 a.m., Dallas, Texas time, on the

Closing Date, The Closing wiil be held at the offices of Worsham, Forsythe, Sampels &
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Wooldridge, 2001 Bryan Street, Suite 3200, Dallas, Dullas County, Texas or at such other
address as the parties may agree, The fact that the Closing is or was intended tc be held
in Dallas County shall not be used by TU Electric as evidence for venue purposes in any
proceeding related to a Subject Claim arising out of or under this Agreement,

1.3 Transfer of Purchased Assets, At the Closing, Brazos will sell, convey, assign

and transfer to TU Electrie, and TU Electric will purchase, under and pursusnt to a form
of the Special Warranty Deed with Vendor's Lien and Bill of Sale, the Purchased Assets,

1.4 Method of Payment. All payments made by TU Electric to Brazos under tais

Agreement shall be made by wire transfer of immediately available funds through the
federal reserve system to Brazos' bank designated in writing to TU Electric. If the due
date of any payment under this Agreement falls on e day that is not a Business Day, such
payment shall be paid on the first Business Day follewing the date on which such payment
is due,

1.9 Payment of Total Payme.t. TU Electric shall pay to Brazos the Total

Payment as follows:

(a) Payment Upon Signing. On the date Jf execution of this Agreement,
TU Electric will pay to Prazos the Signing Payment. The Signing Payment
shall be he'd in a separately s qregated fund by Brazos until Closing, but
Brazos may invest same in its s)le diseretion. The Signing Payment will be
subject to refund prior to the Closing as provided in Article X of this
Ag.¢cment, Upcn the Closing, the Signing Payment will be deemed a part of

the Total Payment,

(L) Payment at the Closing. At the Closing, TU Electric will pay to Brazos the

Closing Payment,

(e) Deferred Payment. At the Closing, TU Electric will execute and deliver to

Brazos in payment of the remaining portion of the purchase price the Note, in
an original principal amount equal to the total unpaid principal amount of the
Brazos Comanche Peak Debt at the Closing Date, the payment of which will
be secured by the Mortgage given as a purchase money mortgage and the

vendors lien provide for in the Special Warranty Deed with Vendors Lien and

-10-



Bill of Sale, it being understood and agreed that Brazos will
contemporaneously therewith assign and transfer the Note and the Mortgage
'czethar wi.h the vendors lien retained in the Special Warranty Deed with
Vendors Lien and Bill of Sale to the REA pursuant to and in accordance with
the Assignment Agreement as a mechanism for payment of the Brazos
Comanche Peak Debt. The Note shall bear interest at the rate of nine and
one-half percent (9-1/2%) per ennum on the principal balance unpaid from
time to time for the period described therein and at the rate of eight and
one-half percent (8-1/2%) per annum on the principal balance unpaid from
time to time for the remainder of the term thereof, which term shall be the
same as the remaining term of the Brazos Comanche Peak Debt at the
Closing Dat~,
ARTICLE Il
REPRESENTATIONS, WARRANTIES AND AGREEMENTS OF BRAZOS

Brazos represents and warrants to, and agrees with, TU Electric as follows:

2.1 Legal Status. Brazos is a non-profit electric cooperative corporation, duly
organized, validly existing and in good standing under the laws of the State of Texas, with
full, requisite corporate power and authority to carry on its busines. as now conducted and
to own, sell and transfer the Purchased Assets as provided for in this Agreement,

2.2 Authority for Agreement, Brazos has full, requisite corporate power and

authority to execute, deliver and perform this Agreement, the Speciel Warranty Deed
with Vendor's Lien and Bill of Sale and earh other agreement and instrument to be
executed and delivered in connection with this Agreement, and to carry out its obligations
hereunder aind thereunder, Brazos has full, requisite corporate power and authority to act
for itself and the other persons or entities, private and governmental, acting by, through
and under Brazos, in connection with this Agreement, the Special Warranty Deed with
Vendor's Lien and Bill of Sale and tne other agreements and instruments to be executed
and delivered by it pursuant hereto. This Agreement has been, and at the time of the
Closing, the Special Warranty Deed with Vendor's Lien and Bill of Saie and such other

agreements and instruments as are delivered by Brazos will have been, duly authorized,
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executed and Jelivered by Brazos and this Agreement does, and at the time of Closing,
the Special Warranty Deed with Vendor's Lien and Bill of Sale and such other agreements
and instruments as are delivered by Brazos will, constitute valid and legally binding
obligations of Brazos and the other persons or entities, private and governmental, acting
Dy, through and under Brazos, enforceable against such parties in accordance with their
respective terms, Except for the approvals set out in Section 2.3, the execution, delivery
and perfcrmance of this Agreement, the Special Warranty Deed with Vendor's Lien and
Bill of Sale and such other agreements and instruments will not conflict with or result in
any violation of, or constitute a default under, (i) the Articles of Incorporation or by-laws
of Brazos, or (ii) any material provision of any mortgage, indenture, lease, agreement or
other instrument, including any evidence of indebtedness, including without limitation the
Brazos Comanche Peak Debt, to which Brazos, or any of Brazos' properties or assets, is
subject or a party, or (iii) any permit, concession, grant, franchise, license, judgment,
order, decree, statute, law, ordinance, rule or regulation applicable to Brazos or any of :ts
property, including the Purchased Assets; or with the passage of time or the giving of
notice or the taking of any action Dy any third party, have any of the effects described
herein, except no representation is made with respect to any instrument, permit,
concession, grant, franchise or license (and the laws and regulations with respect thereto)
made or obtained by TU Electric or the Project Manager on behalf of the Owners.

2.3 Approvals. Brazos has obtained all necessary consents, approvals, orders and
authorizations of, and made all necessary registrations, declarations and filings with, each
governmental authority or other entity required in connection with the execution,
delivery, and pazformance Oy Brazos of this Agreement, the Spe~ial Warranty Deed v ith
Vendor's Lien and Bill of Sale and the other agreements and instruments to be executed
and delivered by Brazos hereunder, except (i) for any such required to be obtained by the
Project Manager, (ii) with respect to the rights of first refusal referred to in Seection
5.3(b) hereof, (iii) for any such required (o be effected from the PUC and NRC referenced
in Sections 5.3(c) and (d) hereof, and (iv) those that must be obtained from the REA, the

CFC and the FFB referes ced in Section 5.3(e). No other filing or registration with, and no
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other consent, approval, authorization, permit, certificate or order of any court, tribunal
(r governmental agency or authority, Federal, state, county or municipal, or any other
entity is or will be required by any applicable statute or other law or by any judgment,
order or decree or any rule or regulation of any court, tribunal or governmental agency or
authority, Federal, state, county or municipal, or agreement with any other entity to
permit Brazos to execute, deliver and perform this Agreement, the Special Warranty Deed
with Vendor's Lien and Bill of Sale or any agreement or instrument required hereby to be
executed and delivered by it at the Closing.

2.4 Liabilities. There are no obligations or liabilities or other obligations or
other evidence of indebtedness, of Brazos, including without limitation the Brazos
Comanche Peak Debt, whether accrued, absolute, contingent or otherwise, which
TU Electric may become liable for or is assuming as a result of the purchase of assets
provided for herein or which mey apply with respect to the Purchased Assets, except such
as currently exist with respect to Comanche Peak and which were entered into or incurred
by (i) all parties owning interests in Cumanche Peak at the time involved acting
collectively, or (ii) the Project Manager or TU Electric or both. Brazos has no debt for
financing its interest in Comanche Peak except for the Brazos Comanche Peak Debt and
all mortgages, other liens and security interests for all debt which applies to Brazos'
interest in Comanche Peak will be released or terminated prior to or at the Closing. . The
documentation previously delivered by Brazos to TU Electric with regard to the Brazos
Comanche Peak Debt comprises all relevant information with respcet thereto and omits
no information which would be material to an understanding thereof. The amounts
specified by Brazos to TU Electric as the amounts paid or payable by Brazos with respect
to the Brazos Comanche Peak Debt duriig the periods of March 1, 1988 until the date
hereof and from the date hereof until the Closing Date and the amount specified by
Brazos to TU Electric as tha unpaid principal balance of the Brazos Comanche Peak Debt
at the Closing Date and the fayment and other terms of ‘uch debt at such time are and

will be at the Closing Date *+ e and correct in all respets,



2.5  Taxes. Apart from all taxes and similar charges owed Oy the Project
Manager on behalf of all the Owners collectively, Brazos owes no taxes or similar charges
or impositions with respect, or the nonpayment of which would apply, to, or result in any
lien or other encumbrance upon, the Purchased Assets to any taxing authority, No tax
charge, tax expense or tax claim against the Purchased Assets originating with or caused
Dy the action or inaction of Brazos individually or in combination with any of the Owners
other than TU Electric or the Project Manager will attach to or affect any portion of the
Purchased Assets conveyed at the Closing.

2.6 Title to Real Property. Brazos has such title in and to the Site and all real

property interests therein and the real property interests included in the Transmission
Facilities as was conveyed to Brazos by or through TU Eleetric or by TU Electric's
predecessors-in-title. Except in combination with, or in conjunction with action by, all of
the Owners of the Site and the real property interests included in the Transmission
Facilities acting collectively either directly or through the Project Manager, Brazos has
not encumbered the Site or any of the real property interests therein or the real property
interests included in the Transmission Facilities with any mortgages, liens, claims,
charges, security interests or encumbrances, except in connection with the Brazos
Comanche Peak Debt and other Brazos debdt, all of which liens and security interests
pertaining to the Site or any of the real property interests therein or the real propérty
interests included in the Transmission Facilities will be released prior to or at the Closing,

Brazos, separately or in combination with any or all of the Owners other than
TU Electric or the Project Manager, has not taken any action which would result in the
structures, improvements and fixtures on such real property constituting a part of the Site
not being in conformity with all applicable Federal, state and local zoning, building,
health sifety and environmental laws, ordinances, rules or regulations. No notice from
any governmental body, which has not otherwise been disclosed to TU Electric or the
Project Manager in writing, has been served upon Brazos claiming any violation of any
such law, ordinance, rule or regulation or requiring any work, repairs, construction,

alterations or installation on or in connection with such real property or the buildings,
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structures, fixtures or improvements thereon, nor t 3razos' knowledge has any such
violation, which has not otherwise been disclosed to TU Eleetric or the Project Manager in
writing, been claimed or action with respect thereto threatened.

2.7 Title to Personal Property., Brazos has the title to such interest as was

conveyed to Brazos by or through TU Electric or TU Electric's predecessor-in-title in all
of the equipment, vehicles, fixtures, machinery and other items of personal property,
tangible and intangivle, to the extent the same are parts of the Purchased Assets to be
conveyed at the Closing, Except in combination or in conjunction with action by
TU Electric, the Project Manager or all of the Owners acting collectively, and except in
connection with the Brazos Comanche Peak Debt and other Brazos debt, the security
interests in connection with which pertaining to the equipment, vehicles, fixtures,
machinery and other items of personal property, tangible and intangible, which are part of
the Purchased Assets will be released prior to or at the Closing, Brazos has not, apart
from any personal property and similar charges owed by ‘he Project Manager on behalf of
all of the Owners collectively, encumbered the equipment, vehicles, fixtures, machiner,
and other items of personal property, tangible and intangible, which are part of the
Purchased Assets, with any mortgages, liens, claims, charges, security interests,
encumbrances or other restrictions or limitations, and assuming payment by TU Electric
of any and all transfer taxes that may become due on aceount of the transfer of the
Purchased Assets contemplated by this Agreement and except for the liens for ad valorem
taxes not yet due and payable,

2.8 Litigation. There are no Subject Claims, suits or proceedings, administrative
or otherwise, pending (i.e. Brazos having been served with process with respect thereto or
otherwise having knowledge thereof) against Bruzos or, to the best of Brazos' knowledge,
threatened against Brazos affecting the urchased Assets, whether such be at law, in
equity or in arbitration, or before or by any governmental department, commission, board,
bureau, agency or instrumentality which, if adversely determined against Brazos, would
affect Brazos' ability to perform its obligations under this Agreement, except the Pending

Litigation, the licensing proceedings to which TU Electric is a party, the Pending Houston
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Suit and the Pending Somervell County Suit; and Brazos, separa‘«ly and apart from the
Owners in combination or in conjunction with action by all of the Owners acting
collectively either directly or through the Project Minager (but without acknowledgment
that such exists with reference to the Owners), is not in default with respect to any order,
writ, injunction or decree of any court, arbitrator or governmental department,
commission, board, bureau, agency or instrumentality affecting the Purchase2 Assets.

2.9 Contracts. There is not in effect any executory contract, agreement, order
or commitment to which Brazos is subject or a party, and to which TU Electric or the
Project Manager is nc: a party, which would bind TU Electric after the ‘»* with
respect to the Purchased Assets and which would adversely affect the value of the
Purchased Assets after the Closing.

2,16 Execlusion of Implied 'Warranties. THE PURCHASED ASSETS ARE BEING

SOLD _ "AS-IS", BRAZOS MAKES NO WARRANTIES CONCERNING THE

MERCHANTABILITY OR CONDITION OF THE PURCHASED ASSETS OR OF THEIR

FITNESS FOR ANY PARTICULAR PURPOSE, EXCEPT TO THE EXTENT OTHERWISE

EXPRESSLY SET FORTH HEREIN.

2.11 Accuracy of Representations and Warranties, All representations and

warranties of Brazos contained herein are, and will be at the time of the Closing,
accurate and complete in all material respects and all documents delivered by Brazos to
TU Eleetric incident hereto are, and will be at such time, valid and authentie in all

respects,

ARTICLE m
REPRESENTATIONS, WARRANTIES AND AGREEMENTS OF TU ELECTRIC

TU Electric represents and warrants to, and agrees with, Brazos as follows:

| Corporate Status. TU Electric is a corporation duly organized, validly

eeisting and in good standing under the laws of the State of Texas with full, requisite
corporate power and authority to carry on its business as now conducted and to own, buy

and accept the transfer of the Purchased Assets as provided for in this Agreement,



3.2 Authority for Agreement, TU Electric has full, requisite corporate power

and authority to execute, deliver and perform this Agreement, to receive delivery of the
Special Warranty Deed with Vendor's Lien and Bill of Sale, and to execute, deliver and
perform the Note, the Mortgage and each other agreement and instrument to be executed
and delivered by TU Electric in connection with this Agreement, and to carry out its
obligations hereunder and thereunder. TU Electric has full, requisite corporate power and
authority to act for itself and the other persons or entities, private and governmental,
acting by, through and under TU Electric in connection with this Agreement, the Note,
the Mortgage and the other agreements and instruments to be executed and delivered by
it pursuant hereto, This Agreement has been, and at the Closing the Note, the Mortgage
and such other agreements and instruments will have beer, d !y authorized, executed and
delivered by TU Electric, and this Agreement constitutes, and at the Closing the Note,
the Mortgage and such other agreements and instruments will constitute, valid and legally
binding obligations of TU Electrie enforceable against it in accordance with their
respective terms, The execution, delivery and performance of this Agreement, the Note,
the Mortgage and such other agreements and instruments will not conflict with or result
in any violation of, or constitute a default under, (i) the Articles of Incorporation or by-
lawe of TU Eleetrie, or (ii) any material provision of any mortgage, indenture, lease,
agreement or other instrument to which TU Electric is subject or a party, including'any
bonds or other obligation or other evidence of indebtedness, or (iii) any permit,
concession, grant, franchise, license, judgment, order, decree, statute, law, ordinance,
rule or regulation applicable to TU Electric or any of its property, including Comanche
Peak; or with the passage of time or the giving of notice or the taking of any action by
any third party, have any of the effects described herein,

3.3 Approvals., TU Electric has obtained all necessary consents, approvals, or-=-
and authorizations of, and has made all necessary registrations, declarations and filings
with, each governmental authority or oiher entity required in connection with the

execution, delivery, and performance by TU Electrie of this Agreement, the Note, the
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Mortgage and the other agreements and instruments to be executed and delivered by
TU Electric hereunder, except (i) with respect to the rights of first refusal referred to in
Section 5.3(b) and (ii) for the filings with the PUC and NRC referenced in Sections 5.3(c)
and (d) of this Agreement. No other filing or registration with, and no other consent,
approval, authorization, permit, certificate or order of any court, tribunal or
governmental agency or authority, Federal, state, county or municipal, or other entity is
or will be required by any applicable statute or other law or by any judgment, order or
decree or any rule or regulation of any court, tribunal or governmental agency or
authority, Federal, state, county or municipal, or agreement with any other entity to
permit TU Electric to execute, deliver or perform this Agreement, the Note, the
Mortgage or any agreement or instrument required hereby to be executed and delivered by
it at the Closing, except as referred to above.

3.4 Authority for TUC Guaranty., TUC has full, requisite corporate power and

authority to execute, deliver and perform the Guaranty and to carry out its obligations
thereunder, At the Closing, the Guaranty will have been duly authorized, executed and
delivered by TUC, and will constitute the valid and legally binding obligation of TUC
enforceable against it in accordance with its terms. The execution, delivery and
performance of the Guaranty will not conflict with or result in any violation of, or
constitute a default under, (i) the Articles of Incorporation or by-laws of TUC, or (ii) any
material provision of any mortgage, indenture, lease, agreement or other instrument to
which TUC is subject or a party, or (iii) any permit, concession, grant, franchise, license,
judgment, order, decree, statute, law, ordinance, rule or regulation applicable to TUC or
any of its property; or with the passage of time or the giving of notice or the taking of
any action by any third party, have any of the effects described herein.

3.5 Accuracy of Representations and Warranties. All representations and

warranties of TU Electrie contained herein are, and will be at the time of the Closing,
accurate and complete in all material respects and all documents delivered by TU Electric

to Brazos incident hereto are, and will be at such time, valid and authentic in all respects,
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ARTICLE IV
PRE-CLOSING OBLIGATIONS

Brazos and TU Electric, as appropriate, covenant that between the date of this
Agreement and the Closing Date:

4.1 Representations, Warranties and Covenants. Brazos shall not take any action

which would result in the representations and warranties set forth in Article II hereof
vei g inaccurate, incorrect or incomplete to the extent applicable as of the Closing Date
ar.d Brazos shall take all such action as may be necessary to insure that all covenants and
agreements of Brazos set forth in this Agreement which are required to be performed by
it at or prior to the Closing Date will have been so performed,

TU Lieccric shall not take any action which would result in the representations and
warranties set forth in Article III hereof being inaccurate, incorrect or incomplete to the
extent applicable as of the Closing Date and TU Electric shall take all such action as may
be necessary to insure that all covenants and agreements of TU Electric set forth in this
Agreement which are required to be performed by it at or prior to the Closing Date will
have been so performed.

4.2 Abatement of Participation in Pending Litigation., For purposes of this

Section 4.2, the term "TU Electric" shall include not only TU Electric but TUC and its
subsidiaries, Texas Utilities Mining Company and Texas Utilities Services Ine., all‘ of
which are parties to the Pending Litigation,

Immediately after the execution hereof and to the fullest extent that would not
violate court orders in effect in the Pending Dallas Suit, Brazos shall abate all of its
voluntary activities in connection with the Pending Litigation, including cessation of the
furnishing of any assistance, financial or otherwise, to any party to such litigation and the
retention and furnishing of advice or direction to any attorneys of or consultants to any
party to such u:igstion, and any other activity adverse to TU Electric pertaining thereto,
In suech regard, Brawus agrees that it will immediately direct any attorneys and

consultants retained solely by it in connection with the Pending Litigation to abate their
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work, and, consistent with any agreements Brazos may have with TMPA and/or Tex-La
and consistent with any agreements Brazos may have with consultants hired jointly with
TMPA and/or Tex-La (all of which agreements are terminable and will be abated by
Brezos immediately after the date hereof and terminated by Brazos upon the Closing),
Brazos will as soon as possible withdraw its authorization to =ny other attorney or
consultant employed jointly by it and any of the other parties to the Pending Litigation to
‘neur fees or expenses chargeable to Brazos, Specifically with regard to the Pending
Litigation, Brazos (and TU Electric to the extent specified herein) agrees to take the
following actions:

(a) Brazos agrees to the continued abatement of the Pending Austin Suits and
agrees not to revive such actions during the pendency of this Agreement and
to take any action necessary (o oppose such revival as to Brazos. In the
event the Pending Dallas Suit is nonsuited in accordance with paragraphs (d)
and (e) hereof, Brazos shall not claim that such nonsui. -.titles Brazos to
revive the Pending Austin Suits;

(b) Brazos and TU Electric agree to file within three (3) days after the date
hereof and diligently pursue a joint motion to sever each of their respective
Subject Claims against each other in the Pending Dallas Suit;

(e) Brazos and TU Electri. agree as part of the joint motion required'by
paragraph (b) hereof to request jointly that the Court in the Pending Dallas
Suit approve a standstill agreement with respect to the severed Subject
Claims whereby the current scheduling order is withdrawn with respect to the
severed Subject Claims and no new scheduling order or trial setting is made,
and no discovery or any other steps to advance the litigation between Brazos
and TU Electric shall be taken unless this Agreement is terminated or the
transactions contemplated hereunder to be consummated prior thereto are
not consummated on or prior to the Closing Date, provided, however, any

costs incurred and assessed against Brazos by the Court in the Pending Dallas
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(d)

(e)

Suit after approval of such ;iandstill agreement shall be paid by TU Electric
“ntil suech tim- as .his Agreement is terminated or the transactions
contempl.ced hereunder to be consummated prior thereto are not
con“ummated on or prior to the Closing Date;

If for any reason the Court in the Pencing Dallas Suit refuses to grant the
severanc? or refuses to approve the standstill agreement referenced above
prior to the end of three (3) weeks after the date hereof, Brazos and
TU Electric agree to immediately nonsuit each of their respective Subject
Claims against each other filed in the Fending Dallas Suit on such date which
shall be three (3) weeks after the date hereof (or the next day the Court is
open for business if such date is a holiday), provided that, as specified in
Section 9.7 of this Agreement, TU Electric shall have the right to retain
Brazos as a party to the Pending Dallas Suit but only for the purposes
specified in said Section 9.7;

If it is necesss:y for Brazos and TU Electric to nonsuit the Subject Claims
filed against cach other in the Pending Dallas Suit, Brazos and TU Electric
agree that suc, nonsuits will not operate to prejudice either party's position
with respect to the Subject Claims they have made and legal positions they
have taken in the Pending Litigation. In the event this Agreemen{ is
terminated or the trarsactions contemplated hereunder to be consummated
prior thereto are not consummated on or prior to the Closing Date, Brazos
and TU Electric agree that their Subject Claims in the Pending Dallas Suit
shall be refiled in Dallas County in the New Lawsuit in the l4th Judicial
District Court (and if such suit is not assigned initially to such Court, Brazos
and TU Electric agree to thereafter file a Joint Motion to transfer such suit
to such Court), within five (5) Business Days after such termination of this
Agreement or failure to close hereunder on the Closing Date, with

TU Electric as the plaintiff and Brazos as defendant and counter-plaintiff,
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and that Brazos will not oppose venue in Dallas County, Texas except to the
extent that Brazos could on the date of this Agreement contest venue in
Dallas County, Texas in the Pending Dallas Suit. In the event this Agreement
is terminated or the transactions contemplated hereunder to be consummated
prior thereto are not consummated on or prior to the Closing Date, Brazos
will retain, without limitation, any and all rights Brazos may now have to
appeal the order of the Court in the Pending Dallas Suit dated September 19,
1986. For all purposes, including, without limitation, (i) any statute of
limitations claim, (ii) any claim concerning $§16.069 of the Texas Civil
Practice and Remedies Code, and (iii) any claim asserted in the Pending
Austin Suits (including without limitation, any Subject Claim concerning
which suit was first filed), the New Lawsuit will be considered as having been
filed by TU Electrie on May 29, 1986, and Brazos' counterclaim in the New
Lawsuit will be considered as having been filed by Brazos on June 20, 1986,
All discovery, including documents produced and depositions taken, which had
been conducted in the Pending Dallas Suit up to the execution of this
Agreement, shall be for all purposes considered as having been taken in the
New Lawsuit, and all orders issued Dy the Court in the Pending Dallas Suit up
to the execution of this Agreement (except the scheduling order) shall have
the same force and effect as if they had been issued in the New Lawsuit;

No efforts made or cooperation given by Brazos' officers, employees, agents,
consultants, experts or attorneys (including, without Iimitation, Joseph
Robert Riley, Spiegel & MeDiarmid and Locke Purnell Rain Harrell) pursuant
to or under any provision of this Agreement shall create any conflict of
interest which would prevent any such employees, agents, consultants or
attorneys from participating adversely to TU Eleetrie in any legal proceeding
brought by TU Electric against Brazos and/or by Brazos against TU Electric

should this Agreement be terminated or should the transactions contemplated



under this Agreement to be consummated prior thereto not be consummated
on or before the Closing Date. TU Electric hereby waives any such conflict
of interest which might otherwise exist because of any such effort or
cooperation; and

&) If it is necessary to nonsuit the current Subject Claims, as set forth in
paragraphs (d) and (e) above, then in such event upon or at any time after the
Closing, if TU Electric requests, Brazos and TU Electric agree that their
Subject Claims in the Pending Dallas Suit shall be refiled in the New Lawsui:
in Dallas County and that the New Lawsuit srd all such Subject Claims shall
then immediately be dismissed with prejudice,

4.3 Agreement to Obtain Approvals. Brazos shall use all reasonable efforts to

obtain with respect to Brazos and TU Electric shall use all reasonable efforts to obtain
with respect to TU Electric all necessary consents, approvals, authorizations, permits,
certificates or orders of any court, tribunal or governmental agency or authority, Federal,
state, county or municipal, or other entity which are required by any applicable statute cr
other law or by any judgment, order or decree or any rule or regulation of any court,
tribunal or governmental agency or authority, Federal, stato, county or municipal, or any
agreement or other requirement to permit each of them, respectively, to execute, deliver
or perform this Agreement and any agreement or instrument required hereby te be
executed and delivered by either of them at the Closing.
ARTICLE V

CONDITIONS TO OBLIGATIiONS 1. . JOSE
——————,——,—, e RMA U Iy AR
5.1 Conditions to Obligation of Brazos to Close. The obligation of Brazos to

consummate and close the transactions contemplated by this Agreement at the Closing is
subject to the satisfaction of each of the following conditions at or prior to the Closing:

(a) Representations and Warranties. The representations and warranties of

TU Electric contained in this Agreement shall have been true and correct on
and as of the date hereof and shall be true and correct on and as of the

Closing Date in all material respects as though such representations and
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warranties had been made on and as of the Closing Date, and TU Electric
shall have delivered to Brazos a certificate, dated as of the Closing Date, of
its Chairman of the Board, a Division President or a Vice President to the
foregoing effect;

(b) Compliance With Agreement. TU Electric shall have fully performed and

complied with all of the covenants, agreements and conditions to be
performed or complied with Dy it at or prior to the Closing (ineluding without
limitation its assumption obligations with respect to the Joint Ownership
Agreement), and TU Electric shall have delivered to Brazos a certificate,
dated as of the Closing Date, of its Chairman of the Board, a Division
President or a Vice President to the foregoing effect;

(e) Receipt of Payment. TU Electric shall have delivered to brazos the

payments referenced in paragraphs (a) and (b) of Section 1.5 hereof;

(d) Receipt of Closing Documents, Brazos shall have received the fully executed
Closing documents described in Article VII hereof to be delivered at the
Closing; and

(e) Consent to Assignment Agreement. The REA shall have entered into the

Consent to Assignment Agreement attached to the Assignment Agreement,

thereby accepting assignment of the Note as a mechanism for paying the
Brazos Comanche Peak Debt and assignment of tne Mortgage and the vendors
lien contained in the Special Warranty Deed with Vendors Lien and Bill of
Sale as security for the payment of the Note,

() Receipt of LR.S. Determination. Brazos shall have received an acceptable

Internal Revenue Service determination or Letter Ruling that no payments to
be made under this Agreement and the Note will, when added to other
nonmember revenues of Brazos, adversely affect Brazos' tax-exempt status
under Section 501(c)(12) of the Internal Revenue Code of 1986,

5.2 Conditions to Obligation of TU Electric to Closn. The obligation of

TU Electric to consummate the transactions contemplated Dy this Agreement at the

Closing is subject to the satisfaction of each of the following conditions at or prior to the

Closing:
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(a)

()

(e)

Representations and Warranties, The representations and warranties of

Brazos contained in this Agreement shall have been true and correct on and
as of the date hereof and shall be true and correct on and as of the Closing
Date in all material respects as though such representations and warranties
had been made on and as of the Closing Date, and Brazos shall have delivered
to TU Electric a certificate, dated as of the Closing Date, of its President or
Executive Vice President and General Manager to the foregoing effect;

Compliance with Agreement. Brazos shall have fully performed and complied

with all of the covenants, agreements and conditions to be performed or
complied with by it at or prior to the Closing, and Brazos shall have delivered
to TU Electric a certificate, dated as of the Closing Daie, of it Prosident or
Executive Vice President and General Manager to the foregoing effect;

Delivery of Pending Litigation Documentation. At the Closing, Brazos shall

have delivered to TU Electric the originals and all copies of all documents
and other written material in its custody, control or possession (including
without limitation those held by Brazos' agents, attorneys and consultants)
pertaining to or invoiving the Pending Litigation, other than copies of those
which are filed in the Pending Litigation or at the NRC o which are
privileged or which may be the work product or the product of Brazos'
attorney's or consultant's joint defense activities, if any, prepared 'in
connection with the Pending Litigation or corresprondence to or from
TU Electric or its attorneys or other correspondence or documents copies of
which have been provided to TU Eleetric or its attorneys. Such cocuments or
other written material which are essential to the conduct of Brazos' on-going
business activities may Le retained by Brazos except for one copy which will
have been delivered to TU Electric prior to i{.e Closing, As corcerns
privileged or joint defense documents or wricten material, Drazos shall, to
the full extent permitted by law, exercise such privileges and claims of
confidentiality as may be available to prevent disclosure thereof to any

person or entity, private or governmental; and
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Receipt of Closing Documents. TU Electric shall have received the Closing
documents described in Article VI hereof to be delivered at the Closing,

Conditions to Obligation of Both Parties to Close. The obligation of the

parties to consummate the transactions contemplated by this Agreement at the Closing

Date is subject to the satisfaction of each of the following conditions at or prior to the

Closing Date:

(a)

(b)

No Adverse Proceeding. There shall not be pending any suit, action or o*her

proceeding .y any person before any court or arbitrator or any governmental
department, commission, board, buresu, agency or instrumentality in which it
IS sought to restrain or prohihit any of the transactions contemplated by :his
Agreement,

Waiver of Right of First Refusal. Immediately upon execution of this

Agreement, Brazos will notify TMPA and Tex-La of the execution of this
Agreement by means of the notice attached hereto as Exhibit G. By the
Closing Date, TMPA and Tex-La will have executed an irrevocable waiver or
other sufficient relinquishment of any rights of first refusal or consent to
sale that TMPA and Tex-La may have under the Joint Ownership Agreement
(it Deing agreed that failure to exercise such right in accordancz with the
terms of the Joint Ownership Agreement by TMPA or Tex-La in response to
the notice from Brazos within the time period specified in the Joint
Ownership Agreement will constitute sufficient relinquishment of the rights
of first refusal of TMPA or Tex-La as the case may be) with respect to any
transaction provided for herein or such rights shall have been validly
exercised, in whole or in part, Oy either or both of TMPA and Tex-La and the
purchase which arises as a result of such exercise fully consummated, In the
event that either or both of TMPA and Tex-La shall have exercised any such
rights of first refusal 1o the extent that TMPA and/or Tex-La acquire all of
Brazos' intervst in the Purchased Assets, Brazos sha'l promptly refund to
TU Electric the full aniount of the Signing Payment less $15,322,58] and

Bra..s shall, in consideration for retaining said $15,322,581 of the Signing




Payment, perform its obligations pursuant to Artiole IV, Sections 5.2(c),
Section 8.1, Section 9.1, Section 9.2, Section 9.5, Section 9.6 and Section 9.7
hereof. It is agreed by Brazos and TU Electric that the purchase price under
this Agreement of the Purchased Assets includes an amount, in addition to
the payment of cash and delivery of the Note by TU Electrie, which
represents the forgiveness of certain indebtedness of Brazos to TU Electric
under the Joint Ownership Agreement which TU Electric contends Brazos
owes it but which Brazos does not admit is owing to TU Electric (the "Brazos
JOA Debt"). In such connec.ion, it is understood that inasmuch as such
forgiveness of the Brazos JOA Debt is part of the purchase price of the
Purchased Assets, Brazos shall require either TMPA or Tex-La, as purchaser
of Brazos' interest in the Purchased Assets pursuant to any rights of first
refusal or consent to sale under the Joint Ownership Agreement to pay, and,
therefore, such purchaser would be required to pay TU Electric and fully
satisfy it with respect to the Brazos JOA Debt pertaining to Brazos' interest
in the Purchased Assets, purchased by TMPA and/or Tex-lLa. In the event
that TMPA and/or Tex-lLa exercise any such rights of first refusal to the
extent that all of Brazos' interest in the Purchased Assets has not been
acquired by TMPA and/or Tex-La, after consummation of the sale to TMPA
and/or Tex-La, Brazos shall promptly refund to TU Electric a proportional
amount of the Signing Payment (calculated after deducting $15,322,581)
equivalent to the proportion of the Purchased Assets which TMPA and/or
Tex-La has elected to dcquire. Brazos shall be entitled to retain the
$15,322,581, together with the balance of the Signing Payment not refunded
to TU Electric and Brazos and TU Electric agree to perform this Agreement
with respect to the portion of the Purchased Assets not acquircd by TMPA
and/or Tex-La in the manner set forth herein, with appropriate proportional

modifications to the payment obligations of TU Eleetrie herein, and to the
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(e)

obligations of Brazos herein to deliver all of the Purchased Assets, as well as
all of the other provisions of this Agreement, In addition, Brazos shall refund
to TU [ retric a proportional amount of the payments that TU Electric has
made with respect to the Brazos Comanche Peak Debt equivalent to the
proportion of the Purchased Assets being acquired by TMPA and/or Tex-La,
and TMPA or Tex-La shall pay TU Electric the Brazos JOA Debt to the
extent set forth hereinbefore,

Approval by PUC, By final action subject to no further appeal, the PUC shall

have approved the transfer to TU Electric of Brazos' certificate of
convenience and necessity with respect to the Station and the Transmission
Facilities permitting TU Electric's acquisition and ownership of Brazos'
ownership interest in the Station and the Transmission Facilities in
accordance with the terms hereof. In such connection, TU Electric and
Brazos will file within fifteen (15) Business Days of the date of this
Agreement and prosecute to the best of their ability a joint application for
approval of the transfer of such certificate of convenience and necessity
rights and such other applications or filings with the PUC as shall be
necessary and essential in connection with the transactions contemg lated
under this Agreement. In connection with all such proceedings, each party
will bear its own cost and expense of prosec:iting such applications or filings.

Upon the issuance by the PUC of any order or other document purporting
to give the approval contemplated under this Agreement with or without
conditions, the parties, with their respective attorneys and other consultants,
shall promptly confer and endeavor in good faith to determine if such order
or other document evidences the final approval contemplated by this
Agreement without any condition that is deemed by either party to be
inconsistent with the provisions of this Agreement, It is understood and

agreed that, in connection with such applications and filings, TU Electric will



(d)

request the PUC not to prejudge either tha reasonableness or the
recoverability in TU Electric's rates of the consideration payable hereunder
and to defer any such determinations to a subsequent TU Electric rate case;
however, should the PUC refuse to defer such determinativii and determine in
such certification proceedings that all or any portion of the consideration
payable hereunder is unreasonable or shall not be recoverable in TU Electric's
rates, such determination shall be deeme by TU Electric to be inconsistent
with the provisions of this Agreement and therefsre shall be inconsistent for
the purposes hereof. If such determination is affirmative the parties shall
premptly execute a stipulation dated currently to such effeet, If such
determination is negative, the parties, at their own cost and expense,
respectively, will undertake to cause the PUC to issue such further order or
document evidencing its approval as contemplated by this Agreement,
including the elimination of any such condition that was deemed by either
party to be inconsistent with this Agreement and upon the issuance of any
further order or other document by the PUC in such proceedings the same
procedures will be followed by the parties as provided in the case of the order
or other document first issued by the PUC in such proceedings, including the
execution of a stipulation dated currently evidencing the affirmative action
by the parties in respect of the order or other document issued by the PUC,
The date of any stipulation executed by the parties under this paragraph is
referred to as the "PUC Affirmative Date.” The provisions of this paragraph
shall not affect or detract from the rights of Brazos or TU Electric under
Sections 10.! or 10,2 hereof,

Approval by NRC. The NRC shall have granted all necessary and essential

approvals and consents with respect to the transactions provided for herein,
including without limitation the entry of a final aon-appealable order

approving the sale of Brazos' right, title and interest in the Station and Fuel



to TU Electric in accordance with the terms hereof. In such eonnection, it is
understood and agreed that TU Electric wiil file within fifteen (15) Business
Days of the date of this Agreement .d prosecute to the best of its ability all
applications or filings with the NRC as shall, in its judgment, be necessary
and essential in connection with the transactions contelaf lated under this
Agreement, TU Electric will deliver promptly to Brazos copies of all such
applications and filings and will advise Brezos on a current basis with respect
to the status of any such proceeding. In connection with all such proceedings,
Brazos will, at Brazos' reasonable cost and expense, at the request of
TU Ele:trie, render all such assistance as may be appropriate under the
cireumstances, including without limitation, providing such of its personnel as
may be appropriate to testify and otherwise participate in any such
proceedings in support of this Agreement.

Upon the issuance by the NRC of any order or other document
purporting to approve the transactions contemplated under this Agreement
with or without conditions, TU Electric will promptly deliver to Brazos a
reproduced legible copy of such order or o*her document, and the parties,
with their resrzciive attorneys and other sonsultants, shall promptly confer
and endesvor in good faith to determine if such order or other document
evidence: the final approval of the NRC of such transactions contemplated
by this Agreement without any condition that is deemed by either party to be
inconsistent with the provisions of this Ajreement. ! such determination is
affirmative the parties shall promptly execute a stipulation dated currently
‘o such effect, If such determination is negative, TU Electric, with the
assistance of Brazos, which shall be at Brazos' reasonable cost and expense,
will uadertake to cause the NRC to issue such further order or document
evidencing its approval of such transactions including the elimination of any

such condition that was deemed by either party to be inconsistent with this
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(e)

Agreement and upon the issuance of any further order or other document by
the NRC in such proceedings the same procedures will be followed by the
parties as provided in the case of the order or other document first issued by
the NRC in such proceedings, including the execution of a stipulation dated
currently evidencing the affirmative action by the parties in respect to the
order or other document issued by the NRC. The date of any stipulation
executed by the parties under this paragraph is referred to as the "NRC
Affirmative Date." The provisionz of this paragraph shall not affect or
detract from the rights of Brazos or TU Electriec under Sections 10.1 or 10,2
hereof,

spproval of REA, CFC anc FFB. The REA, the CFC and the FFB shall have

granted all necessary and essential approvals and consents with respect to the
transactions provided for herein, including without limitation, their consent
to the Assignment Agreement and the acceptance by them of the ussignment
of the Note, the Mortgage and the vendors lien contained in the Special
Warranty Deed with Vendors Lien and Bill of Sale as a payment mechanism
and security for such payment mechanism with respect *o all promissory
notes, mortgages, or other evidences of indebtedness and security agreements
or arrangements with respect to the payment thereof, that Brazos may have
in favor of the REA, the CFC and the FFB with respect to the Brazos
Comanche Peak Debt, so that at the Closing Date Brazos, TU Electric and
the REA will enter into the Assignment Agreement and pursuant thereto
deliver to the REA the Note and the Mortgage in return for which the REA,
the CFC and the FFB will execute and deliver to Brazos all such receipts,
releases, termination statements and Gther documents as shall be necessary
or appropriate in the estimation of Brazos and TU Electric to provide for and
evidence the termination and release of all mortgages, liens and other

security irstruments in connection with the drazos Comanche Peak Debt, In
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such ~onnection, it is understood and agreed that Brazos will carry on
discussions with the REA, the CFC and the FFB in order to obtain their
consent and agreement in the foregoing respects. In connection with all such
undertakings, TU Electric will, at TU Electric's cost and expense, at the
request of Brazos, render all such assistance as may be appropriate under the
circumstances, including without limitation, providing such of its petsonnel as
may be appropriate to participate in any such undertakings in support of this
Agreement,

(n Execution of Transmission S:rvices Agreement. Brazos and TU Electric shall

have executed an appropriate amendment of the Transmission Agreement
between Brazos and TU Electric's corporate predecessc-s, executed on July

25, 1979, to reflect Brazos' sale of the Transmission Facilities to TU Electric.

ARTICLE V1
CLOSING DOCUMENTS FROM BRAZOS

As a condition of Closing, Brazos and the referenced attorney, in each case as
appropriate, will deliver to TU Electric on the Closing Date the following:

6.1  Deeds and Transfers, ete. (i) An executed and acknowledged Special

Warranly Deed with Vendor's Lien and Bill of Sale; (ii) duplicate counterparts of the
amendment contemplated under Section 5.3(f) hereof; and (iii) the Release, Covenant Not
to Sue and Indemnity Agreement specified in Sections 9.1, 9.2 and 9.5 hereof.

6.2 Lien Search., Real property search certificates from a reputable title
company and a UCC search certificate from the Secretary of State of Texas disclosing no
security interests, judgments or other liens outstanding against Brazos' cwnership interest
in the Purchased Assets, other than the Permitted Exceptions and liens securing the
Brazos Comanche Peak Debt and other Brazos debt to be released at or prior to the

Closing.

6.3 Certificate of Secretarial Officer. A certificate of the Secretary or an

Assistant Secretary of the Board of Directors of Brazos, dated the Closing Date, with
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respect to the incumbency of officers and their signatures, the existence and good
standing of Brazos, and the due adoption of resolutions by the Board of Directors of
Brazos and the requisite number of the Members of Brazos authorizing the execution,
delivery and performance of this Agreement and the other agreements and instruments to
be delivered to TU Electric at the Closing.

6.4 Counsel Opinion. An opinion of Joseph Robert Riley, counsel for Brazos,

dated the Closing Date and addressed to the TU Electric in the form set forth in Exhibit H

attached hereto,

ARTICLE vl
CLOSING DOCUMENTS FROM TU ELECTRIC

As a condition of Closing, TU Electric and the referenced attorneys, in each case as
appropriate, will deliver to Brazos on the Closing Date the following:

7.1 Proof of Payment. Proof of the payment to Brazos pursuant to Section 1.5(b)

hereof,

7.2 Other Instruments. (i) The executed Note and Mortgage; (ii) auplicate

counterparts of the amendment contemplated under Section 5.3(f) hereof; and (iii) the
Release, Covenant Not to Sue, Assumption and Indemnity Agreement specified in Sections
9.3, 9.4 and 9.5 hereof; and (iv) the executed Guaranty.

7.3 Certificate of Secretarial Officer. A certificate of the Secretary or.an

Assistant Secretary of TU Eleetrie and TUC, dated the Closing Date, with respect to the
incumbency of officers and their signatures, corporate existence ard good standing, and,
in the case of TU Electrie, the due adoption of resolutions of the Board of Directors of
TU Electric authorizing the execution, delivery and performance of this Agreement and
the other agreements and instruments to be delivered by TU Electric to Brazos pursuant
hereto at the Closing and, in the case of TUC, the due adoption of resolutions of the
Board of Directors of TUC authorizing the execution, delivery and performance of the

Guaranty to be delivered by TUC to Brazos pursuant hereto ai the Ciosing,
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7.4  Counsel's Opinion. An opinion of Worsham, Forsythe, Sampels & Wooldridge,
counsel for TU Electric and TUC, dated the Closing Date and addressec to Brazos in the

form set forth in Exhibit [ attached hereto.

ARTICLE v
CLOSING AND INDEMNIFICATION

8.1 Indemnification by Brazos. Brazos agrees to indemnify, hold harmless and

defend TU Electric and anyone related to or affiliated with TU Electrie, including its
parent, subsidiaries and affiliates and anyone related to or affiliated with such parent,
subsidiaries or affiliates, from and against any and all claims, Jemands, liabilities, losses,
costs and expenses, including reasonable attorneys' fees, wiich TU Eleetrie or anyone
related to or affiliated with TU Electric, including its parent, subsidisries and affiliates
and anyone related to or affiliated with such parent, subsidiaries or affil'ates, may sustain
and which arise out of or are based upon or relate to the inaccuracy or falsity of any
representation or warranty made by Brazos set forth in this Agreement or in any other
agreement or instrument delivered pursuant hereto or the breach or nonperformarce by
Brazos of any covenant or agreement with TU Electric or anyone related to or affiliated
with TU Electrie, including its parent, subsidiaries and affiliates and anyone rclated to or
affiliated with such parent, subsidiaries or affiliates, made by Brazos set forth in thns
Agreement or in any other agreement or instrument delivered pursuant her :to,

8.2  Indemnification by TU Electric, TU Electrie agrees to indemnify and hold

harmless and defend Brazos and Brazos' Members and anyone related to or affiliated with
Brazos and Brazos' Members from and against any and all cleime, demands, liabilities,
losses, costs and expenses, including reascnable attorneys’' fees, which Brazos, its
Members or anyone related to or affiliated with Brazos or its Members may sustain and
which arise out of or are based upon or relate to the inaccuracy or [alsity of any
representation or warranty made by TU Electric set forth in this Agreement or in any
other agreement or instrument delivered pursuant hereto or the breach or nonperformance

by TU Electrie of any covenant or agreement with Brazos, its Members or anyone related
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to or affiliated with Brazos or its Members made by TU Electric set forth in this
Agreement or in any agreement or instrument delivered pursuant hereto,

8.3 Survival of Representetion and Warranties. The representations, warranties,

covenants and agreements of the parties hereto shall survive the execution and delivery of
this Agreement and the consummation of the transactions contemplated hereunder for a
period of four (4) years after the Closing Date or for such longer period as may be
commensurate therewith for any document delivered pursuant hereto which is in effect
for a longer period than such four years.

8.4 Notice and Opportunity to Participate in Defense. In the event that Brazos,

its Members or TU Electric or any of its parent, subsidiaries or affiliates, or anyone
related to or affiliated with any of them, receives notice of the commencement of any
action or proceeding or the assertion of any claim in respect of which Brazos, its Members
or TU Electric or any of its parent, subsidiaries or affiliates, or anyone related to or
effiliated with any of them, may be entitled to indemnification, the party receiving such
notice shall give the indemnifying party written notice within ten (1C) calendar days
thereof (except that failure to so notify will not relieve the indemnifying party of its
obligations hereunder except to the extent it has been prejudiced thereby) and the
opportunity to participate in the defense thereof and in any settlement negotiations with
respect thereto, and will cooperate with the other party in all reasonable respects ‘and
make available to the other party all records, evidence and personnel for consultation and
testimony reasonably requested by the other party in connection therewith, The
settlement of any such action, proceeding or claim without the prior written approval of
the indemnifying party shall relieve such party of any obligations to the indemnified party

in respect of the subject matter of the settlement of such action, proceeding or claim,

ARTICLE IX
SETTLEMENT OF PENDING LITIGATION
—_——— T AT TENDING LITIGATION
9.1 Brazos' Release. Upon the Closing, Brazos, for (tseif and on behalf of any

person or entity, private or governmental, claiming by, through or under Brazos, ineluding
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without limitation, to the extent it has the standing and right under law tc do 80, its
Members and customers (including the customers of Brazos' Members and other wholesale
customers) and its or their respective insurers, agents, servants, employees, officers,
directors, corsuitants, attorneys and representatives, shal! waive, release, discharge,
renounce and relinquish any and all Subject Claims relating to Comanche Peak it has or
they have, or may have, whether known or unknown, contingent or absolute, including,
without limitation, those based on common law, whether contract (expressed or implied,
including express or implied warranty) or tort (including, without limitation, intentional
tort, negligence or gross negligence, sole, joint or concurrent) or strict Liability or fraud,
and t.ose based upon any Federal, state or local statute, law, order or regulation,
including, without limitation, the Atomic Energy Act of 1954, as amaended, the regulations
of the NRC, the Securities Act of 1933, as amended, or the Securities Act of 1934, as
amended, and any rule or regulation under either, the Texas Securities Act (Title 19,
Articles 581-1, et seq., V.A.T.S.) and the Texas Deceptive Trade Practices and Consumer
Protection Act, against TU Electric or TUC, or both, in any capacity, whether
individually, as Project Manager of Comanche Peak or otherwise, and their respective
insurers, agents, servants, employees, officers, directors, shareholders, consultants,
attorneys and representatives, past and present, and any and all of their respective
Successors, subsidiaries and affiliates and their respective insurers, agents, urvaﬁts,
employees, officers, directors, shareholders, consultants, attorneys and representatives,
past and present, except Subject Claims arising out of or under this Agreement or any of
the other agreements or instruments to be delivered by TU Electric or TUC pursuant
hereto, Brazos hereby covenants and warrcnts that it has not assigned any Subject Claims
that are to be released at the Closing. At the Closing, Brazos will execute and deliver to
TU Electric the form of Release attached hereto as Exhibit J,

9.2 Brazos Covenant Not to Sue. Except as provided for in Section 4.2(g) hereof,

upon the Closing, Brazos, for itself and on behalf of any person or entity, private or

governmental, claiming by, through or under Brazos, including without limitation, to the
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extent it has the standing and right under law to do 0, its Members and customers
(including the customers of Brazos' Members and other wholesale customers) and its or
their respective insurers, agents, servants, employees, officers, directors, consultants,
attorneys and representatives, shall agree and covenant that it and they, individually,
collectively or in any combination, will forebear from asserting against, and never sue for
or look for satisfaction with respect to, TU Electric and TUC and their respective
insurers, agents, servants, employees, officers, directors, shareholders, consultants,
altorneys and representatives, past and present, and any and all of their respective
successors, subsidiaries and affiliates and their respective insurers, agents, servants,
employees, officers, directors, shareholders, consultants, attorneys and representatives,
past and present, any Subject Claim (ineluding without limitation any Subject Claim
against any contractor, subcontractor, supplier, consultant, vendor or other person, firm
or entity in privity in any manrer with any of them which may therefor or as i result
thereof have a right over or Subject Claim in subrogation) in any manner nvolving,
concerning, arising out of, or relating to, the design, construction, management and
licensing of, or any other matter relating to, Comanche Peak, and the management,
procurement, conversion, enrichment, fabrication, shipping, transportatisn and storage of
the Fuel, except for claims arising out «{ or under this Agreement r any of the other
agreements or instruments to be Celivered by TU Electrie, or any of TU Electric's
affiliates, subsidiaries or parent company, pursuant hereto; and Brazos, for itself and on
behalf of any person or entity, private or governmental, claiming by, thzough or under
Brazos, including without limitation, to the extent it has the standing and right under law
to do so, its Members and customers (including the customers of Brazos' Members and
other wholesale customers) and its or their respective insurers, agents, servants,
employees, officers, directors, consultants, attorneys and representatives hereby fi ther
agrees and covenants that, upon and after the Closing, neither it nor they, individually,
collectively or in any combination, wil; 2~ ‘tly or indirectly, challenge, contest or assert

any complaint in e&ny court or before any administrative agency or body or in any other
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forum whatsoever with respect to, or in any manner involving, concerning, arising out of,
or relating to, Comanche Peak and the incidents and attributes thereof including, without
limitation, the design, construction, management and licensing of Comanche Peak or any
other aspect thereof, the costs and schedule of construction and completion of Comanche
Peak, and tne reasonableness, prudency or efficiency of the planning, design, construction,
management and licensi.g of Comanche Peak, and the reasonableness, prudency or
efficiency of the management, procurement, conversion, enrichment, fabrication,
shipping, ‘ransportation and storage of the Fuel, and the costs incurred in connection with
the management, procurement, conversion, enrichment, fabrication, shipping,
transportation and storage of the Fuel, and the breach of the Joint Ownership Agreement
and any express or implied warranties arising out of the Joint Ownership Agreement, and
&ny representation, misrepresentation, disclosure or non-disclosure in connection with the
riegotiations or preceding the execution by Rrazos of the Joint Ownership Agreemert and
in connection with the performance or nonperformance by TU Electric o it3 duties,
responsibilities or oblijations under the Joint Ownership Agreement a- Project Manager or
otherwise, and the failure of TU Eleetrie to pursue any remedies, either at law or
Otherwise, that may be, or may have been, available against any and all contractors,
subcontractors, suppliers, consultants, vendors or others with respect to ~zinanche Peak
(including separately the Station, Fuel or Transmission Faciliti-s) and on account of
anything that has occurred or may have occurred, in who)- or in part, with respect to
Comanche Peak, (including separately the Station, Fur. or Transmission Facilities) and the
incidents and attributes thereof and any of the .oregoing whether known or unknown,
except with regard to Subject Claims arising ov t of or under this Agreement or any of the
other agreements or instruments to pe delivered by TU Electrie, or any of TU Electric's
affiliates, subsidiaries or parent company, pursuant hereto, At the Closing, Brazos will
execute and deliver to TU Electric the form of Covenant Not to Sue attached hereto as
Exhibit K, Further, Brazos covenants and agrees that it will cooperate and assist

TU Electric in connection with all necessary approvals of this Agreement and that it will
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encourage and solicit its attorneys, including Joseph Robert Riley, Spiegel & McDiarmid
and Locke Purnell Rain Harrell, and Brazos' separately employed consultants, not to
Oppose or assist any third party in opposing TU Electric in connection with any matters
relating to Comanche Peak (except that nothing herein shall be construed to prohibit said
attorneys and consultants from representing Brazos in connection with pruceedings in
which TU Electric's rates are being determined provided that no opposition, or assistance
to any third party opposition, to Comanche Peak related costs is made); and, if nccessary
to pravent a conflict of interest, it being understood and agreed that Brazos' separately
employed consultants and attorneys may have obtained or de: e'oped information
regarding Comanche Peak in the course of the Pending Litigatio”. that arguably could be
inequitable for them to otherwise utilize in view of the »~ sideration being rendered by
TU Electric hereunder in order to obtain a final settlement of the matters referred to in
this Agreament Brazos covenants and agrees that it will take all such action as may be
necessary or appropriate in order to prevent the consultants and attorneys, including
Joseph Robert Riley, Spiegel & MeDiarmid and Locke Purnell Rain Harrell, separately
employed oy it in connection with, the Pending Litigation, from participating or assisting
in any manner adverse to Brazos' duty of cooperativ: herein or to TU Clectrie in
connection with the Pending Litigation, the Pending Houston Suit, the Pending Somervel]
County Suit or any current or future proceecings or matter before the PUC (except that
nothing herein shall be construed to prohibit said attorneys and consultants from
repres nting Brazos in connection with proceedings in which TU Ele tric's rates are being
determ.ned provided that no opposition, or assistance to any third party opposition, to
Comanche Peak related costs is made) or the NRC involving or relating to Comanche
Peak, or any current or future proceedings (except that nothing herein shall be construed
to prohibit said attorneys and consultants from representing Brazos in connection with
proceedings in which TU Electric's rates are being determined provided that no opposition,
Oor assistance to any third party opposition, to Comanche Peak related costs is made)

before any court or before any administrative agency or body or in any other forum

~39-



whatsoever with respect to, or in any manner involving, concerning, arising out of, or
relating to: (i) the acts or omissions of TU Electric or the Project Manager referred to or
in question in the Pending Litigation or which could have been brought into question in the
Pending Litigation; or (ii) the acts or omissions of TU Electric or the Project Manager
with respect to Comanche Peak that Jceur, in whole or in part, prior to the Date of
Commercial Operation (as said term is defined in the Joint Ownership Agreement). The
covenant set forth in the prior sentence shall survive Closing hereunder and remain in
force until the expiration of any Subject Claim covered thereby,

9.3 TU Electric Release, Upon the Closing, TU Electric, for itself and on behalf

of its parent, TUC, and their subsidiaries and affiliates and on behalf of any person or
entity, private or governmental, claiming by, through or under TU Electric or TUC,
including without limitation, to the extent it has the standing and right under law to do $0,
their customers, and on behalf of their respective insurers, agents, servants, emplo, .es,
officers, directors, consultants, attorneys and representatives shall waive, release,
discharge, renounce and relinquish any and all Subject Cluims relating to Comanche Peak
(ineluding separately the Station, Fuel or Trans:aission Facilities) it has or they have, or
may have, whether known or unknown, contingent or absolute, including, without
limitation, these based on common law, whether contract (express or implied, including
erpress or implied warranty; or tort (including, without limitation, intentional tért,
negligence or gross negligence, sole, joint or concurrent) or strict liabiliiy or fraud, and
those based on any Federal, State or local statute, law, order or regulation, including,
without limitation, the Atomie Energy Act of 1954, as amended, the regulations of the
NRC, the Securities Act of 1933, as amended, or the Securities Act of 1934, as amended,
and any rule or regulation under either, the Texas Securities Act (Title 19, Articles 581-1,
£l seq,, V.A.T.S.) and the Texas Deceptive Trade Practices and Consumer Pratection Act,
against Brazos, its Members and customers (including the customers of Brazos' Members
and other ‘vholesale customers) in any capacity, whether individually or otherwise, and its

and their respective insurers, agents, servants, employees, officers, directors, consultants,
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attorneys and representatives, past and present, and any and all of their respective
successors, subsidiaries and affiliates and their respective insurers, agents, servants,
employees, officers, directors, members, consultants, attorneys, and representatives, past
and present, except Subject Claims arising out of or under this Agreement or the other
agreements and instruments executed and delivered pursuant hereto and except that
nothing herein shall prohibit TU Eleetrie from charging Brazos for any electric power and
energy purchased by Brazos from TU Electrie in accordance with the rates set forth in
TU Electric's tariff as same may be approved and in effect from time to time even though
said rates may include costs related to Comanche Peak, TU Electric hereby covenants
and warrants that it has not assigned any Subject Claims that are to be released at the
Closing. At the Closing, TU Electric will execute and deliver to Brazos the form of
Pelease attached hereto as Exhibit L.

9.4 TU Electric Covenant Not to Sue. Except as provided for in Section 4.2(g)

hereof, upon the Closing, TU Electrie, for itself and on behalf of its parent, TUC and their
subsidiaries and affiliates, and any person or entity, private or governmental, claiming by,
*hrough or under TU Electric or TUC, including without limitation, to the extent it has
the standing and right under law to do so, their customers, and their respective insurers,
agents, servants, employees, officers, directors, consultants, attorneys and
representatives shall agree and covenant that it and they, individually, collectively of in
any combination, will forebear from asserting against, and never sue for or look for
satisfaction with respect to, Brazos and its Members and their respective insurers, agents,
servants, employees, officers, directors, members, consultants, attorneys and
representatives, past and present, and any and all of their respective successors,
subsidiaries, and affiliates and their respective insurers, agents, servants, employees,
officers, directors, shareholders, members, consultants, attorneys and representatives,
past and present, any Subject Claim in &ny manner involving, concerning, arising out of, or
relating to Comanche Peak, and the management, procurement, conversion, enrichment,

fabrication, shipping, transportation and storage of the Fuel, except for claims arising out
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of or under this Agreement or any of the otl.er agreements or instruments to be delivered
by TU Eleetric pursuant hereto; and TU Electrie, for itself and on behalf of its parent,
subsidiaries and affiliates, and any person or entity, private or governmental, claiming by,
through or under them, including without limitation, to the extent it has the standing and
right under law to do $0, its or their customers, and its or their respective insurers,
agents, servants, employees, officers, directors, consultants, attorneys and
representatives hereby further agrees and covenants that, upon and after tne Closing,
neither it nor they, individually, collectively or in any combination, will directly or
indirectly challenge, contest or assert any complaint against Brazos or its Members in any
court or before any administrative agency or body or in ary other forum whatsoever with
respect to, or in any manner involving, concerning, arising out of, or reiating to,
Comanche Peak and the Joint Ownership Agreement and in connection with the
performance or nonperformance by Brazos of its duties, responsibilities or obligations
under the Joint Ownership Agreement, and on sacount of anything that has occurred or
may have occurred, in whole or in part, with respect to Comanche Peak, (including
separately the Station, Fuel, or T-ansmission Facilities) and the incidents and attributes
thereof and any of the foregoing whether known or unknown, except with regard to
Subject "laims arising out of or under this Agreement or any of the other agreements or
instruments to be delivered by TU Eleetric pursuant hereto and except that nothing herein
shall prohibit TU Electric from charging Brazos for any electric power and energy
purchased by Brazos from TU Electric in accordance with the rates set forth in
TU Electric's tariff as same may be approved and in effect from time to time even though
said rates may include costs related to Comanche Peak, At the Closing, TU Electrie wili
execute and deliver to Brazos the form of Covenant Not to 3ue attached hereto as
Exhibit M. Further, TU Electric covenants and agrees that it will encourage and solicit
its attorneys, including Worsham, Forsythe, Sampels & Wooldridge, Jackson, Walker,
Winstead, Cantwell & Miller, Hunton & Williams, Ackles, Ackles & Ackles and Roy

Minton, and TU Electric's consultants, not tc oppose or assist an; third party in opposing
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Brazos in connection with any matters relating to Comanche Peak (except that nothing
herein shall be construed to prohibit said attorneys and consultants from representing
TU Electric in connection with proceedings in which TU Electric's rates are being
determined even though said rates may include costs ' .lated to Comanche Peak and
Brazos may purchase electric power and energy pursuint to said rates); and, if necessary
to prevent a confliet of interest, it being understood and agreed that TU Electric's
separately employed <onsultants and attorneys may have obtained or developed
information regarding Brazos in the course of the Pending Litigation that arguably could
be inequitable for them to otherwise utilize in view of the consideration being rendered by
Brazos hereunder in order to obtain a final settlement of the matters referred to in \his
Agreement, TU Electric covenants and agrees that it will take all such action as may be
necessary or appropriate in order to prevent the consultants and attorneys, including
Worsham, Forsythe, Sampels & Wooldridge, Jackson, Walker, Winstead, Cantwell & Miller,
Hunton & Williams, Ackles, Ackles & Ackles and Roy Minton, separately employed by it in
connection with the Pending Litigation or otherwise, from participating or assisting ir any
manner adverse to TU Electric's duty of cooperation herein or to Brazos in connect. n
with any current or future proceedings or matter before the PUC (except that nothing
herein shall be construed to prohidbit said attorneys and consultants from representing
TU Electric in connection with proceedings in which TU Electric's rates are being
determined even though said rates may include costs related to Comanche Peak and
Brazos may purch. e electric power and energy pursuant to said rates) involving or
relating to Comanche Peak. or any current or future proceedings (except that nothing
herein shall be construed to prohibit said attorneys and consultants from representing
TU Electric in 2onnection with proceedings in which TU Electric's rates are being
determined even though said rates may include costs related to Comanche Peak and
Brazos may purchase electr . PUWEr ana energy pursuant to said rates) before any court or
before any administrative agency or body or in uny other forum whatsoever with respect

to, or in any manner involving, concerning, arising out of, or relating to the acts or
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omissions of Brazos referred to or in question in the Pending Litigation or which could
have been brought into question in the Pending Litigation. The covenant set forth in the
prior sentence shall survive the Closing and remain in force until the expiration of any
Subject Claim covered thereby.

9.5  Assumption of Liabilities and Obligations and Indemnification. Effective

upon the Closing, TU Electrie agrees to assume all of the duties, responsibilities,
liabilities and obligations of Brazos under the Joint Ownership Agreement, Further,
effective upon the Closing, TU Electric agrees to indemnify, hol¢ harmless and defend
Brazos and its Members and customers (including the customers of Brazos' Members and
other wholesale customers) from and against all Subject Claims or any alleged willful or
intentional acts of the Project Manager, its agents, servants, employees or independent
contractors acting on behalf of the Project Manager which may be asserted against B .zos
and its Members and customers (including the customers of Brazos' “embers and other
wholesale customers) by any third party (other than Brazos' Membe's and customers and
the ustomers of Brazos' Members or other wholesale customers acting in such capacity),
ineluding without limitation Subject Claims predicated upon the aileged actual or imputed
negligence or gross negligence of Brazos and its Members and customers (including the
customers v Brazos' Members and other wholesale customers) arising out of or connected
with, the location, planning, design, construction, licensing, condition, maintenadce,
operation and decommissioning of Comanche Peak, including but not limited to all claims
asserted or which might ‘ave been or might hereafter be asserted in the Pending Houston
Suit and in the Pending So nervell County Suit; provided, however, that TU Electrie
specifically shall not indemnify Brazos and its Members Or customers in connection with
any Subject Claims which may be asserted by Brazos' Members and customers, and the
customers of Brazos' Members or other wholesale customers, or creditors, acting in such
cupacity, which in any manner relate to Brazos' participation as an Owner of Comanche
Peak or as a party to the Joint Ownership Agreement, or by reason of Brazos' involvement

in the Pending Litigation, or by reason of the execution of this Agreem~ 1t and
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participation in the transactions provided for herein, and provided further, that
TU Eleetric specifically shall not indemnify Brazos in connection with any Subject Claims
which may be asserted by Tex-La or TMPA or others which in any way relate to Brazos'
execution of the Joint Ownership Agreement, or which arise Dy reason of Brazos'
participation in the Pending Litigation, or Oy reason of Brazos' execution of this
Agreement ard participation in the transactions provided for herein. TU Electrie will, in
addition to providing such indemnity, assume the defense of Brazos and its Members and
customers (and the customers of Brazos' Members and other wholesale customers) in any
tribunal where any such claim is asserted. Pursuant hereto, at the Closing TU Electric
will execute and deliver to Brazos the form of Assumption and Indemnity Agreement
attached hereto as Exhibit N, Effective upon the Closing, Brazos agrees to indemnify,
hol¢ harmiess and defend TU Eleetrie, TUC and their respective subsidieries, affiliates
and customers from and against any and all Subject Claims of Brazos or anyone related to
or affiliated with Brazos, including Brazos' Members, customers (ineluding the customers
of Brazos' Members and other wholesale customers) and ereditors, acting in such capacity,
relating to Brazos' execution of, or participation in, the Joint Ownership Agreement,
Brazos' execution of this Agreement and participation iy: ths transactions provided herein,
and Brazos' activities as an Owner separate and apart from joint activities with all other
Owners or activities by, through and under the Project Manager. Further, e fective upon
the Closing, Brazos agrees to indemnify, hold harmless and defend TU Eleetrie, TUC and
their respective subsidiaries, affiliates and customers from and against any and all Subject
Claims of Brazos or anyone related to or affiliated with Brazos, including Brazos'
Members and, to the extent they are acting in such capacity, Brazos' customers (including
the customers of Brazos' Members and other wholesale customers) and creditors, with
respect to, or in any manner involving, concerning, arising out of, or relating to: (i) the
acts or omissions of TU Electric or the Project Manager referred to or in question in the
Pending Litigation or which could have been brought into question in the Pending

Litigation, ineluding without limitation Subject Claims based upon the negligence or gross
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negligence, sole, joint or concyrreil, of TU Electric or the Project Manager; and (ii) the
acts or omissions of TU Electric or the Project Manager with respect to Comanche Peak
that occur, in whole or in part, prior to the Date of Commercial Operation (as said term is
defined in the Joint Ownership Agreement), including without limitation Subject Claims
based upon the negligence or gross negligence, sole, joint or concurrent, of TU Electric or
the Project Manager. Pursuant hereto, at the Closing Brazos will execute and deliver to
TU Electric the form of Indemnity Agreement attached hereto as Exhibit O,

9.6 Covenant of Cooperation. The parties herevy covenant and agree to assist,
cooperate with, and support each other (other than {inancial support) in the event that a
third party institutes any action against either of thein with respect to Comanche Peak
and any incident or attribute thereof, except that neither of them shall be required to
take any position which it believes is contrary to its material pecuniary interests or
contrary to the truth; provided, however, that in any event, Brazos shall not cooperate
with or supr~=t any party in the Pending Litigation with regard to the Subject Claims
being made therein by Tex-La and TMPA.

9.7 Termination of Participation. To the extent that Brazos can, and not be in

violation of Section 20 of the Energy Reorganization Act, 42 USC Section 5851 (1983),
upon the execution of this Ag' cement, Brazos, for itself and on behalf of any person or
entity, private or governmental, claiming by, through or under Brazos, including without
limitation, to the extent it has the standing and right under law to do 80, its Members and
customers (including the customers of Brazos' Members and other wholesale customers)
and its or their respective insurers, agents, servants, employees, officers, directors,
consultants, attorneys and representatives, agrees and covenants to immediately abate
any and all currently pending actions whatsoever, directly or indirectly, involving or
relating to the prosecution or processing of any Subject Claims in any way relating to
Comanche Peak against TU Electric or TUC, or their raspective directors, officers,
employees, agents, insurers, consultants or attorneys, past or present, an. ary and all of

their respective successors, subsidiaries and affiliates and their respective insurers,
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agents, servants, employees, officers, directors, shareholders, consultants, attorneys and
representatives, past and present, presently or he:cafter pending in any court or before
any administrative agency or body (except Subject C'laims being made in the Pending
Litigation, which shall be governed Dy the provisions of Article IV of this Agreement), In
such capacity and to the extent Brazos can and not be in violation of Section 210 of the
Energy Reorganization Act, 42 USC Section 5851 (1983) (Brazos hereby representing and
warranting that it knows of no violation, actual or alleged, of Section 210 of the Energy
Reorganization Act, 47 USC Section 5851 (1983) which has not heretofore been disclosed
to TU Eleetrie in writing), Brazos agrees & « covenants that Brazos for itself and on
behal! of any person or encity, private or governinental, claiming by, through or under
Brazos, including without limitation, to the extent it has the standing and right under law
9 do so, its Members and customers (including the customers of Brazos' Members and
other wholesale customers) and its or thzir ‘espective insurers, agents, servants,
employees, officers, directors, consultants, attorneys and representatives, shall not
prosecute, directly or indirectly, any Subject Claims, objections, motions or other actions
adverse to TU Electric in connection with applications for granting the requisite licenses
and approvals for Comanche Peak pending before the NRC and its Atomic Safety and
Licensing Boards and Atomiec Safety and ice --Ng Appeal Boards, including, without
limitation, in NRC Dockets Nos. 50445-OL, 50-446-OL and S50445-CPA, the ongoing
antitrust review relative to the licensing of Comanche Peak, and any and all appeals from
rulings and orders of the NRC related to, or growing out of, said Dockets which are
pending before ar.; court. Within three (3) Business Days after the Closing, Brazos shall
cause the dismissal, with prejudice to the refiling of same in any forum and in any form
whatsoever, of all of its Subject Claims against TU Electrie, TUC and their subsidiaries
and affiliates in the Pending Litigation, and shall withdraw all of its Subject Cleims
adverse to TU Eleetrie in connection with the granting of the requisite licenses and
approvals for Cor anche Peak pending in the NRC Dockets Nos. 50-445-0L, 50-446-0L

and 50-445-CP/ and any and all proceedings in any manner related to, or arising out of,
said Docke's,
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Brazos agrees and covenants, from and after the Clusing, to fully cocperate with
TU Electric and provide all reasonably requested assistance, including providing the legal
assistance of its attorneys (including Joseph Robert Riley, Spiegel & MeDiarmid and
Locke Purnell Rain Harrell), in a timely manner in connection with any legal proceedings
(excluding the Pending Litigation) involving Comanche Peak, including the licen.'ng of
Comanche Peak by the NRC, including without limitation the ongoing antitrust review in
connection therewith, and all proceedings involving Comanche Peak before the PUC to
the extent of not opposing, or assisting any third party in opposing, the position being
advocated by TU Electric. Except as specifically provided otherwise in this Agreement,
TU Electric shall promptly reimburse Brazos for any and all reasonable out-of-pocket
expenses and any and ali reasonable outside professional fees, including, without
limitation, attorneys fees, incurred by Brazos in providing such ecoperation,

9.8 TU Electric Actions and Litigation Costs. Within three (3) Business Days

after the Closing, TU Electric shall cause the dismissal, with prejudice to the refiling of
same in any forum and in any form whatsoever, of all of its Subject Claims against Brazos
in the Pending Litigation; provided, however, that TU Electric shall have the right to
retain Brazos as a party to the Pending Dallas Suit, not for the purpose of seeking any
affirmative relief against or from Brazos, but for the purposs of defeating a possible
contention on the part of the other parties thereto with respect to the absence bf a
necessary pa. 'y to TU Electric's Subject Claims against the other parties in said 2ase (it
being understood that TU Electric's position is that any such contention would not be
valid). TU Eleetric snall promptly reimburse Brazos for any and all expenses reasonably
incurred because of &ny such retention of Brazos by TU Electric in the Pending Dallas
Suit, It is expressly understood that nothing herein shall in any manner affect, ¢iminish or
impair TU Electric's right to fully prosecute any and all of its Subject Claims against the
other parties in the Pending Litigation, Except as provided otherwise above, all costs and
expenses related to or incurred in connection with the Pending Litigation shall be borne
and paid by the party by whom incurred or to which they are related,
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9.9  Termination of Joint Ownership Agreement Relationship.  Except as

otherwise provided in Section 9.5 hereof with respect to TU Eiectric's assumption of

Brazos' obligations under the Joint Ownership Agreement, Brazos and TU Electric hereby
agree that, upon the Closing, ie Joint Ownership Agreement, as between Brazos and
TU Electric, shall be deemed terminated and of no further force and effect as between
them, it being understood that under the circumstances described in Article I, Section 6

of the Deed of Trust the Joint Ownership Agreement may be reinstated,

ARTICLE X
TERMINATION OF AGREEMENT

10,1 Termination of Agreement by TU Electrie. In the event at any time after

TU Electric's having given written notice of intent to terminate this Agreement and the

lapse of two (2) Business Days of discussion (which shall take place within five (5) days of
said written notice of intent) between Brazos and TU Electric with respect thereto,
TU Electric reasonably determines that the Closing cannot occur for reasons that are
beyond TU Electric's control, TU Electric may terminate this Agreement upon seven (7)
Rusiness Days' written notice o termination from TU Electric to Brazos, and Brazos
agrees to promptly refund and pay to TU Electric the Signing Payment, plus in additior
thereto an incremental amount calculated from the date of receipt of the Signing
Payment by Brazos at the rate of eight and one-half percent (8-1/2%) per annum. &"azos
agrees that it shall have no right to withhold payment of any amounts it agrees to pay
herein in respect to or on the basis of its alleged claims in the Pending Litigation,
Payment by Brazos of such funds to TU Electric shall constitute acceptance by Brazos of
TU Electric's right to terminate this Agreemeant under the circumstances. In the event of
such termination, the rights of the parties with respect to Comanche Peak shall be
governed by the Joint Ownership Agreement, the Transmission Agreement executed on

July 25, 1979, and the applicable law as determined and applied in the Pending Litigation

or the New Lawsuit,



10.2 Termination of Agreement by Brazos. In the event at any time after Brazos'

having given written notice of intent to terminate this Agreement and the lapse of two (2)

Business Days of discussion (which shall take place within five (5) days of said written
notice of intent) between Brazos and TU Electric with respect thereto, Brazos reasonably
determines that the Closing cannot occur for reasons that are beyond Brazos' control,
Brazos may terminate this Agreement upon seven (7) Business Days' written notice of
termination from Brazos to TU Eleetric and Brazos will immediately refund and pay to
TU Electric the Signing Payment plus in addition thereto an incremental amount
calculated from the date of receipt of the Signing Payment by Brazos at the rate of eight
and one-half percent (8-1/2%) per snnum. Brazos agrees that it shall have no right to
withhold payment of any amounts it agrees to pay herein in respect to or on the basis of
its alleged claims in the Pending Litigation. Acceptance Dy TU Electric of the return of
such funds from Brazos shall constitute acceptance by TU Electric of Brazos' right to
terminate this Agreement under the circumstances, In the event of such termination, the
rights of the parties with respect to Comanche Peak shall be governed by the Join:
Ownership Agreement, the Transmission Agreement executed on July 25, 1979, and the
applicadble law as determined and applied in the Pending Litigation or the New Lawsuit,
10.3  Automatic Termination, Unless either the Closing has occurred or there is 4
written agreement signed by TU Eleetric and Brazos to extend the date set out in this
paragraph, this Agreement shall automatically terminate at 5:00 p.m., Dallas, Texas time,
on the date which is at the end of nine (9) months after the date hereof, without any need
for the giving of notice or any other action by either TU Electrie or Brazos. In the event
such termination occurs, Brazos will immediately refund and pay to TU Eleetrie the
Signing Payment, plus in addition thereto an incremental amount calculated from the date
of receipt of the Signing Payment by Brazos at the rate of eight and one-half percent (8-
1/2%) per annum. Payment by Brazos and acceptance by TU Electric of the amount set
forth in this paragraph shall constitute acceptance by TU Eleciric and Brazos of

termination of this Agreement, In the event of such termination, the rights of the parties
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with respect to Comanche Peak shall be governed by the Joint Ownership Agreement, the
Transmission Agreement executed ~n July 25, 1979, and the appiicable law as determined
and appliea in the Pending Litigation or the New Lawsuit,

10.4 Termination of Covenants, Releases and Indemnifications. If this Agreement
is terminated pursuant to the provisions of Article X hereof and all amounts specified
therein are refunded and paid by Brazos to TU Electric, all releases, covenants not to sue,
indemnifications, assumptions and guaranties hereunder or contained in any exhibit hereto
shall be void and of no effect whatsoever,

ARTICLE XI
MISCELLANEOUS PROVISIONS

1.1 Bulk Sales Law Waiver. To the extent it may lawfully do so, TU Electric

hereby waives compliance by Brazos with the bulk sales law of any jurisdiction, if
applicable, with respect to the transactions contemplated hersaby, and Brazos agrees to
hold TU Electric harmless from and against any liability, loss, cost or expense, including
reasonable attorneys' fees, which TU Electric may sustain by reason of such
noncompliance., TU Electric agrees to give Brazos prompt notice of the assertion of any
claim resulting from such noncompliance.

11.2  Further Assurance. Brazos agrees that, after the Closing, it will from time
to time, upon the reasonable request of TU Electrie, execute, acknowledge and deliver in
proper form any instrument of conveyance or further assurance necessary for perfecting
in TU Electric or its successors and assigns, as the case may be, the title to the Purchased
Assets or for carrying out the purpose and intent of this Agreement,

11.3  No Third Party Beneficiaries. The parties hereto acknowledge and agree ths;
this Agreement is entered into for the sole benefit of TU Electrie, TUC, Brazos and
Brazos' Members, their respective successors and assigns (to the extent permitted) and, to
the extent specifically and expressly set forth elsewhere in this Agreement, their
respective insurers, agents, servants, employees, officers, directors, subsidiaries,

affiliates, representatives and customers, and that nothing in this Agreement shall be
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construed as giving any right, benefit, remedy or claim to any person, firm, corporation or
other entity, other than TU Electric, TUC, Brazos and Brazos' Members, their respective
successors and assigns (to the extent permitted) and, to the extent specifically and
expressly set forth elsewhere in this Agreement, their respective insurers, agents,
servants, employees, officers, directors, subsidiaries, affiliates, representatives and
customers.  Without in any way limiting the foregoing provisions, it is expressly
understood that nothing in this Agreement shall affect any of the rights, obligations and
remedies among TU Electric and TMPA and Tex-La under the Joint Ownership Agreement
or otherwise,

1.4 Default. In the event of default in performance hereunder by either Brazos
or TU Eleetric, the nor -defaulting party shall be entitled to all remedies legally available
to it including the remedy of specific performance, the parties hereto agreeing that no
adequate remedy at law exists,

11.5 Property and Transfer Taxes.

(a) Property Taxes. All real and personal property taxes, and other
similar taxes, charges, and fees imposed on or with respect to or
measured by the Purchased Assets not heretofore paid by Brazos shall
be the responsibility and liability of TU Electric, except for such
taxes, charges and fees caused by the action or inaction of Brazos
individually or in combination with any of the Owners other than
TU Electric or the Project Manager,

(®) Transfer Taxes. The payment of any and all real estate transfer,
stamp, documentary, deed and recording taxes and fees, and all sales
and excise taxes imposed in connection with the Purchased Assets or

the sale or transfer of the Purchased Assets shall be the responsibility

and liability of TU Electrie.




11.6 [Expenses. Brazos and TU Electric shall each pay all expenses incurred by
them respectively in connection with this Agreement, including the fees of their
respective counsel and accountants, if any, except as may be otherwise pravided,

11,7  Governing Law. This Agreement shall be construed, and the provisions hereof

shall be enforced, in accordance with the laws of the State of Texas.

11.8  Announcements. All press releases or other announcements by TU Electric or

Brazos prior to or in connection with the execution of this Agreement shall be approved
by Brazos and TU Eloctric prior to the issuance thereof, which approval shall not be
unreasonably withheid.

11.9  Entire Agreement, Amendments. This Agreement, and the other documents
delivered pursuant hereto, constitute the entire agreement between Brazos and
TU Electric relating to the subject matter hereof and supersede all other prior
agreements, representations and understandings between the parties, No supplement to,
or modification or amendment of, this Agreement shall be binding, unless executed in
writing by both Brazos and TU Electrie,

11,10 Assigns, ete, This Agreement shall be binding upon and inure to the benefit
of Brazos and its Members, and TU Electric and TUC, and their respective successors and
assigns but saall not confer any rights upon any third persons except to the extent
expressly provided herein. This Agreement may not be assigned by Brazos without the
written consent of TU Electrie or by TU Electric without the written consent of Brazos,

1111 Notices. All notices, requests, demands and other communications under this
Agreement shall be in writing and shall be deemed to have been duly given (a) if served
personally on the party to whom notice is to be given at the addresses and to the attention
of the persons named as follows, or (b) if sent Dy telex or nationally recognized overnight
delivery service, or (¢) by first class mail, postage prepaid, certified and return receipt
requested, and properly addressed as follows:




(a) To Brazos at:

Brazos Electric Power Cooperative, Ine.
P. O. Box 2585
wacn, Texas 76702-2585

Attention: Pichard E. MeCaskill

For Federal Express:

Brazos Electric Power Cooperative, Inc.
2404 LaSalle Avenue

waco, Texas 76708

Attention: Richard E, McCaskill
(with copy to)

Joseph Robert Riley
Law Offices of Joseph Robert Riley
800 RepublicBank Tower
P. O, Box 153
Waco, Texas 76703
(b) To TU Electric at:
Texas Utilities Electric Company
2001 Bryan Street
Suite 1900
Dallas, Texas 75201
Attention: Erle Nye
(with copy to)
Worsham, Forsythe, Sampels & Wooldridge
2001 Bryan Street
Suite 3200
Dallas, Texas 75201
Attention: Robert A, Wooldridge

11.12 Headings. The division of this Agreement into Articles and Sections and the
insertion of headings are for convenience of reference only and shall not affect the

construction or interpretation of this Agreement,

11.13 Execution and Counterparts, This Agreement may be executed in any number
of counterparts, each and all of which shall be deemed for all purposes to be nne

agreement,

i1.14 Interest on Past Due Payments, In the event that Brazos or TU Electric fails

to timely make any payments to the other which become due under this Agreement, the
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incremental amount due on the past due payment for the period between and ineluding the
due date and the date actually paid shall be calculated at the rate of twelve and one-half
oercent (12-1/2%) per annum.

11,15 Use of Representations or Recitals. Any representations or recitals made by

Brazos and TU Electrie in this Agreement are for the purposes of this Agreement only, In
the event that this Agreement is terminated or does not timely close at the Closing Date,
neither Brazos nor TU Electric shal' use, as evidence or otherwise, any such
representations or recitals against the other in any way in the New Lawsuit or any other
lawsuit concerning any Subject Claims which have been made in the Pending Litigation,

11.16 Separate Litigation. Any Subject Claims arising out of or under this

Agreement shall be prosecuted in a lawsuit separate from the lawsuit in which any Subject
Claims which have been made in the Pending Litigation are prosecuted.

IL.17 Construction of Comanche Peak. If TU Electric continues to believe that the

completion of Comanche Peak is economically and otherwise feasible, TU Electric
covenants that it will use its best efforts to complete, or cause to be completed, the
construction of Comanche Peak and placing the same in operation,

11.18 Severability. The parties hereto agree that the various obligations and
undertakings specified in this Agreement and ‘- the other qgreements or instruments
referred to herein are each mutually dependent upon one another and, in the event that
any fundamental or essential provision of this Agreement or any of such other agreements
or instrumen's is finally determined to be invalid, illegal or unenforceable by a court or
administrative body having jurisdiction, TU Electric and Brazos hereby agree to conduct
good faith negotiations for the purpose of reaching a mutually acceptable written
agreement to replace the deleted provision with a provision which will most nearly
accomplish the purpose and intent of the deleted provision, Failing to reach such a

Mutually acceptable agreement, the parties shall rescind the transactions provided for

herein and therein,
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11,19 Time of the Essence. Time is of the essence in the performance of this

Agreement,

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the

date set forth at the outset hereof,

(Corporate Seal)

ATTEST:

Its: Corporate Secretary

(Corporate Seal)

TEXAS UTILITIES ELECTRIC COMPANY

“~
By:‘ J-“ _,._L‘ =
Its:_Chairman of the voard and_

Clief Executive

BRAZOS ELECTRIC POWER
COOPERATIVE, INC.

WW §udZ ZM

Its: _Fyecutive V.P./ G,




SCHEDULE

FIELD NOTES
COMANCHE PEAK S.E.S. PROPERTY

All that certain lot, tract or parcel of land in the John W. Pogg Survey,
Abstract 27, S. McKelvy Survey, Abstract 68, Jose Antonio Hernandez
Survey. Abestract 42, Wa. B. Smith Survey, Abstract 90, wWms. B Saith
Survey, Avstract 91 aend the Wm. Parker Survey, Abstract 83 all In
Somervell County, Texas: the Galveston County Scheol Land Survey, Abastract
38 in Somervell and Hood <Counties, Texas: the James D. Elliott Survey,
Abstract 170, J. Grace Survey, Abetract 203 and the R. Disney Survey,
Abstract 144 all {n Hood County, Texas and being wmore particularly
described by metes and bounds as follows:

BEGINNING at a point in the line comsmon to sald Pogg Survey and the Wa. V¥,
Parker Survey, Abstract 82 Somervell County, Texas, sald point being South
S8 degrees 54 sinutes 17 seconds West, 2136-22/100 feet along said common
line from the South corner coamon to said Fogg and Hernandez Surveys;

THENCE departing said common survey line;

North 31 degrees 40 minutes 49 seconds West, 1808-13/100 feot,

North 60 degrees 17 minutes 47 seconds West, 822-92/100 feeot,

North 30 degrees 51 minutes 45 seconds West, 699-38/100 feet,

North 37 degrees 09 minutes 49 seconds West, 397-08/100 feet,

North 00 degrees 29 minutes 04 seconds East, 34-3,10 feot,

South 88 degraoes 33 minutes 14 seconds West, 241-71/100 feet,

South 68 degrees 18 minutes 22 seconds West, 176-9/10 feet, and

North 30 degreee 02 minutes 49 seconds West, crossing the line comsmon to

said John ¥. Pogg Survey and s.id Wa. B. Saith Survey, Abstract 91, (n all
38593-27/100 feet;

THENCE South 50 degrres 350 wminutes S50 seconds West, 904-7/10 feet to a
point (n the line common to said Wa. 8. Seith Survey, Abestract 9! and said
¥a. Parker Survey, Abstract 83, Soservell County, Texas;

THENCE with sald common lime, North 29 degrees 42 minutes 26 seconds West,
3001 feet to a point;

THENCE departing esaid common survey lims, South 59 degrees 39 minutes
West, 1587 feet, South 60 degrees 20 minutes West, 349 feet, South 59
degrees 21  wminutes Mest, 263 feet and South 80 degrees 44 minutes wWest,

630 feet to a poirt {m the Easterly right-of-way (R/W) of State P .M.
Highway No. 56 (forme ly P.N. 201);

THENCE with wsaid Easterly k/¥W, North 28 degrees 51 aminutes West,
684-23/100 feet to the beginning of a curve to the left having a radius of

1482.39 and Northwesierly with the arc of sald curve 321-3/10 feet to a
point;
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TRENC(. departing said Easterly R/W line, North 28 degrees 356 minutes West,
869-5/10 feet to a peint in the North line of sald We. Parker Survey;

THENCE with saild North line, North 80 degrees 44 minutes East, 2858 feet
to a polint;

THENCE North 30 degrees 00 minutes West, 17 feet to & point {n the fenced
Northwesterly corner of said Wa. B. Saith Survey, Abstract 91, coammon to

the Southwesterly cocnar of said James D. Elliott Survey, Abstract 170,
Hood County, Texas;

THENCE departing said common corner, North 21 degrees 39 minutes East,

2801 feet and North 60 degrevs 02 minutes East, 2083-55/100 feet to a
point;

THENCE North 69 degrees .4 minutes 30 sezonds West, .199 feet to a point
at elevation 770 feet, U.8.C.4G.S. D».um:

THENCE with seid 770 foot contour, South 69 degrees 14 minutes 30 seconds

West, 87-2/10 feet and North 44 degrees 26 wminutes 30 seconds East,
82-75/100 faet;

THENCE departing said 770 foot contour, North 69 degrees 44 minntes 30
seconds West, 2043-78/100 feet to a point;

THENCE North 02 degrees 10 minutes 30 seconds West, 3882-25/100 feet to a
point on the 790 foot contour, U.S.C.&G.S. Datum;

THENCE with said 790 foot contour;

South 83 degrees 32 minutes Bast, 96-4/10 feet,

North 89 degrees 17 minutes Bast, 154-./10 feet,

South 83 degrees 31 minutes Rast, 104-9), ‘00 feat,

North 77 degrees 03 minutes Bast, 182-4/10 feot,

North 89 degrees 06 minutes Bast, 203-18/100 feet,

fouth 86 dogrees 49 minutes Bast, 214-2/10 feet,

South 80 degrces 32 sinutes Bast, 231-0/.0 foet,

South 89 degrees 28 minutes 30 seconds East, 151-7/10 feet,
North 35 degrees 47 sinutes 30 seconds Wert, 138-4/10 feet,
North 335 degrees 41 minutes 30 seconds West, 109-0/10 feet,
North 29 degrees 56 minutes 30 seconds West, 101-3/10 feet,
Rerth 38 degrees 54 minutes 30 seconds West, 81-08/100 feet,
North 24 degrees 36 ainutes 30 seconds West, 109-75/100 feut,
®orth 26 degrees 26 minutes 30 seconds West, 123-18/700 feet,
North 25 degrees 435 ainutes 30 seconds Nest, 166-5/'0 feet,
North 27 degrees 45 minutes 30 seconds West, 119-2/10 faet,
Horth 18 degrees 11 minutes West, 139-4/10 feet, and

North 61 degrees 06 ainutes West, 92-3,10 feet to a point in the North

line of sald Jamesz D. Elliott Survey common to the South line of said R.
Disney Survey, Hood County, Texas;
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THENCE departing eaid 790 foot contour and with said common survey line,

North S8 degrees 58 ainutes East, 78-9/10 feet to a point on the 770 foot
contour line, U.S.C.4G. 8. Datunm:

THENCE departing eaid comsmon survey line and with said 770 foot contour
line;

North 71 degrees 38 minutes West, 96-6/10 feet,

North 83 degrees 51 minutes West, 74-3/10 feet,

North 54 degrees 353 aminutes Bast, 93-1/10 feet,

North 835 degrees 48 sinutes 30 seconds Bast, 94-0/10 feet,
North 00 degrees 54 minutes 30 seconds East, 82-3/10 feet,
North 22 degrees 49 nioutes 30 seconds West, 111-8/10 feet,
North 23 degreoes 43 minutes 30 seconds West, 103-3/10 feet,
North 28 degrees 36 wminutes 30 seconds West, 87-5/10 feet,
North 32 degrees 42 minutes 30 seconds West, 65-45/100 fee..
Yorth 43 degrees 57 minutes 30 seconds West, 154-7/10 feet
worth 57 degrees 21 minutes 30 seconds West, 112-95/100 f »
dorth 668 degrees 07 minutes West, 134-65/100 feet,

North 768 degrees 57 minutes 30 seconds West, 271-6/10 feas2,
North 80 degrees 45 minutes West, 111-65/100 feet,

North 80 degrees 27 minutes West, 147-75/100 faeet,

North 89 degrees 40 m'autes West, 102-08/100 faeet,

North 80 degrees 23 minutes 30 seconds West, 186-63/100 ieet,
South 59 dagrees 21 minutes 30 seconde West, 96-85/10 feet,
South 54 degrees 27 minutes 30 seconds West, 84-35/100 feet,
South 51 degrees 25 minutes 30 seconds West, 100-0/10 fret,
South 49 degrees 23 minutes 30 seconde West, 197-38/100 feet,
South 40 degrees 06 minutes 30 seconds West., 132-7/10 feet,
South 44 degrees 38 sinutes 30 seccands West, 18585-38/100 feet,
South 28 degrees 22 minutes 30 seconds West, 125-9/10 feet,
South 37 degrees 40 minutes 30 seconds Wast, 227-8/10 feet,
South 62 degrees 25 ainutes 30 seconds West, 438-9/10 feet,
South 87 degrees 41 _‘nutes 30 secuids West, 123-98/100 feet,
North €6 degrees 07 minutes 30 seconds West, 78-2/10 feet,
Soath 41 degrees 17 minutes West, 198-15/100 feet,

North 80 degrees 04 minates Wost, 137-4/10 feet,

North 19 degrees 48 minutar; 30 seconds West, 196-05/100 feet,
North 39 degrees 00 minvtee 30 cecunds West, 148-08/100 feet,
North 585 degrees 29 miratees 30 seconds West, 141-15/100 feet,
North 80 degrees 2« anjlautes 3C second) Weest, 82-5/10 feet,
South 468 degrees 355 epinutes 30 second, Wezt, 1085-3/10 faet,
South 68 degrees 44 sinutes West, 7!/-985/100 feet,

North 51 degrees 47 minutes Rast, 61-:8/100 feet,

North 41 degrees 06 minutes Bast, 1.2 785/100 feet,

South 82 degrees 11 minutes 30 seconds Bast, 117-72/100 feet.
fouth 69 degrees 16 minutes 30 seconds Bast, 1235-4/10 feet,
South 38 degrees 135 ainutes Bast, 123-48/100 feet,

South 23 degrees 02 ainvtes 30 seconds Bast, 98-4/10 feet,
South 08 degrees 27 minutes 30 seconds Bast, 189-8/10 faeet,
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North
North
North
North
North
North
North
Nurth
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
North
Horth
North
North
North
South
South
South
North
North
South
South
South
South
South
South
South

73
19
20
23
52
73
4
87
s
18
31
2
23
00
09
07
09
03
19
10
78
58
30
4
3¢
s1
76
L]
76
S8
20
“
37
60
56
s
73
87
87
L1
81
L
o8
70
E]
L]
L1
70
71
L]

degrees
degrees
degrees
degrees
degrees
degrees
degress
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degroes
degrees
degrees
degrees
degrees
degrees
degress
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degress
degrees
degrees
degrees
degress
degrees
degrees
degrees
degrees
degrees
‘egrees
degrees
degrees
degrees

einutes
ainutes
minutes
minutes
minutes
minutes
sinutes
ainutes
sinutes
ainutes
ainutes
ajinutes
minutes
minutes
Rinutes
sinutes
Rinutes
sinuces
ainutes
minutes
minutes
minutes
finutes
minutes
Rinutes
einutes
minutes
sinutes
sinutes
sinutes
einutes
aicutes
minates
sinates
miautes
aisutes
sinutes
ainutes
ainutes
ainutes
sinutes
Rinates
ainutes
minutes
sinutes
minutes
minutes
ainutes
minutes
Rinutes

30
30
30
0
30
30
30
30

seconds
seconds
seconds
seccnds
seconds
seconds
seconds
seconds

Bast,
East,
Bast,
West,
West,
Be.t,
Bast,
East,

93-25/100 feet,
111-3/10 fast,
95-95/100 feet,
166-98 (00 feet,
100-5/ .9 feet,
104-0/10 feet,
171-1/10 faet,
154-1/10 feet,

East,
East,
East,
East,
Eest,
Weast,
East,

116-45/100 feet,
218-35/100 faet,
217-9/10 feet,
224-2/10 foet,
181-385/100 feet,
170-7/10 feet,
214-1/10 feet,

30
v
30
30
30
30
30

2econds
seconds
seconds
seconas
seconds
seconds
seconds

East,
East,
Eest,
West,
Nest,
West,
East,

138-1/10 feat,
176-6/10 feet,
135-08/100 feet,
216-2/10 feet,
135-38/100 feet,
172-1/10 feet,
177-1/10 feet,

West,
Weet,
West,
West,
West,
West,
East,
Bast.
West,

181-1/10 feet,
119-4/10 faet,
178-15/100 fset,
179-6/10 feet,
232-2/10 fent,
124-35/100 feeot,
191-1/10 feet,
83-45/100 feet,
71-9/:0 faet,

30
30
30
30
30
20
30
30
30
30

seconds
seconds
seconds
seconds
seconds
seconds
seccnds
seconds
feconds
seconds

West,
West,
West,
West,
Vest,
West,
West,
West,
West,
West,

363-4/10 faeet,
149-75/100 feet,
191-88/106 feet,
1644-08/100 feet,
2323-65/100 faet,
208-2/10 feet,
2328-4/10 feet,
1804-35/100 feet,
308-4/10 feet,
235-185/100 feet,

Bast,
East,
West,
West,
West,
West,
West,
West,
West,

213-4/10 faet,
103-9/10 feet,
198-25/100 feet,
291-25/100 feet,
131-8/10 feet,
223-385/100 feet,
197-35/100 feet,
392-38/100 feet,
396-85/100 feet,
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North
North
North
South
South
South
South
South
North
North
North
North
North
North
North
North
North
North
North
North
North
South
South
South
South
North
North
North
North
North
North
South
South
South
79aeth
South
South
North
South
South
South
South
North
South

THENCE

74
28
83
14
31
46
79
L1
L B
70
87
73
L}
38
Ss
89
41
84
84
S1
10
48
83
L1
7
79
18
12
12
33
22
il
sS4
39
33
i@
10
L]
sS4
37
31
43
13
30

departing

degroees
degraoes
degrees
degreo
degree.
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degreos
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degreess
degrees
degrees
degrees
degraes
degrees
degrees
degrees

0s
19
40
17
31
"9
LA
0

4
18
33
08
os
00
11
28
29
28
41
07
8
53
52
3
08
41
28
12
32
40
38
08
s2
30
81
30
27
3¢
00
LE
4)
12
08

degrees
centerline of an old road;

ainutee
ainutes
Sinutes
finutes
einutes
ainutes
ainutes
ainutes
ainutes
ainutes
ainates
Bmiputes
einutes
ainutes
Rinutes
Rinutaes
ainutes
pinutes
minutes
Rinutes
ninutes
sinutes
sinutes
ainutes
ainutes
ainutes
Rinutes
sinutes
sinutes
sinutes
ainutes
Rinutes
ainutes
siautes
ainutes
flautes
ainutes
Rinutes
sinstes
aiautes
sinutes
ninutes
ainutes
a8

said 770 contour,

West,
West,
Bast,
Bast,
Bast,
Bast,
Bast,
Bast,
Baast,

467-6/10 faoot,
411-78/100 feet,

91-7/10 feent,

216-75/100 feet,

94-1/10 feet,

148-4/10 feeot,

339-0/10 feet,

1803-88/100 feet,
196-48/100 feet,

Bast, 3501-4/10 feet,

30 seconds Bast, 100-8/10 feet,
30 seconds East,
30 seconcs Bast,
30 seconds East,
Bast, 201-9/10 feet,
30 seconds Zast,
East,
Bart,
East,

132-1/10 feet,

197-48/100 feet,
2862-085/100 feet,
241-45/100 feet,

1723-35/100 feet,
221-15/100 feet,

341-95/100 feet,

einutes

Bast,
West,
East,
30
30
30
30
30
30
30

224-08/100
seconds East,
seconds East,
seconds Bast,
aeconds Bast,
seconds East

seconds West,
seconds West,
30 seconds ERast,
30 seconds EBast,
West,
30 seconds West,
30 seconds West,
30 seconds BRast,
30 seconds Bast,
30 seconds Bast,
Bast, 169-08/100
30 seconda BRast,
30 seconds Bast,
30 seconds East,
Bast,
West, 101-55/100
East,

85-88/100

133-1/10 feet,
189-9/10 feet,

feet,
210-4/10
148-2/10
278-2/10
232-0/10 feet,
110-7/10 feet,
85-4/1GC feet,
100-45/100 feet,
231-15/100 feet,
207-8/10 feet,

feet,
feet,
feet,

185-0/10 feet,

140-98/100 feet,
118-83/10 feet,
134-48/100 feet,
104-08/100 feot,
134-8/10 feet,
fost,

212-7/10 feevx,
192-8/10 feet,
387-3/10 feet,

144-8/10 feet,

feet, and

feet to

a point

Bast, 86-25/'00 feet to a corner in the Easterly line of said road:

in the

South 26 degrees 48 minutes 30 seconds
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THENCE with said Basterly line;

North 14 degrees 04 aminutos West, 2355-9/10 feet,

North 00 degrees 18 sinutes West, 1410-9/10 feet, and

North 25 degrees 42 ainutes West, 683 feet to its intersection with the 790
contodr, Squaw Creek Reservoir datum;

THENCE with said 790 foot conmtour:

South 0S5 degraeaes 53 minutes Bast, 1658-5/10 feet,
South 09 degrees 30 einutes East, 91-7/10 feet,
South 295 degrees 17 minutes East, 101-3/10 feet,
South 17 degrees 07 minutes Bast, 148-3/10 feet,
South 34 degrees 40 minutes Bast, 121-8/10 feet,
South 78 degrees 32 minutes Bast, 568-3/10 faet,
North 67 degrees 5% minutes EBast, 109-6/10 feet,
South 268 degrees 49 minutes West, 68-2/10 faeet,
South 01 degree 17 minutes West, 147-7/10 feet,
Scuth 39 degrees 05 minutes Bast, 300-6/10 feet,
South 30 degrees 33 minutes Bast, 149-4/10 feet,
Scuth 34 degrees 34 nminutes Bast, 258-0/10 feet,
Nurth 81 degress 34 minutes Bast, 63-4/10 feet,
South 085 degrees 12 ninutes West, 57-4/10 feet,
South 44 degrees 15 minutes Bast, 324-8/10 feet,
North 77 degrees 11 minutes East, 58-1/10 feet,
South 48 degrecs 39 minutes Bast, 113-1/10 feet,
South 86 degrees 49 minutes Bast, 133-0/10 feet,
North 48 cegrees 27 minutes Bast, 285-2/10 feet,
North 33 degrees 21 aminutes Bast, 403-5/10 feet,
North 02 degrees 41 sinutes West, 395-i/10 feet,
North 01 degree 18 minutes West, 402-5/10 feet,
North 13 degrees 30 minutes Bast, 52-6/10 feet,
North 35 degrees 38 minmctes Rast, 116-8/10 feet,
South 18 dagrees 40 minctes Bast, 97-4/10 feet,
North 63 degrees 21 sinutes Bast, 90-85/10 feet,
South 12 degroes 32 ninutes West, 122-0/10 feet,
South 16 degrees 55 ainutes Rast, 333-9/1C feet,
South 523 degrees 185 minutes Rast, 269-3/10 feet,
North 83 degrees 00 minutes Bast, 135-7/10 feet,
North 88 degrees 34 ninutes Rast, 178-7/10 feet,
South 43 degrees 53 sinutes Bast, 45-8/10 feet,
South 35 degrees 358 sinutes West, 214-6/10 feet,
South 95 degrees 14 aninutes West, 105-8/10 faet,
Sorth 20 degrees 53 asinutes Rast, 97-8/10 feet,
Soutdh 54 degrees 20 minutes Rast, 278-1/10 feet,
South 74 degrees 21 minutes West, 437-4/10 feet,
South 59 degrees 52 sinutes West, 120-0/10 feet,
South 34 degrees 14 ninutes West, 170-9/10 feet,
South 17 degrees 03 minutes West, 384-8/10 faet,
Soutk 08 degreos 02 minutes West, 156-3/10 feet,
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South
South
South
South
South

THENCE
common
384-8/

South
South
North
North
North
South
South
North
South
South
South
South
South
South
South
North
South
South
South
South
South
South
South
South
South
South
Ssath
Noe¢th
North
South
North
North
North
North
North
North
North

43
72
02
39
28

10

53
88
S50
37
s
02
43
8i
14
33
oe
13
37
se
81
73
3
oe
27
38
47
32
17
os
oe
a7
47
s2
a9
L]
es
35
3
38
a8
04
2

South
to

degrees
degrees
degrees
degrees
degrees

said

feet and continuing with said 790

degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
cegrees
degrees
degrees
degrees
degrees
degrees
degrees
degreee
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees
degrees

30
os
(L
“
s

48
47
5S¢
38
44
18
07
19
“
30
a9
(L]
18
59
28
32
07
se
18
41
19
17
17
03
14
16
41
L]
41
16
o2
“
32
(]
15
Kk
L1

ainates Rast,
ainutes East,
sinputes West,

Rinutes

ainutes East,

East,

160-9/10 feet,
390-0/1G feet,
863-3/10 feet,

4380-5/10 feet,
323-9/10 feet,

26 degrees 385 minutes Bast at 10-5/10 feet
R.

Disney Survey and said Jases D.

minutes
Binutes
sinutes
aioutes
ainutes
Rinutes
minutes
minutes
Binutes
minutes
minutes
ainutes
Rinutes
ninutes
minutes
einutes
sinutes
minutes
einutes
Rinutes
alantes
slautes
Binutes
Rinutes
ainutes
ninutes
sinutes
einutes
sisutes
ainutes
Risutes
sinutes
ainutes
Rinutes
Rinutes
Binutes
Rinctes

East,
Bast,
East,
Cast,
East,
East,
Bast,
East,
West,
West,
West,
Bast,
East,
East,
East,
Bast,
Bast,
West,
West,
West,
West,
West,
West,
West,
East,
Bast,
Bast,
Bast,
RBast,
Bast,
Bast,
Bast,
Bast,
Bast,
East,
West,
RBast,

foot

184-2/10
138-7/10
173-2/10
201-23/10
105-8/10
2323-4/10 feet,
284-4/10 feot,
$S1-1/10 feet,

172-0/10 feet,
107-9/10 feet,
182-5/10 feet,
123-7/10 foeet,
130-7/10 feet,
108-9/10 feet,
172-5/10 feet,
232-4/10 feet,
73-2/10 feet,

53-2/10 feet,

141-1/10 faeet,
138-0/10 feet,
197-6/10 feet,
106-2/10 feot,
338-7/10 feet,
135-8/10 fesat,
274-4/10 foet,
382-0/10 feet,
268-6/10 feet,
180-8/10 feet,
324-7/10 feet,
183-4/10 faeet,
121-8/10 feet,
230-4/10 feet,
157-8/10 feet,
183-9/10 faeet,
319-3/10 feet,
44-6/10 feeot,

32-1/10 feet,

feet,
feeot,
feet,
feet,
feet,

crossing the line
Elliott Survey (n all
coatour;
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THENCE North 34 degrees 45 minutes Bast, 113-2/10 feet to a point in the
Last line of sald James D. Elliott Survey common to the West line of said
J. Grace Survey;

THENCE with said common line, North 36 degrees 53 minutes West, S571-681/100
feeot;

THENCE departing said common line:

North 45 degrees 24 minutes Bast, 1469-25/100 feet,
North 80 degrees 87 minutes Bast, 949-9/10 feet,
North 59 degrees 23 einutes Bast, 2111-7/10 feat,
South 29 degrees 59 minutes East, 4380-9/10 faet,
North 60 degrees 41 minutes Bast, 2771-6/10 feet, and

South 35 degrees 32 minutes 135 seconds East, 1087-5/10 feet to a point in
the North line of a road;

THENCE with said North line:

North 59 degrees 37 minutes Rast, 707-7/10 feet,

North 55 degrees 13 minutes 15 seconds Bast, 1322-3/10 feet,
North 58 degrees 19 minutes Bast, 278-9/10 feet,

North 61 degrees 00 minutes 30 seconds East, 10641-4/10 feet, and
South 75 degrees 56 minutes Bast, 43-9/10 foet;

THENCE South 48 degrees 03 minutes Bast, 11-8/10 feet to a point on the
South line of the Dan Waltom Coates tract described in the deed recorded
ia Volume 2385, Page 13, Deed Records, Hood County, Texas;

THENCE with said Scuth line, South 59 degrees 53 minutes West, 1478 feet:

THENCE departing said Coates tract:

South 58 degrees 34 minutes West, 1383-2/10 feet,

South 31 degrees 05 mimutes Rast, 1261-5/10 feeot,

North 89 degreees 34 mimutes Bast, 1891-8/10 feet, and

South 30 degrees 18 wsinutes Bast, 2440-4/10 fest to a point in the line

Common to said Johm C. Grace Survey, Abstract 208 and the Galveston County
School Land Survey, Abstract 36

THENCE with said commom line, South 62 degrees 27 minutes West, 768-7/10
feet to a point;

THRNCE departing said comson survey line;

South 30 degrees 49 minutes Bast, 2608-7/10 feeot,
North 03 degrees 56 minutes Wesi, 460-0/10 feet,
North 37 degrees 57 minutes Wast, 168-7/10 feet,
North 18 degrees 53 minutes West, 97-1/10 foet,
North 49 degrees 19 mimutes Bast, 1013-0/10 feet,
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South 08 degrees 33 mjnutes West, 1811-5/10 feet,

South 30 degrees 49 ainutes Rast, 3085-4/10 feet,

North 60 degrees 51 minutes Rast, 13590-06/100 feet,

South 38 degrees 10 minutes Bast, 390 feot,

North 359 degrees 38 minutes East, 586-65/100 feet,

North 59 degreee 359 minutes 30 seconds EBast, 1530-2/10 feat,
South 12 degrees 59 minutes West, 1163-8/10 feet,

South 83 degrees 05 minutes Bast, 878-9/10 feet,

South 09 degrees 06 minutes West, 211-1/10 feet, and

South 13 degrees 12 minutes Baet crossing the line common to said Hood and
Somervell counties in all 400-5/10 feet to a point;

THENCE South 51 degrees 05 minutes 30 seconds West, 861-08/100 feet,

South 28 degrees 353 minutes Bast, 1052-0/10 faeet,

North 79 degrees 04 minutes Bast, 688-4/10 feet,

South 15 degrees 29 minutes 30 saconds Bast, 488-3/10 feet to a poiat on
the line common to said Galveston County School Land Survey, Abstract 38
and said Jose Antonio Hernandez Survey, Abstract 42, Somervell County,
Texas and with sald comsmoa survey line, South 60 degrees 05 minutes 10
seconds West, 112-1/10 feet:

THENCE departing said comsson survey line:

South 01 degree 335 minutes 15 seconds Bast, 558-85/100 feet,.

South 08 degrees 55 minutes EBnst, 208-18/100 feet,

South 19 degrees 358 minutes 30 seconds West, 1134-75/100 feet,

South 08 degrees 16 minutes 30 seconds Bast, 3018-55/100 feet,

South 01 degree 06 minutes 235 seconds West, 1281-25/100 feet to a point
in the line comson to said J. Hernandes Survey, Abstract 42 and said §
McKelvy Survey, Abstract 68, Somervell County, Texas:

THENCE departing said common survey line, South 2% degrees 25 sinutes
BEast, 2075-1/10 feet;

TPENCE South 59 degrees 12 minutes West, 3644-3/10 feet to a point in the

centerline of Squaw Creek, and Southerly with said centerline some 900
feet;

THEFCR departing eaid Squaw Creek centerline, South 60 degrees ¥West some
100 feet;

THERCE North 47 degrees 34 minutes West, 200-44/100 feet,
North 80 degrees 21 minutes Wast, 100-43/100 feet,

North 12 degrees 17 sinutes Bast, 28-38/100 feet,

North 80 degrees 48 ajinutes West, 404-61/100 feet,

North 45 degrees 32 minutes West, 1442-85/100 feet,

South 63 degrees 44 minutes 385 seconds West, 3034-24/100 feet,
South 268 degrees 15 minutes 28 seconds Bast, 300-0/10 feet,
South 83 degrees 45 minutes 35 seconds West, 543-88/100 feet,
North 26 degrees 15 minutes 25 seconds West, 284-8/10 feet,
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South 63 degrees 44 minutes 335 seconds West, ¢850-%54/100 feet to a point |a
the line crmmon to gsaid $S. NcKelvy Survey, Abstract 68 and the Ws. v
Farker Survey, Abstract 02, Somervell County, Texzas, and continuing with
sald common survay lisme. North 231 degrees 21 minutes 40 secoads West,
16-04/100 fest to a point in the South line of said Jose Antonio Hernande:z
Survey, Abstract 42, Somervell County, Texas:

THENCE with the line comsmon to said J. Hernandesz Sur.uv, Abstract ¢2 and
sald Wa. Parker Survey, Abstract 62, South 59 degrees 21 ainutes ¢4
seconds West, 1311-20/100 feet to the Southerly corner common to said J.
Hernandez Survey, Abstract 42 and said Joha ¥, Pogg Survey, Abstract 27.
Somervell County, Texas:

THENCE continuing with the line common to said John W. Pogg Survey,
Abstract 27 and said Ws. Parker Survey, Abstract 82, Somervell County,
Texas, South 58 degresas 54 minutes 17 seconds West, 2136-22/100 feet to
the place of begilaning.

Save and except those certain two (2) 10.07 acre tracts conveyed to Billie
Williams DQurant, et al, and Alma Williame Andrews, et al, described ia
Volume 1000, Page 533 through 35435, Deed Records, Hood County, Texas.



EXHIBIT A

ASSIGNMENT AGREEMENT
between
BRAZOS ELECTRIC POWER COOPERATIVE, INC.
Brazos
and
TEXAS UTILITIES ELECTRIC COMPANY

TU Hectrie
dated as of




ASSIGNMENT AGREEMENT

This ASSIGNMENT AGREEMENT is made and entered into this day of

, 1988 by and between the following parties:

BRAZOS ELECTRIC POWER COOPERATIVE, INC., a Texas non-profit electric

cooperative corporation, having its principal office at 2404 LaSalle Avenue, Waco,

McLennan County, Texas ("Brazos"), and TEXAS UTILITIES ELECTRIC COMPANY, a

Texas corporation, having its principal office at 2001 Bryan Street, Suite 1500, Dallas,

Dallas County, Texas ("TU Electrie™.

DEFINITIONS

As used in this Assignment Agreement, unless otherwise specified herein, the

following terms shall have the following meanings:

(a)

(b)
(e)

(d)

(e)

(n

"Agreement" means the Agreement dated as of July 5, 1988 between Brazos
and TU Electric providing for the sale by Brazos and purchase by TU Electric
of the Purchased Assets,

"Assignment" means the form of Assignment attached hereto as Exhibit A,
"Assignment Agreement" means this Assignment Agreement and all Schedules
and Exhibits attached to this Assignment Agreement,

"Brazos Comanche Peak Debt" means the aggregate of the indebtedness of
Brazos to the REA, the CFC and the FFB with respect only to Comanche
Peak, which at the date hereof is the unpaid principal amount of

Dollars ($ ), and is detailed on Schedule A attached

hereto.
"Business Day" means a day on which banks in Dallas, Texas are open for
regu.ar banking business,

"CFC" means the National Rural Utilities Cooperative Finance Corporation,

or its successor,
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(h)
(i)

§)
(k)

(1)

(m)

(n)

(0)

"Clcsing" means the consummation, pursuant to the Agreement, of the sale
by Brazos and the purchase by TU Electric of the Purchased Assets, as
described therein.

"Closing Date" means the Closing Date defined in the Agreement,

"Comanche Peak" means the nuclear-fueled electric generating facility under
construction on certain lands situated in Hood and Somervell Counties, Texas,
and consisting of twc units having a nominal capacity of 1,150 megawatts
each, and related properties, and is the aggregate and combination of the
Station, Fuel and Transmission Facilities, as defined in the Agreement, and
all other rights and interests associated with « relating to all of the same.
"FFB" means the Federal Financi- g Bank, or s successor,

"Government" means the United States Government &:ting by and through
the Administrator of the REA.

"Government Obligations” means direct obligations of the United States of
America, including obligations the principal of and interest on which are
unconditionally guaranteed by the United States of America.

"Guaranty" means the Guaranty of TUC attached as Exhibit B to the
Agreement,

"Mortgage" means the purchase money mortgage in the form of the Deed of
Trust and Security Agreement given to secure payment of the Note, in the
form attached to the Agreement as Exhibit D, creating a first lien on the real
property and granting to Brazos a first and prior security interest in the
personal property and fixtures, the aggregate of which comprise the
Purchased Assets.

"Note" means the non-negotiable promissory note, in the form attached to
the Agreement as Exhibit E, to be made and delivered at Closing hy

TV Electric as provided in Section 1.5(c) of the Agreement,
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(p) "Other Brazos Debt" means the aggregate of the indebtedness of Brazos to
the REA, the CFC and the FFB other than the Brazos Comanche Peak Debt,

(qQ) "Purchased Assets" means the aggregute of all that part of Comanche Peak
(as Comanche Peak exists and is constitutec on the Closing Date) owned by
Brazos or to which Brazos has a right, title or interest, as further defined in
the Agreement,

(r) "REA" means the Rural Electrification Administration of the United States
Department of Agriculture, or its successor.

(s) "Special Warranty Deed" means the form of Special Warranty Deed with
Vendor's Lien and Bill of Sale ettached to the Agreement as Exhibit F,

(t) "Transfer of Lien" means the form of Transfer of Lien of the Mortgage
attached hereto as Exhibit B,

(u) "TUC" means Texas Utilities Company, a Texas corporation, which is the
corporate parent of TU Electrie,

(v) "Vendors Lien" means the vendors lien retained in the Special Warranty Deed,

RECITALS

Brazos and TU Electric have previously entered into the Agreement,

Brazos owns an undivided interest in Comanche Peak, which is being purchased by
TU Electric on the Closing Date pursuant to the Agreement, and in connection
therewith as partial payment therefor, TU Electrie is delivering to Brazos the Note,
the payment of which will be secured by the purchase money lien of the Mortgage
and the Vendors Lien,

Brazos wishes to assign the Note and all payments thereunder to the Government in
order to provide thereby for the payment of the Brazos Comanche Peak Debt, it
being understood that a portion of the payments urder the Note will also be used to

pay a portion of the Other Brazos Debt.
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D. To secure the making of the payments under the Note, Brazos wishes to transfer and
assign the liens and rights provided for under the Mortgage and the Special Warranty
Deed to the Government under and pursuant to the Transfer of Lien.

E.  TU Electric is willing to permit such assignment of the Note, the Mortgage and the
Vendors Lien,

F. Brazos and TU Electric wish to provide with respect to the terms and circumstances
in the event of the prepayment of the Note,

NOW, THEREFORE, for and in consideration of the premises and other good and
valuable consideration, the receipt and sufficiency of which are hereby acknowledged,

Brazos and TU Eleetrie do hereby agree as follows:

1. Assignment of Note and Guaranty. Brazos does hereby assign the Note and

Guaranty to the Government under and pursuant to terms and conditions of, and as
evidenced by, the Assignment; and TU Electric does hereby consent to such Assignment as
evidenced by its execution of the Consent to Assignment appearing on the Assignment,
Brazos does hereby acknowledge that all payments made by TU Electric in accordance
with the Note to the Government as assignee thereof shall be considered to be in full and
complete satisfaction of TU Eleetric's obligation under the Note to Brazos as the original
payee thereof or otherwise under the Agreement to the extent of all such payments. It is
understood and agreed that assignment of the Note by Brazos to the Government is being
accepted by the Government not in extinguishment, but as a mechanism for payment, of
the Brazos Comanche Peak Debt and & portion of the Other Brazos Debt,

2, Assignment of Mortgage. Brazos does hereby assign the Mortgage and the

Vendors Lien to the Government under and pursuant to the Transfer of Lien as
replacement security for the liens of the mortgages of the CFC, the FFB and the REA
covering the Purchased Assets securing the payment of the Brazos Comanche Peak Debt
which are being released incident to the closing under the Agreement of the purchase of
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the Purchased Assets by TU Eleetric from Brazos, it being understood that the
Government shall exercise for itself and on behalf of Brazos all rights aceruing to the
mortgagee in the event of default und-. the Note or the Mortgage.

3. Payment of Ot'sr Brazos Debt. It is understood and agreed that from

henceforth, Brazos will pay the Other Brazos Debt by paying to the Government,
contemporaneously with payments by TU Electric under the Note, such additional amounts
in addition to the payments made by TU Electric under the Note as will fully pay the
Brazos Comanche Peak Debt and the Other Brazos Debt in the aggregate at the times
they become due and payable, and that nonpayment of such additional amounts by Brazos
will not constitute a default or event of default under either the Note or the Mortgage or
with respect to the Vendors Lien or in any way be the basis for an acceleration of the
indebtedness represented by the Note or foreclosure of the lien provided for in the
Mortgage, the Vendors Lien or any other lien in favor of the Government or Brazos with
respect to the Purchased Assets, the Government being relegated thereby tc its remedies
under Brazos' notes to the CFC, the FFB and the REA and with respect to the remaining
security of Brazos for such debt.

4. Prepayment of Note, TU Electric may prepay the Note at any time in

accordance with the provisions thereof. In such event, however, if such prepayment is pot
permissible at such time, in whole or in part to any extent, under the terms of the Brazos
Comanche Peak Debt or the Other Brazos Debt, it is understood and agreed that
TU Electric may make a prepayment in full and complete satisfaction of all of its
remaining obligations under the Note so as to require release of the lien of the Mortgage,
the Vendors Lien and any other lien retained in favor of the Government or Brazos with
respect to the Purchased Assets, by irrevocably depositing in a trust account with h
trustee, which shall be a national bank with capital of at least $50 million selected by
TU Electric and Brazos, and acceptable to the Government, in trust, and irreveceably set
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aside exclusively for such payment, money sufficient to make fayment, or Government
Obligations which will mature as to principal and interest at a rate of 8 1/2% per annum
thereafter (and the interest rate provided for in the Note will thereby be deemed to be
changed to 8 1/2% thereafter and ipso facto modified to such extent) in such amount and
at such times as will ensure the availability, without reinvestment, of sufficient money to
make payment, of the remaining principal and interest (at the rate of 8 1/2% per annum)
payments due under the Note, Contemporaneously with the deposit of such money or
Government Obligations in trust, TU Electric shall make payment of the prepayment
premium under the Note directly to Brazos in full satisfaction of all of its obligations with
respect thereto under the Note, and by its execution of the Consent attached hereto the
Government does hereby consent to such method of payment of the prepayment premium
Lnder the Note. At such time as such money or Government Obligations shall have been
deposited in trust with such trustee and the referenced prepayment premium shall have
been paid to Brazos, the Note will be deemed to be fully paid and all obligations of
TU Electric in connection therewith, under the Mortgage and with respect to the Vendors
Lien fully satisfied, and any rights of the Government or Brazos with respect thereto
terminated and fully relinquished, and the Government and Brazos will execute and
deliver to TU Electric appropriate releases with respect thereto and with respect to any
other liens covering the Purchased Assets in their favor. Such deposit in trust may
thereafter be terminated at any time or partially from time to time by TU Electric at its
option at such time or times as the underlying Brazos Comanche Peak Debt becomes
prepayable, by the release to REA from such deposit in trust by TU Electrie of sufficient
funds to prepay any of such Brazos Comanche Peak Debt in accordance with the terms
thereof, including prepayment of applicable prepayment penalties if any; provided,
however, that any partial prepayment shall not be made if thereaftcr the weighted
average annual interest rate on the remaining Brazos Comanche Peak Debt shall exceed 8

1/2% per annum.
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8. Notices and Payments, All notices, requests, demands and other
communications under this Assignment Agreement shall be in writing and shall be deemed
to have been duly given (a) if served personally on the party to whom notice s to be given
at the addresses and to the attention of the persons named as follows, or (b) if sent by
telex or nationally recognized overnight delivery service, or (c) by first class mail,
postage prepaid, certified and return receipt requested, and properly addressed as follows:

(a) To Brazos at:

Brazos Electric Power Cooperative, Inc,
P. O, Box 2585
Waco, Texas 76702-2585
Attention: Richard E. MeCaskill
(b) To TU Electric at:
Texas Utilities Electric Company
2001 Bryan Street
Suite 1900
Dallas, Texas 75201
Attention: Treasurer

As a result of the assignment of the Note, all payments made by TU Eleetric under
the Note shall be made Dy wire transfer to the Rural Electrification Administration,
02103000410 Treas NYC (12310100) for credit to account of the Rural Electrification
Administration, U.S, Department of Agriculture, Washington, D.C, 20250, ‘

In the event the Government desires to provide for a change in the place of payment
of the Note, it shall notify TU Electric thereof in writing received at least five (8)
Business Days in advance of the next payment date under the Note.

6. Entire Agreement, Amendments. This Assignment Agreement, and the other

documents delivered pursuant hereto or specifically referred to herein, constitute the

entire agreement between Brazos and TU Electrie relating to the subject matter hereof



and supersede all other prior agreements, representations and understandings Detween the
parties, No supplement to, or modification or amendment of, this Assignment Agreement
shall be binding, unless executed in writing by both Brazos and TU Electric.

IN WITNESS WHEREOF, the parties hereto have executed this Assignment

Agreemer’ as of the date set forth at the outset hereof.

TEXAS UTILITIES ELECTRIC COMPANY

(Corporate Seal)

By:
Its:
ATTEST:
By:
Its:

BRAZOS ELECTRIC POWER
COOPERATIVE, INC.

(Corporate Seal)




CONSENT TO ASSIGNMENT AGREEMENT
U MEN AGREEMENT
The undersigned hereby accepts, consents to and approves the terms, conditions and

obligations set forth in the foregoing Assignment Agreement,

JNITED STATES OF AMERICA

By:

Its:  Administrator
Rural Electrification Administration




EXHIBIT A
ASSIGNMENT

FOR VALUE RECEIVED, BRAZOS ELECTRIC POWER COOPERATIVE, INC,
("Brazos"), hereby ASSIGNS, TRANSFERS, CONVEYS and SETS OVER to the Rural
Electrification Administration, or its Successor, all its right, title and interest in and to

the attached note dated , 1988, in the original principal sum of

$ y executed by Texas Utilities Electric Company ("TU Electric™), hereinafter
referred to as the "Note", with full recourse at law Or equity to which extent assignee
shall specifically have the right of recourse against assignor, its successors and assigns.

This assignment of the Note by Brazos to the Rural Electrification Administration is
for the purpose of establishing a mechanism for payment of Brazos' Comanche Peak Debt
and a portion of Other Brazos Debt as defined in the Assignment Agreement to which this
form of Assignment has been attached as Exhibit "A". The Note is not for the purpose of
evidencing or creating any additional indebtedness on the part of Brazos, and if assignee
ever exercises its right to recourse 8s set out hereinabove, assignor, its successors or
assigns, reserves the right, at its option, to fulfill its obligations created by the exercise
of such right of recourse by paying any payments remaining unpaid cn the Note as of the
date of the exercise of recourse created hereunder is exercised, to the assignee as said
payments become due and payable under the terms of the Note with the right to direct
that any such payments be credited to assignor's, its successors' or assigns', payment
obligations on Brazos Comanche Peak Debt or Other Brazos Debt,

And, provided further, that this assignment is made subject to assignor's retainage
and reservation for itself of an amount equal to one percent (1%) per annum of the

principal balance unpaid from time to time on the Note unti! the no prepayment penalty

time shown on Exhibit A attached to the Note is reached, which retainage and all amounts




owing thereon shall at all times remain the sole right, title and interest of assignor but
which shall be paid by the Borrower tc Assignee in accordance with the Assignment
Agreement in full satisfaction and extinguishment of any right or claim Brazos may have
against TU Electric with respect taereto.

THIS ASSIGNMENT IS WITH THE CONSENT OF TU ELECTRIC AND IS NOT TO
OPERATE OTHERWISE AS A NEGOTIATION OF THE NOTE NOR TO GIVE THE
ASSIGNEE THE RIGHT TO COMPEL A NEGOTIATION.

BRAZOS ELECTRIC POWER COOPERATIVE, INC,

TRichard E. McCaskill
Executive Yice President and
General Manager

CONSENT TO ASSIGNMENT
The undersigned hereby acknowledges that it is the Borrower set out in the Note and
hereby consents to the assignment of the Note to the Rural Electrification Administration

upon the terms herein stated.

TEXAS UTILITIES ELECTRIC COMPANY

By:
Its:




EXHIBIT B
TRANSFER OF LIENS

THE STATE OF TEXAS :
: KNOW ALL MEN BY THESE PRESENTS:
COUNTIES OF HOOD & SOMERVELL :
THAT the undersigned, of the County of McLennan, and State of Texas, the present
legal and equitable owner and holder of that one certain promissory note in the original

principal sum of Dollars ($ )s

dated , 1988, executed by TEXAS UTILITIES ELECThiC

COMPANY, payable to the order of BRAZOS ELECTRIC POWER COOPERATIVE, INC.,
more fully described in a Special Warranty Deed with Vendor's Lien and Bill of Sale, duly
recorded in Volume _____, Page ____, of the Deed Records of Hood County, Texas, and
Volume ___, Page ___, of Somervell County, Texas; and in a Deed of Trust, duly
recorded in Volume ____ , Page ___, of the Deed of Trust Records of Hood County,
Texas, and Volume ____, Page ____, of Somervell County, Texas; said note being
secured by said Vendor's Lien and Deed of Trust Lien against the following described
property, to-wit:
See Attached Exhibit "A"

for good and valuable consideration paid to the undersigned, the receipt and sufficiency of
which are hereoy acknowledged, has TRANSFERRED, ASSIGNED, GRANTED and
CONVEYED and by these presents TRANSFERS, ASSIGNS, GRANTS and CONVEYS unto
the Rural Electrification Administration of Washington, D.C., the above described note,
together with the Vendor's Lien and Deed of Trust Lien and all liens, and any superior
title, held by the undersigned securing the payment thereof. ~ This Transfer of Liens is
subject to the terms of that one certain Assignment of even date herewith by and between

the parties thereto,



EXECUTED this day of , 1388,

BRAZOS ELECTPIC POWER COOPEKATIVE, INC,

By:
Richard E. MeCaskill,
Executive Vice President and
General Manager

THE STATE OF TEXAS
COUNTY OF McLENNAN !

This instrument was acknowledged before me this day of , 1988,
by the said Richard E. McCaskill, Executive Vice President and General Manager of
Brazos Electric Power Cooperative, Inec,

Notary Public, State of Texas

My Commission Expires:




EXHIBIT B
GUARANTY

Due and punctual payment of all sums to be paid by Texas Utilities Electric
Company to Brazos Electric Power Cooperative, Inc., in accordance with the terms of
that certain promissory note of even date herewith in the original principal amount of

$ y, is hereby unconditionally guaranteed to Brazos Electric Power

Cooperative, Inc., by the undersigned. The undersigned agrees that its obligations
hereunder shall not be released, diminished, impaired, reduced, or affected by the
occurrence of any one or more of the following events: (a) the taking or accepting of any
additional security or other guaranty for any or all of the referenced indebtedness; (b) any
release, surrender, exchange, subordination, or loss of any security at any time existing in
connection with any or all of such indebtedness; (¢) the modification of, amendment to, or
waiver of compliance with any terms of the referenced promissory note agreed to by the
Borrower thereunder without the notification or consent of the undersigned; or (d) any
renewal, extension, and/or rearrangement of the payment of any or ull of the referenced

indebtedness agreed to by said Borrower,

F.xecuted this day of , 1988,

TEXAS UTILITIES COMPANY

By:

Title:




EXHIBIT C

ELECTRIC COOPERATIVES THAT ARE
MEMBERS OF BRAZOS ELECTRIC POWER CTOPERATIVE, INC.

10.
11,
12.
13.
14,
15,
18,

17'

19.

20.

Bartlett Electric Cooperative, Inc.

B-K Llectric Cooperative, Ine.

Belfalls Electric Cooperative, Inc.
Comanche County Electric Cooperative Assn.
Cooke County Electric Cooperative Assn.
Denton County Electric Cooperative, Inc.
Dickens Electric Cooperative, Inc.

Erath County Electric Cooperative Assn.
Fort Belknap Eleetric Cooperative, Inc.
Gate City Electric Cooperative, Inc.
Hamilton County Eleciric Cooperative Assn.
Hill County Electric Cooperative, Inec.
J=A-C Electric CTooperative, Ine.

Johnson County Electric Cooperative Assn.
McLennan County Electric Cooperative, inc.
Mid-South Eleciriec Cooperative Assn,
Navarro County Electric Cooperative, Inc.
Navasota Valley Electric Cooperative, Inc.
Tri-County Electric Cooperative, Inc.

Wise Electric Cooperative, Inc.




EXHIBIT D

DEED OF TRUST
AND SECURITY AGREEMENT
made by and between
TEXAS UTILITI=S ELECTRIC COMPANY
and

o , TRUSTEE
for the benefit of

BRAZOS ELECTRIC POWER COOPERATIVE, INC,
Dated as of , 1988




DEED OF TRUST AND SECURITY AGREEMENT, dated as of , 1988

(hereinafter called the "Mortgage"), made by and between TEXAS UTILITIES ELECTRIC
COMPANY, a corporation existing under the laws of the State of Texas (hereinafter

called the "Mortgagor"), and (hereinafter called

"Trustee”), for the benefit of BRAZOS ELECTRIC POWER COOPERATIVE, INC., a
corporation existing under the laws of the State of Texas (hereinafter called
"Mortgagee"),

NOW, THEREFORE, this Deed of Trust and Security Agreement

WITNESSETH:

WHEREAS, Mortgagor has entered into an Agreement with Mortgagee dated July :,
1988 (the "Agreement") providing for the purchase by Mortgagor from Mortgagee of
certain properties and assets (the "Purchased Assets") described in the Agreement and the
payment of a portion of the purchase price thereof by Mortgagor to Mortgagee under and
pursuant to a Promissory Note of even date herewith from Mortgagor to Mortgagee in the

original principal amount of § (the "Note");

WHEREAS, in order to facilitate the purchase by Mortgagor of the Purchased Assets
and in order to secure the payment of the Note, Mortgagee is willing to transfer the
Purchased Assets to Mortgagor and accept the Note in partial payment therefor, o.nly
upon the condition, inter alia, that Mortgagor shall have executed and delivered this
Mortgage as a purchase money mortgage to secure payment of the Note;

NOW, THEREFORE, in order to secure the payment of the principal of and interest
on the Note (representing a portion of the purchase price under the Agreement), according
to its tenor and effect, and further to secure the due performance of the covenants,
agreements and provisions contained in this Mortgage and to declare the terms and
conditions upon which che Note is to be secured, the Mortgagor, in consideration of the

premises has executed and delivered this Mortgage, and has granted, bargained, sold,
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conveyed, warranted, assigned, transferred, mortgaged, pledged and set over, and by these
presents does hereby grant, bargain, sell, convey, warrant, assign, transfer, mortgage,
Pledge and set over, unto the Trustee in trust for the benafit of the Mortgagee, and their
respective successors and assigns, all and singular the following <described property
(hereinafter sometimes called the "Mortgaged Property"):
L
All right, title and interest of the Mortgagee conveyed to the Mortgagor on the date
hereof in and to the Purchased Assets, which includes real and personal property,
including fixtures, and which is the property described on Exhibit A attached hereto, as
well as all appurtenances, betterments and additions thereto, substitutions therefor, and
allim.rovements now or hereafter placed thereon;
IL
To the extent the same constitute a part of the Purchased Assets, the right, title
and interest of the Mortgagor in, to and under any and all grants, privileges, rights of way
and easements now owned, held, leased, enjoyed or exercised, or which may hereafter be
owned, held, leased, acquired, enjoyed or exercised, by the Mortgagor for the purposes of,
or in connection with, the construction or operation by or on behalf of the Mortgagor of
the Purchased Assets, wherever located;
lIL
To the extent the same constitute a part of the Purchased Assets, the right, title
and interest of the Mortgagor in, to and under any and all ‘icenses, franchises, ordinances,
privileges and permits heretofore granted, issiied or executed, or which may hereafter be

granted, issued or executed, to it by the United States of America, or by any state, or by

any county, township, municipality, village or other political subdivision thereof, or by




any agency, board, commission or department of any of the foregoing, authorizing the
construction, acquisition, or operation of the Purchased Assets, insofar as the same may
by law be assigned, granted, bargained, sold, conveyed, transferred, mortgaged, or
pledged;

Iv.

All right, title and interest of the Mortgagor in, to and under any and all accounts,
contract rights and general intangibles (as such terms are defined in the applicable
Uniform Commercial Code) heretofore or hereafter acquired by the Mortgagor and which
are part of the Purchased Assets;

;

rogether with all rents, income, revenues, profits and benefits at any time derived,
received or had from any and all of the above-described property of the Mortgagor,

TO HAVE AND TO HOLD all and singular the Morigaged Property unto the
Mor tgagee and its assigns forever, (o secure the pa;ment of the principal of and interest
on the Note, according to its tenor and effect, without preference, priority or distinction
as to interest or principal (except as otherwise specifically provided herein) or as to ien,
to secure the due performance of the covenents, agreements and provisions herein, and
for the uses and purposes and upon the terms, conditions, provisos and agreements
hereinafter expressed and declared.

ARTICLE |
PARTICULAR COVENANTS OF THE MORTGAGOR

The Mortgagor covenants with the Mortgagee and any other permitted holaer of the
Note (hereinafter sometimes collectively called the "Noteholder") as follows:

SECTION 1. The Mortgagor is duly authorized under its articles of incorporation
and by-laws and the laws of the State of Texas and a)l other applicable provisions of law

to execute and deliver the Note and this Mortgage; all corporate action on its part for the
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execution end delivery of the Note and this Mortgage has been duly and effectively taken;
and the No'e and this Mortage are the valid and enforceable obligations of the Mortgagor
in accordance with their respective terms.

SECTION 2. The Mortgagor warrants tnat it has good right and lawful authority to
mortgage the property described in the granting clauses of this Mortgage for the purposes
herein expressed, and that said property is free and clear of any deed of trust, mortgaye,
lien, charge or encumbrance thereon or affecting the title thereto, except (i) the lien of
this Mortgage and the vendors lien retained by Mortgagee, and any liens for taxes,
assessments or similar governmental charges not yet due; (ii) deposits or pledges to secure
payment of workmen's compensation, unemployment insurance, old age pensions or other
social security; (iii) deposits or pledges to secure performance of bids, tenders, contracts
(other than contracts for the payment of borrowed money), leases, oub’ic or statutory
obligations, surety or appeal bonds, or other deposits or pledges for purpises of like
general nature in the ordinary course of business and liens, controls, obligations,
restrictions or rights in favor of, reserved to or vested in ary municipal, public or other
governmental authority (iv) liens (existing or inchoate) in favor of mechanics,
materialmen, laborers and suppliers of maferials, goods, services, equipment, inventory
and labor; (v) matters affecting the title to all or any part of the Mortgaged Property
created by the acts or omissions of (a) Mortgagee, or (b) the parties owning interests in
the project of which the Mortgaged Property is a part, or (¢) Mortgagor as Project
Manager acting for the owners of the project of which the Mortgaged Property is a part;
(vi) matters of record affecting the Mortgaged Property; and (vii) the Jecint Ownership
Agreement dated January 2, 1979, as modified and amended, o which Mortgagor and
Mortgagee are parties relating to the Mortgaged Property and all licenses, perm/ 8,
leases, franchises and contracts relating thereto, The Mortgagor will, so long as the Note
shall be ouistanding, maintain and preserve the lien of this Mortgage superio’ to ail other

liens affecting the Mortgaged Property, except to the extent referenced in the preceding
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sentence, and will forever warrant and defend the title to the property described as being
mortgaged hereby to the Mortgagee against any and all claims and demands whatsoever
by, througn or under Mortgagor, The Mortgagor will promptly pay or discharge any and all
obligations for or on account of which any such lien or charge might exist or 2suld be
created and any and all lawful taxes, rates, levies, assessments, liens, claims or other
charges imposed upon or accruing upon any of the Mortgaged Property (whether taxed to
the Mortgagor or to the Noteholder), as and when the same shall become due and payable;
and whenever called upen so to do the Mortgagor will furnish to the Mortgagee or to any

Noteholder adequate proof of such payment or discharge; provided, however, that this

provision shall not be deemed to require the payment or di- charge of any tax, rate, levy,
ssessment or “ther governmental charge while the Mo tgagor is contesting the validity
thereof by appropriate proceedings in good faith : id s0 long as it shall have set aside on
its books adequate reserves with respect thereto,

SECTION 3. The Mortgagor will not, without the conseat in writing of the
Mortgagee, charge, pledge, mortgage, or otherwise enrumber any of the Mortgaged
Property in any manner so as to adversely affect the priority of the lien established
hereby,

SECTION 4. The Mortgagor will duly and punictually pay the principal of and
interest on the Note at the dates and in the manner provided therein, according to the
true intent and meaning thereof, and all other sums becoming due hereunder, The
Mortgagor may at any time make prepayments on account of all or part of the principal of
the Note to the extent and in the manner provided therein,

SECTION 5. The Mortgagor will at all times, so long as any portion of the Note
shall be outstanding, take or cause to be taken all such action as from time to time may
be necessary to preserve its corporate existence and use its best efforts to preserve and
renew all rights of way, easem/nts and similar real property rights now or hereafter

granted to it or conferred upo. it "<lating to the Mortgaged Property, and will comply
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with all valid laws, ordinancer -egulations and requirements applicable to the Mortgaged
Property, so long as the Mortgagor is not contesting the validity of any thereof in good
faith., The Mortgagor will not without the approval in writing of the Noteholder
consolidate with or merge into any other corporation or permit any other corporation to
merge into the Mortgagor or acquire all or substantially all of the business or assets of
another corporation if such acauisition is analogous in purpose or effect to a merger or
consolidation, or so consolidate or merge or permit any such merger or so acquire any
such business or assets without the approval in writing of the Noteholder unless the
corporation surviving such transaction shall have assumed the obligations of the
Mortgagor under the Note,

SECTION 6. The Mortgagor will, upon completion, at all times maintain and
presere the Mortgaged Property, as part of an operating system, in good repair, working
order and v.ondition, ordinary wear and tear excepted and subject to operating
contingencies and maintenance requirements, and in compliance with all applicable laws,
regulaticas and orders, which are not being contested in good faith, and will from time to
time make all needful and proper repairs, renewals and replacements, and useful and
proper alterations, additions, betterments and improvements, so that the operations of the
Mortgaged Property as part of an operating system shaii be conducted properly and
advantageously, Nothing herein contained, however, shall be held to prevent the
Mortgagor from permanently discontinuing the construction or operation, or reducing the
capacity, of the plant of which the Mortgaged Property is a part, if, in the judgment of
the Mortgagor, any such action (which affects the Mortgaged Property) is necessary or
desirable in the conduct of the business of the Mortgagor, or if the Mortgagor fails to
obtain the necessary regulatory approvals or is ordered so to do by regulatory authority
having jurisdiction in the premises, or if the Mortgagor intends to sell or dispose of the
séme subject tu t ie lien of this Mortgage or otherwise and within a reasonable time shall

endeavor to effectuate such sale; nor shall anything herein contained be construed to
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prevent the Mortgagor from taking such action with respect to the use of the plant of
which the Mortgaged Property is a part as is proycs “nder the circumstances, including
the cessation or omission to exercise rights, permits, licenses, privileges or franchises
which, in the judgment of the Mortgagor, can no longer be profitably exercised or availed
of. In the event that any regulatory authority having jurisdiction over the Mortgagor shall
determine that the expenditures for repairs and maintenance necessary to .nake good any
such maintenance deficiency as shall have been so determined would be excessive or shall,
Dy order or regulation, prohibit, in whole or in part, such expenditures for repairs and
maintenarce, tnen, upon filing with the Trustee a certified copy of such order or & copy of
such regulation, as the case may be, the Mortgagor shall, so long as such order or such
regulation remains in effect, be relieved from compliance with the covenant contained
herein, in regard to the maintenance of the Mortgaged Property, to the extent that such
expenditures for repairs and maintenance shall have been held excessive or shall be
prohibited.

SECTION 7. The Mortgagor agrees that it will keep or cause to be kept the
Mortgaged Property insured by property insurance to the extent that the plant of which it
is & part is so insured, or that it will, in lieu of or supplementing such insurance in whole
or in part, adopt some other method or plan of protection against loss at least equal in
protection to the method or plan of protection against loss of companies similarly situated
and operating properties subject to similar hazards. The Mortgagor will, upon request of
the Mortgagee, submit to the Mortgagee & schedule of its insurance in effect as required
herein on the date specified in such request and, upon request of the Mortgagee, will
provide certificates of insurance relating thereto. In the event of damage to or the
destruction or loss of any portion of the Mortgaged Property which shall be covered by
insurance, unless the Mortgagee shall otherwise agree, to the extent possible with

available insurance proceeds, the Mortgagor shall replace or restore such damaged,
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destroyed or lost portion so that the Mortgaged Property shall be in substantially the same
condition as it was in prior to such damage, destruction or loss, ordinary wear and tear
excepted, The Mortgagor shall replace the loss or shall commence such restoration
promptly after such damagc, destruction or loss shall have oceurred and receipt of the
insurance proceeds, and shall complete such replacement or restoration as expeditiously
as practicable, and shall pay or cause to be paid out of the proceeds of such insurance all
costs and expenses in connection therewith so that such replacement or restoration shall
be so completed that the portion of the Mortgaged Property so replaced or restored shall
be free and clear of all mechanics' liens and other claims.

SECTION 8. In the event of the failure of the Mortgagor in any respect to comply
with the covenants ~.nd conditions herei. contained with respect to the procuring of
insurance, the piyment of taxes, assessments and other charges, the keeping of the
Mortgaged Iropurty in repair and free of liens and other claims or to comply with any
other covenant contained in this Mortgage, the Mortgagee shall have the right (without
prejudice to any other rights arising by reason of such default) to advance or expend
moneys for the purpose of procuring such insurance, or for the payment of insurance
premiums, taxes, assessments or other charges, or to save the Mortgaged Property from
sale or forfeiture for any unpaid tax or assessment, or otherwise, or to redeem the same
from any tax or other sale, or other encumbrance thereon, or to make repairs thereon or
to comply with any other covenant herein contained or to prosecute or defend any suit in
relation to the Mortgaged Property or in any manner to prciect the Mortgaged Property
and the title thercto, and all sums so advanced for any of the aforesaid purposes shall be
deemed a charge Lpon the Mortgaged Property in the same manner as the Note is secured
and shall be forthvith paid to the Mortgagee making such edvance or advances upon
demand, It shall rot be obligatory for the Mortgagee in making an' such advances or

expenditures to inqu.re into the validity of any such tax title, or of any of such taxes or
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assessments or sales therefor, or of any such mechanics' liens or other encumbrances. The
Mortgagee acting hereunder shall not be liable to the Mortgagor or the Noteholder except
for losses resulting from negligence or wilful misfeasance,

SECTION 9, The Mortgagor will at all times keep, and safely preserve, proper books
records and accounts in which full and true entries will be made of all of the dealings,
business and affairs with respect to the Mortgaged Property,

SECTION 10. The Mortgagor will from time to time upon written demand of the
Noteholder make, execute, acknowledge and deliver or cause to be made, executed,
acknowiedged and delivered all such further and supplemental indentures of mortgage,
deeds of trust, mortgages, financing statements, continuetion statements, security
agreements, instruments and conveyances as may reasonably be requested by the
Noteholder, and take or cause to be taken all such further action as may reasonably be
requested by the Noteholder to effectuate the intention of these presents and to provide
for the securing and payment of the principal of and interest on the Note according to the
terms thereof and for the purpose of fully conveying, transferring and confirming unto the
Mortgagee the property hereby conveyed, mortgaged and pledged, or intended so io be,
now owned by the Mortgagor and to reflect the assignment of the rights or interests of
the Noteholder. The Mortgagor will cause this Mortgage and any and all supplemental
indentures of mortgage, mortgages and deeds of trust and every security agreement,
financing statement, continuation statement and every additional instrument which shall
be executed pursuant to the foregoing provisions forthwith upon execution to be recorded
and filed and rerecorded and refiled as »-7veyances and mortgages and deeds of trust of
and security interests in real and personal property in such manner and in such places as
may be required by law or reasonably requested by the Mortgagee in order fully to
preserve the security for the Ncte and to perfect and maintain the superior lien of this

Mortgage and all supplemental indentures of mortgage, mortgages and deeds of trust and

the rights and remedies of the Noteholder,
P



ARTICLE Il
REMEDIES OF THE MORTGAGEE
SECTION 1, If one or more cf the following events (hereinafter called "events of
default”) shall happen, that is to say:
(@)  defeult shall be made under the Note; or

(®) any representation or warranty made by the Mortgagor herein or in any
certificate delivered hereunder shall prove to have been incorrect or
untrue in any material respect; or

(e) default shall be made in the due observance or performance of any
other of the covenants, conditions or agreements on the part of the
Mortgagor in this Mortgage contained, and such default shall continue
for a period of thirty (30) days after written notice specifying such
default and requiring the same to be remedied shall have been received
by the Mortgagor, unless such default cannot be remedied within such
period in which event Mortgagor shall have such period of time to
remedy such default as shall be reasonably nece.sary provided it begins
to remedy such default within such thirty (30) day period and proceeds
diligently thereafter in such regard; or

(d) the expiration of a period of ninety (90) days following the entry of a
decree or order by a court having jurisdiction in the premises for relief
in respect of the Mortgagor under the Federal Bankruptey Act or any
other applicable Federal or Stat~ law of a similar nature, or appointing
4 custodian, receiver, liquidator, assignee, trustee, sequestrator (or
other similar official) of or for the Mortgagor or any substantial part of
the Mortgaged Property, or ordering the winding up or liquidation of its
affaire unless during such period such decree, order or appointment of a
custodian, receiver, liquidator, assignee, trustee, sequestrator or other
similar official shall be vacated or shall be stayed on appeal or
otherwise or shall have otherwise ceased to continue in effect; or

(e) the coramencement by the Mortgagor of a voluntary case, or *he
institution by it of proceedings to be adjudicated a bankrupt or
insolvent, or the consent by it to the institution of bankruptey or
insolvency proceedings against it, or the filing by it of a petition or
answer or consent seeking reorganization, arrangement or relief under
the Federal Bankruptey Act or any other applicable Federal or state
law of a similar nature, or the consent or acquiescence by it to the
filing of any such petition or to the appointment of or taking possession
by & custodian, receiver, liquidator, assignee, trustee, sequestrator (or
other similar official) of the Mortgagor or any substantial part of the
Mortgaged Property, or the making by it of &n assignment for the
benefit of creditors, or the admission by it in writing of its inability to
pay its debts generally as they become due, or the taking of corporate
action by the Mortgagor in furtherance of any such action;
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then in each and every such case the Trustee, to the extent permitted by applicable state
law on behalf of the Mortgagee, may, in its diseretion

(aa)  without protest, presentment or demand, declare all unpaid principal of
and accrued interest on the Note to be due and payable immediately,
and upon any such declaration all such unpaid principal and acerued
interest su declared to be due and payable shall become and be due and
payable immediately, anything contained herein or in the Note to the
contrary notwithstanding;

(bb)  proceed to protect and enforce the rights of the Mortgagee under this
Mortgage by suits or actions in equity or at law in any court or courts
of competent jurisdiction, whether for specific performance of any
covenant or any agreement contained herein or in aid of the execution
of any power herein granted or for the foreclosure hereof or hereunder
or for the sale of the Mortgaged Property, or any part thcereof, or to
collect the debts hereby secured or for the enforcement of such other
or additional appropriate legal or equitable remedies as may be deemed
most effectual to protect and enforce the rights and remedies herein
granted or conferred;

(ce)  sell or offer for sale the Mortgaged Property in such portions, order and
parcels . (he Mortgagee may determine, to the highest bidder for cash
at , .lic auction, such sale to be made at the courthouse door of the
counties wherein such property (or that portion thereof to be sold) is
situated (whether the parts or parcels thereof, if any, in different
counties are contiguous or not, and without the necessity of having any
personal property hereby mortgaged present at such sale) on the first
Tuesday of any month between the hours of 10:00 a.m. and 4:00 p.m,
after posting a written or printed notice or notices of the place, time
and terms of the sale for twenty-one (21) days prior to the date of the
sale at the courthouse door of the county in which the sale is to be
meade and at the courthouse door of any other county in which a portion
of the property may be situated and filing a copy of such notice(s) in
the office of the county clerk in each of such counties, and by serving
written notice of the proposed sale at least twenty-one (21) days
preceding the date of sale by certified mail on Mortgagor, service of
such notice being completed upon deposit of the notice, enclosed in a
postpaid wrapper, properly stamped and addressed to the Mortgagor at
its most recent address as shown by the records of the Mortgagee, in a

post office or official depository under the care and custody of the
United States;

(dd)  in lieu of the foregoing, the sale may be accomplished by following the
procedures permitted or required by Tex. Prop. Code Ann, $§51.002
(Vernon 1984), as same may be amended from time to time, relating to
the sale of real estate and/or by Chapter 9 of the Tex. Prop. Code
relating to the sale of personal property collateral after default by a
debtor (as said Section and Chapter may now exist or may hereafter be
amended or succeeded), or by any other present or subsequent articles
or enactments relating to the same, it being understood that nothing
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contained herein shall be construed to limit in any way the Trustee's
rights to sell such properties by private sal. if, and to the extent, that
such private sale is permitted under the laws of the State of Texas or
by public or private sale after entry of judgment by any court of
competent jurisdiction ordering the same, and at any such sale (i)
whether made under power herein contained, the aforesaid §51.002, the
Code, any other legal requirement or by virtue of any judicial procedure
or any other legal right, remedy or recourse, it shall not be necessary
for the Trustee to have physically present, or to have constructive
possession of, the Mortgaged Property, and the title to any such
property shall pass to the purchaser thereof as completely as if the
same had been actually present and delivered to the purchaser at such
saie, (i) each instrument of conveyance executed by the Trustee shall
contain a warranty of title, binding upon the Mortgagor, (iii) each and
every recital contained in any instrument of conveyance made by the
Trustee shall conclusively establish the truth and accuracy of the
matters recited therein and the advertisement and conduet of such sale
in the manner provided herein, (iv) any and all prerequisites to the
validity thereof shall be conclusively presumed to have been performed,
and (v) the receipt of the Trustee or of such other party or officer
making the sale shall be a sufficient discharge to the purchaser or
purchasers for his or their purchase money and no such purchaser or
purchasers, or his or their assigns or personal representatives, shall
thereafter be obligated to see to the application of such purchase
money or be in any way answerable for any loss, misapplication or
nonapplication thereof.

SECTION 2. At any public sale hereunder the Mortgagee sha!l have the right to bid
for and purchase the Mortgaged Property, or such part thereof as shall be cffered for sale.

SECTION 3. Any proceeds of funds arising from the exercise of any rights or the
enforcement of any remedies herein provided after the payment or provision for the
payment of any and all costs and expenses in connection with the exercise of such rights
or the enforcement of such remedies and any other sums received by the Mortgagee, the
disposition of which is not otiherwise herein specifically provided for, shall be applied
first, to the payment of indebtedness hereby secured other than the principal of or
interest on the Note; second, to the payment of interest which shall have accrued on the
Note and which shall be unpaid; third, to the payment of or on account of the unpaid
principal of the Note; and the balance, if any, shall be paid to the Mortgagor or whosoever
else shall be legally entitled thereto.



SECTION 4. Every right or remedy herein conferred upon or reserved to the
Mortgagee shall be cumulative and shal. be in addition to every other right and remedy
given hereunder or now or hereafter existing at law, or in equity, or Dy statute, The
pursuit of any right or remedy hereunder shall not be deemed to be an election and shall
not preclude the pursuit of any other right or remedy.

SECTION 5. If at any time after an event of default and prior to the institution of
foreclosure proceedings, all payments in respect of principai and interest which shall have
become due and payable by the terms of the Note shall be paid to the Noteholder, and all
other defaults hereunder and under the Note shall have been cured, together with
reimbursement for any resulting expense or damage, then and in every such case, such
default or defaults shall be waived, but no such waiver shall extend to or affect any
subsequent default or impair any right consequent thereon,

SECTION 6. If, after the occurrence of any event of default hereunder and pursuit
of the remedies provided for hereinbefore, Noteholder should obtain ownership of the
Mortgaged Property, it is understood that the Joint Ownership Agreement as defined in
the Agreement may be reinstituted as between such Noteholder and Mortgagor so as from
thenceforth to apply to and control the relationship of the Noteholder as owner of the
Mortgaged Property and the Mortgagor as owner of its interest in the plant and other
facilities of which the Mortgaged Property is a part, it being understood that the
Mortgagor shall have no right to reimbursement from the Noteholder of any amount that
the Mortgagor has expended with respect to the Mortgaged Property prior to the
resumption of ownership thereof by the Noteholder,

ARTICLE m
POSSESSION UNTIL DEFAULT-DEFEASANCE CLAUSE
SECTION 1. Until some one or more of :he events of default shall have happened,

the Mortgagor shall be suffered and permitted to retain actual possession of the
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Mortgaged Property, and to manage, coerate and use the same and any part thereof, with
the rights and franchises appertaining thereto, and to collect, receive, take, use and enjoy
the rents, revenues, issues, earnings, income, products and profits thereof or therefrom.
SECTION 2. If the Mortgagor shall well and truly pay or cause to be paid the whole
amount of the principal of and interest on the Note at the times and in the manner therein
provided, according to the true intent and meaning thereof, and shall also pay or cause to
be paid all other sums payable hereunder by the Mortgagor and shall well and truly keep
and perform, according to the true intent and meaning of this Mortgage, all covenants
herein required to be kept and performed oy it, or if the Mortgagor shall comply with the
provisions of section 4 of that cer’-~in Assignment Agreement of even date herewith
between the Mortgagor and the Mortgagee, then and in that case, all property, right d
interests hereby conveyed or assigned or pledged shall revert to the Mortgagor and the
estate, right, title and interest of the Mortgagee and any Noteholder shall thereupon
cease, determine and become void and the Mortgagee and such Noteholder, in such case,
on written demand of the Mortgagor but at the Mortgagor's cost and expense, sh.il enter
satisfaction of this Mortgage, and all other liens including vendors liens in favor of the
Noteholder with respect to the Mortgaged Property, upon the record. In any event, the
Noteholder and, if appropriate, the Trustee upon payment in full to him by the Mortgsgor
of all principal of and interest on the Note and the payment and discharge by the
Mortgagor of all charges due to the Noteholder hereunder, shall execute and deliver to the
Mortgagor such instruments of satisfaction, discharge or release as shall be require. vy
law in the circumstances., In the event of a partial prepayment of the Note, the
Noteholder and, if appropriate, the Trustee shall, upon written demand of the Mortgagor
but at the Mortgagor's cost and éxpense, execute and deliver to the Mortgagor such
instruments of satisfaction, discharge or release of an undivided interest in the Mortgaged
Property as shall be equal to, and in proportion with, that portion of the remaining

principal amount due under the Note which has been prepaid at the time of such
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prepayment. In addition, the Noteholder agrees to release to such extent any and all
other liens including vendors liens in favor of the Noteholder with respect to the
Mortgaged Property by such instruments of satisfaction, discharge and release as shall be
required by law in the circumstances,
ARTICLE IV
SUBSTITUTE TRUSTEE

SECTION 1. In case of the resignation of the Trustee, or the inability (through
death or otherwise), refusal or failure of the Trustee to act, or at the option of the
Mortgagee, ‘or any other reason (which reason need not be stated), a Substitute Trustee
mey be named, constituted and appointed by the Mortgagee without other formality than
an appointment and designation in writing executed by the Mortgagee, which appointment
and designation shall be full evidence of the right and authority to make the same and of
all facts therein recited, and this conveyance shall vest in the Substitute Trustee the title,
powers and duties herein conferred on the Trustee originally named herein, and the
conveyance by the Substitute Trustee to the purchaser(s) at any sale of the Mortgaged
Property or any part thereof shall be equally valid and effective. The right to appoint a
Substitute Trustee shall exist as often and whenever the Trustee, original or Substitute,
resigns or cannot, will not or does not act, or the Mort~agee desires to appoint a new
Trustee., No bond shall ever be required of the Trustee, original or Substitute. The
recitals in any conveyance made by the Trustee, original or Substitute, shall be accepted
and construed in court and elsewhere as prima facie evidence and proof of the facts
recited, and no other proof shall be required as to the request by the Mortgagee to the
Trustee to enforce this Trust, or as to the notice of or holding of the sale, or as to any
particulars thereof, or as to the resignation of the Trustee, original or Substitute, or &s to
the inability, refusal or failure of the Trustee, original or Substitute, to act, or as to the
election of the Mortgagee to appoint a new Trustee, or as to appointment of a Substitute

Trustee, and all prerequisites of said sale shall be presumed to have been performed. The
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Trustee, original or Substitute, is hereby authorized and empowered to appoint any one or
more persons as attorney-in-fact to act as trustee under him and in his name, place and
stead in order to take any actions that the Trustee is authorized and empowered to do
hereunder, such appointment to be evidenced by an instrument signed and acknowledged
by the Trustee, original or Substitute; and all acts done by said attorney-in-fact shall be
valid, lawful and binding as if done by the Trustee, original or Substitute, in person,
ARTICLE V
MISCELLANEOUS

SECTION 1. All of the covenants, stipulations, promises, undertakings and
agreaments herein contained by or on behalf of the Mortgagor shall bind its successors and
assigns, whether so specified or not, and all titles, rights and remedies hereby granted to
or conferred upon the Mortgagee shall pass to and inure to the benefit of the successors
and assigns (to the extent permitted) of the Mortgagee and shall be deemed to be granted
or conferred for the benefit and security of all who shall from time to time be the holder
of _he Note.

SECTION 2. The descriptive headings of the various articles of this Mortgage were
formulated and inserted for convenience only and shall not be deemed to affect the
meaning or construction of any of the provisions hereof.

SECTION 3. All demands, notices, reports, approvals, designations, or directions
required or permitted to be given hereunder shall be in writing and shall be deemed to be
properly given if mailed by registered mail addressed to the proper party or parties at the
following addresses:

As to the Mortgagor:

Texas Utilities Electric Company
2001 Bryan Street
Suite 1900

Dallas, Texas 75201
Attention: Er!. Nye
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(with copy to)

Worsham, Forsythe, Sampels & Wooldridge
32nd Floor, 2001 Bryan Tower

Dallas, Texas 75201

Attention: Robert A, Wooldridge

As to the Trustee:

As to the Mortgagee:
Brazos Electric Power Cooperative, Inc.
P. O. Box 2582
Waco, Texas 76702-2585
Attention: Richard E. McCaskill
For Federal Express:
Brazos Electric Power Cooperative, Inc,
2404 LaSalle Avenue
Waco, Texas 76706
Attention: Richard E. MeCaskill
(with copy to)
Joseph Robert Riley, Esq.
Law Offices of Joseph Robert Riley
500 RepublicBank Tower

P, O. Box 153
Waco, Texas 76703

SECTION 4. The invalidity of any one or more phrases, clauses, sentences,
paragraphs or provisions of this Mortgage shall not affect the remaining portions hereof,

SECTION 5. To the extent that any of the property described or referred to in this
Mortgage is governed by the provision of the Uniform Commercial Code this Mortgage is
hereby deemed a "security agreement” under the Uniform Commercial Code, and a
"financing statement™ under the Uniform Commercial Code for said security agreement,
The mailing addresses of the Mortgagor as debtor, and of the Mortgagee as secured party,
are as set forth in Section 3 of this Article V.
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SECTION 6. This Mortgage may be simultaneously executed in any number of
counterparts, and all said counterparts executed and delivered, each as an original, shall
constitute but one and the same instrument,

IN WITNESS WHEREOF, TEXAS UTILITIES ELECTRIC COMPANY, as Mortgagor,
has caused this Deed of Trust and Security Agreement to be signed in its name and its
corporate seal to be hereunto affixed and attested by its officers thereunto duly

authorized, , @s Trustee, has caused this Deed of Trust and

Security Agreement to be signed in his name, and BRAZOS ELECTRIC POWER
COOPERATIVE, INC., as Mortgagee, has caused this Deed of Trust and Security
Agreement to be duly executed in its behalf, all as of the day and year first above

written,



TEXAS UTILITIES ELECTRIC COMPANY

(SEAL)
By:
Its:
ATTEST:
By:
Its:
TRUSTEE
BRAZOS ELECTRIC POWER COOPERATIVE, INC,
(SEAL)
By:
Its:
ATTEST:
By:
Its:
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THE STATE OF TEXAS :
COUNTY OF :

THIS INSTRUMENT was acknowledged before me on , 1988,

by y of TEXAS
UTILITIES ELECTRIC COMPANY, a Texas corporation, on behalf of said corporation,

Notary Public in and for
the State of Texas

[rinted Name of Notary:

My Commission Expires:

THE STATE OF TEXAS :

COUNTY OF :

THIS INSTRUMENT was acknowledged before me on , 1988,

by » 8s Trustee, in the capacity and for the purposes
stated,

Notary Public in and for
the State of Texas

Printed Name of Notary:

My Commission Expires:

-20-



THE STATE OF TEXAS

- e ww

COUNTY OF
THIS INSTRUMENT was acknowledged before me on _, 1988,

by ) of BRAZOS

ELECTRIC POWER COOPERATIVE, INC., a Texas corporation, on behalf of said

corporation,

Notary Public in and for
the State of Texas

Printed Name of Notary:

My Commission Expires:




EXHIBIT E

PROMISSORY NOTE
made Dy
TEXAS UTILITIES ELECTRIC COMPANY
to
BRAZOS ELECTRIC POWER COOPERATIVE, INC,
Dated as of , 1988




PROMISSORY NOTE

Dallas, Texas
, 1988

1. For value received, TEXAS UTILITIES ELECTRIC COMPANY (the
"Borrower"), a corporation organized and existing under the laws of the State of Texas,
promises to pay to BRAZOS ELECTRIC POWER COOPERATIVE, INC. ("Brazos"), a
corporation organized and existing under the laws of the State of Texas, at the times, in
the manner, and with interest at the rate, hereinafter provided, the sum of

Dollars ($ ), pursuant to an Agreement

(the "Agreement") between the Borrower and Brazos, dated as of July 5, 1988 (reference
to which is made for all pertinent purposes), w. .1 interest payable from the date hereof,
on the unpaid principal balance until paid, at the rate of nine and one half percent (9

1/2%) per annum until and at the rate of eight and one half percent (8

1/2%) per annum for the remainder of the term of this note,

3. The principal of this note shall be payable at the times and in the amounts set
forth on Exhibit A attached hereto. Interest shall be due and payable at the rate provided
for hereinbefore on the unpaid principal balance hereof during the term hereof with each
installment payment of principal in the amounts set forth on Exhibit A attached hereto.
If at the time set forth for the first payment of combined principal and interest, interest
is due and accrued for a period less than a quarterly installment period, as referenced on
said Exhibit A, the first said payment of interest sha'l be decreased tc a prorated amount
of interest payable for the portion of the quarterly period remaining., The unpaid principal
balance shall bear interest after maturity of any instaliment at the rate of twelve and one
half percent (12 1/2%) per annum,

3. Each payment made on this note shall be applied first to the payment of

interest and then on account of principal and shall be in such funds as are then legal

tender for the payment of debts, -1~




4. This note represents a portion of the purchase price paid by the Borrower for
the transfer to it of certain properties and assets described in the Agreement,
Accordingly, the Borrower acknowledges that this note does not represent a loan or
advance to, or investment in, the Borrower in an original or primary manaer, but rather
indebtedness to Brazos incurred as a portion of such purchase price. The payment of this
note is secured by a purchase money mortgage and security interest under a Deed of Trust

and Security Agreement of even date herewith from the Borrower to 2

Trustee (the "Mortgage™), for the benefit of the hulder of this note which constitutes a
lien on, and represents a security interest in, certain property located in Hood and
Somervell Counties, Texas,

5. This note may be prepaid at any time in whole or in part, without premium or
penalty, except that if this note is prepaid at any time prior to the no prepayment
premium time shown on Exhibit A attached hereto, the Borrower shall pay as a
prepayment penalty the applicable amount shown on such Exhibit A, Reference is hereby
made to the Assignment Agreement of even date herewith (the "Assignment Agreement")
between the parties hereto and the United States Government (the "Government") acting
by and through the Administrator of the Rural Electrification Administration providing
for an assignment of this note, a vendors lien in favor of Brazos referenced in the
Assignment Agreement (the "Vendors Lien" and the Mortgage to the Government, the
terms of which are hereby incorporated herewith by reference. The holder hereof agrees
that prepayment in pret at any time of this note shall result in & partial release of the
Vendors Lien and the lien of the Mortgage pro rata to the extent of the amount of such
prepayment. In addition, in accurdance with the terms of the Assignment Agreement, it
is understood that if this note is prepaid in whole or in part by depositing funds in trust as
provided for in section 4 of the Assignment Agreerment, the rate of interest payable

hereunder o the funds so deposited shall thereafter become 8 1/2% per annum,
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6. The principal of and all accrued interest on this note shall become due and
payable at the option of the holder hereof if one or more of the following events shall
oceur:

(i) Default shall be made by the Borrower in the payment of any installment of
the principal of or interest on this note when and as the same shall become
due and such default shall continue for a period of fifteen (15) days after
receipt of written notice tnereof by the Borrower frem the holder hereof; or

(i) an Event of Default shall occur under the Mortgage.

Said option i.aii continue until all sueh defaults have been cured. In case any one or more
of the events of default specified hereinbefore shall have happenea and be continuing, the
holder of this note may proceed ts protect and enforce its rights either by suit in equity
and/or by action at law, or Dy other appropriate proceedings, whether for the specific
performance (to the extent permitted by law) of any covenant or agreement contained in
this note, or in aid of the exercise of any power granted in this note, or may proceed to
enforce the payment of this note or to enforce any other legal or equitable right of the
holder of this note. In the event of any such default, the holder of this note may, at iis
option, declare the entire principal and all interest acerued on this note to be, and this
note skall thereupon become, forthwith due and payable, without any presentment,
demand, protest or other notice or diligence of any kind, all of which sre hereby expressly
waived, In such event, the Borrower shall forthwith pay to the holder of this note the
entire principal of, and all interest accrued on, this note. No right, power or remedy
conferred by this note or otherwise available in connection herewith shall be exclusive of
any other right, power or remedy hereinafter available to the holder hereof., No failure or
delay on the part of the holder of this note in exercising any right, power or privilege
hereunder shall operate as & waiver thereof, nor shall any single or partial exercise of any
right, power or privilege hereunder preclude any other or further exercise thereof or the

exercise of any other right, power or privilege,
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7. This note shall not be assignable, negotiable or transferable without the
consent in writing of the Borrower, except that it is understood that this note is being
assigned on the date hereof in accordance with the terms of the Assignment Agreement,
Any other assignment or transfer of this note shall be void ab initio.

8. Notwithstanding anything to the contrary contained herein, or in the
Agreement, the Mortgage or any other agreement entered into in connection herewith, .-
is agreed that the aggregate of all interest and any other charges constituting interest, or
adjudicated as constituting interest, under the laws of the State of Texas and contracted
for, chargeable or receivable under this note or otherwise in connection with this
transaction shall under no circumstances exceed the maximum amount of interest
permitted by applicable law, and any excess shail be deemed a mistake by all part.ss and
cancelled automatically, and if theretofore paid shall, at the option of the holder hereof,
be refunded to the Borrower or crediiecd to the ptincipal amount owing hereon. In the
event the maturity of this note is accelerated Dy reason of an election by the holder
hereof resulting from & default hereunder, or in the event of voluntary prepayment in
accordance herewith by the Borrower, then earned interest may never include more than
the maximum amount permitted by law, computed from the date hereof until maturity or
prepayment, and any unearned interest in excess of the maximu:i amount permitted by
law, computed from the date hereof until maturity or prepayment, shall be cancelled
automatically and if theretofore paid shall, at the option of the holder hereof, be refunded
to the Borrower or credited on the principal amount owing hereon. All sums paid or
agreed to be paid to the holder hereof for the use, forbearance or detention of the
indebtedness of the Borrower to the holder hereof shall, if necessary, to the extent
permitted by applicable law, be amortized, prorated, allocated and spread throughout the
full term of such indebtedness until payment in full so that the actual rate of interest on

account of such indebtedness is uniform throughout the actual term of this note and does

~4-



not exceed the maximum lawful rate throughout the entire term of this note. The terms
and provisions of this parsgraph shall control and supersede every other provision of all

agreements between the Borrower and the original holder hereof.

§ his note shall be construed and enforced in accordance with, and governed
by. f the State of Texas. This note shall be binding upon and inure to the
bene Jorrower and Brazos and their respective successors and assigns (to the
exter. .ed).

IN WITVNESS WHEREOF, the Borrower has caused this note to be signed in its
corperate naine and its corporate seal to be hereunte affixed and attested by its officers

thereunto duly authorized, all as of the date and year first above written,

TEXAS UTILITIES ELECTRIC COMPANY

(SEAL) By:
Its:

ATTEST:

By:

Its:
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EXHIBIT F

SPECIAL WARRANTY DEED WITH VENDOR'S LIEN AND BILL OF SALE

THE STATE OF TEXAS §
§ KNOW ALL MEN BY THESE PRESENTS:
COUNTIES OF HOOD AND §
SOMERVELL §
THAT, BRAZOS ELECTRIC POWER COOPERATIVE, INC., a Texas corporation
having its principal office at 2404 LaSalle Avenue, Waco, McLennan County, Texas
(hereinafter referred to as "Grantor"), for and in consideration of the sum of TEN AND
NO/100) DOLLARS ($10.00) and other good and valuable consideration paid in cash to
Grantor by the Grantee herein named, has GRANTED, BARGAINED, SOLD, ASSIGNED,
TRANSFERRED and CONVEYED, and by these presents does GRANT, BARGAIN, SELL,
ASSIGN, TRANSFER and CONVEY unto TEXAS UTILITIES ELECTRIC COMPANY, a
Texas corporation having its principal office at 2001 Bryan Street, Suite 1900, Dallas,
Texas 75201 (hereinafter referred to, together with its successors and assigns, as
"Grantee"), the following:
(a) all of Grantor's right, title and interect as tenant in common (such right, title
and interest being that which was conveyed and transferred to Grantor by
Grantee or its predecessors) in and to the following (collectively, the "Group I
Real Property");
(i)  that certain land located in Hood and Somerveil Counties of the State of
Texas, more particularly described on Exhibit A-I attached hereto and
incorporated herein for all purposes,

(ii)  all buildings and other structures, fixtures and improvements (including
Squaw Creek Lake and Park) located on such land,

(iii) the estates, rights, privileges, easements and appurtenances belonging or

in anywise appertaining to such land and the buildings, structures and
improvements located thereon, and,

(iv) all subsurface rights, oil, gas and mineral 'interests, air rights and
development rights;

(b) all of Grantor's right, title and interest as tenant in comrion (such right, title
and interest being that which was conveyed and transferred to Grantor by



Grantee or its predecessors) in and to the Purchased Assets as defined in that
certain Agreement dated Jul, 5, 1988 (the "Agreement") between Grantor and
Grantee, a copy of such definition being attached hereto as Exhibit A-Il and
incorporated herein, to the full extent that such Purchased Assets or relevaat
parts thereof may be personal property according to the laws of the State of
Texas, together with the rights and appurtenances thereto in anywise
belonging (collectively, the "Group | Personal Property");

(e) all of Grantor's right, title and interest as tenant in common (such right, title
and interest being that which was conveyed and transferred to Grantor by
Grantee or its predecessors as such right, title and interest may, by agreement
of the parties involved, have heretofore been adjusted or be subject to
adjustment hereafter) in and to that part of the Transmission Facilities (as
defined in the Agreement) which is real property according to the laws of the
State of Texas including, without limitation, the following (collectively, the
"Group Il Real Property");

(i)  that certain land, and those easements and rights of way affecting land,
located in Hood and Somervell Counties of the State of Texas, more
particularly described on Exhibit A-IIl attached hereto and incorporated
herein for all purposes,

(i)  all buildings an.d other structures, fixtures and improvements located on
such land, including, without limitation, the Comanche Peak-DeCordova
345 kV electrical transmission line approximately 14.4 miles in length to
the full extent that such transmission line or relevant parts thereof may
be real property according to the laws of the State of Texas,

(iii) the estates, rights, privileges and appurtenances belonging or in anywise
appertaining to such land, such easements and rights of way and such
buildings, structures and improvements, and,

(iv) all subsurface rights, oil, gas and mineral interests, air rights and
development rights; and

(d) all of Grantor's right, title and interest as tenant in common (such right, title
and interest being that which was conveyed and transferred to Grantor by
Grantee or its predecessors as such right, title and interest may, by agreement
of the parties involved, have heretofore been adjusted or be subject to
adjustment hereafter) in and to that part of the Transmission Facilities (as
defined in the Agreement) to the full extent that the same or relevant parts
thereof may be personal property according to the laws of the State of Texas
including, without limitation, all equipment and also including the Comanche
Peak-DeCordova 345 kV electrical transmission line approximately 14.4 miles
in length to the full extent that such transmission line or relevant parts
thereof may be personal property according to the laws of the Staie of Texas
(collectively, the "Croup II Personal Property").

The Group 1 Real Property and the Group | Personal Property shall be refeired to
herein collectively as the "Group I Property”., The Group Il Real Property and the Group II

Personal Property stall be referred to herein collectively as the "Group II Prrnerty". The



Group I Real Property, the Group I Personal Property, the Group II Real Property and the
Group II Personal Property shall be referred to herein collectively as the "Subject
Property",

THIS CONVEYANCE IS MADE SUBJECT, however, to the Joint Ownership
Agreement (as defined in the Agreement) including, without limitation, Section 3.03
thereof which contains a waiver by the parties thereto of the right to partition, and
subject also to the other matters identified on Exhibit B-I attached hereto and
incorporated herein. The Joint Ownership Agreement (including the amendments thereto
but excluding the exhibits to such agreement or amendments) is attached hereto and
incorporated herein as Exhibit B-II (the matters set forth on Exhibit B-I together with the
Joint Ownership Agreement shall be referred to herein collectively as the "Permitted
Encumbrances").

TO HAVE AND TO HOLD the Subject Property unto said Grantee forever; and
subject to the Permitted Encumbrances, Grantor does hereby bind itself and its successors
and assigns to WARRANT AND FOREVER DEFEND all and singular the Subject Property
unto the said Grantee, against every person whomsoever lawfully claiming or to claim the
same or any part thereof by, through and under Grantor, but not otherwise.

By delivery of this Special Warranty Deed With Vendor's Lien and Bill of Sale,
Grantor delivers possession, dominion and control over its right, title and interest in and
to the Subject Property. Grantor warrants the Subject Property to be identical to the
interests conveyed and transferred by Grantee to Grantor unless and except (i) the same
have been increased, whether by Grantor or otherwice, or (ii) the same have been
diminished by joint activities of Grantor with all other Owners (as defined in the
Agreement) or activities by, through, or under the Project Manager (as defined in the
Agreement). But it is expressiy agreed that a Vendor's Lien, as well as the Superior Title
in and to the Subject Property, is retained against the Subject Property until that certain

Note of even date herewith executed and delivered by Grantee and payable to Grantor in



the original sum of Dollars ($ ) and

all interest thereon are fully paid according to the face, tenor, effect and reading thereof,
when this Special Warrantv Deed With Vendor's Lien and Bill of Sale shall become
absolute.

THE SUBJECT PROPERTY IS BEING SOLD "AS IS". GRANTOR MAKES NO
WARRANTIES CONCERNING THE MERCHANTABILITY OR CONDITION CR FITNESS
FOR ANY PARTICULAR PURPOSE OF THE SUBJECT PROPERTY EXCEPT AS
EXPRESSLY PROVIDED IN THE AGREEMENT.

All capitalized terms used herein, and not otherwise defined, have the meanings

ascribed to them in the Agreement.

EXECUTED on the date of the acknowledgement hereto, to be effective for all
purposes on the day of , 19

.
———

BRAZOS ELECTRIC POWER
COOPERATIVE, INC.

ATTEST:




THE STATE OF TEXAS
COUNTY OF

Before me, the undersigned authority, on this day appeared
Known to me to be the person whose name is subscribed to the foregoing instrument, and
acknowledged to me that he/she executed tne instrument by proper authority in the
capacity therein stated and for the purposes and consideration expressed in the
instrument,

GIVEN UNDER MY HAND AND SEAL OF OFFICE on R

1988.

Notary Public in and for the State of Texas

Typed/Printed Name of Notary

My Commission Expires:




EXHIBIT A4

[Deseription to be attached prior to Closing



EXHIBIT Al

[Deseription of Purchased Assets, as set forth
in subparagraph (ee) of the Definitions
in the Agreement, to be attached prior
to Closing]



EXHIBIT Al

[Description to be attached prior to Closing



EXHIBIT B

[List of Permitted Exceptions, as set forth
in subparagraph (aa) of the Definitions
in the Agreement, to be attached prior

to Clesing]



EXHIBIT Bl

[Joint Ownership Agreement to be attached

prior to Closing
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EXHIBIT G

[On the Letterhead uf Seller

Texas Municipal Power Agency (Certified Mail, Return Receipt
P. O. Box 7000 Requested, No.
Bryan, Texas 77805
Attn: Mr. Ed Wagoner,

General Manager

Tex-La Electric Cooperative of Texas, Inc. (Certified Mail, Return Receipt

P. O. Box 398 Requested, No. )

Quitman, Texas 75783

Attn: Mr. Juan D. Nichols,
President

Re: Notice of Brazos Electric Power Coonerative, Ine.'s
Intention to Transfer its Ownership Intecest
in the Comanche Peak Steam Electric Station
and in the Fuel to Texas Utilities Electric Company.

Gentlemen:

Each of you are hereby notified, pursuant to Section 16 of the Joint Ownership
Agreement [being that certain instrument entitled on the cover page thereof "Joint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brazos Electric Power Cooperative, Ine. for Comanche Peak
Steam Electric Station," executed on January 2, 1979, together with and as modified by
that certain instrument entitled on the cover page thereof "Modification of Joint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipai Power Agency and Brazos Electric Power Cooperative, Ine. For Comanche Peak
Steam Electric Station," executed on June 1, 1979, together with and as amended by (i)
the Amendment of Joint Ownership Agreement, executed on December 9, 1980, between
Dallas Power & Light Company, Texas Electric Service Company, Texas Power & Light
Company, Texas Utilities Generating Company, Texas Municipal Power Agency
(hereinafter referred to as "TMPA"), Brazos Electric Power Cooperative, Inc.
(hereinafter referred to as "Brazos") and Tex-La Electric Cooperative of Texas, Ine.
(hereinafter referred to as "Tex-La"), together with and as amended by (ii) the Second
Amendment of Joint Ownership Agreement, executed on February 12, 1982, between
Dallas Power & Light Company, Texas Electric Service Company, Texas Power & Light
Company, Texas Utilities Generating Company, TMPA, Brazos and Tex-La)] that Brazos
intends to transfer its entire 3.8% undivided ownership interest in the Project and the
Fuel (as said terms are defined in Paragraphs 1.16 and 1.09, respectively, of the said Joint
Ownership Agreement) to Texas Utilities Electric Company ("TU Electrie”) which is
ready, able and willing to acquire same. Brazos, which desires to make such transfer, has



obtained a written offer from TU Electric as the prospective transferee, which written
offer sets forth the consideration and other terms of the offer; a true and correct copy of
said written offer, being the Agreement dated July 5, 1988, by and between Brazos and
TU Electric, is enclosed herewith,

You will please notice that the bona fide written offer from TU Electric, as the
prospective transferee, is in cash, payable in installments as specified in the enclosed
written offer, together with the requirement that the Brazos JOA Debt, as described in
Section 5.3(b) of the enclosed written offer, be paid.

You are hereby notified that Brazos extends to you (either of you and both of you) a
right of first refusal to acquire all or any part of Brazos' said ownership interest in the
said Project and Fuel on similar terms and for similar consideration. While not subject to
any first right of refusal under the Joint Ownership Agreement, if either of you are
interested, Brazos will sell you its ownership interest in the Comanche Peak-DeCordova
345KV electrical transmission line, described in subparagraph (oo) of the Definitions of the
enclosed written offer,

The intended transfer is proposed to be consummated on or before February 16,
1989, , by the delivery of instruments of conveyance to Brazos' 3.8% undivided ownership
interest in said Project and Fuel to TU Electric, all in accordance with the enclosed
written offer, Should you (either of you or both of you) desire to exercise your option and
first right of refusal to acquire all or any part of DBrazos' 3.8% undivided ownership
interest in the said Project and Fuel, you must exercise your option and first right of
refusal by serving written notice of your intention upon Brazos and upon all of the other
Owners of the Project (TU Electric, Texas Municipal Power Agency and Tex-La Electric
Cooperative of Texas, Inc.) within three months after service of this written notice. Your
failure to exercise said option and first right of refusal as provided in Section 16 of the
Joint Ownership Agreement within the time period specified shall be conclusively deened
to be an election not to exercise said option and first right of refusal,

Very truly yours,

BRAZOS ELECTRIC POWER
COOPERATIVE, INC.

By:

Richard E. McCaskill, Executive Vice
President and General Manager

«C: Texas Utilities Electric Company
1900 Bryan Tower
Dallas, Texas 75201
Attn: Mr, Erle Nye



EXHIBIT H

| For the letterhead of Joseph Robert Riley]

o 198__

Texas Utilities Electric Company
2001 Bryan Street

Suite 1900

Dallas, Texas 75201

Gentlemen:

[ have acted as counsel for drazos Electri» Power Cooperative, Inc.,, a Texas
corporation ("Brazos"), in connection with that certain Agreement dated July 5, 1988 (the
"Agreement"”) by and between Brazos and Texas Utilities Electric Company (the
"Company").

This opinion is delivered to you pursuant to section 6.4 of the Agreement,
Capitalized terms used but not defined herein shall have the meaning ascribed to them in
the Agreement.

In connection with this opinion, I have reviewed executed copies of the Agreement,
the Assignment Agreement of even date hereof between the Company and Brazos (the
"Assignment Agreement), the Assignment of even date hereof from Brazos to the Rural
Electrification Administration (the "REA") (the "Assignment"), the Transfer of Lien of
even date hereof from Brazos to the REA (the "Transfer of Lien"), the Amendment of
even date hereof to the Transmission Agreement between the Company and Brazos
executed on July 25, 1979 (the "Transmission Agreement Amendment"), the Indemnity
Agreement of even date hereof from Brazos to the Company (the "Indemnity
Agreement"), the Release of even date hereof from Brazos in favor of the Company (the
"Release"), the Covenant Not To Sue of even date hereof from Brazos in favor of the
Company (the "Covenant Not To Sue") and the Special Warranty Deed With Vendor's Lien
and Bill of Sale of even date hereof from Brazos to the Company (the "Deed") (the
Agreement, the Assignment Agreement, the Assignment, the Transfer of Lien, the
Transmission Agreement Amendment, the Indemnity Agreement, the Releuse, the
Covenant Not To Sue and the Deed are hereinafter sometimes referred to collectively as
the "Agreements"), | have also examined originals or copies, certified or otherwise
identified 1o my satisfaction, of such corporate records certificates and other documents
of Brazos and made such investigations of law (subject to the limitations hereinafter set

forth) as I have deemed necessary or appropriate as a basis for the opinions expressed
below,

As to questions of fact material to my opinions expressed herein, | have, when
relevant facts were not independently established, relied upon certificates of, and
information received from, officers of Brazos and have assumed the accuracy of the
statements of fact contained in all of the documents reviewed by me. 1 have not

-1~



independently investigated or verified the facts represented in such certificates or
information and do not opine as to the accuracy of any such facts. With respect to
certain matters set forth in paragraphs 1 and 5 below, I have also relied upon certificates
and other documents from, and conversations with, public officials.

In rendering the following opinions, | have assumed, but not independently verified,
the authenticity of any document or other instrument submitted to me s an original, the
conformity to the originals of any document or other instrument submitted to me as a
copy, and the genuineness of all signatures, except signatures made on behalf of Brazos. |
have elso assumed, but not independently verified, that all Gueuments executed by a party
other than Brazos were duly and validly authorized, executed and delivered by such party,
which had requisite power and authority with respect thereto, and are legal, valid and
binding obligations of such party enforceable against such party in accordance with their
respective terms,

To the extent that my opinions in paragraph 2 below relate to consent requirements
which may be contained in any agreement or contract to which Brazos is a party or by
which it is bound, the opinion is based solely on certificates of officers of Brazos without
any independent investigation,

Based upon the foregoing and subject to the qualifications set forth herein, | am of
the opinion that:

{8 Brazos is a non-profit electric cooperative corporation duly organized, validly
existing and in good standing under the laws of the State of Texas with requisite corporate
power and authority to carry on its business as now conducted and to owr, sell and
transfer the Purchased Assets as provided for in the Agreement.

8 Brazos has requisite corporate power and authority to execute, deliver and
perform the Agreements and to carry out its obligations thereunder, Brazos has full,
requisite corporate power and authority to act for itself and the other persons or entities,
private and governmental, acting by, through and under Brazos, in connection with the
Agreements. The Agreements have been duly authorized, executed and delivered by
Brazos, and constitute valid and legally binding obligations of Brazos and the other
persons or entities, private or governmental, acting by, through and under Brazos,
enforceable against such parties in accordance with their respective terms. The
execution, delivery and performance of the Agreements by Brazos does not conflict with
or result in any violation of, or constitute a default under, (i) the Articles of Incorporation
or by-laws of Brazos, or (ii) to my knowledge, any material provision of any mortgage,
indenture, lease, agreement or other instrument, including any evidence of ‘"debtedness,
including without limitation the Brazos Comanche Peak Debt, to which Bra..s, or any of
Brazos' properties or assets, is subject or a party, or (iii) or to my knowledge, any permit,
concession, grant, franchise, license, judgrient, order or decree, applicable to Brazos or
any of its property; or with the passage of time or the giving of notice or the taking of
any action by any third party, have any of the effects described herein,

3. Brazos has obtained all necessary consents, approvals, orders and
authorizations of, and has made all necessary registrations, declarations and filings with,
each governmental authority or other entity required in connection with the execution,
delivery, and performance by Brazos of the Agreements, except for any such required to
be obtained by the Project Manager., No other filing or registration with, and no other
consent, approval, authorization, permit, certificate or order of any court, tribunal or
governmental agency or authority, Federal, state, county or municipal, or other entity is
required by any applicable statute or other law or by any judgment, order or decree or any



rule or regulation of any court, tribunal or governmental agency or authorAity, Federal,
state, county or municipal, or agreement with any other entity to permit Brazos to
execute, deliver or perform the Agreements,

4, No provision of any obligation or liability, including with respect to any
evidence of indebtedness, of Brazos, whether accrued, absolute, contingent or otherwise,
will cause the Company t> assume or otherwise become liable for, or will cause the
Purchased Assets to become encumbered by, ary liability of Brazos as a result o the
purchase by the Company of the Purchased Assets, except such as currently exist wgth
respect to Comanche Peak and which were entered into or incurred by (a) all parties
owiiing interests in Comanche Peak at the time involved acting collectiv.ely, or (b) the
Project Manager or the Company or both. The opinion set forth in this par_agraph E)
assumes the Company's forgiveness of the Brazos JOA Debt as described in section 5.3(b)
of the Agreement.

L Apart from all taxes and similar charges owed by the Project Manager on
behalf of all the Owners cullectively, Brazos owes no taxes or similar charges or
impositions with respect, or the nonpayment of which would apply, to, or result in any lier
or other encumbrance upon, the Purchased Assets to any taxing authority, Further, no tax
charge, tax expense or tax claim against the Purchased Assets originating with or caused
by the action or inaction of Brazos individually or in combination with any of the Owners
other than the Company or the Project Manager will attach to or affect any portion of the
Purchased Assets conveyed after the Closing.

6. Brazos has such title in and to the Site and all real property interests therein
and the real property interests included in the Transmission Facilities as was conveyed to
Brazos by or through the Company or the Company's predecessors-in-title. Except in
combination with, or in conjunction with action by, all of the Owners of the Site and the
real property interests included in the Transmission Facilities acting collectively either
directly or through the Project Manager, Brazos has not encumbered the Site or any of the
real property interests therein or the real property interests included in the Transmission

Facilities with any mortgages, liens, claims, charges, security interests or encumbrances
that have not heretofore been fully released,

Brazos, separately or in combination with any or all of the Owners other than the
Company or the Project Manager, has not taken any action which would result in the
structures, improvements and fixtures on such real property constituting a part of the Sice
not being in conformity with all applicable Federal, state and local zoning, building,
health, safety and environmenta) laws, ordinances, rules or regulations. No notice from
any governmental body, which has not otherwise been disclosed to the Company or the
Project Manager in writing, has been served upon Brazos claiming any violation of any
such law, ordinance, rule or regulation or requiring any work, repairs, construction,
alterations or installations on or in connection with such real property or the buildings,
structures, fixtures or improvements thereon, nor to my knowledge has any such violation,
which has not otherwise been disclosed to the Company or the Project Manager in writing,
been claimed or action with respect thereto threatened.

7. Brazos has the title to such interest s was conveyed to Brazos by or tnrough
the Company or the Company's predecessors-in-title in all of the equipment, vehicles,
fixtures, machinery and other items of personal property, tangible or intangible, to the
extent the same are parts of the Purchased Assets, Except in combination or in
conjunction with action by the Company, the Project Manager or all of the Owners acting
collectively, Brazos has not encumbered the equipment, vehicles, fixtures, machirery and
other items of personal property, tangible or intangible, which are part of the Purchased
Assets, with any mortgages, liens, claims, charges, security interests, encumbrances or
other restrictions or limitations, assuming payment by the Company of any and all
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transfer taxes that may become due on account of the transfer of the Purchased Assets,
that have not heretofore heen fully released, except for the lieiis for ad valorem taxes not
yet due and payable,

8.  There are no claims, suits or proceedings, administrative or otherwise, pending
against Brazos or, to the best of my knowledge, threatened against Brazcs affecting the
Purchased Assets, whether such be at luw, in equity or in arbitration, or before or by any
governmental department, commision, board, bureau, agency or instrumentality whicn, if
adversely determined against Brazos, would affect Brazos' ability to perform its
obligations under the Agree: _ats, except that which has been previously disclosed in
writing to the Company; anc Brazos, separately and apart froin the other Owners in
combination or in conjunction with action by ail the Owners acting collectively either
directly or through the Project Manager, is not in default with respect to any order, writ,
injunction or decree of any couri, arbitrator or governmental department, commission,
board, bureau, agency or instrumentality affecting the Purchased Assets,

9. There is not in effect any executory contract, agreement, order or
commitment to which Brazos is subject or a party, and to which the Company or the
Project Maneger is not u party, wh'ch would bind the Company with respect to the
Purchased Assets after the Closing and which would adversely affect the value of the
Purchased Assets after the Closing.

The opinion expressed in paragraph 2 above as to conflicts with other agreeme. "
which Brazos is a party is qualified to the extent that no opinion is given as to complisnce
with the Joint Ownership Agreement (ineluding but not limited to Section 16 thereof).

The opinions expressed in paragraph 2 above are qualified as to the enforceability of
th' Agreements to the extent that they may be subject to the exercise of Judieial
discretion in accordance with general equitable principles, with respect to matters of
force majeure and by laws relating to bankruptey, insolvency, moratorium, reorganization
or similar laws and are furthcr qualified to the extent that no opinion is given as to (i) the

availability of specific performance or other equitable remedies, or (i) compliance with
usury laws,

I am licensed to practice law ii. the State of Texas. I do not purport to be an expert
on, or to express any opinion herein concerning, any law other than the laws of the State
of Texas and the federal law of the United States.

The foregoing opinicns are limited to the existing laws on the date hereof and I
undertake no obligation or responsibility to update or supplement this opinion in response
'o subsequent changes in the law or future events or cireumstances affecting the
transactions contemplated herein. This opinion has been delivered solely for your benefit
and meay not be otherwise reproduced, filed or relied upon by any other person or entity.,

Very truly yours,

Joseph Robert Riley



EXHIBIT |

For the letterhead of Worsham, Forsythe, Sampels & Wooldridge

, 198

Brazos Electric Power Cooperative, Inc.
P. O. Box 2585
Waco, Texas 76702-2585

Gentlemen:

We have acted as counsel for Texas Utilities Electric Company, a Texas corporation
(the "Company"), in connection with that certain Agreement dated July &, 1988 (the
"Agreement") by and between Brazos Electric Power Cooperaiive, Inc. ("Brazos") and the
Company, and as counsel for Texas Utilities Company, a Texas corporation ("TUC"), in
connection with the Guaranty of even date herewith given in connection with the Note.

This opinion is delivered to you pursuant to section 7.4 of the Agresment,
Capitalized terms used but not defined herein shall have the meaning ascribed to them in
the Agreement,

In connection with this opinion, we have reviewed executed copies of the
Agreement, the Assignment Agree.nent of even date hereof between the Company and
Brazos (the "Assignment Agreement"), the Amendment of even date hereof to the
Transmission Agreement between the Company and Brazos executed on July 25, 1979 (the
"Transmission Agreement Amendment"), the Assumption And Indemnity Agreement of
even date hereof from the Company to Brazos (the "Indemnity Agreement”), the Release
of even date hereof from the Company in favor of Brazos (the "Release"), the Covenant
Not To Sue of ev.. date hereof from the Company to Brazos (the "Covenant Not To Sue"),
the Note of even date hereof from the Company to Brazos (the "Note") and the purchase
money Mortgage of even date herecf from the C. any in favor of the Trustee named
therein for the benefit of Brazo (the "Mortgag , (the Agreei.ent, the Assignment
Agreement, the Transmission Agreement Amendment, the Indemnity Agreement, the
Release, the Covenant Not To Sue, the Note and the Mortgage are hereinafter sometimes
referred to collectively as the "Agreements"), and the Guaranty of even date hereof from
TUC, the parent of the Company, to Brazos given in connection with the Note (the
"Guaranty"). We have also examined originals or copies, certified or otherwise identified
to our satisfaction, of such corporate records, certificates and other documents of the
Company and TUC and made such investigations of law (subject to the limitations
hereinafter set forth) as we have deemed necessary or appropriate as a basis for the
opinions expressed below.

As to questions of fact material to our opinions expressed herein, we have, when
relevant facts were not independently established, relied upon certificates of, and



information received from officers of the Company and TUC ar- have assumed the
accuracy of the statements of fact contained in all of the documents reviewed by us, We
have not independently investigated or verified the facts represented in such certificates
or information and do not opine as to the accuracy of any such facts. With respect to
certain matters set forth in paragreph | below, we have also relied upon certificates and
other documents from, and conversations with, public officials.

In rendering the following opinions, we have assumed, but not independently
verified, the authenticity of any document or other instrument submitted to us as an
original, the conformity to the originals of any document or other instrument submittad to
us as a copy, and the genuineness of all signatures, 2xcept signatures made on behalf of
the Company and TUC. We have also assumed, but not independently verified, that all
documents executed by a party other than the ..inpany or TUC were duly and validly
authorized, executed and delivered by such party, which had requisite power and authority
with respect thereto, and are legal, valid and binding obligations of such party enforceable
against such party in accordance with their respective terms.

To the extent that our opinions in paragraph 2 below relate to consent requirements
which may be contained in any agreement or contract to which the Company or TUC is &
party or by which either is bound, the opinion is based solely on certificates of officers of
the Company or TUC without any independent investigetion,

Based upon the foregoing and subject to the qualifications set forth herein, we are
of the opinion that:

1. The Company is a corporation duly organized, validly existing and in good
standing under the laws of the State of Texas with requisite corporate power and
authority to carry on its business as now conducted and to own, buy and accept the
transfer of the Purchased Assets as provided for in the Agreement,

- 8 The Company has requisite corporate power and authority to execute, deliver
and perform the Agreements and to carry out its obligations thereunder and to receive
delivery of the Special Warrznty Deed With Vendor's Lien and Bill of Sale of even date
herewith from Brazos to the Company. The Company has full, requisite corporate power
and autlority to act for itself and the other persons or entities, private and governmental,
acting by, through and under the Company, in connection with the Agreements, The
Agreements have been duly authorized, executed and delivered by the Company, and
constitute valid and legally binding obligations of the Company and the other persons or
entities, private or governmental, acting by, through and under the Company, enforceable
against such parties in accordance with their respective terms, For purposes of the
foregoing, we have assumed that the provisions of paragraph 8 of the Note have been and
will continue to be complied with and will be construed to override all provisions of the
Agreement, the Note and the Mortgage which may be inconsistent therewith. The
execution, delivery and performance of the Agreements by the Company does not conflict
with or result in any violation of, or constitute a default under, (i) the Articles of
Incorporation or by-laws of the Company, or (ii) to our knowledge, any material provision
of any mortgage, indenture, lease, agreement or other instrument to which the Company
Is subject or & party, including any bonds or other obligation or other evidence of
indebtedness, or (iii) to our knowledge, any permit, concession, grant, franchise, license,
judgment, order or decree, applicable to the Company or any of its property, including
Comanche Peak; or with the passage o: time or the giving of notice or the taking of any
action by any third party, have any of the effects described herein. Assuming valid
recordation to make effective the lien of the Mortgage, such lien is & superior lien to the

lien of the Mortgage and Deed of Trust, dated as of December 1, 1983, of the Company to
Irving Trust Company, Trustee.



3. The Company has obtained all necessary consents, approvals, prders and
authorizations of, and has made all recessary registrations, declarations and filings w'nth,
each governmental authority or other entity required in connection with the exgqutnon,
delivery, and performance by the Company of the Agreements. Nq othor.t'lhng or
registration with, and no other consent, approval, authorization, permit, certificate or
order of any court, tribunal or governmental agency or authority, Federal, state, county
or municipal, or other entity is required by any applicable statute or other law or by any
judgment, order or decree or any rule or regulation of any court, tribunal or governmental
agency or authority, Federal, state, county or municipal, or agreement with any other
entity to permit the Companv to execute, deliver or perform the Agreements,

4. TUC is a corporation duly organized, validly existing and in good standing
under the laws of the State of Texas with requisite corporate power and authority to carry
on its business as now conducted and has requisite corporate power and authority to
execute, deliver and perform the Guaranty and to carry out its obligations thereunder,
The Guaranty has been duly authorized, executed and delivered by TUC, and constitutes
the valid and legally binding obligation of TUC enforceable against it in accordance with
its terms. The execution, delivery and performance of the Guaranty does not conflict
with or result in any violation of, or constitut: a default under, (i) the Articles of
Incorporation or by-laws of TUC, or (ii) any material provision of any mortgage,
indenture, lease, agreement or other instrument to which TUC is subject or a party, or
(iii) any permit, concession, grant, franchise, license, judgment, order, decree, statute,
law, ordinance, rule or regulation applicable to TUC or any of its property; or with the
passage of time or the giving of notice or the taking of any action by any third party, have
any of the effects described herein.

The opinion expressed in paragraph 2 above as to conflicts with other agreements to
which the Company is a party is qualified to the extent that no opinion is given as to

compliance with the Joint Ownership Agreement (ineluding but not limited to Section 16
thereof),

The opinions expressed in paragraphs 2 and 4 above are qualified as to the
enforceability of the Agreements and the Guaranty to the extent that they may be subject
to the exercise of judicial diseretion in accordance with general equitable principles, with
respect to matters of force majeure and by laws relating to bankruptey, irsolvency,
moratorium, reorganization or similar laws and are further qualified to the extent that no
opinion is given as to the availability of specific performance or oth_r equitable remedies.

We are licensed to practice law in the State of Texas. We do not purport to be
experts on, or to express any opinion herein concerning, any law other than the laws of the
State of Texas and the federal law of the United States,

The foregoing opinions are limited 1o the existing laws on the date hereof and we
undertake no obligation or responsibility to update or supplement this opinion in response
to subsequent changes in the law or future events or circumstances affecting the
transactions contemplated herein. This opinion has been delivered solely for your benefit
and may not be otherwise reproduced, filed or relied upon by any other person or entity,

Very truly yours,

WORSHAM, FORSY 'HE, SAMPELS
& WOOLDRIDGE

A Partner



EXHIBIT J
RELEASE
STATE OF TEXAS §
COUNTY OF MC LENNAN g
For 87d in consideration of the agreements, underta' ings, promises, and covenants
of TU Electric, TUC, and their subsidiaries and affiliates set forth in the Agreement,
including without limitation the contemporaneous delivery to Brazos by TU Electrie i (1)
& Release releasing certain claims which TU Electric, TUC, and their subsidiaries and
‘ffiliates have or may have ageinst Brazos, its Members and customers (including the
customers of Brazos' Members and other wholesale customers), (2) a Covenant Not to Sue
under which TU Electrie, for itself and on behalf of TUC, and their subsidiaries and
affiliates and on behalf of any person or entity, private or governmental, claiming by,
through or under TU Electric or TUC, covenants not to sue upon certain claims which they
may have against Brazos or its Members, and (3) an Assumption and Indemnity Agreement
under which TU Electric assumes certain duties, responsibilities, liabilities and obligations
of Brazos, its Members and customers (including the customers of Brazos' Members and
other wholesale customers), and agrees (0 indemnify Brazos, its Members and customers
(including the customers of Brazos' Members and othe: wholesale customers), against
certain claims, the adequacy and sufficiency of such consideration being hereby
acknowledged and confessed, Brazos hereby agrees to the following:
L Definitions. As used herein, the following terms have the following meanings:

A.  "Agreement" means that certain Agreement dated July §, 1988, by and

between Brazos and TU Electric,

B.  "Brazos" means Brazos Electric Power Cooperative, Inc,

C. "Comanche Peak" means the nuclear-fueled electrie generating facility
under construction on certain lands situated in Hood and Somervell Counties, Texas, and

consisting of two units having a nominal capacity of 1,150 megawatts each, and related



properties, and is the aggregate and combination of the Station, Fuel, and Transmission
Facilities, and all other rights and interests associated with or relating thereto.

D. "Fuel" means the Comanche Peak nuclear fuel, irrespective of chemical
and/or physical form, and the rights and interests related thereto.

E. "JOA" means that certain instrument entitled on the cover page thereof
"JOINT OWNERSHIP AGREEMENT BETWEEN DALLAS POWER & LIGHT COMPANY,
TEXAS ELECTRIC SERVICE COMPANY, TEXAS POWER & LIGHT COMPANY, TEXAS
UTILITIES GENERATING COMPANY, TEXAS MUNICIPAL POWER AGENCY AND
BRAZOS ELECTRIC POWER COOPERATIVE, INC. FOR COMANCHE PEAK STEAM
ELECTRIC STATION," executed on January 2, 1979, together with and as modified by
that certain instrument entitle¢ on the cover page thereof "Modification of Joint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brazos Electric Power Cooperative, Inc.: For Comanche
Peak Steam Electric Station," executed on June 1, 1979, together with and as amended by
(i) the Amendment of Joint Ownership Agreement, executed on December 9, 1380,
between Dallas Power & Light Company, Texas Electric Service Company, Texas Power &
Light Company, Texas Utilities Gencrating Company, TMPA, Brazos, and Tex-La,
together with end as amended by (ii) the Second Amendment of Joint Ownership
Agreement, executed on February 12, 1982, between Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, Texas Utilities
Generating Company, TMPA, Brazos, and Tex-La.

F. "Members" means the twenty (20) Texas non-profit electric cooperative
corporations that are members of Brazos, as set out in Exhibit C to the Agreement.

G. "Owners" means collectively TU Electrie, Brazos, TMPA and Tex-La, as
owners of Comanche Peak in accordance with the terms of the JOA, or singularly any of

such parties,



H.  "Pending Litigation" means Ceus® No. 399,482 — Brazos Electric Power

Cocperative, Inc, v, Texas Utilities Company, Texas Utilities Electric Company, Texas

Utilities Mining Company, and Texas Utilities Services Incorporated, — in the District

Court of Travis County, Texas, 345th Judicial District; Cause wo. 369,336 —Tex-La

Electric Cooperative of Texas, Inc., and Texas Municipal Power Agency v, Texas Utilities

and Texas Utilities Electric Company, - in the District Court of Travis County, Texas,

98th Judicial District; and Cause No. 86-6809-A — Texas Utilities Electric Company v,

Tex-La Electric Cooperative of Texas, Inc., et al. — in the District Court of Dallas

County, Texas, 14th Judicial District.

L "Project Manager" means TU Electric designated and acting as such in
accordance (or purportedly in accordance) with the terms of the JOA.

J. "Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, as tenants in common, and located in Hood and Somervell
Counties, Texas.

K. "Station" means the Site, all improvements thereon (including Squaw
Creex Lake and Park) and all fixtures and attachments thereto, as well as (i) all personal
property thereon and associated therewith cr related thereto and owned by the Owners,
and (ii) all rights (tangible or intangible), and all easements and other interests of any
nature associatec therewith or related thereto and owned by the Owners, excluding,
however, the Fuel, and the Transmission Facilities,

L. "Subject "laims" means any and all claims, actions, controvers.es, causes
of action, disputes, demand 'y and complaints of whatsoever kind or nature and whether
Known or unknown,

M. "Tex-La" means Tex-La Electric Cooperative of Texas, Inc,

N.  "TMPA" means Texas Municipal Power Agency,

O. "Transmission Facilities" means the Comanche Peak — DeCordova
345 kV electrical trar.mission line approximately 14.4 miles in length, and associated

rights-of -way, eo.pment, fixtures and personal property,
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P. "TUC" means Texas Utilities Company, which is a Texas corporation and
the parent of TU Electric,

Q. "TU Electric" means Texas Utilities Electric Company, which is a Texas
corporation,

IL Release., Brazos, except as provided in paragraph [Il herein, for itself and on
behalf of any person or entity, private or governmental, claiming by, through or under
Brazos, including without limitation, to the extent it has the standing and right under law
to do $0, its Members and customers (including the customers
of Brazos' Members and other wholesale customers) and its or their respective insurers,
agents, servants, employees, officers, directors, consultants, attorneys, and
representatives does hereby waive, release, discharge, renounce, and relinquish any and all
Subject Claims relating to Comanche Peak which it has or they have, or may have,
whether known or unknown, contingent or absolute, including, without limitation, those
based on common law, whether contract (expressed or implied, including express or
implied warranty) or tort (including, without limitation, ‘ntentional tort, negligence or
gross negligence, sole, joint, or concurrent) or strict liability or fraud, and those based
upon any Federal, state, or local statute, law, order or regulation, ineluding without
limitation, the Atomic Energy Act of 1954, as amended, the regulations of the United
States Nuclear Regulatory Commission, the Securities Act of 1933, as amended, or the
Securities Act of 1934, as amendad, and any rule or regulation under either, the Texas
Securities Act (Title 19, Articles 581-1, et seq., V.A.T.S.) and the Texas Deceptive irade
Practices and Consumer Protection Act, against TU Electric or TUC, or both, in any
capacity, whether individually, as the Project Manager, or otherwise, and their respective
insursrs, agents, servants, employees, officers, directors, shareholders, cons'iltants,
attorneys and representatives, past and present, and any and all of their respective
successors, subsidiaries, and affiliates, and their respective insurers, agents, servants,

employees, officers, directors, shareholders, consultants, attorneys, and representatives,

past and present,




Ill.  Exceptions to Release. Brazos specifically does not release the following:

(8)  Any Subject Claims arising out of or under the Agreement or any of the
agreements or instruments to be delivered by TU Eleetric or TUC pursuant to the
Agreement,

(o)  Any Subject Claims which could not have been brought in the Pending
Litigation and which accrue on or after the Date of Commercial Operation (as that
term is defined in the JOA) and which are based upon the acts or omissions of
TU Electric or the Project Manager other than acts or omissions in connection with
the planning, design or construction (or the management thereof) of Comanche
Peak,

IV, Covenant. Brazos hereby covenants and warrants that it has not assigned any

Subject Claims that are hereby released,

| A Control. To the extent any provision of this Release conflicts with any

provision in Section 9.1 of the Agreement, this Release shall control as to the agreement

of the parties,

EXECUTED this the day of —» 1988, as duly authorized

by an appropriate resolution of its Board of Directors,

BRAZOS ELECTRIC POWER
COOPERATIVE, INC,

(Corporate S~al) By:
ATTEST: Its:
By:
Its:




EXHIBIT K
COVENANT NOT TO SUE

STATE OF TEXAS S
COUNTY OF MC LENNAN g
For and in consideration of the agreements, undertakings, promises, and covenants
of TU Electrie, TUC, and their subsidiaries and affiliates set forth in the Agreement,
including without limitation the contemporaneous delivery to Brazos by TU Electrie of (1)
& Release releasing certain claims which TU Electrie, TUC, and their subsidiaries and
affiliates have or may have against Brazos, its Members and customers (including the
customers of Brazos' Members and other wholesale cusiomers), (2) a Covenant Not to Sue
under which TU Electric, for itself and on behalf of TUC, and their subsidiaries and
affiliates and on behalf of any person or entity, private or governmental, claiming by,
through or under TU Electric or TUC, covenants not to sue upon certain claims which they
may have against Brazos or its Members, and (3) an Assumption and Indemnity Agreement
under which TU Electric assumes certain duties, responsibilities, liabilities and obligations
of Brazos, its Members and customers (including the customers of Brazos' Members and
other wholesale customers), and agrees to indemnify Brazos, its Members and customers
(including the customers of Brazos' Members and other wholesale customers), against
certain claims, the adequacy and sufficiency of suech consideration being hereby
acknowledged and confessed, Brazos hereby agrees to the following:
L Definitions. As used herein, the following terms have t™e following meanings:

A.  "Agreement" means that certain Agreement dated July 5, 1988, by and
between Brazos and TU Electric.

B. "Brazos" means Brazos Electric Power Cooperative, Inc,

C.  "Comanche Peak" means the nuclear-fueled electrie generating facility
under construction on certain lands situated in Hood and Somervell Counties, Texas, and

consisting of two units having a nominal capacity of 1,150 megawatts each, and related



properties, and is the aggregate and combination of the Station, Fuel, and Transmission
Facilities, and all other rights and interests associated with or relating thereto.

D.  "Fuel" means the Comanche Peak nuclear fuel, irrespective of chemical
and/or physicui form, and the rights and interests related thereto,

E. "JOA" means that certain instrument entitled on the cover page thereof
"JOINT OWNERSHIP AGREEMENT BETWEEN DALLAS POWER & LIGHT COMPANY,
TEXAS ELECTRIC SERVICE COMPANY, TEXAS POWER & LIGHT COMPANY, TEXAS
UTILITIES GENERATING COMPANY, TEXAS MUNICIPAL POWER AGENCY AND
BRAZOS ELECTRIC POWER COOPERATIVE, INC. FOR COMANCHE PEAK STEAM
ELECTRIC STATION," executed on January 2, 1979, together with and as modified by
that certain instrument entitled on the cover page thereof "Modification of Joint
Ownearship Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brozos Electric Power Cooperative, Ine.: For Comanche
Peak Steam Electric Station," executod on June 1, 1979, together with and as amended by
(i) the Amendment of Joint Ownership Agreement, executed on December 9, 1980,
between Dallas Power & Light Company, Texas Electric Service Company, Texas Power &
Light Company, Texas Utilities Generating Company, TMPA, Brazos, and Tex-La,
together with and as amended by (ii) the Second Amendment of Joint Ownership
Agreement, executed on February 12, 1982, between Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, Texas Utilities
Generating Company, TMPA, Brazos, and Tex-La.

F.  "Members" means the twenty (20) Texas non-profit electric cooperative
corporations *hat are members of Brazos, as set out in Exhibit C to the Agreement,

"Owners" means collectively TU Electrie, Brazos, TMPA and Tex-La, as

owners .  .manche Peak in accordance with the terms of the JOA, or singularly any of

such parties.



H. "Pending Litigation" means Cause No. 399,482 — Brazos Electric Power

Cooperative, Inc. v. Texas Utilities Company, Texas Utilities Electric Company, Texas

Utilities Mining Company, and Texas Utilities Services Incorporated, — in the District

Court of Travis County, Texas, 345th Judicial District; Cause No. 389,336 —Tex-La

Electric Cooperative of Texas, Ine., and Texas Municipal Power Agency v. Texas Utilities

and Texas Utilities Electric Company, — in the Distriet Court of Travis County, Texas,

98th Judicial District; and Cause No. 86-6809-A — Texas Utilities Electric Company v.

Tex-La Flcetric Cooperative of Texas, Ine., et al. — in the Distriet Court of Dallas

County, Texas, 14th Judicial District.

L. "Project Manager" means TU Electric designated and acting as such in
accordance (or purportedly in accordance) with the terms of the JOA.

J.  "Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, as tenants in common, and located in Hood and Somervell
Counties, Texas.

K. "Station" means the Site, all improvements thereon (including Squaw
Creek Lake and Park) and all fixtures and attachments thereto, as well as (i) all personal
property thereon and associated therewith or related thereto and owned by the Owners,
and (i) all rights (tangible or intangible), and all easements and other interests of any
nature associated therewith or related thereto and owned by the Owners, excluding,
nowever, the Fuel, and the Transmission Facilities,

L. "Subject Claims" means any and all claims, actions, controversies, causes
of action, disputes, demands, and complaints of whatsoever kind or nature and whether
Known or unknown,

M. "Tex-La" means Tex-La Electric Cooperative of Texas, Ine.

N.  "TMPA" means Texas Municipal Power Agency.

0. "Transmission Facilities" means the Comanche Peak — DeCordova
345 kV electrical transmission line approximately 14.4 miles in length, and associated

rights-of-way, equipment, fixtures and personal property.

a$w



P.  "TUC" means Texas Utilities Company, which is a Texas corporation and
the parent of TU Electric,

Q. "TU Electric" means Texas Utilities Electric Company, which is a Texas
corporation,

IL.  Covenant Not to Sue and Agreement Not to Challenge. Brazos, except as

provided in paragraph Il herein, for itself and on behal! of any person or entity, private or
governmental, claiming by, through, or under Brazos, including without limitation, to the
extent it has the standing and right under law to do so, its Members and customers
(including the customers of Brazos' Members and other wholesale customers) and its or
their respective insurers, agents, servants, employees, officers, directors, consultants,
attorneys, and representatives, does hereby covenant and agree:

(a) That it and they, individually, collectively, or in any combination, will
forebear from asserting against, and never sue for or look for satisfaction with
respect to, TU Electrie, TUC, and their respective insurers, agents, servants,
employees, officers, directors, shareholders, consultanis, attorneys, and
representatives, past and present, and any and all of their respective successors,
subsidiaries, and affiliates and their respective insurers, agents, servants,
employees, officers, directors, shareholders, consultants, attorneys, and
representatives, past and present, with respect to any Subject Claims (including
without limitation any Subject Claim against any contractor, subcontractor,
supplier, consultant, vendor or other person, firm or entity in privity in any manner
with any of them which may therefor or as a result thereof have & right over or
Subject Claim in subrogation) in any manner involving, concerniig, arising out of, or
relating to, the cesign, construction, management, and licensing of, or any other

matter relating to, Comanche Peak, and the management, procurement, conversion,

enrichment, fabrication, shipping, transportation, and storage of the Fuel.




(b)  That neither it nor they, individually, collectively, or in any combination,
will directly or indirectly challenge, contest, or assert any complaint in any court or
before any administrative agency or body or in any other forum whatsoever with
respect to, or in any manner involving, concerning, arising out of, or relating to,
Comanche Peak and the incidents and attributes thereof including, without
limitation: (1) the design, construction, management, and licensing of Comanche
Peak or any other aspect thereof, (2) the costs and schedule of construction and
completion of Comanehe Peak, (3) the reasonableness, prudency, or efficiency of the
planning, design, construction, management, and licensing of Comanche Peak, (4)
the reasonableness, prudency, or efficiency of the management, procurement,
conversion, enrichment, fabrication, shipping, transportation, and storage of the
Fuel, (5) the costs incurred in connection with the management, procurement,
conversion, enrichment, fabrication, shipping, transportation, and storage of the
Fuel, (6) the breach of the JOA and any express or implied warranties arising out of
the JOA, (7) any representetion, misrepresentation, disclosure, or non-disclosure in
connection with the negotiations, or preceding the execution by Brazos of the JOA,
(8) in connection with the performance or nonperformance by TU Electric of its
duties, responsibilities or obligations under the JOA as Project Manager or
otherwise, (9) the failure of TU Eleetrie to pursue any remedies, either at law or
otherwise, thet may be, or may have been, available against any and all contractors,
subcontractors, suppliers, consultants, vendors, or others with respect to Comanche
Peak (including separately the Station, Fuel or Transmission Facilities), and (10) on
account of anything that has occurred or may have occurred, in whole or in part
with respect to Comanche Peak (including separately the Station, Fuel or
Transmissicn Facilities) and the incidents and attributes thereof, and any of the

foregoing whether known or unknown.



I, Exceptions to Covenant Not to Sue and Agreement Not to Challenge. Brazos

specifically does not covenant not to sue, and spceifically does not agree to not assert,
challenge or contest, with regard to:

(@) Any Subject Claims arising out of or under the Agreement or any of the
other agreements or instruments delivered pursuant to the Agreement.

(b)  Any Subject Claims which could not have been brought in the Pending
Litigation and which acerue on or after the Date of Commercial Operation (as that
term is defined in the JOA) and which are based upon the acts or omissiuns of
TU Eleetric or the Project Manager other than acts or omissions in connection with
the planning, design or construction (or the management thereof) of Comanche
Peak.

(e) Any defenses which Brazos has or may have to Subject Claims asserted
against Brazos by any persons or parties whomsoever, provided that Brazos may not
seek any type of affirmative relief hereunder against TU Eleetric, TUC, or both,
their successors, subsidiaries and affiliates, or its or their respective insurers,
agerts, servants, employees, officers, directors, shareholders, consultants, attorneys
and representatives.

(d)  Any counterclaims which Brazos has or may have against any party other
than TU Electrie, TUC, or both, their successors, subsidiaries and affiliates, or its or
their respective insurers, agents, servants, employees, officers, directors,
shareholders, consultants, attorneys and representatives, acting in such capacity,
with respect to any Subject Claims being asserted against Brazos by anyone other
than TU Eleetrie, TUC, or both, their successors, subsidiaries and affiliates, or its or
their respective insurers, agents, servants, employees, officers, directors,

shareholders, consultants, attorneys and representatives.



(e) Any proceeding in which TU Electric's rates are being determined,
provided that Brazos shall not oppose, or assist any third party opposition to, the
inelusion in TU Electric's rates of any and all costs related to Comanche Peak.

[V. Control. To the extent any provision of this Covenant Not to Sue conflicts
with any provision in Section 9.2 of the Agreement, this Covenant Not to Sue shall control

as to the agreement of the parties.

EXECUTED this the day of , 1988, as duly authorized

by an appropriate resolution of its Board of Directors.

BRAZOS ELECTRIC POWER
COOPERATIVE, INC,

(Cerporate Seal) By:
ATTEST: Its:
Bw:
Its:




EXHIBIT L
RELEASE
STATE OF TEXAS

COUNTY OF DALLAS 5

For and in consideration of the agreements, undertakings, promises, and covenants
of Brazos, including without limitation the contemporaneous delivery to TU Electric by
Brazos of (1) & Release releasing certain claims which Brazos and any other person or
entity, private or governmental, claiming by, through, or under Brazos, including, to the
extent it has the standing and right under law to do so, Brazos' Members and customers
(and the customers of Brazos' Members and other wholesale customers), have or may have
against TU Electrie, TUC, or their subsidiaries and affiliates, (2) a Covenant Not To Sue
under which Brazos, for itself and on behalf of any person or entity, private or
governmental, claiming by, through or under DBrazos, including, to the extent it has the
standing and right under law to do so, Brazos' Members and customers (and the customers
of Brazos' Members and other wholesale customers), covenants not to sue upon certain
claims which they have or may have against TU Electrie, TUC, or their subsidiaries and
affiliates, and (3) an Indemnity Agreement under which Brazos indemnifies TU Electric
against certain claims, the adequacy and sufficiency of such consideration being hereby
acknowledged and confessed, TU Electric hereby agrees to the following:

L Definitions. As used herein, the following terms have the following meanings:

A. "Agreement" means that certain Agreement dated July 5, 1988, by and
between Brazos and TU Electric.

B. "Brazos" means Brazos Electric Power Cooperative, Inc.

C. "Comanche Peak" means the nuclear-fueled electric generating facility
under construction on certain lands situated in Hood and Somervell Counties, Texas, and

consisting of two units having a nominal capacity of 1,150 megawatts each, and related



properties, and is the aggregate and combination of the Station, Fuel, and Transmission
Facilities, and all other rights and interests associated with or relating thereto,

D. "Fuel" means the Comanche Peak nuclear fuel, irrespective of chemical
and/or physical form, and the rights and interests related thereto.

E. "JOA" means that certain instrument entitled on the cover page thereof
"JOINT OWNERSHIP AGREEMENT BETWEEN DALLAS POWER & LIGHT COMPANY,
TEXAS ELECTRIC SERVICE COMPANY, TEXAS POWER & LIGHT COMPANY, TEXAS
UTILITIES GENERATING COMPANY, TEXAS MUNICIPAL POWER AGENCY AND
BRAZOS ELECTRIC POWER COOPERATIVE, INC, FOR COMANCHE PEAK STEAM
ELECTRIC STATION," executed on January 2, 1979, together with and as modified by
that certain instrument entitled on the cover page thereof "Modification of Joint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brazos Electric Power Cooperative, Ine.: For Comanche
Peak Steam Electric Station," executed on June 1, 1979, togetiic® with and as amended by
(i) the Amendment of Joint Ownership Agreement, executed on December 9, 1980,
between Dallas Power & Light Company, Texas Electric Service Company, Texas Power &
Light Company, Texas Utilities Generating Company, TMPA, Brazos, and Tex-La,
together with and as amended by (ii) the Second Amendment of Joint Ownership
Agreement, executed on February 12, 1982, between Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, Texas Utilities
Generating Company, TMPA, Brazos, and Tex-La.

F. "Members" means the twenty (20) Texas non-profit electric cooperative
corporations that are members of Brazos, as set out in Exhibit C to the Agreement,

G. "Owners" means collectively TU Eleetrie, Brazos, TMPA and Tex-La, as
owners of Comanche Peak in accordance with the terms of the JOA, or singularly any of

such parties,



H. "Project Manager" means TU Electric designated and acting as such in
acordance (or purportedly in accordance) with the terms of the JOA,

1 "Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, as tenants in common, and located in Hood and Somervell
Counties, Texas.

J. "Station" means the Site, all improvements thereon (including Squaw
Creek Lake and Park) and all fixtures and attachments thereto, as well as (i) all personal
property thereon and associated therewith or related thereto and owned by the Owners,
and (ii) all rights (tangible or intangible), and all easements and other interests of any
nature associated therewith or related thereto and owned by the Owners, excluding,
however, the Fuel, and the Transmission Facilities.

K. "Subject Claims" means any and all claims, actions, controversies, causes
of action, disputes, demands, and complaints of whatsoever kind or nature and whether
Known or unknown,

L. "Tex-La" means Tex-La Electric Cooperative of Texas, Inc.

M. "TMPA" means Texas Municipal Power Agency.

N.  "Transmission Facilities" means the Comanche Peak — DeCordova
345 KV electrical transmission line approximately 14.4 miles in length, and associated
rights-of-way, equipment, fixtures and personal property.

0. "TUC" means Texas Utilities Company, which is a Texas corporation and
the parent of TU Electric,

P.  "TU Electric" means Texas Utilities Electrice Company, which is a Texas
corporation,

lI. Release. TU Electric, except as set out in paragraph III herein, on behalf of
itself, TUC, their subsidiaries and affiliates, and on behalf of any person or entity, private
or governmental, claiming by, through or under TU Electric or TUC, inecluding without

limitation, to the extent it has the standing and right under law to do so, their customers,



and on behalf of their respective insurers, agents, servants, employees, officers, directors,
consultants, attorneys, and representatives, does hereby waive, release, discharge,
renounce, and relinquish any and all Subject Claims relating to Comanche Peak which it
has or they have, or may have, whether known or unknown, contingent or absolute,
including without limitation those based on common law, whether contract (expressed or
implied, including express or implied warranty) or tort (inciuding, without limitation,
intentional tort, negligence or gross negligence, sole, joint, or concurrent) or strict
liability or fraud, and those based upon any Federal, State, or local statute, law, order or
regulation, including, without limitation, the Atomic Energy Act of 1954, as amended, the
regulations of the United States Nuclear Regulatory Commission, the Securities Act of
1933, as amended, or the Securities Act of 1934, as amended, and any rule or regulation
under either, the Texas Securities Act (Title 19, Articles 581-1, et seq., V.A.T.S.) and the
Texas Deceptive Trade Practices and Consumer Protection Act, against Brazos, its
Members and customers (including the customers of Brazos' Members and other wholesale
customers), whether individually or otherwise, and their respective insurers, agents,
servants, employees, officers, directors, consultants, attorneys and representatives, past
and present, and any and all of their respective successors, subsidiaries, and affiliates, and
their respective insurers, agents, servants, employees, officers, directors, members,
consultants, attorneys, and representatives, past and present,

L.  Exceptions to Release., TU Electric specifically does not release with regard

to:

(8)  Any Subject Claims arising out of or under the Agreement or any other
agreement or instrument executed and delivered pursuant to the Agreement,

(b)  Any right or authority to charge Brazos, its Members and customers for
any electric power and energy purchased by any of them from TU Eleetric in

accordance with the rates set forth in TU Eleririe™ tar!?f ag «an e may be epproved



and in effect from time to time even though said 1 stes may include costs related to
Comanche Peak.

(¢) Any defen.es which TU Electric has or may have to Subject Claims
asserted against TU Electric by any persons or parties whomsoever, provided that
TU Electric may not seek any type of affirmative relief hereunder (other than rate
relief pursuant to the provisions of the Publie Utility Regulatory Act, Article 1446¢,
V.A.T.S.) against Brazos, its Members and customers (including the customers of
Brazos' Members and other wholesale customers), their respective insurers, agents,
employees, officers, directors, consultants, attorneys and representatives,

(d)  Any counterclaims which TU Electric has or may have against any party
other than Brazos, its Members and customers (including the customers of Brazos'
Members and other wholesale customers), their respective insurers, agents,
employees, officers, directors, consultants, attorneys and representatives, acting in
sueh capacity (other than in connection with rate relief pursuant to the provisions of
the Publie Utility Regulatory Act, Article 1446¢, V.A.T.8.) with respect to any
Subject Claims being asserted against TU Electric by anyone other than Brazos, its
Members and customers (including the customers of Brazos' Members and other
wholesale customers), individually or otherwise, their respective insurers, agents,
employees, officers, directors, consultants, attorneys and representatives,

[V. Covenant. TU Eleetrie hereby covenants and warrants that it has not assigned

any Subject Claims that are hereby released.

Y. Control. To the extent any provision of this Release conflicts with any

provision in Section 9.3 of the Agreement, this Release shall control as to the agreement

of the parties.

Dy an appropriate resolution of its Board of Directors.

EXECUTED this the day of , 1988, as duly authorized




Sa Ve bR s

TEXAS UTILITIES ELECTRIC COMPANY

(Corporate Seal) By:

Its:

ATTEST:

By:

Its:




EXHIBIT M
COVENANT NOT TO SUE

STATE OF TEXAS

ww

COUNTY OF DALLAS §

For and in consideration of the agreements, undertakings, promises, and covenants
of Brazos, including without limitation the contemporaneous delivery to TU Flectric by
Brazes of (1) a Release releasing certain claims which Brazos and any other person or
entity, private or governmental, claiming by, through, or under [ -azos, including, to the
extent it hus the standing and right under law to do so, Brazos' Members and customers
(and the customers of Brazos' Members and other wholesale customers), have or may have
against TU Electric, TUC, or their subsidiaries and affiliates, (2) a Covenant Not To Sue
under which Brazos, for itself and on behalf of any person or entity, private or
governmental, claiming by, through or under Brazos, including, to the extent it has the
standing and right under law to do so, Brazos' Members and customers (and the customers
of Brazos' Members and other wholesale customers), covenants not to sue upon certain
claims which they have or may have against TU Electrie, TUC, or theii subsidiaries and
affiliates, and (3) an Indemnity Agreement under which Brazos indemnifies TU Eleetrie
against certain claims, the adequacy and sufficiency of such consideration being here!y
acknowledged and confessed, TU Electric hereby agrees to the following:

L Definitions, As used herein, the following terms have the following meanings:

A, "Agreement" means that certain Agreement dated July 5, 1988, by and

between Brazos and TU E'ectric,

B.  "Brazos" means Brazos Electric Power Cooperative, Inc,

C. "Comanche Peak" means the nuclear-fueled electric generating facility
under construction on certain lands situated in Hood and Somervell Counties, Texas, and

consisting of two units having a nominal capacity of 1,150 megawatts each, and related

o}



properties, and is the aggregate and ~~ . - of the Station, Fuel, and Transmission
Facilities, and all other rights and int - 1 .ed with or relating thereto,

D. "Fuel" means the Cc - - . ak nuclear fuel, irrespective of chemical
and/or physical form, and the rights and interests related thereto.

E. "JOA" means that certain instrument entitled on the cover page thereof
"JOINT OWNERSHIP AGREEMENT BETWEEN DALLAS POWER & LIGHT COMPANY,
TEXAS ELECTRIC SERVICE COMPANY, TEXAS POWER & LIGHT COMPANY, TEXAS
UTILITIES GENERATING _OMPANY, TEXAS MUNICIPAL POWER AGENCY AND
BRAZOS ELECTRIC POANER COOPERATIVE, INC. FOR COMANCHE PEAK STEAM
ELECTRIC STATION," executed on January 2, 1979, together with and as modified by
that certain instrument entitled on the cover page thereof "Modification of Jaint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brazos Electric Power Cooperative, Inc.: For Comanche
Peak Steam Electric Station," executed on June 1, 1979, together with and as amended by
(i) the Amendment of Joint Ownership Agreement, executed on Necember 9, 1980,
between Dallas Power & Light Company, Texas Electriec Service Company, Texas Power &
Light Company, Texas Utilities Generating Company, TMPA, Brazos, and Tex-La,
together with and as amended by (ii) the Second Amendment of Joint Ownership
Agreement, executed on February 12, 1982, between Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, Texas Utilities
Generating Company, TMPA, Brazos, and Tex-La.

F.  "Members" means the twenty (20) Texas non-profit electric cooperative
corporations that are members of Brazos, as set out in Exhibit C to the Agreement,

G.  "Owners" means collectively TU Electric, Brazos, TMPA and Tex-La, as
owners of Comanche Peak in accordance with the terms of the JOA, or singularly any of

such parties,



H.  "Prcject Manager" means TU Electric designated and acting as such in
accordance (or purportedly in accordance) with the terms of the JOA,

L "Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, s tenants in common, and located in Hood and Somervell
Counties, Texas.

J.  "Station" means the Site, all improvements thereon (including Squaw
Creek Lake and Park) and all fixtures and attachments thereto, as well as (i) all personal
property thereon and associated therewith or related thereto and cwned by the Owners,
and (ii) all rights (tangible or intangible), and all easements and other interests of any
nature associated therewith or related thereto and owned by the Owners, excluding,
however, the Fuel, and the Transmission Faeilities.

K. "Subject Claims" means any and all claims, actions, controversies, causes
of action, disputes, demands, and complaints of whatsoever kind or nature and whether
known or unknown,

L. "Tex-La" means Tex-La Electrie Cooperative of Texas, Ine.

M. "TMPA" means Texas Municipal Power Agency.

N.  "Transmission Facilities" means the Comanche Peak - DeCordova
345 kV electrical transmission line approximsately 14.4 miles in length, and associated
rights-of-way, equipment, fixtures and personal property.

0. "TUC" means Texas Utilities Company, which is a Texas corporation and
the parent of TU Electric,

P.  "TU Electric" means Texas Utilities Electric Company, which is a Texas

corporation,

. Covenant Not to Sue and Agreement Not to Challenge. TU Electric, except as

provided in paragraph IIl hereof, for itself and on behalf of TUC and their subsidiaries and
affiliates and any person or entity, private or governmental, claiming by, through or under

TU Eleetric or TUC, including without limitation, to the extent it has the standing and
-3-



right under law to do so, their customers, and their respective insurers, agents, servants,
employees, officers, directo's, consultants, attorneys and representatives, does hereby
covenant and agree:

(a) That it and they, individually, collectively, or in any combination, will
forebeu from asserting against, and never sue for or look for satisfaction with
respect to, Brazos, its Members, and their respective insurers, agents, servants,
employees, officers, directors, members, consuvltants, attorneys, and
representatives, past and present, and any and all of their respective successors,
subsidiaries, and affiliates and their respective insurers, agents, servants,
employes, officers, directors, shareholders, members, consultants, attorneys, and
representatives, past and present, with respect to any Subject Claims (including
without limitation any Subject Claim against any contractor, subcontractor,
supplier, consultant, vendor or other person, firm or entity in privity in any manner
with any of them which may therefor or as a result thereof have a right over or
Subject Claim in subrogation) in any manner involving, concerning, arising out of, or
relating to, the design, construction, management, and licensing of, or any other
matter relating to, Comanche Peak, and the management, procurement, conversion,
enrichment, fabrication, shipping, transportation, and storage of the Fuel,

(b)  That neither it nor they, individually, collectively, or in any combinationr,
will directly or indirectly challenge, contest or assert any complaint against Brazos
or its Members in any court or before any administrative agency or body or in any
other forum whatsoeve: with respect to, or in any manner involving, eoncerning,
arising out of, or relating to, Comanche Peak and the JOA and in connection with
the performance or nonperformance by Brazos of its duties, responsibilities or
obligations under the JOA, and on account of anything that has occurred or may

have occurred, in whole or in part, with respect to Comanche Peak (including



separately the Station, Fuel or Transmission Facilities) and the incidents and
attributes thereof, and any of the foregoing whether known or unknown.

llI. Exceptions to Covenant Not to Sue and Agreement Not to Challenge.

TU Electric specifically does not covenant not to sue, and specifically does not agree to

not assert, challenge or contest, with regard to:

(a)  Any Subject Claims arising out of or under the Agreement or any other
agreement or instrument executed and delivered pursuant to the Agreement,

() Any right or authority to charge Brazos, its Members and customers for
any electric power and energy purchased by any of them from TU Electrie in
accordance with the rates set forth in TU Electric's tariff as same may be approved

and in effect from time to time even though said rates may include costs related to

Comanche Peak.

(¢)  Any defenses which TU Electric has or may have to Subject Claims
asserted against TU Electric by any persons or parties whomsoever, provided that
TU Electrie may not seek any type of affirmative relief hereunder (other than rate
relief pursuant to the provisions of the Publie Utility Regulatory Act, Article 1446¢,
V.A.T.S.) ageinst Brazos, its Members and customers (including the customers of

Brazos' Members and other wholesale customers), their respective insurers, agents,

employees, officers, directors, consultants, attorneys and representatives,

(d)  Any counterclaims whieh TU Electric has or may have against any party

other than Brazos, its Members and customers (including the customers of Brazos'

Members and other wholesale customers), their respective insurers, agents,

employees, officers, directors, consultants, attorneys and representatives, acting in
such capacity (other than in connection with rate relief pursuant to the provisions of
the Publie Utility Regulatory Act, Article 1446¢, V.A.T.8.) with respect to any
Subject Claims being asserted against TU Electric by anyone other than Brazos, its

Members and customers (including the customers of Brazos' Members and other
-5-




wholesale customers), individually or otherwise, their respective insurers, agents,

employees, officers, directors, consultants, attorneys and representatives.

IV. Control. To the extent any provision of this Covenant Not to Sue confliats
with any provision in Section 9.4 of the Agreement, this Covenant Not to Sue shall control

as to the agreement of the parties,

EXECUTED this the day of , 1988, as duly authorized by an

appropriate resolution of its Board of Directors.

TEXAS UTILITIES ELECTRIC COMPANY

(Corporate Seal) By:
Its:
ATTEST:
By:
Its:




EXHIBIT N
ASSUMPTION AND INDEMNITY AGREEMENT

STATE OF TEXAS §
§
COUNTY OF DALLAS 5

For and in consider«iion of the agreements, undertakings, promises, and covenants
of brazos as set forth in the Agreement, including without limitation the
contemdoraneous delivery to TU Electric by Brazos of (1) a Release releasing certain
claims which Brazos and any other person or entity, private or governmental, claiming by,
through, or under Brazos, including, to the extent it has the standing and right under law
to do so, Brazos' Members and ~sustomers (and the customers of Brazcs' Members and
other wholesale customers), h ve or may have against TU Electric, TUC and their
subsidiaries and affiliates, (2) a Covenant Not To Sue under which Brazos, for itself and sn
behalf of any person or entity, private or governmental, claiming by, through or under
Brazos, including, to the extent it has the standing and right under law to do so, Brazos'
Members and customers (and the customers of Brazos' Memb- and other wholesale
customers), covenants not to sue upon certain claims which they hav may have against
TU Electric, TUC and their subsidiaries and affiliates, and (3) an Indemnity Agreement
under which Brazos indemnifies TU Electric against certain claims, the adequacy and
sufficiency of such consideration being hereby acknowledged and confessed, TU Electric
hereby agrees to the following:

L Definitions. As used herein, the following terms have the following meanings:

A, "Agreement" means that certain Agreement dated July 5, 1988, by and
between Brazos and TU Electric,

B.  "Brazos" means Brazos Electric Powe: ooperative, Irc.

C. "Comanche Peak" rieans the nuclear-fueled electric generating facility
under construction on certain lands situated in Hood and Somervell Counties, Texas, and

consisting of two units having a nominal capacity of 1,150 megawatts each, and related



properties, and is the aggregate and combination of the Station, Fuel, and Transmission
Facilities, and all other rights and interests associated with or relating thereto,

D. "Fuel" means the Comanche Peak nuclear fuel, irrespective of chemical
and/or physical form, and the rights and interests related thereto.

E. "JOA" means that certain instrument entitled on the cover page thereof
"JOINT OWNERSHIF AGREEMENT BETWEEM DALLAS POWER & LIGHT COMPANY,

«XAS ELZCTRIC SERVICE COMPANY, TEXAS POWER & LIGHT COMPANY, TEXAS

UTILITIES GENERATING COMPANY, TEXAS MUNICIPAL POWER AGENCY AND
BRAZOS ELECTRIC POWER COOPERATIVE, INC. FOR COMANCHE PEAK STEAM
ELECTRIC STATION," executed on January 2, 1979, together with and as modified by
that certain instrument entitled on the cover page thereof "Modification of Joint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, T~xas Fower & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brazos Electric Power Cooperative, Ine.: For Comanche
Peak Steam Electric Station," executed on June 1, 1979, together with and as amended by
(1) the Amendment of Joint Ownership Agreement, executed on December 9, 1980,
between Dallas Power & Light Company, Texas Electric Service Company, Texas Power &
Light Company, Texas Utilities Generating Company, TMPA, Brazos, and Tex-La,
together with and as amended by (ii) the Second Amendment of Joint Ownership
Agreement, executed on February 12, 1982, between Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, Texas Utilities
Generating Company, TMPA, Brazos, and Tex-La.

F.  "Members" means the twenty (20) Texas non-profit electric cooperative
corporations that are members of Brazos, as set out in Exhibit C to the Agreement,

G. "Owners" means collectively TU Electrie, Brazos, TMPA and Tex-La, as

owners of Comanche Peak in accordance with the terms of the JOA, or singularly any of

such parties,



H. "Pending Litigation" means Cause No. 399,482 — Brazos Electric Power

Cooperative, Inc, v, Texas Utilities Company, Texas Utilities Electric Company, Texas

Utilities Mining Company, and Texas Utilities Services Incorporated, — in the District

Court of Travis County, Texas, 345th Judicial Distriet; Cause No, 399,336 —Tex-La

Electric Cooperative of Texas, Inc., and Texas Municipal Power Agency v. Texas Utilities

and Texas Utilities Electric Company, — the District Court of Travis County, Texas,

98th Judicial District; and Cause No., 86-6809-A — Texas Utilities Electric Company v.

Tex-La Electric Cooperative of Texas, Inc., et al. — in the Distriet Court of Dallas

County, Texas, 14th Judicial District.

L "Project Manager" means TU Electric designated and acting as such in
accordance (or purportedly in accordance) with the terms of the JOA.

J.  "Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, as tenants in common, and located in Hcod and Somervell
Counties, Texas.

K. "Siation" means the Site, all improvements thereon (including Squaw
Creek Lake and Park) and all fixtures and attachments theieto, as well as (i) all personal
property thereon and associated therewith or related thereto and owned by the Owners,
and (i) all rights (tangible or intangible), and all easements and other interests of any
nature associated therewith or related thereto and owned by the Owners, excluding,
however, the Fuel, and the Transmission Facilitics,

L. "Subject Claims" means any and all claims, actions, controversies, causes
of action, disputes, demands, and complaints of whatsoever kind or nature and whether
Known or unknown,

M. "Tex-La" means Tex-La Electric Cooperative of Texas, Inc.

N.  "TMPA" means Texas Municipal Power Agency.



O. "Transmission Facilities" means the Comanche Peak — DeCordova
345 kV electrical transmission line approximately 14.4 miles in length, and associated
rights-of-way, equipment, fixtures and personal property.

P. "TUC" means Texas Utilities Company, which is a Texas corporation and
the parent of TU Electric.

Q. "1U Electric"” means Texas Utilities Electric Company, which is a Texas
corporation,

II. Assumption of Liabilities., TU Electric assumes all the duties, responsibilities,

liabilities, and obligations of Brazos under the JOA and under the Atomic Energy Act of
1954, as amended, and the rules and regulations of the Nuclear Regulatory Commission
thereunder pertaining to Comanche Peak.

II. Indemnification. TU Electric further agrees to indemnify, hold harmless, and

defend Brazos and its sembers and customers (including the customers of Brazos'
Members and other wholesale customers) from and against any and all liability, loss, cost,
‘amage, or expense (including without limitation reasonable attorneys' fees, court costs,
costs of appeal, supersedeas bonis, and costs of investigating, defending, attempting to
settle, and, if TU Electric approves the settlement, settling any claim, demand, or cause
of action) arising out of the following:
(a) all Subject Claims (INCLUDING WITHOUT LIMITATION SUBJECT
CLAIMS PREDICATED UPON THE ALLEGED ACTUAL OR IMPUTED
NEGLIGENCE, GROSS NEGLIGENCE OR STRICT LIABILITY OF BRAZOS AND ITS
MEMBERS) arising out of or connected with the location, planning, design,
construction, licensing, condition, maintenance, operation, and decommissioning of
Comanche Peak, including without limitation all claims asserted or which might
have been or might hereafter be asserted in Cause No, 83-29889 in Distriet Court of
Harris County, Texas, 215th Judicial District, removed in April, 1988, to the United

States Distriet Court for the Southern District of Texas, Houston Division,



numbered Civil Action No. H-88-1409, and styled Charles A. Atchisor et a] v,

Brown & Root, Ine,, et al,, and in Cause No. 2692 in the Districet Cour* of Somervell

County, Texas, 18th Judicial District, and styled Clementine Mathews and her

husband Dolphin Mathews v. Comanche Peak Elactric Steam Station, et al,

(b) all Subject Claims arising out of any alleged act (ineluding willful or
intentional acts) of the said Project Manager, its predecessors, agents, servants,
employees or independent contractors acting for or on behalf of the Project
Manager or its predecessors,

IV.  Exceptions to Indemnification. Without limitation, TU Electric specifically

does not agree to indemnify Brazos, its Members or customers in connection with the
follow.ng:

(@) Any Subject Claims which may be asserted by Brazos' Members,
customers, the customers of Brazos' Members or other wholesale customers, or
creditors, acting in such capacity, which relate to Brazos' decision to participate as
an Owner of Comanche Peak, or which relate to Brazos' decision to become a party
to the JOA, or which relate to Brazos' involvement in the Pending Litigation, or
which relate to Brazos' execution of the Agreement and participation in the
transactions provided for in the Agreement,

(b)  Any Subject Claims which may be asserted by Tex-La, TMPA, or others
(except TU Electrie, TUC, and their affiliates, subsidiaries, successors and assigns,
and except for their insurers, agents, servants, employees, officers, directors,
shareholders, consultants, attorneys, and representatives, past and present, acting in
such capacities) which relate to Brazos' decision to become a party to the JOA, or
which arise by reason of Brazos' participation in the Pending Litigation, or which
arise by reason of Brazos' execution of the Agreement and participation in the

transactions provided for in the Agreement,



(¢)  Any liability, cost or expense pursuant to TU Electric's rates set forth in
TU Electric's tariff as same may be approved and in effect from time to time, even
though said rates may include costs related to Comanche Peak, for electric power
and energy purchased by Brazos, its Members and customers from TU Electrie.

(d Any Subject Claims relating to Brazos' performance under the
Agreement or any other agreement or instrument executed or delivered pursuant to
the Agreement,

V.  Assumption of Defense. TU Electric will, in addition to providing the

foregoing indemnity, assume the defense of Brazos and its Members and customers
(including the customers of Brazos' Members and other wholesale customers) in any
tribunal where any claim set out in paragrapn III, and not excepted in paragraph IV, is
asserted. Provided, however, that, in the event Brazos or any of its Members or
customers (including the customers of Brazos' Members or other wholesale customers)
receive notice of the commencement of any action or proceeding or the assertion of any
claim with respect to which any of them may be entitled to indemnification hereunder or
under the Agreement, the party receiving such notice shall give TU Electric written
notice within ten (10) calendar days of such notice (the failure to so notify will not relieve
TU Eleetrie of its obligations hereunder except to the extent it has been prejudiced by a
failure to so notify) and shall give TU Electric the opportunity to participate in the
defense and in any settlement negotiations with respect thereto, and will cooperate with
TU Electric in all reasonable respects and make available to TU Electric all records,
evidence and personnel for consultation and testimony reasonably requested by
TU Electric in connection therewith, The .ettlement of any such action, proceeding or
claim without the prior written approval of TU Electric shall relieve TU Electric of any

obligations to the indemnified party in respect of the subject matter of the settlement of

such action, proceeding, or claim.



VL Control. To the extent any provision of this Assumption and Indemnity
Agreement conflicts with any provision in Section 9.5 of the Agreement, this Assumption

and Indemnity Agreement shall control as to the agreement of the parties.

EXECUTED this the day of , 1988, as duly authorized

by an appropriate resolution of its Board of Directors.

TEXAS UTILITIES ELECTRIC COMPANY

(Corporate Seal) By:
ATTEST: [ts:
By:
Its:




EXHIBIT O
INDEMNITY AGREEMENT
STATE OF TEXAS §
COUNTY OF MC LENNAN g
For and in consideration of the agreements, undertakings, promises, #".d covenants
of TU Electrie, TUC and their subsidiaries, and affiliates, set forth in the Agreement,
including without limitation the (i) contemporaneous delivery to Brazos by TU Electric of
a Release releasing certain claims which TU Electric, TUC, and their subsidiaries and
affiliates have or may have against Brazos, (2, a Covenant Not to Sue under which
TU Electrie, for itself and on behalf of TUC, and their subsidiaries and affiliates and on
behalf of any person or entity, private or governmental, claiming by, through or under
TU Electric or TUC, covenants not to sue upon certain claims which they may have
against Brazos or its Members, (3) the contemporaneous delivery to Brazos by TU Electric
of an Assumption and Indemnity Agreement under which TU Electric assumes certain
duties, responsibilities, liabilities, and obligations of Brazos and agrees to indemnify
Brazos against certain claims and (4) the payment by TU Electric to Brazos of the Signing
Payment and the Closing Payment (as those terms are defined in the Agreement), the
adequacy and sufficiency of such consideration being hereby acknowledged and confessed,
Brazos hereby agrees to the following:
L Definitions. As used herein, the following terms have the following meeanings:
A. "Agreement" means that certain Agreement dated July ", 1988, by and
between Brazos and TU Electric.
B.  "Brazos" means Brazos Electric Power Cooperative, Inc,
C. "Comanche Peak" means the nuclear-fueled electric generating facility
under construction on certain lands situated in Hood and Somervell Counties Texas, and

consisting of two units having a nominal capacity of 1,150 megawatts each, and related



properties, and is the aggregate and combination of the Station, Fuel, and Transmission
Facilities, and all other rights and interests associated with or relating thereto.

D.  "Fuel"” means the Comanche Peak nuclear fuel, irrespective of chemical
and/or physical form, and the rights and interests related thereto,

E. "JOA"™ means that certain instrument entitled on the cover page thereof
"JOINT OWNERSHIP AGREEMENT BETWEEN DALLAS POWER & LIGHT COMPANY,
TEXAS ELECTRIC SERVICE COMPANY, TEXAS POWER & LIGHT COMPANY, TEXAS
UTILITIES GENERATING COMPANY, TEXAS MUNICIPAL POWER AGENCY AND
BRAZOS ELECTRIC POWER COOPERATIVE, INC. FOR COMANCHE PEAK STEAM
ELECTRIC STATION," executed on January 2, 1979, together with and as modified by
that certain instrument entitled on the cover page thereof "Modification of Joint
Ownership Agreement Between Dallas Power & Light Company, Texas Electric Service
Company, Texas Power & Light Company, Texas Utilities Generating Company, Texas
Municipal Power Agency and Brazos Electric Power Cooperative, Ine.: For Comanche
Peak Steam Electric Station," executed on June 1, 1979, together with and as amended by
(i) the Amendment of Joint Ownership Agreement, executed on December 9, 1980,
between Dailas Power & Light Company, Texas Electric Service Company, Texas Power &
Light Company, Texas Utilities Generating Company, TMPA, Brazos. and Tex-La,
together with and as amended by (ii) the Second Amendment of Joint Ownership
Agreement, executed on February 12, 1982, between Dallas Power & Light Company,
Texas Electric Service Company, Texas Power & Light Company, Texas Utilities
Generating Company, TMPA, Brazos, and Tex-La.

F.  "Members" means the twenty (20) Texas non-profit electrie cooperative
corporations that are members of Brazos, as set out in Exhibit C to the Agreement.

G, "Owners" means collectively TU Eleetrie, Brazos, TMPA and Tex-La, as

owners of Comanche Peak in accordance with the terms of the JOA, or singularly any of

such parties,




H. "Pending Litigation" means Cause No. 399,482 -~ Brazos Electric Power

Cooperative, Inc, v. Texas Utilities Company, Texas Utilities Electric Company, Texas

Utilities Mining Company, and Texas Utilities Services Incorporated, — in the District

Ceurt of Travis County, Texas, 345th Judicial District; Cause No. 399,336 —Tex-La

Electric Cooperative of Texas, Inc., and Texas Municipal Power Agency v. Texas Utilities

and Texas Utilities Electric Company, — in the District Court of Travis County, Texas,

98th Judicial District; and Cause No, 86-6809-A — Texas Utilities Electric Company v.

Tex-La Electric Cooperative of Texas, Ine,, et al. — in the District Court of Dallas

County, Texas, 14th Judicial District,

L. "Project Manager" means TU Electric designated and acting as such in
accordance (or purportedly in accordance) with the terms of the JOA,

J. "Site" means approximately 7,669 acres owned (in fee or other estate or
interest) by the Owners, as tenants in common, and located in Hood and Somervell
Counties, Texas,

K. "Station" means the Site, all improvements thereon (including Squaw
Creek Lake and Park) and all fixtures and attachments thereto, as well as (i) all personal
property thereon and associated therewith or reiated thereto and owned by the Owners,
and (ii) all rights (tangible or intangible), and all easements and other interests of any
nature associated therewith or related thereto and owned by the Owners, excluding,
however, the Fuel, and the Transmission Facilities.

L. "Subject Claims" means any and all claims, actions, controversies, causes
of action, disputes, demands, and complaints of whatsoever kind or nature and whether
Known or unknown,

M. "Tex-La" means Tex-La Electric Cooperative of Texas, Inc.

N. "TMPA" means Texas Municipal Power Agency.



O. "Transmission Facilities" means the Comanche Peak — DeCordova
345 kV electrical transmission line approximately 14.4 miles in length, and associated
rights-of-way, equipment, fixtures and personal property.

P.  "TUC" means Texas Utilities Company, which is a Texas corporation and
the parent of TU Electric,

Q. "TU Electric" means Texas Utilities Electric Company, which is a Texas
corporation,

I[I.  Indemnification. Brazos hereby agrees to indemnify, hold harmless, and

defend TU Eleetric, TUC, and their subsidiaries, affiliates and customers, from and
against any and all liability, loss, cost, damage, or expense (including without limitation
reasonable attorneys' fees, court costs, cost of appeal, supersedeas bonds, and costs of
investigating, defeading, attempting to settle, and, if Brazos approves the settlement,
settling any claim, demand or cause of action) arising out of Subject Claims of Brazos, or
anyone related to or affiliated with Brazos, including Brazos' Members, customers
(including the customers of Brazos' Members and other wholesale customers) and
creditors, acting in such capacity, relating to (1) Brazos' execution of, or participation in,
the JOA, (2) Brazos' execution of the Agreement and participation in the transections
provided therein, and (3) Brazos' activities as an Owner separate and apart from joint
activities with all other Owners or activities by, through, and under the Project Manager.
Further, Brazos hereby agrees to indemnify, hold harmless and defend TU Eleetrie, TUC,
and their subsidiaries, affiliates and customers, from and against any and all liability, loss,
cost, damage, or expense (including without limitation reasonable attorneys' fees, court
costs, cost of appeal, supersedeas bonds, and costs of investigating, defending, attempting
to settle, and, if Brazos approves the settlement, settling any claim, demand or cause of
action) arising out of Subject Claims of Brazos, or anyone related to or affiliated with
Brazos, including Brazos' Members and, to the extent they are acting in such capacity,

Brazos' customers (including the customers of Brazos' Members and other wholesale



customers) and creditors, with respect to, or in any manner involving, concerning, arising
out of, or relating to: (1) the acts or omissions of TU Electric or the Project Manager
referred to or in question in the Pending Litigation or which could have been brought into
question in the Pending Litigation, INCLUDING WITHOUT LIMITATION SUBJECT
CLAIMS BASED UPON THE NEGLIGENCE OR GROSS NEGLIGENCE, SOLE, JOINT OR
CONCURRENT, OF TU ELECTRIC OR THE PROJECT MANAGER; and (2) the acts or
omissions of TU Electric or the Project Manager with respect to Comanche Peak that
oceur, in whole or in part, prior to the Date of Commercial Operation (as said term is
defined in the Joint Ownership Agreement), INCLUDING WITHOUT LIMITATION
SUBJECT CLAIMS BASED UPON THE NEGLIGENCE OR GROSS NEGLIGENCE, SOLE,
JOINT OR CONCURRENT, OF TU ELECTRIC OR THE PROJECT MANAGER.

lIl.  Exceptions to Indemnification. Without limitation, Brazos specifically does
not agree to indemnify TU Electric, TUC, and their subsidiaries, affiliates and customers
in connection with the following:

(a) Any Subject Claims which may be asserted by TUC's or
TU Electric's shareholders, customers or creditors, acting in such capacity,
which relate to TU Electric's decision to become a party to the JOA, or which
relate to TU Eleetric's involvement in the Pending Litigation, or which relate
to TU Electric's execution of the Agreement and participation by TU Electric
and TUC in the transactions provided for in the Agreement.

(b)  Any Subject Claims which may be asserted by Tex-La, TMPA, or
others (except Brazos, its Members and their affiliates, subsidiaries,
successors and assigns, and except for their insurers, agents, servants,
employees, officers, di~ectors, members, consuitants, attorneys, and
representatives, past and present, acting in such capacities) which relate to
TU Electric's decision to become a party to the JOA, or which arise by reason

of TU Electric's participation ir the Pending Litigation, or which arise by



reason of TU Electric's execution of the Agreement and participation by
TU Electric and TUC in the transactions provided for in the Agreement,

(¢) Any liability, cost or expense pursuant to Brazos' rates set forth in
Brazos' tariff as same may be approved and in effect from time to time, even
though said rates may include costs related to Comanche Peak, for electric
power and energy purchased by TU Electric from Brazos.

(d) Any Subject Claims relating to TU Electrie's or TUC's performance
under the Agreement or any other agreement or instrument executed and
delivered pursuant to the Agreement.

IV.  Assumption of Defense. Brazos will, in addition to providing the foregoing

indemnities, assume the defense of TU Electric, TUC, and their subsidiaries, affiliates and
customers, in any tribunal where any claim set out in paragraph II, and not excepted in
paragraph III, is asserted. Provided, however, that in the event TU Electric, TUC, or
their subsidiaries, affiliates or customers, receive notice of the commencement of any
action or proceeding or the assertion of any claim with respect to which any of them may
be entitled to indemnification hereunder or under the Agreement, the party receiving such
notice shall give Brazos written notice within ten (10) calendar days of receiving such
notice (the failure to so notify will not relieve Brazos of its obligations hereunder except
to the extent Brazos has been prejudiced by a failure to so notify) and the opportunity to
participate in the defense and in any settlement negotiations with respect thereto, and
will cooperate with Brazos in all reasonable respects and make available to Brazos all
records, evidence, and personnel for consultation and testimony reasonably requested by
Brazos in connection therewith, The settlement of any such action, proceeding, or claim
without the prior written approval of Brazos shall relieve Brazos of any obligations to the

indemnified party in respect of the subject matter of the settlement of such action,

proceeding, or claim,



V. Control. To the extent any provision of this Indemnity Agreement conflicts
with any provision of Section 9.5 of the Agreement, this Indemnity Agreement shall

control as to the agreement of the parties.

EXECUTED this the day of , 1988, as duly authorized

by an appropriate resolution of its Boacd of Directors.

BRAZOS ELECTRIC POWER
COOPERATIVE, INC.

(Corporate Seal) By:
ATTEST: Its:
By:

Its:







“As long as I can remember, my
dad would get these calls, and
'cause he works for the electric
company, he has to go . ..

“It always seems to be s:ormy
and thundering and stuff . . .

“he tells me he just rides around
in the truck . ..

I think he says that so [ don’t
worry.

“Hey, Dad, you OK?"
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expected to begin later in 1¢88.
Because the reinspection,
reanalysis and corrective action
program is demonstrating that
Comanche Peak is being built
with a high level of quality,
management is confident that
an operating license will be
granted.

In March 1988, the company
estimated that Unit 1 would be
in commercial operation at the
end of 1989, with that estimate
based on the granting of an
operating license and fuel load
in mid-1989. Construction and
capitalization of allowance for
funds used during construction
on Unit 2 will be suspended for
about one year, beginning in
April 1988. The suspension of
construction will allow
concentration of resources on
Unit 1. Suspending
capitalization of AFUDC will
reduce earnings. Unit 2 is not
expected to be in commercial
operation until after the peak
seasonn of 1991,

If the schedule for Unit | is
achieved, it is estimated that
TU Electric's 94 percent share
will cost $8.54 billion, or $3,950
per kilowatt. Because of
uncertainty about the
commercial operation date of
Unit 2, no estimates for
AFUDC after construction
resumes have been included.

Operating results for 1987
rL‘ﬂt‘\t the (‘ﬂ-t‘\( of cost control
and productivity efforts.
Earnings per share of common
stock were $4.55, compared to
$4.45 in 1986. Electric energy
sales were up 3.3%.

Construction expenditures
during the year totalled $1.69
billion. Funds from operations
provided 18.2% of 1987
construction expenditures.

During 1987, the System
raised about $1.49 billion
hrough long-term financing,
ircluding about $142.5 million

from participation in the
dividend reinvestment and
employee savings plans. A
portion of these funds was used
to retire $132.5 million of high-
interest debt.

The elections of Jerry
Farrington as chairman of the
board and chief executive and
Erle Nye as president became
effective in February 1987.
Farrington succeeded Perry G.
Brittain, who retired in the
spring of 1987 after 37 years of
valued service to the Compary.

In February 1988, the Board
raised the regular quarterly
dividend from 70 cents per
share to 72 cents. The new
quarterly rate is payable April
l. Dividends declared on the
common stock have been
increased for 41 consecutive
years.

Continuing commitment to
providing low-cost, reliable
service to customers is essential
if the Company is to succeed in
today’s competitive business
climate. The employees of the
System continue to perform
with distinction, and their
continued dedication and
commitment to safety, improved
productivity and excellence in
all aspects of customer service
will ensure that success. Their
efforts and the continued
interest and support of our
shareholders are appreciated.

March 18, 1988




& : Kilowatt=Hour Sales
1987 1 9 Change (Billions)
Utlity Plant* $15,172,994,000 $13,566,133,000 11.8
Construction Expenditures.. $ 1,688,831,000 $ 1,519,619,000 11.1

Electric Energy Sales in , 3
% | 1 PR —— - - ( - " ~o y 38
}\ | vatt-h irs (LAU's {1 ‘2’(": 75.254 775 1 2
Peak Demand (Kilowatts)1 16,680,000 16,537,000 0.9
Operating Revenues $ 4,082,923,000 $ 3932,45000 3.8 pite
Fuel and Purchased Power .. $ 1,585,610,000 $ 1,479.213,000 7.2 L
Operating Expensest $ 1,648,430,000 $ 1,643272000 0.3 A 1
Consolidated Net Income ... $ 679,976,000 $ 626,851,000 8.5 A
- S 3}
Earnings per Shar $ 4.55 $ 445 2.
Dividends Declared per
Onare $ 2.80 S 268 4.5 5
Book Value per Share? $33.02 $31.24 5.7
LY
Customers* :'\\)4'3(,(\ 3, )74 76 .
}"'_ vees” ](\.\\Hh :’.'h“— ‘: 3 :

78 79 RO K| 82 BY B4 8BS Re 87

I

P H AR

Cumulaiive Growth in
Customers Served (Thousands)

L LY

Contents 3
Manscement's | strer

vida 1t s LA ), 2
~ <tevy ( rve ¢ 11 ne "
- R - S0

VStem neport -

Swaratis :

\ X 1 l .

I 11 11

e nd | renased | Vel f a0

O 11C¢ " % 1 1 88 CY =

KRates and hegulation ]
: . 1. ' ' :‘\ |||

| l
BT toyr W4 g
7% 79 8 B K2 8 .

) B4 KBS 86 B

x
=



To the Shareholders:

During 1987, efforts to
complete and license the
Comanche Peak nuclear plant
continued. It was a year in
which the Company made
gains in resolving those nuclear
issues, as well as in improving
competitiveness, holding down
costs through better efficiency
and productivity, and further
diversifying its resources used to
generate electricity.

Continued emphasis was
placed during the year on the
Company’s traditional
commitment to providing low-
cost, reliable electric service to
its customers and a fair return
to its investors.

Early in 1987, the new “TU
Electric” identity was adopted
for use throughout the Electric
Company. By year end, the
new identity was becoming
widely accepted by customers
and employees, helping focus
attention on the company as
an efficient provider of quality
service.

Implementation of the TU
System reorganization that
began in 1984 continued last
year with the consolidation of
the System'’s communications,
personnel, and purchasing
departments. Efficiencies
achieved through the
reorganization and the need to
further control costs resulted in
an early retirement program,
with more than 800 employees
taking advantage of the option.
Most were long-service
employees, and their
accomplishments over many
years of dedicated service are
deeply appreciated.

Through increased
productivity, the System
continues to serve a growing

number of customers without
an increase in number of
employees. More than 20,000
customers were added last year,
even though growth in the
service area hus slowed from
the record levels experienced
earlier this decade.

The Company continues to
adapt to today's changing and
increasingly competitive business
environment, and a more
competitive spirit was
demonstrated in a number of
respects in 1987. The Fuel
Company paid the lowest
average price for natural gas
fuel since 1980 because of its
pursuit of low-priced spot
market gas and renegotiated
contracts. Late in the year, a
corporate marketing department
was created to further
consolidate certain related
functions and thereby effectively
meet the needs of customers in
an increasingly competitive
marketplace. In addition, three
new combustion turbine
generating units — the
company’s first new generating
units since 1981 — were
brouglit on line in early 1988
ahead of schedule and under
budget.

The new combustion turbine
units, the first of nine
scheduled to be in service in
1988, are designed to serve peak
periods of demand and provide
important flexibility in the
System’s resource plan for
providing reliable electric
service, Reduced forecasted
growth rates in demand for
electricity were reflected in the
deferral of the two Twin QOak
lignite generating units and the
Forest Grove lignite unit for
two to three years each. The
resource plan includes a
carefully planned mix of lignite
and nuclear generation, along
with combustion turbines,
cogeneration, load management,

and a life-extension program for
existing natural gas- and oil-
fueled units.

Significant progress was made
during the year in the effort to
assure the safety of Comanche
Peak’s de ign and construction.
TU Electric's detailed
reinspection of construction and
review of design, underway
since 1984, have been
completed and all reports
submitted. A Corrective Action
Program for Unit | is
underway. The programs, which
include validation of safety-
related construction work, as
well as 100% of the safety-
related design of the plant,
have received the approval of
the Nuclear Regulatory
Commission staff.

In January 1988, the
Comanche Peak Response Team
reported that about 98% of the
reinspection and documentation
reviews were in compliance with
applicable design requirements.
The CPRT also reported that
the corrective action program
provides reasonable assurance
that the plant’s structures,
systems, and components will
be capable of performing their
intended functions.

TU Electric agreed in
February 1988 to purchase,
subject to reguluatory approval,
the Texas Municipal Power
Agency'’s 6.2% share of
Comanche Peak and settle
pending litigation between the
parties. The company will
purchase TMPA's share for a
current dollar cost of
approximately $456 million,
which is based on TU Electric's
cost per kilowatt for its existing
share of the plant.

In November 1987, the
Atomic Safety and Licensing
Board issued a schedule for
resuming the Comanche Peak
operating licensing hearing
process. Public hearings are



expected to begin later in 1988,
Because the reinspection,
reanalysis and corrective action
program is demonstrating that
Comanche Peak is being built
with a high level of quality,
management is confident that
an operating license will be
granted.

In March 1988, the company
estimated that Unit 1 would be
in commercial operation at the
end of 1989, with that estimate
based on the granting of an
operating license and fuel load
in mid-1989. Construction and
capitalization of allowance for
funds used during construction
on Unit 2 will be suspended for
about one year, beginning in
April 1988, The suspension of
construction will allow
concentration of resources on
Unit 1. Suspending
capitalization of AFUDC will
reduce earnings. Unit 2 is not
expected to be in commercial
operation until after the peak
season of 1991,

If the schedule for Unit | is
achieved, it is estimated that
T'J Electric's 94 percent share
vill cost $8.54 billion, or $3,950

er kilowatt. Because of
uncertainty about the
commercial operation date of
Unit 2, no estimates for
AFUDC after construction
resumes have been included.

Operating results for 1987
reflect the effect of cost control
and productivity efforts.
Earnings per share of common
stock were $4.55, compared to
$4.45 in 1986. Electric energy
sales were up 3.3%.

Construction expenditures
during the vyear totalled $1.69
billion. Funds from operations
provided 18.2% of 1987
construction expenditures.

During 1987, the System
raised about $1.49 billion
through long-term financing,
including about $142.5 million

from participation in the
dividend reinvestment and
employee savings plans. A
portion of these funds was used
to retire $132.5 million of high-
interest debt.

The elections of Jerry
Farrington as chairman of the
board and chief executive and
Erle Nye as president became
effective in February 1987.
Farrington succeeded Perry G.
Brittain, who retired in the
spring of 1987 after 37 years of
valued service to the Company.

In February 1988, the Board
raised the regular quarterly
dividend from 70 cents per
share to 72 cenis. The new
quarterly rate is payable April
1. Dividends declared on the
common stock have been
increased for 41 consecutive
years.

Continuing commitment to
providing low-cost, reliable
service to customers is essential
if the Company is to succeed in
today’s competitive bu iness
climate. The employees of the
System continue to perform
with distinction, and their
continued dedication and
commitment to safety, improved
productivity and excellence in
all aspects of customer service
will ensure that success. Their
efforts and the continued
interest and support of our
shareholders are appreciated.

March 18, 1988




Texas Ultilities Company is
an investor-owned holding
company for an electric utility
system. The Company provides
its six wholly owned surwsidiaries
with common stock capital and
short-term funds required for
their construction programs. At
year-end, the common stock of
the Company was owned by
some 93300 registered
shareholders. The Company's
principal subsidiary is Texas
Utilities Electric Company, now

known as TU Elect:. .

Texas Ultilities Electric
Company (TU Electric) is
engaged in the generation,
purchase, transmission,
distribution, and sale of
electricity. The company
operates 19 gas- /oil-fueled and
four lignite-fueled generating
stations.

TU Electric provides electric
energy to approximately
5,160,000 people—about one-
third of the state’s population.
The service territory extends
600 miles from far West Texas
eastward to near Louisiana, and
is about 250 miles deep, from
the Oklahoma border
southward into Central Texas.

Service is provided in 87
counties to 361 incorporated
cities, including Dallas—the
nation's eighth-largest city—and
Fort Worth, Midland-Odessa,
Wichita Falls, Arlington, Irving,
Plano, Waco, Tyler, and
Killeen. The economy of the
service area is highly diversified.
Major industries include
defense, electronics, aerospace
manufacturing, and oil and gas
development. In addition, the
area is a center for banking,
insurance, commerce,
distribution, farming and
ranching, and recreational and
cultural activities. Dallas-Fort
Worth International
Airport—the world's fourth-
busiest airport—has helped
make the Dallas-Fort Worth
area third in the nation in
concentration of corporate
hcndquartvrs.

Texas Utilities Fuel
Company owns a natural gas
pipeline system; acquires, stores,
and delivers fuel gas; and
provides other services for the
generation of electric energy by

TU Electric.

Texas Utilities Mining
Company owns and operates
fuel production facilities for the
surface mining and recovery of
lignite for use as fuel for TU
Electric’s generating stations.

Texas Ultilities Services Inc.
(TU Services) furnishes
financial, accounting, computer,
and other administrative
services at ~ost to the System
companies.

Basic Resources Inc. is
engaged primarily in the
development of energy resources
and related technology and
services,

Chaco Energy Company
was organized to own and
operate facilities for the
acquisition, production, sale,
and delivery of coal and
other fuels.




OPERATIONS

The System continued its
growth at a slower pace during
1987, adding some 20,000 new
customers, despite an overall
slowdown in the state’s

economy.

The diversity of the service
area contributed to better
economic conditions than most
of the state experienced. Service
area unemployment was 5.5%
at vear-end 1987, compared to
6.5% at the end of 1986 and to
the December 1987 state-wide
figure of 6.8%.

TU Electric's energy sales
were again the highest of any
investor-owned electric utility in
the nation, totalling nearly 78
billion kilowatt-hours, a 3.3%
increase over 1986,

Peak demand record set

On August 6, customers set a
record peak demand of
16,680,000 kilowatts, including
113,000 kilowatts of
interruptible demand, exceeding
the previous record set in July
1986 by about 1%. System net
capability at the time of the
peak was 19,465,000 kilowatts,
including 850,000 kilowatts of
short-term cogeneration and
130,000 kilowatts of other
purchased power capacity.

A new daily record for
energy consumption was set on
August 17, as customers used
317,657,000 kilowatt-hours.

Weather conditions for the
summer of 1987 were mlder
than normal and comparable to
those of 1986, The peak load
occurred during a 102-degree
temperature day, after four
consecutive days of 100-degree
or higher temperatures

Employees meet challenges

Employees’ dedication, skills,
and efforts helped meet the
record demand and other
challenges in carrying out the
System’s commitment to service
during 1987.

Employees from around the
System were called on to
restore two units damaged by
fire in February at the Lake
Hubbard generating station near
Dallas and were able to restore
both units in time for service in
the summer peak season.

Employees also responded to
weather problems during the
year. On November 16, a
tornado swept through Palestine
in East Texas, knocking out
electric service and damaging
transmission towers, lines, and
other equipment. Round-the-
clock efforts by emplovees
restored service in three days.

An ice storm in early January
1988 again tested employees’
preparedness and ability to
respond to an emergency
situation, and their efforts
helped minimize power outages.

The System emphasizes safety
in every phase of its operations.
These efforts were again
effective in 1987, as numerous
employee groups reached safety
milestones, set records, and
earned distinguished safety
awards. The continuing
attention to safety contributes
significantly to employees’
health and welfare, as well as
to the System's productivity,

Consolidations continue

As part of continuing efforts
tO Serve customers more
efficiently at lower cost, a new
corporate identity, “TU
Electric,” was introduced for
Texas Ultilities Electric
Company in early 1987, Also
in 1987, Texas Utilities Services
Inc. became known as “TU
Services."”




The realignment of
accounting and treasury
operations in TU Electric that
was effective January 1, 1987, is
providing savings and improved
management and accounting
information. The Personnel,
Purchasing, and
Communications functions were
consolidated in 1987 to achieve
additional econom’es.

Because of the consolidations
and the continuing emphasis on
cost control, a special early
retirement program was offered
in June. More than 800
employees accepted the plan.

Computerization continues to
make more efficiencies possible.
The new Mountain Creek Data
Center went into operation in
late 1987. The new facility is
the TU Syster's second
computer center. It will absorb
part of the growing load and
eventually will serve as a
backup facility to the Mesquite
Data Center.

Marketing role to increase

In 1987, the company took
steps to return to more
aggressive marketing in an
increasingly competitive business
environment.

A marketing function was
created at the TU Electric
corporate level to plan and
develop the company’s
marketing policies and programs
to more effectively serve the
needs of customers and to
support economic development.
A campaign began in 1987 to
inform customers, builders, and
developers of the company's
comparatively attractive rates,
high-quality service, and the
benefits of homes built to TU
Electric's Energy Action
standards.

TU Electric continues to
emphasize load management as
a key element in reducing the
expense of new generating
capacity needed for customer
\_'Ft‘\\t}\. Since 1981, load

management has reduced
growth in peak load bv more
than 785 megawatts, an amount
more than the output of one
large lignite unit. The program
has been successful because it
provides participating customers
the convenience and reduced
operating costs of high-efficiency
equipment and building
structures. All customers benefit
through reductions in the
company’s construction
expenditures,

FUEL AND PURCHASED
POWER

Assured supplies of fuel at
competitive prices and flexibility
in their acquisition and use are
vital to the System's
commitment to be a low-cost
supplier of electricity.

During 1987, the Fuel
Company continued its
aggressive efforts to make
favorable natural gas purchases
on the spot market and to
renegotiate fuel contracts. These
helped lower the price of gas by
5% to $2.56 per million Btu,
down from the 1986 average
of $2.77.

The cost of lignite still
averaged considerably less than
half that of gas at $!.07 per
million Btu. The composite f ¢!
cost for 1987 of $1.82 per
million Btu, compared to $1.84
in 1986, is the lowest since
1981. The dowaward trend of
fuel costs over the past three
years appears to have
]('\ L‘ch «‘H‘.

The Fuel Company delivered
376 billion cubic feet of natural
gas to TU Electric in 1987, and
its pipeline system's operating
flexibility was enhanced with
the completion of a 58mile
natural gas pipeline in East
Texas. The new addition,
jointly owned with two other
gas companies, gives the Fuel
Company better access to East
Texas gas supplies, particularly
during peak demand periods.



The company owns more than
2,200 miles of pipeline along
with underground gas storage
reservoirs with a total usable
capacity of some 28 billion
\llhi\ ft(

ngmtc supply inc reased

ngnltc coal leases on \‘k\\
acres in Titus County were
obtained in 1987
a future source of low-cost
lignite fuel for the nearby
Monticello power plant.

The availability of more than
80 million tons of additional
recoverable lignite will provide
additional savings to TU
Electric customers. The new
supply increased the company’s
proven recoverable lignite
reserves to about 800 million
tons at vear end. TU Electric’s
lignite plants burned
approximately 29 million tons
in 1987, The Mining Company
continues to be the nation's
fourth largest coal miner in
annual tonnage mined.

Nuclear fuel ready

Nuclear fuel ssemblies
needed for initial operation of
Comanche Peak's Unit | are
stored at the plant site.
Additional assemblies needed
for the start-up of Unit 2 are
in storage at the vendor's
fabrication facility. Additional
fuel is under contract.

Spent fuel for more than 20
vears of plant operation can b
safely stored on site. This

to hc]p assure

storage capacity can be
increased, if needed, until the
federal government opens a
permanent L‘Il\pn\.ll f.k lxt\

Chaw lmganon Lonunues

Discovery continues in
litigation involving Chaco
Energy Company, a nonutility
subsidiary of the Company, and
Santa Fe Industries, Inc., and
its subsidiaries. A trial date is
cx;\('\u\] to be set sometime
in 1989,

In 1977, Chaco signed
agreements for more than 320
million tons of coal in
northwestern New Mexico. In
December 1981, the Company
and Chaco filed suit against
Santa Fe Industries, Inc., and
two of its subsidiaries and
against Thercol Energy
Company and Peabody Coal
Company, alleging, among
other things, violation of fuderal
and state antitrust laws and
other unlawful condi:ct
involving these agreements,
which have made the
commercial mining of this coal
uneconomical. The suit secks to
have the agreements declared
void and unenforceable and
also seeks damages and other
relief.

In January 1983, the
Company and Chaco settled all
claims against Thercol and
Peabody. The seti.ement did
not affect the
against Santa Fe
its subsidiaries.

claims asserted
Industries and

Sources of Kwh and Fuel Cost

Percent Kwh by Cost
Fuel and Purchases Per Million Btu
1987 1986 1985 1987 1986 1985
Fuel
Gas/Oil*.. 43% 4% 50% 82.56 3$2.77 %341
Lignite 44 50 47 1.07 98 96
Total/ Average (Cost ... 87 14 97 $1.82 $1.84 $2.25
Purchased Power........... 13 6 3
TOTAI 100% 100% 1009

*Oil less than 1%




RESOURCE PLANNING

Innovation and flexibility in
long-range planning enable the
System to provide service to a
growing number of customers
when and where it is needed.

A revised resource plan for
meeting expected reguirements
for electricity for the next 10
years was announced in March
1988. Customer needs are
expected to increase by more
than 8,700,000 kilowatts over
the next 10 vears, based on a
projected average annual load
2.5% and
maintaining necessary reserve
capacity.

The Comanche Peak nuclear
plant remains a cornerstone of
the plan and is needed, along
wnh lignite and existing gas-
fired power plants, for added
fuel diversity and stability and
to assure reliable power for the
future.

The 10-year plan includes
load management programs to
reduce the need for new
generation by some 1,400,000
kilowatts. Other resources

increase ot

utilized are combustion turbines,

cogeneration, and a life

extension program for existing

gas-fired plants,

Resource Plan 19881997
Capability

Resource (Kilowatts) Percent
Lignite 2,250,00x 6%
Nuclear 2,162,000 5%
Combustion turhines | 495,000 7%
Load management 1 422,000

Logeneratos

other purchases® wine

nspexified additions [ 444 XX 16%
To 8.773.00 0%
ol 08 W 1 Oother resou

Combustion turbines ready

Combustion turbines will sup-

ply a significant portion of the
projected increased need for
ipacity during periods of peak
usage. Almost 1,500,000
kilowatts will come from these
fast-starting units over the next

10 years.

Construction and testing at
full load of three new
65,000-kilowatt turbine units
were completed in late 1987 at
the Permian Basin Plant in far
West Texas. Six similar units
are being constructed at the
Morgan Creek Plant for a total
of 585,000 kilowatts to be in
service for the 1988 summer
pean season. An additional six
units (390,000 kilowatts) are
scheduled for 1990,
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Cogeneratmn added

o ——— T L O i e S S TR

Three long-term cogeneration
projects, with a total of 611,000
kilowatts of capacity, were plac-
ed in service during 1987, mak-
ing a total of 681,000 kilowatts
of such capacity.

Under the new resource plan,
cogeneration and ~mall power
sources will provide at least an
additional 624,000 kilowatts of
new capacity from 1988-1997. If
needed, more cogeneration is an
option, provided qualifying
facilities are found and the
economics prove to be
beneficial.

In June 1987, TU Electric
signed its fifth long-term
cogeneration contract. Under
the 13-year contract, Encogen
One Partners, Ltd., will provide
as much as 255,000 kilowatts
by December 1989 from a facili-
tv located near Sweetwater,
Texas. The company plans to
continue to contract for short-
term cogeneration to help meet
winter and summer peak needs
in 1988 md 1"‘*‘°

Life of gas units to be
extended

A \l}_ﬂ‘ﬁ\dl)! change in the
revised Resource Plan involves
greater rellance on existing gas-
fired units through a life exten-
sion program. Planned replace-
ment of certain equipment,
coupled with existing
maintenance programs, can ex-
tend the life of a unit beyond
its normal life expectancy,




Lignite units deferred

Customer communications

Construction schedule

Employee community
volunteers

COMANCHE PEAK




assurance program was generally
adequate. Those problems that
were identified have been
corrected and actions have bery,
taken to prevent recurrence. in
addition, the testing program
and other start-up activities
were found to have c.en
generally adequate and properly
implemer :ed.

According to the Collective
Significan ¢ Report, the
Corrective Action Program
provides reasonable assurance
that the structures, systems, and
components at Comanche Peak
will be capable of performing
their intended safety functions.

In December 1987, TU
Electric and Gibbs & Hill, Inc.,
reached agreement settling TU
Electric's potential claims against
Gibbs & Hill related to
engineering and design services
performed for Comanche Peak.
TU Electric and the joint
owners are to receive a total of
$25 million in cash, deferred
payments, and future
engineering services to he
provided to TU Electric on
non-nuclear projects.

The settlement is cosidered
favorable to TU Electric and its
customers. Protracted litigation
would have depleted Gibbs &
Hill's limited resources and
created large legal exnenses for
the Comanche Peak owners.

Preparations made for
operation

Progress was made during the
year toward fully staffing TU
Electric's permanent on-site
engineering staff,

In addition, advances were
made in preparing for
commercial operation. A
training annex building, which
will allow plant maintenance
employees to receive hands-on
training in laboratories and
realistic environments, opened
during the vyear.

iU Electric is committed to
providing all Comanche Peak

shift operations supervisors
experience through participation
in control room operations in
an on-ine nuclear plant. As of
December 1987, the program to
carry out that commitment was
88% complete. Further
operational experience also was
gained in 1987 when a number
of Comanche Peak ¢ sto
operators and aus i

operators assisted ~reparing a
unit at the Braidwood nuclear
plant in lllinois for initial
start-up.

Licensing effort continues

In November 1987, the
Atomic Satety and Licensing
Board issued a schedule for
resuming the Comanche Peak
onerating licensing hearing
process, Hearings had been
suspended since January 1985 so
the CPRT could address
concerns about the plant’s
design and construction.

Under the schedule, which is
similar to ones promosed by TL
Electric and the NRC staff,
public hearings are expected to
begin later in 1988 after the
NRC staff issues its
Supplementai Safety Evaluation
Reports on the Collective
Significance Report and status
repor:. on the Corrective
Action Program.

In July 1987, the Atoric
Safety and Licensing Appeal
Board ruled that an amended
contention contesting the
NRC's extension of the
construction permit for Unit |
is appropriate as the basic tor
ASLB hearings on the
extension. The contention was
filed by two intervenors,
Citizens Association for Sound
Energy and a former plant
emplovyee.

In March 1988, the company
filed a motion to consolidate
the construction permit
extension and operating license
proceedings because of their
many common issues,
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Cost and schedule revised

Becouse of the schedule
established by the Atomic
Safety and Licensing Board for
resumed licensing hearings and
TU Electric's schedule for
completing reports on which
the hearings would be based,
the company announced in
November 1987 that the
ichedu! estimate for Ur't I,
made in November 1986, was
no longer achievable,

Revised cost and schedule
estimates were announced in
March 1988. The company
estimates that Unit 1 will be in
commercial operation at the
end of 1989, with that estimate
based on the granting of an
operating license and fuel load
in mid-1989,

Construction and capitalization
of allowance for funds used
during construction on Unit 2
will be temporarily suspended for
about one year, starting in April

Construction expenditures

Electric property:
Production®
[ransmission
Distribution

Ceneral

Orxher utility property
|

Total

AFUDC*$

__Estimated
1987 1088 198Y 1990
Millions of Dellars

$ 972 § 842 § 592 § 438
61 50 60 76
200 195 225 233
34 28 30
26 43 23 73
1,302 1,150 937 8%
387 350 463 50

Total construction expenditures*t $1,689 $1,500 $1,400 § 900
Such expenditures do not include

AFUDC on Unit 2 of

Comanche Peak for any period

after March 1988 or the

n
following:

' .4 R . - et
Nuclear fuel* S 1 333 $15 3515
Non-utility property 28 37 48 59

‘1' | } {(\ &

|H.' N 0.2 ¢
{ Wi K v
Dect t {
I'™MPA a N
{ }'.7:5 Stat
Producti S 0 32 $ 16
AFUTX 23 }
Tota i £
expend 273 a4 17
N car hue s S | S |
tAllowance for funds used during construct
tEstimated construction exganditures de not include amounts for the 1988 and

1990 combustion turbine units. Plans call for the 1988 combustion turbines to
be owned and constructed by a third party and sold to a lessor after the tax
inservice date; TU Electric will then lease the units. Turnkey construction of

the 1990 combustion turbines s planned. and TU Electric will then enter into

an operating lease agreement
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RATES AND
REGULATIONS
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10% because of declining fuel
costs and the Fuel Company's
aggressive gas contract
renegotiations. The company
continues to believe that the
rate increase when Comanche
Peak Unit | goes into service
can be held to about 10%.
Therefore, the increase for Unit
I would bring the company’s
current rates only to the level
they were after the 1984 rate
proceedings.

Rates decrease

The company's rates compare
favorably to others in the state
and nation. For the 12 months
‘nded February 1988, TU
Electric had the second lowest
residential rater of investor-
owned utilities in Texas. It also
had the sixth-lowest residential
rates of the 25 largest cities in
the nation.

In 1987, two fuel-related
refunds were made. A request
to refund over $55 million was
authorized for February and a
second approved for nearly $7(
million for May. Also, the
composite fuel charge was
lowered in February 1987. since
February 1986, $391 million in
fuel costs have been refunded
to customers and rates have

)
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been lowered overall by 10.3%.

RESEARCH AND
DEVELOPMENT

The System continues to be
involved in research and
development of new products,
procedures, and technologies
that improve service and save
the customer money.

At the Environmental
Research Center at Big Brown,
graduate level studies continued
tfor the 17th consecutive year.
The research, coordinated
through an independent
committee of university
professors, addresses
environmental concerns and
provides information to improve
the land, air, and water quality

programs at the System’s lignite
facilities.

The System also actively
supports research conducted
through the Electric Power
Research Institute. EPRI
administers a coordinated,
nationwide research and
development program to ensure
future availability, efficient
production, delivery, and use of
electric energy while minimizing
effects on the environment.

As an example, EPRI is
involved in a number of major
research programs related to
electric and magnetic fields
produced by power lines, which
were the subject of considerable
publicity in 1987. Resesrch has
not proven that electric or
magnetic fields cause any
adverse health effects.

System projects save money

TU Electric continues to be a
leader in innovative uses of
technology. In 1987, employees
received three First Use Awards
from the Electric Power
Research Institute for their
involvement in:
® Developing on-line
monitors for use on large
economical base-load
generating units. The
monitors ensure early
detection of potential
problems before they cause
lengthy outages that would
make it necessary to
operate less-efficient units.

® Solving chemical process
problems in flue gas
desulfurization systems, an
achievement that has
reduced scrubber system
operating costs by 20%
and saved customers
millions of dollars
annually.

® Eiminating boiler feed

pump vibration and
hydraulic instability,
thereby improving the
reliability of major
generating units
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Additional early redemptions may occur from time to time in amounts presently undetermined. The
Company anticipates the sale to the public of 5,000,000 shares of its authorized but unissued common
stock in April 1988 and the issuance in April 1988 by the Brazos River Authority of $100,000,000 prin-
cipal amount of pollution, control revenue bonds to be collateralized by the issusnce of an equal principal
amount of TU Electric’s first mortgage and collateral trust bonds. The System Companies expect to sell
securities as needed, including the possible future sale by TU Electric of up to $300,000,000 principal
amount of first mortgage and collateral trust bonds and up to 1,000,000 shares of cumulative preferred
stock, both currently registered with the Securities and Exchange Commission for offering pursuant to
Rule 415 under the Securities Act of 1933, sales of additional shares of common stock of the Company
pursuant to various plans described in Note 3 to Financial Statements and sales of additionai securities
from time to time, in amounts and of types presently undetermined.

The Tax Reform Act of 1986 (TRA), among other things, repealed the investment tax credit, lengthen-
ed depreciation lives, created ais alternative minimum tax and lowered ‘he corporate tax rate subject to
certain transition rules, Other tax accounting changes were required including the capitalization of items
previously expensed and a change in the timing of income recognition for certain items. Substantially all
of the tax changes, with the exception of the rate reduction, will result in the Company paying more
taxes currently, will eliminate sources of internally generated funds for the Company and thereby increase
finewing requirements in the future. The TRA did not have a material effect on the Company for the
years ended December 31, 1987 and 1986.

Although TU Electric cannot predict future regulatory practices, the exrent of any further delays in the
licensing of the Comanche Peak Nuclear Generating Station (Comanche Peak) or any changes in
economic and securities market condit'ons, no changes are expected in trends or commitments which
might significantly alter its basic financial position or ability to finance capital requirements, However, TU
Electric has indicated that it does not currently plan to implemen: increased electric service rates which
reflect any additional Comanche Peak costs until Unit 1 is ready for commercial operation and TU Elec-
tric continues to believe, based upon revised cost estimates and using acceptable rate making approaches
and assumptions, that the rate increase, when Unit 1 goes into service, can be held to about 10%.
Therefore, prior to the completion of Comanche Peak and its inclusion in rate base, a relatively small
percen..2e of capital requirements may be generated internally. (See Notes 10 and 11 to Financial
Statements.)

See Financial Statistics for additional information.

Results of Operations

Operating revenues increased $150,878,000 in 1987 and decreased $238,112,0(0 in 1936, The “Hllowing
table details the factors contributing to the increase and decrease:

Increase (Decrease)
Factors 1987 1986

Thowsands of Dollars
Fuel revenue .. ... .. .. PR PPN SO, I LI T O L $ 73,589 %316,545)
Power cost recovery factor revenue ... .. ‘ Lo T R 32,485 25,668
Increased energy sales .. ... .. ... ... .. 51,954 61,492
Other .......... S Ny sada et e _(7,150) __@nn
Total .. ...t R L L e S A $150,878 $238,112)

The increase in operating revenues for 1987 was the result of increased fuel and purchased power revenue
and increased energy sales. Energy sales for 1987 increased 3.3% and were attributable to increased
customers and customer usage. Operating revenues decreased in 1986 as the result of decreased fuel
revenue partially offset by incieases in purchased power revenue and energy sales. See Operating Statistics.

Fuel and purchased power expense increased $106,397,000 in 1987 and decreased $309,671,000 in
1986, The increase for 1987 was due primarily to increased offsystem purchases partially offset by lower
fuel costs. Lower fuel expense for 1987 reflects the decrease in the unit cost of gas from $2.77 per million
Beu in 1986 to $2.56 in 1987, The decrease in 1986 was due primarily to the decrease in the unit cost of
gas offset in part by increased purchased power. See Operating Statistics.

Operation expense increased $60,115,000 and $38,901,000 for 1987 and 1986, respectively. Operation
expense for 1987 was affected by increases in the cost of labor, liability and property insurance and the
onetime cost of the special early retirement program. Increases in wheeling costs and liability and proper-
ty insurarce had a significant impact on operation expense for 1986,
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Maintenance expense decreased $18,619,000 for 1987 and increased $19,540,000 for 1986, The decrease
for 1987 was due primarily to revisions in the scope of certain scheduled overhauls. The increase in
maintenance for 1986 was the result of increases in power production expenses associated with lignite and
gas plants and programs to improve and ensure the availability of all generating units. Increased distribu-
tion mainten> .¢ also added to the increase for 1986.

Taxes ~ aer than income increased $13,755,000 and $4,117,000 for 1987 and 1986, respectively, The
increas . for 1987 and 1986 resulted primarily from increases in franchise and property based taxes.

Aowmbrfurdlmeddmmmn(AFUDC)mawedasammdthemmngmn
straction program and the resultant increase in the level of CV/iP of TU Electric not included in rate
b ase partially offset, in 1987, by the reduction in the AFUDC rates and the suspension of AFUDC on
he Twin Oak and Forest Grove generating stations.

Other income and deductions - net increased $9,359,000 and $11,585,000 for 1987 and 1985, respec
t.vely. The increase for 1987 was due primarily to increased interest on temporary cash investments. The
increase for 1986 was the result of a gain on the sale of certain properties.

Interest on first mortgage bonds increased in 1987 und 1986 due to the sale of new issues during the
years and annualized interest of issues sold in the prior years, partially offset by retirements and redemp-
tions of certain higher interes: rate issues.

Other interest charges decreased $16,347,000 for 1987 and increased $9,570,000 for 1986. The decrease
for 1987 reflects decreased interest cost on overrecovered fuel revenue and shortterm borrowings. The in-
crease for 1986 reflects increased interest cost on over-recovered fuel revenue offset in part by decreased
interest on shortterm borrowings.

Pruferred stock dividends increased for 1987 and 1986, $10,663,000 and $12,099,000, respectively, due
to new issues sold during these periods and the full year's effect of prior period issuances, offset in part in
1986 by lower dividend rates on the adjustable rate series.

Consolidated net income increased $53,125,000 in 1987 and $39,093,000 in 1986 which represents a
culmination of the factors described above. Included in consolidated net income were increases in
AFUDC of $83,297,000 in 1987 and $74,114,000 in 1986 which represent non<ash earnings to the Com-

pany.

Estimated Effect of Pending Accouniing Change

In December 1987, the Financial Accounting Standards Board issued Statement of Financial Account-
ing Standards No. 9% entitled “Accounting for Income Taxes" which becomes effective for fiscal years
beginning after December 15, 1988. The Statement, among other things, requires the liability method of
recognition for ail temporary differences, requires that deferred tax liabilities and assets be adjusted for an
enacted change in tax laws or rates and prohibits net-oftax accounting and reporting. Certain provisions
of the Statement provide that regulated enterprises are permitte to recognize such adjustments as
regulatory assets or liabilities if it is probable that such amounts will be recovered from or returned to
customers in future rate.. Although the application of the Statement will increase both total assets and
liabilities, these requirements are not expected to have a material effect on the Company's financial posi-
tion or results of operations.

Suspension of Capitalization of AFUDC

In September 1987, TU Eleztric announced the suspension of construction on the Twin Oak and
Forest Grove generating stations. Therefore, capitalization of AFUDC was suspended in October 1987 un-
til active construction resumes. Expenditures not included in rate base as of December 31, 1987, ap-
plicable to these stations, totaled approximately $468,000,000.

In March 1988, TU Electric announced the temporary suspension or construction ori Unit 2 of Com-
anche Peak for an anticipated period of one year. Therefore, beginning in April 1988, capitalization of
AFUDC will be suspended until active construction resumes. Expenditures not included in rate base as of
December 31, 1987, applicable to this unit, totaled approximately $1,513,000,000.

The above suspensions of AFUDC reduced consolidated net income by approximately $10,000,000 in
1987 and are expected to reduce consolidated net income in 1988 by approximately $160,000,000 from
the level it would otherwise have been.

17
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TE‘XAS UT!LITIES COMPANY AND SUBSIDIARIES

Statement of Consolidated Income
Ycar Ended December S .
087 %198
Thowsandds of Dollars
OPERATING REVENUIES . ..o v vt ve ittt isnnt oaiias nansn s $4,082,923 $3,932,045 $4,170,157
OPER.ATING EXPENSES
o) Ol URCHANEE DIOWME o o v vy i ek s e g A ks b gt 1,585,610 1,479,213 1,788,834
GO ¢ </l s 5 B 8 il i b b v b g A e AR 624,053 557,938 519,037
T A S I s i S PR SO 300,451 319,070 299,530
R . {c o i tet e b s s n bl B ok 5 g Kn e s e 234,139 220,381 207,592
Federal income taxes (NOte 7). ..o v it 194,460 264,311 276,711
0O BRI RSP CHEEMIND" 2. 5 ¢ 5.5 x 0% v mk AT €0 5m w8 M A HAS 295,327 281,572 277,455
Total operating eXpenses . . . ... .....ovivuririininnrenn, 3,234,040 3,122,485 3,369,200
OPERATING INCOIME . . ..viiiviiisnonsrnisiininesrninseines 848,883 809,560 800,48
OTHER INCOME
Allowance for equity funds used during construction. . . ........... 283,061 231,880 173,846
Oxher income and deductions—net ... ... ' 14,371 5012 (6,573)
Federal income taxes (NOte 7) . . ... v oot v ionvveiniihsennsovnnes (232) 3,034 2,165
Tokal Other INCOME - . . o & 0 vvv vt inin s errsrsisienssss 297,200 239,926 169,438
A AR L i it o et s s aie L tF 1,146,083 1,049,486 970,386
INTEREST CHARGES
Interest on mortgage bonds . . ... ... ... e 402,389 317,978 285,693
Interest on other longtermdebe . . ... ... ... 67,934 71,073 68,940
COPUEE AIRBTORE .+ 1 2o i o m g0 bie e 0 Wk S e b i aet e 3 s e s e 10,808 27,155 17,585
Allowance for borrowed funds used during construction ... .. ... ... (104,062) (71,946) (55,866)
Total interest charges .. . .. 8 L e A e, e 377,069 344,260 316,352
PREFERRED STOCK DIVIDENDS OF SUBSIDIARY .. ... ......... 89,038 78,375 66,276
CONSOLIDATED NET INCOME ... ..o, $ 679976  § 66851  § 581758
Average shares of common stock outstanding (thousands) . .. ... ....... 145,449 140,982 135,267
Earnings and dividends per share of common stock:
Earnings (on average sheres outstanding) . ... ................... $4.55 $4.45 $4.35
Dividends dech=ed . . .. ..o\ ii i s . 2.80 2.68 2.52
Statement of Conso!idated Retained Eaminp
Year Ended December 31,
97 9
Thowsands of Dollars
BALANCE AT BEGINNING OF YEAR . .................... ... $2,180,293 $1,931,3%07 $1,686913
ADD-—Consolidated net income .. ...t 679,976 626,851 987,758
Toral | : 2,860,269 2,555,158 2,274,671
DEDUCT - Dvndemk dalami on common stock (fur amounts rcr
share, see Scatement of Consolidated Income) . . . . . WP ST 421418 377,865 343,364
BALANCE AT END OF YEAR (Note 4) . . . .. . ] $2,438,851 $2,180,293 $1,931,307

See accompanying Netes to Financial Statements.
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TE'XAS UTH ITIES COMPANY AND SUBSID!ARIES
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Consolidated Balance Sheet
December 31,
1987 198
Thowsands of Dollars
ASSETS
UTILITY PLANT
In service:
o R N PSRRI NN LT NN T 8 L el gt $ 3,968,345 $ 3,902,898
RGN . 5 r vt Son 5. niwe o e 5 o s e hd A o e e e g e s 1,214,642 1,166,066
a7 NIk e S N TS o R BRI R . o b 8 2,696,523 2,543,163
i R T e A SRR R SRRl e (7 T e o B 377,590 343,347
£ W A P e AN o e R sy s A 8,257,100 7955474
Construction work in progress Notes 10and 11). ............ ool 6,642,707 5,351,565
25 TR T SR L C A S R Wl Sl b S 252,761 251,964
BRIl o0 TR0 N - 0 o ¢ el ha s N Ll i e T ka5 ST A bt 20,426 7,130
TORMARIRY DI | o 7515 ol o1 s b o s B n o5 Rt o i 15,172,994 13,566,133
Lo acoumenilaned deprechiBROn « . i« o scvon s b vrn e s A s e e 2,718,328 2,522,016
Utility plant, less accumulated depreciation ................... d, 12,454,666 11,044,117
INVESTMENTS
NIy PROpeY (N D) « oo novisvs v s d bon s § Sons g ninwit sl a5 o di] 234,847 206,615
Oxther investments INOte 1) ... oottt e e e e sttt 22,107 15,113
g T e e e T e | 256,954 221,728
CURRENT ASSETS
Casin in banks (N 2) . ...ttt e v i et 7,230 6,4%
Temporary cash iNVEStTENES—aT OB « .« . .« o v v ui s v e sinnisasoninessns 272,400 184,200
Special deposies . . ... ..ol AN O 1, TOF 1IN Bty o W) 38,114 35,29
Accounts receivable:
ORI £ - 0 Bas (s b A T St b a R e e 250,684 212,153
Minority owners of Comanche Peak Note 10) . ... ................... 109,284 58,826
T e e e e L T e L 66,522 33847
Allowance for uncollectible accounts .. ... ... o (13,243) (13,817
Inventories—at average cost:
Materials and supplies . . .. ... ooviiii i e e i E e 130,941 126,865
T R e et el oy B R e S 160,613 177,665
Deferred federal income taxes (over-recovered fuel revenue) . ... ....... .. .. - 29,253
e P el s G L L 47,867 76,586
p T PO G A S 1,070,412 927,371
DEFERRED DEBITS
Under-recovered fuel revenue. . ... ... .ot e 44,119 -
Unamortized loss on reacquircd debt Note 6) . ... in . 70,967 55,419
Cancelled lignite unit costs (Note 11). . ... ..., 37,246 36,810
Orher deferred debits ... ... 51,896 32,747
Total deferred debits ... ... 204,228 124,976
AR = ety e e e e e $13,986,260 $12,318,192
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Thessands of Dollars

CAPITALIZATION AND LIABILITIES
CAPITALIZATION

Common stock, without par value (Note 3):
Authorized shares—200,000,000

meandrg shares— 1987, 152,408,942; 1986, 142,805,206 $ 2.280,5.8
2,180,293

Total common stock equity . ... ..ot : 4,460,821
Preferred stock (Note 5):
Not subject to mandatory redemption ; 811,418

Subject to mandatory redemption 232,424
Longterm debx, less amounts due currently (Note 6) 4,283,791

9,788,454

Notes payable—commerdial paper (Note 2)
Long+term debt due currently

DEFERRED CREDITS AND OTHER NONCURRENT LIABILITIES

Accumulated deferred federal income taxes 931,938
Unamortized federal investment tax credits 712,193
Orher deferred credits and noncurrent liabilities 14,900

Total deferred credits and other noncurrent liabilities 1,659,031

COMMITMENTS AND CONTINGENCIES (Notes 10 and 11)

$i2,318,192




22

tEXAS UTILITIES COMPANY AND SUBSIDIARIES
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glbteo to Financial Statements

1. Significant Accounting Policies

Consolidation—The consolidated financial statements include Texas Utilities Company (Company) and all
of its subsidiaries; all significant intercompany items and transactions have been eliminated in consolida-
tion.

Unlity Plane—Utility plant is stated at original cost. The cost of property additions charged to utility
plant includes labor and materials, applicable overhead and payroll-related costs and an allowance for
funds used during construction.

Allowance For Funds Used During Construction—Allowance for funds used during construction (AFUDC)
is @ cost accounting procedure whereby amounts based upon interest charges on borrowed funds and a
returr, on equity capital used to finance construction are charged to utility plant, The accrual of AFUDC
is in accord with generally accepted accounting principles for the industry, but does not represent current
cash income,

Texas Utilities Electric Company (TU Electric) is capitalizing AFUDC, compounded semi-annually, on
expenditures for ongoing construction work in progress (CWIP) not otherwise allowed in rate base by
regulatory authorities. In 1985 and 1986, AFUDC was capitalized using a netoftax rate of 9%2%. In
1987, pursuant to the passage of the Tax Reform Act of 1986 (TRA), TU Electric began using a com-
perable gross capitalization rate on projects commenced after March 1, 1986, Beginning July 1, 1987, a
net-oftax rate of 9% and a gross rate of 10%% have been used. All such rates were determined on the
basis of, but are less than, the cost of capital used to finance the construction program.

Depreciation—Depreciation is based uon an amortization of the original cost of depreciable properties
on a straight-line basis over the estimated service lives of the properties. Depreciation as a percent of
average depreciable property approximated 3.4% for 1987, 1986 and 1985.

Other Invesoments—The difference between the amount at which the investment in a subsidiary is carried
by the Company and the underlying book equity of such subsidiary at the respective dates of acquisition
of $14,439000 is included in other investments.

Revenues—Revenues include billings under approved rates (including a fixed fuel factor) applied to meter
readings each month on a cycle basis and an amount for under or over recovery of fuel revenue
representing the difference between actual fuel cost and billings on the approved fixed fuel factor. Pur-
suant to a rule adopted in July 1986 by the Public Utility Commission of Texas (PUC), TU Electric is
required to refund over-recovered fuel revenue if the amount of over-recovery, including interest, exceeds
the lesser of $40 million or 4% of its annual known or reasonably predictable fuel costs most recently ap-
proved by the PUC. Reconciliation of fuel costs is to be made in a general rate case or a reconciliation
proceeding. Reconciliation may be requested only if it has either been over one year since the urility’s last
final reconciliation or the utility has materially under-recovered its known or reasonably predictable fuel
COSts.

Federal Income Taxes—The Company and 5 subsidiary companies file a consolidated federal income tax
return, and federal income taxes are allocated to all subsidiary companies based upon taxable income or
loss. Deferred federal income taxes are currently provided for timing differences between book and taxable
income; such differences rasult primarily from the use of liberalized depreciation and cost recovery deduc-
tions allowable under the Internal Revenue Code, the under or over recovery of fuel revenue and unbill-
ed revenues on a cycle basis. Cumulative timing differences in earlier years for which deferred federal in-
come taxes were not provided approximated $237,000,000 at December 31, 1987, Investment tax credits
are being amortized to income over the estimated service lives of the properties.

In December 1987, the Financial Accounting Standards Bourd issued Statement of Financial Account-
ing Standards No. 96 entitled “Accounting for Income Taxes” which becomes effective for fiscal years
beginning after December 15, 1988, The Statement, among other things, requires the liability method of
recognition for all temporary differences, requires that deferred tax liabilities and assets be adjusted for an
enacted change in tax laws or rates and prohibits netoftax accounting and reporting. Certain provisions
of the Statement provide that regulated enterprises are permitted to recognize such adjustments as
regulatory assets or liabilities if it is probable tha: such amounts will be recovered from or returned to
customers in future rates. Although the application of the Statement will increase both total assets and
liabilities, these requirements are not expected to have a material effect on the Company’s financial posi-
tion or results of operations.



2. Bank Balances and Short-Term Borrowings

At December 31, 1987, the Company had lines of credit aggregating $1,025,000,000 under an eight-year
credit facility agreement with a group of commercial banks. The facility, for which the Company pays a
fee, will be reduced in 1993, 1994 and 1995 by $325,000,000, $350,000,000 and $350,000,000, respectively.
This credit facility may be used to finance ne construction, as backup for commercial paper and for
general corporate purposes. The total amount of borrowings authorized by the Board of Directors of the
Company from banks or other lenders at December 31, 1987 was $1,075,000,000.

3. Common Stock
The Company issued and sold shares of its authorized but unissued common stock during the years
1987, 1986 and 1985 as follows:
ARcm . .md Employees’ Thrift Plan
investment
Common Stock and Employee
Public Offering Purchase Plan Stock Ownership Plan Total

Year  Shares  Amount Shares  Amount  Shares Amount  Shares Amount

1987 5000000 $170,452,000 3,633,187 $111,184,000 970549  $31316000 9,603,736 $312,952,000
— - 3,826,687 115148000 935,357 30,023,000 4,762,044 145,171,000
1985 5,000,000 130,650,000 3431846 0, 19000 1025647 28318000 9457493 249,167,000

At December 31, 1987, 6,315,927 shares of the authorized but unissued common stock of the Com-
pany were reserved for issuance and sale pursuant to the above plans.

The Company has 50,000,000 authorized shares of serial preference stock having a par value of $25 a
share, none of which has been issued.

4. Retained Earmnings

The articles of incorporation, the mortgages, as supplemented, and the debenture agreements of TU
Electric contain provisions which, under certain conditions, restrict distributions on or acquisitions of its
common stock. At December 31, 1987, $138,736,000 of retained earnings of TU Electric were thus
restricted as a result of the provisions of such articles of incorporation. Retained earnings at such date
also included $431,243,000, representing the Company’s equity in undistributed earnings since acquisition
included in transfers by TU Electric from its retained earnings to stated value of common stock, making
a total of retained earnings which was restricted of $569,979,000 at December 31, 1987.

23
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Notes to Financial Statements (continued)
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5. Preferred Stock of TU Electric (cumuiative, without par value, entitled upon liquidation to $100 a share)

Redemption Price Per Share

Shares Outstanding Amount (before adding accumulated dividends)
Series Groups December 31, December 31, Current Eventual Minimum
From To 1987 1986 1987 1986 From To From To
Thowsands of Dollars
Not Subject to Mandatory Redemption
$400 $484.......... . 1,142,942 1, 142942 $114,588 $114588 $101.79 $112.00 $1I0L.79  $112.00
5.08 ;¢ I A R 1,629,675 1,629,675 163,270 163,270 102,40 104.82 102.40 103.60
8.16 &3 . , e 1,999,475 1999475 198,642  [98.642 103.60 106.13 101.00 103.60
9.32 S0 R v s s ity . 1,550,000 1,550,000 153,208 153,205 104,66 111.32¢ 100.00 102.73
Adjustable rate (a) 35 1,850,000 1,850,000 181,713 181,713 - - 100.00 100.00
Stated rate auction (b) . .. . " 1,000,000 - 98,215 - - - 100.00 100.00
Total . . : e < 3 ed 9,172,092 8,172,092 $909,633 $8114(8
Subject to Mandatory Redemption (c)
$ 892 §948 Stk Ay ack 1,500,000 1,500,000 $148,610 §148315 $108.92* $109.48* §$100.00 $100.00
10.00 10.08 . . Ao 850,000 850, 84,296 84,109 110.00*  110.08* 100.00 100.00
Total rmeE R 2,350,000 2,350,000 $232,906 $232,424

“Redempeon may not be effected cumently through cortaen refunding operssons.

@ Adpastable raee series A bears 3 dividend rate Ko the period ended January 31, 1988 of 7.55% per annum and adistable rice series B hears 3 dividend rate for the
pered ended December 31, 197 of 800% per antwm, both of which are based on 2 fxed Suidasion price of 310000 per share. The sories are noe redemable
proe 1o June |, 199 and June |, 1990, nepectively

(2] &udmummAhandulimnmhhwwmmwl’.mnim-emlmhnﬁ
;rnqumnhv."l.IWLﬂta‘\h\dmhn-hthmdmthmhb&dm-nmmn&umn-p
mmmhmmn!hhnmmmmiumlk\mmdh&h'M'mmimmmMmm.am
of $10000 per share phs accumdaed dnadends.

&) TU Electre & required to redoern & specified number of shares annually commencing cn the initil dates hown below, exce fr the $897 senes which
does nox have 9 unking fund provison. TU Blectric may annually redeem, & & opeion, an agaregsee of up o twice the number of shares shown for ench series.
Al sch redemgoons are o a peice of SK000 per share phas accumlated dividends:

Minimum Redeemable Inivsd Date of
Senes Bl e Mandatory Redernpoon
$10.08 HAD anrwally Vis
948 S0 anrwally viW
K 000 ancusally i
a9 Al aeanching shares 1%

m«mvitdp&nd-\idnrmmthmhmm-h:vxﬁmxk*mndhmmm-hmrhnm
dotes with & comesponding ncrease I preferrad sock divadends.

TU Electric issued and sold shares of its authorized preferred stock as follows: July 1987, 1,000,000
shares of stated rate auction series A for $98,215,000; July 1986, 500,000 shares of $10.00 series
cumulative preferred stock, subject to mandatory redemption, for $49,413,000; July 1986, 500,000 shares
of $8.92 series cumulative preferred stock, subject to mandatory redemption, for $49,437,000, February
1986, 1,000,000 shares of $9.48 series cumulative preferred stock, subject to mandatory redemption, for
$98,878,000; and June 1985, 850,000 shares of adjustable rate series B preferred stock for $83,513,000.
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6. Long Term Debt of Subsidiaries, less amounts due currently

December 31,
Maturity Groups  Interest Rate Groups 1987 1986
From To From To Thowsands of Dollars
First mortgage bonds:
1988 199 P e At 23 e $ 12,000 $ M50
1993 1997 4% s ek S i e & ¥ orctl I, 356,000 206,000
1998 2002 6% . SO R I C LL 340,000 340,000
2003 2007 7% A AR A RN S 750,000 750,000
2008 2012 9y e e o S 250,000 382,531
2013 2017 9% SRR R L D e I 2,200,000 1,550,000
Pollution control series:
2007 2017 % B - L R Ty L e S LIS S 589,000 310,000
Funds on R R g S SO e L T (20,148) -
Sinking fund tures:
1989 1989 8, TR NIRRT S 17,854 18454
1993 1994 6% IR L il Do b s S At e 31,735 32,448
L B i Mo AL PO ML= Ly, I s T 1= St 4,526,441 3,623933
Pollution control revenue bonds:
2004 2009 5.70 i D PPIPCARS ARSI s b £ A 160,000 160,000
Senior notes:
1990 1999 8.50 AR o A e 1 LN o AR AR T G 502,380 534,860
Unamortized premium and discount . .« ..« oovvciiminiiciaiiiiriiienins (47,330) (35,002)
Total longterm debe, less amounts due currently .. ........... gs!MIQI $4,283, 791

Sinking fund and maturity requirements for the years 1988 through 1992 under longterm debt instru-
ments in effect at December 31, 1987, were as follows:

Sinking Minimum Cash

Year Fund (a) Maturity Requirement (b)
Thousands of Dollars

R P O JER R R $49,850 $ 2,500 $ 54980
e R S e 50,932 17,854 50,916
RO & sk a b rirate s sais wia aTe e s wr ¥ SEE 50,956 100,000 133,180
ey L O 50,776 12,000 45,180
1wyt R e WS el e S T 21,846 - 34250

(a) Excluding requirements satisfied prior to December 31, 1987: $2,433,000 for 1988, $438,000 for 1989,
$320,000 for 1990, $320,000 for 1991 and $320,000 for 1992.

(b) Other requirements may be satisfied by certification of property additions at the rate of 167% of such re-
quirements, except for eighteen issues at 100%.

In 1987 and prior years, various principal amounts of firs mo~gage bonds were redeemed by TU Electric
prior to maturity. Pursuant to expected regulatory treatment, the net losses on reacquired debx have been
deferred and are being amortized over the remaining lives of the bonds retired.

Utility plant of TU Electric is generally subject to the liens of its mortgages.
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Notes to Financial Statements (continued)
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7. Federal Income Taxes
The details of federal incom: taxes are as follows:

4t = m——— - ———r— g o3

L 3 . S 3 M A AN T S w1 A

Year Ended December 31,

1987
tO operating expenses:
o R R ek < SN D S VA 5 TR s sb L R iaL e dsbadon tin $ 54909
Deferred—net
Differences between depreciation methods and lives ............... 64,115
Certain capitalized construction COBL .c..ouiimmciinmnnunin (2,010
Over/under-recovered fuel revenue ... ...oovccirrivinirisineniinn 46,856
g:dncdied lignite ux:; .............. St ol s mmariany (97:)
ly redemptions of long<term debt .........ooovvniiviiiiinieinnnnin,
id {accrued) Pension COSt........ouiiieeiiermmmeimimiscmensiens (12,443)
U S TN e W T e o R s T2 (17,367)
.............................................................................. (732)
) Y oy R et T i Sl ST 83,539
IVRSEIIENE CEX CIBBRE~IMIE . t.entinmersbronrerrasosnbrrantisebossisnashunssshn 56,012
Total to OPErating eXPENSES .........voovieueirimiriseinsesesrsssanis 194,460
ch) to other income:
e e e (12,020)
%‘fd—ﬂﬂ .......................................................................... lgsz
Total to Other INCOME.. . .vvviiirierioriirsasivarsinerssesesssinsessss 232
Total federal incoOmMe tAXES ... .cviiirmiinisisineseiinsesnes 1 >

1986 1985
Thowsands of Dillars

$ 55,545 $127,114
79,148 85,950
19,320 19,390
11,935 (44,553

12,293 -
10,763 14,730

6,181 -
(322) 932
3,146 4,13
142 464 72,312
66,302 77,285
264,311 276,711
{11,535 9,625

8,501 138
3034 2,165)
$261.277 $274,516

e

. A——

Federal income taxes were less than the amount computed by applying the federal statutory rate to pretax
Year Ended December 31,

book income as follows:

1987 1986 1985
Thowsands of Dollars
Federal income taxes at statutory rate (39.95% for 1987 and
A5 10T 1900 BOEL TOBIY . v ssicvrionvissbass shirasssiieyin b rass s e e 385,001 $444 591 $427,147
Reductions in federal income taxes resulting from:
Allowance for funds used during CONSTUCHON ..vovvviirriinisiosiorinns 152,816 139,760 105,668
Depletion alloWRNCE . ......coiveriiiiiisieciissirsssersorssrsseessisessiseseresin 26,437 24,006 25,442
Amortization of Investment tax credits .....o...civiiniiiiiiereeiiisriien. 16,126 14,982 13,781
RIS o 60 e S S e A T e R A e e £ T, e L e ___(5,070) 4,566 7,710
Tonpl PRI . .. o iiiess e mebeis bt Hova s st et 190,309 183,314 152,601
Toral federal INCOME LAXES <. vvvviivcrsrrnrosrersensieseeenn: g@_‘_& $261,277 $274,546
EIRMGOVE TH0N TR 55 carer sl o 2k b b L ks b bl e vt 20.2% 27.0% 29.6%

8. Retirement Plans and Other Postretirement Benefits

The System Companies have uniform retirement plans covering substantially all employees. The benefits

are based on years of accredited service and the employee's average annual earnings received during the

three years of highest earnings. The costs of the plans are determined by independent actuaries. Con-
tributions to the plans were determined using the frozen attained age method which is one of the several

actuarial methods allowed by the Employee Retirement Income Security Act of 1974, During 1986, the

System Companies adopted the Financial Accounting Standards Board's Statement of Financial Account-

ing Standards Nc. 87, “Employers’ Accounting for Pensions.” The new standard requires, among other

things, the use of dhe projected urut credit actuarial method for determining pension cost for financial
reporting purposes. The cumulative difference between pension cost as determined under the new stan-
dard and contributions to the plans is recorded either as prepaid pension cost or as accrued pension
liability. The adoption of the new accounting standard did not have a material effect upon the Com-

pany's financial position or results of operations.
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In 1987, the Company offered a special early retirement program to those employees who had attained
the age of 55 and had 15 or more years of accredited service. The offer provided for a waiver of reduced
benefits for early retirement plus 5 additional years of accredited service up to a maximum of 40 years.
The cost of the program was recorded in accordance with Financial Accounting Standards Board's State-
ment of Financial Accounting Standards No. 88, “Employers’ Accounting for Settlements and Cur-
tailments of Defined Benefits Pension Plans and for Termination Benefits.”

The following table sets forth the plans' funded status and amount recognized in the Company's con-
solidated balance sheet:

December 31,
1987 1986
Thawands of Dedlars
Actuanal preent value of accumudated benefies:

Accumulated berefit obligaoon, inchuding vested

benefies ($500,019,000 for 1987 and $387,775,000 for 1986).......coomuserisninsiscensons 666,299 $446,129)
Projected benefie obliganon ke service rendered

I L S NSRS RVADIDUT) DO ISR 3 I (a3 | R S S 738,359 654,100

Plan awers a far value, primarly equity investments,
Plan assers in excess of (ess than) progected benefit chBgABON. ...« ..oooociinininmmion (5,646) 74901
Unrecognzed net gain from past expenience

diberer from that assunied and effects of changes in

ASTGOIONS ... L ey AT AT DEa e For Amot S R £ M M oK vt R, (72, U}] 51.631)
Price service cost mt yer recogiized in et
periodic PEnSon eXPense ... L L e T 16,149 17,042
Unrecognizad plan assers i exces
of projected benefit obligation ot January 1, 1986 o . (19,738 _ @584
Prepaid pension cost (accrued pension Bability) ... i i i § (1203 $ 17,028

Assumptions used for 1987 and 1986 include a discount rate of 8.0%, an expected longterm rate of
return on assets of 8.0% and increases in compensation Jevels of 5.3% and 6.3%, respectively. Toral pen-
sion costs for 1987 and 1986, including amounts charged to fuel cost and capitalized, were comprised of
the following components:

December 31,
1987 1986 |
Thasands of Dolks |
Service cost - benefies earned during the period T Vol o o8 KT n, W $ 30,120 $ M i
Interest comt on projecied henefit OBIEROON .....ooooe i e s 4515 %295 |
Actual return on plan aeees e T ik o e S s e (34D (100,288) ;
Nt PErioaic PRIMION COM ...oxumiriovisssen sriomsissmisianbiresimsstsanessnsss o 15624 0,062 |
TR IIEMEION BRI o5 L 2 ik e S YN ST ion S A e A by KBTI PSR o 9 BAX - |

The cost of the plan for 1985, including amounts charged to fuel cost and capitalized, approximated
$48,283,000,

In addition to retirement plans, the System Companies offer certair health care and life insurance
henefits to active and retired employees. The costs of such benefits are generally recognized as claims are
paid. The costs of providing such benefits to retired employees, net of employee contributions, approx-
imated $8,367,000 for 1987, $6,759,000 for 1986 and $4,831,000 for 1985.



28

S . g e L R S A D e A - 3 A e - AR € AT Skt £ Al S e ' A i e 1 ST 9 S 3o B

Notes to Financial Statements (continued)

L 5t i e i O . e S Tl P A . T NS A R B . P e S

9. Leases

The System Companies have entered into operating leases covering various facilities and properties in-
cluding such items as data processing, transportation and mining equipment and office space. Lease costs
charged to operation expense for the years ended December 31, 1987, 1986 and 1985 were $46,732,000,
$40.466.000 and $35.012.000, respectively.

In December 1987, TU Electric entered into an operating lease arrangement covering certain combus-
tion turbine generating facilities with an initial lease term of approximately 27 years. TU Electric expects
to lease additional similar facilities in 1988.

The Company's future minimum lease commitments under such operating leases that have initial or re-
maining noncancelable lease terms in excess of one year as of December 31, 1987 weve as follows:

Combustion
Turbioes Oxher Total
Thaeands of Dolkes

$§ - $ ) $ 0563
6082 10,381 %461
6082 1685 2938
6082 10846 16928
6,082 8,362 14444
158,130 17,385 175,515

$182,458 $12493 $307,151

10. Comanche Peak Nuclear Generating Station

TU Electric is constructing two nuclearfueled generating units at the Comanche Peak Nuclear
GeneratingSution(CananchePeak).eschofwhkhisdu'wwdbracapabilitydl.lﬁOnmwamThis
project is subject to the jurisdiction of the Nuclear Regulatory Commission (NRC). NRC regulations
gowrndnmndmdﬁcambrthemnbnmdopuabndnmkarmphm%mﬂm
effect to the anticipated completion of the 1988 agreement to purchase the 6.2% ownership interest of
TacastidpalPowerAw\cy(TWA)inthefndlkv.TUElemic’sshareofthcnetmmbﬂiwinmch
unit is 1,081 megawatts, or approximately %4%. The other participants in the facility are Brazos Electric
Power Cooperative, Inc. (BEPC) and Tex-La Electric Cooperative of Texas, Inc. (Tex-La) which own 3.8%
and 2%%, respectively.

Operating License Application

The NRC has been reviewing TU Electric's application for operating licenses for the Comanche Peak
units.Asamnofthatrcview.amxnaiingwasmiﬁataibcﬁweanAtomicSaﬁtyanJLiccmim&nrd
(ASLB) and proceedings on various issues have been ongoing since December 1981, After completion of
such proceeding, the ASLB will make recommendations to the NRC regarding the issuance of operating
licenses for the Comanche Peak units. An intervenor is actively invoived in this ASLB proceeding.

The one remaining Contention before the ASLB in the operating license proceeding relates to TU
Electric’s quality assurance,‘ouality control (QA/QC) program for the plant. In December 1983, the
ASLBisue:!anmmmkmquakwﬁngtheQAmamﬁxdedgndma&nmmdthephm
mwdthawwco&raddiwww(dadeqme&dmandd&mmwm.
The ASLB is also reviewing several other relatad issues and has indicated its intent to review the results
of the NRC's Technical Review Team (TRT) investigation discussed below. In July 1984, a separate
ASLB, including two of the three members of the original ASLB, was convened to receive testimony on
allegations that QC inspectors at the plant had been subjected to ar atmosphere of harasment and in-
timidation which is alleged to have affected the implementation of TU Electric's QA program. in January
l%,thbmeASLmeM&\edmthallismesd"meécrmbcrmohdbyﬂ\eorijnalm

As a separate part of the NRC's review of TU Electric's operating license application, in March 1984,
the NRC established a task force to consolidate and carry out the various reviews necessary for the NRC
Seaff to reach its decision regarding the operating licens=. This effort involved the establishment of the
TRT, which began an intersive onsite investigation in. July 1984 and subsequently has issued reports re-
questing additional information from TU Electric with respect to several functional areas of the plant’s con-
struction program. TU Electric then formed a special team, the Comanche Peak Response Team (CPRT),
which includes a number of independent experts in each area addressed by the TRT, and submitted a
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Program Plan (Plan) to respond to the questions raised. Such Plan, which is described further below, is
presently being implemented and has been expanded to address the design and other ASLB issues
described herein.

In January 1985, the TRT issued a report on its review of the QA/QC programs at Comanche Peak.
The report stated that although the QA program documentation met NRC requirements, the implemen-
tation of the QA program demonstrated that TU Electric had lacked the commitment to aggressively im-
plement an effective QA/QC program n several areas. The TRT indicated that it had found evidence of
faulty construction and ineffective QA and QC inspections. Questions were also raised concerning the
training and qualification of QC personnel and in the reporting of deficiencies. The TRT further found
that prior to July 1984 problems had existed in the control of documentation. In addition, deficiencies in
several other areas were described. TU Electric was requested to submit to the NRC a program and
schedule for completing a detailed and thorough assessment of these QA/QC issues presented by the
TRT. TU Electric also was asked to consider the use of management personnel with a fresh perspective
to evaluate the TRT findings and implement corrective action, and to consider the use of an indepen-
dent consultant to oversee the corrective action program.

In June 1985, TU Electric filed with the NRC and the ASLB a revision to the Plan which is being
utilized by the CPRT to address all outstanding design and ronstruction concerns. This Plan, which was
substantially revised and reissued in January 1986, and further revised in July 1987, provides for a com-
plete design review of virtually all safety related systems in the plant, and for the development of a cor-
rective action program as required. In August 1985, the ASLB issued a Memorandum which described
areas of the Plan that concerned the ASLB. The Memorandum indicated, however, that if the Plan were
revised to address the ASLB's concerns and if it were appropriately implemented, the Plan may
demonstrate the quality of the plant. In May 1986, the Staff of the NRC issued a Supplemental Safecy
Evaluation Report (SSER) containing an evaluation of the Plan as it existed at that time. The SSER con-
cluded that the Plan provided an overall structure and process for addressing and resolving all existing
construction and design issues and any future issues that may be identified from further evaluations. In
June 1986, the ASLB issued a Memorandum which addressed “Board Concerns”™ about the adequacy of
the CPRT program. The Memorandum stated that, based upon the ASLB's current knowledge of the
program, after having reviewed the first results reports and the SSER on the Plan, the ASLB continued
to have the concerns expressed in the earlier memorandum described above. The ASLB also raised addi-
tional concerns about how findings in one area of the reinspection effort may affect TU Electric's pro-
gram in other areas, whether sufficient attention is being paid to problems of quality assurance and quali-
ty control regarding design, the adequacy of the CPRT sampling program, and perceived oversights in
one of the results reports that had been issued. TU Electric is addressing these concerns. In November
1987, the ASLB established a schedule for resolution of all issues remaining in the operating license pro-
ceeding. In January 1988, the Staff of the NRC, after further review and analysis, approved the Plan and
corrective action program as the basis to resolve outstanding issues. At the end of February 1988, the
CPRT completed the publication of its final reports. In March 1988, the Staff issued an SSER approving
the design of piping and pipe supports at Comanche Peak, which had been a major issue in the
operating license proceeding, and concluded that the Plan provides an effective means to ensure proper
implementation of corrective action in this regard. Delivery of this report sets into motion a prehearing
schedule adopted by the ASLB which should result in the resumption of hearings on issuance of the
operating licenses in the late summer of 1988, Meanwhile, implementation of the corrective action pro-
gram continues.

In December 1987, TU Electric entered into an agreement to settle potential claims against Gibbs &
Hill, Inc. (Gibbs & Hill), the onginal architectengineer for Comanche Peak, relating to engineering and
design services performed by Gibbs & Hill for Comanche Peak. Under the terms of this settlement, the
owners of Comanche Peak will receive a total of $25 million in cash, deferred payments and future
engineering services which will be provided to TU Electric on non-nuclear projects.

TU Electric has made a number of key management changes in the nuclear program for Comanche
Peak, including the addition of several new officers who bring substantial nuclear experience to TU Elec-
tric. This new management team is responsible for oversight and implementation of the reinspection and
COrrECtive action program.

The NRC has created an Office of Spevial Projects to manage all aspects of the NRC's licensing and
inspection efforts for Comanche Peak and certain other nuclear power plants,
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10, Comanche Peak Nuclear Generating Station (continued

In January 1986, TU Electric filed an application with the NRC for an extension of the construction
permit for Unit | to reflect a new “latest date for completion” of August 1, 1988; previously such date
had been August 1, 1985, In the application, TU Eleciic stated that the reason the request for extension
of the construction permit was not filed at an earlier time was administrative oversight. In February 1986,
the NRC issued an order extending the “latest date for completion” of Unit 1 to August 1, 1988, Subse-
quently, the intervenor involved in the ASLB operating license proceeding filed with the NRC a request
to stay the effectiveness of the construction permit extension and to require TU Electric to file a new ap-
plication for a construction permit for Unit 1 or to order that hearings be held prior to any decision on
whether to grant the construction permit extension. The request for a stay was denied by the NRC and
the question of whether to hold such hearings was remanded to an ASLB, the members of which are
the same as the ASLB for the operating license. In November 1986, the ASLB issued a Memorandum
and Order in which it accepted for litigation a new Contention, raised by two intervenors, which alleges
that the delay in completing Comanche Peak, which has occurred and has necessitated the extension of
the construction permit by the NRC, was the result of dilatory action on the part of TU Electric and
that, therefore, good cause did not exist for the extension of such permit. No schedule for hearings on
this Contention has been adopted by the ASLB at this time. TU Electric has also applied to the NRC
for an extension of the construction permit for Unit 2. Such application is presently under review by the
Staff of the NRC. In early March 1988, TU Electric filed with the ASLB a motion to consolidate pro-
ceedings in the operating license and construction permit proceedings.

Civil Penalties

In April and June 1986, TU Electric paid civil penalties to the NRC, each in the amount of $40,000,
relating to allegations of harassment and intimidation at Comanche Peak. The June 1986 penalty was
part of an aggregate of $120,000 in civil penalties previously proposed by the Staff of the NRC. TU Elec-
tric_requested the Staff to revisit the other alleged violations to determine whether they did in fact occur
and to consider mitigating the amount of the penaltics, and in August 1987, the Staff decided not to
assess the remaining $80,000 in proposed civil penalties. In August 1986, TU Electric paid a civil penalty
of $200,000 previously proposed by the Staff of the NRC relating to the findings of the TRT, described
above. In addition, TU Electric has paid another civil penalty of $50,000 relating to two alleged violations
in TU Electric's reinspection and corrective action effort.

Investigation Regarding NRC Region 1V

In December 1986, a portion of a report was released by the Office of Inspector and Auditor of the
NRC (OIA Report) containing the results of its investigation of allegations of misconduct by the manage-
ment of Region [V of the NRC with respect to Comanche Peak. The OIA Report expressed concern
about allegations of harassment and intimidation by Region IV management to pressure Region IV in-
spectors to downgrade or delete proposed inspection findings at Comanche Peak. In addition, the OIA
Report concluded that it would not be possible to rely on the Region IV QA inspection as evidence of
the safe construction of Comanche Peak. Consequently, it stated that it will be necessary for the NRC to
rely largely on recent detailed technical inspections conducted by the NRC, including the TRT, at Com-
anche Peak. The OIA Report also indicated that the data contained in an internal NRC report on in-
spection procedures was inaccurate and unreliable due to a lack of understanding by NRC inspectors of
the proper method of completing a certain NRC form. NRC officials have indicated that a thorough
assessment of the results of this investigation will be made; and in addition, certain personnel changes in
the Region [V office have occurred. The OLA Report's findings are restricted to activities in Region [V
and do not question other NRC regulatory activities with respect to Comanche Peals, including the
detailed technical inspections conducted by the TRT as discussed above. The intervenor in the operating
license proceedings, discussed above, has indicated its intent to file a motion raising the OLA Report's
findings as issues to be the subject of hearings in such proceedings.



Litigation Relating to Comanche Peak

TU Electric, TMPA, BEPC and Tex-La have been the owners of 87%%, 6.2%, 3.8% and 2%% in-
terests, respectively, in Comanche Peak under the terms of a Joint Ownership Agreement (Agreement)
which provides that TU Electric is the Project Manager wor Comanche Peak. BEPC has failed to make
numerous payments of its portion of the costs of Comanche Peak. BEPC has been experiencing difficulty
in obtaining additional financing for Comanche Peak from the Rural Electrification Administration. In
addition, since May 1986, Tex-La has failed to make payments to TU Electric for its portion of Coman-
che Peak and TMPA has made payments under protest. Accounts receivable at December 31, 1987 in-
cluded $109,284,000 of amounts ('ae from BEPC and Tex-La. The portion of future construction expen-
ditures due from BEPC and Tex-La is estimated ro be $48,200,000 in 1988, $30,900,000 in 1989 and
$15,300,000 in 1990. In May 1986, TU Electric filed suit in the 14th Judicial District Court of Dallas
County, Texas against TMPA, BEPC and Tex-La because of controversies which exist under the Agree-
ment with respect to the obligations of the parties. TU Electric asserted that each of the defendants has
either claimed that it has no further obligation to pay its share of the remaining costs of construction of
Comanche Peak, or has claimed that TU Electric has failed to properly construct Comanche Peak or
otherwise has breached its obligations under the Agreement. TU Electric sought recovery of damages
against Tex-La for its anticipatory breach of the Agreement and asked for a declaratory judgment against
Tex-La, BEPC arid TMPA declaring among other things that they were obligated to pay their share of
the remaining costs of construction of Comanche Peak and that TU Electric has not failed to use pru-
dent utility practices in constructing Comanche Peak in accordance with the Agreement. TMPA, BEPC
and Tex-La filed cross-actions in such suit against TU Electric and the Company asserting various \auses
of action, including a number of alleged breaches of the Agreement by TU Electric and violations of the
Texas Deceptive Trade Practices Act (DTPA). In September 1986, the Court in the Dallas County suit
ruled in favor of TU Electric with regard to a plea of the defendants attempting to change the venue of
such suit. The case is in the discovery phase and trial is currently scheduled for October 1988.

In June 1986, TMPA and Tex-La filed suit in the 98th Judicial District Court of Travis County, Texas
against TU Electric and the Company. The petition asserted various causes of action, including a number
of alleged beeaches of the Agreement by TU Electric and violations of the DTPA. TMPA and Tex-La
asked for rescission and maodification of the Agreement and payment for damages, including treble
damages based upon violations of the DTPA. TU Electric and the Company intend to vigorously contest
this suit, which has been stayed s a result of the ruling in the Dallas County suit.

In February 1988, TU Electric entered into an agreement with TMPA pursuant to which TU Electric
will purchase TMPA's ownership interest in Comanche Peak and all outstanding claims and pending
lawsuits between TMPA and TU Electric will be settled and terminated. Finalization of the agreement is
subject to the approval of the NRC and the PUC with respect to the transfer of TMPA's ownership in-
terest. TU Electric has filed applications to obtain such approvals and cannot predict when action with
respect thereto will be taken. (See Note 11 to Financial Statements.)

In June 1986, BEPC filed suit in the 345th Judicial District Court of Travis County, Texas against TU
Electric, the Company, Texas Utilities Mining Company and Texas Ulilities Services Inc. BEPC alleges
that the defendants have breached the Agreement, certain implied warranties and fiduciary duties, and
have been grossly negligent, acted with willful misconduct and have violated the DTPA and Texas and
federal securities laws. BEPC asks for an injunction against efforts by the defendants to recover additional
payments, rescission and reformation ~ the Agreement and payment for damages, trebled pursuant to
the DTPA. BEPC alleges actual damages to that date of at least $216 million. The defendants intend to
vigorously contest this suit, which has been stayed as a result of the ruling in the Dallas County suit. In
March 1987, BEPC filed a request with the NRC to modify the construction permits and licenses already
issued and to impose a prospective condition to any permits and licenses subsequently issued or renewed
to require TU Electric to assume BEPC's ownership interest in Comanche Peak by purchase thereof at its
net book cost, and for other unspecified relief. In June 1987, the NRC Office of Special Projects denied
this request and TU Electric is unable to predict what further action may be raken.
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10. Comanche Peak Nuclear Generating Station (onluded)

Cost and Schedhde Estimates

In March 1988, TU Electric announced that following its review of the cost and schedule for Coman-
che Peak, commercial operation of Unit 1 is presently anticipated at the end of 1989. All Unit 1 correc-
tive action activities are scheduled for completion to permit fuel loading in mid-1989. TU Electric also an-
nounced the temporary suspension of construction activities and accrual of AFUDC on Unit 2 beginming
in April 1988 for a period of approximately one year. Unit 2 is not expected to be ready for commercial
operation until after the 191 peak season. The delay of Unit 2 was implemented to allow TU Electric
to concuntrate its resources on the completion of Unit 1, thereby reducing the duplication of effort that
would be required to maintain the previous timing between the two units and strengthen TU Electric's
ability to manage construction and start-up activities for both units more efficiently with fewer personnel.
Additionally, such deiay will allow time to make a more complete determination of any modifications
that may be required for Unit 2 based upon the knowledge gained from the reinspection and corrective
action program applied to Unit 1. The delay of Unit 2 will also permit TU Electric time to inplement
rates for Unit | prior to the fiaal completion and operation of Unit 2. Although constiiction on Unit 2
has been temporarily suspended, there will be some ongoing expenditures required to m:aintain the unit
until construction is resumed. Additionally, to the extent the work necessary to place Unit ' into service
#ffects various common systems, some capitz! expenditures will be associated witt Unit 2.

Based upor. this revised schedule, the total cost of TU Electric's 94% share of the plaat, excluding
AFUDC, s estimated to be $6.37 billion. TU Electric’s estimated cost of its share, including AFUDC, is
$3.54 billion or about $3,950 per kilowatt. Because of the uncertainty regarding the date of commercial
operation of Unit 2, no provision has been included in such amount for reestablishing the accrual of
AFUDC on Unit 2 after construction resumes. The total cost of the plant, excluding AFUDC, is
estimated to be $6.62 billion. Because of the uncertainties regarding piayments bv the other owners of
Comanche Peak of their share of the remaining construction costs, no estimate of the amount of
AFUDC that may be attributable to their interests in the plant has been made.

TU Electric had previously estimated, in November 1986, that commercial operation of Unit 1 would
be achievable in early 1989 and that Unit 2 would not be ready for commercial operation until after the
1989 summer peak season. Based upon such schedule, the total cost, excluding AFUDC, of TU Electric’s
87%% share of the plant (which excludes the presently anticipated purchase of TMPA's share) was
estimated to be $4.63 billion. TU Electric’s estimated cost for its 87%% share, including AFUDC, was
$6.70 billion or about $3,300 per kilowatt. The total cost of the plant, excluding AFUDC, was estimated
to be $5.27 biilion.

Because of numerous uncertainties in the licensing process, no assurance can be given that the revised
estimated schedule can be met or that the estimated completion cost will not be exceeded. Failure to
secure timely and favorable regulatory approvals or further delays occasioned by additional reanalysis,
reinspection or rework will increase the cost of the plant and will likely increase financing requirements.
At December 31, 1987 and 1986, TU Electric's investment in Comanche Peak, including AFUDC, was
$5,808,000,000 and $4,600,000,000, respectively, of which $1,284,000,000 has been allowed in rate base by
regulatory authorities, TU Electric has indicated that it does not currently plan to implement increased
electric service rares which reflect any additional Comanche Peak costs until Unit 1 is ready for commer-
cial operation. TU Electric cont'nues to believe, based upon revisad cost estimates and using acceptable
ratemaking approaches and assumptions, that the rate increase, when Unit 1 goes into service, can be
held o about 10%. Such rate application will be subjecr to challenge with respect to the prudence of cer-
tain costs, for which an estimate is not presently determinable.



11. Commitments and Contingencies

Construction Program

For major construction work now in progress or contemplated by the System Companies, and com-
mitments with respect thereto, see Resource Planning and Comanche Peak.
Cooling Water Contracts

TU Electric has entered into contracts with public agencies to purchase cooling water for use in the
generation of electric energy and has agreed, in effect, to guarantee the principal, $47,920,000 at
December 31, 1987, and interest on bonds issued to finance the reservoirs from which the water is sup-
plied. The bonds mature at various dates through 2011 and have interest rates ranging from 5%% to 9%.
TU Electric is required to make periodic payments equal to such principal und interest for the years 1988
through 1992 as follows: $4,387,000 for 1988, $4,396,000 for 1989, $4,423,000 for 1990, $4,435,000 for
1991 and $4,430,000 for 1992, In addition, TU Electric is obligated to pay certain variable costs of
operating and maintaining the reservoirs. Total payments, including amounts capitalized, under such con-
tracts for 1987, 1986 and 1985 were $4,400,000, $4,833,000 and $4,7/9,000, respectively. TU Electric has
assigned to a municipality all contract rights and obligations of TU Electric in connection with
$100,695,000 remaining principal amount of bonds ar December 31, 1987 issued for similar purposes
which had previously been guaranteec. by TU Electric; TU Electric is, however, contingently liable in the
event of default by the municipality.

Chaco Coal Properties

Chaco Energy Company (Chaco) entered into an agreement in 1977 for the rights to over 200 million
tons of surface mineable coal located in New Mexico. The agreement provides, subject to certain limita-
tions, for advance royalty payments, payable over a period of approximately 35 years, which are based
upon annual quantities ranging from approximately 5.1 million tons in 1988 to a maximum of approx-
imately 8.3 million tons in 1991, Such payments approximated $6.60 per ton in 1987 and are subject to
escalation in the future due to inflation. In connection with the foregoing, the Company entered into a
surety agreement pursuant to which it has undertaken to assure the performance by Chaco with respect
to this agreement. Non-utility property at Dec~mber 31, 1987 and 1986 includes $145,900,000 and
$114,400,000, respectively, of minimum advance royalties paid by Chaco under the terms of this agree-
ment.
Capacity and Enengy Purchase

TU Electric entered into an agreement in 1982 with Tex-La, a 2%% owner of Comanche Peak,
whereby TU Electric agreed to purchase an assignment of portions of Tex-La's entitlement to capacity
and energy from Comanche Peak in declining amounts over the first eight years of commerdial operation
of cach generating unit. Under the agreement, TU Electric is required to make annual payments to Tex-
La comprising a pro rata share of operating costs plus a capital charge on Tex-La’s net investment ap-
plicable to the portion of Tex-La's entitlement assigned. (See Note 10 concerning litigation proceedings
regarding Tex-La's participation in Comanche Peak.)

Martin Lake Unit 4 Construction Cancellation

In November 1986, TU Electric announced that it was not economically feasible to construct a fourth
unit at the Martin Lake Steam Electric Station (Martin Lake Unit 4) and cancelled the project which
was scheduled for service in 1994, Pursuant to expected regulatory treatment, expenditures of approximate-
Iy $37,246,000, including contractor termination costs, have been recorded as a deferred asset to be amor-
tized as approved by regulatory authorities. The application in 1988 of Financial Accounting Standards
Board’s Statement of Financial Accounting Standards No. 90 entitled “Regulated Enterprises - Accounting
for Abandonments and Disallowances of Plant Costs” to the accounting for the abandonment of Martin
Lake Unit 4 will not have a material effect on the Company's financial statements.



Notes to Financial Statements (concluded)

11. Commitments and Contingencies — (concluded)

Purchase of Unlity Plant and Nuclear Fuel

In February 1988, TU Electric entered into an agreement with TMPA pursuant to which TU Electric
will purchase TMPA's ownership interest in Comanche Peak. Under the terms of the agreement, TU
Electric will make a series of payments to TMPA over approximately a five year period totaling about
$456 million on a present value basis. The purchase price is based on TU Electric's incurred cost per
kilowatt, including AFUDC, for its existing share plus peyment for TMPA's interest in the nuclear fuel
for Comanche Peak, certain transmission facilities associated with Comanche Peak and certain expenses.
In connection with the purchase of TMPA's ownership interest by TU Electric, all outstanding claims
and pending lawsuits between TMPA and TU Electric will be settled and terminated. Finalization of the
agreement is subjuct to the approval of the NRC and the PUC with respect to the transfer of TMPA's
ownership interest. An initial payment of approximately $58.7 million was made by TU Electric in
February 1988; following such regulatory wpprovals, which must be received no later than September 22,
1988, TU Electric will make an additional payment of approximately $51.8 million plus interest to the
date of initial closing. Thereafter, TU Electric will make ten equal semi-annual payments, including in-
terest, each in the amount of approximately $45 million, for the balance of the purchase.

General

In addition to the above, the Company and its subsidiaries are involved in various legal and ad-

ministrative proceedings which, in the opinion of the Company, should not have a material effect upon
its financial position or results of operations.

12. Supplementary Financial Information (Unaudited)

In the opinion of the Co.npany, the following information includes all adjustments (constituting only
normal recurring accruals) necessary to a fair statement of such amounts; quarterly results are not
necessarily indicative of expectations for a full year's operations because of seasonal and other factors, in-
cluding rate changes and variations in maintenance and other operating expense patterns.

Eamings Per

Share of

Consolidated Common
_ Operating Revenues _ Operating Income _Net Income .
Quarter Encled 1987 1986 1987 o 1987 1986 1987 196¢

Thossards of Dilkes e per share amosents)

March 31....... $ 870,525 § 53028 $172,941 $10 081 $130,208 $119,187 S0.90 S8
Jure ¥ 1010,889 42 451 199,646 173,711 159,083 12268 107 Q88
. » 1,269,525 1248119 299 980 27.0% 158,596 4909 L7l 1.7
Decersber 31 931,984 911,147 176,316 169,712 A39M 13503 087 0%

Toal ... u.mgn $39% 45 SRRERY SN 679976 %2655 455 48




Statement of Responsibility

o e

The management of Texas Utilities Company is responsible for the preparation, integrity and objectivity
of the consolidated financial statements of the Company and its subsidiaries and other information in-
cluded in this report. The consolidated financial statements have been prepared in conformity with
generally accepted accounting principles applied on a convistent basis. As appropriate, the statements in-
clude amounts based on informed estimates and judgments of management.

The Company's system of intrnal accounting control is designed to provide reasonable assurance, on a
costeffective basis, that assess are safeguarded, transactions are executed in accordance with management's
authorization and financial records are reliable for preparing consolidated financial statements. Manage-
ment believes that the system of control provides reasonable assurance that errors or irregularities that
could be material v the consolidated financial statements are prevented or would be detected within a
timely period. Key elements in this system include the effective communication of established written
policies and procedures, selection and training of qualified personnel and organizational arrangements that
provide an appropriate division of responsibility. This system of control is augmented by an ongoing in-
ternal audit program designed to evaluate its adequacy and flectiveness.

The Board of Directors of the Company addresses its oversight responsibility for the consolidated finan-
cial statements through its Audit Committee, which is composed of directors who are not employees of
the Company. The Audit Committee meets regularly with the Company's management, internal auditors
and independent certified public accountants to review matters relating to financial reporting, auditing and
internal controls. To ensure auditor independence, both the internal auditors and independent certified
public accountants have full and free access to the Audit Committee.

The independent certified public accounting firm of Deloitte Haskins & Sells is engaged to examine, in
accordance with generally accepted auditing standards, the consolidated financial statements of the Com-
pany and its subsidiaries and to express an opinion thereon.

Accountants’ Opinion

R —— e —

DELOITTE HASKINS & SELLS
CERTIHED PUBLIC ACOOUNTANTS

To the Shareholders of Texas Ultilities Company:

We have examined the consolidated balance sheet of Texas Utilitiess Company and subsidiaries as of
December 31, 1987 and 1986 and the related consolidated statements of income, retained earnings and
source of funds for construction for each of the three years in the period ended December 31, 1987. Our
examinations were made in accordance with generally accepted auditing standards and, accordingly, in-
cluded such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the financial posi-
tion of the companies at December 31, 1987 and 1986 and the results of their operations and the source
of their funds for construction for each of the three years in the period ended December 31, 1987, in
conformity with generally accepred accounting principles applied on a consistent basis.

DELOMTTE HASKINS & SELLS

Dallas, Texas
March 18, 1988
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TEXAS UTILITIES COMPANY SYSTEM

Financial Statistics
1987 19% 1985
TOTAL ASSET - ennd of yoas fthosesands) . . .. .. ... coooviiininiiien s $13,986,260 $12,318,192 $10,867.022
UTILITY PLANT end of year thasands) . .. .. ..................ooo0. $15,172,994 $13,566,133 $12,144,563
end of year .. ... ... boread furns se begavg 2,718,328 2,522 016 2,331,783
G : b inchading ol
wsed UNing COMBTUCTION) . . < . - .« v v vuiiieninntuisriinnen 1,688,831 1,519,619 1,108 861
CAPITALIZATION end of year (thowsands)
Longeermdebt ... ... $5,141,491 $4,283, M1 $3,615,669
Not l:g:; mandatory redemption 99,633 811,418 811418
ject to JOPY DUCIPRPEIOEY « + -« kv b0 sanw iU kb vk v {
ject to B A o £ e e T 232,906 232424 34,696
Common stock equity 5,032,331 4,460,821 4,066,604
L T e A Dl o iy et L S sl e e $11,316,361 $9,788 454 $3,528447
CAPITALIZATION RATIOS end of year
Longterm debt . .. .....oui i e 45.4% 43.7% 42.4%
Predormed SO0k . . . . v v i e ke e e e be e e s Ay 10.1 10.7 99
YR T R SN BT S e T R 445 45.6 41.7
O WL s S TR o T B oy e 100.0% 100.0% 100.0%
EMBEDDED INTEREST COST ON LONG-TERM DEBT end of year . . . 9.9% 10.0% 10.3%
EMBEDDED DIVIDEND COST ON PREFERRED STOCK end of year . . 8.3% 8.1% 8.2%
CONSOUDATED NET INCOME @thoesands) . . .. .. ...........c.o.... $679,976 $626,851 $587,758
DINVIDENDS DECLARED ON COMMON STOCK (chowsnds) ... ... . .. $421418 $377.865 $343,364
COMMON STOCK DATA
Shares ¢ NG —AVETREE . . 149,449,134 140,981,671 135,266,534
Shares outstanding—end of year ... ... ... L 152,408,942 142 805,206 138,043,162
Earnings per average share ... ... . ... $4.55 $#4.45 $.35
declared pershare .................. .. .c0c0iiinn. $2.80 $2.68 $2.52
Book value per share—end of year .. ... ... ....... .. ... .. ... ... $33.02 $31.4 $29.46
Return on average common stock equity . ..., 14.3% 14.7% 154%
ALLOWANCE FOR FUNDS USED DURING (X)NSTRUCTION
AS PERCENT OF CONSOLIDATED NET INCOME . ; 56.9% 48.5% 39.1%
NET FUNDS FROM OPERATIONS AS PERCENT OF
CONSTRUCTION EXPENDITURES (excluding allowance for funds
Rl aring CORMINAHIOND o . .o« o v oo iiainsonsorvanirassasssnisns 18.2% 12.9% 51.0%
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Nt

L A e T e

1983 1982 1981 19%0 199 1978 8n
$9,750,148  SSTROM  SSUA7T  $706658  $6552972 SR 51618 $4563806
SILOSLEM 9967653  $9051442  SIMENY  §7438877  S661618  $SS209 8511107
2143863 1958103 L7S8I%6 156074 LM 121397 1057088 917,637
951,323 206,930 1,560 792,268 807,008 872,916 737,353 734,28
$3322905  $3103452  S2973253  SLT13863  S2S10716  S2,368612  $2038654  $1859,057
ma & 600,109 60,109 600,109 535,804 506, 476,578
3STLIN 32375 2810095 2421864 20050  _18NAT 164298 _14328%0
7658635  ST003M0 6383557  $573583%6  $521834°  MTMIB  MI0185  $3.768465
smcomomgEsesn S=Emesae STETEENETCE e S e === ==
43.4% #.3% 46.6% 473% 48.4% 50.0% 48.9% 49.3%

100 95 94 105 115 113 2.1 127

466 4.2 #0422 .1 87 3.0 80
100.0% 100.0% 100.0% 100.0% 100.0% 100C 100.0% 1000%
10.1% 9.7% 9.5% 9.0% 83% 7.9% 7.5% 2%
8.3% 8.0% 72.1% 7.7% 7.7% 24% 7.3% 7.2%
$526,041 $461,468 MBH6  $INI8 RIS RILISL 0078 $I7S919
$298,578 $262,659 2006 192,06 SIA2T 142262 SL9%M5  $1032%0
126626241 118454666 111356815 102292290 93719257 8631996 M6 73194444
128385660 123685058 114182319 105.236,001 96088645  BTOSS08 80,665,890 a0
$4.15 $0 858 $351 $3.18 8245 $2.54 $2.40
£2.% $2.20 $2.04 $1.88 $1.76 $1.64 $1.92 $1.40
2.0 $26.16 $24.61 $2301 $21.76 $2080 $20.14 $19.10
15.5% 15.3% 16.4% 159% 15.2% 12.2% 13.1% 130%
1% H.4% 31.7% 26.1% 26.2% 28.2% 26.9% 33.3%
584% 53.9% €0.0% 58.3% 52.7% #0.3% #1% %.4%



TEXAS UTILITIES COMPANY SYSTEM

Operating Statistics
1967 1986 1985
ELECTRIC ENERGY GENERATED AND PURCHASED émuh)
Generated-~net SEAtION OUIPUL . .. .. .. tvin eyttt 71,878,925 75467871 76,355,396
Purchased and net interchange .. ..........covvvviiiinniinnn. o 11,019,037 4,712,082 2,057,490
Total generated and purchased . ... ........... ... ... 82,897,962 80,179,953 78,412 886
Company use, losses and unaccounted for . ... ....... ..o 5,125,310 4,925 178 5,042,990
Total electricenergy sales .. ... ... 17,772,552 75,254,775 m
ELECTRIC ENERGY SALES imuh)
T el e B R S S i T e 25,716,080 24,604,109 24,300,788
T R 22,324,328 21,453,435 20,349,334
R e e e A o 21,420,705 21013278 20,921,530
Government and municipal .. ... ... oo 2,499,981 2,385,168 2,324,785
Total general business . . .. ............ 71,961,094 69,455,990 67,896,437
Oxher electric Utllites . .. ... o o 5,811,558 5,798,785 5473459
Total electricenergy sales . ............. o 77,772,652 75,254,775 73,369,896
OPERATING REVENUES (chossands)
e S S T T B S O e $1,603,446 $1,530,258 $1,673,378
I ok o e L e o E T et s 35 e L e Ly Toarg B 1,166,832 1,137,944 1,207,784
T e e 3 W SR B ol et T o et e 800,635 822,831 935,840
Government and municipal ... 140,291 134927 145,25
Total general Business .. .. ......ooiineiniiieiirinesrenann 3,711,204 3,625,960 3,962,267
Oxher electric utilities . . . ... ..o s 221413 222,60 250,857
Total from electricenergy sales . .. ... ............. .. ..., 3,932,617 3,548 604 4,213,124
Orher operating reven:'ss (including over/ under-recovered fuel revenue) . . . 150,306 83441 (42,967)
Total operating revenues. . . .. .. ...l $4,082,923 $3,932,45 $4,170,157
ELECTRIC CUSTOMERS end of vear
Remdential . ... ..ot e e e e 1,838,467 1,820 381 1,764,346
Commercial et oo L e ek Yk e L s ek 218,641 720 214,386
Industrial . e Ll R LT N T 24,006 23912 24,148
(m-ernmemandmunxqul b8 At R0 woe 1 sy o aats t x AR s 13,690 13,180 12,080
Toral general busmes o L S LTI ol VUL 2,004,804 2,074,705 2,014,960
Other electric utliies ......................................... 62 6l 63
Toral electric customers . . . . Sy SR A Rk LR R 2,094,866 2,074,766 2,015,023
RESIDENTIAL STATISTICS (excludes master-metered customers,
mwh sales and revenues)
Average kwh percustomer ... ........ .o 13,147 12,749 13,062
Average revenue per kwh ... ..., o v 6.33¢ 6.31¢ 6.99¢

Industrial classification includes service to Nma-—\andm\

Electric energy sales tmuh) : Cvaena s s s 3,409,332 3,092,696 1,801 454
Operating revenues (thawands) ... .. ..... .. LT e 862,630 635,664 $68,946




R i
1984 1983 1982 1981 190 199 1978 wn
72,582,637 67,706,594 64,224,726 62,447 413 62,865,641 58,051,429 57,196,077 53,15¢,235

382,651 343,551 371,190 91,091 56,388 75,695 79,688 72,845
72,965,288 68,050,175 64,595,916 62,538,504 62,922,029 58,127,124 57,275,765 53,229,080
3,839,517 5,340,248 4,215,774 4,166,327 1AL 762 4,001,684 4,041,456 3,549,768
69,.25,771 62,709,927 60,380,142 58,372,177 58,499,267 54,125,440 53,234,279 49,679,312
pofu Lebtints bR Pt AR bl - - ] b — == =TT
22,6929 20,162,506 19,945,087 18,676,240 19.844,409 17,394,402 17,943,224 16,642,382
19,027,267 17,366,563 16,475,253 15,385,162 14,683,104 13,264,436 13,117,202 12,347,755
20,343,558 10,690,077 17,576,412 17,992,261 17,581,265 17,275,859 16,469,636 15,678,254
1,920,420 1,790,476 1,730,273 1,692,106 1,796,988 1,669,726 1,728,056 1,565,518
63983535 58009622 55,677,005  55,M43,769 5305766 49604423 492581 46233909
5,142,0% 4,700,305 4,703,117 4,608,408 4,593,501 4,521,017 3,976,101 3,447,403
69,125,771 62,709,927 60,380,142 58,372,177 58,499,267 M 53,234209 49,679,312
$1,546,08! $1,306,912 $1,237,632 $1.044,761 $ 877,555 $ 672,390 $ 640, 11 $ 552,331
1,127,766 998,362 911,487 778,008 590,921 488,170 439,146 375,822
893,531 808,016 745,243 659,678 482919 419,224 373,456 310811
117,93 104,730 95,673 83,077 68,396 54,565 49,623 40,331
3,685,171 3,218,020 2,990,035 2,565,524 2,019,191 1,634,299 1,502,836 1,279,295
233,296 202,387 190,727 161,998 123,188 105,306 o 69,975
3,918,467 3,420,407 3,180,762 2,121,522 2,142979 1,739,605 1,590,428 1,349270
13,7 67,509 57,263 10,855 31,574 16,634 13,928 18,508
$393223  $A8I916  $B2805 R8T L1455 §1756289  $16043%  SLI6LIE
1,669,735 1,556,760 1,477,097 1,421,273 1,356,651 1,287,701 1,221,468 1,159,885
208477 198,548 187,065 177,269 171,495 164,291 160,170 153,658
24 058 22,761 21478 20,692 19,590 18,654 17,953 17,216
11,455 10,210 10,143 10,263 10,488 11257 11,260 11,274
1,913,725 1,788,279 1,695,788 1,629497 1,558,224 1,481,903 1,410,851 1,342,033
6 68 7 78 0 6 &
1,913,791 1,788,347 1,695,863 1,629,575 1,558,304 1,481,983 1,410,913 1,342,003
12,887 12,073 12,320 11,862 13,125 11,897 12,747 12,213
6.93¢ 6.60¢ 6.34¢ 5.72% 454¢ 3.98¢ 3.70¢ 3.45¢
1,989,272 2,660 2,316,308 2,848,997 2,918,74 3,076,399 2,891,259 2,786,027
370,825 $63,121 $68,035 $64,016 $48,813 $48,400 $41,572 $36,878
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ITEM 5. OTHER EVENTS

Peference s made to the Texas Utilities Company's (Company) 1987, Form
10-¥ in Item 1. Business under Peak Load and Capability and under
Comanche Peak Nuclear Generating Station, in Item 2. Properties under
Construction Program, in Item 3. Legal Proceedings under Comanche Peal
Nuclear Generating Station and 1in Item 8., under Note 10 to Financial
Statements., Reference is also made to the Company's Form 10-Q for the
quarter ended March 31, 1988 in Item 1. under Note 10 tn Financial
Statements and in Item 5, to the Company's Form 8-K dated February 12,
1962 in Item &, and to the Company's Form 8-K dated July 1, 1988 in
[tem 5.

Texas Utilities Electric Company (TU Electric), which is the principal
subsidiary of the Company, is constructing two nuclear-fueled generating
units &t the Comanche Peak Nuclear Generating Station (Comanche Peak),
TU Electric owns an 87 5/6% interest in such facility. Other owners of
Comanche Peak are the Texas Municipal Power Agency (TMPA), Brazos
Electric Power Cooperative, Inc, (REPC), and Tex-La Electric Cooperative
of Texas, Inc,, which own 6.2%, 3.8% and 2 1/6% interests, respectively,
In February 1988, TU Electric entered into an agreement with TMPA
pursuant to which TU Electric will purchase TMPA's ownership interest in
Comanche Peak, subject to obtaining certain regulatory approvals for
which applications have been made and are currently pending.

On July 5, 1988, TU Electric entered into an agreement with BEPC
(Agreement) pursuant to which TU Electric will purchase BEPC's ownership
interest in Comanche Peak, Under the terms of the Agreement, TU
E'ectric will make initial payments and issue a promissory note to BEPC
payable over approximately 33 years, said payments and the principal
amount of said note totaling about $213 million plus interest from
March 1, 1988, The purchase price is based on TU Electric's idncurred
cost per kilowatt, including allowance for funds used during
construction and net of past due BEPC payments paid by TU Electric, for
its existing share plus payment for BEPC's interest in the nuclear fuel
for Comanche Peak, certain transmission facili.: - associated with
Comanche Peak and certain expenses. In connection with the purchase of
REPC's ownership interest by TU Electric, all outstanding claims and
pending lawsuits between BEPC and TU Electric will be settled and
terminated. Finalization of the Agreement is subject to obtaining the
approval of the Nuclear Regulatorv Commission and the Public Utility
Conmission of Texas, with respect to the transfer of BEPC's ownership
interest, for which TU Electric plans to promptly file applications, and
is also subject to obtaining the approval of the Rural Electrification
Administration and the National Rura' Ut:lities Cooperative Finance
Corporation, for which BEPC is making application, Finalization is also
subject to BEPC obtaininy an acceptable tax ruling from the Internal
Pevenue Service, TU Electric cannot predict when action with respect to
these mctters will be taken,

SIGNATURE

Pursuart to the reauirements of the Securities Exchange Act of 1934, the

Reaistrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date:

TEXAS UTILITIES COMPANY

By: /s/ ¥. H, Goodenough
W. H. Goodenough
Treasurer

\1U]y 5| 1688
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WASHINGTON, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
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Term
AFUDC
Agreement

ASLB

Basic

BEPC

Chaco
Comanche Peak
Company
CPRT

CWIP

DTPA

EPA

ERCOT
FERC

Fuel Company
Lone Star
Mining Company
NPDES

NRC

NWPA

OIA Report
OPUC

PCBs

Plan

PUC

QA/QC
RCRA

SSER

System Companies
TACB

Texas Ultilities
Tex-La
Thercol

TML

TMPA

TNMP

TRA

TRT

TU Services
TWC

DEFINITIONS
When used herein the following terms will have the meanings indicated.

Allowance for funds used during construction

Joint Ownership Agreement among the owners of
Comanche Peak Nuclear Generating Station

Atomic Safety and Licensing Board
Basic Resourzes Inc.
Brazos Electric Power Cooperative, Inc.

Chaco Energy Company

Comanche Peak Nuclear Generating Station

Texas Utilities Electric Company (the Registrant)
Comanche Peak Response Team

Construction work in progress

Texas Deceptive Trade Practices Act

Environmental Protection Agency

Electric Reliability Council of Texas

Federal Energy Regulatory Commission

Texas Utilities Fuel Company

Lone Star Gas Company

Texas Utilities Mining Company

National Pollutant Discharge Elimination System

Nuclear Regulatory Commission

Nuclear Waste Policy Act of 1982

Report by the Office of Inspector and Auditor of the NRC
Office of Public Utility Counsel of Texas

Polychlorinated biphenyls

Program Plan addressing Comanche Peak design
and construction concerns

ublic Utility Commission of Texas
(suality assurance/quality control
Resource Conservation and Recovery Act of 1976
Supplemental Safety Evaluation Report of the NRC
Texas Utilities Company and Its Subsidiaries
Texas Air Control Board
Texas Utilities Company
Tex-La Electric Cooperative of Texas, Inc.
Thercol Energy Co.
Texas Municipal League
Texas Municipal Power Agency
Texas-New Mexico Power Company
Tax Reform Act of 1986
Technical Review Team of the NRC
Texas Utilities Services Inc.
Texas Water Commission
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PART 1
Item 1. BUSINESS.
THE COMPANY

Texas Utilities Electric Company (Company) was incorporated under the laws of the State of
Texas in 1982 and has perpetual existence under the provisions of the Texas Business Corporation
Act. The Company is an electric utility engaged in the generation, purchase, transmission, distribu-
tion and sale of electric energy wholly within the State of Texas. The Company possesses all of the
necessary franchises and certificates required to enable it to conduct its business (see Regulation
and Rates).

The Company is the principal subsidiary of Texas Utilities Company (Texas Utilities). Texas
Utilities also has three other subsidiaries which perform specialized services for the Texas Utilities
Company System (System Companies), inciuding the Company: Texas Utilities Fuel Company {Fuel
Company) owns a natural gas pipeline system, acquires, stores, and delivers fuel gas and provides
other fuel services for the generation of electric energy by the Company; Texas Utilities Mining
Company (Mining Company) owns and operates fuel production facilities for the surface mining and
recovery of lignite for use at the Company’s generating stations; and Texas Utilities Services Inc.
(TU Services) furnishes financial, accounting, computer and other administrative services at cost.
Effective January 1, 1984, the Company became the successor by merger to Dallas Power & Light
Company, Texas Electric Service Company and Texas Power & Light Company which had been
subsidiaries of Texas Utilities.

The Company is engaged in the generation, purchase, tran:aission, distribution and sale of
electric energy in the north central, eastern and western parts of the State of Texas, with a population
estimated at 5,160,000 - about one-third of the population of Texas. Electric service is provided in
87 counties and 361 incorporated municipalities, including Dallas, Fort Worth, Midland, Odessa,
Wichita Falls, Arlington, Irving, Plano, Waco, Tyler and Killeen. The area is a banking, insurance
and commercial center with substantial electronics, aerospace, petrochemical and specialized steel
manufacturing, and automotive and aircraft assembly. The territory served also includes a major
portion of the Permian Basin oil and gas area and part of the oil and gas fields of East Texas, as well
as substantial farming and ranching sections in West Texas, the agricultural blacklands of Central
Texas, the farming and ranching sections north and east of Dallas and the Dallas-Fort Worth Inter-
national Airport.

At December 31, 1987, the Company had a total of 12,675 full-time employees.
For energy sales and operating revenues contributed by each class of service, see Item 6, Selected

Financial Data — Operating Statistics.

PEAK LOAD AND CAPABILITY

Net capability, peak load and reserve at the time of peak were as follows during the years
indicated:

u Peak Load(a)
Net Increase
Capability Over Prior Reserve(')
Year (megnwatts) Megawatts  Year (megawa is)
L i S O POUI. R Sl SO OO 19,465 16,680 0.9% 2,893
LB e e 18,854 16.537 4.0 2,417
gy = P 18,614 15,898 4.1 2,845

(a) Includes interruptible loa 1 of 113 megawatts in 1987, 130 megawatts in 1986 and 129 megawatts
in 1985,
(b) Excess of net capability over peak load, excluding interruptible, at the time of peak.

The peak load increases for 1987 and 1986 resulted primarily from customer growth and
weather factors in the service area. The peak load in 1987 occurred on August 6. Summer cooling
degree days in the service area during 1987 were 4% below normal while heating degree days during
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Item 1. BUSINESS (Continued).

the winter were approximately 3% below normal. Included in the 1987 net capability was 1,661
megawatts of firm purchased capacity, including 1,531 megawatts of cogeneration. The Company
expects to purchase additional capacity during 1988 and 1989 from various sources. (See Fuel Sup-
ply and Purchased Power and Item 6, Selected Financial Data — Operating Statistics.)

Peak load increases through the mid-1990's are expected to average approximately 2.5% annu-
ally, after giving effect to an aggressive load management program (including interruptible contracts).
The Company’s resource plan provides for meeting the increases in required capability (taking into
consideration, among other factors, expiring purchased power contracts and possible retirements of
older gas-fired generating units) through the acquisition of purchased power capacity (including
cogeneration and small power production), through the completion of various nuclear, lignite and
gas/oil fueled capacity additions and through the Company's conservation and load management
programs. The resource plan is subject to annual review as part of the Company’s regular planning
process. The components of the resource plan (see Item 2, Properties — Construction Program) are

as follows:
Resource Plan1988-1997

Capability

Resource Additions (megawatts) Percent
T Py RSl STl I LB TR 2,250 26%
o1 e S B e N T o e NPT 2,162 235
Combustion turbines ...........ccc0eiviviininnnnns 1,495 17
T U e R P (R G B e 1,422 16
Cogeneration, other purchases and unspecified ..... 1,444 _16

IR o et nate Bt e R g ey g g SR 8,773 _I_O_Q%

* Assumes acquisition of additional 6.2% interest in the Comanche Peak nuclear generating station
from the Texas Municipal Power Agency (see Item 2, Properties — Construction Program and
Note 11 to Financial Statements),

FUEL SUPPLY AND PURCHASED POWER

Net input for 1987 was 82,898 million kilowatt-hours of which 71,879 million were generated by
the Company. During this periou, 786,928,885 million Btu of fuel (including 37.676,335 million Btu
furnished by Alcoa at no cost) were consumed for electric generation.

A comparison of the resource mix for net input and the unit cost per million Btu of fuel to the
Company during the last three years is as follows:
Mix for Net Unit Cost
Input ____ Per Million Btu
1987 1986 1988 1987 1986 1985

Fuel for electric generation:

e L S o LR ST e Y 42.1% 44.2% 49.7% $2.56 $2.77 $3.41
i O R L R 0.3 0.1 0.7 482 6.14 426
A L ok s s b A I 443 498 470 1.07 098 096
Total/Average fuel costs
for electric generation ............ 86.7 941 974 $182 $1.84 8225
PRCRASEE DOWEE: ¢y vvesss 149 b iras i ey 13.3 5.9 2.6
o SR VD T R S . 100.0% 100.0% 100.0%

— me——— ——

Average fuel and purchased power cost (excluding capacity charges) per kWh of net input was
2.05¢ for 1987, 2.02¢ for 1986 and 2.49¢ for 1985.

*Lignite cost per ton to the Company was $13.72 for 1987, $12.74 for 1986 and $12.58 for 1985,
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Item 1. BUSINESS (Continued).

Cas

Fuel gas for units at nin-Yeen of the principal generating stations of the Company, having an
<ggregate gas/oil capability of 11,959 megawatts, was provided during 1987 by Fuel Company. Fuel
Company supplied approximately >c% of <uch fuel gas requirements under contracts with producers
at the wellhead and other contracts with dedicated reserves, 13% under contracts with Lone Star Gas
Company (Lone Star) and 29% under contracts with other commercial suppliers,

Fuel Company has acqui-ed under contracts expiring at intervals through 2007, with producers
at the wellhead, supplies of gas which are generally expected to be produced over a ten to fifteen year
period. As gas production d:clines and/or contracts expire, new contracts are expected to be negoti-
ated to replenish or augment such supplies. [7uring 1987, no curtailments were experienced under
these contracts.

In addition to negotiating gas nurchase and tracsportation contracts with Lone Star expiring in
2007, Fuel Company has negotiaied gas purchase contracts, ranging in terms from two to ten years,
with a number of other commercial suppliers. Additionally, Fuel Company has entered into a num-
ber of short-term gas purchase contracts with other commerciai suppliers at spot market prices;
however, these contracts typically do not provide for a firm supply obligation from the seller nor a
firm purchase obligation from Fuel Company. During periods of winter peak gas demand, curtail-
ments of gas deliveries have been experienced: however, such curtailments have been of relatively
short duration and have had minimal impact on operations.

Fuel Company owns and operates an intrastate natural gas pipeline system which extends from
the gas-producing area of the Permian Basin in West Texas to the East Texas gas fields and south-
ward to the Gulf Coast area. This system includes a one-half inteiest in a 36-inch pipeline which
extends 395 miles from the Permian Basin area of West Texas to a pon.t of termination south of the
Fort Worth-Dallas area and has a total estimated capacity of 800 million cubic feet per day with
existing comprescion facilities. Additionally, Fuel Company owns a 39% undivided interest in
another 36-inch pipeline, connecting to this pipeline and extending 58 miles eastward to one of Fuel
Company's underground gas storage facilities. Fuel Company also owns and operates over 1,750
miles of various smaller capacity lines which are used to gather and transport natural gas from other
gas-producing areas. The pipeline facilities of Fuel Company form an intcgrated network through
which fuel gas is gathered and transported to certain generating stations of the Company for use in
the generation of electric energy.

Fuel Company also own ' and operates underground gas storage facilities with a usable capacity
of 27.9 billion cubic feet witt approximately 20.5 billion cubic feet of gas in inventory at Decem-
ber 31, 1987. Gas stored in these facilities is currently capable of being withdrawn at a rate of
approximately 785 million cub ¢ feet per day for use during periods of peak demand. to meet sea-
sonal and other fluctuations or curtailment of deliveries by gas suppliers.

oil

During 1987, the Company’s utilization of fuel oil as an alternate source of boiler fuel amounted
to 389,447 barrels or 0.3% of total fuel reczirements. Fuel oil is stored at 2'! nineteen of the princi-
pally gas-fueled generating stations. At December 31, 1987, the Company had fuel oil storage capac-
ity sufficient to accommodate the storage of approximately 6.2 million barrels of oil, with
approximately 2.7 million barrels of oil in inventory. It is anticipated that oil required to replenish
that removed from storage and consumed fcr the generation of electric energy will be obtained
primarily through purchases in the open mark.t. Fuel Company has access to an oil pipeline and
owns terminal facilities to provide for more depeadable and effiviant movemen. of oil.

Lignite
Two units in service at the Big Brown generating station, three "inits at the Monticello generating
station, three units at the Martin Lake generating station, and one unit at the Sandow generating
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Item 1. BUSINESS (Continued).

station {see Item 2, Properties), having an aggregate net capability of 5,845 megawatts, use lignite as
fuel; three other lignite-fueled units, with an aggregate net capability of 2,250 megawatts, are now in
design or under construction (sec Item 2, Properties — Construction Program). These lignite units,
which are or will be base loaded to operate at the maximum practical capacity factor, have been or
are being constructed adjacent to lignite reserves which will be surface mined. At the present time,
the Company owns in fee or has under lease an estimated 800 million proven recoverable tons of
such reserves. Mining Company owns and operates equipment to remove the overburden and to
recover lignite. One of the Company’s lignite units, Sandow 4, is fueled from lignite deposits owned
by Alcoa, which furnishes fuel at no cost to the Company for that portion of energy generated from
such unit and dedicated to Alcoa (see Item 6, Selected Financial Data - Operating Statistics). For
information concerning applicable air quality standards, see Environmental Matters.

Lignite production operations at the Big Brown, Monticello and Martin Lake generating stations
are accompanied by an extensive reclamation program which returns the land to productive uses and
includes a vegetation restoration program. Similar programs are planned for future lignite-fueled
generating stations mentioned above. For information concerning federal and state laws with respect
to surface mining, see Environmental Matters.

Nuclear

Two nuclear-fueled units are under construction at the Comanche Peak nuclear generating sta-
tion (Comanche Peak) (sce Comanche Peak Nuclear Generating Station, Item 2, Properties — Con-
struction Program and Item 3, Legal Proceedings). The nuclear fuel required for the first operating
cycle of Unit 1 is now onsite at the station. Commitments have been obtained for anticipated ura-
nium ore concentrate requirements and fabrication services for both units for the first § years of
operation. Uranium hexafluoride conversion services have been contracted for through 1988, with
an extension thereafter being negotiated; and uranium enrichment contracts, having a duration of
approximately 30 years, have been made with the Department of Energy. Additiona! contracts for
uranium ore concentrates and nuclear fuel cycle services will be required in the future; however, it
is not possible to predict the ultimate avaiiability or cost thereof.

The Nuclear Waste Policy Act of 1982 (NWPA) provides for the development by the federal
government of interim storage and permanent disposal facilities for spent nuclear fuel and/or high
level radioactive waste materials. The Company is unable to predict when the federal government
will be able to provide such storage and disposai faci'ities. Under provisions of the NWPA, funding
for the program will be provided by a one-mill per ki'owatt-hour fee levied on electricity generated
and sold by nuclear reactors, including the Comanche Peak units. There will be onsite storage capac-
ity for spent fuel sufficient to accommodate the operation of Comanche Peak for approximately 20
years and this storage capacity can be increased, subject to approval by the Nuclear Regulatory
Commissicn (NRC),

Purchased Power

In 1987, the Company purchased 11,019 million kilowatt-hours or 13% of its energy require-
ments and had available 1,661 megawatts of firm purchased capacity at the time of peak load. Firm
purchased capacity presently under contract is 1,717 megawatts fo. 1988; 1,723 megawatts for 1989;
1,335 megawatts for 1990 through 1995 and 1,265 megawatts for 1996 and 1997, This firm pur-
chased capacity is primarily cogeneration and does not include the capacity to be purchased from
Tex-La Electric Cooperative of Texas, Inc. (Tex-La) of its entitlement from Comanche Peak (see
Note 11 to Financial Statements). The Company expects to acquire additional purchased power
capacity in the future to accommodate a portion of the System load growth and plans to investigate
potential available sources.



Item 1. BUSINESS (Continued).
General

The Company is not able to predict: (i) whether or not problems may be encountered in the
future in obtaining the fuel and purchased power it will require, (ii) the effect upon its operations of
any difficuliy it may experience in protecting its rights to fuel and purchased power now under
contract, or (iii) the cost of fuel and purchased power All reasonable costs of fuel and purchased
power are generally recoverable subject to the rules of the Public Utility Commission of Texas
(PUC). (See Regulation and Rates for information pertaining to the method of recovery of
fuel costs.)

REGULATION AND RATES
Regulation

Texas Utilities and its subsidiaries, including the Company, are exempt from the provisions of
the Public Utility Holding Company Act of 1935, except as to Section 9(a)2) which relates to the
acquisition of securities of public utility companies.

The Company does not transmit electric energy in interstate commerce or sell electric energy at
wholesale in interstate commerce, or own or operate facilities therefor, and its facilities are not
connected directly or indirectly to other systems which are involved in such interstate activities,
except during the continuance of emergencies permitting temporary or permanent connections or
under an order of the Federal Energy Regulatory Commission (FERC) exempting the Company from
jurisdiction under the Federal Power Act. In view thereof, the Company believes that it is not a
public utility as defined in the Federal Power Act and has been advised by its counsel that it is not
subject to general regulation under such Act.

The PUC has original jurisdiction over electric rates and service in unincorporated areas and
exclusive appellate jurisdiction to review the rate and service orders and ordinances of municipali-
ties. Each municipality within the Company's service area has original jurisdiction over the rcgula-
tion of electric rates and service within its corporate limits until such time as any such municipality
may elect to have the PUC exercise original jurisdiction. Approximately 9% of the Company's
revenues for 1987 were derived from electric energy sales to customers in unincorporated areas and
municipalities that have ceded original jurisdiction to the PUC. The Texas Public Utility Regulatory
Act prohibits the collection of an: rates or charges (including charges for fuel) by a public utility that
do not have the prior approval of the PUC (see Rates). The provisions for inclusion of construction
work in progress in rate base provide that such inclusion is an exceptional form of rate relief to be
granted only when necessary to the financial integrity of the utility and that it shall not be included
for major projects to the extent they have been inefficiently or imprudently planned or managed.

The System Companies are also subject to various other federal, state and local regulations. (See
Comanche Peak Nuclear Generating Station, Environmental Matters and Item 3, Legal Proceedings.)

Rates

Rates for electric service remained unchanged during 1987, except for reductions in fixed fuel
factors discussed below, At appropriate times in the future, the Company intends to file rate appli-
cations with the PUC and its municipal regulatory authorities to recover the costs and a return on
its investment in its electric plant, including the Comanche Peak nuclear units. It anticipates that
such rate applications will be subject to challenge with regard to the prudence of costs incurred. The
Company has indicated that it does not currently plan to iinplement increased electric service rates
which reflect any additional Comanche Peak costs until Unit | is ready for commercial operation.
The Company continues to believe, based upon revised cost estimates and using acceptable ratemak-
ing approaches and assumptions, that the rate increase, when Unit | goes into service, can be held
to about 10% (see Item 2, Properties — Construction Program).
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Item 1. BUSINESS (Continued),

In March 1984, the Company made applications to the PUC and to its municipal regulatory
authorities for upward adjustments in rates for electric service throughout its service area. The pro-
posed rate adjustments, affecting all classes of service, were estimated to increase operating revenues
by $304.2 million, or 8.0%, based upon the test year ended September 30, 1983. On October 12,
1984, the PUC issued its final order which decreased rates by approximaiely $7.0 million, or 0.2%.
The customer classes of Dallas Power, Texas Electric and Texas Power were consolidated and adjust-
ments were made, affecting all classes of service, that recognized said revenue reduction. (See Item
3, Legal Proceedings.) On October 31, 1984, in response to appeals from the ordinances of various
municipal regulatory authorities, the PUC issued its final order fixing the Company's rates within
the corporate limits of those municipalities at the same level approved by the PUC in its October 12
order (see Item 3, Legal Proceedings). The present rates were placed into effect in November 1984,
Prior general rate levels had been established separately for Dallas Power, Texas Electric and Texas
Power, Dallas Power had placed rates into effect in February 1984, which recognized a revenue
deficiency for the test year ended March 31, 1983 of app:oximately $47.3 million, or 6.5%. Texas
Electric had placed rates into effect in December 1983, whict. recognized a revenue deficiency for the
test year ended March 31, 1983 of approximately $73.9 million, or 6.1%. Texas Power had placed
rates into effect in July 1982, which recognized a revenue deficiency for the test year ended Septem-
ber 30, 1981 of approximately $72.0 million, or 5.8%.

In July 1986, the PUC adopted a revised rule relating to the method of recovery of fuel costs.
This rule provides for recovery of fuel costs through fixed fuel factors as approved by the PUC. (See
Item 3, Legal Proccedings.) The rule requires refunds of material cver-recoveries of fuel cost rev-
enues and reduct 'ons in the fixed fuel factors in the event that the utility is materially over-recovered
and projects that it will materially over-recover its known or reasonably predictable fuel costs. Mate-
rial as defined it the rule is the amount of over-recovery, including interest, which exceeds the lesser
of $40 million or 4% of the approved annual known or reasonably predictable fuel cosis most
recently approved by the PUC. Final reconciliation of fuel costs is to be made at the time of the
utility’s general rate case or at a reconciliation proceeding. The rule also provides for an emergency
request to increase the fixed fuel factors, which must be acted upon within thirty days on an interim
basis by the PUC, if reasonably unforeseeable circumstances have resulted in a material under-recov-
ery of known or reasonably predictable fuel costs. Reconciliation may be requested only if it has
either been over one year since the utility’s last final reconciliation or the utility has materially
under-recovered its known or reasonably predictable fuel costs. In <uch reconciliation, the utility has
the burdeu of proving that it has generated electricity efficiently, maintained effective cost controls,
its non-affiliated fuel and fuel-related contracts have produced the lowest reasonable cost of fuel to
ratepayers, and, for fuels acquired from affiliates, all fuel-related expenses are reasonable and neces-
sary and that the prices charged are no higher than prices charged by the supplying affiliate to other
of its affiliates or divisions or to unaffiliated persons or corporations for the same item or class of
items. Under-recovery reconciliation will be granted only for that portion of fuel costs increased by
conditions or events beyond the utility's control. Interest will be paid or received by the utility on
any over or under-recovery of fuel costs at the utility’s composite cost of capital as established by the
PUC in the utility’s most recent general rate case. The rule imposes penalties of up to 10% in the
event that interim refunds, when required, are not timely requested and in the event that an emer-
gency increase is granted when there was no emergency.

In February 1986, the Company received approval from the PUC to reduce its composite
interim fixed fuel factor by approximately 12.4% and such reduction was implemented in March
1986. In April 1986, the Company was authorized to refund approximately $140.4 million,
representing the cumulative amount of over-recovered fuel revenues, including applicable interest,
as of January 1986. The refund was implemented with the May 1986 billings. (See Item 3, Legal
Proceedings.)

In August 1986, the Company filed an application with the PUC for authority to refund approx-
imately $64.8 million, representing the cumulative amount of over-recovered fuel revenues,
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Item 1. BUSINESS (Continued).

including apulicable interest, as of June 30, 1986. The refund was implemented with the October
1986 billings. (See Item 3, Legal Proceedings.)

In November 1986, the Company filed an application seeking authority to reduce its composite
interim fixed fuel factor by approximately 10.3% and to refund approximately $58.4 million, repre-
senting the cumulative amount of over-recovered fuel revenues, including applicable inteiest, as of
Sept~mber 30, 1986. The refund was implemented with the December 1986 billings and the reduced
interim fixed fuel factors were implemented with the February 1987 billings.

In December 1986, the Company filed an application with the PUC for authority to refund
approximately $55.6 million, re=resenting the cumulative amount of over-recovered fuel revenues,
including applicable interest, as of November 30, 1986. The refund was implemenied with the
February 1987 billings.

In March 1987, the Company filed an application with the PUC for authority to refund approx-
imately $69.7 million, representing the cumulative amount of over-recovered fuel revenues,
including applicable interest, as of February 1987. The refund was implemented with the
May 1987 billings.

COMANCHE PEAK NUCLEAR GENERATING STATION
Operating License Application

The Company is subject to the jurisdiction of the NRC with respect to nuclear power plants.
NRC regulations govern the granting of licen<es for the construction and operation of nuclear power
plants and subject such power plants to continuing review and regulation. Pursuant to such regula-
tions, a review is being conducted by the NRC of the Company's application for licenses to operate
the Comanche Peak units. As a part of that review, a proceeding was initiated before an Atomic
Safety and Licensing Board (ASLB) and proceedings on various issues have been ongoing since
December 1981. After completion of such proceeding, the ASLB will make recommendations to the
NRC regarding the issuance of operating licenses for the Comanche Peak units. An intervenor is
actively involved in this ASLB proceeding.

The one remaining Contention before the ASLB in the operating license proceeding relates to
the Company’s quality assurance/quality control (QA/QC) program for the plant. In December 1983,
the ASLB issued a memorandum questioning the QA program for design of certain portions of the
plant and requested that the Company offer additional proof of adequate design and design review
procedures. The ASLB is also reviewing several other related issues and has indicated its intent to
review the recalts of the NRC's Technical Review Team (TRT) investigation discussed below. In
July 1984, a separate ASLB, including two of the three members of the original ASLB, was convened
to receive testimony on allegations that QC inspectors at the plant had been subjected to an atmo-
sphere of harassment and intimidation which is alleged to have affected the implementation of the
Company's QA program, In January 1986, this separate ASLB was disestablished with all issues
thereafter to be resolved by the original ASLB.

As a separate part of the NRC’s review of the Company’s operating lice. se application, in March
1984, the NRC established a task force to consolidate and carry out the various reviews necessary for
the NRC Staff to reach its decision regard .g the operating licenses. This effort involved the eztab-
lishment of the TRT, which began an intensive onsite investigation in July 1984 and subsequently
has issued reports requesting additional information from the Company with respect to several func-
tional areas of the plant’s construction program. The Company then formed a special team, the
Comanche Peak Response Team (CPRT), which includes a number of independent experts in each
area addressed by the TRT, and submitted a Program Plan (Plan) to respond to the questions raised.
Such Plan, which is described further below, is presently being implemented and has been expanded
to address the design and other ASLB issues described herein.

-




Item 1. BUSINESS (Continued).

In January 1985, the TRT issued a report on its review of the QA/QC programs at Comanche
Peak. The report stated that although the QA program documentation met NRC requirements, the
implementation of the QA program demonstrated that the Company had lacked the commitment to
aggressively implement an eftective QA/QC program in several areas. The TRT indicated that it had
found evidence of faulty construction and ineffective QA and QC inspections. Questions were also
raised concerning the training and qualification of QC personnel and in the reporting of deficiencies.
The TRT further found that prior to July 1984 problems had existed in the control of documenta-
tion. In addition, deficiencies in several other areas were described. The Company was requested to
submit to the NRC a program and schedule for completing a detailed and thorough assessment of
these QA/QC issues presented by the TRT. The Company also was asked to consider the use of
management personnel with a fresh perspective to evaluate the TRT findings and implement
corrective action, and to consider the use of an independent consultant to oversee the corrective
action program.

In June 1985, the Company filed with the NRC and the ASLB a revision to the Plan which is
being utilized by the CPRT to address all outstanding design and construction concerns. This Plan,
which was substantially revised and reissued in January 1986, and further revised in July 1987,
provides for a complete design review of virtually all safety related systems in the plant, and for the
development of a corrective action program as required. In August 1985, the ASLB issued a Memo-
randum which described areas of the Plan that concerned the ASLB. The Memorandum indicated,
however, that if the Plan were revised to address the ASLB's concerns and if it were appropriately
implemented, the Plan may demonstrate the quality of the plant. In May 1986, the Staff of the NRC
issued a Supplemental Safety Evaluation Report (SSER) containing an evaluation of the Plan as it
existed at that time. The SSER concluded that the Plan provided an overall structure and process for
addressing and resolving all existing construction and design issues and any future issues that may
be identified from further evaluations, In June 19856, the ASLB issued a Memorandum which
addressed “Board Concerns™ about the adequacy of the CPRT program. The Memorandum stated
that, based upon the ASLB’s current knowledge of the program, afier having “eviewed the first results
reports and the SSER on the Plan, the ASLB continued to have the concerns expressed in the earlier
memorandum described above, The ASLB also raised additional concerns about how findings in one
area of the reinspection effort may affect the Company’s program in other areas, whether sufficient
attention is being paid to problems of quality assurance and quality control regarding design, the
adequacy of the CPRT sampling program, and perceived oversights in one of the results reports that
1ad been issued. The Company is addressing these concerns. In November 1987, the ASLB estab-
lished a schedule for resolution of all issues remaining in the operating license proceeding. In January
1988, the Staff of the NRC, after further review and analysis, approved the Plan and corrective
action program as the basis to resolve outstanding issues. At the end of February 1988, the CPRT
completed the publication of its final reports. In March 1988, the Staff issued an SSER approving the
design of piping and pipe supports at Comanche Peak, which had been a major issue in the operating
license proceeding, and concluded that the Plan provides an effective means to ensure proper imple-
mentation of corrective action in this regard. Delivery of this report sets into motion a prehearing
schedule adopted by the ASLB which should result in the resumption of hearings on issuance of the
operating licenses in the late summer of 1988. Meanwhile, im»lementation of the corrective action
program continues.

In December 1987, the Company entered into an agreement to settle potential claims against
Gibb. & Hill, Inc. (Gibbs & Hill), the original architect-engineer for Comanche Peak relaving to
engineering and design services performed by Gibks & Hill for Comanche Peak. Under the terms of
this settlement, the owners of Comanche Peak will receive a total of $25 million in cash.
deferred payments and future engineering services which will be provided to the Company on non-
nuclear projects.




Item 1. BUSINESS (Continued).

The Company has made a rumber of key management changes in the nuclear program for
Comanche Peak, including the addition of several new officers who bring substantial nuclear experi-
ence to the Company. This new management team is responsible for oversight and implementation
of the reinspection and corrective action program.,

The NRC has created an Office of Special Projects to manage all aspects of the NRC's licensing
and inspection efforts for Comanche Peak and certain other nuclear power plants.

Construction Permit Extensions

in January 1986, the Company filed an application vath the NRC for an extension of the con-
struction permit for Unit 1 to reflect a new “latest date for completion™ of August 1, 1988; previously
such date had been August I, 1985, In the application, the Company stated that the reason the
request for extension of the construction permit was not filed at an earlier time was administrative
oversight. In February 1986, the NRC issued an order extending the “latest date for completion”™ of
Uit 1 to August 1, 1988. Subsequently, the intervenor involved in the ASLB operating license
proceeding filed with the NRC a re~ 1est to stay the effectiveness of the construction permit exten-
sion and to require the Company to tile a new application for a construction permit for Unit | or to
order that hearings be held prior to any decision on whether to grant the construction permit exten-
sion. The request for a stay was denied by the NRC and the question of whether to hold such
hearings was remanded to an ASLB, the members of which are the same as the ASLB for the oper-
ating license. In November 1986, the ASLB issued a Memorandum and Order in which it accepted
for litigation a new Contention, raised by two intervenors, which alleges that the delay in completing
Comanche Peak, which has occurred and has necessitated the extension of the construction permit
by the NRC, was the result of dilatory action on the part of the Company and that, therefore, good
cause did not exist for the extension of such permit. No schedule for hearings on this Contention has
been adopted by the ASLB at this time. The Company has also applied to the NRC for an extension
of the construction permit for Unit 2. Such application is presently under review by the Staff of the
NRC. In early March 1988, the Company filed with the ASLB a motion to consolidate proceedings
in the operating license and construction permit proceedings. (See Item 2, Properties — Construc-
tion Program.)

Civil Penalties

In April and June 1986, the Company paid civil penalties to the NRC, each in the amount of
$40,000, relating to allegations of harassment and intimidation at Comanche Peak. The June 1986
penalty was part uf an aggregate of $120,000 in civil penalties previously proposed by the Staff of the
NRC. The Company requested the Staff to revisit the other alleged violations to determine whether
they did in fact occur and to consider mitigating the amount of the penalties, and in August 1987,
the Staff decided not to assess the remaining $80,000 in proposed civil penalties. In August 1986, the
Company paid a civil penalty of $200,000 previously proposed by the Staff of the NRC relating to
the findings of the TRT, described above. In addition, the Company has paid another civil penalty
of $50,000 relating to two alleged violations in the Company's reinspection and corrective action
effort.

Investigation Regarding NRC Region IV

In December 1986, a portion of a report was released by the Office of Inspector and Auditor of
the NRC (OIA Report) containing the results of its investigation of allegations of misconduct by the
management of Region IV of the NRC with respect to Comanche Peak. The OIA Report expressed
concern about allegations of harassment and intimidation by Region 1V management to pressure
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Item 1. BUSINESS (Continued).

Region IV inspectors to downgrade or delete proposed inspection findings at Comanche Peak. In
addition, the OIA Report concluded that it would not be possible to rely on the Region IV QA
inspection as evidence of the safe construction of Comanche Peak. Consequently, it stated that it will
be necessary for the NRC to rely largely on recent detailed technical inspections conducted by the
NRC, including the TRT, at Comanche Peak. The OIA Report also indicated that the data contained
in an internal NRC report on inspection procedures was inaccurate and unreliable due to a lack of
understanding by NRC inspectors of the proper method of completing a certain NRC form. NRC
officials have indicated that a thorough assessment of the results of this investigation will be made;
and in addition, certain personnel changes in the Region IV office have occurred. The OIA Report's
findings are restricted to activities in Region IV and do not question other NRC regulatory activities
with respect to Comanche Peak, including the detailed technical inspections conducted by the TRT
as discussed above. The intervenor in the operating license proceedings, discussed above, has indi-
cated its intent to file a motion raising the OIA Report’s findings as issues to be the subject of
hearings in such proceedings.

Cost and Schedule Estimates

For information relating to cost and schedule estimates, see Item 2, Properties — Construc-
tion Program.

ENVIRONMENTAL MATTERS

The System Companies are subject to various federal, state and local regulations dealing with air
and water quality and related environmental matters (see Item 2, Properties — Construction Pro-
gram for scheduled expenditures).

Air

Under the Texas Clean Air Act, the Texas Air Control Board (TACB) has jurisdiction over the
permissible level of air contaminant emissions from generating facilities located within the State of
Texas. In addition, the new source performance standards of the Environmental Protection Agency
(EPA) promulgated under the federal Clean Air Act, which have also been adopted by the TACB, are
applicable to such generating units, the construction of which commenced after March 5, 1972, The
Company’s generating units have been constructed to operate in compliance with regulations pro-
mulgated pursuant to these Acts; however, due to variations in the quality of the lignite fuel, opera-
tion of certain of the lignite-fueled generating units at reduced loads is required from time to time
in order to maintain comphance with these standards. Generating facilities presently under construc-
tion have received state and federal permits and are designed to comply with applicable statutes and
regulations. However, the Twin Oak generatiug station (Twin Oak) and Forest Grove generating
station (Forest Grove) will require design modifications in order to comply with more recent EPA
standards.

Water

The Texas Water Commission (TWC) and the EPA have jurisdiction over all water discharges
from generating stations and mining areas. The Company's generating stations presently in operation
have been constructed to operate i compliance with applicable state and federal standards relating
to the quality of discharges of water. The Company and Mining Company have obtained all required
waste water discharge permits from the TWC for facilities in operation and have applied for or
obtained all such permits for facilities under construction. Permits have been received from the
EPA under the National Pollutant Discharge Elimination System (NPDES) for the discharge of
waters from units at the generating stations currently in operation. All NPDES permits required
for units under construction and lignite mining areas have been applied for or obtained. The
Company and Mining Company believe they can satisfy the requirements necessary to obtain any
required renewals,
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Item 1. BUSINESS (Concluded).

Diversion of water by the Company for cooling and other purposes is subject to the jurisdiction
of the TWC which is empowered to allocate such waters among users, The Company possesses all
necessary permits from the TWC for the use of surface water required for its present operations and
plants under construction.

Other

Federal legislation regulating surface mining was enacted in August 1977 and regulations imple-
menting the law have been issued. Mining Company’s lignite mining operations are currently regu-
lated at the state level by the Railroad Commission of Texas. Surface mining permits have been
issued for current mining operations that provide fuel for the Big Brown, Monticello, Martin Lake
and Sandow generating stations.

Treatment, storage and disposal of solid waste is regulated at the state level under the Texas
Solid Waste Disposal Act and at the federal level under the Resource Conservation and Recovery
Act of 1976 (RCRA). The EPA has issued regulations under the RCRA and the TWC has issued
regulations under the Texas act applicable to the Company’s generating units, The Company has
registered its disposal sites as required by such regulations.

In August 1982, the EPA issued its final rules on the use of polychlorinated biphenyls (PCBs) in
transformers, capacitors and other types of electrical equipment. Under the rules, certain PCB capac-
itors must be phased out by October 1988, The Company does not expect these regulations to have
a material adverse effect on its operations or financial condition.



Item 2. PROPERTIES,

At December 31, 1987, the Company owned and operated sixty-nine electric generating units at
twenty-three stations having a total net capability of 17,804 megawatts. The locations of the princi-
pal electric generating stations and transmission lines of the Company are indicated on the map
included herein. Forty generating units with a net capability of 8,506 megawatts use natural gas as
the primary fuel and are designed to use fuel oil for short periods when the gas supply is interrupted
or curtailed; two units with a net capability of 750 megawatts can use natural gas only; five units with
a net capability of 2,680 megawatts use natural gas as the primary fuel and are designed to use fuel
oil for extended periods; nine units with a net capability of 5,845 megawatts use lignite as fuel; and
thirteen units with a net capability of 23 megawatts are diesel units.

In December 1987, the Compan; entered into an operating lease arrangement for nine combus-
tion turbine generating units, designed to use natural gas or fuel oil, with a total net capability of 585
megawatts. At that time, three of such units having a total net capability of 195 megawatts went inio
operation. The other six units are expected to become operational in mid-1988, (See Item 2, Proper-
ties — Construction Program and Note 9 to Financial Statements.)

The principal generating facilities and load centers of the Company are connected by 3,820
circuit miles of 345,000 volt transmission lines and 8,805 circuit miles of 138.000 and 69,000 volt
transmission lines.

The Company is connected by six 345,000 volt lines to Houston Lighting & Power Company; by
three 345,000 volt, five 138,000 volt and nine 69,000 volt lines to West Texas Utilities Company; by
two 345,000 volt, seven 138,000 volt and one 69,000 volt lines to Lower Colorado River Authority;
by four 345,000 volt and eight 138,000 volt lines to Texas Municipal Power Agency (TMPA); and at
several points with smaller systems operating wholly within Texas. The Company is a member of the
Electric Reliability Council of Texas (ERCOT), an intrastate network of six major investor-owned
and seventy-two public entities. ERCOT is the regional reliability coordinating organization for
member electric power systems in Texas.

The generating stations and other important units of property of the Company are located on
lands owned primarily in fee simple. The greater portion of the transmission and distribution lines
of the Company, and of the gas gathering and transmission lines of Fuel Company, has been con-
structed over lands of others pursuant to easements or along public highways and streets as permitted
by law. The rights of the System Companies in the realty on which their properties are located are
considered by them to be adequate for their use in the conduct of their business. Minor defects and
irregularities customarily found in titles to properties of like size and character may exist, but any
such defects and irregularities do not materially impair the use of the properties affected thereby.
The Company and Fuel Company have the right of eminent domain whereby they may, if necessary,
perfect or secure titles to privately held land used or to be used in their operations. Electric plant of
the Company is generally subject to the liens of its mortgages.

During the period from January 1, 1985, to December 31, 1987, the Company made Bross
property additions of approximately $4,234,261,000 and retirements of property aggregating
approximately $166,677,000. Such gross additions amounted to 29.9% of electric plant at Decem-
ber 31, 1987,



Item 2. PROPERT!ES (Continued).

CONSTRUCTION PROGRAM
Construction expenditures for the years 1988 through 1990 are estimated as follows:

1988 1989 1990
Thousands of Lollars
Electric Property:
i greni e gl b ey o A e e SR 842,000 $ 592,000  $438,000
iy 1 fr i R P AT A O cul C TR ey 50,000 69,000 76,000
ERBEEINGRION ) | | vt i e bk B e b Nk ek 195,000 225,000 233,000
RIBDBIRL ;o' alaild 03« o Srrr i S i A IR R Rk w4 20,000 28,000 30,000
pie o i e RO I SR e Ry e 1,107,000 914,000 777,000
Yo G S S Y Sl SR TRV S S AR L 350,000 463,000 50,000
Total construction expenditures®.......... $1,457,000 $1,377,000  $827.000
Such expenditures do not include AFUDC on
Unit 2 of Comanche Peak for any period
after March 1988 or the following:
R TR T I S S 33000 $ 15000 $ 15,000
*Ircludes ongoing amounts for an additional 6.2%
interest in Comanche Peak, which is subject to
purchase from TMPA (See Note 1} to
Financial Statements):
Production . ... .uvvvioroninnnnesirnereres 50,000 $ 32,000 $ 16,000
D i 1 L S e O 23,000 30,000 1,000
Total construction expenditures ... ......... 73000 $ 62000 § 17,000
Nuclear fuel ... i — $ 1,000  $ 1,000

The Company is subject to federal, state and local regulations dealing with environmental pro-
tection (see Item |, Business — Environmental Matters). Construction expenditures for additional
items of equipment contributing to the protection of the environment for lignite-fueled generating
units (included above in Production) are estimated to be approximately $15,800,000 for 1988,
$16,200,000 for 1989 and $26,400,000 for 1990. Similar such expenditures approximated
$9.800,000 for 1987, $4,800,000 for 1986 and $6,900,000 for 1985.

Additional generating units in design or under construction are described as follows:

Combustion Turbin»s

The Company i: installing gas/oil fueled combustion (urbings totaling 585 megawatts at
two locations for service in the peak season of 1988. In addition, the Company expects to install
390 megawatts of additional turbines for service in the peak season of 1990. In December 1987,
the Company entered into an operating lease arrangement covering the 1988 turbines, which
became effective at that time for 195 megawatts of such turbines. The remainder of the 1988
turbines, with a total net capability of 390 megawatts, are currently owned and being con-
structed by a third party and are expected to be sold to the lessor after the tax in-service daie,
which is expected to occur by mid-1988. Therefore, estimated construction expenditures for
1988 through 1990 do not include these costs.

The Company currently expects to utilizc a turnkey construction arrangement for the
1990 turbines, and then enter into an operating lease arrangement with respect to such turbines,
Therefore, estimated construction expenditures for 1988 through 1990 do not include costs asso-
ciated with this arrangement,
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Item 2. PROPERTIES (Continued).

Comanche Peak Nuclear Generating Station

The Company is constructing two nuclear-fueled generating units at Comanche Peak, each
of which is designed for a capability of 1,150 megawatts. After giving effect to the anticipated
completion of the 1988 agreement to purchase the 6.2% ownership interest of TMPA in the
facility, the Company’s share of the net capability in each unit is 1,081 megawatts, or approxi-
mately 94%. The other participants in the facility are Brazos Electric Power Cooperative, Inc.
(BEPC) and Tex-La which own 3.3% and 21/6%, respectively. (See Item 3, Legal ®Proceedings —
Comanche Peak Nuclear Generating Station.)

In March 1988, the Company announced that following its review of the cost and schedule
for Comanche Peak, commercial operation of Unit | is presently anticipated at the end of 1989,
All Unit | correciive action activities are scheduled for completion to permit fuel loading in
mid-1989. The Company also announced the temporary suspension of construction activities
and accrual of allowance for funds used during construction (AFUDC’) on Unit 2 beginning in
April 1988 for a period of approximately one year. Unit 2 is not expected to be ready for
commercial operation until after the 1991 peak season. The delay of Unit 2 was implemented to
allow the Company to concentrate its resources on the completion of Unit 1, thereby reducing
the duplication of effort that would be required to maintain the previous timing between the two
units and strengthen the Company’s ability to manage construction and start-up activities for
both units more efficiently with fewer personnel. Additionally, such delay will allow time to
make a more complete determination of any modifications that may be required for Unit 2
based upon the knowledge gained from the reinspection and corrective action program applied
to Urit 1. The delay of Unit 2 will also permit the Company time to implement rates for Unit
| prior to the final completion and operation of Unit 2. A'though construction on Unit 2 has
been temporarily suspended, there will be some ongoing expenditures required to maintain the
unit until construction is resumed. Additionally to the extent the work necessary to place Unit
I into service affects various common systems, some capita! expenditures will be associated with
Unit 2,

Based upon this revised schedule, the total cost of the Company's 94% share of the plant,
excluding AFUDC, is estimated to be $6.37 billion. The Company's estimated cost of its share,
including AFUDC, is $8.54 billion or about $3,950 per kilowatt. Because of the uncertainty
regarding the date of commercial operation of Unit 2 vrovision has been included in such
amount for re tablishing the accrual of AFUDC on Ur . £ after construction resumes. The total
cost of the p unt, excluding AFUDC, is estimated to be $6.62 billion. Because of the uncertain-
ties regar ling payments by the other owners of Comanche Peak of their share of the remaining
canstruction costs, no estimate of the amount of AFUDC that may be attributabie to their
interests in the plant has been made.

The Company had previously estimated, in November 1986, that commercial operation of
IJnit 1 would be achievable in early 1989 and that Unit 2 would not be ready for commercial
operation until after the 1989 summer peak season. Based upon such schedule, the total cost,
excluding AFUDC, of the Company’s 875/6% share of the plant (which excludes the presently
anticipated purchase of TMPA's share) was estimated to be $4.63 billion. The Company’s esti-
mated cost for its 875/6% share, including AFUDC, was $6,70 billion or about $3,300 per kilo-
watt. The total cost of the plant, excluding AFUDC, was estimated to be $5.27 biilion.

Because of numerous uncertainties in the licensing process, no assurance can be given that
the revised estimated schedule can be met or that the estimated completion cost will not be
exceeded. Failure to secure timely and favorable regulatory approvals or further delays occa-
sioned by additional reanalysis, reinspection or rework will increase the cost of the plant and will
likely increase financing requirements.
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Item 3. LEGAL PROCEEDINGS.
Regulation and Rates

In December 1984, the Company filed suit in the 98th Judicial District Court of Travis County.
Texas, the Office of Public Utility Counsel (OPUC) filed suit in the 147th Judicial District Court ol
Travis County, Texas, Texas Municipal League (TML) filed suit in the 200th Judicial District Court
of Travis County, Texas, and Texas-New Mexico Power Company (TNMP) filed suit in the 353rd
Judicial District Court of Travis County, Texas, seeking review of the PUC order of October 12,
1984 in the Company’s 1984 rate proceeding. The Company’s suit secks judicial review and a rever-
sal of certain aspects of the order. The OPUC, TML and TNMP suits complain of certain aspects of
the order and ask that excessive rates be refunded. In December 1984, the Company filed suit in the
250th Judicial District Court of Travis County, Texas, and in January 1985 certain municipalities
filed suit in the 126th Judicial District Court of Travis County, Texas for review of the PUC order
of October 31, 1984 in the appeals from various municipal ordinances in connection with the Com-
pany's 1984 rate proceeding. The Company’s suit seeks judizial review and a reversal of certain
aspects of the order. The municipalities’ suit complains of certain aspects of the order and asks that
excessive rates be refunded. (See Item |, Business — Regulation and Rates.)

In April 1986, the Attorney General of Texas, on behal! of several state agencies, filed suit in the
345th Judicial District Court of Travis Courty, Texas, against the PUC and several utilities, includ-
ing the Company, cha'lenging the validity of the PUC's emergency ruie, adopted in February 1986,
relatiug to the method of making refunds of over-recovered fuel revenues. The suit seeks to enjoin
the application of the rule and additional refunds of the difference between the amounts that the
State agencies were overcharged and the amounts of the refunds they received under the rule.

In June and November 1986, the Attorney General of Texas filed suits in the 98th and 331st
Judicial District Courts of Travis County, Texas, respectively, on behalf of several state agencies
against the PUC and the Company seeking reversal of the PUC’s orders authorizing the refund of
over-recovered frel revenues implemented with the May and October 1986 Compan; billings,
respectively. These suits seek additional retunds of the difference between the amounts that the state
agencies were overcharged and the amounts of the refunds they received pursuant to such PUC
orders. (See Item 1. Business — Regulation and Rates.)

Comanche Peak Nuclear Generating Station

The Company, TMPA, PEPC and Tex-La have been the owners of 8736%, 6.2%, 3.8% and 21/6%
interests, respectively, in Couiorche 2eak under the terms of a Joint Ownership Agreement (Agree-
meni) which provides that the Company is the Project Manager for Comanche Peak. BEPC has
failed to make rumerous payments of its portion of the costs of Comanche Peak. BEPC has been
experiencing difficulty in obtaining additional financing for Comanche Peak from the Rural Electni-
fication Administration. In addi’ion, since May 1986, Tex-La has failed to make payments to the
Company for its portion of Comanche Peak and TMPA has made payments under protest. In May
1986, the Company filed suit in the 14th Judicial District Court of Dallas County, Texas against
TMPA, BEPC and Tex-La because of controversies which exist under the Agreement with respect to
the obligations of the parties. The Company asseried that each of the defendants has either claimed
that it has no further obligation to pay its share of the remaining costs of construction of Comanche
Peak, or has claimed that the Company has failed to properly construct Comanche Peak or otherwise
has breached its obligations under the Agreement, The Company sought recovery of damages against
Tex-La for its anticipatory breach of the Agreement and asked for a declaratory judgment against
Tex-La, BEPC and TMPA declaring among other things that they were obligated to pay their share
of the remaining costs of construction of Comanche Peak and that the Company has not failed to use
prudent utility practices in constructing Comanche Peak in accordance with the Agreement. TMPA,
BEPC and Tex-La filed cross-actions in such suit against Texas Utilities and the Company asserting
various causes of action, including » number of alleged breaches of the Agreement by the: Company
and violations of the Texas Deceptive Trade Practices Act (DTPA). In September 1986, the Court
in the Dallas County suit ruled in favor of the Companv with regard to a plea of the defendants
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Item 3. LEGAL PROCEEDINGS (Concluded).

attempting to change the venue of s.uch suit. The case s in the discovery phase and trial is currently
scheduled for October 1988

In June 1986, TMPA and Tex-La filed suit in the 98th Judicial District Court of Travis County,
Texas against Texas Utilities and the Company. The petition asserted various causes of action,
including a number of alleged breaches of the Agreement by the Company and violations of the
DTPA TMPA and Tex-La asked for rescission and modificatior of the Agreement and payment for
damages, including treble damages based upon violations of the DTPA. The Company and Texas
Utilities intend to vigerously contest this suit, which has been stayed as a result of the ruling in the
Dallas County suit.

In February 1988, the Company entered into an Agreement with TMPA pursuant to which the
Company will purchase TMPA's ownershiy interest in Comanche Peak and all outstanding claims
and pending lawsuits between TMPA and the Company will be settled and terminated. Finalization
of the agreement is subject to the approval of the NRC and the PUC with respect io the transfer of
TMPA's ownership interest. The Company has filed applications to obtain such apnrovals and can-
not predict when action with respect thereto will be taken. (See Note |1 to Financial Statements.)

In june 1986, BEPC filed suit in the 345th Judicial District Court of Travis County, Texas
against the Company, Texas Utilities, Mining Company and TU Services. BEPC alleges that the
defendants have breached the Agreement, certain implied warranties and fiduciary duties, and have
been grossly negligent, acted with willful misconduct and have violated the DTPA and Texas and
federal securities laws. BEPC asks for an injunction against efforts by the defendants to recover
additional payments, rescission and reformation of the Agreement and payment for damages, trebled
pursuant to the DTPA. BEPC alleges actual demages to that date of at least $216 million. The
defendants intend to vigorously contest this suit, which has been stayed as a result of the ruling in
the Dallas County suit. In March 1987, BEPC filed a request with the NRC to modify the construc-
tion permits and licenses already issued and to impose a prospective condition to any permits and
licenses subsequently issued or renewed to require the Company to assume BEPC's ownership inter-
est in Comanche Peak by purchase thereof at its net book cost, and for other unspecified relief. In
June 1987, the NRC Office of Special Projects denied this request and the Company is unable to
predict what further action may be taken.

See Item 1, Business — Comanche Peak Nuclear Generating Station.

Environmental Matters

In July 1979, a suit was filed in the 4th Judicial District Court of Rusk County, Texas against
Texas Utilities Generating Company (now Mining Company), I'U Services, and the former electric
utility subsidiaries of Texas Utilities, by the State of Texas on behalf of the TACB. The petition
alleged that Texas Utilities Generating Company (now Mining Company) and TU Services, acting as
agents for the electric utility subsidiaries, violated regulations issued under the federal Clean Air Act,
provisions of the Texas Clean Air Act, and permits issued by the TACB, in allowing the start-up of
Unit 3 at the Martin Lake generating station before the completion and operation of its associated
air poilution cuntrol equipment. The State sought an injunction against further violations and
penalties from each of the defendants of $1.000 for each day and each act of violation. An agreed
Judgement providing for recovery by the State of $50,000 was eatered in March 1987. (See Item 1.
Business — Environmental Matters.)

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

None.



PART 11
Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS.
All of the Company's common stock is owned by Texas Utilities.

Reference is made to Note § to Financial Statements regarding limitations upon payment of divi-
dends on common stock of the Company.



Item 6. SELECTED FINANCIAL DATA,

FINANCIAL STATISTICS
Year Ended December 31,
1987 1986 1983 1984 1983
ToraL Ass#1s end of year (thousands). . . . .. $'2,938 55 $11,276,886 $9.800,753 $8,782,507 $7.897,421
ELECTRIC PLANT end of year (thousands) ...  $14,149,647 $12,543.249  $11.154092  $10,082.063  $9,108.056
Accumulated depreciation
ORATE I 5 - 7 v oy i rd §iad p AT mR 2,355,827 2,174.44) 2,011,061 | 848 146 1,687,098
Construction expenditures (including
allowance for funds used
during construction) .. . ............ ) 1,662 483 1,475,177 1,057,087 R78, SR 854,507
CaprraLizaTion end of year (thousands)
Long-termdebt . .................... . 8 4629111 $3,748.931 $3.048,329 $2,798,105 $2,592,152
Preferred stock:
Not subject to mandatory
e I S C S . 909,633 811,418 811,418 727911 629,779
Subject 1o mandatory
T e g R AT 232,906 232,424 34,696 34,696 34,696
Common stock equity.. ................ 4827145 4,282 405 3,793,118 _3.3!9,729 3.040.710
O i 5ce s i 5 B S A B KA R $10,608,795 $9.075,178 $7.687.561 $6,880,441| $6,297,33/
=== p———————— == 3 3
EMBEDDED INTEREST COST ON LONG- TERM
Desrendofyear.............cooviinnns 9 8% 10.0% 10.3% 10.1% 9.7%
EMBEDDED DIVIDEND COST ON PREFERRED
g LR SRR B 8.3% B.1% 8.2% 8.3% 8.0%
NET INCOME (thousands). ... ... .......... $TR1,178 $712,292 $654.417 $590,765 $520.901
Cast DIVIDENDS DECLARED ON
CoMmON STOCK (thousands) ............ $447200 $395.430 $354.782 $317.638 $282,376
RATIO OF EARNINGS TO FIXED CHARGES . . . .. 33 3.7 39 40 19
SUPPLEMENTAL RATIO OF EARNING. TO
FIXED CHARGES® ... .. . .....oiiiini., 30 33 14 35 is
ALLOWANCE FOR Fu /DS UsED DURING
CONSTRUCTION AS PERCENT OF EARNINGS
TOCOMMONSTOCK . .. ..., $59% 47.9% 39.1% 12.4% 33.8%
RETURN ON AVERAGE
CONACON STOOK BOATY . .s - v wois s s o 15.2% 15."% 16.5% 16.7% 16.5%
NiT FUNDS FROM OPERATIONS AS PERCENT
OF CONSTRUCTION EXPENDITURES
(excluding allowance for funds used
during construction), . .............. . 13.7% 28.1% 44 4% $4.6% 48 8%

* i'he supplemental ratio of earnings to fixed charges includes in

<5t billed the Comnany on senior notes

ol affihated companies which provide services to the Company. . ee Note 2 to Financial Statements.)



Item 6 SELECTED FINANCIAL DATA (Concluded).
OPERATING STATISHICS

Year Er od December 11

1986 1288




Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS.

Liguidity and Capital Res. urces

The primary capital requirements of the Company for 1987 and as estimated for 1988 through
1990 are as follows:

1987 198 1989 19%
Thousands of Dollars
Construction expenditures (excluding AFUDC) ... $1,275000 $1,107,000 $ 914000 $777,000
PREOMIRE OB o 5svnasicvondninaveosaainnsad donyssnds 1,000 33,000 15,000 15,000
Maturities of long-term debt and sinking fund
requirements (includes early redemptions
in 1987 of $133,000000) ............c. .ot .. 156,000 23,000 20,000 2,000
Installment/principal payments to TMPA
(see Notes 10 and 11 to Financial Statements). . .. - 125 010 58,000 64,000
e e R R e $1.432000 $1,285000 $1,007,000 $858,000
————————— ——————a— = e

For detail concerning major construction work now in progress or contempiated by the Company
and commitments with respect thereto, see Ite.a 2, Properties — Construction Program.

The Company generates funds from operations sufficient to meet operating needs, pay dividends
on capital stock and finance a portion of capital requirements. These funds are derived from net
income, depreciation, deferred taxes and investment tax credits. Factors affecting the ability of the
Company to continue to fund a portion of its capital requirements from operations include adequate
rate relief and regulatory practices allowing a substantial portion of construction work in progress
(CUWIP) in rate base, adequate depreciation rates, normalization of federal income taxes, recovery of
the cost of fuel and purchased power and the opportunity to earn competitive rates of return
required in the capital markets. For 1987, approximately 14% of the funds needed for construction
was generated from operations.

External funds of a permanent or long-term nature are obtained through the sales of common
stock to Texas Utilities, preferred stock and long-term debt. The capitalization ratios at December
31, 1987 consisted of approximately 44% long-term debt, 11% preferred stock and 45% common
stock equity. Simiiar ratios are expected to be maintained in the future. To provide for immediate
cash requirements during periods between long-term financings, the Company obtains short-term
loans from Texas Utilities, which had lines of credit with commercial banks aggregating
$1,025,000,000 at December 31, 1987. The Company does not maintain separate credit arrange-
ments with banks or mher lenders.

Financings in 1987 by the Company incinded the following:

Long-Term Debt:
Principal

Month Amount Description
February $ 250,000,000 9%% First Mortgage and Collateral Trust Bonds due 2017
March 100,000,000 7%% Collateralized Pollution Control Revenue Bonds due 2017
April 250,000,000 10%:% First Mortgage and Collateral Trust Bonds due 2017
July 150,000,000 9%:% First Mortgage and Collateral Trust Bond. due 1997
July 150,000,000 10%% First Mortgage and Collateral Trust Bonds due 2017
September 67,000,000 9% Collateralized Pollution Control Revenue Bonds due 2007
October 112,000,000 9%% Collateralized Pollution Contro! Revenue Bonds due 2017

Total $1.,079,000,000

=
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (Continued).

Liquidity and Cagital Resources — (Concluded)

Preferred Stock:

Month Shares Net Proceeds Description
July 1,000,000 $98.215,000 Stated Rate Auction Preferred Stock, Series A
Common Stock:

Month Shares Amount Description
June 4,700,000 $199,750,000 Without Par Value
December 2,300,000 100,050,000 Without Par Value

Total $299,800,000

F——————

Early redemptions of long-term debt by the Company in 1987 included the following:
Principal Ro‘z‘pdon

Month Amount ost Description
Apnl $ 32,531,000 $ 36,523,000 16% First Mortgage Bonds due 2012
June 50,000,000 56,085,000 1 5%% First Morigage Bonds due 2012
July $0,000,000 56,335,000 16% First Mortgage Bonds due 2012
Total $132,531,000 $1458.943,000
———————1 ——

Additional early redemptions may occur froin time to time ir. amounts presently vndetermined.
The Company anticipates the issuance in April 1988 by the Brazos River Authority of $100,000,000
principal amount of pollution control revenue bonds to be collaterzlized by the issuance of an equal
principal amount of the Company’s first mortgage and collateral trust bonds. The Company expects
to sel! securities as needed, including the possible future sale of up to $300,000,000 principal amount
of first mortgage and collateral trust bonds and up to 1,000,000 shares of cumulative preferred stock,
both currently registered with the Securities and Exchange Commission for offering pursuant to Rule
415 under the Securities Act of 1933 and salcs of additional securities from time to time, in amounts
and of types presently undetermined.

The Tax Reform Azt of 1986 (TRA), among other things, repealed the investment tax credit,
lengthened depreciation lives, created an alternative minimum tax and lowered the corporate tax
rate subject to certain transition rules. Other tax accounting changes were required including the
capitalization of items previously expensed and a change in the timing of income recognition for
certain items. Substantially all of the tax changes, with the exception of the rate reduction, will result
in the Company paying more taxes currently, will eliminate scurces of internally generated funds for
the Company and thereby increase financing requirements in the future. The TRA did not have a
material effect on the Company for the years ended Deceber 31, 1987 and 1986,

Although the Company cannot predict future regulatory practices, the extent of any further
delays in the licensing of the Comanche Peak Nuclear Gene-ating Station (Comanche Peak) or any
changes in economic and securities market conditions, no changes are expected in trends or commit-
ments which might significantly alter its basic financial position or abili.y to finance capital require-
ment's. However, the Company has indicated that it does not currently plan to implement increzsed
electric service rates which reflect any additional Comanch~ Peak costs until Unit | is ready for
commercial operation and it continues to believe, based wpon revised cost estimates and using
acceptable ratemaking approaches and assumptions, that the rate increase, when Unit | goes into
service, can be held to about 10%. Therefore, prior to the completien of Comanche Peak and its
inclusion in rate base, a relatively small percentage of capital requirements may be generated inter-
nally. (See Item 1, Business — Regulation and Rates and Notes 10 and 11 to Financial Statements.)

See Item 6, Selected Financial Data — Financial Statistics for additional information.
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (Continued)

Results of Operations

Operating revenues increased $151,902,000 in 1987 and decreased $236,981.000 in 1986, The
following table details the factors contributing to the increase and decrease:

Increase (Decrease)
Factors 1987 1986

Thousands of Dollars
Fuel reveniie . ...cocon v vvaviiinsvsans $ 73,589 $(316,545)
Power cost recovery factor revenue .. .. 32,485 25,668
Increased energy sales ................ 51,954 61,492
o e e W R (6,126) (7,596)
B30 e e e s $151,902  $(236,981)
Py ===

The increase in operating revenues for 1987 wes the cesult of increased fuel and pur hased power
revenue and increased energy sales. Energy saies for 1987 increased 3.3% and were ittributable to
increased customers and customer usage. Operating revenues decreased in 1986 s the result of
decreased fuel revenue partially offset by increases in purchased power revenue ind energy sales.
(See Item |, Busiv.ess — Fuel Supplv and Purchased Power and Regulation and Rates and Item 6,
Selectcd Financial Data — Ope-aung Statistics.)

Fuel and purchased powe - expense increased $101,595,000 in 1987 and decreased $305,814,000
in 1986. The increase for 187 was due primarily to increased off-system purchases partially offset
by lower fuel costs. Lower fuel expense for 1987 reflects the decrease in the »nit cost of gas from
$2.77 per million Btu in 1986 to $2.56 in 1987, The decrease in 1986 was due primarily to the
decrease in the unit cost of gas offset in part by increased purchased power. (See Item |, Business —
Fuel Supply and Purchased Power and Item 6, Selected Financial Data — Operating Statistics.)

Operation expense increased $63,812,000 and $33,069,000 for 1987 and 1986, respectively.
Operation expense for 1987 was affected by increases in the cost of labor, liability and property
insurance and the one-time cost of the special early retirement program. Increases in wheeling costs
and liability and property insurance had a significant impact on operation expense for 1986,

Maintenance expense decreased $20,024,000 for 1987 and increased $18.881.000 for 1986. The
decrease for 1987 was due primarily to revisions in the scope of certain scheduled overhauls. The
increase in maintenance for 1986 was the result of increases in power production expenses associated
with lignite and gas plants and programs to imgrove and ensure the availability of all generating
units. Increased distribution maintenance also added to the increase for 1986,

Taxes other than income increased $14,006,000 2ad $5,014,000 for 1987 and 1986, respectively.
The increases for 1987 and 1986 resulted primariiv from ircreases in franchise and property
based taxes,

Allowance for funds used during construction (AFUDC) increased as a result of the ongoing con-
struction program and the resultant increase in the level of CWIP of the Company not included in
rate base partially offset, in 1987, by the reduction in the AFUDC rates and the suspension of
AFUDC on the Twin Oak and Forest Grove generating statiois.

Other income and deductions — net increased $13,102,000 and $14,529,000 for 1987 and 1986,
respectively. The increase for 1987 was due primarily 10 increased interest on temporary cash invest-
ments. The increase for 1986 was the result of a gain on the sale of certain properties.

Interest on first mortgage bonds increased in 1987 and 1986 due to the sale of new issuce during
he years and annualized interest of issues sold in the priow years, partially offset by retirements and
edemptions o certain higher interest raw issues.
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (Concluded).

Results of Operations — (Concluded)

Other interezt charges decreased $19,890,000 1>r 1987 and increased $6,360,C00 for 1986. The
decrease for 1987 reflects decreased interest cost o over-recovered fuel revenue. The increase for
1986 reflects increased interest cost on over-recovere 1 fuel revenue.

Net income increased $68,886.000 in 1987 and $57,875,000 in 1986 which represents a culmina-
tion of the factors described above. Included in net income were increases in AFUDC of $83,297,000
in 1987 and $74,114,000 in 1986 which represent non-cash earnings to the Company.

Preferred stock dividends increased for 1987 and 1986, $10,663,000 and $12,099.000, respec-
tively, due to new issues sold during these periods and the full year's effect of prior period issuances,
offset in part in 1986 by lower dividend rates on the adjustable rate series,

Estimated Effect of Pending Accounting Change

In December 1987, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 96 entitled “Accounting for Income Taxes™ which becomes effective for
fiscal years beginning after December 15, 1988. The Statement, among other things, requires the
liabili .y method of recognition for all temporary differences, requires that deferreu tax liabilities and
asset ; be adjusted for an enacted change in tax laws or rates and prohibits net-of-tax accounting and
rerorting. Certain provisions of the Statement provide th?, regulated enterprises are permitted to
re- ognize such adjustments as regulatory assets or liabilit’es if it is probable that such amounts will
be recovered from or returned 'o customers in future -ates. Although the application of the State-
ment will increase both total assets and liabilities, t'.ese requirements are not expected to have a
material effect on the Company's financial nositic.s or results of operations.

Suspension of Capiralization of AFUDC

In September 1987, the Company announced the suspension of construction on the Twin Oak
and Forest Grove generating stations. Therefore, capitalization of AFUDC was suspended in Octo-
ber 1987 until active construction resumes. Expenditures not included in rate base as of
December 31, 1987, applicable to these stations, totaled approximately $465,000,000.

In March 1988, the Company announced the tem oruiy saspension of construction on Unit 2
of Comanche Peak for an anticipated period of one ye=:, Thzefore, beginning in April 1988, capital-
ization of AFUDC will be suspend=d until active construction resumes. Expenditures not included
in rate base as of December 31, 1987, applicable to this unit totaled approximately $1,513,000,000.

The above suspensions of AFUDC reduced net income by approximately $10,000,000 in 1987
anc¢ are expected to reduce net income in 1988 by approximately $160.000,000 from the level it
woe ald otherwise have been.



Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA,
TEXAS UTILITIES ELECTRIC COMPANY
STATEMENT OF iNCOME

EOPRETNGE TRIPMERINE L i - < r'% e 5514 5 4 4-e e o & Sk S LWL B o 310 ol e Tk K TR

OPERATING EXPENSES

T T T T R NN e RS AL (R O

R T
T P R ot sl Wl e Y 1) E O

DRPDORCRBION ..o s i v i teosasvniovasyesiodssyyes s

Federal income taxes (Note 7) .....................

Taxes other than income .................
Total operating expenses . ...............
OPRRNTRNG BIOCOME. . ;5.0 by 674 ¥ brvnnn boksaaish derii

OTHER INCOME

Allowance for equity funds used during construction .. ..................

Other income and deductions — net ....... 3
Federal income taxes (Note 7)

Total other income .. ..........
{ o R ORI, SR, S ;

INTEREST CHAR 8§
Interest on mortgage bonds .. ..............

Interest on other long-term debt . .................

Other interest ..., .

Allowanace for borrowed funds used during constructbn AT . .

Total interest charges ... ... ... .

NET INCOME .. ... .. L
PREFERRED STOCK DivIDENDS

NET INCOME AFTER
PREFERRED STOCK DIVIDENDS

Year Ended December 11,

See accompanying Notes to Financial Statements.
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1987 1986 1988
i nousands ui Oolars

$4.079,301 $3.927.299 $4.164 380
1,695,769 1,594,174 1,899 988
575,532 511,720 478,651
206,094 316,118 297,237
221,72 209,152 195,959
201,446 264,584 279,012
286,777 272,171 267,757
3,277,390 3,168,519 3418604
8C1.911 758,880 145,776
283,061 231,880 173,846
22,676 9,574 (4,955
(9,.114) £3,091) 2,136
296,623 238,363 171,027
1,098,534 997,243 916,003
407 389 317,978 285,693
10,484 10,484 10,484
8,54 28,438 22,078
(104,00, (71,946) (55,866)
- 317,356 284,951 262,386
781,178 712,292 654,417
89,038 78,375 66,276
$ 092,140 § 633917 $ S8R 14]
P B ————1



TEXAS UTILITIES ELECTRIC COMPANY
STATEMENT OF SOURCE OF FUNDS FOR CONSTRUCTION

FuNDS FROM OPERATIONS

T i U LR o S RS, G 1 SUEDTSPRY-  J SRAT R L SR
e T T S R U R I L GO R Ry o L SRR PP
Deferred federal inCOmME tAXES — ML ... . . ..ovvvveiuonriienrsnirsinis
Federal investment tax credits — Del. . .......cooiviiiiiirrisrariavineans
Allowance for funds used during construction . ... ....... ... oo

Total funds from OPErations . ... ... .vuvveiurriiirerirasoiiveies

Less -— Dividends declared:

o R R R R P R AP PR

g R T SR SR | SNy SR S ARG
N TUDOS SO ODBIREIORE .« & < v se% 14 o nabamsvnis s ¥ avaikmms s & a s

Funps FroM FINancING
Sales of securitica:

T SRR S (R G S S PCR I O Y LR
Retirement of lorg-term securitics (NOte 6) ..............oiivuiieinn.
Increase (decrease) in notes pr bl LOPATEAL . ... ... viinieiiiiineins

Nt Tt BRRBEINE .-« <o vnotostaminmbsingssvutnessosa s

OTHER SOURCES (UsEs) oF FuNDS
Changes in working capital, excluding notes payable, long-term
debt due currently and over-recovered fuel revenue:

Cash in banks and temporary cash investments . .. .. .................
Accounts receivable — DOl ... ... ... i
ROV . - ¢ b avviexns b s s g Eoa R a iy merlasesh e sty el wdidany vyaide

QUSRI § 5da ranwibiny o v 3 ensnnd o n o @§ Enees &0y Filp s awadls 4 sms mans

Nuclearfuel ....................

Unamortized loss on reacquired debt — net (Note 6)

Netothersources (uses) Of Fumds . .. ....... .o cvh ciuvnsnivanens

e g T Ao d b OO X

CONSTRUCTION EXPENDITURES

EERTIEIANE: +- < i no o L Ak o8 ik iy Flhle 4 e e AR AN a s AN A K0 ik
Allowance for funds used during construction ., .............coivnriianns

CONSTRUCTION EXPENDITURES (excluding
allowauce for funds used during construction) .. .......

Over/under-recovered fuel revenue — net of deferred income taxes ... ..

Year Ended December 31,
1987 1986 1988
Thousands of Dollars
$ 781,178 $ 712,292 $ 654417
221,172 209,182 195,959
35,894 121,086 99,834
59,109 64,243 67,867
(387,123) (303.826) (229.712)
7 10.81(2 802,947 788,368
89,038 78,375 66,276
447,200 195,430 354,752
536,238 473,805 421,028
174,592 329,142 367,327
1,058,852 970,000 475,000
98,697 197,728 83,513
299,800 250,800 240,000
(155.844) (273.312) (225,676)
— (99,300) (55,400)
1,301,508 1045916 517,437
(79.933) (183,965) 3,209
(105.420) 7,824 (39,649
(3,514) 10,314 (2,932)
33,438 64 8R4 28,888
(31.056) (32,186) (14,868)
61,683 (17,447) 9.140
(122,80%5) (148,576) (16,212)
(797) 2,760 (54,803)
(60.834) {12,309) 52,301
(15,548) (23.398%) (32,021)
(753) (22,184) (6,694)
(200,737 (203,707) (57,429)
$1.275.360 $1.171.351 $ 827,345
== £

$1.662483 $1475177  §1,057,057

(387,123) (303,826) (229,712)
$1275360  §1,171,351 § 827,345
=== s 2 o

See accompanying Notes to Financial Statements.
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TEXAS UTILITIES ELECTRIC COMPANY

BALANCE SHEET

s 2 kb i T o TR Vi Do s h 5 hcaan B ® it R m B S § RS W€ £
Construction work in progress (Notes [0and 11) ...
e S . | W R T
Held for future use . ...... A g sl it A AAANS s F A S

Totalelectncplant ... ...................
Less accumulated depreciation .. ... ........... ...

Electric plant, less accumulated depreciation . .
APUREIIRNITE . o.ibs s nnd dR R A £ i e LT B2

CURRENT ASSETS
COsl IR ORAKS «uoicivivisinvibais 0
Temporary cash investments — at cost

Special deposits . . . .. R L n e =

Accounts recervable:
Minority owners of Comanche Peak (Note 10)

Allowance for uncollectible accounts . ' L .

Inventories — at average cost:
Matenials and supplies .. ............

ASSETS

Fuel stock . . . o e Al B e e
Deferred federal income taxes (over-recovered fuel revenue) ... ............ .......

Other current assets
Total current assets et

Dererren Desirs
Under-recovered fuel revenue .................

Unamortized loss on reacquired debt (Note 6) ... .. v
Cancelled lignite unitcosts (Note 11) .. ............
Otherdeferred debits . ..........cooivniiinrvnnens

Total deferred debits . ... ....
O e i

941,059

December 31,
1987 1986
Thousands of Dollars
$ 3038866 $ 2,980,395 |
1,214,642 1,166,066
2,696,523 2,543,163
361,888 328,575
7.311 919 7,018,199
6,565,327 5,266,729
252,761 251,964
19,640 6,357
14,149,647 12,543,249
2,155,827 2,174,44)
11,793,820 10.368.608
'3.218 6,122
6,502 4,769
262 400 184,200
37,007 30,203
250,684 212,153
109,284 58,826
42,886 27,029
(13,243 (13.817)
114,633 107,570
96,888 100,437
- 29,253
34018 48,340

See accompanying Nota« 1o Fizacial Statements,

44,119 -
70,967 55,419
37,246 36,810
38,226 20,764
190,558 112,993
$12,938,655 $11,276,886

788,963
\
|
|




TEXAS UTILITIES ELECTRIC COMPANY
BALANCE SHEET
CAPITALIZATION AND LIABILITIES

December 31,
1987 1986
Thousands of Dollars
CAPITALIZATION
Common stock — without par value (Note 3):
Authorized shares — 180,000,000
Qutstanding shares — (987, 112,150,000; 1986, 105,150,000, . .,.........o000. $ 2,965,600 $ 2.665800
Petained SArnings (MOMS 3 ... oo ornciioniivennnsrssunnes snvd iy d'oskodmuay st __l_&_gl_SA_g 1,616,608
Totil COmMMOR WOOK SQRIEY ' .\ « << dvnshlsonsw i in e bay suaiiadd nysdts by i os 4,827,145 4,282,405
Preferred stork (Note 4):
Not subject to mandatory redemption ............ T PR P 909,631 811 418
Subjoct 10 MANAAIOTY TEAEMPUION . . . v oo iovrnnsusnnniioneesesonssnrasenssssss 232,906 232,424
Long-term debt, less amounts due currently (Note 6) ..o, _46_3&_1_!_1 M
TOLRL COONMRIRREION - - . . v v (6w naalkinwn g e NS - S WY ST P, 10,608,795 9,075,178
CURRENT LIABILITIES
Long-term debt due currently (to be refinanced) ...... ... ..coiiiiiiiiiiiiiiiia 22,500 22,000
Accounts payeble:
Affiliates ...... B N S IR I Ly e Pl e = ¥ 109.591 122,700
CORIE s vs M indss 17 7 ok o2l T EnnsT o w mema e fn b 5 3 Es Fodyis i 1an it lan by bAoA £ B0 247875 201,331
Dividends deClared . . ... .. 23,694 21,159
RTINS WIBOBINE: .« .'i o 52 or /s sirta 56 5w a0ASN ok 1 T8, o K M o KA 4 AT AP ey $1,259 44,877
Taxes accrued . 1.9 560 150,716
Interest accrued A T e s = o e 0 I 128,61¢ 96,758
Over-recovered TUEl FEVENUE ... .. . ittt it it it — 63,594
Other current fiabilities . . ................o.0... T K d A A 1 A AT o ; 24.{39 9,052
Totid Culwruht IABIMAREE o ¢ oaosivisih i siatinin v il anat s ih NBpaes Tae A 721,674 732,184
DErFERRED CREDITS AND OTHER NONCURRENT LIABILITIES
Accumulated deferred federal INCOME TAXES .. ... .00 v v inirmrriramriinrrasinis 335410 781,890
Unamortized federal investment tax credifs . ... ... oviviviivniiinsinninraneses 737,220 678,102
Other deferred credits and noncurrent liabilities .................. S i1 . 29,596 9._5}2
Total deferred credits and other noncurrent babilities ... .................. 1,602,226 1,469,524
CoMMITMENT 3 AND CONTINGENCIES (Notes 2, 10 and 11)
TORL . oovonmunsiinnnsswsessc TS : fivymuneyesiahsysonme DI IENIS $11,276,.886
———————— p——————————

See accompanying Notes to Financial Statements.




TEXAS UTILITIES ELECTRIC COMPANY

STATEMENT OF RETAINED EARNINGS
Year Ended December 31,

ve? 1986 1988
Thousands of Dollars
BATANCE AT PRODOMNO OF YBARK « <& o5 csvinnsisisscycinessos T bk o $1.616605 $1.378,118  §1,144,729
e R R e [ AL v P o T B e e L 781,178 712,292 654,417
v I e B ol s ) E 1 S e W % S S L 2,397,783 2,090.410 1,799, 146
Depuct
Cash Dividends
Preferred stock:
$ 4.50 series ($ 4.50 per share per annum) ..., 334 334 14
4.00 series ($ 4.00 per share per annum) ...l 280 280 280
4.56 series ($ 4.56 per share per annum) ............cooooiiii..s 609 609 609
4.00 senies ($ 4.00 per share perannum) ............. ool 440 440 440
4.56 series (§ 4.56 per share perannum) . ..., 296 296 296
424 scies ($ 424 pershare peranoum) .. ......ooiii s 424 424 424
4.64 siries ($ 4.64 per share perannum) ........ ..., 464 464 464
484 s:nes (3 484 pershare perannum) . ...l 139 339 339
4.00 eries (§ 4.00 per share perannum) . ....................... 280 280 280
4.7€ series ($ 4.76 per share perannum) .. ... ...l 476 476 476
$.04 series ($ 5.08 per share per annum) ...................... : 407 407 407
4 30 series ($ 4.80 per share perannum) ................ ..., N 480 480 480
¢ .44 series (§ 4.44 per share per annum) .. ... ...... o S e b o 666 666 666
.20 series ($ 7.20 per share perannum) ....... ............c0... 1,440 1,440 1,440
7.80 series ($ 7.80 per share perannum) ............. ........ : 2,339 2,339 2,339
£.92 series ($ 8.92 per share perannum) .. ...................... 1,784 1,784 1,784
6.84 series ($ 6.84 per share perannum) ................ ..., 1,368 1,368 1,368
7.24 series ($ 7.24 per share perannum) .. ... ... 1,809 1,809 1,809
7.44 series ($ 7.44 per share perannum) ., .. ... ... 2,232 220 2,232
7.48 series (3 7.48 per share perannum) .. ................... ... 2,244 2,244 2,244
8.20 series ($ 8.20 per share perannum) ................... .... 2,460 2,460 2
8.44 series (3 8.44 per share per annum) . .......... ... ... e 2,532 2,532 2,532
9.32 series ($ 2,32 per share perannum) ................. ..., 2,796 2,796 2,796
9.36 series ($ 9.36 per share perannum) . ....................... 2,808 2,808 2,808
8.68 series ($ B.68 per share perannum) ........................ 2,604 P | 2,604
8.16 series (3 8.16 per share perannum) ... ................... 2,444 2,444 2,444
8.32 series ($ 8.32 per share jerannum) ... .................. 2,496 2,496 2,496
8.84 series ($ 8.84 per share per annum) ... ... ............ - 2,652 2,652 2,652
9.48 senies ($ 948 per share perantum) .. ... ... .... o 9,480 8,032 —_
8.92 series ($ 8.92 per share perannum) ........................ 4,460 1,995 —
10.00 series ($!0.00 per share per annum) ,................... - 5,000 2,236 -
10.92 series ($10.92 per share per annum) . ......... ..... i 3,276 3276 3276
10.12 series ($10.12 per share per annum) ... .. .. figeel ¥ ik 3,542 3542 3,542
10.08 series ($10.08 per share per anoum) ........ ............... 3,528 3,528 3,528
11.32 series ($11.32 per share per annum) ... ... A 3,396 3,396 3,396
AUMRANEE TR SO A .. .. 0o o caamnnor s sadany it AnRe A 6,762 6,662 8713
Adjustable rate series B ... ... ... ... v hiscn Y b £ e sy s v e e 6,162 6,205 4318
Stated rate auction series A ... ... ... ... ... RN 3,828 - S
Common stock (per share: 1987, $4.16; 1986, $3.92; 1985, $368) . .. 447200 395430 354,752
Total cash dividends ., ........ MR e B wHh kA G 8 A S358%4 473 805 421028
Dividends other than cash - 8CCretions .. .............c..coviiiiunnninin 404 -— -—
Total dividends . ....... .. I e Py N e ; 536,238 473,808 421,028
BALANCE AT END OF YEAR (NOWE §) . i e e $1861,545 $1.616605 $1.378,118
1 Y B

See accompanying Notes to Financial Statements.



TEXAS UTILITIES ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

Electric Plant — Electric plant is stated at original cosi. The cost of property additions charged
to electric plant includes labor and materials, apolicable overhead and payroll-related costs and an
allowance for funds used during construction.

Allowance for Funds Used During Construction — Allowance for funds used during construction
(AFUDC) is a cost accounting procedure whereby amounts based upon interest charges on borrowed
funds and a return on equity capital used to finance construction aie charged to electric plant. The
accrual of AFUDC is in accord with generally accepted accounting principles for the industry, but
does not represent current cash income.

Texas Utilities Electric Company (Company) is capitalizing AFUDC, compounded semi-
annually, on expenditures for ongoing construction work in progress (CWIP) not otherwise allowed
in rate base by regulatory authorities. In 1985 and 1986, AFUDC was capitalized using a net-of-tax
rate of 9%1%. In 1987, pursuant to the passage of the Tax Reform Act of 1986 (TRA), the Company
hegan using » cumparable gross capitalization rate on projects commenced after March |, 1986.
Beginning July |, 1987, a net-of-tax rate of 9% and a gross rate of 102% have been used. All such
rates were determined on the basis of, but are less than, the cost ¢ capital used to finance the
construction program.

Depreciation — Depreciation is based upon an amortization of the original cost of depreciable
properties on a straight-line basis over the estimated service lives of the properties. Depreciation as
a percent of average depreciable property approximated 3.3% for 1987 and 3.2% for 1986 and 1985,

Revenues — Revenues include billings under approved rates (including a fixed fuel factor)
applied to meter readings each montn on a cycle basis ana an amount for under or over recovery of
fuel revenue representing the diiference between actual fuel cost and billings on the approved fixed
fuel factor. Pursuant to a rule adopted in July 1986 by the Public Utility Commission of Texas
(PUC), the Company is required to refund over-recovered fuel revenue if the amount of over-recov-
ery, including interesi, exceeds the lesser of $40 million or 4% of its annual known or reasonably
predictable fuel costs most recently approved by the PUC. Reconciliation of fue: costs is to be made
in a general rate case or a reconciliation proceeding. Reconciliation may be requested only if it has
either been over one year since the utility’s last final reconciliation or the utility has materially
under-recovered its known or reasonably predictable fuel costs.

Federal Income Taxes — The Company is included in the consolidated federal income tax
return of Texas Utilities Company (Texas Utilities) and subsidiary companies, and federal income
taxes are allocated to all subsidiary companies based upon taxable incom 2 or loss. Defurred federal
income taxes are currently provided for timing differences between book and taxable income; such
differences result primarily from the use of liberalized depreciation and cost recovery deductions
allowable under the Internal Revenue Code, the under or over recovery of fuel revenue and unbilled
revenues on a cycle basis. Cumulative timing differences in earlier years for which deferred federal
income taxes were not provided approximated $236.000,000 at December 31, 1987, Investment tax
credits are being amortized to income over the estimatcea service lives of the properties.

In December 1987, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 96 entitled “Accounting for Income Taxes™ which becomes effective ior
fiscal years beginning after December 15, 1988, The Statement, among other things, requires the
liability method of recognition for all temporary differences, requires that deferred tax liabilities and
assets be adjusted for an enacted change in tax laws or rates and prohibits net-of-tax accounting and
reporting. Certain provisions of the Statement provide that regulated enterprises are permitted to
recognize such adjustments as regulatory assets or liabilities if 1t is probable that such amounts will
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1. SIGNIFICANT ACCOUNTING POLICIES — (concluded)

be recovered from or returned to customers in future rates. Although the application of the State-
ment will increase both total assets and liabilities, these requirements are not expected to have a
material effect on the Company’s financial position or results of operations.

2. AFFILIATES

Texas Utilities provides common stock capital and short-term financ'ng to the Company. Texas
Utilities has three other subsidiaries which perform specialized services for the System Companies,
including the Company: Texas Utilities Services Inc. (TU Services) furnishes financial, accounting,
computer and other administrative services; Texas U ilities Fuel Company (Fuel Company) owns a
natural gas pipeline system, acquires, stores and delive-s fuel gas and provides other fuel services for
the generation of electric ene:2y by the Cowipany; and Texas Utilities Mining Company (Mining
Company) owns and operates fuel production facilities for the surface mining and recovery of lignite
for use at the Company's generating stations.

The Company has entered into agreements with Fuel Company to procure certain fuels and
related services and with Mining Company for the procurement and production of lignite; payments
are at cost for the services received and are required by the agreements to be “at least equivalent in
the aggregate to the annual charge to income on the books” of Fuel Company and of Mining Com-
pany. The Company is, in effect, obligated for the principal, $534,860,000 at December 31, 1987,
and interest on long-term notes of Fuel Company and of Mining Company through payments
described above. Such notes mature at various dates through 1999 and have interest rates ranging
from 8.50% to 12.20%.

3. CoMMmON StocK

Shares Outstanding Amount
December 31, December 31,
1987 1986 1987 1986
. Thousands of Dellars
Common stock-without par value;
authorized 180,000.000 shares ........... n 112,150,000 105,150,000 $2.965.600 $2,605800
—————3 —————— e e

The Company issued and sold shares of its authorized common stock to Texas Utilities as
follows: December 1987, 2,300,000 shares for $100,050,000; June 1987, 4,700,000 shares for
$199,750,000; December 1986, 2,400,000 shares for $100,800,000. June 1986, 3,750,000 shares for
$150,000,000; December 1985, 2,600,000 shares " $101,400,000. and February 1983, 3,600,000
shares for $138,600,000.

No shares of the Company’s common stock are held by or for account of the Company, nor are
any shares of such capital stock reserved for officers and employees or for options, warrants, conver-
sions and other rights in connection therewith.
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4. PREFERRED STOCK (cumulative, without par value; entitlea upon liquidation to $160 a

share; authorized 17,000,000 shares)
Redemption Price Per Share

Shares Outstanding Amount (before adding accumuiated dividends)

Series Groups December 11, December 31, Current Eventual Minimum
From T 1987 1% 98 9%  kem T2 Fem  To

Thousands of Dellars
Not Subject to Mandatory Redemption

AN F AR .. i iiavan 1,142,942 1,142,942 $114.588 S$114,588 $101.79 $112.00 $101.79 $112.00
S.08 1 RPURN SR, S 1,629.675 1,629,675 163270 163,270 102,40 104.82 10240 103.60
8.16 v, S BUST, T 1,999,475 1,999,475 198642 198642 10360 10613 10100 103.60
O32 VAR ..l aadids 1,550,000 1,550,000 153,208 153,205 10465 111.3° 10000 102.73

Adjustable rate (8) ., ............ 1,850,000 850,000 181,713 181,713 - — 100.00  100.00

Stated rate auction (b) .......... 1,000,000 — 98,215 — o - 100,00 100.00
TOBM - o inaa cwivs s vv Rxndwh 9,172,092 8,172,092 $909.633 $811418

b ——————— I —————
Subject to Mandatory Redemption (c)

S AT B RAR oo 1,500,000 1,500,000 $148.610 $148.315 $108.92* $109.48° $100.00 $100.00
1000 1008 ... ........... R50,000 850,000 84,296 84,109 110.00* 110.08* 100.00 100.00
TR 6o oiieonasnnnssvsbasasge 2,350,000 2.350,000 $232,906 $232.424

b ———————— -

*Redemption may not be effected currently through certzin refunding operations.

(a) Adjustable rate series A bears a dividend vate for the period ended January 31, 1988 of 7.55% per annum and adjustable
rate series B bears a dividend rate for the period ended December 31, 1987 of 8.00% per annum, both of which are based
on a fixed liquidation price of $100.00 per share. The series are not redeemable prior to June 1, 1989 and June 1, 1990,
respactively,

(b) Stated rate auction series A bear. a dividend rate of £.24% per annum for the fixed dividend period U rough September
30, 1992 and shares are not redeemable prior 1o September 29, 1992, The dividend rate for each 49 day dividend period
thereafter will be determined on the basis of certain auction procedures. The maximum rate determined by the auction
may range from 1 10% 10 200% of the 60-day “AA™ compasite commercial paper rate index. All redemptions are at a price
of $100.00 per share plus accumulated dividends.

(¢) The Company is req ired (o redeem a specified minimum number of shares annually commencing on the initial dates
shown below, except for the $8.92 series which does not have a sinking fund provision. The Company may annually
redeem, at its option, an aggregate of up to twice the number of shares shown for each series. All such redemptions are
at a price of $100.00 per share plus accumulated dividends:

Minimum Initial Date of
Redeemable Mandatory
Series Shares Redemption
$10.08 14,000 annually 4/1/89
9.48 66,700 annually 4/1/92
10.00 20,000 annually 11792
892 All outstanding shares /1196

The carrying value of preferred stock subject to mandatory redemption is being increased periodically io equal the the
redemption amounts at the mandatory redemption dates with a corresponding increase in preferred stock dividends.

The Company issued and sold shares of its authorized preferred stock as follows: July 1987,
1,200,000 shares of stated rate auction series A for $98,215,000; July 1986, 500,000 shares of $10.00
series cumulative preferred stock, subject to mandatory redemption, for $49,413,000; July 1986,
500,000 shares of $8.92 seri s cuniulative preferred stock, subject to mandatory redemption, for
$49,437,000; February 1986, 1,000,000 shares of $9.48 series cumulative preferred stock, subject to
mandatory redemption, for $98,878,000; and June 1985, 850,000 shares of adjustable rate series B
preferred stock for $83,513,000.

No shares of the Company’s preferred stock are held by or for account of the Company, nor are
any shares of such capital stocks reserved for officers and employces or for options, warrants, conver-
sions and other rights in connection therewith.
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5. RETAINED EARNINGS RESTRICTIONS

The Company’s articles of incorporation, the mortgages, as supplemented, and the debenture
agreements contain provisions which, under certain conditions, restrict distributions on or acquisi-
tions of its common stock. At December 31, 1987, $138,736,000 of retained earnings were thus
restricted as a result of the provisions of such articles of incorporation.

The articles of incorporation restriction provides in effect that the Company shall not pay any
common dividend which would reduce retained earnings to less than one and one half times annual
preferred dividend requirements. The mortgage restrictions are based primarily on the replacement
fund requirements of the mortgages. The restriction contained in the debenture agreements is
designed to maintain the aggregate preferred and common stock equity at or above 33'% of total
capitalization.

6. LoNG-TERM DEB1, less amounts due currently

Interest Rate
Maturity Groups Groups December 31,
From To From  To 1967 1986
Thousands of Dollars
First mortgage bonds:
1988 1992 44% VN - 5 ieie e s et e b 2 h e it ¢ S v T ¥ 6 R $ 12,000 $ 34,500
1993 1997 44 94 o e P A s S s 156,000 206,000
1998 2002 6% - e BN oty g ol YO o e 340,000 340,000
2003 2007 LA P e I I h A e et b e Bl e Eala als 750,000 750,000
2008 2012 9 16 L ey T e B T R s i 250,000 382,531
2013 2017 Gl L e e e SR U e, AW Ay ela 2,200,000 1,550,000
Pollution control series:
2007 2017 ™ 10 e, e Ky T 589,000 310,000
Funds on deposit with trustee S i e e NPT SN 1 Bl b (20,148) -
Sinking fund debentures:
1989 1989 4y L W e PR 7L g e L e O 17.854 18,454
1993 1994 6% T% WA e A R S s Sy 31,738 32,448
BRI 3 \a Lo sl 08 B i L et aseiaeeeavirianes 8,526,441 3623933
Pollution control revenue bonds.
2004 2009 570 % s PP et 8 LR A 3.4 s R kLs 160,000 160,000
Unamortized premium and disCOUNT ... ..ottt ineiinnieneiinneeas . (47,330) (35,002)
Total long-term debt, less amounts due currently ..., .. s e $4,639.111  $3,748 931

Sinking fund and maturity requirer.ients for the years | 988 through 1992 under long-term debt
instruments in effect at December 31 1987, were as iollows:

Minimum
Sinking Cash
Year Fund(a) Maturity Requirement(b)
Thousands of Dollars
198% e LN e T o | Y $17.370 $22.500 $22,500
1989 ..... ey e 4 LE T & 18,452 17,854 18,436
1990 .. . A, 2 el e e L 18,476 —_ 700
199) .. ThH T g e W NN 18,296 12,000 12,700
. e W Wi W oy O 0 R TRy "SR S e 19,366 - 1.770

(a) Excluding requirements satisfied prior to December 31, 1987: $2.433,000 for 1988, $438.000 for 1989, $320,000 for 1990,
$320,000 for 1991 and $320,000 for 1992

(b} Dther requirements may be satisfied by certificanon of property additions at the rate of 167% of such requirements,
except for eighteen issues at 1 0%,
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6. LONG-TERM DeBT, less amounts due currently — (concluded)

In 1987 and prior years, various principal amounts of first mortgage bonds were redeemed by
the Company prior to maturity. Pursuant to expected regulatory treatment, the net losses on
reacquired debt have been deferred and are being amortized over the remaining lives of the
bonds retired.

The total amounts of sinking fund debentures authorized in the debenture agreements have been
issued. The Company's first mortgage and collateral trust bonds may be issued in additional
amounts, without limitation as to the maximum thereof, but limited by property, earnings and other
provisions of the mortgages. None of the long-term debt is pledged. held by or for account of the
issuer, or held in its sinking or other special funds. Electric plant of the Company is generally subject
to the liens of its mortgages.

7. FEDERAL INCOME TAXES

The details of federal income taxes are as follows:
Year Ended December 31,

1987 1986 1985
Thousands of Dollars
Charged to operating expenses:
Current ...... 8 s R o e R - P T 1T $ 67,320 $155 864
Deferred — net:
Differences between depreciation methods and lives ..., ............ $8,600 70,451 70,342
Certain capitalized construction COSIS .. ........ovivvririnirirs . (4,444) 19,428 19,080
Over/under-recovered fuel revenue .................. R = 46 856 11,935 (44,553
Cancelled lLignite unit . ... ... b5 0 b 437 A0 o § B A s A (971) 12,293 -
Early rcdempuomoflonstcnn debl e e A L n e T 6,091 10,763 14,730
Prepaid (accrued) pension cost .. ..., ...l et e “Lrten & by (11,676) 6,162 —
Unbilled revenues . ..:.....ivi0es TR T s P il S (17.367) (322) 932
o ety SR L s A e et 3 T SR ey B rra s § i 5,661 311 (5,250)
Total . P T et WS P T ) 82,750 133,021 55,281
Investment tu credns - nct .............. LT ] S i S ] $9,109 64,243 67,867
Total 10 operating expenses | Ay ot 201,446 264 584 279,012
Charged (credited) to other income:
Current ..... : TN 7 TN ; e rreyy Cryriray Dl waTonya 9.091 4,541 (2,136)
Deferred—nﬂ.. L0 68 R S o kb B O 23 (1,450) ="
R 00 RO LIOMINE. 7a.v 6.1 55 5.0 bk ¢ A AR ¢ obetT 3 Ak A nelle 9.114 091 2,136)
Total federal income taxes ......... B AL $210,560 $267.67% $276.876
_ 1 e

Federal income taxes were less than the amount computed by applying the federal statutory rate
to pre-tax book income as follows:
Year Ended December 31,

1987 1986 198
Thousands of Dollars

Federal income taxes at statutory rate (39.95% for 1987

and 46% for 1986 and 1985) ... ............ ¥ i Fer . $396,199 $450,785 $428,395
Reductions in federal income taxes resulting from:

Allowance for funds used during construction ........ ... . 152,816 139,760 105,668

Depletion allowance ... .. =t T et L T IR Byt 26.393 23,770 25,168

Amortization of investment lu crcdm o ; ’ . 15,697 13,347 12,410

T T e ey, sl Wl o P L (7,267) 6,233 8,273

Total reductions .. .................... 1o T S 185,639 183,110 151,519

Total federal income taxes . . Lo » § ¥xa SO $210,560 $267.675 $276,876

= e e

Effective ax rate . ............. T i Lo nl e 21.2% 27.3% 29.7%
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8. RETIREMENT PLANS AND OTHER POSTRETIREMENT BENEFITS

The Company has retirement plans covering substantially all employees. The benefits are based
on years of accredited service and the employee's average annual earnings received during the three
years of highest earnings. The costs of the plans are determined by independent actuaries. Contribu-
tions to the plans were determined using the frozen attained age method which is one of the several
actuarial methods allowed by the Employee Retirement Income Security Act of 1974. During 1986,
the Company adopted the Financial Accounting Standards Board’s Statement of Financial Account-
ing Standards No. 87, “Employers’ Accounting for Pensions.” The new standard requires, among
other things, the use of the projected unit credit actuarial method for determining pension cost for
financial reporting purposes. The cumulative difference between pension cost as determined under
the new standard and contributions to the plans is recorded either as prepaid pension cost or as
accrued peasion liability. The adoption of the new accounting standard did not have a material effect
upon the Company’s financial position or results of operations.

In 1987, the Company offered a special early retirement program to those employees who had
attained the age of 55 and had 15 or more years of accredited service. The offer provided for a
waiver of reduced benefits for early retirement plus 5 additional years of accredited service up to a
maximum of 40 years. The cost of the program was recorded in accordance with Financial Account-
ing Standards Board’s Statement of Financial Accounting Standards No. 88, “Employers’ Accounting
for Settlements and Curtailments of Defined Benefits Pension Plans and for Termination Benefits.”

The following table sets forth the plans’ funded status and amount recognized in the Company’s
balance sheet:

December 11,
1987 1986
Thousands of Dollars

Actuarial present value of a;cumulated benefits:
Accumulated benefit obligation, including vested benefits

($457,826,000 for 1987 and $°56,279,000 for 1986) ................... $(510,829) $(403.227)
p———————— e
Projected benefit obligation for service rendered (o date . . ey ke Y $(652.066) $(575.947)
Plan assets at fair value, primarily equity investments,
government bonds and corporate bonds . . T er . 632,897 631 997
Plan assets in excess of (less than) projected benefit obligation ... ... X (19.169) 56,050
Unrecognized net gain from past experience different from that
assumed and effects of changes in assumptions . . 1,440 (44 474)
Prior service cost not yet recognized in net
periodic Pension EXPEnse ... ... ...l 50§ 15,439 16,292
Unrecognized plan assets in excess of projected benefit
obligation at January 1, 1986 ... .. : SO o : (11,410) (13,496}
Prepaid pension cost (accrued pension lability) . 5t & &) $ (13,700) § 14372
1 P
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10. COMANCHE PEAK NUCLEAR GENERATING STATION

The Company is constructing two nuclear-fueled ganerating units at Comanche Peak Nuclear
Generating Station (Comanche Peak), each of which is designed for a capability of 1,150 megawatts,
This project is subject to the jurisdiction of the Nuclear Regulatory Commission (NRC). NRC regu-
lations govern the granting of licenses for the construction and operation of nuclear power plants,
After giving effect to the anticipated completion of the 1988 agreement to purchase the 6.2% owner-
ship interest of Texas Municipal Power Agency (TMPA) in the facility, the Company’s share of the
net capability in each unit is 1,081 megawatts, or approximately 94%. The other participants in the
facility are Brazos Electric Power Cooperative, Inc. (BEPC) and Tex-La Electric Cooperative of
Texas, Inc. (Tex-La) which own 3.8% and 21/6%, respectively.

Operating License Application

The NRC has been reviewing the Company's application for operating licenses for the
Comanche Peak units. As a part of that review, a proceeding was initiated before an Atomic Safety
and Licensing Board (ASLB) and proceedings on various issues ha.e been ongoing since December
1981. After completion of such proceeding. the ASLB will make recommendations to the NRC
rearding the issuance of operating licenses for the Comanche Peak units. An intervenor is actively
invoived in this ASLB proceeding.

Thye one remaining Contention before the ASLB in the operating license proceeding relates to
the Compa..y's quality assurance/quality control (QA/QC) program for the plart. In December 1983,
the ASLB issued a memorandum questioning the QA program for design of certain portions of the
plant and requested that the Company offer additional proof of adequate design and design review
procedures. The ASLB is also reviewing several other related issues and has indicated its intent to
review the results of the NRC's Technical Review Team (I'RT) investigation discussed below. In
July 1984, a separate ASLB. including \wo of the three members of the original ASLB, was convened
10 receive testimony on allegations that QC inspectors at the plant had been subjected to an atmo-
sphere of harassment and intimidation which is alleged to have affected the implementation of the
Company's QA program. In January 1986, this separate ASLB was disestablished with all issues
thereafter to be resolved by the original ASLB.

As a separate part of the NRC's review of the Company's operating license application, in March
1984, the NRC established a task forc2 1o consolidate and carry out the various reviews necessary for
the NRC Staff to reach its decisior, regarding the operating licenses. This effort involved the estab-
lishment of the TRT, which began an intensive onsite investigation in July 1984 and subsequently
has issued reports requesting additional information from the Company with respect to several func-
tional areas of the plant's construction program. The Company then formed a special team, the
Comanche Peak Response Team (CPRT), which includes a number of independent experts in each
area addressed by the TRT, and submitted a Program Plan (Plan) to respond to the quesiions raised.
Such Plan, which is described further below, is presently being implemented and has been expanded
to address the design and other ASLB issues described herein

In January 1985, the TRT issued a report on its review of the QA/QC programs at Comanche
Peak. The report stated that although the QA program documentation met NRC requirements, the
implementation of the QA program demonstrated that the Company had lacked the commitment to
aggressively implement an effective QA/QC program in several areas. The TRT indicated that it had
found evidence of faulty construction and ineffective QA and QC inspeciions Questions were also
raised concerning the training and qualifization of QC personne! and in the reporting of deficiencies.
The TRT further found that prior to July 1984 problems had existed in the control of documenta-
tion. In addition, deficiencies in several other areas were described. The Company was requested to
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10. COMANCHE PEAK NUCLEAR GENERATING STATION — (continued)

submit to the NRC a program and schedule for completing a detailed and thorough assessment of
these QA/QC issues presented by the TRT. The Company also was asked to consider the use of
management personnel with a fresh perspective to evaluate the TRT findings and implement
corrective action, and to consider the use of an independent consultant 0 oversee the corrective
action program.,

In June 1983, the Company filed with the NRC and the ASLB a revision to the Plan which is
being utilized by the CPRT to address all outstanding design and construction concerns. This Plan,
which was substantially revised and reissued in January 1986, and further revised in July 1987,
provides for a complete design review of virtually all safety related systems in the plant, and for the
development of a corrective action program as required. In August 1985, the ASLB issued a Memo-
randum which described areas of the Plan that concerned the ASLB. The Memorandum indicated,
however, that if the Plan were revised to address the ASLB's concerns and if it were appropriately
implemented, the Plan may demonstrate the quality of the plant. In May 1986, the Staff of the NRC
issued a Supplemental Safety Evaluation Report (SSER) containing an evaluation of the Plan as it
existed at that time. The SSER concluded that the Plan provided an overall structure and process for
addressing and resolving all existing construction and design issues and any future issues that may
be identified from further evaluations. In June 1986, the ASLB issued a Memorandum which
addressed “Board Concerns” about the adequacy of the CPRT program. The Memorandum stated
that, based upon the ASLB’s current knowledge of the program, after having reviewed the first results
reports and the SSER on the Plan, the ASLB continued to have the concerns expressed in the earlier
memorandum described above. The ASLB also raised additional concerns about how findings in
one area of the reinspection effort may affect the Company's program in other areas, whether
sufficieat attention is being paid to problems of quality assurance and quality control regarding
design, the adequacy of the CPRT sampling program, and perceived oversights in one of the results
reports that had been issued. The Company is addressing these concerns. In November 1987, the
ASLB established a schedule for resolution of all issues remaining in the operating license proceed-
ing. In January 1988, the Staff of the NRC, after further review and analysis, approved the Plan and
corrective action program as the basis to resolve outstanding issues. At the end of February 1988, the
CPRT completed the publication of its final reports. In March 1988, the Staff issued an SSER
approving the design of piping and pipe supports at Comanche Peak, which had been a major issue
in the operating license proceeding, and conclude . .nat the Plan provides an effective means to
ensure proper implementation of corrective actiow. in this regard. Delivery of this report sets into
motion a prehearing schedule adopted by the ASLB which should result in the resumption of hear-
ings on issuance of the operating licenses in the late summer of 1988 Meanwhile. implementation
of the corrective action program continues.

In December 1987, the Company entered into an agreement to settle potential claims against
Gibbs & Hill, Inc. (Gibbs & Hill), the original architect-engineer for Comanche Peak, relating to
engineering and design services performed by Gibbs & Hill for Comanche Peak. Under the terms
of this settlement, the owners of Comanche Peak will receive a total of $25 million in cash,
deferred payments and future engineering services which will be provided to the Company on non-
nuclear pro~cts.

The Company has made a number of key management changes in the nuclear program for
Comanche Peak, including the addition of several new officers who bring substantial nuclear experi-
ence to the Company. This new management team 1s responsible for oversight and implementation
of the reinspection and corrective action program.
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10. COMANCHE PEAK NUCLEAR GENERATING STATION — (continued)

The NRC has created an Office of Special Projects to manage all aspects of the NRC's licepsing
and inspection efforts for Comanche Peak and certain other nuclear power plants.

Construction Permit Extensions

In January 1986, the Company filed an application with the NRC for an extension of the con-
struction permit for Unit | to reflect a new “latest date for completion” of August 1, 1988; previously
such date had been August 1, 1985, In the application, the Company stated that the reason the
request for extension of the construction permit was not filed at an earlier time was administrative
oversight. In February 1986, the NRC issued an order extending the “latest date for completion” of
Unit | to August [, 1988. Subsequently, the intervenor involved in the ASLB operating license
proceeding filed with the NRC a request to stay the effectiveness of the construction permit exten-
sion and to require the Company to file a new application for a construction permit for Unit | or to
order that hearings be held prior to any decision on whether to grant the construction permit exten-
sion. The request for a stay was denied by the NRC and the question of whether to hold such
hearings was remanded to an ASLB, the members of which are the same as the ASLB for the oper-
ating license. In November 1986, the ASLB issued a Memorandum and Order in which it accepted
for litigation a new Contention, raised by two intervenors, which alleges that the delay in completing
Comanche Peak, which has occurred and has necessitated the extension of the construction permit
by the NRC, was the result of dilatory action on the part of the Company and that, therefore, good
cause did not exist for the extension of such permit. No scaedule for hearings on this Contention has
been zdopted by the ASLB at this time, The Company has also applied to the NRC for an extension
of the construction permit for Uit 2. Such application is presently under review by the Staff of the
NRC. In early March 1988, the Company filed with the ASLB a motion to consolidate proceedings
in the operating license and construction permit proceedings.

Civii Penalties

In April and June 1986, the Company paid civil penalties to the NRC, each in the amount of
$40,000, relating to allegations of harassment and intimidation at Comanche Peak. The Junc 1986
penalty was part of an aggregate of $120,000 in civil penalties previously propased by the Staff of the
NRC. The Company requested the Staff to revisit the other alleged violations to determine whether
they did in fact occur and to consider mitigating the amount of the penalties, and in August 1987,
the Staff decided not to assess the remaining $80,000 in proposed civil penalties. In August 1986, the
Company paid a civil penalty of $200,000 previously proposed by the Staff of the NRC relating to
the findings of the TRT, described above. In addition, the Company has paid another civil penalty
of $50,000 relating to twe alleged violations in the Company's reinspection and corrective
action effort,

Investigation Regarding NRC Region IV

In December 1986, a portion of a report was released by the Office of Inspector and Auditor of
the NRC (OIA Report) containing the results of its investigation of allegations of misconduct by the
management of Region 1V of the NRC with respect to Comanche Peak. The OIA Report expressed
concern about allegations of harassment and intimidation by Region IV management to pressure
Region 1V inspectors to downgrade or delete proposed inspection findings at Comanche Peak. In
addition, the OIA Report concluded that it would not be possible to rely on the Region IV QA
inspection ac evidence of the safe construction of Comanche Peak. Consequently, it stated that it will
be necessary for the NRC to rely largely on recent detailed technical inspections conducted by the
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10. COMANCHE PEAK NUCLEAR GENERATING STATION — {(continued)

NRC, including the TRT, at Comanche Peak. The OIA Report also indicated that the data contained
in an internal NRC report on inspection procedures was inaccurate and unreliable due te a lack of
understanding by NRC inspectors ot the proper method o. completing a certain NRC form. NRC
officials have indicated that a thorough assessment of the results of this investigation will be made;
and in addition, certain personnel changes in the Region IV office have occurred. The OIA Report's
findings are restricted to activities in the NRC's Region IV and do not question other NRC regula-
tory activities with respect to Comanche Peak, including the detailed technical inspectiors con-
ducted by the TRT as discussed above. The intervenor in the operating license proceedings,
discussed above, has indicated its intent to file a motion raising the OIA Report’s findings as issues
to be the subject of hearings in such proceedings.

Litigation Relating to Comanche Peak

The Company, TMPA, BEPC and Tex-La have been the owners of 8756%, 6.2%, 3.8% and 21/6%
interests, respectively, in Comanche Peak under the terms of a Joint Ownership Agreement (Agree-
ment) which provides that the Company is the Project Manager for Comanche Peak. BEPC has
failed to make numerous payments of its portion of the costs of Comanche Peak. BEPC has been
experiencing difficulty in obtaining additional financing for Comanche Peak from the Rural Electri-
fication Administration. In addition, since May 1986, Tex-La has failed to make payments to the
Company for its portion of Comanche Peak and TMPA has made payments under protest. Accounts
receivable at December 31, 1987 included $109,284,000 of amounts due from BEPC and Tex-La.
The portion of future construction expenditures due from BEPC and Tex-La is estimated to be
$48,200,000 in 1988, $30,900,000 in 1989 and $15,300,000 in 1990. In May 1986, the Company
filed suit in the 14th Judicial District Court of Dallas County, Texas against TMPA, BEPC and
Tex-La because of controversies which exist under the Agreement with respect to the obligations of
the parties. The Company asserted that each of the defendants has either claimed that it has no
further obligation to pay its share of the remaining costs of construction of Comanche Peak, or has
claimed that the Company has failed to properly construct Comanche Peak or otherwise has
breached its obligations under the Agreement. The Company sought recovery of damages against
Tex-La for its anticipatory breach of the Agreement and asked for a declaratory judgment against
Tex-La, BEPC and TMPA declaring among other things that they were obligated to pay their share
of the remaining costs of construction of Comanche Peak and that the Company has not failed to use
prudent utility practices in constructing Comanche Peak in accordance with the Agreement. TMPA,
BEPC and Tex-La filed cross-actions in such suit against the Company and Texas Utilities asserting
various causes of action, including a number of alleged breaches of the Agreement by the Company
and violations of the Texas Deceptive Trade Practices Act (DTPA;. In September 1986, the Court
in the Dallas County suit ruled in favor of the Company with regard to a plea of the defendants
attempting to change the venue of such suit. The case is in the discovery phase and trial is currently
scheduled for October 1988.

In June 1986, TMPA and Tex-La filed suit in the 98th Judicial District Court of Travis County,
Texas against the Company ard Texas Utilities. The petition asserted various causes of action,
including a number of alleged breaches of the Agreement by the Company and violations of the
DTPA. TMFA and Tex-La asked for rescission and maodification of the Agreement and payment for
damages, including treble damages based upon violations of the DTPA. The Company and Texas
Utilities intend to vigorously contest this suit, which has been stayed as a result of the ruling in the
Dallas County suit.
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TEXAS UTILITIES ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS — (Continued)

10. COMANCHE PEAK NUCLEAR GENERATING STATION — (continued)

In February 1988, the Company entered into an agreement with TMPA pursuant to which the
Company will purchase TMPA's ownership interest in Comanche Peak and all outstanding claims
and pending lawsuits between TMPA and the Company will be settled and terminated. Finalization
of the agreement is subject to the approval of the NRC and the PUC with respect to the transfer of
TMPA’s ownership interest. The Company has filed applications to obtain such approvals and can-
not predict when action with respect thereto will be taken. (See Note 11 to Financial Statements.)

In June 1986, BEPC filed suit in the 345th Judicial District Court of Travis County, Texas
against the Company, Texas Utilities, Mining Company and TU Services. BEPC alleges that the
defendants have breached the Agreement, certain implied warranties and fiduciary duties, and have
been grossly negligent, acted with willful misconduct and have violated the DTPA and Texas and
federal securities laws. BEPC asks for an injunction against efforts by the defendants to recover
additional payments, rescission and reformation of the Agreement and payment for damages, trebled
pursuant to the DTPA. BEPC alleges actua! dariages to that date of at least $216 million. The
defendants intend .0 vigorously contest this sii, which has been stayed as a result of the ruling in
the Dallas County suit. In March 1987, BEPC filed a re.ruest with the NRC to modify the construc-
tion permits and licenses already issued and to imoose a prospective condition to any permits and
licenses subsequently issued or renewed to require :he Company to assume BEPC's ownership inter-
est in Comanche Peak by purchase thereof at its net book cost, and for other unspecified relief. In
June 1987, the NRC Office of Special Projects denied this request and the Company is unable to
predict what further action may be taken.

Cost and Schedule Estimates

In March 1988, the Company announced that following its review of the cost and schedule for
Comanche Peak, commercial operation of Unit | is presently anticipated at the end of 1989, All
Unit | corrective action activities are scheduled for completion to permit fuel loading in mid-1989.
The Company also announced the temporary suspension of construction activities and accrual of
AFUDC on Unit 2 beginning in April 1988 for a period of approximately one vear. Unit 2 is not
expected to be ready for commercial operation until after the 1991 peak season. The delay of Unit
2 was implemented to allow the Company to concentrate its resources on the completion of Unit |,
thereby reducing the duplication of effort that would be required to maintain the previous timing
between the iwo units and strengthen the Company's ability to manage construction and start-up
activities for both units more efficiently with fewer personnel. Additionally, such delay will allow
time to make a more complete determination of any modifications that may be required for Unit 2
based upon the knowledge gained from the reinspection and corrective action program applied to
Unit |. The delay of Unit 2 will also permit the Company time to implement rates for Umt | prior
to the final completion and operation of Unit 2. Although construction on Unit 2 has been tempo-
rarily suspended, there will be some ongoing expenditures required to maintain the unit until con-
struction is resumed. Additionally, to the extent the work necessary to place Unit | into service
affects various common systems, some capital expenditures will be associated with Unit 2.

Based upon this revised schedule, the total cost of the Company's 94% share of the plant, exclud-
ing AFUDC, is estimated to be $6.37 billion. The Company’s estimated cost of its share, including
AFUDC, is $8.54 billion or about $3,950 per kilowatt. Because of the uncertainty regarding the date
of commercial operation of Unit 2, no provision has been included in such amount for reestablishing
the accrual of AFUDC on Unit 2 after construction resumes. The totzl cost of the plant, excluding
AFUDC, is estimated to be $6.62 billion. Because of the uncertainties regarding payments by the
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TEXAS UTILITIES ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS — (Concluded)

11, COMMITMENTS AND CONTINGENCIES — (concluded)

Capacity and Energy Purchase

The Company entered into an agreement in 1982 with Tex-La, a 21/6% owner of Comanche
Peak, whereby the Company agreed to purchase an assignment of portions of Tex-La's entitlement
to capacity and energy from Comanche Peak in declining amounts over the first eight years of
commercial operation of each generating unit. Under the agreement, the Company is required to
make annual payments to Tex-La comprising a pro rata share of operating costs plus a capital charge
on Tex-La's net investment applicable to the portion of Tex-La's entitlement assigned. (See Note 10
concerning litigation proceedings regardirg Tex-La's participation in Comanche Peak.)

Martin Lake Unit 4 Construction Cancellation

In November 1986, the Company announced that it was not economically feasible to construct
¢ fourth unit at the Martin Lake Steam Electric Station (Martin Lake Unit 4) and cancelled the
project which was scheduled for service in 1994, Pursuant to expected regulatory treatment, expen-
ditures of approximately $37,246,000, including contractor termination costs, have been recorded as
a deferred asset to be amortized as approved by regulatory authorities. The application in 1988 of
Financial Accounting Standards Board's Statement of Financial Accounting Standards No. 90 enti-
tled “Regulated Enterprises — Accounting for Abandonments and Disallowances of Flant Costs™ to
the accounting for the abandonment of Martin Lake Unit 4 will not have a material effect on the
Company's financia: statements,

Purchase of Electric Plant and Nuclear Fuel

In February 1988, the Company entered into an agreement with TMPA pursuant to which the
Company will purchase TMPA's ownership interest in Comanche Peak. Under the terms of the
agreement, the Company will make a senes of payments to TMPA over approximately a five year
period totaling about $456 million on a present value basis. The purchase price is based on the
Company’s incurred cost per kilowatt, including AFUDC, for its existing share plus payment for
TMPA's interest in the nuclear fuel for Comanche Peak, certain transmission facilities associated
with Comanche Peak and certain expenses. In connection with the purchase of TMPA's ownership
interest by the Company, all outstanding claims and pending lawsuits between TMPA and the Com-
pany will be settled and terminated. Finalization of the agreement is subject to the approval of the
NRC and the PUC with respect to the transfer of TMPA’s ownership interest. An initial payment of
approximately $58.7 million was made by the Company in February 1988; following such regulatory
approvals, which must be received no later than September 22, 1988, the Company will make an
additional payment of approximately $51.8 million plus interest to the date of initial closing. There-
after, the Company will make ten equal semi-annual payments, including interest, each in the
amount of approximately $45 million, for the balance of the purchase.

General

In addition to the above, the Company is involved in various legal and administrative proceed-
ings which, in the opinion of the Company, should not have a materiai effect upon its financial
position or results of operations.,
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OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Texas Utilities Electric Company:

We have examined the balance sheet of Texas Utilities Electric Company as of December 31,
1987 and 1986 and the related statements of income, retained earnings and source of funds for
construction for each of the three vears in the period ended December 31, 1987, Gur 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 financial statements referred to above present fairly the financial position of
the Company at December 31, 1987 and 1986 and the results of its operations and the source of its
funds for construction for each of the three years in the period ended December 31, 1987, in confor-
mity with generally accepted accounting principles applied on a consistent basis.

Gur examinations also comprehended the supplemental schedules listed in Item 14(a)2. 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.

DELOITTE HASKINS & SELLS

Dallas, Texas
March |8, 1988
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS CN ACCOUNTING
AND FINANCIAL DISCLOSURE.

None

PART 1

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Identification of directors. business experience and other directorships:

Name of Directcr

Erle Nye

R. K. Campbell

E. D. Scarth

Michael D Spence

W. M. Taylor

T. L. Baker

1. S. Farringion

E. L. Watson

&

61

53

53

Other Positions
n::m Held
With the Preseat Princinal
Company Date First or Employment and Principal
(Term Expires Elected as Business (preceeding S yrs.),
May 20, | I88) Director Other
Chairman of September 17, President of Texas Utilities, the parent company
the Board 1982 of the Company; prior thereto Executive Vice
and Chief President of Texas Utilities; other
Executive directorships: Texas Utilities.
Division President  September 17, Same.
1982
Division President  May 20, 1986 President of Texas Electric, formerly a rubsidiary
of Texas Uilities; prior thereto Vice President
of Texas Electric.
Division President  September 17, President of Generating Division; prior thereto
1982 Executive Vice President of Texas Utilities;
pnior thereto Vice President of Texas Power,
formerly a subsidiary of Texas Utilities.
Division President  May 20, 1986 President of Dallas Power, formerly a subsidiary
of Texas Utilities: prior thereto Vice President
of the Company: piior thereto Vice President
of Texas Electnc.
Senior Vice February 20, Senior Vice President of the Company; pnor
President 1987 thereto Vice President of the Company; prior
thereto Vice Presideat of Dallas Power; prior
thereto served in other management positions
with Dallas Power.
None September 17, Chairman of the Board and Chief Executive
1982 OfTicer of Texas Unilities: prior thereto
President of Texas Utilities; prior thereto
President of Dallas Power; sther directorships:
Texas Uilities.
Senior Vice February 20, Senior Vice President of the Company; prior
President 1987 thereto Vice President of Texas Eleaynic.
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Item 10. DIRECTO%S AND EXECUTIVE OFFICERS OF THE REGISTRANT (Continued).

'dentification of executive officers and business experience:

Erle Nye

R. K. Campbell

E D. Scarth

Michael D. Spence

W.M Taylor

T. L Baker

E. L. Watsor,

Thomas E. Blakey

H. Jarrell Gibbs

Position and
Offices
Presently Held
(Current Date First
Term Expires Elected to Business Experience

Age  May 20, 1988) Present Office(s) (Preceeding Fiv Years)

S0  Chairman of February 20, President of Texas Utilities, the parent company
the Board and 1987 of the Company; prior thereto Executive Vice
Chief Executive President of Texas Utilities; other

directorships: Texas Utilities.

61 Division January |, Same.

Presiden? 1984

60  Division May 20, Vice President of Texas Electric, forme-ly a
President 1956 s»bsidiary of Texas Utilities.

46  Division January |, Executive Vice President of Texas Utilities, the
President 1984 parent company of the Company, prior theretc

Vice President of Texas Power, formerly a
subsidizry of Texas Utilities,

45 Division May 20, Vice Fresident of the Company: prior thereto
Presiden: 1686 Vice President of Texas Flectric, formerly a

subsidiary of Texas Utilities.

42 Senior Vice May 20, Vice President of the Company; prior thereto
President 1986 Vice President of Dallas Power, formerly a

subsidiary of Texas Utilities, prior thereto
served in other management positions with
Dallas Power.

53 Senior Vice May 20, Vice President of the Company; prior thereto
President 1986 Vice President of Texas Electric, formeriy a

subsidiary of Texas Utilities.

§5 Executive July 14, Vice President of Operations for Texas Power,
Vice 1987 formertly a subsidiary of Texas Utilities; prior
President thereto served in other management position:

with Texas Power

49  Vice President December 28, Treasurer and Assistant Secretary of TU Electric;

1987 served in other management positions in the

47

Company and TU Services.



Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT (Con-luded).

‘ Identification of executive officers and business experience

Position and

()mxl:\
Presently Held .
(Cuarvent Date First o
) T'erm Expires Elected to Business Exnerience . .
Name of Officer Age  May 20, 1988) Present Office(s) (Preceeding Five Years) -
b I. R. Locke, Jr S0 Vice President lanuary Vice President of TU Services; prior thereto >
¥y R4 s n other management j y .,“
lexas | formerly a subsid f Xas
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S [tem 11, FXECUTIVE COMPENSATION

o
I'he Company paid cash coripensation during 1987 to the following executive officers for ser
vices 1n all canacities
A Name of Individual
and nomer of Capacity in which Cash
pursoas . Qrown compensation was received compensation ®

Erle Nye Chairman of the Board and $ 316,667(1)

Chiel Executive

Michael D. Spence Division President 66.607 N

R. K. Campbell Division Preside. : 13,500

E. D. Scarth Dhivision President | 58,750

W. M. Taylor Division President 158,750

All executive ¢ ficers of (ke Company ~s a group {1 ¢

includin

l'exas Utilities Company System. a

ieast one year of tull time service with any of the Svystem

Under 1 ¢ Employu of the Texas Utilities Company System which coy
ers abstantiaily al’ System employees, Texas Utilities and its suosidiaries. .ncluding the ( ompany

have elected federai income tax ¢ ts to the extent that amounts equal to such credits ’
have becn contributed to the Plan. The Plan Trustee uses contiibutions from the companies and ®
their eligible employees to purchase common stock of Texas Utilities which is allocated to participat- i

INg empioyees in proportion to their compensation. During 1987, employer contributions made for

Plan vear 1986 f all executive otlicers of the Company as a group (21) amounted to $8,800, includ-

Scarth

the
LHC



Item 11. EXECUTIVE COMPENSATION (Concluded).

awards in any Plan year exceed 25% of the aggregate compensation of eligible emplovees, The Com

pany will establish accounts for each participant containing performance units equal in number to

the number of shares of common stock purchased by a trustee with an amount of cash equal to the
deferred compensation, matching award and any incentive award. On the ipplica
ble maturity period (3 years for incentive awards and 5 years for deferrals and matching awards), the
value of the participants’ accounts will be paid in cash. The maturity requirement is waived if the
participant dies or becomes totally and permanently disabled

'he Company maintains a retirement plan qualified under applicable provisions of the Internal
Revenue Code. Annual retirement benefits are computed as follows: For each vear of accredited
service prior to age 65, 1.3% of the firct $7,800, plus 1.5% of the excess over $7,800 of average
annual earnings received by the participant during his three years of highest earnings. Such benefits
are not subject to any reduction for Social Security payments. Amounts reported as salaries for
specified officers approximate earnings as defined by the retirement pls As of January 31, 1988
years of accredited service under the plan for Messrs. Nve, Spence, Campbell, Scarth and Tavlor

< \

¢ | respectively, The table below illustrates the annual benefit payable at

L.rsar average 20 years W) years 40 vears
annual Earnings service service service

S 000
N
100 (N
:‘Nwl'
100 .00

4
St

its paya
de. The Ci
payment of re

which would other . limited oy the ovision I the Internal Res

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS
AND MANAGEMEN

) ~¢rtain benel
\mount and Nature Percent
Name and Address of Beneficial of
litle of C.ass of Beneficial Owner Ownership Class
ymmon Ck I'exas Utilities Compan 109,850,000 shares ).0%
2001 Brvan Towe sole voting and

!)‘lfvl.s\ l.,".l\ nvestment power

Number of Shares Percent
litle of Cl Reneficially Owned* of Class

LATIONSHIP AND RELATED TRANSACTIONS




PART IV
[tem 14. EXHIBITS, FIN' NCIAL STATEMENT SCHEDULES AND REPORTS O~
FORM 8-K.

(a) Documents filed as part of this Rep
I. Financial Statements (included in
and Supp'ementary Data,
Statement of Income for ea
ended December 3!, 198
Statement of Source of Funds for Construction for each of the
three years in the period e~ded December 31,
Balance Sheet, December 31, 1987 and 1986
Statement of Retained Earnings for each of the
in the period ended De:ember 31, 1987

em 8, Financial Statements

of the three ycars in the period

1987

Notes to Financial Statements
Opinion of Independent Certified Public Accountants
2. Financial Statement Schedules
V—Electric Plant for each of the three years in the period
December 31, '987

VI—Accumulated Depreciation for each of the three years in
3

period ended December 31, 1987

VIlI-—Valuation and Qualifying Accounts for each of t
the period ended December 31, 1987
X—Supplementary Information for each of the three y

period ended December 31, 198 60

I'he following financial statement schedules are omitted because of the absence of the conditions
under which they are required or because the required information is included in the Financial

Statements or notes thereto: I, 11, I, 1V. VII, IX, XI. XII and XIII
(b) Reports on Form §-K

Reports on Form 8-K filcd since September are as follows

Date of Report
November
December

February

(¢) Exhibits

*3(a)—Arti

\‘ 'Ts"jgf‘
Light Comg
of Boston

ltems Reported

OTHER EVENTS
OTHER EVENTS
OTHER EVENTS
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Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON
FOR! . 8-K "“ontinueld).

[EXAS ELECTRIC SERVICE COMPANY

4 Mortgage and Deed of Trust, dated as of Ma.ch |, 1945, between Texas Electric Service
Company and The Fort Worth National Bank, (now Texas American Bank/Fort Worth
. N.A.) as Trustee, filed as Exhibit 7(b), File No. 2-5609
FTEXAS POWER & LIGHT COMPANY
Mortgage and Deed of Trust, dated as of May |, 1945, between Texas Power & Light L
Company and Republic National Bank of Dallas, (now First RepublicBank Dallas ’
National Association) as Trustee, filed as Exhibit 7(c), File No. 2-5718
TEXAS UTILITIES ELECTRIC COMPANY 5
Mortgage  nd Deed of Trust, dated as of December |, 1983, between Texas Utilities 5
Electric Company and Irving Trust Company, as Trustee, filed as Exhibit 4(a), File No
2.9018S
3 *4(b)—Supplemental Indentures to Mortgage and Deed of Trust
DALLAS POWER & LIGHT COMPANY \
Numbar Dated File Reference E xhibit
: First April 1, 1949 2-7855 7(a)
)i Second June 1, 1950 2-8466 '(a)-2
1 hird March 1, 1953 2-10071 4(b)-3
Fourth February 1956 2-12200 2(b)-1
Fifi! December |, 195¢ 2-77857 4(b)-5
& Sixth December |, 1959 2-7785 4(b)-¢
enth February |, 1963 2-2099 2(b)- P
hth January 1, 1966 2-77857 4(b)-8
Ninth Februar i 2.25R05 2(b)-9
' lenth June [, 1970 2-37161 2(¢)
Eleventl N r 19 2-42043 2(¢)
I'welfth September 1, 1972 2-45403 2(¢)
s [hirteenth March 1, 1975 2-52708 2(¢)
Fourteenth May 1, 1977 2-77857 4(b)-14
Fifteenth June |, 1981 2-71621 4(c)
November | )% | 2-77857 4(b)-16
L I\ )82 2-71857 4(c) g
Novem ] IR2 J.8147¢ 4(b)-1R \
February 183 2-8147¢ 4(¢)
June ) X JOIRS 4(¢)
I ty-first Janua 184 0185 4(C)-: ”
[wer SECOT AT R4 .90 18 4(c)3
F'wenty-t { Sept : R4 27138 4
[venty-f t} Sept | IR S 19940 At
I'a tv-fift! ) } . 13 1 32¢ 4
I'went tl Mar R 33.14584 (1
[ wi




Item

14.

EXHIBITS, FINANCIAL STATEMEMT SCHEDULLYS AND REPORTS ON

FORM 8-K (Continued).

TEXAS ELECTRIC SERVICE COMPANY

Number
First
Second
Third
Fourth
Fifth

Sixth

Se: *nth
Eig %
Ninch
I'enth
Eleventh
I'welftt
l'hirteenth
Fourteenth
Fifteenth
Sixteenth
Seventeenth

Eighteenth

wenty-seventh

wenty-eighth

wenty-ninth
T'hirtieth

Thirty-tirs

TEXAS POWER & LIG

Number
I

Dated
()\h‘?"]! |
April |
Apnil |
June |
May
April |
Maich
March
July 1, 195
November |
Apnli

January
April
September
August
Mar h
l)i'\, ember

11

orua

COMPANY

dated

File Reference

| X6

- 4
5

)

2-7894

2-8982
>.0547

Exhibit

-1!‘l

Exhibit

1




Item

14.

EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON

FORM §-K (Continued).

FEXAS POWER & LIGHT COMPANY (Concluded)

Number

Eighth

Ninth

I'enth

Eleventh

I'welfth

lhirteenth

Fourteenth

Fifteenth

Sixteenth

Seventeenth

Eighteent}
ineteenth
wentieth
wenty-first
wenty-second
wenty-third
wenty-fourth

fifth
-s1¥th
-seventh

eighth

[hirtie
Thirty
Ihirty-
[hirty-tl
I

1rty-

I
} \
Ihirty-fi
[hirty-
lhirty-seventh
[hirty-eighth
[hirty-ninth

FTEXAS UTILITIES ELECTRI(

Number
First
Second
[hird

Fourteenth

Fifteenth

Dated

January I, 1961
February |, 1963
January 1, 1965
February 1, 1966
February |, 1967
January 1, 1968
February |
September
February

Februany

February

February

October |

April |, |
January |
February |
February |

May |, 1980
September 1, 1981
November 1, 1981
June 1, 1982
November ' K2
June 1. |

Octobe %3
January 1984
Apnil 1, 1984
September |,
April 1, 1985
December |, 1985
May 1. 1986
December

April 1, 1987

File Reference

1984

COMPANY

Dated File Reference

.90 185

~ . -

v J. X

September
December
March |
Mc? 1, |
Ut ’
Decembe
[)\' CMopel

Exhibit

2(b)-1

Y

(b)

~

IO

B 5

ol b T

2 PO MO
~




Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON
FORM 8-K (Continued).

—Debenture Agreement dated as of February |, 1964, between Dallas Power & Light Com-
pany and Morgan Guaranty Trust Company of New York, as Trustee, filed as Fxhibit
2(b)-10, File No. 2-22020

—First Supplemental Agreement dated as of June 21, 1983, to the Debenture Agreement
dated as of February 1, 1964, between Dallas Power & Light Company and Morean
Guaranty Trust Company of New York, as Trustee, filed as Exhibit 4(¢)-1, Texas Utili-
ties Company 1983 Form 10-K, File No. 1-359]

*4(c)-2—Second Supplemental Agreement dated as of January 1, 1984, to the Debenture \gree-
ment dated as of February 1, 1964, between Texas Utilities Electric Company and Mor-
an Guaranty Trust Company of New York, as Trustee, filed as Exhibit 4(c)-2, Texas

%

tilities Company 1983 Form 10-K, File No. 1-359]

*4(d)—Debenture Agreement dated as of February 1, 1968, between Dallas Power & Light Com-
pany and Morgan Guaranty Trust Company of New York, as Trustee. filed as Exhibit
2(b)-13, File No. 2-28016
First Supplemental Agreement dated as of June 21, 1983, to the Debenture Agreement
dated as of February |, 1968, between Dallas Power & Light Company and Morgan
Guaranty Trust Company of New York, as Trustee, filed as Exhibit 4(¢)-3. Texas Utili-
ties Company 1983 Form 10-K, File No. 1-359]

4(d)-2—Second Supplemental Agreement dated as of January 1, 1984, to the Debenture Agree-
ment dated as of February 1, 1968, between Texas Utilities Electric Company and Mor-
gan Guaranty Trust Company of New York, as Trustee, filed as Exhibit 4(¢)-4. Texas
Utilities Company 1983 Form 10-K, File No 591

*4(e)—Debenture Agreement dated as of February 1, {968, between Texas Electric Service
Company and The First National Bark of Fort Worth, (now First RepublicBunk Fort
Worth, N.A.) as Trustee, filed as Exhibit 2(d), File No. 2-27908

*4(¢)-1—First Supplemental Agreement dated as of June 29 )83, to the Debenture Agreement
dated as of Febmary 1, 1968, between Texas Electric Service ( ompany and The First
National Bank of Fort Worth, (now First RepublicBank Fort Worth. N.A.) as Trus.ce
filed as Exhibit 4(d)-3, Texas Utilities Company 1983 Form 10-K. File No. 1-359]

*4(e)-2—Second Supplemental Agreeme f January 1, 1984, to the Debenture Agree-
ment dated as of February | etween Texas Utilities Electric Company and Inter-

First Bank Fort Worth, N.A. (now Fi epublicBank Fort Worth, N.A.), as Trustee

filed as Exhibit 4(d)-4 ilitie ympany 1983 Form File No S

ure Agreement dated as of January 1, 1964, between Texas Power & Light Com-

1onal

and First National Bank in Dallas. as Tr (now First RepublicBank Dallas
| I

ile No. 2-21962

AssocCiation. ¢ ucce 7T ustee) filed 1bit 2(c)-3

¢ Debenture Agreement
lated as of January | ; en Texas Power & Light Company and InterFirst
Bank Dallas, Nation: th rustee, (now First RepublicBank Dallas. National
|

Assoclation, as successor ibit 4(e)-3, Texas Utilities Company 1983

A“'}\ }1‘2‘ No




Item 14,

*4(f)-2

EXHL8ITS, FINANCIAI STATEMENT SCHEDULES AND REPORTS ON
FORM 8-K (Concluded).

-Second Supplemental Agreement dated as of January |, |98

to the Debenture Agree-
ment dated as of January |,

1964, between Texas Utilities Electric Company and Inter-
First Bank Dallas, National Association, as Tiustee, (now First RepublicBank Dallas
National Association, as successor Trustee) I as Exhibit 4(e)-4, Texas Utilities Com
pany 1983 Form 10-K, File No. 1-3591

-Debenture Agreement dated as of April |, 1969, between Texas Power & Light Company
and First National Bank in Dallas, as Trustee, (now First RepublicBank Dallas, National
Association as successcer Trustec), filed as Exhibit 4(c). File No. 2-31966

First Supplemental Agreement dated as of June 28, 1983, to the Debenture Agrecment
dated as of April 1, 1969, between Texas Power & Light Company and InterFirst Bank
Dallas, National Association, as Trustee, (now First RepublicBank Dallas, National
Association, as successor Trustee), filed as Exhibit 4(¢)-5, Texas Utilities Company 1983

Form 10-K, File No. 1-359]

Second Supplemental Agreement dated as of January |

1984, to the Debenture Agree-
ment dated as of April |

1965, between Texas Utilities Electric Company and InterFirst
Bank Dallas, National Association, as Trustee, (now First RepublicBank Dallas, National

Association, as successor Trustee), filed as Exhibit 4(e)-6, Texas Utilities Company 1983
orm 10-K, File No. 1-3591
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TEXAS UTILITIES ELFTTRIC COMPANY
SCHEDULE V — ELECTRIC PLANIT

For Each of the Three Years in the Period Ended December 31, 1987

COLUMN A COLUMN B  COLUMN ( COLUMND COLUMN F COLUMN }

Other
Balance at Changes
Beginning Additions Aod Balance at
Classification of Year at Cost Retirements (Deduct) End of Year

Ihousands of Dollars




I'EXAS UTILITIES ELECTRIC COMPANY
SCHEDULE VI — ACCUMULATED DEPRECIATION

For Each of the Three Years in the Period Ended December 31 1987

COLUMN A COLUMNB COLUMN ( COLUMND COLUMNE

Additions Other
Balance at Charged to Changes

Beginning Costs and Net Add (a)
Description of Year Expenses Retirements (Deduct)

I'housands of Dollars

COLUMN F

Balance at
Fod of Year




IFEXAS UTILITIES ELECTRIC COMPANY
SCHEDULE VIII — VALUATION AND QUALIFYING ACCOUNTS

For Each of the Three Years in the Period Ended December 31, 1987

COLUMN A COLUMNB COLUMN ( COLUMND COLUMN K

- \ddlll}»n‘ )
Balance at Charged to Charged Balance
Beginning Cost and to Other at End
Description of Year Expenses Accounts Deductions(a) of Year

Iousands of Dollars

Valuation account, deducted from related
asset on the balance sheet




V-

FEXAS UTILI(TIES ELECTRIC COMPANY
SCHEDULE X —

SUPPLEMENTARY INFORMATION

For Each of the Three Years in the Period Ended December 31, 1987

State fra
> al secu 1
P { (

COLUMN A

Item

1987

COLUMNRB

Charged to Expense

and Other Accounts

Year Ended December 11

1986

I'housands of Dollars

1985




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TEXAS UTILITIES ELECTRIC COMPANY

Date: March 18, 1988 ERLE NY¥

(Erle Nve, Chairman of the Board
and Chiefl Executive)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the date indicated.

Signature litle Date

ERLE NYI Principal Executive

(Erle Nye, Chairman of the Board Officer and Director
and Chiel Executive)

[ L BAKER Principal Financial Officer
(T. L. Baker, Senior Vice President) and Director

S S S SWIGER Principal Accounting

(S. S. Swiger, Vice President and Controller) Officer

R. K CAMPBELI Director
(R. K. Campbell)
J.S. FARRINGTON Director

(J. S. Farrington)

E. D SCARTH
(E. D. Scarth)

MICHAEL D SPENCTH
(Michael D Spence)

\\ \.1 l AYLOR
(W. M. Tavlor)

E L Wa
E. L. Watson




