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Secondary Financial Protection

On behalf of Gulf States Utilities Company and Cajun Electric Power -

Cooperative, Inc., find enclosed a Certified Cash Flow Statement for :
each utility and Gulf States Utilities' Annual Report as required by |

10CFR 140.21 for the guarantee of funds in the event of a retrospective "
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A copy of the Cajun Electric Power Cooperative Inc. 1987 Annual Report ,
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CU1F STATES UTILITIES COMPANY
* * STATEMENT OF CASH FLOWS (UNAUDITED)

For the twelve months ended December 31
(in thousands)

Actual Budgeted *
1987 1988

PROVIDED FROM OPERATIONS
Net income $241,101 $125,682
Items not requiring cash:

Deferred fuel and purchased power expense--net 5,305 (1,890)
Amortization of nuclear fuel 34,450 44,632
Depreciation and amortization 189,374 182,176
Deferred River Bend 1 expenses, revenue requirement,

and carrying charges (583,269) (306,680)
Amortization of accumulated deferred River Bend 1 costs 1,793 45,043
Reduction of deferred River Bend 1 costs 94,896 43,055
Deferred income taxes net 35,559 60,063
Investment tax credits -net (3,703) (4,481)
Allowance for funds used during construction (8,438) (10,292)
Nonutility subsidiary operations 167 1,966
Write-down of River Bend 2 (net of income taxes) 12,228-

Discontinued nonutility subsidiary operations 1,504 -

Disputed amount 25,570 3,514
Other 10,725 14,559

Changes in:
Receivables--net of disputed arount 2,990 (7,528)
Fuel inventories 3,277 11,937
Materials and supplies 122 (264)
Prepayr.ents and other current assets (7,927) (13,044)
Accounts payable 39,171 (42,144)
Customer deposits 444 410
Taxes accrued (626) 13,720
Interest accrued 1,598 (5,640)
Other current liabilities 11,192 (1,310)

Net cash flow (used ty) provided by operating activities 95,275 165,712

FINANCING ACTIVITIES
Sale of cemen stock 1,145 -

Pollutio.. control funds held by trustees 20,019 -

Increase (decrease) in deferred River Bend construction
and continuing services ccenitments 13,779 (6,166)

Payrents of lease obligations (37,454) (33,595)
Retirement of long-terin debt (25,570) (107,320)
Increase in other long term debt 679 680

Net cash flew (used by) provided by financing activities (27,402) (146,401)

INVESTING ACTIVITIES
Construction expenditures (48,721) (45,003)
Nuclear fuel expenditures (20,331) (63,308)
Allowance for funds used during construction 8,438 10,292
Deposit to special fund (12,000)-

Other property and investeents 3,882 10,687

Net cash flew used by investing activities (56,732) (99,332)

Net change in cash and cas's equivalents 11,141 (60,021)

Cash and cash equivalents at January 1 142,880 154,021

Cash and cash equivalents at December 31 $154,021 $ 74,000

Average quarterly funds available $ 38,505 $ 18,500

Percent o w ership in all operatir.g nuclear units:
River Bend 70% 70%

Maximum total contirgent liability $ 7,000

* Based on six months actual and six months updated budget income staterent. No
assurances can be given that the budgeted results can te achieved.

Certified as corre,ct:

E../J. W1.11s ,7

Vice President and Controller [vkbC
~

August 15, 1988 [
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Thz Coe' ny cdepted ths provisions of Financiel Accounting Standards Board (FASB)
''

p
' Statement No. 95, Statement of Cash Flows, in its financial statements during 1988.*

For the purposes of the statement of cash flows, the Coepany considers all highly
liquid investments with original maturities of three months or less to be cash equiv-
alents. Prior year financial statements have been reclassified in order to be con-
sistent with the current year presentation.

For purposes of showing adequate cash flow Feneration and/or cash reserves available
for payment of retrospective premiums within three months af ter submission of this
statement, the Coepany has submitted the Statecent of Cash Flows prepared in accor-
dance with the provisions of FASB Statement 95 to reet the requirements of 10 CFR
140.21.

t
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CAJUN ELECTRIC POWER COOPERATIVE, INC.

1988 CASM FLOW CUTLOOK
......................................

($ 000's)

THRU 06/30/88 3RD OUARTER 4TM QUARTER TOTAL 1968 ,

............. ........... ........... ...........

APPLICAfl0NS OF CASM
....................

CAPITAL AD0!TIONS 64,443 $5,868 $2,788 $13,119

CONSTRUCT 10N WORC IN PROGRESS 2,470 3,993 6,588 13,051

LONG TERM DEIT RETIREMENT 16,026 28,757 15,080 59,863

OTHER QUTLAYS 10 6 6 22
........... ........... ........... ...........

TOTAL APPLICATIONS OF CASM $22,969 S18,624 $24,462 686,055
........... ........... ........... ...........

SOURCES OF CASM

...............

NET MARGIN (SS3,226) ($24,668) ($28,437) ($106,331)
PLUS: NONCASH EXPENSLS 95,615 30,596 13,006 109,217

LES$t NONCA$N REVENUES (4,516) (2,341) 1,300 (5,557)
CASM FRnM OPERATIONS 6,905 8,269 (6,731) 8,443

Plust NET TIMING OlFFERENCES 18,787 25,585 31,193 75,565
........... ........... ........... ...........

TJTAL SOURCES S25,692 $31,854 S24,462 84,008
........... ........... ........... ...........

DEFICIENCT TO BE FUNCED FROM

LOANS AND OTHER SOURCES ($2,723) 84,770 SO S2,047
........... ........... ........... ....s .....

I NEREST CERTIFT THAT, TO THE BEST OF NT KNOWLEDGE, THE ADOVE

1988 CASM FLoni OUTLOOK FOR CAJUN ELECTRIC POWER COOPERATIVE, INC.

IS A REASONARLY ACCURATE PROJEC).1N BASED UPON JANUARY * JUNE

ACTUALS AND JULY * DECEMGER PROJ'iCTIONS.

A . d b
KIIi a >wif* ''

EXECUTIVI VICE PRESIDENT & CENERAL MANAGER

.
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Financialliighlights 1987 1986 Change

Total Operating Revenue (000) 51,432,586 51,478,384 (3.1)

Operating Expenses and Taxes (000) 51,055,966 51,164,582 (9.3)

Net income (000) 5 241,101 5 244.981 (1.6)

Income Apphcable to Common Stxk (000) $ 178,091 5 181,854 (2.1)

Earnings per Average Share of
Common Stock Outstandmg $1.65 51.71 (3 5)

Dividends per Share - 5 .67 (100)
-

Average Common Shsres
Outstanding (000) 107,995 10e,132 1.8

Number of Electric Customers
(end of Year) 554,005 555.075 -

,

Total Kilowatt Hour Sales (030) 26.620,287 26,949,012 (1.2)

System Peak Load - Kilowatts 4,991,000 5.089,000 ( 1.9)

Description of Business
Gulf Sta.es Utihties was incor- abihty to interchange electrinty with Dividends

porated in 1925 and is primartly in the 40 members (29 members and 11 The resumption of dividends has
the business of generating. transmit- associated members) serving eight a high priority for Gulf States'
ting and distnbuting electricity to states in the South and Southwest. board of directors, but the picture
555,000 customers in southeast Texas The company had a peak load of remains rather bleak, given the
and south Louisiana. The service 4.991 megawatts in 1987, while it ur.ce tainty of regulatory
area citeads 350 miles westward had installed capaaty and firm proceedings.
from Bat an Rouge, La., to a point power purchaw agreements totaling The company has been unable to
about 50 miles east of Austin, Tt 6.871 megawatts at the time of that pay dividends on common stock

peak load' July 1.1987 the com-since the second quarter of 1986 andThe service area encompasses the
northern suburbs of Houston and Effective the board reluctantly decided in the
major cities such as Conroe, pany sold the oil and gas rewrves of
Huntsville. Port Arthur, Orange its who!!y-owned subsidiary, fg 9 g 7937 g g P

red and preference stock dividends
and Beaumont. Ts.: take Charles Prudential Od & Gas. Inc. tr. Moore
and Baton Rouge, La. McCormack Energy, Inc. GSlJs of. could no longer be paid.

Holders of common shares ofGSU also sells electrioty to ficials and employees are in the
mun.cipalities and rural electrical process of discontinuing all stock need to be aware that the com-
cooperatives in both Texas and Prudential affairs as Prudenti=1 s p.any cannot resume payment of
Louisiana. In Baton Rouge. GSU employees received a severance their di idends until the cumulative
sur phes steam and electnoty to a packate and have been released. preferre d and preference stock
large industrial customer thr ough a Although the ongoing operations of dividends are repaid and preferred
coreneration f achty and the com- Prudential have been dacontinued. sinking fund obligations are
pany ewns and operates a natural the subsidiary wdl remam in es- satisfied.
gas retail distrsbution sy> tem serving istence for a few years to bring to a
53.000 custcmers. clow ad corporate matters.

As a member of the Southwest
Power Pool. the company has the

i
1

l
,

| )
|
|
|
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I Dear Fellow Shareholders: final order is not expected to be approved before
I car!y March.

| t is said that the test of a strong person is how he While the rate cases dragged on, River Bend
or she f aces adversity. Your company and it s people hummed along. It operated 151 consecutive days4

; were put to the test time and time again during 1987 durir g one stretch of 1987, which was the fourth best
i and, unfortunately, are continuing to wrestle with record among the 30 boiling water reactors in the
! adversity as we move into 1988. As was the case in United States. At times during 1987, River Bend pro-

| 1987, our principal focus continues to be rate cases in vided one-third of all the power generated for our
: Louisiana and Texas Although our R.iver Bend nucle- customers. A major accomplishment in 1987 was its

ar power plant has generated more than 8 billion tuccessful first refueling which was completed faster1

kilowatt-hours of electricity since December of 1985 than the average for similar plants.
! and set operating records during 1987, we are still The Nuclear Regulatory Commission also con-
! fighting to have the unit rec- tinued giving GSU high

! ognized in our rates. marks for River Bend. awar-
; I had believed that by the ding the company the highest
| time this letter was written possible ratings in the critical'

there would be conclusive - areas of plant operations,
j news to report. Although we quality programs and training.

'
have achieved some court- !

A 5 these rate cases have un-ordered rate reliefin Louisiana, nfolded, it has been partic- |
we are still waiting for a l

utarly unsettling to see the.

positive decision in Texas that same basic set of facts pro-;
,

-

will, enable the company t! duce such different conclu-begin thelong journey back to - '
- sions about the prudency of- ifinancial stability. the decision to build River |3

| TheLouisiana Public Semce 'Bend. In Louisiana, the com-
; Commission (LPSC)rendgred

o

mission's consultants con- !.
,

j a totally unacceptable decmon , cluded that Gulf Stateson Dec.15. Rejectmg its own should have built a lignite- !
consultants andstaff srecom- fueled plant instead of River !
mendations. thecommission- Bend which accour ts fer the

'

ers granted S63 million - only 51 A billion disallowance that .

56 million more than the 557 remains an issue in our court-

millionininterimrelief already appeal. In Texas, the three
'

in ef fect, he immediately administrative law fudges
'

asked a state district court t who listened to 118 days of l* *
overturn several elements of #

e' "

testimonds' nd reviewedthe LPSC order, mcluding a ,

thousan of pages of,

finding that S1.4 billion in
. 1 documents found that the iRiver Bend costs should be per-

\ decision to build River Bend i

manently disallowed on a was prudent. Obviousl> , [
system. wide basis. On Feb.18. we concur with the Texas i

,

the court ordered immediate E. Linn Draper, Jr.,

find
I'implementation of a 592 mil- The quality of the construct at River Berd Faslion first-year rate increase in Louisiana, which .mclud- not been seriously dis uted. Indirectly, ever vur rait I

ed the So3 million increase granted by the commission, case critics acknowle[ge that theroject was a con-
The court also set a return on common equity of 14 struction success story. Although dif ferent o itside
percent, compared to the 12 percent figure approved consultant reviewed many areas of the project on !by the commission. The preliminary injunction behalf of intervenor grcups, they were unable to '

means that the 592 million rate increase will remain recommad any maior construction cost i
m ef fect while the disallowance and other issues are disallowances. The administrative law judges in I

being decided on appeal. Texas made a disallowance recommendation of 5253 |
m@ m 8 percent f the project's total cost. based on |n Texas, the Public Utility Commission (PUCTL

fwhich was to have made a decision in early what they termed imprudence and inefficiency in the
c nst chon r cess. The hearmg examiners' findmg [January, issued a series of preliminary rulings on Feb. that GSU ha[ justified 92 peretnt of River Bend costs

23. The impact on Texas rates was not immediately ,

clear. The commission hem that 516 billion of GS' s
makes the commission's preliminary decision Par-U
'I("Id'IY d "h*''' #"I"* 'share nf River Bend costs could be placed in the rate (

bas.e. but the remaining 51.5 bilhon would be set 1 A Tith cnly a minuscule portion of River Bend costs ,

aside for the present time. The company will have the Y Y ru <cted in our rates, the company s financial j

opportunity to present additional evidence justifying conditmn continues to be precarmus and the threat of |
those costs at a later date. These decisions are not bankruptcy lingers. Special accountmg orders from >

final until the PUCT issues a written order and a the regulatory wmmissions make our tinancial !
3 i

t

l
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condition appear much better than it actually is. must be made up before common stock dividends can
Earnir.gs for 1987 were 51.65 per share of common be resumed. Even if we obtain reasonable treatment
stock, compared to 51.71 in 1986, but the quality of from the Texas PUC, the road to financial recovery
the camings is poor because of the non-cash ac- still will be a long and arduous one.
counting orders. Although repcrted net income for Aside from the rate cases, another key to regaining
1987 was $241 million.162 percent resulted from the our financial health is the economy of our service
non-cash accounting orders. In terms of real cash, we area. The depressed state of the Gulf Coast oil and
are taking in much less than we are paying out. This gas business, with high unemployment plaguin,. most
cannot continue indefinitely, cf the area we serve, has been a major f actor in the

Early in 1987, we received emergency rate in- customer and political unrest swirling around the
creases in both states. Those actions, coupled with company. Provided we emerge from these rate cases
continuing cost cutting and cash conservation with sufficient resources, GSU is going io place even
measures taken by the company, got us through more emphasis on trying to revitalize the area
1987. Even with the court-ordered Louisiana rate in- economy and bring in new jobs.
crease, CSU will still have to borrow money to meet There are signs that the service area economy is
its financial responsibilities. stabilizing. The number of customers remained

The rate news at the wholesale levelis more relatively stable in 1987 and kilowatt hour sales
positive. We have reached agreement in our River declined only 1 percent from 1986 levels. This is
Bend plant in-service case with all but one of our much better than the 7 and 8 percent drop in saks for
wholesale customers. It is significant that these the previous two years and our corporate planning
agreements include no findings of River Pend staf f believes that the economy hit bottom in 1987
imprudence, and that better times lie ahead.

The Dec.15 rate decision in Louisiana was the
latest in a series of negative rulings from that ror the first time in many years. Norman R. Lee's
commission. It reinforced the perception among our i name will not be found in the list of GSU of ficers
Texas customers that Louisiana is not willing to pay and directors. Mr. Lee, who retired as president and
its share, although River Bend provided many vice chairman of the board in November of 1986,
economic benefits to that state. Recognizing the stepped down as a director at the 1987 annual
problems created by the regulatory imbalance meeting. He is certainly missed. Also. Paul W. Mur-
between Texas and Louisiana, I asked your board of rill, who served as chairman of the board for five
directors to take steps that could lead to a restructur- years, asked to be relieved of his duties as chairman
ing of the company aimed at ensuring that each state in June and I was named his successor. Dr. Murrill
is receiving the level of service to which it is entitled, continues to serve as my special advisor and remains
based upon the amount of revenues it provides, on the board of directors. Sam F. Segnar, chairman

Such a restructuring cannot be achieved overnight. of Houston-based Vista Chemical Co., joined our
In fact, there is no precedent to tell us that it can be board of directors in February of 1988.
aNomplished at all. But the problem is serious Finally, a few words are in o: der about the
u ough to make us try. employees of your company. Like you, they are

suffering. Although they have not had pay raises
s you know, our financial condition did not since 1986 and constantly work under tremendous

A allow the board of directors to authorize any pressure, they persevere. Times are tough for them
dividend payments during 1987. As was the case at and their families and we don't tell them of ten
the May 1987 shareholders meeting. I still cannot tell enough how much we app eciate them. But we do
you when dividends might be resumed. We also were appreciate them, and it is their dedication, despite the
unable to pay dividends on preferred and preference adversity, that will see Gulf States through these
stock during 1987 and all of those omitted payments difficult times.

Sincerely,

b.
E. Linn Draper. Jr.
C bairman or the NarJ
Pradent and ( LH
ben.tn e Our

March 1.1088

4
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Sales and Earnings Earnings per share of common stock in 1987 were
Overall electric sales declined by 1 percent during 51.65, contrasted with 51.71 for 1986. There were no

1937. This was the slowest rate of decline since 1985, common, preferred or preference stock dividends
when Gulf States' Lilowatt-hour sales recorded an 8 paid during the year because of Gulf States' financial
percent drop. This has been viewed by some condition.
economists as an indication that the economy in Although the company reported net income of
Southeast Texas and South Louisiana, hard-hit by 5241 million for 1987,162 percent, or 5390 million,
the oil recession that began several years ago, has represents special non-cash accounting entries,
stabilized arid that a slow recovery may be at hand. Without the accounting entries GSU would show a

"" I ss f 5149 million for the year.The principalDuring 1987, electric sales totaled 26.6 billion
entn.es, in c mphance with special accountmg orderskilowatt-hours, compared with 26.9 billion kwh in

1986. S.d<5 to industrial customers, who represent l'"''d by the Texas and Louisiana regulatory com-
misu. ns, mclude the deferral of 13iver Bend nuclearabout 48 percent of GSU's annual electric sales,

declined 3 percent from the previous year. This was p wer plant expenses and depreciation, the accrual

primarily because two large customers displaced 84 f a carrying charge on the company 5 investment in

megawatts with cogeneration. As a group, however, the plant not yet included in the rate base and the
C *' I buying power from Cajun Electric Power40 of GSU's largest industrial customers increased

their usage during the year. An experimentalin- Co-op,s portion of the plant,

dustrial rate aimed at combatting the loss of sales to The earnmgs reported by the company, in

cogeneration was credited with keeping 83 accordance with generally accepted accounting prin-

megawatts on the CSU sy tem last year. ciples and in view of the court appealin Louisiana,
do not include any provisions for Louisiana 5 share of

Residential sales increased slightly, commercial the $1.4 billion disallowanc.t of the company's invest-
sales remained stable and wholesale sales dropped ment in River Bend ordered by the Louisiana Public
slightly, gen, ice Commission (LPSC) in mid-December. The

Electric sales to other utilities were enhanced company is waiting for a decision from the Public
during the summer of 1987 through contracts with Utility Commission of Texas (PUCT).
Florida Power & Light Co. and the Jacksonville Elec-
tric Authoray in Horida. These of f-system sales to financial Condition
other investor-o vned utilities, rural cooperatives and Interim emergency rate increases granted by Texas
municipal electric systems represent an area of and Louisiana regulators early last year, coupled
business that the company will continue to pursue with efforts on the part of management and
in 1988. employees to trim expenses and enhance cash flow,

Operating revenues foi the year were $1.4 hillion, helped the company avert a financial crisis during
compared with 51.5 billion in 148e. down 3 percent. 1987. However, the company's need for meaningf ul
The decline can be attribt.ted primarily to reduced and permanent rate increases to improve cash
f uel prices, flow continues, as CSU fights to avoid bankruptcy.

GSU Rates Compared to Other Utilities
(Residential Cost Per 1,000 KW's')
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The company had projected a 5211 million cash in its first comprehensive assessment of River Bend
shortfall for 1988 if rates remained at Dec. 31,1987, since the plant went into commercial operation in
levels. Even with the rate increase ordered by the June 1986, the Nuclear Regulatory Commission
court in Louisiana, GSU wdl have to borrow money (NRC) continued its praise of the facility. The "report
in order to meet its financial responsibilities. card." prepared by the NRC's Systematic Assessment

Gulf States sold the oil and gas properties of its of Licensee Performance (SALP) team, gave GSU the
wholly-owned subsidiary, Houston based Prudential highest ratings, Category 1, in three key areas -
Oil and Gas, Inc., to Moore McCormack Energy, plant operations quality programs and ad-
Inc. of Dallas, effective July 1, for 522.5 million. mir istratiu controls affecting quality: and training
Af ter retiring productior. loans, net proceeds to the and qualification effectiveness. The seven other areas
company were about $15.3 million, less any costs reviewed by the SALP team received Category 2
associated with phasing out Prudential's operations. ratings, the second highest.

In February 1987, Moody's Investor Service, Four more of the 10 training programs at the site
Standard & Poor's Corp. and other rating houses were accredited during the year by the
downgraded Gulf Statet bonds and stocks frther Institute of Nuclear Power Operations (INPO). The
below investment grade. This action reflected the remaining three programs are expected to be
financial community's concern about the regulatory accredited later this year which will mak e GSU a full
climate in the GSU service area. member of the National Academy for Nuclear Train-

Gulf States secured a $65 million line of credit ing, established by INPO to recognize ac-
through Irving Trust Co. in order to implement the complishments in the nuclear industry and to ensure
interim rate increase in Texas. To secure the line of the safe operation of U.S. nuclear plants.
credit from !rving Trust, Gulf States had to agru o a
nuniber of conditions, including: high interrst rates: Rates and Regulation
no preferred or common stock dividend payments The engineering and managerial accomplishments
while the agreement is in force: a pledge of accounts of successtully building and operating River Bend
receivable as collateral: and a lien to Irving on the were largely overshadowed by the protracted
Lewis Creek power plant in Texas. In June, the final regulatory challenges to having the plant's costs
steps were completed to provide Irving with a first reflected in the rate bases. While both Texas and
mortgage on the power plant. A subsidiary of GSU. Louisiana regulatory commissions granted interim
GSG&T Inc., was created to hold title to Lewis emergency relief earlier in the year, the effort to
Creek. Through February 1988, no borrowing had achieve permanent and adequate rate relief
been made under the Irving line of credit. continues.

Although the area economy appears to have
River Bend stabilized. it has done so at an unacceptably low

The sucr ess experienced during River Bend's level. The region's economic troubles have been a
construction stage has continued with the efficient contributing f actor in GSU's financial and political
operation of the nuclear power plant. The phnt has problems. as well as in customer opposition to rate
pro een itself to be a "world class performer" during incre ases. Economic growth is crucial both to Gulf
its commercial operation. States and the region it serves. One of the company's

During 1987 alone. River Bend generated almost 5 primary goals is to meet its revenue requirements to
billion kilowatt-hours of electricity. From Jan. I to the greatest extent possible through additional sales
shutdown in mid-September for refueling. the plant rather than increased customer rates. This is a longer-
recorded a capacity f actor of 85 percent, which is the term solution to GSU's economic problems,
actual generation as a percentage of its maximum however. In the meantime, adequate rate relief re-
capabihty. During the first three months of 1987, mains at the cornerstone of the company's finar cial
River Bend actually exceeded its rated capacity of 936 recovery. In both states, the company proposed rate
megawatts because of favorable weather and produc- moderation plans that took into account the dif hcult
ed up to one-third of all the electricity generated by economic times facing the region.
Gulf States. Even with the three-month refuehng The Louisiana Rate Case. Gulf States filed a 5202
outage. the plant provided 15.2 percent of GSU's net million rate moderation case in Louisiana in July
generation f or the y ear. 1986. (This amount was later reduced to S194.3

The successful brst refueling itself was a major million to retlect the ef fect of changes in federal tax
accomplishment for 1987 - completed in 103 days, laws.)ln this bling, the company sought to ease the
compared with the national average of 10e days for financial burden of higher elutric rates on customers
domestic boihng water reactors (BWR). The next and the local economy through a plan to phase in the
refueling is scheduled for the spring of 1980 costs of River Bend over an eight-year period. Under

While River Bend 5151 days of continuous opera- t his proposal, rate increases would occur during the
tiens during the first tu(1 cycle placed the unit tourth brst three years, folbwed by five years of stable rates
among the 30 boiling water reactors in the United m which costs deferred f rom the first years would be
States, it set the world record for BWR s with the recovered.
Mark e containment design. In September 108o. the company asked the

From the time River Bend beyan producing elec- Louisiana Public Service Commissmn to grant $100
tricity in December 1985 to the enJ of 1987, more million in emergency rates to cover Louisiana's
than 8 bdlion kilowatt hours have been generated. portien of 1987 projected cash operation and

o
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ma'ntenance expenses, including interest. On while the various issues on appeal are being decided.
Fcb. 24,1987, on remand from a state dLtrict court. Texas Rate Case. In Texas, the company remains
the LPSC voted to grant GSU 55" mi;'.'on in emergen- mired in the longest rate proceedings in state historv.
cy rate relief. On Nov.18,1986, Gulf States filed a 5144.1

Hearings on the company's application for $194.3 million rate case with the Public Utility Commission
million in permanent relief, which includes the 557 of Texas and asked that S82 million be granted im-
million in emergency rates, opened last hiarch 30. mediatelv en an emeigency basis.
Subsequent hearings and meetings were conducted As with the Louisiana filing, the company's
on a sporadic basis until Dec.15. Rejeuing its own permanent case called for an eight year rate modera-
staff recommendation of a 10-year rate moderation tion plan,
plan with a 502 million first year rate increase the On Feb. 3,1987, the commissioners granted 539.9
LPSC, on a 3 2 vote, allowed only a S63 million per- million in emergency relief, contingent upon tr.
manent rate increase with no qualified phase in plan company securing a $250 million line of credit. This
to recover deferred costs, disallowed as imprudent stipulation was later modified to allow the interim
$1.4 billion of GSU's 70 percent share of River Bend rates to be put into effect when GSU could
costs on a system-wide basis and set a 12 percent demonstrate tha' it could provide assurance of ob-
return on common equity. The disallowance proposal taining $250 million from souru other than Texas
was based on the contention that a lignite-fueled ratepayers.
plant should have been built instead of River Bend. By the end of March, CSU submitted a $266

million financial lan to the PUCT which included aThe company appealed all major aspects of the t
rate order to the state district court in Baton Rouge, S65 millior. line of credit pravided by Irving Trust
saying that the proposed $1.4 billion disallowance - Co.,557 million in interim rates in Louisiana. 547
one of the largest rendered in any procadings in the million in reductions to the 1987 construction
United States - would severely impair GSU s hopes budget, S20 million from pollution control bond trust
for financial recovery and that the record and the fund deposits. $13 million in ntw revenue from a rate
facts clearly do not support a disallowance. On Feb. case settlemen' with wholesale cuttomers and S64
18, the court ordered immediate implementatien of a million in omission of preferred and preference
502 million first-year rate increase in Louisiana. dividends. The commissioners voted 21 to accept the
which includes the So3 million increase granted by company's proposal.
the commission. The court iho set a return on com- Hearings on the company's permanent rate case
mon equity of 14 percent. compared to the 12 percent started on March 23 and hsted through Sept.15.
figure approved b, the commun. Other major This was the lengthiest, and probably the most cem-
aspects of the ceramission's decision - un.: dig the plex, case heard by the PUCT ir its 12-year history.
disallowance of $14 billion in River Bend costs on a It was the first time the commissior, had dealt we.h in-
system-wide basis - remain on appeal. However, clusion of a maior part of a nuclear power pl nt in
the 592 million rate increase will remain in effect the rate base of a Texas unlity. The hearings stretched
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through 118 days, plus 10 davs devoted to the River Bend in the rates. The impact these decisions will
emergen y rate case, in all, w witnesses,44 represen- have on Texas rates was not immediately clear, but
ting Gulf States, testifico, preliminary indications were that they would not

In December, the administrative law judges who produce an adequa te level of revenue. The commiss!on
presided over the case presented their recomraenda- held that $1.6 billion of GSU's share of River Bend costs
tions. They found ti.ac the decision to build River can be placed in the rate bare, along with 5187 million

a

rend was prudent and that the company was entitled of the Texas retail jurisdiction's deferred River Bend
to a first-year increase of 586.8 million, with $274 costs. The remaining $1.5 billion of plant costs and-

million of River Bend costs to be disallowed because $151 million in deferrals are to be set aside and not
this amount was imprudently or inefficiently incur- allowed in the iate base now. However, the commis-
sed during construction of the plant. That sion said it would reconsider the set-aside costs at
disallowance was later recalculated to be some future time. Two of the three commmissioners
$;53 million. contend that the company did not meet its burden of

,

The administrative law judges also proposed a proof. onceming the increase in the cost of River Bend.
10-year rate moderation plan with three additionr1 TederalRegulation. Gulf States sells power wholesale
smaller rate increases and recovery of the deferred to four rural cooperatives and seven municipalities in
costs over the final six years of the plan. Texas and Louisiana. The company and to of its

The PUCT was scheduled to render a decision by wholesale customera have settled a rate case filed
Jan.11,1988, but the commissioners raised addi- with the Federal Energy Regulatory Commission
tional questions they believed might warrant more (FERC,in 1986 that reflects River Bend costs in4

testimony and urged Gulf States and the intervening wholesale rates. Under the terms of the settlements,
j parties and staff to reach a negotiated settlement to which have been approved for the majority of
- avoid any court contests. Additional hearings were wholesale customers by the FERC, wholesale rates

held in February, with more tentatively scheduled for are increased by 24 percent from 1966 through 1989
early March. On Feb. 23, ths commission issued a and 14 percent,10 percent and 7.4 percent respective-
series of prelimmary dechions regarding treatment of ly through 1992.

.

development specialists is to
match the right prospat with the' Economic Development - ri ht community.8

Through national advertinng,

key To Financial Recoverbr and area rromotioa $recial
business data and info mation.

! services, community marketing
'

Gulf States Utilities * involve- customers we serve and se2ing programs and incentive electric
ment in area economic develop- them more of our commodity - rates for new or expanding
ment is almost as old as the electricity is the answer. And a businesses in the region, CSU isa

company itself. Within the last wider customer base and the per. attracting new industry and jobs.
few years -in the face of the manent icbs it provides. 'essens The Economic Development
severe downturn in the oil. gas the need for future rate n crease . Data Center contains thei

and petroc.hemicalindustries - In shott, GSU must sellits way Southweet's most complete and
. the need for economic develop. into financial stability, up-to-due information on

ment has taken on even greater The area of Southeast Texas business development in the Gulf
importance. Development of a and South Louisiana Gulf States Coast region. This service assists4

diversified, expanded economic serves effrrs a new business or cities ard qualified private
! bare is @ical to rebuilding industry a wealth of natural groups in creating proposals and
I the repon.

.

resources, skilled labcr, a preeentations for business
; Since GSU is tied so closely to rutionailv centrallocation, prospects, provides community

the area it serves, the company's reasonable energy costs, good profiles and data on buildings,
financial problems and those of transportation f acilities and a sites industrial parks and com-
the area are almost inseparable. stable business climate. The Gulf mercial buildings available fe r,

Rate increases, as discussed States Business Development economic development use,
i earlier, are at best a stopgap Group works directly with com- Our exclusive Computer
I measu e on the road to financial munities and business prospects Analysis of Buildings and Sites
j recovery. In the long run, considering our area. The job of (CABS, available through the
J increasing the number of the 11 fully-trained economic center, ran quickly provide a

j

j

1
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The sett!ement rates will produce lower revenues exceptions to the law judge's report and is awaiting a
than those the FERC would have allowed the com- final decision from the FERC. A negative decisica
pany to imple- .t under bond in August 1986. would, in all likelihood, be appealed to the federal
However, it is ..gnificant that these rates reflect the courts,

wholesale customers' share of River Bend costs. With in other action regarding the Southern Co., the 5th
the River Bend question settled, the wholesale U.S. Circuit Court of Appealsin late August ruled
customers should have relatively stable rates for the that the federal district court has jurisdiction over
foreseeable future. As part of the settiement, Gulf certain matters despite Southern's claim that all mat-
States has agreed to provide a portion of the ters should be decided by FERC.
wholesale customers' energy r.t a lower rate that Gulf States filed thelawsuit and the petition with
keeps the company competitive with other wholesale FERC in 1986, alleging the Southern Co. had f alled
power suppliers. and refused to negotiate in good faith changes in the

'

Also extended to wholesale customers was an in- purchased power agreements, as required by the
centive rate to encourage growth, similar to the terms of the contracts. GSU contends that its obliga-
economic development rate for GSU's qualitying tions under the contracts have been terminated by '

tretail customers. The incentive rate gives these reason of breach of contract by the Southern Co. and
municipalities and cooperatives another tool to use in for other reasons,
attracting new buiness and industry. In another legal matter, an agreement in principle I

Negotiations are continuing with the one was reached on Feb. 8,1988, to settle eight class- !

wholesale customer that has not agreed to the action lawsuits filed on behalf of shareholders against !
settlement. This customer represents less than 1 per- the company and a group of its of ficers, directors and i

cent of Gulf States'wholesaleload, several investment banking firms and to settle a ,

The Southern Co. Sult, An administrative law judge derivative lawsuit filed against a group sf officers f

for the FERC in May denied Gulf States' request to and directors. In a);reeing to settle the c ise, the com- |

terminate or modify its 1982 contracts for power pur- pany and othed. endants continue to deny all
chased from the Southern Co. The company has filed charges. The settltment is designed to avoid addl.

_

I
business prospect with informa- meet the needs of new business eitherlocated or expanded within i
tion on a particular type of and industry. Team Cities pro. Gulf States' service area.These ;
facility. CABS can provide data vides community assessment, firms created anproximately ;

cnd photos on available short end long range goals, selec. 3,700 rermanent jobs for the |
buildings, including sizes, lxa- tion and training of a community regic '4ew and expanding small '

tions, agts, sondition of the marketing team and, ultimately, bus's et ses created about 2,200
buildings and lease er sale prices. de .ignation as a Team City, permar ent jobs.
If en appropriate site can't be Innovative rates have been Industries that located or

;
,

found in one city, CABS car. designed to promote economic expanded with GSU's help last ;
quicklylxate another within the devdopment and to retain year represent a diversification r

28,000 square-mile GSU existinudustrialload. Several that willbroaden the economic t

th ntory. new rates offer industries options base of the area. These include a !

GSU also provides community by: giving qualified industrial manufa:turer of offshore equip- !
profiles to help businuses deter- customers electricity competitive- ment, two seafood processing |

mine a suitable location. The ly priced with cogeneration; plants, a gasket manufacturer, a |
profile mcludes community providing a discount to coin- kiln dry;ng operation, a piping f

populstion, labor analysis, tax panies that increase their number fabricator, a fruit and dairy pro- !
structures, government, fir.ancial of permanent, full-time employ. ducts processing operation, a !

inst 3utions, eduwlon, climate, ces: providing incentives for floor tile maker and a heating and
maior employers and medical existing customers to increase air conditioning equipment
facilities. e!ectricity use aver their present manufraturer.

The "Team Cities" progra n capacity: and provid ng a com- Aaditionally, constrection of I
itings merr.bers of thumblic and petitive rate to industrial three state prisons in the GSU !

I privatesectors together topromote customers that locate adjacent to service area wih create approx- [
the development ofindividual a selr generating indw.try, imately 1,000 more jobs, j

i

i cities. The program offers direc- These economic development These are welcome, positive -

tion to a city's economic develop- efforts paid off in new industries signs of a reboundinglocali i

| ment goals by designating com- and jobs during 1987.1.ast year, economy and with it, a more !
| munities that are prepared to 5S manufacturmg industries financially secure Gulf States.

|
| i

h

!
9
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tional expense and inconvenience associated with The company's employment practices are guided
protracted litigation of this kind. The agreement pro- by the principles of equal opportunity for all. Affir-
vides for the creation of a $6.5 million settlement mative:ction programs have enabled Gulf States te
fund, most of which will come from insurers over attract aad retain skilled personnel from all com-
and above the applicable deductable amounts. munity sectors. Fair employment practices and
Payments will be made to those who purchased GSU policies help the company develop its human
common stock during an agreed upon period in the resources to more effectively serve its customers,
past and who apply to participate in the sett!cment.
Eligible shareholders will be notified af ter the final Management Changes
settlement is filed and approved by the federal court. On June 4. the board of directors named E. Linn
This is expected to be in April. Draper, Jr. chairman of the board, in addition to hi s

duties as chief executive officer and president. Paul
General Operations W. hintrill requested to be allowed to step aside as

Although the company focused a great deal of board chairman af ter more than five years and
attention on rate cases for virtually all of 1987, Gulf recommended that Draper b named as his successor.
States has no' lost sight of the f act that its primary hturrill remains as speaal advisor to the chairman'

business is making and selling electricity. A more and a member of the board.
detailed discussian is found elsewhere in this report Sam F. Segnar, chairman of Vista Chemicals Co
of the company's renewed etforts to bet.cr market of Houtton, was elected to the board of directors e f
clxtricity, with the emphasis on economic Gulf f tates on Feb. 4,1988. He also serves on the
development, boards of First City Bancorporation of Texas. Har:-'

Unit 4-A gas turbine at Louisiana Station it, tlaton marx Corp. of Chicago. Textron Inc. of Provident e.
Rouge, formerly the No. 7 peaking unit at Nelson ...l., Seagull Energy Corp. of Houston and Becor
Station near Lake Charles, went into commercial Western Inc. of South Milwaukee, Wis.
cperation on July 26. The unit was meved from one Amery J. Champagne, formerly general manag tr
side of the state to the othe r to serve the large Enon of energy supply, was ma le vice president for ene rgy
refinery and chemical complex with both steam and resources in April. He assumed most of the respol-
electricity. Gulf States errployees managed the pro- <.bilities of George hicCollough who retired as se nior
ject from start to finish, providing the engineering vice president for energy and planning.
and design work and supervising cortractors. In July. the board selected James E. hioss to

Project CARE - Community Assistance Re'ating become the company's vice president of marketi ig.
to Energy - the company's program to aid elderly James D. Watkins was appointed division vice p resi-
cu>tomers in meeting energy bills during a financial dent f or baten Rouge, replacing htoss,
emergency. a e ntering its fif th year. During 1987,
funds donated by emplo)ees and customers to the
project helped 5.633 elderly howholds in Texas and
Louisiana pay their e;cctric. gas propane and butane
M!s. C~.Nbutions f rom all sources during the year Total Utility Plant
totaled about $317,000. %Ilions

'

A new customer assistance program - the
. _ ,

Ga'ekeeper Program - was begun during 1987. Gulf "[ -b'-5'000 - ''

Sta..es employees who have a great deal of pub'ic
:.;; h ~ hcontact - meter readers, for example - are trained 4,500

to identify what c ould be physical, emotional or 4'000 m 1 If' Il

P} & % g'_.Leconomic problems of our older customers. Informa- 7L. Lih! _tion gathered during employee contacts with 3,500
customers is patsed on to the state county or 3,000 _Obb_

;; _regional agency primarily responsible for assist.ing 2,500 L ,g_.l . 9 ._i i ._ u;
the elderly. Th 3 professionai staff at this agency then

' ;I - - !!i_sees to it that the appropriate health or social service 2,000
agency makes contact before a real crisis devdors for - 1 t i <*i4

'

one of our customers. 1,500 " '

'I QI I
At the enJ of 1087. Gulf Sth had about 4 800 1,000 ' -

idiIIemployees. This is compared to the 5,200, mployed 500 I 2WWat the end of I? 35 following construction of River ' f ' bJ !Bend. The hirir g free e and early retirements offered .2

in 10$e norma' attrition and the ehmination of all G 3 $ $ t;
but the most vital unfilled positions helped reduce the $ C C C C
werk f orce.

The foregoing portion of thk icport is intended to Prnent infermat;on the company Whn n may t e of internt to sha eholders.
For purpoe of riaking insntrnent decluons. the more tempkte information sontained in the company's Annual Repo t on f orm
ICLK and other a trent reports hied mth the .ei.ur. tin and h(bange Commi don shoulJ N consultedc

10



,

0
,. .. -

Financial Information cuir stat,s utiiities co.
-

FINANCIAL SECTION
Ccintents

Management Responsibility for financial Statements 11. . .... . . .. . .

Common Stock Prices and Cash Dividends Per Share . . 11. . . ... .. . .
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Management Responsibility for standards include a review of Intemal
Financial Statements accounting controls, tests of transactions, and

other procedures sufficient to provideManagement is responsible for t ic reasonable assurance that the financialpreparation, integrity, and object! ity of the
finan:lal statements of Gulf States Utilitics statements are neither materially mlsicading
Company. The statements have been nor contain material errors.
prepared in conformity with generally accepted The Board of Directors, through its Audit
cccounting principles appiled on a consistent Committee, has general oversight of
basis and, in some cases, reflect amounts management's preparation of the financialbastd on estimates and judgment of statements and is responsible for engaging.ae ent, giving due consideration t subject to shareholder approval, the

Independent accountants. The Audit
The Company maintains a system of Committee, comprised entirely of outsideintemal controls designed to help give directors, reviews with the independent

reasonable assurance that the books and accountants the scope of their audits and therecords properly reflect the transactions of
the Company and that established policles accounting principles applied in financial
cnd procedures are followed. Intemal control reporting. The Audit Committec meets

>

sy!,tems are subject to inherent limits in regularly, both separately and jointly, with the
recognition of the need to balance their costs independent accountants, representatives of
wth the benefits they producc. The management, and the intcmal auditors, to
Company's management strives to maintain i niew activities in connection with financial
this balance, reporting. The Independent accountants base

Coopers & Lybrand, independent certifled full and free access to meet with the Audit
public accountants, are engaged to examine. Commitice, without management
in accordance with generally accepted representatives present, to discuss the results
cuditing standards, the financial statements of of their examination and their opinion on the
the Company and issue a report thereon, adequacy of Intemal accountlng controls and
which appears on page 40. Such auditing the quality of financial reporting.

,

t

Cominon Stock Prices and Cash Dividends Per Share
For tt r } ears ended December 31

mfa:'s. mfa:" .
reIIYm re[$Uminas agm tosoar nwn to

first Quarter . $ 10 $ 7% $- First Qi,arter . $ IS $10% $.41
Secor d Quarter 13 7% .26Second Quarter 8% 7% - e

Thltd Quaner . 8W 7 - Third Quarter 9% 7% -

Tourth Quarter . 7% 4% - Tourth Quarter . 8% 7 -

The Common Stock of the Company is listed on the New York. Midwest and Pacinc Stock Eschanges. The
approsimate number of common sharcholders on L'ecember 31.1987, was 78,387.

11
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Selected Tinancial Data i
(in thousands etcept per share amounts and ratlos)
l'or the Years Ended December 31 1987 1986 1984 1984 198s

OpetatIng Revenue 4 $ 1,432,586 $1,478,388 $1,858,436 $1,547,041 $1,436,188.............

Income from Continuing Operations 242,605 273,459 277,764 260,673 231,202 i

income Applicable to Common Stock 178,091 181.8M 205,362 202,511 180,747 |
Earnings Per Average Cemmon ;

Share Outstanding from
Continulng Operations . . . . . . . . . . 1.66 1.98 2.22 2.33 2.33

Dividends Per Share of Common
.67 1.64 1.64 1.625tock........................ -

Return on Ay*1 rage Common Equity 9.29% 10.49 % 13.05% 14.42 % 14.78 %
Ratio of Eminings to rtsed Charges 1.84 1.02 2.18 2.38 2.46

As of December 31
T ota l A s se t s ' . . . . . . . . . . . . . . . . . . . $6,677.057 $6.338.939 $5,779,681 $5,084.437 $4,517,406
Long Term Debt and Preferred Stock

Subject to Mandatory Redemption 3,090,977 3.128.650 2,782,112 2,347,648 2,040,295

Capital Leases (Current and Non-
current)...................... 187,640 228.270 223,734 197.593 167,882

Book Value Per Share . . . . . . . . . . . . 18.70 16.79 16.02 15.79 15.73
Capitalization Ratlos:

Common Shareholders' Equity . . 37.8% 35.0% 35.4% 36.6 % 36.6 %
Preferred and Preference Stock 11.1 10.8 11.4 11.8 12.3
Lon g T e rm De bt . . . . . . . . . . . . . . 51.1 M.2 53.2 51.6 51.1

g.g% 100p% 100,0 % JMO% 1p0.0%

See Notes 1 and 3 to the financial Statements regarding outstanding contingencies, current rate mattt's
involving possible disallowances and mite offs and new accounting standards effecthe in 1988.

,

' Restated for accounting change - see Note 6 to the financial Statements.
-

Management's Discussion and Analysis of Company, for recent developments in the -

financial Condiffon and Mesults of Loulslana rate proceedings, regarding the i

Operaftons issuance of a preliminary Irgunction on i,

in reviewing this Management's Discussion February 18,1988, see Note 14 to the
and Analysts and the financial statements of financial Statements. Additional substantial (
the Company, special attention should be write-offs, losses, and adjustments would

Eghen to the disclosure that the Company result from an adverse final PUCT order, for

may have to seek relief from its creditors recent developmenM in the Texas rate i
!under the Bankruptcy Code during 1988. proceedings, regarding prudency issues, see

Turther, the results reported in 1987 and Note 14 to the financial Statements. Reported i
1986, are not Indicative of results expected to results for 1987 and 1986, reflect the effects
be reported in 1988. and subsequent periods. of accounting orders relating to River Dend o

Special attention should be given to the fact Unit 1 (Rher Bend) which were issued by the I
that the results reported in 1987 and 1986, respecthe commissions. All matters st'ould i

do not take into account the impacts of the be considered in light of these specialrate order issued by the Loulslana Public accounting treatments and the transition fromSenice Commission (LI,SC) on December 15,
the prior accounting orders to the accounting1987, now on appeal, and the rate order

under consideration by the Public Utility to be required as a result of the permanent
!

Commission of Texas (PUCT). The Company rate orders and requirements under new i

presently belleges that the LPSC order, unless accounting standards. This Discussion and |
substantially modified as a result of the Analysis and the Notes to the financist f

appeal, and the appl! cation of new accounting Statements are based upon Information
standards, will result in very substantial write. available as of the time they were released
offs and charges that will result in substantial for printing. Actall rate proceedings were in a
net losses being reported in 1988, and very active status at such time. Very ,

subsequent periods, and substantial adverse significant deselopments may occur during L

adjustments to the capital accounts of the the printing and distribution period as well as

12
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thercalier, Readers are urged to investigate also unsure whether such bonds or prefened
cnd consider such subsequent developments. stock could be marketed regardless of

whether or not coverage requirements wereFinancings and Capital Resources met. External Intermediate or long term
The Company's financial condition financing may only be availabic through

continued to deteriorate during 1987. Issuance of unsecured or subordinated llen
inadequate permanent rate relief, operating debt securitics if, and to the extent, they can
costs of River Bend, bu) backs of power from be marketed. As discussed in Note 11 to the
Cajun Electric Power Cooperative, Inc's, financial Statements, the Company's
(CEPCO) sharc of River Bend, increased revohing credit agreement, with an unused
financing costs, payments for nuclear fuel, balance of $450 million, is not available as
payments under defened construction an additional source of financing due to
cgreements, and debt maturities, as well as notification by the major banks involved in
other pressures, have resulted in an ongoing the agreement that a "material adverse
need for cash which is expected to exceed change'' has occuned and funds will no
the presently estimated cash resources of the longer be advanced under the agreement.
Company. There can be no assurance that The Company has available unsecured short-
such needs can be met, in addition, term lines of bank credit of approximately
cignificant contingencles exist which could not $12 million at December 31,1987.110 wever,
be met with current cash resources. The there can be no assurance that existing short-
Company presently estimates that its cash term lines of credit can be accessed or that
resources could reach an insufficient they will remain available. See Note 12 to the
operating level during the first half of 1988, financial Statements for information regarding
without adequate permanent rate relief and a $65 million credit facility available to the
financing, neither of whic!: can be assured. Company. The Company may have to seck
Even if adequate rate rcilef 15 obtained, tellef from its creditors under the Bankruptcy
further extemal .%cing would be necessary. Code during 1988, if it is unable to obtain

The Company's sbility to obtain financing adequate permanent rate relief, additional
through the issuance of debt securitics and financing. or other sources of funds or
preferred and preference stock is materially deferrals of cash requirements.
affected by the credit ratings assigned by
rating agencies. During 1986 and 1987, rating Results Of Operations
egencies downgraded the Company's long- The Company's 1987 and 1986 net income
term debt and preferred and preference stock has been affected by the recclpt of
to "speculathe" grade. As a result, certain accounting orders issued in 1986 by
security markets are cunently unavailable, regulators in TcAas and Loulslana, pending
Also, in January,1988, the Public Service completion of the Company's cunent retall
Company of New Hampsnir :, an investor- rate cases. The accounting orders result in
owned utility owning an interest in the the Company defening, for financial reporting
nonoperating Scabrook nuclear generating purposes, the retall portion of those espenses
plant, filed for tellef under Chapter 11 of the incurred in connection with the operation of
Bankruptcy Code. Such development may River Bend and the costs of bu> lng back
cdversely affect the marketability of any power from CtPCO and recording non-cash
securitles issued by the Company, carning charges on the Company's

The failure to declare dhldends on imestment in the unit not already reflected in
prefened and preference stock during 1987, rate base. The rate (net of tas) used to
and the omission of common dividends since compute the carning charges was increased
the second quarter of 1986, make it highly from 9.75 percent to 10 percent at the
unlikely that additional shares of such stock beginning of the second quarter of 1987, and
could cunently be marketed. At was increased to 10.25 percent at the
December 31,1987, based upon the results beginning of the fourth quarter of 1987, to
of operations for the year then ended, and reflect the increased cost of capital of the
esisting circumstances, the Company is Company. The Company is also recording a
unsure whether it is able to meet coverage reduction to the deferred Rher Bend costs, as

requirements neces',ary for the issuance of discussed in Note 3 to the financial
cdditional first mortgage bonds as specified Statements, and has started to amortize the

in the Company's Mortgage Indenture or for accumulated defened Rhcr Bend costs for
the issuance of preferred stock as specified in the Loulslana jurisdiction oser a tan year
its Restated Articles of Incorporation. It is period. Additionally, in accordance with the

13
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terms of a rate moderation plan approsed for lutes. The changes in base rates shown
the majority of the Company's wholesale above reflect rate orders and/or settlement
customers by the rederal Encrgy Regulatory agreements impicmented during the period
Commission (rtRC), the Company is from 1985 through 1987.
recording in the Statement of Income a During 1987, the Comp 3ny implemented
deferred resenue requirement representing retail Interim rate increases in both Texas
those River Bend costs which are applicabic and Loulslana. On April 7,1987, the
to wholesale customers and which have been Company iniplemented an annuallied interim
deferred for later recovery under the rate Increase of $39.9 milllon in Texas. On
prosisions of the rate modcration plan. These March 5,1987, the Company implemented a
items (nct of the related tax effects) hase $57 million annualized emergency rate
Increased the Company's 1987 and 1986 net increase in Loulslana, which remained in
income and carnings per share as follows: cifcct until December 15,1987, when the

g.g.|..= im.,egeg LPSC Granted the Company a $63 million
,

permanent rate increase which the Company
.e.3 i i - ~ r.en ,- is appealing. for recent desclopments in the
~ nn

=_. i i.- ~o. im uu n.W
enn ... .e_ e rp trp.. .

e u m en = = = *** **" Loulslana rate proceedings, see Note 14 to
Bend the financial Statements. for the ) car end2d
e wenses $168 573 $ 1.56 6 93 821 $ .88 December 31,1987, the Company billed

D'[,'$*nue $31,959.000 and $46.958.000 in interim rate
requkement is 862 .15 7.264 .o7 rellef in the Tesas and Loulslana Jurisdictions.

Amonuauon or respecth cly.accumulated
deferred Rher During 1986, the Company placed into
ren c sts (1.431) t 01) - - cifcct an $80 million base rate decrease as
carrpng part of a settlement agreement with its Tesas

263 9as 2.44 132.768 12s retall customers. Additionally. In August,charges
"*dferre"d b er 1986, the TERC granted the Company a $26e

Bend costs (%6 938) ( S3) - - million wholcNilc rate increase, subject to
5390 0s4 i3 61 U3M SUo hearing and refund. In connection with the

commercial operation of Rher Bend. tioweser,
Without the inclusion of the abosc items in as more fully detailed in Note 3 to the
the Company's Statement of Income, the financial Statements, the Company
Company wor,d hase reported a net loss in subsequently reached a settlement agreement
1987 of $148.953,000 and net income of only with most of its who!csale customers, which
$11,128,000 for 1986. The deferred item 5 has been approsed for the majority of the
described abose include substantial cash Company's wholesale customers by the TERC,
espenditures which were not recoscred in and placed into clicct, rates which will result
1987 and 1986, and therc can be no in resenues lower than those orig'inally
assurances such expenditurcs will ultimately authorized by the TERC.
be recoscred. The d'scussion below prosides During March 1985, the Company reachedInformation on significant items which als an agrc'ement with its wholesale customers
affected the Company's results of operations which resu;tcd in an $18.55 million increase
during the period from 1985 through 1987. In wholesale rates. The Company had initially

implemented a $29.3 million rate Increase asOperating Hegent.c -~
~ ~ - - - - - ' ~ - authorlied by the TERC in September,1984,

Operating resenue declined by 3 percent subject to hearing and refund. In July,1985.
during 1987, as compared to 1986. This the TERC authorlied the Company to place ;

decline followed a decrease of 20 percent into effect a $15.7 million rate increase
during 1986, and an increase of 20 percent applicable to transmission senice customers. iduring 1985. The components of the changc5 Additionally, during 1985, the Company
in operating resenue are detailed below: placed into cifcct a $1.1 million retall rate

. = in.o..w r... r i |,... reduction prestously ordered by the LPSC in,,

o, . w,, Dec ember,1983.

It5 $ 6a 433 $ i49 1201 s 34 3as M mut flour Sales. The Compan)~s 1987
ruet mst rewsen m 532i ca725M 28 ) e,7 7 kilowatt-hour sales declined by 1 percent
sales wiume and compared with 1986. A decline in sales to

_ 14 643i _ s23 673i i12 670'other < Industrial customers comprised sittually the
| si45 8026 s ma orsi $311 m entire 1987 decline, howescr. partially

14
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offsetting the total decline was a 1 percent Bend and the decreased utillration of
increase in sales to residential custoiners. purchased power to meet load requirements.
The Industrial sales decline reflects the The increase in fuel expense during 1985, as
depressed condition of tFc petroleum based compared to 1984, was caused by increased
economy in the Company's service area, fuel prices resulting from the expiration of a
which has continued for the past three years, low coss natural gas contract. The averrge
cs well as the loss of certain industrial cost per kilowatt hour of natural gas

,

customers who have converted to increased from 1.50 cents durtrig 1984, to '

cogeneration, See the Statistical Summary on 3.11 cents during 1985. The effect of the
Page 41 for information on kilowatt hour sales increased fuel prices was mitigated by

,

cod related resenues by customer class, reduced generation requirements caused by +

The Company's 1986 kilowatt hour sales decreased saics, increased power purchases
dectlncd by 7 percent as compared to the under long term contracts, and the increased
prior year, Kilowatt hour sales to Industrial utlllration of the Company's less espenshe
cnd wholesale customers accounted for coal fired generation, j
cpprosimately 89 percent of the total sales Purchased power cApense decreased ,

decline. The decline in Industrial sales 7 percent during 1987. primarily as a result of r

originates from the reasons presiously decreased kilowatt hour purchases reflecting
described The decline in wholesale sales has reduced load requirements, cessation of
r(sulted primarily because of the transfer of capacity payments to the Southem Company
certain wholesale customers to a during 1986, and the increased utillration of i

transmission senice rate schedule during the Rher Send to meet esisting load
second half of 1985. requirements. This increase was offset in part

During 1985, hilowatt hour sales declined by increased capacity costs associated with ;

by 8 percent and the decline in sales to the CEPCO bu) bach. As discursed prestously i

and in Note 3 to the financial Statements,
industrial and wholesale customers accounted
for most of the overall sales decline. These the CEPCO bu) bach cost has generally been i

deferred under accounting orders. Purchased -

declines again reflected the depressed
economic conditions impacting the power experme declined by 25 percent during !

Company's Industrial customers and the 1986, primarily as a result of decreased
transfer of certain wholesale customers to a kilowatt hour purchases reflecting reduced

transmission senice rate schedule. The sales load requirements, cessation of certain
declines in 1985, were offset in part by payments to the Southem Company during
Increased commercial sales caused primarily the last half of 1986, the asallability of lower
by customer growth. cost natural gas for use in Company-owned |

units, and the increased utilization of Rher ;

operating rxpenses and Taxes Bend to meet load requirements. Purchased
'

'"''""'#' U'' "
thel and Ibichased (butt. TuciesPense during 1985, as a result u additional hilowatt-

<

I

decreased 10 percent duilng 1987, when hour purchecs made to displace the higher
compared with 1986. The decline in fuel cost of fuel for Company owned Deneration,
results frora lower fuel prices, offset slightly
by increased generation. The 10 percent Other Operations and Mair,tenance t;spense.
decrease in the Company's average fuel cost Other operations and maintenance espense. !

highlights the continued decline in the prke escluding those associated with River Bend. L

of natural gas as well as the low cost of decreased 6 percent during 1987. Other
nuclear fuel, which was utillred more operations and maintenance capense. L

estenshely in 1987 than in 1986. fuel escluding those associated with Rher Scnd,
espense declined by 21 percent during 1986. Increased approsimately 1 percent, during

1986 and 1985. The 1986 increase was '

cfter increasing 36 percent during 1985. The
| decline in fuel espense was the result of primarily the result of an $8.9 million ;

lower fuel prices ortset by increased prosiston for pension benefits recorded in
generation. During 1986, the Company's connection with the Company's eart)
oserall system fuel cost declined by retirement plan offered during 1986. offset b) ;

I 54 percent, primarily as a result of the a reduction in the amount and price of gas '

i decline in the price of natural gas, the purchased for resale and the efforts of the
i Company's primary fuel source. Kilowatt hour Company to sage cash.

,!

|
generation increased 19 percent during 1986. Other operations and maintenance cipense
and refleued the increased utillration of Rher .; lated to Rher Bend increased during 1987,

|
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as compared to 1986, due tr 'all ) car of declines duting 1986 and 1985, reflect lower
I commercial operation and , reloading amounts of taxable income. Other tases have

outage which occurred in ' .ost part of increased as a result of higher franchisc and
1987. Other operations at ., maintenance retenuc rclated tascs.
cxpense related to River Bend increased As discussed in Note 4 to the financial
during 1986, as compared to 1985, due to Statements, the 1986 Tas Reform Act
the commercla! operation of River Dend in contains several provisions which impact the
1986. As discussed previously and In Note 3 Company. Total federal Income tas espense
to the financial Statements, these espenses is espected to be less under the new law, as
have been generally deferred under compared to the old law, as the cifcct of the
accounting orders, tax rate reduction is likely to escced the

Depreclaflon t> pense. Depreciatio.1 increased tax charges from other prosislons
espense, excluding depreciation and of the new law. In 1987, this efIcct was not

decommissioning expenses recorded on Rher sl[.nificant. While the Company's cash
Dend. Increased 8 percent ouring 1987, as payments for federal income taxes were not
compared to 1986, due primarily to the affected in 1987, they may be higher unuer
resersal of Big Cajun 2 Unit 3 depreciation in the new law in the near term, primarily due to
1G86, as discussed below. Depreciation the new alternative minimum tas,

expense, escluding depreclation and Additionally, Internal cash generation is Ilhely
decommissioning espenses recorded on Rher to decrease primarl!y as a result of reduced
Dend, decreased t,y 3 percent during 1986, as deferred tas charges due to the new law's
compared to 1985, primarily as a result of lower tas rates.
the rescrsal of approsimately $7 million of
depreciation expense preslously recorded on N_ n Operating items
Big Cajun 2 Unit 3 offset by depreciation Allottunce for Ibnds Used During
expense on routine plant additions. Pursuant Construction (Att;DC) and Mlect Hend Carirl ngi
to the settlement of the Company's Texas Charges. The total of ArUDC and carrying
rate case in June,1986 Big Cajun 2 Unit 3 charges on the Rher Bend imestment
was not considered as plant in scrsice for increased by 10 percent during 1987, as
ratemaking purposes in Texas and, compared to 1986. This comparcs to
consequently, depreciation expense on the Increases of 16 percent during 1986, and
unit was not being recovered. The Company 34 percent during 1985. These Increases are
Interpreted the settlement agreement as primarily the result of increases in the
allowing the rescrsal of prestously recorded amount of construction work in progress
depreciation. (CWIP) qualifying for ATUDC through the

Depreciation expense related to Rher Dend commercial operat!on date of Rher Bend and
increased during 1987, as compared to 1986, the subsequent recording of carrying charges
due to the full) car of commercial operation, on both the plant imestment in Rher Bend
Depreciation espense related to Rher Bend not allowed in the Company's rate base by
increased during 1986, as compared to 1985, the PUCT and 1.P5C and the cash portion of
due to the commercial operation of Rher deferred expenses recorded pursuant to
Dend in 1986. As discussed preslously and in accotmting orders.
Note 3 to the financial Statements, these Reducilon of Oc/ erred River Send Costs.
espenses have generally been deferred under As a result of the interim rate relief granted in
accounting orders. both Tesas and Loulslana retalljurisdictions

Tucs, income tases increased in 1987, the Company has reduced the
<iramatically during 1987, due to the tas amount of deferred Rher Bend costs being
et!cct of dcferring certain Rher Dend related recorded in accordance with accounting
operations and maintenance esponses and orders issued in 1986 by the regulatory
capacity bu) bach costs for the entire > car of commissions. This amount reflects a
1987, in accordance with regulatory reduction of $1.50 (Tesas) and $1.00
accounting orders. sersus capitalizing the ILoulslana) for each $1.00 of resenue
operations and maintenance espenses in wehed as a result of the interim rate
1986, prior to commercial operation and increases. Such adjustment is required since
deferring them subsequent to June 16,1986, the Commissions. as a result of granting
Capacity buybach costs were not incurred interim rate relief, hase allowed some Rher

prior to commercial operation, income tases Bend costs ton a non specific basis) to be
decreased by 105 percent during 1986, after collected through rates rather than being
a decline of 48 percent during 1985. The deferred.
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| Other Net. Other net decreased during extemal financing. The effects of inflation J
| 1987, as compared to 1986, due to have been further exaccrbated by slower '

| decreased interest income camed on sales growth.
temporary cash investments. During 1986,
other nct increased when compared to 1985. New Accounti_ng_ Standards
due to increased Interest income camed on
temporary cash investments. The financial accounting Standards Board

has issued several Statements on financial
Interest Charges. During 1987, interest on Accounting Standards (SPAS) which will affect

long term dcht increased due to the interest the Company's results of operation and
requirement on increased debt and financial position. STAS No. 90, Regulated |

|regulicments on first mortgage bonds issued Enterprises - Accounting for Abandonments
during 1986. Interest on short term debt and and Disallowances of Plant Costs, will require
other interest expense increased due to the the Company to wTite-off any portion of the
required payment of interest on unused Riser Bend Investment that is permanently
nuclear fuel. Prior to 1987 such interest was exclude i from rate bar,e and to write-down
capitalized as part of the Company's nuclear the Investment in R!ver Bend Unit 2 to an
fuct lease, for additloaal information amount equal to the present value of
regarding the Company's nuclear fuel lease, probable future revenues. As discuse .d in
see Note 6 to the financial Statements. Note 3 to the financial Strtements, the

increased Interest on long term debt during Company is appealing the LPSC's
1986 and 1985, resulted from Interest December 15,1987 rate order which, among
requirements on new borrowings made to other things, permanently excluded
refund short and intermediate term debt $1.4 billion of the River Bend investment on a '

incurred in connection with the Company's total Company basis from the rate base
construction program. These increases were (app oximately $677 militon on a Loulslana
offset in part by lower interest rates on short retailjutisdlctional basis), if STAS No. 90 i

and Intermediate term debt. were applied as of December 31,1987, the
Company would be required to wtite-down

Discontinued Nonutility Subsidlary apg,,ositrately $22 million related to the
Operations. The losses recorded in 1987, whoicsale and Texas retail portion of the
1986, and 1985, were incun'ed by Prudential unamortized River Bend Unit 2 cancellation
Oil and Oas. Inc. (Prudential), a wholly-owned cost (sce Note 3 to the financial Statements),
subsidiary of the Company. These losses Additionally, if the LPSC decision had not
resulted from the write-off of costs recorded been appealed, at D comber 31,1987 thein the subsidiary s full cost pool. Such write- Company would have been required to recordoffs were necessitated by declines in the price a wTite-off of $514 million (net of tas impacts)of oil esperienced during 1985 and 1986. For related to the Rher Bend Unit I disallowanceInformation regarding the sale of Prudential's

and an additional $41.8 million (net of tas)oil and natural gas reserTes in 1987, see Note
wTite-off related to River Bend Unit 2. r'or7 to the financial Statements, ,

recent desclopments in the Loulslana and 1
'

Effects of inflation ~ ~ ' - ~
Tesas rate proceedings see Note 14 to the
rinancial Statements. STAS No. 92. Regulated

,

The cliccts of inflation upon the Company Enterprises - Accountirg for Phase In Plans, i

hate been less in the period 1985 through defines the accounting for phase in plans.
1987, than in the preceding threc$ car period
because the rate of inflation has declined. STAS No. 96. Accounting for income Tases.
This decline is esidenced by the minimal significantly changes accounting for income
growth in the Consumer Price Inder oser the tases and supersedes almost all esisting ,

period from 1935 to 1987, tiowescr over the authoritative accounting literature on
longer term, inflation has had serious effects accounting for income tases. Adoption of
on the Company's financial position. During STA5 No. 96 is espected to have an
periods of high inflation, provisions for undetermined but significant impact on the
depreciation tecome inadequate as Company's balance of deferred tases. The
construction costs increase. The rise in impact on the Company's Statement of
construction costs, in tum, results in the need income for future years cannot be determlncd
for larger amounts of capital and increased at this time.

17
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Statement of income
For the years ended December 31
(in thous 8nds exc.ept per Sh8re amounts) ,

1987 1986 1C85-

Operating Revenue t

Electric , , $1,330,106 $1,367.480 $1,714,405,, . ,. .. . .. ..

Steam . 69,056 77.7&5 102,576.. ... .. . . . . ... .. ,,. . ,

Cas.. .. 33,424 33,125 41.455. ... .. ,, .

1,432,586 1,478,383 1.858.436

Operating Expenses and Tases
ruel. . . 406.139 449,213 569,182

., ,. . . . .,, ,, ..

Putchased power . . . 322,732 347,075 449,554 |. , , . . . .

Other operations , 240,788 232,032 185,969
'

, ,. , . . . . ..

Maintenance . 108,797 83,684 79,834
, , , .. .. . ,

'
Depreciation and amortization 187,459 162.272 112,789

. ., ,

Deferred River Bend expenses (292,845) (175,236) -
, , ,.

| Deferred revenue requiremt.nt (26,436) (13.452) -
. . . .

Amortizat!on of accumulated deferred Rher Scud costs . . 1,793 j- -

income Tates
rederal 24,291 S,4)3 45,435

, . , , , .

State (275) (7.496) (5,633)
,, , .

Other tates . 83,523 81,017 77.441 |. , ,.
t

1,05,4,966_ _1,16_4,582 1,514,571 L

Operating income . 376,620 313,806 343,66$ r
. . .

OOther Income and Deductions
Allowance for equity funds used during construction 259 77,447 145,257 -

.

Rher Bend carrying charges 263,988 132.768 |
-

. . . . .

Reduction of deferred Rher Bend costs . (94.896) - -

Other - net. 5,744 8,562 (6.012), . . .
_

Income Refere Interest Charges . 551,7_15 532,583 483,110 t

; Inses. 't Charges
! Long term debt, 299,931 285,946 263.022 !,

Short4erm debt and nther. 17,358 9,741 10.679.

Allowance for borrowed funds used during construction. {8,179) (36,563) (68.355) ,

309.110 259,1' 4 205,346 [
Income from Continuing Operations 242 605 273,459 277,7M |.

Discontinued Nonutility Subsidlary Operations . (1,504) (28.478) (12,265) {4

*

Net income 241,101 244,981 265.499
. .

Dhidends on Preferred and Preference Stock . 63,010 63.127 GO.137 ,.
'

Income Applicable to Common Stock _$ _178.091 $. _1_81. ,854 $ 215,362 ;
= mmm ,

Ascrage Shares of Common 5tt.ch Outstanding . 107,953 106,132 97,970 i

Earnings rer Aterage Share of Common Stock |

Outstanding from Continuing Operations . $ 1,66 $ 1.98 $ 2.22 [
tarnings Per Average Share of Common Stock I

Outstanding $ 1.65 $ 1.11 3 2.10 i

$ .67 $ 1.64 |Dhidends Per Share of Common Stock $ -

!

The accompanying notes are an integral part of the financial statements. [

'
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Statement of Sources of Funds invested " '

Iin Utility and Other Plant
For the years ended December 31
(in thousands) '

Prosided from operations
~1987~ - - -1986'- ~1985''~

Net income . $ 241,101 $ 244.981 $ 265.499 ,

Prtrylpal income items not reyulting current funds
Depreciation and amortliation . 187,459 '62.272 112.789 ,

Deferred income ta=es - net . 27,719 2.587 108.889
Insestm nt tas credits - net (3,703) (3.621) (M 489)
Equity component of allowance for funds used during -

coristruction . (259) (77.447) (145.257)
Nonutility subsidiary operations . 167 1.t370 2.307
tarly retirement pension benefits. 8.938 --

Deferred Rher Dend espenses, resenue requirement, and
carrying charges. (583,269) (321.456) -

Reduction of deferred I,her Bend costs. 04,896 - - a
Amortliation of accumulated deferred Riser Bend costs 1,793 - - ]Discontinued nonutility subslolar) operations 1,304 28 478 12 26S

Total prosided from (used in) utility operations (32.592) 46.402 302.003 ,

Dhidends
|
| Preferred and preference (34,160) (63.127) (60.137)

Common (70319) (161.605)-

Reinsested funds prosided from (used in) utility operations ._ J66,752) 3 8_7.044) _ 80.261
|

Prosided from Financing
' Sales of securitics
| Common stock 1,145 47.070 122.180
| Preferred stock subject to mandatory redemption 75.000 60.000-

| First mortgage bonds (prin-lpal amount) 200.000 100.000-

| Curo-debentures (principal amount) - - 75.000

|
F'ollution control bonds (principal amount) 20,000 154.000-

| Change in pollu.lon control funds held by truwee 20.019 12.001 36 253
| Change in escrow deposit - guaranteed dcbentures 24.000 14.481-

| Net change in short term borrowings - - (32.000)
l Retirement of long term debt (25,570) (39.015) (100.S64)

Retirement of preferred stock subject to mandatory redemption (48.148) IS306)-

Net change in resching credit agreement 80.000 120.000-

Deferred Riser Send construction and continuing scrsices
commitment 13,779 46 750 -

het change in lease obilgations (40.630) 4 536 26.141
Disidends in aricars on preferred stock subject to mandatory

redemption 36.135 - -

Other long term debt
_ __679 ___ _ _ -

Total prosided frorn financing _. 5.577 _ 422.194 550 185
Other Souttes and l'ses .

Imestments On) and adsances (to) from subsidiary companies . 3.581 (12.561) (13 663)
Temporar) cash lmestments (12.487) (76.76S) t00 596)
Change in other working capital- net 55.082 (27.931) t17,+57)

Amorttiation of leased nuclear fucl 34.450 23 232 298
Other - net 46.166 33.557 3.928

Total other sources and uscs 126.792 t 60 468) __187.5001
Espend[tures for L'tllity and Other Plant 65.617 274 682 M 2.M 6

rquity component of allowance for funds used during 4

construction 259 _ _77.447 145 257
Insested in Ltility and Other Plant $ 65.876 $ 352129 $638203

* Restated for accounting change - see hote 6.

The accompanying notes are an lntegral part of the financial statements.
.
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Balance Sheet
December 31
(in thotasands) 1987 1986' !

-

Asseth
Utility and Other Flant, at original cost

Plant in service . . . . . . . . , , , . , . . . $ 6,4.s4,702 $ 6,394.183.. .,, . .. . .

Less: Accumulated prosisjon for depreciation _1,374,019 _1,20Q30.. . .

5.060,683 5,189,453 ;

i Construction work in progress. 7,393 18,704 6
. . .. .. . ..

Nuclear fuel. 181.151 198.440 ,

. . . .. . . . . ,, , . .. .

5,406.603 ij- '5,249,227- ~ ~ ^ ~ ' - - ~ ~ ~~

Other Property and Investmentsi

| f1onutility subsidlary companies 41,871 47,123... . .. . . , . . .

3,112 3,641Other...,
|

, , .. . ... . .. . . . . .

l '

50.76444.983
sCurrent Assets

Cash and temporary cash investments . 155,321 143,880
. . . , , . , ,,

Recchables
Customers 123,860 119 381.. ,, , . . . , .

Other . . . 13,914 24.878, , .. . . '29,307 32.584fuel imentories ... . .

Materials and supplies , 6,242 6,364 f, , . ..

Prepayments and other 30,906 23,279 r, , , ,

359.550 350.366 -

Defened Cl arges and Other Assets
' '

24,148 25,565Unamortlied debt espense . . . ..

Unamortlied project cancellation costs. 418.755 125.126 |. . .

Accumulated deferred income lates . 59,095 47,52d f
.

Deferred River fiend costs . 808.036 321.456
Other , 13.263 11,531

.,

,. .. . . .
. [

1,023,297 531,206

$ 6.677,057 $ 6,338.939
" " """"

Capitallration and Liabilities i

'
Capitalization 15cc Eatement of Capitallration) '

Common shareholders' equity. $ 2.020,308 $ 1,812.228

Preference stock . 100,000 100,000
, .. ..

Prefened stock |

Not subject to mandatory redemption 136,444 136.444
Subject to mandatory redemption , 356,522 323,313

.

'
, .

Long-tcrm drbt.. 2,734,455 2,805.337
. . .

Current Liabilities
-~~5,347,729 5.177,322

~ - - - - ^
,

t

30.000 17.000 'Longierm debt due within one ) car . . . . ..... .. .,..

Preferred stock and longienn debt sinharb fund requirements . 32,266 10,570
t.

Deferred Mher tiend construction commitments. 13.216 14.999 -

.

Accounts payable - trade 102.602 63.431 [,. ,

Customer deposits . 15.593 15.149 '
.

Tases accrued . 20.286 20,912 i. ,

interest accrued . 93.680 92.082 F

Capital leases - current . 92,698 34,621 !

Other . 37,531_ 26,339 !.

Deferred Credits and Other Liab|Iltles
~ - ~

~ ~ ~ ~ ~ ~295,103487,872
'
!Imestment tas credits . ... 114.025 117,728

Accumulated deferred income tages . 506,093 459.778 '.

Capital leases - non cunent 94,942 193.649 f

Oser recoscry of fuct costs 35,748 33.443 ,

Disputed amounts 49,694 31,500 i

37,954 30,416 fOther .
~8413 56 8663U I

Commitments and Contingencies thote 1) __ .[[[ !
~"

. - - . --_$_6.338.939 ($ _6.67_7,057
--

.

,

' Restated for accounting change - see hote 6.

The accompanying notes are an integral pJrt of the financial statements. I
I
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* * Gulf States Utilities Co.

Statement of Changes in Capital Stock
and Retained Eamings
For the yects ended December 31
(in thousands)

"|.2"?
E IaL $$a

Balance January 1,1985 $243.767 $1.024,753 $ (L641) $27.642 $ 441,044. . .

Net income - 1985 265.499. . ..

Preferred stock sold (600.000 shares) 60.000.

Preferred stoch sinking fund requirements . (4.045)
Retirement of preferred stock . . . (5,306) 728.. .

Common stock sold:
Public offerings (4.000.000 shares) 56.000.

Dhidend reimestment and stock
purchase plan (4.352.640 shares) 58.237

Es.ipto)ce benent plans (551,501
shares) 7.388. . . .

Comersion of debentures (42.550
shares). 555

Dhidends declared:
Preferred and preference (60.137)
Commen (161.605).

Capital stoch espense . (1.871). .

Relance December 31,1985. 294.416 1.146.933 ;3.512) 28 370 484 801.

Net income - 1986 244.981
Preferred stoch sold (750.000 shares) 75.000
Preferred stock sinking fund regulrements . 2.045
Retirement of preferred stock (48,148) (2.240)
Common stock sold:

Dhidend reinvestment and stock
purchase plan (3.792.949 shares) 40.456

Emplo)ec benefit plans (699.295
shares) 6.599

Comersion of debentures (1,131
I

shares) 15
Dhidends declared:

Preferred and preference (63.127)
Common (70.319) |

Capital stock espense i357) t372)
|

Ealances December 31,1986 323.315 _1.194.003 _ 3.869) 26.139 _ 595.964_ |(

Net income - 1987 241.101
Common stoch sold;

tmplo)ce benent plans (149.365
shares) 1.145

Reacquired capital stoch . 31
Preferred stoch sinking fund requirements . (2.946)
Dhidends in arrears on preferred stock

subject to mandator) redemption 36.155 (34.160)
Capital stock espense (37)

Balances December 31.1987 $356.522 $t195.148 $ (3,906) $26.161 $ 802.005
_ _

The accompanying notes are an integral part of the Anancial statemen
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Statement of Capitalization
December .31
(lu thousands)

1987 1986

Comaion Shareholders' Equity
Common stock

Authortred 200.000.000 shares without par salue
Outstanding 103.055.005 and 107.905.700 shares respecthcl) . $ 1,195,148 $1.194,003

Premium and espense on capital stock (3,906) (3.669)
Other paid la capital. 26,161 26.130
Retained earnings . 802,905 595.964

2.h203bkl 1$t512.22b

Preference Stock
A Jthor*?cd 20.000.000 shares without par %ahic cumulathe
Outstanding 4.000.000 sharet

Tedempekm
C umulaine Fer frk e as of

Dn k.)cro Share Duk$ ends shares Dec e mtiet St.

_._- _ ___.S'"" ____.____._. _ _.'"^"'84._ _O' ?* "d"'9 . . _._3 M 7
$4.40 * 4.58 2.000.000 $ 30.45 50.000 50.000
3 83. 4.01 2.000.000 30.15 50.000 50.000

_,

100,000 100.000
. _ _ . _ . . _ _ . _ _

Preferred Stock
Authorlied 6 000 000 shires.

$100 par value, cumulathe
Outstanding 4.617.568 shares

shares fledemp4 kist
Cumulathe ref Outstan.bnq at F'rk e as of

Dn kiend Share Dnkteres Deccent et 31. Dectinter 31
sents 6n anears 15,s7 tw7

Not Sut' ject to mandatory redemption
S 4.40. S 4.Sti 51.173 $108 00 5,317 5.117

4 50 4.69 5 839 195 00 383 St13

4.40-1949 4.58 1,655 103 00 166 166

4.20 4.53 9 745 102.eia <>2 3 975

| 4 44. 4.63 14.8M 103.75 1,480 1.480

5 00 $.21 10.993 1C4.25 1,099 1.09'.)'

5.08 5 29 26 845 104fd 2,68% 2.f.tl5
4.52 4.71 10.5G4 103.37 1,056 1.036

6 G8 6.33 32.829 103.34 3.283 3.216
7.56 7.&l 350 000 101.80 35.000 35 000
8 52 8 88 SC') 000 104.43 50.000 50.0LM

| 9 96 10.38 350 000 106 4 3S 000 35.000
__ A

136.444 136 444 *
_

,

Subject to mandatory redemption
B 60 9.17 30L029 105 00 30.103 30.103 ('
9.75 10.16 29fo6 105 00 2.963 2.963
8M 9.00 302.465 105 00 30,247 30 247

11.48 11.96 480.000 105.CO 48.000 48 000
13 64 14.21 40.000 105.00 4.000 4 000
12 92. 13.46 600.000 112.92 60.000 ti) 000
11 50 11 98 750 000 111.50 75 N}O 75 OCO

Adjustabic Ratc 9 31 300 OOC ICM 70 30.000 30 000
Adjustable Rate 9.36 450.000 106.80 45,063 45.000
frefer'ed dnidends in arrears 36,155 -

361,468 325 313
(4.946) .2 000iI' referred stock sinking fund requirements

_ _

356,522 323 313

iswense wenved m utwm pa;e i

_ _ _ .
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"
1987 1986

''
Long Term Debt

first mortgage bonds
Maturing 1988 through 1992 -

20.0001 4% due May 1,1988 . -
,

| 4%% duc January 1,1989 10,000 10.000

| 5%% due December 1,1989 1G,000 16.000 ,

| 4h% duc July 1,1990 17,000 17,000

|
14%% due May 28,1991. 75,000 75.000
17W% duc January 13,1992 100,000 100.000'

4%% due May 1,1992 17,000 17,000

Maturing 1993 through 1997 - 4%% throglh 16.8% 206,430 215,000
'

Maturing 1998 through 2002 - 6%% through 8W% 210.000 210,000

Maturing 2003 through 2007 - 8W% through 10.15% 270.000 270.000
Maturing 2008 through 2012 - 10% % through IS% . 325,000 325,000

Maturing 2013 through 2016 - 11 % % through 13W% 500,000 500.000
|first mortgage bonds sinking fund reaulrementa . (27,320) (8.570)

1,719,110 1,766A50
'

'

Pollution control and Industrial desclopment bonds
7% due 2006. 23,000 2S.000

,

| S 9% duc 2007 23,000 23.000 ..

10%% due 2012 4'I.285 48.285
9W% duc 2013 17.450 17.450

*

10%% due 2014 iO OOO S0.0(L
12% duc 2014. 52,000 52.000

,

Vadable rate due 2014. 04,000 94.000
Vanable ra'e duc 2015. 156.000 154 000
Variable rate due 2016. 20,000 20.000

(20 010)Pollution control funds held by trmtec -

Debentures
Guarantetd debentures

'60.00017W% duc October 1,1988 -

1% due Ap.il 15,1990 60.000 60.000
turodebentures - 13% duc 1992 75.000 75.000
Consertible debentures - 7%% due 1932 2.003 2.003,

Resotting credit agreement 350,000 350.000
Deferred Riser Bend constiuction and continuing sersices commitment
(sati;1ble rate through 1991) 47.313 31,751 *

^ther l*,ng-term debt 679 -

| 2,737,840 2.808.900

_. _ 3 563 )Unamontred premlum and discount on debt-net _ _ (3,385) (

2 734,455 _2.805.337
$ 5,34 7,729 SS 177.322

| -

The accompanying notes are an integral part of the financial statements.
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Gulf States Utilities Company wndition ana its bankruptcy could have
sigr'ficant adsc.se elYec's on the Company,Notes to the Financial including but not limited to possible NRC

.

Statements action as ecscribed above.
. ,

1. Commitments and Southem Company Lltigaticn. The
Company anc the Southem Company have

g) gontgng g es entered into purchase power contracts
'

Mnancial CondIllon. The Company's providing for pure.hases by tht. Company of
financial condition has continued to capacity and encrgy from coal fired units |

deteriorate, and the Company is in critical owned by the Southem Company. In the
need of timely and adequate permanent rate Company's opinion, based on advice from
relief in both Texas and Loulslana. The legal counsel, such contracts have been '

Company's cash resources are very limited temilnated by reason of alleged breach of t

and could reach an insufficient operating lesel contract by the Southem Company and for
during the first half of 1988. The Company other reasons and its obilgarlons under the

'

continues to receive hicreasing pressures contro Lve been discharged and excused.
from its creditors and suppliers, including but Acco'' on July 2,1986, the Company ,

not limited to the nuclear fuel lease facility filed a v ;nst the Southem Company in
and suppliers of fuel and purchased power. If U.S. l . Court requesting that the r

adequate permanent rate relief 15 not granted Compay t>e excused and discharged from ,

in Texas and Loulslana sufHclent for the the contracts and for other relief. Additionally,
Company to arrange additional credit or the Company and the Southem Company
nnancings, the Company would probably hase cach filed applications with the rederal >

to file for relief from creditors under the Energy Regulatory Commiss80n (FERO
Bankruptcy Code or attempt to negotiate seeking findings and actions, respect to -

1 such rellet, and there can be no assurance vold or reform the contracts and to s y t

that any such negotiations would be timely or and continue such contracts. The rths [
successfully concluded. For recent accepted jurisdiction over certain issues but
developments in the Loulslana and Texas refused hearing on state law contract issues.
rate proceedings, see Note 14. On May 12,1987, the presiding administrative t

The Nuclear Regulatory Commission (NRC), lawjudge rendered an initial declslon ,

which regulates the operation of River Bend ordering that the Company's complaint be
Unit 1 (River Bend), has cApressed to the dismissed and granting certain declarations (
Company its concem that the Company's favorable to the Southem Company and>

financial condition could negathcly impact supporting the contracts. The Company has ;
,

acthitics associated with Rher Dend. The NRC filed exceptions to such initial decision and is
recJested that the Company evaluate its seching a favorable decision from the TERC
plans to assure that continued safe operation upon its resiew of the Inillal decision. No

i and fulAllment of commitments to the NRC assurance can be given that the Inillal
will not be affected. report the results of the decision will be reversed or changed in favor
evaluation, and hecp them Informed of of the Company by the FERC or upon
developments. If the Company's financial subsequent appeal. Also, the Company's
condition continues to deteriorate, what appeals to the appropriate state courts of the
action the NRC may take and its financial actions of the Public Utility Commission of [

Texas (PUCT) and the Loulslana Publicimpatt upon the Company cannot be
predicted, but such action could include Serilce Commission (LPSC) disallowing pass
suspension of operation of River pend, which through of Southem Company capacity ,

could hase a scry substantial adscrse effect charges under the contracts are pending. The ;

on the financial condition of the Company. Company cannot predict the outcome of '

these proceedings.
The Company has significant business ,

J relationships with Cajun Electric Power As of December 31,1987, the Company !
l Cooperathe. Inc (CEPCO). Including co- had not recorded as a liability and not paid <

ownership of Rher Bend Unit 1. The Company approsimately $144 million of charges billed '

has been Informed that CEPCO is in arrears to the Company by the Southem Company. :

In payment of some of its debt service and as in the Company's opinion, based on
ha employed bankruptcy counsel. One of its adsice from legal counsel, such contracts
member cooperatives has filed bankruptcy. hase been terminated and its obligations ,,

further, deterioration of CEPCO's financial under the contracts hase been discharged (
24 !

;

-- - - _ __ _. __~ _ , .__



_ _ _ _ _ _ _ _ _ _ _ _ _ _ _

.' ,/ .*
.

* * Oulf States Utilitics Co.
5

cnd excused. If the Company had not been damage and decontamination, liability to
discharged and excused from the contracts, employees and third parties, and incremental
and had recorded the charges, nct income for replacement power costs, as described below.
1987 and 1936 would have been reduced by liowever, some potential liabilitics, including
gpproximately $73 million and $12 mitllon, but not limited to liabilitics relating to the
respectively. The Company has also withhcid rele3se or escape of hazardous substances
payment of approximately $26 million which into the environment to which the Company
is recoided as an amount in dispute on the may be subject, may not be insurabic and
balance sheet resulting from differences in the amount of insurance carried may not be
certain amounts billed by the Southern sufficient to meet potential liabilitics and
Company and amounts paid. The Company losses. There is also no assurance that the
has estimated that minimum payments for Company will be ab!c to maintain insurance
capacity which would be duc under such coverages at their present levcis. Under those
contracts from January 1,1988, through their circumstances, such losses or liabilitics would
termination in 1992 would agp3 ate have a material adverse effect on the financial
approximetely $744 million and that condition of the Company,
payments for energy would be approximately Public liability in case of a nuclear incident
$386 million, if the Company is ultimately at any licensed nucicar facility in the United
unsuccessful in the pending litigation and States is currently limited to $715 million
were required to make such payments to the under provisions of the Price Anderson Act
Southem Compar'y and not pcmilited to pass (Act) still in effect. The Company insun
these costs throvah to customers in its rates, River Bend for this exposure through a
the Company would probably be unable to combination of private insurance and the
make such payments and would probably industry wide secondary nnancial program,,

have to scck protection from its creditors Under this program the Company is subJcct
unc'er the Bankruptcy Code. to a retrospective assessment of $5 mlillon

Disposal or spent nucicar rue, and nucrear per incident with a maximum amount or $10
Decommissioning. As provided in the milhon payable in any one year. Should more

i

Nuclear Waste Policy Act of 1982, the tha i two incidents occur in a single year, any
Company has entered into contracts with the liability in excess of the $10 million will bc
United States Department of Energy (DOE) for payable in the succeeding year (s),
disposal of spent nuclear fuct from River The Price-Anderson Act icgislation expired
Bcnd. Under the terms of the contract, the August 1,1987. Bills to amend the Act,
Company is required to pay a quarterly fee to including proposals to substantially modify or
the DOE of one mill per kilowatt hour climinate the limitation on liability provisions,

| generated by River Bend. The Company is have been introduced in Congress, but no
! currently recovering such costs from action has been approved. Under the
| wholesale and Loulslana retail customers and provisions of the Act, all reactor facilitics with

expects regulatory authorization to recover operating licenses or construction permits
these costs in the Texas retail jurisdiction- Issued before August 1,1987, will continue to

A 1985 decommissioning study indicates be covered under the expiring version of the

) that the total estimated cost to decommission Act until such time new legislation is enacted.
River Bcnd is $202 million in 1985 dollars. The Company maintains $500 million
Decommissioning stud |cs arc reviewed and property damage Insurance and $250 millioni

updated periodically to reflect changes in of such excess insurance for River Bend from'

decommissioning requirements, technology, the private insurance market. Additionally, the
| and inflation. The Company has either Company has acquired $775 million of excess

received or expects to receive regulator 7 property insurance coverage on River Bend
authorization to recover through rates through participation in the Nuclear Electric
amounts required to fund the Insurance Limited (NEIL) 11 program. Under
decommissic...ng costs over a period of 35 to NEIL ll, the Company is subJcct to a
40 years, but cannot be assured of such maximum assessment of approximately $8.3
Initial or continuing authorization. milllon in any one policy year. Although the

Nudcar insurance. Ownership and Company has continued to increase the limits
operation of a nuclear gent rating unit of such Insurance as capacity becomes
subJccts a company to significant special availabic, no assurance can be given about
risks. The Company is insured to an extent the adequacy of such insurance limits in the
as to its interest in Hlver bend for propert) event of a major accident.
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Some extra expense for River Bend through December 31,1987. Unicss the
replacement power is insured through the financial condition of the Company improves,
NEll, I program. Following an insured the Company expects to continue to be
property loss which results in the unit bcIng uncble to pay dividends on such stock.
unavailable for generation and a 26 week Dividends on all serles of the Company's
waiting period, the NEIL i program will pay preferred and preference stock are cumulative,
the Company a specified weekly indemnity for if the Company falls to pay the dividends in
52 weeks followed by one half the specified arrears and all dividends which have, in the

weekly Indemnity for an additional 52 week meantime, become duc and payable on
period. Under the NEIL I program the preferred stock on or before the fourth
Company is subject to a maximum annual succeeding quarterly dividend date after a
retrospective assessment of approximately failure to pay a quarterly dividend, the
$1.3 million. holders of such stock would hase the right to

Stockholder Litigation. The Company, and elect a majority of the Board of Directors,
with variations as between suits, its officers Such voting rights are presently expected to
and directors, and River Bend contractor, become cifcctive on March 15,1988. Similar

have been named in elght class action voting rights to cicct two directors
complaints filed in 1986 and 1987, in the U.S. are provided for holders of preference stock,
District Court for the Eastern District of if the Company falls to pay the dividends in
Texas. The suits allege violation of the arrears and all dividends which have, in the

securitics laws and wrongful conduct involving meantime, become due and payabic on such
various disclosures in connection with various stock on or before the sixth succeeding
offerings of common stock and reports filed quarterly dividend date after a failure to pay a
with the Securitics and Exchange Commission quarterly dividend. The Company inay not
(SEC), allegedly resulting in damage in pay any dividend or distribution on any of its
unspecified amounts to the plaintiffs and common stock, or purchase or otherwisc
other purchasers of the Company's common acquire common stock, unless ill cumulative
stock similarly situated. The Company denles, dhidends and sinking fuild obligations have
and is advised that the other defendants been paid on preferred and preference stock.
deny, any such violations or wrongdoing and Under its Articles the Company may not pay
will vigorously defend such actions. Under its any dividend or distribution on any of its
Restated Articles of incorporation ( Artic!cs), preference stock, or otherwise acquire
as amended, and Bylaws, the Company is preference stock, unless all sinking fund
obligated to Indemnify its officers and obligations have been paid on preferred
directors under conditions presently be!! cud stock. On December 15,1987, the Company
to exist. failed to satisfy the $2,000,000 sinking fund

On february 8,1988, an agreement in requirement related to the $11.48 Scrics
principle was executed providing for the Preferred Stock. Sec Note 12 regarding

l settlement of such suits against all dividend payment and other restrictions
' contained in the terms of a $65 million creditdefendants except the contractor and for
! setticment of a derivative suit based upon facility.

i similar allegations arm upon allegations of Pursuant to SEC Staff Accounting Bulletin
! mismanagement primarily relating to River No. 64, the Company has accrued dividends

Bend. Such sctt!cments are subject, among on and increased the balance of mandatory
other conditions, to negotlation of a redeemable preferred stock with an offsetting
stipulation of setticment and to approval by decrease to retained carnings. liowever, since
the court. dividends on all series of the Company's

DIcidend Suspension. In view of the preferred and preference stock are cumulative
continued deterioration of the Company's (the aggregate amount of cumulated and

I financial condition, the Board of Directors did unpaid preferred and preference stock
dividends as of December 15,1987 beingI not declare any dividends on the Company's
$62,378,000), income app!!cabic to commoncommon stock for the third quarter of 1986,

and no dividend on common stock has been stock and carnings per average common
declared through December 31,1987. The sharc outstanding have been computed
Board of Directors did not declare the assuming that all such disidends, through

Dccember 31,1987, were accmed,
|

dividends on the preferred and preference
stock of the Company payabic on March 15, CanccIIed f1acIcar Unit. The Company
1987, and has continued not to declarc them picviously reported the cancellation of River

| 26
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Bend Unit 2. The Company has begun invested in construction work in progress
amortizing that portion of the ~wt of the unit (CWIP). Such AFUDC has bee *1 segregated
applicable to its wholesale ano xas retall into two component parts - borrowed and
operations over 10 and 15 year periods, equity funds. That portion allocated to -
respectively. As discussed in Note 3, the borrowed funds is reflected as an adjustment
LPSC, as part of its December 15,1987 rate to Interest charges, while that portion
decistori, disallowed all costs Incurred in applicable to equity funds is shown as a
connection with the Company's Investment in source of other income. Both the equity and
River Bend Unit 2 (approximately $41.8 the borrowed portions of AFUDC are non-cash
million, net of tax, for the Loulslana items which have the effect of increasing the
jurisdictional basis). The Company has Company's reported nct income. When the
appealed the LPSC's decislor In a state related utility plant is placed in service, a
district court. The Company cannot predict retum on and recovery of these costs
the outcome of the state district court's generally have been permitted by regulators
decision with respect to this or any other in determining the rates charged for utility
issue. At Dc:cmber 31,1987, the senice. The Company computed AfUDC at
unamortized balance of the Company's the following net of tax rates compounded
investment in River Bend Unit 2 was scmlannually:
$116,337,000. See Note 3 for additional writC* January 1,1985 March St.1986. 00.00 %
downs required with respect to such Unit 2. AprH 1,1986 June 30,1986 9.75

July 1.1906 December 31.1986. 9.50
2. Summary of Significant In 1987, due to the construction Interest

Accounting Policies capitalization provisions of the Tax Reform
System of Accounts. The accounting Act of 1986, the Company began accruing

records of the Company are maintained in AFUDC at pre tax rates. These rates were as
accordance with the Uniform System of follows:
Accounts as prescribed by the FERC and January 1,1987 March 31,1987. 12.00 %

adopted by the LPSC and the PUCT. Apru 1.1987 september 30.1987 - 12.25
**' b'' '' '**' ***'***' '' 1 **' ' ' ' * *Utility Ffant and Depreclation. Utility and

other plant is stated at original cost when first Revenue, niel, and A4rchased Ibwer. The

dedicated to public service. Costs of repairs Company records revenue as billed to its
and minor replacements are charged to customers on a cycle billing basis. Revenue is
expense as Incurred. The original cost of not recorded for energy delivered and
depreciable utility plant retired and cost of unbilled at the end of cach fiscal period. The
removal, less salvage, are charged to accu. Company's wholesale and Loulslana retall
mulated provision for depreciation. The rate schedules provide for adjustments to
provision for depreciation is computed using substantially all rates for increases or
the straight line method at rates which will decreases in the costs of fucl for generation,
amortize the unrecovered cost of depreciable purchased power, and gas distributed. The
plant over the estimated remaining senice Company's Texas retall rate schedules

i life. Include a fixed fuct factor approved by the
PUCT. Such factor remains the same until theComposite depreciation rates were as

follows*. Company files for a general rate increase or
until the PUCT orders a reconcillation for any1987 1986 1985
over or under collections of fuel cost. Fuctg
and purchased power Costs in excess ofsteam . 4.5S 2.47 2.34

oas . 3.52 3.32 3.s3 those included in base rates or recovered
Totai company. 2.96 3.30 3.41 through fuel adjustment clauses are deferred

Decommissioning. The Company is (or accrued) until such costs are billed (or
accruing the decommissioning costs of River credited) to customers.
Send over the life of the plant. Inventories. Tht Company's fuel

Allowance for n4nds Used During inventories are comprised of fuel oil, valued
Constntction (AfDDC) and Capitalization of at weighted average cost, and coal, valued at
Interest. The accrual of ArUDC is a utility last In, first-out (Liro) cost. Materials and
accounting practice calculated under supplies are valued at weighted average cost.
guidelines prescribed by the PERC and income Taves. The Company and its
capitalized as part of the cost of utility plant subsidlarics file a consolidated federal
representing the cost of servicing the capital income tax retum, income taxes arc allocated
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to the individual companies based on their consistent with current year presentation with
respective taxable income or loss and no affect on net income or common
investment tax credits. shareholders' equity.

The Company follows a policy of
3._ Rates and Accountin0comprehensise Interperiod income tax _

allocation where such treatment is permitted Rate Matters
for ratemaking purposes by regulatory bodies. Loulslana. On July 25,1986, the CompanyDeferred income taxes result from timing filed a rate mrderation plan with the LPSCdifferences in the recognition of revenue and providing for the costs of River Bend to be
expenses for tax and accounting purposes. phased in over eight years with deferrals of

Investment tax credits have been deferred costs in the first three years and recovery of
and are bcIng amortized ratably over the dcferred co s over the remaining five years
useful lives of the related property, while the rates related to River Bend would I

Subsidiary Companics. The Company remain level during such five year recovery
accounts for its investments in its wholly. period. On September 8,1986, the Company

iowned nonutility subsid|ary ccmpanics, filed with the LPbC an cmergency request for
Prudential Oil & Gas, Inc. (Prudential) and interim rate relicf in the amount of
Varibus Corporation (Varibus), on the equity $100 million and asked that such relief
basis. Prudential was engaged primarily in the become effective in November,1986. On

explor4 tion for, development, production, and December 2,1986, the LPSC denied the

marketing of oil and gas properties. See Company's request for interim rate relief. The
Note 7 for information regarding the sale of Company filed an appeal of the LPSC's
Prudential's natural gas and oli reserves, deci;lon in a state district court. Pending a
Varibus operates pipellnes and owns rights to ruling by such court, on february 6,1987,
lignite reserves. the Company filed with the Loulslana

Supreme Court requesting that the SupremeIn October,1987, the financial Accounting Court direct the state district court to remandStandards Board (PASB) Issued Statement of the case back to the LPSC. Also on that date,
financial Accounting Standards (SPAS) the Company filed a new cmergency interimNo. 94, Consolidation of all Majority-Owned
Subsidiaries. SFAS No. 94 will require request for $100 million with the LPSC. The

new request was updated with respect toconsolidation of Varibus and Prudential Texas rate relief, suspension of preferred andeffective for financial statements presented at preference stock dividends, downratings ofDecember 31,1988. Two additional
subsidlaries, OSO&T, Inc., discussed further the Company's securitics, and other

in Notes 6 and 12 and Gulf States Overseas developments. On February 13,1987, the
state district court rcmanded the case back tofinance N.V. are presently being accounted the LPSC. On March 2,1987, the LPSC issued

for on a consolidated basis. an order granting the Company $57 million in
Retirement rtan and Other Post Employment annualized emergency rate relief which was

Benc/its. The Company has a subsequently extended to December 15,
noncontributory pension plan, which covers 1987, the date of the permanent rate order.
all employees meeting certain age and service On December 15,1987, the LPSC issued anrequirements. The Company's policy is to
fund the actuarially computed pension rder granting the Company $63 million in

r te rellef (including the $5/ milt'on ofcontribution annually. Past and prior sersice previously granted emergency rate rcilef) andcosts are bcInq funded by the Company over a 12 percent retum on common equity, whileperiods of up to forty ycars, also disallowing $1.4 b!llion of the Company's
in addition to the pension plan, the total River Bend plant investment

Company provides retired employees with life (approximately $677 million on a Loulslana
and health carc Insurance benefits. All of the retallJurisdictional basis) as having been

| Company's employees may become eligible imprudently incurred. The order also
for benefits upon reaching nonnal retirement disallowed any recovery of costs incurred in1

age. The annual cost of such benefits, which connection with the Company's !nvestment in
is currently not material, is recognized as its cancelled Riser Bend Unit 2 of
cidms are actually paid, approximately $61.8 million. The LPSC ordu

; Reclassf/lcatIon of Prior Years financial also approved the form of a rate modcration
Statement 3. Prior year financial statements plan but required evidentiary Marings and
have been reclassifled in order to be subsequent approval by the LPSC of any

1
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future increases to be granted under the rate period. As a part of the request, the Company
moderation plan. The LPSC order failed to requested interim rate relicf of $82 million to
specify the level of revenue requirements become effective in December,1986,

deferred under the plan as well as the timing ticarings on tne interim recacst commenced
of recovery of the deferred amounts. on January 12,1987, and concluded on

On December 30,1987, the Company January 27,1987. On February 3,1987, the
appealed the LPSC's action in a state district PUCT granted the Company an annualized

court. The Company's appeal requested, interim increase of $39.9 million, subject to
among other things, injunctive rel!cf refund, contingent upon the Company

conccming the failure of the Commission's obtaining a new $250 million line of credit, or
rate moderation plan to meet the criteria set equivalent, to pay necessary operating

forth in generally accepted accounting expenses. On March 31,1987, the Company
principles for such plans and the decrease in submitted, and the PUCT approved, a
retum on common equity from the 14 percent $266 million finance plan. Such approval

allowed the interim rate increase to berecommended by the Commission
consultants to the 12 percent granted in the implemented on April 7,1987. The PUCT
rate order and the resulting impact from this stated that if bankruptcy proceedings should
decrease on the amount of rate relief granted be filed, the rate Increase would no longer be

effective. ticarings on the permanent portionby the LPSC. The Company's appeal also
covers the LPSC's ordered imprudency of this request began on March 23,1987,and
disallowance related to River Bend and the concluded on September 15,1987.
disallowance of any recovery of the cancelled Briefs and reply briefs in this proceeding
River Bend Unit 2. were filed in the fourth quarter of 1987, with

the PUCT Examiner's Report subsequentlyPending the outcome of the appeal, the Iso filed in December,1987. The PUCT has
Company placed the increased rates into held additional meetings and hearings in thiseffect, discontlnued accounting treatment of proceeding in January and early February,River Bcnd costs pursuant to the accounting 1988, with additional hearings on the subject
order received from the LPSC in December, of rate case expenses held beginning
1986, began amortizing the deferrals and February 16.accruals accumulated under the accounting
order, and did not recognize the alleged for recent developments regarding rulings
imprudency disallowance of River Bend and on the prudency of River Bend by the PUCT
the disallowance of recovery of the cancelled on february 23,1988, see Note 14. The
River Bend Unit 2. ticarings were held on Company cannot predict the citimate
January 28 through February 1 and on outcome of the p oceedings and appeals or
february 18 in state district court on the when they will be finally conclud:d.
Company's petition for injunctive relief. Ltholesale. On June 24,1986, the

injunctive relief was granted on February 18, Company filed a wholesale electric rate
1988. For this and other recent developments increase request with the FERC in the form of
in these proceedings, if any, after a rate modcration plan to phase in the River
february 18,1988, see Note 14. The Bend in service costs over an eight year
Company cannot predict the ultimate period. The reqJest asked for increases of
outcome of these proceedings or when they approximately $24,9 million (39.8 percent),
will be finally concluded. $18.5 million (21.2 percent), and
Tcyas. On November 18,1986, the $13.5 million (12.8 percent), respectively, in

Company filed a $144 million (26 percent) cach of the nrst three years, with the portion
rate increase request with the PUCT and of rates relating to River Bend remaining
applicabic cities. The request was based on a constant during the Hnal five years of the plan
test year ended June 30,1986, which as the Company recovers its deferred

i included River Bend in rate base and asked Investment costs from the first three years of

| for a 15.25 percent return en equity. The pproximately $61.6 million. The requested

| tcqucst proposed a rate moderation plan amounts were based on a 15.25 percent
providing for the costs of River Bend to be retum on common equity.
phased in over cight years with deferrals of On August 22,1986, the FERC issued an
costs in the first three years and recovery of order pcmiltting the proposed first year rates
deferred costs over the remaining five years to become cifcctive on August 25,1986,and
while the rates related to Riser Bcnd would the proposed second and third year rates to
remain Icsci during such live year recovery become cifcctise on July 1,1987 and July 1,
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h
! 1988, respectively, emder the Company's regulated enterpriscs. SPAS No. 90 specifles

proposed rate moderation plan. The order did the accounting for the financial effect of
not permit the Company to include In its disallowances of costs of newly completed

|
rates, or defer for financial accounting plants and plant abandonments and requires

| purposes, costs associated with River Bend an immediate charge to operations for any j
i for the period June 16,1986, the date the portion of the cost of River Bend permanently ;

I unit became commercially operable, to excluded from rate base. Additionally, it
August 24,1986, amounting to approximately requires the Company to reduce its

i

| $6 million, Investment in the abandoned River Bend
| At the time of the order, the Company had Unit 2 to an amount equal to the present |
| already commenced negotiations with its value of the probable future revenues |

wholesale customers regarding altcmative expected to be provided over the
rates. A settlement regarding attemative rates amortization period authorized by regulators.

| has been reached with all but one wholesale in subsequent years, the Company will

| customer, and the Company is secking such recognize interest income to the extent of the
I settlement with its remaining wholesale difference between amortization allowed for

f
customer. The Company filed a motlon with regulatory purposes and reduced amortization
the FCRC for authorization to collect the recorded for financial reporting purposes,
proposed settlement rates cifcctive as of SFAS No. 90 is generally clicctive beginning
August 25,1986, and was permitted to in fiscal year 1988.
Implement such rates effective as of that if SPAS No. 90 were applied as of
date. Under the proposed settlement, the rate December 31,1987, the Company would be
moderation plan period is ten yeara, and the required to wTite-down approximately
rate increases from 1986 through 1989, to $22 million related to the wholesale and
the applicable customers for purchases on Texas retail portion of the unamortized River
the standard wholesale rate will be Bend Unit 2 cancellation loss tsee Note 1).
''4 percent,14 percent,10 percent, and Additionally, if the LPSC decision had not
7.4 percent, respectively, tiowever, the been appealed, at December 31,1987 the
settlement provides that for several years Company would have been required to record
substantial portions of such customers' loads a wTite ot' of $514 million (nct of tax impacts)
may be served from power purchased from related to the River Bend Unit I disallowance
others for which the Company receives and an additional $41.8 million (nct of tax)
transmission charges or, depending on wTite off related to River Bend Unit 2. For
relative costs of such other power, from the recent developments in the Texas and
Company at a rate lower than the standard Loulslana rate proceedings, see Note 14.
rate. The Company believcs that currcntly no Statement of Financial Accounting Standards
wTite off of the wholesale portion of the River No.92. In August,1987, the FASB issuedBend investment is required to reflect the SFAS No. 92, Regulated Enterprises -reduction In revenues as described above. Accounting for Phase in Plans. This statement
Accounting standards, as discussed below, prescribes the criterla which must be met bywhich arc effective for 1988, could possibly a phase in plan ordered by a regulator inresult in a wTite-off of some portion of the order for the regulated utility rccciving suchwholesale portion of the River Bend order to be abic to record, for financial
investment in an amount which has not yet reporting purposes, the deferrals of expensebeen determined. Additionally, there can be or revenue requirements included in theno assurances that, as a result of the loss of phase in plan. As discussed previously, the
wholcsale customers, a wrltc off cf some

LPSC order of December 15,1987 failed to
portion or all of the remaining unrecovered specify both the level of revenueRiver Bend investment allocable to the requirements deferred under the phase inwholesalc jnrisdiction will not be required at plan adopted by that regulator and the timing
a future date, of recovery of the deferred amounts. It is the
Accounting Developments Company's opinion that the LPSC plan

therefore falls to meet the criteria set forth inStatement of financial Accounting Standards
No.90. During December,1986, the FASB SPAS No. 92. for recent developments in theI

issued SfAS No. 90, Regulated Enterprises - Louisiana rate proceedings, see Note 14.
Accounting for Abandonments and An additional provision of SFAS No. 92 is
Disallowances of Plant Costs, which amends the prohibition effective January 1,1988, of
certain accounting standards for rate the recognition of the equity portion of
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carrying charges, accmed in accordance with January 1 to March 31,1987,10 percent from
an accounting crder granted by a regulator, April 1 to September 30,1987, and
on recently completed generating plant that is 10.25 percent from October 1 to
in commercial service but not yet reflected in December 31,1987. The deferral of costs and
rates. This provision does not require the accrual of carrying charges associated with

i
' reversal of such equity charges accrued prior River Bend was terminated in the Loulslana

to January 1,1988. Jurisdiction on December 15,1987,upon
receipt of the permanent rate decision.

,

| The Company is continuing in 1988,
pending the rccclpt of a rate order from the Reduction of Deferred HIecr Send Costs. As
PUCT to defer expenses and accrue the debt a result of the interim rate rcilef granted in
portion of carrying costs related to River both the Texas and Loulslana retail
Bend. While the Company will be prohtited jurisdictions, the Company has reduced by
from the financial statement recognition of $94,896,000 (pre-tax), for the year ended
the equity portion of carrying costs in December 31,1987, the amount of deferred,

t accordance with the provisions of SFAS River Bcnd costs being recorded in
No. 92 described above, nothing in SFAS accordance with accounting orders issued in
'10. 92 prohibits such carning costs from 1986, by the regulatory commissions. This
t, tiq allowable for future ratemaking amount reflects a reduction of $1.50 (Texas)
consideration tiowcVer, there can be no and $1.00 (Loulslana) for cach $1.00 of
assurance as to the extent of the future revenue received as a result of the interim
recoverability, if any, of the deferrals and rate increases. Such adjustment is required
accruals of River Bend costs recorded since the Commissions, as a result of
pursuant to the PUCT accounting order granting interim rate relief, have allowed
subsequent to January 1,1988. The equity some River Bcnd costs (on a non specific
portion of the Texas retail amount of River basis) to be collected through rates rather
Bend carning costs was approximately than being deferred. The reduction of
$74 million for the twelve months ended dcferred River Bend costs was terminated in
December 31,1987. the Loulslana jurisdiction upon rcccipt of the

pennanent rate decision.
Deferred Feecnue Requirements. in

accordance udth the tenns of the rate Recocery of Costs. The Company was
moderation plan approved by the FERC, as ordered by the LPSC, by virtue of the
described above. the Company is recording a December 15,1987 rate order, to amortize
deferred revenue requirement representing the deferred costs and accrued carning
those River Bend costs applicabic to charges related to the accounting orders oser
wholesale customers which have been a ten year period.
deferred for future recovciy from such
customers. The Company had recorded Dcferred HIecr Send Costs. For the cifcct of
deferred revenue requirements of $26.4 and the deferred River Bend costs on the results
$13.5 million for 1987 and 1986, respectively. of operations, see Management's Discussion

and Anal)sls of financial Condition and
HIecr Send Cost Deferrals. Pursuant to Results of Operations,

accounting orders received from the LPSC
and the PUCT, the Company, pricr to recclpt Statement of TInancIal Accounting Standards
of permanent rate orders, deferred /10. 9 5. In November,1987, the FASB issued

recognition, for financial reporting purposes, SPAS No. 95, Statement of Cash flows. The

of the retall portion of the operating costs Statement prosides for the replacement of the
associated with River Bcnd and costs of Company's current Statement of Sources of
purchasing capacity from CEFCO's portion of fhnds Invested in Utility and Other Plant
the unit incurred subsequent to the unit's cifcctive in 1988.
commercial in scrvice date and accrued
carning charges upon the retail portion of 4. Federal Income Taxes
both the cash portion of the deferrals and the

~~ ~ ~ ~~~~

Investment in the unit not included in the The prosisions for federal income tascs
Company's rate base. The rate used in were less than the amounts computed by
computing the carrying charges was applying the statutory federal Income tas rate
9.75 percent during the period from to nct income before federal income taxes.
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The reasons for these differences are as Timing differences exist for which deferred
follows: taxes have not been provided and, therefore,

1987 1986 198s have not been recovered through rates. The
(in thousands etcept percents) CumulativC amount of timing differences for

net income before rederal which no deferred taxes have been provided
y e taies g * 257.26g $321 was approximately $131 million at December. * 273.23

31,1987. The tax effect of the Company's 1987rederal income taxes at
statutory tax rate . . . . . . 109.293 118.341 147,690 federal tax loss has been rcCorded as a
^gt%'"$',) In reduction of deferred income taxes. At,
resuions tronu December 31,1987, for tax purposes, the

T,'",''@nyc^,"/$'c1, Company had tax loss carryforwards of
from tasable income . . . (10s,525) (113,863, (98.262) $797 million and investment tax credit

items capitalized for book cary)[orwards for book and tax purposes of
or'E/='*p*u$s*e's"*"I. .
*

542 (14.523) (9.681) approximately $180 million. These will be used
non<erened depredauon to reduce income anxes in future years and, if

3.249 om6 sAls[[,*d',n"'n%,4,,,, not used, will expire through the year 2002. An
taics and other additional $80 million of Investment tax credit
regulatory adjustments. 693 (3.732) 492 carryforwards may bC aVallablC to thC Company

$"Eu#u't ty sMIa fes
" *'

6s8 13 868 6.703 If credits generated prior to 1986 are
ocrenas c * nuclear ruel detemilned not to be subJcct to the 35 percent

21197 1027 -

reductlon of tax Credit cart) forwards requlted by[ M'.jon g
investment tax credit . . . (3.712) (3.530) (3.8 72) the 1986 Tax Reform Act.

Forengo tax credit reversal - - 3.976
other items 4.526 (1.313) 3.108 The 1986 Tax Reform Act contains many
Totai rederat income provisions that are affecting and will continue to

tases . s 32.131 $ 12.281 s ss.567 affect the Company. These provisions includ;
uccthe rederal income tai reductions in the corporate tax rate, a reduction
rate. u.8% 4.8% 17.3% of Investment tax credit carr> forwards, repeal of

the Investment tax credit effective January 1,
The components of federal income taxes are 1986, inclusion of unbilled revenues and

as follows: contributions in aid of construction in taxable
1987 1986 198s income, rCquired Interest and overhead

II" " " 'I Capital Zation for Constructlon, iengthened tax
Charged to operating
e venses; depreciation lives, and a new allemative

cunent rederal income minimum tax. The precise impact on the
us prousion. .s - S u.120) s (8 229) ggg

D*'*"e@n'e'*' '"' "* be determined but will be dependent in largeea,
Tat depredadon .. 105.714 139.111 103 067 part upon the finai amount of permanent rate
gred astrucen relief realized from the Company's retail rate

1.333 4.654 8.819
Amortued nuclear unit Cases or upon appeal, as discussed in Note 3.
cancenauon costs . . . . . . (1.827) 0.668) 0.497) for rCCent developments in the Loulslana and

"(N''.""''"'.*".'." Texas rate proceedings, see Note 14.200 100 s.139

Nr"io7tsYtNed in December,1987, the FASB issued SPAS
n.662 (6.106) (8A12)

Dook cupenses detened No. 96, Accounting for income Taxes, which
for tai purposes . . ts.447) n.257) aso must be adopted by the Company beginning in

"** 'yYr''""@neN' 1989. SPAS No. 96 significantly changesn
reco9num cunentry . n 40.955) (212 480) - accounting for income taxes and supersedes

N,', $ c" $ ' M o, almost all existing authoritative accounting
books, capensed for tan literaturC on accounting for income taxes. Whlle
I" '

LnbEed reienues > . [ the Statement retains (with the exception
other . o os9) (697) 187 describcd below) the exlsting regulrement to

70 tai deterred rederai ~ record deferred taxes for transactions that are
income taies - net 27.994 10 214 108 153 reported in dliferent ) cars for financial reporting

investment tas credits - and tax purposes, it resises the computation of
net . is.703) (3 e21> (s4 4a9) deferred taxes so that the amount of deferred

M d$o' M ,7 '''** taxes on the balance sheet is adjustedo 9
empenses . 24.291 5 473 45 435 whencycr tax rates or other provisions of the

char 9ed to other income - income tax law art; changed. Adoption of SFAS7 nao 6 808 10132 No. 96 is expected to have an undetermined but
7cga reocrai 6ncome
taies . s 32.131 s 12 281 s ss se7 significant impact on the Compan)1 balance of

=== ==- === deferred tases through reclassifications. The
impact on the Company's Statement of Income

32



_ _ - _ _ _ _

.

Gulf States Utilitics Co.' -

1987 1986
for future years cannot be determined at this I'" t h*" ** "d ')
time. Actuartal Present Value of Benent

The statement also changes current practice obngations:
by significantly limiting the ability to recognize Accumutated benent obligadon.

t$ "net deferred tax assets, l.c., the deferred tax I,"y g *j e,d y n655 t'M3 $ M 869
effects of expenses or losses reported later for
tax purposes than for financial reporting Projected benent obligation . $173.687 $178.212

Plan assets, at fair market
purposes' value . 200.762 202.786

5. Retirement Plan Plan assets in excess M projected
benefit obligation (27.075) (24,S74)

The Company's peaston provision for the unrec%nited net gain . . 15.659 14.494
*t* beingyears ended December 31,1987,1986, and unrecy,ir*d"**S'3eEs, ed o er sto36 33A2s

1985, was $798,000, $(614,000), and unrecognized prior senice
$7,994,000, respectively. Of such amounts, cost . (21.462) (22.869)

$703,000, $(446,000), and $4,912,000, other - primadiy benent payments
" " '"

rapectively, were charged /(credited) to coNuu"r'g"the projec ed b "nt
(3.114)income with the balance of such costs for obugation -.

each period charged /(credited) to $ (1.842) $ (2.640)
construction and other accounts.

-

During the third quarter of 1986, the The accumulated benefit obilgation is the
. Company adopted the provisions of SF'AS present value of future pension benefit
| No. 87, Emplayers' Accounting for Pensions. payments and is based on the plan's benefit

The adoption of the new standard resulted in formulas without considering expected future
cn increase in net income of $922,000. The salary increases. The projected benefit
componen4 of the pension provision for 1987 obilgation considers future salary increases,
cnd 1986, are summarized as follows: The assumed discount rate and long term

retum on pension assels Was 7h percent and1987 1986
7U pCrCCnt, rCspCClivCly. IhC CxpCCtCd ratC of(in thousands)

sera. ast . . . . ... $ 6.690 $ 7.114 increase in future salary IcVels averaged
( cs projected benent approximately 6.1 percent.inty

, 89

b'nr"eN*niEctYa"n ($*sI N8$ $ 9p At December 31,1987,62.5 percent of plan
Amortiza00n of net gain . (350 - assets were invested In equlty scCuritics,
Amortizadon of prior senice 30.8 percent in bonds, ar.d 6.7 percent in

ArMihtion'of net transition
- cash or cash equivalents.' ~

asset . (2.387) (2 2 8) During the first quarter of 1986, the
rension progiston . $ 798 $ (614) Company initiated an early retirement plan

available to employees meeting certainThe obligations for plan benefits and the qualllications and making application thereforcmount recognized in the Company's balance prior to April 15,1986. A total of 317 of 488sheet at December 31,1987 and 1986, are cligible employces elected to take early
reconciled as follows: retirement. The cost of the early retirement

plan approximated $14.4 million, of which
$8.9 million (exclusive of related tax cifccts)
was charged to operating expense during the
second quarter of 1986, with the balance
charged to construction.

G. Leases
The Company has existing agreements for

the leasing of certain vehicles, coal rail cars
and other equipment, buildings, and nuclear
fuel. Lease charges were $67,367,000,
$20,119,000, and $16,632,000 during 1987,
1986, and 1985, respectively. Of such
amounts, $65,925,000, $17,466,000, and
$14,041,000, respectively, were charged to
income.
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i future minimum base payments under Icases cut the financial statements for 1987,

| noncancellable capital and operating leases and restated the applicable financial
(including amounts due under a nuclear fuel statements for prior periods to provide'

lease as discussed below) for each of the comparative information. Sir:-c SFAS No. 71
next five years and in the aggregate at also requires the Company to record lease

| December 31,1987, are estimated to be (in expense in a manner consistent with
,

I thousands): ratemaking treatment, the change in
accoundng has no aRect on net income

1988 $115,153

| 1989 100,996 The Company is leasing the Lewis Crcok
| 1990 12.903 generating station from its wholly owned.

i 1991 10,521 subsidiary, GSO&T, Inc. Such lease is not
1992 10.653 separately reflected as a result of the
Remaining years . 187,597 consolidated reporting of the Company and

! such subsidiary.$137,823

The Company has a nuclear fuel financing 7. Discontinued Nonutility

agreement with a non affiliated third party fuct Subsidiary _ Operations
corporation (the Lessor), which provides for
the Lessor to finance nuclear fuel for future iffective July 1,1987, the Compa*1y sold
use at River Bend. On July 30,1987, the the natural gas and oil reserves bck'iging to
Company and participating banks agreed to Prudential, a wholly-owucd subsidiar) for
an amendment that reduced the banks approximately $23 million.
commitment to the outstanding lease balance Operating results of Prudential, as s ;own
each time the Company makes a quarterly below, are reported separately as
payment for nuclear fuel used. As a result, discontinued nonutility subsidiary operations
the cost of new fuct (including acquisition, in the accompanying financial statements.conversion, enrichment, and fabrication), included in the loss on disposition is a pre-
Interest on the unused fuel, and other tax provision of $757,000 related to the costs
expenses may no longer be capitalized in the of disposal of the oil and gas operations.lease, but rather will be paid for by the

'''' **** ****Company directly. This will result in the
Company having to obtain funds from other $r*.7.7205I8
sources to pay fuel costs previously expected O Q "yj S Yop acons
to be financed through the lease. On t>cror; tas errect . $ (23n s (37.43 n $ < 23.a76)
October 31,1987, the Company and the income tas prousion - 8 933 11.611

participating banks, which arc providing credit Ogngg f;o'np es usu 78) e s>
for the nuclear fuel lease, amended the credit

Loss on disposition of ot,
agreement whercoy the Company paid $12 and gas properues . 0 273i - -

mililon on October 31,1987 and will pay $4.6 income tax prousion - - _-
million per month, in addition to the quarterly Net loss on dispositk,n (1 273) -

__

fuel use payments, beginning February 1, Loss from discontinued
peau ns gggi g2a_478) 3:12ysi1988, to reduce the unpaid lease balance.

Lo$s per abefage Common
Under the provisions of SFAS No. 71 and share outstanding from

d''' """"'d P"'"""' * M1.i p 327> $ .12 >No.13, the Company has recorded its capital
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O. Jointly Owned Facilities

As of December 31,1987, the Company owned undivided Interests in threeJointly-owned
electric generating facilitics as detailed below (dollars in thousands):

River Bend Roy s. Nelson Gig Cajun #2
Unit 1

,
Unit 6

,

Unit 3
Company Share of Investments:

Plant in service. $3.055,913 $404,387 $219,566.. . . . ..

116,880 72,194 23,29PAccumulated depreciation . . ...

Total plant
capability 936 MW 550 MW 540 MW..... . . .. . .

ruel source . Nuclear Coal Coal. . . . . . ..

Ownership share . . 70 % 70 % 42 %. .. .

The Compan) - hare of operations and maintenance Company and the participants in Rher Bend and Nelson
expense relatec 13 the jointly owned units In-serMce is Unit 6. The amounts aboge do not reflect costs
included In operating expenses, see Note 13 for previously recostred through CWIP included in rate tuse.
Information relating to bu)back agreements between the

9. Capital Stock and Retained stock without par value (none issued) and
Earnings 6,000,000 shares of preferred stock $100 par

value authorized (4,617,568 issued).
The Company offers its common, Limitations based on the ratio of after taxpreference, and preferred shareholders the

camin9s to fixed char 9es and Preferredopportunity to reinvest their dMdends and to
make additional cash payments to acquire dMdends are imposed by the Articles upon
shares of the Company's common stock the issuance of additional preferred stock.
through its Dividend Reinvestment and Stock Based upon the results of operations for the
Purchase Plan (DRIP). (tiowever, see hote 1 year ended December 31,1987, and existing
for information on the omission of common, circumstances, the Company is unsure
preferred, and preference stock dividends whether it is able to issue any additional
during 1986 and 1987.) The Company also preferred stock.
offers all employees meeting designated
service requirements the. option to participate Certain limitatlans en the payment of cash
in bencfit plans which provide an opportunity dMdends on cor" :wn stock are contained In
to obtain common shares of the Company. At the Articles, indentures, and loan agreements.

| December 31,1987, the Company had Under existing limitations discussed in Notes
r reserved 5,562,503 shares of common stock 1 and 12, the Company may not pay

to be issued in connection with its DRIP and dividends on such stock. If such restrictions
employec benefit plans. HowcVer, the did not exist, the most restrictive limitation at
Company currently intends that the DRIP and December 31,1987, ao to the amount of
employee benefit plans purchase sharcs of such dividends which mi ht be Paid, was9common stock in the open market in order to

contained in the Articles. Based on such
f meet the requirements of its DRIP and
I employee benefit plans, rather than offering limitation. the retained camings available for

unissued shares which would have a dilutive paymtnt of dMdendt as of December 31,
effect on camings per share and book value. 1987, amounted to approximately

At the Company's option, the Articles $659 million. Preferred and preference
provide that all or part of its preferred and dMdend requirements, as well as preferred
preference stock may be redeemed at stated stock sinking fund requirements, have priority
prices. Certain Issues are subject to over the payment of casn dMdends on
restrictions in the Articles which prohlblt common stock.
redemption for a period of time, directly or
Indirectly out of the proceeds of or in Payment of dividends on preference stock is
anticipation of borrowings or issuance of subordinate to payment of dividends on
additional stock of equal or prior rank having preferred stock and preferred stock sinking
a lower interest cost or dMdend rate. fund obligations. There are no limitations in

At December 31,1987, the Company had the Articles on the issuance of preference
authorized 10,000,000 shares of preferred stock.
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10. Preferred Stock Subject to E"$iJUot
"

%
Mandatory Redemption ''"*"'[E,n. grgY

cast Add naturitie.

The series of preferred stock subject to
19aa $27,32o $18.2A s 93.118

mandatory redemption are entitled to sinking 1989 27,32o 17.928 5s.' '. .
funds whi;h prnvide for the annual 1990 67,320 17.724 9?#9
redemption of shares (varying in amount trom 1991 4a.370 17.724 21.092
3 percent to 5 percent of the number of 1992 8,370 17,520 114.003

shares originally issued) at $100 per share, The Company's Mortgage Indenture
plus any dividends in anears en such stock contains an interest coverage covenant which
(see Note 1). limits the amount of first mortgage bonds

On Decembe.r 15,1987, the Company fal!cd which the Company may issue. Based upon
to satisfy the $2,000,000 sinking fund the results of operations for the year ended
requirement related to the $11.48 Series December 31,1987, and existing
Preferred Stock. Sec Note 1 for the circumstances, the Company is unsure
consequ'mces of such failure, whether it is able to issue any additional llrst

mortgage bonds.
During 1986, the Company purchased in At December 31,1987, the amount

the open market, shares of the applicable outstanding under the Company's $800
series of preferred stock in excess of the million revo ving credit agreement consisted

! amount needed to satisfy the 1986 sinking of $150 million bearing an Interest rate of 9ys
func requirement. At December 31,198'/, percent, $130 million at 9% percent, and
assuming that the additional shares $70 mlillon at 9% percent. During Jama.ry,
purchased during 1986 are used to satisfy 1987, seven of the participating banks

I future striking fund requirements, minimum (representing over 24 percent of the
| reden iJsn requirements amount to aggregate commitments under the crcA
[ $2,945,900, $4,701,100, $7.679,700, agreement) notified the Company that in view

$11,066,700, and $14,816,700 during the of the Company's present financial condition,
years 1988 through 1992, respectively, projected liquidity crists, and failure to obtain
exclusive o the $2,000,000 unsatistled adequate rate relief, a material adverser
provision from 1987, discussed above. change of the type specilled in the credit

See Notes 1 and 12 for limitations on agreement exists. Whatever the rights of the
payment of dividends on and purchases of parties may be under the agreement, the
pref 7rred stock. Company has been notifled by the banks that

they will not make additional loans under the
11. Long Term Debt agreement at this time. Amounts outstanding

under the agreement at September 12,1988,
The Company's Mortgage Indenture are repayable over a threc year period with

contains sinking fund provisions wh!ch the first payment due on March 12, 1989.
requiic, gencrally, that the Company make American Municipal Bond Assurance
annual cash deposits equal to 1.2 percent of Corporation (AMl14C). The Company has
the greatest aggregate principal amount of agreements with AMDAC which guarantcc the
frst mortgage bonds outstanding or, in lieu payment of principal and interest on
thereof, to apply property additions or $65,735,000 of pollution control revenue
reacquired first mortgage bonds for that bonds. Such agreements require the
purpose. The Company has satistled the Company to make cash reserve deposits (or,
mortgage requirements in past years and alternatively, sign a promissory note for
plans to meet current and future 200 percent of the cash reserve deposit then
requirements by certifying "available net payabic) upon the occurrence of a material
additions" to the trustce. Those sedes of the devclopment as defined in the agreements A
Company's first mortgage bonds which were material development was deemed by AMBAC
privately placed require cash sinking funds, to have occurred as of September 30,1986,
first mortgage bond sinking fund as a result of the Company's fixed charge
tcquirements, along with longterm debt coverage ratio (calculated in accordance with )
matutitics (excluding thcsc amounts to be the agreements) telng belo,' the required
due under the revolving credit a',recment as Icsci specified in the agreement. The cash
discussed below), for each of the next five reservc deposit required was approximately
years arc deta!!cd below (in thousands): $55 million. The Company cxecuted one year

36



_ _ _ __

** *
., ,, ,

.

Oulf States Utilitics Co.* *

notes totaling appro'.nately $110 million in 12. Notes Payable
lieu of making a cash deposit. In November,

~

1987, AMBAC dispated the fixed charge As of December 31,1987, the Company
& 'crage ratlo submitted uy the Company had agreements with banks and banking
1 1 on the results of operations as of institutions which provided for short term
September 30,1l987. The Company lines of credit totaling approximately $77
contended that the material development mill!on of which $65 million is collateralized

as described below. There can be noasserted by AMBAC no longer existed and
requested canccllation of the notes by assurance that the remaining unsecured
AMBAC. sources of short term funds may be accessed

at this time, or will remain available, or that

During January,1988, the Company and new sources can be arranged. Interest rates
AMBAC amended the original agreement. As associated with these lines are based on the
part of the settlement, the Company agreed prime rate. Commitment fees range from 3/s
to deposit $12 million in an escrow account of 1 percent to 3/4 of 1 percent of the amount
which may be retumed to the Company, of available credit. In lieu of commitment
based on the fixed charge coverage ratio at fees, certain banks require a nonrestricted
and subsequent to April,1990, while AMBAC cash balance bc maintained equal to 5
agreed to cancel the notes totaling percent to 10 percent of the commitment,
$110 million and agreed that no further cash Information regarding short term debt
deposits would be required through April, outstanding is detailed below:
1990. The Company and AMBAC also agreed
to amend the calco'ation of the flxed charge [coverage ratio. Masimum amount

Deferred River Bend Construction and **[^"d ",9 ***"9 P'"*d ,_ _ y_
Continuing Services Commitment. The

e ,, ,,7e,,,p,,,7 _ _ s_non
Company has picylously reported that certain Aserage dany amount
post completion costs relating to the outstanding
construction of River Bend remain urpaid to bank notes - 37 40.619

Stone & Webster Enginecring Corporation, commerttai papu - - n
the general contractor on the project. As of weged 'j'ge in gtere

, m,
December 31,1987, the Company's sbarc of eno or penoo
such costs amounted to $46,848,000. The e ax notes - - -

Company and Stone & Webster reached an commercial paper - - -

agreement whereby such costs would be paid Weighted agerage annual

by the Company and CEPCO in total monthly '"[*'| n'*oj," - ten s.8 W
t

installments of $2 million beginning commerciai paper - - 8.7s
February 1,19E8, and continuing until the
principal amount duc a"d related accrued (a) Calcut1ted by dhiding the sun 1 of the effective inter-
Interest is paid. Al current interest rates, fut t5nIin[these monthly payments would continue for

included in the $77 million short term linesapproximately 37 months. The Company and
CEPCO owT: 70 percent and 30 percent of the of credit is a $65 million credit facility to be

,

untL respectively. The Company is ncqotiating terminated and paid on or before May 28,'

for a further deferral and has not com'menced 1988. The facility is fully un'*ctwritten by
nWng' such payments, ining Trust Company and a collaterallzcd by

a pledge of the Company's accounts
In addition, an agreement has also been rcccivabic and the Lewis Creek Ocncrating

reached regarding the payment of costs Station (the Station), a 530 megawatt gas-,

relating to a continuing senice9 agreement fired generating facility. The Station has been
, with Stone & Webster. Under the agreement, transferred to a new wholly owned subsidlary,
I the Company's portion of the accumu| ted OSO&T, Inc. The Company is leasing the
,

charges accrued at December 31,1987, of Station from the subsidiary and will continue
I $13,681,000, will be payabic In full on to operate the Station. 'ihe credit agreement

January 1,1989, and will include accrued contains negative covenants which, among
interest on the amount duc. Costs for other restrictions, restrict the incurrence of
senices rendered under the agreement additional debt, creation of liens, payment of
subsequent to March 31,1987, are being paid dividends, sale of assets, and acquisition of
monthly as Incurred, assets.
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13. Purchase Power Agreements in the amount of $24.1 rwillion. Such amount
was recorded on tPc balance sheet as an

The Company has agreements with the account rcccivabic and offsetting amount in
participants in Nelson Unit 6 and River Bend dispute. CCPCO disputes the offset and
(see Note 8) to buy back declining amounts certain other payment adjustments made by
of their share of the capacity of these units the Company and claims the Company is
for periods ranging from seven to fourteen approximately $19 million in arrears under
years in the case of Nelson Unit 6 and five the bu)back arrangement. The Company also
years in the case of River Bcnd. The variable claims that CEPCO owes it approximately
costs associated with such bu) backs are $21.1 million of overpayments relating to the
composed of fuel costs and operations and River Bcnd buyback which are not reflected in
maintenance expenses, while the f xed costs the financial statements. The Company has
are based upon gross plant h. cstment and advised CCPCO that it may need to
other factors, f0r the years ended December renegotiate the River Bend buyback
31,1987,1986, and 1985, variable costs agreement if adequate and timely permancnt
applicable to the Nelson Unit 6 buybacks rate relief is not received.
werc $12.8 mHilon, $16.4 mlHlon, and $25.2
million, respectively, while the fixed costs As discussed in Note 1, the Company

entered into contracts, which it asserts areassociated with such buybacka werc $17.9
million, $20.9 million, and $26.9 million, terminated and on which it is currently
respectlWy. Based upon ct.. rent information, withholding payment, with the Southem
the Company estimates that the fixed costs Company providing for ower purchases by
incurred in connection with the Ncison Unit 6 the Company. The fixed e osts applicabic to

amounts the power purchases from the Southern
buybacks will range in dec|ining'million in Company are based on costs of existing andfrom $18 million in 1988 to $5
1992. from 1993 through 1996, aggregate futurc generating units and other factors. For
payments for the bu) backs of power of such the years ended December 31,1987,1986,
unit arc estimated to be approximatcly $14 and 1985, the fixed costs associated with the

million. power purchases totaled approximately $19.4
mHHon, (excluding withheld payments),River Bend is Jointly owned by the $1124 mHHon, and $132.3 mHHon,

Company and CEPCO Previously, the rcspectively. Under the tenns of the contract,Company was obilgated to purchase 100 if determlncd to still be cifccdve, the
percent of CCPCO's sharc of the unit's Company would be required to make, on acapacity for one year and thercafter declining take or pay bails, payments for fixed costsamounts for two years. tiowever, on currently estimated to range in amounts fromSeptember 2,1986, the letter of agreement $135 million to $82 million during the period
between the Company and CCPCO was from 1988 through 1992. The variable costsamended to change the original three year associated with such purchases arcschedule to a fhe year schedule beginning on composed of fuct costs and operation andJune 16,1986, the commercial operation maintenance expense. For the years endeddate of Rher Bend. The fixed costs Incurred December 31,1987,1986 and 1985, such
in connection with the bu) backs of power variabic costs totaled $60.3 milHon. $58.6under the new agrecment werc $159.4 million million, and $125.1 million, respecthcly.and $92.5 million for the years ended
December 31,1987 and 1986, resp'ctively' 14. Subsequent Eventsand will range In declining amounts ' rom $99
million in 1988, to $17 mullon in 19M. for On february 18,1988, the Loulslana state
the Scars ended Decc iber 31,1987 ai i district court judge issued a preliminary
1986 variable costs applicable to the Rh *r injunction ordering the immediate
Bend bu)back werc $49.7 million and $14.9 Implementation of a $92 million rate Increase
mlHlon, respecthcly. (which included the $63 mHilon granted by

The Company and CEPCO are parties to the t.PSC on December 15, 1987) and setting
ffRC proceedings regarding certain long the return on common equity at 14 percent.
standing disputes relating to transmission The Judge also adopted a phase In plan which
charges, and the Company has offset mccts the guidelincs set forth in STAS No. 92

j January,1987 buy back payments against for a qualilled phasc in of the pmdent costs
claims asserted by the Company. At of the Company 1. Rher Bend investment as
December 31,1987, the Company claimed determlncd by the I.PSC. As a result, the
CEPCO had undcrpaid transmission charges Company will record in 1988 for financlal
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reporting pumoses, the deferred revenue that the ultimate rate treatment of the
requirements associated with such plan amounts placed in abeyance will be subJcct
subject to the outcome of the appeal to a future demonstration by the Company of
discussed in Note 3. the prudency of such costs. The PUCT has

The first year $92 million increase will requested additional information from the
remain in effect until the appeal of the LPSC's Company regarding revenue requirements
December 15,1987 order on the merits, is resuldng from the above ruling. The Company
decided. No assurance can be given as to the cannot predict the ultimate outcome of the
timing or outcome of such appeal. Texas rate proceedings, or any possible

On February 23,1988, the PUCT appeals, or when they will finally be
preliminarily ruled on the pmdency of River concluded. The preliminary review of such
Bend. The PUCT found $1.6 billion of the proposals Indicate that if relief is finally so
Company's total River Bend plant investment limited, it may be insufficient to prevent the
and $187 million of the related Texas retail Company from having to scck relief from its
jurisdiction deferred River Bend costs were creditors under the Bankruptcy Code.
prudent. The remaining $1.5 billion of the in late february,1988, the Company and
River Bend plant investment and $151 million Stone & Webster reached an agreement to
of the Texas retalljurisdiction deferred River defer the $2 millbn monthly payments to
Bend costs were placed into abeyance with Stone & Webster, which were to begin in
no finding as to prudency. The PUCT stated February 1988, until July 1,1988.

15. Quarterly Financial Information (Unaudited)
(in thousands except_per share amounts)

Earnings Per
Average

operating operating Net Common sharc
1987 Retenue income income outstanding _

Fi rst Qu a rt e r . . . . . . . . . . . . . . . . . . . . . . . $302,835 $ 53,607 $ 41,110 $.23
C e co n d Qu a rt e r . . . . . . . . . . . . . . . . . . . . 364,114 100,633 61.524 .43
T h i rd Qu a rt e r . . . . . . . . . . . . . . . . . . . . . . 429,387 134,119 90,260 .69
Fo u rt h Qu a rt e r . . . . . . . . . . . . . . . . . . . . . 336,250 88,261 48,207 .30

1986

rirst Quarter $ 375,171 $ 78,170 $ 66,117 $.48.

Second Quarter . 358,848 77,511 64,648 .46
Third Quarter. 405,915 99,909 90,081 .69
rourth Quarter 333,454 58,216 24,135 .08.

|
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Additors' Report

To the Shareholders of Gulf States Utilities Company:

We have examined the balance sheet and the statement of capitalization of GULF STATES
UTILITIES COMPANY as of December 31,1987 and 1986, and the related statements of income,
sources of funds invested in utility and other plant, and changes In capital stock and retained
eamings 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, included
such tests of accounting records and such other auditing procedures as we considered
necessary in the circumstances.

As of December 31,1987 and 1986, the Company has capitallzed approximately $3 billion of
construction costs related to its River Bend Nuclear Generating Plant and has capitallzcd, in
accordance with regulatory orders, $808 million and $321 million, respectively of deferred
charges representing plant operating and carrying costs Incurred subsequent to commercial ;

operation. Without regulatory orders prescribing the deferral and capitalization of such operating
and carrying costs, net income for 1987 and 1986 would have been reduced by $390 million
($3.61 per share) and $234 million ($2.20 per share), respectively. During 1986, the Company
filed requests with regulatory commissions in Texas and 1.oulslana requesting rate increases for
recovery of River t.icnd constmction costs and deferred charges. As discussed in Notes 3 and 14,
if existing regulatory orders are not modified, a signllicant write off of capitalized costs
associated with River Bend may be required. The extent of recovery of capitalized Rher Bend
costs will not be determinable until appropriate proceedings, including court appeals, have been
concluded. In the opinion of management, no assurance can be given that the Company will
ultimately cam an adequate retum on or fully recover its investment in River Bend.

As discussed in Notes 1 and 3, the Company 13 Involved in legal proceedings relating to<

contractual disputes, shareholder litigation and rate issues. Management cannot predict what
effect the v'timate resolution of these proceedings will have upon the Company's financial
position or results of operatic,ns.

As discussed in Note 1, insufficient rate increases, among other things, will also result in a need
for funds in excess of the currently estimated resources of the Company. The accompanylng
financial statements do not include any adjustments relating to the recoverability and

| classification of recorded asset amounts or the amounts and classification of llabilitics that ,

l might be necessary should the Company be unable to continue in existence.

In our opinion, suoject to the effects on the 1987 and 1986 financial statements of such
adjustments, if any, as might have been required had the outcome of the uncertaintics and the
recoverability and classification of recorded asset amounts and the amount and classification of
liabilitics discussed in the preceding paragraphs been known, the financial statements referred to

: above present talrly the financial posi'lon of GULF STAT'S UTILITitS COMPANY at December 31,
! 1987 and 1986, and the results o its operations and the changes in its financial position forr

cach of the three yeaia in the pes'od ended December 31,1087, in conformity with generally
accepted accounting principles appl!cd on a consistent basis.<

I t
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Statistical Summary
For the years ended December 31

1987 1986 1985 1984 1983
ELECTRIC DEPARTMENT

Number of customers at year end:
Residential . 484,838 484,608 485,825 485,711 475,782

. .. ...

Commercial . 61,861 62,059 61,712 60,372 57,446
. .

Industrial 4,319 4,322 4,398 4,302 4,146. .. .. .

Temporaty constructson . 1,442 1,656 2,188 2,924 3,624.. ..

Other , 2,445 2,430 2,333 2,182 2,101
.

Total Customers . 554,905 555,07] 556,456 555.491 M3,099.

Sales - Kilowatt hours (thousands):
Residential . 6,208,961 6,174,567 6,224,555 6,209,347 5,686,436

.

Commercial 4,911,378 4,920,882 4,964,416 4,745,055 4,341.093
. .

Industrial 11,811,676 12,158,762* 13,590,004 15,924,402 14,257,141, , . ...

Temporary construction. . 16,241 42,498 47,475 57,354 55,927

Other. 1,483,242 1,508,245 1,890,700 2,152,052 2,109,9,74. . .

Total Sales 24,433,498 24,8M,9M 26,717,150 29,088,210 26,450,571. .
_

Revenue - (thousands):
Residentlal . $ 430,392 $ 425,206 $ 528,593 $ 434,946 $ 396,026. .

Commercial 312.544 309,440 358,882 278,155 255,147. . .

Industrial . ... 476,871 500,026' 680.755 573,839 534,066
Temporary construction. 1,364 3,066 3,666 3,702 3,699.

Other . 108,935 120,690 142,509 120,059 116,511. . . . .

Total Resenue . $ 1,330,106 $1,358,428 $1,714,405 $1,410,701 $1,305,449.

Average Annual KWit Use Per Customer:
Residential . 12,818 12,731 12,806 12,901 12,097
Commercial 79,180 79,416 80,951 80,264 77,138

. . 2,744,986 2,781,053 3.110,553 3,725,006 3,431,322Industrial . . . .
Revenue Per KWH - (cents):

Residentlai . 7.17 6.89 8.49 7.01 6.96
Commerciel 6.73 6.29 7.23 5.86 5.88
Industrial ... .. . .. 4.14 4.11 5.01 3.60 3.75

Electric Energy Output - Thousands of
KWH:

... ... ... 23,421,700 23,009,283 19,286,014 26,218.067 25,M G,238Net Generated
Net Purchased and Interchanged 4,593,232 5,281,404 11,340,923 6,953,777 4,987,292

| 28,014,932 28,290,687 30,626,937 33,171,M4 30,833,530

| System Peak Load - including
| Interruptible Load - Megawatts . 4,991 5,089 5,139 5,475 5,348

| Total Capability, including Contract
i Purchases at Time of System Peak

Load (MW) 6,871 7,548 6,610 6,780 7,152
.

Load Factor . _ . . . . . . . . .. . 64.1% 63.5 % 68.0 % 69.0% 65.8%
STEAM PRODUCTS DEPARTMENT,

I Steam Revenue (thousands) . $ 69,056 $ 77,783 $ 102,576 $ a3,165 $ 83.646
Steam Sales - KWH (millions) . . 2,187 2,144 2,288 2,606 2,555
Steam Sales - millions of pounds 8,593 7,516 7,695 8,406 8,559

OAS DEPARTMENT
j Oas Revenue (thousands) . $ 33,424 $ 33,125 $ 41,455 $ 53,175 $ 47,093
' Number of Customers . . .. 83,003 83,994 85,039 85,665 85.737

Output - MM cu. ft. of natural gas
purchased . .. 7,305 7,086 8,4 M 8,252 9,149

Sales - MM cu. ft. 7,489 7,065 7,946 9,140 8,498
WEATiltR DATA

Cooling degree da)s (Normal 2,696) 2,650'' 2.935 2,877 2.6 M 2,473

Percentage change from normal. . . . (1.7) 8.9 6.7 (1.6) (0.2 )
lleating degree days (Normal 1,a30) 1,882'' 1,636 1.565 2,062 1,829

Percentage change from normal . 2.8 (10.6) (14.5) 12.7 (.1)

' Excludes 182.580 Mw H and $9 052 applicable to prior periods, related to capitalised Rher Bend ct ,tructk>n energy.

** Estimated
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Chairman, President and CEO

E. Linn Draper, Jr. (8) 45 . Bobby J.Willis(25) 51
Chairman of the Board, President Vice President & Centroller
and Chief Executive Officer

Jasper F. Worthy 01) 59
Special Advisor to the Chairman Vice Pmident-General Semces

Paul W. Marrill(5) 53 Division Vice Presidents
Special Advisor to the Chairman

John W. Conley (29) M
Senior Executive Vice Presidents Div;4on Vice Pmident Western

Joseph L. Donnelly (8) 58 Arden D. Loughmiller (26) 49

Senior Executive Vice Pmident Division Vice Pmident-Beaumont

| and Chief Finarwial Officer
Ronald M. McKen Je (21) 47

Edward M. Loggins (29) 37 Division Vice President Port Arthur

Senior Executive Vice Pmident
,x

Senior Vice Presidents Division Vice President-take Charles

James D. Watkins (29) MWilBam J. CahiD, Jr. (7) 64
Division Yke President-Baton Rouge
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Otkr Offkers
James C. Doddens (4) 59
Senior Vice Pmident-

Leslie D. Cobb (32) 52River Bend Nucicar Group
Secretary

Calvin J. liebert (25) 53
Senior Vice Pmident-Extemal Nfairs

Clyde W. McBride (10) 35
Assistant Treasurer

Vice Presidents Timothy L. Morris (8) 36
Anistant Santary

Jarnes R. Akiridge (7) S7
Vice Pmident-liuman Resources

( ) Years of service
William E. Barkalate 00) 56 Ages ami years of service

Vke President-Engineering as of December 31,1987

and Technical Services

Amery J. Champagne (14) 44
Vice President Energy Resources

Anthony F. Gabrielle (7) to
Vke President-Computer Applications

Charles D. Glan 08) 59
Vke PmidentOperations i

William J. Jefferson (7) 58
Vice Pmident-Rates and
Regulatory Nfairs

Cecil L. Johnson (11) 45
|Vice Pmident legal Seryw-s

James E. Mou(29) 51
Vke Pmident-Marketing

Jxk L. Schenck (6) 49
Yke Pmident & Treasurer
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Directors

Directors Stockholder Information

' Robert II. Barrow James E. Taussir.11 Stock Usting
General, P.etired Commandant President-Taussig Corporation Gulf States Utilities Company's
United States Marine Corps take Charles, IA (1975) cominon stock is traded under the
5:. Francisville, LA (1984) sytabc.! GSU on the New York,

'becutive Committee Midwest and Pacific Stock Schango.
"John W. I>arton .* Chairman, becutive Committee

Vice PreJJent-Louisiana ( )Yes Omed Stock Transfer Agents
Airc :ft, Inc. Gulf States Utilities Company
Biton Rouge, LA (1970) Deaumont. Teus

Jowph L Donnelly Morgan Shareholder Senices

Senior becutive Vice President Trust Company
and Chief Financial Officer New York, New York
Beaumont, TX (1986) Principal Offices

Registrars

* E. Unn Draper, Jr. 350 Pine Stmt First City Nation 1 Bank of Beaumont
Chairman of the Board. Beaumont, Teu, Beaumont. Teus
President and Chief bewtive Officer 777o1
Beaumont. TX (1985) h! organ Shareholder Senices

Division, Trust Company
Martin Goland New York, New York
Pmident Southwest 285 Uberty Avenue
Researth Institute Deaumont, Teu, Dividend Reinvestment Plan Agent
San Antonio, TX U.#83) 77701 Gulf States Utilitin Company

P. O. Ikw 1671
Edwin W. filam 1540 Ninth Avenue Beaumont, Teus
Investment Consultant Port Arthur, Teus 77mt
ik,ston. MA (1959) 77 s 0

Form 10 K
William 11. LeBlanc. Jr. liighway 75 North
Chairman of the Board Conroe. Teus ne form 10-K Annual Report to the Saurities
of Baton Rouge Supply Co., Inc. 77301 and uchange Commission and GSlls 1997
Baton Rouge, LA (1974) Financial and Statistical Report can be obtained

4to North Boulevard without charge from Leslie D. Cobb, Snretary,
Charles W. hkCoy Baton Rouge, Louisiana P. O. Bos 2951,
Chairman of the Board 7C402 Deaumont, Teus 7734.
Premier Bancorp inc.
Baton Rouge, LA (1985) 314 Broad Street Notice of Annual Meeting

Lake Charlo. Louisiana '

' Paul W. Murrill 70c01 De 1083 Annual Meing of shaelrlders will
Special Adviwr to the Chairman le held at 2 p.m., nursday, May 5,196d in
Deaumont. TX (19~8) the company's headquarters, 350 Pine Strat

'" # ' '' '*' " ' 'Monroe J. Rathbone, Jr.
# " I'" Y ''' **"'' ' E# *

Malxal doctor and partrxr-
maded to the common sharehokim on or about

durdcal N
March 18.198& Shareholders are invited toBeton Rouge. IA (1975) ,g g j g y, ,,

.N:t S P,oger, hil out and rtturn thnt protin.
Cors J. ant-first City
Bancorperation of Trus. Inc.
} {ouston, TX (1978)

Sam F. Segnar

Chairman of the ikurd
Wta Chnnical Co.
llouston. TX (149

* Bismark A. Strinhagen
Chairman of ihe !kurd.
Steinhavn Od Compsny, Inc.
Ikaumont. TX t 1974) 43
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