GULF STATES UTILITIES COMFPANY

AREA T©

June 13, 1988
RBG-~ 28088
File No. G9.5

U, S, Nuclear Regulatory Commission
Document Coutrol Desk
Washington, D.C, 20555

Gentlemen:
Eiver Bend Station Unit |

Docket No. 50-458
Annual Report

Enclosed are ten (10) copies of the Gulf States Utilities Company 19€7
Annual Report, This report is being submitted in accordance with
Section 50.7! of Titie 10 of the Code of Federal "-gulations and U, S,
Huclear Regulatory Commission Regulatory Guide 10.:. Copies of the
Cajun Electric Power Cooperative, Inc, 1987 Annual Report will be
provided once it becomes available.

Sincerely,

/‘ & Beos,

J. E. Booker
Manager-River Bend Oversight

JEB/DHW/do

Enclosures

ce: U, S, Nuclear Regulatory Commission
611 Ryan Plaza Drive. Suite 1000
Arlington, TX 7601
NRC Resident Inspector

P. 0. Box 1051 mm“f

St. Francisville, LA 70775

10

8806200008 371231
;DR ADOCK 05008336



GULF STATES UTILITIES 1987 ANNUAL REPORT




Financial Hgghhht: 1987 1986 Change
Total Operating Revenue (000) $1,432,586 $1,478,388 3.1)
Operating Expenses and Taxes (000) $1,055,966 $1,164,582 (9.3)
Net Income (000) $ 241,101 $ 244981 (1.8)
Income Applicable to Common Stock (000) $ 178,091 $ 181,854 (2.1)
Earnings per Average Share of

Common Stock Outstanding $1.65 $1.71 (3.5)
Dividends per ¢ - $ .67 (100)
Average Common Shares

Qutstanding (000) 107,995 106,132 1.8
Number of Electric Customers

{end of Year) 554,90 555,075 -
Total Kilowatt-Hour Sales (000) 26,620,287 26,949,012 (1.2)
System Peak Load — Kilowatts 4,991,000 5,089,000 (1.9)
Description of Business

Gulf States Utilities was incor- ability to interchange electricity with Dividends

porated in 1925 and is primarily in
the business of generating, transmit-
ting and distributing electricity to
555,000 customers in southeast Texas
and south Lowisiana. The service
area extends 350 miles westward
from Baton Rouge, La., to a point
about 50 miles east of Austin, Tx.
The service area encompasses the
northern suburbs of Houston and
major cities such as Conroe,
Huntsville, Port Arthur, Orange
and Beaumont, Tx.; Lake Charles
and Baton Rouge, La.

GSU also sells electricity to
municipalities and rural electrical
cooperatives in both Texas and
Louisiana. In Baton Rouge, GSU
supplies steam and electricity to a
large industrial customer through a
cogeneration facility and the com-
pany owns and operates a natural
gas retail distribution system serving
83,000 customers.

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

the 40 members (29 members and 11
associated members) serving eight
states in the South and Southwest
The company had a peak load of
4,991 megawatts in 1987, while it
had installed capacity and tirm
power purchase agreements totaling
6,871 megawatts at the time of that
peak load,

Effective July 1. 1987, the com-
pany sold the oil and gas reserves of
its wholly-owned subsidiary,
Prudential Oil & Gas, Inc. to Moore
McCormack Energy, Inc. GSU's of-
ficials and employees are in the
process of discontinuing ail
Prudential affairs as Prudential’s
employees received a severance
package and have been released.
Although the ongoing operations of
Prudential have been discontinued.
the subsidiary will remain ir ex-
istence for a few years to bring to a
close all corporate matters.

The resumption of dividends has
a high priority for Gulf States’
board of directors, but the picture
remains rather bleak, given the
uncertainty of regulatory
proceedings.

The company has been unable to
pay dividends on common stock
since the second quarter of 1986 and
the board reluciantly decided in the
first quarter of 1987 that the prefer-
red and preference stock dividends
could no longer be paid.

Holders ot common shares of
stock need to be aware that the com-
pany cannot resume payment of
their dividends until the cumulative
preferred and preference stock
dividends are repaid and preferred
sinking fund obligations are
satisfied.
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Bgrt to Shareholders

condition appear much better than it actually is.
Earnings for 1987 were $1.65 per share of common
stock, compared to $1.71 in 1986, but the quality ot
the earnings is poor because of the non-cash ac-
counting orders. Although reported net income for
1987 was $241 m'llion, 162 percent resulted from the
non-cash accounting orders. In terms of real cash, we
are taking in much less than we are paying out. This
cannot continue indefinitely.

Early in 1987, we received emergency rate in-
creases in both states, Those actions, coupled with
continuing cost cutting and cash conservation
measures taken by the company, got us through
1987. Even with the court-orclered8 Louisiana rate in-
crease, GSU will still have to borrow money to meet
its financial responsibilities.

The rate news at the wholesale level is more

itive. We have reached agreement in our River
nd plant-in-service case with all but one of our
wholesale customers. It is significant that these
agreements include no findings of River Bend
imprudence.

The Dec. 15 rate decision in Louisiana was the
latest in a series of negative rulings from that
commission. It reinforced the perception among our
Texas customers that Louisiana is not willing to pay
i*s share, although River Bend provided many
economic benefits to that state. Recognizing the
problems created by the regulatory imbalance
between Texas and Louisiana, | asked your board of
directors to tal.e steps that could lead to a restructur-
ing of the company aimed at ensuring that each state
is receiving the level of service to which it is entitled,
based upon the amount of revenues it provides.

Such a restructuring cannot be achieved overnight,
In fact, there is no precedent to tell us that it can be
accomplished at all. But the oroblem is serious
enough to make us try.

As you know, our financial condition did not
allow the board of directors to authorize any
dividend payments during 1987. As was the case at
the May 1987 chareholders meeting, | still cannot tell
you when dividends might be resumed. We also were
unable to pay dividends on preterred and preference
stock during 1987 and all of those omitted payments

must be made up before common stock dividends can
be resumed. Even if we obtain reasonable treatment
from the Texas PUC, the road io financial recovery
still will be a long and arduous one.

Aside from the rate cases, another key to regaining
our financial heaith is the economy of our service
area. The depressed state of the Gulf Coast oil and
gas business, with high unemployment plaguing most
of the area we serve, has been a major factor in the
customer and political unrest swirling arcund the
company. Provided we emerge from these rate cases
with sufficient resources, GSU is going to place even
more emphasis on trying to revitalize the area
economy and bring in new jobs,

There are signs that the service area economy is
stabilizing. The number of customers remained
relatively stable in 1987 and kilowatt-hour sales
declined only 1 percent from 1986 levels. This is
much better than the 7 and 8 percent drop in sales for
the previous two years and our corporate planning
staft believes that the economy hit bottom in 1987
and that better times lie ahead.

For the First time in many years, Norman R. Lee’s
name will not be found in the list of GSU officers
and directors. Mr. Lee, who retired as president and
vice chairman of the board in November of 1986,
ctepped down as a director at the 1987 annual
meeting. He is certainly missed. Also, Paul W. Mur-
rili, who served as chairman of the board for five
years, asked to be relieved of his duties as chairman
in June and | was named his successor. Dr. Murrill
continues to serve as my special advisor and remains
on the board of directors. Sam F. Segnar, chairman
of Houston-based Vista Chemical Co., joined our
board of directors in February of 1988,

Finally, a few words are in 0’ ’»r about the
employees of your company. Like you, they are
suffering. Although they have not had pay raises
since 1986 and constantly work under tremendous
pressure, they persevere. Times are tough for them
and their tamilies and we don't tell them often
enough how much we appreciate them. But we do
appreciate them. and it is their dedication, despite the
adversity, that will see Gulf States through these
difficult times

Sincerely,

e

E. Linn Draper, Jr.
Chairman of the Board
“resident and Chief
Executive Officer

March 1, 1988
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1987 In Review
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: Sales and Earnings

! Overall electric sales declined by 1 percent during

: 1987. This was the slowest rate of decline since 1985,
when Gulf States’ kilowatt-hour sales recorded an 8
percent drop. This has been viewed by some
economists as an indication that the economy in
Southeast Texas and South Louisiana, hard-hit by
the oil recession that began several years ago, has
stabilized and that a slow recovery may be at hand.

During 1987, electric sales totaled 26.6 billion
kilowatt-hours, compared with 26.9 billion kwh in
1986. Sales to industrial customers, who represent
about 48 percent of GSU's annual electric sales,
declined 3 percent from the previous year. This was
primarily because two large customers displaced 84
megawatts with cogeneration. As a group, however,
40 of GSU's largest industrial customers increased
their usage during the year. An experimental in-
dustrial rate aimed at combatting the loss of sales to
cogeneration was credited with keeping 83
megawatts on the GSU system last year.

Residential sales increased slightly, commercial
sales remained stable and wholesale sales dropped
slightly.

Electric sales to other utilities were enhanced
during the summer of 1987 iirough contracts with
Florida Power & Light Co. and the Jacksonville Elec-
tric Authority in Florida. These off-system sales to
other investor-owned utilities, rural cooperatives and
municipal electric systems represent an area of
business that the company will continue to pursue
in 1988,

Operating revenues tor the year were $1.4 billion,
compared with $1.5 billion in 1986, down 3 percent,
The decline can be attributed primarily to reduced
fuel prices.

$125.74

i
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Earnings per share of common stock in 1987 were
$1.65, contrasted with $1.71 for 1986 There were no
common, preferred or preference stocr dividends
paid during the year because of Gulif State ' financial
condition.

Although the company reported net income of
$241 million for 1987, 162 percent, or $390 million,
represents special non-cash accounting ¢ ntries,
Without the accounting entries GSU would show a
net loss of $149 million for the year. The principal
entries, in compliance with special accounting orders
issued by the Texas and Louisiana regulatory com-
missions, include the deferral of River Bend nuclear
power plant expenses and depreciation, the accrual
of a carrying charge on the company’s investment in
the plant not yet included in the rate base and the
cost of buying power from Cajun Electric Power
Co-op's portion of the plant.

The earnings reported by the company, in
accordance with generally uccepted accounting prin-
ciples and in view of the court appeal in Louisiana,
do not include any provisions for Louisiana’s share of
the $1.4 billion disallowance »f the company's invest-
ment in River Bend ordered by the Louisiana Public
Service Comnmussion (LPSC) in mid-December. The
company is waiting for a decision from the Public
Utility Commission of Texas (PUCT).

Financial Condition

Interim emergency rate increases granted by Texas
and Louisiana regulators early last year, coupled
with efforts on the part of management and
employees to trim expenses and enhance cash flow,
helped the compary avert a financial crisis during
1987. However, the company's need for meaningfu
and permanent rate increases to improve cash
flow continues, as GSU 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 $211 million cash
sk~ ~tfall for 1988 if rates remained at Dec, 31, 1987,
levels. Even with the rate increase ordered by the
court in Louisiana, GSU will have to borrow money
in order to meet its finan~ial responsibilities.

Gulf States sold the ou and gas properties of its
wholly-owned subsidiary, Houston-based Prudential
Qil and Gas, Inc., to Moore McCormack Energy,
Inc. of Dallas, effective July 1, for $22.5 million.
After retiring production loans, net proceeds to ihe
company were about $15.3 million, less any costs
associated with phasing out Prudential’s operations.

In February 1987, Moody’s Investor Service,
Standard & Poor’s Corp. and other rating houses
downgraded Gulf States’ bonds and stocks further
below investment grade. This action reflected the
financial community’s concern about the regulatory
climate in the GSU service area.

Gulf States secured a $65 million line of credit
through Irving Trust Co. in order to implement the
interim rate increase in Texas. To secure the line of
credit from Irving T-ust, Gulf States had to agree to a
number of conditions, including: hifh interest rates;
no preferred or common stock dividend payments
while the agreement is in force; a pledge of accounts
receivable as collateral; and a lien to Irving on the
Lewis Creek nower plant in Texas. In June, the final
steps were completed to provide Irving with a first
mortgage on the power plant. A subsidiary of GSU,
GSG&T Inc., was created to hoid title to Lewis
Creek. Through February 1988, no borrowing had
been made under the Irving line of credit.

River Bend

The success experienced during River Bend's
construction stage has continued with the efficient
operation of the nuclear power plant. The plant has
proven itself to be a “world class performer” during
its commercial operation.

During 1987 ar:ne, River Bend generated almost 5
billion kilowatt-hours of electricity. From Jan. 1 to
shutdown in mid-September for refueling, the plant
recorded a capacity factor of 85 percent, which is the
actual generation as a percentage of its maximum
capability. During the first three months of 1987,
River Bend actually exceeded its rated capacity of 936
megawatts be ause of favorable weather and produc-
ed up to one-third of all the electricity generated by
Gult States. Even with the three-month refueling
outage, the plant provided 15.2 percent of GSU’s net
generation for the year,

The successful first refueling itself was a major
accomplishment for 1987 — completed in 103 days,
compared with the national average of 106 days for
domestic boiling water reactors (BWR). The next
refueling is scheduled for the spring of 1989,

While River Bend's 151 days of continuous opera-
tions during the first fuel cycle placed the unit fourth
among the 30 boiling water reactors in the United
States, it set the world record for BWR's with the
Mark 6 containment design.

From the time River Bend began producing elec-
tricity in December 1985 to the e..d of 1987, more
than 8 billion kilowatt-hours have been generated.

In its first comprehensive assessment of River Bend
since the plant went into commercial operation in
June 1986, the Nuclear Regulatory Commission
(NRC) continued its praise of the facility. The “report
card,” prepared by the NRC's Systematic Assessment
of Licensee Performance (SALP) team, gave GS'J the
highest ratings, Category 1, in thiee key areas —
plant operations; quality programs and ad-
ministrative controls affecting quality; and training
and qualificatior. effect'veness. The seven other areas
reviewed by the SALP team received Category 2
ratings, the second highest,

Four more of the 10 training programs at the site
were accredited during the year by the
Institute of Nuclear Power Operations (INPO), The
remaining three programs are expected to be
accredited later this year which will make GSU a full
member of the National Academy for Nuclear Train-
ing, established by INPO to recognize ac-
complishments in the nuclear industry and to ensure
the safe operation of U.S. nuclear plants.

Rat.s and Regulation

The engineering and managerial accomplishments
of successfully building and operating River Bend
were largely overshadowed by the protracted
regulatory challenges to having the plant's costs
reflected in the rate bases. While both Texas and
Louisiana regulatory commis-~ions granted interim
emergency relief earlier in the year, the effort to
achieve permanent and adequate 1 .*« relief
continues.

Although the area economy appears to have
stabilized, it has done so at an unacceptably low
level. The region’s economic troubles have been a
contributing factor in GSU's financial and political
problems, as well as in customer opposition to rate
increases. Economic growth is crucial both to Gulf
States and the region it serves. One of the company’s
primary goals is to meet its revenue requirements to
the greatest extent possible through additional sales
rather than increased cu<tomer rates. This is a longer-
term solution to GSU'’s ecorwmic problems,
however. In the meantime, adequate rate relief re-
mains at the cornerstone of the company’s financial
recovery. In both states, the company proposed rate
moderation plans that took into account the difficult
economic times facing the region.

The L ouisiana Rate Case, Gulf States filed a $202
million rate moderation case in Louisiana in July
1986, (This amount was later reduced to $194.3
million to reflect the eifect of changes in federal tax
laws.) In this filing, the company sought to ease the
financial burden of higher electric rates on customers
and the local economy through a plan to phase in the
costs of River Bend over an eight-year period. Under
this proposal, rate increases would occur during the
first three years, followed bv five years of stable rates
in which costs deferred from the first years would be
recovered

In September 1986, the company asked the
Louisiana Public Service Commission to grant $100
million in emergency rates to cover Louisiana’s
portion of 1987 projected cash operation and
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maintenance expenses, including interest. On

Feb. 24, 1987, on remand from a state district court,
the LPSC vrted to grant GSU $57 million in emergen-
cy rate relic ..

Hearings on tl: company’s application for $194,3
million in pcrma ent relief, which includes the $57
million in er erge ncy rates, opened last March 30.
Subsequent - eari \gs and meetings were conducted
on a sporadi. bas s until Dec, 15. Rejecting its own
staff recomm nd. tion of a 10-year rate moderation

lan with a $ 2 n llion tirst-year rate increase, toe

PSC, ona3- v te, allowed only a $63 million per-
maner* rate in re 1se with no qualified phase-in plan
to recover defe = d costs, disallowed as imprudent
$1.4 billion of C U’s 70 percent share of River Bend
costs on a syster ‘wide basis and set a 1. percent
return on comm. . | equity. 7 he disallowance proposal
was based on the contention that a lignite-fueled
plant should have been built instead of River Bend.

The company appealed all major aspects of the
rote order to the state district court in Baton Rouge,
saying that the proposed $1.4 billion disallowance —
one of the largest rendered in any proceedings in the
United States — wvould severely impair GSU’s hopes
for financial recovery and that the record and the
facts clearly do not support a disallowance. On Feb.
18, the court ordered immediate implementation uf a
$92 million first-year rate increase in Louisiana,
which includes the $63 million increase granted by
the commission. The court also set a return on com-
mon equity of 14 percent, compared to the 12 percent
figure approved by the commission. Other major
aspects of the commission's decision — including the
disallowance of $1.4 billio» in River Bend costs on a
system-wide basis — remait. on appeal. However,
the $92 million rate increase will remain in effect

while the various issues on appeal are being decided.
Texas Rate Case. In Texas, the company remains
mired in the longest rate proceedings in state history.

On Nov. 18, 1986, Gulf States filed a $144.1
million rate case with the Public Utility Commission
of Texas and asked that $82 million be granted im-
mediately on an emergency basis.

As with the Louisiana filing, the company's
permanent case called for an eight-year rate modera-
tion plan.

On Feb. 3, 1987, the commissioners granted $39.9
million in emerg 'ncy relief, contingent upon the
company securing a $250 million line of credit. This
stipulation was later modified to allow the interim
rates to be put into effect when GSU could
demonstrate that it could provide assurance of ob-
taining $250 .uiion from sources other than Texas
ratepayers.

By the end of March, GSU submitted a $266
million financial plan to the PUCT which included a
$65 million line of credit provided by Irving Trust
Co., $57 million in interim rates in Louisiana, $47
million in reductions to the 1987 construction
budget, $20 million from pollution control bond trust
fund deposits, $13 million in new revenue from a rate
case settlement with wholesale customers and $64
million in omission of preferred and preference
dividends. The commissioners voted 2-1 to accept the
company's proposal,

Hearings on the company's permanent rate -ase
started on March 23 and lasted through Sept. 15.
This was the lengthiest, and probably the most com-

lex, case heard by the PUCT in its 12-year history.

t was the first time the commission had dealt with in-
clusion of a major part of a nuclear power plant in
the rate base of a Texas utility. The hearings stretched

Construction
Dollars Mitlions
Elec?ric Department Return On
Thousands Percen
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through 118 days, plus 10 days devoted to the
emergency rate case. In all, 88 witnesses, 44 represen-
ting Gulf States, testified.

In December, the admir.istrative law judges who
presided over the ~ase presented their recommenda-
tions. They for.nd that the decision to build River
Bend was pri.deat . nd that the company was entitled
to a first-year 1. ‘rease of $86.3 million, with $274
million of River Bend costs to ve disallowed because
this amount was imprudently or inefficiently incur-
red during construction of the plant. That
disallowance was later recalculated to be
$253 million.

The administrative law judges also proposed a
10-year rate moderation plan with three additional
smalle ' rate increases and recovery of the deferred
costs aver the final six years of the nlan.

The PUCT was scheduled to render a decision by
Jan. 11, 1988, but the commiss:oners raised addi-
tional questions they believed might warrant more
testimony and urged Gulf States and the intervening
parties and staff to reach a negotiated settlement to
avoid any court contests. Additional hearings were
held in February, with more tentativeiy scheduled for
early March. On Fet. 23, the commission issued 2
series of preliminary decisions regarding treatment of

River Bend in the rates. The impact these decisions will
have on Texas rates was not immediately clear, but
preliminary indications were that they would not
produce an adequate level of revenue. The commission
held that $1.6 billion of GSU's share of River Bend costs
can be placed in the rate base, along with $187 millior
of the Texas retail jurisdiction’s deferred River Bend
costs. The remaining $1.5 billion of plant costs and
$151 million in deferrals are to be set aside and not
allowed in the rate base now. However, the commis-
sion said it would reconsider the set-aside costs at
some future time, Two of the three commmissioners
conter.d that the company did iiot meet its burden of
proof concerning the increase in the cost of River Bend.
Federal Regulation. Gulf States sells power wholesale
to four rural cooperatives and seven municipalitivs in
Texas and Louisiana. The company and 10 of its
wholesale customers have settled a rate case tiled
with the Federal Energy Regulatory Commission
(FERC) in 1986 that retlects River Bend costs in
wholesale rates. Under the terms of the settlements,
which have been approved for the majority of
wholesale customers by the FERC, wholesale rates
are increased by 24 percent from 1986 through 1989
and 14 percent, 10 percent and 7.4 percent respective-
ly through 1992,

Economic Development —
Key To Financial Recovery

Gulf States Utilities' involve-
ment in area economic develop-
ment is almost as old as the
corapa y itself. Within the last
few years - in the face of thie
severe downtur, in the oil, gas
and petrochemical industries —
the need for economic develop-
ment has taken on even greater
importance, Development of a
diversitied, expinde economic
base is critical to rebuilding
the region.

Since GSU is tied s, clos2ly to
the area it serves the company's
financial problems and those of
th.e area are almost inseparable.
Rate increases, as discussed
earlier, are at best a stopgap
measure on the road to financial
recovery. In the long run,
increasing the number of

customers we ser L and selling
them more of our coinmodity —
electricity — is the answer. And a
wider customer base and the per-
manent jobs it provid s, lessens
the need for future rate increases.

In short, GSU must sell its way
into financial stability,

The area of Southeast Texas
and South Louisiana Gulf States
seres offers a new business or
industry a wealth of natural
resources, skilled labor, a
nationally central location
reasonable cnergy costs, gnod
transportation tacilities and a
stable business climate. The Gulf
States Business Development
Group work: directly with com-
munities and business prospects
considering cur area. The job of
the 11 fully-trained economit

development specialists is to
match the right prospect with the
right comraunity.

Through national advertising
and area promotion, special
business data and information
services, community marketing
programs and incentive eleciric
rates for new or expanding
businesses in the region, GSU is
attracting new industry and jobs.

The Economic Development
Data Center contains the
Southwest's most complete and
up-*s-date information on
business development in the Guif
Coast region. This service assists
cities and qualified private
groups in creating propcsals and
presentations for b:usiness
prospects, provides community
profiles and data on buildings,
sites, industrial parks and com-
mercial buildings available for
economic development use.

Qur exclusive Computer
A -alysis of Buildings and Sites
(CABS), available through the
center, can quickly provide a
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Financial Information

FINANCIAL SECTION

Conteals

Managemant Responsibility for
Financial Statements

Common 5tock Prices and Cash Divideuds Fer Share

For the vears ended December 51




Financial Information

Selected Financial Dala

In thousands except per share amounts and ratios
For the Years Ended December 31 1987 19858 1984

Operating Revenue $1.432.586
Income from Continuing Operations 242,605
income Applicable to Cormmon Stock 178.091

Earnings Per Average Common
Share Outstanding from
Continuing Operations

Dividends Per Share of Common
Stock

Return on Average Common Equity
Ratio of Earnings to Fixed Charges

As of December 31
Total Assels” $6.677.057

Long-Term Debt and Preferred Stock
Subject to Mandatory Redemption 5,090,977

Capital Leases (Current and Non
curreat 187.640
Book Value Fer Share 18.70
Capitalization Ratios:
Common Shareholders’ Equity 37.8%
Freferred and Preference Stock 11.1
Long Term Debt 1.1

100.0%

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







Operating Revenue
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Financial Information

Non-Operating Items







Financial Information

Statement of Income
For the years ended December 31
(in thousands except per share amounts)
1987 1985
Operating Revenue
330,106
09,056
53,424

452.586

Operating Expenses and Taxes

306,139
522,732
240,788
108,797
187.459
2971.8B45
(26.436

1.7935

24,291
(2758
83,523
966

Operating Income 620
Other Income and Deductions
259
988
896)
745
income Before Interest Charqges 715

interest Charges

Iincome from Continuing Operations

Net Income

Income Applicable to Common Stock

Earnings Per Average Share of Common Stock
Outstanding from Continuing Operations

Earnings Per Average Share of Common Stock
Outstanding




Statement of Sources of Funds invested
In Utility and Other Plant

For the years ended December 31
(In thousands)

Provided From Operations

bl

Provided from Financing

Other Sources and Uses

Expenditures for Utility and Other Flant

Iinvested in Utility o« nd Other Flant

169
896
793%
504
592

1 K0

19858°
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Balance Sheet
December 31

(in thousands) ’
1986

Assels

Pla { $ 6,434,702
1.574.019

5.060.683%

7.393

131,151

860
914
S0
Wiy
Y00

)

148

Capitalization and Liabllities

08
OO0




Statement oi Changes in Capital Stock

and Retained Earmings
For the vears ended December 31
(in thousan "5)

Balance: January 1, 1985

Balance: December 31, 19858

Balance: December 31, 1986

Balance: December 31, 1987
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Statement of Capitalization
December 31
(in thousands)

1986

Common Shareholders’ Equity

$1.195.148
(5.900)

20,161

802,905

2.020.308

FPreference Stock

50,000
0,000

100,000

FPreferred Stock

117
583
160
975
$+80
099
685
080
285
OO0
000
000

000
OO0
000

' 5.000
000
000

6. 158

s61 468

%.9406

S56. 8522
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1986

Long-Term Debt

¥

OO0
000
7.000
000
000
¢, 000
130
OO0
GO0
000
000
320)

110

000
000
285
450
), 000
000
000
000
000

OO0
000
003
550,000

513
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Gulf States Utilities Co
Notes to the Financial
Statements

Darlly

1. Commitments and
Contingencies










2. Summary of Significant
Accounting Policies




3. Rates and Accounting

Rate Matters




Gulf States Utilities Co.

future increases to be granted under the rate
moderation plan. The LPSC order failed to
specify the level of revenue requirements
deferred under the plan as well as the timing
of recovery of the deferred amounts.

On December 30, 1987, the Company
appealed the LPSC's action in a state district
court. The Company's appeal requested,
among other things, injunctive relief
concerning the fallure of the Commission's
rate moderation plan to meet the criteria set
forth in generally accepted accounting
principles for such plans and the decrease in
retum on common equity from the 14 percent
recommended by the Commission
consultants to the 12 percent granted in the
rate order and the resulting impact from this
decrease on the amount of rate relief granted
by the LPSC. The Company's appeal also
cuvers the LPSC's ordered imprudency
disallowance related to River Bend and the
disallowance of any recovery of the cancelled
River Bend Unit 2.

Pending the outcome of the appeal, the
Company placed the increased rates into
effect, discontinued accounting treatment of
River Bend costs pursuant to the accounting
order received from the LPSC in December,
1986, began amortizing the deferrals and
accruals accumulated under the accounting
order, and did not recognize the alleged
imprudency disallowance of River Bend and
the disallowance of recovery of the cancelled
River Bend Unit 2. Hearings were held on
January 28 through February 1 and on
February 18 in state district court on the
Company s petition for injunctive relief.
Injunctive relief was granted on February 18,
1988. For this and other recent developments
in these proceedings, if any, after
February 18. 1988, see Note 14. The
Company cannot predict the ultimate
outcome of these proceedings or when they
will be finally concluded.

Texas. On November 18, 1986, the
Company filed a $144 million (26 percent)
rate increase request with the PUCT and
applicable cities. The request was based on a
test year ended June 30, 1986, which
included River Bend in rate base and asked
for a 15.25 percent return on equity. The
request proposed a rate moderation plan
providing for the costs of River Bend to be
phased in over eight years with deferrals of
costs in the first three years and recovery of
deferred costs over the remaining five years
while the rates related to River Bend would
remain level during such five-year recovery

period. As a part of the request, the Company
requested interim rate relief of $82 million to
become effective in December, 1986.
Hearings on the interim request commenced
on January 12, 1987, and concluded on
January 27, 1987. On February 3, 1987, the
PUCT granted the Company an annualized
interim increase of $39.9 million, subject to
refund, contingent upon the Company
obtaining a new $250 million line of credit, or
equivalent, to pay necessary operating
expenses. On March 31, 1987, the Company
submitted, and the PUCT approved, a

$266 million finance plan. Such approval
allowed the interim rate increase to be
implemented on April 7, 1987. The PUCT
stated that if bankruptcy proceedings should
be filed, the rate increase would no longer be
effective. Hearings on the permaner:t portion
of this request began on March 23, 1987, and
concluded on September 15, 1987.

Briefs and reply briefs in this proceeding
were filed in the fourth quarter of 1987, with
the PUCT Exarniner’'s Report subsequently
also filed in December, 1987. The PUCT has
held additional meetings and hearings in this
proceeding in January and early February,
1988, with additional hearings on the subjet
of rate case expenses held beginning
February 16.

For recent developments regarding rulings
on the prudency of River Bend by the PUCT
on February 23, 1988, see Note 14. The
Company cannot predict the ultimate
outcome of the proceedings and appeals or
when they will be finally concluded.

Wholesale, On June 24, 1986, the
Company filed a wholesale electric rate
increase request with the FERC in the form of
a rate moderation plan to phase in the River
Bend in-service costs over an eight year
period. The request asked for increases cf
approximately $24.9 million (39.8 percent),
$18.5 million (21.2 percent), and
$13.5 million (12.8 percent), respectively, in
each of the first three years, with the portion
of rates relating to River Bend remaining
constant during the final five years of the plan
as the Company recovers its deferred
investment costs from the first three years of
approximately $61.6 million. The requested
amounts were based on a 1525 percent
return on commnn equity.

On August 22, 1986, the FERC issued an
order permitting the proposed first year rates
to become effective on August 25 1986, and
the proposed second and third year rates to
become effective on July 1, 1987 and July 1,
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carrying charges, accrued in accordance with
an accounting order granted by a regulator,
on recently completed generating plant that is
in commercial service but not yet reflected in
rates. This provision does not require the
reversal of such equity charges accrued prior
to January 1, 1988.

The Company is continuing in 1988,
pending the receipt of a rate order from the
PUCT to defer expenses and accrue the debt
portion of carrying costs related to River
Bend. While the Company will be prohibited
from the financial statement recognition of
the equity portion of carrying costs in
accordance with the provisions ot SFAS
No. 92 described above, nothing in SFAS
No. 92 prohibits such carrying costs from
being allowable for future ratemaking
consideration. However, there can be no
assurance as to the extent of the future
recoverability, if any, of the deferrals and
accruals of River Bend costs recorded
pursuant to the PUCT accounting order
subsequent to January 1, 1988. The equity
portion of the Texas retail amount of River
Bend carrying costs was approximately
$74 million for the twelve months ended
December 31, 1987.

Deferred Revenue Requirements. In
accordance with the terms of the rate
moderation plan approved by the FERC, as
described above, the Company is recording a
deferred revenue requirement representing
those River Bend costs applicable to
wholesale customers which have been
deferred for fuiure recovery from such
customers. The Company had recorded
deferred revenue requirements of $26.4 and
$13.5 million for 1987 and 1986, respectively.

River Bend Cost Deferrals. Pursuant to
accounting orders received from the LPSC
and the PUCT, the Company,. prior to receipt
of permanent rate orders, deferred
recognition, for financial reporting purposes,
of the retzil portion of the operating costs
associated with River Bend and cosis of
purchasing capacity from CEPCO’s portion of
the unit incurred subsequent to the unit's
commercial in-service date and accrued
carrying rharges upon the retail portion of
both the cash portion of the deferrals and the
investment in the unit not included in the
Company's rate base. The rate used in
computing the carrying charges was
9.75 percent during the period from

January 1 to March 31, 1987, 10 percent from
April 1 to September 30, 1987, and

10.25 percent from October 1 to

December 31, 1987. The deferral of costs and
accrual of carrying charges associated with
River Bend was terminated in the Louisiana
Jjurisdiction on December 15, 1987, upon
receipt of the permanent rate decision.

Reduction of Deferred River Bend Costs. As
a result of the interim rate relief granted in
both the Texas and Louisiana retail
jurisdictions, the Company has reduced by
$94,696,000 (pre-tax), for the year ended
December 31, 1987, the amount of deferred
River Bend costs being recorded in
accordance with uccounting orders issued in
1986, by the regulatory commissions. This
amount reflects a reduction of $1.50 (Texas)
and $1.00 (Louisiana) for each $1.00 of
revenue received as a result of the interim
rate increases. Such adjustment is required
since the Commissions, as a result of
granting interim rate relief, have allowed
some River Bend zosts (on a non-specific
basis) to be collected through rates rather
than being deferred. The reduction of
deferred River Bend costs was terminated in
the Louisiana jurisdiction upon receipt of the
permanent rate decision.

Recovery of Costs. The Company was
ordered by the LPSC, by virtue of the
December 15, 1987 rate order, to amortize
the deferred costs and accrued carrying
charges related to the accounting orders over
a ten year period,

Deferr=d River Bend Costs. For the effect of
the deferred River Bend costs on the results
of operations, see Management's Discussion
and Analysis of Financial Condition and
Results of Operations.

Statement of Financial Accounting Standards
No. 95. In November, 1237, the FASB issued
SFAS No. 95, Statement of Cash Flows. The
Statement provides fcr the replacement of the
Company's curren Statement of Sources of
Funds Invested in Utility and Other Plant
effective in 1988.

4. Federal Income Taxes

The provisions for federal income taxes
were less than the amounts computed by
applying the statutory federal income tax rate
to net income before federal income taxes.
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The reasons for these differences are a3

follows:
1987 1886 = 1988
(In thousands except percents)
Net income before federal
income taxes $ 275252 8 287362 9521066

Statutory tax rate A% a6 6%

statutory ax rate 109,295 118 341 147 690
Additions (reductions) in
"ederal income taxes
m from:
Exciusion of AFUDC and
River Bend carrying L
from taxable income (108,325 (113863 198.262)
capilatized for book
but expensed
ax purposes 542 (14.523) (9.681)
depreciation
3.249 6,066 5413
for prior years
taxes and other
regulatory adjustments 693 (3.732) 492
ity subetilars
nonutility ries 666 13 868 6,723
Deferral of nuciear fuel
22197 10,967 -
Amontization of
investment tax credit 3.712) (3.530) (3872)
Foreign tax credit reversal -—_ - 3976
Other items 4 526 (1.313) 3108
Total federal income
Laxes $ 32151 % 12281 % 55 %6
Efiective federal income tax
rate 11.8% 48% 17.5%

The components of federal income taxes are

as follows:
_ 1987 1986 = 1988
(in thousands)
Charged to operating
expenses.
Current federal income
ax provision b - $ (1120) % 8229)
Deferved fegeral income
taxes — net
Tax depreciation 105,714 158.111 103.067
Capitalized construction
costs 1333 4634 8819

Amortized nuciear unit
canceliation

costs (1.827) (1,668) (1.497)
Nuclear unit canceliation
cOSts 200 100 5139
Fuel and purchased
power cosls accrued (1.662) (6,106) 8.412)
Book expenses deferred
for tax purposes 15447 (1.257) as0
MNet tax loss
benefit
recognlzed currently (140.955) (212.680) -
River Bend opera:
expenses odtrr::?ov
books. expensed for tax
purposes 74 040 68.777 -—
Unpilied revenues (2343 — —
Other (1.084) (697) 187
Total deferred federal
income taxes — net 27.994 10.214 108,153
Investment Lax credits —
net (3, 703! (3621 (54 489
Total federal iIncome tases
charged to operating
expenses 24291 5473 45438
Charges) to other Income —
net 7.8A0 6,804 10.132
Tolal federal incon.e
laxes » N1 $ 12281 $ 55567

Timing differences exist for which deferred
taxes have not been provided and, therefore,
have not been recovered through rates. The
cumulative amount of timing differences for
which no deferred taxes have been provided
was approximately $131 million at December
31, 1987. The tax effect of the Company's 1987
federal tax loss has been recorded as a
reduction of deferred income taxes. At
December 31 1987, for tax purposes. the
Company had tax loss carryforwards of
$797 million and investment tax credit
carryforwards for book and tax purposes of
approximately $180 million. These will be used
to reduce income taxes in future years and, if
not used, will expire through the year 2002, An
additional $80 million of investment tax credit
carryforwards may be available to the Company
if credits generated prior to 1986 are
determined not to be subject to the 35 perceit
reduction of tax credit carryforwards required by
the 1986 Tax Refcim Act.

The 1986 Tax Reform Act contains many
provisions that are affecting and will continue to
affect the Company. These provisions include
reductions in the corporate tax rate, a reduction
of investment tax credit carryforwards, repeal of
the investment tax credit effective January 1,
1986, inclusion of unbilled revenues and
contributions in aid of construction in waxable
income, required interest and overhead
capitalization for construction, lengthened tax
depreciation lives, and a new alternative
minimum tax. The precise impact on the
Company's future tax liability cannot presently
be determined but will be dependent in large
part upon the final amount of permanent rate
relief realized from the Company's retail rate
cases or upon appeal, as discussed in Note 3.
For recent developments in the Louisiana and
Texas rate proceedings, sec Note 14.

In December, 1987, the FASB issued SFAS
No. 96, Accounting for Income Taxes, which
must be adopted by the Company beginning in
1989, SFAS No. 96 significantly char: jes
accounting for income taxes and supersedes
almost all existing authoritative accounting
literature on accounting for income taxes. While
the Statement retains (with the exception
described below) the existing requirement to
record deferred taxes for transactions that are
reported in difierent years for financial reporting
and tax purposes, it revises _he computation of
deferred taxes so that the amount of deferred
taxes on the balance sheet is adjusted
whenever tax rates or other provisions of the
income tax law are changed. Adoption of $FAS
No. 96 is expected to have an undetermined but
significant impact on the Company's balance of
deferred taxes through reclassifications. The
impact on the Company's Statement of Income
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8. Jointly-Owned Facilities

As of Cecember 31, 1987, the Com;;ny nvmed undivided Interm in three jolnuv-owned
electric generating facilities as detailed below (dollars in thousands):

Company Share of Investments:
Plant in service .
Accumulated depreciation
Total plant
capability
Fuel source
Ownership share
The Company's shaie¢ of operations and mg.itenance
expense related to the jointly-owned units in-service Is

Inzluded in operating expenses. See Note 13 for
information relating to buyback agreements between the

River Bend Koy S, Nelson Big tn #2
Unit 3

Unit 1 Unit 6
$3.055913 $404 387 $219.586
116,880 72,194 23,298
936 MW 550 MW 540 MW
Nuclear Coal Coal
70% 70% 42%

Company and the participants in River Bend and Nelson
Unit 6. The amounts above do not reflect costs
previonsly recovered through CWIFP included in rate base.

9. Capital Stock and Retained
~ Earnings

The Company offers lu common,
preference. and preferred shareholaers the
opportunity to reinvest their dividends and to
make additional cash payments to acquire
shares of the Company’'s common stock
through its Dividend Reinvestment and Stock
Purchase Plan (DRIP). (However, see Note 1
for information on the omission of common,
preferred, and preference stock dividends
during 1986 and 1987.) The Company also
offers all employees meeting designated
service requirements the option to participaie
in benefit pla.s which provide an opportunity
to obtain common shares of the Compaiy. At
Decernber 31, 1987, the Company had
reserved 5,562,503 shares of common stock
to be issued in connection with its DRIP and
employee benefit plans. However, the
Company currently intends that the DRIP and
employee benefit plans purchase shares of
common stock in the open market in order to
meet the requirements of its DRIF and
employee benefit plans. rather than offering
unissued shares which would have a dilutive
effect on earnings per share and book value.

At the Company's option. the Articles
provide that all or part of its preferred and
preference stock may be redeemed at stated
prices. Certain issues are subject to
restrictions in the Articles which prohibit
redemption for a period of time, directly or
indirectly out of the proceeds of or in
anticipation of borrowings or issuance of
additicnal stock of equal or pric' rank having
a lower interest cost or dividend rate.

At December 31, 1987, the Company had
authorized 10,000,000 shares of preferred

stock without par value (none issued) and
6,000,000 shares of preferred stock $100 par
value authorized (4,617,568 issued).
Limitations based on the ratio of after-tax
eamings to fixed charges and preferred
dividends are imposed by the Articles upon
the issuance of additional preferred stock.
Based upon the results of operations for the
yea. ended December 31, 1987, and existing
circumstances, the Company is unsure
whether it is able to issue any additional
preferred stock.

Certain hmitations on the payment of cash
dividends on tommon stock are contained in
the Articles, indentures, and loan agreements.
Under existing limitations discussed in Notes
1 and 12, the Company may not pay
dividends on such stock. If such restrictions
did not exist, the most restrictive limitation at
December 31, 1987, as to the amount of
such dividends which might be paid. was

ontained in the Articles. Based on such
/mitation, the retained earnings available for
payment of dividends as of December 31,
1987, amounted to approximately
$659 million. Preferred and preference
dividend requirements. as well as preferred
stock sinking furd requirements. have priority
over the payment of cash dividends on
common stock.

Payment of dividends on preference stock is
subordinate to payment of dividends on
preferred stock and preferred stock sinking
fund obligations. There are no limitations in
the Articles on the issuance of preference
stock
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15. Quarterly Financial Information (Unaudited)
(in thousands except per share amounts)

Operating

1987 Revenue
First Quarte: $302.835
Second Quarter 364,114
Third Quarter 429.387
Fourth Quarter 336,250

1986

Operating
Income
$ 53.607
100.6353%
134,119
88.261

Net
Income
241,110
61,524
9C.,260
48,207

Earnings Per
Average
Common Share
Outstanding

$.23
43
69
.30
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To the Shareholders of Gulf States Utilities Company:




Statistical Summary
For the years ended December 31

$+84.838
61.861
$+.319
1.442

2.445

554,905

208,961
911.378
811,676

16,241

285.242

155,498

$+30.392
512.544
276,871

1.364
108,935
530,106

12,818
79,180
744,986

221,700
503,232

014,932

$.991

69 0586
2.187
8.503%

1985

1984
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