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"As long as I can remember, my i

dad uould get these calls, and ;

. 'cause ,he; works for the electric !
company,'ise has' to go'. . .

A COMMITMENT TO SERVICE . . .
.| . . . is the commitment of more than 16,000 employees

doing nearly 2,100 different jobs in the Texas Utilities!

h'- Company System. It is exemplified in the cover, .

photograph taken from a television spot (shown at left)1 i

"It aiuu~yi seems to be stormy which emphasizes this commitment.<

ami thundering and stuff . . . While emergency restoration of electric service is one of:

- the more visible jobs, there are literally hundreds "behind,

.
.

j the switch" that customers never see. Some of the jobs,
I people, and activities necessary to providing round-the-
i clock reliable electric service are pictured in this report.>

P !. s t

~. t ,

"he tells me he inst rides ~around.
'in the truck . . .

I think he says that so I don't _;.

uurry.

.

"Hey, Dad, you OK!"
-

. ,

"1Ul I [ CIRIC
. - , . . . . .

k J

3

4 - - , . . . .
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THighlights -t { l ^'

Lu.a, .u;m _. ca a

% Kilowatt-Hour Sales--
1987 19S6 Change ' (Bi_ttionsLfg; , , ,

r d. _ E
Utility Plant * . . . . $15,172,994,000 $13,566,133,000 11.8% h LI

~~

h-Construction Expenditures.. $ 1,688,831,000 $ 1,519,619,000 11.I b d ,,
~ f
b

(- --

,

f;tf'9
,

Electric Energy Sales in .
" tKilowatt. hours (oms) . 77,772,652 75,254,775 3.3 [ :i

Peak Demand (Kilowatts)t. 16,680,000 16,537,000 0.9 ; E.
Oprating Revenues. . $ 4,082,923,000 $ 3,932,045,000 3.8 L .-j _ [:.

g'
w

Fuel and Purchased Power .. $ 1,585,610,000 $ 1,479,213,000 7.2 b
.

'} [-c

Oprating Expemest. . $ 1,648,430,000 $ 1,643,272,000 0.3 ;,
4, 'Conmlidated Net Income. . $ 679,976,000 $ 626,851,000 8.5

.

y
'

<

__ [
"

Earnings per Share $ 4.55 $ 4.45 2.2
Dividends Dedared per [" -j b

lShare . $ 2.80 $ 2.6S 4.5 n i w.

Book Value per Share * $33.02 $31.24 5.7 [ ] [|
L'o 1 w

Customers *. 2,094,866 2,073,765 1.0
'

d~ f'
Employees * . 16,086 16,927 (5.0) p -j -

F g%
N

_ 72. .i n .io
"' ' ' " ~~ ~

1 7 % ni:& 113,M and 130,000
lakua:u of miemque &mni, rchunch ( '' , n

. .

$ Edds fact and smAmi puer {| .
. . 3

P

j- ' Cumulative Gmwth in , ,
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' gg s W ::P hj number of customers without and a life-extension program for
i~ # -m;A j an increase in number of existing natural gas and oil-

employces. More than 20,000 fueled units.
customers were added last year, Significant progress was made

To the Shareholders: even though growth in the during the year in the effort to
service rea has slowed from assure the safety of ComancheDuring 1987, efforts to
the record levels experienced Peak s design and construction.complete and license the
e ther this decade. TU Electnc's detailedComanche Peak nuclear plant

The Company continues to reinspection of construction andcontinued. It was a year in
dapt to today's changing and review of design, underwaywhich the Company made

incre smgly mmpetitive business since 1984, have been
gains in resolving these nuclear

""O"**"'' "d * '' **P "U '*P "5issues, as well as in improving
mmpetitive spirit was submitted. A Correcuve Action

.

competitiveness, holding down
demonstrated m a number of Program for Unit 1 iscosts through better efficiency
respects in 1987. The Fuel underway. The programs, whichand productivity, and further
Company paid the lowest include validanon of safety-diversifying its resources used to

.. average price for natural gas related construction work, as
generate electncity.

fuel since 1980 because of its well as 100% of the safety-
Continued emphas.is was

pursuit of low-priced spot related design of the plant,placed during the year on the
market gas and renegotiated have received the approval ofCornpany s traditional contracts. Late in the year, a the Nuclear Regulatorycommitment to providing low-
corporate marketing department Commission staff.cost, reliable electric service t
was created to further In January 1988, the

its customers and a fair return
consolidate certain related Comanche Peak Response Team
functi ns and thereby effectively reported that about 98% of theE rl 198 , the new "TU
meet the needs of customers in reinspection and documentauonElectric" identity was adopted
an increasingly competitive reviews were in comphance withfor use throughout the Electric
marketplace. In addition, three applicable design requirements.d th
new mmbustion turbine The CPRT also reported that

'

w dentit wa on ing generating units - the the corrective action program
widely accepted by customers mmp ny s &st new genuating provides reasonable assurance
and employees, helping focus

units s nce 1981 - were that the plant's structures,attention on the company as brought on line in early 1988 systems, and components will
an efficient provider of quah,ty

ahead of schedule and under be capable of performing their
savice.

. budget. intended functions.Implementation of the TU
The new combustion turbine TU Electric agreed in

System reorganization that units, the first of nine February 1988 to purchase,began in 1984 continued last
scheduled to be in service in subject to regulatory approval,year with the consolidauon of
1988, are designed to serve peak the Texas Municipal Power

the System's communications, periods of demand and provide Agency's 6.2% share of
personnel, acid purchasing important flexibility in the Comanche Peak and settle
departments. Efficiencies

System's resource plan for pending litigation between the
achieved through the

providing reliable electric parties. The company will
reorganization and the need t. service. Reduced forecasted purchase TMPA's share for a !

further control costs resulted in growth rates in demand for current dollar cost of
an early retirement program, hicity were reflected in the approximately $456 million,
with more than 800 employees

, deferral of the two Twin Oak which is based on TU Electric's
taking advantage of the option. lignite generating units and the cost per kilowatt for its existing
Most were long-service Forest Grove lignite unit for share of the plant,
employees, and their two to three years each. The In November 1987, the
accomplishments over many resource plan includes a Atomic Safety and Licensing
years of dedicated service are carefully planned mix of lignite Board issued a schedule for
deeply appreciated. and nuclear generation, along resuming the Comanche Peak

nrough increased with combustion turbines, operating licensing hearing
productivity, the System cogeneration, load management, process. Public hearings are
continues to serve a growing

2

- - -- _ ___
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(ff..'%.N k -N 3yexpected to begin later in 1988. from participation in the. >

<C:
-''Because the reinspection, dividend reinvestment and - ' ,.-oy6, ie _m ; r- m

reanalysis and corrective action employee savings plans. A sq g- j ,, %

program is demonstrating that portion of these funds was used ' . Ns 4 y, gg' g'=,L. ,

Comanche Peak is being built to retire $132.5 million of high- >

'

pwpE
. W.-with a high lewl of quality, interest debt. K

~

t ~ :T 1
e

management is confident that The elections of Jerry fM
,Qan operating license will be Farrington as chairman of the P'

.

; ~

granted. board and chief executive and M'
$$ ? "' %

estimated that Unit I would be effective in February 1987. .f f
- @N{y$

in March 1988, the company Erle Nye as president became il
' f 6

,

in commercial operation at the Farrington succeeded Perry G. 9% g . &d*

end of 1989, with that estimate Brittain, who retired in the cg ;es/ D,

ba3ed on the granting of an spring of 1987 after 37 years of (dp T wm:
,

operating license and fuel load valued service to the Company. P' g gN
SWF

* ' : JERRY FARRING1DN et;6 L "p
in mid-1989. Construction and In February 1988, the Board ~a m~

_m >wcapitaii:ation og allowance gor raised the regular quarter;y _ gehairnisa e(che;80ent h- ; sfunds useo during construction dividend from <0 cents per .; g'~, y' ;9' y ;j,,Ton Unit 2 will be suspended for share to 72 cents. The new m,
about one year, beginning in quarterly rate is payable April Wf , . ..y,. -

April 1988. The suspension of 1. Dividends declared on the -

~ - w. MbG #
c "9pGQ/bucconstruction will allow common stock have been r_ e a **

'jfMi M g'k,W WsWN M"

concentration of resources on increased for 41 consecutive '

I-

'"M' |'W
Unit 1. Suspending yeare. S
capitalization of AFUDC will Continuing commitment to y ''''-- '

,

reduce earnings. Unit 2 is not providing low-cost, reliable .'' N,NJi!,

|

-,, wm,

expected to be in commercial service to customers is essential t4 . vmp
operation until after the peak if the Company is to succeed in b y' 3,Vf y'

(by '' ' Cydk
season of 1991, today's competitive business ;m F t

!''if the schedule for Unit 1 is climate. The employees of the
! achieved, it is estimated that System continue to perform FM ) 9@q6

4P

! TU Electric's 94 percent share with distinction, and their % %~

hk ) J| will cost $8.54 billion, or $3,950 continued dedication and

| uncertainty about the productivity and excellence in % [
. M[ff,Ik ''

i per kilowatt. Because of commitment to safety, improved
f,

commercial operation date of all aspects of customer service fib 1 y . . 2mbE . VENUnit 2, no estimates for will ensure that success. Their g ,y wg -

AFUDC after construction efforts ar.d the continued -
, m 'o : , e >a a

resumes have been included. interest and support of our W
.

-' G+ .jf'
'

Operating results for 1987 shareholders are appreciated. y7 % CiW ,"

reilect the effect of cost control , mG 5;' .1I

| and productivity efforts. f , g 7L , y|7 A
Earnings per share of common March 18,1988 [ ,4 to ,s sn
stock were $4.55, compared to p% cw - w,

$4.45 in 1986. Electric energy K. ' _ .
- a,

b : X' w ~ zi. ssales were up 3.3%
* * eConstruction expenditures

'

M.during the year totalled $1.69 f
'

*

., ..

Hbillion. Funds from operations
'

m .,

provided 18.2% of 1987 , ,, n.
' " , %,i construction expenditures. n o -

| During 1987, the System [ J' -

| raised about $1.49 billion L a~- -

through long-term financing, F
>

including about $142.5 million : 1
p e

,

r c..

[ j)!

i'3i gV
L -
e~ mm, . - xm%
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C Texas Utilities Company is Texas Utilities Fuel
[' an investor owned holding Company owns a natural gas,-

"W company for an electric utility pipeline system; acquires, stores,

, 3;' k(, 4g system. The Company provides and delivers fuel gas; and
.. , 3 bg P its six wholly owned subsidiaries provides other services for theu t

k.b with common stock capital and generation of electric energy by
[M[W3W ;hi-@fgy sho t-term funds required for TU Electric.

.

g.- sma' ""jf their construction programs. At Texas Utilities him. .ing.

.

.

Se r* ,P. 8**"" ) 4 year-end, the common stock of Company owns and operates-

the Company was owned by
M P'od"Cti n f ciIities for the,,. ,g

#'""
:.c m .

'[ 14 some 03,300 registered surface mining and recovery of
"

.

. u.a "'t ,d shareholders. The Company's I,gmte for use as fuel for TU
1 b3rincipal subsidiary is Texas Electric's generating stations.
0 rilities Electric Company, no.v

E known as TU Electric. Texas Utilities Services Inc.<

(TU Services) furnishesM Texas Utilities Electric
(A _

. :'

q#[4 u ~ Comrany (TU Electric) is Gnanaal, accounting, yomputer,4-
w

. . and other administrative
,

A Tu tttCTRIC

. ! A).
engaged in the generation, savices a c st to the Systemu.o -

byg s s" purchase, transmission,"

C " P "ICS-O fidP *" 'Wi distribucion, and sale of
s

[ g ' , 'l ct _ 'A , 'of A electricity. The company Basic Resources Inc. is*G- 3;,
:y; Q %, operates 19 gas-/ oil-fueled and engaged primarily in the

f. $ / s ,y w,ff9?g four lignite-fueled generating development of energy resources

g f" pr r1&% stations. and related technology and
gn g M '4 -,'N~ TU Electric provides dectric services.

m *r< ,N energy to approximately Chaco Energy Company9,- ~ ' n~ , 'wM 5,160,000 people-about one,M

?@$
+

rganiged to own andwasl - third of the state's population.
'a The service territory extends P""'F.f cihties for the

,

* ' s- equiso n, pr dunion, sale,-. .b, 4 60u miles from far West Texasp- . .

- '^' [ '/
*

and delivery of coal andeastward to near Louisiana, and 0" S-
,

/ ; is about 250 miles deep, from
1 the Oklahoma border.

" southward into Central Texas.
Service is provided in 87

fg[
< ,

%y ,. counties to 361 incorporated !,1
'

costaATiso STATION. ! . s cities, including Dallas-the )
e usa = '@ nation's eighth-largnt city-and ;

4* - ~
S: 27"'"" M Fort Worth, hiidland-Odessa, j

'

. e ?- [' - Wichita Falls, Arlington, Irving, j

-

M@jposa,.a,wn,onenW ors nrtust sysim WF Plano, Waco, Tyler, anda
- . c rctin. , , Mg . 9 Killeen. The economy of the;g

y@F '
hiajor industries include' ? , @i

w .u""'""""" vice area is highly diversified.s

f v .'
, _

defense, electronien, aerospace.a 2. _ .:s '
,

g 7 '1.j. manufacturing, and oil and gas
>

*
,

he ' , t ] development. In addition, the- -

ig1 v| n oc j area is a center for banking,-

',j g j insurance, commerce,% ~ s

Nx ? , a.g ' (i ' ' y distribution, farming and
~i gruQ ranching, and recreational and,& . 4 4

7Q $ , > / , d j p' ; P g cultural activities. Dallas-Forto ,_
,e, ; - - ] Worth International
j f~$ ,1 'C y&p Airport--the world's fourth-'

-g j busiest airport-has helped
,

'. ' 4 >
,

make the Dallas Fort Worth. .g$w . .f4# , t.. i ?!; ' .

area third in the nation in
< d]

wm, g
^" {ij Concentration of Corporaten *

, ,

, w( L . j , > g a. , headquarters.o

, . . .. N Mh,M ?, .1
~.. .

~ ,
. , '

^, i4;k ?i

m
.

i s.m}xu m
t fi . '

*
. ..

' -' - - .. . , . _ . - , _. I
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~ ] Employees meet challenges I'" '

" W'

h[ [ h] ._..m_.lo acan .
u _m _ - . um _a Edhm' an% M

and eftons helped c.eet the
hOPERATIONS record demand and other '

F l. 6challenges in carrying out the
; . F j

. ..The System conunuce its System s commitment to service r a
growth at a slower pace Junng

dhinE1987' bd
1987, adding some 20,001 new E.mployees from around the "A Aa u-

customers, despite an overa i Sy-tem were called on to hN,

slowdown m (he state '
restore two units damaged b, V V

economy. f rt in February at the I.ake SH J
.

i

The diversity of the service 1;.ubbard generating station near e, .l

area contributed to better Dallas and were able to restore
.

economic conditions than most both units in time for service in [ Co ml wm as gasdire4 deaf
of the state experienced. Service the summer peak season. r ^

,me
.

N+'0 W.-

area unemployment was u% Employees also responded to l 't. ,, m
at year-end 198,/, compared to weather problems during the

- a O ~

-

u - -

6 5%, at the end of 1986 and to - s ,year. On November 10, a
ti - .,*e.'. -

.
-

athe December 195,< state-wide
tornado swept through I3alesu.ne .

: .s-+figure of 6.8%. in East Texas, knocking out
~ &+

.. . ,e c4 - I
- Ac1 U Electnc s energy sales ejectric service antj damaging -

.,

were again the highest of any transmission towers, lines, and
*

4 - )
investor-owned electric util.

.

Other equipment. RounJ the- [n.

ity in -

?cthe nation, totalling nearly d c.rm.c, - v_a chxk efforts by employees '

Employk. , <t w: m
>

billion kilowatt. hours, a 3.3n ae-o g j
i s' safety' performanceincrease mer 1986, An ice storm in early January [,

'

,g
, * '

p[ ' ,ff,

Peak demand record set 1088 again tested employees' ,
'

preparedness and ability toOn August 6, customers set a
record peak demand of resiunJ to an emergency < ,

'ituation, and their efforts c16,680,000 kilowatts, including
113,000 kilowatts of hehul minimi:e power outages. [, -

- '+
,

Tlie System emphasizes safety
[- ;p .

.a
interruptible demand, exceeding
the previous record set in July ".i my phaw of its opera 4ons. p [ %|

.

-

'If"y e orts were again p 79 ~

he ff o
I 1986 by about 1%. System net

"" " I*', as nunwrous s g | | [
,

l capability at the time of the anployw group mached safav |- pQApe,k was 19,465,000 kilowatts,
including 850,000 kilowatts of '"d'"""".'' .se wcords, a nd [ jf p,- ' sp ;

short-term cogeneration and [ ,- 14Jcanwd disunguidwd safay

purchased power capacity. ".""ntion to safay contrdsuws 3 4 .~ , Q.awards. The continuing g-l 130,000 kilowatts of other
. __|,

I"M"'b""'IV'" ""P" *$ ! I
, '

A new daily record for
energy consumption was set on _ {,4 [Iwahh and we1faw, as wen ,v !

'to tlw 5vann,s pn>ducu cuy.
} .

,

gAugust 17, as customers used

SerdcerrucO317,657,000 kilowatt-hours. Consolidations continue t

Weather conditions for the - As part of continuing efforts [-
summer of 108< w-re mdder i- #o

~

to serve t ustomers more o
I'than normal and comparable to ef&iently a lom ou, a new

those of 1986. The peak load >rm idemity "TU I *

m
occurred during a 1024hyree Elect ric," was intraluted for I-
temperature day, after four Tem Utdinn Elmrit !

'

consecuuve days of 100skyree g ,jy ing7, gg [ "or higher temperatures. N n n Servi m !i 10E # .

inc. In ame known as "TU !
Services." i , .

[

I 5

!
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s . 7j The realignment ofT
growthement has reduced
manag ,

in peak load by more. accounting and treasury
A;

, y' '
operations in TU Electric that than 785 megawatts, an amount

- } was effective January 1,1987, is more than the output of one 1

.g [33%j' providing savings and improved large lignite unit. The program i-"

J $ j management and accounting has been successful because it
information. The Personnel, provides participating customers |

}]
'

Purchasing, and the convenience and reduced |4y

] Communications functions were operating costs of high-efficiency !
'

,

consolidat;'d in 1987 to achieve equipment and building"

3, <

YN ;O]3) additional economies, structures. All customers benefit#

Because of the consolidations through reductions in the
pm' Mf and the continuing emphasis on company's conscruction

cost control, a special early expenditures.'G

}] retirement program was offered
FUEL AND PURCHASED

|
378'** P'"'I8"8 C'"'" j , , ]d

.
. m June. hiore than 800 POWER,

employees accepted the plan.

| % | Computeri:ation continues to Assured supplies of fuel at
make more efficiencies possible. competitive prices and flexibility'

m ==eb The new hiountain Creek Data in their acquisition and use are
Center went into operation in vital to the System's

] late 1987. The new facility is commitment to be a low-cost.

! the TU System's second supplier of electricity.-

d computer center. It will absorb During 1987, the Fuel

""4 part of the growing load and Company continued its
- .) eventually will serve as a aggressive efforts to make

" j backup facility to the hiesquite favorable natural gas purchases~'c,
r

' j i D ca Center. on the spot market and to
,

# " "" " " " " " ' " "' ""
Moussein Creek Dass Center : ] 51arketing role to increase helped lower the price of gas by;

i In 1987, the company took 8"o to $2.56 per million ! .u,
j steps to return to more down from the 1986 average

|.
- - d aggressive marketing in an of 52.77.,,

i increasingly competitive business The cost of lignite still
f~ j%==

jh y- environment averaged considerably less than
gW j A marketing function was half that of gas at $1.07 per.,

4 gl . ] ! created at the TU Electric million Bru. The composite fuel
* :1 corporate level to plan and cost for 1987 of $1.82 per'

,,

1 develop the company's million Bru, compared to $1.84
j marketing policies and programs in 19S6, is the lowest since+'

"" . j to more effectively serve the 1981. The downward trend ofm mucmc '. ,

7 needs of customers and to fuel costs over the past three,.

u [q l support econoraic development. Years appears to have
rL

["| ' A campaign twgan in 1987 to leveled off.

.] inform customers, builders, and The Fuel Company delivereJ

Comheisive marketing . ; evelopers of the company's 376 billion cubic feet of natural |

~l comparatively attracuve rates, gas to TU Electric in 1987, and
Mg high-quality service, and the its pipeline system's operating,

'M ] ~j benefits of homes built to TU flexibility was enhanced with

[.[ G 1 Electric's Energy Action the completion of a 58-mile
Y,../j- ! standards. natural gas pipeline in East-

O TU Electric continues to Texas. The new addition,

" ,

emphasi:e load management as jointly owned with two other..

,"
, j a key element in reducing the gas con.panies, gives the Fuel

,, ,

j expense of new generating Company better access to East
'1 'd c. 4 capacity needed for customer Texas gas supplies, particularly

growth. Since 1081, load during peak demand perioJs.;,

6,

4
i.
w. ,
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k,
The company owns more than storage capacity can be

((2,200 miles of pipeline along increased, if needed, until the
with underground gas storage federal government opens a I g
reservoirs with a total usable permanent disposal facility.

,.

capacity of some 28 billion Chaco litigation continues ? M'

cubic feet. . w y
Discovery continues in [.L. ignite supply .-increased

e.

._. I tigation involving Chaco 6
' T

Lignite coal leases on 8,700 Energy Company, a nonutility [
acres in Titus County were subsidiary of the Company, and o
obtained in 1987 to help assure Santa Fe Industries, Inc., and
a future source of low-cost its subsidiaries. A trial date is ~

t

lignite fuel for the nearby expected to be set sometime k' : &
hionticello power plant. in 1989.

- . Fuel operations dGposchina -'

ll'C' ,The availability of more than In 1977, Chaco signed e
80 million tons of additional agreements for more than 320 [: W
recoverable lignite will provide million tons of coal in t S 3.-om ..m.aas
additional savings to TU northwestern New hiexico. In I k '

Electric customers. The new December 1981, the Company L Mk ' d x:

E Q- ' #,

I_!"f
supply increased the company's and Chaco filed suit against;

| proven recoverable lignite Santa Fe Indusr&s, Inc., and
reserves to about 800 million two of its subsic~. aries and [ 1.

tons at year end. TU Electric's against Thercol Energy ' '

lignite plants burned Company and Peabody Coal
D:s

,

approximately 29 million tons Company, alleging, among L

in 1987. The hiining Company other things, violation of federal ."
continues to be the nation's and state antitrust laws and Gas pipeline addition -

fourth largest coal miner in other unlawful conduct I_
annual tonnage mined. involving these agreements, [

which haw nmde the -- 7- gNuclear fuel ready <

. ,

commercial mining of this coal a e
Nuclear fuel assemblies uneconomical. The suit seeks to 1 '5

needed for initial operation of have the agreements declared *i I (f
| Comanche Peak's Unit I are void and unenforceable and

'

'

>'

stored at the plant site. also seeks damages and other i

Additional assemblies needed relief. [
for the start.up of Unit 2 are in January 1983, the !
in storage at the venJor's Company and Chaco settled all !-,

fabrication facility. Additional claims acainst Thercol and !
'

! fuel is under contract. PeaboJ,L The settlement did <

| Spent fuel for more than 20 not afrect the claims auerted
years of plant operation can be against Santa Fe Industries and I

,

safely stored on site. This its subsidiaries. '_ 1 Mining lignise with the cross pie -
!i' spreader

Sources of Kwh and Fuel Cost [
Percent Kwh by Cost I

| Fuel and Purchases _Per hiillion Btu [
| i

| 1987 1086 1985 1987 1986 1985 ; n
Fuel Lk: *

| Gas / Oil * . 43 % 44 % 50 % $2.56 $2.77 $L41 ,

| '!Lignite. 44 50 47 1.07 98 06
|

Total / Average Cost . 87 04 97 $ 1.82 $ 1.84 $2.25
;

j Purchased Power . 13 6 '

TOTAL 100 % 100 % 100 %
;

* Oil less than 1%
7

_ _ _ . .__



- m3
.. d

sf: RESOURCE PLANNING Construction and testing at"

3 a full load of three new'

'j~ j Innovation and flexibility in 65,0Skilowatt turbine units
'

j long rance planning enable the were completed in late 1987 at4

} System to provide 3ervice to a the Permian Basin Plant in far

'A.
, b ._ 1 growing number of customers West Texas. Six similar units.,

hh3-[,- J A revised resource plan for htorgan Creek Plant for a total
') when and where it is needed. are being constructed at the

:

- *

g- IN 1 I -

,
i meeting expected requirements of 5S5,000 kilowatts to be in

h ~I for electricity for the next 10 service for the 1988 summer
years was announced in hfarch peak season. An additional six

.i 1988. Customer needs are units 090,000 kilowatts) are.

,

'75 source planning expected to increase by more scheduled for 1990.
than S,700,000 kilowatts over, ,

_ the next 10 years, based on a Cogeneration added.

..M._ . . . _ _Ma
. projected average annual load Three long-term cogeneration

increase of 2.5 o and projects, with a total of 611,000. ,

! maintaining necessary reserve kilowatts of capacity, were plac-

[f ] capacity. ed in seivice during 1987, mak-, , _ . _

!! a [ j The Comanche Peak nuclear ing a total of 6S1,000 kilowatts-,

| '~ _ % ~

j plant remains a cornerstone of of such capacity."

I e 1 the plan and is needed, along Under the new resource plan,
f 'j : j with lignite and existing gas. cogeneration and small power
- j fired power plants, for added sources will provide at least an

CohbJsilon turbines :] fuel diversity and stability and additional 624,000 kilowatts of
''

-

/ to assure reliable power for the new capacity from 1988-1997. If..,

d fut ure. needed, more cogeneration is an
'l The 10-year plan includes option, provided qualifying

'

h - -
""

- j load management programs to facilities are found and the
f ] reduce the need for new economics prose to be

' "
e

e- 2 generation by some I A00,000 beneficial.
' l kilowatts. Other resources In June 1987, TU Electric

'' '
i utili:ed are combustion turbines, signed its fifth long term[' 'Q | cogeneration, and a life co encration contract. Under

* - extension program for existing the 13-vear contract, Encogen

M - ] gas-fired plants. One Partners, Ltd., will provide
Neu control system at an { Resource Plan 1988-1997

" ' " " ' "' ""I ''

existing plant . bv December 1989 from a facih.-'
.

tv located near Sweetwater,'D Revu.ce ( i ) Percent
to, 2.:v.m :n Texas. The company plans to,

1 weer :.ie:.w :n. continue to contract for short-
? Combustun turban 1.4 45.w 17 % .

1 t a man. - m i .2::.w in term cogeneranon to help meet
winter and summer peak needs. a cer , ~n .

@
q uher mas ma in 19SS and 1980-i urtwdW aJJ.tuiru 1,4U m IW

!
_

Tua s.m.w in. Life of gas units to be
uJo onJ. dr. and "h" rewrm extended

. A sigt.ificant change in theJ
j Combustion turb.ines readye

revised Resource Plan involvcs
i Combustion turbines will sur- greater reliance on existing gas-
( ply a significant portion of the fired units through a life exten-
4 projected increa<ed need for sion program. Planned replace-
j capacity during periods of peak ment of certain equipment,

usaue. Almost 1,W,000 coupled with existing
i kilowatts will come from the'e maintenance prourams, can ex-

fast-starting un;ts over the next tend the life of a unit bevond
'

,

l0 years. its normal life expeciallCV.
8

.. _ - - .
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Compared to other options, the Office of Special Projects, which - a'=

relatively low cost of extending is assigned to manage all aspects J
'

;
-

the life of existing generating of the NRC staff's licensing and I -

- units and the availability of gas inspection effbrts at Comanche h 7
EE supplies make this program Peak, announced its approval of i. m u sma-

especially attractive in today's the CPRT and CAP efforts. ! Mm* * ~~' "~"~ h 1'

- economy. The life extensions of The office said the phins !'$ - N 'E"

jL iI#

i some power plants will ensure adequately describe the means
[J j( ' e

-

,

k'

s their continued availability and by which TU Electric intends ! -

h
[[ J] p

_ .
_

h

a dependability for several to estaHish the safety of the *

l'
; more years. plant's design and construction.

.

i( r ; ~,r t -
.

-

Lignite units deferred validan.P'"M'""'s have included[
- - 4

"

on of safety-related F

J In September 1987, the construction as well as 100% of F
'

h_
'

-

company announced it would the safety related design of the b]s
g defer construction of three plant (except for components b1 h_

M t"

| Odj
( lignite units. Twin Oak Units 1 provided by proven nuclear

:g and 2 in Robertson County vendors). <

[ pt were rustponed until 1994 and Another milestone was
? 1995, respectively. Forest Grove reached when the NRC staff, in 1 P
i L! nit I near Athens was h1 arch 1988, issued a l E"

) rescheduled for 1997. Supplemental Safety Evaluation b :| WE E -
m *~r~r i

""'o'm~er commut.icassom
U

- The deferml was in response Report on TU Electric's F Cust =r
to the decrea<e in the growth programs - address all piping j.

-

-

g
- of long range forecasted and pir eort issues. The !^ Ig . .

.

customer demand for electricity retu rt ct .auded that the [ -

my
E and a decision to defer some programs are sufficient to L

---I
- l ~.

'y previously planned retirements ensure that licensing [ )
of certain gas fueled generating commitments are satisfied and [ 7

[
mu mt s. that the issues raised are being [

4

-

Construction schedule properly resolved. [ w
In December 10S7 and tg pa

$ c ,wiin semon February 1988, the CPRT C

unit unono seni" submitted to the Nuclear I W6 - eg
Regulatory Comnu.ssion two [GmNen turbm %5,M IM . ,,

, ..Gmaa he real i 1.041,W* 1*e
reports - the Collecnte 3 9: -[- Gwr.bumn turhnes W,W 11 0

: EmployeeI ^ ,Evaluation Report and IGmmhe Pd 2 1,p .W* lw2 og community- Tun Oak i N.M I+H
- Tmn Oak 2 W.M Iwi Collective Sigmficance Report og,,,,,g. .

L- Forest arme i N.w im - stating its overall summary
~~ "

.
- %s a;vh!w to RJ E!arns, in M ng -

and conclusions about the | ;- mhw d UtP.% shee
plant's design, quality of !p

__ _ _ _ .

construction, and its quality im COhiANCHE PEAK .

;

_ ""urance and nsting pnymns-

hiajor emphasis ciuring 1987 (! -
[ continued to be on TU in the Collective Evaluation

e Electric's reinsrection program, Report, the CPRT stated that ;

which was nearing completion aluut 98% of the reinspectionp " w'
y by early 10SS, and the and documentation reviews j. m .

Corrective Action Prouram. were in compliance with ;-

I Through this effort, which applicable design requirements i

began in late 1984, the and identified no programmatic
; Comanche Peak Response Team problem not already being |-

_
has been adJtessing all concerns aJJressed. ;

aluut the plant's construction The Resimnse Team also ;

E and design adequr.cy. founJ that the present quality
- A milestone was attained assurance program is effective

early in 1988 when the Nuclear and the historic quality ;
- Regulatory Commission staft's ! 9
p
r=
.- ._.
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assurance program was generally shift ornrations supervisors<

j adequate. Those problems that experience through participation
j were identified have been in control room operations in

corrected and actions have been an on-line nuclear plant. As of |

-

v ]j)
n.,

taken to prevent recurrence. In December 1987, the program to |p . m., m,y

~ 4 M
.

addition, the testing program carry out that commitment was |1
,

>

and other start up activities SS% complete. Further
,

j were found to have been operational experience also was j;'

,

i generally adequate and properly gained in 1987 when a number i
'

| implemented. of Comanche Peak reactor i
m - '

4 W 1 According to the Collective operators and auxiliary

1]
Significance Report, the operators assisted in preparing a$' N |

Corrective Action Program unit at the Braidwood nuclear j

i' ] provides reasonable assurance plant in Illinois for initial |

J that the structures, systems, and start-up.- u ,1 _-

j components at Comanche Peak Licensing effort continues7
- iTransmission'crewA

q will be capable of performing4, ' < ,

$ '' i their intended safety functions. In November 1987, the

M In December 19S7, TU Atomic Safety and Licensing" '

7 g ,f i Electric and Gibbs & Hill, Inc., Board issued a schedule fore - -

gt|(Q , l reached agreement settling TU resuming the Comanche Peak

rM -- gg j Electric's potential claims against o;wrating licensing hearing

Lu / : ph .! Gibbs & Hill related to process. Hearings had been

| .| engineering and design services suspended since January 1985 so
>

1 I i performed for Comanche Peak. the CPRT could address

M M i F Q TU Electric and the joint concerns about the plant's

U l owners are to receive a total of design and construction.
1 $25 million in cash, deferred Under the schedule, which is#

, t w -- .
^ i .j payments, and future similar to ones proposed by TU

, _ , , ,

Substazion 1 engineering services to be Electric and the NRC staff,

l provided to TU Electric on public hearings are expected to

( non-nuclear projects. begin later in 19SS after the
i The settlement is considered NRC staff issues its

;gr pT
~

C : favorable to TU Electric and its Supplemental Safety Evaluation
'

) customers. Protracted litigation Reports on the Collective
j would have depleted Gibbs & Significance Report and status*

h_ . i Hill's limited resources and reports on the Corrective
,

j f g p ] created large legal expenses for Action Program.

l. W:: 1 the Comanche Peak owners, in July 1987, the Atomic
1 (, 'j - b j Safety and Licensing Appeal

j -[ g Preparations made for Board ruled that an amended
.

. 1 i [ j contention contesting theoperation

Progress was made during the NRC's extension of the
/.

. .I
L ,

year toward fully staffing TU construction permit for Unit 1
{iw ;4

, " Electric's permanent on-site is appropriate as the basis for, -

'a - I ! engineering staff. ASLB hearings on the"

9 (%
In addition, advances were extension. The contention was, i. y )

3.- made in preparing for filed by two intervenors,J', ..' '

,! , 7 .h.J 1 commercial operation. A Citi: ens Association for Soundp
training anna buMng, wM Enagy and a fonna plant;Distributi a line work

-- i will allow plant maintenance employee.
employees to receive handoon In March 1988, the company3

'

] training in laboratories and filed a motion to conmlidate
realistic environments, opened the construction permitL&

.,| during the year. extension and operating license| 1

'

; TU Electric is committed to proceedings because of their,
, ,

providing all Comanche Peak many common issues.
! 10 ..o .

\ ;

'
_ . . _ _ _ _ . _ _ _ _
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[kRevised cost and schedule gCost and schedule revised
estimates were announced in ~-

Because of the schedule h1 arch 1988. The company gi
established by the Atomic estimates that Unit I will be in k
Safety and Licensing Board for commercial operation at the [
resumed licensing hearings and end of 1989, with that estimate

'
TU Electric's schedule for based on the granting of an
completing reports on which operating license and fuel load
the hearings would be based, in mid-1939.
the company announced in Construction and capitali:ation li

,

&n
-

-

November 1987 that the of allowance for funds used I
schedule estimate for Unit 1, during construction on Unit 2 ~ '<

made in November 1986, was will be temporarily suspended for
['

' i
no longer achievable. about one year, starting in April - -

Reference libfory' ',
, - . ,

,

,

t _

,,o.
Construction expenditures t , .

Estimated ['
1987 1988 1989 1990 U

h1illions of Dollars |
'

Electric property:

6[

j;Production * $ 972 $ 842 $ 592 5 438 ~,

Transmission 61 50 69 76
'

Distribution 209 195 225 233
General . 34 20 28 30 tc #f'

g
Other utility property 26 43 23 73 [o

,

Total . 1,302 1,150 937 S50 L

[ - Bill preparan,on.. -

'

AFUDC*t. 387 350 463 50

Total construction expenditures *t $1689 _--$1,500 $1,400 $ 900 >-
e

.

y
Such expenditures do not include z.i .

AFUDC on Unit 2 of I' '

1 Comanche Peak for any period F
after hiarch 19SS or the i

"

following: L
*

+
Nuclear fuel * $1 $33 $15 $15 [
Non-utility property 28 37 4S 59 i

j ,d
,

. in, ,

! %i *

u _ . , ~ % .mU i

*InduJes oneng amounts for an j.J Computer training O'-add;tional o.2% interest in : m
Comanthe Peak, whah is !-

, subjett to purchase from I

TMPA as follows Nr Note 11 !''

to Finanaal Statementsk ! '1'

Pndut tion 5 50 5P i 16 ;
.

iAFUIX' . 23 10 1 [
Total construttion .- i

expendit ures . 5y $ 5J ! 1

Nudear fuel . 5- 51 51 !-
|'

tAllowance for funds uscJ Juring construttion. !j
1

tE timatcJ construttion cywnditures Jo not induJe amounts for the 10M anJ f ji

1990 combustion turbine units. Plans call for the 10M combustion turbines to i

be ow ned and constructed by a t}urd party anJ sold to a lessor after the tax I
'

in*rute Jare: TU Elcaric will then lease the units. Turnkey constru< tion of i
,

the 100 combustion turbines is rianncJ, and TU Elearic will then enter into 9 |

an operating lease agrtrment. :j
i 11 ,

'

. _. . \
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j 1988. The suspension of minority owners-the Texas- p
; '| construction will allow hiunicipal Power Agency,

j concentration of resources on Bra:os Electric Power
1 Unit 1. Suspending Cooperative, Inc., and Tex La

f p, j capitali:ation of AFUDC will Electric Cooperative of Texas,

i( j reduce earnings. Unit 2 is not Inc.-asking the court to resolve
,

1 expected to be in commercial disagreements over the
j operation until after the peak Comanche Peak Joint

V, . > -| season of 1991. Ownership Agreement. In
' 1 The new estimates represent a response, cross-actions and

f delay of about a year for Unit lawsuits against TU Electric and
;" 'i 1 and about two years for Unit the company were filed by the

1 2 from the estimates announced minority owners.
j in November 19S6. In February 1988, TU Electric.arn,_

g custmer informatio'n center !
Based on this schedule, it is agreed to purchase ThiPA's

'y estimated that TU Electric's 6.2 o share of Comanche Peak

3 87% percent share of Comanche and settle pending litigation
,

i Peak will cost $7.98 billion, between the parties. Under
1 including AFUDC, compared terms of the agreement, which
( to the $6.7 billion estimated in is subject to regulatory

'. "

} November 1986. approval, the present value of
j In early 1988, the company the amount TL1 Electric will

,

1 agreed to purchase the Texas pay Th1PA over the next five, -,

1 hiunicipal Power Agency's 6.2 years for its share of Comanche
j percent share of Comanche Peak, nuclev fuel, transmission

1 Peak. With regulatory approval, facilities, and costs related to,.
-"S - 1 the company's share of the the pending litigation is

plant will be increased to approximately $456 million.
' Telephone customer service ' approximately 94 percent and The company believes the

will bring TU Electric's agreement is in its best interests
estimated completed cost to since it provides TU Electric:

.

1 $S.54 billion, including with additional neededj AFUDC, or about $3,950 per generating capacity v ithoutD

j kilowatt. The previous estimated increasing the company's cost
l cost was about $3,300 p-r per kilowatt in the Comanche. . _

6~7]a j kilowatt. Peak project and reduces its-

"i j Because of uncertainty about expenses associated with the
i the commercial operation date litigation.

1 of Unit 2, the cost projections Additional discovery is
I do not include estimates for scheduled with the other two

Display at State Fair of Texas j AFUDC after construction of parties, Bra:os and Tex La, with
; the unit resumes. trial set for Cktober 1988.*

i Since the company has only RATES AND. , ^
.

h,mited control over the
REGULATIONS

Oi licensing pnxess, no assurance
_ ; can be given that estimates of TU Electric's current rate

,

/
-.

; commercial operation dates of levels, excluding fuel charges,

M*/
"

the Comanche Peak units can were set by the PUC in |,

j be met or that their estimated November of 1984. Bawd on
i

completion costs will not be factors that are presently J,

.

j exceeded. known, TU Electric does not
, plan to receive a rate increase_.. _ _ . . -

l',",M " " __
_ _ _ . . _ until Comanche Peak Unit 1 is'N i

in hiay 1086, TU Electric in commercial operation.;

n , j filed suit in State District Court Since the rate changes made
in Dallas County against the in 1084, TU Electric's rates'

have decreased by more than
,

12
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10% because of declining fuel programs at the System's lignite k
costs and the Fuel Company's facilities. I * '

aggressive gas contract The System also actively I ,

renegotiations. The company supports research conducted j;
" ' " " "%continues to believe that the through the Electric Power t +% ,

rate increase when Comanche Research Institute. EPRI
p[ -

0

Peak Unit I goes into service administers a coordinated,;

3
; can be held to about 10%. nationwide research and F .! '!yTherefore, the increase for Unit development program to ensure Ud ie

1 would bring the company's future availability, ef6cient
current rates only to the level production, delivery, and use of '

' they were after the 1984 rate electric energy while minimi:ing
proceedings. effects on the environment.

Rates decrease As an example, EPRI is L * c, ". .8 li8"ITI"*l
involved in a number of major f

~

The company's rates compare research programs related to ii - #
favorably to others in the state electric and magnetic fields I: - &a

, ,

and nation. For the 12 months produced by twer lines, which Iended February 1988, TU were the subject of considerable [Electric had the second lowest publicity in 1987. Research has 6
.

residential rates of investor- not proven that electric or I /
'

owned utilities in Texas. It alm magnetic fields cause any L
had the sixth lowest residential adverse health effects. Lrates of the 25 largest cities in b .L
the nation. System projects save money j- se g

In 1987, two fuel-related TU Electric continues to be a L j s

refunds were made. A request leader in innovative uses of !! -- *
# **
~ "#h"! PI*'" 'h'"IC"I .to refund over $55 million was technology. In 1937, employees ! '

authori:ed for Febniary and a received three First Use Awards !. ' ' ' ' "- n
second approved for nearly $70 from the Electric Power I
million for May. Also, the Research Institute for their [ H==-o-

i*

composite fuel charge was involvement in: L 1 -

lowered in February 1987. Since * Developing on line [ j -'
- d,

.

{ February 1986, $391 million in monitors for use on large ! i '7 -

1 fuel costs have been refunded economical base load !'i r ,

j to customers and rates have generating units. The .J 1-5

been lowered overall by 10.3%. monitors ensure early [ !'
.

1 RESEARCH AND detection of potential 1- g G'
DEVELOPMENT P" """ I " O"Y '""" I'lengthy outages that would c,

j The System continues to be make it necessary to i
' '

involved in research and operate less-efficient units,
' *** ee

development of new products, * Solving chemical process |' DM' M'

j procedures, and technologies problems in due gas ! - ' - - - -

: that improve service and save desulfuri:ation systems, an j Load management cmcomer '
'

the customer money. achievement that has c neace
p

At the Environmental reduced scrubber system ;

Research Center at Big Brown, operating costs by 20% !

I graduate level studies continued and saveJ customers
! for the 17th consecutive year. millions of dollars !- -

) The research, coordinated annually. |
'

| through an independent * Eliminating boiler feed <

committee of university pump vibration and N
;

professors, addresses hydraulic instability, t ;e
environmental concerns and thereby improving the |
provides information to improve reliability of major

'

the land, air, and water quality generating units.
i

13
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% .: TEXAS tJT| lines COMPANY AND SUBSIDIARIES

Mrnagement's .;iscussion and Analysis of Financial Condition
1and Results of Operations

Liquidity and Capital Resources .

He primary capital requirements for 1987 and es estimated for 1988 through 1990 are as follows:

1987 1%8 1989 1990

Thucands of Dollan
: Construction experdtures (excluding AFUDC) . . . ' $1,302,000 $1,150,@ $ 937,000 $ 850,000. . . .

Nudear fuel and non-utility prc.perty ..... . .. ........ . ....... .. 29,000 70,000 63,M 74,000
Maturities of long<erm debt and sinking

fund requinsnents (indudes early redemptions
in 1987 of $133,@,000).. . .. ............... 188,000 55,000 52,000 135,0N. . . . . . . . . ...

Installment / principal payments to TMPA
(see Notes 10 and 11 to Rnancial Statements)..... - 125,000 58,000. 61,000. . . . . .

Total . $1,519,000 $1,400,000 $1,110,0@ $1,123,0C0. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

For detail concern'ng major construction work now in progress or contemplated by the System Com-
panics and commitments with respect thereto, see Resource Planning and Comanche Peak.

He System Companies generate funds from operations sufficient to meet operating needs, pay
dividends on capital stock and finance a portion of capital requirements. nese funds'are derived from
conso'iklated net income, depreciation, deferred taxes and itwestment tax credits. Factors affecting the
ability of W Electric to continue to fund a portion of its capital requirements from operations include
adequate rate relief and regulatory practices allowing a substantial portion of construction work in pro.
gress (CWIP) in rate base, adequate depreciation rates, normalization of federal income taxes, recovery of .
the cost of fuel and purchased power and the opportunity to earn competitive rates of return required in
the capital markets. For 1987, approximately 18% of the funds needed for construction w~as generated
from operations.

External funds of a permanent or long-term nature are obtained through the sale of common stock by
the Company, and the sales of preferred stock and long-term debt by the System Companies. He
capitalization ratios of the Company and its subsidiaries at December 31, 1987 consisted of approximately
45% long-term debt,10% preferred stock and 45% common stock equity. Similar ratios are expected to
be maintained in the future. For information regarding bank lines of credit and short term borrowings of
the Company, see Note 2 to Financial Statements.

Financings in 1087 by TU Electric and the Company included the following:
lueTerm IMt m) Ekstrik

1%icisul
hkwh Armmnt Discriswim

h+ruary $ 250AV,000 95,% Fn hirigy ard Gameral Trus hva due 2017
hkh kTAVAV 7%% G Areraical Munen Ormd bmue are due 2017
Arvd 250AVAV 10%% Fn hingy ani GAveral Tnma asa due 2017
July 150AVAV ON% Fw hirtgw ard Gameral Trus ank due IW7
July IMAVAV 10$% Fn histgy arsl Gameral Trus ank due 2017
sperrhr 67AVAV 9% Qameralced Mutsn Grund benue hva due 2tV7
Otober ll2AVAV PA GArera!ced Mutxn Grmd benue Rnk dr 2017

T(tal St,079AV.000

IMrred hk MJ Ekstrsk
hkuh Share. Net Pnusa Dticrircim

July lAVAV 5% 215AV hed Race Auctxn furred hk. Sera A

Qvnnum hk (the Qvntenyk
hkwh Shans Net Pnxreds Discristim
hianh 5AVAV 5170,452AV Gennsn hk ule to the rubk

Early redemptions of long-term debt by W Electric in 1987 induded the following:

Pnnapal bkmsvin
hkuh_ Ansmnt Qut Dncn[ tin

Arn! 5 32,53t AV 5 %523AV lt% Fn hkutgy Rnk due 2012
June 90,000AV %065AV 15'A Fn hkrtgv Rak due 2012
July 50AVAV 5es115AV le4 Fn hkutav Rua due R12

Tital Sil2,511 AV Sl48.HIAV
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TEXAS LmLmES COMPANY AND SUBSIDIARIES
__ _ _ _ _ _ _ _ _ _ . _ _ - _ . - . _ . ~ . _ . _ _ . _ _ . _ , _ _ _ _

Managcment's Discussion and Analysis of Financial Condition
and Results of Operations (concluded)
_ . _ _ _ . _ _ _ _ . _ . _ . _ . _ _ _ _ _ _ . _ _ . . _ _ . _ . . _ _

Additional early redemnions may occur from time to time in amounts presently undetern,ined. He
Company anticipates the sale to the public of 5,000,000 shares of its authori:ed but unissued common
stock in April 1988 and the issuance in April 1988 by the Bra:os River Authority of 5100,000,000 prin-
cipal amount of n,llution control revenue bonds to be collaterali ed by the issuance of an equal principal
amount of TU Electric's 6rst mortgage and collateral trust bonds. He System Companies expect to sell
securities as neetkd, including the p>ssible future sale by TU Electric of up to 5300,000,000 principal
amount of 6rst mortgage and collateral trust bonds and up to 1,000,000 shares of cumulative preferred
stock, both currently registered with the Securities and Exchange Commission for o& ring pursuant to
Rule 415 under the Securities Act of 1933, sales of additional shares of common stock of the Company
pursuant to various plans described in Note 3 to Financial Staternents and sales of additional securities
from time to time, in amounts and of types presently undetermined.

Le Tax Reform Act of 1986 (IRA), among other things, repealed the investment tax credit, lengthen-
ed depreciation hves, created an alternative minimum tax and lowered the e ponte tax rate subject to
certain transition rules. Other tax accounting changes were required including the capitali:ation of items
previously expensd and a change in the timing of inc me recognition for certain items. Substantially all
of the tax changes, with the exception of the raa action, will result in the Company paying more
taxes currently, will eliminate sources of internally generated funds for the Company and thereby increase
Gnancing requirements in the future, ne TRA did not have a material etTect on the Company for the
years ended December 31,1987 and 1986.

Although TU Electric cannot predict future regulatory practices, the extent of any further delay 3 in the
licensing of the Comanche Peak Nuclear Generating Station (Comanche Peak) or any changes in
economic and securities market conditions, no changes are expected in trends or commitments which
might signi6cantly alter its basic 6nancial position or ability to 6 nance capital requirements. However, TU
Electric has indicated that it does not currently plan to implement increawd electric sersice rates which
re6ect any additional Comanche Peak costs until Unit 1 is ready for commercial onration and TU Elec-
tric continues to believe, based up>n revised cost estimates and using acceptable rate making approaches
and assumptions, that the rate increaw, when Unie i goes into wrvice, can be held to about 10 %
%erefore, prior to the completion of Comanche Peak and its inclusion in rate base, a relatively small
percentage of capital requirements may be generated internally. (See Notes 10 and 11 to Financial
Statements.)

See Financial Statistics for aditional information.

Results of Operations
Operating revenues increased 5150,S78,000 in 1987 and decreased 5238,112,000 in 1986. ne following

table details the factors contributing to the increase and decrease:

Increase (Decrease)
Factors 1987 1986

Thmnis of Dem
Fuel revenue . ... $ 7A589 S 316,545)
power cost recovery factor revenue 32,485 25,t63
Increawd energy sales . 51,954 61,492

Other (7,150) (S,72 7)

Toral . $150,878 S 238,112)

Le increase in operating revenues for 1987 was the result of increawd fuel and purchawd power revenue
and increawd energy sales. Energy sales for 1987 increawd 3.3%, and were attributable to increasd
customers and customer usace. Operating revenues decreawd in 1986 as the result of dccrea<ed fuel
revenue panially otTwt by increaws in purchawd power revenue and energy sales. See 0;rrating Statistics.

Fuel and purchased power expense increased 5106,397,000 in 1987 and decreased 5W,671,000 in
1986. The increase for 1987 was due primarily to increasd otT4ystem purthases partially otTset by lower I

fuel costs, l.ower fuel expense for 1987 retleas the decreaw in the unit mst of gas from 52.77 irt million |
[ku in 1986 to $2.56 in 1057. He decreaw in 1986 was due primanly to the decreaw in the unit cost of I

I
gas otTset in part by increased purchased power. See Operating Statistits.

Operation exnense increased 5($,115,000 and 538,001,000 for 1087 and 1956, respettively. Operation
I

expense for 1987 was athd by increaws in the cost of latur, liability anJ property insurance and the |

one-time cost of the sntial early retirement program. Increases in whwling costs and liabihty anJ proper- |
.

ty insurance haJ a significant impwt on onration expenw for 1936.
16
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Maintenance expense decreased $18,619,W for 1987 and increased $19,540,000 for 19S6. The deuease
for 1987 was due primarily to revisions in the scope of certain scheduled overhauls. The increase in
maintenance (cr 1986 was Je result of increases in power producticn expenses associated with lignire and
gas plants and programs to improve and ensure the availability of all generating units. Increased distribu-
tion maintenance also added to the increa - for 1986.

Taxes other than income increased $13,755,000 and $4,Il7,0C0 for 1987 and 19S6, respectively. Le
increases for 1987 and 1986 resulted primarily from increaws in franchise and property based taxes.

Allowance for funds used during construction (AFUDC) increased as a result of the ongoing con-
struction program and the resultant increase in the level of CWIP of TU Electric not included in rate
base partially offset, in 1987, by the reduction in the AFUDC rates and the suspension of AFUDC on
the Twin Oak and Forest Grove generating stations.

Other income and deductions net increased $9,359,000 and $11,585,000 for 1987 and 1986, respec-
tively. The increase for 1987 was due primarily to increased interest on temporary cash investments. The
increase for 1986 was the result of a gain on the sale of certain properties.

Interest on first mortgage bonds increased in 1987 and 1986 due to the sale of new issues during the
years and annuali:ed interest of issues sold in the prior years, partially ofEset by retirements and redemp-
tions of certain higher interest rate issues.

Other interest charges decreased $16,347,000 for 1987 and increard $9,570,000 for 19S6. The decrease
for 1987 refkets decreased interest cost on over-recovered fuel revenue and short-term borrowings. Le in-
crease for 1986 reflects increased interest cost on over-recovered fuel revenue offset in part by decreased
interest on short-term borrowings.

Preferred stock dividends increased for 1987 and 19S6, $10,663,000 and $12,099,000, respectively, due
to new issues sold during these periods and the full year's effect of prior period issuances, offset in part in
1986 by lower dividend rates on the adjustable rate series.

Consolidated net income increased $53,125,000 in 1937 and $39,093,000 in 19% which represents a
culmination cf the factors described above. Included in consolidated net incony were increases in
AFUDC of $83,297,@ in 1987 and $74,114,000 in 1986 which represent non< ash earnings to the Com-
pany.

Estimated Effect of Pending Accounting Change
In December 1987, the Financial Accounting Standards Board issued Statement of Financial Account.

ing Standards No. % entitled "Accounting for income Taxes" which becomes effective for fiscal years
bminning after December 15, 1938. The Statement, among other things, requires the liability method of
nrognition for all temporary differences, equires that deferred tax liabilities and assets be adjusted for an
enacted change in tax laws or rates and prohibits net of-tax accounting and reporting. Certain provisions
of the Statement provide that nyulated enterprises are permitted to nrognize such adjustments as
regulatory assets or liabilities if it is probable that such an, ants will be recovered from or returned to
customers in future rates. Although the application of the Statement will increase both total assets and
liabilities, these requirements are not expected to have a material effect on the Company's financial posi-
tion or results of operations.

S Suspension of Capitali:ation of AFUDC
in September 1987, TU Electric announced the suspension of construction on the Twin Oak and

Forest Grove generating stations. Therefore, capitali:ation of AFUDC was susrended in October 1937 un-
til active construction resumes. Expenditures not induded in rate base as of December 31,1987, ap-
plicable to these stations, totaled approximately $468,000,000.

In March 1988, TU Electric announced the temporary suspension of construction on Unit 2 of Com-
anche Peak for an anticipated peticd of one year. Lerefore, beginning in April 1988, capitalization of
AFUDC will be suspended until actiw construction resumes. Expenditures not included in rate base as of
December 31, 1987, applicable to this unit, totakd approximately $1,513,0CO,000.

The above suspensions of AFUDC nduccd consolidated net income by approximately $10,000,0C0 in
1987 and are expttted to reduce consolidated net income in 1988 by approximately $160,000,000 from
the lew! it would otherwiw have bwn.

17 I
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TEXAS UTILITIES COhfPANY AND SUBSIDIARIES
- _ . _ . _ _ . . . - , - - - . . - - . - . _ - - . . _ - - - _ . _ . _ - _ ~ - - . . . . -

Statement of Consolidated Income
Year Ended December 31,

1987 1956 1985

Thmnh of Dam
"

OPERATING RINENUES. $4,082,923 $3,932,C45 $4,170,157

OPERATING EXPL'NSES
Fuel and purchased power 1,585,610 1,479,213 1,788,89

Operation 624,053 557,933 519,037

hiaintenance 300,451 319,070 299,530
'

Depreciation 234,139 220,381 207,592

Federal income taxes (Note 7) . 194,460 264,311 276,711 -

Taxes other than income 295,327 281,572 _ 277A55
Total operating exgnses . 3,234,N0 3,122,4S5 3,369,2C9

OPERATING INCONE . 848,883 E 560 800,WS

OmER INCONE ,

Allowance for cquity funds used during construction. 283,061 231,880 173,S 6

Other income and deductions-na 14,371 5,012 (6,573)
'

Federal income taxes (Note 7) . (232) 3,0 34 2,165

Taal other income . 297,200 239,926 169,438

TOTAL INCOhE . 1,146,083 1,C49,4S6 970,1%

INTEIEST CHARGES
Interest on mortgage h3nds . 402,389 317,978 285,693

Interest on other long-tenn debt . 67,934 71,073 6S,HO

Other interest 10,808 27,155 17,585

Allowance for lurrowed funds uxd dt.nng construction . (104,062) (71,W6) (55,5(6)

Total interest charges 377,069 344,260 2M,352

PREFERRED STOCK DMDENDS OF SUBSIDIARY 89,038 78,375 (6,276

CONSOLIDATIED NET INCONE . $_6_ I9,9E6 $ 626,851 }_WJ%

Average shares of common stak outstand:ng (thousands) . 149,449 140,4S2 135,267 o

Earnings and daidends rrt share of comnun stak:
Farnings (on average shares outstandng) . $4,55 $4.45 $4.35

Dwidends Atlared. 2.80 2.68 2.52

,

,

- - .- _ _. .~_.- .~.-.m..-~..- - --.~ ~~ - ~-- ~. ~.-- . . . .

| Statement of Consolidated Retained Earnings
'

| Year Ended December 31,

|
,

| 1987 10S6 1485
|

|

Thmnk cf Dum

BALANCE AT BEGINNING OF YEAR . $2,180,293 $1,931,307 $1,686,913

ADD-Conwhdated net income 679,976 626,551 % 7,75S

Total . 2,860,269 2,55S,158 2,274,671

DEDUCT-DniJends islared on common stock (for amotmts nr
share, xt Statement of Conddattd Income) 421,418 377,865 9 3,V4

BALANCE AT END OF YEAR (Note 4) . 5.2,438,85_1_ 12,1 8 293 51,431,07

See auqunw Notcs to Fnmd .hwr.ts.
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TEXAS (JTILmES COMPANY AND SUBSIDIARIES
. _ _

_

Statement of Consolidited Source of Funds for Construction
Year Ended December 31,

, _ _ _ _ _

1987 19S6 1%5

Tkuds of DRars

FUNDS FROM OPERAT10NS
Consolidatal na income $ 679,976 $ 626,851 $ 587,758
Depreciation (induding amounts charged to fuel). 260,808 248,329 231,711
Dtfernd fe&ral income taxes-na . 48,912 140,479 124,325
Federal inwstment tax cred:ts-net . 56,012 66,302 77,2S5
Alkwance for funds uwd during construction . (387,123) (303,826) (229,712)

Total funds from operations 658,583 o 8,135 791,367
Less-Dnidends atlared on common stock 421,418 377,665 343,361

Net funds from operations 237,167 400,270 443,003

FUNDS FROM FINANCING
Sales of wcutirics:

First mortgage bonds . 1,058,852 970,000 475,0LV
Other long-term &h . - - 75,0LV
Preferred stock . 48,697 197,728 83,513
Common stock 312,952 145,171 249,167

Retirement oflong4erm stunties (Note 6) . (188,324) (305,792) (258,156)
Increase (&vreaw) in notes payable-commercial paper . (11,300) 11,300 (59,7tT)

Net funds from financing 1,270,877 1,018,407 5M,824

OTHER SOL'RCES (USES) OF FUNDS
Changes ir; wrking capital, exduding notes

payable, long<erm debt due currently and
over-recovend fuel rewnue.-

Cash in hanks and temporary cash inve,t.ments (88,936) (129,345) (39,613)
Accounts roteivable-net . (122,238) 10 944 (37,4M)
Inventories . 12,976 9,397 9,795
Accounts payable 41,703 43,034 15,777,

Taus accrued (35,710) (41,209) (18,420)
Other-na . 86,510 (25,N9) 5,408

Na chanr. (105,695) (132,228) (61,537)
Non-utility ptcperty-net (28,232) (20,880) (19,925)
Nudear fud . (797) 2,760 (54,803)
Ove-/under-recownd fuel revenue-net of deferral

ir.come taxes (60,834) (12,309) 52,301
Unamorti:ed kws on reacquired dh-net (Note 6) . (15,548) (23,393) (32,021)
Other-na 4,770 (16,S29) (17,693)

Na other sources (uso) of funds . (206,336) (202,SM) (133,678)

Total . $1,301,708 $1,215,793 $ 879,149

e

CONSTRUCI1ON EXPENDfTURES
Utility plant . $1,688,831 $1,519,619 $1,108,S61
Allowance for funds usd during censtruaion . (387,123) (303,826) (229,712)

CONSTRUCTION EXPENDfIURES texduding allowance
for funds um! dunng construaion) $1,301,708 51,215,793 5 879,149

See aump.,ur.g Notes to Ftr. cud Suremcc
.
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TEXAS LmLmES COMPANY AND SUBSIDIARIES
.._ . -- _. _.

Consolidated Balance Sheet
December 31,
_ _ -__- - - . _ . - -

1987 1966

Thnanis of DAars

ASSEIS

UnlIIT PLANT
In service:

Ibluctbn $ 3,968,345 $ 3,902,896

Transnussion . 1,214,M2 1,166,066

Distnbution . 2,696,523 2,M3,163

General . 377,590 M3,M7

Taa! 8,257,100 7,955,474

Construction work in progress (Naes 10 and 11) . 6,M2,707 5,351,565

Nudear fuel 252,761 251,W4

Hekt for future use . 20,426 7,130

Total utility plant 15,172,994 13,566,133

Ixss accumulated depreciation . 2,718,328 2,522,016
,

Utility plant,less accumulated depreciation 12,454,666 11,M4,117

INVESDdENTS
Non-utility property (Note 11) . 234,847 206,615 '

Other inwstments (Note 1) . 22,107 15,113

Taal investments 256,954 221,728

CURRENT ASSETS

Cash in banks (Nae 2) . 7,230 6,494

Temporary cash inwstments-at un 272,400 IM,200

Special & posits . 38,114 35,299

Accounts receivabk:
Customers . 250,684 212,153

Minority owrm d Comanche Peak (Nae 10) . 109,2M 58,826

Other 66,522 33,M7

Allowance for uncoLxtible xcounts . (13,243) (13,817)

Inwntories-at average cost:
Matenals and supplies . 130,941 126,865

Fuel stock 160,613 177,M5

Dderrr.d federal income taxes (owr-recovend fuel rewnue) - 29,253

Other current amts . 47,867 76,5S6

! Total current assets . 1,070,412 927,371

DEFEBRED DElkTS

| Underrecovered fuel rewnue. 44,119 -

Unamortred km on reacquind delt (Note 6) 70,967 55,419

Cancelkd lignite unit costs (Note 11). 37,246 36,810

Other deferred debts . 51,896 32,747

Total deferred debits 2N,228 124,976

Total . $13,986,260 $12,318,192

See aumpanmg Nacs to Fmnid Sta:cmmts.
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1987 1986

hunds ofDcears
CAPITAL.lZATION ANT) LIABILITIES

CAITTAUZATION

Common stock, without sur value (Nue 3):
Authorimi shares-200,000,000
Outstanting shares-1987,152,408,W2; 1986,142,805,206 . $ 2,593,480 $ 2,280,528..... . ..

Retained earnings (Note 4) . . . 2,438,851 2,180,293... .... .. . . .. . ..... .....

Taal common stock equity . . . . . . 5,032,331 4,460,821... .. .. ... . .. .

Prdvred stock (Nae 5):
Not subject to mandatory redemption . 909,633 811,418. .. . .. . . .... . ..

Subject to mandatory redemption . . . . . . . 232,906 222,424. . .. . .

Long<erm debt, less amounts due currently (Note 6) . . 5,141,491 4,283,791... ... . . ..

Taal capitah:ation . . . 11,316,361 9,788,4H.. .. . .. . . ..... . ..

CURRENT UAIMIJTIES

Notes payable-commeraal paper (Note 2) . . . 11,300-.. . . . .

long<erm debt due currendy . . 54,980 54,480.............. .. .. .. .. . ...

Taal(to be refinanced). . 54,900 65,780. .. ... .... .. ... .. ..... ...

Accounts payable . . . . . . 347,478 305,775....... . ... .. .. . ... .

Dividends declartd . . . . 130,365 116,821.. ....... .. . . .. . .. .. .

Customers' deposits 51,259 44,877... .. . .. . .. ..... ..... . . . . .

Taxes accrued . . . 106,587 142,297. .. ... .... . .. ..... ....... . ..

Imerest accrued 139,222 107,707. . ... . . .... . . . . ...

Over recowred fuel rewnue . - 63,5H.... . . .. .. . . ... .. . .

Other current liabilities. 33,021 23,856.... ... .. . .. . .. .. . . .

Total current liabilities 862,912 870,707. . .. . . .. .. .. ...

DEFERRED CREDirS AND OWER NONCURRENT UAIVilTIES

Actumulated deferred federal income taxes . 998,476 931,938. . ... . . ...

Unamom:ed federal inwstment tax cmits . 768,203 712,193. . .

Other deferred cmlits and noncurrent liabilities . 40,308 14,(0 0. . ..

Total deferred cmhts and other noncurrent habilitics 1,806,987 1,659,031. ..

COhihifniENTS AND CONTINGENCIES (Nacs 10 and 11)

Total $13,986,260 $12J18,192.. . .. . . .. , . .

See aamyunying Nacs to Founcial Statemmes
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES
. _ _ _.

Notes to Financial Statements
_ -

.- .- -

1. Significant Accounting Policies
Guolidation-ne consolidated financial statements include Texas Utilities Company (Company) and all

of its subsidiaries; all significant intercompany items and transactions have been eliminated in consolida-
tion.

Utility Plant-Utility plant is stated at original cost. Le cost of property additions charged to utility
plant includes labor and materials, applicable overhead and payroll-related costs and an allowance for
funds uxd during construction.

Allouunce fbr funds Used Ihring Comtmction-Allowance for funds und during construction (AFUDC)
is a cost accounting procedure whereby amounts based upon interest charges on borrowed funds and a
return on equity capital uxd to finance construction are charged to utility plant. He accrual of AFUDC
is in accord uith generally accepted accounting principles for the industry, but ck,es not represent current
cash income.

Texas Utilities Electric Company (R) Electric) is capitali:ing AFUDC, compounded semi-annually, on
expenditures for ongoing construction work in progress (CWIP) not otherwise allowed in rate baw by
regulatory authorities. In 1985 and 19S6, AFUDC was capitalized using a net of-tax rate of 9%% in
1987, pursuant to the passage of the Tax Reform Act of 1986 (TRA), TU Electric began using a com-
parable gross capitali:ation rate on projects commenced after March 1,1956.13eginning July 1,1937, a
netof-tax rate of 9% and a gross rate of 10%% have been uwd. All such rates were determined on the
basis of, but are less thar>, the cost of capital uwd to finance the construction program.

Depreciation-Depreciation is based upon an amortization of the original cost of depreciable properties
on a straight-line basis over the estimated senice lives of the properties. Depreciation as a percent of
average depreciable property approximated 3.4% for 1987,19S6 and 19S5.

Other Imestments-Ee difference between the amount at which the investment in a subsidiary is carried
by the Company and the underlying book equity of such subsidiary at the resnttive dates of acquisition
of $14,439,000 is included in other investments.

Retenue3-Revenues include billings under approved rates (including a fixed fuel factor) applied to meter
readings each month on a cycle basis and an amount for under or over recovery of fuel revenue
representing the difference between actual fuel cost and billings on the approved fixed fuel factor. Pur-
suant to a rule adopted in July 19S6 by the Public Utility Commission of Texas (PUC), TU Electric is
required to refund over-recovered fuel revenue if the amount of over-recovery, including interest, exceeds
the lesser of $40 million or 4% of its annual known or reasonably predictable fuel costs most recently ap.
proved by the PUC. Reconciliation of fuel costs is to be made in a general rate case or a reconciliation
proceeding. Reconciliation may be requested only if it has either been over one year since the utility's last
final reconciliation or the utility has materially under-recovered its known or rea<anably predictable fuel
Costs.

Faferal Income Tmes-Le Company and its subsidiary companies file a consolidated federal income tax
return, and federal income taxes are allocated to all subsidiary companies based upon taxable income or
k>ss. Deferred federal income taxes are currently provided for timing differences between book and taxable
income; such differences result primarily from the use of liberali:ed depreciation and cost recovery dedu:-
tions allowable under the Internal Revenue Code, the under or over recovery of fuel revenue and unbil-
ed revenues on a cycle basis. Cumulative timing differences in earlier years for which deferred federal i>
come taxes were not provided approximoted $237,000,000 at Dirember 31, 1987. Investment tax credits
are being amorti:cd to income over the estimated service lives of the properties.

In December 1957, the Financial Accounting Standards Board issued Statement of Financial Account-
ing Standards No. % entitkd "Accounting for Income Taxes" which becomes effective for fiscal years
beginning after Dtrember 15, 1968. Le Statement, among other things, requires the liability methcd of
recognition for all temporary ddferences, requires that deferred tax liabilities and aswts be adjusted for an
enacted change in tax laws or rates and prohibits netof-tax accounting and reporting. Certain prosisions
of the Statement proviJe that regulated enterpriws are grmitted to retogni:e such aJjustments as
regulatory awts or liabilities if it is probable that such amounts will be ruovered from or returned :o
customers in future rates. Although the application of the Statement will increase both total ases rnd
liabilities, thew requirements are not expected to have a material etTect on the Company's financial pmi.
tion or results of operations.
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2. Bank Balances and Short. Term Borrowings
At December 31, 1987, the Company had lines of credit aggregating $1,025,M,000 under an eight-year

credit facility agreement with a group of commercial banks. The facility, for which the Company pays a
fee, will be reduced in 1993,1994 and 1995 by $325,000,000, $350,000,000 and $350,000,000, respectively.
His credit facility may be used to fmance new construction, as backup for commercial paper and for
general corporate purposes. The total amount of borrowings authori:cd by the Board of Directors of the
Company from banks or other lenders at December 31,1987 was $1,075,000,000.

3. Common Stock
The Company issued and sold shares of its authori:ed but unissued common stock during the years

1987,19S6 and 1985 as follcws:

Automatic Dividend
Reimestment and Employees''Ihrift Plan
Common Stock and Employee

Public Offering Purchase Plan Stock Ownership Plan Total
Year Shares Amount Shares Amount Shares Amount Shares Amount
1987 5,000,0N $170,452,000 3,633,187 $111,lM,000 970,549 $31,316,000 9/03,736 $312,952,000
1986 - - 3,826,687 115,148,000 935,357 30,023,000 4,762,014 145,171,000
1%5 5,000,03) 130,650,000 3,431,M6 90,199,000 1,025,647 28,318,000 9,457,493 249,167,000

At December 31, 1987, 6,315,927 shares of the authori:cd but unissued common stock of the Com-
pany were reserved for issuance and sale pursuant to the above plans.

The Company has 50,000,000 authori:cd shares of serial preference stock having a par value of $25 a
share, none of which has been issued.

4. Retained Earnings
ne articles of incorporation, the mortgages, as supplemented, and the debenture agreements of TU

Electric contain provisions which, under certain conditions, restrict distributions on or acquisitions of its
common stock. At December 31,1987, $138,736,000 of retained earnings of E Electric were thus
restricted as a result of the provisions of such articles of incorporation. Retained earnings at such date
also included $431,243,000, reprewnting the Company's equity in undistributed earnings since acquisition
included in transfers by W Electric from its retained earnings to stated value of common stock, making
a total of retained camings which was restricted of $569,979,000 at December 31, 1987.
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Notes to Financial Statsments (continued)
'

5. Preferred Stock of TU Electric (cumulative, without par value, entitled upon liquidation to $100 a share)

Redemption Price Per Share
Shares Outuanding Amount (before adding accumulated dividends)

Series Groupe December 31, December 31 Current Ewntual Minimum
From To 1987 1986 1987 1986 From To From To

Thamds of Ddars
Not Suliect to Mandatory Ralemption

$ 4.00 $ 4.84 . 1,t 42,942 1,142,942 $114,588 $114.588 $101,79 $112.00 $101.79 $112.00. .

5.08 7.80 . 1,629,675 1,629,675 163,270 163,270 102.40 104.82 102.40 - 103.60 -

8.16 8.92 . 1,999,475 1,999,475 198,642 198,642 103.60 106.13 101.00 103.60.

9.32 11.32 . 1,550,000 1,550,000 153,205 153,205 104.66 111.32* 100.C0 102.73
Adlustable rate (a) . . 1,850,000 1,850,000 181,713 181,713 - - 100.00 100.00
Stated rate auction (b). 1,000,000 - 98,215 - - - 100.00 100.00.

Total . . 9,172,092 8 172,092 $909,633 $311,418. 2

Subject to Mandatory Redemption (c)

$ 8.92 $ 9.48. . 1,500,000 1,500,000 $148,610 $143,315 s108.92* $109.48' $100.C0 $100.00
10.00 10.08 . . 850,000 850,000 84,296 84,lM 110.00* 110.08* 100.00 100.00

Tocal . .. . 2,350,000 2,150,000 $232,906 $232,424

Mwpse nwy rat tr e&oni arrely dewh anan edraig qwwiva

W 4edh rue arm A trars a aded rue ir dw prad mkd ),ruary 11,19tt3 d 7.55% pr annum ad alpae44r rue um B hws a ailrrd rue it ek
grud mkd Damhv 31. lW7 d SIL% pr amum, huh d ukh = heal cm a hal tuudamm pie d $klom pv shme. The =m are rst mirnwik
rne to har 1,1924 ud Jarr 1, lW0, enratrwly.

H Stad tre matam um A brars a adnl rue d 8.21% pr muuan is the bal adsd rund through Squender X), IW2 ed shmes are rat redemaNe
psw en Sqtc,4=,29. iv The askvd rare is enh N day asknl reemd thereafter m,1 te uercrmaned m the ham d certan natum psicakses The man.
enum rue asmrum! by the matam may rey 6 urn t h% to 20% d de (t%1sy 'AA' amysure umwnmmi repr rme nirm. Al mkwtava me a a pre
d SkTM pr dan ran anmanal ad,4

k) TU Ehtru k mammi ao rakem a gutal nwwmsn runder d ihan annuaty amemvg cm the swul dan daiwn h4=, cup 6, de S&92 == mmh
du rut haw a onkiry ind suwan TU Dntri may avma8y mim, a es num, an angegne d g n tair de ruarhe d shara shown iv cah um
Al nah misnpave me a a pae d $kTM pv she r6m anunulmal asknk

hLrumum RahrmaNe Initial Dane d
Seria Sharu Maramry Rakvngitam_
_$10it! 14M anrmely 4'11N

9.48 (ti,X0 anrudy 4/IN2,

10 2 20M anrudy 7/IM2
8.92 Al cansmang shara 7/IMb

The carrymg vake d pdmd mak adnt m mudmry mksnpan a tevig award priddy n apal the rakmsnm .nusnes a ek marsimii miwnm
daa muh a mmerdre nnar m pdmd s.d adsk

TU Electric issued and sold shares of its authorized preferred stock as follows: July 1987,1,000,000
shares of stated rate auction series A for $98,215,000; July 1986, 500,000 shares of $10.00 series
cumalative preferred stock, subject to mandatory redemption, for $49,413,000; July 1986, 500,000 shares
of $8.92 series cumulative preferred stock, subject to mandatory redemption, for $49,437,000; February
1986, 1,000,000 shares of $9.48 series cumulative preferred stock, subject to mandatory redemption, for
$98,878,000; and June 1985,850,C00 shares of adjustable rate series B preferred stock for $83,513,000.

;
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6. Iong. Term Debt of Subsidiaries, less amounts due currently
December 31,

Maturity Groups Intense Rate Groups 1987 1966

From To From To hanfs'of adas
First mortgage lunds:

1988 1992 45% 45 % .... $ 12,000 $ 34,500.. ......... ......

1993 1997 4% 95 356,000 206, @.. . .............. .. ..

1998 2C02 6% 9% ......... .. 4
340,000 340,000. ....... ..

2003 2007 7h 10% . . . 750,000 750,000... .. . .. .. .

2008 2012 9% 16 250,000 382,531.. .... .. .. .. . .... ....

2013 2017 9% 13% ........ ... . . . . . . . .. . 2,200,000 1,550,000,

lbDution control series:
2C07 2017 7% 10 589,000 310,000. . ...... . . . .. . .. .

Funds on denwit with tmstee. . . . . . (20,148) -
.... .. ... .., .

Sinking fund debentures.
19t9 1989 4% 4% 17,854 18,454..... . . ..... ...

1993 19N 6% 7h 31,735 32,448. .. . . ... .

4,526,441 3,623,933Total ........ . ... ..... . .

lbilution control rewnue bonds:
20M 2009 5.70 7% . ..... . . 160,000 160,000. . . .... ...

Senior rxxes:
1990 1999 8.50 12.20 . 502,380 534,8tV. .. . .. . . ....

Unamortued premium and discount . . . (47,330) (35,002).. .. . .. . . . ... .

Total bnsenn delt, less amounts due currently . $5,141,491 $4,283,791.. ...... .

Sinking fund and maturity requirements for the years 1988 through 1992 under long<erm debt instru.
ments in effect at December 31, 1987, were as follows:

Sinking Minimum Cash
Year Fund (a) Maturity Requirement (b)

htunds of aurs
1968 ... ... $49,850 $ 22,500 $ 54,9tD.. .. . ..

1%9. 50,932 17,8 % 50,916
. . . . .

1990.. 50,956 100,0LV 133,180
. .. ,, .

1991. 50,776 12,000 45,180.. . ... .. ..

1912.. SI,M6 - 34,250
. ..

(a) Excluding requirements satis 6ed prior to December 31,1987: $2,433,000 for 1988, $438,000 for 1989,
$320,000 for 1990, $320,000 for 1991 and $320,000 for 1992.

(b) Other requirements may be satis 6ed by certi6 cation of property additions at the rate of'167% of such re.
quirements, exces for eighteen issues at 100%.

In 1987 and prior years, various principal amounts of first mortgage bonds were redeemed by RJ Electric
prior to maturity. Pursuant to expected regulatory treatment, the net kzses on reacquired debt have hen
deferred and are being amorti:ed over the remaining liws of the bonds retired.

Utility plant of RJ Electric is generally subject to the liens of its mortgages.
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- Notes to Financial Stet:ments (continued)
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7. Federal Income Taxes
ne details of federal income taxes are as follows: Year Ended December 31,

1987 -1986 1%5

hawls of Duzrs
Charged to ope-ating expenses:

Current ... $ 54,909 $ 55,95 $127,1lj. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Deferred-net:
DuTerences beturen depreciation methods and lives .... .... .... 64,115 79,148 85,950
Certain capitali:ed constructirsn costs. ...... .. (2,010) 19,320 19,390. . . . . . . . . . . . . .

Over/un.kwearered fuel rewnue .... . ........ . ....... . . ...... 46,856 11,935 (44,553)
Cancelled ligr' x mut .... .... .. . . .. . ., ... . . . .... . .. . .. ... . . . . . .. . .. .. . (971) 12,293 -

Early redemptions of long<sm debt ..... .. .. . . .. .... .. . ... 6,091 10,763 14,730
Prepaid (accrued) pension cost .. .... . . ....... ......... .... ... ...... (12,443) 6,181 -

Unbilled revenues . .. .. .... ... . . . .. .. ... ..... ... .. . (17,367) (322) 932. . .

Other... . . . (732) 3,146 (4,137). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Taal............................................... 83,539 142,461 72,312. . . . . .

Investment tax credits-net ... ... .... . ..... .. .... ... . .. .. ... ... ...... 56,012 (6,302 77,285

Taal to operating expenses . .. .. . ... .. .... .... .. 194,460 264,311 276,711. . . . .

Charged (:redited) to other income:
Current.................................................... (12,020) (11,535) (9,625). . . . . . . . . .

Deferred-nct. .. .. . ....... . . 12,252 8,501 7,4(0. . . . . . . . . . . . . . . . . . . . . . . .

Total to aher income .. . . . . .. .. .. . . . . . .. . .. . . . . . . . . . . . . . ..... . 232 (3,034) (2,165)

Total federal income taxes............. .... $194,692 $261,277 $274,546. . . . . . . . . . . . .

Federal income taxes were less than the amount computed by applying the federal statutory rate to pre-tax
book income as follows: l. ear Ended December 31,

1987 19j6 1985

m anisofnum,

Fcderal income taxes at statutory rate (39.95% for 1967 and
46% for 1986 and 1985)... . .. .. . . . $385,001 $444,591 $427,147. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Reductions in federal income taxes resulung from:
Allov.ance for funds used during construcnon .......... . . ............ 152,816 139,760 105,668
Depletion allowance. ... ... .. .. ................ .. ...... . . 26,437 24AY 25,442, . . . . . . . . .

Amorti:ation of imestment tax credits .. .. .. ... .. ........ ... . .. .. . 16,126 14,W2 13,781
Other..........,...................................................... (5,070) 4,56 6 7,710

Total reductions . . ... 190,309 183,314 152,601. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Taal federal income taxes... . . . . ...... .. . . $194,692 $261,277 $274,546. . . . . .

EtTective tax rate. 20.2 % 27.0 % 29.6 % >
. . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

8. Retirement Plans and Other Postretirement Benefits
'

The System Companies have uniform retirement plans cowring substantially all employees. Le benefits
are based on years of accredited service and the employee's average annual earnings received during the

' three years of highest earnings. Le costs of the plans are determined by independent actuaries. Con-
tributionr. to the plans were determined using the fro:en attained age method which is one of the several
actuarial methods allowed by the Employee Retirement income Security Act of 1974. During 1986, the
System Companies adopted the Financial Accounting Standards Board's Statement of Financial Account-

1 ing Standards No. 87, "Employers' Accounting for Pensions." he new standard requires, among other
things, the use of the projected unit credit actuarial method for determining pension cost for financial
reporting purposes. The cumulative difference betwwn pension cost as determined under the new stan-
dard and contributions to the plans is recorded either as prepaid pension cost or as accrued pension I
liability. Le adciption of the new accounting standard did not have a material effect upon the Com-
pany's financial position or results of operations.

|
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In 1987, the Company offered a special early retirement program to those employees who had attained
the age of 55 and had 15 or more years of accredited service. De offer prosided for a waiwr of reduced
benefits for early retirement plus 5 additional years of accredited sersice up to a maximum of 40 years.
The cost of the program was recorded in accordance with Financial Accounting Standards Ibard's State-
ment of Financial Accounting Standards No. 88, "Employers' Accounting for Settlements and Cur-
tailments of Defined Benefits Pension Plans and for Termination Benefits."

ne following table sets fonh the plans' fundcd status and amount recogni:cd in the Company's con-
rolidated balance sheet:

Dxemhv 31,

1987 19N6

Thianis c/ D&as
tVtu.nd peers s-Jue d ammulmed hafts:
Ananulani hnft dhgxin, nidry wwed

hnfts ($' SIT 19AV iv 1967 armi 5M7,775AV f e IW).. ks(6,2V9 $4446,129)

IMxted lumft dienn 6.r en rerderd
to due.. k7M,159) h654,102)

fian awts at f.ur wlue, prnanly equry irmenents,
gtwneners hnh ard creprze hnh 732,711 729401

fian ants in enn d des than) retwint hnft (Nynn.. (Sh46) 74.(0 1

Urrnmu:ed rxt gan inen pa exgnerse
dfrerent frtrn char ananed ard etTnts d diarys in

acurnpsvs .. (2/01) 0 1.631)

T ' r mse au rav vet reusnani n rut
crath: pmn expire .. 16,149 17/M2

Unrcugnced g4an ants in excw
d ptetni hnft Nynn at January 1,1% . (19,738) C2,%4)

lhpuJ gre.mn aw 4 trued ptan hahlry).. g2g) $ 17J28

Assumptions used for 1987 and 1986 include a discount rate of 8.0%, an expected long-term rate of
return on aswts of 8.0% and increaws in compensation levels of 5.3% and 6.3%, respectively. Total pen-
sion costs for 1987 and 1986, induding amounts charged to fuel cost and capitali:ed, were comprised of
the following components:

Dwernhv 31,

1987 19M6

Thuned of D&m
Snwe aw . hnfts carrad d2nry the nnd.. . . ~ . . $ E120 $ 32.752
Intere< aw m pcntn! hnft dienn .. 54.515 46.295

Atual r turn an rian awts ., 047) (hT,289
Mt ansric.nn and Mtral . 68/64) 51,101

Mt pnde pnen un .. 25h24 E062
Tennnnn aw . . . . . .._.. M,6'O -

Tu.J pmn uw.. $ 64.274 $ 10,N

Le cost of the plan for 985, including amounts charged to fue: cost and capitaliad, apprHmated
| 548,283,0tV.

In addition to retirement plans, the System Companies offer certain health care and life insurance!

benefits to active and retired employees. Le costs of such benefits are generally recogniad as claims are
paid. The msts of providing such benefits to rctired employees, net of employee contributions, approx.

. imated $8,367,0tV for 1987, $6,759,000 for 1986 and $4,831,000 for 1985.

|
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Notes to Financial Sectsments (continued)
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9. Leases
The System Companies have entered into operating leaws cowring various facilities and properties i~.-

cluding such items as data processing, transportation and mining equipment and office space. Lease costs
charged to operation expense for the years ended December 31,1987,1986 and 1985 were $46,732,000,
$40,466,000 and $35,012,000, resnttiwly.

In Dewmber 1987, RJ Electric entered into an operating lease arrangement cowring certain combus-
tion turbine generating facilities with an initial lease term of approximately 27 years. TU Electric exgxts
to lease additional similar facilities in 1988.

The Company's future minimum lease commitments under such operating leases that have initial or re-
maining noncancelable leaw terms in excess of one year as of December 31, 1987 were as follows

Combustin
Turbines Other Tml

Thwns of Dans
Du
|M .. . . . . 5 - 5 40,863 5 40.863
I W .. 6,062 30,M1 36,461

IWO .. 622 16,556 22,9M
IW1. 622 10,S46 16,923
IW2 ., .. 622 8,362 14,444

heafter.. 19,19 17,b5 175,515

Tel mtnimum kw commamem.. $182dM $124t93 $ W,151

10. Comanche Peak Nuclear Generating Station
TU Electric is constructing two nuclear-fueled generating units at the Comanche Peak Nuclear

Generating Station (Comanche Peak), each of which is designed for a capability of 1,150 megawatts. This
project is subject to the jurisdiction of the Nuclear Regulatory Commission (NRC). NRC rcsulations
govern the granting of licenws for the construction and operation of nudear power plants. After sing
effect to the anticipated completion of the 1988 agreement to purchase the 6.2% ownership interest of
Texas Municipal Power Agency (TMPA) in the facility, TU Electric's share of the net capability in each
unit is 1,081 megawatts, or approximately W%. The othet participants in the facility are Bra:os Electric
Power Coogrative, Inc. (BEPC) and Tex-La Electric Cooperative of Texas, Inc. (Tex-La) which own 3.8%
and 25%, respectively.

O cating Linse Applimtiont
The NRC has been reviewing TU Electric's application for operating licenses for the Comanche Peak

units. As a part of that review, a proceeding was initiated before an Atomic Safety and Licensing Board
(ASLB) and proceedings on various issues have been ongoing since December 19S1. After completion of
such proceeding, the ASLB will make recommendat ons to the NRC regarding the issuance at ognting
licenses for the Comanche Peak units. An intervenor is actively in uhtd in this ASLB proceeding.

The one remaining Contention before the ASLB in the operating license proceeding relates to TU
Electric's quality assurance / quality control (QA/QC) prmram for the plant. In December 1983, the
ASLB issued a memorandum questioning the QA program for design of certain portions of the plant
and requested that TU Electric offer additional pnx)f of alquate design and design review procedures.
The ASLB is also reviewing several other related issues and has indicated its intent to review the results
of the NRC's Technical Review Team (TKO inwstigation discussed below. In July 19S4, a separate
ASLB, induding two of the thrw members of the original ASLB; was convened to receive testimony on
alkvations that QC insgttors at the plant had been subjected to an atmosphere of harassment and in-
timidation which is alleged to have affected the implementation of TU Ekttric's QA program. In January
1986, this wparate ASLB was diwablishal with all issues thereafter to be remhtd by the original ASLB.

As a separate part of the NRC's review of TU Electric's operating licenw application, in March 1984,
the NRC established a task force to consolidate and carry out the varbus reviews necessary for the NRC
Staff to reach its decision regarding the operating licenes. This effort invohtsi the establishment of the
TRT, which b gan an intensive onsite investigation in July 19S4 and subwquently has issued reports re-
questing additional infonnation from T ' Elcaric with respnt to several functional areas of the plant's con-
struction program. TU Elearic then fon.,cd a sntial team, the Comanche Peak Response Team (CPRT1
which includes a number of inApendent experts in each area addressed by the TRT, and submitted a
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Program Plan (Plan) to respond to the questions raised. Such Plan, which is described further below, is
presently tring implemented and has been expanded to address the design and rther ASLB issues
described herein.

In January 1985, the TRT issued a report on its review of the QA/QC programs at Comandie Peak.
He report stated that although the QA program documentation met NRC requirements, the implemen-
tation of the QA program demonstrated that TU Electric 1 -d lacked the commitment to aggressively im-
plement an effectise QA/QC program in several areas. Le TRT indicated that it had found evidence of
faulty construction and ineffective QA and QC inspections. Questions were also raised concerning the
training and qualification of QC personnel and in the reporting of deficiencies. He IRT further found
that prior to July 1984 problems had existed in the control of documentation. In addition, deficiencies in
erveral other areas were described. TU Electric was requested to submit to the NRC a program and
schedule for completing a detailed and thorough assessment of these QA/QC issues presented by the
TRT. TU Electric also was asl:ed to consider the use of management personnel with a fresh perspective
to evaluate the TRT findings and implement corrective action, and to consider the use of an indepen-
dent consultant to ,wrsee the corrective action program.

In June 1985, TU Electric filed with the NRC and the ASLB a revision to the Plan which is being
ut li:ed by the CPRT to address all outstanding design and construction concerns. This Plan, which wasi

substantially revised and reissued in January 1986, and further revised in July 1987, prmides for a com-
plete design review of virtually all safety related systems in the plant, and for the development of a cor-
rectim action program as required. In August 1985, the ASLB issued a hiemorandum which described
areas of the Plan that concerned the ASLB. The hiemorandum indicated, howewr, that if the Plan were
revised to address the ASLB's concerns and if it were appropriately implemented, the Plan may
demonstrate the quality of the plant. In May 19S6, the Staff of the NRC. issued a Supplemental Safety
Evaluation Report (SSER) containing an evaluation of the Plan as it existed at that time. Le SSER con.
duded that the Plan provided an overall structure and process for addressing and resohing all existing
construction and design issues and any future issues that may be identified from further evaluations, in
June 1986, the ASLB issued a hiemorandum which addressed "Ibard Concerns" about the adequacy of
the CPRT program. The hiemorandum stated that, based up>n the ASLB's current knowledge of the
program, after having reviewed the first results reports and the SSER on the Plan, the ASLB continued
to have the concerns expressed in the earlier memorandum described abow. The ASLB also raised addi-
tional concerns about how findings in one area of the reinspection effort may affect TU Electric's pro-
gram in other areas, whether sufBcient attention is being paid to problems of quality assurance and quali-
ty control regarding design, the adequacy of the CPRT sampling program, and perceived oversights in
one of the results reports that had been issued. TU Electric is addressing these concerns. In Novem1er
1987, the ASLB established a schedule for resolution of all issues remaining in the operating license pro-
ceeding. In January 19S8, the Staff of the NRC, after further review and analysis, approved the Plan and
corrective action program as the basis to reohe outstanding issues. At the end of February 1988, the
CPRT completed the publication of its final reports, in hiarch 1988, the Staff issued an SSER apprming
the design of piping and pipe supports at Comanche Peak, which had been a major issue in the
operating license procading, and conduded that the Plan prov. des an effective means to ensure proper
implementation of correctim action in this regard. Delivery of this report sets into motion a prehearing
schedule adopted by the ASLB which should result in the nsumption of hearings on issuance of the
oprating licenses in the late summer of 1938. hicanwhile, implementation of the corrective action pro-
gram continues.

In December 1987, TU Electric entered into an agreement to settle pxential dainu against Gibbs &
Hill, Inc. (Gibbs & Hill), the original architect engineer for Comanche Peak, relating to engineering and
design senices performed by Gibbs & Hill for Comanche Peak. Under the ternu of this settkment, the
owners of Comanche Peak will receive a total of $25 million in cash, deferred payments and future
engineering senices which will be provided to TU Electric on non-nuclear projects.

TU Electric has made a number of key management changes in the nudear pmgram for Comanche
Peak, indudug the adition of sewral new ofBcers who bring substantial nudear experience to TU Elec-
tric. This new management team is responsible for oversight and implementation of the reinspxtion and
correcive action program.

The NRC has created an Odice of Sgrial Projeas to manage all aspects of the NRC's licensing and
inspecion efforts for Comanche Peak and certain other nudear power plants.
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10. Comanche Peak Nuclear Generating Station hmnunf)

Consmurion Pennit Extensions

In January 1986, W Electric fad an application with the NRC for an extension of the construction
permit for Unit I to reflect a new "latest date for completion" of August 1,19SS; previously such date
had been August 1,1985. In the application, W Elatric stated that the rea<on the request for extension
of the construction permit was not 6kd at an earlier time was administrative oversight. In February 1986,
the NRC issued an order extending the "latest date for completion" of Unit I to August 1,19sS. Subse-
quently, the intervenor inmlved in the AS!.B operating license proceeding Bled with the NRC a request
to stay the effectiveness of the construction permit extension and to require TU Electric to 61e a new ap-
plication for a construction prmit for Unit 1 or to order that hearings be held prior to any decision on
whether to grant the construction permit extension. He request for a stay was denied by the NRC and
the question of whether to hold such hearings was remanded to an ASLB, the members of which are
the same as the ASLB for the operating license. In November 1986, the ASLB issued a Memorandum
and Order in which it accepted for litigation a new Contention, raised by two intervenors, which alleges
that the delay in completing Comanche Peak, which has occurred and has necessitated the extension of
the construction permit by the NRC, was the result of dilatory action on the part of E Electric and
that, therefore, goal cauw did not exist for the extension of sch grm;t. No schedule for hearings on
this Contention has been adopted by the ASLB at this time. TU Electric has alm applied to the NRC
for an extension of the construction permit for Unit 2. Such application is prewntly under review by the
Staff of the NRC. In early March 1988, TU Electric filed with the ASLB a motion to con <clidate pro-
ceedings in the operating licenw and construction permit proceedings.

Ciul Penalties
in April and June 1986, TU Ekctric paid civil penalties to the NRC, each in the amount of $40,000,

relating to alkgations of harassment and intimidation at Comanche Peak. He June 19S6 penalty was
part of an aggregate of $120,000 in civil penalties previously proposeti by the Staff of the NRC. TU Elec-
tric requested the Staff to revisit the other alleged violations to determine wheher they did in fact occur
and to consider mitigating the amount of the penalties, and in August 1987. the Staff decidai not to
assess the remaining 580,000 in pronwed civil penalties, in August 1956, TU Ekttric paiJ a civil penalty
of $200,000 previoudy pron, sed by the Staff of the NRC relating to the fmdings of the TRT, desenbed
above. In addition, W Electric has paid another civil penalty of $50,000 relating to two alkved violations
in TU Electric's reinsnrtion and correcde action effort.

Inicsrigation Ro:anhng NRC Region IV

in December 19S6, a portion of a ren,rt was releasd by the O$ce of Inspector and Auditor of the
NRC (OLA Report) containing the results of it3 investigation of alkvations of misconduct by the manage-
ment of Region IV of the NRC with resnct to Comanche Peak. The OIA Rep >rt expresaxi concern
about alkvations of harassment and intimidation by Region IV management to pressure Regicn IV in-
spxtors to downgrade or delete pronwed invection findings at Comanche Peak. In aJdition, the OIA
Ren,rt concluded that it would not be p3ssible to rely on the Region IV QA insnuion as evidence of
the safe construction of Comanche Peak. Conwquently, it stated that it will be necessary for the NRC to
rely largely on recent deaikd technical insnxtions conducted by the NRC, includmg the TRT, at Com-
anche Peak. He OIA Report ale indicated that the data contained in an internal NRC report on in-
snxtion procedures was inaccurate and unreliable due to a lack of unJetstanding by NRC insg.ctors of
the proper method of completing a certain NRC form. NRC 0$cials haw indicated that a thorouch
aswssment of the results of this investigation will be made; and in addition, certain nreennel changes in
the Region IV oGce have occurred. He OIA Report's findings are restriaed to activities in Region IV
and do not ouestion other NRC rg:ulatory activities with resntt to Comanche Peak, includmg the
detai!ed enhnical inspections conductal by the TRT as diwuswd abow. He interrenor in the operating

,

license parndmgs, discussed ahwe has indicated its intent to 61e a motion raising the 01A Report's '

findmgs as issues to be the subjett of hearings in such pntadings. 1

l
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Litigation Relating to Comanche Pmk

W Electric, ThiPA, BEPC and Tex-La have been the owners of 87%%, 6.2%, 3.8% and 2%% in-
terests, respectively, in Comanche Peak under the terms of a joint Ownership Agreement (Agreement)
which prmides that TU Electric is the Project hianager for Comanche Peak. bEPC has failed to make
numerous payments of its portion of the costs of Comanche Peak.. BEPC has been experiencing difHculty
in obtaining addinonal fmancing for Comanche Peak from the Rural Bectri6 cation Administration. In
addition, since hiay 1986, Tex La has failed to make payments to TU Electric for its portion of Coman-
che Peak and ThiPA has made payments urder protest. Accounts receivable at December 31,1987 in-
cluded $109,284,000 of amounts due from BEPC and Tex-La. The ponion of future construction expen-
ditures due from BEPC and Tex-b is estimated to be $48,200,000 in 1988, $30,900,000 in 1989 and
$15,300,000 in 1990. In hiay 19S6, TU Electric filed suit in the 14th Judicial District Court of Dallas
County, Texas against ThiPA, BEPC and Tex-La because of controversies which exist under the Agree-
ment with respect to the obligations of the parties. W Bectric asserted that each of the defer.dants has
either claimed that it hs no further obligation to pay its share of the remaining costs of construction of
Comanche Peak, or has claimed that TU Bectric has failed to properly construct Comanche Peak or
otherwim has breached its obligations under the Agreement. TU Bectric sought recmerv of damages
against Tex-La for its anticipatory breach of the Agreemen: and asked for a declaratory judgment against
Tex La, BEPC and ThiPA declaring among other things that they were obligated to pay their share of
the remaining costs of construction of Comanche Peak and that TU Elatric has not failed to um pru-
dent utility practices in constructing Comanche Peak in accordance with the Agreement. ThiPA, BEPC
and Tex-La filed cross-actions in such suit against W Electric and the Company aswning various cauws
of action, including a number of alleged breaches of the Agreement by TU Ekuric and violations of the
Texas Deceptive Trade Practices Act (DTPA). In September 1986, the Court in the Dallas County suit
rukd m famr of TU Bearic with regard to a plea of the defendants attemning to change the venue of
such suit. The caw is in the discovery phase and trial is currently scheduled for October 1988.

In June 1986, ThiPA and Tex-La filed suit in the 9Sch Judicial District Coutt of Trasis County, Texas
against TU Batric and the Company. The petition asserted various causes of action, including a number
of alkged breaches of the Agreement by TU Electric and violations of the DTPA. Th'PA and Tex La
asked for rescission and modi 6 cation of the Agreement and payment for da2nages, including treble
damages based upon violations of the DTTA. TU Electric and the Company intend to vigorously contest
this suit, which has been stayed as a result of the ruling in the Dallas County suit.

In February 19S8, TU Electric entered into an agreement with ThiPA pursuant to which TU Electric
will purchase ThiPA's ownership interest in Comanche Peak and all outstanding claims and pending
lawsuits between ThtPA and TU Electric will be settled and terminated. Finali:ation of the agreemera is
subject to the approval of the NRC and the PUC with resntt to the transfer of ThiPA's ownership in-
terest. TU Electric has filed applications to obtain such approvals and cannot predia when aaion with
resntt thereto will be taken. (See Note 11 to Financial Statements.)

In June 19S6, BEPC 6 led suit in the 345th Judkial District Court of Travis County, Texas against TU
Electric, the Company, Texas Utilities hiining Company and Texas Utilities Services Inc. BEPC alleges
that the defendants have breached the Agreement, certain implied warranties and fiduciary duties, and
have been grossly negligent, acted with willful miscondua and have violated the DTPA and Texas and
federal wcurities laws. BEPC asks for an injunction against effons by the defendants to recover additional *

payments, rewission and reformation of the Agreement and payment for damages, trebled pursuant to
the DTPA. BEPC alkves actual damages to that date of at least $216 million. The defendants intend to
vigorously contest this suit, which has hxn stayed as a result of the ruling in the Dallas County suit. In
hlarch 1987, BETC f. led a request with the NRC to modify the construction pennits and liceaws already
issued and to imgw a prosnuive condition to any permits and licenses subsequently issued or renewed
to require TU Ekuric to assume BEPC's ownership interest in Comanche Peak by purchaw thereot at its

'

net huk cost, and for other unspeci6ed relief. In June 1987, the NRC Ot%ce of Special Proje.ts denied
this request and W Bectric is unable to predict what funher action may be taken.
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10. Comanche Peak Nuclear Generating Station Whai)

Cost and SM!c Estmutes

in March 1988, TU Electric announced that following its review of the cost and schedule for Coman-
che Peak, commercial operation of Unit 1 is presently anticipated at the end of 1989. All Unit I correc-
tive action activities are scheduled for completion to permit fuel loading in mid-1989. 'IU Electric also an-
nounced the temporary suspen< ion of construction activities and ac~rual of AFUDC on Unit 2 beginning
in April 1988 for a period of approximately one year. Unit 2 is not exprted to be re.ady for commercial
operation until after the 1991 peak season. Le dday of Unit 2 was implemented to allow TU Ekrtric
to concerarate its remurces on the con'pletion of Unit 1, thereby reducing the duplication of effort that
would be required to maintain the previous timing between the two units and strengthen TU Electric's
ability to manage construction and start-up activities for both units more efBciently with fewer personnel.
Additionally, such delay will allow time to make a more complete determination of any modification-
that may be required for Unit 2 based upon the knowledge gained from the reinspection and corrective
action pogram appl:ed to Unit 1. Le delay of Unit 2 will also permit TU Electric time to implement
rates for Unit 1 prior to the fmal compkuon and operation of Unit 2. Although construction on Unit !
has been temporarily suspended, there will be some ongoing expenditures required to maintain the unit
until construction is resumed. Additionally, to the extent the wurk necessary to pl.re Unit 1 into wrvice
affects various common systems, mme capital expenditures will be asmciated with Unit 2.

Based upon this revised schedule, the total cost of TU Electric's 94% share of the plant, exduding
AFUDC, is estimated to be $6.37 billion. TU Electric's estimated cost of its share, indudirm AFUDC, is
$8.54 billion or about $3,950 per kilowatt. Becauw of the uncertainty regarding the date of commercial
operation of Unit 2, no provision has lwn incluckd in such amount for reestablishing the accrual of
AFUDC on Unit 2 after construction resumes. The total cost of the plant, exduding AFUDC, is
estimated to be $6.62 billion. Because of the uncertainties regarding payments by the other owners of
Comanche Peak of their share of the remaining construction costs, no estimate of the amount of
AFUDC that may be attributable to their interests in the plant has been made.

TU Electric had previously estimated, in November 1986, that commercial operation of Unit I would
be achievable in early 1989 and that Unit 2 would not be ready fa commercial operation until after the
1989 summer peak scamn. Based upon such schedule, the total cost, exduding AFUDC, of TU Electric's
67?A share of the plant (which exdudes the presently anticipated purchase of TMPA's share) was
estimated to be $4.63 billion. TU Electric's estimated cost for iu 87?S share, includmg AFUDC, was
$6.70 billion or about $3,KO per kilowatt. The total cost of the plant, exduding AFUDC, was estimated
to be $5.27 billion.

Because of numerous uncertainties in the licensing process, no assurance can be given that the revised
estimated schedule can be met or that the estimated completion cost will not be exceeded. Failure to
secure timely and favorable regulatory approvak or further delays occa<ioned by additic.nal reanalysis,
reinspection or rewurk will incicase the cost of the plant and will likely increaw fmancing requirements.
At December 31,1987 and 1986, TU Ekstric's investment in Comanche Peak, induding AFUDC, was
$5AV0N,000 and $4,600,000,000, respectivdy, of which $1,2S4,000,000 has been allowed in rate baw by
rmulatory authorities. TU Elettric has indicated that it does not currently plan to impement inaeawdl

ekctric service rates which reflect any additional Comanche Peak costs until Unit 1 is ready for commer-
cial op ration. TU Electric continues to believe, bawd upan rev x1 cost estimates and using acceptable
ratemaWng approaches and . aptions, that the rate increaw, when Unit I goes into service, can be
held to about 10% Such rate application will be subje, to challenge with rmp(st to the prudence of cer.
taia costs, for which an estimate is not presently determinable.
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11. Commitments and Contingencies '

Constnetion Bogram
,

For major construction work now in progrest or contemplated by the System Companies, and com-
mitments with respat thereto, see Resource Planning and Comanche Peak.

. Cooling Water Centracts

TU Electric has entered into contracts with public agencies to purchase cooling water for use in the
generation of electric energy and has agreed, in effect, to guarantee the principal, $47,920,000 at
December 31, 1987, and interest on bonds issued to fmance the resenuirs from which the. water is sup-
plied. The bonds mature at various dates through 20i1 and have interest rates ranging from SS% to 9%.
TU Electric is required to make periodic payments equal to such principal and interest for the years 1988
through 1992 as follows: $4,387,000 for 1988, $4,3%,000 for 1989, $4,423,000 for 1990, $4,435,000 for

.

1991 and $4,430,000 for 1992. In addition, TU Electric is obligated to pay certain variable costs of
operating and mahtaining the resenuirs. Total payments, including amounts capitdized, under such con-
tracts for 1987, i 36 and 1985 were $4,400,000, $4,833,000 and $4,779,000, respectively. TU Electric has
assigned to a municipality all contract rights and obligations of'IU Electric in connection with
$100,695,000 remaining principal amount of bonds at December 31, 1987 issued for similar purposes
which had previously ban guaranteed by TU Electric; TU Electric is, however, contingently liable in the
event of default by the municipality.

CL Coal hoperties
Chaco Energy Company (Chaco) entered into an agreement in 1977 for the rights to over 200 million

tons of surface mineable coal located in New hiexico. 'Ihe agreement provides, subject to certain limita-
tions, for advance royalty payments, payable over a period of approximately 35 years, which are based
upon annual quantities ranging from approximately 5.1 million tons in 1988 to a maximum of approx-
imately 8.3_ million tons in 1991. Such parments approximated $6.60 per ton in 1%7 and are subject to
escalation in the future due to inflation. in connection with the foregoing, the Company entered into a
surety agreement pursuant to which it has undertaken to assure the performance by Chaco with respect
to this agreement. Non-utility property at December 31,1987 and 1986 include $145,900,000 and
$114,00,000, respectively, of minimum advance royalties paid by Chaco under the terms'of this agree-
ment.

' Capw:y and Energy 1%duse

TU Electric entered into an agreement in 1982 with Tex-La, a 2%% owner of Comanche Peak,
whereby TU Electric agrced to purchase an avignment of portions of Tex-La's entitlement to capacity
and energy from Comanche Peak in declining amounts over the first eight years of commercial operation
of each generating unit. Under the agreement, TU Electric is required to make annual payments to Tex-
La comprising a pro rata share of operating costs plus a capital charge on Tex-La's net imestment ap-
plicable to the portion of Tex-La's entitlement assigned. (See Note 10 concerning litigation proceedings
regarding Tex 12's participation in Comanche Peak.)

Martin Lake Unit 4 Constmction Cancellation

in November 1986, TU Electric announced that it was not economically feasible to construct a fourth
. unit at the Martin Lake Steam Electric Station (Martin Lake Unit 4) and cancelled the project which
was scheduled for senice in 1994. Pursuant to expected regulatory treatment, expenditures of approximate-
ly $37,246,000, including contractor termination costs, have been recorded as a deferred asset to be amor-
tized as approved by regulatory authorities. The application in 1988 of Financial Accounting Standards

- Board's Statement of Financial Accounting Standards No. 90 entitled "Regulated Enterprises Accounting
for' Abandonments and Disallowances of Plant Costs" to the accounting for the abandonment of Martin
Lake Unit 4 will not have a material effect on the Company's financial statements.
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Notes to Financial Statements (concluded)

11. Commitments and Contingencies - (mndudaD

Ehrchase of Utility Plant and Nuclear Fuel

in Febniary 1938, TU Electric entered into an agreement with TMPA pursuant to which TU Electric
will purchase TMPA's ownership interest in Comanche Peak. Under the terms of the agreement, TU
Electric will make a series of payments to TMPA over approximately a fwe year period totaling about
$456 million on a present value basis. The purchase price is based on TU Electric's incurred cost per
kilowatt, including AFUDC, for its existing share plus payment for TMPA's interest in the nuclear fuel
for Comanche Peak, certain transmission facilities associated with Comanche Peak and certain expenses.
In connection with_the purchase of TMPA's ownership interest by TU Electric, all oustanding clims
and pending lawsuits between TMPA and TU Electric will be settled and terminated. Finali:ation of the
agreement is subject to the approval of the NRC and the PUC with respect to the transfer of TMPA's
ownership interest. An initial payment of approximately $58.7 million was made by TU Electric in
February 1988; following such regulatory approvals, which must be receiwd no later than September 22,
1988, TU Electric will make an additional payment of approximately $51.8 million plus interest to the
date of initial closing. Thereafter, TU Electric will make ten equal semi-annual payments, including in-
terest, each in the amount of approximately $45 million, for the balance of the purchase.

General

In addition to the above, the Company and its subsidiiries are involved in various legal and ad-
ministrative proceedings which, in the opinion of the Company, should not have a material effect upon
its financial position or results of operations.

12. Supplementary Financial Information (Unaudited)
In the opinion of the Company, the following information includes all adjustments (constituting only

normal recurring accruals) necessary to a fair statement of such amounts; quarterly results are not
necessarily indicacive of expectations for a full year's operations because of seasonal and other factors, in-
cluding rate changes and variations in maintenance and other operating expense patterns.

Earnings Per
Share of

Conmukted Comnwn
Orcrating Revenues Opranng income Net income Stock

Quarter Enid 1987 1% 1987 1% 1987 19 % 1987 1%

Thaunds of DAas kup pv Are munts)

March 31.. $ 870,525 $ 830,2% $172,941 $1MS81 $130,298 $119,167 $0.90 50.86

June 30.. 1,010,889 942,451 199,646 173,711 159,083 122,682 1.07 0.85

Sepen.hr 30.- 1,269,525 1.248.119 299,9tO 297#56 258,5 % 249.2 % 1.71 1.76

Dwemtwr 31.. 931,9 4 911,147 176,316 1M,712 131,9W 115,703 0.87 y
hal .. $4,082,923 $ 3,932,N 5 $N8,88_3 SM,5M $679,976 $C6,851 M g
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Statement of Responsibility
_

%e management of Texas Utilities Company is resporisible for the preparation, integrity and objectivity
of the consolidated financial statements of the Company and its subsidiaries and other information in-
duded in this report. %e consolidated financial statements have been prepared in conformity with
generally accepted accounting principles applied on a consistent basis. As appropriate, the statements in,
clude amounts based on informed estimates and judgments of management.

The Company's system of internal accounting control is designed to provide reasonable assurance, on a
cost-effective basis, that assets are safeguarded, transactions are executed in accordance with management's
authorization and financial records are reliable for preparing consolidated financial statements. Manage-
ment believes that the system of control provides reasonable assurance that errors or irregularities that
could be material to the consolidated financial statements are prevented or would be detected within a
timely period. Key elements in this system include the effective communication of established written
policies and procedures, selection and training of qualified personnel and organi:ational arrangements that
provide an appropriate division of responsibility. This system of control is augmented by an ongoing in,
ternal audit program designed to evaluate its adequacy and effectiveness.

The Board of Directors of the Company addresses its oversight responsibility for the consolidated finan-
cial statements through its Audit Committee, which is composed of directors who are not employees of
the Company. The Audit Committee meets regularly with the Company's management, internal auditors
and independent certified public accountants to review matters relating to financial reporting, auditing and
internal controls. To ensure auditor independence, both the internal auditors and independent certified
public accountants have full and free access to the Audit Committee.

The independent certified public sccounting firm of Deloitte Haskins & Sells is engaged to examine, in
accordance with generally accepted auditing standards, the consolidated fmancial statements of the Com-
pany and its subsidiaries and to express an opinion thereon.

- -

| Accountants' Opinion
_

DEL.OrlTE HASKINS & SELLS
CERTIFIED PUBLIC ACCOUNTANTS

To the Shareholders of Texas Utilities Company:

We have examined the consolidated balance sheet of Texas Utilities Company and subsidiaries as of
December 31,1987 and 1986 and the related consolidated statements of income, retained earnings and
source of funds for construction for each of the three years in the period ended December 31,1987. Our
examinations were made in accordance with gensally accepted auditing standards and, accordingly, in-
cluded such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the financial posi-
tion of the companies at Daember 31,1987 and 1986 and the results of their operations and the source
of their funds for construction for each of the three years in the period ended December 31,1987, in
conformity with generally accepted accriunting principles applied on a consistent basis.

DELORTE HASKINS & SEus;

Dallas, Texas
March 18,1988
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_ TEXAS UTILTDES COMPANY SYSTEM

Financial Statistles
_ __

1987 1986 1._98_5

TOTAL ASSEIS end d year (daanis) . $13,986,260 $12,318,192 $10,867,022.... . . ..... . ..

UDLHY PLANT end d year (ducands). . $15,172,994 $13,566,133 ' $12,144,563. . . . ... . ... . ..

Accumulated depeciation end of year . . . . . . . . . . . . . . . . . . . . 2,718,328 - 2,522,016 2,331,783.

Construenon expenditures (including allowance for funds
used dunng construction). . 1,688,831 1,519,619 1,108,861. .. . .... .. .. . ..

CAITTALI2AT10N end of year (dacands)
Long<crm debt. $5,141,491 $4,283,791 $3,615,669... . .. . .

Preferred stock:
Not subject to mandaron redempion 909,633 811,418 811,418.. ... . . ..

Subject to mandatory redemption . . . 232,906 232,424 34,696. . .

5,032,331 4,460,821 4,066.661Common stock equity . . . . . ..

Total $11,316,361 $9,788,4M $8,528,+17
. . . . . . .... . . ,.

CAPITALIZATION RAT 10S end d year
long<erm debt . . 45.4 % 43.7% 42.4 %. .. ... ... .

Preferred stock . . 10.1 10.7 9.9. . . . . . . ..

Common stock equity 44.5 45.6 47.7-. . .

Total . 100.0 % 100.0 % 100.0 %. . . ..

EhiBEDDED LTTEREST COST ON LONG-TERhi DEBT end d year . 9.9% 10.0 % 10.3 %

EhiBEDDED DIVIDEND COST ON PREFERRED STOCK end d year . 8.3% 8.1% 8.2%

CONSOLIDATED NET INCOhtE (ducands) . . $679,976 $626,851 $587,758. ..

DIVIDENDS DECIARED ON COhihiON STOCK (dnanf3) . $421,416 $377,865 $343,361.

COhihiON STOCK DATA
Shars outstanding-average . . 149,449,134 140,981,671 135,265,534. ... . . .

Shares outstanding--end of year. 152,408,942 142,805,206 138,013,i62. .. .

Earnings per awrage share . . $4.55 $1.45 $4.35. . ..

$2.80 $2.68 $2.52Dividends declared per share . . . . . .

Book value per share-<nd of war . $33.02 J31.24 $29.46.. .. . .. .

Return on awrage common stock equity . . 14.3 % 14.7 % 15.4 %.. . .

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION
AS FERCENT OF CONSOUDATED NET INCOhiE . 56.9 % 48.5 % 39.1 %

NET FUNDS FROhi OPERA'llONS AS PERCENT OF
CONSTRUCDON EXPENDITURES (exduding alkmance for funds
used during construction) . 18.2 % 32.9 % 51.0% ,.. .

)
l
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19M 1983 1982 1981 1980 1979 1978 1977

$9,759,148 $8,780,9H $8,021,@7 $7,306,658 $6,552,972 $5,821,933 $5,161,808 $4,563,806

$11,031,699 $9,967,653 $9,051,442 $6,lH,803 $7,438,877 $6,631,618 $5,862,0% $5,111,037
2,143,863 1,958,103 1,758,156 1,560,754 1,378,654 1,213,927 1,057,MS 917,637

951,323 906,930 891,560 792,268 807,008 872,916 737,353 734,282

$3,322,925 $3,103,452 52,973,253 $2,713,863 $2,527,716 $2,368,612 $2,038,654 $1,859,057

727,911 629,779 (00,109 W,1N W,10) 535,824 506,233 476,578
34,696 34,696 - - - - - -

, 3,573,103 3,235,375 2,810,195 2,421,8M 2,090,520 1,830,472 1,624,298 1,432,830

$7,658,635 $7,003,302 $6,383,557 $5,735,836 $5,218,M5 $4,734,908 $4,169,185 _$3,768,465

43.4 % 44.3 % 46.6 % 47.3% 48.4 % 50.0 % 48.9 % 49.3 %
10.0 9.5 9.4 10.5 11.5 11.3 12.1 12.7
46.6 46.2 44.0 42.2 40.1 38.7 39.0 38.C

100.0 % 100.0 % 1010% 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %

10.1 % ~7% 9.5% 9.0% 8.3% 7.9% 7.5% 7.3%

8.3% 8.0% 7.7% 7.7% 7.7% 7.4% 7.3% 7.2%

$526,N1 $461,468 $428,M6 $359,398 $297,644 $211,151 $200,738 $175,919

$298,878 $262,650 $227,076 $192,306 $1M,527 $142,262 $119,H5 $103,250

126,626,241 !!8,454,666 111,356,815 102,292,239 93,719,257 86,319,396 79,026,787 73,lH,444
128,585,669 123,6S5,058 114,'82,319 105,236,301 %,0S8,MS 87,9S5,098 80,665,889 75,000,000

$4.15 $1.N $185 $3.51 $3.18 $2.45 $2.54 $2.40
$2.36 $2.20 $2.M $1.88 $1.76 $1.M $1.52 $1.40

$27.79 $26.16 $24.61 $23.01 $21.76 $20.80 $20.14 $19.10
15.5 % 15.3 % 16.4 % 15.9 % 15.2 % 12.2 % 13.1 % 13.0 %

32.7 % 34.4 % 31.7 % 26.1 % 26.2 % 28.2 % 26.9 % 33.3 %

58.4 % 53.9 % (0.0% 58.8 % 52.7 % 40.3 % H.1% 36.4 %

.
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TEXAS UTILmES COMPANY SYSTEM

Operating Statistics

1987 1986 _1%5

ELECTRIC ENERGY GENERATED AND PURCHASED (muh)
Generated-net station output 71,878,925 ' 75,467,871 76,355,3 %......... . .. ..... .. ...

Purchased and net interchange . . 11,019,037 4,712,082 2,057,490.... . ......... .. . ..

Total generated and purchased. . . 82,897,962 80,179,953 78,412,886. ... .... , ..

Company use, losses and unaccounted for . . 5,125,310 4,925,178 5,N2,990.. . . ... ..

Total electnc energy sales . . . 77,772,652 75,254,775 73,369,896. . . . ... . ... .

ELECTRIC ENERGY SALES (muh)
Residential 25,716,080 24,6N,1@ 24,300,788... . . . . . .. .. .. ...

Commeraal . . . . . . . 22,324,328 21,453,435 20,349,334.. .... .. . . .... .. . .

Industrial . . . . . . . 21,420,705 21,013,278 20,921,530o ....... .. .. . ... . ... . . .

Government and municipal . . . . . . . . . . . 2,499,981 2,385,168 2,324,785.... .. ...

Total general business . 71,961,094 69,455,990 67,896,437.. . . . . . ..

Other electric uti'ities . 5,811,558 5,798,785 5,473,459.. . ...... ... . .. .. .. . .

Total electric energy sales . . . . . 77,772,652 75,2M,775 73,369,896. ....

OPERATING REVENUES (thxands)
Residential . . . . . $1,603,446 $1,530,258 $1,673,378.. . . .. .... , ....... ... ..

Commercial . 1,166,832 1,137,W4 1,207,784. . . ... . .

Industrial 800,635 822,831 935,849..... . .... . .. . ... . ..

Government and municipal 140,291 134,927 145,256. .. .

Total general business . . 3,711,204 3,625,9 @ 3,% 2,267.. .. . . . .. . ....

Other electric utilities . 221,413 222,644 250,857. ... . . . .. . .

Total from electric energy sales . . . . . . . 3,932,617 3,848,6N 4.213,124......... . ......

Other operating revenues (includsg over/under-recowred fuel revenue) . 150,306 83,441 (42,967)

Total operating rewnues. $4,082,923 53,932,N5 54,170,157.... . .. . ..

D F.CIRIC CUSIDMERS end of year
Residential 1,838,467 1,820,381 1,7M,346. . ... . .. . .

Commeraal . 218,641 217,232 214,386. . .. . .. .

Industrial 24,006 23,912 24,148..... ..... . .. .

Gowrnment and municipal . 13,690 13,180 12,080.. . . .

Total general business . 2,094,804 2,074,705 2,014,960. .. .

Other electric utilities . 62 61 63. . .

Total electric customers . 2,001,866 2,074,766 2,015,023. . . . .

RESIDENTIAL STATISTICS (excludes master-metered customers,
mwh saks and rewnues)

Average kwh per customer 13,147 12,749 13,062.

Average rewnue per kwh 6.33c 6.31e 6.99e. .

Industrial classification includes senice to Alcoa-Sandow:
Electric energy sales (muh) . . . . 3,409,332 3,092,696 2,861,4H.

Operating rewnues (thxmnds) . $62,630 565,6M $68,W6..
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1984 1983 1982 1981 1980 1979 1978 1977

72,582,637 67,706,5H M,224,726 62,447,413 62,865,M1 58,051,429 57,196,077 53,156,235
382,651 343,581 371,190 91,091 56,388 75,695 79,688 72,H5

72,% 5,288 68,050,175 M,595,916 62,538,5N 62,922,029 58,127,124 57,275,765 53,229,080
3,839,517 5,340,248 4,215,774 4,166,327 4,422,752 4,001,684 4,NI,486 3,549,768

69,125,771 62,709,927 (0,380,142 58,372,177 58,499,267 54,125,440 53,234,279 49,679,312

22,693,290 20,162,506 19,H5,087 18,676,240 19,M4,40) 17,3H,402 17,H3,224 16,M2,382
19,026,267 17,366,563 16,475,253 15,383,162 14,683,1N 13,2M,436 13,117,202 12,347,755
20,343,558 18,6T,077 17,526,412 17,992,261 17,581,265 17,275,859 16,469,636 15,678,2M

1,920,420 1,790,476 1,730,273 1,692,106 1,796,988 1,M9,726 1,728,056 1,565,518

63,983,535 58,0W,622 55,677,025 53,743,769 53,905,766 49,6N,423 49,258,118 46,233,909
5,142,236 4,700,305 4,703,117 4,628,403 4,593,501 4,521,017 3,976,161 3,445,403

69,125,771 62,709,927 (0,3T,142 58,372,177 58,499,267 54,125,440 53,234,279 49,679,312

$1,546,081 $1,306,912 $1,237,632 $1,N4,761 $ 877,555 $ 672,340 $ MO,611 $ 552,331
1,127,766 998,362 911,48/ < <8,008 590,921 488,170 439,146 375,822

893,531 808,016 745,243 659,678 482,919 419,224 373,456 310,811
117,793 IN,730 95,673 83,077 68,3 % 54,565 49,623 40,331

3,685,171 3,21P,020 2,990,035 2,565,524 2,019,791 1,634,299 1,502,836 1,279,295
233,2 % 202,387 190,727 161,998 123,188 105,306 87,592 69,975

3,918,467 3,420,407 3,180,762 2,727,522 2,142,979 1,739,(05 1,590,428 1,349,270
13,768 67,509 57,263 10,855 31,574 16,6M 13,928 18,508

$3,932,235 $3,487,916 $3,238,025 $2,738,377 $2,174,553 $1,756,289 $1,6N,356 $1,367,778

1,669,735 1,556,760 1,477,097 1,421,273 1,356,651 1,287,701 1,221,468 1,159,885
208,477 198,548 187,065 177,269 171,495 IM,291 160,170 153,658

24,05S 22,761 21,478 20,692 19,590 18,654 17,953 17,216
11,455 10,210 10,148 10,263 10,488 11,257 11,2 @ 11,274

! 1,913,725 1,788,279 1,695,788 t,629,497 I,558,224 1,481,903 1,410,851 1,342,033
66 68 75 78 80 80 62 60

| 1,913,791 1,783,347 1,695,863 1,629,575 1,558,304 1,481,933 1,410,913 1,342,093

12,S87 12,073 12,320 11,862 13,125 11,897 12,747 12,213
6.93e 6.(Ce 6.34e 5.72e 4.54e 3.98e 3.70e 3.45e

|

| 2,989,272 2,f60,5M 2,316,308 2,M8,997 2,918,7H 3,076,399 2,891,259 2,786,027
$N,825 $68,121 $68,035 $M,016 $48,813 H8,KO $41,572 $36,878

|
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1 Shareholder guarterly starket price aanges Directory'

.,

Jg[ggggghnj ' () Price Range TRANSFER AGENTS AND4

.] Quarter EnJed _ ,1987 1986 REGISTRARS
1 hiTrust Corp, N.A.g g g-I Dallas, Texas

.j hlarch 31. $36% $31% $345 $29 hiorgan Shareholder Scrvices Trust
.. _ ,

j June 30. 33% 30 35% 29 % Company
' Consolidated Earnings , a Smember 30.. 34 % 30% 37g 30 % New Y rk, New York
.' Divid.end,* Dec_lared. ~~. . ] Dttember 31. 31% 25% 34 % 31 %

_ j DIVIDEND DISBURSING AGENT. p" - -- j Dividends Paid per Share hiorgan ShareholJer Services Trust

0 4 of Common Stock Companym
| --

. 's 30 West Broadway
3 | I

( . e@/1
New York, New York 10007-2192<

Dividends Paid' ; 4a _ 1.,

,' ? I3 -[ Quarter Ended 1987 1986 AGENT FOR PARTICIPANTS'

;;''..f. ~~ REINVESThtENT AND COhihiON
}. _-] AUTOhiATIC DIVIDEND

' . W ! i<j,

3 5
! t

'* i !!L ,.!!!k hiarch 31. 50.67 W.63 STOCK PURCHASE PLAN'

!f! Il' b June 10. . 0.70 0.67 hiorgan Shareholder Services Trust'

' '

i. j j ]| .' September 10.. 0.70 0.t,7
Company4 2.w !

'

i Dividend Reinvestment Plans
A zu ; ~; _R Daemhr 31.. 0.70 0.67 P.O. Box 3506, Church Street Station

.,.
'

l $2.77 52M New York, New York 10008 3506'
g .;j:
3 m )

__ _

a~' #
e STOCK EXCHANGE LISTlNGS

"; ' " ,

:1 Jnidends payable in caA in each year smce New York, New York
j The Company has Jttlared common stock New York Stock Exchange, Inc.

~ _I its inccirporation in 1% and |sas continua.1
" 3 its record of annual JmJend increases, hiidwest Stock Exchance, Incorporated>

.s . ! which commencal in 1948. At its February Chicago, Ilhnois

J [j 1988 meeting, the Ibard of L. ectors again The Pacific Stock Exchange Incorporated
j q n w si az as s4 o' " 87 F" raised the quarterly Jnidend by twu cents Les Angeles and San Francisco,

r J "-8d" **j per share, from 70 cents to 72 cents. This Cahforniai
,E maa r- w~

|
~~ - '

.| rn:ular quarterly dwidend is payaNe April 1, Taker Symbol TXUr
19SS, to shareholders of record on hiarth 7.'o '

J. Dmdends are paiJ in cash to shareinlJets< s

g. ') who are tot participating in the Automatic
Lj Dnidend Reinetnznt and Common Scotk The Annual Rcport has been prepared for

] Purchaw Ran; all Jnidends are reportable the purpose of potidmg shareholders uith
,

4 for federal income tax purnm as orJ: nary informanon concernmg the Company and not
1 Jnidend income. Referetxe is made to Note in connection unh any sale or purchase of,

] 4 to Financial Statemer.ts rnprd:ng hmita- or any offer or solicuar on of an offer to bu:

; tices upon payment of dmdends on or self, any securnics.
commo, stock.p 3

1 Texas Unbrics Company durriburcs a

' " *

1988 Annual hieeting bootter ccmraining actaded system fmanciali
and operarmg data, uhich hate 6cen compd.

The Annual hiecting of ca fo, ,te con,cnicnc, of fmancial anags,,;-

: Shareholders of the Company a copy ual Ec farmaed upon request.,

wv 'i will be held at 9:30 a.m. on
Friday, hiay 20,1988, in the A cop) of 'h< ^":"! RcP"r' 'o the

<4 1 Pla:a Ballroom at the Pla a of S'o"r$'"s and Eschange Commusion, Formx> i , ual be fumuncd by the compans
r - the Americas Hotel, 650 North -

upon ,cqu,n.*v Pearl Street, Dallas, Texas.'

TN ! Shareholders are cordially Regets for copics or other Aarcholdcr
b ! invited to be present at the mio"'"i<m sho"Id be d"cord to:-

|
annual meeting. Those unable y;{|;'jj"g4,~'

to attend are urged to exercise ;ggj Bnan Touer

their right to vote by proxy. Dallas, Te,as 75201*

#~ Notice of meeting and proxy clo ^1 N 646

i statement and form of proxy
; will be mailed shortly after

# #
: h1 arch 21, the record date for
. the meeting. Following the
i meeting, a report of the,

; proceedings will be prepareJ
and distributed to ail

~ 40 .

1 shareholders.
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Directors and Officers

Directors Officers

JAMES K. DOBEY MARGARET N. MAXEY JERRY FARRINGTON
Aptos, California Austin, Texas Chainnan of the Board and
Retired Chainnan of the Director of the Chair of Free Chief Excaaite
Board, Wells Fargo 8 Enterpnse and &fessor, Biomaliad gggg gyg
Company Engineering % gram, College of p,,y

' JACK W EVANS
Engineering at The Unitersity of
Texas at A:stin. T. L BAKERDallas, Texas

Vice President
Chainnan of the Board and ERLE NYE
Chief Excaaite Officer Dallas, Texas W. H. GOODENOUGH
of Odlum Companies, Inc. President of the Company Treasurer

JERRY FARRINGTON CHARLES R. PERRY H.A. HORN
Dallas, Texas Odessa, Texas Assistant Treasurer and
Chainnan of the Board. Intestments, Oil and Gas Interests Assistant Secretan
"d 'I b' #i'' CHARLES N. PROTHRO S. S. SWIGERf th ComAmy Wichita Falls, Texas Controller
WILLIAM M. GPlFFIN Ouner, Perkins-Prothm Company

PET 11R B. T1NKHAMaticut .
,' WILLIAM H. SEAY Secretan and Assistant Treasineror

Dallas, Texas
,

BURL B. HULSEY, JR. Intestments, Retired Chainnan andt

| Fort Worth, Texas Chief Excaaite Officer of
| Retired Vice Chairman of the Sotahuestem Life Instaance
! Board of the Compmy Company

|-
|

|
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DALLAS, TEXAS 75201
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
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and
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v::AYNE CORtcY.C"^ AXLEY & RODE ">""''*^*'5''''**,

j . C,14YRON SMITH, CPA (4c!) c34 6621,

LYNN MONTE 2. CPA CERTIFIED PUBLIC ACCOUNTANTS tw s. tim ERuNo,

DRUCE SIETTERT. CPA BRANCH L. AXLEY. CPA (RETIRED) P.O. EIOX 1388

DON DENNIS. CPA CARL F. RODE. CPA (RETIRED) NACOGDOCHES. TEXAS 75961
J. LEON MANNING. CPA SAM TARRY. CPA (RETIRED) (4o9)569 3518
ERNEST A KING.CPA HORACE CLIFTON. JR CPA (1942 t981) 42o NORTH STREET
GARVEY JACKSON CPA TUCKER WEEMS. CPA (RETIRED)

CROCKETT. TEXAa 75835
1RIE MONTES. CPA (4o9)544 2256
DAVE R. STEWART. CPA PO. BOX 695
GAYLON R. CLARK. CPA LUFKIN uviNGSTON. texas 7735i
TRACY W. GOLDEN, CPA

(4o9)327366
J. LEE BRITTAIN. CPA 619 N. WASHINGTON

March 30, 1988

Board of Directors
Tex-La Electric Cooperative of Texas, Inc.t

Nacogdoches, Texas

Members of the Board:

We have examined the finsucial statements of Tex-La Electric Cooperative of
Texas, Inc. (the Cooperative) for the years ended December 31, 1987 and 1986, and
have lesued our report thereon dated March 30, 1988. As part of our examination, we
made c. study and evaluation of the Cooperative's oystem of internal accounting 1
control to the extent we considered necessary to evaluate the system as required by
generally accepted auditing standards and specific REA audit requirements as set out
in 7 CFR Part 1789 - REA Policy on Audits of Electric and Telephone Borrowers. The
purposes of our study and evaluation were to determine the nature, timing, and
e,xtent of the auditing procedures necessary for expressing an opinion on the
Cooperative's financial statements. Our study was more limited than would be
necessary to express an opinion on the system of internal accounting control taken
es a whole.

The management of the Cooperative is responsible for establishing and
maintaining a cystem of internal accounting control. In fulfilling this responsi-
bility, estimates and judgments by management are required to assess the expected
benefits and related costs of control procedures. The objectives of a system are to
provide reasonable, but not absolute, assurance that assets are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in
accordance with management's authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting
principles.

Because of inherent limitations in any system of internal accounting control,
errors or irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the system to future periods is subject to the risk
that procedures may become inadequate because of changes in conditions or that the
degree of compliance with the procedures may deteriorate.

Our study and evaluation made for the limited purposes described in the first
paragraph would not necessarily disclose all material weaknesses in tne system.
Accordingly, we do not express an opinion on the system of internal accounting
control of the Cooperative taken as a whole. However, our study and evaluation
disclosed no condition that we believed to be a material weakness.

MEMDC) AMERICAN INSTITUTE OF CERTFIED FUOUC ACCOUNTANTS . TEXAS SOCIETY OF CERTflED PUBUC ACCOUNTANTS * AICPA DivlSION FOR CPA FIRMS
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Board of Directors
Tex-La Electric Cooperative

of Texas, Inc. -2- March 30, 1988

Our comments on specific financial and accounting matters as required by REA
and other comments and recommendations developed during our examination, which do
not represent internal control weaknesses, are detailed below.

C0 MENTS

Examination Procedures:

The procedures specified in Part 1789 have been performed.

Special Reports:

No special reports, summary of recommendations- or similar
communications other than this management letter were furnished to the
Cooperative's management during the course of the audit or during interim
audit work.

Material Weaknesses in Internal Accounting Control:

Not applicable.

Weaknesses in Internal Accounting Control Not Considered Material:
i

Due to the limited number of personnel employed by the Cooperative, a
total segregation of certain accounting functions is not possible, nor
would it be economically feasible to employ a large accounting staff.
Sufficient compensating controls are being utilized to provide assurance
that assets are safeguarded and transactions are proper and recorded in a
timely manner.

Required Comments:

Internal Accounting Control:

As stated above, a total segregation of certain accounting
functions is not possible nor is it economically feasible; however, a
system of authorization and recording procedures adequate to provide
reasonable accounting control over assets, liabilities, revenues, and
expenses is in place. Personnel assigned to specific duties are of a
quality commensurate with their expected responsibilities.

Due to the limited segregation of duties, more substantive work
was performed than compliance work.

An electronic data processing system is used to produce the
Cooperative's accounting records. This system was externally tested
to prove mathematical accuracy and proper posting of entries. No
errors were noted.

Ax l.E Y & R O D E
CF ATIFIFO PUBLIC ACCOUNT A NTS
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I Board of Directors
Tex-La Electric Cooperative

of Texas, Inc. -3- March 30, 1988

Accounting and Records -

The accounting and reporting procedures used by the Cooperative
were e ' equate and effective and the general condition of the records
was good. The methods used in accumulating costs for material,
transportation, labc. and overhead, and the distribution of these
costs to construction and/or expense accounts were proper. During
our examination, nothing cane to our attention to indicate that the
Cooperative has not maintained its records in accordance with the
prescribed uniform system of accounts, and no recommendations for
improvement are warranted.

Materials Control -

Control over materials and supplies is adequate.

Compliance With Loan Documents -

There has been full compliance with the provisions of the loan
contract and mortgage to REA relating to the redemption of capital
and payment of dividends during the audit period.

Reports to REA -,

The information in the December 31, 1987 financial statements
(Form 12) submitted to REA is in agreement in all material respects
with the borrower's records.

Service Contracts -

The Cooperative and Sam Rayburn G & T, Inc. (a Texas electric
utility cooperative) share office space and employees. The
Cooperative pays common expenses and Sam Rayburn reimburses the
Cooperative for 50% of the common expenses.

Deposits -

Funds were only deposited with financial institutions insured by
an agency of the Federal government.

Income Tax Status -

For the year ended December 31, 1987, more than 85 percent of
the income of the Cooperative was received from members. Exemption
from Federal income tax has been obtained. Internal Revenue Service
Form 990 is being filed annually.

A X I. E Y A R O O F.
CFRTirgro Pust.lc ACCOUNT A NTS
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Board of Directors
Tex-La Electric Cooperative

of Texas. Inc. -4- March 30, 1988

Related Party Transactions -

There are 'no material related party transactions that came to
our attention during our examination that have not been disclosed in

( the financial statements of the Cooperative.

Acquisitions or Sales of Property -

There were no significant acquisitions of land during the year.

Depreciation Rates -

Depreciation was computed in accordance with REA guidelines, and
no unusual charges or credits occurred in the depreciable asset
accounts.

Insurance Certifications -

All insurance policies which were in force during the prior one-
year period have been renewed or replaced.

This letter supplements the information included in the financial statements
end, notes. It is intended solely for tha use of management, the REA and
supplemental lenders and should not be used for any other purpose.

In accordance with the terms of our engagement, we are enclosing copies of the
report and management letter for each member of the Board, the General Manager, and
other required distribution. Two copies of the report and management letter should
be transmitted to the REA and one copy transmitted to supplemental lenders, where
applicable.

We express our gratitude to the officers and employees of the Cooperative for
the courtesies extended us during the course of our examination. We shall be
pleased to discuss the contents of this letter with you in greater detail at your
convenience.

Very truly yours,

AXLEY & RODE

'

ERNEST J. KING, CPA
PARTNER

EJK:rs
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LUFMIN . N ACOG DOCH E S . CROC K ETT . LIVINGSTON
TEXAS.

March 30, 1988

The Board of Directors
Tex-La Electric Cooperative of Texas, Inc.

We have examined the balance sheets of Tex-La Electric Cooperative of Texas,
Inc. (the Cooperative) as of December 31, 1987 and 1986, and the related statements
of revenue and expenses, patronage capital and other equities, and changes in

f financial position for the years then ended. Our exeminations were made in
accordance with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing proceduros as we
considered necessary in the circumstances.

.

The balance sheets at December 31, 1987 and 1986 include the Cooperative's
share of certain construction costs in connection with the 2 1/6% joint ownership of
the Comanche Peak Nuclear Generating Station. As discussed in Notes 2 and 11,

recovery of these costs is uncertain and dependent upon future events, the outcome
of which cannot presently be determined.

,

In our opinion, subject to the effects on the financial statements of such
adjustments, if any, as might have been required had the outcome of the uncertainty
discussed in the preceding paragraph been known, the financial statements referred

{- to above present fairly the financial position of Tex-La Electric Cooperative of
Texas, Inc. as of December 31, 1987 and 1986, and the results of its operations and

( the changes in its financini position for the years then onded in conformity with
[ generally accepted accounting principles applied on a consistent basis.

f
L
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-
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
BALANCE SHEETS

December 31, 1987 and 1986

1987 1986

ASSETS
Electric Plant, At Cost (Notes 2, 6 and 11):

Furniture and fixtures $ 25 906 $ 24 753
- Office building 91 102 91 102

117 008 115 855
Less accur ulated depreciation 14 050 8 651

f. '
102 958 107 204

Construction work in progress 189 764 145 170 128 561
189 867 103 170 235 765

Other Assets and Investments:
Investment in associated organizations (Note 3) 2 164 673 2 838 157
Other assets 7 686 3 731

2 172 359 2 841 868

Current Assets:
Cash, including temporary cash investments

of $1,678,571 and $987,839 in 1987 and 1986 - i

General funds 1 681 308 1 011 071

}
Cash, including temporary cash investments

i of $6,019 and $152,632 in 1987 and 1986 -
Construction funds 216 109 259 763

Accounts receivable (includes receivables from
). member cooperatives of $2,519,269 in 1987
' and $1,654,900 in 1986) 2 595 091 1 723 594

Prepaid expenses 6 368 50 625
4 498 876 3 045 053

{- $196 538 338 $176 122 706

EQUITIES AND LIABILITIES
Patronage Capital and Other Equities (Note 11):

Memberships $ 700 $ 700

Patronage capital (Note 4) 422 726 359 819

( Other equities (Note 5) 194 375 152 100
617 801 512 619

Long-term debt (Notes 6 and 12) 191 663 255 173 035 986

Current Liabilities:
Accounts payable 4 257 282 2 574 101

$196_53_8_338 $176 122 706

l
lThe acccmpanying notes are an integral part of these financial statements,
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMEffrS OF REVENUE AND EXPENSESr

L For The Years Ended December 31,'1987 and 1986

Operating Revenue:
. Power sales (Notes 7 and 10) $27 104 885 $27 412 058

Operating Expenses:
Cost of purchased power 24 540 147 26 526 304

- Administrative and general (Notes 8 and 9) 923 608 766 547
c-

[ Depreciation 5 399 4 739
25 469 154 27 297 590

f Operating margins before
interest expense 1 635 731 114 468'

Interest Expense:<

Interest on long-term debt 17 058 705 16 577 621
Allowance for borrowed funds used

during construction (15 415 095) (16 577 621)
1 643 610 -

s

Operating margin (deficit) (7 879) 114 468

Nonoperating Margin:
Interest income 113 061 42 275

Net margin $ 1_05 182 $ 156 743

-

L

,

?

| -

The accompanying notes are an integral part of these financial statements.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF PATRONAGE CAPITAL AND OTl!ER EQUITIES

For The Years Ended December 31, 1987 and 1986
[.

PATRONAGE OTIIER

{' MEMBERSHIPS CAPITAL EQUITIES TOTAL

Balance, December 31, 1985 $700 $258 101 $ 97 075 $355 876'

156 743Net margin - 156 743 -

(55 025) 55 025 -Transfer to appropriated margins -

( Balance, December 31, 1986 700 359 819 152 100 512 619

105 182105 182 -

Net margin -

Transfer to appropriated margins _ (42 275) 42 275 -

Balance, December 31, 1987 $,2,qQ $422 726 $194 375 $617 801

.

k

{

[

[

t

{

( The accompanying notes are an integral part of these financial statements.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF CHANGES IN FINANCIAL POSITION

For The Years Ended December 31, 1987 and 1986

1987 1986

Funds Were Provided By:
Net margin $ 105 182 $ 156 743
Add Items Not Requiring Funds:g

| Depreciation 5 399 4 739
TOTAL FROM OPERATIONS' 110 581 161 482

Advances from REA 6 964 000 21 257 986
f Advances from CFC 11 663 269 -

Decrease in investment in associated organizations 673 484 -

|
Decrease in working capital 229 358 1 381 045

l $19 640 692 $22 800 513

Funds Were Used For:
f Additions to construction work in progress $19 635 584 $22 697 178

Additions to furniture and fixtures 1 153 8 502
91 102Additions to building -

Additions to other assets 3 955 3 731
- $19 640 692 $ 1 800 513

Increase (Decrease) in Working Capital By Components:
Cash - General $ 670 237 $ 375 788
Cash - Construction (43 654) (1 313 423)
Accounts receivable 871 497 (735 411)
Prepaid expenses (44 257) 43 489
Accounts payable (1 683 181) 243 551

4 961Accrued interest -

$ (229__358) $(1 381 045)

{

l

i

i

The accompanying notes are an integral part of these financial statements.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICAN'f ACCOUNTING POLICIES

O_rjanization and Operation:

Tex-La Electric Cooperative of Texas, Inc. (the Cooperative) is an electric
generating and transmission cooperative formed pursuant to the Texas Electric
Cooperative Corporation Act. The Cooperative provides wholesale electric service to
the distribution cooperatives of Cherokee County Electric Cooperative Association,
Deep East Texas Electric Cooperative, Inc., Jasper-Newton Electric Cooperative,
Inc., Houston County Electric Cooperative, Inc., Rusk County Electric Cooperative,
Inc.. Sam Houston Electric Cooperative, Inc. and Wood County Electric Cooperative,
Inc. (Members).

formed principally to provide dependable power and energyThe Cooperative was
to its members at the lowest cost possibic. In doing so, the Cooperative works

closely with its members in determining their power requirements and in contracting
with its respective bulk power suppliers to satisfy such requirements.

Chart of Accounts:

The Cooperative maintains its accounting records in accordance with the Federal
Energy Regulatory Commission's Uniform System of Accounts as adopted by the Rural
Electrification Administration. The more significant accounting policies are
described below.

Electric Plant:

Office building and furniture and fixtures are stated at historical cost.
|

Depreciation of these assets is computed at a straight-line composite rate of 4% and
7%, respectively.t

Construction work in progress represents the Cooperative's share of the project
costs for the construction of the Comanche peak Steam Electric Station not yet in

production.

Allowance for Borrowed Funds Used During Construction:

The Cooperative has capitalized as permitted to electric plant the cost of
borrowed funds used for the construction of the Comanche Peak Steam Electrici

Station net of the related interest income from invested construction funds.

Income Taxes:
p

I

The Cooperative is exempt from Federal income tax under the provisions of'

Section 501(c)(12) of the Internal Revenue Code.

-6-
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMErffS - C0rfflNUED

r

[

NOTE 2 - JOINTLY-0WNED FACILITIES

On December 9, 1980, the Cooperative executed a Joint Ownership Agreement with
Texas Pcver & Light Company to acquire a 4 1/3% undivided ownership interest in the
Comanche Peak Steam Electric Station, a two unit 1150 megawatts each nuclear fueled
electric generating station, located near Glen Rose, Texas in Hood and Somervell
Counties, Texas, being constructed by Texas Utilities Generating Company.

On February 12, 1982, following the announcement of a substantial increase in
the cost of the project and delay in the projected commercial operation date, the
Cooperative agreed to reduce its interest in the project to 2 1/6%. In 1982 the

{
Cooperative, based on Texas Utilities Electric Company's (Texas Utilities)

estimates, expected that Comanche Peak Units 1 and 2 would be licensed by the
Nuclear Regulatory Commission (NRC) and commence commercial operation in 1984 and
1985, respectively, and that the Cooperative's share of the project would cost a
total of $120 million. The Cooperative planned to fund its participation in the
project by means of a loan from the Federal Financing Bank of up to $180 million,
guaranteed by the Rural Electrification Administration (REA).

As a result of dif ficulties which Texas Utilities has encountered in the NRC
licensing process, primarily in convincing the NRC that Comanche Peak hr.s been
properly constructed, the NRC to date has not issued an operating license for either
Unit 1 or 2. At present, the Cooperative is not able to predict when, if ever, the
NRC will issue an operating license for the project. The Cooperativo does not
expect commercial operation of the project to commence prior to January, 1990 for
Unit 1 and December, 1991 for Unit 2. As of December 31, 1987, the Cooperative's
total expenditures for its 2 1/6 percent share of the project is approximately $190
million. Based on the Cooperative's current estimates for the completion and

f
licensing of the project, the Cooperative's share of Comanche Peak is expected
ultimately to cost approximately $330 million. This figure could increase further
in the event of added delays or other difficulties with the project beyond those
currently anticipated. Construction of Unit 1 of Comanche Peak is virtually

complete, but because of numerous uncertainties in the licensing process no
assurance can be given that the estimated commercial operation dates of these units
can be met or that the current estimated completion costs thereof will not be

f exceeded. Failure to secure timely and favorable regulatory approvals or any
further delay occasioned by reinspections or possible rework resulting therefrom
will increase the cost of the plant.

If the plant becomes licensed and the Cooperative files an application for a
rate increase which includes the costs associated with Comanche Peak, the Texas
Public Utility Commission may find a portion of the Comanche Peak costs to be
imprudent. Should this happen, current accounting rules would require immediate
write-off against margins for any such costs that are not recoverable through rates
or otherwise.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAh STATEMENTS - CONTINUED

.

NOTE 3 - INVESTMENTS IN ASSOCIATED ORGANIZATIONS
r

Investments in associated organizations at December 31, 1987 and 1986 consisted
of the following:

1987 1986
Patronage capital from the National Rural

Utilities Cooperative Finance Corporation (CFC) $2 163 673 $2 837 157
Memberships 1 000 1 000

$_2_164 673 $2 838 157'

The investment in CFC represents patronage capital credits allocated to the
Cooperative. Realization of cash from this investment is within the control of CFC.

NOTE 4 - PATRONAGE CAPITAL

The details of Patronage Capital at December 31, 1987 and 1986 are as follows:

1987 1986

Assignable $422 726 $359 819
Assigned - -

422 726 350 819
Less: Retired - -

$422 726 $359 819

NOTE 5 - OTHER EQUITIES

The details of other equities at December 31, 1987 and 1986 are as follows:

1987 1986

Appropriated margins $194 375 $152 100

( The by-laws of the Cooperative provide that non-operating margins be used
'

initially to offset any losses incurred during the current or any prior fiscal
year. Upon recovery of any losses, a fund in the amount of $400,000 shall be
accumulated from these remaining non-operating margins and funded each year, if

f necessary, to maintain the $400,000 balance.

NOTE 6 - LONG-TERM DEBT

Iong-term debt at December 31, 1987 and 1986 consisted of the following:

1987 1986
Mortgage notes payable to the Federal

Financing Bank at interest rates from 6.679%
to 11.911% with the Rural Electrification

{ Administration (REA) as administrator $179 999 986 $173 035 986
Note payabic to CFC at 8.0% 11 663 269 -

$191 663,25,5, $173 035 986

-8-
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMEN'rS - C0tfrINUED ;

,1

NOTE 6 LONG-TERM DEBT - CONTINUED

In July, 1981, the Cooperative entered into a loan agreement not to exceed
$180,000,000 to financo the construction and operation of generating facilities,
electric transmission, distribution and service lines by the Cooperative payable to
the Federal Financing Bank (FFB) pursuant to an agreement between the FFB and the
REA.

The maturity date of each amount advanced under the loan agreement shall not be
less than two years nor more than seven years after the date of the advance and
shall be designated in writing at the time of request by the borrower subject to RIA
approval. Under the terms of the agreement, the Cooperative may designate a
maturity date of thirty-four years after the end of the calendar year in which such
advance was made. The interest rate applicable to each advance is the respectiva
rate established by the FFB at the time of the advance. The Cooperative has
designated a long-term maturity of thirty-four years for a portion of the FFB
advances. It is anticipated that the amounts due in 1988, together with future
additional borrowings from FFB, will be extended.

During 1987, the Cooperative submitted a deficiency loan application to REA to
fund additional costs of the Comanche Peak project. In January, 1988 a $35.5
million deficiency loan agreement was finalized with FFB and REA. The terms of the
deficiency loan are substantially the same as the original $180 million loan. In
January, 1988, approximately $10.9 million was borrowed to reduce the obligation on
the CFC Ifne of credit, which had to be used until the deficiency loan was approved.

Substantially all of the Cooperative's assets are pledged as security for the
long-term debt owed FFB.

.

The Cooperative has a $12,000,000 line of credit with CFC which expires in
1988. During 1987, CFC agreed to allow the Cooperative to use the line of credit to
fund the costs and expenses of litigation with Texas Utilities Generating Company
relating to the Comanche Peak Nuclear Station.

,

NOTE 7 - POWER CONTRACTS

The Cooperative has wholesale power contracts with each of its members which
require the merbers to buy and receive from the Cooperative all their power and
energy requirements and require the Cooperative to sell and deliver power and energy
in satisfaction of such requirements. The contracts extend to December 30, 2026 and
thereafter, as permitted by law until the expiration of six months after notice of
cancellation by either the Cooperative or the Members.

The Cooperative purchased all of its power at wholesale from Texas Utilities
Electric Company, the Southwestern Power A 41nistration, an agency of the Department
of Energy, Southwestern Electric Power Company, and Houston Lighting and Power
Company.

.g.
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< TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEKENTri - CONTINUED

NOTE 8 - PENSION PLAN

All employees of the Cooperative participate in the National Rural Electric
Cooperative Association (NRECA) Retirement & Security Program (Program), a defined
benefit pension plan qualified under section 401 and tax-exempt under section 501(a)

[
,

t of the Internal Revenue Code. The Cooperative makes annual contributions to the |

Program equal to the amounts accrued for pension expense except for the period when
a moratorium on contributions has been in effect since July 1, 1987 due to reaching

full funding limitation. In this multiemployer plan, which is available - to all
f member cooperatives of NRECA, the accumulated benefits and plan assets are not

determined or allocated separately by individual employer. The total pension

j expense for 1987 and 1986 was $11,754 and $14,333, respectively, for this
I cooperative.

NOTE 9 - RELATED PARTY TRANSACTIONS

The Cooperative and Sam Rayburn G & T, Inc. (SRG&T), an electric generating and
transmission cooperative, share facilities and personnel. SRG&T reimburses the
Cooperative for its proportionate share of the related expenses and equipment

' purchases. The total reimbursement for the years ended December 31, 1987 and 1986
was $122,224 and $131,582, respectively. Certain members of the Cooperative are
members of SRG&T.

NOTE 10 - RATE MA'ITERS

In December, 1986 the Cooperative filed a request for rate increase with the
Public Utility Commission of Texas (PUCT) to increase revenues by 10 percent, or by
approximately $3 million. In 1987, the Cooperative was allowed to increase rates by
10 percent over an adjusted revenue requirement which would result in the
Cooperative's increase being approximately $3 million. The new rates were
implemented June 16, 1987.

NOTE 11 - COMANCHE PEAK LITIGATION

In May, 1986, the Cooperative and the other minority owners of the Comanche
Peak Steam Electric Station (Comanche Peak), a two-unit nuclear fueled power( generation plant, were sued by the majority owner, Texas Utilities Electric Company
(Texas Utilities). The suit seeks a declaration that Texas Utilities has properly

. performed all its obligations under the Joint Ownership Agreement relating to
- Comanche Peak and seeks to force those minority owners who have discontinued making

payments to Texas Utilities to resume making payments. Texas Utilities' lawsuit was
filed af ter months of settlement negotiations with the Cooperative had reached an
impasse and after the Cooperative, in a letter dated May 20, 1986 to Texas
Utilities, formally notified Texas Utilities that future payments would not be made
because the Cooperative believes that Texas Utilities has mismanaged the
construction of Comanche Peak and has failed to provide a cost estimate and a
schedule of completion to the Cooperative as required by a Joint Ownership
Agreement. From that time to December 31, 1987, a total of $32,074,900 would have

j been payable by the Cooperative to Texas Utilities. At this time, the Cooperative is
I not making any payments.

-10-
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMEN'rS - CONTINUED

NOTE 11 - COMANCHE PEAK LITIGATION - CONTINUED

In June, 1986, the Cooperative and two minority owners (Texas Municipal Power
Agency and Brazos Electric Power Cooperative, Inc.) of the Comanche Peak project
instituted litigation against Texas Utilities claiming various breaches of the Joint
Ownership Agreement by Texas Utilities (Note 12). The estimated cost of the
Comanche Peak project increased from $764 million in 1974 to $9 billion as currently
estimated by Texas Utillties. Completion dates of these two units were estimated in
1972 to be 1980 and 1982 for units one and two. On November 18, 1985, Texas

| Utilities announced that, assuming no further unforeseen difficulties, commercial
operations of unit one could not commence until mid-1987, with unit two commencing

j commercial operations 6 months later. On April 18, 1986, Texas Utilities announced
I that, because of new problems that had been uncovered through its reinspection

program, the estimate for commercial operation made in November, 1985 was no longer
valid. At present, Texas Utilities has indicated that Comanche Peak will not begin

f operating before 1989.

In the litigation, the minority owners assert their rights under the Texas
j
' Deceptive Trade Practices Act (LTPA). They seek to be compensated for their

damages, including, but not limited to, damages related to increased costs of
completion, delay damages and attorney's fees and expenses. Furthermore, under the

DTPA, the minority owners may recover up to three times the amount of actual
damages, plus court costs and reasonable attorney's fees.

Although settlement discussions have taken place, they have been unproductive.
The litigation currencly is set for trial commencing in the fall of 1988.
Presently, the Cooperative is not able to predict whether the settlement talks will
be successful or, if not, what the outcome of the litigation will be.

NOTE 12 - SUBSEQUENT EVENTS

On February 12, 1988 Texas Utilities and the Texas Municipal Power Agency
reached a settlement as to their claims against each other in the foregoing
litigation.

On March 16, 1988 the Cooperative completed the refinancing of certain
long-term Federal Financing Bank loans in the principal amount of $102,203,000. The
refinancing resulted in a decrease in the effective interest rate (including
servicing fee) from 10.66% to 9.76%. The issuance costs related to this refinancing

have been deferred and will be amortized over the term of the debt.
*

1
|

|
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