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“As long as | can remember, my
dad would get these calls, and
"cause he works for the electric
company, he has to go . ..

s t}

“It always seems to be stormy

and thundering and stuff . . . While emergen

“he tells me he just rides around
in the truck . ..

I think he says that so 1 don’t
worry.
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1987

Utiliey Plant® .....ooovvvvnvnnen. $15,172,994,000
Construction Expenditures,. $ 1,688,831,000

Electric Energy Sales in

Kilowatt-hours (Q00s) ....... 77,772,652
Peak Demand (Kilowatts)t .. 16,680,000
Operating Revenues........... $ 4,082,923,000
Fuel and Purchased Power .. $ 1,585,610,000
Operating Expensesi.......... S 1,648,430,000
Consolidated Net Income ... 8 679,976,000
Earnings per Share ............ $ 4.55
Dividends Declared per

| 1 SO $ 2.80
Book Value per Share* ...... $33.02
R IR N B s cces s ats iaahasising 2,094,866
Eh\[‘ls IWECS™ s ienirirnranierens 16,086

* End of year
t 1987 and 1986 mchde 113,000 and 130,000
R..Al«(uf‘ of I'\ft"“(,‘(l le demand, respectively

$ Fxcudes fuel and prarchased power
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To the Shareholders:

During 1987, efforts to
complete and license the
Comanche Peak nuclear plant
continued. It was a year in
which the Corapany made
gains in resolving thcse nuclear
issues, as well as in improving
competitiveness, holding down
costs through better efficiency
and productivity, and further
diversifying its resources used to
generate electricity.

Continiued emphasis was
placed during the year on the
Corapany's traditional
commitment to providing low-
cost, reliable electric service to
its customers and a fair return
to its investors.

Early in 1987, the new “TU
Electric” identity was adopted
for use throughout the Electric
Company. By year end, the
new identity was becoming
widely accepted by customers
and employees, helping focus
attention on the company as
an efficient provider of quality
service.

Implementation of the TU
System reorganization that
began in 1984 continued last
year with the consolidation of
the System’s communications,
personnel, ar.d purchasing
departments. Efficiencies
achieved through the
reorganization and the need to
further control costs resulted in
an early retirement program,
with more than 800 employees
taking advantage of the option.
Most were long-service
employees, and their
accomplishments over many
years of dedicated service are
deeply appreciated.

Through increased
productivity, the System
continues to serve a growing

number of customers without
an increase in number of
employees. More than 20,000
customers were added last year,
even though growth in the
service area has slowed from
the record levels experienced
earlier this decade.

The Company continues to
adapt to today’s changing and
increasingly competitive business
environment, and a more
competitive spirit was
demonstrated in a number of
respects in 1987, The Fuel
Company paid the lowest
average price for natural gas
fuel since 1980 because of its
pursuit of low-priced spot
market gas and renegotiated
contracts. Late in the vyear, a
corporate marketing department
was created to further
consolidate certain related
functions and thereby effectively
meet the needs of customers in
an increasingly competitive
marketplace. In addition, three
new combustion turbine
generating units — the
company's first new generating
units since 1981 — were
brought on line in early 1988
ahead of schedule and under
budget.

The new combustion turbine
units, the first of nine
scheduled to be in service in
1988, are designed to serve peak
periods of demand and nrovide
important flexibility in the
System’s resource plan for
providing reliable electric
service. Reduced forecasted
growth rates in demand for
electricity were reflected in the
deferral of the two Twin Oak
lignite generating units and the
Forest Grove lignite unit for
two to three years each. The
resource plan includes a
carefully planned mix of lignite
and nuclear generation, along
with combustion turbines,
cogeneration, load management,

and a life-extension program for
existing natural gas- and oil-
fueled units.

Significant progress was made
during the year in the effort to
assure the safety of Comanche
Peak’s design and -onstruction.
TU Electric's detailed
reinspection of construction and
review of design, underway
since 1984, have been
completed and all reports
submitted. A Corrective Action
Program for Unit 1 is
underway. The programs, which
include validation of safety-
related construction work, as
well as 100% of the safety-
related design of the plant,
have received the approval of
the Nuclear Kegulatory
Commission staff.

In January 1988, the
Comanche Peak Response Team
reported that about 98% of the
reinspection and documentation
reviews were in compliance with
applicable design requirements.
The CPRT also reported that
the corrective action program
provides reasonable assurance
that the plant’s structures,
systems, and components will
be capable of performing their
intended functions.

TU Electric agreed in
February 1988 to purchase,
subject to regulatory approval,
the Texas Municipal Power
Agency's 6.2% share of
Comanche Pezk and settle
pending litigation between the
parties. The company will
purchase TMPA's share for a
current dollar cost of
approximately $456 million,
which is based on TU Electric’s
cost per kilowatt for its existing
share of the plant.

In November 1987, the
Atomic Safety and Licensing
Board issued a schedule for
resuming the Comanche Peak
operating licensing hearing
process. Public hearings are



expected to begin later in 1988,
Because the reinspection,
reanalysis and corrective action
program is demonstrating that
Comanche Peak is being built
with a high level of guality,
management is confident that
an operating license will be
granted.

In March 1988, the company
estimated that Unit | would be
in commercial operation at the
end of 1989, with that estimate
based on the granting of an
operating license and fuel load
in mid-1989. Construction and
capitalization of allowance for
funds used during construction
on Unit 2 will be suspended for
about one year, beginning in
April 1988, The suspension of
construction will allow
concentration of resources on
Unit 1. Suspending
capitalization of AFUDC will
reduce earnings. Unit 2 is not
expected to be in commercial
operation until after the peak
season of 1991,

If the schedule for Unit 1 is
achieved, it is estimated that
TU Electric’'s 94 percent share
will cost $8.54 billion, or $3,950
per kilowart. Because of
uncertainty about the
commercial operation date of
Unit 2, no estimates for
AFUDC after construction
resumes nave been included.

Operating results for 1987
reflect the effect of cost control
and productivity efforts.
Earnings per share of common
stock were $4.55, compared to
$4.45 in 1986. Electric energy
sales were up 3.3%.

Construction expenditures
during the vear totalled $1.69
billion. Funds from operations
provided 18.2% of 1987
construction expenditures.

During 1987, the System
raised about $1.49 billion
through long-term financing,
including about $142.5 million

from participation in the
dividend reinvestment and
employee savings plans. A
portion of these funds was used
to retire $132.5 million of high-
interest debt.

The elections of Jerry
Farrington as chairman of the
board and chief executive and
Erle Nye as president became
effective in February 1987.
Farrington succeeded Perry G.
Brittain, who retired in the
spring of 1987 after 37 years of
valued service to the Company.

ln February 1988, the Board
raised the regular quarterly
dividend from 70 cents per
share to 72 cents. The new
quarterly rate is payable April
1. Dividends declared on the
common stock have been
increased for 41 consecutive
yearc.

Continuing commitment to
providing low-cost, reliable
service to customers is essential
if the Company is to succeed in
today’s competitive business
climate. The employees of the
System continue to perform
with distinction, and their
continued dedication and
commitment to safety, improved
productivity and excellence in
all aspects of customer service
will ensure that success. Their
efforts ard the continued
interest and support of our
shareholders are appreciated.

March 18, 1988
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Texas Ultilities Company i«
an investor-owned holding
company for an electric utility
system. The Company provides
its six wholly owned subsidiaries
with common stock capital and
shosi-term funds required for
their construction programs. At
year-end, the common stock of
the Company was owned by
some ©3,300 registered
shareholders. The Company's
principal subsidiary is Texas
Ultilities Electric Company, now
known as TU Electric.

Texas Ultilities Electric
Company (TU Electric) i«
engaged in the generation,
purchase, transmission,
disttibucion, and sale of
electricity, The company
operates 19 gas-/oilfueled and
four lignite-fueled generating
stations.

TU Electric provides ~lectric
energy to approximately
5,160,000 pevple—about one-
third of the state's population.
The service territory extends
60U miles from far West Texas
eastward to near Louisiana, and
is about 250 miles deep, from
the Oklahoma boraer
southward into Central Texas.

Service is provided in 87
counties to 36! incorporated
cities, including Dallas—the
nation's eighth-largest city—and
Fort Worth, Midland-Odessa,
Wichita Falls, Arlington, lrving,
Plano, Waco, Tvler, and
Killeen. The economy of the
service area is highly diversified.
Major industries include
defense electronic, aerospace
manufactuting, and oil and gas
development. In addition, the
area is a center for banking,
insurance, colamerce,
distribution, farming and
ranching, and recreational and
cultural activities, Dallas-Fort
Worth International
Airport—the world's fourth-
busiest airport—has helped
make the Dallas-Fort Worth
area third in the nation in
concentration of corporate
headquarters.

Texas Ultilities Fuel
Company owns a natural gas
pipeline system; acquires, stores,
and delivers fuel gas; and
provides other services for the
generation of electric energy by

TU Electric.

Texas Utilities Mining
Company owns and operates
fuel production facilities for the
sirface mining and recovery of
lignite for use as fuel for TU
Electric’s generating stations,

Texas Utilities Services Inc.
(TU Services) furnishes
financial, accounting, computer,
and other administrative
services at cost to the System
companies.

Basic Resources Inc. i«
etgaged primarily in the
development of energy resources
and related technology and
services.

Chaco Energy Company
was organized to own and
operate facilities for the
acquisition, production, sale,
and delivery of coal and
other fuels.
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Lignite supply increased

Nuclear fuel reads

Chaco litigation continues

1
)]

Fuel operations di.-padmﬁ
office

Mining lignite with the cross pit
el ST P spreader

Sources of Kwh and Fuel Cost

1987

10
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RESOURCE PLANNING

Resource planning

Cogeneration added

Combustion turbines

New control system at an
existing plant

Resource Plan 1988.1997

Lite ot gas units to t‘\

ONIC H\“\ .i

Combustion turbines ready



Lignite units deterred

Employee community
volunteers




Licensing etfort continues

Substation

Preparations made

Distribution line work




Cost and schedule revised

Construction expenditures

1987

Computer training

11



Telephone customer service

Display at State Fair of Texas

RATES AND
REGULATIONS

Litigation



Rates decrease

RESEARCH AND
DEVELOPMENT

System projects save money

b

Power plant chemical
technician

Load management customer
contact
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Management’s _ iscussion and Analysis of Financial Condition
and Results of Operations

Liquidity and Capital Resources
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

and Results of Operations (concluded
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Additional early redempuions may occur from time to time in amounts presently undetern.ined. The
Company anticipates the sale to the public of 5,000,000 shares of its authorized but unissued common
stock in April 1988 and the issuance in April 1988 by the Brazos River Authority of $100,000,000 prin-
cipal amount of pollution control revenue bonds to be collaterali*ed by the issumce of an equal principal
amount of TU Electric’s first mortgage and collateral trust bonds. The System Companies expect to sell
securities as needed, including the possible future sale by TU Electric of up to $300,000,000 principal
amount of first mortgage and collateral trust bonds and up to 1,000,000 shares of cumulative preferred
stock, both currently registered with the Securities and Exchange Commission for offering pursuant to
Rule 415 under the Securities Act of 1933, sales of additional shares of common stock of the Company
pursuant to various plans described in Note 3 to Financial Statements and sales of additional securities
from time to time, in amounts and of types presently undetermined.

The Tax Reform Act of 1986 (TRA), among other things, repealed the investment tax credit, lengthen-
ed depreciation lives, created an alternative minimum tax and lowered the ¢ =porate tax rate subject to
certain transition rules. Other tax accounting changes were required including the capitalization of items
previously expensed and a change in the timing of inc me recognition for certain items. Substantially all
of the tax changes, with the exception of the raw «.ouction, will result in the Company paying more
taxes currently, will eliminate sources of internally generated funds for the Company and thereby increase
financing requirements in the future. The TRA did not have a material effect on the Company for the
years ended December 31, 1987 and 1986.

Although TU Electric cannot predict future regulatory practices, the extent of any further delays in the
licensing of the Comanche Peak Nuclear Generating Station (Comanche Peak) or any changes in
econumic and securities market conditions, no changes are expected in trends or commitments which
might significantly alter its basic financial position or ability to finance capital requirements. However, TU
Electric has indicated that it does not currently plan to implement increased electric service rates which
reflect any additional Comanche Peak costs until Unit 1 is ready for commercial operation and TU Elec-
tric continues to believe, based upon revised cost stimates and using acceptable rate making approaches
and assumptions, that the rate increase, when Unit i goes into service, can be held to about 10%.
Therefore, prior to the completion of Comanche Peak and its inclusion in rate base, a relatively small
percentage of capital requirements may be generated internally. (See Notes 10 and 11 to Financial
Statements.)

See Financial Seatistics for additional information.

Results of Operations
Operating revenues increased $150 878,000 in 1987 and decreased $238,112,000 in 1986. The following
table details the factors contributing to the increase and decrease:

~ Increase (Decrease)
Factors 1987 1986

Thousands of Dollars
Fuel revenue = o . . - ! . $ 73,589 316,545
Power cost recovery factor revenue ' . 32,485 25,668
Increased energy sales . . . 51,954 61,492
Orher : ; : (7,150 8,727
Toeal . ... . ‘ o 4t 8 $150,878 §238,112)

The increase in operating revenues for 1987 was the result of increased fuel and purchased power revenue
and increased energy sales. Energy sales for 1987 increased 3.3% and were attributable to increased
customers and customer usage. Operating revenues decreased in 1986 as the result of decreased fuel
revenue parially offset by increases in purchased power revenue and envrgy sales. See Operating Statistics,
Fuel and purchased power expense increased $106,397 000 in 1987 ind decreased $309,671,000 in
1986. The increase for 1987 was due primarily to increased off-system purchases partially offset by lower
fuel costs. Lower fuel expense for 1987 reflects the decrease in the unit (ost of gas from $2.77 per million

Beu in 1986 to $2.56 in 1987, The decrease in 1986 was due primarily to the decrease in the unit cost of

gas offset in part by increased purchased power. See Operating Statistics

Operation exrense increased $66,115000 and $38,001,000 for 1987 and 1986, respectively. Operation
expense for 1987 was affected by increases in the cost of labor, liability and property insurance and the
onetime cost of the special early retirement program. Increases in wheeling costs and liability and proper-
ty insurance had a significant impact on operation expense for [986.
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Maintenance

['axes other than income

\llowance for funds used during construction (AFUDX

aind deductions - net




Statement of C nnsu“d.lu'd Income

Statement of Consolidated Retained Earnings
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

Statement of Consolidated Source of Funds for Construction
Year Ended Decerbet 1,

1987 1% 19
Thawsands of Dollars
FUNDS FROM OPERATIONS
Consolidated net income .. ... $ 679976 3 626851 § 587,758
qummm (including amounts charwd R, L 2 e 260,808 248,329 231,711
Deferred federal income taxes—net .. ............... .., For By 35 2 : 48,912 140479 124,325
Federal investment tax credits—net . . 56,012 66,302 77,285
Allowance for funds used during construction . . . .. L I T (387,123) (3033260 (229712
Total funds from operations . ......... .......... .. ... 658,585 778,135 91,367
Less—Dividends declared on common stock .. ... Ll 421,418 377,865 343,364
Net funds from operations ... ....................... 237,167 400,270 448 003
FUNDS FROM FINANCING
Sales of securities:
Fisstmortgage bonds . ... ... ool 1,058,852 970,000 475,000
Orher longterm debe .., .. ... .. - - 75,000
Preferred stock . ... .o e 98,697 197,728 83,513
ORI EICIC L £ 5 5, o) Kl G B 8 W™ o o6 0 o o o e o 312,952 145,171 249,167
Retirement of long+term securities Note 6) ... ............. ... o (188,324) (305,792)  (258,156)
Increase (decrease) in notes payable-~commercial paper . ... . ... ... (11,300 11,300 (59,700)
Net funds from financing .. .... ............... 1,270,877 1,018,407 564,824
OTHER SOURCES (USES) OF FUNDS
Changes it working capital, excluding notes
payable, longterm debe due currently and
over-recovered fuel revenue.
Cash in banks and temporary casti investments .., .. Tk (88,936) (129,345) (39,613)
Accounts receivable—net . = S (122,238) 10944 (37,48%4)
L R A S S SR 12,976 9,397 9,795
Accounts pavahk ................................ 41,703 43,034 18,777
Taotes acerued ... ..o it e i s e (35,710) (41,209 (18,4200
R e L e o kT e et el o rate n a2y e o Tionacn 86,510 (25,049) 5,408
Net changr . (105,695) (132,2 (61,537
ility property—net (28,232) (20,880) (19,925)
Nudkear fuel . ... (797) 2,760 (54,803)
Over/under- mxmm-d fuel revenue—net of cherred
irncome taxes .. ... .. : (60,834) (12,309 52,301
Unamortized loss on rm.quned chht—na (Note b) (15,548) (23,398 (32,021)
Orher—net ah 4,770 (16,829 (17,693)
Net other sources {uses) nt' funds (206,336) (202,884) (133,678
Total. . ..o i $1,301,708  $1.215793 § 81,149
CONSTRUCTION EXPENDITURES
Undlityplane. .. ... ...... ... ... ... $1,688,831 $1,519619 $].108861
Allowance for funds uw dunng CUNSEIUCTION . (387,123))  GO3R6 Q29712
CONSTRUCTION EXPENDITURES (excluding allowance
for funds used during construction) $1,301,708  $1.215,793 § 879,149

See ovompunang Nates 0 Fnancal Statements



Consolidated Balance Sheet
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CAPITALIZATION AND LIABILITIES
CAPITALIZATION

Common stock, without par value (Note 3):

Authorized shares— 200,000,000

Ouestanding shares— 1987, 152, 408,942; 1986, 142805206 ..............
Retained earnings (NOte 4) . ... i e

Total common stock equity .. ... i
Preferred stock (Note 5):
Not subject o mandatory redemption . . .......coii it iaias

Subject to mandatory redemption .. ...
Long-tarm debx, Jess amounts due currently (Note 6) . ... ......... ...

CURRENT LIABILITIES

Notes payable— commercial paper Note 2) ... ... .o ooviniiii s
Longterm debt due currently ... ... ... e

Total (1o be refinanced) . .. .. ..ot
Accounts pavable . ... ... i

Owverrecoverad fuel revenue . . . ...
Toral current liabilies . ... ... ... ........ o s e A e AR 5 8

DEFERRED CREDITS AND OTHER NONCURRENT LIABILITIES

Accumulated deferred federal income taxes . ... ... o e ,
Unamortized federal investment tax credits . .. .. .. ..o
Other deferred credits and noncurrent liabilities T = L It D, |

Total deferred credits and other noncurrent habilites ... ..........

COMMITMENTS AND CONTINGENCIES (Notes 10 and 11)

Toxal

See accompanymg Notes to Financial Statements

1987 1%
Thawsands of Dollars

$ 2,593,480 $ 2,280,528
2,438,851 2,180,293
5,032,331 4,460,821
909,633 8i1,418
232,906 212424
5,141,491 4,283,191
11,316,361 9,788,454
- 11,300
54,980 54,480
54,980 65,780
347478 305,775
130,365 116821
51,259 4877
106,587 142,297
139,222 107,707
— 63,594
33,021 23,85
862,912 870,707
998,476 931,938
768,203 712,193
40,308 14,900
1,806,987 1,659,031
$13,986,260 $12,318,192

21
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TEXAS UTILITIES COMPANY AND SUBSIDIARIES

Notes to Financial Statements

1. Significant Accounting Policies

Consolidation—The consolidated financial statements include Texas Ulilities Company (Company) and all
of its subsidiaries; all significant intercompany items and transactions have been eliminated in consolida-
tion.

Utlity Plant—Ultility plant is stated at original cost. The cost of property additions charged to utility

plant inchudes labor and materials, applicable overhead and payroll-related costs and an allowance for
funds used during construction.

Allowance For Funds Used Drering Construction—Allowance for funds used during construction (AFUDC)
is a cost accounting procedure whereby amounts based upon interest charges on borrowed funds and a
return on equity capital used to finance construction are charged to utility plant. The accrual of AFUDC
is in accord with generally accepted accounting principles for the industry, but does not represent current
cash income.

Texas Utilities Electric Company (TU Electric) is capitalizing AFUDC, compounded semi-annually, on
expenditures for ongoing construction work in progress (CWIP) not otherwise allowed in rate base by
regulatory authorities. In 1985 and 1986, AFUDC was capitalized using a net-oftax rate of 944%. In
1987, pursuant to the passage of the Tax Reform Act of 1986 (TRA), TU Electric began using a com-
parable gross capitalization rate on projects commenced after March 1, 1986. Beginning July 1, 1987, a
netoftax rate of 9% and a gross rate of 10/2% have been used. All such rates were determined on the
basis of, but are less thar, the cost of capital used to finance the construction program,

Depreciation—Depreciation is based upon an amortization of the original cost of depreciable properties
on a straight-line basis over the estimated service lives of the properties. Depreciation as a percent of
average depreciable property approximated 3.4% for 1987, 1986 and 1985.

Orher Investments—The difference between the amount at which the investment in a subsidiary is carried
by rhe Company and the underlying book equity of such subsidiary at the respective dates of acquisition
of $14,439,000 is included in other investments.

Revenues—Revenues include billings under approved rates (including a fixed fuel factor) applied to meter
readings each month on a cycle basis and an amount for under or over recovery of fuel revenue
representing the difference between actual fuel cost and billings on the approved fixed fuel factor. Pur-
suant to a rule adopted in July 1986 by the Public Utility Commission of Texas (PUC), TU Electric is
required to refund over-recovered fuel revenue if the amount of over-recovery, including interest, exceeds
the lesser of $40 million or 4% of its annual known or reasonably predictable fuel costs most recently ap-
proved by the PUC. Reconciliation of fuel costs is to be made in a general rate case or a reconciliation
proceeding. Reconciliation may be requested only if it has either been over one year since the utility’s last

final reconciliation or the utility has materially under-recovered its known or reasonably predictable fuel
Costs,

Federal Income Taxes—The 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 ircome or
loss, Deferred federal income taxes are currently provided for timing differences between book and taxable
income; such differences result primarily from the use of liberalized depreciation and cost recovery dedu:-
tions allowable under the Internal Revenue Code, the under or over recovery of fuel revenue and unkill-
ed revenues on a cycle basis. Cumulative timing differences in earlier years for which deferred federal i
come taxes were not provided approximated $237,000,000 at December 31, 1987, Investment tax credits
are being amortized to income over the estimated service lives of the properties.

In December 1987, the Financial Accounting Standards Board issued Statement of Financial Accourit-
ing Standards No, 96 entitled “Accounting for Income Taxes” which becomes effective for fiscal years
beginning after December 15, 1988, The Staternent, among other things, requires the liability method of
recognition for all temporary differences, requires that deferred tax liabilities and assets be adjusted for an
enacted change in tax laws or rates and prohibits net-oftax accounting and reporting. Certain provisions
of the Statement provide that regulated enterprises are permitted to recognize such adjustments as
regulatory assets or liabilities if it is probable that such amounts will be rccovered from or returned o
customers in future rates. Although the application of the Statement will increase both total assets end
Liabilities, these requirements are not expected to have a material effect on the Company's financial posi-
tion or results of operations.
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Notes to Financial Statements (wntinucd)
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5. Preferred Stock of TU Electric (cumulative, without par value, entitled upon liquidation to $100 a share)

Redemption Price Per Share

Shares Outstanding Amount (before adding accumulated dividends)
Series Groups December 31, December 31, Current Eventual Minimum
From To 1987 1986 1987 1986 From To From To
Thowsands of Dollars
Not Subject to Mandatory Redemption
$400  $ 484 . o5 . 1,142,942 1142942  $114,588 $114588 $101.79 $112.00 $101L.79  $1I2.@
508 T sy on s nvnain 1,629,678 1,629,675 163,270 163,270 102.40 104.82 102.40 103.60
8.16 882 . . S ain el 1,999,475 199475 198,642 198,642 103.60 106.13 101.00 103.60
9.32 1.2 - S 1,550,000 1,550,000 153,205 153,205 104.66 111.32¢ 100.00 102.73
Adjustable rate (a) ceiee i 1,850,000 1,850,000 181,713 181,713 - — 100.00 100.00
Stated rate auction (b) . e 1,000,000 - 98,215 - - - 100,00 100.00
Total . ANy 9,172,092 8,172,092 $909,633 $811 418
Subject to Mnduon ledupdon ()
$ 892 § 948, U ! 1,500,000 1500000 $148,610 5145115  $108.92* $109.48* S0 $100.00
10.00 1008 ........ o 850,000 850,000 84,296 84,109 110.00*  110.08* 100.00 100.00
Toal o 2,350,000 2,350,000 $232,906 $212,424

*Redernpeion may e be effecred currendy theough certain ndunding opesaooes.

@l Adpstable rate swnes A bears a dividend raee bor the peread anded January 31, 1988 of 755% per anoum and adpstrble e series B bean 2 dnidend rate fe the
periad ended Devember 31, 1957 of 300% per anoum, boeh of which are based on & fixed hguadanon prce of $I00.00 per share. The seres are ron rodeenable
pran 10 ke 1, 199 and Jure |, 1990, respectivedy.

) Somed raee aucnion series A beans 3 dvidend e of 824% per anoum K the fied dividerd perid theough Sepreober 10, 193] and shares e o redeenable

mn-WNImmMmhﬂﬁhwm‘ ater will be § on the hass of commn mucton procedhares. The mane
imum raee derermined by the aucrion may range fom [10% 0 200% of the fday *AA” compose commencial paper rae index. Al mdmgeans are ® 8 prce
of $I000 per dhare phs accunmilated dradends.
€ TU Beorx & rguired 10 rodeem 3 specfied rusmber of shares anoually commencrg on the inmial daes shown bekow, oepr B the 3892 wnes whach
does ot have & unking fund prossson. TU! Elecer: may anneally redeom, ® 1 option, an agregire of wp t0 tese the number of shares shown ke each series.
Al sach cedempraons e w8 pece of $I000 per share plas accumulaed dnadends
Murumum Redeemable Indtal Date of

Serves . Shars Mandatony Redempooa

$1008 HAN annually viw

a4 X0 annually vi

won 000 arvwally 1%

LEN Al ourmancheg shares 1%

The carrying value of proferred sock subjes © mandarory redemgeion s being sxcremed perodically 1) equal the redempeinn wnounes & the mandutony sedemption
dmes with @ comesonding orease 0 peoferred gock dnadench.

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
cum tlative preferred stock, subject to mandatory redemption, for $49,413,000; July 1986, 500,000 shares
of $8.92 series cumulative preferred stock, subject to mandatory redemption, for $49,437,000; February
1986, 1,000,000 shares of $9.48 series cumulative preferred stock, subject to mandatory redemption, for
$98,878,000; and June 1985, 850,000 shares of adjustable rate series B preferred stock for $83,513,000.
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Notes to Financial Statements (contnued)
7. Federal Income Tm
The details of federal income taxes are as follows: Year Ended D ber 31,
1987 195% 1985
Thassands of Dollars
tO opeTating expenses:
................................................................................. $ 54,909 $ 55,545 127,114
Deferred—net:
Differences between depreciation methods and lives ... ..., 64,115 79,148 85,950
Certain capitalized CONSIRUCTION COBES .vuvvuvviiiinuiiiniiriesinie 2,010 19,320 19,390
Over/under-recoered fuel reVENUE ......vvvivieiiieeiniiieiseins 46,856 11,935 (44,553)
GRS B 2 WM csaisanscacs; soorsinsnsstsiansribsssmesabissionti 971 12,293 -
Early redemptions of Jongturm debt ..o 6,091 10,763 14,7
id (@ccrued) PENSION CORL.....c.ooeririismmisisissisiesssarnes (12,443) 6,181 -
TEVETILIES +occevesnesneniansensessressnssss deivassnsssasssasssnntess ions (17,367) (322) 932
A T e o e e oW te e ey S IS Rl (732) 3,146 4,137
3 e o s SR e e = e 83,539 14 464 72,312
INVESEMENt taX CTEBIE—110 ......vvivsseseinsersersnsssnnsssssamsorsssssssaress 56,012 66,302 77,285
Total to OPErating EXPENSEs ... ....covvvcerivimaemmssansmesiasin 194,460 264311 276,711
Ch {redited) to other income:
................................................................................. {12,020) (11,335) (9,625)
R A s vt dad S Brvm i rrim a1 P A e e bk B 1wy 12,252 8,501 7460
Total 10 OChET IICOMIE. .11t vsviesnreresironsassesrsssassesstsssnsesens 232 (3,034 (2,165

Total federal iNcome taXES.........co o veriminismomismsmnss $194,692 $261277 2224!546

Federal income taxes were less than the amount computed by applying the federal statutory rate to pretax
book income as follows:

Year Ended December 31,
1987 1% 1985
Thowsands of Dollars
Federal income taxes at statutory rate (3995% for 1987 and
46% Or 1986 ANd TBS) ,.ceiuvvvernersssmssissssanssssnnsssnesssisssarsstesassasssss 385,001 $444,591 $427,147
Reductions in federal income taxes resulting from:
Allowance for funds used during conSIRUCHION .....oovvcvia i ieninn 152,816 139,760 105,668
DepAetion AMOWEIICE, .. i«vivsssevassssiemmettrastisaemmurasssrersssssasensesnsassese 26,437 24006 25,442
Amortization of INVeStment tax Cradits .. ..oocoovivmiimireimmemiieiiae 16,126 14,982 13,781
L Y e e I S (5,070 4506 0
Total redUotIONS.......oovvinsieninessrnimsimserisssismess s 190,309 183,314 152,601
Total federal INCOME tAXES ......vvviiioiiiniiniaisiiriis $194,692 $261277 $27 4,546
ERTRCHIVR BIIE IHEE 505 s o 7 S b SR AR A TR R ARG oA 20.2% 27.0% 20.6%

8. Retirement Plans and Other Postretirement Benefits

The System Companies have uniform retirement plans covering substantially all employees. The benefits
are based on vears of accredited service and the employee's average annual earnings received during the
three years of highest earnings. The costs of the plans are determined by independent actuaries. Con-
tributions to the plans were determined using the frozen attained age method which is one of the several
actuarial methods allowed by the Employee Retirement Income Security Act of 1974, During 1986, the
System Companies adopted the Financial Accounting Standards Board's Statement of Financial Account-
ing Standards No. 87, “Employers’ Accounting for Pensions.” The new standard requires, among other
things, the use of the projected unit credit actuarial method for determining pension cost for financial
reporting purposes. The cumulative difference between pension cost as determined under the new stan-
dard and contributions to the plans is recorded either as prepaid pension cost or as accrued pension
liability. The adoption of the new accounting standard did not have a material effect upon the Com-
pany'’s financial position or results of operations.
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In 1987, the Company offered a special early retirement program to those employees who had attained
the age of 55 and had 15 or more years of accredited service. The offer provided for a waiver of reduced
benefits for early retirement plus 5 additional years of accredited service up to a maximum of 40 years.
The cost of the program was recorded in accordance with Financial Accounting Standards Board's State-
ment '

December 31,
1987 19%
Thasaands of Dillars
Acruaral presere value of accumalated berefies:
Accumulared henefir obliganon, exhuding veseed
berefies 3500019000 for 19687 and $387.775,000 foe 190, iinnninninmiininn K563 ﬁ«gﬁl:ﬁ
Progected benefit obligation for sorvice rendered
T L I e oL S o o T (T VR, SN W B RS L H78.39 §EM,100)
Man awets a fuir vadue, primarily equity investments,
government bonds and conpoeate Bond e e : 32,713 729003
H.-.-unuu-do-mmwmm ................................... (S.646) 74,901
Unrevognimad et gan from pest experierce
differere from thae asomed and effeces ddu.s in
T roservice aomt e yer nu"ud n net
me.u plan aeets N owes
of projecred herefie obligation ar January 1, 1986 . oo wmonmns (19,138 Q155

Assumptions used for 1987 and 1986 include a discount rate of 80%, an expected longterm rate of
return on assets of 8.0% and increases in compensation levels of 5.3% and 6.3%, respectively. Total pen-
sion costs for 1987 and 1986, including amounts charged to fuel cost and capitalized, were comprised of
the following components:

December 31,
1987 1986
Thousands of Didler

Sevvice comt - benefits earned durng the Pead . ois ot i $ 30120 $ 2™
Interest comt on progected benefit cBZION .. 0o b e 315 46,295
Actual srrurm oo plan msets ol AEELY (M (100,288
Net penodic person cost o ! I R WL e 25604 06
Toeal persson ast........... peaeme et AL S 64274 § 006l

The cost of the plan for 1985, including amounts charged to fuel cost and capitalized, appros ‘mated
$48,283,000,

In addition to retirement plans, the System Companies offer certain health care and life insurance
benefits to active and retired employees. The costs of such benefits are generally recognized as claims are
paid. The costs of providing such benefits to retired employees, net of employee contributions, approx-
imated $8,367,000 for 1987, $6,759,000 for 1986 and $4,831,000 for 1985,
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9. Leases

The System Companies have entered into operating leases covering various facilities and properties i~
clinding 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, waomdwesmmmom
$40,466,000 and $35,012,000, respectively.

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

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

Combustion
Turbines Other Total
Thousands of Dellars

Year

T e B S N s s § - § 90563 § 0563
19899 ... R AR ol T e Tt L 6,082 0,38] w461
. et S e s s et et vt : 6082 1685 22938
[} SO T Tt TR 6082 8362 4444
TEPEAREE ..o oo i 158,130 17,38 175,518
Total minimum lease CommBIENES ..o $182.458 $124603 $377,151

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 regulations
govern the granting of licenses for the construction and operation of nuclear power plants. After gving
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 %4%. The other participants in the facility are Brazos Electric
Power Cooperative, Inc. (BEPC) and Tex-La Electric Cooperative of Texas, Inc. (Tex-La) which own 3.8%
and 2%%, respectively.

Operanng License Application

The NRC has been reviewing TU Eleciric'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 1981, After completion of
such proceeding, the ASLB will make recommendations to the NRC regarding the issuance ot operating
licenses for the Comanche Peak units. An intervenor is actively involved in this ASLB proceeding.

The one remaining Contention before the ASLB in the operating license proceeding relates to TU
Electric's quality assurance/quality control (QA/QC) program for the plant. In December 1983, the
ASLB issued a memorandum questioning the QA program for design of certain portions of the plant
and requested that TU Electric offer additional proof of adequate design and design review procedures.
The ASLB is also reviewing several other related issues and has indicated its intent to review the results
of the NRC's Technical Review Team (TRT) investigation discussed below. In July 1984, a separate
ASLB, including two of the three members of the original ASLB. was convened to receive testimony on
allegations that QC inspectors at the plant had been subjected to an atmosphere of harassment and in-
timidation which is alleged to have affected the implementation of TU Electric's QA program. in January
1986, this separate ASLB was disestablished with all issues thereafter to be resolved by the original ASLB.

As a separate part of the NRC's review of TU Electric’s operating license application, in March 1984,
the NRC established a task force to consolidate and carry out the various reviews necessary for the NRC
Staff to reach its decision regarding the operating licenses. This effort involved the establishment of the
TRT, which brgan an intensive onsite investigation in July 1984 and subsequently has issued reports re-
questing additional information from T" ' Electric with respect to several functional areas of the plant’s con
struction program. TU Electric then forred a special team, the Comanche Peak Response Team (CPRT),
which includes a number of independent experts in each area addressed by the TRT, and submitted a
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Program Plan (Plan) to respond to the questions raised. Such Plan, which is described further below, is
presently being implemented and has been expanded to address the design and / ther ASLB issues
described herein.

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

In June 1985, TU Electric filed with the NRC and the ASLB a revision to the Plan which is being
utlized by the CPRT to address all outstanding design and construction concerns. This Plan, which was
substantially revised and reissued in January 1986, and further revised in July 1987, provides for a com-
plete design review of virtually all safety related systems in the plant, and for the development of a cor-
rective action program as required. In August 1985, the ASLB issued a Memorandum which described
arcas of the Plan that concerned the ASLB. The Memorandum indicated, however, that if the Plan were
revised to address the ASLB's concerns and if it were appropriately implemented, the Plan may
demonstrate the quality of the plant. In May 1986, the Staff of the NRC issued a Supplemental Safety
Evaluation Report (SSER) containing an evaluation of the Plan as it existed at that time. The SSER con-
cluded that the Plan provided an overall structure and process for addressing and resolving all existing
construction and design issues and any future issues that may be identified from further evaluations. In
June 1986, the ASLB issued a Memorandum which addressed “Board Concerns” about the adequacy of
the CPRT program. The Memorandum stated that, based upon the ASLB's current knowledge of the
program, after having reviewed the first results reports and the SSER on the Plan, the ASLB continued
to have the concerns expressed in the earlier memorandum described above. The ASLB also raised addi-
tional concerns about how findings in one area of the reinspection effort may affect TU Electric’s pro-
gram in other areas, whether sufficient attention is being paid to problems of quality assurance and quali-
ty control regarding design, the adequacy of the CPRT sampling program, and perceived oversights in
one of the results reports that had been issued. TU Electric is addressing these concerns. In November
1987, the ASLB established a schedule for resolution of all issues remaining in the operating license pro-
ceeding. In January 1988, the Staff of the NRC, after further review and analysis, approved the Plan and
corrective action program as the basis to resolve outstanding issues. At the end of February 1988, the
CPRT completed the publication of its final reports, In March 1988, the Staff issued an SSER approving
the design of piping and pipe supports at Comanche Peak, which had been a major issue in the
operating license proceeding, and concluded that the Plan prov.des an effective means to ensure proper
implementation of corrective action in this regard. Delivery of this report sets into motion a prehearing
schedule adopted by the ASLE which should result in the resumption of hearings on issuance of the
operating licenses in the late summer of 1938, Meanwhile, implementation of the corrective action pro-
gram continues,

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

TU Electric has made a number of key management changes in the nuclear program for Comanche
Peak, includ..g the addition of several new officers who bring substantial nuclear experience to TU Elec-
tric. This new management team is responsible for oversight and implementation of the reinspction and
COrre*Ive action program.

The NRC has created an Office of Special Projects to manage all aspects of the NRC's licensing and
inspec ion efforts for Comanche Peak and certain other nuclear power plants.
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10. Comanche Peak Nuclear Generating Station onanued

In January 1986, TU Electric filed an application with the NRC for an extension of the construction
permit for Unit | to reflect a new “latest date for completion” of August 1, 1988; previously such date
had been August 1, 1985. In the application, TU Electric stazed that the reason the request for extension
of the construction permit was not filed at an earlier time was administrative oversight. In February 1986,
the NRC issued an order extending the “latest date for completion” of Unit 1 to August 1, 1988, Subse-
quently, the intervenor involved in the AS'.B operating license proceeding filed with the NRC a request
to stay the effectiveness of the construction permit extension and to require TU Electric to file a new ap-
plication for a construction permit for Unit | or to order that hearings be held prior to any decision on
whether to grant the construction permit extension. The request for a stay was denied by the NRC and
the question of whether to hold such hearings was remanded to an ASLB, the members of which are
the same as the ASLB for the operating license. In November 1986, the ASLB issued a Memorandum
and Order in which it accepted for lingation a new Contention, raised by twe intervenors, which allege:
that the delay in completing Comanche Peak, which has occurred and has necessitated the extension of
the construction permit by the NRC, was the result of dilatory action on the part of TU Electric and
that, therefore, good cause did not exist for the extension of such permit. No schedule for hearings on
this Contention has been adopted by the ASLB at this time. TU Electric has also applied to the NRC
for an extension of the construction permit for Unit 2. Such application is presently under review by the
Staff of the NRC. In early March 1988, TU Electric filed with the ASLB a motion to consolidate pro-
ceedings in the operating license and construction permit proceedings.

Civil Penalties

In April and June 1986, TU Electric paid civil penalties to the NRC, each in the amount of $40,000,
relating to allegations of harassment and intimidation at Comanche Peak. The June 1986 penalty was
part of an aggregate of $120,000 in civil penalties previously proposed by the Seaff of the NRC. TU FElec-
tric requested the Staff to revisit the other alleged violations to deter mine whether thev did in fact occur
and to consider mitigating the amount of the penalties, and in August 1987 the Staff decided not to
assess the remaining $80,000 in proposed civil penalties. In August 1986, TU Electric paid a civil penaley
of $200,000 previously proposed by the Staff of the NRC relating to the findings of the TRT, described
above. In addition, TU Electric has paid another civil penalty of $30,000 relating to two alleged violations
in TU Electric's reinspection and correcine action effort.

Investigation Regarding NRC Region [V

In December 1986, a portion of a report was released by the Office of Inspector and Auditor of the
NRC (OLA Report) containing the results of its investigation of allegations of misconduct by the manage-
ment of Region [V of the NRC with respect to Comanche Peak. The OIA Report expressed concern
about allegations of harassment and intimidation by Region [V management to pressure Regicn [V in-
spectors to downgrade or delete proposed inspection findings at Comanche Peak. In addition, the OIA
Report concluded that it would not be possible to rely on the Region IV QA inspecdon as evidence of
the safe construction of Comanche Peak. Consequently, it stated that it will be necessary for the NRC to
rely largely on recent detailed technical inspections conducted by the NRC, including the TRT, at Com-
anche Peak. The OlA Report also indicated that the data contained in an internal NRC report on in-
spection procedures was inaccurate and unreliable due to a lack of understanding by NRC inspectors of
the proper method of completing a certain NRC form. NRC officials have indicated that a thorough
assessment of the results of this investigation will be made; and in addition, certain personnel changes in
the Region [V office have occurred. The OlA Report's findings are restricted o activities in Regon [V
and do not guestion other NRC regulatory activities with respect to Comanche Peak, including the
detailed technical inspections conducted by the TRT as discussed above. The intervenor in the operating
license proceedings, discussed above, has indicated its intent to file a motion raising the OLA Report's
findings as ssues to be the subject of hearings in such proceedings.



Litigation Relating to Comanche Peak

TU Electric, TMPA, BEPC and Tex-La have been the owners of 87%%, 6.2%, 3.8% and 2%% in-
terests, respectively, in Comanche Peak under the terms of a Joint Ownership Agreement (Agreement)
which provides that TU Electric is the Project Manager for Comanche Peak. BEPC has failed to make
numerous payments of its portion of the costs of Comanche Peak. BEPC has been experiencing difficulty
in obtaining addinonal financing for Comanche Peak from the Rural Electrification Administration. In
addition, since May 1986, Tex-La has failed to make payments to TU Electric for its portion of Coman-
che Peak and TMPA has made payments urder protest. Accounts receivable at December 31, 1987 in-
cluded $109.284,000 of amounts due from BEPC and Tex-La. The portion of future construction expen-
ditures due from BEPC and Tex-La is estimated to be $48,200,000 in 1988, $30,900,000 in 1989 and
$15,300,000 in 1990, In May 1986, TU Electric filed suit in the l4th Judicial District Court of Dallas
County, Texas against TMPA, BEPC and Tex-La because of controversies which exist under the Agree-
ment with respect to the obligations of the parties. TU Electric asserted that each of the defei.dants has
either claimed that it has no further obligation to pay its share of the remaining costs of construction of
Comanche Peak, or has claimed that TU Electric has failed to properly construct Comanche Peak or
otherwise has breached its obligations under the Agreement. TU Electric sought recovery of damages
against Tex-La for its anticipatory breach of the Agreemen: uind asked for a declaratory judgment against
Tex-La, BEPC and TMPA declaring among other things that they were obligated to pay their share of
the remaining costs of construction of Comanche Peak and that TU Electric has not failed to use pru-
dent utility practices in constructing Comanche Peak in accordance with the Agreement. TMPA, BEPC
and Tex-La filed cross-actions in such suit against TU Electric and the Company asserting various causes
of action, including a number of alleged breaches of the Agreement by TU Electric and violations of the
Texas Deceptive Trade Practices Act (DTPA). In September 1986, the Court in the Dallas County suit
ruled in favor of TU Electric with regard to a plea of the defendants attempting to clange the venue of
such suit. The case is in the discovery phase and trial is currently scheduled for October 1988,

In June 1986, TMPA and Tex-La filed suit in the 98¢h Judicial District Court of Travis County, Texas
against TU Electric and the Company. The petition asserted various causes of action, including a number
of alleged breaches of the Agreement by TU Electric and violations of the DTPA. TMPA and Tex-La
asked for rescission and modification of the Agreement and payment for da.nages, including treble
damages based upon violations of the DTPA. 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 1988, TU Electric entered into an agreement with TMPA pursuant to which TU Electric
will purchase TMPA's ownership interest in Comanche Peak and all outstanding claims and pending
lawsuits between TMPA and TU Electric will be settled and terminated. Finalization of the agreemer.: is
subject to the approval of the NRC and the PUC with respect to the transfer of TMPA's ownership in-
terest. TU' Electric has filed applications to obtain such approvals and cannot predict when action with
respect thereto will be taken. (See Note 11 to Financial Statements.)

In June 1986, BEPC filed suit in the 345th Judicial District Court of Travis County, Texas against TU
Electric, the Company, Texas Utilities Mining Company and Texas Utlities Services Inc. BEPC alleges
that the defendants have breached the Agreement, certain implied warranties and fiduciary duties, and
have been grossly negligent, acted with willful misconduct and have violated the DTPA and Texas and
federal securities laws. BEPC asks for an injunction against efforts by the defendants to recover additional
payments, rescission and reformation of the Agreement and payment for damages, trebled pursuant to
the DTPA. BEPC alleges actual damages to that date of at least $216 million. The defendants intend to
vigorously contest this suit, which has been stayed as a result of the ruling in the Dallas County suit. In
March 1987, BEIC filed a request with the NRC to madify the construction permits and liceases already
issued and to impose a prospective condition to any permits and licenses subsequently issued or renewed
to require TU Electric to assume BEPC's ownership interest in Comanche Peak by purchase thereot at is
net book cost, and for other unspecified relief. In June 1987, the NRC Office of Special Propets denied
this requess and TU' Electric is unable to predict what further action may be taken.

il
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10. Comanche Peak Nuclear Generating Station «onchuded)

Cost and Schedude Estimates
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che Peak, commercial operation of Unit 1 is presently anticipated at the end of 1989. All Unit | correc-
tive action activities are scheduled for completion to permit fuel loading in mid-1989. TU' Electric alse an

nounced the temporary suspension of construction activities and ac.rual of AFUDC ot 'nit 2 beginning

in April 1988 for a period of approximately one year. Unit 2 is not expected o be ready for commercial
operation until after the 1991 peak season. The dclay of Unit 2 was implemented to allow TU Electric
to concerirate its resources on the completion of Unit 1, thereby reducing the duplication of effort that
would be reguired 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 ~fficiently with fewer personnel.
Additionally, such delay will allow time to make a more complete determination of any maodification
that may be required for Uait 2 based upon the knowledge gained from the reinspection and corrective
action program applied to Unit 1. The delay of Unit 2 will also permit TU Flectric time to implement
rates for Unit | prior to the final completion and operation of Unit 2. Although construction on Unit 2
has been temporarily suspended, there will be some ongoing expenditures required o maintain the unit
until construction is resumed. Additionally, to the extent the work necessary to piace Unit | into service
affects various common systems, some capital expenditures will be associated with Unit 2.

Based upon this revised schedule, the total cost of TU Electric's %4% share of the plant, excluding
AFUDC, is estimated to be $6.37 billion. TU Electric's estimated cost of its share, includirg AFUDC, is
$8.54 hillion or about $3950 per kilowart. Because of the uncertaitity regarding the date of commercial
operation of Unit 2, no provision has been included in such amount for reestablishing the accrual of
AFUDC on Unit 2 after construction resumes. The total cost of the plant, excluding AFUDC, is
estimated to be $6.62 billion. Because of the uncertainties regarding 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 1 would
be achievable in early 1989 and that Unit 2 would not be ready for commercial operation until after the
1989 summer peak season. Based upon such schedule, the total cost, excluding AFUDC, of TU Electric's
87%% share of the plant (which excludes the presently anticipated purchase of TMPA's share) was
estimated to be $4.63 billion. TU Electric's estimated cost for it: 87%% share, including AFUDC, was
$6.70 billion or about $3,300 per kilowatt. The total cost of the plant, excluding AFUDC, was estimated
to be $5.27 bitlion.

Because of numerous uncertainties in the licensing process, no assurance can be given that the revised
estimated schedule can be met or that the estimated completion cost will not be exceeded. Failure to
secure timely and favorable regulatory approvals or further delays occasioned by additional reanalysis,
reinspection or rework will incocase the cost of the plant and will likely increase financing requirements.
At December 31, 1987 and 1986, TU Electric's investment in Comancie Peak, including AFUDC, was
$5,808,000,000 and $4,600,000,000, respectively, of which $1,284,000000 has been allowed in rate base by
regulatory authorities. TU Electric has indicated that it does not currently plan to implement increased
electric service rates which reflect any additional Comanche Peak costs until Unit 1 is ready for commer-
cial opvration. TU Electric continues to believe, based upon rev ad cost estimates and using acceptable
satemaving approaches anc .. aptions, that the rate increase, when Unit | goes into service, can be

held to about 10%. Such rate application will be subjet to challenge with repect to the prudence of cer-

tain costs, for which an estimate is not presently determinable.
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11. Commitments and Contingencies

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

Cooling Water Contracts

TU Electric has entered into contracts with public agencies to purchase cooling water for use in the
generation of electric energy and has agreed, in effect, to guarantee the principal, $47,920,000 at
December 31, 1987, and interest on bonds issued to finance the reservoirs from which the water is sup-
plied. The bonds mature at various dates through 2011 and have interest rates ranging from 5%% to 9%.
TU Electric is required to make periodic payments equal to such principal and interest for the years 1988
through 1992 as follows: $4,387,000 for 1988, $4,396,000 for 1989, $4,423,000 for 1990, $4,435,000 for
19: and $4,430,000 for 1992. In addition, TU Electric is obligated to pay certain variable costs of
operating and mai~taining the reservoirs. Total payments, including amounts capitclized, under such con-
tracts for 1987, 1 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 TU Electric in connection with
$100,695,000 remaining principal amount of bonds at December 31, 1987 issued for similar purposes
which had previously been guaranteed by TU' Electric; TU Electric is, however, contingently liable in the
event of default by the municipality.

Che.  Coal Properties

Chaco Energy Company (Chaco) entered into an agreement in 1977 for the rights to over 200 million
tons of surface mineable coal located in New Mexico. The agreement provides, subject to certain limita-
tions, for advance royalty payments, payable over a period of approximately 35 years, which are based
upon annual quantities ranging from approximately 5.1 million tons in 1988 to a maximum of approx-
imately 8.3 million tons in 1991, Such pa/ments approximated $6.60 per ton in 1987 and are subject to
escalation in the future due to inflation. In connection with the foregoing, the Company entered into a
surety agrevment pursuant to which it has undertaken to assure the performance by Chaco with respect
to this agrecment. Non-utility property at December 31, 1987 and 1986 includes $145,900,000 and
$114,420,000, respectively, of minimum advance royalties paid by Chaco under the terms of this agree-
ment.

Cape.. iy and Energy Prohase

TU Electric entere! into an agreement in 1982 with Tex-La, a 24,% owner of Comanche Peak,
whereby TU Electric agreed to purchase an aciznment of portions of Tex-La's entitlement to capacity
and energy from Comanche Peak in declining amounts over the first eight years of commerdial operation
of 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 investment ap-
plicable to the portion of Tex-La's entitlement assigned. (See Note 10 concerning litigation proceedings
regarding Tex-La's participation in Comanche Peak.)

Martin Lake Unit 4 Construction Cancellation

In November 1986, TU Electric annouriced that it was not economically feasible to construct a fourth
unit at the Martin Lake Steam Electric Station (Martin Lake Unit 4) and cancelled the project which
was scheduled for service in 1994, Pursuant to expected regulatory treatment, expenditures of approximate-
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. Y0 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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11. Commitments and Contingencies — (concuded

Purchase of Utlity Plant and Nuwclear Fuel

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

General
In addition to the above, the Company and its subsidiaries are involved in various legal and ad-

ministrative proceectings which, in the opinion of the Company, should not have a material effect upon
its financial position or results of operations.

12. Supplementary rinancial 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 indicadve of expectations for a full year's operations because of seasonal and other factors, in-
cluding rate changes and variations in maintenance and other operating expense patterns.

Eamings Per

Share of

Consolidated Common
Quarter Ended 1987 1986 1987 1986 1987 1986 1987 1986

Thovseesds of Dolles lexaepe per share anvenss)

March 31...... $ 870,525 $ B0 2w $172,941 S0 8| $130,298 $119,167 .90 086
Jure X0........... 1,010,889 042 481 199,646 173,711 159,083 122,682 107 088
Septener X0 1,269,525 1,248,119 299,980 297 056 258,596 24929 1.71 1.76
Decernber 31 . 91984 9Ll 176316 169712 131999 150 087 038
Toxal . $4082,923  $392.045 $64888) 80 $679976 %6551 $55 M4




Statement of Responsibility |

The management of Texas Utilities Company is respssible for the preparation, integrity and objectivity
of the consolidated financial statements of the Company and its subsidiaries and other information in-
cluded in this report. The consolidated financial statements have been prepared in conformity with
generally accepted accounting principles applied on a consistent basis. As appropriate, the statements ir-
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
costeffective 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, seiection and training of qualified personnel and organizational arrangements that
provide an appropriate division of responsibility, This system of control is augmented by an ongoing in-
ternal audit program designed to evaluate its adequacy and 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 (adependent certified public accounting firm of Deloitte Haskins & Sells is engaged to examine, in
accordance with generally accepted auditing standards, the consolidated financial staternents of the Com-
pany and its subsidiaries and to express an opinion thercon.

Accountants’ Opinion

DELOITTE HASKINS & SELLS
CERTIFIED PUBLIC ACCOUNTANTS

To the Shareholders of Texas Utilities Company:

We have examined the consolidated balance sheet of Texas Utlities 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 sencrally accepted auditing standards and, accordingly, in-
cluded such tests oi 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 Ducember 1, 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 accounting principles applied on a consistent basis.

DELOITTE HASKINS & SELLS

Dallas, Texas
March 18, 1988
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Accumulated deprediation end of year
Cotm\nx)nocpm&urcs(mdudmg allowance for funds
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Subject to mandatory redemption .. ..o
COMMON SEOCK OQUUEY - - o -+ e s abs o eiasscaneasaninesssosssss

EMBEDDED INTEREST COST ON LONG-TERM DEBT end of year . . .
EMBEDDED DIVIDEND COST ON PREFERRED STOCK end of yzar .

CONSOLIDATED NET INCOME (thossands) . . .. .. ...oooviiiiiiinns
DIVIDENDS DECLARED ON COMMON STOCK (thowsands) . ... .. ...

COMMON STOCK DATA

Sharss outstanding—average . . .............. 50 < B B B A e e
Shares outstanding—end of year ... ............ ...

Earnings per averageshare . ................

Dividerss declarec per shate - . ..o cioivsvvsoasnraserasninsains

Book value per share—end of year . ..o

Return on average common stock equity . .. ... oo

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION

AS PERCENT OF CONSOLIDATED NET INCOME . .. ........ :

NET FUNDS FROM OPERATIONS AS PERCENT OF
CONSTRUCTION EXPENDITURES (exdudmg allowance for funds
used during construction)

1987 1986 1985
$13,986,260 $12,318,192 $10,867,022
$15,172,994 $13,566,133 $12,144,563

2,718,328 2,522,016 2,331,783
1,688,831 1,519,619 1,108,861
$5,141,491 $4,283,791 $3,615,669

909,633 811418 811,418

232,906 232,424 34,69

5,032,331 4,460,821 4,066,664
$11,316,361 $9,788,454 $8,528,447
45.4% 43.7% 42.4%

10.1 10.7 99

44.5 456 47.7
100.0% 100.0% 100.0%
9.9% 10.0% 10.3%
8.3% 8.1% 8.2%
$679,976 $626,851 $587,758
$421,415 $377.865 $343,364
149,449,134 140,981,671 135,266,534
152,408,942 142,805,206 138,043,:62
$4.55 .45 $4.35
$2.80 $2.68 $2.52
$33.02 231.24 $29.46
14.5% 14.7% 15.4%
56.9% 48.5% 39.1%

18.2% 32.9%

51.0%



1954 1983 1982 181 1980 1979 1978 1977
$9,79,148 $8,780,954 $8,021 407 $7,306,658 $6,552,972 $5821,933 $5,161,808 $4,563,806
$11,031,6% $9,967,653 $9,051,442 $8,194,803 $7.438877 $6,631,618 $5,862,096 $5,111,037
2,143,863 1,958,103 1,758,156 1,560,754 1,378,654 1,213,927 1,057,068 917,637
951,323 906,930 891,560 792,268 807,008 872916 737,353 734,282
$3,322.725 $3,103,452 $2.973,253 $2,713.863 $2,527,716 $2,368,612 $2,038,654 $1,859,057
727,911 629,779 &0, 109 600,109 600,109 535,824 506,233 476,578
34,696 34,696 — e - - Py o
4 3,573,103 3,235,375 2,810,195 2421864 2,090,520 1,830,472 1,624,298 1,432,830
7,658,635 $7,003,302 $6,383,557 $5,735,836 $5,218,345 $4.734,908 4,169,185 $3,768,465
43.4% 4.5% 46.6% 47.3% 48.4% 50.0% 48.9% 49.3%

10.0 95 94 10.5 11.5 1.3 12.1 12.7

46.6 46.2 4.0 42.2 40.1 38.7 39.0 38.C
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% wom; 100.0%
10.1% "% 9.5% 9.0% 8.3% 7.9% 7.5% 7.3%
83% 8.0% 7.7% 7.7% 7.7% 74% 7.3% 7.2%
$526,41 $461 468 $428,646 $359,398 $297 844 $211,151 $200,738 $175919
$298,878 $262,659 $227,076 $192,306 $164,527 $142,262 $119,945 $103,250
126,626,241 118,454,666 111,556,815 102,292,239 93,719,257 86,319,396 79,026,787 73,194 444
128,585,669 123,685,058 114,'82,319 105,236,301 96,088,645 87,985,008 80,665,839 75,000,000
$.15 $3.90 $3.85 $3.51 $3.18 $2.45 $2.54 $2.40
$2.36 $2.20 $2.04 $1.88 $1.76 $1.64 $1.52 $1.40
$27.9 $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% 58.8% 52.7% 4.3% 44.1% 36.4%
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Operating Statistics
1987 1986 1985
ELECTRIC ENERGY GENERATED AND PURCHASED fmuwh)
Generated—net SERHON QULPUE & .« o« . s uaas rssi e neensirrsress 71,878,925 75,467,871 76,355,396
Purchased and net interchange . . ...........o0viipnieiiiiiiiiiaians 11,019,037 4,712,082 2,057,490
Total generated andpurchased .. .. .................0.000 0 82,897,962 80,179,953 78,412,886
Company use, losses and unaccounted for .. ........................ 5,125,310 _4.925,178 5,042,990
TODAL BIOCRIAC WPBTTY SBIE . s .+ - =5 sios sala s i Mg 4 baws o n s e 77,772,652 75,254,775 73,369,896
ELECTRIC ENERGY SALES (muwh)
L T i B e e e O o I i T o 25,716,080 24,604,109 24,300,788
T e IR B e e gl e vt R et e L N 22,324,328 21,453,435 20,349,334
S A e e e S L ] g P ot e 21,420,705 21,013,278 20,921,530
Clovermment and MnIonl . . « o5 v s s s0nn 35 T a piR a2 s 2,499,981 2,385,168 2,324,785
i F e TR OS] S IRty fe b o Bt 71,961,094 69,455,990 67,896,437
(G g Ltk R TR IO Bt e 5,811,558 5,798,785 5,473,459
TOLRY CRICETIe S M -7 - £ 55k o8 3. oo s o %5 A SR owe 90 77,772,652 75,254,775 73,369,896
OPERATING REVENUES (thawsands)
T e L ey A R, WP O A LT ORp L $1,603,446 $1,530,258 $1,673,378
TRl £ i Ukl 26 3K e BEAg k%o o B & § meels Lg st s o ok Bl B A e B 1,166,832 1,137,944 1,207,784
T i ey e N T P S e S 800,635 822,831 935,849
Government and municipal .. ... ... e . 140,291 134,927 145,256
Total general business . ... ... 3,711,204 3,625,960 3,962,267
Oxher electric utilities . . ... oo 221,413 222,644 250,857
Total from electricenergy sales ... ............... .. ... ...... 3,932,617 3,848,604 4213,124
Orher operating revenues (including over/under-recovered fuel revenue) . . . 150,306 83,441 (42,967)
Total Operating revenues. . . ........... .o $4,082,923 $3,932,045 $4,170,157
. ECTRIC CUSTOMERS end of year
e i el P et 1,838,467 1,820,381 1,764,346
A A R e [ e R e e 218,641 2.7232 214,386
T e i e I Sl e e S 24,006 23912 24,148
Government and municipal ... .........0o i e 13,690 13,180 12,080
Total general business . ... ... 2,054,804 2,074,705 2,014,960
Other electric Uthtes . .. ..o 62 61 63
Total electric CUStOMETS . . . . . oo o it crir e i e e 2,004,866 2,074,766 2,015,023
RESIDENTIAL STATISTICS (excluues master-metered customers,
mwh sales and revenues)
Average Wit oo COMOMEE . < 5005 0 a5 ava b s v ae ook 5 s wo L 13,147 12,749 13,062
Average revenue per kwh ...... ... ... ... ..., 1 L TR T 3 6.33¢ 6.31¢ 6.99¢
Industrial classification includes service to Alcoa—Sandow:
Electric energy sales (muh) .. ........  ae dE T e s 3,409,332 3,092,696 2861454
Operating revenues (thowsands) . . . ............. I T $62,630 $635,664 368,946
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1982 1981 1980 1979 1978 1977

72,58.,637 \106, 64,224,726 62,447,413 62,865,641 58,051,429 57,196,077 53,156,235
382,651 y 371,190 91,091 56,388 75,695 79,688 72,845

72,965,288 64,595,916 62,538,504 62,922,029 58,127,124 57,275,765 53,229,080
3,839,517 A 4,215,774 4,166,327 4,422,752 4,001,684 4,041,486 3,549,768

69,125,771 109, 60,380,142 58,372,177 58,499,267 54,125,440 53,234,279 49,679,312

22,693,290 20,162,506 19,945,087 18,676,240 19,844,409 17,394,402 17,943,224 16,642,382
19,026,267 17,366,563 16,475,253 15,383,162 14,683,104 13,264,436 13,117,202 12,347,755
20,343,558 18,690,077 17,526,412 17,992,261 17,581,265 17,275,859 16,469,636 15,678,254
1,920,420 1,790,476 1,730,273 1,692,106 1,796,988 1,669,726 1,728,056 1,565,518
63,983,535 58,009,622 55,677,025 53,743,769 53,905,766 49,604,423 49,258,118 46,233,909
5,142,236 4,700,305 4,703,117 4,628,408 4,593,501 4,521,017 3,976,161 3,445,403

69,125,771 62,709,927 60,380,142 58,372,177 58,499,267 54,125,440 53,234,279 49,619,312

$1,546,081 $1,306,912 $1,237,632 $1,044,761 $ 877,555 $ 672,340 $ 640,611 $ 552,331

1,127,766 998,362 911,487 778,008 590,921 488,170 439,146 375,822
893,531 808,016 745,243 659,678 482,919 419,224 373,456 310811
117,793 104,730 95,673 83,077 68,39 54,565 49,623 40,331

3,685,171 3,219,000 2,990,035 2,565,524 2,019,791 1,634,299 1,502,836 1,279,295
233,296 202,387 190,727 161,998 123,188 105,306 87,592 69,975

3918467 3,420,407 3,180,762 2,721,522 2,142,979 1,739,605 1,590,428 1,349,270

13,768 67,59 57,263 10,855 31,574 16,684 13,928 18,508

$3.932,235 $3,487,916 $3,238,025 $2,7138377 $2,174,553 $1,756,289 $1,604,356 $1,367,778

$70,825 $68,121 $68,035 $64,016 #8813 48,400 $41,572 $36,878

1,669,735 1,556,760 1,477,097 1421,273 1,3%,651 1,287,201 1,221,468 1,159,885
208,477 198,548 187,06 177,269 171,495 164,291 160,170 153,658
| 24,058 22,761 21478 20,69 19,59 18,654 17,953 17,216
11,455 10210 10,148 10,263 10,488 11,257 11,260 11,274
1913725 178,279 1,695,788 1,629,497 1,558,224 1,481,903 1,410,851 1,342,033
| e 68 7 78 0 80 62 &0
19131 1,788,347 1,695,863 1,629,575 1,558,304 481,983 1410913 1,342,093
| 12,887 12,073 12,320 11,862 13,125 11,897 12,747 12213
; 693 6.60¢ 6. Mg 5.72¢ 454 398 3.70¢ 345¢
\
! 2,989,272 2,660,564 2,316,308 2,548,997 2,918,794 3,076,399 2,891,259 2,786,027
|
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B Diidends Per Share

Quarterly Market Price Ranges
_ Price Range

Quarter Ended 1987 9%
ngh Low High Low
March 31 ..o $36% $31% $34), 8294
June 30 ......., L33 30 35N, 29y,
Seprember 30..... 34%  30% 37 304
December 31 ... 31% 25% 34} 31y
Dividends Paid per Share
of Common Stock
Dividends Paid
Quarter Ended 1987 1986
L7 0wy T | PRI N o ¥ . ¥ 4 63
e A b amavenyion cym s 0.70 0.67
September 30................ 0.70 0.67
December 3.....civiciinees 070 0.67
20 s

The Company has dedlared common stock
dividends pavable in cash in each year since
its incorporation in 1945 and has continued
its record of annual dimdend increases,
which commenced in 1948, At its February
1988 meeting, the Board of L -ectors again
raised the quarterly dividend by two cents
per share, from 70 cents to 72 cents. This
regular quarterly dividend is payable April 1,
1988, to shareholders of record on March 7.
Dividends are paid in cash to sharebolders
who are not participating in the Automatic
Drvidend Reinvestment and Common Stock
Purchase Plan; all dividends are reportable
for federal income tax purposes as ordinary
dividend income. Reference is made to Note
4 to Finandal Statemer.ts regarding limita-
tions upon payment of dividends on
common stock

1988 Annual Meeting

The Annual Meeting of
Shareholders of the Company
will be held at 9:30 a.m. on
Friday, May 20, 1988, in the
Plaza Ballroom at the Plaza of
the Americas Hotel, 650 North
Pearl Street, Dallas, Texas.
Shareholders are cordially
invited to be present at the
annual meeting. Those unable
to attend are urged to exercise
their right to vote by proxy.
Notice of meeting and proxy
statement and form of proxy
will be mailed shortly after
March 21, the record date for
the meeting. Following the
meeting, a report of the
proceedings will be prepared
and distributed to all
shareholders.

Directory

TRANSFER AGENTS AND
REGISTRARS

MTrust Corp, N.A.

Dallas, Texas

Morgan Shareholder Services Trust
Company
New Y.rk, New York

DIVIDEND DISBURSING AGENT
Morgan Shareholder Services Trust
Company

30 West Broadway

New York, New York 10007-2192

AGENT FOR PARTICIPANTS
AUTOMATIC DIVIDEND
REINVESTMENT AND COMMON
STOCK PURCHASE PLAN

Morgan Shareholder Services Trust
Company

Dividend Reinvestment Plans

P.O. Box 3506, Church Street Station
New York, New York 10008-3506

STOCK EXCHANGE LISTINGS
New York Stock Exchange, Inc.

New York, New York

Midwest Stock Exchange, Incorporated
Chicago, lllinois

The Pacific Stock Exchange Incorporated
Los Angeles and San Francisco,
California

Ticker Symbol - TXU

The Annual Report has been prepared for
the purpose of providing shareholders with
information concerming the Company and not
in connection with any sale or purchase of,
or any offer or solicitation of an offer to bw
or sell, any securities

Texas Utilities Company distributes a
booklet containing detailed System financial
and operating data, which have been compil-
ed for the convenience of financial analysts;
a copy will be furnished upon request

A copy of the Annual RCP'.'I to the
Securities and Exchange Commission, Form
10-K, will be fumished by the Company
wpon request

Rt'qHL‘!\ for copies or other shareholder

mformation should be directed to
Shareholder Relations

Texas Utilities Company

2001 Brean Touer

Dallas, Texas 75201

(214) 8124646
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March 30, 1988

Board of Directors
Tex-La Electric Cooperative of Texas, Inc.
Nacogdoches, Texas

Members of the Board:

We have examined the finaucial statements of Tex-La Electric Cooperative of
Texas, Inc. (the Cooperative) for the years ended December 31, 1987 and 1986, and
have iesued our report thereon dated March 30, 1988. As part of our examination, we
mad» ¢ study and evaluation of the Cooperative's aystem of internal accounting
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
extent 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
as a whole.

The management of the Cooperative 1is 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 the 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,
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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.

CUIMENTS

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:

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,
Suificient 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 1is 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.

AXILEY & RODE
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of Texas, Inc. -3- March 30, 1988

Accounting and Records -

The accounting and reporting procedures used by the Cooperative
were » equate and effective and the general condition of the records
was good. The methods used 1in 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 1its 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 Raybuvn reimburses the
Cooperative for 507 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.

AXILEY & RODE
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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
and, notes. It 1is 1intended solely for the use of management, the REA and
supplemental lenders and should not be used for any other purpose.

In accordunce with the terms of our engagement, we are enclosing copies of the
repcrt and management letter for each member of the Board, the GCeneral 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 t:ruly yours,
AXLEY & RODE

I

ERNEST J. KING, CPA
PARTNER
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March 30, 1988

'he Board of Directors
lex-1.a Electric Cooperative of Texas, Int
We have examined the balance sheets of Tex-La Electri Jooperative of Texas,
the Cooperative) as of December 31, 1987 and 1986, aind the related statements
f revenue and aeaxpenses, patronage apital and other equities, and changes ir
financial position for the years then ended. Our exeminations were made in
iccordance with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures as we
nsidered necessarv in the ircumstances
'he balance sheets at December 31, 1987 and 198¢ include the Cooperative's
1are of ertair nstructior osts in connection with the 2 1/6% joint "k'i“TQ)Fii“ Of
the Comanche Peak Nuclear Generating Station. As discussed in Notes 2 and 11,
recovery f these costs is uncertain and dependent upon future events, the outcome
f which cannot presently be determined.

" In our opinion subject to the effects on the financial statements of such

{

1d justments {f any, as might have been required ome of the uncertainty

liscussed in the preceding paragraph been known, jal statements referred
$ §

t sbove present fairly the financia position slectri Cooperative of
exas, Ir 18 f December 1, 1987 and 186 AN of its oparations and
the hanges finar position for the years: ended in conformity with
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 6 - LONG-TERM DEBT - CONTINUED

In July, 1981, the Cooperative entered into a loan agreement not to exceed
$180,000,000 to finance the construction and operation of generating facilities,
electris 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 REA
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 respective
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 line 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 externd 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 Administration, an agency of the Department
of FEnergy, Southwestern Electric Power Company, and Houston Lighting and Power
Company .

-
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ELECTRIC COOPERATIVE OF TEXAS, INC
FINANCIAI, ST/ 'S - CONTINUED
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