


1985 was the 50th
anniversary of the Rur
Electrification Administration
a year of celebration and a
year of reflection

It was a time to ook back
on those days, less than a
generation ago, when life in
rural Texas was hard. when
eacl: day meant a struggle
with the elements and a race

with the sun to finish the work

before nightfall . .. a time

before lights came on
It was a year to pay tribute
the rural people
aown their lanterns and pio
to join together for the
common goal of rural
electrification
This cooperative spirit—the
drive for a better quality of life
today and fcr the future—is
alive and well” am
people of our service area. 50
in this year of recognition, we
would iike to pay tribute
them; their spirit, their
achievements, ana their
dreams and dedicate our 1985
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Financial and Operating Highlights
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Report to Members

We are pleased to report that the average cost of wholesale power to our
members decreased again this year. The change was small, but it was in the
right direction. Several factors contributed to this accomplishment. The San
Miguel Plant, which provides approximately 60 percent of our power, again
operated at a high capacity factor for Brazos, 78 percent. Furthermore, the
San Miguel Electric Cooperative was able to return to Brazos approximately
$3.1 million due to efficient operations and fuel cost savings in 1984.

Also contributing to the reduction in power cost was the decline in
natural gas costs which we were able to realize. In our last report, we spoke
enthusiastically about our new, natural gas pipeline. This year we are even
more enthusiastic. Even by conservative estimates, the pipeline paid for itself
in 13 months through fuel cost savings! At year end, our purchases on the
spot market were at a unit cost which had declined 46 percent in 16 months.

We recognize that the gas glut, with its low prices, will not last forever.
Consequently, we are looking for additional reserves for our long-term
supply.

During 1985, we dealt with one of the more crucial challenges in the
history of the Cooperative: ending our exposure to further price escalation of
the Comanche Peak Nuclear Plant. Acquiring our 3.8 percent share in 1979
was a sound business decision. Since that time, the project has experienced
delays and substantial cost increases. Now it is in the best interest of our
consumers for us to limit our financial exposure to the project.
Consequently, we have withheld construction payments and have been
negotiating with Texas Utilities Electric Company to limit our investment in
the project.

Another issue continues to challenge the entire rural electrification
program. As rural electric consumers throughout the nation celebrated the
fiftieth anniversary of rural electrification, people who do not understand
this very successful program and its contribution to the nation and the
national economy were trying to dissolve the Rural Electrification
Administration and its loan programs. They are persistent. Every time our
broad constituency defeats them, they try again. Removal of this financing




source could create considerable hardship for our members and their
consumers. We do believe that Brazos could obtain other financing,

Last year we reported that we would need new generation plant capacity
in 1992. For the past two years, the growth of our peak demand has been so
strong that the date may have to be advanced to 1991. Our pooling of
capacity through our membership in the Texas Municipal Power Pool will
still allow us to delay this plant from 1986 to that time with a resulting
savings of approximately $40 million per year. The reduction in natural gas
prices and the availability of cogeneration power give us considerable
flexibility in choosing the most economical source for our next capacity
addition

Our municipal customers have been managing their systems with
increased professionalism and sophistication. Seymour recently consolidated
the electric systems within its city limits by purchasing the facilities of
another utility to end 50 years of dual service. Hearne has decided to
purchase all of its power from Brazos. Previously, it used its own generation
facilities to meet its peak load. Each of these cities is responding to its own
specific needs and we support them in that effort

A change in our membership resulted from the merger of Robertson
Electric and Limestone County Electric this past spring. The unified
cooperative is Navasota Valley Electric Cooperative with headquarters in
Franklin, Texas

Our report would be incomplete without special recognition of three
friends and directors who retired from our board: F.C.Luedtke, Horace
LeNoir, and Melvin Jordan. We thank them for their many years of service to
Brazos, The Brazos System, and rural electrification. And, we wish them well
in their retirement and future pursuits.

et ke Rostod & oy

William G. Parker Richard E. McCaskill

President Executive Vice President

and General Manager

The community feeling still
thrives in Fails County. That
group spirit is evident in the
folks that gather at Gene
Jansing's" grocery store and in
his dedication to serving them
It’s the same cooperative spirt
that pulled rural people
together in the 1930s to bring
electricity to their farms,
churches—and even to that
litie store in westphalia
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Year in Review

Sales and Growth

Growth in our peak demand has accelerated during the past two years.
Our peak demand this summer was 721 megawatts, a 10.9 percent increase
over 1984. Energy sales to our cooperative and municipal © - stomers
increased 7.3 percent to 3,420,350 megawatt hours. Much of this growth
comes from the unabated, suburban development in the Dallas-Fort Worth
area.

Plans for Future Growth

Circumstances present us with an uncommon variety of opportunities
for meeting our growth. From now through approximately 1991, we will
take advantage of our membership in the Texas Municipal Power Pool and
more economical alternatives, when available, to meet our load. In the
meantime we will be taking measures to control demand.

Management of consumer demand has gained increased attention in the
electric utility industry. With the ultimate objective of improving consumer
relations, it has a more immediate goal of slowing the growth of rates. By
using demand-side management techniques to delay plant construction and
operate our existing facilities at a higher average usage, we should be able to
achieve that goal, assuming fuel costs remain reasonable. Our board of
directors has taken the initial step of appointing a Marketing and Load
Management Committee. We are very enthusiastic about moving in this
direction. We see only opportunities ahead. Aside from gaining more control
of rates, we believe that the programs we develop with our member
cooperatives will improve our understanding of their needs and will bring all
of us closer to our consumers. Morever, we feel that the effort will provide
some of our employees with new leadership, management, and professional
challenges which will ailow them to grow.

When new capacity is required, we have several choices. If natural gas
prices remain low, construction of gas turbines to meet our growing peak
will be beneficial. Alternatives for meeting our base load include power
from cogeneration or small power production sources, purchases from
other utilities, and a second unit at the San Miguel plant site.




System Reliability

We are pleased with the reduction in outage time we have achieved this
past year. We decreased the average outage time per substation to 48.0
minutes from 60.4 in 1984. The increase in reliability stems in part from our
transmission pole inspection and treatment program begun in 1981 and from
an infrared monitoring program begun last vear. Viewing transmission and
substation facilities through a device that makes infrared light visible has
enabled us to detect overheated components that are candidates for failure.
They then can be replaced or repaired before they cause an outage.

Our training also has had a positive effect on reliability. The increased
awareness of operating personnel has led to early identification and
elimination of various equipment problems.

Another long-term process that contributes to our system reliability is
intensive planning to evaluate where and when new or upgraded
transmission facilities will be needed. Our planning division determines
where weaknesses will occur under selected conditions as our load
increases. They then determine the most economical way to prevent failures
by upgrading the system—adding new transmission lines, increasing the
voltage and capacity of existing lines, and using other methods.

At the appropriate time, our engineers begin design and procurement to
upgrade the facility. Right-of-way alternatives are selected and evaluated.
Easements are obtained and construction follows. This vear we built 37
miles of 138KV transmussion line. W'« so added five new substations to
support our members’ growth

We expanded our microip lnications to six stations primarily
in the northwest area of our system. Substation remote control and
monitoring was extended to eight additional locations. These improvements
will increase our reliability, enabling us to shorten outage times in these
dreas

Iransmission Line Right-of-Way
One of the difficulties we have encountered in building new facilities is
obtaining right-of-way. We need to strengthei our sysiem primarily in




suburban areas where most of our growth is occurring.

" The average [consumer] of today is not as close to the
cooperative (many are of a new generation) and they
measure our success by the quality and price of service to
themselves.

... itwas necessary to condemn fifty out of eighty-eight

.. landowners in order to obtain the easements needed to
serve the same [consumers] from whom we were attempting to
obtain the easements.”

['he preceding quotations are from our 1955 annual report so one cannot
say that our problems are new.

However, obtaining right-of-way has agair become more difficult.
Understandably, everyone would prefer to have cicctricity come from a plug
instead of through transmission and distribution lines along rights-of-way on
or near their property. Nevertheless, such lines are an integral part of our
service obligation; and they must be timely built. Recently, the Public Utility
Commissien of Texas (PUC) has intensified its scrutiny of the location of
proposed transmiss:on lines in its certification process. We do not oppose
those efforts of the PUC that are consistent with its own rules and the law
We pride ourselves on our care in selecting routes that minimize the impact
on landowners and the environment, and we studiously adhere to federal
and PUC regulations regarding transmission line route selection and
censtruction. We accept the obligation and challenge of proving to our
regulators and to the public that our actions, including our transmission line
route selections, are in the public interest.

Natural Gas Supply

We are delighted with the results of our fuel operations this year. In our
Report to Members, we related the savings resulting from our pipeline. We
have been studying to what extent a pipeline to our North Texas Plant might
improve the reliability of the plant’s gas supply as well as making its gas
purchases more competitive




While we have been able to take advantage of the gas market for current
savings, we recognize the need to develop long-term supplies that will
reflect at least some of the current improvements in pricing. At present,

“long-term’" appears to be no better than one vear with options for renewal
with price redetermination. We will keep close to the market to benefit from

opportunities when they occur.

Economic Dispatch Operations
During 1985, Brazos, as a member of the Texas Municipal Power Pool,

saved approximately $1.2 million for our members and municipal customers

through economic dispatch of the Pool's generating facilities. Since 1982,
these savings have been approximately $9 5 million. The other Pool
members, the cities of Bryan, Denton, Garland and Greenville, have
achieved proportionate savings. Economic dispatch operations consist of
choosing the best combination of generating units to meet the Pool's load
and reserve requirements and then loading the units in relation to their fuel

costs per KWH to minimize the cost of electricity.

Member Prepayment Plan

The Member Prepayment Plan, initiated in 1982, has proved extremely
beneficial to Brazos and its membership. Through this plan, our members
have an investment alternative that vields a return greater than might
otherwise be available. At the same time, their prepayments provide a
source of short-term financing for Brazos at a cost that is lower than what
we might find elsewhere. For example, prepayments in December 1985
amounted to approximately $14.2 million. Participating members earned 2
return based on an annual rate of 8 1/8 percent and Brazos was able to save
one percentage point of interest cost

Merit Compensation Plan

This year we developed and instituted a compensation plan that gives
more opportunity to reward exceptional performance

[t provides supervisors with more flexibility to choose the level of
compensation as well as the timing of increases. Implementation has been

Just about the last thing
you would expect to find in the
farm-ana-ranch-dominated
counties of the Brazos System
Is a mecca for artists. in a mere
10 years, Hoka Hey has become
Just that. Just as the rural
people of the 19305 sacrificed
those precious five dollars to
make the dream of a new life
with electricity come true
Waae Cowan and his family
sacrificed to make Hoka Hey
the success it is today. Both, in
their own way, are a lasting
tribute to the value of

following your dreams










accomplished smoothly. The increase in payroll will be nominal. Time will
show the benefits of the increased incentive.

Coincidentally with the merit compensation program, we revised our
emplovee evaluation system to make it more effective and a better
communications tool. To date, we are very pleased with the results. We are
also pleased that both of these changes were effected with little, cutside
consultation. The results reflect very favorably on the capabilities of our
personnel.

Insurance

As many businessmen and public administrators well know, liability
insurance has become scarce and its cost, exorbitant. We have also
experienced unexpected changes in our fire and extended coverage
insurance. Consequently, early in 1985 we retained an insurance consultant
for one year to advise us on risk management. We feel that we will be able to
achieve more effective and economical insurance coverage as a result of this

review and support.

February 19, 1986, three
months after we spen: a
deligntfui moming
Interviewing him in his boot
shop in Merigian. we deeply
regret his loss, but hope that
our story will be a fitting
tribute to bis memory.
Although Magdaieno is gone.
his respect for hard work and
quality products is a tradition,
and aways wii remain a
common thread among his
neighbors and patrons—the
peaple of The Brazos System.




Management

Executive Vice President and General Manager

Richard E. McCaskill, age 49, joined Brazos in
1979 He is also the General Manager of San Miguel
Electiic Coopcrative, Inc. in Jourdanton, Texas

McCaskill is a graduate of Texas Tech University
where he earned a Bachelor of Science Degree in
Electrical Engineering. He has worked in the electric
utility industry for 20 years, including positions as
Assistant Division Manager, Safety Engineer, Training
Director and Division Manager for Central Power and
Light Company in Corpus Christi. Upon coming to
Brazos in 1979, McCaskill assumed the duties of Manager
—Engineering, Power Supply and Construction. He was
elected to his current position in January, 1981

McCaskill is a registered Professional Engineer in the
state of Texas and 2 member of the Texas Tech Electrical
Engineering Industrial Advisory Committee Heisa
director of InterFirst Bank in Waco

Assistant General Manager

LD, Copeland, Jr., age 41, joined Brazos in 1971 as
an accountant, became Manager of the Accounting
Department in 1977 and was promoted to his current
position in 1984 He also is Assistant to the General
Manager of San Miguel Electric Cooperative, Inc. in
Jourdanton, Texas

Copeland received a Bachelor of Business
Administration Degree in 1970 and a Masters of Business
Administration Degree in 1977, both from Baylor
University He became a Certified Public Accountant in
1972 He is also a member of the American Institute of
Certified Public Accountants and the Texas Society of
Certified Public Accountants

Executive Assistant and Manager—Public Relations

Francis M. Bushnell Jr., age 42 joined Brazos in
1979 25 Executive Assistant and was given the added
responsibility of Manager—Public Relations in 1980

Bushnell received his Bachelor of Science Degree in
Engineering and Business Administration from Princeton
University in 1965, He spent nine years as a submarine
officer in the U.S. Navy Nuclear Power Program. He was
employed by Stone & Webster Engineering Corporation
for four years, where he administrated a nuclear power
project and was a Marketing Engineer

He is a certified instructor for the Dale Carnegie
Course and is also President Elect of the Central Texas
Chapter of the Public Relations Society of America

Manager—Fuel Operations

Clifford L. Sartin, age 56, joined Brazos Fuel
Company in 1974

Sartin graduated from Texas Tech University in 1954
with a Bachelor of Science Degree in Petroleum Geology
and minor in Chemistry. Before joining Brazos Fuel, he
had extensive experience as an oil and gas exploration
geologist and spent three vears primarily exploring for
lignite reserves. He worked for Cities Service Petroleum
Company for seven and one-half years. He also served as
Senior Geologist for National Soil Services, Inc. from
1966-1974

Manager—Finance and Administration

Ciarence W, Carpenter, age 53 joined Brazos in
1967 as Manager—Accounting Department. He was
promoted to his current position in 1977

Carpenter received a Bachelor of Business
Administration Degree from Bavior {niversity and
became a Certified Public Accountant in 1963. Prior to
coming to Brazos, Carpenter worked for the Internal
Revenue Service for seven vears

Carpenter 1s Director of the Texas Society of Certified
Public Accountants and Past President of the Central
Texas Chapter of Certified Public Accountants. He is Past
President of the National G&T Accountants Association

hanager—Operations
Dan B. Swenke, age 47, joined Brazos in 1966 as a

Junior Engineer. He has served in numerous positions

including Design Engincer. Chicf System Operator and
Manager—Transmission Department

Prior to coming to Brazos, Swenke had construction
experience as an officer in the United States Army Corps
of Engineers. He earned a Bachelor of Science Degree in
Civil Engineering in 1963 from Texas Tech University
and is a registered Professional Engineer in Texas

Wanager—Project Construction and Engineering

Billy Dyess, age 55. joined Brazos in 1974 as
Construction Supervisor and was promoted to his
present position in 1981

Prior to coming to Brazos. Dyess was emploved by
Hicks and Ragland Consulting Engineering Company . He
advanced in the company to serve as Vice President—
Director of Field Operations from 1968-1974. In this
position, he was responsible for design and construction
management, regulatory processes and public relations

Dyess served two terms in the United States Army in
1947-1948 and 1950-1951, where he continued his
education through various correspondence courses

Wanager—Corporate Plannins,

William B. Townsend Jr., age 46, joined Brazos in
1964 as a Junior Engineer. He was appointed Chief
System Operator in 1967, Manager of Engineering
(including construction) in 1970 and Administrative
Assistant in 1980. He was appointed to his current
position in 1981

He received a Bachelor of Arts Degree in Math from
Texas A&M University in 1963 and a Bachelor of Science
Degree in Electrical Engineering in 1966

Townsend is a registered Professional Engineer in
Fexas and the Brazos representative on the Electric
Reliability Council of Texas (ERCOT)—Technical
Advisory committee. He has held the positions of
Secretary, Vice President and President of the Central
Texas Chapter of the Texas Society of Professional
Engincers







Treasurer’s Report

The Consolidated Statement of Revenue and Patronage Capital and Other
Equities of the Cooperative and its wholly owned subsidiary, the Brazos Fuel
Company, Inc., reflects that operations produced net margins of
$17,304,142 for the calendar year 1985. Margins improved significantly
compared to the net margins of 86,451,275 reported in 1984. The margins
from 1985 resulted in a Times Interest Earned Ratio (TIER) of 1.51 and a
Debt Service Coverage (DSC) of 1.54. The TIER and DSC ratios are key
financial indicators used by the Rural Electrification Administration in
assessing the ability of the Cooperative to meet its mortgage requirements.

Operating margins from the Cooperative's operations for 1985 were
$15,162,802. These margins and patronage capital allocations received have
been allocated to customers on a patronage basis. Total patronage capital
allocated was $16,449,819.

This year, total assets exceeded $440 million. Total revenues were $200
million. The distribution of revenues indicates that purchased power
continues to be the major cost item. We present at the right the distribution
of both the 1984 and the 1985 revenue dollars.

The Cooperative received Rural Electrification Administration and
Federal Financing Bank loan fund advances of $27,709,000 during 1985.
These funds were REA guaranteed. These advances were used to finance the
construction of transmission facilities and to finance the cost of our 3.8%
interest in the Comanche Peak Nuclear Plant. Long-term debt at year-end
was just under $372 million.

The Cooperative’s total margins and equities of $47.3 million represent
10.6% of the $444.5 million total assets.

&%M

Joe Forman

Secretary- Treasurer

Interest
%z




16985 Financial Statement

The financial strength and resilience of the Brazos System stems from its member
cooperatives and customers. They serve consumers in rural, suburban, and urban areas
totaling nearly 20% of Texas. This vast service area provides diversity for income
sources of residential, agricultural and industrial loads. It also provides strong growth
in energy sales.

Comparative Summary of Electrical Operations 1981-1985*

1985 1984 1983
(Mills per KWH
Total Operating Revenue (1) 50.8
Operating Costs
Hon expenses (2 39.1
S10N CXpenses

eneral expenses




Comparative Summary of Electrical Operations 1981-1985"

1985 1984 )83 1982

Electricity Generated and purchased—/n Megawatt Hours

Generated a2t W R. “"Bob Poage Plant -

Generated at North Texas Plant 100,473

Generaied at Randie W Miller Plant 1,570,418
Pur-chased for system

From San Migue! Electric Cooperative 1,558,827

355.562

Purchased at isolated meter points 548,418

4,133,698

Electric Sales—/n Megawatt Hours

3.033.643%
iR6 707
3.420.350
§23.226
3943576

Electric Sales to Member (

266.709
536,826
169,997
117,100

86.3
143

08.3




1985

Maximum Kilowatt Demand
At Member Delivery Points 759,495

Annual Load Factor Percent

Member Cooperatives

Electric Energy Sales
$162,216,740
§7.662.417
$199.879.157
Other Electric Revenue 584,387

Total Operating Revenues $200,463,544

Operating Expenses

Tota!l Cost of Electric Service

Gain(Loss) in Operating
Margins 5 2.802
Non-Operating Margins ) 009

Gain (Loss) in Total Margins 283 811




Consolidated Balance Sheet

December 31, 1985 and 19
ASSETS (Note

Utility Plant (Notes |

8RO

216

998.607

586.609

Current assets

Deferred charges

B

ORS 693
a6 658

$444.515.158




LIABILITIES

Equity and margins

Memberships

R4K
000
632

Current liabilities

Deterred credits (N




Consolidated Statement of Revenue and Patronage Capital
and Other Equities

Years Ended December 31, 1985 and 1984 1985

Operating revenues:
Sales of electric energy (Notes 1 and 10 $199,879,157

Other 550,637
200,429,794

Operating costs and expenses
A l‘u rating expense
Operation expense

tuci

s | Ny
minsiralive and genera

[CNANCE CXPCnNse

178
Operating margins 616
G & T Capital Credits $1.928
Other capital credits and patronage dividends 21,905

Non-operating margins
| ) 565

128
Margins before Federal income tax 142
Federal income tax (benefit)
Net margins
Patronage capital and other equities, beginning of year

Patronage capital and other equitics

end of year




Consolidated Statement of Changes in Financial Position

Years Ended December 1985 and 1984 1985

Working capital provided from
Net margins 17,304,142
6,436,805
273 833)

7114

OO0
M)
804

5.528

161,001

260,494
NVOrking capita 51.616861

Working capital used for
\d v pla

794,346
R ng REA 3.274.036
191
000
361
821

676

Changes in working capital

Nin)

S 164, 409
QIR (N
s0N0°"
20691 i

SO¢




Notes to Consolidated Financial Statements

| —Summary of Significant
Accounting Policies

Principles of Consolidation

The consolidated financial statements include

the accounts of the Cooperative and its wholly
owned subsidiary, Brazos Fuel Company. All
intercompany items have been eliminated in
consolidation

System of Accounts

I'he accounting records of the Cooperative
conform to the Uniform System of Accounts
prescribed by the Federal Energy Regulatory
Commission for Class A and B electric utilities
modified for electric borrowers of the Rural
Electrification Administration (REA)

Electric Revenues and Fuel Costs
Electric revenues are recorded monthly as of
the date meters are read and accounts are billed
Fuel costs are charged to production expense

as fuel is consumed

Plant Additic s and Retirements

I'he cost of additions to electric piant in
service represents the original cost of the
contracted services, direct labor and material
interest on construction loans, and indirect
charges for engineering, supervision and similar
overhead items. Maintenance and repairs of
property and replacements and renewals of
items determined to be less than units of
property are char
replaced or renewed, the original cost plus
removal cost less salvage is charged to
accumulated pro

N

ged to operations. For property

construction are credited to the applicable plant
accounts

Interest Charged to Construction
'he Cooperative has capitalized as a part of
electric plant the cost of borrowed funds used
for such purposes, net of interest earned on
idle’” advances of the borrowings. This

procedure is in accordance with that prescribed
by REA

Patronage Capital Certificates
Patronage capital from associated
organizations is recorded at the stated amount

of the certificates

[Unrecovered Purchased Fuel Costs

Natural gas purchased under the take or pay
terms of contracts with various individual
producers is recorded at contract cost, which
includes production taxes and royalties. The
amount of gas paid for in advance is classified as
a deferred debit. Unpaid production taxes and
rovalties. related to the above contracts, are
included in deferred credits until such time that
the gas purchased and not taken will actually be
recovered by the ( ooperative

An allowance for unrecoverable gas 18
provided for by charges to income I'he
lowance is based upon a determination by the
Cooperative s consulting engineers as [« the
1s losses in each well

ume of g

2—Assets Pledged

SNdAIe D
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3—Utility Plant
Listed below are the major classes of utility
plant as of December 31, 1985 and 1984
December 31
1985
2,170
60,395,163
108,876,114
36,897,188
6.195.09

6, 888
2,613

$451,585

1 ,/')r!'( ation

Provision has been made for depreciation on

straight-line basis at annual composite rates as

follows

Included in construction work in Progress at
December 31, 1985, are costs of $201.625.464
for the purchase of 3.8% ownership of

e | [he

Comanche Peak Nuclear Gene ratng Saunon

i—Deferred Charges
Following is a summary of amounts recorded
as deferred charges at December 31, 1985 and

1984
198§

§ 382,698

$ 378,267

'he Cooperative has constructed a 78 mile
345KV transmission line from the San Miguel
Electric Cooperative, Inc. generating plant

(Plant) to a point of interconnection with
another utility. Power is transmitted from the
plant to the point of interconnection and is
wheeled by other utilities into the Brazos
transmission system. Certain fixed costs
associated with the line, and charges from other
utilities for wheeling services, were deferred
pending commercial operation of the Plant
which occurred in early 1982. The deferred
costs are being amortized to expense on 2
straight-line basis over a period of 5 years
Qs ‘ 1985
$1,754.946
77.765

152,982

$1.985.693%




Notes to Consolidated Financial Statements (continued)

5—Patronage Capital and Other 6—Long-Term Debt
Ii'([lllifl'("\‘ Long-term debt consisted of the following at
Detail of patronage capital December 31, 1985 and 1984

December 31 1985
1985
$16.449.819 .
26,246,393 $55.860 848
8,698,315 28.7068.95%06
84.029.784
5,175,000

al ga ind losse i83 81.454.784
f +ON

09

Detail of other equitics

560 3 689053 - y 350.619
Y 649.178

$47 2§2 8 63 ] , 283,451

912.400

Lnder provisions of the long-term debt ,195,648
568 800

agreements, until the total of equities and
| 0626 848
margins cquals or exceeds 40% of the total assets

of the Cooperative, the return to patrons ol

capital contributed by them is limited gene rally

to 25% of the patronage capital or margins

4 690 000

received by the Cooperative in the next v GaS
3 A

["(«l«‘u‘l‘,;\.(.il 274.616.000

)

On February 26. 1986. the Board of Directors

authorized pavment of capital credits in 19806 tot 5 000 at
ugh 1966 in the amount of
$4,264.593. subject to REA approval and )operative on commitment
availability of funds CFC. respectively
[ he byv-laws of th incipal and interest instaliments
REA and CFC notes are due quarterly in

imounts of approximately 5952 O

FEB consists




approximately 87,677 000 due quarterly. The
Cooperative has an option to extend the due
dates, of the 2 year notes, for a period not less
than two years nor greater than seven years after
the date of the advance; ¢. 1o extend the
maturity date to thirty-four vears after the end of
the calendar vear in which the advance was
macde. At December 31, 1985, the Cooperative
had $134,561,647 of advances with short-term
maturity dates which they intend to refinance
under the above options. These advances have
been classified as long-term debt for financial
statement purposes. Unadvanced loan funds of
328,371,000 are available to the Cooperative on
foan commitments from FFB

A\t December 31, 1985, estimated annual
maturities of lfong-term debt outstanding for the
next five vears are as follows

Total
$ 1817 800
§24.900
950,00
§$. 123800
§ 345.500

12 OO0

-Deferred Credilts

Deterred credits consisted of the followin

December 31, 1985 and 1984

Deferred production taxes and rovalties are
costs incurred ih obtaining gas under the take or
pay obligation of the Cooperative’s contracts
with various producers. These costs are deferred
until such time that the gas will be taken by the
Looperative

Deferred cost of fuel paid in advance
represents the net obligation due to gas
producers under the take or pay provisions of
the fuel contracts, but of which a clear title of
ownership has not been established by the
producer. When clear title is established, the
producer will be paid for the gas. If a clear title is
not established, the producer is released from
contract and the Cooperative has no obligation
tor the fuel

8—Line of Credit Agreement

'he Cooperative has established a line of

credit, for short-term financing, with CFC for
$40.000,000. At December 31, 1985, no funds
were owed under such agreement. In addition
the Cooperative has established a line of credit
for short-term financing. with a bank tor
$20,000.000 at the prime interest rate Prior
approval from CFC is required if the combined
borrowing under the lines of credit will exceed
$40,000,000. The Cooperative has not

|

borrowed anv funds under the igrecmont

witl




Notes to Consolidated Financial Statements (continued)

O—Retirement Plan

The Cooperative has a contributory
retirement plan covering substantially all of its
employees. Total retirement costs charged to
operations for 1985 and 1984, were $388,084
and $333,251, respectively, and include charges
for current and prior service costs. The
Cooperative's policy is to fund retirement cost
annually as it is accrued

I'he actuarially computed value of vested
benefits at December 31, 1984 (date of latest
information available) was $6,683.002. The
book value of the retirement fund assets at
December 31, 1984 was 89,093,400

10— Transactions with Member
Cooperatives

I'he Cooperative has contracts with 17 of its
|8 member distribution cooperatives, through
June 30, 2020, for the sale of wholesale electric
energy. The contract with the other member
cooperative is through the period June 30, 2010
Sales of electric exergy to the 18 members were
$162,216,740 and §152,868,791 for 1985 and

1984, respectivedy

| | —Federal Income Taxes

Federal income taxes are paid on taxable
income of the subsidiary only. No provision has
been made for Federal income taxes tor the
Cooperative in reliance on a determination
letter, dated March 12, 1969, issued by Internal
Revenue Service, which states that in the

\)Ihf]ﬁtil)l‘* e SCTVICE the OODCT HIVEC MOCts "](

requirements of Section SOHCK L2) of the

Internal Revenue Code and is entitled to
exemption from Federal income tax

I'he tax benefit of $5,749 in the year ended
December 31, 1984, represents a refund due
from Internal Revenue Service resulting from a
net operating loss of the subsidiary in 1984

[2 - Commitments and Contingencies

Joint Ownership Agreement

I'he Cooperative, pursuant to a Joint
Ownership Agreement with Texas Utilities
Electric Company (TUEC) and affiliates thereof,
executed on June 1, 1979, has an undivided
3.8% ownership interest in the Comanche Peak
Nuclear Generating Station (Project)

During 1983, the Cooperative and TUE(
began negotiations intended to limit the
Cooperative's financial obligation with regard to
the Project. Also, during 1985, the Cooperative
notified TUEC of the existence of a dispute
regarding the Project and began withholding
CONSLruction progress payments \ prupm('d
settlement agreement has been prepared by the
Cooperative and TUEC and forwarded to the
Rural Electrification Administration (REA) for
their approval

\s of December 31, 1985, the Cooperative
has invested $211,385,350 in the Project as
construction payments, nuclear fuel, associated
transmission facilities, and interest during
construction and other indirect costs; exclusive
of $13.577,235 in withheld progress payments
Loans from the Federal Financing Bank
guaranteed by REA . totalling $193 million werd

available tor the Project




When the Project begins commercial
operation, a rate increase will be necessary to
recover construction costs of the Project. As part

of the anticipated rate proceeding, it is expected

that the Public Utilicy Commussion of Texas will
inquire into the prudency of Brazos™ investment
in Comanche Peak. Brazos expects to justify fully
before the Commission that the investment in
Comanche Peak is in the public interest and will
be used and useful in rendering utility service
Shoulkd the Commission find that some portion
of the Project is to be disallowed for rate making
purposes, the Cooperative may be required to
write off that portion of the cost of the Project
which is disallowed. The Cooperative is unable
to determine whether or not some portion of the
Project cost will be disallowed: additionally, the
Cooperative is unable to determine the
materialty of any disallowance should it occur
and its effect on Brazos' rates and earnings
inasmuch as Brazos' return on invested capital
has been treated historically by the Commission

h 3 r ' r
unction of Brazos cash requirements and

it determined independently thereol

Unrecovered Purchased Fuel Costs

I'he Cooperative has contracted to purchase
gas from various individual producers, in
addition to other suppliers. The remaining term
of the majority of these contracts is
approximately 8 vears. Under the terms of the
contract agreements, the Cooperative has agreed
to purchase and receive, or pay for if available
and not taken, a quantity of gas as set forth in the
contracts. The contracts provide for the
recovery of gas paid for, but not taken. It is the
opinion of management, that with proper
monitoring of reservoir performance and field
surveillance of operating conditions, failure to
recover gas paid for but not taken above the
allowance for unrecoverable gas, will be
minimal; and that such failures, should they
occur, are a proper increment of the cost of
actual gas delivered and therefore recoverable
under the Cooperative s rate structure, from its

customers




KMG \ain Hurdman

Certified Public Accountants

I'he Board of Directors
Brazos Electric Power Cooperative, Inc

We have examined the consolidated balance sheet of Brazos Electric Power Cooperative, Inc. and

subsidiary as of December 31. 1985 and 1984, and the related consolidated statements of revenuc
and patronage capital and other equities and changes in financial position for the years then ended
Our examinations were made in accordance with generally accepted auditing standards and
accordingly, included such tests of the accounting records and suc h other auditing procedures as
we considered necessary in the circumstances

As discussed in Note 12, the recovery of certain construction costs associated with the 3.8% joint
ownership of the Comanche Peak Nuclear Generating Station is dependent upon future events, the
outcome of which cannot presently be determined

In our opinion, subject to the effects on the financial statements of such adjustments, if any, as
might have been required had the outcome of the uncertainty referred to in the preceding paragraph
been known, such financial statements present fairly the financial position of Brazos Electric Power
Cooperative, Inc. and subsidiary at December 31, 1985 and 1984, and the results of their operations
and the changes in their financial position for the years then ended, in conformity with genc rally

iccepted accounting pring iples applied on a consistent basis
/

February 28. 1986 (except as o No 5 ommitments and ( ontnmgegencles foint Owni ’\}‘1,"'

‘\"’( emeni i IIA'A l: ANARY)




The Spirit of

the Brazos System
as Seen in Six
Brazos Friends.




Eugene Jansing s Grocery,
Westphalia, Texas

T'o the casual observer, it could seem like just
another slow-paced community, with an unusual
name, on one of Texas' back roads. The tall whitc
steeples of the local church, which is the pride of
the settlement, seem to be the only things worthy
of notice. Other than the blinking vellow light in
the middle of FM 320, there doesn 't seem (o be
much to stop for in Westphalia

Except for that old store. It really looks more
like a barn than anything else. There's nothing
outstanding about the weathered wooden
building hosting a tin roof and faded Big Red sign
But that store is much more than just a pit stop
about 20 miles southwest of Marlin. One step
inside its crooked, screened door and the visitor
feels the warmth of a2 community

\ group of locals lounge in the retired green
and blue theater chairs clustered around the
glowing heater; their murmuring is a continuous
hum in the peaceful country store, A neighbor
strolls in, helps himself to a soda from the cooler
and deposits his change in the gold King Edwards
cigar box behind the counter

Further down, sitting on a low stool beneath 2
bare bulb, is Gene. Since 1943, Gene has been the
manager and sole proprictor of Eugene Jansing s
Grocery in Westphalia. He's also somewhat of 2
local celebrity in this German farming community
of about 100 families. But the store that has been
the hub of Westphalia since it opened in 1907
itracts ‘neighbors  from many mies ay

Gene's here every mornis
ind sometimes doesn t g

{ might. Rest assut
\ppreci

the st

celebration of Gene's 59th birthday. Everyone
pitched in to throw the gala event; and they plan
to do it again next vear

On Friday nights, a smattering of country and
western songs fight for time with the latest rock n
roll hit on the jukebox in the back room. Video
games flash behind the domino tables—evidence
that young and old alike still enjoy gathering at
the store

I'he rest of the week is sort of quiet, but there s
always a steady stream of customers coming in to
pick up that sack of feed or select a loaf of fresh
bread from the sagging shelves. Or maybe they 'l
just sit and have a soda; the same way they 've
been doing since 1907, Either way, they |l be glad
they stopped by

Willard Howle's Mountain Road Dair)
Stepbenville, Texas

When John Howle rode into Texas from
Alabama back in 1904, our great state was full of
cactus, wide open spaces and cheap land—vyou
could buy it fo. 37 or $8 an acre out in southwest
Erath County. You probably wouldn t even
recognize the area in those days; after all, the
Comanche Indians had ruled there not too long
ago and the deer probably still outnumbered the
scttlers. But it was a land full of promise; and
when John grew up, he became a farmer

[oday, there are more Deere tractors to be seen
than deer of the furry variety (although they say
the hunating isn't bad.) and the only Comanche
around 18 the Comanche Peak Nuclear Power

nates the horizon about 17 miles

10t changed




Willard Howle. John's son. stands at the edge of
his dairy barn on the hill and looks contentedly at
the green pastures and the lumbering black and
white beasts climbing the hill toward him for their
afternoon milking

You know, there's not much other place I'd
rather be. It s a healthy kind of life out here
he savs, Willard admits there are davs when he
considers selling the dairy and retiring at the ripe
old age of 42, but they are few and far between
it Willard wasn t always that fond of
When he graduated from Texas A&M
HCONServation service 1ob 1
NUCHh Nore appeanng than

ry COWS 505 davs a vear

|

ind nis wilkt

Wade Cowan's Hoka Hey Fine Arts
Foundry, Dublin, Texas

Not often do people have the courage to give

up their careers and follow their dreams, to give

up a steady pavcheck to pursue a craft, to risk

stablity to reap fulfillment. When they do, not

often 1s the story as successful as it is at Hoka Hes

In 1976, while the rest of the country was

immersed in its mammoth bicentennial

celebration of history. Wade Cowan abandoned

his past and looked to the future. Wade sat at a

table with internationallv-known Western artist

Randy Stetfen, a descendent of Sioux war chief

Crazy Horse, and accepted his challenge to

establish a fine arts bronze foundry dedicated to

nothing less than the best. He gave up his job as a

A

-

5-mile-a-day al carrier, retired his h.i\

guipment and sold hi nstered Angus herd
1 AW O '\]‘(f'.\!\ \\ 101¢
ccalls. He said the artist provided the spark he

nart with




“There are a lot of tears on this ground, " Pat
says with a laugh. The 5,000 square foot foundry
was designed and built solely by Wade and
Richard

But Hoka Hey is much more than wax, silicon
molds and farnaces. The employees, many of
whom have been there almost since the foundry's
inception, are what make it unique. Pat
emphasizes the family atmosphere among the
group. The Cowans prefer that their employees
have no formal artistic training, allowing them to
start out with the Hoka Hey golden rule in mind
I'hou shalt not change the work in any way

You've got to have good eyes, steady hands
and the patience of Job to work nere,  Pat
explains

We have a special group here,” Wade says. ~A
lot of people can't take the perfectionist ideas we
have, but when you have perfection to begin
with, it cannot be changed. There is no grey area

in this business . . . it's either right or it's wrong

Becky and Beth Aldridge,
Texas AGM University

I'he future for Texas looks bright. And it's
reflected in Becky and Beth Aldridge: two of
tomorrow's leaders. Raised on a healthy blend of
caring parents and solid schooling, with a big dos
of 4-H thrown in, the Aldridge sisters are a good
example of what's very right about our youth
today

Becky is 2 senior ¢ Texas A&M University
majoring in agricultaral education. Roommate
ind vounger sister Beth is a freshman anticipating
a teaching career. As they stroll through the
bustling College Station campus, pointing out
facts about their school, their enthusiasm
!‘{"L‘]‘ilt ns the overcast day

Caught up in their college |

are unaware that Texas A&M is one of Br27os’
customers. But Becky and Beth became a part of
the Brazos System long before they left their home
outside of Waco to becorae loyal Aggies. In fact,
Brazos was proud to have both girls represent
us on the National Rural Electric Cooperative
Association Government-In-Action Youth Tour
to Washington, D .(

The girls have fond, if not different, memories
f the 10-day trip awarded vearly to high schoc)
students. When Beth went in 1984, she was ciie of
two selected to place 2 wreath on the Tomb of the
Unknown Solider in Arlington National Cemetery
Becky recalls wearing borrowed clothes when she
met her Congressman on the 1982 trip. Hers had
been left behind in Tennessee!

It has been about 10 years since Vernon and

Jovce Aldridge, Becky and Beth's parents

founded the Bellmead 4-H Club and started their
girls and countless other lucky kids on the road to
success. The Aldridge girls did it all in 4-H; all the
way up to each receiving the 4-H Gold Star
Award, one of the highest 4-H honors

Now they are college students; and raisit:3
calves has taken a bact: seat 1o studies, part-time
jobs and supporting the Aggies on to the Cotton
Bowl. But they haven't abandoned their roots
both girls are members of Texas A&M's Collegiate
Future Farmers of America. Beckv's job at the
State 4-H Office is a nataral extension of her
upbringing, and she also is 2 member of Alpha
Zeta, an agriculture honor society

For the \MH\IL‘( sisters, what, besides success
does the future hold? Each anticipates staying in
[exas, preferably ina smaller town. They also say
that neither would mind following in the foot
steps of Wanda Hargrove, the 4-H Coordinator
who gave them so much encouragement. But
Beckv s I n‘»n“L‘_h(T PLONS Open, recognizing
ad ahead

4 - | ! el
that many forgks neinthe r




Magdaleno Trujillo's Boot Shop,
Meridian, Texas

Magdaleno Trujillo was an artist. Though his
79-year-old frame was weak and siightened by
a recent bout with pneumonia, his remained the
strong hands of an artist. Bolts of lifeless hide
of all shapes and colors were piled around his
cluttered shop on Morgan Street in Meridian
Ancient stitching machines and shoe forms sat
silent, all waiting for “"El Maestro™ to transform
the skins into a masterpiece

Magdaleno was a bootmaker of the finest sort
He could make or repair just about any shoes you
wished, but when he handmade boots—he was
an artist

For almost 71 years, he worked his magic with
whether it be for a Central
[exas tarmer or the star of a2 Western movie

leather. Each pair

received the same dedication and attention as the
last. Magdaleno said it was for that reason that he
built a reputation for being the best bootmaker in
fexas. They called him "El Maestro™ —the master
His secret is simple
| do everything with my hands, " he said, as
he proudly displayed his two wrinkled tools
Nobody could ever compete with me
He was born into a family rich in the tradition
of the handiwork. His father taught him the craft
known by his grandfather and countless uncles
when he was a child in Mexico. At the age of nine
he began his lite's work. And at the age of 79, he
showed few signs of slowing down
\s 4 vouth, Magdaleno had dreams of being a
tailor, but obedience and respect for his father's
wishes drew him to leather instead
It was the least | could do for hin
Fhis is hard work b

explaimd d

W4V 1O make 2 hving

=

Twenty five vears ago | was a celebrity,”

he said with a chuckle. “But I never let it go to
my head.’

Magdaleno shod the famous feet of Roy Rogers,
Gene Autry, Tex Ritter, John Wayne and a host
of other stars who caught wind of this Texan's
reputation. For five years, he traveled back and
forth to Hollywood to fit his elaborate original
designs on the stars. But the temperamental
nature of the actors’ agent did not suit this artist’s
gentle disposition

Magdal=no said he told the agent he didn't need
the business, and he abandoned his contract for a
more personal lifestyle

50 for the last 4% vears, Magdaleno worked out
of the little shop 1. Meridian that is adjacent to his
home. He allowed his loyal customers to come to
him from all over the country, even though his

quality did not come cheap

Magdaleno said he had been trying to retire for
years, but each time someone pleaded that he
craft just one more pair for them
he said
resignedly. But he didn’t seem to mind. His love

hey just won't let me quit

for the craft was evident as he proudly displayed
the intricate decorative stitching on the upper
of aboot. " You sce, [ still do pretty good for 79

vears old







I'be Brazus System

Member Cooperatives

Bartlett Electric Cooperarive, Inc

B-K Electric Cooperative, Inc

Belfalls Electric Cooperative, Inc

Comanche County Electric Croperative Assn

Cooke County Electric Cooperative Assn Wi

Denton County Electric Cooperative, Inc Shuy -
) atural Gas

Erath County Electnic ( ooperative Assn Electric Power Generation Plant

Fort Belknap Electric Cooperative, Inc

Hamilton County Electric Cooperative Assn

Hill County Electric Cooperative, Ing

J-A-C Electric Cooperative, Inc

Johnson County Electric Cooperative Assn

McLennan County Electric Cooperative, Inc

Mid-South Electric Cooperative Assn

Navarro “ounty Electric Cooperative, Inc

Navasota Valley Electric Cooperative, Ing

Iri-County Electric Cooperative, Inc

Wise Electric Cooperative, Inc

) . . .'r? »,,Vb?, )
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North Texas
Natural Gas

Electric Power Generation Plant
Comanche Peak . !

Nuclear
Electric Power Generation Plant
jomtly owned, under construction
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W.R. (Bob) Po2ge
Natural Gas
Electric Power Generation Plant
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Dickens Electric Cooperative, Inc
y Gate City Electric Cooperative, Inc



Don Gregg
B-K Electric

Cooperative, Incorporated

Phillip E. Slater
Fort Belknap Flectric
Cooperative, ncorporate d

Ron Golden
Mclennan County Electri

L "‘I"l"u'fl.’l mcorporated

William G. Parker
President
Comanche County Electric
Cooperalive issociation

Lawrence Karl
Bartlett Electric
Cooperative, Incorporated

Jack Elam
Hamilton County Electric

Cooperative Association

Woodrow Hensarling
Mid-South Electric
{ssoctanon

nerats
Cooperaiine

Luther L. Parks
Vice President
Belfalls Electric
Cooperative, Incorporated

Robert T. Lewis, Jr.
Cooke County Electric

Cooperative Association

Sam Houston
Hill County Electric
Cooperative, Incorporated

Aubrey Berry
Navarro County Electric

yperative, incorporaled

Joe Forman
Necretary
Wise Electric
Cooperative Ing H"/“l"(lie‘d

M. E. Holley
Denton County Electric
Cooperative Assoctation

Bernard Hilbers
J-A-C Flectric

Cooperatire Incorporated

J. W, Richards, Jr.
Narvasota Valley Electri

wperative. incorporaled

Fred Parker

Erath (

ounty Electric

Cooperative Assoctation

Billy J. Poland

Jobn

m County Electric

Cooperative Association

Ir

peraiine

In

J. F. Herring, Jr.

County Electri

rporaied
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AXLEY & RODE
CERTIFIED PUBLIC ACCOUNTANTS
LUFKIN - NACOGDOCHES - CROCKETT - LIVINGSTON
TEXAS

March 25, 1986

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

We have examined the balance sheets of Tex-La Electric Cooperative of
Texas, Inc. as of December 31, 1985 and 1984, and the related statements of
revenue and expenses, patronage capital, and other equities, and changes in
financial position for the years then ended. Our examinations were made in
accordance with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances. .

In our opinion, the financial statements referred to above present fairly
the financial position of Tex-La Electric Cooperative of Texas, Inc. as of
December 31, 1985 and 1984, and the results of its operations and changes in its
financial position for the years then ended ia conformity with generally
accepted accounting principles applied on a consistent basis.

CERTIF%TPUBLIC ACCOUNTANTS




TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.

BALANCE SHEETS
December 31, 1985 and 1984

ASSETS
Electric Plant, At Cost:
Furniture and fixtures
Less accumulated depreciation

Construction work in progress (Notes 2 and 6)

Other Assets and Investments:
Nonutility property
Investments in associated organizations (Note 3)

Current Assets:

Cash, including temporary cash investments of
$610,546 in 1985 and $271,174 iu 1984-General funds

Cash, including temporary cash investments of
$1,571,540 in 1985 and $206,605 in 1984-Construction
funds

Accounts receivable (includes receivables from
member cooperatives of $2,372,807 in 1985 and
$2,437,991 in 1984)

Prepaid expenses

Accrued interest

EQUITIES AND LIABILITIES
Patronage Capital and Other Equities (Note 10):
Memberships
Patronage capital (Note 4)
Other equities (Note 5)

Long-term debt (Note 6)

Current Liabilities:
Accounts payable
Accrued interest

The accompanying notes are an integral part of these financial statements.

o

AXLEY & RODE

CERTIFIED PUBLIC ACCOUNTANTS

1985 1984
$ 16 251 § 15 844
3 912 2 781
12 339 13 063
147 431 383 120 788 035
147 443 722 120 801 098
- 12 887
2 838 157 2 838 157
2 838 157 2 851 044
635 283 309 186
1 573 186 207 766
2 459 005 2 723 669
7 136 441
- 789
"% 674 610 3 241 851
$154 956 489 $126 893 993
$ 700 § 700
258 101 76 348
97 675 68 015
355 876 145 063
15: 778 000 121 027 000
2 817 652 2 599 995
4 961 3 121 935
2 822 613 5 721 930
$154 956 489 $126 893 993



TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF REVENUE AND EXPENSES
For The Years Ended December 31, 1985 and 1984

Operating Revenue:
Power sales (Note 7)

Operating Expenses:
Cost of purchased power

Administrative and general (Notes 8 and 9)

Depreciation

Operating margin (deficit) before

interest expense

Interest Expense:
Interest on long-term debt

Allowance for borrowed funds used

during construction

Operating margin (deficit)

Nonoperating Margin:
Interest income

Net margin (deficit)

The accompanying notes are an

1985 1984
$30 537 181 $29 573 607
29 638 267 28 710 170
741 996 1 033 343
1 131 992
30 381 394 29 744 505
155 787 (170 898)
14 522 125 11 806 897
(14 522 125) (11 806 897)
155 787 (170 898)
55 026 29 060

$___210 813 $__(241 838)

integral part of these financial statements.

-3-
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF PATRONAGE CAPITAL AND OTHER EQUITIES

For The Years Ended December 31, 1985 and 1984

Balance, December 31, 1983
Net deficit
Balance, December 31, 1984

Net margin
Transfer to appropriated margins

Balance, December 31, 1985

The accompanying notes are an integral part of these financial statements.

AXLEY & RODE

CERTY PUBLIC ACCOUNTANTS

FIED

PATRONAGE  OTHER
MEMBERSHIPS CAPITAL  EQUITIES  TOTAL
§700 §218 186  $68 015 $286 901
8 (141 838) - (141 838)
700 76 348 68 015 145 063
- 210 813 - 210 813
- (29 060) 29 060 -
$200 $258 101 $97 075 $335 876

wilye




TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF (JIANGES IN FINANCIAL POSITION
For The Years Eiided December 31, 1985 and 1984

Funds Were Provided By:
Net margin (deficit)

Add Items Not Requiring Funds:

Depreciation

TOTAL FUNDS PROVIDED (USED)

FROM OPERATIONS

Advances from CFC
Advances from REA

Sale of furniture and fixtures
Decrease in nonutility property

Decrease in working capital

Funds Were Used For:

Additions to construction work in progress

Additions to furniture and fixtures

Additions to nonutility property

Payments on debt to CFC
Increase in working capital

Increase (Decrease) In Working Capital By Components:

Cash - General

Cash - Construction
Accounts receivable
Prepaid expenses
Accrued interest
Accounts payable
Accrued interest

The accompanving notes are an integral part of these

-5-

AXLEY & RODE

CERTIFIED

PUBLIC ACCO

NTYANTS

1985 1984

$ 210 813 § (141 838)
1 131 992
211 944 (140 846)

- 2 800 000

30 751 000 17 079 000
. 15 844

12 887 .

- 3 549 701

$30 975 831 $23 303 699
$26 643 348  $20 490 926
407 12 535

- 238

- 2 800 000

4 332 076 -
$30 975 831 $23 303 699
$ 326 097 § 12 477
1 365 420 (3 370 519)
(264 664) 959 868

6 695 441
(789) (461)
(217 657) (767 846)
3 116 974 (383 661)
$.4 332 076  $(3 549 701)

financial statements.



TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Operation:

Tex-La Electric Cooperative of Texas, Inc. (the Cooperative) is an
electric generating and transmission cooperative formed pursuant to the
Texas Electric Cooperative Corporation Act. The Cooperative provides
wholesale electric service to the distribution cooperatives of Cherokee
County Electric Cooperative Association, Deep East Texas Electric
Cooperative, Inc., Jasper-Newton Electric Cooperative, Inc., Houston
County Electric Cooperative, Inc., Rusk County Electric Cooperative, Inc.,
Sam Houston Electric Cooperative, Inc. and Wood County Electric
Cooperative, Inc. (Members).

The Cooperative was formed principally to provide dependable power
and energy to its members at the lowest cost possible. In doing so, the
Cooperative works closely with its members in determining their power
requirements and in contracting with its respective bulk power suppliers
to satisfy such requirements.

Chart of Accounts:

The Cooperative maintains its accounting records in accordance with
the Federal Energy Regulatory Commission's Uniform System of Accounts as
adopted by the Rural Electrification Administration. The more significant
accounting policies are described below.

Electric Plant:

Furniture and fixtures are stated at the historical cost. Deprecia-
tion of these assets is computed at a straight-line composite rate of 7%.

Construction work in progress represents the Cooperative's share of
the project costs for the construction of the Comanche Peak Steam
Electric Station not yet in production.

Allowance for Borrowed Funds Used Duripg Comstruction:

The Cooperative has capitalized to electric plant the cost of bor-
rowed funds used for the construction of the Comanche Peak Steam Electric
Station net of the related interest income from invested construction
funds.

The Cooperative is exempt from Federal income tax under the provi-
sions of Section 501(c)(12) of the Internal Revenue Code.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 2 - JOINTLY-OWNED FACILITIES

On December 9, 1980, the Cooperative executed a Joint Ownership Agreement with
Texas Power & Light Company to acquire a 4 1/3% undivided ownership interest in the
Commanche Peak Steam Electric Station, a two unit 1150 megawatts each nuclear fueled
electric generating station, located near Glen Rose, Texas in Hood and Somervell
Counties, Texas, being constructed by Texas Utilities Generating Company.

On February 12, 1982, following the announcement of a substantial increase in
the cost of the project and delay in the projected commercial operation date, the
Cooperative sold 2 1/6% of its interest in the project back to Texas Power & Light
Company. The proceeds from the sale represented the Cooperative's cost of con-
struction and capitalized interest. In 1982 the Cooperative, based on Texas
Utilities Electr‘c Company's (TUEC) estimates, expected that Comanche Peak Units 1
and 2 would be licensed by the Nuclear Regulatory Commission (NRC) and commence
commercial operation in 1984 and 1985, respectively, and that the Cooperative's
share of the project would cost a total of $120 million. The Cooperative planned to
fund its participation in the project by means of a loan from the Federal Financing
Bank of up to $180 million, guaranteed by the Rural Electrification Administration

(REA) .

As a result of difficulties which TUEC has encountered in the NRC licensing
process, primarily in convincing the NRC that Comanche Peak has been properly
constructed, the NRC to date has not issued an operating license for either Unit 1
or 2. Based on TUEC's present estimate, the Cooperative does not expect commercial
operation of the project to commence prior to 1988. As of February 28, 1986, the
Cooperative's total expenditure for its 2-1/6 percent share of the project is
approximately $153 million. Based on current estimates for the completion and
licensing of the project, the Cooperative's share of Comanche Peak is expected
ultimately to cost approximately $218 million. This figure could increase further
in the event of added delays or other difficulties with the project beyond those
currently anticipated.

The Cooperative has not yet determined how it will fund the portion of the
project cost which is in excess of the current REA loan guarantee limit of $180
million. Among the options it is considering is to apply to the REA for a
deficiency loan and/or to seek authorization from the Public Utility Commission of
Texas for an increase in the Cooperative's electric rates.

Construction of Unit 1 of Comanche Peak is virtually complete, but because of
numerous uncertainties in the licensing process no assurance can be given that the
estimated commercial operation dates of these units can be met or that the current
estimated completion costs thereof will not be exceeded. Failure to secure timely
and favorable regulatory approvals or any further delay occasioned by reinspections
or possible rework resulting therefrom will increase the cost of the plant.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 3 - INVESTMENTS IN ASSOCIATED ORGANIZATIONS

Investments in associated organizations at December 31, 1985 and 1984 consisted

of the following:
1985 1984

Patronage capital from the National Rural
Utilities Cooperative Finance Corporation (CFC) $2 837 157 §2 837 157
Memberships 1 000 1 000

$2.838 157 $2 838 157

The investment in the CFC represents patronage capital credits allocated to the
Cooperative. Realization of cash from this investment is within the control of
CFC.

NOTE 4 - PATRONAGE CAPITAL

The details of patronage capital at December 31, 1985 and 1984 are as follows:

1985 1984
Assignable $258 101 $76 348
Assigned

256 101 76 348
$258 101  $76 348

Less: Retired

NOTE 5 - OTHER EQUITIES

The details of other equities at December 31, 1985 and 1984 are as follows:

1985 1984
Appropriated margins $97 0/5 $68 015

The by-laws of the Cooperative provide that noncoperating margins be used
initially to offset any losses incurred during the current or any prior fiscal year.
Upon recovery of any losses, a fund in the amount of $400,000 shall be accumulated
from these remaining nonoperating margins and funded each year, if necessary, to
maintain the $400,000 balance.

NOTE 6 - LONG-TERM DEBT

Long-term debt at December 31, 1985 and 1984 consisted of the following:

1985 1984
Mortgage notes payable to the Federal Finan-
cing Bank at interest rates from 9.072%
to 13.091% with the Rural Electrification
Administration (REA) as administrator $151 778 000 §121 027 000

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,
electric transmission, distribution and service lines by the Cooperative payable to
the Federal Financing Bank (FFB) pursuant to an agreement between the FFB and the
REA.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 6 - LONG-TERM DEBT - CONTINUED

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 chirty-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 1986 and 1987, together with future additional
borrowings from FFB, will be extended.

Substantially all of the Cooperative's assets are pledged as security for the
long-term debt owed FFB.

The Cooperative has available a §12,000,000 line of credit which expires in
1986 with the CFC under which there were no borrowings outstanding at December 31,
1985.

NOTE 7 - POWER CONTRACTS

The Cooperative is obligated to supply power to its Members under the power
sales contracts which exist with the Cooperative's Members for the sale of all
electric power which the Members will require for the operations of their respective
systems. The contracts extend to December 30, 2026 and thereafter, as permitted by
law until the expiration of six months after notice of cancellation by either the
Cooperative or the Members.

The Cooperative purchased all of its power at wholesale from Texas Utilities
Electric Company and from the Scuthwestern Power Administration (SWPA), an agency of
the Department of Energy.

NOTE 8 - PENSION PLAN

The employees of the Cooperative participate in the National Rural Electric
Cooperative Association (NRECA) Retirement aad Security Program. The Cooperative
makes annual contributions to the plan equal to the amounts accrued for pension
expense. In this master multiple-employer plan, which is available to all member
cooperatives of NRECA, the accumulated benefits and plan assets are not determined
or allocated separately by individual employer. Pension expense for this plan for
the years ended December 31, 1985 and 1984 was $11,020 and $11,843, respectively.

NOTE 9 - RELATED PARTY TRANSACTIONS

The Cooperative and Sam Rayburn G & T, Inc. (SRG&T), an electric generating
and transmission cooperative, share facilities and personnel. SRG&T reimburses the
Cooperative for its proportionate share of the related expenses. The total
reimbursement for the years ended December 31, 1985 and 1984 was $116,274 and
$97,688, respectively. Certain members of the Cooperative are members of SRG&T.
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 10 - LITIGATION

The Cooperative has been advised by legal counsel that litigation has been
brought against the Southwestern Power Administration (SWPA) by Brazos Electric
Power Cooperative, Inc. (Brazos), concerning a power contract between the Coopera-
tive and the SWPA. Brazos has challenged the power contract as well as SWPA's power
allocations as to the power the Cooperative receives from the Denison Dam.
Furthermore, by the terms of the Scheduling Agent Agreement dated October 30, 1984
between the Cooperative and Texas Utilities Electric Company (TUEC), the Cooperative
has agreed to hold harmless TUEC from any monetary damages and attorney fees that
might result from any claim brought by Brazos against TUEC as a result of the
Scheduling Agent Agreement.

In a letter agreement signed by the Cooperative, it was agreed that if TUEC
intervenes in this action, the Cooperative will not be obligated to indemnify TUEC
for any attorney fees it incurs as a result of TUEC intervening in this action. On
January 23, 1985 TUEC filed a motion to intervene in the case of Brazos v. SWPA.

On December 30, 1985, the District Court granted the defendants' and
intervenors' motions for summary judgment against Brazos, and dismissed the entire

action. Brazos has appealed the District Court's ruling. If necessary, the
Cooperative intends to vigorously pursue the litigation. However, it is not
possible at present for the Cooperative and its counsel to predict the outcome which
might result from the actions of Brazos. Accordingly, no provision for any

liability that might result therefrom has been recorded in the accompanying
financial statements.

-10-

AXLEY & RODE

CERTIFIED PUBLIC ACCOUNTANTS

T T S LR



