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The Brazos River and her tributaries cut a broad path through Texas. Over
thousands of years, this watershed encouraged man's existence in the area
More recently, the Brazos was instrumental to the development of Texas as a
republic and, later, a state. Water, essential anywhere, is precious in the drier
climate of the Southwest. After water and food, perhaps energy is our next
most vital need

Brazos Electric Power Cooperative took its name from this same river whose
watershed cuts a broad path through our service area. When we were tormed
in 1941, theie was the river, but little light in her rural sweep. The job of our
predecessors was to bring economical and reliable power to our member
cooperatives to allow them to effectively light the area. That dream and much
move have been accomplished. As the river has supported development of the
area, so has electrification

We use the Brazos River as the theme of this year's annual report because
her course and contribution are linked with ours and our consumers

We commend our superb employees for their enthusiastic and persistent
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Particularly satisfying this year
have been our gas operations.
Using our 24-mile natural gas
pipeline, we have aggressively
capitalized on opportunities
provided by the gas spot market.
Our efforts saved our members
and municipal customers
$12,182,000 in 1986 and
$17,461,000 in the pipeline's
28 months of operation.

We sense a decline of over:
supply conditions in the natural
gas market. Prices have ceased to
fall, stabilizing in the range of
$1.40 - $1.60 per mmBtu. Last
summer, some producers ‘'shut
in"* their gas rather than sell it at
lower prices. Gas prices may fall
again before they rise, but fore-
casters are beginning to predict
the end of the glut. Some foretell
the end within two years. Other
feel there will be subsequent
shortages

To take advantage of the favor-

able market conditions, we have

been looking for additional long-
term reserves. Additionally, we
have been studying delivery sys-
tems to make more economical
use of such reserves.

These activities seek economi-
cal fuel supplies for our gas-fired
plants for the next decade.
Arranging for sufficient genera-
tion plant capacity is another
major effort. Presently, our power
supply needs are greater than the
capacity that we own and have
under long-term contract. We
have made up the difference by
buying generation capacity at
economical rates through our
membership in the Texas Munici-
pal Power Pool. However, by 1989
or 1990, the Pool will no longer
have excess capacity. We will
then need to increase our own
plant capacity, purchase capacity
such as cogeneration, limit the
peak demand on our system, or a
combination thereof
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To limit our peak demand,
we have begun considering a
demand-side management pro-
gram for Brazos and its members.
“Demand-side management " is
influencing or controlling system
load and marketing the methods
to do so. The Board of Directors
has appointed a Marketing and
Load Management Committee to
investigate what Brazos should do
in these areas. We are enthusiastic
about the interest of our members
and about the possibilities that
demand-side management holds
for the entire Brazos System.

We are particularly pleased to
welcome Dickens Electric Cooper-
ative of Spur, Texas, and Gate City
Electric Cooperative, of Childress,
Texas, to Brazos. On April 1, these
first additions since 1950 brought
our membership to twenty. Ned
Ward, a rancher and businessman
from Aspermont, and James
Driver, manager of



Gate City Electric, were elected
directors to represent these new
members.

One of our more serious chal-
lenges has been our involvement
in the Comanche Peak Nuclear
Plant Project. We began negotia-
tions with Texas Utilities Electric
Compny (TUEC) in February 1985
to limit our investment in the
project. In December 1985, we
agreed on a proposed settlement,
subject to approval of the Rural
Electrification Administration.

On May 29 while REA was
reviewing the agreement, TUEC
sued the three minority owners—
Brazos, Tex-La Electric Coopera-
tive, and Texas Municipal Power
Agency. This unexpected suit
ended our consideration of the
proposed settlement agreement
and further negotiations.

The suit contends we have not
met our obligation to pay our
proportionate share of the
remaining construction costs
according to the Comanche Peak
Joint Ownership Agreement.
TUEC seeks a declaration that it
has not failed to perform its obli-
gations under the Agreement.

In June, we filed a responding
countersuit. We contend that,
among other things, the Coman-
che Peak project has not been
completed in a timely fashion at a
reasonable cost.

The cohesiveness and single-
ness of purpose of our directors
and members on this issue has
been superb. We have confidence
in our case. We will do all in our
power to prevent any unreasona-
ble plant costs from being shoul-
dered by our 229,000 consumers.
Further discussion and review of
this important issue is contained
in our Report on Operations.

In our early years, we had a
friend who helped us fight for the
well-being of our consumers, W.R.
(Bob) Poage. former Congressman
from Central Texas. We were sad-
dened by the loss of Chairman
Poage on January 3, 1987 and we
dedicate our annual report to the
memory of this longtime friend of
rural electrification.

The passage of time brings
changes of many natures. Our
industry and its operating envi-
ronment are becoming more
competitive and dynamic. Two or
three years ago, deregulation was
an issue to be considered. Now, it
has begun. The first signs were
the efforts of industrial customers
to find other sources of power
supply. be they cogeneration, self-
generation, or other utilities. A
more recent development is the
plan of a large utility to market
excess power directly to cus:om-
ers outside its service areas.

Additional issues facing us stem
from legislative and regulatory
change. Of major concern is the
changing nature of the Rural Elec-
trification Administration. The
present administration has repeat-
edly attempted to reduce Federal
support to rural electrification
with a stated go-.l of phasing out
most functions of REA by 1992.
For Brazos itself, the primary prob-
lem is to operate efficiently
within the ever-changing rules.
We remain confident that we
could obtain different sources of
financing and we are keeping our-
selves prepared for that possibil-
ity. For our members, the severity
of losing REA financing would
vary with their financial strength,
density of consumers, and related
factors.

Another trend is consolidation
of utilities. Investor-owned
utilities with diminishing con-
struction programs are generating
large cash reserves. Looking for
ways to earn a return on these
assets, some are moving into non-
utility fields. Others are trying to
buy cooperatives and small utili-
ties. We, ourselves, were
approached with an expression of
interest, though there was no
specific offer. After review, the
Board elected not to pursue it at
that time.

In 1985, the state legislature
appointed the Joint Special Com-
mittee on Cogeneration. Its mis-
sion was to examine cogeneration
and small power production as
components of the state's electric
power supply, their importance to
industry, and the consequences of
current state policy. Throughout
1986, we participated in the forum
provided by this committee. The
committee made its report to the
legislature early in 1987, and
related bills are now being intro-
duced. We see benefits to coge-
neration, but we have also seen
regulations to encourage its devel-
opment that can increase costs to
our consumers. So, we are work-
ing to ensure that legislation
reflects the interests and needs of
our consumers.

It's a challenging and exciting
environment. With change comes
the opportunity to take advan-
tage of it. We will.

William G. Parker

President

Reatod & W Conds

Richard E. McCaskill
Executive Vice President
and General Manager
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SALES AND GROWTH

Our electric revenues totalled
$184.746.114 The 7.6 percent
reduction since last year was passed
on to our consumers and was due to
declining costs of both fuel and
economy energy purchases. While
firm kilowatt hour sales (to member
cooperatives and municipal
customers) increased 4.4 percent,
total sales decreased 2.8 percent to
3,832,075 megawatt hours. This
decrease was caused by a reduction in
sales to other utilities, a reflection of
economic conditions in the state.
Sales to members increased 6.1
percent primarily from the additions
of Dickens Electric and Gate City
Electric to our membership. Our
current study of power requirements
indicates that our energy growth will
average about 7.8 percent through
the end of the decade.

The peak demand on our
transmission system increased 6.0
percent to 764 megawatts from 721 in
1985. We had a productive year in
construction to meet the growing
demand. We added 113,814 KVA to
our delivery substation capacity, an
8.5 percent increase. Additionally we
constructed 20 miles of new 138 KV
transmission line and converted 15
miles of other line to 138 KV. Much of
this work was in the vicinity of the
Dallas-Fort Worth metroplex where
most of our growth continues to
occur

COMANCHE PEAK NUCLEAR
PLANT PROJECT

The Comanche Peak Nuclear Plant
Project has been a major issue in 1986.
In dealing with it, our sole objective
has been and will be to ensure that
our 229,000 consumers do not have to
bear any unreasonable plant costs.
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Last year we reported withholding
construction payments and
negotiating with Texas Utilities
Electric Company (TUEC), which
serves as the project manager and our
agent under the Comanche Peak Joint
Ownership Agreement.

By early 1985, the project cost
estimate Kad increased six-fold.
Construction was more than six years
behind the schedule we had been
given in 1979. When we ceased
making construction payments in
May 1985, it was because the project
had not been brought into operation
at a reasonable cost.

We continued our negotiations
until December 1985 when a
proposed agreement was reached.
We then sought REA approval. REA
reviewed the agreement and
requested some changes which we
made and TUEC accepted. In January
1986, we returned the proposed
agreement to REA for approval. We
exerted considerable effort
attempting to facilitate the
understanding of government
officials and gain their approval. From
our viewpoint, the agreement was in
the best interest of both Brazos and
the U.S. Government. It would have
limited our investment in the project
and made additional non-nuclear
generation capacity available to us.
For the government, it would have
protected the federal mortgage to us.

On May 29, an unexpected event
stopped further action on the
proposed agreement. TUEC filed a
suit in the State District Court in
Dallas County, Texas, naming the
three minority owners—Brazos, Tex-
La Electric Cooperative, and Texas
Municipal Power Agency-as co-
defendants.

The suit contends that Brazos has
breached the contract by “failing and

refusing’' to make required
construction payments. It asks the
court to find, among other things,
that the project manager has
operated prudently, tﬁat
it has adhered to rze requirements of
the Joint Ownership Agreement, and
that it has been timely in pursuing
construction and obtaining a license.

We think that the project has not
been completed in a timely fashion
and at a reasonable cost. In June we
responded with a suit in State District
Court in Travis County, Texas, for
breach of contract and numerous
other grounds. Subsequently, we
filed a%ike response to the Dallas suit.
Presently, the litigation is being
pursued only in the Dallas court.

We have confidence in our
position. In our negotiations for
ownership, we were told that the
groiect's total cost would be $1.7

illion. It has grown to about $7.6
billion. Unit No. 1 was to begin
commercial operation in 1981 and
Unit No. 2, in 1983. Today, those
dates are groiected to be 1989 or
later. We bought 3.8 percent share
(87.4 megawatts) of the project when
our cost was estimated to be $96
million, including borrowing costs.
Based on the present project cost
estimate and schedule, our cost
would be more than $404 million.
Brazos presently has about $232
million invested in the project's two
units.

GAS OPERATIONS

We reported that our 24-mile
natural gas pipeline has enabled us to
save our members $12,182,000 this
year. We now have spot market
suppliers bid monthly to meet our

s needs above the usage met by our

ong-term contracts. We then buy gas
from the suppliers in the most
economical quantities.
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while the market is favorable, we have been

looking for additional long-term gas supplies
Initially, we found that "'long-term’ meant one
year. Producers were willing to propose
contracts of tive-years’' duration, but with the

producer interest in longer-term arrangement

We have also been studying the delivery
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long-term supplies we are investigating. One ol
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NEwW MEMBERS
On April 1, Dickens Electric Cooperative and

Gate City Electric Cooperative joined Brazos
Dickens, with headquarters in Spur, Texas
serves about 4,700 consumers in Crosby
Dickens, Garza, Kent, King, Motley, and
Stonewall counties. Dickens has 56 miles of 69
KV transmission line and seven substations. It
has 2,697 miles of distribution line. The
cooperative's peak demand is 17.5 megawatts
with a very high load factor, 88 percent, due to
oil field load
Gate City is headquartered in Childress
lexas. [t serves about 1,800 consumers through
1,375 miles of distribution line in Childress
Cottle, Dickens, Foard, King, Hardeman, Hall
and Motley counties. One consumer of
particular note is the historic 6666 Ranch (read
four sixes'’). At one time one of the largest
it is now a highly innovative operation
has diversified into such areas as raising

d. quarter horses for racing. Gate City

has th ee distribution substations. The
cooperative's peak demand is 6.0 megawatt:
With the addition of these c: operatives the
Brazos System now serves approximately
229.000 consumers in 66 counties covering
56,777 square miles of Texas
lhree other West Texas cooperatives

onsidered membership in Brazos, but

not to request it at the time
PRODUCTION

D Y the Y » 1Mt vl \‘ v'|0,
uring tne vea we Initiate \A-l;l-"l. L€
extension and betterment study for our largest

natural gas-fired plant, R. W. Miller. This study is
investigating ways to upgrade the plants’ three

boilers and primarily their tubing (in which

Y\

vater is heated to steam). Qur system's demand

ind capacity characteristics frequently require
the electric generation units of our gas-fired
plants to respond rapidly to large changes in
demand. Such changes create thermal and
mechanical stresses in the boilers and turbine

thereby shortening their lifespans

RELIABILITY

' .
This vear we completed our long-term
:
I

ole groundline inspection and

nrogram ot
' gran . t

|
reatment. We think it has improved systen
'.‘l"":‘,". because there were su

bstantially
! ' 1
utages relate \!Y ;‘-’.t fatlures
Ve OUr res
1 fourth mobile st
| )
ity of 20 MVA. We als

ion of an 800-megahertz radi

improve and increase the area coverage of our
communications. At year-end, we initiated a
right-of-way clearing program that should also
improve reliability

Overall, we are not satisfied with our record
of outages this year. We have 184 substations
erving our customers Qur 50.]1 is to reduce
average annual outage time to less than 30
minutes per substation. An unfortunate
weather-related casualty to another utility's
transmission line added 11 minutes to this year's
average figure. The line fell, broken by a
tornado, and created numerous outages at
points where it crossed our transmission lines

The recent history of outages is

YEAR AVERAGE ANNUAL

substation outage
(minutes)

1981 87.00

1982 100.00

1983 61.45

1984 00.44

1085 47.96

108¢€ 58.60*

*67.20 (including new, off-system load)

We are making steady progress but have
much work left

ECONOMIC DISPATCHING OPERATIONS

Since they began in 1982, economic
dispatching operations within the Texas
Municipal Power Pool have saved Brazos
approximately $10 million. In 1986, the smalle:
differentiai between natural gas and lignite costs
limited savings to approximately $500,000. The
benefits of the program will continue at varying
levels depending on economic conditions
Economic dispatching operations consist of
choosing the best combinations of generating
units to meet the load and reserve requirements
f a system or pool and then loading the units in
relation to their fuel costs per kilowatt hour to
minimize the cost of electricity

Another dispatching program that should
help us minimize the cost of electricity is the
Electric Reliability Council of Texas (ERCOT)
Energy Broker System. It was reinstituted at
year-end with revised operating procedures. It
attempts to increase the savings of all utilities in

rough an hourly bidding process
ble electric energy. | xperience with

system should make our




The year is 1541, and thirst T envision an unglorified end to their quest. Up ahead of the

threatens tc o+ ercome Spanish a:sperate conquistadors, a river quietly courses through the

explorer Coronado and his men | landscape. When they reach its banks, the men fall to their

As they wander aimlessly over the ; knees in thankfulness and christen their savior “Brazos de Dios
trackless plains ol Texas, their . ~"The Arms of God

water supply exhausted, they ,‘ Legend though it may be, it is a fitting tale for the naming of

the Brazos: a river that was the key to settlement and prosperity
in the 1,200-mile-long path she cuts through Texas. The lush
bottomlands along her banks made cotton “King" in
Texas, and the plantation owners who lived along the
Brazos saw her as their highway to riches
From this powerful river Brazes Electric Power
Cooperative took its name. More than a century
has passed since the river valley's bounty was
at its peak, but today, the power supplied
by Brazos Electric is in its own way the key
to development and growth in that same
fertile valley. For this reason we have
used the Brazos River as the theme of
this annua! report. In telling this brief
story, we will look at the times of
hardship and the times of prosperity,
and we will look at the strong breed
of working people who have played
roles in the story of life along the
Brazos River
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period in either North or South
America
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*plantations thrived in the lower

Brazos Valley, and permanent
settlements moved gradually up the
river. In these years the determined
men and women who wrestled the
land from savagery developed three
sources of wealth: cotton, cattle, and
later, oil. Frequently, the settlers
were at the river's mercy, for the
Brazos was a moody, occasionally
vicious stream. She was often nearly
dry, but could and sometimes did
become a raging torrent, spilling out
over the land killing livestock and
men, inundating cotton fields and
burying oil we lls under tons of mud
The extremes of her behavior were
so great that men soon realized she
must be tamed and controlled if they
were to prosper. From the earliest
days of settlement they dreamed of
doing it

In common with all Texas rivers
the Brazos was simply not designed
by nature to accommodate
steamboat travel. But, to the people
who lived on her, or by her, the river
was a symbol, representing far more
ns of access to the Gulf of
Mexico. Continuing efforts to
navigate her established a record for
persistence. Those individuals who
tried shared the conviction that the
steamboat was the noblest form of
transportation ever devised by
civiized minds. From the 1850s to the
turn of the century, 2lmost 100
different steamboats attempted to
force their way up the river, but with
only partial success. The lower part of
the river was heavilv traveled in ihe
years before the Civil War, but few

than a mea

vessels ventured farther north than

Old Washington

At one time there were as many as
70 towns along the Brazos expecting

her to be ‘.n\»‘r"nu.hd::h ng

thoroughfare. Around the tum of the
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became apparent that s

their expectations

. \".x';w"‘»'.'rwi ‘-1;}‘!3hn’§1‘~§ iebri
d even the most powerful boats
Left with no means of commercial trade, many
river towns died and most are now ghost towns

Debris left by floods was not the only barrier
to the successful navigation of the river. The
Falls of the Brazos, located 5 miles southwest «
Marlin, marked the limit of the river's traffic

ain the river delivered disguised
T'he falls formed a natural fording
» for frontier travel, as the rocky stream bed
nly hardbottom crossing of the Brazos
within 200 miles of the coast

While steamboat travel up and down the
river was difficult, crossing the river alsc proved

r challenge for early settlers and, later, for
he lucrative cattle business. The Kimball
Crossing of the famous Chisolm Trail in Bosque
County was the location of the perilous ford by
western wagon routes and cattle drives until a
ferry was built in 1865

But cattle trails and steamboats waned in
mportance as the snort of the Iron Horse began
to awaken the solitude of the prairies. As the
population of Texas grew, settlement gradually
moved away from the familiar rivers, taking
with it miles of newly laid track. Railroads were

) economic development in

About 15 miles from the banks of the Brazos
in Palo Pinto County lie the remnants of a town
that once bore tes-imony to the power of a
dependable transportation system. In 1886, coal

was discovered here by W.W. Johnson. Two

1
vears later Johnson sold his rights to the Texas &

Pacific Coal Company, which provided fuel for
the Texas & Pacific Railroad

For the next 30 years, the town named
lexas and
10,000, just about the biggest thing between
Fort Worth and El Paso. Thurber was a company
town that enjoyed the status of hav ing its own
ice plant. Its generating stat: sn made it one of
the first towns in Texas to be fully electrified

Thurber left a mark on the development of
towns not only up and down the Brazos but all
over the state. In 1897 enterprising Thurberites
capitalized on the large deposits of shale in the
nearby hills and pea coal that could be used to
fire brick kilns. They erected a brick plant in the

southeast part of town, and by fall, the new

enterprise was producing dry-pressed bricks in
the most modern facility west of the Mississippi
River

Profits soared as Thurber brick found ready
markets in the Southwest for buildings, streets
highways, and heavy construction. The
Galveston Sea Wall was built of Thurber brick
as were Congress Avenue in Austin and most of
the streets in Fort Worth. But perhaps more
importantly, Thurber brick was used to pave
streets in innumerable small towns in the Brazos
River valley. Such towns might have died were
they not lifted from the suffocating mire of rain

soaked roads, infrequent though the occurrence

The appearance of oil-burning locomotives on
the Texas & Pacific tracks boldly announced a
technological change that immediately reduced
the need for Thurber coal. A strike followed a
cut in pay and the coal mines were closed in
1921. The brick plant survived until 1930, when
the depression curtailed construction and the
need for brick. Thurber has now dwindled to a
few delapidated buildings and a tall red brick
smokestack: the tattered remnants of the
prosperity the town once knew







ased Agriculture and oil still play important roles in
this period the economic life around the river. But toda+
for a modern, multi-million dollar « m;t'nnw such as
ttlers of the the Westinghouse Electronic Assembly Plant in
I"U-!-x.,’.’ath r their survival. When ent College Station and Hexcel Corporation in
Franklin D. Roosevelt established the Graham thrive in towns along the Brazos River
Electrification Administration in May of 1935, it providing jobs, prosperity, and most
was estimated that only about tw« percent of mportantly, products to carry our world into
the rural areas of Texas were served with the 21st century
electric power. Residents of the other 98 The Westinghouse Electric Assembly Plant in
percent lived much as F.'(-p‘h(nn F. Austin College Station is a $25 million facility that
settlers—without light, refrigeration or power manufactures printed wiring assemblies for
By 1940, the efforts of small rural distril n radar systems in our country's most advanced
operatives had b rought electric power t« military aircraft: the B-1B bomber and F

The plant, which is a part of the Energy

However, the distribution cooperatives were dvanced Technology group of
1so concerned about the reliability and cost of Westinghouse, employs about 500 people. It is
wholesale power. So in 1941, eleven Central one of only two such plants in the country that
Texas rural electric distribution cooperatives build the wiring boards: the heart of the
rmed a generation and transmission protection svstems for these planes and their
ooperative. This Brazos River Transmission pilots
Electric Cooperative, Inc. later changed its name Perhaps what the plant produces is not even
to Brazos Electric i"\\\(-r L'uw;u-' ative, Inc 1S important as how it ;muf;iw\ Westir 1\:?.\ use
he river that provided Brazos Electric its employs innovative management techniques
name began providing the power that would including employee task forces, self-managing
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1gling cooperative

nourish t In 1941, the work teams and flexible trair 1ing. These
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5N the tlec

first Brazos transmission line was built tc techniques assure that all areas of the plant will 15

transport electricity generated at the Brazos have an adequate work force when time is
River Authority's new dam at Possum Kingdom essential. Videotapes ar .. frequent workshops
Lake on the Brazos River help management convey to the employees the
The far-reaching effects of the joint efforts of importance of their work: a moment's
1e Brazos River Authority and Brazos Electric distraction on the job could lead to the loss of

to rural protection for a fighter pilot. The quality of their
itorial work ;\\:,".;.uJ.u'.r-«f

l'exans is exemplified in this ty
1 Democrat on March 26, 1941 About 400 miles north of College Station
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- : i near the banks of the Brazos River .md nestled
I'he completion of the Possum Kingdom L .11 g . ;
= among the hills surrounding Possum Kingdom
Dam marked the first step in the ¢ : ¢
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Lake, is the quiet town of Graham. The hub of

ion of a dream of many vea
oil- and gas-related industry, Graham
hass 1t red from the bearish fuels market

Based in this unlikely locale is Hexcel, a $40
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Executive Vice President and General Manager

Richard E. McCaskill, age 50, joined Brazos in 1979
He is also the General Manager of San Miguel Electric
Cooperative, 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 26 years, including positions as
Assistant Division Manager, Safety Engineer, Training
Director and Division Manager for Central Power and
Light Company in Corpus Christi. t pon 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 a director of InterFirst Bank in
Waco. He is also First Vice President of the National
G&T Manager's Association and Vice Chairman of the

xecutive Board of the Electric Reliability Council of

dS

A\ssistant General Manager

].D. Copeland, age 42. 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 43, joined Brazos in
1979 as 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 was
responsible for administration on a nuclear power
plant project and was a Marketing Engineer

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

Manager—Fue! Operations

Clifford L. Sauiin, age 57, joined Brazos Fuel
Company in 1674

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 years
1

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

Clarence W. Carpenter, age 54, 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 Baylor University and
became a Certified Public Accountant in 19€3. Prior to
coming to Brazos, Carpenter worked for the internal
Revenue Service for seven years

Carpenter is Director of the Texas Societ ; 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
Manager—Operations

Dan B. Swenke, age 48, joined Brazos in 1966 as a
Junior Engineer. He has served in numerous positions
including Design Engineer, Chief 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. He is presently Chairman of the
ERCOT Operating Subcommittee
Manager—Project Construction and Engineering

Billy Dyess, age 56, joined Brazos in 1974 as
Construction Supervisor and was promoted to his
present position in 1981

Prior to comiing to Brazos, Dyess was employed 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
Manager—Corporate Planning

william B. Townsend, Jr. age 47, joined Brazos in
1964 as a Junior Engineer. He was appointed to Chief
System Operator in 1967, Manager of Engineering
(including constructicn) 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
Texas 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

“ngineers




The Consolidated Statement of Revenue and Patronage Capital and Other Equities of the
Cooperative and its wholly owned subsidiary, Brazos Fuel Company, Inc., reflect net margins
of $21,068,620 for the calendar year 1986. Because of these margins, we increased our equity
to 14.4 percent of assets from 10.6 percent

As previously reported, we discontinued construction payments on the Cooperative's
interest in the Comanche Peak Nuclear Plant Project in mid-1985. We continued to make
project interest payments using $20.5 million of General Funds in 1986 since Federal Financing
Bank loan funds for the project had been exhausted. Consequently, on a cash basis, we did
little more than break even. The loan payments from General Funds were accounted for as
capitalized-interest-during-construction

We filed two transmission loan applications in 1986. In the last quarter, we received
approval of a $31.4 million concurrent Rural Electrification Administration/National Rural
Utiliues Cooperative Finance Corporation loan. A Federal Financing Bank loan application is
still pending. Our total long-term debt grew from $375.5 million to $380.5 million

20 Reductions in Federal Financing Bank interest rates continued. The Cooperative's average
interest rate on long-term debt decreased from 9.187 percent to 8.876 percent. The effect of
this change is an annual reduction of approximately $1.2 million in our interest payments for
long-term debt based on the long-term debt outstanding on January 1, 1986.

Despite the overwhelmingly positive nature of our financial report for this year, we must
note that interest payments on debt associated with the Comanche Peak Nuclear Project
periodically strained our cash flow during 1986. A call was made to members for advanced
power bill payments under the Member Prepayment Plan. Their superb response provided

working capital throughout the yea

Joe Forman
Secretary-Treasurer

Distribution of 1985 Distributior 5i 1986
Revenue Dollar Revecaue Dollar




1986 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 more than 20 percent 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 1982-1986°

1986 1985 1084 1083 1982

(Mills per KWH)
Total Operating Revenue (1) 48.4 50.8 52.3 53.3 46.8
Operating Costs
Production expenses (2) 35.6 39.1 42.3 43.4 39.5
Transmission expenses 1.7 2.0 2.3 2.5 2.2
Administrative and general expenses 8 6 6 6 8
Depreciation, taxes, insurance, interest 5.8 5.3 5.5 60 4.1
Total Operating Costs 43.9 47.0 50.7 52.5 46.6
Net Operating Margin (Loss) 4.5 3.8 1.6 8 2 :
(1) Average sales price by class
Firm power sales 24

Member Cooperatives 50.2 53.5 53.7 55.6 49.9

Cities 50.8 52.3 53.9 56.4 50.8
Surplus power sales

Cities 20.6 33.3 39.3 38.0 37.9
(2! Further analyzed by source
Generated power

Cost of tues 28.4 33.5 39.6 40.9 39.1

Wages an.d other costs 1.5 1.4 1.5 1.7 1.2
Purchased power

For system 34.0 36.1 38.7 38.6 36.3

At isolated meter points 41.8 48.5 455 43.8 41.6

*Excludes operations of Brazos Fuel Company, Inc




COMPARATIVE SUMMARY OF ELECTRICAL OPERATIONS 1982-1986°
1986 1985 1084

Electricity Generated and Purchased —'n Megawatt Hours
Generated at North Texas Plant 5.404
Generated at Randle W. Miller Plant 1,339,210
Purchased for system

A. From San Miguel Electric Cooperative 1,469,983

B. From other utilities 517,800
Purchased at isolated meter points 660,448

3,922,845

Electric Sales—/n Megawatt Hours
A. Firm
Member Cooperatives 3,217,290

Municipal Customers 352,870

3,570,160
B. Economy Sales 261,915

35 3,832,075

Electric Sales to Member Cooperatives —/n Megawatt Hour:

Bartlett Electric Cooperative, Inc 57.975

Belfalls Eiectric Cooperative, Inc 46.427 27 ] . 42,
B-K Electric Cooperative, Inc 61,298 65.05 , ; 61,530
Comanche County Electric Cooperative Assn. 142,531 ' 136,675
Cooke County Electric Cooperative Assn 250,198 2 257.32 234,604
Deriton County Electric Cooperative, Inc 71,363 ; 3 218,286
Dickens Clectric Cooperative, Inc 133,204

Erath County Electric Cooperative Assn 166.697 169, 167,941 394 146,638
Fort Belknap Electric Cooperative, Inc 107,821 l 1 5, 94,726
Gate City Electric Cooperative, Inc 21,473

Hamilton County Electric Cooperative Assn. 86,479 36, 3 3 75,602
Hill County Electric Cooperative, Inc 146,546 143,9¢ 33,02 - 111,916
J-A-C Elec*ric Cooperative, Inc 84,142 S, 48 82,017

Johnson County Electric Cooperative Assn. 291,618 32,8 45, 286.371

McLennan County Electric Cooperative, Inc 93,987 : 77.009
Mid-South Electric Cooperative Assn 184,931 381 ' 886 156,657
Navarro County Electric Cooperative. Inc 148,616 130 ] ] 1,528 86,241
Navasota Valley Electric Cooperative, inc.** 169,364 99 1 £ 109,827
I'ri-County Electric Cooperative, Inc 413,127 - 5 23 301,061
Wise Electric Cooperative, Inc 149,493 150,088 18 13( 120.443

3,217,290 133,643 3 )99 2,498 88 2,389,141

] ¢ , - 3 2y 1 > J ” v' R r] - »
lectric Cooperative, Inc. and Robertson Electric Coopera
[ I

1ave Deen restated




1986

Maximum Kilowatt Demand
At Member Delivery Points 836,721

Annual Load Factor Percent
Mem"er Cooperatives 14

Electric Energy Sales
Member Cooperatives $161 135,659
Municipal and Economy 23,310,455
$184,746.114
Other Electric Revenue 581,285

Total Operating Revenues $185,327,399

Operating Expenses

Production Expense

Generated Power $ 41,095,852

Production Expense

Purchased Power 95,136,544
Transmission Expense 6,390,050
Insurance and Welfare

Expense 1,543,894
Other Administrative &

General Expenses 3,083,501

Depreciation and Amortization 6,701,675
Taxes 1,607,255
Interest on Long-Term Debt 33,539,856
Other Interest 718,311

Less Interest Charged to
Construction (21,750,773)

Other Operating Deductions

03,506,
8,264,

1,344

1,955,285
631,674
1,046,208
,620,960
072,492

Total Cost of Electric Service $168.066,165

Gain (Loss) in Operating
Margins $ 17,261,234

Non-Operating Margins 3,739.291

Gain (Loss) in Total Margins$ 21,000,525




CONSOLIDATED BALANCE SHEET

December 31, 1986 and 1985

ASSETS (Not. .

Utility Plant (Notes 1, 3 and 11)
Electric plant in service, at cost

Completed construction not classified

Construction work in progress

Nuclear fuel in process of refinement

and enrichment

Less accumulated provision for depreciation

and amortization
Utility plant, net

Other properiy ard investments:

Investments in associated organizations

Capital term certificates (CFC)
Patronage capital (Notes 1 and 9)

Other

Restricted assets and other investmerits

Certificates of deposit

Current assets:
Cash—general

Cash—loan funds

Special deposits

lemporary cash investments
Accounts receivable

Fuel inventory, at average cost
g

Material and supplies, at average cost

Prepayments
Total current assets

Deferred charges (Note 4)

$229,368.663
730,178
247,990,498

9.758,886
487,848,225

61,930,375
425,917,850

7,070,764
4,768,239
5.585

5.215
11,849,803

454,044
50,723
66,715

6.480,000
17,459,335
3,236,595
6,758,313
30,372
34,536,097
2,003,788
$474,307.538

070,
137,204
5.819

714,795
115,954
72,675
900,000
3,425,788
242,111
6.477.767
15

1
19,

36,963,24¢
2,638,587

$444,407.087




LIABILITIES

Equity and margins
Memberships 100

Patronage capital and other equities (Note 5) 68,321,392
68,321,492

Long-term debt: (Notes 5 and 6
REA mortgage notes 80,326,360

CFC mortgage notes 16,713,165 348
FFB mortgage notes 277,216,698 : 000
374,256,223 1, 632

Current liabilities:
Current maturities of long-term debt 6.232.000

Accounts payable 24,471,498
Other accrued liabilities 1,026,325
Total current liabilities 31,729,823
Commitments and contingencies (Note 11
$474.307,538 $444.407,

]

The accompanying notes are an integral part of these financial statements




CONSOLIDATED STATEMENT OF REVENUE AND PATRONAGE CAPITAL AND OTHER EQUITIES

Years Ended December 31, 1986 and 1985

Operating revenues:
Sales of electric energy (Notes 1 and 9!

Other

Operating costs and expenses:
Operating expenses
Operation expense
Production—fuel (Note 1)
Production—other
Purchased power (Note 9
[ransmission
Distribution
Administrative and general
Maintenance expense
Production

[ransmission
Distribution
~ ]
General plant
Depreciation and amortization (Note 1)
Taxes
Intere \\I\av 3y i.bn
interest on \Il!_ term dept
Other interest

1\

Interest charged to construction (Note 1

1986

$184,746.114
546,891
185,293,005

37,822,058
1,234,838
95,136,544
4,414,965
335.446
4,712,819

1,660,686
1,001,643
637.996
179.316
6,715,920
1,617,624
33.539.856
699.650
(21,750.773)
(8.201)

Total operating costs and expenses
Operating margins
G & T capital credits (Note 9)
Other capital credits and patronage dividends

Nonoperating margins:
Interest income

Other
Margins before Federal income tax
Federal income tax (Note 10)

Net margins

Patronage capital and other equities, beginning of year

Patronage capital and other equities,
end of year

1 "
The a¢ companving notes are an integrai :.'.Z.'T ot these finand

dal

167,950,387

17,342,618
2,688,993
126,471

921,140
2,475
21,081,697
13,077
21,068,620
47.252.77

$ 68,321,392




CONSOLIDATED STATEMENT C:F CHANGES IN FINANCIAL POSITION

Years Ended December 31, 1986 and 1985 1986

Working capital provided from:
Net margins $21,068,620

Depreciation and amortization 6,715,920
Patronage capital allocations (2,815.464)

Working capital provided from operations 24,969.076
Advances from REA 2,149.000
Advances from CFC 1,775.600 ,648,000
Advances from FFB 4,909.000 ,061,000
Salvage value of retirements 1,573,580 003,864
Contributions for line removal and relocation 57.000 328

Decrease in other property and investments—
net of capital credits and patronage
capital allocations 184,303

Decrease in deferred charges 256,532

Increase in memberships 10

Total working capital provided 35.874,101

Working capital used for:
Additions to utility plant 38,000,307

Reduction of long-term debt to REA 3.277.424
Reduction of long-term debt to CFC 689,283
Reduction of long-term debt to FFB 2,308,302
Plant removal costs 299,167
Increase in deferred charges

Decrease in memberships

Total working capital provided 44,574,483
Increase (decrease) in working capital $(8.700,382)
Changes in working capital:

Increase (decrease) in current assets

Cash $ (325.982)
Temporary cash investments (1.420,000)
Special deposits (5.960)
Accounts receivable (966,453)
Material and supplies 275,030
Prepayments 16,213

(2.427.152)

Increase (decrease) in current liabilities
Current maturities of long-term debt 2,414,200

Accounts payable 4,057,886 163,409
Notes payable 000)
Other accrued liabilities (198,856) 80,077
6,273,230 286

Im:-v:\v (decrease) in working capital $(8.700,382)

) ] * 5 1 2] | T alslal
I'he accompanying notes are an integral part of these financial statements




MNOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

1~—-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

The accounting records of the Cooperative
conform to the Uniform System of Accounts
prescribed by the Federal Evmtg\ chul.uor\
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 Additions and Retirements

The cost of additions to electric plant 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 charged to
operations. For property replaced or renewed. the
original cost plus removal cost less salvage is
charged to accumulated provision for depreciation
The cost of related replacements and renewals is
added to electric plant. Contributions in aid of
construction are credited to the applicable plant
accounts

Interest Charged to Construction

The Cooperative has capitalized as a part of
electric plant the cost of borrowed funds used for
such purposes, net of interest e d on “idle

advances of the borrowings. This procedure is in

accordance with that prescribed by REA, the result

of which is not materially different from that

prescribed by Statement on Financial Accounting
tandards No. 34

Patronage Capital Certificates
Patronage capital from associated organizatioris

is recorded at the stated amount of the certifica

Unrecovered Purchased Fuel Costs
Natural gas purchased under the tike or pay
terms of contracts with various individual
i

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 1( ss unpaid production taxes and
roy .1:rl">

An allowance for unrecoverable gas is provided
for by charges to income. The allowance is based
upon a determination by the Cooperative's
consulting engineers as to the volume of gas losses
in each well

2—ASSETS PLEDGED

All assets are pledged as security for the
long-term de':t to the Rural Electrification
Administration (REA), National Rural Utilities
Cooperative Finance Corporation (CFC) and Federal
Financing Bank (FFB)

3—=UTILITY PLANT

Listed below are tnie major classes of utility
plant as of December 31, 1986 and 1985

December 31,
1986

Intangible plant $ 2,170
Production plant 64,373,169
Transmission plan' 117,619,897
Distril ution plant 40.969.377
General plant 6.404,050
Completed construction
not uamﬁcd 730,178

Electric plant in service 230,098,841
Construction work in

progress 247,990,498
Nuclear fuel in process of

refinement and

enrichment 9,758,886

$487.848,225

DEPRECIATION

Provision has been made for depreciation on a
straight-line basis at annual composite rates as
follows

Pmduumn plant
nsmission p'm"
ribution plant
ral plant

uctures and .!ﬂ \' ovements
Transportation
Communications
Other general plant

EDP equipment

Included in construction work in progress
at December 31, 1986 and 1985 d! e costs of
$222.158,837 and $201,625,464 including interest
harged to construction of $113,656,386 and
144,648, respectively, for the purchase of 3.8
‘\H‘L"\k‘l[ of the Comanche Peak Nuclear

Generati Ing Station




4—DEFERRED CHARGES

Following i a summary of deferred charges at
December 31, 1986 and 1985
1986 1985

Unrecovered purchased
fuel costs. less
allowance for
unrecoverable gas of
$247.455 and $255.034
deferred production
taxes of $34,959 and
$43,965; and deferred
royalties of $50,959
and $64,106 $ 132,118

Fixed transmission costs
less amortization of

$£2 077
- T4\

$1,699,592
Preliminarv survey and

investigation charges 1,756,971
Other 114,6%

$2,003,788

859 and

5—~PATRONAGE CAPITAL AND OTHER
EQuITIES

Detail of patronage capital
December 31,
1986 1985

Assignable $20,076.698  $16.449.819
Assigned 42,696,212 26,246,393

62,772,910 42,696,212

Detail of other equities

Capital gains and losses 9.383
Nonoperating margins 5.242,295
Retained earnings of

subsidiary 296.804

5.548,482

Total patronage capital
and other equities

$68.321,392 $47
Under pmvmons of the long-term debt agree-
ments, until the total of equities and margins
equals or exceeds 40% of the total assets of the
Cooperative, the return to patrons of capital con
tributed by them is limited generally to 25% of the
patronage capital or margins received by the Coop-
erative in the next preceding year

The by-laws of the Cooperative do not provide
for the assignment of nonoperating margins or
earnings of subsidiaries. The by-laws permit the
ottsetting of current vear operating margins against
operating deficits of prior years

6—Long-Term Debt

11 . ‘ "
Long-term debt consisted of the following at

December 31, 1986 and 1985
1986 1985
REA-Installment

mortgage notes

2]

2%, various maturity

dates to

November 28, 2014 $52.986.611
5%, various maturity

dates tc

September 12, 2018 30,527,749

83,514,360
Less: Current maturities 3,188,000

80.326.360

CFC~Installment
mortgage notes
%, matures November
2007 6,223,956
matures May 3 1,218,108

matures November
2016 1,280,755
p, matures August
018 8,680,346 912,400
17,403,165 16,195,648
urrent maturities 690,000 568,800

16,713,165 15,626,848

FFB—Mortgage notes
Various interest rat:s
from 7.2% to 12.9¢4%
ma.‘ur:ng at various
dates from 1-26-87
to 12-31-2020 279,570,698 274,690,000
Less: (irrent maturities 2,354,000 74,000

277,216,698  274,616.000
$374,256,223 $371,697,632

Unadvanced loan funds of $9,416.000 at 5% inter-
est rate are available to the Cooperative at Decem-
ber 31, 1986 from commitments from REA

Principal and interest installments of approxi-
mately $1,977.000 are due quarterly on the above
REA and CFC notes

Long-term debt to FFB consists of 2 to 32 year
notes payable with principal and interest payments
of approximately $6.896,000 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 ..d\ ance; or to extend thv maturity date to
thirty-four years after the end of the calendar year
in which 1hv advance was made. At December 31

1986, the Cooperative hac $39,340,353 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 $23.462,000 are available to the Coopera
tive on loan commitments from FFB
At December 31, 1986, estimated annual maturi
ties of principal of long-term debt outstanding for
the next five years are as follows
REA CFC FFB Total
188,000 690,000 $ 2,354,000 $ 6,232,000
3,385,000 737,000 765,000 6,887,000
3,417,000 524,000 277,000 7,218,000
459,000 287,000 216,000 7,962.000
489.000 313,000 905,000 8,707.000

$16,938,000 $2,551,000$17,517,000 $37.006,000

7=—LINE OF CREDIT AGREEMENT

The Cooperative has established a line of credit,
for short-term financing, with CFC for $40,000,000
At December 31, 1986, no funds were owed under
such agreement. In addition, he Cooperative
has established a line of credit, for short-term
financing, with a bank for $3,000,000 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 any funds under the agreement with
the bank

8—RETIREMENT PLAN

The Cooperative has a contributory retirement
plan covering substantially all of its employees
Total retirement costs charged to operations
for 1986 and 1985, were $406,772 and $388.084
respectively. and include charges for cirrent and
prior service costs. The Cooperative's policy is to
fund retirement cost annually as it is accrued

The actuarially computed value of vested
benefits at December 31, 1985 (date of latest
information available) was $7.635.000. The book
value of the retirement fund assets at December
31, 1985 was $10,495,982

9—TRANSACTIONS WITH MEMBER
COOPERATIVES AND AFFILIATES

The Cooperative has contracts with 19 of its 20
member distribution cooperatives, through June

30, 2020, for the sale of wholesale electric energy
The contract with the other member cooperative
is through June 30, 2010. Sales of electric energy to
the member cooperatives were $161,435,659 and
$162,216,740 for 1986 and 1985, respectively

The Cooperative and South Texas Electric
Cooperative, Inc. (STEC), another generation and

transmission cooperative (G&T) are members of
San Miguel Electric Cooperative, Inc., (San Miguel

San .\h\gm'] owns and operates a 400 MW lignite

fired generating plant and associated mining
facilities, which was constructed for the purpose of
furnishing power and energy to the Cooperative
and STEC

The Cooperative and STEC have entered into
wholesale power contracts with San Miguel
through June 30, 2020, to purchase the entire
output of San Miguel. The contracts provide
that the Cooperative and STEC are collectively
responsible for San Miguel's total cost of owning
and operating the plant, including San Miguel's
debt service obligations. Such responsibility is
allocated between the Cooperative and STEC by
reference to their respective power purchase
obligations for any given year

The Cooperative purchased $56,433,065 and
$60.208,491 of electric energy from San Miguel in
1986 and 1985, respectively. Patronage capital
credits were assigned to the Cooperative by San
Miguel of $2,688,993 in 1986 and $1.151,928 in 1985
with cumulative toials of $4,122,671 at December
31, 1986 and $1.433,678 at December 31, 1985
Accounts payable due 5an Miguel from the
Cooperative were $4,930,451 and $6,550,457 at
December 31, 1986 and 1985, respectively

In 1984 the Board of Directors approved a
management plan under which San Miguel would
pay the Cooperative for its general manager to
serve as San Miguel's general manager. Further, San
Miguel would pay STEC for its general manager to
serve as San Miguel's Manager of Fuel Operations
Payments were made monthly in 1986 and 1985 in
compliance with this management plan

10—FEDERAL INCOME TAXES

Fede:.al income taxes are paid on taxable income
of the subsidiary only. No provision has been made
for Federal income taxes for the Cooperative in
reliance on a determination letter, dated March 12,
1969, issued by Internal Revenue Service, which
states that in the opinion of the Service the
Cooperative meets the requirements of Section
501(c)(12) of the Internal Revenue Code and is
entitled to exemption from Federal income tax

11—COMMITMENTS AND CONTINGENCIES
JOINT OWNERSHIP AGREEMENT

The Cooperative has an undivided 3.8% owner-
ship interest in the Comanche Peak Nuclear Gener
ating Station (Project) pursuant to a Joint Owner-
ship Agreement with Texas Utilities Electric
Company (TUEC) and affiliates thereof, executed
on June 1, 1979

During 1985, the Cooperative and TUEC 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 ot a \‘“\F"H!(‘ Y(‘\g\l!j 12 the Project

began withholc

yayments




On May 29, 1986, TUEC filed suit in the 14th
Judicial District Court of Dallas County, Texas
against Brazos and the two other minority interest
owners of the Project. The suit requests a declara
tory judgmer:t on TUEC's allegation that it has
performed all its obligations under the Joint Own
ership Agreement in accordance with that agree
ment's standard of “prudent utility practice” and it
alleges, among other things, breach of contract by
Brazcs in withholding construction progress pay
ments. On June 20, 1986, Brazos filed counter
claims against TUEC alleging, among other things,
that TUEC has not met the agreement's standards
and is in violation of the Texas Deceptive Trade
Practices Act. The countersuit asks that the Joint
Ownership Agreement be rescinded and Brazos
investment be returned, plus damages. Factual dis
covery is in progress. While the outcome of the
litigation cannot be predicted with certainty, the
Cooperative views its claims against TUEC as fully
justifying the re'ief sought

As of December 31, 1986, the Cooperative had
invested $231,917,723 in the Project as construction
payments, nuclear fuel, associated transmission
facilities, interest during construction and other
indirect costs, exclusive of $42,338,524 in withheld
progress payments. Loans from FFB, guaranteed by
REA, totalling $193 million have been used for the
Project

Should Brazos file an application for a rate
increase, which includes costs of Comanche Peak
in its cost of service, an inquiry by the Public Utility
Commission of Texas into the prudence of Brazos
investment in the Project may result. Should 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 por
tion 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 dis
allowed:; additionally, the Cooperative is unable to
determine the materiality 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 Com-
mission as a function of Brazos' cash requirement
and not determined independently thereof
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Certified Public Accountants

The 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, 1986 and 1985, and the related consolidated
statements of revenue 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 such other auditing procedures .s we considered necessary in the circumstances

As discussed in Note 11, 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, 1986 and
1985. and the results of their operations and the changes in their financial position for the

years then ended, in conformity with generally accepted accounting principles applied on a
consistent basis

E74 Do booidinca
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March 5, 1987

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

We have examined the balance sheets of Tex-La Electric Cooperative of Texas,
Inc. (the Cooperative) as of December 31, 1986 and 1985, 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.

As discussed in Note 11, in June 1986, litigation was instituted by the
Cooperative and the other minority owners of a two-unit nuclear fueled power
generation plant (Comanche Peak). The suit claims various breaches of a 1980 Joint
Ownership Agreement for the Comanche Peak project. At this time the Cooperative
cannot predict the ultimate outcome of this litigation or the impact thereof on its
financial statements.

As more fully discussed in Notes 11 and 12, on May 20, 1986, the Cooperative
ceased making payments for construction expenditures related to Comanche Peak The
Cooperative and the other minority owners have been sued by the majority owner of
Comanche Peak for their failure to continue making payments. The Cooperative has
submitted a deficiency loan application to the Rural Electrification Administration
(REA). At this time, the Cooperative cannot predict the ultimate outcome of such
litigation or the final determinatior by REA of the deficiency loan application.

'n our report dated March 25, 1986, our opinion on the 1985 financial
statements was not qualified with respect to the matters described in the preceding
paragraphs; however, in view of the recent uncertainties referred to above, our
present opinion on the 1985 financial statements, as presented herein, is different
from that expressed in our previous report.

In our opinion, subject to the effect of the outcome of the uncertainties
discussed above, the financial statements referred tu above present fairly the
financial position of Tex-La Electric Cooperative of Texas, Inc. as of December 31,
1986 and 1985, and the results of its operations and the changes in its financial

position for the years then ended in conformity with generally accepted accounting
principles applied on a consistent basis
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS,
BALANCE SHEETS
December 31, 1986 and 1985

ASSETS
Electric Plant, At Cost:
Furniture and fixtures
Office building

Less accumulated depreciation

Construction work in progress (Notes 2 and 6

Other Assets and Investments:
Investment in associated organizations (Note 3)
Other assets

Current Assets:

Cash, including temporary cash investments
of $987,839 and $610,546 in 1986 and 1985 -
General funds

Cash, including temporary cash investments

5\ of §152,632 and $§1,571,540 in 1986 and 1985 -

Construction funds

Accounts receivable (includes receivables from
member cooperatives of $1,654,900 in 1986
and $2,372,807 in 1985)

Prepaid expenses

EQUITIES AND LIABILITIES
Patronage Capital and Other Equities (Notes 10,
11 and 12):
Memberships
Patronage capital (Note 4)
Other equities (Note 5)

Long-term debt (Note 6)
Current Liabilities:

Accounts payable

Accrued interest

lhe accompanying notes are an integral part of these financial statements

INC.
1986
S 24 753
91 102
115 855
8 651
107 204
170 128 561
170 235 765

2 838 157
3 73]
2 841 888

259 763

1 723 594

50 625

3 045 053
$176 122 706

359 819
152 100
512 619

173 035 986

1985

S 16 251
16 251

3 912

2 339

47 431 383

1./ e e
il 4'—03 /2‘3

2 838 157
2 838 157

635 283
1 573 186

2 459 005

7 136

4 674 610
$124 956 489

S 700
258 101
97 075
355 876

151 778 000

2 817 652

4 961

2 822 613
$134 956 489

-




TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF REVEMUE AND EXPENSES
For The Years Ended December 31, 1986 and 1985

Operating Revenue

Power sales (Note 7)

Operating Expenses:
Cost of purchased power
Administrative and general (Notes
Depreciation

Operating margins before
interest expense
[Interest Expense:
Interest on long-term debt
Allowance for borrowed funds used
during construction

Operating margin

Nonoperating Margin:
[Interest income

Net margin

The accompanying n an part of these financial

AXLEY & RODE
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF PATRONAGE CAPITAL AND OTHER EQUITIES
For The Years Ended December 31, 1986 and 1985

PATRONAGE OTHER
MEMBERSHIPS CAPITAL EQUITIES TOTAL

Balance, December 31, 1984 §700 348 S 68 015 $145 063

Net margin 210 813
ransfer to appropriated
margins

Balance, December 31, 1985

Net margin

Iransfer to appropriated
pPprog

margins

Balance, December 31, 1986

AXLEY & RODE




TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
STATEMENTS OF CHANGES IN FINANCIAL POSITION
For The Years Ended December 31, 1986 and 1985

1985
Funds Were Provided By:
Net margin S 56 74: 210 813
Add Items Not Requiring Funds:
Depreciation 4 739 1 131
TOTAL FROM OPERATIONS 482 211 944

Advances from REA 21 257 986 30 751 000
Decrease in nonutility property - 12 887
Decrease in working capital 1 381 045

)

$22 800 513 $30 975 831

Funds Were Used For:
Additions to construction work in progress 22 7 178 $26 643 348
Additions to furniture and fixtures 502 407
Additions to building 102
Additions to other assets 731
Increase in working capital -
$22.800 2513

Increase (Decrease) in Working Capital By Components:

Cash - General

Cash - Construction

Accounts receivable

Prepaid expenses

Accrued interest

Accounts payable 243 5 (217

Accrued interest 3 116 974
$.4. 332 076

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

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

1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Operation:

Tex-La Electric Cooperative c¢f Texas, Inc. (the Cooperative) is an electric
generating and transmission cooferative formed pursuant to the Texas Electric
Cooperative Corporation Act. The Cooperative provides wholesale electric service to

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 distribution cooperatives o

The Cooperative was formed principally to provide dependable power and energy
to its members at the lowest cost possible. In dcing 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
- ~ ’ ’ ! ’ < 1
Energy Regulatory Commission s Uniform System of Accounts as adopted by the Rural
Electrification Administration. The more significant accounting policies are

described below.

Electric Plant:

Office building and furniture and fixtures are stated at historical cost.
Depreciation of these assets is computed at a straight-line composite rate of 4% and

70

/%, respectively

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

Allowance for Borrowed Funds Used During Construction:
The Cooperative has capitalized to electric plant the s of becrrowed funds
I I
1sed for the construction of the Comanche Peak Steam Electric Station cf the
related interest income from invested construction funds.

Income Taxes:

'he Cooperative is exempt from Federal income

Section 501(ec)(12) of the Internal Revenue

Code.

AXLEY & RODE
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC.
''OTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 2 - JOINTLY-OWNED FACILITIEZES

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

On February 12, 1982, following the announcement of a substantial increase in
the cost of the project and delay in the projected commercial operation date, the
Cooperative agreed to reduce its interest in the project to 2 1/6%. In 1982 the
Cooperative, based on Texas Utilities Electric Company's (Texas Utilities)
estimates, c«xnected 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 Texas Utilities 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 Texas Utilities' present estimate, the Cooperative does not
expect commercial operation of the project to commence prior to 1989. As of
December 31, 1986, the Cooperative's total expenditures for its 2-1/6 percent share
of the project is approximately $170 million. Pased on the Cooperative's current
estimates for the completion and licensing of the project, the Cooperative's share
of Comanche Peak is expected ultimately to cost approximately $279 million. This
figure could increase further in the event of added delays or other difficulties
with the project beyond those currently anticipated. Construction of Unit 1 of
Comanche Peak is virtually complete, but becavse of numerous uncertainties in the
licensing process no assurance can be given that the estimated commercial operation
dates nf 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.

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 The Cooperative has filed an application with the REA for a deficiency
loan and has requested authorization from the Public Utility Commission of Texas for

an increase in the Cooperative s electric rates




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

NOTE 3 - INVESTMENTS IN ASSOCIATED ORGANIZATIONS

Investments in associated organizations at Decembar 31 and 1985 consisted
of the following:

1985
Patronage capital from the National Rural
Utilities Cooperative Finance Corporation (CFC) 2 837 157 $2 837 157
Memberships 1 00 1 000
$2.838 157 $2.838 157

The investment in CFC represents patronage capital credits allocated to the

Cooperative Realization of cash from this investment is within the control of CFC.
NOTE 4 - PATRONAGE CAPITAL
The details of Patronage Capital at December 31, 1986 and 1985 are as follows:

1986 1985
Assignable $359 819 $258 101
Assigned - -
359 819 258 101
Less Retired - -

$329 819 $238 101
NOTE 5 - OTHER EQUITIES
The details of other equities at December 31, 1986 and 1985 are as follows:

1986 1985
Appropriated margins $152 100 $97 075

The by-laws of the Cooperative provide that non-operating margins be used
initially to offset any losses incurred during the current or an ior fiscal

year Upon recovery of any losses, a fund in the amount of $§40( )0 shall be

t
t
accumulated from these remaining non-operating margins and funded each year, if

necessary, to maintain the $400,000 1lance
NOTE 6 - LONG-TERM DEBT

11
Ly

Long-terr debt at December

“,-yt‘v);y‘n notes pr]\‘f',}r'lw to the Federal

Financing Bank at interest rates fr«
t 11.911% with the Rural Electrific:

Administration (REA) as administrat«




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,
electric transmissfon, 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 ncor 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 tarms of the agreement, the Cooperative may designate a
maturity date of thirty-fcur years after the end of the calendar year in which such
advance was made The inverest 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 ycars for a portion of the FFB
advances, [t is anticipated that the amounts due in 1986 and 1987, together with

future additional borrowings from F¥B, will be extended
g

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
1987 with the CFC under which there were no borrowings outstanding at December 31
1986

NOTE 7 - PCWER CONTRACTS

The Cooperative has wholesale power contracts with each of its members which
require the members to buy and receive from the Cooperative all their power and
energy requirements and require the Cooperative to sell and deliver power and energy
in satisfaction of such requirements The contracts extend to December 30, 2026 and
thereafter, as permitted by law until the expiration of six months after notice of
cancellation by either “he Cooperative or the Members

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

NOTE 8 - PENSION PLAN

[he employees f the Cooperative participate in the National Rural Electric
('w(‘»;w-x ative Association (NRECA) Retirement and Secur ity I rogram The C operat ive
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 membe:
cooperatives of NRECA, the accumulated henefits and plan assets are not determined
or allocated separately by individual employer Pension expense for this plan for
the years ended December 31, 1986 and 1985 was $14.333 and $11 respectively

Ly ‘ ’ i }
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TEX-LA ELECTRIC COOPERATIVE OF TEXAS, INC
NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 9 - RELATED PARTY TRANSACTIONS

The Cooperative and Sam Rayburn G & T, Inc. (SRG&T), an electric generating and
transmission cooperative, share facilities and personnel. SRG&T reimburses the
Cooperative for its proportionate share of the related expenses and equipment
purchases. The total reimbursement for the years ended December 31, 1986 and 1985
was §131,582 and $116,274, respectively. Certain members of the Cooperative are
members of SRG&T.

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
Cooperative 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 (Texas Utilities),
the Cooperative has agreed to hold harmless Texas Utilities from any monetary
damages and attorney fees that might result from any claim brought by Brazos against
Texas Utilities as a result of the Scheduling Agent Agreement.

In a letter agreement signed by the Cooperative, it was agreed that if Texas
Utilities intervenes in this action, the Cooperative will not be obl igated to
indemnify Texas Utilities for any attorney fees it incurs as a result of Texas
Utilities intervening in this action. On January 23, 1985 Texas Utilities 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 [f necessary, the
Cooperative intends to vigorously pursue the 1it igation 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 ac comp..nying

financial statements.
NOTE 11 - COMANCHE PEAK LITIGATION

‘n May, 1986, the Cooperative and the other minor ity owners « the Comanche
Peak Steam Electric Station (Comanche Peak), a two-unit nuclear fueled power
generation plant, were sued by the majority owner, Texas Utilities Electr Company
(Texas Utilities) The suit seeks a declaration that Texas Utilities has properly
ing to

performed all its obligations under the Joint Ownership Agreement rela

t
t
Comanche Peak and seeks to force those minority owners who have discontinued making

payments to Texas Utilities to resume making payments l[exas Utilities lawsuit was
filed after months of settlement negotiations with the Coc perative 1 reached an
impasse ard after the Cooperative, in a letter dated May 20, 19¢ to Texas

tilities, formally notified Texas Utilities that future payments would not be made

Y & RODE
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