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REPORT OF INDEPENDENT AUDITORS

Board of Directors
Cajun Electric Power Cooperative, Inc.

We have audited the accompanying balance sheets of Cajun Electric Power Cooperative, Inc.
(the Cooperative) as of December 31, 1990 and 1989, and the related statements of revenue
and expenses, changes in equity and margin (deficit), and cask flows for the years then ended.
These financial statements are the responsibility of the Cooperative’s management.  Our
responsibility is to express an opinion on these financial statements based on our audits,

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit 10 obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting 17 amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly, in all material
respects the financial position of Cajun Electric Power Cooperative, Inc, at December 31, 1990
and 1989, and the results of its operations and its cash flows for the years then ended in
conformity with generally accepted accounting principles.

As discussed in Note M to the financial statements, the Cooperative expects to continue as a
going concern under the Debt Restructure Agreement (DRA), finalized in December 1990,
notwithstanding the expectation of continuing significant operating deficits.  Although by
compliance with terms of the DRA the Cooperative will not be in default, the Cooperative’s
ability to fully recover the costs of its investment in its utility plant is uncertain as u result of
those expected operating deficits, future rate regulation and the outcome of litigation involving
Gulf States Utilities Company, described in Note K. Additionally, as discussed in Notes K and
M, the ultimate resolution of proceedings with the Federal Energy Regulatory Commission
involving certain transmission charges asserted by GSU, and certain class action litigation
involving the Cooperative's members, cannot be presently determined.

M Y M
March 8, 1991



BALANCE SHEETS
CAJUN ELECTRIC POWER COOPERATIVE, INC.
(IN THOUSANDS)

ASSETS
UTILITY PLANT

Electric plant-in-service $2,635,081 $2.624,92¢
Construction-in-progress 10,938 15,283
Nuclear fuel at amortized cost 60,310 65,994

2,706,329 706,202

Less accumulated depreciacion and
amortization

Electric plant held for future use _ 10,182 10, 18¢
¢.234,988 2,309,737
OTHER PROPERTY AND INVESTMENTS
Nonutility property 687 687
Restricted funds held by trustee 2,027 703
Investments in associated organization 50,847 46,979
Decommissioning reserve funds 8,297 6,512
Other receivables 25,064
61,858 79,945
CURRENT ASSETS
Cash and shori-term investments 31.997 69 3¢
Accounts receivable electric customers
Menper: 31,309 34,170
Nonmemnbers 9.518 12,30¢
Accounts receivable ither 2,80] 4,119
Fuel and supplies inventories 34,727 38,680
Prepayments a3 200
:l:)wﬂ.’ ‘59x:‘“l

DEFERRED CHARGES 2,861 9,603



EQUITY AND LIABILITIES
EQUITY AND KARGIN (DEFICIT)

Memberships

Patronage capital credit
Unallocated deficit
Donated capita,

LONG-TERM DEBT

ess current portior

CURRENT LIABILITIES
Debt classified as current prio
to debt restructure
Accounts payable
Taxes other than income tax
Accrued interest and other exper
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STATEMENTS OF REVENUE AND EXPENSES
CAJUN ELECTRIC POWER COOPERATIVE, INC.
(IN THOUSANDS)

Year Ended De

1999
OPERATING REVENUE
Sales of electric energ: :
Members $ 289,580
Nonmembers 129,646
Other __L147
420,373
OPERATING EXPENSES
Power production:
Fuel 156,177
Operations and maintenance 65.400
Purchased power 6,321
Other power supply expenses 680
Transmission 45,125
Administrative and general 23,298
Depreciation and amortization 74,774
Taxes, other than income i s
215,048
OPERATING MARGIN 45,325
OTHER INCOME AND EXPENSES
Interest, rents and leases 7,838
Other income 190
Gains or losses on asset dispositions (7,425)
Litigation settlements _{10.,378)
e d9.773)
MARGIN BEFORE INTEREST AND OTHER
DEBT EXPENSE 35,550
INTEREST AND OTHER DEBT EXPENSE 279,078
NET DEFICIT $(243 528)

See notes to financial statements.

151,549
69,794
4,785
707
32,720
21,410
74,357
. 3.104

328,426

2,406

11,164
963



STATEMENTS OF CHANGES IN EQUITY AND MARGIN (DEFICIT)
CAJUN ELECTRIC POWER COOPERATIVE, INC.
(IN THOUSANDS)

Years Ended December 31, 1990 and 1989

Patronage

Member Capital Unallocated nate
s§hips Lredits Deficit ipita [ptal
BALANCE JANUARY 1, 198° $ | $36,533 $(53%5,333) $40¢ $(458,393
Net deficit for the year (113.877) (173,877
BALANCE DECEMBER 31, 1989 ‘ 16,533 (709.210) 40¢ (672.270)
Wot Geficit Tor the yeu (243.528) (243.528
BALANCE DECEMBER 31, 1980 $ | $36,.533 $(952.738) $406 (9]15.798)
See notes to financial statements




STATEMENTS OF CASH FLOWS

CAJUN ELECTRIC POWER COOPERATIVE, INC.
(IN THOUSANDS)

OPERATING ACTIVITIES
Net deficit
Adjustments to reconcile net deficit to net
cash used by operating activities:

Depreciation

Amortization of nuclear fuel

Amortization and write off of deferred
charges and credits  net

Interest expense accrued to
long-term debt

Interest income on long-term receivable

Patronage capital credits

Book value of asset dispositions

Decrease (increase) in accounts
receivable

Decrease in fuel and supplies
inventories

(Increase) decrease in prepayments

Decrease in ac° ‘»** payable

Decrease in a erest and
other expens

NET CASH USED

INVESTING ACTIVITIES
Increase in utility plant
Proceeds from settlement of lawsuit
(Increase) decrease in investments
and restricted funds held by trustee
Increase in deferred charges
Collection of other receivables

NET CASH (USED) PROVIDED

FINANCING ACTIVITIES
Proceeds from payments made by REA as
guarantor
Repayment of long-term debt and debt
classified as current prior to
debt restructure

NET CASH PROVIDED
DECREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

See notes to financial statements.

Year tnded Dec

1990

$(243,528)
73,089
15,446
8,585
157,250
(1,39%)
(3,858)
5,213
6,963
5,221
(1,856)
(424)

~165.998)
- (45,270)

(24,358)

(1,334)
(2,080)
28,013

d1.157)

134,082

{124,388)
2,664

(37,363)
59,360
31,997

ember 31

1989
$(173,877)
72,619
13,149
762
54,691

(4,725)

(11,684)
4,08]

286
(115)

A21.239)
(€6.072)
(20,537)

21,914

33,561
(4,811)

-30.)27

220,339

(203,130)
L A7,189
(18,756)
88,116
$..52.200



NOTES TO FINANCIAL STATEMENTS
CAJUN ELECTRIC POWER COOPERATIVE, INC.

Decemeer 31, 1990

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

General: Cajun Electric Power Cooperative, Inc., (the Cooperative) is a rural
electric generation and transmission cooperative wholly-owned by 13 member
distribution cooperatives (the Members) which provide electricity to approximately
310,000 metered customers representing over 1,000,000 people residing throughout 80%
of the land area of Louisirana. The Cooperative and its 13 Members have entered into
wholesale all requirements power contracts which require the Members to purchase all
of their electrir energy reguirements from the Cooperative generally through 2026.
The Cooperative 1s subject to certain rules and reguiations promulgated for rural
electric borrowers by the Rural Electrification Administration (REA) and 15 also
subject to the jurisdiction of the Louistana Public Service Commission (LPSC) (see
Note L).

System of Accounts: The Cooperative maintains its accounting records in accordance
with the Federal Energy Regulatory Commission (FERC) chart of accounts as modified
and adopted by the REA,

Electric Plant-in-Service: Electric plant-in-service is stated on the basis of
cost. Depreciation is computed using the straight-line method over the expected

£

useful lives of the related component assets. The net book value of units of
property replaced or retired, including costs of removal net of any salvage value,

is charged to operations.

Nuclear Fuel: The cost of nuclear fuel, including interest during construction, 1s
amortized to fuel expense on the basis of the actual number of units of thermal
energy produced, multiplied by a unit cost which reflects the total thermal units
expected to be produced over the 1ife of the fuel (see Note I).

-7-



Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note A - Continued

Construction-in-Progress: Construction-in-progress is stated on the basis of cost,
which may be net of the amounts applicable to a joint owner, and includes interest
during construction on major projects.

Investments: The Cooperative has investments 1in The National Rural Utilities
Cooperative Finance Corporation (CFC) and the National Bank for Cooperatives
(CoBank) which are in the form of capital term certificates and Class “C" and "E"
stock, respectively. In the accompanying financial statements, these investments
are carried at cost and include undistributed patronage capital credits from these
organizations. The Cooperative allocates patrenage capital credits received from
associated organizations to assets and expenses in the same ratio as the interest
paid to these organizations is capitalized and expensed.

Fuel and Supplies Inventories: Fuel and supplies inventories are stated on the
basis of cost utilizing the weighted average cost method of inventory valuation,

Decommissioning: Decommissioning reserves represent cumulative accruals for
decommissioning expense. The annual charge for decommissioning expense is the
required addition to the decommissioning trust funds such that the balance of the
funds (contributions plus net earnings) will be sufficient to satisfy estimated
decommissioning costs at the end of the expected useful lives of the Cooperative's
facilities (see Nute [).

Deferred Charges: Deferred charges at December 31, 1990 consisted primarily of
capitalized software.

Income Taxes: Certain revenue and expense items are recognized in different periods
for financial reporting and income tax purposes thus creating timing differences.
Deferred income taxes are provided on these timing differences which are principally
related to depreciation on electric plant-in-vervice and the sale of tax benefits,
The Cooperative uses the flow-through method of recognizing investment tax credits.

Patronage Capital Credits: The Cooperavive *c organized and operates on a not-for
profit basis. Patronage capital credits represent that portion of the Cooperative's
net margins which have been allocated to Member cooperatives. As provided in the
Cooperative’s bylaws, all amounts received from the furnishing of electric energy in

.8-



Notes to Financial Sta.ements
Cajun Electric Power Cooperative,
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Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note B - Continued

River Bend and Big Cajun 2, Unit 3 are Jointly owned by the Cooperative and Gulf
States Utilities (GSU) (see Note K), Construction-in-progress consisted of
improvements and additions to existing plants. The estimated cost to complete these
projects at December 31, 1990 was approximately $9.8 million,

Nuclear fuel represents the (ooperative's 30% share of River Bend fuel and as of
December 31 consisted of the following (in thousands):

—d990 989
Nuclear fuel in process $ 14,243 $ 25,45]
Nuclear fuel in stock 177
Nuclear fuel in reactor 78,978 76,698
Spent nuclear fuel 40,0948 22,435
134,346 124,584

Less nuclear fuel

amortization (74.036) _(58,5%90)
£.80.310 1.55.994

Net nuclear fuel

Nuclear fuel in process represents the accumulated cost, including interest during
construction, of fuel required for the fourth reload and a portion of the fifth
reload. The fuel is in various stages of conversion, enrichment or fabrication.
The third refueling of River Bend occurred in September 1990. Spent nuclear fuel
consists of the original cost of nuclear fuel assemblies, in the process of cooling,
removed from the reactor during each of the three previous reloads.

Land relating to an abandoned lignite project has been retained as a possible site
for a future generating facility and its cost, $9.8 million, is included in electric
plant held for future use (see Note M).

The net change in accumulated depreciation and amortization for the years ended
December 31 was (in thousands):

1990 1989
Charged to operating expenses $73,099 $72,619
Charged to fuel inventories
and other assets 1,268 1,332
74,367 73,951
Less asset disposals _{(3,491]) (1.971)
$70.876 $71,580



Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

NOTE C - INVESTMENTS IN ASSOCIATED ORGANIZATIONS

Investments in associated organizations at December 31 consisted of the following
(in thousands):

1990 ~1988
CFC $ 7,704 $ 8,016
CoBank 41,819 37,680
Other 1,424 1,283
$20.84] 246,973

NOTE D - LONG-TERM DEBT

On December 21, 1990, the Cooperative consummated a Debt Restructure Agreement (URA)
effective May 31, 1990, with the United States of America acting through the REA.
As a result, the Cooperative is no longer in defaul!t on any of its debt. Since
December 31, 1987, the Cooperative had been in default on its debt service
obligations and, as a result of cross default provisions of various debt agreements,
essentially all of the Cooperative’s debt was deemed in default and subject to
acceleration and was classified as a current liability, ODuring the period in which
it was in default, the Cooperative wes operating under payment restrictions set
forth in Section 3713 of Title 3] of the U.S. Code. As of December 21, 1990, the
Cooperative was no longer operating under such payment restrictions.

Under the terms of the DRA, the Cooperative executed and deliversd to REA two notes
on December 21, 1990 which restructured all of the Cooperative's debt to and
guaranteed by the REA: Note A, in the original face amount of $2,147,994,670 which
matures on December 31, 2026 and Note B, in the original face amount of
$1,037,007,550 which has a final maturity date of December 31, 2036. Both Notes A
and B bear interest on the unpaid principal halance at a nominal rate of 8.64% with
an assumed effective annual rate of 8.99%. Any accvued but unpaid interest on Notes
Aor B is added to principal on a monthly basis. The DRA provides that Note A may
not be prepaid without the express written consent of REA. Note B may be prepaid
without premium or nenalty.

The DRA requires that Note A be paid in stipulated annual installments contained in

the Note A debt service schedule. Under the terms of the DRA, so long as the annual
amount due under the Note A debt service schedule has not been paid in full, on the

oile



/
I
i
|

Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note D - Continued

fifteenth business day of each month (the cash sweep date) the Cocperative pays to
REA all cash balances at the end of the preceding month in excess of $35,000,000
(the permitted general funds cap) and certain other allowable reserves. Upon the
date that advances are available to the Cooperative under a working capital line of
credit, which 1s currently peing negotiated, the general funds cap will be reduced
to §25,000,000,

Payments on Note B prior to 2026 are contingent upon several factors, including
member and nonmember sales growth, extraordinary cash receipts and the existence of
cash in excess of the general funds cap at any month-end after all annual Note A
required payments have “een made. The existence of such excess cash will also
result in additions tc the Cooperative s Retained Share, which represents t/ie amount
of cash which the Cooperative may utilize for any valid corporate purpose, including
the payment of previously aliocated capital credits. Note B payments required for
1990 were $2.4 million, of which $1.1 millien was paid prior to December 31, 1990
after the annual Note A debt service requirement of $118B million was satisfied, and
the remainder is to be paid by April 8, 1991, resulting in a reduction of the
general funds cap equal to the amoun* of the payment. A% Decomber 31, 1990, the
Cooperative’s Retained Share was equal to $544 552 (see Note N;.

The DRA provides that the unpaid principal amount of Note B as of December 31, 2026
will be restructured as follows: The Cooperative will have the fair market value of
its assets appraised as of Decemper 31, 2026. An amount equal to sixty percent of
the appraised value shall be paid in equal annual installments over the next ten
years ending December 31, 2036 at the came interest rate, accrued and compounded
monthly in the same manneér as the present Note A. The remaining forty percent
balance of Note 8 as of December 31, 2026 will be repaid over the subsequent ten
year period in a manner con:istent with the terms and conditions associated with
Note B of the DRA. Any amount unpaid at December 3], 2036 will be due and payable
in full as of that date.

Under the terms of the DRA, the Cooperative’'s debt which was in default prior to the
DRA, and was guaranteed by the REA (the REA related debt: notes payable to the
Federal Financing Bank, the Cooperative Utility Trusts, and CoBank) which is
included in the restructured Notes A and B, was not retired or defeased but remains
outstanding. The obligation of the Cooperative to REA arising out of the Citibank

18-
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Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note D - Continued

290

Industrial Development Revenue

Bonds, series 1982, interest

at two-thirds of prime rate

(6.7% at December 31, 1990),

due in 7 annual installiments

from 1991 through 1997. As

a result of cross default

provisions of the bond

inderture, the 1989 balance

of $3.600,000 was classified

45 & current liability, ’ 3,150
River Bend construction and

operations commitment,

interest at a variable rate

(7% at December 31, 1990),

due in monthly installiments

of $600,000 (including

interest), 5,124

Less current portion of
long-term debt

Scheduled maturities of

payments and excluding Note B payments are (in thousands):

long-term debt including Note A

199] $§ 90,573
1992 120,450
1993 135,450
1994 170,450
1995 170,450
Thereafter 8,225,900

$8.913,.273

Interest and other debt expense incurred on long-term debt,

principal and

1989

$ 11,783

(99.426)
2124183

interest

and on debt classified

as current prior to debt restructure for the years ended December 31 consisted of

the following (in thousands):

iis



Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note D - Continued

990 1989
Interest charged to opeating expense $270,768 $268,907
Other debt expense e Budll —) T8
Total interast and other debt expense £18.078 258,410
Capitalized interest on nuclear fuel J—l — 10

$278.9280 2089.879

For the years ended December 31, 1990 and 1989, the Cooperative, and the REA on
behalf of the Cooperative, paid interest of approximately $189.3 and $236.4 million
respectively.

Substantially all of the Cooperative's astets are pledged to secure the
Cooperative’s debt by the Supplement to the Supplemental Mortgage and Security
Agreement (the REA mortgage) executed November 28, 1990 between the Cooperative, REA
and CoBank in order to facilitate the DRA. Both the REA mortgage and the DRA
contain certain restrictive covenants including limitations on indebtedness, capital
additions, distributions to members and an agreement not to lower the Cooperative’s
wholesale electric rate for the term of the DRA. At December 31, 1990, the
Cooperative was in compliance with all such covenants, Certain office facilities in
Baton Rouge are separately pledged to secure Industrial Development Revenue Bonds.

CoBank is also secured by the REA Mortgage for two letters of credit amounting to
approximately $65.3 million supporting potential indemnity payments under sale-
leaseback transactions completed in 1983, During 1988, CoBank renewed the letters
of credit for an additional five-year period.

NOTE E - SHORT-TERM INVESTMENTS

At December 31, 1990, the Cooperative's cash was invested in U.S. Treasury
securities, U.S. government agencies securities, commercial paper and short-term
obligations issued by financial finstitutions., All investments conform with the
guidelines established by the REA., Maturities are selected to correspond with cash
flow requirements and are generally for periods of less than three months.

1%



Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

NOTE F - INCOME TAXES

During 1983, less than 85% of the income of the Cooperative was collected from
Members for the sole purpose of meeting losses and expenses. As a result, pursuant
to Section 501(c)(12)(A) of the Internal Revenue Code of 1986 (the Code), as
amended, the Cooperative became a taxable entity. The Cooperative has made an
election under the Code to remain taxable through the year 2003 in order to
participate in certain equipment leases. As a consequence of completing the DRA in
1990, the Cooperative reduced its net operating loss carryforwards by approximately
$1 billion. The Cooperative had no current or deferred income tax provisions for the
years ended December 31, 1990 and 1989,

At December 31, 1990, the Cooperative had general business credit carcyforwards of
approximately $166 million, of which approximately $9 million expire in 1999; §27
million in 2000; $128 miilion in 2001; and $2 million in 2002

In addition, the Cooperative has loss carryforwards of approximately $1.4 billien
which may be use¢ to offsel future taxable income. The expiration dates and amounts
of the net operating loss portion of the total loss carryforwards are as follows (in

thousands):
-004 $ 15,837
2008 221,809
47 646

The remaining losses of approximately $1.2 billion are attributable to Member
activities and may be carried forward indefinitely.

The Cooperative has available approximately $100 million in net operating loss
carryforwards for alternative minimum tax purposes which expire in 2005,

Also, the Cooperative has approximately $1.2 billion of losses attributable to
Member activities for alternative minimum tax purposes which may be carried forward
indefinitely., Additionally, approximately $166 million of the general business
credit carryforwards of the Cooperative may be used to offset future alternative
minimum tax. These credits expire in the same years as the general business credit

carryforwards for regular tax purposes.

sils



Notes to Financia) Statements - Continued
Cajun Electric Power Cooperative, Inc.

Note F - Continued

In December 1987, the Financial Accounting Standards Beard (FASB) issued Statement
of Financial Accounting Standards (SFAT" No. 96, Accounting for Income Taxes. SFAS
No. 96 must be adopted before 1993 and the extent «f 1ts impact has not yet been
determined. The FASB has indicated that it intends to issue a new exposure draft on

accounting for income taxes in 199]. The extunt of the impact of any final
statement which may be forthcoming from the exposure draft is uncertain at this
time

NOTE G - EMPLOYEE BENEFIT PLAN

A1l of the Coonerative s eriployees participate in the National Rural Electric
Cooperative Association (NRECA) Ret::oment and Security Program once they have met
mit .mym service requirements. The Cooperative makes anfual contributions to the
plan equal to the amounts accrued for pension expense., In this master multiple

employer defined benefit plan, which is available to all member cooperatives of the
NRECA, the accumulated benefits and plan assets are not determined or allocated
separately by individual employer As a resultl of a better thon anticipated return
from the plan’s investments, the Cooperative was not required te make contributions
to the plan in 1990 or 1989.

NOTE H - RELATED PARTY TRANSACTIONS

In December 1986, the Cooperative purchased certain substation equipnent owned by

eight Members in order to better define the operating responsibili‘ies of the

transmission system. The aggregate purchase price of $12.4 million way partially
financed by the Cooperative assuming long-term notes payable to the R(A in the
amount of $8.4 million. In addition, the Cooperative agreed to make payments 1o
certain of its Members. Ouring 1990, the Cooperative made payments of $2.2 million
under the terms of this agreement, Final REA action on certain of these

transactions is still pending as of December 31, 1990

.17



]

Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

NOTE I - SPENT NUCLEAR FUEL AND DECOMMISSIONING RESERVES

GSU has executed a contract with the Department of Energy (DOE) whereby the DOE wil)
furnish disposal service for the spent nuclear fuel from River Bend. Currently, the
cost amounts to one-tenth of one cent per kilowatt hour of rnet generation. The
Cooperative, as a joint owner of River Bend, shares this cost with GSU. The DOt
spent nuclear fuel fee is subject to change in accordance with the provisions of the
Nuclear Waste Policy Act of 1982.

The Nuclear Regulatory Commission in 1938 issued “inal regulations setting forth the
technical and financial criteria for decommissioning licensed nuclear facilities

The regulations require electric utilities either ‘o certify that a minimum dollar
amount will be available to decommission the facility or to submit a decommissioning
funding plan. In addition, these regulations require that financial assurance be
provided by either prepayment, an external sinkiri fund, °r by & surety, insurance,
or other form of guarantee. In response to these regulations, on December 2, 1988,
the Cooperative established an external grantor trust, the River Bend
Decommissioning Trust Fund, and intends to make annual contributions to accumulate
an amount which will be sufficient to pay for 1its share of the cost of
decommissioning at the end of the estimated useful life of River Bend. Annual
contributions to the trust based on current estimates and assumptions are
approximately $1.4 million. As of December 31, 1990, the balance in the River Bend
Decommissioning Trust Fund was $7.1 million,

The Cooperative is required by the State of Louisiana Department of Environmental
Quality (DEQ) to provide assurance that it has the ability to fund the actions which
will be necessary to rehabilitate its Big Cajun 2 ash and wastewater impoundment
areas which, as disposal sites, are subject to DEQ review and supervision. The
total liability for funding the solid waste disposal site rehabilitation is
currently estimated to be approximately $4 million, of which GSU is responsible for
approximately $500,000., On July 1, 1989, the Cooperative created the Solid Waste
Disposal Trust and deposited $1.06 million with the trustee in satisfaction of its
DEQ funding requirements, The annual contributions to the trust are approximately
$116,000. The actual payments for site rehabilitation are not scheduled to occur
until the end of the estimated useful life of the Big Cajun 2 coal-fired facility.
The balance in the Solid Waste Disposal Trust at December 31, 1990 was $1.2 million.

a1+



Notes to Financial Statements - Continued
Cajun Electric Power Cooperative, Inc.

NOTE J - NUCLEAR INSURANCE

The ownership of an undivided interest in River Bend subjects the Cooperative to
certain risks. The Cooperative is insured, as described be'ow, for public liability
and property damage.

The Price-Anderson Act (the Act) was renewed by Congress in 1988 and was extended
through August 1, 2002. Public liability under the Act for any nuclear incident is
currently limited to $7.8 billion. The Cooperative and GSU are insured for this
exposure by private insurance as well as by a secondary financial program. Recent
legislative changes to the Act related to the secondary financial program may
require the Cooperative to become subjiect to a possible retroactive assessment of
which the Cooperative's share would not exceed $19.8 million per incident with a
maximum of $3 million per incident payable in any one yecar for losses at any
licensed nuclear facility.

The Cooperative, together with GSU, maintains $500 million of property damage
insurance and $700 million of excess insurance related to River Bend obtained from
the private insurance market. Additionally, the Cooperative is a member-insured of
the Nuclear Electric Insurance Limited (NEIL 11) program which provides $1.1 billion
of excess property insurance. As a member-insured of NEIL I]l, the Cooperative 1s
subject to a maximum assessment of $2.1 million in any one policy year Although
the Conoperative and GSU continue to attempt to increase insurance coverage as 1t
becomes available, the Cooperative can give no assurance as to the adequacy of its
coverage in the event of a major accident, Total available property damage
insurance is substantially less than the potential insurable value of River Bend.
The Cooperative has joined GSU in establishing a Nuclear Workers’ Liability policy
which covers liability for the claims of workers employed at River Bend after
January 1, 1988 for noncatastrophic nuclear related injury such as prolonged
exposure to low-level radiation. Any claims by workers employed at River Bend prior
to January 1, 1988 will continue to be covered under the Nuclear Workers' Liability
policy if the claim is made by December 31, 1997. Under the Nuclear Workers

Liability policy, the Cooperative is subject to a maximum potential retrospective
premium assessment of $1.2 millien. It is possible that liabilities related to the
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Note J - Continued

release or escape of a hazardous substance from River Bend may be greater than the
coverage on policies currently carried and, consequently, sting insurance may not
be sufficient to meet all possible liabilities or losses. The Cooperative cannot
provide assurance that it will be able to maintain coverage at present levels. Any
1iability or loss in excess of that covered under existing policies could have &
material adverse effect upon the Cooperative.

NOTE K - GULF STATES UTILITIES COMPANY

In August 1979, the Cooperative and GSU entered into a contractual agreement for the
joint ownership of River Bend (:ee Note B). The unit was declared to be in
commercial operation as of June 16, 1986. The Cooperative has a 30% undivided
interest 1in River Bend and 1is vresponsible for 30% of River fend s costs of
construction, capital additions and operations. GSU is the operator of the
facility. GSU paid the Cooperative approximately $66 million in 1990 and $94
million in 1989, and 1s expected to pay $27 million in 1991 over the remaining one

half year term of a five-year capacity and energy sellback agreement related to
River Bend (see Note M).

In November 1980, the Cooperative and GSU entered into a contractual agreement for
the joint ownership of Big Cajun 2, Unit 3, and certain common facilities at Big
Lajun 2 (see Note B). The Cooperative retained a 58% undivided ownerthip interest
in Unit 3 and an 86% undivided ownership interest in the common facilities. The
Cooperative is the operator of the Big Cajun 2 facilities.

The Cooperative filed suit on June 20, 1989 against GSU in United States District
Court in Baton Rouge alleging fraud in the inducement to enter into the River Bend
Joint Ownership Participation and Operating Agreement (JOPOA) as well as
misrepresentation, mismanagement, breach of fiduciary duty and breach of contract.
The Cooperative seeks the annulment of the River Bend JOPOA and the recovery of its
investment in River Bend (approximately $1.6 billion) as well as damagus resulting
from the Cooperative’s participation in the River Bend project. The Cooperative is
eeking further dameges associated with excessive operating costs of the facility
wiich arose due to GSU's alleged mismanagement. On November 7, 1990, GSU filed an
amended counterclaim with the court requesting that the Big Cajun 2, Unit 3 JOPOA be
rescinded and asked for an appropriate monetary Jjudgment sufficient to place
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Note K - Continued

the Cooperative ind GSU in the same position as if the Big CLajun 2, Unit 3 JOPOA
were never consummated. Additionally, GSU's counmterclaim asserts that i1ts present
transmission arrangements with the Cooperative should be terminated by the court
Further, GSU asserts that in any event i1t is entitled to monetary damages resulting
from an alleged breach of rontract and fiduciary duty by the Cooperative The
timing or outcome of these matters 1§ uncertain,

NOTE L - RATES AND REGULATION

In 1989, following two years of litigation, the louisiana Supreme Court held that
the LPSC has plenary authority over all rural electric cooperatives in the State.
In Octobe .89, the (ooperative s rate schedules were filed with and accepted by
the LPSC.

In May 1990, the LPSC ordered that the Cooperative reduce its base rates to its
Members by 4 mills per KWh, and the Cooperative did so. This rate decrease
essentially replaced a special fuel-related credit that the Cooperative had been
flowing through to its Members, which was to expire in that month,

In July 1980, the LPSc approved the DRA with certain conditions One of these
conditions was that the Cooperative’'s average annual rate to its Members in 1990 and
1991 be no higher than 54.5 mills per KWh. To meet this requirement the Cooperative
reduced its fuel cost adjustment by approximately $900,000 in 1990.

The Cooperative has no formal rate change application on file with the LPSC, but the
LPSC has initiated an examination of the Cooperative’s rates. Initial discovery in
this matter took place in 1990. The timing of hearings befory the LPSL on this
matter is uncertain,

In addition to LPSC regulation of the Cooperative's rates, under the DRA, REA must
approve any rate change prior to its being implemented. Additionally, the DRA
requires the Cooperative to obtain REA approval prior to filing with the LPSC for 3

change in any rate or rate schedule.
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NOTE M - COMMITMENTS AND CONTINGENCIES

Equity And Margin (Deficit): The Cooperative expects to incur continuing and
substantial annual deficits for the foreseeable future and also expects that its
Unallocated Deficit [a compunent of equity and margin {(deficit)] will continue to
increase because of interest expense that is accrued but not paid, The debt
restructure completed in 1990 recognized that the Cooperative was unable and would
continue to be unable to pay previously scheduled debt service (principal and
interest) on all of 1its debt and therefore split substantially all of its future
debt service obligations into Note A and B components in order to avoid forcing a
restructure or reorganization under the bankruptcy code.

Under Generally Accepted Accounting Principles, the Cooperative must continue to
accrue the interest expense on Note A and Note B, however, payments on Note A are
based on a nontypical amortization schedule specifically set forth in the DRA while
payments on Note B prior to 2027 are required only when certain contingent events
occur (see Note D). The interest that is accrued but not paid is added to the
balances of the notes each month thereby increasing the debt of the Cooperative even
though a default has not occurred.

The intarest expense that 1s accrued but not paid will continue to cause annual
deficits and a deterforating net worth, but neither is an event of default.
Accordingly, the Cooperative expects to continue lo operate as a going concern in
the normal course of business notwithstanding the continuing and substantial annual
deficits,

Citibank: On February 3, 1989, Citibank filed suit against the Cooperative in the
United States Nie*+ ct Court for the Southern District of New York alleging damages
of approximately $209 million, including interest and other charges, as a result of
drawings on its letters of credit wh.ch occurred in 1988 when the (ooperative’s
pollution control revenue bonds were calied and redeemed. On April 21, 1989, the
court returned a judgment against the Cooperative of $209,487,183 plus accrued
interest at 9.51% from the date ot the judgment. On June 19, 1989, the Cocperative,
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Note M - Continued

REA and Citibank entered into an agreement whereby the Cooperative agreed to make
the following payments to Citibank in ful) satisfaction of Citibank’s rights under
the judgment (in thousands):

June 20, 1989 000
June 1, 1990 740
June 3, 199) L ag,.870

$146.810

As part of the agreement, Citibank agreed to forego its rights to enforce the
judgment so long as the three payments are made when due. The agreement also
provided that Citibank wou'd tiransfer to REA a severed interest in the judgment of
$86.9 million with accrued interest at 9.51% which was included in Note B (see Note
D). In 1991, REA's severed interests in the judgment will be converted to a nete to
REA and the judgment will be deemed satisfied. The note to REA will be treated as
part of Note B in accordance with the DRA (see Note D).

Gulf States Utilities Company: On July 17, 1887, the Cooperative filed a complaint
with the FERC against GSU alleging overbilling and improper cost allocations for
certain transmission service charges., On May 11, 1989, a FERC administrative law
judge issued an initial opinion which could require the Cooperative to pay GSU
approximately $19.3 million for transmission charges for the period 1981 through
1990. The FERC will make a final determination on the initial opinion which may
increase, reduce or eliminate the Cooperative’s potential liability to GSU. After
final FERC action, either party may pursue furthar appeals through the federal court
system, At December 31, 19%0, GSU alleged that the Cooperative had underpaid these
transmission charges in the amount of approximately $82.9 million. The final timing
or outcome of this matter is uncertain,

Coal and Transportation Commitments: Purchases under the terms of contracts for the
acquisition and related transportation of coal during 1990 and 1989 were
approximately $121 million and $120 million, respectively. Certain purchases are
subject to various price escalatore and deflators, minimum quantity takes and
periodic price reopeners at then current market prices, Management is of the
opinion that these con‘vacts will properly meet anticipated coal supply needs. The
transportation cortracts begin to expire in 1999 while the coal contracts are for
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the useful life of the coal-fired generating facility provided the present supplier
is willing to meet or better offers from other suppiiers at scheduled periedic price
reopeners.

Litigation: As explained more fully in Note K, the Cooperative filed suit on
June 20, 1989 against GSU alleging fraud in the incducement to enter into the River
Bend JOPDA as well as misrepresentation, mismanagement. breach of fiduciary duty and
breach of contract. Also, on November 7, 1990, GSU filed an amended counterclaim
against the Coooerative. The timing or outcome of these matters is uncertain.

On Harch 7, 1990, the Cooperative executed a settlement and compromise agreement
with a coal comnany concerning litigation related to abandoned lignite projects. On
March 9, 1990 the Cooperative paid a cash settlement of $9.2 million and agreed to
transfer 120 acres of land irn vull settlement of all claims. The transfer of the
land is expectea to take place in 1991 after approval by the REA.

On September 20, 1989, a class action petition was filed in the Tenth Judicial
District State Court in Natchitoches Parish, Louisiana naming the Cooperative’s
Members as defendants. The plaintiffs in this action seek a refund of all rate
increases enacted by the Cooperative’s Members from 1978 'ntil the respective Memter
voted *o b2 subject to the jurisdiction of the LPSC or was placed under the
jurisdiction of the LPSC by action of the State Supreme Court (see Note L)}. On
June 23, 1990, a motion was filed by the Cooperative's Members to name the
Cooperative as a third party defendant in the cas>. The timing or outcome of this
matter is uncertain,

On December 13, 1990, Sam Rayburn G&T Cooperative, Inc. (SRG&T) filed suit against
the Cooperative in a Texas stiate court seeking specific performance by the
fooperative of a contract to provide for the sale of a 7% undivided ownership
interest in Big Cajun 2, Unit 1. The contract had expired, according to its terms,
on June 1, 1990, Further, SRGAT petitioned the court to rule, if specific
performance 1s not granted, that a firm power sales contraict between SRGAT and the

Cooperative be declared null and void. Additionally, SRG&T filed a motion
requesting that proceeds from the firm power sales contract be paid iuto
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the registry of the court Ihe Cooperative

cecurt and has filed a motion requesting tra

timing or uitimate outcome ot this Ccase 1§ ung

NOTE N - SUBSEQUENT EVENTS

Litigation: On February 19, 1281, The United

District of Texas denied SRGAT's motion reques

payments ynder 1ts firm power saies contract

Retained Share: n February 25,

a distribution to the Members of the balance

the amount of $544,552 to pay previousl
1istribution was made on March 5, 1991
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As of Decembe: 31. 1990. the Company had
available $100,000,000 under a bank cred’t
agreement as described in Note 12 Lo the Consoli-
dated Financial Statements. Such agreement was
due to expire on March 1. 1991, however. eflec-
tive March 1. 1991 the bank credil agreement was
extended to February 28, 1992, The agreement
contains restrictions upon additional borrowings.
payment f dividends in excess of $75.000 000,
and other actions of the Company. with certain
exceptions.

As discussed in Note 11 to the Consolidated
Financial Statements, the Company has
$313,082.000 of debt maturing during 1991,
including a $204,167.000 final payment of the
revolving credit agreement on September 12,
1991. The Company aisc has $94.000.000 of pol
lution controi bonds which are backed by letters
of credit that expire in 1991, If the letters of
credit are not renewed or replaced, the bonds must
be redeemed unless remarketed. As discussed
previously, the Company believes existing funds,
funds available from the bank credit agreement
discussed above, and funds to be provided from
operations will be sufficient to satisfy its cash
requirements during 1991

The Company s ability to arrange external financ-
lr;fi; has been and continues to be materially
affected by its weak financial position. The credit
ratings assigned by credit rating agencies to the
Company's long-term debt and preferred and pref
erence stock were reduced to ' speculative
grade in 1986. The failure to pay dividends on
preferred and preference stock since 1986, and the
omission of a common stock dividend since the
second quarter of 1986, make it highly unlikely
that additional equity securities could currently be
marketed. The Company's Mortgage indenture
contains an interest coverage covenant whick lim-
its the amount of first mortgage bonds which the
Company may issue. Based upon the results of
operations for the year ended December 31
1990. and existing circumstances. the Company
believes it does not have sufficient coverag: to
issue additional first mortgage bonds. The Com-
pany believes it could issue approximately
#$3%.000.000 of first mortgage bonds., as of
Dezember 31, 1990, to replace first mortgage
bonds previously retired. External intermediate or
long-term financing may only be availabie through
the issuance of unsecured or subordinated lien
debt securities if, and to the extent, they can be
marketed.

Significant Litigation. Risks, and
Environmental issues

As discussed below and more fully in Note 1 to
the Consolidated Financial Statements significant
litigation and other risks exist. The risks which
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management believes to be the most significant
are discussed below

CEACO Litigation.  As discussed in Note 1 to the
Consolidated Financial Statements, CEPCO has
filed suit seeking recovery of its alleged $1.6 billion
investment in River Bend as damages, plus
attorneys  fees, interest, and cost. The Company
believes the suit is without merit and intends to
contest it vigorously, No assurance can be given
as to the outcome of this litigation. If the Com-
pany were ultimately unsuccessful in this litigation
and were required to make substantial pay-
ments, the Company would probably be unable to
make such payments and would probably have to
seek relief from its creditors under the Bankruptcy
Code,

Southern Company. In 1990, the Company and
Southern Company settlied, subject to the condi-
tions discussed in Note 1 to the Consolidated
Financial Statements, disputes regarding purchase
power contracts. Significant litigation risks would
revive if the settlement is not consummated. see
Note 1 to the Consolidated Financial Statements
for those consequences. When the settlement s
consummated, the issuance of 6,000 000 shares
of commaon stock by the Company. provided lor
in the settlement. will have a dilutive effect upon
earnings per share and book value per share of
common stock.

Nuclear Risks, Ownership and operation of a
nuclear generating unit subjects the Company to
significant special risks. Mo assurance can be
given that the amount of insurance carried as to
various risks will be sufficient to meet potential
liabilities and losses.

Environmental Issues. The Company has been
notified by the U. S, Environmental Protection
Agency (EFA) that it has been designated as a
potentially responsibie party for the cleanup of
sites on which the Company and others have ot
have been alleged to have disposed of material
designated as hazardous waste. The Company
is currently negotiating with the EFA and state
authorities regarding the cleanup of some of these
sites.

Several class action and other suits have been
filed in state and federal courts seeking relief from
the Company and others for damages allegedly
caused by the disposal of hazardous waste and for
asbestos-related disease which allegedly occurred
from exposure on Company premises, One haz-
ardous waste related suit claims approximately
$15 billion of damage from the defendants. While
the amounts at issue in these cleanup efforts
and suits may be very substantial sums. the Com-
pany presently believes that its financial condition
will not be materially adversely affected by the
autcome,
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in 1990, amendments o the Ciean Air Act
became iaw. The immediate effects on the Com-
pany will be minor due to the Company § clean
fuel mix. The longterm eflects may have a
more significant impact on the Company s oper
ations. and such eflects are currentiy being ana-
lyzed by the Company.

Operating Revenue

Operating revenue increased by 5 percent during
1990 when compared to 1989, by 6 percent during
1989 when compared to 1988, and by 6 percent
during 1988 when compared to 1987, The com-
ponents of the changes in operating revenue are
Jetailed beiow:

increase (Decrease!
Trom Friot vear

108 1989 1948
(in thousends)
Change In base rates $12.894 SDEBS % 8T 150
Fuel cosy recovery 19,824 20,281 (25,7100
Sales volu ve and other 50561 19355 26451
$83.279 $86929 § 87 891

Rates. The changes in base rates shown above
reflect rate ordurs, settlement agreements, and
rate changes implemented during the period from
1987 through 1990, The Company implemented
interim, amergency, or permanent rate
increases in 1987, 1988, 1989, and 1990

Kilowatt-Howr Sales. Total Kilowatt-hour sales
increased 5 percent during 1990, when compared
to 1989, This increase follows a 1 percent
increase in sales during 1989 when compared to
1988, and a 2 percent increase in sales for 1588
when compared with 1987. Changes in the three
major kilowatt-hour saies categories are shown in
the following table:

increase
from Prior Year
1950 1980 1988
Residential 6% 2% %
Cammercial a4 e 2
Industrial | 8 2 .

See the Statistical Summary on Page 48 for addi-
tional information on kilowatt-hour sales and
related revenues by customer class.

Industrial Sales. Cogeneration projects devel
oped or considered by certain industrial cus-
tomers over the last several years have resuited in
the Company developing rates iower than the rates
approved by the PUCT and LPSC for such industrial
customers. Such rates are designed to retain such
customers. and to compete for and develop new
loads and do not presently recover the Com-
pany's full cost of service, Sales to those customers
qualifying for such rates have wiicreased over the
last several years. Kilowatt-hour sales, changes

_Gulf States Utilities Co.

in kilowatt-hour sales and related revenue within
the industrial class are detailed below:

1960 1 gt (e
Sales — Kilowatl (1 thowsaads
hours
Full cost of senvice
based rales 10265958 10.210.280 10880718
Mondull cast of service
tiased rates A06ES 774 2 111.62% 11891363
Total lndusutal IBASLTES 12321908 12072078
Increase (Decroase )
from Priee Y ear
1890 TGRS 1A88
Changes tn Kllowatt-hour Sales
Full cost of Sservice based riates 1% 6% (8%
Nontull cost of service bascd rates A% 7 263
Total inclustrial H 3 2
1990 1964 L
‘Q“cuue LI ARousands )
Full cost of service
hased rates $ABO 280 S4TOA0Y ST SHT
Mol cost of service
based rates 37 156 69 53% 3767
Total industrial $HTT A6 $530 944 351038

In 1991 the Company anticipates a 9 percent
increase in non-full cost of service indusirial
sales, and a reduction of less than one percent in
full cost of service industrial <ales; however. the
potential exists lor loss of adaitional load in the
fistire Lo other competitive sources ol power. and
furcher pricing below the full cost of service may
be necessary to mect competition in order to
prevent such loss

Wholesaie  Sales, Competition for wholesale
sales resulted in the Company and a majority of
its wholesale custormers reaching agreements
during 1989 lor rates that were lower than the
then existing approved rates for the Company's
wholesale electric service and, in some cases,
lowered the enengy and power requitements from
those previously contracted for. The rates agreed
Lo in cortracts running untii 1996-2000 do not
recaver the full cost of service The city of College
Station, Texas intends to cease purchasing its
energy requirement from the Company when its
contract expires at the end of December 1391, Non-
fuel related revenues were approxiriately
$9.200,000. $8 900.000. and $7 600,000 during
1990, 1989, and 1988. respectively, from sales to
College Station,

Steam Department Electric Sales. The Company
has for a number of years produced steam at its
Louisiana Station No. 1 in Baton Rouge and solkd
such steam. along with the cogenerated electric-
ity. to industrial customers located adjacent to
Louisiana Station. Electric power requirements
of these customers in excess of the by-product
electricity have been met by the Company with
power from the Company's system power grid.

In June 1990, the remaining steam custome:
replaced a substantial portion of power previously
provided from the Company s grid with power
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Consolidated Sstatement ol I
For the vears ended December 31
(in thousands exceptl per share amounts

Operating Keveny

Uperating Fxpenses at faxes

”l" rating Incom

Other Income and Deductions
income Before Interest Charges and the _."
SFAS No. 9™
Application of SFAS N« N Accounti
and Disallowances of Flant Costs (Note 3
Related Income . x9S
interest ¢ araes
ncom-s LOS Before txtra dinat
fxtraorag o itel L% itinuatic Ke at
Act unting | n i 5 et ot ¢ Ltaxes Nk ¢ X
Net income (Loss
inaeome LOoss A\"‘; abile t ¢ smmon Stock
Fammings (loss) per average share of common s e M
outstanding before extraordina iten "
eflfect of SFAS No. 9 n 1088
Earnings (loss) pe eraqe shay i y "

cutstanding

Dividends Per Share ¢ .
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199 1988

Operating Activities
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Consolidated Balance Sheet
December 31
(In thousands)

Assets
Uthlity and Other Flant. at original cost
nt in service
Less: Accumulated pravision for depreciation

Construction work in progress
Nuclear fue! net of accumulated amortization

Other Property and investments

Current Assets
Cash and cash equivaients
Receivables
Customers
Other
Fuel inventories
Materials and supphes
Prepayments and other

Deferred Charges and Other Assets
Unamortized debt expense
Una:nortized project cancellation costs
Accumulated deferred income taxes
Deferred River Bend costs
Long-term receivables
Other

Capitalization and Liabilities
Capitalization (See Statement ¢ Capitalization)
Common shareholders’ equbly
Preference stock
Preferred stock
Not subject to mandatory redemption
Subject to mandatory redemption
Long-term debt

Current Liabilities
Loer;g-term debt due within onc year
Preferred stock ana iong-term debt sinking fund requirements
Deferred River Bend construction commitments
Accounts payable — trade
Customer deposits
Taxes accrued
interest accrued
Capital leases — current
Other

Deferred Credits and Other Liabilities
Investment tax credits
Accumulated deferred income taxes
Capital leases — non-current
Deferr=d River Bend financing costs
Southerm Company settlement
Over-recovery of fuel costs
Disputed amoums

erred income from sale of utiiity ptant

Other

Commitments and Contingencies (Note 1)

$ 6.741.601
1.847,882

4.893.719
24.576
135,285

5,053,580
61,301

196,588

115.7. 8
18,76«
27.425

7.951
35.458

401,918

19,442
49,231
169.355
955,163
128.568
25.714

1,346,473
$ 6.863.269

$ 1.928.022
100,000

136,454
A38.631
20745112

4.677.209

252,083
76,963
12,429

109,596
18.898
20,973

652,426

101,197
667.518
122,113
179.841
235,283
15,948
82,884
44,964
83,886

1.533.634

$ 6,863,269

The accompanying notes arc an integral part of the consolidated financial statements
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1989

$ 6,683 858
1,679,122
5,004,736

15.600
146116

5,166,452
31678

197,518

116,709
15,883
24274

7.032
37.631

399,047

20,571
57.578

56 462
957302
106,311

12 433
1210717
$ 6,807 894

$ 2,007,350
100,000

136 444
414,651
2,387.209
5.045.654

135,333
B84 647
15.241
99 637
17,867
22.574
85,005

1,208,324

$ 6,807 594
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