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Golden Spread Electric Cooperative, Inc. is a tax-exempt, consumer-owned public utility, organized in 1984 to provide low cost,
reliable electric service for its rural distribution cooperative members. Its 16 member systems serve more than 202,000 retail
consumers located in Southwestern Kansas, the Oklahoma
Panhandle and in 24 percent of Texas land area including
the Panhandle, South Plains and Edwards Plateau Regions.
Golden Spread operates in the Southwest Power Pool and the
Electric Reliability Council of Texas. GS Electric Generating
Cooperative, Inc. was formed by Golden Spread in 1996 as
a wholly owned affiliate to engage in exempt wholesale generating activities. GSEGC is a 50 percent owner of the 480 megawatt
Mustang Station, a gas-fueled, combined cycle generating
plant located near Denver City, Texas. Yoakum Electric
Generating Cooperative, Inc. was formed in early 2005, also
as a wholly owned affiliate to own and operate a newly constructed, 150 megawatt gas-fired combustion turbine-generator.
This project, Mustang Station Unit 4, was completed and began operating to meet 2006 peak loads. A duplicate unit,
Mustang Station Unit 5, is under construction and scheduled
for completion to serve 2007 peak loads. Golden Spread intends to transfer Mustang Station Unit 4 and Unit 5 to YEGC.
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_____________

2005
_____________
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$
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$
$
$
$

%
Change
_________

Condensed Financial Data
Operating Revenues
Operating Expenses
Operating Margins, before Fixed Charges
Fixed Charges
Nonoperating Margins
Net Margins
Total Assets
Long-term Debt
Patronage Capital and Contributed Capital

436,106,124
406,270,188
29,835,936
9,995,789
5,331,010
25,171,157
341,107,480
148,188,715
132,784,797

480,531,985
427,880,730
52,651,255
8,807,729
3,400,813
47,244,339
356,023,079
152,787,376
109,623,962

-9.2
-5.1
-43.3
13.5
56.8
-46.7
-4.2
-3.0
21.1

37.05
2.01
2.65
4.19
43.01
2.13

28.32
2.16
4.71
2.69
39.11
3.44

30.8
-7.1
-43.7
55.8
10.0
-38.1

6,477,751
4,923,961
1,553,790
1,222
46.00
1,238,283
5,332,116
9,542,605

6,557,919
3,751,491
2,806,428
941
45.51
1,464,805
5,161,581
11,044,339

-1.2
31.3
-44.6
29.9
1.1
-15.5
3.3
-13.6

Financial Ratios
Total Equity (%) (1)
Current Ratio
Debt Service Coverage Ratio
Debt/Funds Available for Debt Service
Equity/Total Capitalization (%) (1)
Net Plant/Net Debt

Operating Statistics
Energy Sales (MWh)
Energy Sales to Members (MWh)
Energy Sales to Nonmembers (MWh)
Member Peak Demand (MW)
Member System Load Factor (%)
Energy Generated (MWh)
Energy Purchased (MWh)
Gas Purchased (MMBtu)

(1) Total Equity includes accumulated comprehensive losses of $6,400,000 and $8,800,000 for 2006
and 2005, respectively, related to cash flow hedges.
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Captain Billy Tyne was a professional. Before
he cast off from the pier in Gloucester,
Massachusetts to fish the Grand Banks, he carefully checked his gear and his boat to be sure
that he was prepared to deal with the rigors normally expected of fall weather fishing in the
Atlantic Ocean. What Billy Tyne and his crew
aboard the Andrea Gail could not foresee was
that two weeks later, when hundreds of miles from
shore, they would encounter a convergence of
meteorological conditions that the National
Weather Service called “the perfect storm.”
Captain Tyne, his crew, and the Andrea Gail did
not survive that encounter. This incident became
the subject of a popular movie by the same
name.
The Andrea Gail and her crew
were not the only victims of the
perfect storm: it raged in the
Atlantic over the course of several
days, and caused a number of
deaths and billions of dollars in
property damage. The extent of
the damage caused by the perfect storm underscores what can
happen when separate conditions which taken
individually are survivable, unexpectedly combine
to create an overwhelming force.
The perfect storm encountered by the Andrea
Gail was not reasonably foreseeable. Captain
Tyne cannot be faulted for leaving port in
October, 1991. However, there are signs that a
perfect “electric storm” is developing that will
threaten the reliability of service. Professionals
in the electric utility industry have a responsibility
to take note and to prepare in response to these
“storm warnings.” If we fail to act, electric consumers in many parts of the country will be
placed at risk.
Consider the effects of electric power not being
available when and where it is wanted or needed.
To some, an unreliable electric supply will only be
an inconvenience. For others, electric shortages
and interruptions will cause economic loss and

even endanger physical well-being. At a minimum, electric consumers would face lifestyle
changes as they adapt to a new world where
electricity is not always available at the flip of the
switch.
Electricity is a unique form of energy. Unlike
gasoline, propane or natural gas, electricity cannot
be stored. Electricity must be generated at precisely the same time, and in precisely the same
quantity, as required to meet electric load requirements. Consequently, reliable electric supply
requires that generating capacity keep pace with
growth in electric demand. It also requires that the
amount of installed and available generating
capacity be sufficient to deal with both unexpected
increases in load and unexpected failures of generating
equipment. This is why electric
utility planners seek to maintain a
generation reserve margin, typically in the 12.5 - 15 percent
range. The signs are becoming
increasingly clear that unless
action is taken soon, in many
parts of the country, including
Texas, necessary generation reserve margins will
not be maintained.
For example, residential, commercial and
industrial consumers are adding load at an alarming rate to already strained electrical systems.
Requests for new service connections are
increasing, even as electric rates rise and are
forecast to go higher. This increase in load is
not being matched by adequate growth in generation resources. As a result, reserve margins
are dwindling. ERCOT now forecasts that its
reserve levels will fall well below the acceptable
minimum level in 2009 – less than two years
away! The planned mothballing of an old, inefficient gas generating unit in ERCOT is being
delayed just to support reliability through 2008.
The southwestern region of the Southwest
Power Pool also faces a very tight reserve situation, even though by this summer Golden Spread
8
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will have added 780 MW of new generation
capacity since 1999. Load growth has outstripped capacity additions. Furthermore, legitimate concerns about the effect of electric
generation on the environment are making it more
and more difficult to timely site, permit and construct new generation.
Last year TXU announced plans to construct 11
new coal-fired generating units. The new generation was intended to both shore-up the ERCOT
electric system, and to help mitigate the price
volatility associated with natural gas fueled generation. The TXU plan was met with widespread
protests. Later, when TXU agreed to be acquired
by Kohlberg Kravis Roberts and The Texas Pacific
Group, the new purchasers, TXU and environmental groups negotiated a deal that resulted in cancellation of eight of the proposed plants – an
enormous reduction in proposed generating
capacity for ERCOT.
TXU is not the only utility to encounter difficulties in adding new generating plants to serve
ERCOT. Brazos Electric Power Cooperative of
Waco and Western Farmers Electric Cooperative
of Anadarko, Oklahoma had announced plans to
jointly construct a new 750 MW coal-fired unit in
Oklahoma, with part of the capacity dedicated to
serve the ERCOT market. The joint project would
have boosted generating reserves in both ERCOT
and in the Southwest Power Pool. But those plans
came undone.
While the erosion of generation reserve margins
can affect reliability for all customers, it can impose
particularly severe burdens on electric utilities that
traditionally have relied on the wholesale power
markets for their energy supplies. Large investorowned utilities such as Southwestern Public
Service Company, which traditionally have been a
source of wholesale power supply to smaller utilities such as cooperatives and municipal electric
systems, are terminating those supply agreements
to recapture capacity to serve their own growing
retail loads. SPS terminated Lyntegar Electric
Cooperative’s purchase contract after 70 years as

a full requirements
wholesale customer.
SPS has also served
notice of termination of
Golden Spread’s partial
requirements purchase
contract. SPS is not
alone in eliminating
or reducing wholesale
sales. Other utilities Robert W. Bryant
have indicated that they
will also be limiting the amount of wholesale sales,
focusing first on retail customers, in part because
of difficulties in adding new generating plants and
transmission lines.
If the lights are to be kept on, either new generating plants must be built to meet growing
demand and replace aging generation, or new
and existing loads must be limited to the capability of the electric system that is built. The choice is
no different than that faced by a rancher with cattle to haul. If the rancher has more cattle than his
trailer can haul, he either gets a bigger trailer or
leaves some cattle behind.
The challenge of assuring reliable supply when
faced with growing demand and an aging fleet of
installed generation would be daunting if it were
limited only to arranging for the purchase, construction and financing of new generation. But as
was the case with “the perfect storm,” other
forces are converging that dramatically increase
the magnitude of this challenge. Environmental
concerns are playing a growing role in the generation equation. Some groups favor greater
reliance on energy conservation to maintain the
necessary balance of loads and resources. Other
groups recognize that conservation alone is not
the answer, and understand that new generation
capacity is needed if Americans are to maintain
their lifestyle and economic status. The issue then
turns to what type of new capacity should be constructed. Environmental groups and some citizens oppose the construction of any modern
coal-fired units. Others believe that if coal is to be
9
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used, it should be “gasified” and burned in combustion turbines using a process that isolates, or
sequesters, harmful gases such as carbon dioxide. This process relies on an expensive, less efficient, and as yet, not well proven technology.
Serving new loads and replacing aging generation with more environmentally friendly natural gasfired plants may not be the solution because it will
further burden limited domestic supplies of gas
fuel. Discoveries and development of new domestic gas resources simply is not keeping up with
consumer demand, and increasing consumption
will continue to drive prices higher and may lead to
gas supply curtailments. Fuel supply curtailments,
of course, also translate to reduced reliability of
electric supply. Domestic natural gas supplies
could be supplemented by increased imports of
liquified natural gas (LNG), but that will require a
significant expansion of LNG terminals with the
inevitable environmental opposition. There also is
the risk of relying on LNG supplies from regions of
the world that are politically unstable.
Others look to renewables – such as wind generators – to fill the energy growth needs. Wind
does have a role in a balanced power supply
portfolio, but it cannot be counted on to generate
electricity when consumer demand is the highest.
On July 26, 2006, when the temperature soared
to 104°F in Texas and electric loads peaked, only
13 of more than 700 wind turbines in West Texas
were turning at all. No load support there!
There are other operational considerations
that must be taken into account when managing wind resources. For example, on February
24, 2007 very strong winds were experienced
throughout Central and West Texas. The wind
velocity exceeded the operating capabilities of
wind turbines in the area, causing them to shut
down. In ERCOT wind generation dropped from
2,200 MW to 700 MW in a 90 minute period!
Fortunately, adequate spinning reserves were
available on conventional generating units to pick
up the shortfall. High winds, as well as low or no
winds, can curtail wind turbine output, and assuring reliability means that wind generation must be
integrated with other generation resources.
The need to integrate wind with other generation resources limits the amount of wind generation that can be absorbed in any given area.

However, the wind conditions favorable for generation are not always found in the vicinity of the
loads and resources that can make use of the
wind resources. For example, the Panhandle of
Texas can support many thousands of megawatts
of wind, but the load and generation resources in
the area can only absorb a fraction of that potential energy.
Advocates of developing wind resources recognize this reality and are pushing for the development of new transmission projects that will
allow wind energy to be exported from the
Panhandle. Many such transmission projects are
being considered as a part of the Competitive
Renewable Energy Zone Docket No. 33692,
before the Public Utility Commission of Texas. So
many, in fact, that the total cost of all proposals
offered exceeds the staggering sum of $6.5 billion. In anticipation that new transmission will in
fact be built, wind developers are rapidly leasing
land in the Panhandle area and planning to construct large projects.
Some proposals have synergies with other proposals. Others do not. In any event, the PUCT
now has a substantial role in the transmission
planning process – even before the real transmission planning organizations – ERCOT and the
Southwest Power Pool – have had an opportunity
to properly evaluate and coordinate on proposal
concepts.
Growing concern about the environment is fueling the environmental and consumer group
efforts to limit, delay or eliminate the issuance of
air permits for large new coal-fired power
resources. The sheer size of these large units
makes them attractive targets. But delaying or
eliminating needed electric power resources not
only will jeopardize reliability and hurt electric
consumers economically, it may have the unintended consequence of undermining development of other cleaner energy technologies.
Plug-in electric vehicles, light rail, ethanol and
biodiesel plants are just a few of the technologies
that can contribute to emissions reductions but
require reliable electric supplies to be successful.
And while emissions from large central station
power plants such as coal units do contribute to
pollution, the level of those emissions can be
greatly limited by state of the art pollution control
10
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technologies. Over time, those emissions may be reduced
even further as they are retrofitted with new environmental
control technologies as they become available.
If modern, large and efficient central station electric generating units can not be constructed in time to meet the
growing loads, the shortfall may be made up by even more
environmentally unfriendly alternatives. Older generation
and smaller units may be forced to operate, consuming
more fuel per kWh generated and emitting higher levels of
certain pollutants.
Unfortunately, the risks posed by the looming shortage
of generating capacity is compounded by delays in constructing needed new transmission lines. Existing transmission lines are heavily loaded in many areas. Some
already have reached the limits of their ability to deliver
power to serve new connections. Others are nearing their
maximum delivery capability. Increasingly, electric system
operators must dispatch higher cost and environmentally
less friendly generating units to work around transmission
constraints and keep the lights on.
Golden Spread is doing its best to meet the challenge of
assuring reliable electric supply to its members. The professionals in the Golden Spread organization have seen the
storm warnings and are taking steps to plan for the future.
Golden Spread has purchased and installed adequate generating resources to meet its members’ current needs.
Additional generating resources are being planned to meet
members’ future energy needs. We also are working with
federal and state regulators, reliability organizations such as
the SPP and ERCOT, and other participants in the electric
industry to assure the timely development of needed transmission so our existing and new generation resources will
be able to reliably serve our members’ loads.
The Andrea Gail and its crew were doomed the day it set
sail because Billy Tyne could not foresee that in two weeks
converging weather systems would give rise to the perfect
storm. Utility planners have no such excuse. The storm
warnings are clear for all to see and we do not have the
choice of remaining in port. The only choice is for regulators
and other participants in the electric utility industry to act
quickly to build needed new transmission and generation
resources. If they fail to do so, electric consumers may be
doomed to experience turbulent times ahead.

Robert W. Bryant,
President
11
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2006 Sales Results
Energy sales for 2006 totaled 6.5 billion kilowatthours, including sales of 1.6 billion kilowatt-hours to
nonmembers. Energy sales to members totaled 4.9
billion kilowatt-hours, an increase of 31.3 percent
over sales to members in 2005. Lyntegar began taking full requirements service for its Southwest Power
Pool loads from Golden Spread on January 1, 2006.
Approximately fifty percent of the 2006 increase in
member sales is attributable to providing full
requirements service to Lyntegar’s SPP load.
Member peak demand (coincident) in 2006 increased to 1,222 megawatts, up 281 megawatts
from the 2005 peak. The average cost to members
of power purchased in 2006 from Golden Spread
was $69.44 per megawatt-hour, up from $69.25
per megawatt-hour in 2005.
Monthly average prices for natural gas fuel consumed at Mustang Station ranged from approximately $4.74/MMBtu in September to $7.86/
MMBtu in December. Mustang Station is a fuel efficient generating plant and these gas prices
resulted in fuel costs ranging from approximately
$34.87 to $70.15 per megawatt-hour. Energy generated at Mustang Station is used to serve Golden
Spread’s SPP loads during high load periods. At
other times during 2006 Golden Spread supplied
its SPP load entirely with energy purchased under
a partial requirements wholesale power contract
with Southwestern Public Service Company, which
typically has lower overall fuel costs due to a large
amount of low cost coal-generated electricity.
During low load periods, Golden Spread sells
energy generated at Mustang Station to SPS on a
split the savings basis.

pared to $47.2 million in 2005, a 47% decrease. In
2004, $13.5 million was accrued as rate credits
and paid to the members in 2005. The rate credits
represented an effective reduction in power costs
of $4.76 per MWh for 2004. Discretionary rate
credit refunds have been discontinued to allow
Golden Spread to accumulate equity to support its
forecasted capital needs for generation resources.
Subsequent to the end of the year, Golden
Spread retired patronage capital represented by
1995 net margins of $2.11 million and a pro-rata
portion of contributed capital of $0.81 million. This
amount was paid to the members in February 2007.
Fitch Rating
Fitch has affirmed the “A-” senior secured rating
on Golden Spread’s $55 million 2005 private
placement notes. The rating outlook is stable.

Financial Performance
Revenues in 2006 were more than $436 million,
a decrease of $44 million, or 10%, as compared to
2005 sales of $480 million. This decrease was due
to a 44.6% decrease in nonmember MWh sales, a
decrease in natural gas prices and an extended
maintenance outage at Mustang Station. This also
resulted in a reduction in net margins for 2006 as
compared to 2005. Net margins in 2006 were
$25.2 million, a 46.7% reduction as compared to
2005 net margins of $47.2 million.

Golden Spread Purchases Turbine-Generators
and Transformer
In September of 2006, Golden Spread purchased two General Electric 7FA combustion turbine-generators and one General Electric steam
turbine-generator, each with auxiliary equipment,
from Termogaucha-Usina Termeletrica S/A, a
Brazilian company with corporate offices in the
City of Porto Alegre, State of Rio Grande do Sul,
Brazil (TGA). As part of the transaction, TGA
assigned to Golden Spread contracts for purchase
of the equipment from General Electric International, Inc. (GE), contracts for storage with GE
and with Cooper/T. Smith Stevedoring, and a
preservation-maintenance agreement with GE. All
of the equipment was new and unused and had
been maintained under GE supervision in storage
facilities located in Houston, Texas and Toronto,
Canada. One of the two combustion turbine-generators is being installed as Mustang Station Unit
5. The other combustion turbine-generator and the
steam turbine-generator remain in storage.
Golden Spread in 2006 also purchased a 18230 kV, 132/176/220 MVA generator step up transformer and a 230-4.16 kV, 12/16/20 MVA auxiliary
transformer from Equisales Associates, Inc. for
installation at Mustang Station Unit 5. The transformers were manufactured by GE PROLEC.

Rate Credits to Members
Golden Spread’s net margins before discretionary rate credits were $25.2 million in 2006 com-

Mustang Station Unit 5 and the Ranger Units
Golden Spread moved forward in 2006 with construction of a second simple cycle gas-fired gener12
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ating unit, Mustang Station Unit 5, located adjacent to and west of Mustang Station Unit 4, also a
simple cycle gas-fired generating station which
achieved substantial completion on March 18,
2006. Mustang Station Unit 5 is scheduled to
achieve substantial completion in May 2007, in
time to meet summer peak loads. Unit 5 Mustang
Power Partners Joint Venture, a joint venture of TIC
- The Industrial Company and Lauren Engineers
and Constructors, is providing engineering, procurement and construction service for the project.
Golden Spread is negotiating agreements with the
owners of Mustang Station which will permit the
sharing of services and facilities with Mustang
Station. Services and facilities also are shared with
Mustang Station Unit 4.
Mustang Station Unit 5 is a 150 MW (summer
rating) simple cycle generating facility consisting
of one General Electric 7FA combustion turbinegenerator, an LCI starting system, a 230 kV substation and associated auxiliary facilities. A new
fuel gas header is being added at the Mustang
Station site to serve Mustang Station Unit 4 and
Mustang Station Unit 5. Subject to completion of
joint sharing agreements, Mustang Station Unit 5
will also be able to obtain gas through the Mustang
Station fuel gas header.
Ownership of Mustang Station Unit 4 and
Mustang Station Unit 5 will be transferred by
Golden Spread to Yoakum Electric Generating
Cooperative, Inc. (YEGC), an affiliate formed by
Golden Spread, and Golden Spread will purchase
the full output of the facility from YEGC. North
American Energy Services Company will provide
operating and maintenance services for Mustang
Station Unit 5. Golden Spread anticipates that
Denver City Energy Associates, L.P. will be operating agent for the facility. ACES Power Marketing,
LLC (owned by 15 electric cooperatives, including
Golden Spread) will provide fuel procurement and
management services. North American, DCEA and
ACES provide similar services for Mustang Station
and Mustang Station Unit 4.
Golden Spread in 2006 also purchased four
nominally rated 1.25 MW diesel-fueled generating
units designated Ranger Units 1, 2, 3 and 4. The
Ranger Units are Duetz Diesel Power Modules.
The units are being installed approximately eight
miles south of Allison, Texas, in the service area of
Golden Spread member Greenbelt Electric
Cooperative. The Ranger Units, which will be in

service prior to the 2007 peak season, will be used
to maintain reliability during high load periods until
necessary transmission upgrades can be completed in the area. Once the transmission
upgrades have been completed, the Ranger Units
will continue to provide peak load support and, if
necessary, can be relocated to provide reliability
support in other transmission constrained areas.
Oklaunion Power Station
In June of 2004, Golden Spread filed an action
for declaratory judgment in state district court in
Dallas County, Texas. Docketed as Cause No. 0406040, Golden Spread Electric Cooperative, Inc. v.
AEP Texas Central Company, Oklahoma Municipal
Power Authority, and City of Brownsville, the action
sought a determination that Golden Spread had
the right to purchase approximately a 54 MW ownership interest in Oklaunion Power Station, a 690megawatt coal-fired generating station located
near Vernon, Texas (Oklaunion).
Golden Spread was the winning bidder of an
auction conducted by AEP Texas Central
Company (TCC) for sale of its 7.81 per cent ownership share of Oklaunion. The terms of the auction
provided that the successful bidder would only be
deprived of its right to purchase the Oklaunion
interest upon the failure to achieve certain regulatory approvals or upon the timely and effective
exercise of a right of first refusal by an existing
owner. In reliance on those assurances, Golden
Spread bid $42.75 million to purchase the interest.
TCC accepted Golden Spread's bid and, in
January of 2004, following Golden Spread's payment of the $42.75 million purchase price into
escrow, executed a purchase and sale agreement
with Golden Spread.
The ownership agreement among the existing
Oklaunion owners, including Brownsville and
OMPA, grants a right of first refusal to the other
owners if any owner agrees to sell its Oklaunion
interest. After TCC executed the purchase and
sale agreement with Golden Spread for its interest
in Oklaunion, it notified Brownsville and OMPA of
their opportunity to acquire that interest on the
same terms that it had agreed to sell its interest to
Golden Spread. Both Brownsville and OMPA purported to exercise their rights of first refusal pursuant to the terms of their ownership agreement
and, subsequently, TCC executed purchase and
sale agreements with both Brownsville and OMPA.
13
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DCEA/GS Litigation
On May 29, 2003, Golden Spread filed a petition
against Denver City Energy Associates, L.P. in
Potter County Texas District Court, 108th Judicial
District, seeking relief and declaratory orders concerning DCEA's breach of a Power Purchase
Agreement (PPA). DCEA is a co-owner of Mustang
Station and sells its entire ownership entitlement
(approximately 240 MW of power and associated
energy) to Golden Spread under the PPA.
Golden Spread's petition seeks relief with
respect to DCEA's failure to supply energy to
Golden Spread at the contractually defined heat
rates, its failure to reimburse Golden Spread for
Replacement Power that DCEA failed to supply,
and for its failure to supply spinning reserves as
required by the PPA. DCEA filed an answer and
counterclaim seeking recovery of payments withheld by Golden Spread.
On August 30, 2005, DCEA and Golden Spread
each filed Motions for Summary Judgment. On
November 15, 2005, the court rendered judgment,
without discussion, granting DCEA's Motion for
Summary Judgment and denying Golden Spread's
Motion for Partial Summary Judgment. Golden
Spread has filed an appeal of the District Court
judgment.

TCC then notified Golden Spread that it would
not complete the sale to Golden Spread. Upon
investigation, Golden Spread determined that neither Brownsville nor OMPA had effectively exercised their right of first refusal and therefore
Golden Spread concluded that its contract with
TCC remained valid and enforceable. Accordingly,
Golden Spread sought a declaratory judgment
against TCC, Brownsville, and OMPA. In the lawsuit, Golden Spread sought specific performance
of its January 2004 contract with TCC. Golden
Spread also asserted tortious interference by
Brownsville and OMPA with Golden Spread's contract with TCC. Brownsville and OMPA each
counter-claimed against Golden Spread, alleging
that, by bringing the lawsuit, Golden Spread had
tortiously interfered with their contracts (entered
into in May and September 2004, respectively) to
purchase TCC's interest.
On April 18, 2005, the state district court heard
argument on three motions for summary judgment
filed by Golden Spread, and on cross-motions filed
by TCC, Brownsville, and OMPA. The court entered
an order granting Golden Spread's first Motion for
Summary Judgment, which sought summary judgment on the grounds that Oklahoma and Texas law
precluded OMPA and Brownsville, respectively,
from accepting all the terms and conditions on
which TCC had agreed to sell its Oklaunion interest
to Golden Spread. That prohibition, Golden Spread
argued, meant that OMPA and Brownsville had not
effectively exercised their rights of first refusal such
as to form an enforceable contract with TCC before
the deadline for exercising their preferential rights,
and thus OMPA's and Brownsville's subsequent
contracts with TCC were subordinate to Golden
Spread's. The court denied all the other motions for
summary judgment.
TCC, Brownsville, and OMPA appealed to the
Dallas Court of Appeals, challenging the district
court's decision to grant Golden Spread's First
Motion for Summary Judgment and to deny their
motions. Golden Spread appealed the district
court's denial of its Second and Third Motions for
Summary Judgment, which identified alternative
grounds supporting Golden Spread's claim that its
contract with TCC remained valid and enforceable.
In January 2006, the Dallas Court for the Texas
Court of Appeals reversed the trial court's decision
granting Golden Spread's motion for summary
judgment and awarded summary judgment to the
City of Brownsville and OMPA. Golden Spread
petitioned the Texas Supreme Court for writ of
error. The Texas Supreme Court denied Golden
Spread's petition. Golden Spread has recovered
the full amount of its cash escrow deposit of
$42.75 million.

Golden Spread and GSEGC Arbitrations
In July 2005, Golden Spread and its affiliate, GS
Electric Generating Cooperative, Inc. (GSEGC), a
co-owner of Mustang Station, became aware of
certain practices of DCEA that Golden Spread and
GSEGC determined were inconsistent with the
requirements of the Joint Operating Agreement for
Mustang Station (JOA) and the PPA. The challenged practices resulted in an over-allocation of
costs under the JOA to GSEGC and charging
Golden Spread twice for the cost of certain fuel
associated with energy purchases under the PPA.
DCEA asserted that its actions were consistent
with both the JOA and the PPA. DCEA elected not
to participate in good faith negotiations as provided under the dispute resolution provisions of
the two contracts, and as a result the disputes proceeded to mandatory arbitration.
On November 4, 2005, DCEA filed a single arbitration claim with the American Arbitration
Association (AAA) requesting a determination that
its practices under the PPA and JOA were proper.
On November 28, 2005, Golden Spread filed an
answer and counterclaim against DCEA. Golden
Spread asserted that DCEA had failed to calculate
the Fuel Cost Rate as required under the PPA by
improperly including fuel used to generate electricity in the startup component of the Fuel Cost Rate.
In its counterclaim, Golden Spread sought monetary
14
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to Lyntegar, a member of the full requirements customer class, in excess of $689,000 annually.
On the same day the complaint was filed, SPS filed
with FERC (Docket No. ER05-168-000) proposed
changes in the FCAC applicable to certain wholesale
requirements and interruptible customers, including
Golden Spread and Lyntegar. In that filing, SPS purported to revise its FCAC to conform to a newer version of the Commission's current regulations. The
Cooperatives filed a joint motion to intervene, motion
to reject, protest, and alternative request for hearing
and maximum suspension. The Cooperatives alleged
that SPS' new FCAC violated FERC's regulations due
to: (1) the inclusion of the cost of purchases from
qualifying facilities, including the costs of purchases
other than those with identifiable fuel costs; (2) the
inclusions of a market value component for energy
purchases originally made for purposes other than to
serve Obligation Load but later used in serving SPS’
Obligation Load; (3) the inclusion of energy charges
for any purchase including, without limitation, the total
energy costs associated with purchases from any
wind energy projects; and (4) the inclusion of the cost
for transmission losses purchased from the
Southwest Power Pool. The Cooperatives also
argued that the filing was deficient because it failed
to comply with the Commission's rate change and
FCAC regulations relating to cost support. In the
alternative, the Cooperatives moved for a hearing,
maximum five month suspension, and an investigation of the FCAC.
On December 29, 2004, FERC issued an order
setting SPS' proposed FCAC filing for hearing and
suspending the rate to become effective (subject
to refund) on January 1, 2005. FERC also consolidated the matter with the Cooperatives complaint
(Docket No. EL05-19-000), which had been set for
hearing in an order issued on December 21, 2004,
and established settlement procedures for
the cases.

damages and an order that DCEA cease and desist
from the challenged practices. Golden Spread and
GSEGC also challenged DCEA's attempt to include
in a single arbitration proceeding the separate
Golden Spread and GSEGC disputes. The AAA
agreed with Golden Spread and GSEGC and
issued an order requiring DCEA to amend its
demand for arbitration to remove GSEGC.
On December 28, 2005, GSEGC filed a demand
for arbitration with the AAA. GSEGC argued that
DCEA had failed to follow the cost allocation
requirements of the JOA as they related to the commodity cost of fuel and that DCEA had improperly
allocated to GSEGC the cost of fuel used to generate electricity sold by DCEA. GSEGC sought monetary damages and an order requiring DCEA to
cease and desist from the challenged practices.
The two arbitration proceedings were subsequently consolidated and an evidentiary hearing
was held in May 2006. In October 2006, the arbitrator issued an award of monetary damages to Golden
Spread and GSEGC, and prohibited DCEA from
engaging in the challenged practices. In November
2006, the Arbitrator issued a corrected award that
addressed minor typographical errors in the award
issued in October 2006. The combined amount of
the monetary damages, including interest accrued
through September 30, 2006, is in excess of $5.0
million. Golden Spread and GSEGC are seeking
enforcement of the arbitration awards in Texas state
court. DCEA has filed pleadings in state court seeking to have the arbitration awards vacated.
FERC 206/205 Rate Cases
On November 2, 2004, Golden Spread, Lyntegar
Electric Cooperative, Inc., Farmers' Electric Cooperative, Inc., Lea County Electric Cooperative, Inc.,
Central Valley Electric Cooperative, Inc., and
Roosevelt County Electric Cooperative, Inc.
(Cooperatives) filed a complaint against Southwestern Public Service Company (SPS) at the
Federal Energy Regulatory Commission (Docket
No. EL05-19-000) alleging that (1) SPS' current
rates recovered more than the prudently incurred
and properly allocated costs incurred by SPS,
including a reasonable rate of return, to provide
requirements power supply service, and (2) the
charges SPS imposed pursuant to the fuel charge
adjustment clause (FCAC) of its FERC-filed rate
schedules were overstated because SPS had
determined those charges in a manner that violated the terms of the FCAC and the provisions of
FERC's FCAC Regulations. The Cooperatives submitted a cost of service analysis based on historical calendar year 2003 data showing overcharges
to Golden Spread for partial requirements service
in excess of $3.2 million annually, and overcharges

Golden Spread Staff
Top row (L to R): Steve Wiegand, Manager of Accounting Services;
Shane McMinn, Manager, Engineering; Robert W. Bryant, President
& General Manager; Mike Wise, Vice President, Transmission and
Operations; Randy Allison, Manager, Generation. Bottom row (L to R):
D’Ann Allen, Administrative Assistant; Janis Weems, Executive
Assistant; Chesna Foster, Accountant; Melody Gillis, C.P.A., Vice
President, Finance and Accounting.
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respect to various aspects of the Initial Decision.
The Initial Decision is now before the Commission
for consideration and opinion.

Settlement procedures were unsuccessful and
the matter proceeded to administrative litigation. A
trial before a Deputy Chief Administrative Law
Judge William J. Cowan of the FERC was held
from February 24, 2006 to March 8, 2006. The
Cooperatives presented testimony regarding cost
of service issues and FCAC issues relating to past
violations of the filed rate and new issues associated with SPS' proposed changes, as clarified during the discovery process.
During the course of the hearing, the issue of an
appropriate demand allocation for the SPS system
arose. In the litigated SPS cases in the 1980's, SPS
was determined (over Golden Spread's objection)
to be a summer peaking system, justifying a three
coincident peak demand allocation. The full
requirements customers of SPS and SPS itself
argued that due to changed circumstances, SPS
now was a 12 coincident peak system. Golden
Spread opposes this change because with the
exception of Golden Spread, which has taken
action to reduce on-peak loads on the SPS system, SPS retail and wholesale load continue to be
prominently summer peaking. A change to a 12
CP will send a fundamentally incorrect price signal
to SPS customers.
On May 24, 2006, the Presiding Judge issued
his Initial Decision. In large part, Golden Spread
and Lyntegar prevailed on the cost of service
issues and historic fuel clause issues raised in
their complaint. Based on a preliminary calculation
of the impacts of the Initial Decision on rates, if
approved by the Commission, the partial requirements rate would be reduced to approximately
$3.44/kw-month for demand and $0.000883/kWh
for base non-fuel energy, and the full requirements
rate would be reduced to approximately $3.75/kwmonth for demand and $0.000885/kWh for base
non-fuel energy.
With respect to the allegations that SPS misapplied and miscalculated the historic fuel adjustment clause billings to the cost of service
requirements customer, the Judge agreed that
SPS used its off-system market-based sales in a
manner to increase charges to the requirements
customers. The Judge found subsidization and
determined that SPS' practices had an adverse
effect on competition. He ordered refunds dating
back to 1999 in a compliance phase of this proceeding. While Golden Spread expects that such
refunds would be substantial, it cannot quantify
them at this point because SPS must in effect
redispatch its system for those years, attributing
incremental fuel costs to the market-based sales,
rather than average system fuel costs (as paid by
the requirements customers).
All of the parties filed briefs on exceptions with

SPS Section 205 Rate Increase Filing
On December 1, 2005, SPS filed, in FERC
Docket No. ER06-274-000, increases and changes
in design of the rates charged to Golden Spread,
five full requirements customers, and one interruptible customer. SPS’s filing resulted in a total
increase to all customers of approximately $4 million, of which $3,937,587 was to be recovered from
Golden Spread. The proposed rate design change
was to convert its base energy charge fuel costs
from zero to approximately $38/MWh. SPS
requested an effective date of February 1, 2006 for
the proposed changes in rates.
On December 15, 2005, Golden Spread filed a
motion to intervene in the proceeding and on
December 22, 2005, filed a protest, request for
summary disposition, initiation of evidentiary proceedings, and the maximum suspension allowed
under the Federal Power Act. Golden Spread identified several errors in the cost of service accompanying SPS's filing, as well as many areas of
increased expenses that appeared suspect.
Golden Spread asserted that a rate decrease, not
a rate increase, was warranted.
The FERC set the SPS filing for hearing and suspended the rates for the maximum five month
period permitted by the Federal Power Act.
Subsequently, the full requirements customers and
the partial requirements customer settled with SPS.
Golden Spread has continued to challenge the filing, which involves many of the same rate making
issues litigated in Docket No. EL05-19 et al (see
above). The procedural schedule in this case has
been suspended to permit settlement discussions
to take place.
Electric Reliability Council of Texas
ERCOT is an independent electrical system
located within the central portions of Texas with
only two direct current (DC) terminals connecting
this electrical grid with the rest of the country.
Golden Spread historically operated wholly within
the Southwest Power Pool. In July 2004, Golden
Spread took on the responsibility to provide full
requirements power service for member loads
within the ERCOT region. This new load, representing approximately 200 MW at peak, increased
Golden Spread’s peak load, at that time, by 25%
and its energy requirements by 19%. In connection
with undertaking this ERCOT supply responsibility,
Golden Spread registered with ERCOT as a Load
Serving Entity and became a full voting member of
ERCOT within the Cooperative Segment.
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Currently, the ERCOT market is a “zonal” market,
where prices are determined based upon bidding
by suppliers within each zone. The PUCT has
determined to change this market design to a
“nodal” market by January 2009. The PUCT staff,
the ERCOT staff and market participants continued to work on the Texas Nodal Team (TNT) project during the year to work out the details of the
new nodal market design. Advocates of the nodal
market design expect that it will reduce the cost of
power in ERCOT.
ERCOT has a system wide target reserve margin
of 12.5%. The reserve margin is intended to ensure
that sufficient generation capacity is available during times of system peak loads to maintain reliability.
Historically, actual reserve margins in ERCOT have
been well in excess of this 12.5% minimum target;
recently, however, ERCOT reserve margins have
been declining due to a combination of limited additions of new generation, retirements of older generation, and new load grow. The 2006 summer season
saw the reserve margin decrease to 16% and the
projected margin for 2009 is only 10%. The reduction in reserve margins will have a significant effect
upon both the reliability and the cost of power in
ERCOT over the next several years.
In order to assure that the ERCOT market is reliable and energy in that market is reasonably
priced, it is essential that large baseload plants,
fueled with coal, lignite or nuclear energy, be
added to the existing ERCOT resource pool.
Attempts to add baseload generation are currently
being challenged by environmental advocacy
groups that seek to curtail all development of coal
fueled plants. Such groups favor closing the gap
between future load requirements and available
generation resources with reliance on renewable
energy resources, such as wind, and energy conservation. Renewable energy resources and
energy conservation will play a role in meeting the
growing energy demands of an expanding Texas
economy, but cannot alone assure either reliable or
economic power supply for ERCOT. Wind energy
resources, for example, have limited, if any, availability, during the hot summer daytime hours when
ERCOT experiences its peak energy requirements.
Golden Spread is diligently working on the
capacity needs of our system within ERCOT to
ensure we have a steady supply of reliable cost
effective energy.

Texas to support the development of wind energy
projects. A number of potential CREZs encompass
the service territories of Golden Spread members.
The magnitude of the potential wind generation
from the CREZs in the Panhandle greatly exceeds
the ability of the loads in the Panhandle to absorb
that energy. Significant transmission upgrades
must be built to move this energy to load centers.
Several transmission expansion projects have
been proposed to the PUCT. The Southwest Power
Pool (SPP), for example, is recommending that the
PUCT consider a transmission expansion plan that
will rely in part on existing SPP facilities and existing proposed upgrades, together with CREZ specific expansions that will permit delivery of wind
energy to other areas of Texas as well as to other
states. The SPP plan appears to have a number of
advantages over other proposals in that it would
make use of existing infrastructure, thus reducing
costs, and would provide wind developers with
access to more markets. Every potential CREZ in
the Panhandle area will be reached by SPP transmission. The SPP’s CREZ plan will accelerate construction of the “X-plan,” an already approved
transmission expansion in the SPP that will significantly benefit the reliability of supply in the SPS
area. The X-plan also provides the transmission
path needed by Golden Spread to take delivery of
energy from its proposed Holcomb resource.
On February 1, 2007, the SPP established the
Energy Imbalance Service Market (EIS) for all
wholesale suppliers and customers within the SPP
region. With the advent of the EIS market, Golden
Spread, for the first time in its history, was entirely
responsible for scheduling its own load and
resources. Prior to the opening of the EIS market,
Golden Spread resources were committed and
dispatched pursuant to the provisions of a commitment and dispatch agreement with SPS. With the
new EIS market, Golden Spread and SPS are operating under an interim dispatch arrangement.
As a member of the SPP, Golden Spread sits on
various committees and task forces that play an
important role in the ongoing expansion of the SPP
transmission grid and the development of the
wholesale power markets. Golden Spread intends
to remain engaged in the SPP stakeholder process
at every level to protect the existing and future
interests of its members.

Southwest Power Pool
To support the development of renewable
energy resources, the PUCT is in the process of
designating competitive renewable energy zones
(CREZ) throughout the state. These CREZs are
geographic areas that the PUCT will establish in

Manager Retirement/Search
Golden Spread’s President and General
Manager Robert W. Bryant has indicated his intention to retire no later than January 31, 2008.
Golden Spread has begun a search process for a
replacement.
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Top row (L to R): David Marricle and
Darrell Stephens – Bailey County Electric
Cooperative
Next Row (L to R): Carl Williams and
Fredda Buckner – Big Country Electric
Cooperative
Next Row (L to R): Roland Witt and
Roger Bryan – Coleman County
Electric Cooperative
Next Row (L to R): Sid Long and
Jeff Copeland – Concho Valley
Electric Cooperative
Next Row (L to R): Clark Andrews
and Stephen R. Louder, P.E.
(Secretary/Treasurer) – Deaf
Smith Electric Cooperative
Next Row (L to R):
Stan McClendon and
Kenneth Mathews –
Greenbelt Electric
Cooperative
Next Row (L to R):
Jim Steward and
Delbert Smith – Lamb
County Electric
Cooperative
Next Row (L to R):
Billy C. Harbin
(Chairman) and
Gaylord Groce –
Lighthouse
Electric
Cooperative
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Top row (L to R): Wilton J. Payne and Earl Brown –
Lyntegar Electric Cooperative
Next Row (L to R): Randy Mahannah, P.E., and
David Sell, C.P.A. – North Plains Electric
Cooperative
Next Row (L to R): Jimmy Stokes and
Aubrey Neff – Rita Blanca Electric
Cooperative
Next Row (L to R): James Driver (Vice
Chairman) and Tommy Joines –
South Plains Electric Cooperative
Next Row (L to R): William Whitten
and Steve Williams – Southwest
Texas Electric Cooperative
Next Row (L to R): Jimie Reed and
Charles Castleberry – Swisher
Electric Cooperative
Next Row (L to R):
Darryl Schriver and
Larry Sloan – Taylor
Electric Cooperative
Next Row (L to R):
Jack L. Perkins and
Larry Hodges –
Tri-County Electric
Cooperative
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Management’s Discussion and Analysis provides an overview of the financial condition and results of operations
of Golden Spread Electric Cooperative, Inc. and its wholly-owned affiliates, GS Electric Generating Cooperative,
Inc. (GSEGC), Mid-Tex Generation and Transmission Electric Cooperative, Inc. (Mid-Tex), Oklaunion Electric
Generating Cooperative, Inc. (OEGC), and Yoakum Electric Generating Cooperative, Inc. (YEGC).
The matters discussed in Management’s Discussion and Analysis contain forward-looking statements that are
based on estimates, forecasts, and assumptions involving risks and uncertainties that could cause actual results or
outcomes to differ from those expressed in the forward-looking statements. Any forward-looking statements are
based on information as of the date of this report.

Net Margins
Due to its cooperative ownership, Golden Spread’s income statement and statement of cash flows may not
reflect its full financial capability and profitability. This is due to Golden Spread’s practice, prior to 2005, to return to
its members a portion of the margins earned on an annual basis through discretionary rate credits. Discretionary
rate credits reduced net margins in the year authorized and were credited to members’ power bills in the succeeding year. A more meaningful analysis of the profitability of Golden Spread is represented by the actual operating
results, or net margins, before discretionary rate credits. Net margins before rate credits are set forth in the table
below:

Net Margins ($ in 000’s)

Net Margins
Discretionary Rate Credits
Net Margins Before
Discretionary Rate Credits

Years Ended December 31,
_______________________________________________
2006
2005
2004
_____________
_____________
_____________
$
25,171
$
47,244
$
13,585
13,585
_____________–
_____________–
_____________

$_____________
25,171

$_____________
47,244

$_____________
27,170

The changes in the overall profitability of Golden Spread from 2004 through 2006 have primarily been due to
changes in margins from nonmember sales, as set forth in the table below:

Components of Net Margins before Discretionary Rate Credits ($ in 000’s)

Nonmember Sales
GSEGC Capacity Charges, Net*
Administrative Charge, Net
Other Income
Net Margins Before
Discretionary Rate Credits

Years Ended December 31,
_______________________________________________
2006
2005
2004
_____________
_____________
_____________
$
13,275
$
37,636
$
20,919
4,917
4,371
3,778
1,648
1,836
1,137
5,331
3,401
1,336
_____________
_____________
_____________
$_____________
25,171

$_____________
47,244

$_____________
27,170

*GSEGC Capacity Charges, net of related depreciation and fixed charges on long-term debt.

Differences in the nonmember sales margins are due to variations in the number of megawatt-hours sold to nonmembers and changes in the price of natural gas. Changes in the number of megawatt-hours sold to nonmembers
is a function of the energy needed to serve member loads in the Southwest Power Pool (SPP), plant availability (due
to outages or planned maintenance), and market conditions. Changes in natural gas prices affect the associated
margins due to the pricing of sales made to SPS on split-the-savings calculations; higher gas prices result in
greater savings to SPS and, therefore, increased margins to Golden Spread. Conversely, lower gas prices result in
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reduced savings and decreased margins to Golden Spread. The impact of these two factors can be seen in the following chart:

Comparison of Factors Affecting Margins from Nonmember Sales

MWh Sales to Nonmembers (000's)

Years Ended December 31,
_______________________________________________
2006
2005
2004
_____________
_____________
_____________
1,554
2,806
2,868
_____________
_____________
_____________

Nonmember Sales Margins
Total (000's)

$_____________
13,275

$_____________
37,636

$_____________
20,919

$/MWh

$_____________
8.54

$_____________
13.41

$_____________
7.29

Avg. Gas Cost $/MWh

$_____________
48.09

$_____________
58.31

$_____________
41.11

Avg. Gas Cost $/MMBtu

$_____________
6.04

$_____________
7.67

$_____________
5.45

The above table demonstrates a significant decline in megawatt-hour sales to nonmembers in 2006 as compared to 2004 and 2005. This is due to increased member sales in the SPP and an outage and planned maintenance at Mustang Station in November and December of 2006. These two months are typically two of the highest
months in the volume of megawatt-hour sales to nonmembers. Also, the change in natural gas prices has affected
the level of margins from nonmember sales. Particularly in 2005, the higher natural gas prices had a significant
effect on the associated margins from nonmember sales.
The variations in the net margins provided by the Administrative Charge are the result of three factors:
1. The total MWh sales to members
2. The amount of the Administrative Charge ($/MWh)
3. The level of administrative and general expenses, excluding outside professional services cost which are a
flow-through item in rates.
From 2005 to 2006, the rate charged to members declined but the decline in the rate was largely offset by higher
megawatt-hour sales to members. From 2004 to 2005, the increase is due to a higher volume of megawatt-hour
sales to members as shown in the table below:

MWh Sales to Members (000’s)

SPP
ERCOT
Total

Years Ended December 31,
_______________________________________________
2006
2005
2004
_____________
_____________
_____________
3,853
2,734
2,500
1,071
1,017
557
_____________
_____________
_____________
4,924
_____________

3,751
_____________

3,057
_____________

The increased volume of sales to members is primarily attributable to the addition of five new members in 2003.
Effective July 1, 2004, Golden Spread began serving new member loads located in the Electric Reliability Council of
Texas (ERCOT). Effective January 1, 2006, Golden Spread began serving new member loads in the SPP. Approximately
one-half of the increase in the SPP load in 2006 resulted from the new member loads. The remaining one half of the
2006 increase in the SPP loads and the 2005 increase was due to hot and dry weather conditions in the service territory.
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GSEGC capacity charges to Golden Spread increase each year pursuant to the terms of the GSEGC Unit Power
Sale Contract, and contribute to increased margins to the extent they exceed associated depreciation and interest
expense.
Other Income consists primarily of interest earned on cash balances, which increased substantially in 2006 and
2005 due to higher average cash balances and higher rates earned on invested balances.

Revenues, Purchased Power and Fuel Cost
The changes in revenues are a function of four elements:
1. Changes in fuel cost, including fuel in purchased power
2. Changes in volume of member sales
3. Changes in volume of nonmember sales
4. Changes in nonfuel operating expenses
Changes in volume of sales and fuel costs are typically prime determinants of changes in operating revenues in
a utility. However, because Golden Spread’s formulary tariff results in the recovery of all operating expenses,
changes in all components of operating expenses affect changes in revenues.
The table that follows shows revenues and the related margin after deducting the portion of revenues that is
attributable to fuel costs, including fuel in purchased power:

Wholesale Power Sales, net of Fuel-Related Costs ($ in millions)

Wholesale Power Sales*
Less: Fuel Expense
Less: Fuel in Purchased Power
Operating Margin—
Wholesale Power Sales

Years Ended December 31,
_______________________________________________
2006
2005
2004
_____________
_____________
_____________
$
434.5
$
477.8
$
325.4
60.6
83.4
58.8
$_____________
219.8
$_____________
244.1
$_____________
158.1

$_____________
154.1

$_____________
150.3

$_____________
108.5

* Wholesale power sales are reported before reduction for Discretionary Rate Credits.

The following table shows the fluctuations in wholesale power sales, net of related fuel costs, and the components of the changes from period to period:

Changes in Wholesale Power Sales, net of Fuel-Related Costs ($ in millions)
Years Ended December 31,
_______________________________________________
2006 vs
2005 vs
2004 vs
2005
2004
2003
_____________
_____________
_____________
Increase (Decrease) in Following:
Margins from Operations*
Operating expenses, ex Fuel &
Purchased Power
Other
Net Increase

$

(24.0)

$

18.0

$

5.6

11.4
$_____________
16.4

2.6
$_____________
21.2

3.4
$_____________
7.4

$_____________
3.8

$_____________
41.8

$_____________
16.4

*Includes margins from nonmember sales, GSEGC capacity charges, and administrative charges.

The other changes affecting the fluctuations are increases in the base power costs (non-fuel component) attributable to increases in the DCEA capacity charges and increased costs associated with the SPS partial requirements
contract (due to increases in capacity purchased effective June 1 of each year and an increase in the PR rate effective July 1, 2006). Also, part of the increase in 2005 is having a full year of the base power costs associated with the
ERCOT loads.
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Operating Expenses, excluding Fuel and Purchased Power
Operating expenses, excluding fuel and purchased power, are summarized in the table below:

Operating Expenses, Excluding Fuel & Purchased Power ($ in 000’s)

Plant Operations & Management
Plant Maintenance & Maintenance
Services
Administrative & General
Depreciation
Taxes Other than Income
Other
Total

Years Ended December 31,
_______________________________________________
2006
2005
2004
_____________
_____________
_____________
$
1,557
$
1,631
$
1,777
7,311
14,504
5,132
1,381
4,809
_____________

4,255
10,121
4,297
1,103
1,845
_____________

4,261
8,426
3,997
1,065
1,088
_____________

$_____________
34,694

$_____________
23,252

$_____________
20,614

The increase in plant maintenance and maintenance services in 2006 is due to an outage and planned maintenance at Mustang Station. The increases in administrative and general expenses are due to increases in office
space occupied by Golden Spread, the salary and benefit costs associated with additional employees, and
increased outside services costs associated with various projects, such as the acquisition of new resources. The
2006 increases in depreciation and other operating expenses are due to the addition of Mustang Station Unit 4,
which began commercial operation effective May 1, 2006.

Liquidity and Capital Resources
At December 31, 2006 and 2005, Golden Spread had available cash of approximately $72 million and $87 million, respectively. In addition to the available cash, Golden Spread, through its wholly-owned affiliate GS Electric
Generating Cooperative, Inc., had $5.0-$5.8 million in reserve funds (i.e., debt service reserve fund and maintenance reserve funds) and $3.5 million in a required cash working capital deposit, all of which have been excluded
from the available cash balances. In addition, Golden Spread has a line of credit of $95 million (of which $10 million
is reserved in connection with the term loan associated with Mustang Station) which had outstanding borrowings of
$13 million at December 31, 2006. Of the total cash at December 31, 2006 and 2005, $42.75 million was held in
escrow related to the potential acquisition of an ownership interest in the Oklaunion Power Station. There are no
other restrictions, limitations or pledges of any assets, other than as separately identified on the financial statements and in the footnotes. Subsequent to December 31, 2006, the escrowed funds for Oklaunion were released to
Golden Spread.
The decline in available cash from 2005 to 2006 is due to Golden Spread’s internal financing of the construction
costs associated with Mustang Station Unit 5 and the purchase of an additional combustion turbine-generator and
steam turbine-generator (for future use) in 2006. At December 31, 2006, Golden Spread had invested almost $50
million in these assets that was derived from internal financing. Golden Spread expects to issue long term debt in
the summer of 2007 to provide permanent financing for these projects.
Over the next several years, Golden Spread has plans to add several generation resources to its power supply
portfolio. These resources are needed to serve the growing Southwest Power Pool (SPP) and ERCOT loads, to
replace expiring purchased power contracts, and to reduce exposure to volatile wholesale market pricing. Golden
Spread’s goal is to develop a power supply portfolio that includes a mix of renewable, gas-fired and coal-fired
resources that will supply its members with reliable and reasonably priced power.
Golden Spread maintains target financial ratios that are deemed appropriate to ensure adequate liquidity, equity,
and coverages to support the additional debt that will be needed to fund generation resources. The target ratios
influence management and the Board of Directors in establishing annual budgets, in setting rates, and in determining the percentage of net margins that will be retained as equity, rather than returned to members as discretionary
rate credits. Golden Spread’s financial policies are intended to enable the financing of all future projects with an
appropriate mix of debt and equity, while maintaining strong financial ratios.
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ASSETS

December 31
2006
_________________
________2005
__________

UTILITY PLANT AT COST
Electric Plant in Service
Construction Work in Progress
Less: Accumulated Provision for Depreciation
OTHER PROPERTY AND INVESTMENTS – AT COST OR STATED VALUE
Investments in Associated Organizations
Land and Water Rights
Restricted Cash - Held by Trustee
Reserve Funds
CURRENT ASSETS
Cash
Temporary Cash Investments
Special Deposits
Restricted Cash - Escrow Deposit
Accounts Receivable
Prepaid Expenses and Other Current Assets
DEFERRED CHARGES
Debt Issuance Costs (Net of accumulated amortization of
$1,585,824 in 2006 and $1,339,394 in 2005)
Other

$

179,746,708
37,132,407
______32,967,881
___________
$_____183,911,234
____________

$

127,670,991
43,635,367
_______27,865,821
___________
$______143,440,537
____________

$

1,513,084
534,423
1,150,469
_______5,047,182
__________
$_______8,245,158
__________

$

$

11,672,934
17,763,810
3,500,000
42,750,000
35,372,575
_______5,980,740
__________
$_____117,040,059
____________

$

$
3,558,975
28,352,054
_________________
$______31,911,029
___________

$
3,758,970
2,178,450
__________________
$_________5,937,420
_________

$_____341,107,480
____________

$______356,023,079
____________

$

116,059,846
16,724,951
______(6,400,000)
___________
$_____126,384,797
____________

$

$_____148,188,715
____________

$______152,787,376
____________

$

4,607,718
14,646,147
35,653,691
2,585,747
_______1,343,049
__________
$______58,836,352
___________

$

$_______7,697,616
__________

$_______10,483,390
___________

$_____341,107,480
____________

$______356,023,079
____________

1,430,527
534,423
19,211,459
_________5,878,116
_________
$_______27,054,525
___________

9,593,614
34,820,442
3,500,000
42,750,000
86,935,476
_________1,991,065
_________
$______179,590,597
____________

EQUITIES AND LIABILITIES
EQUITIES
Patronage Capital
Contributed Capital
Accumulated Comprehensive Income (Loss)
LONG-TERM DEBT
Mortgage Notes Less Current Maturities
CURRENT LIABILITIES
Current Maturities of Long-Term Debt
Notes Payable
Accounts Payable
Amounts Due Members
Other Accrued Expenses
DEFERRED CREDITS
See accompanying notes to consolidated financial statements.
26

92,899,011
16,724,951
________(8,800,000)
__________
$______100,823,962
____________

4,161,407
–
83,701,803
3,383,535
___________681,606
_______
$_______91,928,351
___________
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2006
_________________________
OPERATING REVENUES
Wholesale Power Sales
Other Operating Revenues
Total Operating Revenues

$
434,490,293
1,615,831
_________________________
$_________________________
436,106,124

Years Ended December 31
______2005
__________
________2004
__________
$ 477,829,434
______2,702,551
__________
$____480,531,985
____________

$
311,785,556
________3,238,686
__________
$______315,024,242
____________

$

$

OPERATING EXPENSES
Purchased Power
$
310,921,329
Other Power Supply Expense
2,273,008
Fuel Expense
60,653,812
Plant Operations and Management
1,556,966
Plant Maintenance and Maintenance
Services
7,310,758
Transmission Operations & Maintenance
506,384
Other Operating Expense
696,074
Administrative and General
14,504,401
Depreciation
5,132,091
Taxes Other than Income Taxes
1,381,461
Interest Expense – Other
1,333,904
_________________________
Total Operating Expenses
$_________________________
406,270,188

4,254,672
497,033
722,774
10,120,852
4,297,087
1,103,447
__________78,886
______
$____427,880,730
____________

4,261,165
337,000
674,500
8,425,701
3,996,768
1,064,758
__________339,097
________
$______294,816,735
____________

OPERATING MARGINS –
Before Fixed Charges

$

$

$

FIXED CHARGES
Interest on Long-Term Debt
Amortization of Debt Issuance Costs
Total Fixed Charges

$
9,749,359
246,430
_________________________
$_________________________
9,995,789

$
8,587,276
________220,453
________
$______8,807,729
__________

$
7,738,925
__________220,453
________
$________7,959,378
__________

OPERATING MARGINS –
After Fixed Charges

$_________________________
19,840,147

$_____43,843,526
___________

$_______12,248,129
___________

$

5,169,349
–
161,661
_________________________
$_________________________
5,331,010

$

3,127,743
–
________273,070
________
$______3,400,813
__________

$

1,141,415
14,322
__________180,679
________
$________1,336,416
__________

$_________________________
25,171,157

$_____47,244,339
___________

$_______13,584,545
___________

NON-OPERATING MARGINS
Interest and Capital Credit Income
Gain/(Loss) on Retirement of Assets
Other Income

NET MARGINS

29,835,936

See accompanying notes to consolidated financial statements.
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412,406
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2006
_________________________

Years Ended December 31
______2005
__________
________2004
__________

CASH FLOWS FROM OPERATING ACTIVITIES
Net Margins
$
25,171,157
Adjustments to Reconcile Net
Margins to Net Cash Provided
by Operating Activities
Depreciation and Amortization
5,352,544
Capital Credits
(209,360)
Deferred Charges
(26,194,062)
Deferred Credits
(385,774)
Accounts Receivable
51,562,901
Materials and Supplies
(3,999,366)
Prepayments and Other Current
Assets
9,691
Payables and Accrued Expenses
(47,386,669)
Amounts Due to Members
(797,788)
(Gain)/Loss on Retirement of Assets _________________________
–
Net Cash Provided by
Operating Activities
$_________________________
3,123,274
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to Utility Plant
Land Purchase
Cash Placed in Escrow for Purchase
of Oklaunion
Investments in Associated
Organizations
Net Cash Provided by (Used in)
Investing Activities
CASH FLOWS FROM FINANCING ACTIVITIES
(Additions to) Reductions in
Reserve Funds
Restricted Cash – Held by Trustee
Retirement of Patronage Capital
Advance on Long-Term Debt
Payments on Long-Term Debt
Net Borrowings (Repayments) –
Notes Payable
Cash Contributed by Members
Proceeds from Sale of Asset
Net Cash Provided by (Used in)
Financing Activities

$

(45,602,788)
–

$

47,244,339

$

13,584,545

4,517,540
(172,271)
(1,533,823)
188,344
(33,797,441)
(174,207)

4,217,221
(104,301)
(1,333,933)
639,490
(12,441,613)
(109,923)

(45,059)
29,319,554
(14,957,890)
_______________–_

251,717
15,199,500
(2,433,402)
___________(14,322)
_______

$_____30,589,086
___________

$_______17,454,979
___________

$

$

(28,830,822)
(5,247)

(21,027,377)
(101,706)

–

–

(42,750,000)

126,803
_________________________

________164,437
________

__________(324,061)
________

$_________________________
(45,475,985)

$____(28,671,632)
____________

$______(64,203,144)
____________

$

$

$

830,934
18,060,990
(2,010,322)
–
(4,152,350)

14,646,147
–
–
_________________________
$_________________________
27,375,399

(197,719)
(19,211,459)
(1,629,945)
55,000,000
(2,916,837)

(10,393,507)
–
–
________________
$_____20,650,533
___________

(258,972)
–
–
–
(1,840,133)

10,393,507
5,647,727
15,480
__________________
$_______13,957,609
___________

INCREASE IN CASH AND CASH EQUIVALENTS

$

(14,977,312)

$22,567,987

CASH AND CASH EQUIVALENTS –
BEGINNING OF YEAR

44,414,056
_________________________

_____21,846,069
___________

_______54,636,625
___________

CASH AND CASH EQUIVALENTS END OF YEAR

$_________________________
29,436,744

$_____44,414,056
___________

$_______21,846,069
___________

SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION
Interest Paid During the Year
Income Taxes Paid During the Year

$_________________________
10,595,685
$_________________________
–

$_____10,271,325
___________
$_______________–_

$________7,579,074
__________
$_________________–_

See accompanying notes to consolidated financial statements.
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Patronage
Capital
____________________
$
33,700,072
____________________
____________________

Contributed
Capital
____________________
$
8,837,092
____________________
____________________

Accumulated
Comprehensive
Income
(Loss)
____________________
$____________________
(12,400,000)
____________________

Net Margins – 2004

$ 13,584,545

$

$

Items of Comprehensive Income
(Loss)
Change in Loss on Hedging
Contracts

–
____________________

–
____________________

385,000
____________________

385,000
___________________

Net Comprehensive Income
(Loss)

$
13,584,545
____________________

$
–
____________________

$____________________
385,000

$
13,969,545
___________________

Contribution of Capital

–
____________________

5,647,727
____________________

–
____________________

5,647,727
___________________

BALANCE DECEMBER 31, 2004

$
47,284,617
____________________
____________________

$ 14,484,819
____________________
____________________

$____________________
(12,015,000)
____________________

$
49,754,436
___________________
___________________

Net Margins – 2005

$ 47,244,339

$

$

$ 47,244,339

Items of Comprehensive Income
(Loss)
Change in Loss on Hedging
Contracts

–
____________________

–
____________________

3,215,000
____________________

3,215,000
___________________

Net Comprehensive Income
(Loss)

$
47,244,339
____________________

$
–
____________________

$____________________
3,215,000

$
50,459,339
___________________

(1,629,945)

–

Contribution of Capital

–
____________________

2,240,132
____________________

–
____________________

2,240,132
___________________

BALANCE DECEMBER 31, 2005

$
92,899,011
____________________
____________________

$ 16,724,951
____________________
____________________

$____________________
(8,800,000)
____________________

$
100,823,962
___________________
___________________

Net Margins – 2006

$ 25,171,157

$

$

$ 25,171,157

Items of Comprehensive Income
(Loss)
Change in Loss on Hedging
Contracts

–
____________________

–
____________________

2,400,000
____________________

2,400,000
___________________

Net Comprehensive Income
(Loss)

$
25,171,157
____________________

$
–
____________________

$____________________
2,400,000

$
27,571,157
___________________

(2,010,322)

–

Contribution of Capital

–
____________________

–
____________________

–
____________________

–
___________________

BALANCE DECEMBER 31, 2006

$
116,059,846
____________________
____________________

$ 16,724,951
____________________
____________________

$____________________
(6,400,000)
____________________

$
126,384,797
___________________
___________________

BALANCE DECEMBER 31, 2003

Patronage Capital Retirement

Patronage Capital Retirement

See accompanying notes to consolidated financial statements.
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–

–

–

–

–

–

–

–

Total
___________________
$
30,137,164
___________________
___________________
$ 13,584,545

(1,629,945)

(2,010,322)
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1. Organization and Operations

America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from
those estimates.

Golden Spread Electric Cooperative, Inc. (Golden Spread) and its affiliates, GS Electric Generating Cooperative, Inc. (GSEGC), Oklaunion
Electric Generating Cooperative, Inc. (OEGC), Yoakum Electric
Generating Cooperative, Inc. (YEGC) and Mid-Tex Generation and
Transmission Electric Cooperative, Inc., (collectively referred to as the
Cooperative) are Texas cooperative corporations with headquarter facilities located in Amarillo, Texas. Golden Spread’s members are 16 rural
electric distribution cooperatives, located in the Panhandle, South Plains
and the Edwards Plateau regions of Texas, and in the Panhandle of
Oklahoma. The member loads served by the Cooperative are located in
the Southwest Power Pool (SPP) and the Electric Reliability Council of
Texas (ERCOT).
The Cooperative is subject to the jurisdiction of the Federal Energy
Regulatory Commission for corporate and rate regulation related to its
activities in the SPP, and is subject to the regulation of the Public Utility
Commission of Texas for certain activities in both ERCOT and SPP.
The Cooperative is tax-exempt under Internal Revenue Code Section
501(c)(12) as long as 85% of its gross receipts (as defined under the
Internal Revenue Code) are derived from sales to members. For the three
years ended December 31, 2006, the 85% test was met. Any revenues
earned in excess of costs incurred are allocated to members of Golden
Spread and are reflected as patronage capital equity in the accompanying consolidated balance sheets.

3. Utility Plant
The components of utility plant are summarized as follows:
December 31,
2006
2005
___________________
__________________
Plant-in-Service
Land
$
2,826,034
$
2,826,034
Production Plant
148,813,800
97,406,145
Transmission Plant
27,240,575
26,599,068
General Plant
866,299
839,744
___________________
__________________
Total Electric Plant-in-Service $ 179,746,708
$ 127,670,991
Construction Work in Progress ___________________
37,132,407
43,635,367
__________________
Total Electric Plant
$ 216,879,115
$
171,306,358
___________________
__________________
At December 31, 2006 and 2005, the Construction Work in Progress
represents the construction of two simple cycle gas-fired 150 MW generating facilities both of which will be owned by a Golden Spread affiliate.
In 2006, the first of such units achieved commercial operation, and the
second unit is expected to achieve commercial operation in spring 2007.
From time to time, the Cooperative will maintain ownership of certain
transmission properties on behalf of specific members. In such instances, the Cooperative also holds the debt associated with the properties. All operating costs and the related debt service costs are recovered
from the members through Special Facilities Charges.

2. Summary of Significant Accounting Policies
The accounting records of the Cooperative are maintained in accordance with the accounting system prescribed by the Federal Energy
Regulatory Commission for electric utilities.
Principles of Consolidation
The consolidated financial statements include the accounts of
Golden Spread Electric Cooperative, Inc. and its wholly-owned affiliates. All intercompany transactions and balances have been eliminated in consolidation.
Operating Revenues
Revenues for wholesale power sales are billed monthly. Unbilled
revenues are accrued for amounts that are recoverable under rate tariffs but not yet billed. Amounts billed to members in excess of recoverable costs under rate tariffs are accrued as a reduction of revenues
and as a liability to the members. Operating revenues may be reduced
for discretionary rate credits to members determined by Golden
Spread on an annual basis. (See note 8.)
Other operating revenues consist primarily of special facilities
charges billed to members for use of transmission assets.
Depreciation
Depreciation of utility plant is provided using straight-line depreciation rates over the following estimated useful lives:
Transmission Plant
15 - 36 Years
Production Plant
30 Years
Gas Interconnection
15 Years
General Plant
5 Years
Debt Issuance Costs
Debt issuance costs are being amortized on a straight-line basis
over the life of the underlying debt.
Cash and Cash Equivalents
For purposes of the consolidated statement of cash flows, the
Cooperative considers cash and temporary cash investments as cash
and cash equivalents.
Concentrations of Credit Risk
The service areas of the member cooperatives are largely dependent on agriculture and, to a lesser extent, oil and gas.
The Cooperative maintains cash balances with various financial
institutions insured by the Federal Deposit Insurance Corporation up to
$100,000. At times cash balances may exceed insurance coverage.
The Cooperative also maintains cash balances with two cooperative
banks whose deposits are not federally insured.
Investments in Associated Organizations
Investments in associated organizations primarily consist of Golden
Spread’s purchase of an ownership interest in ACES Power Marketing,
L.L.C. The investment in APM is accounted for using the cost method
of accounting. At December 31, 2006 and 2005, Golden Spread’s
investment in APM was $587,717.
Use of Estimates in the Preparation of Consolidated Financial
Statements
The preparation of consolidated financial statements in conformity
with accounting principles generally accepted in the United States of

4. Short-Term Credit Facilities
Borrowings under short-term credit facilities are summarized as follows:
December 31,
2006
2005
___________________
__________________
7.15% Borrowings under Line
of Credit
$ 13,146,147
$
–
6.25% Notes Payable to Members ___________________
1,500,000
–
__________________
Total
$ 14,646,147
$
–
___________________
__________________
The Cooperative has a $95,000,000 line of credit for short-term financing with CFC at an interest rate determined at the date of advance.
In 2006, the Cooperative began a program whereby short-term borrowing needs may be met through excess funds available from the members. In these instances, the Cooperative incurs a borrowing rate that is
less than that offered by CFC and the investing members earn interest at
a rate higher than the earnings rate available through CFC.
The Cooperative incurred interest expense on short-term borrowings
of $119,927 in 2006 and $90,944 in 2005. Of these amounts, $61,630
was capitalized as part of construction work in progress in 2006 and
$90,944 was capitalized in 2005.
The Cooperative has a $20 million bank credit facility with LaSalle
Bank, N.A. that is used to provide letters of credit to fuel suppliers. At
December 31, 2006, $4,000,000 in letters of credit had been issued
under this arrangement.

5. Long-Term Debt
Long-term debt is summarized as follows:
December 31,
2006
2005
___________________
__________________
Variable-Rate Term Loans
$ 88,230,600
$ 90,010,800
5.75% Senior Secured Notes
52,683,700
54,249,700
7.30% Variable-Rate Mortgage Notes 3,132,713
3,307,267
4.10% Fixed-Rate Mortgage Note
1,109,916
1,177,463
5.50% Fixed-Rate Mortgage Notes
3,650,305
4,057,953
6.10% Fixed-Rate Mortgage Notes
329,971
436,978
6.85% Fixed-Rate Mortgage Notes
3,148,561
3,176,623
7.00% Fixed-Rate Mortgage Note ___________________
510,667
531,999
__________________
$ 152,796,433
$ 156,948,783
Less: Current Maturities
4,607,718
4,161,407
___________________
__________________
$ 148,188,715
$
152,787,376
___________________
__________________
The variable-rate term loans were issued upon GSEGC’s purchase of
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December 31, 2006.
As of December 31, 2006, the maximum length of time over which the
Cooperative is hedging its exposure to the variability in future cash flows
for forecasted transactions is 13 years. The Cooperative expects the
entire hedge to remain effective throughout the term of the related debt
and does not expect to reclassify ACI into earnings in the future.

Mustang Station. Under the Credit Agreement with the lending banks,
substantially all the assets of GSEGC are pledged as collateral, including
the generation facility, a portion of the cash balances, special deposits,
and reserve balances of GSEGC totaling approximately $11,563,000 and
$10,126,000 at December 31, 2006 and 2005, respectively. The debt is
variable-rate debt equal to LIBOR plus an interest margin that ranged
from 1.38% to 1.43% in 2004 through 2006, and that increases over time
to 1.65% over the term of the loan. GSEGC has entered into agreements
to hedge all of the outstanding principal at fixed equivalent rates ranging
from 7.11% to 7.63% and increasing over time to fixed equivalent rates
up to 7.88%. Final maturity of these notes is in 2020.
The Credit Agreement contains various covenants and restrictions,
including the maintenance of a debt service reserve equal to six months’
debt service requirements, maintenance of a working capital reserve of
$3,500,000, maintenance of a specified minimum Debt Service Coverage
ratio (DSC of 1.20 was required in 2004 through 2006), and restrictions
on distributions. GSEGC was in compliance with the Credit Agreement at
December 31, 2006 and 2005, and has met all the requirements necessary to pay distributions to Golden Spread. Such distributions totaled
$6,035,979 in 2006 and $4,637,420 in 2005. At December 31, 2006,
GSEGC held in excess of $7,628,000 that was available for distribution to
Golden Spread.
The senior secured notes are first mortgage obligations issued by
Golden Spread in May, 2005, through a private placement. The notes are
secured by assets held under a Trust Indenture (totaling $62,346,000 at
December 31, 2006) including Mustang Station Unit 4 (see note 9), the
Mustang land site, certain other utility plant, and restricted cash held by
Trustee of $1,150,469. The notes are fixed-rate obligations bearing interest at 5.75%, with equal semi-annual principal and interest payments of
$2,331,550, payable over 20 years. For the years ended December 31,
2006 and 2005, Golden Spread accrued $3,096,223 and $2,057,819 in
interest, of which, $832,144 and $1,065,703 was capitalized, respectively. The Trust Indenture contains various covenants and restrictions
including maintenance of minimum equity capital (as defined) of $50 million, maintenance of a DSC of 1.25, and maintenance of secured assets
under the trust equivalent to 1.10 times the debt outstanding.
All mortgage notes are due in quarterly installments and are secured
by the Cooperative’s transmission assets (with a book value of
$18,519,435 and $18,919,825 at December 31, 2006 and 2005, respectively) and the revenues recoverable through the special facilities
charges associated with the special facilities.
As of December 31, 2006, annual maturities of long-term debt for the
next five years are as follows:
2007
$ 4,607,718
2008
5,046,885
2009
5,361,257
2010
7,050,735
2011
7,668,933

7. Pension Benefits
Golden Spread provides pension benefits for substantially all of its
employees through the National Rural Electric Cooperative Association
Retirement and Security Program and Savings Plan. The Retirement and
Security plan is a defined benefit pension plan for which Golden Spread
makes contributions to the plan equal to the amounts accrued for pension expense. In this multi-employer plan, which is available to all member cooperatives of NRECA, the accumulated benefits and plan assets
are not determined or allocated separately by individual employer.
Golden Spread’s contributions to the plan in 2006, 2005, and 2004, were
$105,104, $92,434, and $69,558, respectively. The savings plan has
been established under Code Section 401(K) of the Internal Revenue
Code, as a defined contribution plan. Under the savings plan, Golden
Spread matches employee contributions up to a maximum of four percent of each participating employee’s salary. Employer contributions to
the plan for the years ended December 31, 2006, 2005, and 2004, were
$26,717, $22,506, and $18,882, respectively.
The Cooperative has an investment of $760,697 and $648,619 for a
Deferred Compensation Plan as of December 31, 2006 and 2005, respectively. This is reflected as a Deferred Charge and a Deferred Credit.

8. Rate Matters
Under the Golden Spread tariff, Golden Spread bills its members
based on estimated costs and usage. The tariff provides that there will be
a reconciliation of actual costs incurred compared to the amounts billed.
Any over or under recovery of costs are refunded or surcharged in the
subsequent year. At year end, Golden Spread had recorded $1,033,000
in under recovery for 2006, and $1,387,000 and $353,000, related to over
recovery of costs for the years ended 2005 and 2004. The tariff also provides that all or part of any margins earned may be refunded to the members as discretionary rate credits. For the year ended December 31,
2004, Golden Spread accrued $13,600,000 as a discretionary rate credit.
This amount was refunded to the members as a rate credit in 2005. For
2006 and 2005, Golden Spread made a determination that no discretionary rate credits from 2006 and 2005 margins, respectively, would be
refunded to members.

9. Generation
GSEGC and Denver City Energy Associates, L.P. (DCEA), an independent power producer and exempt wholesale generator (EWG), jointly
own Mustang Station, an approximately 480 megawatt gas-fired combustion turbine generation station located near Denver City, Texas. The operation of the plant is governed by a Joint Operating Agreement (JOA)
between the two owners.
In 2004, Golden Spread commenced construction on a 150 megawatt
(summer rating) gas-fired combustion turbine-generator (Mustang
Station Unit 4) that is used primarily to serve peak load. The unit, which
achieved commercial operation in the spring of 2006, is located adjacent
to Mustang Station.
In 2006, Golden Spread commenced construction on another 150
megawatt (summer rating) gas-fired combustion turbine-generator
(Mustang Station Unit 5) that will be used primarily to serve peak load.
This unit, located adjacent to Mustang Station Unit 4, is expected to
achieve commercial operation in the spring of 2007.
Mustang Station is located on land owned by Golden Spread located
near Denver City, Texas. Golden Spread has leased the land to the project under two long-term leases. DCEA serves as operating agent for
both Mustang Station and Mustang Station Unit 4.
Golden Spread purchases all of the Mustang Station capacity. Golden
Spread, in its role as fuel manager, is responsible for the supply and
transportation of natural gas for both units. Golden Spread has a
Commitment and Dispatch Service Agreement with Southwestern Public
Service Company (SPS), whereby SPS is under contract to dispatch
Mustang Station on behalf of Golden Spread. The Agreement provides
that SPS will conduct a joint economic dispatch of Golden Spread and
SPS resources to serve combined Golden Spread and SPS loads, and
determine after the fact whether sales were made by Golden Spread to
SPS or by SPS to Golden Spread. Such sales are priced on a “split-thesavings” basis. Golden Spread retains the right under the agreement to
schedule sales to third parties.

6. Derivative Instruments
The Cooperative has entered into interest rate swap agreements to
hedge against changes in floating interest rates on its financing for
Mustang Station. The interest rate swap agreements effectively convert
floating rates into fixed rates so that the Cooperative can predict with
greater assurance what its future interest costs will be and protect itself
against increases in floating rates.
The Cooperative also routinely enters into physical commodity contracts
for purchases of natural gas and has capacity sales contracts with its members. Both types of these contracts generally qualify for the normal purchase and sales exception under SFAS No. 138, “Accounting for Certain
Derivative Instruments and Certain Hedging Activities – An Amendment of
Financial Accounting Standards Board (FASB) Statement No. 133.”
Changes in the fair value of derivative instruments designated as cash
flow hedges are recorded in Accumulated Comprehensive Income (ACI)
for the effective portion. As of December 31, 2006 and 2005, the entire
hedge is considered effective and is recorded in ACI. The following reflects
the amounts that are recorded in assets, liabilities, and in ACI at December
31, 2006 and 2005, for the Cooperative’s derivative instruments:
December 31,
2006
2005
___________________
__________________
Total Derivative Liablilities
$
6,400,000
$
8,800,000
___________________
__________________
Comprehensive (Gain) Loss on
Cash Flow Hedges
Before Reclassification
Adjustment
$
(2,400,000) $ (3,215,000)
Reclassification Adjustment (Gain)
Loss Included in Net Income ___________________–
–
__________________
Net Comprehensive (Gain) Loss
from Derivative Instruments
$
(2,400,000) $
(3,215,000)
___________________
__________________

10. Significant Customers
For the year ended December 31, 2006, Golden Spread had three
customers whose sales volumes exceeded 10% of Golden Spread’s
annual wholesale power sales, including SPS and Golden Spread’s members Lyntegar Electric Cooperative and South Plains Electric
Cooperative. In each of the two years ended December 31, 2005 and

Total unrealized comprehensive (gain)/loss on cash flow hedges represent the cumulative effect on the Cooperative’s ACI balance from losses
due to effective cash flow hedges since the adoption of SFAS No. 133.
For the year ended December 31, 2006, the gain from effective cash flow
hedges was $2,400,000 resulting in a cumulative loss of $6,400,000 at
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12. Related Party Transactions

2004, Golden Spread had two customers whose sales volumes
exceeded 10% of Golden Spread’s annual wholesale power sales,
including Golden Spread’s member, South Plains Electric Cooperative,
and SPS. In 2006, sales to Lyntegar represented 10% of both megawatthour sales and revenues. Sales to SPEC represented 12%-13% of both
megawatt-hour sales and revenues in each of the years. Sales to SPS
under the Commitment and Dispatch Agreement represented 24% of
megawatt-hour sales and 21% of revenues in 2006, and almost 47% of
megawatt-hour sales and 44% of revenues in 2005 and 2004.

From time to time the Cooperative rents an airplane for transportation
needs from Top Prop Leasing, Inc. (Top Prop). Top Prop is wholly owned
by Robert W. Bryant, president and general manager of Golden Spread.
Transactions between the Cooperative and Top Prop are consummated
on terms equivalent to those that prevail in arm’s length transactions.
For the years ended December 31, 2006, 2005, and 2004, the
Cooperative paid charges totaling $42,000, $43,850, and $45,200,
respectively, for rentals from Top Prop.

11. Commitments and Contingencies

13. Disclosures about Fair Value of Financial
Instruments

Golden Spread purchases a portion of its wholesale power and energy
from SPS on a partial requirements basis under a Power Sales
Agreement (PSA). The PSA provides for a specified annual megawatt
purchase commitment. The megawatt purchase commitment may be
increased or decreased annually pursuant to the terms of the contract.
Under the PSA, Golden Spread purchased 310 megawatts through May
2004, 330 megawatts through May 2005 and 355 megawatts through
May 2006. Golden Spread currently has an annual megawatt commitment of 370 megawatts. SPS has agreed to increase the annual purchase commitment to 430 megawatts effective June 1, 2007. In 2002,
SPS served notice to Golden Spread of termination of the contract effective in 2012.
Under purchase power agreements with DCEA and GSEGC, Golden
Spread is obligated to purchase all of the capacity of Mustang Station.
The power supply contracts related to the ERCOT loads of Golden
Spread’s new members and the assumption of additional loads of existing members were assigned to Golden Spread effective July 1, 2004.
These contracts are with American Electric Power and TXU. Each of the
contracts has varying terms.
On May 29, 2003, Golden Spread filed a petition against DCEA in
Potter County District Court, seeking relief and declaratory orders concerning DCEA’s failure to supply energy at the contractually defined combined cycle heat rate during outages, DCEA’s failure to reimburse Golden
Spread for replacement power during certain outages, and DCEA’s failure to provide spinning reserves, as required by the Power Purchase
Agreement (PPA). DCEA filed an answer and counterclaim seeking
recovery of payments withheld by Golden Spread. On February 3, 2006,
the judge in this matter issued an order granting a DCEA motion for summary judgment that dismissed Golden Spread’s claims against DCEA
and granted DCEA’s claim that Golden Spread had improperly withheld
payments due to DCEA. Golden Spread is appealing this decision. In
December 2006, in order to toll the further accrual of interest pending
appeal, Golden Spread paid DCEA approximately $3.9 million for
amounts previously withheld, attorneys’ fees and interest. Amounts paid
to DCEA were flowed through by Golden Spread to its members under
existing contractual arrangements. There is not expected to be any
material effect on the accompanying financial statements as a result of
the ultimate outcome of the dispute.
On November 4, 2005, Denver City Energy Associates, L.P., filed a single arbitration claim with the American Arbitration Association (AAA) and
requested that the AAA nominate three potential arbitrators to arbitrate a
dispute that had arisen between Golden Spread and separate disputes
that had arisen between GSEGC and DCEA. On November 28, 2005,
Golden Spread filed an answer and counterclaim against DCEA. Golden
Spread asserted that DCEA had failed to calculate the Fuel Cost Rate as
required under the Power Purchase Agreement (PPA) by improperly
including fuel used to generate electricity in the startup component of the
Fuel Cost Rate. In its counterclaim, Golden Spread sought monetary
damages and an order that DCEA cease and desist from the challenged
practices. Golden Spread and GSEGC also challenged DCEA’s attempt
to include in a single arbitration proceeding the separate Golden Spread
and GSEGC disputes. The AAA agreed with Golden Spread and GSEGC
and issued an order requiring DCEA to amend its demand for arbitration
to remove GSEGC.
On December 28, 2005, GSEGC filed a demand for arbitration with the
AAA. GSEGC argued that DCEA had failed to follow the cost allocation
requirements of the JOA as they related to the commodity cost of fuel
and that DCEA had improperly allocated to GSEGC the cost of fuel used
to generate electricity sold by DCEA. GSEGC sought monetary damages
and an order requiring DCEA to cease and desist from the challenged
practices.
The two arbitration proceedings were subsequently consolidated and
an evidentiary hearing was held in May, 2006. In October, 2006, the arbitrator issued an award of monetary damages to Golden Spread and
GSEGC, and prohibited DCEA from engaging in the challenged practices. In November 2006, the Arbitrator issued a corrected award that
addressed minor typographical errors in the award issued in October
2006. The combined amount of the monetary damages, including interest accrued through September 30, 2006, are in excess of $5.0 million.
Golden Spread and GSEGC are presently seeking enforcement of the
arbitration awards in Texas state court. There is not expected to be any
material effect on the accompanying financial statements as a result of
the ultimate outcome of the dispute.

Many of the Cooperative’s financial statements include references to
amounts that lack an available market with similar terms, conditions, and
maturities as those reflected in the carrying amount recorded.
Accordingly, assumptions, estimations, and present value calculations
were used for purposes of this disclosure. Estimated fair value has been
determined by calculating the present value of financial instruments
using the best available data.
Fair value for some amounts carried in the financial statements has not
been calculated. The recorded book value for temporary investments
approximates fair value given the short period to maturity. Long-term variable interest notes reprice frequently at market rates; therefore, the carrying
amounts approximate fair value. Hedges used to offset the variable nature
of these notes are recorded in Accumulated Comprehensive Income.
The estimated fair value of the Cooperative’s financial instruments at
December 31, 2006, is as follows:
Carrying
Fair
Value
Value
___________________
__________________
CFC Fixed Rate Long-Term Debt $
8,749,420
$
8,171,837
Senior Secured Notes
52,683,700
46,966,548
___________________
__________________
$ 61,433,120
$
55,138,385
___________________
__________________
___________________
__________________
The fair value of the Cooperative’s CFC fixed rate long-term debt is calculated by computing the present value of the individual notes to the next
repricing date using a discount rate that is the current CFC fixed interest
rate available for long-term debt. The fair value of the senior secured
notes is calculated using the discount rate that represents the rate at
which the Cooperative could borrow those funds at December 31, 2006.

14. Resolution of Interest in Oklaunion Power Station
On January 30, 2004, Golden Spread entered into a contract with AEP
Texas Central Company (TCC) to purchase its 7.81% ownership interest
in the Oklaunion Power Station, a 690 megawatt coal-fired generating
station located near Vernon, Texas. On January 30, 2004, Golden Spread
placed in escrow a cash deposit for the full amount of the purchase price
of $42.75 million (including fuel, materials and supplies inventory).
Golden Spread’s contract to purchase TCC’s Oklaunion interest was
subject to certain contractual rights of first refusal held by co-owners of
Oklaunion. Two co-owners, Oklahoma Municipal Power Authority (OMPA)
and the City of Brownsville, sought to exercise their first refusal rights and
TCC entered into separate contracts to sell its interest in Oklaunion to
each of them. Golden Spread filed suit in state district court in Dallas
alleging that neither co-owner had effectively exercised its first refusal
rights and thus Golden Spread was entitled to specific performance of its
contract. On July 11, 2005, the trial court issued an order granting a
Golden Spread motion for summary judgment and finding that neither
OMPA nor the City of Brownsville had matched the terms of the Golden
Spread contract and, therefore, had failed to effectively exercise their
rights of first refusal. The court denied a separate Golden Spread motion
for summary judgment.
The City of Brownsville, OMPA and TCC appealed the trial court’s decision granting the Golden Spread motion and Golden Spread appealed
the trial court’s decision denying Golden Spread’s second motion for
summary judgment. In January, 2006, the Dallas Court for the Texas
Court of Appeals reversed the trial court’s decision granting Golden
Spread’s motion for summary judgment and awarded summary judgment
to the City of Brownsville and OMPA. Golden Spread petitioned the Texas
Supreme Court for writ of error. The Texas Supreme Court denied Golden
Spread’s petition. Golden Spread has recovered the full amount of its
cash escrow deposit of $42.75 million.
In connection with the Oklaunion litigation discussed in the preceding
paragraph, Golden Spread had filed claims of tortious interference
against Brownsville and OMPA. Brownsville and OMPA filed counterclaims against Golden Spread. Golden Spread and Brownsville dismissed their claims against each other with prejudice. OMPA’s claim
remains pending. The ultimate outcome of this litigation is not expected
to have a material effect on the accompanying financial statements.
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Board of Directors
Golden Spread Electric Cooperative, Inc.
Amarillo, Texas

We have audited the accompanying consolidated balance sheets of Golden Spread Electric
Cooperative, Inc. and Affiliates as of December 31, 2006 and 2005, and the related consolidated statements of income, changes in equity, and cash flows for the years then ended. In
addition, we have audited the consolidated statements of income, equity and cash flows for the
year ended December 31, 2004. These consolidated financial statements are the responsibility
of the Cooperative's management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the consolidated financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated 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 consolidated financial statements referred to above present fairly, in all material respects, the financial position of Golden Spread Electric Cooperative, Inc. and Affiliates as
of December 31, 2006 and 2005, and the results of their operations and their cash flows for the
years then ended and the results of their operations and their cash flows for the year ended
December 31, 2004, in conformity with accounting principles generally accepted in the United
States of America.

Bolinger, Segars, Gilbert & Moss, L.L.P.
Certified Public Accountants
April 13, 2007
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2006 SUMMARY

BAILEY
COUNTY

BIG
COUNTRY

COLEMAN
COUNTY

CONCHO
VALLEY

DEAF
SMITH

GREENBELT

Number of Employees . . .
Total Services in Place . . .
Miles of Line . . . . . . . . . . .
Peak Demand (KW - NCP)
Sales (MWh) . . . . . . . . . . .
Net Utility Plant . . . . . . . . .
Assets . . . . . . . . . . . . . . .
Margins Plus Equities . . .
Revenues . . . . . . . . . . . . .
Cost of Purchased Power
Interest on Long Term Debt
Net Margins . . . . . . . . . . .
DSC . . . . . . . . . . . . . . . . .
Equity Ratio (%) . . . . . . . .
Net Plant to Net Debt . . . .

43
10,066
2,790
90,593
251,334
21,251
34,086
18,698
27,428
20,401
636
4,836
2.53
54.86
2.10

51
16,822
5,331
37,442
203,988
39,210
51,825
20,720
22,601
14,859
1,480
1,500
1.38
39.98
1.48

32
12,259
3,790
26,755
110,362
16,443
22,354
8,919
12,305
8,084
523
1,062
2.06
39.90
1.50

47
14,026
3,857
47,195
192,421
42,999
52,152
18,553
21,152
14,078
1,245
2,826
2.48
35.57
1.46

50
14,731
4,577
166,362
500,772
31,983
55,011
40,862
49,418
40,088
580
5,774
4.18
74.28
5.23

34
5,700
2,267
18,111
82,217
14,431
19,704
6,440
9,270
5,838
406
799
2.02
32.68
1.25

$
$
$
$
$
$
$

$
$
$
$
$
$
$

LAMB LIGHTHOUSE
COUNTY
Number of Employees . . .
Total Services in Place . . .
Miles of Line . . . . . . . . . . .
Peak Demand (KW - NCP)
Sales (MWh) . . . . . . . . . . .
Net Utility Plant . . . . . . . . .
Assets . . . . . . . . . . . . . . .
Margins Plus Equities . . .
Revenues . . . . . . . . . . . . .
Cost of Purchased Power
Interest on Long Term Debt
Net Margins . . . . . . . . . . .
DSC . . . . . . . . . . . . . . . . .
Equity Ratio (%) . . . . . . . .
Net Plant to Net Debt (1) .

$
$
$
$
$
$
$

42
11,602
2,890
102,753
302,504
26,879
43,112
18,013
30,308
23,896
1,135
3,066
1.37
41.78
1.55

SOUTHWEST
TEXAS
Number of Employees . . .
Total Services in Place . . .
Miles of Line . . . . . . . . . . .
Peak Demand (KW - NCP)
Sales (MWh) . . . . . . . . . . .
Net Utility Plant . . . . . . . . .
Assets . . . . . . . . . . . . . . .
Margins Plus Equities . . .
Revenues . . . . . . . . . . . . .
Cost of Purchased Power
Interest on Long Term Debt
Net Margins . . . . . . . . . . .
DSC . . . . . . . . . . . . . . . . .
Equity Ratio (%) . . . . . . . .
Net Plant to Net Debt . . . .

$
$
$
$
$
$
$

41
11,368
5,074
20,049
152,923
22,994
31,047
19,757
16,682
11,545
426
1,941
3.22
63.64
3.21

$
$
$
$
$
$
$

36
9,397
4,159
95,484
265,712
26,758
43,830
21,681
27,879
21,257
1,028
2,836
1.74
49.47
1.61

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$
$
$
$
$
$
$

$
$
$
$
$
$
$

LYNTEGAR

NORTH
PLAINS

RITA
BLANCA

SOUTH
PLAINS

103
24,610
6,847
181,022
602,348
73,549
129,214
69,314
62,000
45,306
2,195
37,237
9.50
53.64
1.48

31
6,998
3,515
42,517
179,786
24,396
40,323
18,365
19,535
13,108
541
2,914
2.52
45.54
1.74

24
6,988
3,068
52,981
237,924
13,790
29,805
24,883
21,747
16,850
68
3,418
8.24
83.49
(2.85)

133
55,721
9,374
278,594
1,222,960
$ 125,081
$ 174,250
$ 57,973
$ 113,825
$ 91,017
$
4,603
$
6,428
1.51
33.27
1.48

$
$
$
$
$
$
$

SWISHER
35
9,657
3,457
68,971
171,641
14,859
30,636
18,844
19,374
14,536
400
2,317
1.97
61.51
4.97

$
$
$
$
$
$
$

$
$
$
$
$
$
$

TAYLOR TRI-COUNTY

$
$
$
$
$
$
$

65
18,722
4,672
63,251
239,836
48,276
63,507
18,309
29,254
18,104
2,185
2,771
1.62
28.83
1.27

$
$
$
$
$
$
$

69
24,568
4,778
136,878
410,055
76,151
100,872
24,858
42,735
27,785
3,284
3,520
1.62
24.64
1.16

(1) Rita Blanca's cash and investments are greater than its debt, resulting in a negative ratio.
Dollar values are in thousands.
35

$
$
$
$
$
$
$

TOTAL
836
253,235
70,446
1,428,958
5,126,783
$ 619,050
$ 921,728
$ 406,189
$ 525,513
$ 386,752
$ 20,735
$ 83,245
2.35
44.07
1.59

418095_GSEC_2006_AR_Pages

4/26/07

10:43 AM

Page 36

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

418095_GSEC_2006_AR_Vellum

4/26/07

10:52 AM

Page 3

418095_GSEC_2006_AR_Vellum

4/26/07

10:52 AM

Page 4

418095_GSEC_2006_AR_Covers

5/8/07

3:53 PM

Page 3

418095_GSEC_2006_AR_Covers

5/8/07

3:53 PM

Page 4

