
• • 
SHAW, PITTMAN, POTTS & TROWBRIDGE 

A PARTNERSHIP INCLUDING PROFESSIONAL CORPORATIONS 

JOHN H. O'NEILL, JR. P.C. 
(202) 663-8148 

By Hand Delivery 

2300 N STREET, N.W. 
WASHINGTON, D.C. 20037-1128 

(202) 663-8000 
FACSIMILE 

(202) 663-8007 

April30, 1997 

U.S. Nuclear Regulatory Commission 
Document Control Desk 
One White Flint North 
115 5 5 Rockville Pike 
Rockville, MD 20852 

Re: Application for Transfers of Control Regarding Operating 
Licenses Nos. DPR-44 and DPR-56 for the Peach Bottom 
Atomic Power Station (Docket Nos. 50-277 and 50-278) and 
Licenses Nos. DPR-70 and DPR-75 for the Salem Nuclear 
Generating Station (Docket Nos. 50-272 and 50-311) 

Ladies and Gentlemen: 

Pursuant to Section 184 of the Atomic Energy Act, as amended, 10 C.F.R. § 50.80, and 
NRC Administrative Letter 96-02, Atlantic City Electric Company t/a Atlantic Electric ("ACE") 
and Delmarva Power & Light Company ("DP&L") hereby submit an application for transfer of 
control of their interests in Operating Licenses Nos. DPR-44 and 56 for the Peach Bottom 
Atomic Power Station ("Peach Bottom") and Nos. DPR-70 and 75 for the Salem Nuclear 
Generating Station ("Salem"). The Application requests the consent of the Nuclear Regulatory 
Commission ("NRC'') to the indirect transfers of control of ACE and DP&L's possessory 
interests in the Peach Bottom and Salem licenses that will occur under a proposed merger of 
Atlantic Energy, Inc. (the parent holding company of ACE) and DP&L, resulting in the 
formation of a new holding company, Conectiv, Inc. ("Conectiv"). PECO Energy Company, the 
licensed operator of Peach Bottom, and Public Service Electric & Gas Company, the licensed 
operator of Salem, are not involved in the merger. 

The merger will achieve significant cost savings and efficiencies and create a stronger, 
more competitive enterprise. It is expected to generate about $500 million in net savings during 
the first ten years of Conectiv's operation, thereby enhancing the applicants' financial resources to . · 

1
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possess their respective minority ownership interests in the Peach Bottom and Salem units. . 1 
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In order to maximize the significant cost savings and efficiencies upon consummation of 

the merger, the applicants request expeditious review of this Application by the NRC and the 
issuance of a 10 C.F.R § 50.80 consent. The applicants believe that the NRC should be able to 
consent to the indirect transfers of control occasioned by the proposed merger, since the merger 
will have no adverse affect on either the technical management or operation of Peach Bottom or 
Salem, will not require a specific demonstration of financial qualifications since the applicants1 

status as utilities under 10 C.F .R § 50.2 will remain unchanged, and will not require any NRC 
antitrust review because both Peach Bottom and Salem were licensed under Section 104(b) of the 
Atomic Energy Act. 

The proposed merger requires approval of other regulatory agencies in addition to 
consent from the NRC. The NRC Project Managers for Peach Bottom and Salem will be kept 
informed of the progress made by the other regulatory agencies. The merger is expected to be 
completed by December 31, 1997, enabling Conectiv to come into corporate existence on that 
date. Accordingly, it is requested that the NRC consent to the indirect transfer of control of the 
Peach Bottom and Salem licenses by September 30, 1997. 

If you have any questions or require additional information, please contact me at the 
telephone number below or.Paul Gaukler at (202) 663-8304. 

Enclosure 

cc (w/ encl.): Regional Administrator, NRC Region I 
Resident Inspector, Peach Bottom 
Resident Inspector, Salem 
Joseph W. Shea, Project Manager, Peach Bottom 
Leonard N. Olshan, Project Manager, Salem 
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Energizing your future 

December .26, 1996 

Dear Fellow Stockholder: 

I am pleased to send you the enclosed Joint Proxy Statement/Prospectus describing the details of 
Atlantic Energy's Agreement and Plan of Merger with Delmarva Power & Light Company. 

After carefully reviewing the enclosed material, I urge you to cast your vote by marking, signing and 
dating the enclosed proxy and returning it promptly in the accompanying envelope. 

I also invite you to attend a special meeting of Atlantic Energy stockholders on Thursday, January 30, 
1997, at 3:00 p.m. at the Frank Guaracini, Jr. Fine & Performing Arts Center at Cumberland County 
College, Sherman Avenue and College Drive, Vineland, New Jersey 08360. At this important meeting, our 
stockholders will be asked to approve the Agreement and Plan of Merger. You will also be asked to 
approve the Conectiv, Inc. Incentive Compensation Plan (the "Company Plan"), which upon consumma
tion of the Mergers will replace Atlantic's Equity Incentive Plan and an existing plan of Delmarva's, subject 
to approval by stockholders. Votes cast by mail will be tallied at the meeting. The Joint Proxy Statement/ 
Prospectus provides a detailed account of the matters that will be acted upon at the meeting. Even if you 
plan to attend, we suggest that you mail in your proxy to expedite the voting process. 

OUR BOARD OF DIRECTORS HAS CAREFULLY CONSIDERED THE TERMS OF THE 
MERGER AGREEMENT AND THE COMPANY PLAN AND BELIEVES THEY ARE IN THE BEST 
INTEREST OF ATLANTIC ENERGY AND ITS STOCKHOLDERS. OUR BOARD, BY UNANI
MOUS VOTE, APPROVED THE MERGER AGREEMENT AND, BY UNANIMOUS VOTE OF ALL 
DIRECTORS PRESENT, THE COMPANY PLAN AND RECOMMENDS THAT OUR STOCKHOLD-

RS VOTE FOR APPROVAL OF THE MERGER AGREEMENT AND THE COMPANY PLAN. 

Why We Support The Merger With Delmarva Power 

Simply stated, the merger will place us in a stronger position to compete in the energy services 
industry. 

As described in greater detail in the Joint Proxy Statement/Prospectus, Atlantic Energy and Delmarva 
have remarkably similar visions for the kind of companies we want to be and the strategic paths we must 
follow to achieve success. Both companies believe that in order to succeed we must have competitive rates, 
offer innovative service choices, have large customer bases and have access to even larger consumer 
markets. Our proposed merger with Delmarva will significantly strengthen our position in all of these 
critical areas while providing benefits to our stockholders, customers, employees and communities. Finally, 
we strongly believe that combining forces now is a natural fit and a wise strategic move for our respective 
companies. 

Key Terms Of The Transaction 

• As a result of the merger contemplated by the Merger Agreement, all of Atlantic Energy's 
subsidiaries, including Atlantic City Electric Company ('~CE"), and Delmarva Power and all of its 
subsidiaries will become subsidiaries of a new holding company. 

• For each full share of Atlantic Energy Common Stock you own, you will receive 0.75 shares of 
Common Stock of the new holding company (par value $0.01 per share) and 0.125 shares of Class A 
Common Stock of the new holding company (par value $0.01 per share). , 

• Based on the stock conversion ratios established in the merger agreement and the capitalization of 
the two companies as of September 30, 1996, Atlantic Energy stockholders would hold 39.4% of the 
total shares outstanding of the new holding company Common Stock if the merger were consum
mated on such date. This new holding company Common Stock will represent the equity interest in 
the new holding company represented by the business of Delmarva, the nonregulated businesses of 
ACE, the first $40 million of the annual earnings attributable to the current regulated business of 
ACE and 70% of such earnings in excess of the first $40 million. 



• Atlantic Energy's common stockholders will receive all of the outstanding shares of the Class A 
Common Stock representing 30% of the earnings of the new holding company attributable to the 
current regulated utility business of ACE in excess of $40 million per year, and Atlantic Energy and 
Delmarva have determined that dividends on the Class A stock will be based on this amount after 
the "Initial Period" described below. Such amounts for the fiscal year ended December 31, 1995 
and the 12-month period ended September 30, 1996 are set forth in the accompanying Joint Proxy 
Statement/Prospectus under "Description of the Company's Capital Stock." Accordingly, the 
Class A stock is intended to apportion a greater share of the business results, growth prospects and 
the risks associated with the regulated utility business of ACE to Atlantic Energy's stockholders. 
Together with the interest in such earnings represented by the Company Common Stock, Atlantic 
Energy stockholders will retain more than half of the benefits and risks related to earnings of the 
current regulated utility business of ACE in excess of $40 million per year. See the Joint Proxy 
Statement/Prospectus under "Description of the Company's Capital Stock." The Class A stock will 
not, however, have any specific rights or claims against the businesses, assets or liabilities of ACE. 
Both classes of common stock of the new holding company are expected to be listed on the New 
York Stock Exchange. 

• We anticipate that the initial annual dividend for the new holding company Common Stock will be 
$1.54 per share, the same annual dividend both companies now pay. The Merger Agreement 
provides that, subject to declaration by the Board of the new holding company and its obligation to 
react to the financial condition and regulatory environment of the new holding company and its 
results, the new holding company will pay an annual dividend of $3.20 per share on the Class A 
Common Stock until the earlier of July 1, 2001 or the end of the twelfth calendar quarter following 
the calendar quarter in which the mergers are consummated (the "Initial Period"). Accordingly, 
during the Initial Period it is expected that the current Atlantic- stockholders will receive .an 
aggregate dividend of $1.555 for each Atlantic share they currently hold. See "Description of the 
Company's Capital Stock-Common Stock-Dividends" and "The Company Following the Merg
ers-Dividend Policies" in the accompanying Joint Proxy Statement/Prospectus." 

Please refer to the accompanying Joint Proxy Statement/Prospectus for the complete details of the Class A 
Common Stock, the new holding company Common Stock and the proposed merger. 

Once again I encourage you to promptly complete and return your proxy. Your vote is important no 
matter how many shares you own. For the Merger Agreement to be approved, it must receive the 
affirmative vote of at least a majority of all votes cast by holders of Atlantic Energy Common Stock. For 
the Company Plan to be approved, it must receive the affirmative vote of a majority of all votes cast by 
holders of Atlantic Energy Common Stock. Please be aware that if you should change your mind after 
casting your proxy, you may revoke it in writing any time or choose to vote your shares personally upon 
request if you attend the meeting. The accompanying Joint Proxy Statement/Prospectus sets forth the 
voting rights of holders of Atlantic common stock with respect to these matters. Stockholders are urged to 
review carefully the attached Joint Proxy Statement/Prospectus, which contains a detailed description of 
the Merger Agreement, the terms and conditions thereof and the transactions contemplated thereby and 
of the Company Plan. 

In addition to receiving formal approval of the merger from our respective stockholders, as described 
in the accompanying Joint Proxy Statement/Prospectus, Atlantic Energy and Delmarva must secure 
numerous consents from state, federal and regulatory bodies. We anticipate that this approval process will 
take approximately 12 to 18 months to successfully complete from our August 1996 announcement date. 
Promptly following the completion of the mergers, we will mail you a formal notice. The notice will include 
instructions on how to exchange your Atlantic Energy Common Stock Certificates for Company Common 
Stock certificates and Class A Common Stock certificates. PLEASE DO NOT SEND YOUR CERTIFI
CATES WITH THE ENCLOSED PROXY CARD. 

On behalf of Atlantic Energy's Board of Directors, I thank you for taking the time to consider and 
vote upon this important issue. · 

Very truly yours, 



-- --

ATLANTIC ENERGY, INC. 
6801 Black Horse Pike 

Egg Harbor Township, NJ 08234-4130 
(609) 645-4420 
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NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 
To Be Held on January 30, 1997 

To the Stockholders of Atlantic Energy, Inc. 

December 26, 1996 

A Special Meeting (the "Special Meeting") of holders of common stock of Atlantic Energy, Inc., a New Jersey 
corporation (''Atlantic"), will be held on Thursday, January 30, 1997 at 3:00 p.m. at The Frank Guaracini, Jr. Fine & 
Performing Arts Center at Cumberland County College, Sherman Avenue and College Drive, Vineland, New Jersey 
08360 for the following purposes. 

1. To consider and vote upon a proposal to approve an Agreement and Plan of Merger, dated as of August 9, 
1996 as amended and restated as of December 26, 1996 (the "Merger Agreement") among Atlantic, Delmarva Power 
& Light Company, a Delaware and Virginia corporation ("Delmarva"), Conectiv, Inc., a newly formed Delaware 
corporation (the "Company"), and DS Sub, Inc., a newly formed Delaware corporation and wholly owned transitory 
subsidiary of the Company established solely to effectuate a merger with and into Delmarva ("DS Sub"). The Merger 
Agreement provides for the merger of Atlantic with and into the Company (the ''Atlantic Merger") and the merger of 
DS Sub with and into Delmarva (the "Delmarva Merger") (the Atlantic and the Delmarva Merger, together the 
"Mergers"), and whereby with certain limitations, (a) each issued and outstanding share of common stock, no par 
value, of Atlantic (the ''Atlantic Common Stock") will be converted into the right to receive 0.75 of one share of 
Common Stock, par value $.01 per share, of the Company (the "Company Common Stock"), and 0.125 of one.share 
of the Class A Common Stock, par value $.01 per share, of the Company (the "Class A Common Stock"); (b) each 
issued and outstanding share of the common stock, par value $2.25 per share, of Delmarva (the "Delmarva Common 
Stock") will be converted into the right to receive one share of Company Common Stock; and ( c) the common 

olders of Delmarva and Atlantic will become common stockholders of the Company, all as more fully described 
accompanying Joint Proxy Statement/Prospectus. 

. To consider and vote upon a proposal to approve the Company Incentive Compensation Plan. 

3. To transact such other business related to matters incident to the conduct of the Special Meeting as may 
properly come before the Special Meeting or any adjournment or adjournments thereof. 

Based on the conversion ratios set forth in the Merger Agreement and the capitalization of Atlantic and 
'11: Delmarva as of September 30, 1996, (i) the holders of Atlantic Common Stock and Delmarva Common Stock would 

have held approximately 39.4% and 60.6%, respectively, of the Company Common Stock and (ii) the holders of the 
Atlantic Common Stock would have held 100% of the Class A Common Stock representing 30% of the earnings of 
the Company attributable to the current regulated utility business of Atlantic City Electric Company in excess of $40 
million per year that would have been outstanding, had the Mergers been consummated as of such date. 

Stockholders of record at the close of business on December 18, 1996 will be entitled to notice of and to vote at 
the Special Meeting or at any adjournment or adjournments thereof. Even if you now expect to attend the Special 
Meeting, you are requested as promptly as possible to mark, sign, date and return. the accompanying proxy in the 
enclosed addressed, postage-paid envelope. 

If you do attend the Special Meeting, you may vote in person if you so desire. 

By order of the Board of Directors, 

~['[~=re 
James E. Franklin II 
Secretary 

ther or not you expect to be present at the Special Meeting, please sign, date and return the accompanying proxy 
promptly so that your shares may be represented and voted at the Meeting. You may revoke your proxy in writing if 
you so desire at any time before it is voted. A return envelope, which requires no postage if mailed in the United 
States, is enclosed for your convenience. If you have any questions or need assistance in voting your proxy, please call 
our proxy solicitor, Georgeson & Company Inc. at (800) 223-2064. 
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.. Special Meeting 'of .Stockholders of D~lmarva Power. & Light Company 
-· · ' ' · . . '-· •to be. Held on 'J anuacy 30, 1997 · ·: · . . . . . -

' ' • • I ·-

Special Meeting of Stockholders of Atlantic Energy,· Inc. 
. · " :<. to be Held on. J anuacy 30, 1997 ,, · . . . 
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.· >Co11ectiy, .Irie., .~pelawar~ c?rp?fa,tWii (the "C()fup~n,Y','), has filed a registration staten;iertt on Form 
S~4(together witli all am,endnients; Schedules and.exhiOits thereto; the "Registration Sfatem'.ent") with the 

. Securi#es ~nd ~xchange 'CqtµiilissioH. ( t.h~ ."SEC"). puj-§u.arit .t9 the S~curities Act of 1933, as amended (the 
"Securities Act"), coyefihg the .shares q'f Coinnion ·sfopk, par vaiue $.01 per' share ("Cc:mipany Common 
Stack"), of the Gonipany .an,g 'qass A ~cimillon Stock,. 'par .·value $:.01. per share ("Class A (:ommon 
Stock"), '~f'the Coiiipany to'tib:·issu~d '(in i:he'tase :of the Company Co~ori ·stack)' iti·conneci:iori with the 
merger (the '~D.elmarva Merger") of DS Sub/Inc., a Delaware: coiporatio1;1 and· a wholly owned.,transitory " · 
subsidiary -.of ; the Company, . established'. solely to' effe'ctuate:- such merger ("DS Sul:i':), · with and into 
De~marva Power.& Light Conipa11y,. ·a. Delaware .. ~m;r Virginia corporation .('~Delmarva"), and (in the case 
of :the Compa,ny-Common Stock and-the Class AComniori Stock) in connection with the merger (the 

· ,~1\.tlantic Merger'') ·of Atlantic.Energy, Inc;~ a New Jersercorporatien ('~t~antic"), with and into. th~ 
Company·::( the Atlantic:- Merger and the· Delmartra Merger are 'referred ·to herein/ together, as the . 
"Mergers"),. aU· as··more:.fully described' below. The ~ompaliy wilLbe a registe.red.public. utility· holding 

· . company urtder the Public Uti)ity Holding Company Act of1935,-as amended (the:"l935 Act'')'; This Joint 
. Proxy Statep.ien~;rrospectqs is :being,.~rn~sp~q in corin~ctio.n w~th the Spepi11.l Mel:\ting~,of Stockhold~rs of . 

Delmarva and the, Special Mee'iing 'of Stpckholders of .Atl~rific. This J oirit P,roiy Sfatement/PrOspectus also 
constitutes the prospectus of the Company-filed as a pli:rt oftne 'Reg1Stratiori'Stai:emerit. See ''Available 
Information}'.··:.,,,:_ .,,,· .. , . · ·· .. , ·! ·,. "·'. .. · ·· · . ,· 

. · _ ,~l inforrii~fi6~ ,h~!el~ ~itli.fesp~~t-to Delriia~~.iiasbe~n}utni.~li~a;t~y Dei~~~~' ~Ii ittformation 
h~r,eii:i with respect, fo ~tl~ii~i~: ha,s._ l:>~#n; fuJnis~ed by .Afl*ptie; and all informa,tio.n.' h~reirt with respec~ t.o 
the, <::;ompanr has ~een,fupnshed py ~he_:,C:;ompany. · · . :;· ". , " . .; 

.... - See. "Risk Fa~t~~~:;, co~mendng on p~ge. 14 .fo~:inforination that should be considered 
by stockholders .in connection.with the .Mergers.-,,· .· , , . '.·· .. ,, .. 

···:··.\ ' '":.·1" '} ··,,. ... ·. ,-·; ···.' ., i :,. 

THESKSEC:URITIES.HAVE NQTBEEN·APPROVED OR'DISAPPROVED BY:THE SECURITIES 'AND 
' EXCHANGE COMMISSiON OR ANY STATE SECURITIES COMMISSION NOR HAS THE: . 

.... ,, : SECURITIES"AND:EXCHANGK COMMISSION OR ANY STATE SECURITIES . , 
.. . COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY:' OF 

TIDS PROSPECTUS; ANY REPRESENTATION TO THE 
CONTRARY IS A CRIMINAL OFFENSE; 

The date of this Joint Prozjr Statement/Prospectus js December 26, 1996. This Joint Proxy Statement/ 
Prospectus is first being mailed to the stockholders of Delmarva and Atlantic on or about December 27, 
1996. 



Matters Relating to the Mergers '. , 

Stockholder Meetings. . At the Delmarva Special Meeting (the "Delmarva Meeting"), scheduled to be 
held on January 30, 1997, and the Atlantic.Special Meeting (the '.'Atlantic Meeting"), scheduled to be held 
on January 30, 1997, common stockholders of Delµiar\ra and Atlantic, respectively, will consider and vote 
upon a proposal to approve an Agr~ement anci Pli;tn,of Merger dated as of August 9; 1996 as amended· and 
restated as of December 26, 1996 (the· "Merger Agreement"), among Delmarva, Atlantic, the Company 
and_DS Sub and the transactions contemplated thereby, pursuant to which, among other things: (i) DS Sub 
will be merged with and into Delmarva in· the Delmarva Merger, with Delmarva to be the surviving 
corporation; (ii) ·Atlaritic will be merged with.and 1nto th~ Company in .the Atlantic Merger, with the 
Company to be the surviving corporation; and· (iii} DelmarV~ an:d Atlantic City Electric Company, a wholly 
owned subsidiary of Atlantic (''ACE"), will become wholly owned subsidiaries 9f the Company. In addition, 
at the Delmarva Meeting and the Atlantic Meeting,· common stockholders of Delmarva and Atlantic, 
respectively, will consider and vote upon a proposal to approve the Company Incentive Compensation Plan 
(the "Company Plan"). · - · . -

. .. 
Conversion and Cancellation of Shares, Upon. G~nsu~.,;~~io~ of th~ Mergers. Upon consummation of 

the Mergers, pursuant to ihe i\1erger. Agreement: · · · 
'/\ r • ."; 

. • ·Each issued and ,outstanding ·share· of Delmarva Common Stock, par yalue $2.25 per share 
··("Delmarva Common Stock")- (other· than shares of Delmarva: Common .Stock that are. owned by 
· bel~~i;va ~s '.tre.~~ury, stock ·or by. Atfan'.tic' or by . ~~Y ~ho!ly. 6~qe.d s~hsidiary; ~f ·n~lmar\ra. or 
Atlantic:), will be--corivert;e~ into th~ right b.) re~e~ve one fully pa~d __ and iionas8e$sable share of · 
Company Common StockEach share of'Deli:narva ¢ommO!l Stc~ck ~hat is owried.6y'Delrilarya,as 

1 
• . · treasury stock qr _by Atlantic or any .~hpily own.eel . subsidiary.· of )Jellnarva or- Atlantic :wu1 · b~ 

cancelled and will cease to exist arid _nci consider~ii,on will _be deliv,ered in exchange tht:itefor .. 
\. 

1
: < •• '," .·, • I '.''',-./ • , •••• ' '. : , ', 1,.: .• '.,,. •\- •. 

· • . Each· issued and outstanding share, of Atlantic co~on· stock, no ·par value. per share ("'AtJantic 
· Common~ Stock") (other -than -shares> of ·AtlantiC Common Stock that ·are .owned by Atlantic. as 
· treasury stock or by Delmarva or by any wholly owned subsidfary._o( Atlantic< or Delmarva), will be 
converted into the right to receive 0.75 fully paicl and nonassessabJe.shares of Compapy:Common 
Stock and 0.125 fully paid and.non.assessable shares of,the .Class·A:CommonStock:Each·share of· 
Atlantic Coillll1on Stock owned by Atlantic as treasury stock or.by Delmarva or any·wholJy owned 
.subsidiary of Atfantic or Delmarva will be caqcelled and will cease to exist and no·consid¢ratiqn will 
be delivered iQ exchange therefor) . . ·:- '~- ' 

• .r~· '. ,. ,: ·" : . ;· ;"' : .·. ' ' .. ,, •• .:··' ,, ~.-.,~. :! ·:··:. . : ,'.,·~ ~ ., .. 

·._~, -. _All shar_es ofc';ipi~al sto~k oft!}~ ~om.pi:myissued.arid ou~~~anding iriimediate,ly pri,or'to the Merg~_rs · 
· · will be cancelled without co'Iisideration and will cease to exist. · · · . .. ' ,, ' ' ' 

Upon consummation of the Mergers, each certificate·;~~pi'e~enting Delm~rva Common Stock and_ 
Atlantic Comm01J Stock issueci:and, out!itanding prior Jo the. M~rge~~' other tha11· <uiy s4ares that will not be 
_cqnverted. ·as describ~d above, will repres~nt ~nstyad 'the rig_ht to 'rec<?!ve the .shar~s ~f C,ompa,ny Coµim9µ 
Stock and,' in the case of Atlantic Common Stpck, ,Class A Common, Stock and ·¢~s.h ill lieu 'c;if fractional 
. shares into which those issued and. outst~nding shares wiil be converted. Upori conversion; all such ~h~res 
. of Delmarva Commo11 Stock an:d At_lantic Common .Stock wi_ll be -cancelled without consideration and 
cease to exist, and each holder of a certificate representing any such 'shares will: cease to. have. any rights 
with respect thereto, except the right tp receive, upon the surrender of the certificate, wittiout interest, the 
shares· of Company Comi:non Stock 'arid, in the case of Atlantic Common Stock;Gass~A Common Stock. 
Each share of Preferred Stock (par value $100 per share}and each share of Preferred Stock-.::...$25 Par of 
Delmarva (together, 'the "Delmarva Preferred Stock") outstanding atthe time· of the co:n.suniination of the 
Mergers will remain ·outstanding preferred'' stock -of Delmarva· and the rights and 'preferences· of the· 
Delmarva Preferred Stock will not be affected .by the Mergers: . . :;; · ·' 

• 
ii 



No person is authorized to give any 'iriformatiori. or to make .. any representation concerning matters 
c,overed by tl)is Joint Proxy Statement/Prospectus. other rhan tho~e contai:µed or incorpoi;ated by reference 
in this Joint.Proxy Stat~ment/Prospectus, and if given_ or m;ide, sucli.illformation or representation shquld 

··not be relied upon as having been authorjz~d. ·'.Th.is .Joint. Prqxy Statement/Prospectus does not cpnstitute 
an offer to sell, or ·a soljcitation of an offer to purchase, 'the sec;;uriti~s .offered by this Joint P,roxy 
Statement/Prospectus or the solicitation-of a proxy, iil any jurisdiction, to. or from any person to ·whom .or 
from whom ·it is unlawful to make such >offer, solicitation of an·. offer or proxy solieitation in such 
jurisdiction. Neither the ,deliyery of this JointProxy Statement/Prospectus nor any distribution of securities 
pursuant to. this Joint Prox.:y Statem~rit/Prospectus shall,. .under aµy circl1mstances, cre;ik an, implication 
th.at there has been no change in. the :in,foqnation set'forth herein. since the datt( of. this J qinf Pt;oxy 
Statement/Prospectus. ·., · ., · " , ·· . :.- . . ·· .. · 

.·.'J .· r •. •. 

: '. . ;-. . AVAILABLE INFORMATION 

· Each of behnarv~,' Atlant16. and ACE is s~bjei:t to ~h~ lilfor~atirih~i'~equir~iri~rits ~f the Securitl~s · 
E~diange.Act .of 1934, as amended (the "E~~hang~ Act"), and accordingly files' ·reports, proxy stat~ments 
and other information.with the SEC. Such'reports, proxy statements and other irifoiin.~tiori filed with.the 
SEC .are available for inspeetion: :a:nd copying at the public reference facilities maint'ained by the SEC at · 
Rooin 1024, Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549 and at the SEC:::'s Regional 
Offices :a:t 7:World Trade. Center,-Suite 1300, N~w York;-New Y:ork 10.048.:.~qpies of such qocuments may 
also be obtained from the Pl!blic ReferenGe· Room.of.the SEC. at .Judiciary Plaza, 450 Fifth Street,. N.W., . · 

· Washington, D.C. 20549, at ~pres,e:ribed, rates~ In .addition, ·any such .inat~rial and other. information 
cortcerning both Delmarva ·and Atlantic may be inspected at th~ N:ew:York.Stock Exchange, ~nc. (the 

. "NYSE"), 20_ Broad Street, New York, New York 10005 a,nd the Philadelphia Stock Exchange, Inc .. (the 
- "Philadelphia' Exchange';), '1900 Market Street, Philadelphia'; 'pe~nsyivania 19l03 and, in' the, case of 
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. to the shares of Company ComriloR Stock and. the Class A Common Stock issuable.in.the Mergers. This 
.Jomt Proxy Statein:ent/Prospettu~ does riof confairi:"all of'.tne' information ~efforth: in the Registratibn 
Statement, certain parts qfwhidi are omitted ill atcordance\vith the'rufos,and regulations of the SEC.The 

. Registration Statement, ·includihg '.any amendments, schedules and exhibits ther~to, is avaiiable for 
inspection' and copying as set forth above. Summaries of the contracts or documents referred to herein are 

_ summaries of the material provi1'.'ions thereof .and are npt· necessarily:·c:;omplet~ .and in each 'instance' 
· reference is made to the copy of such contract or other document filed as an exhibit to the Registration 
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INCORPORATION BY REFERENCE 

This Joint Proxy Statement/Prospectus incorporates documents'by reference that are not presented 
herein or delivered herewith. These documents are available upon request from, in the case of documents 
relating to Delmarva, Donald P. Connelly, Secretary, Delmarva Power & Light Company, 800 King Street, 
Wilmington, Delaware 19899 (Tel: (302) 429-3011), and, in the case of documents relating to Atlantic and 
ACE, James E. Franklin II, Secretary, Atlantic Energy, Inc., 6801 Black Horse Pike, Egg Harbor Township, 
New Jersey 08234-4130 (Tel: (609) 645-4420). In order to ensure timely delivery of the documents, any 
request should be made by five business days before the date ofthe meeting. 

Delmarva and Atlantic hereby undertake to provide without charge to each person, including any 
beneficial owner of Delmarva· Common Stock or Atlantic Common Stock tci whom a copy of this Joint 
Proxy Statement/Prospectus has been delivered, upon the written or oral request of such person, a copy 
(without exhibits, except those specifically incorporated by reference) .of any and all of the documents 
referred to below that have been or may be incorporated in this Joint Proxy Statement/Prospectus by 
reference. Requests for such documents should be directed to the persons indicated above. · 

The following documents, previously filed with the SEC pursuant to the Exchange Act, are h~reby 
incorporated by reference: · · - · · 

1. Delmarva· Annual Report on Form io-K for the year ended December 31, 1995 (File No; 
1-1405) (the "Delmarva 1995 Form 10-K"); 

2. Delmarva Quarterly Reports· on Form 10-Q for the quarters ended March 31, 1996, June 30, 
1996 and September 30, 1996 (File No.' 1-1405) (the "Delmarva 1996 Farms lO"Q"); 

3. Delmarva Current Reports on Forin 8-K dated February 22, 1996, May 29, 1996, July 23, 1996 
and August 9, 1996 (File No.1-1405); · · · · · . '. 

. ' ! ; . . ' : . • . • . ~ • . ' " ' ' .. ·~: 

4. Delmarva Proxy Statement dated Apr~ 26, 1996, for the 1996 Annual Meeting of Stockholders 
held on May 30~ .1996; · · · · · · 

5. Atlantic Annual Report on Form 10-K for the year ended,December 31, 1995 (File No. 
1-9760) (the ':Atlantic 1995 Form 10-K'.'); 

6. Atlantic Quarterly Reports on Form 10-Q for the quarters ended March 31, 1996, June 30, 
.1996 and September 30, 1996 and on Form 10-Q/A for the quarter ended September 30, 1996 (File 
No. 1-9760) (the ':Atlantic 1996 Forms 10-Q"); · · · · · · · 

· 7. Atlantic Current Reports on Form 8-K dated February 23, 1996, May 29, 1996, June 26, 1996, 
July 25, 1996, August 13, 1996 and October 23, 1996 (File ;No. f9760); a~d · 

8. Atlantic Proxy Statement dated March 15, 1996, for the 199.6 Annual Meeting cif Stockholders 
held on. April 24, 1996. 

9. ACE Annual Report on Form 10-K for the year ended December 31, 1995 (File No.1-3559) 
· (the ':ACE 1995 Form 10-K"); . . 

10. ACE Quarterly Reports on Form lOcQ for the quarters ended March 31, 1996, June30, 1996 
and September 30, 1996 and on Form 10-Q/A for the quarter ended September 30, 1996 (File No. 
1-3559) (the ':ACE 1996 Forms 10-Q"); 

All documents filed by Delmarva, Atlantic and ACE pursuant to Section 13(a), 13(c), 14 or 15(d) of 
the Exchange Act after the date hereof and prior to the date of the Delmarva Meeting on January 30, 
1997, and any adjournment or adjournments thereof, or the Atlantic Meeting on January 30, 1997, and any 
adjournment or adjournments thereof, shall be deemed to be incorporated by reference herein and to be a 
part hereof from the date of filing of such documents. 

Any statement contained in a document incorporated or deemed to be incorporated by reference 
herein shall be deemed to be modified or superseded for purposes of this Joint Proxy Statement/ 
Prospectus to the extent that a statement contained herein or in any other subsequently filed document 
which also is or is deemed to be incorporated by reference herein modifies or supersedes such statement. 
Any such statement so modified or superseded shall not be deemed, except as so modified or superseded, 
to constitute a part of this Joint Proxy Statement/Prospectus. 
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SUMMARY OF JOINT PROXY STATEMENT/PROSPECTUS 

The following is a summary of the material terms and conditions of the Mergers and related infomJ,ation. 
This summary does not purport to be complete and is qualified in its entirety. by reference to the more detailed 
information appearing in this Joint Proxy Statement/Prospectus and the Annexes. Stockholders are urged to read 
this Joint Proxy Statement/Prospectus and the Annexes in their entirety. 

The Parties 

The Company._ The Company is a Delaware corporation that was creaied to become a· holding 
company for Delmarva, ACE and the other subsidiaries of Delmarva and Atlantic following the Mergers. 
The Company will be a public utilify holding company registered under. the Public Utility Holding 
Company Act of 1935, as amended (the "1935 Act"). See "The Company Following the Mergers." It has, 
and prior to the consummation of the Mergers will have, no operations except as contemplated by the 
Merger Agreement. See "The Merger Agreement." As of the date of _this Joint Proxy Statement/ 
Prospectus, 50% of the outstanding capit~l stock of the Company is owned by each of Delmarva and 
Atlantic. The principal executive offices of the _Company are located at 800 King Street, Wilmington, 
Delaware 19899. Upon the consummation of the Mergers, the name of the Company will be changed to 
"Conectiv." 

Delmarva. Delmar\ra is an investor owned public utility that provides electric and gas service. 
Delmarva provides electric service to approximately 437,500 retail and wholesale customers in Delaware, 
ten primarily· Eastern Shore counties in Maryland; and the Eastern Shore area of Virginia in an area 
consisting of about 6,000 square miles with a population of approximately 1.1 million. Delmarva provides 
gas service to approximately 98,000 retail and transportation customers in an area consisting of about 275 
square nmiles with a population of approximately 470,000 in northern Delaware, including the City of 
Wilmington. The principal executive offices of Delmarva are located at 800 King Street, Wilmington, 
D~laware 19899 and its telephone number is (302) 429-3011. 

Atlantic. - Atlantic is a public utility holding company as defined in the 1935 Act and has tlaimed an 
exemption from substantially ·an of the provisions of the 1935 Act pursuant to Section 3(a) of the 1935 Act. 
Atlantic is the parent of Atlantic City Electric Company, a New Jersey corporation (''ACE"), which is a 
public utility primarily engaged 'in the generation, transmission, distribution and sale of electric energy. 
ACE provides electric service to approximately 473,000 customers in a service territory encompassing 
approximately 2,700 square miles within the southern one-third of New Jersey with the majority of 
customers being residential and commercial. The principal executive offices of Atlantic are located at 6801 
Black Horse Pike, Egg Harbor Township, New Jersey 08234 and it~ telephone number is (609) 645-4500. 

Risk Factors 

For a description of the risk factors to be considered by stockholders in connection with the Mergers, 
see ''Risk Factors." -· · 

Stockholder Meetings 

Delmarva. At the Delmarva Meeting and any adjournment or adjournments thereof, the holders of 
Delmarva Common Stock will be asked to consider and vote upon (i) a proposal to approve the Merger 
Agreement and the transactions contemplated thereby and (ii) a proposal to approve the Company 
Incentive Compensation Plan (the "Company Plan," the provisions of which are set forth in Annex VII to 
this Joint Proxy Statement/Prospectus), approval of which has been recommended by the Delmarva Board 
and the Company Board. See "Meetings, Voting and Proxies-Delmarva Meeting." 



The D{!lmarva Meeting is scheduled to be held at 10:00 a.m., local time, on January 30, 1997, at the 
Holiday Inn, 800 King Street, Wilmington, Delaware 19899. The_ Board of Directors of Delmarva (the 
"Delmarva Board") has fixed_ the close of business on December 18, 1996 as the record date (the 
"Delmarva Record Date") for the determination of holders of Delmarva Common Stock entitled to notice 
of, and to vote at, the Delmarva Meeting. . 

The Delmarva Board, by a unanimous vote of all of the directors, has approyed the Merger 
Agreement and the Company Plan and the transactions contemplated therein and recommends that 
holders of Delmarva Common Stock vote FOR approval of the Merger Agreement and the Company 
Plan. Certain members of. the Delmarva Board will become directors and/or employees of the Company 
following consummation of the Mergers and/or may become entitled to severance benefits as a result of 
the Mergers. See "The Mergers-Conflicts of Interest of Certain_ Persons in the Mergers" and "The 
Mergers-Employee Plans, Severance Arrangements and Agre~ments." 

Atlantic. At the Atlantic Meeting and any adjournment or adjournments thereof, the holders of 
Atlantic Common Stock will be asked to consider and vote upon (i) a proposal to approve the Merger 
Agreement and the transactions contemplated thereby and (ii) a proposal to approve the Company Plan, 
approval of which has been recommended by the Atlantic-Board and the Company Board. See "Meetings, 
Voting and Proxies~Atlantic Meeting." 

The Atlantic Meeting is scheduled to be held at 3:00 p.m., local time, on January 30, 1997, at the 
Frank Guaracini, Jr. Fine & Performing Arts Center at Cumberland County College, Sherman Avenue and 
College Drive, Vineland, New Jersey 08360. The Board of Directors of Atlantic (the ''.Atlantic Board") has 
fixed the close of business on December 18, 1996 as the record date (the ''.Atlantic Record. Date") for .the 
determination of holders of Atlantic Common Stock entitled· to. notice of, and to vote at, the Atlantic 
~~ ' 

The Atlantic Board, by unanimous vote, has approved the Merger Agreement and, by unanimous vote 
of all of the directors present, the Company Plan and the transactfons contemplated therein and 
recommends that holders of Atlantic Common Stock vote FOR approval of the Merger Agreement' and 
the C.ompany Plan. Certain members of the Atlantic Board will become directors and/or. employees of the 
Co111pany following the consummation of the Mergers. and/or may be entitled to severanc.e benefits .as a 
result of the Mergers. See '.'The Mergers-:---Conflicts of Interest of Certain Persons in the Mergers" and 
"The Mergers-Employee Plans, Severance Arrangements and Agreements." 

Required Vote 

The affirmative vote of the holders of more than two-thirds of :an votes entitled to be cast by all 
holders of Delmarva Common Stock is required for the approval of the Merger Agreement and the 
transactions contemplated thereby. The affirmative vote of the holders of a majority of Delmarva Common 
Stock pres~nt in person or by proxy and entitled to vote is required to approve the Company Plan. On the 
Delmarva Record Date, 60,754,568 shares of Delmarva Common Stock were outstanding and entitled to 
vote. As of the Delmarva Record Date, directors, executive officers and their affiliates owned less than 1 % 
of the issued and outstanding shares of Delmarva Common Stock. See "Meetings, Voting and Proxies_:,:_ 
Delmarva Meeting." 

The affirmative vote of a majority of all votes cast by the holders of Atlantic Common Stock is 
required for the approval of the Merger Agreement .and the transactions contemplated thereby. The 
affirmative _vote of at least a majority of .all votes cast by all holders of Atlantic Com01on St9ck entitled to 
vote is required to approve the Company Plan. On the Atlantic Record Date, 52,704,052 shares of Atlantic 
Common Stock were outstanding and entitled to vote. As of the Atlantic Record Date, directors, executive 
officers and their affiliates owned less than 1 % of the issued and outstanding shares of Atlantic Common 
Stock. See "Meetings, Voting and Proxies-Atlantic Meeting." 
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• 
The Mergers 

The Merger Agreement provides for: (i) the me~ger of ·DS Sub with and into Delmarva in the 
Delmarva Merger; (ii) the merger of Atlantic with and into the Company in the Atlantic Merger; (iii) the 
cancellation of the Delmarva Common Stock owned by Delmarva, any subsidiary of Delmarva, Atlantic or 
any subsidiary of Atlantic; (iv) the cancellation of the Atlantic Common Stock owned by Atlantic, any 
subsidiary of Atlantic, Delmarva or any subsidiary of Delmarva; (v) the conversion of shares of Delmarva 
Common Stock issued and outstanding immediately prior to the consummation of the Delmarva Merger 
(except shares that are cancelled) into shares of Company Common Stock; (vi) the conversion of all issued 
and outstanding shares of Atlantic Common Stock (except shares that are cancelled) into shares of 
Company Common Stock, Class A Common Stock and cash in lieu of fractiot},al shares; (vii) the 
conversion of all issued and outstanding shares of common stock of DS Sub into shares of Delmarva 
Common Stock; and (viii) the cancellation of all shares of capital stock of the Company that are issued and 
outstanding immediately prior to the Mergers. As a result of the Mergers, holders of Delmarva Common 
Stock and Atlantic Common Stock will become holders of Company Common Stock and, in the case of 
Atlantic Common Stock, Class A Common Stock. Each share of Delmarva Preferred Stock outstanding at 
the time of the consummation of the·Mergers will remain outstanding as preferred stock of Delmarva and 
the rights and preferences of the Delmarva _Pr~ferred Stock will not be affected by the Mergers. See "The 
Merger Agreement-The Mergers." 

Pursuant to the Merger Agreement: (a) in connection with the Delmarva Merger, (i) a certificate of 
merger complying with the General Corporation Law of the State of Delaware (the "DGC:C') will be 
executed by Delmarva and filed with the Secretary of State of the State of Delaware and (ii) articles of 
merger complying with the Virginia Stock Corporation Act ("VSC~') will be executed by Delmarva and 
filed with the Virginia State Corporation Commission (the "VSCC"); and (b) in connection with the 
Atlantic Merger, (i) a certificate of merger complying with the DGCL will be executed by the Company 
and filed with the Secretary of State. of. the State of Delaware and (ii) a certificate of merger complying 
with the New Jersey Business Corporation Act (the "NJBCX') will be executed by Atlantic and the 
Company and filed with the Secretary of State of the State of New Jersey, each on the second business day 
immediately following the satisfaction or waiver of all conditions to the Mergers, or at such other time as 
both Delmarva and Atlantic will agree. The Mergers will become effective simultaneously and at the time 
specified in the respective certificates and articles of merger for the Mergers. The "Effective Time" means 
the time and date that the Delmarva Merger and the Atlantic Merger become effective. See "The Merger 
Agreement-The Mergers." The Company will become a holding company required to be registered 
under the 1935 Act See "Regulatory Matters-Public Utility Holding Company Act of 1935." . 
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The relationship among the Company, Delmarva, Atlantic and the direct subsidiaries of Delmarva 
and Atlantic before and after the Mergers are illustrated, respectively, in the following diagrams: 

BEFORE THE MERGERS 

Delmarva Power & Light Company · I Atlantic Energy, Inc. I 
I I Ji I I I I 50% 50% I 

. J I I I I 

Service Delmarva Delmarva Deimarva Delmarva I I . 
Atlantic City Atlantic Atlantic 

Confidence Capital Energy Industries Services I I Electric Energy Energy 
Investments I I Enterprises International 

I I 
I I 
I I 

The 
Company 

._ to be merged 

·' 
I 

DS . ' 
to be merged 

Sub 

FOLLOWING THE MERGERS 

,. The Company I 
I I I 

Delmarva Power & Light Company Atlantic City Atlantic Atlantic 
. Electric Energy Energy 

I I I I I 
Enterprises International 

Service Delmarva Delmarva Delmarva Delmarva 
Confidence Capital Energy Industries Services 

Investments 

As illustrated in the diagrams, upon consummation of the Mergers (i) Delmarva will become a direct, 
wholly owned subsidiary of the Company and Delmarva's subsidiaries will become indirect subsidiaries of 
the Company and (ii) Atlantic will cease to exist and Atlantic's direct subsidiaries, including ACE, will 
become direct subsidiaries of the Company. 

Exchange of Stock Certificates 

On or before the consummation of the Mergers, the Company will deposit with a bank, trust company 
or other agent selected by Delmarva and Atlantic (the "Exchange Agent") certificates representing shares 
of Company Common Stock and Class A Common Stock to effect the conversion of Delmarva Common 
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Stock or Atlantic Common Stock, as the case may be, into Company Common Stock and, in the case of 
Atlantic Common Stock, Class A Common Stock. 

As soon as practicable after the consummation of the Mergers, the Exchange Agent will mail, to each 
holder of record of Delmarva Common Stock or Atlantic Common Stock eligible for exchange at the 
consummation of the Mergers, transmittal instructions advising the holder of the procedure for surrender
ing Delmarva Common Stock certificates or Atlantic Common Stock certificates for Company Common 
Stock certificates and, in the case of Atlantic Common Stock, Class A Common Stock certificates. Holders 
of certificates that prior to the consummation of the Mergers represented shares of Delmarva Common 
Stock or Atlantic Common Stock will not be entitled to vote or receive any payment of dividends 'or other 
distributions on or payment for any fractional shares of Company Common Stock or Class A Common 
Stock until such, certificates are delivered for exchange. See "The Merger Agreement-The Mergers." 

Conversion Ratios for Delmarva Conimon Stock and Atlantic Common Stock 

Each share of Delmarva Common S_tock outstanding immediately prior to the Effective Time will, 
upon consummation of the Delmarva Merger, be converted into the right to receive one share of Company 
Cop:unon Stock. Each ~hare of Atlantic Common Stock outstanding immediately prior to the Effective 
Time will, upon consummation of the Atlantic Merger, be converted into the right to receive 0.75 shares of 
Company Common Stock and 0.125 shares of Class A Common Stock. Fractional shares of Company 
Common Stock and Class A Common Stock will not be issued. Holders of Atlantic Common Stock eligible 
for exchange will receive cash in lieu of fractional shares. See "The Merger Agreement-Consummation of 
the Mergers." 

Company Incentive Compensation Plan 

Subsequent to the e~ecution of the Merger Agreement, Delmarva and Atlantic, as the stockholders of 
the Company, determined that it would be.In the best interests of the Company for the Company to adopt 
the Company Plan, which ,.upon consummation of the Mergers will replace 'the Delmarva I.,,ong-TerUJ. 
Incentive Plan (the "Delmarva LTIP") and Atlantic's Equity lnc~ntive Plan, subject to approval by 
stockholders. The Delmarva Board and the Atlantic Board each , approved the Company Plan as of 
December 12, 1996, which by its terms is subject to the approval of the stockholders of Delmarva and 
Atlantic. The Company Plan is a comprehensive cash and stock compensation plan providing for the grant 
of annual incentive awards, as well as long-term incentive awards such as restricted stock, stock options, 
stock appreciation rights, performance units and dividend equivalents, and any 'other types of awards as the 
committee of the Board which will administer the Conipany Plan (the "Company Plan Committee") deems 
appropriate. The maximum number of shares of Company Common Stock available for issuance under the 
Company Plan is 5,000,000. The Delmarva Board and the Atlantic Board determined to recommend that 
the respective 'stockholders of Delmarva and Atlantic vote FOR approval of the Company Plan. For a 
description of the Company Plan, see "The Mergers'---The Company Benefit Plans" and ''Approval of the 
Company Incentive Compensation Plan." · 

Background of the Mergers 

For a description of the background of the Mergers, see "The Mergers-Background of the Mergers." 

Reasons for the Mergers 

Delmarva and Atlantic share a. com~on vision of the future as well as a similar view of the strategic 
path necessary to succeed in the competitive marketplace ·and believe that the Mergers will provide 
opportunities to achieve benefits for their respective stockholders~ customei;s, employees and communities 
that would not be available if they were to remain separate companies. The benefits to be achieved 
through the Mergers include: increased scale; cost savings; competitive price~ and services; and a more 
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balanced customer base. In addition, the combined companies will have increased financial flexibility and 
greater access to the regional market. For a more detailed description of the reasons for the Mergers, see • 
"The Mergers-Reasons for the Mergers." 

Recommendations of the Boards of Directors 

Delmarva. The Delmarva Board unanimously approved the l\1erger Agreement and the tr.ansactions 
contemplated thereby and determined to recommend that the stockholders of Delmarva vote FOR 
approval of the Merger Agreement. The Delmarya Board approved the Merg~r Agreement after consider
ation of a number of factors, which are desc:r;ibed .under the heading "The Mergers......:.. Recommendations of 
the Boards of Directors-Delmarva." Certain of _the members of the Delmarva :Board will become 
directors and/or employees of the Company following consummation of the Mergers and/or may become 
entitled to severance benefits as a. result of the Merg~rs. Therefore, such directors have interests in the 
Merger Agreement that are in addition to the interests of stockholders of Delmarva generally and that 
could potentially represent conflicts of interest. The Delmarva Board was aware of these interests and 
considered them, among other matters', ·in approving the Merger Agreement. See "The Metgers
Conflicts of Interest of Certain· Persons in the Mergers" and "The Mergers-Employee Plans; Severance 
Arrangements and Agreements." · · 

Atlantic. The Atlantic Board unanimously approved the Merger Agreement and the transactions 
contemplated thereby and determined to recommend that the stockholders of Atlantic vote FOR approval 
of the Merger Agreement. The Atlantic Board approved the Merger Agreement after consideration of a 
number of factors, which are described under the heading "The Mergers-Recommendations of the 
Boards of Directors-Atlantic." Certain of the members of the Atlantic Board will become directors 
and/or employees of the Company following consummation of the Mergers and/or may become entitled to 
severance benefits as a result of the Mergers. Therefore, such directors have interests in the Merger 
Agreement that are in addition to the interests of stockholders of- Atlantic generally and 'that could 
potentially represent conflicts of interest. The Atlantic Board was aware of these interests and considered 
them, among other mattei:s, in approving the Merger Agreement. See "The Mergers-Conflicts of Interest 
of Certain Persons in the Mergers" and "The Mergers-Employee Plans, Severance Arrangements and 
Agreemehts." . . 

Opinions of Investment Bankers 

Delmarva. . Merrill Lynch, Pierce, Fenner & Smith Incorporated ("Merrill Lynch") delivered to the 
Delmarva Board its written opinions dated August 9, 1996 and December 26, 1996,. each to the effee<t that, 
as of the date of each such opinion, the Delmarva Conversion Ratio (as defined herein under "The .Merger 
Agreement-Consummation of the Mergers") contemplated by the Merger Agreement is fair to Delmarva 
and its stockholders from a fi:qancial point of view. The written opinion of Merrill Lynch dated Decem
ber 26, 1996 is attached to this Joint Proxy Statement/Prospectus as Annex II and should be read in its 
entirety. For a description of the matters considered .and assumptions made by Merrill Lynch in reaching 
its opinions and the fees received and to be received by Merrill Lynch, see "The Mergers-Opinion of 
Financial Advisor to Delmarva" and Annex IL 

Atlantic. Morgan Stanley & Co. Incorporated ("Morgan Stanley") delivered to the Atlantic Board its 
oral opinion on August 9, 1996, which was confirmed in written opinions dated August 9, 1996 and 
December 26, 1996, to the effect that, as of the respective dates of such opinions and based upon the 
procedures and subject to the assumptions described therein, the Atlantic Conversion Ratio (as defined 
herein under "The Merger Agreement-Consummation ·of the Mergers") taking into account the 
Delmarva Conversion Ratio is fair to the ho.lders of Atlantic Common Stock from a financial point of view. 
The written opinion of Morgan Stanley dated December 26, 1996 is attached to this Joint Proxy Statement/ 
Prospectus as Annex III and should be read in its entirety. For a description o(matters considered arid 

6 



assumptions made by Morgan Stanley in reaching its opinions and the fees received and to be received by 
Morgan Stanley, see "The Mergers-Opinion of Financial Advisor to Atlantic" and Annex III. 

Conflicts of Interest of Certain Persons in the Mergers 

. Directorships. The Merger Agreement provides that the Delmarva Board will be entitled to nomi
nate ten members to the Company Board and the Atlantic Board will be entitled to nominate eight 
members to the Company Board. Each member of the Delmarva Board and the Atlantic Board serving in 
such. capacity immediately· prior to the Effective Time will be given the opportunity to serve on the 
Company Board. See "The Mergers-Conflicts of Interest of Certain Persons in the Mergers-Board of 
Directors." 

Severance Agreements. The Delmarva Board and the Atlantic Board have each adopted agreements 
providing for severance benefits to the respedive Delmarva and Atlantic employees designated as parties 
to such agreements. The agreements will be binding on the Company. A total of 48 Delmarva employees 
and 13 Atlantic employees are parties to such agreements. If payments under such agreements to all 
eligible employees were required to be made on the date of this Joint Proxy Statement/Prospectus, the 
aggregate cost to Delmarva would be approximately $16.6 million, and the aggregate cost to Atlantic 
(including the cost of early vesting under employee plans) would be app~oximately $22.4 million. See "The 
Mergers-Employee Plans, Severance Arrangements and Agreements." 

Employee Plans. Under certain benefit plans, severance arrangements and other employee agree
ments maintained, or entered into, by Delmarva and Atlantic, certain benefits may become vested, and 
certain payments may become payable, in connection with the Mergers. The cost resulting from early 
vesting of benefits of Delmarva and Atlantic employees who have severance agreements is included in the 
severance costs described in the preceding paragraph. See "The Mergers-Employee Plans, Severance 
Arrangements and Agreements." 

· Indemnification. Froni and after· the Effective Time, the Company will, ·to the fullest extent not 
prohibited' by applicable law, indemnify, defend and hold harmless the present and former officers, 
directors and management employees of Delmarva and AtlantiC against all losses, expenses (including 
reasonable attorneys' fees), claims, damages or liabilities or, subject to certain restrictions, amounts paid in 
settlement arising out of actions .or omissions occurring at or prior to or after the Effective Time that are in 
whole or in part based on, or arising out of, the fact that such person is or was a director, officer or 
management employee of such party or arising out of or pertaining to the transactions contemplated by the 
Merger Agreement. See "The Merger Agreement-Indemnification."· 

Certain Federal Income Tax Consequences 

A condition precedent· to consummation of the Mergers is the receipt of opinions of counsel 
substantially to the effect that the' Mergers will be treated as a tax-free reorganization under Section 
368(a) of the Internal Revenue Code of 1986, as amended (the "Code") or an exchange under Section 351 
of the Code. Assuming the Mergers so qualify, then for federal income tax purposes (i) no gain or loss will 
be recognized by Atlantic, Delmarva or the Company as a result of the Mergers, (ii) holders of Delmarva 
Common Stock whose shares are converted into Company Common Stock and holders of Atlantie 
Common Stock whose shares are converted into Company Common Stock and Class A Common Stock in 
the Mergers will recognize no gain or loss as a result of the conversion (except with respect to Atlantic 
stockholders, who generally will recognize gain or loss to the extent they receive cash in lieu of fractional 
shares) and (iii) the holding period and basis applicable to shares of Company Common Stock and Class A 
Common Stock received in the Mergers will be the same as the holding period and basis attributable to the 
Delmarva Common Stock or Atlantic Common Stock that was converted into Company Common Stock 
and Class A Common Stock in the Mergers (reduced by any amount allocable to a fractional share interest 
in Company Common Stock and Class A Common Stock for which cash is received). Although it is the 
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opinion of Simpson Thacher & Bartlett that the Class A Common Stock will be treated as stock ·of the 
Company for federal income tax purposes, there ·are no federal income tax regulations, court decisions or 
published Internal Revenue Service ("IRS") rulings bearing directly on this issue. If the Class A Common 
Stock were determined not to be stock of the Company, the receipt of the Class A Common Stock in the 
Atlantic Merger would be taxable to the Atlantic Stockholders. See "The Mergers-Certain Federal 
Income _Tax Consequences." 

EACH DELMARVA AND ATLANTIC STOCKHOLDER IS URGED TO CONSULT HIS OR 
HER OWN TAX ADVISOR TO DETERMINE THE PARTICULAR TAX CONSEQUENCES ro HIM 
OR HER OF THE MERGERS, INCLUDING THE APPUCATION AND EFFECT OP FEDERAL, 
STATE, LOCAL AND FOREIGN TAX LAWS. 

Accounting 'freatment 

The Mergers will be accounted for .under the purchase method of accounting for financial reporting 
purposes. See "The Mergers-Accounting Treatment." 

Appraisal Rights 

Dissenters' or other appraisal rights are not. available to 'holders of Delmarva Common Stock, 
Delmarva Preferred Stock or Atlantic Common Stock tn connection with the transactions contemplated hy 
the ,Merger Agreement. See 'The Mergers-Appraisa~ Rights." 

Regulatory Matters ... 

The approvals of the SEC under the 1935 Act, the Nuclear Regulatory Commission (the "NRC") 
under the Atomic Energy Act of 1954, as amended (the "Atomie Energy Act"),- the Federal Energy 
Regulatory Commission (the "FERC") under the Federal Power Act, as well as the· approvals· of the 
Delaware, Virginia, Maryland, New Jersey and :Pennsylvania utility commissions under applicable state 
laws . and the expiration or terminatioll: of the 'applicable waiting period under. the Hart-S~ott-Rodino 
Antitr:ust Improvements Act of 1976, as am.ended (the "HSR Act"), are required to consummate the 
Mergers. See "Regulatory Matters? ' · · .· · · 

Upon consummation of the Mergers, the Company must register as a holding company under the 
1935 Act. The 1935 Act imposes restrictions on· the operations of registered holding company systems. 
Among these are requirements that securities issuances, sales ·and acquisitions of utility assets or of 
securities of utility companies and acquisitions of interests in any other business be approved by the SEC. 
The 1935 Act also limits the ability of registered holding companies to engage in nonutility ventures and 
regulates holding company system service companies and the rendering of services by holding company 
affiliates to the system's utilities. Delmarva, _Atlantic and th.e Company recognize that the divestiture of the 
existing gas operatlons of Delmarva and certain nonutility operatio~s of Delmarva and Atlantic is a 
possibility under the new registered holding company structure, but the Company will request in its 1935 
Act application. that it be allowed to retain the gas utility operations of Delmarva and the nonutility 
operations of Delmarva and Atlantic or, in the alternative, that the question of divestiture be deferred. If 
div:estiture is ultimately required, the SEC historically has allowed companies sufficient, time to acco111plish 
divestiture in a manner that protects stockholder value. See"'Regulatory Matters-Public Utilify Holding 
Company Act of 1935." 

For a discussion of certain regulatory trends and potential effects on Delmarva, ACE and the 
Company, see "Regulatory Matters-Effects of Certain Regulatory Trends." 
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Conditions to the Mergers 

The obligations of Delmarva and Atlantic to consummate the Mergers are subject to the satisfaction 
of certain conditions, including: the approval of the stockholders of each of Delmarva and Atlantic; the 
absence of any restraining order, injunction or _applicable.law or regulation preventing or prohibiting the 
Mergers; the effectiveness of the Registration Statement; the approval of the listing on the NYSE of the 
Company Common Stock and the Class A Common Stock upon official notice of issuance; the receipt of 
all material statutory approvals as final orders, without such approvals having a material adverse effect on 
Delmarva or Atlantic; the expiration or termination of the applicable waiting period under the HSR Act; 
the performance of the agreements and covenants required to be performed under the Merger Agreement 
in all material respects; the accuracy of the representations and warranties set forth in the Merger 
Agreement ill all material respects; th~ absence of any material adverse effect on the business, operations 
or results of operations of Delmarva or Atlantic; the receipt of material third party consents; the receipt by 
each of Delmarva and Atlantic of an officer's certificate from the other relating to the ·satisfaction of 
conditions in the Merger Agreement; the receipt of tax opinions; and the -receipt of certain agreements 
from affiliates within the meaning of SEC Rule 145, i(any, of Delmarva and Atlantic. See "The Merger 
Agreement-Conditions to the Mergers." - ' -

Rights to Terminate, Amend or Waive Conditions 

The Merger Agreement may be terminated under certain circumstances, including: by mutual written 
consent of the Delmarva Board and the Atlantic Board; by Delmarva or Atlantic if the Mergers are riot 
consummated by 18 months after the signing of the Merger Agreement (or by 30 months after the signing 
of the Merger Agreement under certain conditions described_ under "The Merger Agreement-Termin·a
tion"); by Delmarva or Atlantic if the requisite stockholder approvals are not obtained; by Delmarva or 
Atlantic if a law, order, rule or regulation is issued or adopted that has the effect of prohibiting the 
Mergers; or if any final and nonappealable adion by a court of competent jurisdiction prohibits either bf 
the Mergers; in connection with a third-party acquisition proposal by the recipient of _the third-party 
acquisition proposal, if the Board of Directors of the party receiving the acquisition proposal determines in 
good faith that acceptance of the acquisition proposal is necessary for the Board of, Directors to act 
consistent with its fiduciary duties; by Delmarva or Atlanti_c if there occurs a material breach of the Merger 
Agreement by the othe~ party that is not cured within ·20 4ays after receipt of notice; or by Delmarva or 
Atlantic if the other party shall not have complied with certain agreements and covenants or if its Board of 
Directors withdraws or modifies in a:n adverse manner or does no't reaffirm upon request its recommend~
tion to its stockholders in favor of the Merger Agreement and the transactions contemplated thereby or 
recommends a different acquisition proposal than contemplated by the parties; or by Delmarva or Atlantic 
if a third party acquires greater than 50% of the voting power of the other party or certain changes in the 
composition of the board of the other party occur. -

The Merger Agreement requires certain fees to be paid upon termination of the Merger Agreement 
under certain circumstances: The aggregate termination fees under these provisions may not exceed $40 
million (including out-of-pocket expenses of up to $10 million). See "The Merger Agreement-Termina
tion Fees." 

The Merger Agreement may be amended by Delmarva or Atlantic pursuant to action by the Delmarva 
Board and the Atlantic Board, respectively, at any time before or after its approval by the holders of 
Delmarva Common Stock and- Atlantic Common Stock, respectively, but after any such approval no 
amendment may be made that alters or changes (i) the amount or kind of shares, securities or cash to be 
received or exchanged for or on .the conversion of shares of Delmarva or Atlantic, (ii) the terms or 
conditions of the Merger Agreement if such alterations or changes, alone or in the aggregate, would 
adversely affect the rights of the holders of any class or series of stock of Delmarva or Atlantic or (iii) the 
certificate of incorporation of the Company or Delmarva, except for alterations or changes that could 
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otherwise be adopted by the Company Board without the further approval of such stockholders. See "The 
Merger Agreement-Amendment and Waiver." 

At any time prior to the Effective Time, the time of performance of any ooligation or other acts may 
be extended or any inaccuracies in the representations and warranties or conditions to a party's obligation 
to consummate the Mergers under the Merger Agreement may be waived by the other parties thereto. 

Common Equity of the Company 

The common equity of the Company will be divided into two classes: the Company. Common Stock 
and the Class A Common Stock. The use of two classes of common stock is designed tQ address the 
difference in Delmarva's and Atlantic's evaluations of the growth prospects of, and uncertainties a~sociated 
with deregulation of, the regulated electric utility business of Atlantic. Upon the consummation. of the 
Mergers, the Company Common Stock will be issued both to t,\le holders of the Delmarva Common Stock 
and to the holders of the Atlantic Common Stock and the Class A Common Stock will be issued to the 
holders of the Atlantic Common .St()ck, thereby giving the current holders of Atlantic Common Stock a 
proportionately greater opportunify fo share ill the growth prospects of, and a proportionately gr~ater 
exposure to the uncertainties associated with deregulation of, the :regulated electric utilify business of 
Atlantic. 

The principal advantage of this structure is that it addresses the concerns of the managements of both 
Delmarva and Atlantic and £!.Bows the respective stockholders of Delmarva and Atlantic to gain the level of 
exposure to the growth prospects. of, and uncertainties associated with deregulation of, the regulated 
electric utility business of Atlantic that the respective managements have deemed advisable. The level of 
such exposure js reflected primarily,by (i) the amount of the Notional Fixed Charge (defined below) ($40 
million), (ii) the percentage of equity interest in the Company attributable to the Atlantic Utility Group 
represented by the outstanding Class A Common Stock (30%) and (iii) the percentages of Company 
Common Stock and Class A Common Stock issued to the Atlantic stockholders (39.4% and 100%) and to 
the Delmarva stockholders (60.6% and 0%). Through the ownership of 39.4% of the Company Common 
Stock, the Atlantic stockholders will have the benefit of 27.6% (39.4% of 70%) of the· interest in· the 
earnings attributable to the current regulated utility business of ACE in excess of $40 million per year as 
well as a 3_9.4% of the interest in the first $40 million of such earnings. Accordingly, together with the 30% 
interest in such earnings represented by the Class A Common Stock, Atlantic stockholders will retain more 
than half the benefits and risks related to such business. Such ezjJosure will be realized by the respective 
stockholders to the extent that dividends on the Class A Common Stock will actually be ba.sed on, and to 
the extent that the market price of the Class A Common Stock will actually reflect, the earnings of the 
Atlantic Utilicy Group in excess of the Notional Fixed Charge, which ai:e subject to significant uncertain
ties. The principal disadvantage' of this structure is that it creates a complex capital 'structure for 'the 
Company which could have an adverse effect on the trading market for the shares of both the Class A 
Common Stock and the Company Common Stock. See "Risk Factors-Risk Factors Associated with the 
Class A Common Stock-No Assurance as to Market Price of Class A Common Stock" .and "-Risk 
Factors Associated with the Company Common Stock-No Assurance as to Market Price of Company 
Common Stock." For a discussion of risk factors associated with this dual class capital structure, see "Risk 
Factors-Risk Factors Associated with the Dual Class Common Equity Structure." 

The Class A Common Stock will· at the time of the consummation of the Mergers represent 30% of 
the interest in the Company attributaqle to the Atlantic Utility Group (as defined below), subject to a $40 
million per annum charge (the "Notional Fixed Charge") described befow. This is primarily due to the fact 
that the Company intends to base the amount of dividends on the Class A Common Stock on the earnings 
of the Atlantic Utility Group in excess of the Notional Fixed Charge, although. the Company Board 
generally has discretion to examine all relevant considerations, including factors affecting. the Company 
overall, in determining such amount. Delmarva and Atlantic have determined· that certain businesses, 
assets and liabilities of ACE described below will be "attributed to," or included in, the Atlantic Utility 
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Group for purposes of determining such Group's earnings in excess of the Notional Fixed Charge. 
However, holders of the Class A Common Stock will, like the holders of Company Common Stock, be 
common stockholders of the Company, will not have any specific rights or claims against such businesses, 
assets and liabilities, including upon liquidation of the Company, other than as common stockholders of 
the Company and will be subject to risks associateq with an investment in the Company and all of its 
businesses, assets and liabilities. In addition, funds representing the earnings of the Atlantic Utility Group 
will not necessarily be held in any segregated accounts of such Group. -See "Risk Factors-Risk Factors 
Associated with the Dual Class Comnion Equity Structure-Stockholders of One Company; Financial 
Effects on One Business Could Affect Other Businesses." 

The Atlantic Utility Group will include the interest of the Company at the Effective Time in ACE, and 
solely those lines of business in which ACE was engaged as of August 9; 1996, and the assets and liabilities 
attributable to those lines of business, and which as of August 9, 1996 were: price regulated by the New 
Jersey Board of Public Utilities (the "NJBPU"); directly related to the supply of electricity (generation and 
purchase of electricity) or the delivery of electricity (transmission and distribution of electricity); and a line 
of business for which ACE has a franchise; all of the foregoing as further qualified by the Restated 
C~rtificate of Incorporation of the Company (the "Company Charter"), the_ provisions of which are set 
forth in Annex' IV to this Joint Proxy Stat~ment/Prospectus. 

The Company Common Stock will represent the interest in the Company that is not represented by 
the Class A Common Stock. This will include (i) the interest in the businesses, assets and liabilities of the 
Company other than those of the Atlantic Utility Group and (ii) the interest in the Company attributable 
to the Atlantic Utility Group.that is not represented by the outstanding shares of Class A Common Stock 
but is retained by the Company through its "Intergroup Interest'~ in the Atlantic Utility Group and through 
the Notional Fixed Charge. 

Upon consummation of the Mergers, the Intergroup Interest will represent 70% of the interest in the 
Company attributable to the Atlantic Utility Group. Following the Mergers the Intergroup Interest' will be 
subject to increase or decrease under the circumstances specified in the Company Charter. Should the 
70% Intergroup Interest increase or decrease, the Class A Common Stock's 30% proportionate interest in 
the interest in the Company attributable to the Atlantic Utility Group will correspondingly decrease or 
increase accordingly. 

Dividends on the Company Common Stock will be based on (i) the earnings of the Company other 
than those of the Atlantic Utility'Group, (ii) earnings of the Atl~ntic Utility Group in proportion to the 
Intergroup Interest and (iii) earnings of the Atlantic Utility Group up to the amount of the Notional Fixed 
Charge. · · · · 

The market prices of the Company Common Stock and the Class A Common Stock after the 
consummation of the Mergers would be determined in the trading markets and could be influenced by 
many factors, including the consolidated results of the Company, as well as the respective performances of 
the Residual Group (as defined under "Description of the Company's Capital Stock-Certain Defini
tions") and the Atlantic Utility Group (each a "Group" and, together, the "Groups"), investors' expecta
tions for the Groups, trading volumes, the regulatory environment and general economic and market 
conditions. There can be no assurance as to the extent to which investors would assign values to the 
Company Common Stock and the Class A Common Stock based on the reported financial results or other 
measures of performance or prospects of the relevant b_usinesses. There is no pre~ent intention on the part 
of Delmarva and Atfantic for the Company to issue _any shares of Class A Common Stock following 
consummation of th~ Mergers. . 

See "Description of the Company's Capital Stock-Common Stock," "-The Class A Common Stock, 
the Atlantic Utility Group and the Notional Fixed Charge," "-Dividends," "-Intergroup Interest," 
"-Liquidation Rights," "-Certain Definitions-Atlantic Utility Group" and Annex IV to this Joint Proxy 
Statement/Prospectus. 
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It is expected that the Company Common Stock and the Class A Common Stock will be listed on the 
NYSE. 

Dividends 

It is anticipated that following the Mergers the Company will initially pay dividends on the Company 
Comnion Stock at the rate of $1.54 per annum, subject to evaluation from time to time by the Company 
Board based on the Company's results of operations, financial condition, capital requirements and other 
relevant considerations. However, no assurance can be given that such dividend rate will be in effect or will 
remain unchanged, and the Company reserves the right to increase or decrease the dividend on the 
Company Common Stock as may be required by law or contract or as may be determined by the Company 
Board, in its discretion, to be advisable. For a description of certain restrictions on the Company's ability to 
pay dividends on Company Common Stock, see "Description of the Company's Capital Stock." 

Subject to declaration by the Company Board and the obligation of the Company Board to consider 
the financial condition anc;l regulatory environment of the Company and the results of its operations, the 
dividends declared and paid on the Class A Common Stock will be maintained at a level of $3.20 per share 
per annum until the earlier of July 1, 2001, or the end of the. twelfth calendar quarter following, the 
calendar quarter in which the Effective Time occurs (the "Initial Period"). Thereafter, it is the intention of 
the Company, subject to declaration by the Company Board and the obligation of the Company Board to 
consider the financial condition and regulatory environment · of the Company and the results of its 
operations, to pay annual dividends on the Class A Common Stock in an amount (the amount of such 
dividends to include the amount credited to the Intergroup Interest as described under "Description of the 
Company's . Capital Stock-Intergroup Interest-Adjustments in Connection with Various Transac
tions-Dividends") equal to 90% of the Company Net Income Attributable to the Atlantic Utility Group, 
subject to the fact that if the annual dividends paid on the Class A Common Stock during the Initial Period 
(including the amount credited to the Intergroup Interest as aforesaid). shall h~ve exceeded 100% of the 
Company Net lncome Attributable to the Atlantic. Utility Group during such period, the Company Board 
may consider such. fact in determining the amount of futµre dividends, if any, on the Class A Common 
Stock. There can be no assurance that the Company's earnings attributable to the Atlantic Utility Group 
will be sufficient to cover dividends on the Class A Common Stock during the Initial Period. Dividends on 
the Class A Common Stock will not be cumulative. 

The Company Net Income Attributable to th~ Atlantic Utility Group for the fiscal year ended 
December ~1, 1995 and the 12-month period ended September 30, 1996 would have been $44.1 million and 
$31.8 million (i.e., $84.1 million and $71.8 million minus the $40 million Notional Fixed Charge), 
respectively. The Company Net Income Attributable to the Atlantic Utility Group for these same periods 
would have been $57,6 million and $49.lmillion (i.e., $97,6 million and $89.1 million minus the $40 million 
Notional Fixed Charge), respectively, not taking into account the higher than expected costs associated 
with the Salem Nuclear Generating Station described urider "Selected Information Concerning Delmarva 
and Atlantic-Salem Nuclear Generating Station" and the effects of foregone recovery of certain fuel costs 
under the Southern New Jersey Economic Initiative, which are not expeded to recur, and the effects of 
abnormal weather. 

The dividend policies with respect to the Class A Common Stock and the Company Common Stock 
are and will be subject to .evaluation from time to time by the Company Board based on t}le Company's 
results of operations, financial condition and capital requirements and other relevant considerations, 
including regulatory considerations. See "Description of the Company's Capital Stock-Common 
Stock-Dividends-Dividend Policies." 
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Comparison of Corporate Charters and Rights of Security Holders 

As a result of the Mergers, holders of DeJmarva Common Stock aii.d Atlantic Common Stock who 
receive shares of Company Common Stock and, in the case of holders of Atlantic Common Stock, Class A 
Common Stock will become stockholders of the Company and will have certain rights as stockholders of 
the Company different from those they had as stockholders of Delmarva or Atlantic. For comparisons of 
the DGCL to the NJBCA and the VSCA and of the provisions in the articles or certificate of incorporation 
and bylaws of Delmarva, Atlantic and the Company governing the rights of .stockholders of Delmarva, 
Atlantic and the Company, see "Comparison of Corporate Charters and Rights of·Security Holders." 

Selected Information Concerning Delmarva and Atlantic 

For .recent developments with respect to the Salem Nuclear Generating Station and other information 
concerning Delmarva and Atlantic, see "Selected Information Concerning Delmarva and Atlantic." 

The Company Following the Mergers 

Following the consummation of the Mergers, the Company will maintain its corporate headquarters 
and principal .executive offices in Wilmington, Delaware, and. the Company will maintain a significant 
presence in New Je.rsey. After the consummatipn of the Mergers, the Company w.ill provide charitable 
contributions and community support Vl'.ithin the servic,e areas of Delmarva a.nd Atlantic and eachof their 
subsidiaries at levels substantially comparable to historical levels of charitable contributions and commu
nity support provided by Delmarva and Atlantic prior to the consummation of the Mergers. The business 
of the Company will be to operate as .a holding company for its utilitY subsidiaries and various nonutility 
subsidiaries. See "The Company Following the Mergers." · 

Following tl:t~ co:µsummation of the Mergers, the Company and its subsidiaries will honor'.,all prior 
contracts, agreements, collective bargaining agreements and com.mitments with current or forme( employ
ees or current or former direcfors of Delmarva or Atlantic and their respective subsidiaries, in accordance 
with the respective terms of such contracts, agreements and commitm~nts, subject to the Company's right 
to enforce them in accordance with their terms· (including any reserved right to amend, modify, suspend, 
revoke or terminate them). The Company will take all action necessary so that, after the consummation of 
the Mergers, the Dividend Reinvestment and Common Share Purchase Pian, the Savings and Thrift Pian 
and the Long-Term Incentive Plan of Delmarva and the Equity Incentive Plan, the Directors' Restricted 
Stock Plan, the Employee Stock Purchase Plan and the Dividend Reinvestment Plan of Atlantic will be 
terminated, replaced or amended to provide for the issue and sale of Company Common Stock in place ·of 
Delmarva Common Stock or Atlantic Common Stock, as the case may be, under such plans. See "The 
Merger Agreement-Benefit Plans." 

Both the holders of Co).Ilpany Common Stock and the holders of Ciass A Common Stock will. receive 
the consolidated financial statements of the Company. Since upon consummation of the Mergers the 
financial results of ACE will be substantially identical to the financial results for. the Atlantic Utility Group, 
the notes to the consolidated financial statements of the Company will at such time include condensed 
financial information of ACE, including a reconciliation of ACE's Income Available to Common 'stock
holders to the Earnings Applicable for Class A Common Stock Complete financial statements of ACE will 
continue to be filed under the Exchange Act and will be available to stockholders upon request. 
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RISK FACTORS 

Stockholders should carefully consider the following factors, in addition to the other information 
contained elsewhere in this Joint Proxy Statement/Prospectus, the Annexes hereto ·and the documents 
incorporated by reference or otherwise referred to herein, in connection with the Mergers. 

Risk Factors Associated with the Dual Class Common Equity Structure 

Stockholders of One Company; Financial Effects · on One Business Could Affect Other Businesses. 
Notwithstanding the attribution of assets and liabilities, equity and items of income and expense between 
the Atlantic Utility Group and the Residual Group (each as defined under "Description of the Company's 
Capital Stock-Certain Definitions"; each a "Group" and, together, the "Groups"), the capital structure 
of the Company contemplated by the Merger Agreement will not affect legal title to such assets or 
responsibility for such liabilities of the Company or any of its subsidiaries. Holders of Company Common 
Stock and of Class A Common Stock will be comma~ stockholders of the Company and will be subject to 
risks associated with an investment in the Company and all of its businesses, assets and liabilities. Financial 
effects arising from either Group that affect the Company's consolidated results of operations or financial 
condition could, if significant, affect the combined results of operations or financial condition of the other 
Group and the market price of both the Company Common Stock and the Class A Common Stock. 

The financial condition of each Group will principally reflect the financial condition of the businesses 
included therein. However, the Residual Group's financial condition will reflect the fact that the Residual 
Group will hold an undivided interest in the individual businesses, assets and liabilities of the Atlantic 
Utility Group equal to the Intergroup Interest Fraction, which at the consummation of the Mergers will 
equal 70%. See "Description of the Company's Capital Stock-Intergroup Interest." 

Limited Separate Stockholder Rights; Effects on Voting Power. From and after the consummation of 
the Mergers, holders of Company Common Stock and Class A Common Stock would not be provided any 
rights specifically related to their corresponding Groups or have any right to vote on matters as a separate 
class, other than (i) as set forth in the Company Charter and described under· "'nescription of the 
Company's Capital Stock-Common Stock" and (ii) separate voting rights in limited circumstances as 
required by ·the DGCL. Separate meetings for the holders of Company Common Stock or Class A 
Common Stock would not be held. · · 

From and after the consummation of the Mergers, holders of Company Common Stock, Class A 
Common Stock and any preferred stock, par value $.01 per share, of the Company (the "Preferred Stock") 
having general voting rights would vote as one class. on all matters coming. before any meeting of 
stockholders and would not have any separate class voting rights except in limited circumstances as 
required by the DGCL and as provided in the Company Charter in the case of any Preferred Stock. Under 
the DGCL, the holders of the outstanding shares of a class are entitled to vote as a class upon a proposed 
amendment to a corporation's certificate of incorporation, whether or not entitled to vote on such 
amendment by the certificate of incorporation, if the· amendment would alter or change the powers, 
preferences or special rights of such class so as to affect them adversely. The DGCL does not provide for 
any other separate voting rights of a class of capital stock (other than with respect td a change in par value 
or an increase or decrease in the authorized shares of such class). · 

Certain matters on which holders of Company Common Stock and of Class A Common Stock would 
vote together as a single class could involve a divergence or the appearance of a divergence of interests 
between the holders of Company Common Stock and the holders of Class A Common Stock. For example, 
the Company Charter does not require that a merger or consolidation of the Company requiring the 
approval of the Company's stockholders be approved by a separate vote of holders of either class of 
Common Stock. As a result, if holders of any one or more classes of Common Stock that possess the 
requisite voting power vote to approve the merger or consolidation, 'the merger or consolidation could be 
consummated even if the holders of a majority of some other class of Common Stock vote against the 
merger or consolidation. See "-Potential Divergence of Interests and Requirement to Act on Behalf of 
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Company and All Stockholders" and "-Management and Allocation Policies Not Formulated; Policies 
Subject to Revision." The holders of Common Stock will not be entitled to cumulative votes for the 
election of directors. Except as may otherwise be required by the laws of the State of Delaware, the holders 
of Company Common Stock and the holders of Class A Common Stock will vote as one class for all 
purposes. Neither the holders of Company Common Stock nor the holders of Class A Common Stock will 
have any rights to vote as a separate class on any matters submitted to a vote at· a meeting of stockholders 
except with respect to certain limited class voting rights provided under the DGCL. 

If the Merger Agreement is approved by the stockholders of Delmarva and Atlantic and the Mergers 
are consummated, the Class A Common Stock will have one vote per share and the Company Common 
Stock will have one vote per share. Based on the shares of Delmarva Common Stock and Atlantic 
Common Stock outstanding as of the close of business on September 30, 1996, the Company Common 
Stock would represent approximately 94.2%, and the Class A Common Stock would represent approxi
mately 5.8%, of the voting power of all classes entitled to vote on matters presented to stockholders. See 
"Description of Company's Capital Stock-Voting." · 

Potential Divergence of Interes.ts and Requirement to Act on Behalf of Company and All Stockholders. 
In certain instances where the interests of the holders of Company Comillon Stock and the holders of 
Class A Common Stock may diverge or appear to diverge, the Company Board will be required to act on 
behalf of the Company and its stockholders taken as a whole. As further discussed below, examples include 
determinations by the Company Board to (i) convert each outstanding share of Class A Common Stock 
into shares of Company Common Stock, (ii) approve the disposition of all or substantially all of the 
properties and assets of the Atlantic Utility Group, (iii) allocate resources and financial support to or 
pursue business opportunities or operational strategies through one Group instead of the other Group, 
(iv) allocate the proceeds of issuances of Class A Common Stock either to the Residual Group in reduction 
in the Intergroup Interest or to the Atlantic Utility Group, (v) pay .or omit to pay dividends on Company 
Common Stock or Class A Gammon Stock or (vi) approve transactions involving the transfer of funds or 
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as~ets from one Group to the other Group or make other operational or financial decisions with respec;:t to 
one Group that could be considered to be detrimental to the other Group. When making decisions with 
regard to matters with respect to which the holders of the Company Common Stock and the holders of the 
Class A Common Stock would have potentially divergent interests, the Company Board would act in 
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accordance with the terms of the Company Charter, its fiduciary duties and, to the extent applicable and 
consistent with its fiduciary duties, the ·management and accounting policies, if any, adopted by the 
Company Board as discussed under "The Company Following the Mergers-Management of the Com
pany." See "-Fiduciary Duties of the Company Board Are to All Stockholders Regardless of Class." 

. Allocation of Resources and Financial Support; Pursuit of Operational Strategies. The Company Board 
could from tiine to time ·allocate· resources and financial support to or pursue operational strategies 
through one Group iristead of tlie other Group. The decision to allocate resources and financial support to 
one Group may adversely affect the ability of the other Group to obtain funds sufficient to implement its 
business strategies. Any such decision may favor one Group at the expense of the other. For example, the 
decision to obtain funds for one Group may ~dversely affect the ability of the other Group to obtain funds 
sufficient to implement its growth strategies. All such decisions will be made by the Company Board in its 
good faith business judgment and in accordance with procedures and policies adopted by the Company 
Board from time to time, including the policies described under "The Company Following the Mergers
Certain Management Policies," to ensure that such decisions will be made in a manner consistent with the 
best interests of the Company and all of its stockholders, including both the holders of the Class A 
Common Stock and the holders of the Company Common Stock. Following the Effective Time, the Audit 
Committee of the Company Board will be charged with the responsibility of advising the Company Board 
with respect to certain intercompany transactions and other fiduciary matters that may relate to the 
Class A Common Stock. See "The Company Following the Mergers-Management of the Company." 
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Fiduciary Duties of the Company Board Are to All Stockholders Regardless of Class. Under Delaware 
law, the Company Board has a duty to act with due care and in the best interests of the Company as a 
whole and the .entire body of stockholders, including the holders of Company Common Stock and Class A 
Common Stock. Although the Company is not aware of any precedent concerning the manner in which 
principles of Delaware law would be applied in the context of a capital structure involving multiple cla.sses 
or series of capital stock the rights of which include terms designed to reflect the separate performance of 
specified businesses, principles of Delaware law provide that. a board of directors must act in accordance 
with its good faith business judgment of the corporation's best interests, taking into consideration the 
interests of the entire b\)dy of stockholders regardl~ss of class or serie~.: Under these principles of 
Delaware law and.the "business judgment rule/' a good faith determination made by a disinterested and 
adequately informed Company .Board with respect to any matter having a disparate impact upon the 
holders of Company Common Stock and the holders of ('.lass A Common Stock .would be a defense to any 
challenge to such a determination .. Nevertheless, a Delaware court heai-ing a. case involving such· a 
challenge may decide to apply principles of Delaware law other than those discussed above or may fashion 
new principles of Delaware law, in order to decide such a case, which would be a case of first impression. 
There may'arise circumstances involving a divergence· of interests in which the Company Board is held to 
have properly discharged its resp'onsibilities to act with due care and in the best interests of the Company 
and the entire body of stockholders but in which holders of either the Company Common Stock or the 
Class A Common Stock consider themselves to be 'disadvantaged relative to the other class. In such a case, 
such holders would not have any remedy under Delaware law with respect to the circumstances giving rise 
to the divergence of interests. 

Disproportionate ~wnership futere~ts of members of the Comp'any B~ard in the Company Common 
Stock and the Class A Common Stock could create oi appear to create potential conflicts of interest when 
directors are faced with decisions that could have different implications for different series. See·"
Potential Divergence of Interests.'' The .existing 'benefit plans of Delniarva· and Atlantic will be converted 
to plans of.the Company that will provide for the issuance cif Company Common Stock and not Cfass A 
Common Stock. See "The Company Following the Mergers~Operations of the Company" and ''Approval 
of the Company Iri:c<?ntive Compensation P.lan." Nevertheless; the Company b~~ieves that a director would 
be able to discharge his or her fiduciary responsibilities even if his or her interests iii shares of Company 
Common Stock and Class A Common s'tock were disproportionate or had disparate values. 

. . ' . . ~· : ' - . : ' 

Management and Allocation Policies Not Formulated;. Policies . Subject to Revision. Except for the 
provision contained in the Merger Agreement pursuant to which the Audit Committee of the Company 
Board will advise the Company . Board with respect to certain intercompany , transactions and other 
fiduciary matters that may be related ~o the Class A Common Stock .(see "The Company Following the 
Mergers-Management of the Company"), Delmar\ra and Atlantie have determined not to adopt specific 
management' and allocation policies with· respect to' cash inanageme:o,t, corporate expenses, allocation of 
assets and liabilities and inter-Group transactions at the present time. Rather than develop policies at this 
time, the Company Board intencis to. 'e.xercise froin time to time its judgment, as· to how best to obtain 
information regarding th~ divergenc~ (or potentiai div~rgence) of interests; under what circumstances to 
seek the assistance of outside advisers, and how to assess which available alternative iS in the best interests 
of the Company and all of its . stockholders. Delmarva an.cl Atlan:ric believe th~ advantages of retaining 
board flexibility' tC? address circumstances as they arise outweigh any perceived advantages that may derive 
from the adoption of polieies at the present time .. '. ' ,, 

. Any management and allocation policies with. respect to. cash management, corporate expenses, 
allocation of assets and int.er-Group. transactions adopted by the Company Board will be reqll;ired to 
conform t~federal and state regulations, which extensively regulate the operations of the Company and its 
affiliates and which may impose procedural, substantive,. record keeping, .accounting and other require
ments on the Company in connection- with such matters. -See "The Co.mpany Following the Mergers-
Management of the Company." ·· 
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After management and allocation policies, if any, are adopted, any and all of them could be modified 
or rescinded by the Company Board, in its sole discretion, without the approval of stockholders. Any 
determination to modify or rescind such policies, or to adopt other policies in their place, including any 
such decision that could have disparate effects upon holders of Company Common Stock or Class A 
Common Stock, would be made by the Company Board as set forth under "- Fiduciary Duties of the 
Company· Board Are to All Stockholders Regardless of Class." See "The Company Following the 
Mergers-Management of the Company." 

. Limitations on Potential Acquisition of a Group. If each Group were .a separate publicly held 
corporation, any person interested in acquiring such corporation without negotiation with management 
could seek control of the outstanding stock of such. corporation by means of a tender offer or proxy 
contest. Although approval and consummation of the Mergers would authorize issuance of the Class A 
Common Stock that is intended to reflect the performance of the Atlantic Utility Group and the Company 
Common Stock that is intended to reflect the performance of the Residual Group, a person interested in 
acquiring only one Group without negotiation with th.e Company's management would still be. required to 
seek control of the voting power represented by aii of the outstanding capital stock of the Company, 
including the Company Common Stock and· the Class A Common Stock. See "Description of the 
Company's Capital Stock-Voting." . -

Absence of Approval Rights with Respect to Future Issuances of Authorized Shares. Following consum
mation of the Mergers, the authorized but unissued shares of capital stock would be available for. issuance 
from time to tim~ by the Company at the sole discretion of the Company Board for any proper corporate 
purpose. Such issuances could include shares of Company Common Stock or (although there is no present 
intention to issue any s_uch shares) shares of Class. A Common Sto('.k, as well as the issuance of such shares 
upon the conversion or exe.rcise of securities of the. Company that are .convertible .into or exercisable or 
exchangeable for such sP,ares. The approval of the stockholders of the Company will not. be sought by the. 
Company for the issuance of authorized .but unissued shares of Company Common Stock or Class. A 
Common Stock (or the reissuance of previously issued shares that have b~en reacquired by the. Company) 
or securities of the Company that are convertibk into or . exercisable or exchangeable for such shares, 
unless deemed advisable by the Company Board or required by applicable law, regulation or stock 
exchange requirements. The authorized capital stock of the Company, as of the time of the· consummation 
of the Mergers, will.consist of (i) 160 million shares of common stock, of which 150 million shares will be 
designated as Company Common. Stock and 10 million shares will be designated as Class A Commqn 
Stock, and (ii) 20 million shares of Preferred Stock. 

Anti-Takeover Considerations'. The· Company Charter and the bylaws of the Co~pany (the "Company 
Bylaws''.), the existence of the Class A Comi:non Stock, the DGCL, various state public utility regulatory 
statutes and the Public Utility Holding Company Act of 1935; as amended {the "1935 Act") may serVe to 
discourage or make more difficult a change in· control of the Company without the support of the 
Company Board or without meeting variou~ other conditions. Charter ·and bylaw provisions that may 
discourage or make more difficult .a change· in control. of the Company ·indude the authOrization of the 
Company Board to issue additional shares of Preferred Stock in one or more series and to fix· and state the 
designations, powers, preferences, qualifications, lifili.tations, restrictions and relative rights of the shares of 
each such series without further action by the Company's stockholders, certain procedures required ill 
connection with the nomin.ation of direetors of the Company and the other provisions described under 
"Description of the Company's Capital Stock_:Anti-Takeover Provisions." The existence of the Class A 
Common Sfock ·would present conipleXi.ties .and could in certain circumstances pose obstacles, financial 
and otherwise, to an acquiring person. For example, a potential acquiror would have to take into 
consideration that holders of different series· of Common Stock.might be more or less receptive to the 
acquiror's proposal, that a tender offer would have to be structured so as to take into account different 
prices at which shares of the different series might be acquired; that a merger would require allocation of 
consideration 'among the different classes of Common Stock and the effects of actions the Company niight 
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take such as causing a conversion of the Glass A Common Stock. In addition, to the extent the relative 
market values of the Company Common Stock and· the· Class A Common Stock fluctuate, a potential 
acquiror may be able to acquire relatively more or less voting power for the same consideration depending 
on which class of Common Stock is purchased. The Company is subject to Section 203 of the DGCL, 
which, in general, prohibits a "business combination" between a corporation and an "interested stock
holder" unless certain conditions are met. In addition, certain acquisitions of outstanding voting shares 
would require prior approval of state regulatory authorities pursuant to applicable state public utility 
regulatory statutes and of the SEC pursuant to the 1935 Act. See "Regulatory Matters." The provisions of 
the Company Charter and . the Company Bylaws, the existence of the Clas.s A Common Stock and 
provisions of the DGCL, various state utility regulatory statutes· and the 1935. Act could, under certain 
circumstances, prevent stockholders from profiting from an increase in'the market value of their shares as 
a result of a change in control of the Company by deiaying or preventing such change in contr:ol. See 
"Description of the Company's Capital Stock-.Apti.-Takeover Provisions." · · 

Risk Factors Associated with Each Class of Common Stock 
' ' ' 

No Assurance of Payment of Dividends on the Common Stock . . , Although the Merger Agreement sets. 
forth a dividend policy· with respect to the Class A Common Stock, and Delmarva anp Atlantic have 
announced a dividend policy for the Company Common Stock at the time of the consummation of the 
Mergers; such dividend policies are and ·will 'be subject to evaluation from time to time by the Company 
Board based on the Company's results of operations, finaneial condition and capital requirements and 
other· relevant considerations, including· regulatory considerations.· Stich policies, moreover, are not 
contained within the Company Charter, which 1s the instrument that establishes the terms of the Common 
Stock. See "Description of the Company's Capital Stock~Common Stock__:_Dividends-Dividend Poli
cies" and "The Company Following the Mergers:.:__Dividend Policies." Any dividends on the Company 
Common Stock and the Class A Common Stock that may 'be declared by the Company Board will be 
payable out of the lesser of (i) the funds of the Company legally available ·for such purpose, which are 
determined on the basis of the entire Company, and- (ii) ·the Residual Group Available Dividend Amount 
and the Atlantic Utility Group Available· Dividend Amount, respectively. See "Description of the Com
pany's Capital Stock-Common Stock-Dividends-Available Amounts." The Company's ability to ·pay 
dividends will depend primarily upon the ability of its subsidiaries; including Delmarva and ACE, to pay 
dividends or otherwise transfer funds to it. Financing arrangements, charter provisions and. regulatory 
requirements may impose restrictions on the ability of the Company's subsidiaries to transfer funds to the 
Company in the form of cash dividends, loans or advances. Such charter provisions include the provisions 
in, the Restated. Certificate and Articles of Incorporation, _as amended, of Delmarva (the "Delmarva 
Charter") and in the Certificate of Incoiporation,. as amended, of ACE (the ':ACE Charter") that, 
respectiv~ly, preclude the payment of diyidends.on Delmar\ra Com!llon Stock and th~ common stock, $3.00 
par value, of ACE( the ''ACE Common Stock;') if there are any arrearages in payment of dividends on the 
Delmarva Preferred Stock or on the ACE preferr~d stock (the '~CEPreferred Stock'} Under the 1935 
Act, the SEC has the power to: preclude the payment of dividends l>Y Delmarva and ACE to the Company 
or to preGlude the payment of dividends by the Co~pany under certain circumstances. Any net losses of 
the Company (without regard to whet.her such los~es arose.from any specific Group), any dividends or 
distributions on, or repurchases of, thy Company Common Stock or the Class A Common .Stock, and any 
dividends on, and certain repurchases of Company Preferred ~toc.k, will reduce .the funds of the Company 
legally available for payment of dividends on both the Company Common Stock and the Class A' Common 
Stock. Subject to limitations of the DGCL and the Company Charter, the Company Board may declare 
and pay dividends on Company· Common Stock and Class· A _Common Stock in equal or unequal amounts, 
or may decide not to .declare and pay such dividends, notwithstanding tlie rd1J.tionship between the 
Residi'.ial Group Available Dividend Amount and the Atlantic Utility Group Available pivfdend Amount, 
the respective amounts of prior dividends .paid on, or liquidation rights of, the Company Common Stock or 
the Class A. Common Stock or any other factor .. See "Des~ription of the Company's Capital Stock-
Common Stock-Dividends-Dividend Polides." · 
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Disposition of Group Assets Without Stockholder Approval. As long as the assets of a Group represent 

less than substantially all of the properties and assets of the Company, the Company Board may approve 
sales and other dispositions of any amount of the properties and assets of such Group without stockholder 
approval, since under the DGCL and the Company Charter stockholder approval is required only for a 
sale or other disposition of all or substantially all of the properties and assets of the Company as a whole. 
The proceeds from any such disposition would be assets attributed to such Group arid used for its benefit. 

Risk Factors Associated with the Class A Common Stock 

No Assurance of Payment of Dividends on the Class A Common Stock. The Merger Agreement 
provides, subject to declaration by the Company Board and the obligation of the Company Board to react 
to the financial condition and regulatory environment of the Company and its results of operations, that 
the dividends declared and paid on the Class A Common Stock will be maintained at a level of $3.20 per 
share per annum until the earlier of July 1, 2001 or the end of the twelfth calendar quarter following the 
calendar quarter in which the Mergers are consummated (the "Initial Period"). It is the intention of the 
Company after the Initial Period to pay dividends on Class A Common Stock (the amount of such 
dividends to include the amount credited to the Intergroup Interest as described below under '~Description 
of the Company's Capital Stock-Intergroup Interest-Adjustments in Connection with Various Transac
tions-Dividends") at a rate equal to 90% of the Company's earnings attributable to the Atlantic Utility 
Group in excess of an amount equal to $40,000,000 per annum (the "Notional Fixed Charge").· The 
anticipated dividend rate for the Initial Period of $3.20 per annum would imply, at a payout ratio of 90%, 
that Company Net Income Attributable to the Atlantic Utility Group exceeded $3.56 per outstanding share 
of Class A Common Stock. There can be no assurance that the Atlantic Utility Group will have sufficient 
earnings after the Initial Period to maintain a $3.20 per share dividend rate for the Class A Common 
Stock. Furthermore, the Merger Agreement provides that if and to the extent that the annual dividends 
paid on the Class A Common Stock during the Initial Period (including the amount credited to the 
Intergroup Interest as aforesaid) shall have exceeded 100% of Company Net Inc.ome Attributable to the 
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Atlantic Utility Group during such period, the Company Board may consider such fact in determining the 
appropriate annual dividend rate on the Class A Common Stock following the Initial Period. Dividends on 
the Class A C9mmon Stock will not be cumulative. See "Descriptiqn of the Company's Capital Stock--
Common Stock-Dividends-Dividend Policies." · 

Conversion of Class A Common Stock into Company Common Stock at the Option of the Company. 
The Company Board could, in its sole discretion, determine to convert each outstanding share of Class' A 
Common Stock into shares of Company Common Stock (i) at any time at a premium that will decline ove1' 
four years from 25% to 10% or (ii) following a dividend or partial redemption undertaken in. connection 
with a disposition of all or substantially all of the properties and assets .of the Atlantic Utility Group. Such 
determination could be made at a time when either or both the Company Common Stock and the Class A 
Common Stock may be considered to be overvalued or undervalued. In 'addition, any such c.onversion at 
any such premium would dilute the interests in the Company of the holders of Company Common Stock 
and could preclude holders of both classes of Common Stock from retaining their investment in a security 
that is intended to reflect separately the performance of the relevant business group. In determining 
whether to convert Class A Common Stock into the Company Common Stock, the. Company Board would 
act in accordance with its good faith business judgment that any such conversion is in the best interests of 
the Company and all of its stockholders, including both the holders of the Class A Common Stock and the 
holders of the Company Common Stock. The Company cannot predict the iinpact on the market prices of 
the Company Common Stock or the Class A Common Stock of its ability to effect any such conversion or 
the effect, if any, that the exercise by the Company of such conversion right would have on the market 
price of the Company Common Stock or the Class A Common Stock prev~tiling at such time. See '~-Risk 
Factors Associated with the Dual Class Common Equity Structure-Potential Divergence of Interests and 
Requirement to Act on Behalf of Company and All Stockholders" and "Description of the Company's 
Capital Stock-Conversion and Redemption of the Class A Commori Stock." 
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No Assurance as to Market Price of Class A Common Stock. Because there has been no prior market 
for the Class A Common Stock of the Company, there can be no assurance as to the market price of the • 
Class A Common Stock following the consummation of the Mergers. Accordingly, t.here can be no 
assurance that the combined market values of the Company Common Stock and the Class A Common 
Stock held by an Atlantic stockholder after the consummation of the Mergers will equal or exceed the 
market value of the Atlantic Common Stock held by such stockholder prior to such time. See "Selected 

· Historical and Unaudited Pro Forma Financial Data-Comparative Per Share Prices of Delmarva Com
mon Stock and Atlantic Common Stock." 

The market prices of the Class A Common Stock after the consummation of the Mergers would be 
determined in the trading markets· and could be influenced by many factors, including the results bf the 
Atlantic Utility Group, investors' expectations for the Atlantic Utility Group, trading volumes, regulatory 
environment and general economic and market conditions. There can be no assurance as to the extent to 
which investors wouid assign values to the Class A Common Stock based on the reported financial results 
or other measures of performance or prospects of the relevant businesses. There is no .present intention on 
the part of Delmarva and Atlantic for the Company to issue any shares of Class A. Common Stock 
following consummation of the Mergers. Financial effects of the Atlantic Utility Group that affect the 
Company's consolidated results of operations or financial condition could affect the market prices of the 
Class A Common Stock. In addition, the Company cannot predict the impact of certain terms of the 
Class A Common Stock on their market price, such as (i) basing the consideration to be paid, if all or 
substantially all of the properties and assets of the Atlantic Utility Group are sold in a Disposition, on the 
Net Proceeds of such Disposition, (ii) the ability of the Company to convert Class A Common Stock into 
Company Common Stock or (iii) the discretion of the Company Board to make various determinations 
with respect to the Atlantic Utility Group and the Class A Common Stock. 

The possibility that the Company's earnings attributable to the Atlantic Utility Group will not be 
sufficient to maintain the dividend rate that the Company intends to pay during the Initial Period, and 
therefore, the' possibility that the dividend rate payable on the .Class A Common Stock will be reduced • 

·after the Initial Period by a material amount, may have an adverse impact on the market·price of the 
Class A Common Stock. In addition, because the earniilgs of the Company attributable to the Atlantic 
Utility ·Group out of which dividends on the Class A Common Stock will be paid are calculated after 
deduction of the Notional Fixed Charge, a small change in the earnings of the Company attributable to the 
Atlantic Utility Group may have a disproportionately large impact, on a percentage basis, on the earnings 
available to pay dividends on the. Clas.s A Common Stock. As a result, the market price of the Class A 
Comm~n Stock .may be more .volatile than the market price of the Company Common Stock. 

The earriings of the Company attributable to the Atlantic Utility Group are dependent on a number of 
factors, many o:t' which are beyond the control ,9f the Company. These factors include the growth in 
demand for electric power in the areas served by the Atlantic Utility Group and the scope and timing of 
regulatory changes that would allow other suppliers of electric power to serve customers in the areas 
served by the Atlantic Utility Group. Because the Atlantic Utility Group's average cost of power is above
market, changes in the regulatory environment that allow iower cost suppliers of power to compete with 
the Atlantic Utility Group· without a corresponding non-bypassable charge· having been allowed by the 
regulatory authorities may have an adverse impact on the Company's earnings attributable to the Atlantic 
Utility Group. · 

in connection with payments· of dividends on the Class A Common Stock (other than a dividend 
payable in shares of Class A Common Stock or in securities .of the Company attributed to the Atlantic 
Utility Group), the Residual Group will be credited and the Atlantic Utility Group will be charged an 
amount reflecting the Intergroup Interest. See "Description of the Company's Capital Stock-Intergroup 
Interest" and "-Dividends." In the event the businesses attributable to the Atlantic Utilicy Group do ·not 
make a cash payment to the Residual Group in the amount of such credit and charge at the time a 
dividend is paid on the Class A Common Stock, the Company may account for the credit and charge in a 
number of possible ways. For instance, the Company could treat the amount effectively as a loan from the 
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Residual Group to the Atlantic Utility Group, on which interest would be payable. Alternatively, the 
Company could also adjust for the credit and the charge by reducing the Outstanding Atlantic Utility 
Fraction and increasing the Intergroup Interest Fraction. 

Potential Adverse Effects of Possible Disposition of Assets Attributable to the Atlantic Utility Group~ The 
terms of the Class A Common Stock provide that if the Company and/or its subsidiaries were to dispose of 
an or substantially all of the properties and assets attributable to the Atlantic Utility Group, other than in. a 
transaction in.whiGh the Company receives primarily equity securities of an entity engaged or proposing to 
engage primarily 1n a similar or complementary business arid other than in connection with the disposition 
of all or substantially all of the assets of the Company, the Company would be required, at its option, eithe.r 
to (i) distribute to holders of Class A Common Stock an amount equal to their proportionat'e interest in 
the Net Proceeds of such Disposition, either by special dividend or by redemption of all or part of the 
outstanding shares of Class A Common Stock or (ii) convert outstanding shares of Class A Common Stock 
into shares of the corresponding series of Company Common Stock at a conversion ratio based on 110% of 
the average daily ratio of the Market Value of a share of Class A Common Stock to the Market Value of a 
share of Company Common Stock over a specified period following such Disposition: In addition, the 
Company Charter will not require the Company Board to select the option that would result in the 
distribution with the.highest value to the holders of the Class A Common Stock or with the smallest effect 
on the Company Common Stock. The Company Board would select an option based upon its good faith 
business judgment that such option is in the best interests of the Company and all of its stockholders, 
including both the holders of the Class A Common Stock and the holders of the Company Common Stock. 
"Net Proceeds" means the proceeds of such Disposition after payment of or provision for certain specified 
costs, including taxes to be paid by the Company in respect of the Disposition or such dividend or 
redemption, transaction costs and liabilities and other obligations (including obligations in respect of 
preferred stock) attributed to the Atlantic Utility Group. If the Atlantic Utility Group were a separate 
independent company and its shares were acquired by another person, certain of those costs, including 
corporate level taxes, might not be payable in connection with such an acquisition. As a result, the 
consideration that would be received by stockholders of such a separate independent company in 
connection with such .a stock acquisition might be greater than the Fair Value of the Net Proceeds that 
would be received by holders of Class A Common Stock if all or substantially all of the properties and 
assets of the Atlantic Utility Group were sold. In addition, no assurance can be given that the Net Proceeds 
per share of Class A Common Stock to be received in connection with a Disposition of all or substantially 
all of the properties and assets of the Atlantic Utility Group will be equal to or more than the market value 
per share of Class A Common Stock prior to or after announcement of such Disposition. See "
Conversion of Class A Common Stock into Company Common Stock at the Option of the Company" and 
"-No Assurance as to Market Price of Class A Common Stock" and "Description of the Company's 
Capital Stock-Conversion and Redemption of the Class A Common Stock." 

Risk Factors Associated with the Company Common Stock 

No Assurance as to Market Price of Company Common Stock. Because there has been no prior 
market for the Company Common Stock, there can be no assurance as to the market price of the Company 
Common Stock following the co'nsummation of the Mergers. Accordingly, there can be no assurance that 
the combined market values of the Company Common Stock and the Class A Common Stock held by an 
Atlantic stockholder after the consummation of the Mergers will equal or exceed the market value of the 
Atlantic Common Stock held by such stockholder prior to such time or that the market value of the 
Company Common Stock held by a Delmarva stockholder after the consummation of the Mergers will 
equal or exceed the market value of the Delmarva Common Stock held by such stockholder prior to such 
time. See "Selected Historical and Unaudited Pro Forma Financial Data-Comparative Per Share Prices 
of Delmarva Common Stock and Atlantic Common Stock." 

The market price of the Company Common Stock after the consummation of the Mergers would be 
determined in the trading markets and could be influenced by many factors, including the consolidated 
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results of the Company, as well as the respective performances of the Groups, investors' expectations for 
the Groups, trading volumes, regulatory environment and general economic and market conditions. There • 
can be no assurance as to the extent to which investors would assign values to the Company Common 
Stock based on the reported financial results or other measures of performance or prospects of the 
relevant businesses. Fil).ancial effects of the Groups that affect the Company's consolidated results of 
operations or financial condition could affect the market prices of the Company Common Stock. In 
addition, the Company cannot predict the impact of certain terms of the Company Common Stock and the 
Class A Common Stock on the market price of the Company Stock such as (i) basing the consideration to 
be paid, if all or substantially ail of the properties and assets of the Atlantic Utility Group are sold in a 
Oisposition, ;on the Net Proceeds of such Disposition, (ii) the ability of the Company to convert Class A 
Common Stock into Company Common Stock or (iii) the discretion of the Company Board to make 
various determinations with respect to the Groups and the ·company Common Stock and Class A 
Common Stock. 

No Company Charter Provision Governing Disposition of All or Substantially All of the Residual Group's 
Properties and Assets. The Company Charter does not contain provisions relating to a disposition of all or 
substantially all of the properties and assets of the Residual Group comparable to those relating to .a 
Disposition of all or substantially all of the properties and assets of the Atlantic Utility Group discussed 
above under "-Risk Factors. Associated with the Class A Common Stock-Potential Adverse Effects of 
Possible Disposition of Assets of the Atlantic Utility Group." See "Description of Company's Capital 
Stock-Conversion and Redemption of the Class A Common Stock." The appropriate disposition of 
proceeds, if any, in the case of a disposition of all or substantially all of the properties and assets of the 
Residual Group would : be subject to determination by the Company Board in accordance with the 
Company Charter and in the exercise of its fiduciary duties. See "-Risk Factors Associated with the Dual 
Class Common Equity Structure--:---Fiduciary Duties of the Company Board Are to All Stockholders 
R~gardless of Class." 

': ;' 
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SELECTED IDSTORICAL AND PRO FORMA FINANCIAL DATA 

The following tables contain the (1) selected historical consolidated financial data, including certain 
historical per share data, for Delmarva and Atlantic and (2) selected unaudited pro forma combined 
financial data, including pro forma combined per share data, for ,the Company. The selected historical 
financial data should be read in conjunction with the historical consolidated financial statements and 
related notes thereto of Delmarva and Atlantic as presented in their respective 1995 Forms 10-K and 1996 
Forms 10-Q, which are incorporated by reference herein. See "Available Information" and "Incorporation 
by Reference." The selected unaudited pro forma combined financial data should be read in conjunction 
with the unaudited pro forma combined financial statements and related notes thereto of the Company, 
which are set forth elsewhere in this Joint Proxy Statement/Prospectus. 

Selected Historical Financial Data 

The selected historical consolidated financial data for Delmarva and Atlantic for each year in the five
year period ended December. 31, 1995 have been derived from the audited financial statements of 
Delmarva and Atlantic, respectively. The selected historical financial data for Delmarva and Atlantic for 
the nine months ended September 30, 1996 and 1995, have been derived from the unaudited financial 
statements of Delmarva an.d Atlantic, respectively, which, in the opinion of the manageinent of both 
companies, reflect all adjustments, including only normal recurring adjustments, necessary' for a fair 
presentation of the financial results for the interim periods. The results for such interim periods ·do not 
necessarily indicate the results for the full fiscal year. · · 

DELMARVA POWER & LIGHT COMPANY 
(Dollars in Thousands, Except Per Share Amounts) .. 

Nine Months Ended 
September 30, 

1996 1995 ' 1995 

Year Ended December 31, 

1994· 1993 1992' 1991 

• 

In~;:a~:::e:~:~!~ta ..... . 
Income from continuing 

operations . . . . . . . . . . . 

$834,579 

94,503 
94,503 

$753,893 

97,566 
97,566 

$995,103 

117,488 
117,488 

$991,id 

108,310(a) 
108,310(a) 

$970,607 

111,076 
111,076 

$86
1

4,044 $855,821 

98,526(b) ' - . 80,506 
Net income .......... . 
Earnings applicable to 

common stock . . . . . . . . 
Earnings per average share 

of common stock from 
continuing operations .... 

Earnings per average share 
of common stock . . . . . . 

Dividends declared per share 
of common stock . . . . . . 

Balance Sheet Data 
Total assets . . . . . . . . . . . . 
Long-term debt and capital 

lease obligations ...... . 
Book value per common 

share outstanding . . . . . . 

87,210 

$1.44 

$1.44 

$1.155 

September 30, 
1996 

$2,898,111 

848,953(d) 

$15.48 

90,089 

$1.50 

$1.50 

$1.155 

107,546 

$1.79 

$1.79 

$1.54 

1995 

98,940(a) 

$1.67(a) 

$1.67(a) 

$1.54 

101,074 

$1.76 

$1.76 

$1.54 

December 31, 

1994 1993 

98,526(b) 93,236(c) 

90,177(b) 85,259(c) 

$1.69(b) ' $1.44 

$1.69(b) $1.69(c) 

$1.54 $1.54 

1992 1991 

$2,866,685 $2,669,785 $2,592,479 $2,374,793 $2,263,718 

874,672( d) 794,218( d) 759,703( d) 813,468( d) 799,483( d) 

$15.20 $14.85 $14.66 $13.77 $13.42 

(a) The 1994 early retirement offer reduced net income and earnings per share by $10.7 million and $0.18, respectively. · 

(b) The 1992 settlement of the Peach Bottom lawsuit increased net income and earnings per share by $11.4 million and $0.21, 
respectively. 

(c) The 1991 one-time cumulative effect of a change in accounting for unbilled revenues increased net income and earnings per 
share by $12.7 million and $0.25, respectively. 

(d) Excludes variable rate demand bonds classified as current liabilities and amounts due within one year. 
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ATLANTIC ENERGY, INC. 
(Dollars in. Thousands, Except Per Share Amounts) 

Nine Months Ended 
September 30, Year Ended December 31, 

1996 1995 1995 1994 1993 1992 1991 
---

Income Statement Data 
Operating revenues ........ $752,968 $727,543 $953,137. $913,039 $865,675 $816,825 $808,374 
Net income ............. 58,352 70,782 81,768 76,113(a) 95,297(b) 86,210(c) 85,635 
Earnings per average share of 

common stock . . . . . . . . . . $1.11 $1.34 $1.55 $1.4l(a) $1.80(b) $1.67(c) $1.75 
Dividends declared per share of 

.common stock .......... $1.155 $1.155 $1.54 $1.54 $1.535 $1.515 $1.495 

September 30, 
December 31, 

1996 1995 1994 1993 · 1992 1991 

Balance Sheet Data 
Total assets ................. $2,679,681 $2,620,896 $2,545,555 $2,487,508 $2,219,338 $2,151,416 

. Preferred stock subject to mandatory 
redemption . . . . . . . . . . . . . . . . 90,000(d) 114,750(d) 149,250(d) 173,750(d) 190,250(d) 191,300(d) 

Long-term debt and capital lease 
obligations . . . . . . . . . . . . . . . . 866,805(d) 870,083(d) . 819,399( d) 810,508(d) 680,085(d) 617,900(d) 

Book value per common share 
outstanding ................. $15.42 $15.48 $15.56 $15.62 $15.17 $14.84 

(a) The 1994 employee separation costs reduced net income and earnings per share by $17.3 million and $0.32, respectively. 

(b) ·The 1993 nonrecurring charges for reorganization activities reduced net income and earnings per share by $5.4 million and $0.10, 
respectively. 

(c) The 1992 settlement of the Peach Bottom lawsuit increased net income and earnings per share by $7.7 million and $0.15, 
resp~ctively. 

(d) Excludes amounts due within one year. 
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Selected Unaudited Pro Forma Combined Financial'Data and Comparative -Per Share Data 

The following selected unaudited pro forma combined financial data combine the historical consoli
dated balance sheets and statements of operations of Delmarva and Atlantic for the same periods, after 
giving effect to the Mergers under the purchase method of accounting and assuming that the Mergers had 
been effective for all periods presented: Pro forma per share data for Company Common Stock give effect 
to the conversion of each share of Delmarva Common Stock into one share of Company Common Stock 
and the conversion of each share of Atlantic Common Stock into 0.75 of one share of Company Common 
Stock and 0.125 of one share of Class A Common Stock. This data does not reflect any cost savings or 
other synergies anticipated by management as a result of the Mergers. See "The Merger Agreement-The 
Mergers." The selected unaudited proforma combined financial data are not necessarily indicative of the 
actual operating outcomes or financial position that wouid have resulte<;l had the Mergers been consum
mated on the dates for which the Mergers are being given effect and should not be construed as necessarily 
indicative of future operating results or financial position. The following information is based on the 
unaudited pro forma combined statements of income and balance sheet presented below in this Joint 
Proxy Statement/Prospectus (see "Unaudited Pro Forma Combined Financial Statements"). 

THE COMPANY 
(Dollars in Thousands, Except Per Share Amounts) 

Pro Fonna 

Nine Months 
Ended Year Ended 

September 30, 1996 December 31, 1995 

Income Statement Data 
Operating revenues .............. · .... , ....... ; .... · .. -: 
Net income ...................................... . 
Earnings applicable to common stock ................... . 
Earnings applicable to .Class A common stock ............. . 
Earnings per average share of common stock .... · .... ~ ... ~· .. . . 
Earnings per average share of Class A common stock ..... : .. . 
Dividends declared per share of common stock ............ . 
Dividends declared per share of Class A common stock ...... . 

Balance Sheet Data 

$1,587,547 
144,407 
134,828 

9,579 
$1.35 

'$1.45 
$1.155 
' $2.40 

Total assets .................................................... . 
Preferred stock of subsidiaries subject to mandatory redemption ............. . 
Long-term debt and capital lease obligations, net of current maturities ........ . 
Book value per share outstanding ................................... . 
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$1,948,240 
187,567 
173,736, 

13,831 
$1.74 
$2.10 
$1.54 
$3.20 

September 30, 1996 

$5,774,342 
183,950 

1,715,758 
$17.53 



Comparative Earnings, J)ividends and Book Values Per Share of Common Stock and Class A Common 
Stock 

Earnings Per· Average· Share of Common Stock 
·The Company . . . . ' . 

Pro forma (a) ................ · ... , ..................... · 
Delmarva · · 

Historical . . . ·. . . . . . . . ·. . . . . . . . . . . . . .- . . . . . . . . . . ·. . . . . . . 
Equivalent pro forma (b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Atla~tic . _ _ . . 
H1stoncal . . . . . . . . . . . . . · . . . . . . . . . . . . . . : . . . . . . . . . . . . . . 
Equivalent proforma: (c) .... , .. ~ ..... · ............ " ... ~ .. 

Earnings Per Average Share of Class A Common Stock 
The Company . ,. , . . , . 

Pro forma (a) .................... · . . . . . . . . . . . . . . . . . . . · 
Atlantic · · · ·· · · · 

Equivalent pro forma ( d) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Equivalent Pro Forma Earnings Per Share to be Received by 

Atlantic Common Stockholders for each Share of Atlantic 
Common Stock (e) ................................... . 

Dividends Per Share of Common Stock 
The Company 

Pro forma (a) ...................................... . 
Delmarva · 

Historical . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
. Equivalent pro forma (b) ............................... . 

Atlantic 
Historical . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Equivalent pro forma ( c) . . . . . . . . . . . . . . . . . . . . . . . . . ~ . . . . . 

Dividends Per Share of Class A Common Stock 
The ·Company . . 

Pro forma (a) ...................................... , 
Atlantic · 

Equivalent pro forma ( d) ........................ ; ; .. .' .. 
Equivalent Pro Forma Dividends Per Share to be Received by. :·: 

Atlantic Common Stockholders for each Share of Atlantic 
Common Stock (e) .................. : ....... : ..... " .. . 

Book Value Per Share Outstanding 
The Company · 

Pro Iorina (a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 
Delmarva· . . . . .. · 

Historical . . . . . . . . . . . . . . ·. . .. . . . . . . . · . . . . . . . . . . . . . . . . . · .· 
Equivalent pro forma . . . . . . . . . . . . . . · . ·. .' . . . . . . . . . . . . . . . . . 

Atlantic , 
Historical . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Equivalent pro forma ................................. . 

Nine Months 
Erided Year Ended 

September 30, 1996 December 31, 1995 

$ 1.35 $ 1.74 

1.44 1.79 
1.35 1.74 

1.11 1.55 
'1.01 1.31 

1.45 2.10 

1.45 2.10 

.1.19 1.57 

1.155 1.54 

1.155 1.54 
1.155 1.54 

1.155 1.54 
0.866 1.155 

2.40 3.20 

2.40 3.20 

l.l66 1.555 

September 30, 
1996 

$17.53 

15.48 
17.53 

15.42 
17.53 

(a) The Company proforma financial data are based on the unaudited proforma combined statements of income and 
balance sheet presented below in this Joint Proxy Statement/Prospectus (see "Unaudited Pro Forma Combined 
Financial Statements"). 

(b) Delmarva equivalent pro forma earnings and dividends per share of common stock are equal to the Company 
equivalent combined amounts because each share of Delmarva Common Stock outstanding immediately prior to 
the Effective Time shall be converted into the right to receive one share of Company Common Stock. 

(c) _Atlantic equivalent proforma earnings and dividends per share of common stock are based upon the Company 
equivalent combined amount multiplied by the exchange ratio of 0.75 share of Company Common Stock for each 
one share of Atlantic Common Stock outstanding immediately prior to the Effective Time. 
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(d) .(e) 

·-

Atlantic equivalent pro forma earnings and divide_nds per share of Class A Common Stock are equal to the 
Company equivalent combined amounts because the Class A Common Stock is to be exchanged solely for 
Atlantic Common Stock outstanding immediately prior to the Effective Time. 

Equivalent pro forma earnings and dividends per share of Corrimon Stock and Class A Common Stock to be 
received by Atlantic common stockholders in (;!Xchange for each share of Atlantic Common Stock are computed 
based on the conversion ratios as follows: 

. ~arnings Per Average Share: 

Earnings per average share of Common Stock 
The Company 

Pro forma ....... '· ........................... . 
Atlantic's conversion ratio for Company 
· Cominon Stock ............................... . 

Subtotal ....................................... . 

Earnings per average share of Class A Common Stock 
The Company 

Proforma ................................... . 
.Atlantic's conversion ratio for Class A Common Stock ....... . 

._Subtotal ............... · ........................ . 

Equivalent pro forma earnings per share of Common Stock and 
- Class A Common Stock to be received by Atlantic common 

stockholders for each share of Atlantic Common Stock 

Dividends Per Average Share: 
Dividends per averag'e sh.are of Colf\mon Stock 

The Company · · 
Proforma .................................. . 

Atlantic's conversion ratio for Company .. 
Common Stock ................................ . 

Subtotal· ... ; ... -. ; ~- ... · .... ·. · .. ~ . -. · ..... · ....... · .. .' . .' 

· Dividends .. per'average share of' Class A Common Stock 
The Company . , 

Proforma .................................. . 
Atlantic's ·conversion ratio for Class A Common Stock . -. · ..... _. · 

Subtotal ... •." . ·. · ....... ; ·': ........... -...... : .. : .. : .·: . 

Equivalent proforma dividends per share of Gammon Stock and. 
Class A Common Stock to be received byAtlantic common 
stockholders for each share of Atlantic Common· Stock .... ·. -. 
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Nine 
Months Ended 

September 30, 1996 

$ 1.35 

0.75 
. $ 1.01 

$ 1.45 
0.125 

$ 0.18 

$ 1.19 

$1.155 

0.75 

$0.866 

$ 2.40 
0.125 .. 

$ 0.30' 

,•i $1.166 
' . 

Year Ended 
December 31, 1995 

$ 1.74 

0.75-

$ 1.31 

$ 2.10 
0.125 

$ 0.26 

$ 1.57 

$ 1.54 

0.75 

$1.155 

$ 3.20 
0.125 

$ 0.40 

. $1.555 



Comparative Per Share Prices of Delmarva Common Stock and Atlantic Common Stock 

The Delmarva and Atlantic Common Stocks are listed on the NYSE and the Philadelphia Stock 
Exchange, and the Atlantic Common Stock is also listed on the Pacific Stock Exchange. The following 
table presents, for the calendar quarters indicated, the dividends paid and the high and low sales prices of 
Delmarva Common Stock and Atlantic Common Stock as reported on the NYSE-Composite Transac
tions, in each case based o~ published financial sources. 

Delmarva Atlantic 

High Low Dividends High Low Dividends 

1994 
First Quarter ............................. . $235/s $20Yz $0.38Yz $21Y4 '$19Vs $0.38Yz 
Second Quarter ............................ . 21 161'~ 0.38Yz 21Yz 16% 0.38Yz 
Third Quarter ............................ . 20 17% 0.38Y2 195/s 161/s 0.38Yz 
Fourth Quarter ........................... . 19¥4 175/s 0.38Yz 18¥4 16 0.38Yz 

1995 
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 17'l's 0.38Yz 19 17% 0.38Yz 
Second Quarter ........................... . 21V4 191/s 0.38Yz 195/s 17'l's 0.38Y2 
Third Quarter ............................ . 23 19Y2 0.38Yz . 19Vs 18Ys 0.38Y2 
Fourth Quarter ........................... , 235/s; 21Vs 0.38Yi 201/s 19 0.38Y2 

1996 
First Quarter . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . 235/s 21 0.38Y2 20 165/s 0.38Yz 
Second Quarter ........................... . 21% 19Ys 0.38Y2 18% 16 0.38Yz 
Third Quarter ............................ . 21¥4 20 0.38Y2 l8Y2 17 0.38Yz 
Fourth Quarter (a) . . . . . . . . . . . . . . . . . . . . . . . . . 21¥4 19Vs 0.38Yz 181/4 .17% 0.38Yz 

(a) Through the close of business on December 20, 1996. : · · 

On August 9, 1996, th~ last full trading day before the public announcement of the execution and. 
delivery of the Merger Agreement, the closing price per share was $205/s for the Delmarva.CommonStock 
and $171/s for the Atlantic Common Stock, as reported on the NYSE-Composite Transactions. · 

On December 20, 1996, the closing price per share was $20 for the Delmarva Coqunon Stock and 
$173/s for the Atlantic Common Stock, as reported on the NYSE-Composite Transactions. 

The market prices of Delmarva Common Stock and Atlantic Common Stock are subject to fluctua
tion. As a result, Delmarva and Atlantic stockholders are urged .to obtain current market quotations for 
Delmarva Common Stock and Atlantic Common Stock. 

The equivalent market value per share for Atlantic Common Stock is based on the market value of the 
securities of the Company received for each share of Atlantic Common Stock outstanding immediately 
prior to the consummation of the Mergers. The portion of the equivalent market value related to the 
exchange of each share of Atlantic Common Stock for 0.75 of one share of Company Common Stock is 
$15.47 based on the August 9, 1996 closing price per share of Delmarva Common Stock of $20%. The 
portion of the equivalent market value related to the exchange of each share of Atlantic Common Stock 
for 0.125 of one share of Class A Common Stock is not determinable since there will not be a market for 
the Class A Common Stock until it is issued in conjunction with the Mergers. 
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MEETINGS, VOTING AND PROXIES . 

This Joint Proxy Statement/Prospectus is being furnished to (i) the stockholders of Delmarva in 
connection with the solicitation of proxies by the Delmarva Board from the holders of Delmarva Common 
Stock for use at the Delmarva Meeting and (ii) the stockholders of Atlantic in connection with the 
solicitation of proxies by the Atlantic Board from the holders of Atlantic Common Stock for use at the 
Atlantic Meeting, each ·to consider and vote on proposals to approve the Merger Agreement and the 
transactions contemplated thereby and to adopt the Company Plan. 

Delmarva Meeting 

Purpose of Delmarva Meeting. The purpose of the Delmarva Meeting is to consider and vote upon 
the proposal to approve the Merger Agreement, pursuant to which the holders of Delmarva Common 
Stock and the holders of Atlantic Common Stock will become holders of Company Common Stock and, in 
the case of holders of Atlantic Common Stock, Class A Common Stock upon the completion of the 
Delmarva Merger and the Atlantic Merger, respectively, and to vote on the Company Incentive Compen
sation Plan (the "Company Plan"), which upon consummation of the Mergers will replace the Delmarva 
Power & Light Company Long-Term Incentive Plan (the "Delmarva LTIP") and Atlantic's Equity 
Incentiye Plan, subject to approval by stockholders. The Delmarva Board is not aware, as of the date of 
this Joint ~roxy Statement/Prospectus, of any other matters that may properly come before the Delmarva 
Meeting. The bylaws of Delmarva, as amended (the "Delmarva Bylaws"), provide that only business within 
the purposes described in the notice of the Delmarva Meeting may be conducted at the Delmarva Meeting. 
The enelos~d form of proxy authorizes the voting of shares represented by proxy on all other matters that 
may properly come before the Delmarva Meeting and .any adjournment or adjournments thereof. If any 
other matter incident to the conduct of the Delmarva Meeting properli came before the Delmarva 
Meeting or any adjournment or adjournmen~s thereof, it is the intention of the persons named in the proxy 
to vote the proxies in accordance with their best judgment. . · . · ' 

• 
. . :THE DELMARVA BOARD, BY UNANIMOUS VOTE OF THE DIRECTORS, HAS APPROVE~ 

THE MERGER AGREEMENT AND THE COMPANY PLAN AND RECOMMENDS THAT 
HOLDERS OF DELMARVA COMMON STOCK VOTE FOR APPROVAL OF THE MERGER 
AGREEMENT AND THE COMPANY PLAN. 

Irr considering the recommendation of the Delmarva Board with respect to the Merger Agreement, 
stockholders should be aware that certain members of the Delmarva Board will become directors and/or 
employees of the Company following consummation ·of the Mergers and/or be or. become entitled to 
severance benefits as a result of the Mergers and therefore, such directors may have interests in the 
Mergers that . are in addition to the interests of stockholders of Delmarva generally and that could 
potentially represent conflicts of interest. The Delmarva Board was aware of these interests and consid
ered them, among other matters, in approving the Merger Agreement. See "The Mergers-Conflicts of 
Interest of Certain Perso~s in the Mergers." · · · . " · · 

Date, Place and Time; Record Date. The Delmarva Meeting is scheduled to be held on January 30, 
1997 at 10:00 a.m., local time, at the Holiday Inn, 800 King Street, Wilmington, Delaware 19899. Holders 
of record of Delmarva Common Stock at the close of business on the Delmarva Record Date (December 
18, 1996) will be entitled to notice of and. to vote at the Delmarva Meeting or any adjournment or 
adjournments thereof. A list of stockholders of record entitled to vote at the Delmarva Meeting will be 
available for inspection by holders of Delmarva Common Stock at Delmarva's principal business office at 
800 King Street, Wilmington, Delaware 19899, prior to the Delmarva Meeting. The list will alsp be 
available on the day of the Delmarva Meeting at the meeting site. Holders of record of shares of Delmarva 
Common Stock at .the close of business on the Delmarva Record Date will also be entitled to vote at the 
Delmarv~ Meeting on the proposal to adopt the Company Plan. 
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Voting Rights. Each share of Delmarva Common Stock entitles its holder to one vote with respect to 
the Merger Agreement and the Company Plan. · • 

A majority of the shares issued and outstanding and entitled to vote, present m person or represented 
by proxy, will constitute a quorum for the transaction of business at the Delmarva Meeting. Abstentions 
and broker nonvotes are counted as present for establishing a quorum. The affirmative. vote of the holders 
of more than two-thirds of all votes entitled to be cast by all holders of Delmarva Common Stock ,is 
required for approval of the Merger Agreement and the transactions contemplated thereby. The affirma
tive vote of the holders of a majority of Delmarva Common Stock present in person or by proxy and 
entitled to vote is required for approval of the Company Plan. Under the DGCL a11d. the VSCA, iff 
determining whether the Merger Agreement has received the requisite number of· affirmative votes, 
abstentions and broker nonvotes will have the saine effect as a vote against approval of the Merger 
Agreement; abstentions will have the same effect as a vote against approval of the Company Plari,. and 
brokers who do not receive specific instructions are entitled to vote on the Company Plan. 

On the Delmarva Record Date, 60,754,568 shares of.Delmarva Common Stock were outstanding and 
entitled to vote. As of the Delmarva Record Date, directors;.executive officers and their affjliates owned 
less than 1 % of the issued and outstanding shares of Delmarva Common .Stock. 

Proxies. Holders of Delmarva Common Stock may vote either in person or by properly executed 
proxy. By completing and returning the form of proxy, the Delmarva stockholder authorizes the persons 
named therdn to vote all of such Delmarva stockholder's shares on his or her behalf. All completed 
Delmarva proxies returned will be voted in accordance with the instructions indicated in the proxies. If no 
contrary instructions are given, the Delmarva proxies will be voted FOR approval of the Merger 
Agreement and the transactions contemplated thereby and FOR the Company Plan. Any proxy given 
pursuant to this solicitation may be revoked by the person giving it at any Jime before it is voted (i) by 
delivery to the Secretary of Delmarva at 800 King Street, Wilmington, Delaware 19899 on or before the 
taking of the vote at the Delmarva Meeting, a written notice of revocation bearing a later date than the. 
proxy or a later dated proxy relating to the same shares of D~lmarva Common Stock or (ii) by attending 
the· Delinal'Va Meeting' and voting in person. Attendance at the Delmarva Meeting will not . in itself 
constitute a revocation of a proxy. 

Delmarva will bear the cost of the solicitation of proxies for the Delmarva Meeting, except that 
Delmarva and Atlantic will share equally expenses incurred in connection with printing and filing this Joint · 
Proxy Statement/Prospectus. See "The Merger Agreement-Expenses." Proxies may be solicited by certain 
officers and employees of Delmarva or its subsidiaries by mail, telephone, peFsonally or by other 
communications without ·compensation apart from their normal salaries. Delmarva has retained 
Georgeson & Company Inc. to assist in soliciting proxies from Delmarva stockholders; including brokers 
accounts, at a fee for such services of approximately $50,000 and reasonable out-of-pocket .expenses. 

The Delmarva Meeting may be adjourned. one or more times to another date and/or place for any 
purpose (including, without limitation, for the purpose of soliciting additional proxies) .. 

Atlantic Meeting 

Purpose of Atlantic Meeting. The purpose cif the Atlantic Meeting is to consider and vote upon the 
proposal to approve the Merger Agreement, pursuant to which the holders of Atlantic Common Stock and 
the holders of Delmarva Common Stock will become holders or Company Common Stock and, in the case 
of holders of Atlantic Common Stock, Class A Common Stock upon the completion of the Atlantic Merger 
and the Delmarva Merger, respectively, and to vote on the Company Plan, which upon consummation of 
the Mergers will replace Atfantic's Equity Ihct<ntive Plan and the Delmarva LTIP, subject to approval by 
stockholders. The Atlantic Board is not aware, as of the date of this Joint Proxy Statement/Prospectus, of 
any other matters that may properly come before the Atlantic Meeting. The bylaws of Atlantie (the 
'~tlantic Bylaws") provide that only business within the purposes described in the notice of the Atlantic 
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Meeting may be. conducted at the Atlantic Meeting. The enclosed form of proxy authorizes the voting of 
shares represented by proxy on all other matters that may properly come before the Atlantic Meeting and 
any adjournment or adjournments thereof. If any other matter incident to the conduct of the Atlantic 
Meeting properly came before the Atlantic Meeting o_r any adjom;nment,or adjournments thereof, it is the 
intention of the persons named in the proxy to vote the proxies in accordance with their best judgment. 

THE ATLANTIC BOARD, BY UNANIMOUS VOTE OF THE DIRECTORS, HAS APPROVED 
THE MERGER AGREEMENT AND THE COMPANY PLAN AND RECOMMENDS THAT HOLD
ERS OF ATLANTIC COMMON STOCK VOTE FOR APPROVAL OF THE MERGER AGREE
MENT AND THE COMPANY PLAN. 

In considering the recommendation of the Atlantic Board with respect to the Myrger Agreement, 
stockholders should be aware that certain members of the Atlantic Board will become directors and/or 
employees of the Company following consummation of the Mergers and/or· ·be or become entitled to 
severance· benefits as ·a result of the Mergers and therefore, such dii:ectors· may have 'interests in the 
Mergers that are in addition to the interests of stockholders of Atlantic generally arid that could potentially 
represent conflicts of inter.est. The Atlantic Board. was aware of these interests and considered them, 
among other matters, in approving the Merger Agreement. , See "The Mergers-Conflicts of Interest of 
Certain Persons in the Mergers." 

Date, Place and Time; Record Date. The Atlantic Meeting is scheduled to be held on January 30, 
1997 at 3:00 p.m., local time, at the Frank Guaracini, Jr. Fine & Performing Arts Center at Cumberland 
County College, Sherman Avenue and College Drive, Vineland, New Jersey 08360. Holders of record of 
Atlantic Common Stock at the close of business on the Atlantic Record Date (December 18, 1996) will be 
entitled to notice of and to vote at the Atlantic Meeting or any adjournment or adjournments thereof. A 
list of stockholders of record entitled to vote at the Atlantic Meeting will be available for inspection by 
holders of Atlantic Common Stock at Atlantic's principal business office at 6801 Black Horse Pike, Egg 

•

, Harbor Township, New Jersey 08234, prior to the Atlantic Meeting. The list will also be available on the 
day of the Atlantic Meeting at the meeting site. Holders of record of shares of Atlantic Common Stock at 
the close of business on the Atlantic Record Date will also be entitled to vote at the Atlantic Meeting on 
the proposal to adopt the Company Plan. 

Voting Rights. Each share of Atlantic Common Stock entitles its holder to one vote with respect to 
the Merger Agreement and the Company Plan. 

· A majority of the shares issued and outstanding and entitled to vote, present in person or represented 
by proxy, will constitute a quorum for the transaction of business at the Atlantic Meeting. Abstentions and 
broker nonvotes are counted as present for establishing a quorum. The affirmative vote of the holders of at 
least a majority of all votes cast by all holders of Atlantic Common Stock entitled to vote is required for 
approval of the Merger Agreement and the transactions contemplated thereby. The affirmative vote of at 
least a majority of all votes cast by all holders of Atlantic Common Stock entitled to vote is required for 
approval of the Company Plan. Abstentions and broker nonvotes are not counted in determining approval 
of the Merger Agreement; abstentions are not counted in determining approval of the Company Plan, and 
brokers who do not receive specific instructions are entitled to vote on the Company Plan. 

On the Atlantic Record Date, 52,704,052 shares of Atlantic Common Stock were outstanding and 
entitled to vote. As of the Atlantic Record Date, directors, executive officers and their affiliates owned less 
than 1 % 9f the issued and outstanding shares of Atlantic Common Stock. 

Proxies. Holders of Atlantic Common Stock may vote either in person or by properly executed proxy. 
By completing and returning the form of proxy, the Atlantic stockholder authorizes the persons named 
therein to vote all of such Atlantic stockholder's shares on his or her behalf. All completed Atlantic proxies 
returned will be voted in accordance with the instructions indicated in the proxies. If no contrary 
instructions are given, the Atlantic proxies will be voted FOR approval of the Merger Agreement and the 
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transactions contemplated thereby and FOR the Company Plan. Any proxy given pursuant to this 
solicitation may be revoked by the person giving it at any time before it is voted (i) by delivery to the 
Secretary of Atlantic at 6801 Black Horse Pike, Egg Harbor Township, New Jersey 08234 on or· before the 
taking of the vote at the Atlantic Meeting, a written notice of revocation bearing a later date than the proxy 
or a later dated proxy relating to the same shares of Atlantic Common Stock or (ii) by attending the 
Atlantic Meeting and voting in person. Attendance at the Atlantic Meeting will not in it~elf constitute a 
revocation of a proxy. · 

Atlantic will bear the cost of the soiicitation -of proxies for the Atlantic Meeting, except that Atlantic 
and Delmarva will share equally expenses incurred in connection with printing and filing this Joint Proxy 
Statement/Prospectus. See "The Merger Agreement-Expenses." Proxies may be solicited by certain 
officers and employees of Atlantic or its subsidiaries by mail, telephone, personally or by other communi
cations without compensation apart from their normal salaries. Atlantic has retained Georgeson & 
Company Irie. to assist in soliciting proxies from Atlantic stockholders, including brokers accounts, at a fee 
for such services of approximately $30,000 and reasonable out-of-pocket expenses. 

The Atlantic Meeting· may be adjourned one or more times to another date and/or place for any 
purpose (including, without limitation, for the purpose of soliciting additional proxies). 

• 
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THE MERGERS 

• Background of the Mergers 

In this section, there are references to the following groups (comprising the persons listed): 

Delmarva Working Group: 

Between March 28 and April 26, 1996-Barbara S. Graham, Senior Vice President, Treasurer and 
Chief Financial Officer (lead); Paul Gerritsen, Vice President; Philip S. Reese, General Manager
Marketing (elected Vice President effective May 30, 1996); Thomas S. Shaw, Senior Vice President; and 
David M. Velazquez, Manager of Strategic Planning. 

Between April 26 and July 3, 1996-During this period, the Delmarva working group was expanded to 
include: Randall V. Griffin, Senior Counsel; Daniel G. Tavani, Engineer, Business Unit Planning/Analyst; 
and Gary M. Zibinski, Manager of Financial Analysis. 

Between July 3 and August 9, 1996-During this period, the Delmarva working group was expanded 
to include: Donald E. Cain, Vice President; Peter F. Clark, Assistant General Counsel; Joseph W. Ford, 
Senior Vice President; James P. Lavin, Comptroller and Chief Accounting Officer; Michael Ratchford, 
General Manager, Communications and Community Relations; and Dale G. Stoodley, Vice President and 
General Counsel. 

'Atlantic Executive Committee: 

Jerrold L. Jacobs, Chairman of the Board and Chief Executive Officer.; Michael J. Chesser, President 
and· Chief Operating Officer (effective July 1, 1996), Senior Vice President (until July 1, 1996); Michael J. 
Barron; Vice President and Chief Financial Officer; James E. Franklin II, Vice President, Secretary and 
General Counsel; Meredith I. Harlacher, Jr., Vice President-Power System; Henry K. Levari, Vice 
President-External Affairs; Marilyn T. Powell, Vice President-Marketing; Scott B. Ungerer, Vice 
President-Enterprise; Ernest L. Jolly, Vice President-Human Resources and Transformation; and 
Robert L. Aveyard, Director, Information Technology and Communications Services. 

Atlantic Working Group: 

Between April 3 and July 3, 1996-Michael J. Barron, Vice President and Chief Financial Officer 
(lead); James E. Franklin II, Vice President, Secretary and General Counsel; Meredith I. Harlacher, Jr., 
Vice President; Henry K. Levari, Vice President; Christopher Moschella, Manager of Business Planning; 
and Louis M. Walters, Treasurer. 

Between July 3 and August 9, 1996-During this period, the Atlantic working group was expanded to 
include: Robert L. Aveyard, Director, Information Technology and Communications Services; Joseph M. 
Castaldi, Manager of External Affairs; Neely D. Crowley, Supervisor of Communications/Public Relations; 
Nancy J. Cunningham, Manager of Corporate Development; Louis A DeCicco, Manager of Bulk Power 
Marketing; Frank E. DiCola, Vice President. (ABE); Gary L~ Hanson, Controller (ACE); Ernest .L. Jolly, 
Vice President; Robert K. Marshall, Manager of Finance and Treasury Operations; Marilyn T. Powell, Vice 
President; and Deborah L. Turner"Fox, Manager of Human Resources. · 

, . Atlantic and Delmarva are neighboring utilities that have had a variety of working relationships on a 
wide range_ of matters over many years. These included joint minority ownership in a number of electric 
production facilities and co-membership in the Pennsylvania-New Jersey-Maryland Interconnection Asso
ciation, a regional power pool. 

The Energy Policy Act of 1992 (the "1992 Act"), which enhanced the authority of the Federal Energy 
Regulatory Commission (the "FERC") to order electric utilities to provide transmission service, has 
prompted new developments in the electric utility industry. The 1992 Act also created a new class of power 
producers, exempt wholesale generators, which are exempt from regulation under the 1935 Act. This 
exemption has increased the number of entrants into the wholesale electric generation market and so 
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increased competition in the wholesale segment of the electric utility industry. Pursuant to its authority • 
under the 1992 Act, the FERC issued a number of orders in specific cases commencing in December 1993 
directing utilities to provide transmission services. The FERC's actions .have increased the availability of 
transmission services, thus creating significant competition in the wholesale power market. Other develop-
ments have resulted from policies at the SEC, which has liberalized its interpretation and administration of 
the 1935 Act in ways that have made mergers between utility companies · iess burdensome, thereby 
facilitating the creation of larger industry competitors. Moreover, regulatory bodies in a number of states 
have initiated proceedings to review the basic structure of the industry, and such activity has led fadustry 
observers to anticipate the adverit of retail competition on a significant scale within the electric utility 

. industry. 

In the fall of 1995, following a number of general discussions between Atlantic's senior management 
and its financial advi~ors and legal ·counsel; · among others, regarding the potential ·strategic value of 
acquisitions, alliances and mergers in the restructuring utility and energy services industry, Atlantic began 
investigations of strategic alternativ.es. Atlantic's long-term advisors, corporate counsel at Simpson 
Thach~r & Bartlett ('.'Simpson Thacher"), which had previously advised Atlantic and briefed the Atlantic 
Board on its fiduciary duties in the context of a strategic transaction, and financial advisors at Morgan 
Stanley &.Co, Incorpo~ated ("Morgan Stanley"), were alerted to AtlanJic'.s interest in pursuing discussions 

· with individual target companies. . · · 

During 1995, Delmarva's senior management team participated in a series of retreats focused on the 
future direction of the industry and their implications for the company. Over the course of the last12-18 
months Delmarva consulted with various advisors, including its long-term legal advisor, LeB()euf, Lamb, 
Greene & MacRae, L.L.P.. ("LeBoeuf/NY"), regarding .strategic opportunities including, amqng. other 
things, alliances, joint ventures and. acquisitions, and in June of 1995 acquired Conowingo Power Corp.pany 
from PECO Energy Company.: · 

Over the course of their long business relationship, Mr. Howard E. Cosgrove, Chairman, President 
and Chief Executive .Officer of Delmarva, and Mr. Jerrold L. Jacobs, Chairman'of the Board and Chief 
Executive Officer of Atlantic, regularly met to discuss industry issues. At one such meeting,. ori Febru
ary 21, 1996, Mr. Cosgrove raised the possibility of a merger of the two companies. At the time, Mr. Jacobs 
declined to pursue . the discussions, primarily because Atlantic was in the process of· investigating other 
alternatives. Later; Atlantic decided not to continue to consider th~se alternatiyes. 

On March 4, 1996, Mr. Jacobs called Mr. Cosgrove, indicating· his interest in commencing discussions 
that could lead to a merger or other business combination of the two companies. They met on March 7, 
1996 to conduct exploratory discussions . 

. ·At a regularly scheduled Atlantic Board meeting on March 14, 1996, Mr~ Jacobs advised the Atlantic 
Board of the possibility of a merger or other business combination with Delmarva. · 

On March 15, 1996, 'Mr: Jacobs· and' Mt. Michael J. Barron, Vice President and Chief Financial 
Officer of Atlantic, held a teleconference with representatives of Morgan Stanley to provide Morgan 
Stanley with an overview of discussions to date and to go over the due diligence process tli~t would be 
involved in determining whether to effect a business combinatfon with Delmarv:a. . 

.. ' . ' ' ' ''.. ' 

At a regularly scheduled Delmarva Board meeting on March 28, 1996, Mr. Cosgrove advised the 
Delmarva' Board of his discussions with Mr. Jacobs and interest in pursuing a possible merger or other 
business combinatiO'n. Later that evening, Mr. Cosgrove and Mrs. Barbara S. Graham, Senior Vice 
President, Treasurer and Chief Financial Officer of Delmarva, met with representatives of Merrill Lynch, 
Pierce, Fenner & Smith Incorporated ("Merrill Lynch") to provide Merrill Lynch with an overview nf 
discussions to date and'to·go over the due diligence process that would be involved in determining whether 
to effect a business combination with Atlantic. This meeting was followed by meetings on March 29 and 
April 1, 1996 between representatives of Delmarva and Merrill Lynch, as background for a meeting on 
April 4 that would initiate the first phase of the merger discussions. 
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On April· 3, 1996, Mr. Jacobs met with Mr. Michael J. Chesser, then Senior ·Vice President, now 
President and ·Chief Operating Officer of Atlantic, and the Atlantic working group. On April 4, 1996, 
Messrs. Jacobs and Cosgrove met with the joint working groups and Merrill Lynch and Morgan Stanley to 
commence Phase I of the merger discussions. This phase was to include preliminary discussions of benefits 
at a conceptual fovel and the identification of issues that would need to be resolved before proceeding with 
a, merger of the two companies. Subgroups consisting of representatives of Delmarya anp Atlantic were 
established io address areas of interest and report back to a joint working group meeting within a few days. 

On April 9, 1996, representatives of Delmarva and.Atlantic met with Merrill Lynch and Morgan 
Stanley to assess the potential reaction of the capital markets to a combination o(the companies, On 
April 10, 1996, Atlantic and Delmarva entered into a confidentiality agreement pursuant to .which the 
parties agreed to provide nonpublic information to one another. A joint meeting was held on April 10, 
1996 . with Atla.ntic's long-term regulatory counsel at LeBoeuf, Lamb, Greene & MacRae, L.L.P. 
(''LeBoeuf/NJ"), to discuss potential legal regulatory issues. On April 11, 1996, members 'of management 
from both, companies made presentations to a llleeting at which representatives o.f Delmarva, Atlantic, 
Merrill Lynch and Morgan Stanley were present, covering the business plans of each company, potential 
benefits and other issues related to a potential business combination of the two companies. A teleconfer
ence was. }J.eld on April 15, 199.6 among members of the working group, Merrill Lynch, Morgan Stanley, 
LeBoeuf/NY and Potter Anderson.& Corroon ("Potter Anderson"), Delmarya's long-term. legal advisor 
and co-counsel to LeBoeuf/NY, and Simpson .Thacher to discuss updates of the 'evaluations of synergies 
and iegal and regulatory issues. At a meeting on April 16, 1996 of members of the Delmarva and Atlantic 
working groups at which Merrill Lynch and. Morgan Stanley were present, the jQint working group 
discussed a framework for' analyzing potential merger. synergies. . 

On April 17; 1996, another meeting of the working groups was held to discuss regulatory strategy and 
other matters, which Merrill Lynch, Morgan Stanley, LeBoeuf/NY, Potter Anderson and Simpson Thacher 
_attended. Preliminary conclusions of Phase I were discussed. A preliminary report by Mr. Louis M. 

•

. Walters, ·Treasurer of Atlantic, identifying potential. merger synergies, wa.s discussed, .There was general 
agreement about the desire. to move the discussions forward, but additional analysis was sought on 
potential obstacles to a business combination between Delmarva and Atlantic. On April 18, 1996 a 
teleconference was held among members ofthe working groups,,Merrill Lynch and Morgan Stanley during 
which regulatory issues were discussed. At the conch,ision. of the teleconference there was a consensus that 
discussi9,ns of a potential business· combination betWeen Ddmarva and Atlantie should be continued but 
that .there was need for further st~dy of issues requiring resolution. . ' . '. . 

On April 19, 1996, representatives of Delmarva and Atlantic met to prepare for a Phase I presentation 
to Messrs. Cosgrove, Jacobs and Chesser. This presentation was made by Mrs. Graham and Mr. Barron at 
a meeting held on April 22, 1996 at which Merrill Lynch and Morgan Stanley were present. It ended with a 
consensus to proceed with Phase Ila. This phase· was to involve a focused investigation of the identified 
issues needing resolution in order to proceed with the transaction. These included the emerging regulatory 
,environment and: general valuation issues. 

At a regularly scheduled Atlantic. Board meeting on April 24, 1996, Morgan Stanley made a 
presentation. which included .an update on the potential transaction, a description of other comparable 
transactions and the results of their preliminary valuation analysis. Mr. Barron briefed the Atlantic Board 
on the status of the discussions with Delmarva. Mr. Walters gave a presentation on potential synergies that 
could be realized from a combination of the two companies based on a high-level preliminary review. A 
recommendation was made to proceed with Phase Ila. The Atlantic Board encouraged management tb 
proceed with· discussions. 

Ori April 25, 1996, at a regularly scheduled Delmarv~ Board :meeting, Mr. Cosgrove, Mrs. Graham . . 
and Mr. Thomas S. Shaw, Senior Vice President of Delmarva, provided the Delmarva ~oard .with a 
strategic overview qf the proposed merger. Representatives from Merrill Lynch. and LeBoeuf/NY also 
commented on the proposed merger. A recommendation was made to proceed with Phase Ila. 
' . ' ' 
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On April 26, 1996, directly following the Delmarva and Atlantic board meetings, Messrs. Jacobs and 
Cosgrove met to discuss the reactions of their boards and their expectations for going forward with • 
discussions in Phase Ila. 

A joint regulatory subgroup of the Delmarva and Atlantic working groups held a meeting·on April 30, 
199~ at Which LeBoeuf/NJ provided a briefing on New Jersey regulation. On May 2, 1996, this subgroup 
also heard a presentation from The NorthBridge Group ("NorthBridge"), an economic consulting firm 
specializing in the utility industry, about the scope of a stranded cost review. Merrill Lynch and Morgan 
Stanley were also present at this meeting. The companies decided after the presentation to have their 
counsel jointly engage NorthBridge to do an evaluation of ·potential stranded costs arising in each of the 
companies. NorthBridge presented to the joint working group on May 15, 1996 its preliminary stranded 
costs review. · 

NorthBridge· analyzed the potential for differential or asymmetric stranded cost exposure for 
Delmarva and Atlantic as a result of a transition to retail competition in the electric utility industry. 
Relative exposure was assessed within each of four regulatory scenarios involving less than full recovery of 
stranded costs: (i) administratively determined stranded costs, which are based on regulators'. forecasts of 
market prices (assumed to be higher than actual market prices); (ii) a rate cap approach, in which rates are ' 
frozen for a.period of time and .. then permitted to fall to market levels; (iii) the "California approach," in 
which· stranded· costs would be permitted to earn a lower return on equity than currently permitted; and 
(iv) staged retail wheeling, in which'retail wheeling is made available to different classes of customers at 
different times. Ih scenarios (i), (ii) and (iv), determinations ·were mad~ under two subscenarios, o:rie with 
and one without the assumption of full recovery under purchased power contracts over· the transition 
period; in scenario (iii), such recovery is assumed by definition. As a reference poirit for the stuay, an 
assessment was 'made using current rates and market prices assuming an immediate and full loss of all 
stranded costs; 

NorthBridge used market price forecasts provided by Delmarva and Atlan,tic. NorthBridge found 
t~ese prices fo be \Yi.thin a reaso~':lble range and used average' figure's for its base c~se ( c?n.· sidering as ':ell • 
high and low cases at equal pomts above and below·these averages). It also rehed on the compames' 
infoqnation co11cerhing production-related revenue requirements and forecasts of regulatory asset revenue 
.requirements, purchased power obligations. and load. Urider each. of the' scenarios 'and subscenarios 
NorthBridge identified a potential for greater proportional exposure for Atlantie; except under the 
administrative scenario assuming that purchased power contracts were exempted from the transition, in 
which case the exposure was marginally higher for Delmarva. NorthBridge rioted that' the relative 
proportionalities were maintained over the .full rang·e of future market prices considered but that different 
results could occur where different jurisdictions adopted different approaches to deregulation.· .The 
information was used by the working groups as one point of reference in reflecting the potential impact of 
deregulation on the respective values of the companies. · 

NorthBridge was selected by Delmarva and Atlantit based on its experience, including lts famliiarify 
with trends in the electric utility industry. The fees of NorthBridge incurred in: connection with its 
assignment were based on time spent plus expenses and are estimated at $50,000.· 

The joint legal subgroup ha_d held a meeting on May 8, 1996 to address ·a number 6f legal matters ·at 
which LeBoeuf/NJ was present. · 

Following this period of intense review of the potential obstacles to a merger . of Atlantic artd 
Delmarva, representatives of the two companies met with Merrill Lynch and Morgan Stanley on May 29, 
1996. Discussions were held on the status of the regulatory analysis, the analysis of general stand-alone 
valuation issues and the likely reaction of the capital markets to an announcement of acombination of the 
two companies. The companies'', working groups and advisors laid out a number of options; including 
having as a component of the merger consideration a "second security" (i.e., a security in. addition to the 
conventional common stock of the new company) that would be distributed to the stockholders of Atlantic 
to reflect the growth prospects of, and uncertainties associated with deregulation of, the regtilated electric 
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utility business of Atlantic. ,The parties were considering the use of.such a second security as a mechanism 
to address the difference in Delmarva's and Atlantic's evaluations of the overall impact of these growth 
prospects and uncertainties on the regulated electric utility business of Atlantic. The parties considered 
that the second security could take the form either of a "letter stock," i.e., a comm.on stock to be issued by 
the holding company that, following 'the Mergers, would own the businesses of both Delmarva and Atlantic 
but the performance of which would be tied in some manner to that of the regulated New Jersey electric 
utility business of Atlantic, or of a preferred stock that was in some way tied fo the performance of s~ch 
business. · 

At a regularly scheduled Delmarva Board meeting on May 30, 1996, Mrs. Graham provided a status 
report on Phase Ila of the discussions, including an overview of the preliminary NorthBridge study and an 
update on a review of Atlantic's business plan. The concept of a second security ~as also reviewed with the 
Delmarva Board. It wa.s recommended, ~ased on management's financial review of the proposed transac
tion to date, that Delmarva proceed with the next phase of discussions and analysis, assuming inclusion of a 
second security. . · ·' 

On May· 31, 1996, the Atlantic Executive Committe~ met to discuss the status of the merger 
discussions, the business plan and related issues. On June 4, 1996, these individuals met again. Af 'the 
conclusibn of the June 4 session, the Atlantic' Executive Committee dete~mined that discussions should 
continue and that nearly two days of briefings on topics related to a potential business combination .\Vith 
Delmarva be presented to the Atlantic Board at its scheduled Board Retreat on June 12-13, 1996. 

On Jurie. 7,· 1996, Messrs. Cosgrove and Jacobs met to discuss the status of ~~nagemerit structure 
issues and of the possible second security. This was the beginning of a series of negotiation sessions 
between the two chief executive officers. · · · 

·. At the June 12-13 Atlantic Board Retreat, Messrs. Jacobs and Barron, a~ong with ot.her m~~b~~sof 
Atlantic's management, reported on. the status of negotiations, ,including those relating tq a secqnd 
s~curity, ·such as 'a preferred or letter stock. The status bf negotiations was reviewed against the backdfop 
of an in~depth discussion of Atlantic's long range business plans, including,regulatory issues. 

. Ori. June 26, i996, the Delmarva Board was provided with ~n update of disc~ssi~ns with At.lantic. 
Representatives of. LeBoeuf/NY and .Potter Anderson review~d the.structural implications of being a 
registered holding company under the 1935 Act and Delmarva Board responsibilities in a merger of equals 
transaction. ,On June 27, 1996, a representative from NorthBridge presented to the Delmarv~ Board a 
prdiillinary review of stranded costs. This presentation was· foilowed by ~n overview of a proposed 
structure for a second security by Merrill Lynch· and an upchtte by Delmarva·managementon its review of 
financial aspects of the proposed transaction. The meeting was concluded with an overview . of the 
remaining areas :of due diligence to· be completed and a ~roposed ti~eline for completion of Phase II . 

. On July 2, 1996, Messrs. Jacobs and Cosgrove met ai;id agreed to.start Phase lib discussions. Both 
companies had at this point agreed generally on the use of a secop.d security, which could· be either a 
common or preferred equity security. Phase lib. was to include _due diligence investigations,, detailed 
evaluation of synergies, formal pricing discussions and the development of a communications plan, Later 
that day, Mr. Jacobs met with Mr. Chesser and members of the Atlantic working group to commence 
Phase lib. 

On July 3; 1996, members of both working groups and Morgan Stanley, LeBoeuf/NY and Potter 
Anderson held a teleconference. Teams were formed to .address a range of due diligence issues:· business 
plans and valuation; regulatory issues; accounting, tax and financial systems; asset evaluation and opera
tjons; communication and information systems; human re$ources; marketing, communications and public 
relations; litigation; corporate documents; and environmental and real estate. During the July 3, 1996 
teleconference, a decis.ion was made to have counsel for D,elmarva and Atlantic jointly engage Deloitte & 
Touche Consulting Group ("D&T Consulting Group"), a nationally recognized consulting firm with 
experience in utility mergers and acquisitions, to assist Delmarva and Atlantic management in identifying 

.nd quantifying the potential cost savings that could result from a business combination between the two 
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companies. D&T Consulting Group is a division of Deloitte & Touche LLP. Following the teleconference, • · 
the parties identified the additional representatives from each company that would be included in the 
working group for Phase Ilb. 

During July and. in ·early August, intensive due diligence activities, including the exchange of 
documents ~etween Delmarva and Atlantk and a series of meetings, were conducted by Delmarva and 
Atlantic. 011 July 19 and July 25, 1996,. each Atlantic du~ diligence team presented internal due diligence 
reports to':M:r. James E. Fr'anklin'II, Atlantic's General Counsel, identifying area~ for continuing evalua
tion. These topics, in addition to any others identified, were worked to closure through the final stages of 
negotiation.· ' . . 

Delmarva held a 'se~ies· of meetings throughout PJ:iase II in connection with completion of du~ 
diligence. Ori JUly 18, Delma~a met" with Merrill Lynch, LeBoeuf/NY and Potter Anderson to discuss due 
diligence and the draft merger agreement. On July' 19, ~1996, representatives of Delmarva m~t with Potter 
Anderson to go over the status of due diligence. . . . 

. . .. Through a series of conference calls held July 15 through July 18, 1996 that included representatives 
o(Pelmai-Va and Atla~tic and representatives o(J\forrill Lynch, Morgan Stanley, LeBoeuf/NY, Potter 
Anderson arid Simpson Thacher, agreem.ent was reached that the second secuiit)r would take the form of a 
letter stock, i.e., a cofuniori'equity'security; ratherthan ~preferred.stock. . . . . ' ·. . ' 

... During ~ j~int meeti~g ()f the· commu~ications. supgroups_ of the Delm~rva and Atlantic. teams. on 
July 16, 1996, a decision was made that it was timely to engage a communications advisor knowledgeable in 
fll:eig~r-refated' c_ ornmunications. . . • ... . . ' . . . . . . > •• 

. 1; 

A meeting of Atlantic and Delmarva together with Merrill Lynch, Morgan Stanley, LeBoeuf/NY, 
Pot~er. Anderson and Simpson Thacher \Yas held on July 23, 1996 .. A number of smaller sessions _were held 
among subgroups. There were ~etailed discussions about the terms of a draft merger.'agreement and the 
terTiis' ~f. the, letter· stock. 

1

Iti:. additi9n, members. of Delm:~rva and Atlantic managements and D&T. 
Consultihg G~oup ,discu.ss~d the st~tus. of the potent~al SYn~rgies identification e~o.rt. At a ~ommunicat~ons 
subgroup sess10n, at which Abernathy MacGregor & Associates (''.Abernathy") discussed with management 
of Delmar\ra ·and Atlantic the necessary components of a communications plan, the parties agreed to 

·jointly · engage·· Abernathy to assist· them· in the development of· a' communication plan and ·in the 
preparation of communication materials fo connection with thepoteritial transaction: · 

· 'bn.JUly.25, 1996; Messrs. Jacobs ~nd Chesser ofAtlantic were li:ivited to~ segmenfof the DelmarVa 
B~~rd.~eetirig at which. D&T Consultirig Group, as a pa~t of its ass~stance to the joint working grortp, 
disc~·ssed the joint analysis of potential synergi.es with the Delmarva Board, including the basic structiire, 
prqcess <1;nd conte.nt of a synergy analy~is, generaily .d~scribed the type of synergies ideJ?.tified in 0th.er 
mergers; then explained· the results to date of ·the· joint synergies analysis. The evaluation ilicluded 
preliminary estimates of synergies, net·of costs to achieve them; in excess of $500 million over a 10~year 
period that might be ·obtained from a bus!ness coinbiriatiori ·of the two ·companies. After Messrs. Jacobs 
and Chesser and: D&T Consulting ·Group left, the· Delmarva Board was updated on the status of 
negotiations with Atlantic. In addition; Merrill Lynch gave a preliminary review of financial aspects of the 
prbposed transactiori, and. LeBoeuf/NY and ·Potter Anderson provided . the Delmarva Board with a 
summary of merger agreement issues. Updates were also provided on regulatory strategy, the second 
s.ecurity . ~md the .status ()f Delmarva'.s review. of fjnancial- aspects of the proposed transaction. 

• On· July 26, 1996, Messrs. Jacobs and Barron of Atlantic and Mr. Cosgrove and Mrs. Graham of 
· Delmarva met to conclude the negotiation of management structure issues and to begin to make progress 
on the :parameters ·of the potential transaetion, including the extent to which the nietger consideration 
distributed to Atlantic's stockholders would include letter stock. · · 

On: July- 30, 1996, the Arlantic .Board was furnished with i11formation regarding the proposed 
transaction iricluding the propo~ed general parameters for ·the letter stock, in preparation for its August 5 
board nieeting'. · 
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At a meeting of the Delmarva Board on August 1, 1996, management provided an update on the 
status of discussions with Atlantic. A report was given on due diligence, which, although essentially 
complete, would continue through the final stages of negotiations. Additional presentations were made by 
LeBoeuf/NY on the draft merger agreement and the second security, followed by presentations . by 
management and Merrill Lynch on financial aspects of the proposed transaction and a presentation by 
management on the analysis of potential synergies. In addition, the Delmarva Board was provided with an 
overview of communications plans. 

On August 2, 1996, members of the Delmarva and Atlantic working groups met with D&T Consulting 
Group to review the final results of the analysis prepared by Delmarva and Atlantic with the assistance of 
D&T Consulting Group on potential synergies that could result in connection with a business combination 
of Delmarva and Atlantic. 

Discussions continued over the next several days among ·members of management of each company, 
their financial advisors and their legal counsel regarding the completion of due diligence, valuation issues, 
separate and combined financial forecasts, regulatory issues, terms of the proposed merger agreement, 
human resources issues and management responsibilities. · 

During discussions regarding the proposed merger at the August 5, 1996 Atlantic Board meeting, 
D&T Consulting Group, as a part of its assistance to the joint working group, discussed the joint analysis of 
potential synergies with the Atlantic Board. Morgan Stanley and Simpson Thacher were present at this 
meeting and provided information on the results of due diligence, letter stock and examples of its use, and 
a number of other merger-related topics. Simpson Thacher also briefed the Atlantic Board on its 
responsibilities and obligations in a merger of equals. Mr. Cosgrove met with the Atlantic Board, following 
which Messrs. Cosgrove and Shaw and Mrs. Graham met informally with the Atlantic Board at a recess in 
the proceedings. 

On August 7, 1996, Messrs. Jaccibs and Barron of Atlantic met with Mr. Cosgrove and Mrs. Graham 

•

of Delmarva to engage in negotiations regarding pricing, dividend policy and the proposed name of the 
new company. There was still no agreement on material terms, but the parties agreed to proceed to inform 
their respective boards of directors. ' 

At the Atlantic Board meeting on August · 8, the Atlantic Board was briefed on the status of the 
negotiations and considered final presentations from management on the rationale for a business combfoa
tion of Delmarva and Atlantic, including the potential benefits and the similarity of vision and strategy 
between the two companies. Morgan Stanley made a presentation which included a description of the 
letter stock and the results of their valuation analysis. Simpson Thacher was present at this meeting and 
made presentations to the Atlantic Board on a number of merger-related issues. 

Prior to a meeting of the Atlantic Board on August 9, 1996, Mr. Cosgrove and Mrs. Graham and 
Messrs. Jacobs and Barron held a· teleconference and continued their negotiations, in the end agreeing to 
take the' status of the negotiations to their respective boards for discussion. 

At the Atlantic Board meeting of August 9, 1996, detailed presentations were made by Morgan 
Stanley and management on the status of pricing negotiations. Simpson Thacher reviewed in detail with 
the Atlantic Board the terms of the Merger Agreement. The joint communication plan that would .be put 
in place upon an approved merger was presented to the Atlantic Board by management and a representa
tive of Abernathy. During the balance of the day additional telephone discussions were held between 
Messrs. Jacobs and Barron of Atlantic and Mr. Cosgrove and Mrs. Graham of Delmarva, and the parties 
agreed upon conversion ratios to take to their respective boards. Simpson Thacher made presentations to 
the Atlantic Board on a number of merger-related issues. Morgan Stanley made a presentation which 
included a summary of the terms of the transaction, a further description of the letter stock and the results 
of their valuation analysis. Morgan Stanley rendered to the Atlantic Board its oral opinion, which was 
subsequently confirmed in writing, to the effect that as of the date of such meeting the Atlantic Conversion 

.Ratio taking into account the Delmruva Conversion Ratio was fair from a financial point of view to the 
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holders of Atlantic Common Stock. The Atlantic Board then approved the terms of the Merger Agree- • 
ment, which was subsequently executed. · 

At the Delmarva Board meeting on the same day, management noted that due diligence had been 
concluded and that no issues had been identified that would preclude management's recommending that 
Delmarva proceed with the proposed merger; management further noted that the synergies analysis was 
finalized. Counsel to Delmarva reviewed in detail the transaction terms and representatives of Merrill 
Lynch reviewed various financial and other information and rendered to the Delmarva Board its opinion 
that, as of such date and based upon and subject to the matters discussed therein, the Delmarva 
Conversion Ratio was fair to Delmarva and its stockholders from a financial point of view. The Delmarva 
Board discu.ssed with Merrill Lynch and with counsel the information and advice it had received at this and 
previous meetings. After such discussions, the Delmarva Board approved the terms of the Merger 
Agree.ment and the Merger Agreement was subsequently executed. 

Reasons for the Mergers 

The primary rationale for the Mergers is that Delmarva and Atlantic share a common vision of the 
future as well as the strategic path necessary to succeed in the increasingly compet_itive utility and energy 
services marketplace. · · · · 

Delmarva and Atlantic see the electric industry splitting into a commodity-like wholesale power 
generation market and a retail side where customers have service needs that extend beyond kilowatt _hour 
supply. The companies also see the convergence of energy, energy-related services, electric utility services, 
and ultimately other utility services such as telecommunications, water and wastewater. The. Mergers will 
better position the combined company to successfully implement·strategies in the follo~ing ways: 

• Increased Scale-As competition intensifies within the industry, Atlantic and Delmarva believe scale 
will be one parameter that will contribute to overall business success. Scale has importance in many 
areas, including utility operations, product development, advertising and corporate services. Th. 
Mergers are expected to improve the profitability of the combined company by roughly doublin 
the customer base and providing increased economies of scale in all of these areas. 

• Cost Savings-Through the elimination of duplicative activities, increased scale and improved 
purchasing power, the companies expect to capture merger-related savings net of transaction costs 
in excess of $500 million over the next ten years, based on preliminary estimates by the manage
ments of Delmarva and Atlantic with the assistance o.f D&T Consulting Group. These estimated 
cost savings would be attributable to the Mergers and would not include other types of savings that 
might be achieved without a business combination of Delmarva and Atlantic. The estimated cost 
savings reflect the creation of cost reduction or cost avoidance opportunities through the ability to 
consolidate separate, stand-alone operations into a single entity. In addition, the Company will 
continue efforts already underway in both Delmarva and Atlantic ts:> increase productivity and 
reduce costs by redesigning or re-engineering key business processes. 

• Competitive Prices and Services-Sales to industrial, large commercial and wholesale customers are 
considered to be at greatest near~term risk as a result of increased competition in the electric utility 

·industry. The Mergers will enable the Company to meet the challenges of the increased competition 
and will create operating efficiencies through which the Company will be able to provide more 
r:;ompetitive prices to customers. · 

• More Balanced Customer Base-The Mergers will create a larger company with less reliance on the 
chemical and financial services industries, from Delmarva's perspective, and on casino gaming, 
tourism and recreation, from Atlantic's. perspective. The combined service territories of Delmarva 
and Atlantic will be more diverse than their individual service territories, reducing the Company's 
exposure to adverse changes in any sector's economic and competitive conditions . 
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· . • Financial Flexibility-By roughly doubling the market capitalization of the Company compared with 
the individual companies, the Mergers should improve the Company's overall credit quality and 
liquidity of the securities issued by the holding company and therefore improve the Company's 
ability to fund continued growth. 

• Regional Platform for Growth-The combination of Atlantic and Delmarva will create a regional 
pfatfon.Il in the mid-Atlantic corridor. The corridor is experiencing economic growth that is led by 
the casino gaming industry in South Jersey and the expansion of the financial services industry in 
Delaware. The Company plans to expand relationships with existing customers and to develop 
relationships with new customers in the region. The Company will use its combined distribution 
. channels to market a portfolio of energy-related prqducts throughout the. region and will follow 
regional relationships to other geographical .areas. 

The estimated cost savings resulting from the Mergers referred to abnve are expected to be allocated 
'among stockholders and customers. This allocation will depend upon the results of regulatory proceedings 
in the various jurisdictions in which Delmarva and Atlantic operate their utility businesses. See "Regula-
tory Matters." · 

.. The analyses employed in order to develop the preliminary estimates of potential cost savings 
resulting from the Mergers referred to abov.e iriclude forward-looking statements within the meaning of 
Section 21E of the Exchange Act. These forWard-looking statements reflec.t immerous assumptions, which 

' involve judgments with' respect to a number of risks and uncertainties. Among the factors that could cause 
actual results to differ materially from th,ose set forth above are: electric load and customer growth; 
abnormal weather conditions; available sources and cost of fuel and generating capacity; the speed and 
degree to which competition enters the power generation, wholesale and retail sectors of the electric utility 
industry; state and federal regulatory initiatives that increase competition, threaten cost and investment 
recovery and impact rate structures; the ability of the Company to reduce successfully its cost structure; 
operating performance of the nuclear generating facilities, decommissioning costs associated with such 
facilities and impact on future operational and financial condition associated with the uncertain status of 
the Salem Nuclear Generating Station; the. degree to which the Company· develops nonregulated business 
ventures; the economic climate and growth in the service territories of Delmarva and Atlantic following the 
Mergers; economies generated by the Mergers; inflationary trends and interest. rates; and other· risks 
detailed from time to time in the reports filed 'with the SEC by Delmarva and Atlantic. Accordingly, while 
Delmarva and Atlantic believe that such assumptions are reasonable for purposes of the development of 
estimates of potential savings, there .can be no assurance that such assumptions will approximate actual 
experience or that all such savings will be realized. 

Recommendations of the Boards of Directors 

Delmarva. THE· DELMARVA BOARD HAS UNANIMOUSLY APPROVED THE MERGER 
AGREEMENT.AND DETERMINED TO RECOMMEND THE DELMARVA MERGER TO HOLD
ERS OF DELMARVA COMMON STOCK.. THE DELMARVA BOARD UNANIMOUSLY RECOM
MENDS THAT THE HOLDERS OF DELMARVA COMMON STOCK VOTE FOR APPROVAL OF 
THE MERGER AGREEMENT AND THE TRANSACTIONS CONTEMPLATED THEREBY. 
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In considering· the recommendation of the Delmarva Board with respect to the Merger Agreement, • 
stockholders should· be aware that certain members of the Delmarva Board will become directors and/or 

-employees of the Company following consummation of the Mergers and/or may become entitled to 
severance benefits as a result of the Mergers. Therefore, such directors have interests· in the Merger 
Agreement that are in addition to the interests of stockholders of Delmarva generally and that could 
potentially represent c:onflicts of interest. The. Delmarva Board was aware of these mterests and consid-
ered them, 'among other matters, in _approving the Met;ger ·Agreement. See ,",,--Conflicts of Interest of 
Certain Perso~s in the Mergers." · · 

The Delmarva Board believes that the Mergers ·will provide strategic and operational opportunities 
and will enable Delmarva arid its stockholders to participate in a company which; through the pooling of 
common stock equity, management, manpower and technical expertise and increased coordination in the 
use of the facilities of Delmarva and Atlantic, will be better. able to meet the competitive environment for 
the delivery of energy and services. In addition, the Delmarva Board believes that the. combined entity will 
be. able, in the long term,. to achieve .benefits of increased fi~ancial ~t.ability and strength, improved and 
unified management, effidencies of operations, better use of facilities for the benefit of customers and 
reduced or deferred requirements for, future adt;litional generating capacity. In addition to the benefits 
expected to be ~~rivecj. frqm .~he M.erg~r~, the Del:qiarva .Boa~d considered the additional. regulatory 
oversight t.hat w_ould. result,_ ,including regulation under the 1935 Act and the possibility that the Company 
may be required to divest itself of its natural gas operations and/or, certain non utility enterprises,' and the 
problems inh~rent in merging the . operations of two large companies, including composition of the 
Company Board, but concluded that the benefits outweighe~ these disadvantages. · 

Iri reaching its conclusions, the Delmarva Board considered:. (i) the amount.. of Company Common 
Stock to be received by holders of each share of Delmarva Common Stock and the' inclusion of Class A 
Common Stock as ·a second security to be issued to the holders of Atlantic Common Stock pursuant to the 
Mergers, as more fully disc:ussed below; (ii) the financiaLperformance, condition, business operations and. 
prospects of each of Delmarva and Atlantic and the fact that the Company will likely have greater financia 
stability and strength due to its participation in the economic climate and growth of both Delmarva and 
Atlantic's service territories, its increased economies. of scale; the -diversification of its customer base and 

· the impact of the potential operating efficiencies and me:rger-related savings realized through the consoli
dation of Delmarva's and Atlantic's stand-alone operations, as more fully discussed above; "(iii) the 
improved credit quality .and liquidity of the Company as compared .to Delmarva and Atlantic individually, 
which will enhance the Company's access to capital and ability to fund growth opportunities; (iv) current 
industry, economic, market and regulatory conditions that encourage consolidation to compete effectively 
in an increasingly deregulated environment (as described under "Background of the Mergers"); (v) the 
anticipated positive effects of the Mergers on stockholders through their.ownership of stock in a stronger 
company as a result Qf the reasons· described in (ii), (iii) and (iv) above and on customers through more 
competitive rates; (vi) the terms of the Merger Agreement, which provide for reciprocal representations 
and warranties, conditi.ons to closing. and rights to termination,. balanced rights and obligations and 
protection for employees of Delmarva (as- discussed under "J:he Merger Agreement~'); (vii) the recent 
incidence of merger transactions involving electric utility companies in surrounding markets, .which is .part 
of a wider trend in the utiiity industry towards consolidation and strategic partnerships in order to create 
larger, stronger companies made to face an increasingly competitive environment; (viii) the impact of 
regulation under various state and federal laws (as described under "Background of the Mergers"); and 
(ix) the opinion of Merrill Lynch, described below, that the Delmarva Conversion Ratio is fair to Delmarva 
and its stockholders from a financial point of view. With regard to item (i) above, the Class A Common 
Stock was determined by the Delmarva Board to be necessary to bridge a difference in view between 
Delmarva and Atlantic on the appropriate conversion ratio for a business combination between the two 
companies. From Delmarva's perspective, this difference in view relates primarily to the impact of 
deregulation on the regulated utility business of Atlantic given its average cost of power relative to other 
potential suppliers in the region. The second securily allocates proporiionately more of the risks associate-
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with Atlantic's regulated utility business to Atlantic's current stockholders and, at the same time, provides 
them with the opportunity to participate in proportionately more of the growth prospects of Atlantic's 
regulated utility business. In approving the Merger Agreement and recommending that the common 
stockholders Of Delmarva approve the Merger Agreement, the Delmarva Board considered the above 

·factors as a whole and did not assign specific or relative weights to any one factor or group of factors. 

Atlantic. THE ATLANTIC BOARD HAS UNANIMOUSLY APPROVED THE MERGER 
AGREEMENT AND DETERMINED TO RECOMMEND THE ATLANTIC MERGER TO HOLD
ERS OF ATLANTIC COMMON STOCK. THE ATLANTIC BOARD UNANIMOUSLY RECOM
MENDS THAT THE HOLDERS OF ATLANTIC COMMON STOCK VOTE FOR APPROVAL OF 
THE MERGER AGREEMENT AND THE TRANSACTIONS CONTEMPLATED THEREBY. 

In considering the recommendation of the Atlantic Board with respect to the Merger Agreement, 
stockholders should be aware that certain members of the Atlantic Board will become directors and/or 

· employees of the Company following consummation of the Mergers and/or may become entitled to 
·severance benefits as a result of the Mergers. Therefore, such directors have interests in the Merger 
Agreement that are in addition to the· interests of ·stockholders of Atlantic generally and that could 
potentially represent conflicts of interest. The Atlantic Board was aware of these interests and considered 
them, among other matters, in approving the Merger Agreement See "-Conflicts of Interest of Certain 
Persons in the Mergers." 

The Atlantic Board believes.that the.Mergers wili provide strat~gic and operational opportunities and 
will enable Atlantic and its stoci<holders to participate in a company which, ·.through the pooling of 
common stock equity, management, manpower and. technical expertise and increased coordination in. the 
use of the facilities of Atlantic and Delmarva, will be be~ter able to meet the competitive environment for 

. the delivery of energy and services. In addition, the Atlantic Board believes that the combined ent~ty will 
be able, in the long term, to achieve benefits of increased financial stability and strength, improved and 
unified management, efficiencies of operations, better use of facilities for the benefit of customers and 
reduced ·or deferred requirements for future additional generating capacity. Iti addition to the benefits 
expected 'to' be derived· from the Mergers, the Atlantic Board considered the additional regulatory 

·oversight that would result, includingregulation under the 1935 Act and the possibility that the Company 
. may be required to' divest itself of Delmarva's naforal gas operations and/or certain nonutility enterprises, 
and the problems inherent in merging the operations of two large companies, including composition of the 
Company Board,· but conduded that the benefits outweighed these disadvantages. · 

' . ' ' . 

In reaching its conclusions, the Atlantic Board consid~red: (i) the at~ount of Co.mpany Common 
Stock and Class A Common Stock to be received by holders of each share of Atlantic Common Stock, as 
discussed more fully below; (ii) the faCt that the inclusion of the Class A Common Stock permitted Atlantic 
and Delmarva to proceed with a mutually beneficial transaction despite the· two companies' different 
evaluations of the growth prospects of, and uncertainties associated with deregulation of, the regulated 
electric utility business of Atlantic;· (iii) .the financial performan9e, c9ndition, business operations and 
prospects of each of Atlantic and Delmarva and the fact that the. Company will likely have greate:i: financial 
stability and strength due to its participation in the economic climate and growth of both Atlantic and 
Delmarva's service territories, its increased economies of scale, the diversification of its customer base and 
the impact of the potential operating efficiencies and merger-related savings realized through the consoli
dation. of Atlantic's and Delmarva's stand-alone operations, as more fully discussed above; (iv) the 
improved credit quality and liquidity of the Company as compared to Atlantic and Delmarva individually, 
which will enhance the Company's access to capital and ability to fund growth opportlinities; (v) current 
industry, economic, market and regulatory ~onditions, which encourage consolidation to compete effec
tively in an increasingly deregulated environment (as described under "Background of the Mergers"); 
(vi) the anticipated positive effects of the Mergers on stockholders through their ownership. of stock in a 
stronger company for the reasons described in (iii), (iv) and (v) above and on customers through more 

• competitive rates; (vii) the terms of the Merger Agreement, which proviQe for reciprocal representations 

43 



and warranties, conditions to closing· and rights to termination, balanced.rights and obligations a~d 
protection for employe_es of Atlantic (as discussed under "The Merger Agreement"); (viii) the recent wave 
of merger activity involving electric utility companies in surrounding markets, which is part of a wid~r trend 
in the utility industry towards consolidation and strategic partnerships in order to create larger, stronger 
companies ready to face an increasingly competitive environment; (ix) t]J.e impact of regulation under 
various state and federal laws (as described under "Background of the Mergers"); and (x) the opinion of 
Morgan Stanley, described below; that the Atlantic Conversion Ratio, taking into account the Delmarva 
Conversion Ratio, is fair from a financial point 'of view to the holders of the Atlantic Common Stock. With 
regard to item (i) above, the Class A Common Stock was' determined by the Atlantic Board to be necessary 
to bridge a difference in view betWeen Atlantic· and Delmarva on the appropriate conversfon ratio for a 
business combination between the two companies. The second security allocates proportionately more of 
the risks associated with Atlantic's regulated utility business to Atlantic's current stockholders and, at the 
same time, provides them with the opportunity. to participate in proportionately rhore qf the gro"'.th 
prospects of Atlantic's re~lated utility l:msiness. In approving the Merger Agreement an.9 r~commending 
that the St!Jckholders of .Atlantic approve the Merger.Agreement,.: th~ Atlantic Board considered the' a9o~e 
factors .as a whole and _did not assign specific-or relative we~ghtsto any one factor or.group of factors: 

Opinion of Financial Advisor to Delmarv~ 

Delmarva 

· Merrill Lynch has delivered its .written opinions to the Delmarva Board, dated August 9, 1996 and the 
date of this Joint Proxy Statement Prospectus, to the effect that, as of'the dates of such; opinions; and based 
upon the assumptions made, matters considered and limits ·of review, as set forth in such opinions, the 
Delmar\ra Conversion Ratio (as defined herein) contemplated by the Merger Agreement is fair to 
Delmarva and· its stockholder~ from a financial point of view. References herein to the "Merrill· Lynch 
Opinion'' refer to the w_ritten opinion of MerrillLytich dated August 9, 1996. · · ·· .. , · · · · 

. .·A copy of the Me~rill Lynch, opinion dated the, date'of this Joint Pro~ StatementJPr~spectus, ~hich sets. 
forth the assumptions µiade, matters co~sidered anci certain limitations 'on the scope' of review undertaken 
by Merrill Lynch, is attached ~s Annex Ii to this Joint Proxy Statement/Prospectus. Delmar'va stockholders 
are urged to read this opinion in its entirety. The Merrill Lynch opinions are. directed only to the fairness of 
the Delmarva Conversion Ratio from a iin~l}cial point Qf view and do not. constitute a reco~~endation to 
any Delmarva stockholder as to how suchstockholder should vote at.the Delmarya Meeting .. The summary 
of the Merrill Lynch opinion set forth in this Joint Proxy Statement/Prospectus is qualified in its entirety by 
reference to the· full tex~ of the Merrill Lynch opinion attached as Annex II hereto. 

The Merrill Lynch opinio~ dated the. date of this Joint Proxy Stateme,n.t(Prospectus is substa~tially 
similar to the Merrill L,Ynch Opinion dated August 9; 1996. · · ' · 

In arriving at the Merrill Lynch Opinion, Merrill Lynch among other things (i) reviewed Delmarva's 
and Atlantic's Annual Reports, Forms 10~K and related financial information for the three fiscal years 
ended December 31, 1995, and Forms 10-Q and related unaudited financial information for the ·quarterly 
periods ended March 31, 1996; (ii) reviewed certain other filings with the SEC made by Delmarva and 
Atlantic, ineluding proxy statements, Forms· 8-K, and registration statements, during the last three years; 
(iii) reviewed certain information, including financial forecasts; 'relating to the business, earnirigs; divi
·dends, cash.flow, assets and prospects of Delmarva and Atlantic; furnished to Merrill Lynch by Delmarva 
and Atlantic, respeetively; (iv} conducted discussions with members of senior management of Delmarva 
and Atlantic concerning their respective businesses, regulatory environments, prospects and· strategic 
objectives and possible operating, administrative and' capital synergies which might be realized 'for the 
combined companies following the Mergers; (v) reviewed the historical market prices and trading activity 
for Delmarva Common Stock and Atlantic Common Stock;· (vi) compared the results of operations of 
Delmarva and Atlantic with those of certain companies deemed by Merrill Lynch to be reasonably similar 
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• to Delmarva and Atlantic, respectively; (vii) compared the proposed financial terms of the Mergers with 
the financial terms of certain other mergers and acquisitions which Merrill Lynch deemed to be relevant; 
(viii) considered the pro forma effect of the Mergers, in terms of net income available to common 
stockholders, dividends per common share, book value ·per common share and capitalization, on the 
Delmarva Common Stock; (ix) reviewed a draft of the Merger Agreement dated August 7, 1996; 
(x) reviewed an analysis prepared by Atlantic and Delmarva with the assistance of a third-party consultant 
regarding estimates of the amount and timing of the cost savings expected to be derived from the Mergers; 
and (xi) reviewed such other financial studies and analyses and made such other inquiry and took into 
account such other matters deemed necessary or appropriate by Merrill Lynch for. purposes of the Merrill 
Lynch Opinion. 

. .. In preparing the Merrill Lynch opinions, Merrill Lyilch.relled on the aq::uracy and compl¢teness of all 
information supplied or otherwise made available to it qy Delmarva and Atlantic, and did n9t- indepen~ 
dently verify such information or any underlying assumptions. Merrill Lynch did . not undertake an 
independent appraisal Qr physical inspection of the assets or liabilities (contingent or. otherwise) of 
Delmarva or. Atlantic. Merrill Lynch also assumed that the financial forecasts and estimated synergies 
furnished to it by Delmarva and Atlantic were reasonably prepared and reflected the best currently 
available estimates· and judgments of Delmarva's and Atlantic's management as to the expected future 
financial performance of Delmarva and Atlantic, respectively, and as to the expected future projected 
outcomes of various legal, regulatory and other contingencies. Merrill Lynch also assumed that the 
estimates relating to the. impact of regulatory change · and competition, ·furnished by Delmarva and 
Atlantic, have been reasonably prepared and reflect the best currently available estimates and judgment of 
Delmarva's and Atlantic's management as to the expected future projected outcomes relating to such 
matters. Merrill Lynch also assumed that the Mergers will. be free of federal tax to Delmarva, ·the 
Company, DS Sub, Atlantic and the respective holders of Delmarva Common Stock and Atlantic Common 
Stock. Merrill Lynch's opinions are based upon general economic, market, monetary and otherconditions 
as they existed and could be evaluated, and the information made available to it, as of the respective dates 
of stich opinions. The Merrill Lynch opinions are directed to the Delmarva Board and do not constitute a 
recommendation to any Delmarva stockholder as to how such stockholder should .:vote at"the Delmarva 
Meeting. 

The matters considered by Merrill Lynch in arriving at the Merrill Lynch opinions are based· on 
numerous macroeconomic, operating and financial assumptions with respect to· industry performance, 
general business and economic conditions, many of which are beyond the control of Delmarva and 
Atlantic, and involve· the application of complex methodologies and educated judgment. Any estimates 
facorporated in the analyses performed by Merrill Lynch are not necessarily indicative of actual past or 
future results or values, which may be significantly more or less favorable than such estimates. Estimated 
values do not purport to be appraisals and do not necessarily reflect the prices at which businesses or 
companies may be sold in the future. The Merrill Lynch opinions do not present a discussion of the relative 
merits of the Mergers as compared to any other business plan or opportunity. that might be presented to 
Delmarva, or the effect of any other arrangement in which Delmarva might engage. 

The following is a summary of certain financial and comparative analyses performed by Me~rill Lynch 
in arriving at its August 9, 1996 opinion. · 

Trading Ratio Analysis. Merrill Lynch reviewed the performance of the per share market price of 
Delmarva Common Stock and Atlantic Common Stock over the five year period ended August 2, 1996. 
Merrill Lynch also calculated the ratio of the per share market price of Atlantic Common Stock to the per 
share market price of Delmarva Common Stock from August 2, 1991 to August 2, 1996, August 2, 1993 to 
August 2, 1996, and August 2, 1995 to August 2, 1996. This analysis showed that over the five year period, 
the per share market price of Atlantic Common Stock compared to the per share price of Delmarva 
Common Stock, traded at an average ratio of 0.950. Over the three year period this analysis showed that 

• the per share market price of Atlantic Common Stock compared to the per share price of Delmarva 
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Common Stock, traded at an average ratio of 0.920. Over the one year period this analysis showed that the 
per share market price of Atlantic Common Stock compared to the per share price of Delmarva Common 
Stock, traded at an average ratio of 0.853. Based on the August 8, 1996 closing prices, the trading ratio of 
Atlantic Common Stock to Delmarva Coinmon Stock was 0.831. · 

... Contribu!ion Analysis. . In order to determine an implied exchange ratio range based upon contribu
tion analysis, Merrill Lynch calculatec;l the contribution of each of D~lmarva and.Atlantic to the proforma 
combined Company witl:i, respect to (i) earnings per share of. com1llon stock, (ii) dividends. per share of 
common.stock, and (iii),common equity per share of common stock, for the years 1993 through 1995 and, 
using certain projections provided by the respective managements of Delmarva and Atlantic, for t.he years 
1996 through 2000. The analysis of earnings per shar~ of common stock for the years 1993 through 2000, 
yielded a range of implied exctiange ratios for Atlantic Common Stock t.o Delmarva Common Stock of 0.82 
to 1.03.' The analysis of diVidends per share of commori;stock for the years 1993 through 2000, yielded an 
implied exchange ratio for Atlantic Common Stock to Delmarva Common Stock of 1.00. The analysis of 
common equify per share of coinmcin stock for the years 1993 through 2000, yielded a range of implied 
effective exc~ange ratio-sfor Atlantic Common Stock to Delmarva Common Stock of 0.99 to 1.04 . 

. · Comparable ·Publicly .Traded Company Analysis. ·Using publicly available information,· Merrill Lynch 
compared.certain.financial. and operating information and ratios (described below) for Delmarva and 

· Atlantic, respectively, ·With the corresponding financial and operating information. and ratios· for separate 
groups of publicly traded companies that Merrill Lynch deemec;l. to be reasonably comparable to Delmarva 
and Atlantic; respectively. The: companies included in the Delmar\ra comparable company analyses were: 
Baltimore Gas and Electric Company, GPU, Inc., MidAmerican Energy Company; PECO Energy Com
pany,:Po'tomac Electric Power Company,: PR&L Resources, Inc., Public Service Enterprise Group Incorpoc 
rated and. WPS Resources Corporation (collectively, the "Delmarva· .Comparables"). The companies 
included in the.Atlantic comparable company analyses were:· Baltimore Gas and Electric Company, Boston 
Edison, General Public· Utilities,. Nevada Power Company, PECO Energy Company, Potomac Electric • 
Power Company; PP&L Resources, Inc. and Public Service Enterprise Group Incorporated (collectively, 
the '~tlantic Comparables"): Merrill Lynch selected the companies in the Delmarva Comparables. and 
Atlantic Comparables, respectively, from the universe of possible comparable utility companies based upon 
Merrill Lynch'syiews as to the comparabiFty of financial and. operating .charaderistics of these companies 
to Delmarva. arid Atlantic,,respectively.· ' ' . . . . ... 

In order to ·.determine. an implied effective exchange ratio range based upon comparable publicly 
traded .company analysis, Merrill Lynch compared the market value of: Delmarva Common Stock and 
Atlantic Common Stock as a· multiple of (a) .estimated 1997 earnings per.share ("EPS'.~); which estimates 
were obtained from management forecasts (the "1997 EPS Ratio"), and (b) book value of common equity 
as of March 31, 1996, the most-recently available fiscal quarter (the !'Common Equity Ratio"), to the 

· corresponding ratios for each of the. Delmarva Corriparables and Atlantic Comparables. The results of the 
foregoing were: (i) the 1997 EPS Ratio resulted in a range of implied effective exchange ratios for Atlantic 
Common Stock to Deb.parva Common Stock of 0.77 to 1.10, and (ii) the Common Equity Ratio resulted in 
a range ()f implied effective exchange ratios of 0.86 to 1.15. 

I • l ,
1 
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Merrill Lynch then calculated the implied effective exchange ratio of Atlantic .Common Stock to 
Delmarva Common Stock using varying sensitivities relating to the estima.ted impact of regulatory change 
and.competition furnished by the managements of Delmarva· and A.tlantiC; and with and without certain 
syiiergies estimated by the managements of Delm'arva·.and Atlantic. Utilizing comparable publicly traded 
·coinpany analysis and the varying ·sensitivities mentioned, Merrill Lynch calculated implied effective 
exchange ratio ranges 'tor Atfantid:::ommon Stock to Delmarva Common Stock of 0.44 to 1.34. 

. - ~ . ' ' . 

Discounted Cash Flow Analysis... In order to determine an implied. exchange ratio range based upon 
discounted cash ·flow ('.'DCF") analysis, Merrill Lynch performed unlevered DCF analyses for the distinct 
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businesses of Delmarva and Atlantic using the same management projections, and calculated ranges of 
value for Delmarva Common Stock and Atlantic Common Stock. 

Merrill Lynch performed separate DCF analyses for the Delmarva utility business and the Delmarva 
unregulated businesses. The Delmarva utility business :bCF was based upon the discount to present value, 
assuming discount rates ranging from 8.0% to 9.0%, of (i) its projected .unlevered free cash flow for the 
years 1996 through 2000, and (ii) its 2000 value based upon a range of multiples from 11.5 to 12.5 times its 
projected 2000 net income, and 1.3 to 1.4 times its projected 2000 book value, plus in each case; assumed 
debt and preferred stock at year-end 2000. Merrill Lynch calculated a range of value for the Delmarva 
unregulated businesses using a variety of DCF and other valuation analyses. Based on its DCF analyses, 
Merrill Lynch calculated a range of value for Delmarva Common Stock of $1,181 million to $1,376 million. 

Merrill Lynch performed separate DCF analyses for the Atlantic utility b~siness and the Atlantic 
unregulated' businesses. The Atlantic utility business DCF was based upon the disc;ount to present-value, 
assuming discount rates ranging from 8.0% to 9.0%, of (i) its projected unleveted free cash flow for the 
years 1996 through 2000, and (ii) its 2000 value based upon a range of multiples from 11.5 to 12.5 times its 
projected 2000 net income, and 1.3 to 1.4 times its projected 2000 book value, plus in each case, assumed 
debt and preferred· stock at year-end 2000. Merrill Lynch calculated a range of value for the Atlantic 
unregulated businesses using a variety of DCF and other valuation analyses. Based on its DCF analyses, 
Merrill Lynch calculated a range of value for Atlantic Common. Stock of $935 million to $i,212 million. 

Merrill Lynch then calculated the implied· effective excpange ratio of Atlantic Common Stock to 
Delmarva Common Stock using varying sensitivities' relating to the estimated impact of regulatory change 
and competition ftirnished by the managements of Delmarva and Atlantic, and with and without certain 
synergies estimated by the managements of Delmarva and Atlantic. Utilizing DCF analysis and the varying 
sensitivities mentioned, Merrill Lynch calculated implied effective exchange ratio ranges for Atlant,lc 
Common Stock to Delmarva co·mmon Stock of 0.43 to L38. · · 

Comparable Merger Transactions Analysis. Using publicly available information:, Merrill Lynch 
reviewed, 11 transactions announced between March 16, 1990 and January 22, . 1996, involving the 
acquisition of selected electric utility companies (the "Comparable Merger Transactions"). The Compara
ble Merger Transactioiis and the date the transaction was announced were as follows:. Kan.sas Cit)r Power & 
Light Co.'s merger with UtiliCorp United Inc. (January 1996), WPL Holdings, fuc.'s merg~r with IES 
Industries Inc. and Interstate Power Company (November 1995), Baltimore Gas ~nd Electric Company's 
merger with Potomac Electric Power Company (September "1995), Public Service Company of Colorado's 
merger with Southwestern Public Service Company (August 1995), Northern States Power Company's 
merger with Wisconsiri Energy Corporation (May 1995), Midwest Resources Inc.'s merger with-Iowa
Illinois Gas & Electric Company (July 1994), Washington Water Power Company's merger with Sierra 
Pacific Resources (June 1994), Cincinnati 'Gas & Electric Company's merger with PSI Resources, Inc; 
(August 1993), IE Industries, Inc.'s merger with Iowa Southern, Inc. (February 1991), Kansas Power & 
Light Company's· merger with Kansas Gas & Electric Company (October 1990), and Iowa Resources, Inc.'s 
merger with Midwest Energy Company (March 1990). · 

In order to determine an implied e~change ratio range based on Compa~able Merger Transactions. 
analysis, Merrill Lynch (i) compared the offer value in each of the Comparable Merger Transactions as a 
multiple of the then publicly available (a) latest 12 months ("LTM") riet income available to common stock 
(the "Net Income Multiple"), and (b) book value of common equity for the most recently available fiscal 
quarter preceding such transaction (the ·"Book Value Multiple") to the corresponding multiples for 
Delmarva Common Stock and Atlantic Common Stock. The results of the foregoing were: (i) the Net 
Income Multiple resulted in a range of implied effective exchange ratios for Atlantic Common Stock to 
Delmarva Common Stock of 0.70 to 1.09, and (ii) the Book Value Multiple resulted 1n a range of implied 
effective exchange ratios of 0.82 to 1.21. 
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Merrill Lynch then calculated the implied effective exchange ratio of Atlantic Common Stock to 
Delmarva Common Stock using varying sensitivities relating to the estimated impact of regulatory change 
and competition furnished by the managements of Delmarva and Atlantic, and with and without certain 
synergies estimated by the managements of Delmarva and Atlantic. Utilizing the Comparable Merger 
Transactions analysis and the varying sensitivities mentioned, Merrill Lynch calculated implied effective 
exchange ratio ranges for Atlantic Common Stock to Delmarva Common Stock of 0.40 to 1.39. 

Pro Fonna Analysis. Merrill Lynch also analyzed certain pro forma effects resulting from the 
Mergers, including the potential impact to earnings per share of Delmarva Common Stock. Using the 
projected earnings for the years 1998 through 2000 provided by the respective managements of Delmarva 
and Atlantic, Merrill Lynch compared the projected earnings per share of Delmarva on a stand-alone basis 
assuming the Mergers do not occur, to the earnings per share of Company Common Stock assuming 
varying sensitivities to certain estimated synergies provided by the respective managements of Delmarva 
and Atlantic. The analysis indicated that the Mergers would be accretive to the projected earnings per 
share of a Delmarva stockholder in each of 1998, 1999, and 2000. 

The summary set forth above does not purport to be a complete description of the analyses performed 
by Merrill Lynch in arriving at the Merrill Lynch Opinion. The preparation of a fairness opinion is a 
complex process not necessarily susceptible to partial or summary description. Merrill Lynch believes. that 
its analyses must be considered as a whole and that selecting .portions of its analyses and of the factors. 
considered by it, without considering all such factors and analyses, could create a misleading view of the 
process underlying its analyses set forth in the Merrill Lynch Opinion. No company il,l the Delmarva 
Comparables or the Atlantic Comparables is identical to Delmarva. or Atlantic, resp~ctively, and none of 
the Comparable Merger Transactions is identical to the Mergers. Accordingly, an analysis of comparable 
publicly traded companies and comparable merger transactions is not ,mathematical; rather, it involves 
complex considerations and judgments concerning differences in financial and operating characteristiCs of 
the comparable companies and other factors that could affect the public trading value of the comparable • 
comp(!.nies or company to which they are being compared. . . . · . 

The Delmarva Board selected Merrill Lynch to render a fairness opinion because Merrill Lynch is an 
iriternationaily recognized investment banking firm with substantial experience in transactions similar tO 
the Mergers and because it is familiar with Delmarva and its business. Merrill Lynch has from time to time 
rendered investment banking, financial advisory and other services to Delmarva and Atlantic, for which it 
has received customary compensation. As part of its investment banking business, Merrill Lynch is 
continually engaged in the valuation of businesses and their securities in conn:ection with mergers· and 
acquisitions. · · · · · · 

Pursuant. to the terms of an engagement letter dated March 28, 1996, Delmarva paid to Merrill Lynch 
a $150,000 retainer fee and an additional fee of $1,125,000 upon the execution of the Merger Agreement. 
In addition, Delmarva has agreed to pay Merrill Lynch a fee of $1,125,000 upon the approval of the 
Mergers by the stockholders of .Delmarva, and a fee of $2,250,000 upon consummation of the .Mergers, to 
which the $150,000 retainer fee already pa!d will be credited. Delm~rva has also agreed to· reimburse 
Merrill Lynch for its reasonable out-of-pocket exp'enses, including all reasonable fees and disbursements of 
its legal counsel, and to indemnify Merrill Lynch and certain related persons agairist certain liabilities in 
connection with its engagement, including certain liabilities under the federal securities laws. · 

In the ordinary course of Merrill Lynch's business, Merrill Lynch may actively trade the securities of 
Delmarva and Atlantic for its own account and for the accounts of its customers and, accordingly, may at 
any time hold a long or short position in such securities. 

Opinion of ·Financial Advisor to Atlantic . 

In April, 1996, Morgan Stanley was retained by Atlantic to act as its financial advisor in connection 
with the MergeL Morgan Stanley is an internationally recognized investment banking firm and was. 
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selected by Atlantie based on ·Morgan Stanley's experience and expertise. In connection with Morgan 
Stanley's engagement Atlantic requested that Morgan Stanley evaluate the fairness of the Atlantic 
Conversion Ratio; taking into account the Delmarva Conversion: Ratio, from a financial point of view to 
the holders of Atlantic Common Stock. On August 9, 1996, Morgan Stanley rendered to Atlantic's Board 
of Directors an oral opinion, which was subsequently confirmed in writing, to the effect that, as of such 
date and based on and subject to certain matters ·stated therein, the Atlantic· Conversion Ratio, taking into 
account the Delmarva . Conversion Ratio, was fair from a financial point of view· to the holders of the 
Atlantic Common Stock. Morgan. Stanley subsequently confirmed its opinion of August 9, 1996 by delivery 
of a writteµ opinion dated the date hereof. · · · 

The full text of Morgan Stanley's written opinion dated the date hereof, which sets forth the assump
tions made, matters considered with limitations on the review undertaken, ~s attached as Annex ill of this 
Joint Proxy ~tatement/Prospectus and is ·incorporated herein by reference. Holders of Atlantic Common 
Stock are urged to, and should, read this opinion carefully in its entirety: Morgan Stanley's· opinion 
addresses only the fairness 9f the Atlantic Conversion Ratio, taking into account th.e :I)elmarva Conversion 
Ratio, from a financial poi~t of vi~w to the holders of Atlantic Common Stock, .and it does not address any 
other aspect.of tlie Mergers nor does it constitute a recommendation to any holder of Atlantic Cominon 
Stock as to how to vote at the Atlantic Meeting. The summary of the opinion of Morgan Stanley set forth in 
this Joint Proxy Statement/Prospectus is qualified in its e'ntfrety by reference to tlie full text of such opinion. 

'. J • : • • • • ' 

In arriving at this opinion, Morgan Stanley: (i) analyzed certain publicly available financial statements 
·and other information ·of Atfantic and Delmarva; respectively; (ii) analyzed certain internal .financial 
statements and other financial and operating data concerning Atlantic and Delmarva prepared by their 
respective managements; (iii) analyzed certain financial projections of Atlantic and Delmarva prepared by 
their respective managements; (iv) discussed the past and current operations and finandal condition and 
the prospects of Atlantic and Delmarva with senior executives of Atlantic and Delmarva, respectively; 
(v) reviewed the reported prices and trading activity of both Atlantic Common Stock and Delmarva· 
Common Stock; '(vi) compared the financial performance of Atlantic and Delmarva and the· prices and 
trading activity. of Atlantic Common Stock and Delmarva Common Stock with that of certain other 
comparable publicly traded companies and their.securities; (vii) reviewed the financial terms, to the extent 
publicly availa]Jle; of certain comparable merger or acquisition transactions; (viii) 'analyzed the proforma 
financial impact of the Mergers on Atlantic; (ix) participated in discussions and negotiations among 
representatives of Atlantic and Delmarva and their respective financial and legal advisors; (x) reviewed the 
Merger Agreement and certain related documents; (xi) reviewed and discussed with Atlantic and 
'Delmarva· an analysis prepared by Atlantic and Delmarva with the assist~nce of a third-party consultant 
regarding, estimates of the amount and timing of. the cost savings estimated to be derived . from the 
Mergers; and (xii) performed such other analyses and examinations and considered such other factors as 
Morgan Stanley deemed appropriate. 

In rendering its opinion, Morgan Stanley assumed and relied upon without independent .verification 
the accuracy and completeness of the information reviewed by Morgan Stanley for the purposes of its 
opinion. With respect to the financial projections and estimates of the cost savings expected to be derived 
in the Mergers, Morgan Stanley assumed that they were .reasonably prepared on bases reflecting the best 
currently available estimates and judgments of the future financial performance of the Company, Atlantic 
and Delmarva, respectively. Morgan Stanley did not make any independent valuation or appraisal of the 
assets or liabilities of Atlantic or Delmarva. In addition, Morgan Stanley assumed that the Mergers will be 
consummated in accordance with the terms set forth in the Merger Agreement, including, among other 
things, that the Mergers will be treated as a tax-free reorganization and/or exchange, each pursuant tb the 
Internal Revenue Code of 1986, as amended (the "Code"). Morgan Stanley's opinion is necessarily based 
on economic, market and other conditions as in effect on, and the information made available to it as of, 
the date of its opinion. 
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In arriving at its opinion, Morgan Stanley assumed that in connection with the receipt of all the 
necessary regulatory and governmental approvals for the proposed Mergers, no restriction will be imposed 
that woµld have a material adverse effect on the contemplated benefits expected to be derived in the 
proposed Mergers. In addition, Morgan Stanley was not authorized to solicit, and did not solicit, interest 
from any party with respect to a merger with or other business combination transaction involving Atlantic 
or any of its assets, nor did Morgan Stanley have discussions or negotiations with any parties, other than 
Delmarva, in connection with the Mergers. 

The following is a brief summary of certain analyses performed by Morgan Stanley and reviewed with 
the Atlantic Board on August 9, 1996 in connection with Morgan Stanley's presentation and opinion to the 
Atlantic Board on such date: 

' -
Comparable Publicly Traded Company Analysis. As part of its analysis, Morgan Stanley compared 

certain financial information of Atlantic with that of a group of publicly fraded electric utility companies, 
including Public Service.Enterprise, General Public Utilities, Orange & Rockland Utilities, Rochester Gas 
& Electric, and United Illuminating (collectively, the ''Atlantic Comparable Companies") and also com
pared certain financial information of Delmarva with that of a group of publicly traded electric utility 
companies, including Baltimore Gas and Electric Company, PP&L Resources, Public Service Enterprise, 
and'Dominion Reso,urces (collectively, the "Delmarva Comparable Companies"). Such financial informa
tion included price to'LTM ended March 31, 1996, forecasted 1996 and forecast'ed 1997 earnings multiples, 
price to book value multiple, price to LTM operating cash flow multiple and dividend yield. In particular, 
such analyses indicated that as of August 7,. 1996 and based on a compilation of earnings projections by 
securities research analysts as of July 27, 1996, Atlantic and Delmarva traded at 10.2 and 11.5 times 
historical LTM earnings, respectively, 10.3 and 11.8 times forecasted earnings for the calendar year 1996, 
respectively, 10.2 and 11.2 times forecasted earnings for the calendar year 1997, respectively, l.21 and 1.39 
times book value as of the quarter ended March 31, 1996, respectively, 5.0 times historical LTM operating 
cash flow for each company, and a 8.0% and a 7.1 % dividend yield, respectively. Morgan Stanley noted 
that, based on a compilation of earnings projections by securities research analysts as of July 27, 1996, the 
Atlantic Comparable Companies and Delmarva Comparable Companies traded in a range of 8.8 to 10.7 
times and 10.8 to 11.9 times historical LTM earnings, respectively, 9.8 to 10.7 times and 10.9 to 12.l times 
1996 forecasted.earnings, respectively, 9.4 to 10.2 times and .10.7 to 11.6 times 1997 forecasted earnings, 
respectively; 1.15 to 1.26 times and 1.28 to 1.39 times book value as of the quarter ended March 31, 1996, 
respectively, and had a 7.3% to 8.0% and a 6.5% to 7.7% dividend yield, respectively. 

Trading Ratio Analysis. Morgan Stanley also reviewed the ratio of the Atlantic Common Stock to 
Delmarva Common Stock trading prices over varying inte~als of time over the latest five years. Based on 
the closing price of Atlantic Common Stock and Delmarva Common Stock on August 7, 1996 of $17.50 
and $20.75, respectively, the ratio was 0.84. 

Discounted Cash Flow Analysis. Morgan Stanley performed DCF analyses of Atlantic and Delmarva 
based on .certain financial projections provided by the respective managements of each company for the 
period 1996 through 2000. Unlevered free cash flows of. each company were calculated as net income 
available to cqmmon stockholders plus the aggregate of preferred stock dividends, depreciation and 
amortization, deferred taxes, and other noncash expenses and after-tax net interest expense less the sum of 
capital expenditures and investment in noncash working capital. Morgan Stanley calculated terminal values 
by applying a range of multiples to the net income in fiscal 2000 and the cash-flow streams and terminal 
values were then discounted to the present using a range of discount rates representing an estimated range 
of the weighted average cost of capital for each of Atlantic and Delmarva. Based on this analysis, Morgan 
Stanley calculated median per share values for Atlantic ranging from $14.05 tq $20.09 and for Delmarva 
ranging from $22.54 to $26.52. 

Discounted Dividend Analysis. Morgan Stanley performed discounted dividend analyses of Atlantic 
and Delmarva based on certain financial projections provided by the respective managements of each 
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company for the period .1996 through :2000. Morgan Stanley calculated terminal values by applying a range 
of multiples to the EPS in fiscal year 2000 and the dividend streams and terminal values were then 
discounted to the present using a range of discount rates representing an estimated range of the cost of 
equity for each of Atlantic and Delmarva. Based on this analysis, Morgan Stanley calculated median per 
share values for Atlantic ranging from $20.26 to $22.37 and for Delmarva ranging from $21.60 to $24.66. 

Analysis of Selected Precedent Transactions. Using publicly available information, Morgan Stanley 
reviewed the following proposed or completed transactions constituting mergers of equals in the electric 
utility industry: UtiliCorp United and Kansas Power & Light Co., IES Industries and WPL Holdings, 
Potomac Electric Power and Baltimore Gas and Elec;.tric Company, Southwestern Public Service Co. and 
Public Service Co. of Colorado, Northern States Power Co. and Wisconsin Energy Corp., and Iowa-Illinois 
Gas & Eleetric Co. and Midwest Resources, Inc. (collectively, the "Electric Utility MOE Transactions"). 
Morgan Stanley compared certain ·financial and market statistics of the Electric Utility MOE Transactions. 
The premium to unaffected market price.(i.e.,' the market price one month prior to the announcement of 
the transaction) ranged from 0.2% to 14.3%; the price to book value multiple ranged from 1.4 to 1.7 times, 
the LTM price to earnings multiple ranged from 12.0 to 14.6 times and the LTM operating cash flow 
multiple ranged from 4.6 to 6.~ times. Based on this analysis, Morgan Stanley calculated per share values 
for Atlantic ranging from $12.70 to $26.09. · · · · 

Class A Common Stock. ·Morgan Stanley utilized several approaches to estimate the value of the 
· Class A Common Stock which would be received in the Merge~s for each. outstanding share of Atlantic 

Common Stock. Based on an assumed price to 1997 earnings multiple of 7.0 to 8.5 times, and an estimated 
1997 earnings level for the Class A Common Stock based on the securities research analyst consensus 
estimate for Atlantic (adjusted to reflect the $40 million' fixed charge), Morgan. Stanley calculated the 
estimated value of the Class A Common Stock per share of Atlantic Common Stock ranging from $1.98 to 
$2.40; based on a required dividend yield of 10.0% to 12.5%, an estimated 1997 earnings level as derived 
above and an assumption of a 90% dividend payout (without giving effect to the initial dividend level on 
the Class A Common Stock which may exceed this payout ratio), Morgan Stanley calculated the estimated 
value of the Class A Common Stock per share of Atlantic Common Stock ranging from $2.03 to $2.54; and 
based on a discounted dividend valuation model, an earnings level based on the securities research analyst 
consensus as derived above and a 90% payout ratio (without gh:ing effect to the initial dividend level on 
the Class A Common Stock which may exceed this payout ratio), Morgan Stanley calculated the estimated 
value of the Class A Common Stock per share of Atlantic Common' Stock: ranging from $2.22 to $2.61. The 
above analyses indicate a value range for the Class A Common Stock per share of Atlantic Common Stock 
of approximately $2.00 to $2.50, and based on the exchange ratio of .75 share of bs Common Stock per 
share of Atlantic Common Stock and the price of.Delmarva Cori)mon Stock as of August 7, 1996, Morgan 
Stanley calculated the total consideration per share of Atlantic Common. Stock ranging from $17.56 to 
$18.06, which represented a premium of 0.3% to 3.2% over the Atlantic Common Stock closing price of 
$17.50 on August 7, 1996. 

Pro Forma Analysis of the Mergers. Morgan Stanley analyzed the pro forma impact of the Mergers on 
Atlantic's EPS and dividends per share for the fisq1l years ended 1997 through 2000. The analysis was 
performed utilizing stand-alone earnings estimated for the fiscal years ended 1997 through 2000 for 
Atlantic and Delmarva based on certain financial projections prepared by the. respective managements of 
each company taking into account the cost savings expected to be derived from.the Mergers as estimated 
by Atlantic and Delmarva. Based on such analysis, the Mergers would be accretive to Atlantic's stockhold
ers for the period 1997 through 2000 on an EPS basis in the range ofU.8% in 1997 to 1.2% in 2000 and on 
a dividends per share basis by approximately 1.0%. 

Pro Fonna Ownership. Morgan Stanley compared the aggregate percentage share ownership of the 
combined company assuming the Mergers were consummated on August 9, 1996 at the proposed 
Exchange Ratio. Based on this analysis, the holders of Atlantic Common Stock would own 40.0% of the 
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combined company and the holders of Delmarva Common Stock would own 60.0% of the combined 
company. 

The preparation of a fairness opinion is a complex process and is not necessarily susceptible to a 
partial analysis or summary description. Morgan Stanley believes that its &nalyses must be considered as a 
whole and that selecting portions of its analyses, without considering all analyses, would create an 
incomplete view of the process underlying its opinion. In addition, Morgan Stanley may have given various 
analyses more or less weight than other analyses, and may have·· deemed various assumptions more or less 
probable than· other assumptions, so that the ranges of valuations resulting for any particular analysis 
described above should rtot be taken to be Morgan Stanley's view of the actual value of Atlantic and 
D.elmarva. 

' ' ' 

In performing its analyses, Morgan Stanley made numerous assumptions with respect to industry 
performance, general business and economic conditions and other matters, many of which are beyond the 
control of . Atlantic and Delmarva. The analyses performed by Morgan Stanley are not necessarily 
indiCative of actual value, which may be significantly more or less favorable than suggested by such 
analyses. Such analyses were prepared solely as part of Morgan Stanley's analysis of the fairness of the 
Atlantic Conversion Ratio, taking into account the Delmarva Conversion Ratio, froni a financial point of 
view to the holders of Atlantic Common Stock and were provided to the Atlantlc Board in connection with 
the· delivery of Morgan Stanley's written opinion dated the date hereof confirming its oral opinion of 
August 9, 1996. The analyses do not purport to be appraisals or to reflect the prices at which Atlantic and 
Delmaiva might actually be sold. Because such estimates are inherently subject to uncertainty, none of 
Atlantie, Morgan Stanley or any other person assumes responsibility for their accuracy. In addition, as 
described above, Morgan Stanley's opinion and presentation to the Atlantic Board was one of many factors 
taken into consideration by the Atlantic Board in making its determination to approve the Mergers. 
Consequently, the Morgan Stanley analyses described above should not be viewed as determinative of the 
opinion of the Atlantic Board or the view of the management of Delmarva with respect to the value of 
Delmarva and Atlantic or of whether the Atlantic Board or the management of Delmarva would have bee 
willing to agree to a different exchange ratio. 

·. ,·As pa~t of its investment banking business, Morgan Stanley is regularly erigaged in the valuation of 
businesses and securities iri eonnection with merger~ and acquisitions, negotiated underwritings, competi
tive biddings, secondary distributions.of listed and unlisted securities, private placements ·and valuation for 
estate, corporate and other purposes. In the ordinary course of its business, Morgari Staniey and its 
affiliates may actively trade the debt and equity securities of Atlantic and Delmarva for their own account 
a.nd for the, accounts of customers and, accordingiy, may at any time hold a long or short position in such 
securities. In the past, Morgan Sta~ley has provided financialadvisory and financing services to Atlantic 
and Delmarva, for wP,ich services Morgan Stanley has received customary fees. · . . . . . ' . 

Morgan Stanley has been retained by Atlantic to act as financial advisor to Atlantie with respect to the 
Mergers. Pursuant to a letter agreement dated August 8,. 1996 between Atlantic and Morgan Stanley, 
Morgan Stanley is entitled to'(i) an advisory fee for its time and efforts expended in connection with the 
engagement, which is estimated to be between $150,000 and $250,000 and which is payable in the event the 
transaction is hot consummated, (ii) an announcement fee of $1,000,000, which has been paid, ahd (iii) a 
Merger fee equal t.o approximately $4,230,000, which is .payable upon consummation ohhe transaction. 
Any amounts paid oi: payable to Morgan Stanley as advisory or announcement fees will be credited against 
the transaction fee. Atlantic has also agreed to reimburse Morgan Stanley for its expenses ofits counsel, 
and to indemnify Morgan Stanley and its affiliates against certain liabilities and expenses, including 
liabilities under federal securities laws. · · 

52 



• 

Conflicts of Interest of Certain: Persons in the Mergers - · . .- -

In considering the recommendations 9f the Del~a~a Board and the Atlantic Board With_ respect 'to_ 
the Mergers, stockholders should be aware-that certam members of the Delmarva and Atlantic manage
ment, the Delmarva Board and the Atlantic Board have certain irtterests in the ·Mergers 1n additionto the 
mterests of stockholders of Delniarva and Atiantie· generally. The Delniar\ra Board and the Atlantic Board 
wei:e aware of these interests and considered therri, among other matters, in 'approving the Merger 
Agreerrient and t~e tra:nsacr'ions contempiated thereby. ' ' - - · 

- Employee Plans; Severance Arrangements and Agreements. Under certain benefit -plans, severance 
arrangements and other -employee agreements -maintainedi or· entered into, by Delmarva and Atlantic, 
certain benefits may become vested, and certain -payments may become payable, in connecti,on with the 
Mergers. These benefit plans, severance arrangements and agreements and the nature of such payments 
thereunder are described in greater-detail below, under "-Employee Plans, Severance Arrangements and 
Agreements." ·, · ·:·· ·. ,': -· 

. .. . . , :r - . : ; 
Board of Directors. As provided in the Merger Agreement, at the Effective Time, the Company 

Board will consist of 18 directo.~s, !~n of whom will be nominated by the pel1Uarva Board and eight of 
whom,wiH:be nominated by the Atlantic Board. Each m,ember of the.Delmary!l Board and Atlantic; B()ard 
serving _in su_ch capacicy imme~iately. prior to the con,summation of the _Mergers, will be given an 
opportunity to serve <?n the Company Board. See "The Company Following tlie Mergers-Management of 
the Company." The dir,ectors norp_inatyd.by the Delmarva_ Board and the Atlantic Board will be divided 
between the class~s of directors of the Company so that each cla~s, to the extent possible, has the _same 
proportion -of directors nominated by each of the· Delmarva ·Board and the Atlantic Board. At the 
consummation of the Mergers,: the Audit Committee of the Company Board will consist of an equal 
number of directors nominated by the Delinarva :m:>ard .and the Atlantic Board.· · 

' ' 
-.•.,,. ., ''• - :{ ! •' 

Indf~mnificatiori. , . From and_ a;{ter the _consummation of the Mergers, the Company will, to the fullest 
extent not pr9hibited, by .applic!l_ql~ .law, ~rn;lemµ.ify, <;lefend and_ holp __ harmless the present and former 
officers _and directors of J)elm!l_i;v.a an,d A,.tlantic; against all losses, expenses (including reasonable attorneys' 
feys)~ claims, damages or Habili_ties or,, subject.to certain_ restrictions, amounts paid in settl~ment arising 
out of actions -<?r omissions occurring at or. pef9re or after the .consummation of the Mergers, that are -in 
whole or in part based on, or arising out of, the fact that such person is or was a· director, officer or 
management employee of such party or arising out of or pertaining to the transactions contemplated by the 
Merger Agreement, See "The Merger-Agreement_;_Indemnification."- -' 

Employee Plans, Severance Arrangements and Agreements 

Del~mva Sever_qn~e ~W-ee,,;e~ts.' -Ddman'.a' ha~ se~eranc_e' agreements (the_ "Delmarva Severance 
Agieeinents") with 48 otits-pfficers am;l senior managers providing benefits upon a Change in Control (as 
defined in the belmar\ra Sevekanc_e· Agreefiients). The De~arva Severance Agreements provide a 
pa.Yment to the employee if the.employee's enipl_<;>ym.erit is terniinated by the.employeefo_r Good_ Reason 
(as defined in the Delmazya Seyeraf1-c.e Agreements); .or by Delmarva for any reason other than retirement, 
death, disability, or cause at' any ,t!rne d~ring _the periocft~at begi_11s _on the date of the Change in Control_ 
and ends 24 monthi" therea~ei:: The payment will equal 2.99 times the _employee's Base Amount (as tl).at 
term is defined in Code Section 280G) less certain deductions. These d'eductions include the amount of 
any 'other payni~nt (or -~he _vafo~- 9f ariy othei:- bertefit)' received -or to be rec~ived by the employee in 
connection with. a Change' iri Cqntrol if the paypie11t or benefit is _considered a parach{ite, payment (as 
defined ill __ Code Section 280G(b)(2)) which togetlier.:with other parachut~ payments would- result in 
disall9wanc~ of -deductions by. ~eascin of Code S_ectiori i&OG. The employee. will recejve group life, 
disability,- medical and de11taf insurance benefits s'ubstantially 'similar -to those received prior to employ
ment' termination for the 24 ~onths following employment termination, re<;luce'd by comparabl~ benefits 

.the empl?Yee ;ictually receives froin other sollrcOs during _that period .. In addition, the employee will 
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receive a lump sum payment equal to the actuarial value of the excess of (i) the benefits payable under 
Delmarv.a's Retirement Plan and, for the most senior officers who participate in the Supplemental 
Executive Retirement Plan, the Supplemental Executive Retirement Plan (the "Retirement Plans") 
assuming 24 additional months service and compensation equal to the highest annual rate during the 12 
month period preceding employmenttermination-over (ii) the actual benefit payable under the Retirement 
Plans. "Change in Control" is defiried in the Delmarva Severance Agreements as, among other things, 
stockholder approval of a merger of Delmarva other than a merger where Delmarva's voting securities 
outstanding immediately prior to the merger continue to represent at least 80% of the combined voting 
power of the surviving entity outstaqding immediately after the merger. Stockholder approval of the 
Mergers will constitute a Change in Control under the Delmarva Severance Agreements. "Good Reason" 
is defined under the Delmarva Severance Agreements as, among other things, (i) assignment to the 
employee of duties inconsistent with the employee's status or position with Delmarva; (ii) a reduction .by 
Delmarva in .the employee's base salary (except for across-the-board ·Salary reductions similarly affecting 
all of Delmarva employees and employees of any person in control of Delmarva); (iii) relocation of 
Delmarva's principal offices to a location more than 50 miles from the location prior to the Change in 
Control, or the closing thereof, or relocation of the employee's office location following the Change in 
Control; (iv) failure to pay current c6mpensation; (v) failure to provide compensation plans and benefits 
otherwise provided to similarly situated employees; and (vi) the failure of Delmarva ·to obtain the 
agreement by a successor company to expressly assume the severance agreement. If the employment of all 
executives with Delmarva Severance Agreenierits had been terminated as of the date of this Joint Proxy 
Statement/Prospectus; the aggregate cost to Delmarva would not exceed approximately $16.6 million. 

' 
Delmarva Power & Light Company Management Incentive Compensation Plan.· ·The Delmarva ·Power 

& Light Company Management Incentive Compensation Plan (the. "Compensation Plari") is a short-term 
annual performance award program provided to a certain level of management employees. The Compen~ 
sation Plan provides payments based upon Delmarva and individual employee performance. Award 
amounts for a year are paid in a lump suin after the end of the year in which they were earned. Except for 
termination of employment due to retirement, death or disability, an employee must be employed on the 
last day of the year to be entitled to a payment. In the event of certain rriergers cir a change in the 
ownership of at'least 25% of Delmarva's voting securities, all amounts that 'have been earned but not paid 
will be immediately paid. The consummation of the Mergers would be a transaction contemplated by that 
provision in the Compensation Pfart. · · 

Delmarva Power & Lighi Company Long-Term Incentive Plan. The Delmarva LTIP. provides .long-term 
compensation in the form of stock options (both nonqualified stock options and incentive stock options 
within the meaning of Code Section 422) restricted stock, stock appreciation rights, performance awards or 
such other forms as.the Delmarva LTIP committee (a committee comprised of outside directors) may .in its 
discretion deem appropriate. Persons eligible to ·participate in the Delmarva LTIP are officers and senior 
managers of Delrriarva and its subsidiaries who,' in the opinion of the Delmar\ra LTIP committee are iri the 
position to significantly affect the growth and financial success of Delmar\ra. Deimarva directors who are 
not other\vise officers or employees of Delmarva are not eligible to participate in the Delmarva LTIP. 
Upon a Change in Control (as defined in the Delmarva LTIP) all options and stock appreciation rights that 
are outstanding at the date of the Change in Co:p.trol become fully exercisable and vested;· all incomplete 
performance periods for performance awards that are outStanding·on the date of the Change in Control 
shall be deemed to have been completed, the maximum 'lever of·performance set forth shall be deemed to 
have been obtained and the pro-rata portion (based on the number of full and partial months that have 
lapsed with respect to each such performane<e period) of each outstanding award will become payable 
immediately in ·cash to each participant with the remaining of each· such outstanding award beirig cancelled 
for no value; and any conditions to the vesting of restricted stock (whether performance objectives or 
periods of. employment) are deemed to have been satisfied and all restfictions lapse and these shares 
become fully vested and noriforfeitable. Currently;· Delmarva has outstanding two forms of long-term 
Compensation' Stock options, all of which are vested, and restricted stock, which wotild vest without. 
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restriction at the consummation of the Mergers. For purposes of the Delmarva LTIP, a Change in Control 
includes, among other things, consummation of a merger of Delmarva other than a merger where 
Delmarva's voting securities outstanding immediately prior to the merger continue to represent at least 
80% of the combined voting power of the voting securities of the surviving entity outstanding immediately 
after the merger. Consummatio'n of the Mergers will constitute a Change in Control under the Delmarva 
LTIP. 

Delmarva Management Life Insurance Plan. Under the Delmarva Management Life Insurance Plan 
(the "Delmarva Life .Insurance Plan''.) Delm~rva offers a life insurance benefit to its officers and senior 
managers. The amount of life insurance is approximately three times annual salary. Benefits are available 
through both a term and permanent life insurance. Delmarva pays the premium for term coverage and 
Delmarva and.the employee both pay portions of the premium for permanent coverage. Upon a change in 
the ownership of Delmarva including a merger where Delmarva is not the surviving entity, the surviving 
entity must ~ssume the Delmarva Life Insurance Plan and prepay premiums for life insurance in force. The 
Mergers .. "".ould. result in such a change in ownership. Delmarva .intends to amend the Delmarva Life 
Insurance Plan prior. to the Mergers to eliminate any requirement for prepayment of any premiums and 
will retain the existing provision that the surviving entity shall assume Delmarva's rights and obligations 
under this plan. 

Delmatva Power & Light . Company Deferred Compensation Plan. . The Delmarva Power & Light 
Company Deferred Compensation Plan .(the "Delmarva Deferred Compensation Plan") provides officers 
and senior managers with the opportunity to defer a portion of their compensation and provides certain 
key executives the opportunity to receive matching contributions that are not otherwise payable under the 
terms of the Delmarva Power & Light Company Savings and Thrift Plan due to certain restrictions. In the 
event of a Change· in Control (as defined in the Delmarva Deferred Compensation Plan) and the 
termination of an employee's employment, the timing of the payment of amounts to such employee under 
the ·Delmarva Deferred Compensation Plan may be accelerated at the discretion of the Delmarva 
Deferred Compensation Plan committee comprised of outside· directors. For purposes of the Delmarva 
Deferred· Compensation Plan a "Change of Control" would include a merger that would result. in 
Delmarva's voting securities outstanding immediately prior to such· merger being less than 75% of the 
combined voting power of the voting securities of the surviving entity immediately following such merger. 
The consummation of the Mergers will constitute a Change in Control for purposes of the Delmarva 
Deferred Compensation Plan. 

Delmarva Supplemental Executive Retirement Plan. The Delmarva Power &;; Light Company Supple
mental Executive Retirement Plan (the "SERP") provides supplemental retirement income to executives 
who are vice president or above and other managers or executives selected by Delmarva's Chief Executive 
Officer and approved by the Compensation Committee of the Delmarva Board. The supplemental benefits 
are benefits that would be provided 'under the Delmarva Power & Light Company Retirement Plan but for 
certain statutory' iiinits on qualified plan benefits and benefits for certain employees recruited for or into 
key executive positions. Upon a merger of Delmarva in which Delmarva is not the surviving corporation or 
in which the holders of Delmarva stock receive securities in another corporation, Delmarva will prepay all 
premiums to any life insurance or annuity contracts intended to fund obligations under the SERP. 
Currentiy, only benefits for two former executives are provided through arrangements of this type .. In 
addition, SERP participants will become immediately vested .. The consummation. of the Mergers would be 
a transaction contemplated by that provision in the SERP. · 

Atlantic. Severance Agreements. Atlantic has previously entered into employment agreements (the 
"Agreements") with 13 executive officers (the "Executives"). For purposes of the Agreements, the Mergers 
will constitute a "Change in Control." Therefore, in the event an Executive's employment is terminated by 
Atlantic without "Cause" (as defined in the Agreements) or by the Executive for "Good Reason" (as 
defined in the Agreements) following the Mergers, the Executive will receive (a) the executive officer's full 
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base salary through the date of termination, (b) a cash amount from Atlantic equal to either three or two 
times the sum of (x) the Executive's annual base salary and (y) the higher of the bonus paid to the 
Executive for the most recent fiscal year or the target bonus for the current fiscal year (the "Minimum 
Bonus Amount"), (c) the prorated portion of the Executive's unpaid Minimum Bonus Amount, (d) any 
other amounts otherwise payable in respect of Atlantic's otherwise applicable long-term incentive compen
sation and equity plans and programs, and ( e) all vested amounts or benefits owing to the Executive under 
Atlantic's otherwise applicable employee benefit plans and programs. In addition, the Executive will be 
entitled to continue to participate in Atlantic's employee and Executive pension, welfare and fringe benefit 
plans excluding supplemental retirement benefits. For purposes of calculating the Executive's retirement 
benefit, additional years will be added to both the Executive's age and service with Atlantic. The 
Agreements further provide that if the payments described above constitute "excess parachute payments" 
under applicable provisions of t.he Internal Revenue Code and related regulations, Atlantic will pay the 
Executive an additional amount sufficient to place the Executive in the same after-tax financial position 
the Executive would have been in if the Executive had not incurred the excise tax imposed under Section 
4999 of the Internal Revenue Code in respect of excess parachute payments. If the employment of all 
Executives with Agreements had been terminated as of the date of this Joint Proxy Statement/Prospectus, 
the aggregate cost to Atlantic would not exceed approximately $22.4 million. · 

Consulting Arrangement. The agreement with J.L. Jacobs establishes an opportunity at the election 
of J.L. Jacobs to enter into a consulting arrangement with Atlantic for a term of two years with 
compensation at $130,000 annually to commence on the date following his retirement, but not before 
December 1, 1996. 

Atlantic Executive Severance Policy. The Atlantic Executive Severance Policy covers approximately 24 
executives and provides for severance in the event of a termination by Atlantic without "Cause" (as 
defined in the Atlantic Executive Severance Policy) or by th<:< Executive for "Good Reason" (as defined in 
the Atlantic Executive Severance Policy) following a "Change in Control" (i.e., the Mergers) in an amoun. 
equal to 1.5 times an executive's base salary and continuation of benefits for a period of one year followin 
termination. In the event any of the payments due to an executive in connection with a Change in Control 
constitute excess parachute payments, amounts due such executive under the policy shall be reduced so 
that no payment results in the imposition of an excise tax under Code Section 4999. 

Atlantic Employee Stock Purchase Plan. Upon a Change of Control, the right of employees partici
pating in the Employee Stock Purchase Plan to acquire one share of Atlantic Common Stock will be 
converted into the right to receive .75 shares of Company Common Stock and .125 shares of Class A 
Common Stock. 

Atlantic Equity Incentive Plan, Atlantic Supplemental Executive Retirement Plan and Atlantic Supplemen
tal Executive Retirement Plan II. At the Effective Time, all stock options granted under Atlantic's Equity 
Incentive Plan will, absent action to the contrary at the discretion of the Personnel & Benefits Committee 
of the Atlantic Board, if the· option has any value, be cashed out pursuant to the terms of the Equity 
Incentive Plan. The option price of all outstanding options granted pursuant to the Equity Incentive Plan 
exceeded the closing price as reported on the NYSE.on December 5, 1996. In addition, at the Effective 
Time the restrictions applicable to any awards of restricted stock or other stock-based awards lapse and 
such stock anq awards will be deemed fully vested. Benefits previou.sly accrued under Atlantic's Supple
mental Executive Retirement Plan ("SERP") and Atlantic Supplemental Executive Retirement Plan II 
("SERP II") become nonforfeitable after the consummation of the Mergers. Under the terms of Atlantic's 
SERP, upon the Effective Time a participating executive with less than five years of service will be deemed 
to have five years of service and as a result will become fully vested in such executive's accrued benefits. In 
addition, under the terms of Atlantic's SERP II, upon the Effective Time a participating executive with less 
than five years of service with Atlantic will be deemed to have five years of service and as a result will 
become vested in 50% of such executive's accrued benefit. 

56 



• 

Atlantic Director Retirement Plan. With respect to its directors, Atlantic intends to amend its Director 
Retirement Plan to provide for lump sum payouts at the Effective Time, equal to an Atlantic director's 
annual benefit under such plan (not actuarially reduced), multiplied by the number of years remaining in 
such director's life expectancy. 

Atlantic Directors Restricted Stock Plan. Under the terms of the Atlantic Directors Restricted Stock 
Plan, at the Effective Time all restrictions on all shares that have not yet vested will be eliminated and the 
shares will become fully vested. Certain directors are also participants in Atlantic's Equity Incentive Plan 
described above. · · 

Th.e Company Benefit Plans 

Following the consummation of the Mergers, the Company and its subsidiaries will honor all prior 
contracts, agreements, collective bargaining agreements and commitments with current or former employ
ees or current or former directors of Delmarva or Atlantic and their respective subsidiaries, in accordance 
with the respective terms of such contracts, agreements and commitments·, subject to the Company's right 
to enforce them in accordance with their terms (including any reserved right to amend, modify, suspend, 
revoke or terminate them). The Company will take all action necessary so that after the consummation of 
the· Mergers, the Dividend Reinvestment and Common Share Purchase Plan and the Savings and Thrift 
Plan of ·Delmarva' an~ the Director~' Restricted Stock Plan, th~ Em:ployee Stoc.k Purchase J.>fan and the 
Dividend Reinvestment Plan of Atlantic will be terminated, replaced or amended to provide for the 
issuance and sale of Company Common Stock in plac~ of Delmarva Common Stock or.Atlantic Common 
Stock, as the case may be, under such plans. . 

Subsequent to the execution of the Merger Agreement, Delmarva and Atlan.tic, as the stockholders of 
the Company, determined that it would be in the best interests of the Company for the Company to adopt 
the Company Plan described below to replace the Delmarva J:,TIP an.d Atlantic's Equity Incent~ve Plan, 
subject to stockholder approval of the Company Plan at the Delmarva Meeting and the Atlantic Meeting. 
The Company Plan will become. effective as of the consummation of the Mergers. The Company Plan is a 
comprehensive cash and stock compensation plan designed to provide the Company with the ability to 
provide incentives supporting the. growth,, development and financial success of the Company. The 
Company Plan proyides for the grant o~ annual incentive awards and long-term incen~ive awards such as 
re.stricted stock, stock options (including incentive stock options and nonqualified stock options), stock 
appreciation rights ("SARs"), performance units and dividend equivalents, and any other types of awards 
as the Company Plan Committ~e deems appropriate. The maximum number of shares of Company 
Common Stock available for issuance under the Company Plan is 5,000,000. The Company Plan Commit
tee, which will be comprised solely of nonemployee directors, will administer the Company Plan and make 
awards thereunder, and will have broad authority to fix the terms and conditions of individual grants and 
agreements with participants. The Company Plan is being submitted to stockholders of Delmarva and 
Atlantic for approval, and is described in greater detail under '~pproval of the Company Incentive 
Compensation Plan" elsewhere in this Joint Proxy Statement/Prospectus. A copy of the Company Plan is 
attached to this Jaint Proxy Statement/Prospectus as Annex VII. Following implementation of the 
Company Plan, no further awards will be made under the Delmarva LTIP or Atlantic's Equity Incentive 
Plan. . . 

D~lmarva currently has outstanding two forms of awards under the Delmarva LTIP: stock options, all 
of which are exercisable, and performance-based restricted stock, as to which all conditions to vesting 
would lapse at the consummation of the Mergers and would be exchanged for shares of Company 
Common Stock at the Delmarva Conversion Ratio, without restriction. It is anticipated that any further 
awards under the Delmarva LTIP prior to the consummation of the Mergers will be in the form of 
performance-based restricted stock. Such awards will be granted with the condition that the consummation 
of the Mergers does not constitute a Change in Control which causes the restrictions to lapse (the ."New 

• Delmarva Awards"). Aftec the consummation of the Mecgers, the New Delmacva Awanls eithec (a) will 
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continue to be held in the Delmarva LTIP (but in the form of Company Common Stock rather than. 
Delmarva Common Stock) until the performance period for such New Delmarva Awards expires and the 
New Delmarva Awards vest at 100% (or, if performance criteria are exceeded, at up to 150%, such 
additional shares to be issued in Company Common Stock, without restriction) or are forfeited in part or · 
in whole and, in such case, the Delmarva LTIP will continue in effect until the performance periods for 
such New I)elmarva Awards has expired, or (b) the Company will ):10nor the outstanding New Delmarva 
Awards and the terms and _conditions of such New Delmarva Awards will otherwise remain the same; 
except that, if the performance cycle with respect to such New Delmarva Awards extends beyond the time 
at which the Mergers are consummated, the performance criteria will be modified to take into considera-
tion the performance of the Company, as well as the performance of Delmarva prior to such time and, in 
such case, the Delmarva LTIP will be terminated by Delmarva as soon as practicable after such time. 

Atlantic currently has outstanding two forms of awards under its Equity Incentive Plan: stock options 
that first become exercisable beginning in 1997. and performance-based restricted stock, as to which all 
conditions to vesting would lapse at the consummation of the Mergers· and absent any action by the 
Personnel & Benefits Committee of the Atlantic Board (the "Committee';) would accelerate and be cashed 

. out in a.ccordance with terms of the. Equity Incentive Plan. It is anti~ipated that any further awards under 
Atlantic's Equity Incentive Plan prior to the consummation of the Mergers will be in the form of stock 
options and performance-based restricted stock (the "New Atlantic Awards"). With the exception of the 
rights granted to the thirteen executive officers c9vered by employment agreeme.nts, the Commfrtee has 
the broad discretion, not inconsistent with the terms of the Equity Incentive Plan, with respect to whether 
and to what extent employees niay be granted New Atlantic Awards and to whether and what extent 
performance based restricted stock granted under the Equity Incentive Plan would be exchanged for 
shares of Company Common Stock and Class A Common Stock at the Atlantic Conversion Ratio, without 
restriction. In exercising its discretion, the Committee may (a) accelerate vesting of all or a part of the New 
Atlantic Awards or waive forfeiture restrictions regarding any New Atlantic Awards or (b) determine that 
any New Atlantic Awards either (i) will continue to be held in the Equity Incentive Plan (but in the form o 

· Company Common Stock and Class A Common Stock rather than Atlantic Common Stack) until the 
performance period for such New Atlantic Awards expires and the New Atlantic Awards will vest at 100% 
or are forfeited in part or in whole, and, in such case, the Equity Incentive Plan will continue in effect until 
the performance periods for such New Atlantic Awards has expired, or (ii) the Company will honor the 
outstanding New Atlantic Awards and the terms and conditions 'of such ·New Atlantic Awards will 
otherwise remain the same; except that, if the performance cycle with respect to such.New Atlantic Awards 
extends beyond the consummation of the Mergers, the performance criteria: will be modified to take into 
consideration the performance of the Company, as well as the performance of Atlantic prior to the 
consummation of the Mergers and, in such case, the Equity Incentive Plan will be terminated by Atlantic as 
soon as practicable after the consummation of the· Mergers. 

Certain Federal Income Tax Consequences . . 
The Mergers are designed to qualify. as a tax-free reorganization or exchange under the Code. A 

condition. precedent to Atlantic's obligation to consummate the Atlantic Merger is the receipt by Atlantic 
of an opinion of Simpson Thacher & Bartlett substantially to the effect that the Atlantic Merger will be 
treated as a reorganization under Section 368(a) of the Code. A condition to Delmarva's obligation to 
consummate the Delmarva Merger is the receipt by Delmarva of an opinion by LeBoeuf, Lamb, Greene & 
MacRae, L.L.P. substantially to the effect that the Delmarva Merger, taken together with the Atlantic 
Merger, will be treated as an exchange under Section 351 of the Code and/or as a reorganization under 
Section 368(a) of the Code. Assuming the Mergers so qualify, then for federal income tax purposes (i) no 
gain or ·loss will be recognized by Delmarva, Atlantic or the Company as a result of the Mergers, 
(ii) holders of Delmarva Common Stock whose shares are converted into Company Common Stock and 
holders of Atlantic Common Stock whose shares are converted into Company Common Stock and Class A 
Common Stock in the Me•gcrs will recognize no gain or loss as a result of the conversion (except, wi-
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• respect to Atlantic stockholders, who will recognize gain or loss to the extent that they receive cash in lieu 
of fractional shares), (iii) the holding period and basis applicable to shares of Company Common Stock 
and Class A Common Stock received in the Mergers will be the same as the holding period and basis 
attributable to the Delmarva Common Stock or Atlantic Common Stock, as the case may be, that was 
converted into Company Common Stock and Class A Common Stock in the Mergers (reduced by any 
amount allocable to a fractional share interest in Company Common Stock and Class A Common Stock for 
which cash is received). A holder of shares of Atlantic Common Stock will allocate his or her basis in such 
stock aniong the Company Common Stock and the Class A Common Stock received based upon· the 
relative fair market values of the Company Common Stock and the Class A Common Stock. A holder of 
shares of Atlantic Common Stock who receives cash in lieu of a fractional share interest in Company 
Common Stock and Class A Common Stock will recognize gain or loss measured by the difference 
between the amount of cash received and the amount of the stockholder's aggregate basis allocated to the 
fractional share interest. Any gain an Atlantic stockholder recognizes will be taxed either as a dividend or 
. as a capital gain. The Internal Revenue Service has published a ruling holding that, in the case of a 
. minority stockholder whose relative stock interest in the surviving corporation is minimal, who exercises no 
control over the surviving corporation's affairs, and whose relative ownership interest in the surviving 
corporation has been reduced by a minimal amount as a result of the receipt of cash in lieu of fractional 
shares, any gain or loss such stockholder recognizes will be a capital gain or loss. If an Atlantic stockholder 
has held his or her shares of Atlantic Common Stock as a capital asset, any capital gain or loss recognized 
will be long-term if the stockholder held his or her shares for more than one year at the time of the 
Mergers. 

THE ABOVE-DESCRIBED CONDITIONS PRECEDENT TO THE CONSUMMATION OF THE 
ATLANTIC MERGER AND THE DELMARVA MERGER ARE WAIVABLE BY ATLANTIC AND 
DELMARVA, RESPECTIVELY. Delmarva and Atlantic each expect it will receive a tax opinion from its 
counsel prior to the consummation of the Mergers and that it will not waive the tax opinion condition 
applicable to it. In the event of such a waiver, however, Atlantic and Delmarva will furnish a supplement to 
this Joint Proxy Statement/Prospectus disclosing such waiver and all related material matters, including 
risks to investors, and will resolicit proxies in favor of the Mergers and the Company Plan following the 
furnishing of such supplement. . 

Although it is the opinion of Simpson Thacher & Bartlett that the Class A Common Stock will be 
treated as stock of the Company for federal income tax purposes, there are no federal income tax 
regulations, court decisions or published IRS rulings bearing directly on this issue. In addition, the IRS 
·announced during 1987 that it was studying the federal income tax consequences of stock that has certain . 
voting and liquidation rights in an issuing corporation but whose dividend rights are determined by 
reference to the earnings of a segregated portion of the issuing corporation~s assets, including assets held 
by its. subsidiary, and that it would not issue any advance rulings regarding such stock. During 1995, the 
IRS withdrew such stock from its list of matters under consideration and reiterated that it would not issue 
advance rulings regarding such stock. In the absence of such a ruling, there is a risk that the IRS could 
assert that the Class A Common Stock represents property other than stock of the Company. If the Class A 
Common Stock were detern;i.ined not to be stock of the Company, the receipt of the Class A Common 
Stock in the Atlantic Merger would be taxable to the Atfantic stockholders. 

The discussion above represents a summary of the opinions of counsel that Delmarva and Atlantic 
expect to receive prior to (and as a waivable condition to) the consummation of the Mergers. Neither 
Delmarva nor Atlantic has received an opinion as of the date of this Joint Proxy Statement/Prospectus. At 
such time as Delmarva and Atlantic are in receipt of such opinions, they will be filed as exhibits, by post
effective amendment, to the Registration Statement. THE DISCUSSION ABOVE IS INCLUDED FOR 

·GENERAL INFORMATION ONLY. IT DOES NOT ADDRESS THE STATE, LOCAL OR FOREIGN 
TAX ASPECTS OF THE MERGERS. THE DISCUSSION IS BASED ON CURRENTLY EXISTING 
PROVISIONS OF THE CODE, EXISTING AND PROPOSED TREASURY REGUI;ATIONS 
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THEREUNDER AND CURRENT ADMINISTRATIVE RULINGS AND COURT DECISIONS. ALL. 
OF THE FOREGOING ARE SUBJECT TO CHANGE AND ANY SUCH CHANGE COULD 
AFFECT THE CONTINUING VALIDITY OF THE DISCUSSION. EACH DELMARVA AND 
ATLANTIC STOCKHOLDER SHOULD CONSULT HIS OR HER OWN TAX ADVISOR AS TO THE 
SPECIFIC TAX CONSEQUENCES OF THE MERGERS TO HIM OR HER, INCLUDING THE 
APPLICATION AND EFFECT OF FEDERAL, STATE, LOCAL AND FOREIGN TAX LAWS. 

Accounting 'freatment 

The Mergers will be accounted for under the purchase method of accounting for financial reporting 
purposes.· 

Stock Exchange Listing of Company Capital Stock 

The Company will apply for the listing of Company Common Stock on the NYSE. Approval of the 
listing on the NYSE of the shares of Common Stock issuable in the Mergers, upon official notice of 
issuance, is a condition precedent to the consummation of the Mergers. The Company may also apply for 
listings on other exchanges. If Delmarva and Atlantic continue to meet the requirements of the NYSE and 
the Philadelphia Exchange and, in the case of Atlantic the Pacific Exchange, Delmarva Common Stock and 
Atlantic Common Stock, respectively, will continue to be listed on those exchanges until the Mergers have 
been consummated . 

. Federal Securities Law Consequences 

All shares of Common Stock received by Delmarva and Atlantic stockholders in the Mergers will be 
freely transferable, except that shares of the Common Stock received by persons who are deemed to be 
"affiliates" (as defined under the Securities Act) of Delmarva or Atlantic prior to or upon consummation 
of the Mergers may be resold by them only in trawmctions permitted by the resale provision~ of Rule 145 
promulgated under the Securities Act (or Rule 144 or after registration in the case of such persons wh. 
become affiliates of the Company upon consummation of the Mergers) or as otherwise permitted unde 

·the Securities Act. Persons who may be deemed to be affiliates of Delmarva, Atlantic or the Company 
generally include individuals or entities that control, are controlled by, or are under common control with, · 
such party and may include certain officers and directors of such party as well as principal stockholders of 
such party. The Merger Agreement requires each of Delmarva and Atlantic to use its best efforts to cause 
each of its affiliates to execute a written agreement to the effect that the affiliate will not offer or sell or 
otherwise dispose of any shares of Company Common Stock issued to the affiliate in or pursuant to the 
Mergers in violation of the Securities Act or the rules and regulations promulgated by the SEC thereunder. 

The Company will comply with all distlosure requirements under the Exchange Act·with respect to 
each of the Company Common Stock and the Class A Common Stock as a separate class. In addition, 
holders of Company Common Stock and Cfass A Common Stock will have to comply with Schedules 13D 
and 13G under the Exchange Act separately for each class. 

Appraisal Rights 

Delaware law does not provide appraisal rights to holders of Delmarva Common Stock or Delmarva 
Preferred Stock because all of such stock is listed on a national securities exchange. Virginia law does not 
provide dissenters' or other appraisal ,rights to holders of any series of Delmarva Preferred Stock because 
the holders of such stock are not entitled to vote on the Delmarva Merger . .Virginia law does not provide 
dissenters' or other appraisal rights to the holders of Delmarva Common Stock because all of such stock is 
listed on a national securities exchange. . .. 

New Jersey law does not provide dissenters' or other appraisal rights· to holders of Atlantic Common 
Stock because all of such stock is listed on a national securities exchange. Atlantic has no shares of 
preferred stock outstanding. The rights and preferences of the ACE Preferred Stock will not be affected by 
the' Mergers, such stock will remain outstanding following the Mergers and the holders of such stock will 
have no appraisal rights. • 
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• REGULATORY MATTERS 

Set forth below is a summary, based on advice of counsel for Delmarva and Atlantic, of the regulatory 
requirements affecting the Mergers. Failure to obtain any necessary regulatory approval or any adverse 
conditions that are imposed with respect to any necessary regulatory approval, including the failure to 
obtain favorable ratemaking treatment, may affect the consummation of the Mergers. 

Antitrust Considerations 

The HSR Act and the rules and regulations thereunder provide that certain transactions (including 
the Mergers) may not be consummated until certain information has been submitted to the Antitrust 
Division of the Department of Justice (the ''Antitrust Division") and. the Federal Trade Commission (the 
"FTC") and the specified HSR Act waiting period requirements have. been satisfied. Delmarva and 
Atlantic will provide their respective Premerger Notifications pursuant to the HSR Act. The expiration or 
earlier termination of the HSR Act waiting period would not ·preclude the Antitrust Division or the. FTC 
from challenging the Mergers on antitrust grounds.· Neither Delmarva nor Atlantic believes that the 
Mergers will violate federal antitrust laws. If the Mergers are not consummated within 12 months after the 
expiration or earlier termination of the initial HSR Act waiting period, Delmarva and Atlantic must submit 
new information to the Antitrust Division and the FTC, and a new HSR Act waiting period must expire or 
be earlier terminated before the Mergers may be consummated. · 

Federal Power Act 

Section 203 of the Federal Power Act provides that no public utility shall sell or otherwise dispose of 
its jurisdictional facilities or directly or indirectly merge or consolidate its facilities with those of any other 
person or acquire any security of any other public utility without first having obtained authorization from 
the FERC. The approval of the FERC is required to consummate the Mergers. Under Section 203 of the 
Federal Power Act, the FERC will approve a merger if it finds the merger to be "consistent with the public 
interest." Delmarva and Atlantic filed a joint application before the FERC seeking approval of the 
Mergers on November 27, 1996. 

Public Utility Holding Company Act of 1935 

The Company is required to obtain SEC approval under Section 9(a)(2) of the 1935 Act in connection 
with the Mergers. An application for approval of the Mergers will be filed by the Company: · 

Under the applicable standards of the 1935 Act, the SEC is directed to approve the proposed Mergers 
unless it finds that (i) the Mergers would tend towards detrimental interlocking relations or a detrimental 
concentration of control, (ii) the consideration to be paid in connection with the Mergers is not reasonable, 
(iii) the Mergers would unduly complicate the capital structure of the applicant's holding company system 
or would be detrimental to the proper functioning of the applicant's holding company system or (iv) the 
Mergers would violate applicable state law. To approve the proposed Mergers, the SEC must also· find that 
the Mergers would tend towards the development of an integrated public utility· system and, would 
otherwise conform to the 1935 Act's integration and corporate simplification standards. · 

Upon consummation of the Mergers as currently structured, the Company must register as a holding 
company under the 1935 Act because it will not qualify for any exemptions available under such Act. The 
1935 Act imposes restrictions on the operations of registered holding company systems. Among these are 
requirements that certain securities issuances as well as sales and acquisitions of ·utility· assets or of 
securities of utility companies and acquisitions of interests in any other business be approved by the SEC. 
The 1935 Act also limits the ability of registered holding companies to engage in nonutility ventures and 
regulates holding company system service companies and the rendering of services by holding company 
affiliates to the system's utilities. The SEC has authority under the 1935 Act to preclude the payment of 
dividends by Delmarva and Atlantic to the Company or to preclude the payment of dividends by the 

• Company under certain circumstances. Delmarva, Atlantic and the Company recognize that the divestiture 
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of the existing gas operations of Delmarva and certain nonutility operations of Delmarva and Atlantic is a 
possibility under the new registered holding company structure but the Company will request in its.1935 
Act application that it be allowed to retain the gas utility operations of Delmarva and the nonutility 
operations.of Delmarva and Atlantic or, in the alternative, that the question of divestiture be deferred. If 
divestiture is ultimately required, the SEC historically has allowed companies sufficient time to accomplish 
divestiture in a manner that protects stockholder value. 

On June 20, 1995, the SEC issued a series of proposed regulations that are desigried, among other 
things; to liberalize the restrictions on and regulation of the activities of registered holding companies. At 
the same time, the SEC's Division of Investment Management (the "Division") issued a report of 
legislative recommendations, including the Divisi0n's preferred recommendation that Congress repeal the 
1935 Act, subject to the transfer of certain authority over audits, books and records and affiliate 
transactions of registered holding companies to state utility commissions and to the FERC. The report also 
recommended liberalizing the interpretation of the · SEC's regulations to permit registered holding 
companies to-own both electric and gas utility systems if state commissions agree. There is no assurance 
that the regulations proposed by the SEC will be implemented or that the suggestions in the Division's 
report will be adopted. In addition, on Oct.ob.er 12, 1995, a bill was introduced in the U.S. Senate to repeal 
the 1935 Act ahd- enact the Public Utility Holding Company Act of 1995 that contains significantly fewer 
regulatory restriCtions than the 1935 Act and would be administered by the FERC. To the extent that some 
or all of the regulations and recommendations are implemented or the 1935 Act is repealed, restrictions on 
and regulation of the Company's activities may be liberalized, and the Company's ability to retain 
ownership of the gas utility properties an\i nonutility ventures currently operated by Delmarva and Atlantic 
would be enhanced. . . 

Nuclear· Regulatory Cm~mission 

· Delmarva and Atlantic each own a 7.41 %·interest in the Salem Nuclear Generating Station, which 
consists of two nuclear units, and a 7.51 % interest in the Peach Bottom Nuclear Generating Station, which 
consists of two nuclear units. In addition, Atlantic owns a 5% .interest in the Hope Creek Nuclear 
Generating Station, which consists of one nuclear unit. Delmarva and Atlantic hold NRC licenses with 
respect to their ownership interests in these nuclear units. The Atomic Energy Act currently provides that 
li,c,enses may not be transferred or in any manner disposed of, directly or indirectly, to any person unless 
the NRC finds that; such ,transfer is in accordance with the Atomic Energy Act and consents to the transfer. 
Pursuant to the Ato~ic Energy Act, Deimarva and Atlantic will seek approval from the NRC to the full 
.e'xtent required to reflect that after the Mergers, Delmarva and Atlantic, although continuing to own the 
identical pre-Merger· shares of the nuclear units, will become operating subsidiaries of the Company. 
. ,, . ' " 

Delaware Public Service Commission 

'. Delmarva is incorporated in Delaware and subject to the jurisdiction of the Delaware Public Service 
Commission (the '.'DPSC"). Pursuant to Section 215 of the Public Utilities Act, Delmarva must obtain the 
approval of the DPSC in order to. directly or indirectly m~rge or consolidate with any other person or 
company. Section 215 also provides that no other entity shall acquire control, either directly or indirectly, 
of any pubiic utility doing business within Delaware without the prior approval of the DPSC. The DPSC is 
requirec;l to· approve the proposed merger and acquisition when it finds that the same is to be made in 
accordance with law, foi ·a proper purpose and is in the public interest. Delmarva and the Company will 
seek the ·approvals .of th.e DPSC consistent with these requirements. 

Virginia State C~rporation Commission 

Delmarva is incorporated in Virginia and subject to the jurisdiction of the VSCC. Pursuant to the 

• 

Utility TransfersAct, no person, whether acting alone or in concert with others, shall, directly or indirectly, 
acquire control.of a public utiHty without the prim approval of the VSCC and it is unlawful fo; any public. 
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utility, directly or indirectly, to dispose of any utility assets situated within Virginia unless authorized by the 
VSCC. Upon application, the VSCC will approve a proposed transaction if satisfied that adequate service 
to the public at just and reasonable rates will not be impaired or jeopardized by granting the application. 

Except to the extent preempted by the Securities Exchange Commissfon, the VSCC, pursuant to 
statutory provisions under which the VSCC regulates relations with affiliated interests, must approve 
certain contracts or arrangements for certain services, purchases, sales, leases or exchanges·, loans and 
guarantees between a public service company and affiliates. 

Delmarva and its affiliates will seek the approvals of the VSCC consistent with these requirements. 

New Jersey Board of Public Utilities 

As the parent company of Atlantic City Electric Company, the transfer of the ownership or control, or 
the merger of, Atlantic is subject to the jurisdiction of the New Jersey Board of Public Utilities (the 
"NJBPU"). Pursuant to Title 48 of the New Jersey Statutes Annotated, no person shall acquire or seek to 
acquire control of a public utility directly or indirectly through the medium of an affiliated or parent 
corporation without requesting and receiving the written approval of the NJBPU. In addition, any transfer 
of stock to another public utility, or a transfer that vests another corporation with a majority interest in the 
stock of a public utility, must be authorized by the NJBPU. 

. The NJBPU, pursuant to statutory provisions under which the NJBPU regulates re~ations between 
public utilities and affiliated interests, must approve certain contracts or arrangements for ~ertain services, 
purchases or .loans between a public utility and affiliates. · · 

Atlantic and its affiliates will seek the approvals of the NJBPU consistent with these requirements. 

Pennsylvania Public Utility Commission 

Delmarva and Atlantic own fractional interests in the Keystone, Conemaugh and Peach Bottom 
electrfc generating stations and related transmission lines located in Pennsylvania. Pursuant to Penn
sylvania statute, the transfer to any person or corporation of the stock, including a transfer by merger, of a 
public utility must be approved by the Pennsylvania Public Utility Commission ("PPUC"). The PPUC will 
approve such transfers upon a showing that the merger will affirmatively promote the service, accommoda
tion, convenience or safety of the public in some substantial way. Delmarva and Atlantic will seek the 
approvals of the PPUC consi11tent with these requirements. 

Maryland Public Service Commission 

The Maryland Public Service Commission (the "MPSC") is granted general authority to supervise and 
regulate public utilities with operations in the State of Maryland. Delmarva has advised the MPSC of the 
transactions contemplated by the Merger Agreement and that it does not believe that the. approval of the 
MPSC of the Mergers is required. However, the MPSC has ruled that it.has jurisdiction over the Mergers 
to determine whether the Mergers will have an adverse effect on the conduct of Delmarva's Maryland 
franchises and any other matters that properly come before the MPSC at such hearing. Delmarva will seek 
to. show that the Mergers will not have an adverse effect on the conduct of its Maryland franchises. 

Effects of Certain Regulatory Trends 

SFAS 71-Accounting for the Effects of Certain Types of Regulation in general recognizes that 
accounting for rate-regulated enterprises should reflect the relationship of costs and revenues. As a result, 
a regulated utility may defer recognition of cost (a regulatory asset) or recognize an obligation (a 
regulatory liability) if it is probable that, through the ratemaking process, there will be a corresponding 
increase or decrease in revenues. Accordingly, Delmarva and Atlantic have deferred costs that will be 
amortized over various periods. To the extent that collection of such costs or payment of such liabilities is 

.o longer probable as a result of changes in regulation and/or the competitive position of Delmarva or 
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Atlantic, as the case may be, the associated regulatory asset or liability will be reversed with a charge or • 
credit to income. If Delmarva or Atlantic were to discontinue the application of SFAS 71 the accounting 
impact would be an extraordinary noncash charge to operations that could be material. to the financial 
position and results of operations of Delmarva or Atlantic, as the case m:ay be. 

Competition exists and is expected to increase for certain electric and gas energy markets historically 
served exclusively by regulated utilities. In recent years, changing laws and governmental regulations 
permitting competition from other utilities as well as nonregulated energy suppliers have prompted some 
customers to use self-generation or alternative sources to meet their electric and.gas needs. The transition 
from strictly regulated to competitive resale and retail markets is changing the structure of the utility 
industry and the way in which it conducts business. As the electric utility industry transitions from a 
regulated to a competitive industry, utilities may not be able to recover certain costs. These costs, which 
are known as "stranded" costs, could result from the shift from cost of. service based pricing to market 
based pricing and from customers choosing different energy suppliers than Delmarva or Atlantic. Potential 
types of stranded costs: could ·be (i) above-market costs associated with generation facilities or long term 
power purchase agreements and (ii)· regulatory assets, which are expenses deferred ·and expected to be 
recovered from customers in the future. 

·several states are presently evaluating the most appropriate method to address 'thy rapidly emerging 
competitive energy marketplace and allow consumers to participate in that market. · 

Delmarva has proposed to the Maryland and Delaware state regulatory commissions that a forum be 
established to address changes in· the regulation of the electric utility industry, the objective being to 
develop cooperatively a blueprint to move toward increased customer choice. The forums will address 
issues such as open access to transmission and distribution lines by retail customers' (retail wheeling), 
stranded investment, rate redesign and alternative forms of regulation, such as performance-based 
regulation. 

•· To date, the NJBPU has made no formal pronouncement regarding deregulation or recovery of. 
stranded commitments. The-NJBPU is currently examining changes to the electric power industry. Specific 
issues are an evaluation of actions needed to establish a wholesale electric generation marketplace, an 
analysis ·to determine if divestiture of utility generating assets is necessary, a determination ·of the. 
appropriateness and necessity of retail wheeling, given the achievement of a competitive wholesale market, 
and the definition and equitable treatment of stranded costs. Working groups representing various 
interested parties have been established to review these issues. In a preliminary status report issued in May 
1996, certain recommendations were made, including a proposed 3-7 year transition to a competitive retail 
market. A formal recommendation by the NJBPU is expected to be submitted in early 1997 to the New 
Jersey governor and legislature, which is expected t_o include a ~pecific timetable, interim pilot programs 
and recommenped changes to legislation. 

Delmarva and ACE have not filed for acc_elerated depredation of any capital assets or specfal rate' 
plans applicable to particular classes of customers. However, ACE has entered into contract~ with selected 
customers which provide for special rates in conjunction with NJBPU approved guidelines. To date, the 
aggregate amount ·of such discounts is not material to ACE's financial condition. 

ACE has significant long term contract commitments to purchase capacity and energy from nonutility 
sources at above-market costs. Recovery of amounts associated with these contracts is· through ACE's 
Levelized Energy Clause, for rates are subject to approval by the NJBPU annually. 

Delmarva and Atlantic are unable to predict the outcome of the various regulatory proceedings that 
are presently underway with respect to deregulation. However, if changes i.n the regulatory environment 
ultimately require a recognition of any amounts considered to be stranded costs, Delmarva or Atlantic, as 
the case may be, would be required tq write down asset values, and such writedowns could be material, 
Given the uncertainty .with respect to the timing of any regulatory changes, the resulting deregulated 
market prices for en~rgy and/or capacity and the extent to which regulatory commissions allow for recovery. 
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• of any previously incurred costs, it is not possible to predict the level of stranded costs, if any, which would 
result. 

The effect of competition on the Company's equity from reductions in profit margins or extraordinary 
charges against income would reduce the amount of common equity. in the capital structure and could 
result in lowered credit ratings on existing debt securities and higher corresponding financing costs. To the 
extent that additional equity capital is required, issuances of common stock may be necessary. To the extent 
that additional .equity capital is required, the effect would be to. reduce reported earnings per share, the 
amount of which Delmarva and Atlantic cannot presently determine. 

Other Regulatory Matters 

Each of the states in which Delmarva and Atlantic operate regulates the rates charged by Delmarva or 
Atlantic, as the case may be, to its utility customers in that state. In approving rates; each state may take 
into account the effect of the Mergers. 

Delmarva, Atlantic and the Company have agreed in the Merge~' Agreement to use all commercialiy 
reasonable efforts to obtain regulatory approvals, but there can be no assurance .as to when or if such 
approvals will be obtained or that such approvals will be obtained on terms or conditions that do not have 
a material adverse effect on the business, operations, properties, assets, condition, pro,spects or. results of 
the Company following the Mergers. · · 

!. 
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THE MERGER AGREEMENT • 

The following is a brief summary of the material provisions of the Merger Agreement, which is attached as 
Annex I and is incorporated herein by reference. This summary is qualified in its entirety by reference to the 
Merger Agreement. 

The Mergers 

The Merger Agreement provides that, following its approval by the stockholders of Delmarva and 
Atlantic and the satisfaction or waiver of the other conditions to the Mergers, (i) DS Sub will be merged 
with and into Delmarva in the Delmarva Merger and (ii) Atlantic will be merged with and into the 
Company in the Atlantic Merger. 

If the Merger Agreement is approved by the stockholders of Delmarva and. Atlantic and the other 
conditions to the· Mergers are satisfied or waived, the Mergers will become effective after the filing (i) by 
Delmarva of the certificate of merger with the Secretary of State of the State of ·Delaware and articles of 
merger with the VSCC and (ii) by the Company of a certificate of merger with the Secretary of State of the 
State of Delaware and by Atlantic and the Company of a certificate of merger with the Secretary of State 
of the State of New Jersey, at the time specified by Delmarva and Atlantic in the respective certificates and 
articles of merger. The date 'and time specified will be the same with respect to both the Delmarva Merger 
and the Atlantic Merger. · · 

Consummation of the Mergers 

At the Effective Time, pursuant to the Merger Agreement: 

Each share of (i) Delmarva Common Stock issued and outstanding immediately prior to the Effective 
Time (other than shares of Delmarva Common Stock that are owned by Delmarva as treasury stock or by 
Atlantic or by any wholly owned subsidiary of Delmarva or Atlantic) will be converted into the right to 
receive one fully paid and nonassessable share of Company Common Stock (the "Delmarva Conversion 
Ratio"), (ii) Atlantic Common Stock, issued and outstanding immediately prior to the Effective Time 
(other than shares of Atlantic Common Stock that are owned by Atlantic as treasury stock or by Delmarva 
or a wholly owned· subsidiary of Atlantic or Delmarva), will be converted into the right to receive 0.75 fully 
paid and nonassessable shares of Company Common Stock and 0.125 fully paid and nonassessable shares 
of Class A Common Stock (the ''Atlantic Conversion Ratio"). 

Each share of (i) Delmarva Common Stock that is owned by Delmarva as treasury stock or by Atlantic 
or any wholly owned subsidiary of Delmarva or Atlantic, (ii) Atlantic Common Stock that is owned by 
Atlantic as treasury stock or by Delmarva or by any wholly owned subsidiary of Atlantic or Delmarva and 
(iii) Company Common Stock that is owned by Delmarva, Atlantic or any wholly owned subsidiary of 
Delmarva or Atlantic in each case will be cancelled and cease to exist, and no consideration will be 
delivered in exchange therefor. 

Each share of DS Sub Common Stock, par value $.01 per share, issued and outstanding immediately 
prior to the Effective Time will be converted into and become one share of Common Stock, par value $2.25 
per share, of the surviving corporation in the Delmarva Merger. 

Each share of Delmarva Preferred Stock outstanding at the time of the consummation of the Mergers 
will remain as outstanding preferred stock of Delmarva and the rights and designations of the Delmarva 
Preferred Stock will not be affected by the Mergers. The shares of Delmarva Preferred Stock currently 
listed on a national securities exchange will continue to be so listed following consummation of the 
Mergers. 

On or before the Effective Time, the Company will deposit with the Exchange Agent certificates 
representing shares of Company Common Stock and Class A Common Stock required to effect the 
conversion of Delmarva Common Stock and Atlantic Common Stock into Company Common Stock and, 
in the case of Atlantic Common Stock, Class A Common Stock. 
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, As soon as practicable after the Effective Time, the Exchange Agent will mail to each holder of record 
of Delmarva Common Stock or Atlantic Common Stock at the Effective Time,. transmittal instructions 
advising such holder of the procedure for surrendering Delmarva Common Stock or Atlantic Common 
Stock certificates for Company Common Stock and Class A Common Stock certificates. Delivery will be 
effected, and risk of loss and title to, the certificates will pass, only upon actual delivery to the Exchange 
Agent. 

After the Effective Time, each certificate evidencing Delmarva Common Stock or Atlantic Common 
Stock until so delivered will, for all purposes, represent only the right to receive upon such delivery the 
certificate representing Company Common Stock or Class A Common Stock and if applicable, the right to 
receive any cash payment in lieu of a fractional share of Company Common Stock or Class A Common 
Stock without interest. The holder of the unexchanged certificate will not be entitled to vote or to receive 
dividends or other distributions payable by the Company until the certificate is delivered, at which time the· 
holder will be entitled to receive all dividends or other distributions accrued and unpaid from the Effective 
Time until the delivery . 

. No ce~tificates or scrip representing fr~ctional shares of Company Common Stock or Class' A 
Cominon Stock will be issued upon the delivery for exchange of certificates. and such fractional share 
interests will not entitle the owner thereof to vote or to any dghts of a stockholder 'of the Company. As 
promptly as practicable following the Effective Time, the Exchange Agent will determine the excess of (x) 
the number of full shares of Company Common Stock and Class A Common Stock delivered to the 
Exchange Agent by the Company over (y) the aggregate number of full shares· of Company Common Stock 
and Class A Common Stock fo ·be· distributed to holders of Delmarva Common Stock and Atlantic 
Common Stock (such excess being herein called the "Excess Shares") .. As soon as practicable after the 
Effective Time;. the Exchange Agent will sell the Excess Shares on the NYSE through one or more member 
firms of the NYSE, in round lots to the extent practicable. U~til the proceeds of such sale or s~les have 
been distributed to the holders of Atlantic Common Stock, the Exchange Agent will hold such proc~eds !n 

•

rust (the "Common Shart(s Trust"). The Company will pay' all cofi1missions; trqnsfer taxes and, other. out
f-pocket frarisaction costs, including the expenses of compensation of the Exchange Agent incurred in 

connection with such sale of the Excess Shares. The Exchange Agent will determine the portion of the 
proceeds ofthe, Common Shares Trust to which each holder of Atlantic Common Stock will be entitled, if 
any, by multiplying the amount of the aggregate proceeds cc;imprising th.e. Common Shares Trust, by a 
fraction of the numerator of which is the amount of the fractional share interest to' which such holder of 
Atlantic Comnion St~ck is ~~titled and the denominator of which is the aggregate amount of fractional 
share interests to which all holders of Atlantic Common Stock are entitled. As soon as practicable after the 
sale 'of the Excess Shares described above, the Exchange Agent will distribute such amounts to holders of 
Atlantic Common Stock who have delivered certificates for exchange. · · · ... 

Any certificates representing Company Common Stock and Class A Common Stock deposited with 
the Exchange Agent and not exchanged within one year after the Effective Time will be. returned to the 
Company, which will thereafter act as Exchange Agent. 

Representations and Warranties 

. .The Merger Agreement contains customary representations and warranties by each of Delmarva and 
Atlantic relating to, among other things: (i) their respective organization and qualification, the organiza
tion and qualification of.their respective subsidiaries and similar corporate matters; (ii) their respective 
capital structures;· (iii) authorization, execution, delivery, performance and enforceability of the Merger 
Agreement and related matters; (iv) regulatory and statutory approvals; (v) compliance with applicable 
laws and agreements;· (vi) reports and financial statements filed with governmental authorities and the 
accuracy of information contained therein; (vii) absence of material adverse changes and undisclosed 
liabilities; (viii) litigation; (ix) the accuracy of information supplied by Delmarva and Atlantic for use in the 
Registration Statement and Joint Proxy Statement/Prospectus filed by the Company in connection with the 

.ssuance of Company Common Stock and aas, A Common Stock; (x) certain tax matte"; (xi) employee 
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· matters and BRISA; (xii) environmental matters; (xiii)· the utility regulatory status of Delmarva and 
Atlantic and their respective subsidiaries; (xiv) the stockholder vote of Delmarva and Atlantic required to 
approve the Merger Agreement; (xv) fairness opinions of Merrill Lynch, Pierce, Fenner & Smith Incorpo
rated and Morgan Stanley & Co. Incorporated; (xvi) insurance; (xvii) applicability of certain laws; (xviii) 
ownership by Delmarva and Atlantic, respectively, of the other's common stock; and (xix) operations of 
nuclear facilities. 

Cert~in Covenants 

Pursuant .to the Merger Agreement, Delmarva and Atlantic ha~e each agreed that, during the period 
from the date of the Merger Agreement until the Effective Time or earlier termination of the Merger 
Agreement, exc,ept (i) as permitted under the Merger Agr~ement or (ii) as otherwise consented to in 
writing by the other parties, each will (and each of its subsidiaries will) among other things: (a) carry on its_ 
business in :the ordinary course consistent with past practice and use all commercially reasonable efforts to 
preserve certain arrangements so that goodwill and ongoing businesses are not mate:r;ially' impaired at the 
Effective Time; (b) not (i) enter into any _new line of business, except _as permitted under the Merger 
Agreement, inyolving material investment of assets or res<:mrces or material exposure to liapilify or loss to 
such party ;md its subs,idiaries'taken as a whole, (ii) make investments iri the permitted new businesses in 
excess of $2~0 million or (iii) .make any investment in a Listed Activity other than an investment by AtlantiC 
in th~rmal services, in excess. of $7.5 milliOn per year without consulting the other party; (c) not declare or 
pay any dividends on or make other dis,tributions in respect of any of its capital stock, other than (i) to sycp. 
party _or its whQlly owned -subsidiaries, (ii} stated divide11ds Qn Delmarva Preferred Stock or on ACE 
Prc:~efred. Stock, (iii) regular quarterly dividends· on th~ Pelmarva Common Stock -and the Atlantic 
Comrµon_ Stock with us1,ial record and. payment, date~ at an annual rate not to exceed $1.54 per share; 
( d) not spiit, _combine or reclassify any capital stock or repurchase or .otherwise acquire capital stock, other 
than (i) in the ordinary 'course of_ business including (A) in connection with employee plans, (B) in 
c6nn~ction with repurchases, -redemptions - and -other acquisitions required by terms of any series of 
Dehµaiva Preferred Stock or ACE Preferred Stock, (C) in connectfon with the refunding of Dehnarv. 
Prefened Stock or AC~ Preferred Stock or fodebtedness, at a lower cost of. funds or through the issuance 

-. of long-term indebtedness and (D) open market purchases used to fund up tp $50 million in ·a~y fiscal year 
of the cost of any acquisition permitted under p-ie Merger Agreemel]t or (ii) jntercompany acquisitions of 
c~pital stock; ( e) not issue capital stock, warrants, rights, options or convertible cir similar securities other 
than (i) the issuance of common stock or stock appreciation or similar rights.pursuant to (A) the Dividend 
Reinvestment and Common Share Purchase Plan, the Savings· and Thrift Plan and the Long-Term 
Incentive Plan. of Delmarva or (B) the Employee Incentive Plan, the Direetors' Restricted Stoyk Plan, the 
Empioyee Stock Purchase Plan and the Dividend Reinvestment Plan of Atlantic, in each case consistent in 
kind and amount with past practice and in the ordinary course of business under such plans substantially in 
accordance with their present terms, (Ii) the issuance by a wholly owned subsidiary of shares of its capital 
stock to its parent and (iii) the issuance of cominoil stock by' Delmarva or Atlantic utilized to fund up to 
$50 million per year of the cost of certain permitted acquisitions; (f) not amend its certificate or articles of 
incorporation or its bylaws, except as necessary to provide for the issuance of securities as permitted under 
the Merger Agreement or as required by law; (g) not engage in material acquisitions subject to certain 
exceptions; (h) not engage in material dispositions, subject to certain exceptions; (i) not incur or guarantee 
any indebtedness other than (i) short-term indebtedness incurred in the ordinary course of business 
consistent with past practice, (ii) long-term indebtedness .in connection with the refinancfog of existing 
indebtedness either at its stated maturity or at a lower cost of funds, (iii) long-term indebtedness in 
connection with the refundirig of Delmarva Preferred Stack or ACE· Preferred Stock at a lower cost of 
funds and (iv) additional indebtedness.iri any fiscal year not.exceeding $25 million more than provided in 
the Delmarva Budget or the Atlantic Budget (as defined in the.Merger Agreement); (j) not make any 
capital expenditures other than capital expenditures (i) in connection with the_ construction of new 
facilities, (ii) to replace or repair facilities destroyed or damaged due to casualty or accident and 
(iii) additiomtl capital e"Penditures in any year not exceeding .10% of the .. amount provided in the. 
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Delmarva Budget or the Atlantic Budget as the case may be; (k) subject to certain exceptions, not enter 
into, adopt or ·amend (except as required by law), or increase the amount or accelerate the payment or 
vesting of any benefit or amount payable under, any employee benefit plan or other contract, agreement, 
commitment or arrangement to increase in any manner the compensation or fringe benefits, or otherwise 

• 

to extend, expand or enhance the engagement, employment or any related· rights of any director, officer or 
other employee of such party or any of its subsidiaries, except pursuant to binding legal commitment and 
except for normal (induding incentive) increases in the ordinary course of business consistent with past 
practice that, in the aggregate, do not result in a material increase in benefits or compensation expense to 
such party and its subsidiaries taken as whole, provided that Atlantic will terminate its retirement plan for 
nonemployee directors and pay in cash all accrued benefits thereunder prior to the Effective Time, and 
each of Delmarva and Atlantic may, with the agreement of the other, modify the benefits payable under its 
severance arrangements with management employees in a manner that makes the aggregate level of 
severance benefits received by such management employees comparable to the aggregate level of sever
ance benefits that are, on the date of the Merger Agreement, provided to comparable employees of the 
other; (1) except as contemplated by the Merger Agreement, not engage in any activity that would cause a 
change in its status under the 1935 Act or impair the ability of Atlantic to claim an exemption pursuant to 
Rule 2 of the 1935 Act; (m) not make any changes in their accounting methods other than required by law 
or in accordance with GAAP; (n) not take any action that would adversely affect the status of the Mergers 
as a tax free transaction under Section 368(a) of the Code and/or Section 351 of the Code; (o) not pay, 
discharge or satisfy any material claims, liabilities or obligations, other than the· payment in the ordinary 
course of business consistent with past practice or in accordance with their terms, of liabilities reflected in, 
reserved,against in, or contemplated by the most recently filed financial sheets filed with the SEC, as part 
ofor pursuant to any settlement of any rate filings before the public utility commission of any state or the 
FERC pending on the date of the Merger . Agreement, or as otherwise contemplated in the Merger 
Agreement; (p) cooperate with the other parties and notify the other parties of any significant change, 
including by providing copies of any filings with a governmental agency; (q)·discuss with the other parties 
any proposed changes in its rates or charges, standards of service or accounting; (r) use all commercially 
reasonable efforts to obtain third-party consents to the Mergers; (s) not take any action that is likely to 
result in the material breach of any provision of the Merger Agreement or result in any of its representa
tions and warranties becoming untrue; (t) not take any action that is likely to jeopardize the qualification 
of outstanding r~venue bonds issued for the benefit of Delmarva or Atlantic as tax-exempt industrial 
revenue bonds; (u) create and maintain a special transition management task force headed by Howard E. 
Cosgrove and Michael J. Chesser; (v) maintain insurance with financially responsible insurance companies, 
in such amounts and against such risks and losses a.s are customary for companies in the utility industry; 
(w) maintain in effect all existing permits pursuant to which such party or its subsidiaries operate; and (x) 
not modify, amend, terminate, renew or fail to. use. reasonable business efforts to renew any ITI.aterial 
contract or ~greement to which it or any of its subsidiaries is a party, or waive, release or assign any 
material rights or claim,s. 

No Solicitation of 'fransactions 

The Merger Agreement provides that the parties thereto and their respective subsidiaries will. not and 
will not authorize or permit any of their respective representatives to, directly or indirectly, solicit, initiate 
or encourage, or take any other action to facilitate knowingly any inquiries or the making of any proposal 
that constitutes or may reasonably be expected to lead to an Acquisition Proposal (as defined below) from 
any person, or engage in any discussion or negotiations relating thereto or accept any Acquisition Proposal. 
Notwithstanding anything to the contrary, Delmarva or Atlantic inay (i) at any time prior to the Delmarva 
stockholders' approval or the Atlantic stockholders' approval, as the case may be, having been obtained, 
negotiate or discuss with a third party who seeks to initiate such discussions or negotiations and may 
furnish such third party with information concerning itself if and to the extent that (A) (x) such third party 
shall have first made an Acquisition Proposal that is financially superior to the Mergers and has 
demonstrated that financing is reasonably likely to be obtained and (y) the Board of Directors of such 

69 



party shall have concluded in good faith on the basis of a written opinion of outside counsel that such • 
action is necessary to act in a manner consistent with its fiduciary du.ties and (B) prior to furnishing such · · 
information or entering into such discussions or negotiations, such party (x) provides prompt notice to the 
other party and (y) obtains an executed confidentiality agreement in customary form in terms no more 
favorable to the third party than the confidentiality agreement entered into between Delmarva and 
Atlantic;, (ii) comply with Rule 14e-2 promulgated under the Exchange Act in connection with a tender 
offer and (iii) accept an Acquisition Proposal from a third party; provided that such party terminates the 
Merger Agreement pursuant to clause (f) under "The Merger Agreement-Termination." Each party will 
notify the other party orally and in writing of any such inquiries, offers or proposals (illcluding without 
lin;iitationthe terms and conditions of any .such proposal and the identity of the person making it) within 24 
hours of the. receipt thereof and will give the other party five days' advance notice of any agreement to be 
entered into with or any information to be supplied to any person making such inquiry, offer or proposal. 
As used in the Merger Agreement; ''Acquisition Proposal" mean~ a proposal or offer (other than by 
another party to the Merger Agreement) for a tender or exchange offer, merger, consolidation or other 
business.combination involving a party or ar;iy mate.rial subsidiary of such party or any proposal to acquire a 
substantial equity interest in or a substantial portion of the assets of such party or any material subsidiary 
of such party. 

Company Board of Directors 

The Merger Agreement provides that the Delmarva Board will be entitled to nominate 10 members 
and the Atlantic Board will be entitled to nominate eight members to serve on the Company Board at the 
Effective Time and will take ·all necessary action to cause each director of Delmarva and Atlantic serving as 
such immediately prior to the Effective Time to have the opportunity to serve as a director of the 
Company. The directors nominated by . the Delmarva Board and the Atlantic. 'Board will be divided 
b~tween the classes of directors of the Company so that each class, to the extent possible, has the same 
proportion of directors nominated by each of the Delmarva Board and the Atlantic Board. At the Effective 
Time, the Audit Committee of the Company Board will consist of an equal number of directors nominated 
by the Delmarva Board and· the Atlantic Board. 

Indemnification 

· The Merger Agreement pt~vides that from and after the Effective Time, the Company will, to the 
fullest extent not prohibited by applicable law, indemnify, defend and hold harmless the present and 
former officers, directors and management employees of Delmarva and Atlantic and their respective 
subsidiaries (each an "Indemnified Party" and, collectively, the "Indemnified· Parties") against all losses, 
expenses (including reasonable attorneys' fees and expenses), claims, damages, costs, liabilities, judgments 
or, subject to the proviso of the next succeeding sentence, amounts paid in settlement arising out of actions 
ot omissions occurring at or prior to or after the' Effective Time that are in whole or in part based on, or 
arising out of, the fact that such person is or was a director, officer or management employe·e of Delmarva 
or Atlantic and arising out of or pertaining to the transactions contemplated by the Merger Agreement. In 
the event of any such loss, expense, claim, damage or liability (whether or not arising prior to the Effective 
Time); (i) the Company will pay the reasonable fees and expenses of counsel selected by the Indemnified 
Parties, which counsel shall be reasonably satisfactory to the Company,· promptly after statements therefor 
am.received and otherwise ·advance to such Indemnified Parties upon request reimbursement of docu
mented expenses reasonably incurred, in either case to. the extent not prohibited by applicable law, (ii) the 
Company will cooperate iil .the defense of any such matter and (iii) any determination required to be made 
with respect to whether an Indemnified Party's conduct complies with the standards under applicable law · 
of the State of Delaware and the Company Charter or Company Bylaws will be made by independent 
counsel mutually acceptable to the Company and the Indemnified Party; provided that the Company will 
not be liable for any settlement effected without its written consent. The Indemnified Parties as a group 
may retain only one law firm (other than local counsel) with respect to each related matter except to the 
extent there is, in the sole opinion of counsel to an Indemnified Pany under applicable standards of. 
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professional conduct, a conflict on any significant issue between positions of any two or more Indemnified 
Parties.If an Indemnified Party is required to bring any action to enforce any of its rights under the Merger 
Agreement and is successful, the Company will reimburse such Indemnified Party for all of its expenses in 
bringing and pursuing such action. In addition, each Indemnified Party is ~ntitled to the advancement of 
expenses in connection with any such action. · · 

The Merger Agreement provides that, for a period of six years after the Effective Time, the Company 
will cause to be maintained in effect the policies of directors' and officers' liability insurance maintained by 
Delmarva and Atlantic to the extent such liability insurance can be maintained annually at a cost to the 
Company not greater than 200% of the respective current annual premiums for their directors' and 
officers' liability insurance; provided that the Company may substitute therefor policies of at least the same 
coverage containing terms that are no less advantageous with respect to matters _occurring prioi; to the 
Effective Time; provided that if such insurance cannot be so maintained or obtained at such cost, the 
Company will maintain or obtain as much of such insurance for each of Delmarva and Atlantic as can be so 
maintained or obtained at a cost equal to 200% of the respective current annual premiums of each of 
Delmarva and Atlantic ~or.their directors' and officers' liability insurance, a.ndqther indemnity agreements. 

The Merger Agreement also provides that in the event. that the Company or any of its successors or 
assigns (i) consolidates with or merges into any other person and will not be the continuing ·or survivjng 
corporation or entity of such consolidation or merger or (ii). transfers all or substantially all of its 
properties and assets to any person, then and in either such case, proper provision will be made so that the 
successors and assigns of the Company will assume the obligations set forth above. 

Conditio11s to the Mergers 

The respective obligations of Delmarva and Atlantic to effect the Mergers are subject to ·the following 
conditions, among others:: (i) the required approvals of the Delmarva stockholders and the Atlantic 
stockholders specified in the Merger Agreement; (ii) the absence of any temporary restraining order, 
preliminary or permanent injunction or other order or any applicable federal or state law or regulation 
preventing the consummation of the Mergers and the transactions contemplated ·by the Merger Agree
ment; (iii) the effectiveness'of this Registration Statement and the absence of any stop order suspending its 
effectiveness; (iv) the approval for listing on·the NYSE, upon official notice of issuance of;the shares of 
Company Common Stock and Class A Common Stock issuable in the Mergers; (v) the 1receipt of all 
statutory approvals as Final Orders (as defined below) that Delmarva and Atlantic are required to obtain 
pursuant to the Merger Agreement, without any such Final Order imposing terms or conditions having or 
reasonably likely to have, a material adverse affect on:business, operations,:properties, assets, condition 
(financial or otherwise), prospects or results of operations of Delmarva or Atlantic, in each case as if it 
were organized as a separate division of the Company; (vi) the expiration or termination of the applicable 
waiting periods under the HSR Act; (vii) the agreements and covenants required to be performed under 
the Merger Agreement having been performed in all material respects; (viii) the representations and 
warranties set forth in the Merger Agreement being true in all material respects; (ix) the absence of any 
material adverse effect on the business, operations, properties, assets, conditions (financial or otherwise), 
prospects or results of operations of Delmarva or Atlantic and their subsidiaries and there. being no fact or 
circumstance that is reasonably likely to have such an effect; (x) the receipt of material third party 
consents; (xi) the receipt by Delmarva and Atlantic of officers' certificates from the other stating that the 
conditions set forth in the Merger Agreement have been satisfied; (xii) the receipt by. Delmarva and 
Atlantic from their respective special tax counsel opinions· to the effect that, in the case of Atlantic, the 
Atlantic Merger will be-treated as a reorganization described in Section 368(a) of the Code and in the case 
of. Delmarva, the Delmarva Merger, taken together with .the Atlantic Merger, . will be treated as a 
nontaxable exchange described in Section 351 of the Code; and (xiii) the receipt by Delmarva and Atlantic 
of certificates of certain affiliates of Delmarva and Atlantic. As defined in the Merger Agreement; a "Final 
Order" means action by the relevant regulatory authority that has not been reversed, stayed, enjoined, set 
aside, annulled or suspended, with respect .to which any waiting period .prescribed by law before the 
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transactions contemplated by the Merger Agreement may be consummated has expired, and as to which all • 
conditions to the consummation of such transactions prescribed by law, regulation or order have been 
satisfied, and as to which all opportunities for rehearing are exhausted (whether or not any appeal thereof 
is pending). 

Benefit Plans 

Following the Effective Time, the Company and its subsidiaries will honor, without modification, all 
prior contracts, agreements, collective bargaining agreements and commitments with current or former 
employees or current or former directors of Delmarva and Atlantic and their respective subsidiaries, 
subject to any reserved right to amend, modify, suspend, revoke or termirtate. 

Each of the Delmarva Benefit Plans and the Atlantic Benefit Plans, as defined in the Merger 
Agreement, in effect on the date of signing of the Merger Agreement will be maintained in effect with 
respect io the employees or former employees of Delmarva and Atlantic and any of their respective 
subsidiaries, who are covered by such plans immediately prior to the closing date until the Company 
determines otherwise; provided that nothing shall limit any reserved right to amend, modify, suspend, 
revoke or terminate any such plan. Each participant in any Delmarva Benefit Plan or Atlantic Benefit Plan 
will receive credit for purposes of eligibility to participate, vesting and eligibility to receive benefits under 
any benefit plan of the Company or any subsidiaries or affiliates for service credited for the corresponding 
purpose under any such benefit plan. The Company will take all action necessary so that after the Effective 
Time, the Dividend Reinvestment and Common Share Purchase Plan, the Savings and Thrift Plan and the 
Long-Term Incentive Plan of Delmarva and the Executive Incentive Plan, the Directors' Restricted Stock 
Plan, the Employee Stock Purchase Plan and the Dividend Reinvestment Plan of Atlantic will be 
terminated, replaced or amended to provide for the issue and sale of Company Common Stock in place of 
Delmarva Common Stock or Atlantic Common Stock, as the case may be, under such plans. 

Termination . . · . • 

The ·Merger Agreement may be terminated at any time prior to the closing, whether before or after 
approval by. the stockholders of Delmarva or Atlantic: (a) by mutual written consent of the Delmarva 
Board and the Atlantic Board; (b) by Delmarva or Atlantic, by written notice to the other, if the Effective 
Time shall not have occurred on or before 18 months from the signing of the Merger Agreement; provided 
that such date will automatically be extended to 30 months from signing of the Merger Agreement, if on 
the date 18 months from signing of the Merger Agreement (i) the condition of obtaining the required 
statutory approvals described above in clause (v) under "Conditions to the Mergers" has not been satisfied 
or waived, (ii) the other conditions to the consummation of the transactions contemplated by the Merger 
Agreement are then capable of being satisfied and (iii) any required statutory approvals that have not yet 
been obtained are being pursued with diligence; and provided that the right to terminate the Merger 
Agreement under the provision described in this cfause (b) will not be available to any party whose failure 
to fulfill any obligation under the Merger Agreement has been the cause of, or resulted in, the failure of 
the Effective Time to occur on or before the termination date; (c) by Delmarva or Atlantic, by written 
notice to the other party, if any required stockholder approval shall not have been obtained at a duly held 
meeting of stockholders or at any adjournment or adjournments thereof; ( d) by Delmarva or Atlantic, if 
any state or federal law, order, rule or regulation is adopted or issued, which has the effect, as supported by 
the written opinion of outside counsel for such party, of prohibiting either or both of the Mergers, or if any 
court of competent jurisdiction in the United States or any State shall have issued an order, judgment or 
de'cree permanently restraining, enjoining or otherwise prohibiting either or both of the Mergers and such 
order, judgment or decree shall have become final and nonappealable; ( e) by Delmarva or Atlantic, upon 
five days' prior notice to the other if, as a result of an acquisition proposal by a party other than Delmarva 
or Atlantic, as the case may be, or any of their respective affiliates, the Delmarva Board or' the Atlantic 
Board, as the case may be, determines in good faith on the basis of a written opinion of outside counsel, 
that acceptance of the acquisition proposal is necessary for the Board of Directors to act consistent with its 
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fiduciary duties; provided that (i) the Delmarva Board or the Atlantic Board, as the case may be, shall have. 
· been advised by outside counsel that, notwithstanding a binding commitment to consummate an agree

ment of the nature of the Merger Agreement entered into in the proper exercise of its applicable fiduciary 
duties, and notwithstanding all concessions that may be offered in negotiations entered into pursuant to 
clause (ii), such fiduciary duties would also require the directors to reconsider such commitment as a result 
of such acquisition proposal and (ii) prior to any such termination, Delmarva or Atlantic, as the case may 
be, will and will cause its respective financial and legal advisors to negotiate with the other to make such 
adjustments in the terms and conditions of the Merger Agreement as would enable Delmarva or Atlantic, 
as the case may be, to proceed with the transactions contemplated therein; provided that Delmarva and 
Atlantic acknowledge and affirm that notwithstanding anything in the provisions described in this clause . 
( e) to the contrary, Delmarva and Atlantic intend the Merger Agreement to be an exclusive agreement 
and, accordingly, nothing in the Merger Agreement is intended to constitute a solicitation of an acquisition 
proposal, it being acknowledged and agreed that any such proposal would interfere with the strategic 
advantages and benefits that Delmarva and Atlantic expect to derive from the Mergers and other 
transactions contemplated thereby; (f) by Delmarva or Atlantic (the "Terminating Party"), by written 
notice to the other (the "Breaching Party"), if (i) there shall have been any material breach. of any 
representation or warranty or any material breach of any covenant or agreement of the Breaching Party 
made in the Merger Agreement that is not remedied within 20 days after receipt by the Breaching Party of 
notice in writing from the Terminating Party specifying the nature of such breach and requesting that it be 
remedied, or (ii) the Board of Directors of the Breaching Party (A) shall withdraw or modify in any 
manner adverse to the Terminating Party its approval of the Merger Agreement and the transactions 
contemplated thereby or its recommendation to its stockholders regarding the approval of the Merger 
Agreement, (B) shall fail to reaffirm such approval or recommendation upon the request of the Terminat
ing Party, (C) shall approve or recommend the acquisition by a third party of the Breaching Party or of a 
material portion of its assets or any tender offer for the capital stock of the Breaching Party, or (D) shall 
resolve to take any of the actions specified in clauses (A), (B) or (C) above; or (g) by either party by 

•

ritten notice to the other party if (i) a third party acquires securities representing more than 50% of the· 
oting securities of the other party or (ii) individuals who as of the date of the Merger Agreement 

constitute the Delmarva Board or the Atlantic Board cease for any reason to constitute a majority of the 
Delmarva Board or the Atlantic Board, as the case may be, then in office. 

Termination Fees 

If the Merger Agreement is terminated pursuant to the provision described above'iri clause (e) under 
"Termfoatibn" ("clause (e)"), pursuant to the provision described above in clause (f)(i) under "Termina
tion" ("clause (f)(i)"), pursuant to the provision described above in clause (f)(ii) under "Termination"· 
("clause (f)(ii)", together with clause f(i), "clause f") or pursuant to the provision described in clause 
(g) under "Termination" ("clause (g)"), then the Breaching Party or the party whose Board of Directors 
has exercised its fiduciary out or changed its recommendation or the Party whose stock has been acquired 
or whose Board of Directors has changed, as the case may be, shall promptly (but not later than five 
business days after notice of the amount due is received) pay to the Terminating Party as liquidated 
damages an amount equal to the out-of-pocket expenses arid fees incurred by the Terminating Party 
(including, without limitation, fees and expenses arising out of, in connection with or related to the 
Mergers or the transactions contemplated by the Merger Agreement) not to exceed $10 million in the 
aggregate ("Out-of-Pocket Expenses"); provided that if the Merger Agreement is terminated as a result of 
willful breach or failure to perform or comply with any agreements and covenants therein, the nonbreach-· 
ing party may pursue any remedies available at law or equity in addition to the Out-of-Pocket Expenses. 

If the Merger Agreement (i) is terminated by Delmarva or Atlantic pursuant to the provision 
described above in clause (b) under "Termination,'' clause (f), clause (e), pursuant to clause (c) under 
"Termination" ("clause (c)"), the provision described above in clause (d) under "Termination,'' or as a 
result of a party's failure to take specified action with respect to, obtaining approval of the Merger 

• 73 



Agrtye~metntkhfrom1d its ~tocthkholders, f(ii)tat t~e t?ne of s1ut~h tfrerminatfio~1 (or priokr to tt~e me_ethting of such • 
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obtaining stockholder approval) there shall have been a third-party tender offer for shares of, or a third-
party offer or proposal with respect to a acquisition proposal involving, Delmarva or Atlantic, as the case 
may be (the "Target Party") or its affiliates that, at the time of such termination or of the meeting of such 
party's stockholders, shall not have been (x) rejected by the Target Party and its Board of Directors and (y) 
withdrawn by the third party and (iii) within two and one-half years of any such termination, the Target 
Party or any of its affiliates becomes a subsidiary of such offeror or a subsidiary of an affiliate of such 
offeror or accepts a written offer or enters into a written agreement to consummate or consummates an 
acquisition proposal with such offeror or an affiliate thereof, then such Target Party, upon the signing of 
definitive agreement or, if no agreement is signed, at the closing (as a condition of closing) of the Target 
Party becoming a subsidiary or of such acquisition proposal, then the Target Party will pay to the other 
party $30 million plus Out-of-Pocket Expenses. If the Merger Agreement is terminated pursuant to clause 
(g) then the nonterminating party will pay the terminating party $30 million plus Out-of-Pocket Expenses. 

In the event that termination fees are payable pursuant to the termination provisions contained in the 
Merger Agreement, the aggregate amount payable to either Delmarva or Atlantic and each of their 
respective affiliates will not exceed $40 million (including Out-of-Pocket Expenses). 

Expenses 

In the Merger Agreement, the parties thereto agree that the agreements described under "Termin.a
tion Fees" are an integral part of the transactions contemplated by the Merger Agreement and constitute 
liquidated damages and not a penalty. If one party fails to pay promptly to the other any fees due 
thereunder, the defaulting party will pay the costs and expenses (including legal fees and expenses) in 
connection with any action, including the filing of any lawsuit or other legal action, taken to collect 
payment, together with interest on the amount of any unpaid fee at the publicly announced prime rate of 
Citibank, N.A. from the date such fees are required to be paid. 

Except as set forth above, all fees and expenses incurred in connection with the Merger Agreement 
and the transactions contemplated thereby will be paid by the party incurring such expenses, except that 
the expenses in connection with printing and filing of this Joint Proxy Statement/Prospectus will be shared 
equally by Delmarva and Atlantic. 

Amendment and Waiver 

The Merger Agreement may be amended by agreement of the respective Boards of Directors of.the 
parties thereto, at any time before or after the approval thereof by the holders of Delmarva Common 
Stock and Atlantic Common Stock, respectively, and prior to the Effective Time, but after such approvals, 
no such amendment may be made that will (i) alter or change the amount or kind of shares, securities or 
cash to be received or exchanged for or on conversion of any class or series of capital .stock of either . 
Delmarva or Atlantic, (ii) alter or .change any of the terms or conditions of the Merger Agreement if any of 
the alterations or changes, alone or in the aggregate, would adversely affect the rights of holders of the 
holders of any class or series of capital stock of Delmarva or Atlantic, or (iii) alter or change any term of 
the.Company Charter or the Delmarva Charter, except for alterations or changes that could otherwise be 
adopted by the Company Board without the further approval of such stockholders. At any time prior to the 
Effective Time, the parties to the Merger Agreement may extend the time for the performance of any of 
the obligations or other acts of the other parties thereto, waive any inaccuracies in the representations and 
warranties contained therein or in any document delivered pursuant thereto and waive compliance with 
any agreements or conditions to a party's obligation to consummate the Mergers contained in the Merger 
Agr~ement. 
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DESCRIPTION OF THE COMPANY'S CAPITAL STOCK 

.• THE FOLLOWING DESCRIPTION IS QUALIFIED BY REFERENCE TO ANNEX IV TO THIS 
JOINT PROXY STATEMENT/PROSPECTUS, WHICH CONTAINS THE FULL TEXT OF THE 
COMPANY CHARTER, AND ANNEX V TO THIS JOINT PROXY STATEMENT/PROSPECTUS, 
WHICH CONTAINS THE FULL TEXT OF THE COMPANY BYLAWS. 

\ 

: ' 

General 

The authorized capital stock of the Company, as of the time of the consummation of the Mergers, will 
consist of (i) i6o million shares of common stock, of which 150 million shares will be designated as 
Company Common Stock and 10 million sh.ares .will be designated as Class A Common Stock (the 
Company Common Stock and the Class A Common Stock are referred to collectively herein as "Common . 
Stock"), and (ii) 20 million shares of preferred stock, parvalue $.01 per share ("Preferred Stock"). 

Preferred Stock 

Although th(;! Company Charter authorizes the issuance of Preferred Stock, the Company has no 
present intention to issue any Preferred Stock, and no Preferred Stock will be outstanding at the time of. 
the consummation of the Mergers. Supject to any approval of the SEC that may be required under the 
1935 Act, the Company Board is authorized to divide .any Preferred Stock issued by the Company into 
series and, within the limitations set forth in the Company Charter or prescribed by law, to . fix and 
determine the relative rights and preferences of the shares of any series so established. Such rights and 
preferences include the maximum number of shares in a series, preferences as to dividends and upon 
liquidation, dividend rate or rates, redemption prices and terms, sinking fund provisions, if any, conversion 
rights, voting rights, restrictions on the creation of indebtedness of the Company or on the issuance of any 
additional stock ranking on a parity with or prior to the shares of such series and any other rights or 

references as to which the DGCL permits variations between different series of Preferred Stock. 

ominon Stock 

The authorized and unissued shares of Comm,on Stock will be available for issuance by the _Company 
from time to time, as determined by the Company Board, for any proper corporate purpose, which could 
include raising capital, acquiring other companies or making investments and providing compensation or 
benefits to employees. The issuance of such shares would not be subject to the approval of the stockholders 
of the Company unless deemed advisable by the Company Board or required by applicable law, regulation 
or stock exchange requirements. Although the Company Charter authorizes the issuance of Class A 
Common Stock in addition to the shares of Class A Common Stock to be issued pursuant to the Atlantic 
Merger, the Company has no present intention to issue any shares of Class A Common Stock following the 
consummation of the Mergers, and no shares of Class A Common Stock will be outstanding at the time of 
the consummation of the Mergers other than those to be issued to the holders of Atlantic Common Stock. 
(including those to be sold by the Exchange Agent with the proceeds being distributed to such holders) 
pursuant to the Merger Agreement. 

The Class A Common Stock, the Atlantic Utility Group and the Notional Fixed Charge. The Class A 
Common Stock is intended to reflect the performance of the Atlantic Utility Group above the Notional 
Fixed Charge, as defined below, since it is' the intention of the Company to base the dividends on the Class 
A Common Stock on such factor as well as all other relevant considerations (subject to, and taking into 
consideration, the provis1ons relating to dividend policy set forth in the Merger Agreement). The Company 
Charter defines "Atlantic Utility Group" to include the interest of the Company at the Effective Time in 
ACE, and solely those lines of business in which ACE was engaged as of August 9, 1996, and the assets and 
liabilities attributable to those lines of business, and which as of August 9, 1996 were: (a) price regulated by 
the NJBPU, including without limitation off-tariff agreements; (b) directly related to the supply of 
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electricity (generation and purchase of electricity) or the delivery of electricity (transmission and distribu
tion of electricity); and (c) a line of business for which ACE has a franchise; provided that the Deepwater 
Operating Company, a wholly owned subsidiary of ACE that operates certain generating facilities, is 
specifically included in the Atlantic Utility Group. The Atlantic Utility Group will also include certain 
assets and liabilities, including but not limited to those associated with the included businesses and 
liabilities under the $40 million per annum Notional Fixed Charge. Specifically excluded without limitation 
from the Atlantic Utility Group are ACE's present unregulated businesses. However, holders of the Class 
A Common Stock will, like the holders of Company Common Stock, be common stockholders of the 
Company, will not have any specific rights or claims against the ousinesses, assets and liabilities of the 
Atlantic Utility Group, including upon liquidation of the Company, other than as common stockholders of 
the Company and will be subject to risks associated with an investment in the Company and all of its 
businesses, assets and liabilities. See "-Certain Definitions."· 

The term "Company Net Income (Loss).Att~ibutable to the Atlantic Utility Group," as defined in the 
Company Charter, means the net income or loss of the Atlantic Utility Group determined in accordance 
with GAAP minus the Notional Fixed Charge plus the amount of amortization of goodwill arising from the 
Atlantic Merger. See "-Certain Definitions." It is anticipated that the Class A Common Stock will, 
following the Initial Period (as defined below), pay dividends based upon the Company Net Income (Loss) 
Attributable to the Atlantic Utility Group, which would include the adjustments for the Notional Fixed 
Charge and amortization of goodwill arising from the Mergers. See "-Dividends-Dividend Policies." 
Accordingly, the Class A Common Stock reflects the intent of Delmarva and Atlantic to have a portion of 
the consideration distributable to the holders of AtlantiC Commo'n Stock 'pursuant to the Atlantic Merger 
provide a financial return to such holders based upon the earnings in excess of $40 million annually (after 
the inclusion of amortized goodwill) of the presently regulated businesses of Atlantic. See "Background of 
the Mergers." Funds representing such earnings will not necessarily be held in any segregated accounts of 
the Atlantic Utility Group. , 

The principal adval)tage of this structure is that it addresses the concerns of the managements of bot 
Delmarva and Atlantic and allows the respective stockholders of Delmarva and Atlantic to gain the level o 
exposure to the growth prospects of, and uncertainties associated with deregulation of, the regulated 
electric utility business of Atlantic that the respective managements have deemed advisable. The level of 
such exposure is reflected primarily by (i) the amount of the Notional Fixed Charge (defined below) ($40 
million), (ii) the percentage of equity interest in the Company attributable to the Atlantic Utility Group 
represented by the outstanding Class A Common Stock (30%) and (iii) the percentages of Company 
Common Stock and Class A Common Stock issued to the Atlantic stockholders (39.4% and 100%) and to 
the Delmarva stockholders (60.6% and 0% ). Through the ownership of 39.4% of' the Company Common 
Stock, the Atlantic stockholders will have the benefit of 27.6% (39.4% of 70%) of the interest in the 
earnings attributable to the current regulated utility business of ACE in excess of $40 million per year as 
well as a 39.4% of the interest in the first $40 million of such earnings. Accordingly, together with the 30% 
interest in such earnings represented by the Class A Common Stock, Atlantic stockholders will retain more 
than half the benefits and risks' related to such business. Such exposure will be realized by the respective 
stockholders to the extent that dividends on the Class A Common Stock will actually be based on, and to 
the extent that the market price of the Class A Common Stock will .actually reflect, the earnings of the 
Atlantic Utility Group in excess of the Notional Fixed Charge, which are subject to significant ·uncertain
ties. The principal disadvantage of this structure is that it creates a complex capital structure for the. 
Company which could have an adverse effect on the trading market for the shares of both the Class A 
Common Stock and the Company Common Stock. See "Risk Factors-Risk Factors Associated with the 
Class A Common Stock-No Assurance as to Market Price of Class A Common Stock" and "-Risk. 
Factors Associated with the Company Common .Stock-No Assurance as to Market Price of Company 
Common Stock." For a discussion of risk factors associated with this dual class capital structur.e, see "Risk 
Factors-Risk Factors Associated with the Dual Class Common Equity Structure." 
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The market prices of the Class A Common Stock after the consummation of the Mergers would be 
determined in the trading markets and could be influenced by many factors, including the results of the 
Atlantic Utility Group, investors' expectations for the Atlantic Utility Group, trading volumes, regulatory 
environment and general economic and market conditions. There can be no assurance as to the extent to 
which investors would assign values to the Class A Common Stock l;iased on the reported financial results 
or other measures of performance or prospects of the relevant businesses. Financial effects of the Atlantic 
Utility Group that affect the Company's consolidated results of operations or financial condition could 
affect the market prices of the Class A Common Stock. 

The Company Common Stock. The Company Common Stock will represent the equity value of the 
Company that is not represented by the Class A Common Stock. This will include (i) the value attributable 
to the businesses, assets and liabilities of the Company other than those of the Atlantic Utility (Jroup and 
(ii) the value attributable to the Atlantic Utility Group that is not represented by the outstanding shares of 
Class A Common Stock but is retained by the Company through its Intergroup Interest in the Atlantic 
Utility Group, as described below under "-Intergroup Interest." 

Dividends-General. The holders of Common Stock will be entitled to receiye such dividends as the 
Company Board may from time to time declare, subject to the rights and preferences of holders of 
Preferred Stock, if any. The Company's ability to pay dividends will depend primarily upon the ability of its 
subsidiaries, including Delmarva and ACE, to pay dividends or otherwise transfer funds to it.· Financing 
arrangements, charter provisions and regulatory requirements may impose restrictions on the ability of the 
Company's subsidiaries to transfer funds to the Company in the form of cash dividends, loans or advances. 
Such charter provisions include the provisions in the Delmarva Charter and in the ACE Charter that, 
respectively, preclude the payment of dividends on Delmarva Common Stock and on ACE Common Stock 
if there are any arrearages in payment of dividends on the Delmarva Preferred Stock or on the ACE 
Preferred Stock, respectively. Under the 1935 Act, the SEC has the power to preclude the payment of 
dividends by Delmarva and ACE to the Company or to preclude the payment of dividends by the Company 

nder certain circumstances. Revenues of Delmarva's and ACE's electric utility businesses are dependent 
pon rates determined in proceedings before regulatory agencies with jurisdiction over the companies' 

respective electric utility rate structures. These rates are presently set at levels that cover the utilities' cost 
of service to their customers, including an equity'return on the capital used in providing such service. The 
weighted average allowed equity rate of return for Delinarva's jurisdictions is approximately 1L5%. The 
allowed equity rate of return for Atlantic is approximately 12.5%. Changes in regulation could result in 
certain revenues being based on market rates or on other forms of price regulation. See "Regulatory 
Matters-Effects of Certain Regulatory Trends." Restrictions on electric utility rates affecting the ability of 
Delmarva or ACE to pay dividends will affect the Company's ability to pay dividends on both the Company 
Common Stock arid the Class A Common Stock, since such restrictions will apply to actual subsidiaries of 
the Company rather than to the notional Groups. To the extent specifically applicable to the electric utility 
rates of ACE, such restrictions will affect the revenues available to the Atlantic Utility Group. 

Available Amounts. Dividends on the Common Stock will be limited to funds of the Company 
legally available under the DGCL. The funds of the Company legally available.for dividends on both the 
Company Common Stock and the Class A Common Stock will be determined on the basis of the entire 
Company and not on the basis ·of, respectively, the Residual Group and the Atlantic Utility Group. 
Consequently, the amount of funds legally available will be reduced to reflect any net losses of either 
Group and any dividends on, or repurchases of, Company Common Stock or Class A Common Stock. 

The Company Charter further limits (i) dividends on the Company Common Stock to an amount not 
to exceed the Residual Group Available Dividend Amount and (ii) ~ividends on the Class A Common 
Stock to an amount not to exceed the Atlantic Utility Group Available Dividend Amount. The Residual 
Group Available Dividend Amount is intended to reflect the amount that would be legally available for the 
payment of dividends on the Company Common Stock under the DGCL if the Residual Group we!e a 
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Delaware corporation distinct from the Atlantic Utility Group subject to the adjustments for the Notional. 
Fixed Charge and amortization of goodwill arising from the Mergers (to the extent but only to the extent 
such goodwill would otherwise decrease the Company Net Income Attributable to the Atlantic Utility 
Group or increase the Company Net Loss Attributable to the Atlantic Utility Group). The Atlantic Utility 
Group Available Dividend Amount is intended to reflect the amount that would be legally available for the 
payment of dividends on the Class A Common Stock under the DGCL if the Atlantic Utility Group were a 
Delaware corporation distinct from the Residual Group subject to the adjustments for the Notional Fixed 
Charge and amortization of goodwill arising from the Mergers (to the extent but only to the extent such 
goodwill would otherwise decrease the Company Net Income Attributable to the Atlantic Utility Group or 
increase the Company Net Loss Attributable to the Atlantic Utility Group). 

Limitations on Share Distributions. If at any time after the consummation of the Mergers a 
distribution is made in Common Stock or any other securities convertible into Common Stock or Preferred 
Stock (a .''share distribution"), such share distribution will be declared and made only as follows: 

(i) a share distribution consisting of shares of Company Common Stock (or securities converti
ble into shares of Company Common Stock) to holders of shares of Company Common Stock or 
shares of Preferred Stock attributed to the Residual Group; · 

(ii) a share distribution consisting of shares of Class A Common St0ck: (or securities convertible 
into shares of Class A Common Stock) to holders of shares of Class A Common Stock or shares of 
Preferred Stock attributed to the Atlantic Utility Group; and 

(iii) a share distribution consisting of shares of Class A Common Stock (or securities convertible 
into shares of Class A Common Stock) to holders of shares of Company Common Stock or shares of 
Preferred Stock attributed to the Residual Group, provided that the sum of (1) the number.of shares 
of Class A Common Stock to be so issued (or the number of such shares that would be issuable upon 
conversion of any Convertible Securities to be so issued} and (2) the number. of such shares issuable 
upon conversion of any Convertible Securities then outstanding that are attributed to the Residua 
Group, is less thari or equal to the Number of Shares Issuable with Respect to the Intergroup Interes 

Dividend Policies. The Merger Agreement provides, subject to declaration by the Company Board 
and the obligation of the Company Board to react to the financial condition and regulatory environment of 
the Company and its results of operations, that the dividends declared and paid on the Class A Common 
Stock will be maintained at a level of $3.20 per share per annum through the Initial Period. Thereafter, it is 
the intention of the Company, subject to declaration by the Company Board arn;l the obligation of the 
Company Board to. consider the financial condition and regulatory environment of the Company and the 
re.sults of its operations, tq pay annual dividends on the Class A Common Stock in an aggregate amount 
(the amount of such dividends to include the amount credited to the Intergroup Interest as described 
under "-Intergroup Interest-Adjustments in Connection with Various Transactions-Dividends") equal 
to 90% of Company Net Income Attributable to the Atlantic Utility Group. The Company Net Income 
Attributable to the Atlantic Utility Group for the fiscal year ended December 31, 1995 and the 12-month 
period ended September 30, 1996 would have been $44.1 million and $31.8 million (i.e., $84.1 million and 
$71.8 million minus the $40 million Notional Fixed Charge), respectively. The Company Net Income 
Attributable to the Atlantic Utility Group for these same periods would have been $57.6 million and $49.1 
million (i.e., $97.6 million and $89.1 million minus the $40 million Notional Fixed Charge), respectively, 
not taking into account the higher than expected costs .associated with the Salem Nuclear Generating 
Station described under "Selected Information Concerning Delmarva and· Atlantic-Salem Nuclear 
Generating Station" and the effects of foregone recovery of certain fuel costs under the Southern New 
Jersey Economic Initiative, which are not expected to recur, and the effect of abnormal weather. The 
Merger Agreement further provides that notwithstanding the aforesaid intention with respect to dividends 
on the Class A Common Stock following the Initial Period, if and to the extent that the annual dividends 
paid on the Class A Common Stock during the Initial Period (including the amount credited to. the 
Intergroup Interest as aforesaid) shall have exceeded 100% of Company Net Income Attributable to the 
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Atlantic Utility Group during such period, the Company Board may consider such fact in determining the 
appropriate annual dividend rate on the Class A Common Stock following the Initial Period. There can be 
no assurance that the Company's earnings attributable to the Atlantic Utility Group will be sufficient to 
cover dividends on the Class A Common Stock during the Initial Period. Dividends on the Class A 
Common Stock will not be cumulative. In addition, Delmarva and Atlantic presently expect the Company to 
pay an annual dividend of $1.54 per share on the Company Common Stock at the time of the consumma
tion of the Mergers. 

As an example, if in any year the Company Board ·determines to pay dividends on the Class A Stock 
equal to 90% of the Company Net Income Attributable to the Atlantic Utility Group, assuming Net 
Income Attributable to the Atlantic Utility Group of $100 millfon, the aggregate amount of dividends 
payable to holders of the outstanding Class A Common Stock would equal $16.2 million, calculated as 
follows: . 

Net Income of Atlantic Utility Group (Assumed): ................ . 
Notional Fixed Charge ................... : ................ . 

Company Net Income Attributable to the Atlantic Utility Group ..... . 
After 70% Intergroup Interest .............................. . 
Dividends Payable to Holders of Class A Common Stock ........... . 

(in millions) 

$100.0 
(40.0) 

$ 60.0 
$ 18.0 
$ 16.2 

The financial results of the Atlantic Utility Group will be substantially .identical to the financial resu.lts 
of ACE. Since ACE will remain a registrant following the Mergers, because of securities of ACE held by 
the public, goodwill resulting from the Mergers will not be pushed down to ACE's balance sheet and 
amortization of goodwill will not reduce ACE's net income. Therefore, amortization of goodwill resulting 
from the Mergers is not included in Net Income of Atlantic Utility Group above. See Note (o) to the 
Unaudited Pro Forma Combined Financial Statements for examples of the computation of Earnings 

, Applicable to Class A Common Stock · 

The policies described above have been agreed to by Delmarva and Atlantic, but are not contained 
·within the Company Charter, which is the instrument that establishes. the terms of the Common Stock. 
Pursuant to .the Merger Agreement, following· the Effective Time the Audit Committee of the Company 
Board will be charged with the responsibility of advising the Company Board with respect to c;ertain 
intercdmpany transactions and other fiduciary m.at~ers. that may relate to the Class A Common Stock. 
Subject to the limitations described under "-General," "-Available. Amounts" and "-Limitations on 
Share Distributions," the Company Charter provides to the Company Board the authority and discretion 
to declare and pay dividends exclusively on the . Company Common Stock, exclusively on the Class A 
Common Stock or on both classes of Common Stock notwithstanding the relative amounts of the Residual 
Group Available Dividend Amount and the Atlantic Utility Group Available Dividend Amount, the 
amount of dividends previously declared on each class, the respective voting or liquidation rights of each 
class, the aforesaid dividend policies or any other factor. The Company Charter does not require the 
declaration or payment of any dividends on the Company Common Stock or on the Class A Common 
Stock and establishes no priority or preference in favor of either security with respect to the other or with 
respect to any other security the Company may issue. In additfon, any net losses of either Group, dividends 
or distributions on, or repurchases of, the Company Common Stock or the Class A Common Stock, and 
dividends on, or certain repurchases of, preferred stock, will reduce funds of the Company legally available 
for the payment of dividends on both the Company Common Stock and the Class A Common Stock. 

Intergroup Interest 

The Outstanding Atlantic Utility Fraction and the Intergroup Interest Fraction. The Class A Common 
Stock tc;> be issued to the holders of Atlantic Common Stock upon the consummation of the Mergers will at 
the time of such consummation represent 30% of the equity value. attributable to the Atlantic Utility 
Group, including a proportionate undivided interest in the individual businesses, assets and liabilities 
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thereof. This proportion is expressed in the. "Outstanding Atlantic Utility Fraction;" which is defined to. 
mean the percentage interest in the equity-value of the Company attributable to the Atlantic Utility Group 
that is represented at any time by the outstanding shares of Class A Common Stock. The remainder of the 
equity value of the Company attributable to the Atlantic Utility Group will·be retained by the Company 
through its "Intergroup Interest" in the Atlantic Utility Group, which upon consummation of the Mergers 
will represent the balance, or 70%, of the equity value of the: Company so attributable. This proportion is 
expressed in the "Intergroup Interest Fraction,'' which is defined to mean the percentage interest in the 
equity value of the .Company so attributable. that is ~ttributed to the, Company. Following the Mergers the 
Intergroup Interest will. be .subject to jncrease or decrease under the c;ircumstances specified in the 
Company Charter, for adjusting the Nuinber,. of Sha~es, !~suable, with Respect ~o the Intergroup Interest. 
The sum of the Outstanding. Atlantic Utility Fraction a~d the Intergroup Interest Fract,on will always 
equal 100%. See "-Certain Definitfons." - · 

Number of Shares Issuable with Respect to the Intergroup Interest. The term "Number of Shares 
Issuable with Respect to the Illtergroup Interest" refers to the number of shares of Class A Common Stock 
that could be issued or sold by the Company for the account of the Company in respect of the Intergroup 
Interest. See "~Certain Definitions.''. The Number of Shares Issuable witl,l Respect to. th~)ntergroup 
Interest will not be represented by outst_and!ng shares of Class A Commop. .Stock and 'acC;ordingly, the 
Company will not be entitled to any voting rights in respect of the Intergroug)nterest. In addition, 
outstanding shares of Class A Common Stock that .are' held by majority-owned subsidiaries of the 
Company (as to which the· Company· owns ·a majority o{ ~he shares· entitled to vote in the election of 
directors) will not be entitled to vote on matters presented to stockholders· or be counted for quorum 
purposes under the DGCL. Accordingly, the outeome of any v6te of'the Class' A Coinrnon Stoc.\<: will be 
determined.by the holders of the outstanding shares of Class'A. Co1;nmon Stock'(exduding any shares held 
by such majority-owned subsidiaries. of the Company). ·.· ' · · · · · · · · . 

For financia:I reporting purposes, shares of class A Common Stock ;cqu1;ec;l hyconsoli<lated s~bsidi
aries of the Company that remain outstanding .following such acquisition would be combined with th 
Number of Shares Issual:iie with Respect to the Intergrotlp Interest' and repbhed·. as the Company' 
investment 'in the Atlantic Utility' Group: Any ·differences l:ietween:such report~d investment and :the then 
e:xlstillg Intergroup Iriterest would be reconcilabfo by adding to the then eiistillg Intergroup interest the 
number of outst~nding shares of Class A Com'mon Stock. held ·by· consolidated subsidiaries . of tne 
Company. Since these shares would s.till be outstanding for purposes of the receipt of dividehds 'arid 
payment of redemption or liquidation ainounts, .·the Compariy would obtain substantially the· same 
economic benefits from such outstanding shares as it would have received had such shares beeri retired or 
otherwise ceased to be outstanding following their purchase a:nd added to the 'Nuinber of Shares Issuable 
with Respect to the Intergroup'Iriteres't. · '· .: . · · · ·· . · · ·· ·_·. . ·: . • · 

. . ' ~ . . . . . ' .-

Adjustments. in·Connection, with_. Various-Transactions. · Following .the consummation of the Mergers, 
adjustments will be made in the, Outstanding Atlantic Utility Fraction, the, Intergroup Interest Fraction, the 
financial statements for the Groups, and/or the Number of Shares_.Issuable with Respect to the Intergroup 
Interest in a variety of transactional contexts .. '.fhe following tra1.1sactjons are illu~trative only and not 
indicative of any plans with respect to the Company following the.consummation of the Mergers. 

Dividends: . Except as d,esciibed. below, from and after· the payroent. of any dividend' or' other 
distribution to the holders of outstanding share's. of Class A Common Stock,. the R~sidual Group will be 
credited, and the Atlantic Utility Group will be' charged (in addition fo the charge to the Atlantic Utility 
Group for the amounts distributed to such holders), an amount equal to the product of (i) _the aggregate 
amount distributed in respect of the outstanding Class A Common Stock times (ii) a fraction (for purposes 
of this and the following paragraph, the "Fractfon") the numerator of which is the Intergroup Interest 
Fraction and the denominator of which is the Outstanding Atla_ntic Utility- Fraction. At the consummation 
of the Mergers, the Fraction will equal 2113. As the Fraction increases or decreases as a consequence· of an 
increase or decrease in the lntergrollp Interest Fraction, the proportionate credit to the Residual Grou. 
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and proportionate charge to the Atlantic Utility Group for an amount distributed to the holders of 
outstanding shares of Class A Common Stock will be increased or decreased accordingly. In the event the 
Atlantic Utility Group did not effect an actual cash payment to the Company in the amount of such credit 
and charge when a dividend is paid on the Class A Common Stock, the Company may account for the 
credit and charge in a number of possible manners. For instance, the Company could reduce .the capital of 
the Atlantic Utility Group to the extent of the amount of such credit and charge. Alternatively, the 
Company could treat the amount effectively as a loan from the Residual Group to the Atlantic Utility 
Group, on which interest would be payable. The Company could also adjust for the credit and the charge 
by reducing the Outstanding Atlantic Utility Fraction and increasing the Intergroup Interest Fraction. 

In the case of a distribution payable in shares of Class A Common Stock, an appropriate adjustment, 
as determined by the Company Board, will be made in the Number of Shares Issuable with Respect to the 
Intergroup Interest. In the case of a distribution payable in securities of the Company attributed to the 
Atlantic Utility Group, the Residual Group will be deemed to hold an interest in the Atlantic Utility Group 
in the form of such securities in an amount equal to the product of the number of securities so distributed 
times the Fraction. For certain further adjustments with respect to distributed securities, see the Company 
Charter's definition of "Residual Group" as set forth under "-Certain Definitions." 

See Annex VI for illustrations of the effect of dividends payable in Class A Common Stock and of the 
calcuhltion of the proportionate credits and charges to the Residual Group and the Atlantic Utility Group, 
respectively, to be made in connection with the payment of dividends and other distributions on outstand-
ing shares of Class A Common Stock. · 

Contributions to Atlantic Utility Group. The Company Board could, in its sole discretion, determine 
from time to time to contribute cash or other property of the Residual Group as additional equity to the 
Atlantic Utility Group and increase the Number of Shares Issuable with Respect to the Intergroup Interest 
by the number determined by dividing the amount of such cash or the fair value (as d~termined by the 
Company Board) of such property by the Market Value of one share of Class A Common Stock as of the 

ate of such contribution. In such event, the Intergroup Interest Fraction would increase and the 
utstanding Atlantic Utility Fraction would decrease accordingly. The Company Board could, in its sole 

discretion, also determine from time to time to transfer cash .or other property of the Atlantic Utility 
Group from the Atlantic Utility Group to the Residual Group in respect of a reducti6n ih the Intergroup 
Interest, and the Number of Shares Issuable with Respect to the Intergroup Interest would be decreased 
by the amount of such cash or the fair value (as determined by the O;:impany Board) of such property 
divided by the Market Value of one share of Class A Common Stock as of the date of such contribution: In 
such event, the Intergroup Interest Fraction would decrease and the Outstanding Atlantic Utility Fraction 
would increase accordingly. The Company Board could, in its sole discretion, determine to make 
contributions or other transfers referred to in this paragraph. ' 

Repurchases of Class A Common Stock. If shares of Class A Common Stock were retired or 
otherwise ceased to be outstanding following their repurchase with funds attributed to the Residual Group 
the Number of Shares Issuable with Respect to the Intergroup Interest would increase on a share-for-share 
basis and the Intergroup Interest Fraction would increase and the Outstanding Atlantic Utility Fraction 
would decrease accordingly. If the purchase of shares of Class A Common Stock were attributed to the 
Atlantic Utility Group, the Number of Shares Issuable with Respect to the Intergroup Interest would 
remain the same but the Intergroup Interest Fraction would increase and the Outstanding Atlantic Utility 
Fraction would decrease. The Company Board would, in its sole discretion, determine whether purchases 
of Class A Common Stock should be made with consideration attributed to the Residual Group or the 
Atlantic Utility Group on the basis of such factors as it deems relevant. 

Issuances of Class A Common Stock. Although the Company has no present intention to issue any 
shares of Class A Common Stock following the issuance of shares of Class A Common Stock to the holders 
of Atlantic Common Stock pursuant to the Atlantic Merger, the authorized shares of Class A Common 
Stock in excess of the total number of shares outstanding will be available for issuance or sale without 
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further approval by the stockholders of the Company and may be issued at any time at prices that could 
dilute the value of the outstanding shares of Class A Common Stock. In the event that shares of Class A 
Common Stock are issued or sold by the Company following the consummation. of the Mergers, the 
Company will identify (i) the number of shares of Class A Common Stock issued or sold for the account of 
the Residual Group in respect of a reduction in the Intergroup Interest, the net proceeds from the sale of 
which would be reflected in the combined financial statements of the Residual Group, and (ii) the number 
of such shares issued or sold for the account of the Atlantic Utility Group as an additional equity interest 
in the AtlantiC Utility Group, the net proceeds of which will be reflected in the combined financial 
statements of the Atlantic Utility Group. The Company Board would make such determination, in its sole 
discretion, after consideration of such factors as it deems relevant. In the event that, following the 
consummation of the Mergers, additional shares of Class A Common Stock were issued or sold by the 
Company for the account of the·Residual Group in respect of a reduction in the Intergroup Interest, the 
Number of Shares Issuable with Respect to the Intergroup Interest would decrease on a share-for-share 
basis, and the Intergroup Interest Fraction would decrease ;ind the Outstanding Atlantic Utility Fraction 
increase accordingly. If the Number of Shares Issuable with Respect to the Intergroup Interest were 
reduced to zero as a result of such issuances, shares of Class A Common Stock could no longer be issued 
or sold by the Company for the account of the Residual Group unless an Intergroup Interest were again 
subsequently created. If the net proceeds of any issuance or sale by the Company of Class A Common 
Stock were alloca.ted to the Atlantic Utility Group, the Number of Shares Issuable with respect to the 
Intergroup Interest would not be reduced, but the Intergroup Interest Fraction would decrease and the 
Outstanding Atlantic Utility Fraction would increase accordingly. · · · 

Although the Company has no present intention to do so, if the Company Board determined to issue 
or deliver shares of Class A Comni~m Stock as a distribution on the Company Common Stock, such 
distribution would be treated as a distribution of shares issuable with respect to the Intergroup Interest 
and, as a result, the Number of Shares Issuable with Respect to the Intergroup Interest would decrease by 
the number of shares distributed to the holders of Company Common.Stock, resulting in a proportionate 
decrease in the Intergroup ·Interest Fraction a~d increase in the Outstanding Atlantie Ut.ility Fraction. 

See Annex VI for illustrations of the calculation of the Outstanding Atlantic Utility Fraction, the 
Intergroup Interest Fraction and the Number. of Shares Issuable with Respect to the Intergroup Interest in 
connection with the aforesaid transactions. · 

Conversion and Redemption of t'1e Class A Commo~ Stoc.k 

Conversion at the Optio!l of the Company. The Company may at any time convert each share of 
Class A Common Stock into. the number of shares of Company Common Stock equal to the applicable 
percentage, on the date of such conversion, set forth. below of the Market Value Ratio (as defined in the 
Company Charter; see "-Certain Definitions") of the Class A Common Stock to the Company Common 
Stock as of the, fifth Trading Day prior to the date of the notice of such conversion: 

12-Month.Period Prior to 
the Applicable Anniversary 

of the Effective Date 

First ......... · ............. ·.· . .' ............... · .. 
Second .............. · ..... · ................. . 
Third ..................................... . 
Fourth and Ther:eafter .......... : ............... . 

Percentage of 
Market Value Ratio 

125% 
120% 
115% 
110% 

Any such conversion would dilute the interests of holders of Company Common Stock and would 
preclude holders of Class A Common Stock from retaining their interest in a security reflecting separately 
the business of the Atlantic Utility Group. 
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Redemption or Conversion Following a Tender or Exchange Ojfef. · If the Company consummates (i) a 
tender offer for all of the Class A Common Stock,at an all cash price of at least 110% of the Time
Weighted .Market Price (as defined in the Company Charter; see "-Certain Definitions") of a share of 
Class AC6pimon·S~ock as of the Trading Day immediately preceding the date of such offer or (ii) an offer 
to exchange each share of Class A Common Stock into a number of shares of Company Common Stock 
~qual to at least 110% of the 'Market Value Ratio of the Class A Common Stock to the Company Common 
Stock as cif tpe Tradµi~ Day 'immedi~tely pre.ceding the date of such offer, that, in either case, is accepted 
by the holders of more than 50% of the Class A Common Stock, the.Company may either (x) (if funds are 

. legally available therefor) redeem each shar·e · of Class A Coi:nmon Stock remaining outst~nding in 
exchange for cash in an amount equal to the highest cash price paid per share by the Company pursuant to 
such tender ciffer or to the product of the highest number of shares of Company Common Stock per share 
issued in exchange for·any share of Class A Common Stock pursuant to such exchange offer and the Time- . 
Weighted Ma~ket Price of a share of Company Common Stock as of ·the Trading Day immediately 
preceding the date of such exchange offer, as the case may be; or (y) convert each share of Class A 
Common Stock remaining outstanding into a number of shares of Company Common Stock equal to 
(1) the 'quotient of (A) the highestcash price paid per share by the Company pursuant to such tender offer 
and (B) the Time-Weighted Market J>rice of a share of Company Common Stock as of the Trading Day 
immediately preceding the date of the notice of such conv~rsion or 'to (2) the highest number of shares of 
Co~pany C.oin.mon Sfock per share issued in exchange for any share of Cla.ss A Common Stock pursuant 

' to any sucl]., exchange offer.' ' ' ' ' 
,' ... . ·,. ' 

. , If any person (inclu<ling the Company) consummates a tender offer for. all of the outstanding shares of 
Company Common· Stock at an all cash price.that is accepted by the holders of more than 50% of the 
Company Comnion Stock,. the Company may either (x) redeem each share of Class A Common Stock for 
cash in an amount equal to the product of (1) the highest cash .price .paid per share by such person 
pursuant to· such tender offer and· (2). the .Market Value Ratio of the .Class A Common Stock to the 
Company Common Stock as of the fifth Trading Day prior to the date of such tender offer or (y) convert 
each share of Class A Common Stock into a number of sbar~s of Company Common Stock equal to the 
quotient of(A) the highest cash price paid per share by such person pursuant to such tender offer and the 
Time-Weighted Market Price o.f a share of ~ompany Common Stock as of the Trading D~f immediately 
preceding the date _of the no.tice of such conversion. ' ' '' ' ' ' 

Participation in a Tender Offer. If any person (including the Company) makes a tender offer to 
purchase shares of Company Common Stock for cash, property or other securities, any holder of Class A 
Common Stock may e.lect to convert each.and any of such holder's shares of Class A Common Stock into 
the nuinber of shares of Company Common Stoc~ equal to 100% of the Market Vahie Ratio of the Class A 
Common Stock to the Company Co~on Stock as of the Tradi~g Day immed1at~ly preced,ing the date of 
such tender off~r; provided that .(x) any such election may be revoked by notice to the Company prior to 
the consummation of such tend~r offer, and (y) such conversion will only be effective with respect to such 
shar~s of Conipany Common Sto·ck issuable upon such conversion that are accepted for purchase pursuant 

. to such tender offer. · · 

Dividend, Redemption or Conversion upon Disposition of All ~r Substantially All Assets of .the Atlantic 
Utility Group. 'Upon the Disposition, in one transaction or a series of relatec;I transactions, by. the 
Com;pany and/.or its subsidiaries of all or substantially all of the properties and assets of the Atlantic Utility 
Group to one or more entities (other than (i) in connection with the liquidation, dissolution or winding up 
of the Company, (ii) the. distribution of the properties and assets of the Atlantic Utility Group to all 
holders of shares of Cfass A Common StocJ:c and to the Company or subsidiaries thereof, divided among 
such holders and the Company or subsidiaries thereof on a pro rata basis in accordance with the number of 
shares of Class A Common Stock outstanding and the Number of Shares Issuable with Respect to the 
Intergroup Interest, (iii) to any entity controlled by the Company or (iv) in connection with a Related 

83 



Business Transaction (as defined in the Company Charter; see "-Certain Definitions")); the Company 
will, within 85 Trading Days following such Disposition either: 

.. (I). (a) if t.here are .assets of the Cmnpany legally available therefcir a~d the Atlanti~ Utility 
Group Available Divid.end Amount is sufficient therefor, pay to' the 'holders of Clas_s 'A: Common 
Stock a dividend in cash arid/or in securities (other than Common Stock) or other property having an 
aggregate Fair Value (as .defined in the Company. Chartef.; see ''.--:-Certaiµ Definitions") as of the '.date 
of such Disposition equal to the product of (x}. the Outstanding AtlanticUtliity Fraction a(of the 

, recorq date for cletermining holders entitled to receive such dividend time~ (y) the. Fait Value bf the 
Net Proceeds of suchDispositfop; or ,, . ·. , .· , . ' '. . 

·, · (b) ·subject to the Atlantic Utility. Group Available Dividend Amount and other limitations as set 
forth in the Company Charter, if sucq Disposition involves all (and. not merely· substantially all) of the 

· properties and assets attributed tcdhe Atlantic Utility. Group, redeem .all ofthe Cla.ss A Common 
Sto'ck for cash and/or .for securities (other than Common Stock} or other property having a Fair Value 
as of the date of such Disposition equal to the product of (x) the Outstanding Atlantic Utility Fraction 

' as of the date of such redemption times (y) the Fair Value of the Net Proceeds of such Disposition; or 

(c) subj~ct.to th~ A,tiantid Utility Qroup Available Dividend Amount ~1'd either limitatioris as set 
. fQrth in the Company Charter, if such Dispositkm involves substantially ·all (bur·not: all) of ·the 
properties and assets attributed to the Atlantic Utility Group, redeem the number ofwh61e shares of 
Class A Common Stock (which may be all of such. shares outstanding)whose aggregate average · 

· · Mark~t Value. during the ten Trading Days beginning on the 16th Trading Day immediately succeeding 
such Disposition is closest to the product of (x) the Outstanding Atlantic Utility Fraction as of the 

.. date such shares are selected for. redemption times .. (y) the Fair Value, as of the date of. such 
Disposition, of the Net Proceeds of such Disposition 'in consideration for: cash and/or securities (other 

· than Company Common Stock) or. other property having a Fair Value in the aggregate equal to such 
··.·product; or ' .. .. . ., · 

... ' . (II) \.'.OD:ye'rt ea'ch sh~te df Clas~· A cqn.{~6n Stbck into, a nunib~r of sha!eS of Com;~ny c~riimon 
.· Stock 'equaLto 110% of the ratio of tj.ie average Market Value of one share of Class A Common .. Stock 
.. ov6r the ten Trading Days b~gillniri~ on the 16th Trading :bay following the date c){~uch Djsposition to 

the average Market Value of one share of Compariy Commo1i'Stock over the same ten Trading Day 
·period. , 

. . The Comp'any Charter· defines ''substantially all of the pr9perties and assets or° the Atlantic' Utility 
Group'" to meari a portion of such properties'and assets (x) that represents at foast 80% ~f the· Fair Value 
of the properties and assets attiibuted to the Atlantic Utility Group as of such date .or (y) froin which were 
derived at. least 80% of. the.: aggregate. revenues for the immediately preceding tWelve. f~scal quarterly 
periods' of the Company (calculated on a pro forma basis. to include revenues derived from any of such 
properties arid' assets acquired during such p¢riod) derived from the prop6ities and· assets of the· Atlantic 
Utiiity Group as of such date. ., ' ··· · ·· · · · · · 

·In tbe event of a dividend or redemption as described in the preceding clause (I), the Company Board 
may convert the remaining Class·:A Common Stock· prior to.the first anniversary of such dividend.or such 
redemption, as the case may be, into a humber'of shares of Company Common Stock equal tol10% of the 
Market-Vahle Ratio of the· Class ACommon Stock to the Company Common Stock as 'of the 5th Trading 
l)ay prior to the date of the notice of ·such' conversion. . . . .. '. 

' .. See Annex VI. for. illustrl).tions of .certain: calcui~doiis .in co~ection \vith a Disp~~ition of ~ll or 
sµbstantially all of the properties 'and assets of the Atla11ti(f Utility .G~oup. 

} ' "~ . 
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NotiCe and Other Provisions with Respect to Conversion and Redemption of the Class A Common 
Stock 

· Noti~e: Followbig an Optional t.onversi~~-· If 'the Co~p~ny determines to convert the Class A 
Common Stock into Compariy Common Stock pursuant to the p~ovisions described under "-Conversion 
and ·. R~Clemption of the Cl.ass A . Common Stock__:.Conversion at th.e Opticiri . of the, Company" or 
"-Conversion and Redemption of the.Class.A Conim.on Stock-Red~mption or Conversion Following a 
Tei;ider or :i;<:xchange. Offer" or pursµant to the provisions described .in clause (II)· under "-Dividend, 
Redemption or .Conyersiori µpon Disposition of 'An or Substantially All Assets of the Atlantic Utility 
Group,". t.he Company, will withm 35 to 45 Trading Days prior to the conversion date, furnish certain 
information to ea:ch holder of Class A Common Stock and of securities convertible into shares of Class A 
Common Stock, including the conversion date (which, in the case of a conversion after a Di~positiori, shall 
not be more than 85 Trading Days following t.he consummation of sucb Disposition and, in .the case of a 
conversion· following a .tender or exchange offer, shall· not be less than 35 or more than 85. Trading Days 
following the ,consum.mation of such. offer), Jhe number. of shares of Company Common Stock into which 
each share of Class A Common Stock will be converted and the number of shares of Class A Common 
Stqck outstanding and coveted by outstanding Convertible Securities. 

' ;., . . . 1'' 

. : . Notice following. a Disposition ·of All or Substantially All of the Atlantic ·Utility Group Assets. The 
Cmppany Charter proyide~ that not later than tl1e 10th Trading Day following a Disposition referred to 
above under: '.'~Conversion and Redemption of the Class A Common Stock-Dividend, Redemption or 
Conversion upon Disposition of .All or Substantially .All Assets of the Atlantic Utility Group," the 
Company will puplicly announce (i). the Net Proceeds. of such Disposition, (ii) the number of outstanding 
share.s of Qlass A Common Stock, (iii) the number of outstanding shares of Class A Common Stock into or 
for.which Convertible Securities are then convertible· and the conversion price thereof a.nd (iv) the 
Outstanding Atlantic Utllity Fraction on the.date of such notice. Not earlier than the 26th Trading Day 
following such. Dispos.itiqn,- the Company will announce plJblicly by pres~ release whic,h of .the actions 

escribed under "_,Conversfon and. Redemption of the Class A Common Stock_.:.Dividend, Redemption 
o·r Conversio1i'upori Disposition' of All oi Substantially All Assets' of the Atlantic Utility Group" it has 
determined to 'take>ffthe Company determines to pay a dividend on ·shares Of Class A Cominoh Stock, the 
Company· will, within 30 Trading Days following such Disposition, ·furnish certain information to each 

·holder of Cfass A Conimon Stock arid each holder of securities convertible info shares of Class A Common 
Stock, including the rec;:ord date _and anticipated payment date for such dividend (which shaU not. be more 

. than 85 1.rading .Ifays ·following th,e con~ummation •of _such Disposition), .the type of propeity tq be 
distributed, tpt( ,Net Proceeds of the Disposition, the. applicable Outstanding:Atlantic Utility Fraction and 
the. number of shares of Class A Common Stock outstandiilg arid. covered by· outstanoing Convertible 
Sec.urities. If the Company determines to undertake a redemption of shares of Class A Common Stock, the 
Company wiil, betWeen 35 and 45 Trading Days· prior to the date of redemption, furnish certain 
information to each holder of Class A Common Stock and each holder of securities convertible into shares 
of. Class A Colillilon Stock, including notice of the redemption, the anticipated redemption date (which 
shall not; be more than, 85 Trading Days. following the consummation of such Disposition), the type of 
propertyjn.:i,vhich the redemption price is to.be paid, the Net Proceeds of the Disposition,.the applicable 
Outstanding Atlantic Utility Fraction and the number of shares of Class A Colillllon Stock outstanding and 
covered by outstandillg Convertible Securities. If the Compa,ny determines to undertake a redemption· of 
shares of Class A Common Stock following a Disposition of substantially all (but not all) of the properties 
and assets of: the Atlantic UtilitY Group, the Company will .. within 30 Trading Days following such 
J)isposition furnish certain information to each holder of Class A Common Stock and each holder of 
securities convertible into shares of Class A Common Stock, including the anticipated redemption date 
(which. shall Iiot be more than 85. Trading Days following the consummation of such Disposition)', the type 
of property in which the redemption price is to be paid, the Net Proceeds of such Disposition, the 
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applicable Outstanding Atlantic Utility Fraction and the number of shares of Class A Common Stock 
outstanding and covered by outstanding Convertible Securities. 

Notice Following Consummation of a Tender or. f!,xchange Offer. If the Company determines to 
redeem Class A Common Stock following consumillation of a tender or exchange offer as described tinder 
"-Conversion and Redemption C?f Class A Common Stock-Redemption ot' Conversion Followirig a 
Tender or Exchange Offer,'' the Company will within 35 t'o 45 Trading Days prior to the redemption date 
furnish certain information to each holder of shares of Class A Common Stock and of securities 
convertible into shares of Class A Common Stock, including the redemption date (whfch shall not be less 
than 35 or more than 85 Trading Days following the consummation of the. tender or exchange offer), the 
r~demption price and the number of shares of Class A Common Stock outstanding and covered by 
outstanding convertible securities. · · · 

Validity Not Affected.. Neither the failure to m:ail any notice to any particular holder of Class A 
Common Stock or of convertible securities nor any defect therein ·will .affect the sufficiency thereof with 
respect to any other holder of outstanding shares of Class A Common Stock or of convertible securities or 
the validity of any conversion or redemption·. · · · : 

No Fractional Shares Required. The Company will not be required to issue or deliver fractional 
shares of any class of capfral stock or any other securities to any holder of Class A Common Stock upon 
any conversion; redemption, dividend or other distribution. If more than one share.of Class A Common 
Stock will be held at the same time by the same holder, the Company may aggregate the number of shares 
of any capital stock that shall be issuable or any other securities or property distributable to such holder 
upon any conversion, redemption, dividend or other· distribution (including any fractional shares). If 
fractional shares of any capital stock or of any other securities a'.re 'otherwise· required to be issued or 
distributed to holders ofClass A Common Stock, the Company will, if such fractional shares are not issued 
or·distributed to the holder, pay cash in respect of such fractional shares in an amount equal to the 'Fait 
Value thereof on the 5th Trading Day prior to. the date such paym~nt is to be made (without interest); .. 

'· 
.Selection of Securities in a Partial Redemption. If less than all of the outstanding shares of Class A 

Common Stock are to be redeemedin.connection with a Disposition of substantially all (but less than all) 
of the assets of Atlantic lJ tility Group, the shares to be .redeemed by the Company will be selected on a pro 
rat.a basis or by lot or by such, other method as the .. Company Board may determine to ~e equitable. 

No Dividend Adjustments.· No adjustments ih respect of dividends may be made upon the conversion 
or . redemption of any shares of Class A Common . Stock, but if the date of any such conversion or 
redemption 'is subsequent to ·.the record date for the payment of a dividend or other distribution, the 
holders of shares of Class A Cominon Stock at the close of business on such record date will be entitled to 
receive such .dist~ibution without inter~st, notwithstanding the subsequent conversion or redemptioii of 
such shares. . · · 

· Effect of Conversion or Redemption on Rights. From and after any applicable conversion or redemp
tion date,' all rights of a holder Of shares of Class A Common Stock that were converted or redeemed will 
cease except for the right, upon surrender of the certificates representing such shares, to receive cash and/ 
or certificates· or instruments representing shares of the kind of capital stock and/or other securities or 
property for which such shares were converted or redeemed, together with any payment in respect of 
fractional shares and rights to dividends, in each case without interest. No holder of a certificate that 
immediately prior to' the ·applicable conversion date represented shares of Class A Common Stock will be 
entitled to receive any distribution or interest payment with respect: to shares of any kind of capital stock or 
other security or instrument for which Class A Common Stock was converted until the .surrender of such 
certificate,in exchange for a certificate or instrument representing such capital stock or other·security. 
Upon such surrender, there will be paid to the holder the amount 0f any distributions (without interest) 
that theretofore became payable on any class of capital stock of the Company as of a record date after the 
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conversion date, but that were not paid by reason of the foregoing, with respect to the number of whole 
shares of the kind of capital stock represented by the certificate or certificates issued upon such surrender. 
From and after a conversion date, the Company will, however, be entitled to treat the certificates for 
Class A Common Stock that have not yet been surrendered for conversion as evidencing the ownership of 
the number of whole shares of the kind oi:: kinds of capital stock of the Company for which the shares of 
Class A Common Stock represented by such certificates shall have been converted, notwithstanding the 
failure to surrender such. certificates. 

Documentary and Stamp Taxes. The Company will pay all documentary, stamp or similar issue or 
transfer taxes in respect of the issuance or delivery of any shares of capital stock and/or other securities 
upon conversion or redemption of shares of Class A Common Stock. The Company will not, however, be 
required to pay any tax in a name other than that in. which the shares of Class A Common Stock so 
converted or redeemed were registered, and no issuance· or delivery will be made unless the person 
requesting such issuance or delivery has paid to the Company the amount of any such tax or has 
established to the satisfaction of the Company that such tax has been paid. · 

Board Discretion. The Company Board may establish such rules and requirements to facilitate the 
effectuation of the aforementioned transactions as it determines to be appropriate. 

Allocation of Consideration Between the Company Common Stock and the Class A Common Stock in 
. a Subsequent Merger or Consolidation 

In the event of a merger or consolidation to which the Company is a party and pursuant to which the 
holders of Common Stock are entitled to receive consideration or shares of Common Stock are converted 
into securities or other consideration, the holders of outstanding shares of Class A Common Stock will be 
entitled to receive in exchange for each su.ch share,. or to have each such· share converted into, the 
consideration attributable pursuant to such merger or consolidation to the number of shares of Company 

ommon Stock equal to the Market Value Ratio of the Class A Common Stock to the Company Common 
Stock as of the Trading Day immediately preceding the date of the first public announcement of such 
merger or consolidation subject to adjustments for stock splits and combinations and stock dividends. 

Voting 

Holders of Company Common Stock and holders of Class A Common Stock will each be entitled to 
one vote per share on all matters submitted to a vote at a meeting of stockholders, subject to the rights, if 
any, of holders of Preferred Stock to vote on a matter as a class or series. Based on the shares of Delmarva 
Common Stock and Atlantic Common Stock outstanding as of the close of business on September 30, 
1996, the Company Common Stock would represent approximately 94.2%, and the Class A Common Stock 
would represent approximately 5.8%, of the voting power of all classes entitled to vote on matters 
presented to stockholders. The holders of Common Stock will not be entitled to cumulative votes for the 
election of directors. Except as may otherwise be required by the laws of the State of Delaware, the holders 
of Company Common Stock and the holders of Class A Common Stock will vote as one class for all 
purposes. Neither the holders of Company Common Stock nor the holders of Class A Common Stock will 
have any rights to vote as a separate class on any matters submitted to a vote at a meeting of stockholders 
except with respect to certain limited class voting rights provided under the DGCL. Under the DGCL, the 
approval of the holders of a majority of the outstanding shares of any class of capital stock of a 
corporation," voting separately as a class, is required to approve any amendment tb the certificate of 
incorporation of the corporation that would alter or change the powers, preferences or special rights of the 
class so as to affect it adversely. The DGCL does not provide for any other separate voting rights of a class 
of capital stock (other than with respect to a change in par value or an increase or decrease in the 
authorized shares of such class). 
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Liquidation Rights .• 

In the event of a liquidation, dissolution of winding up of the Company, whether voluntary or 
involuntary, after payment or provision for payment of the debts and other liabilities 'of the Company and 
'subject to the prior payment in full of the preferential amounts to which the Preferred Stock, if any, is 
entitled, the holders of the outstandin'g shares of Common Stock will be entitled to receive the remaining 
assets of the Company, regardless of the Group to which such assets are attributed, divided among the 
holders of Common Stock in accordance with the per share "Liquidation Units" attributable to each class 
of Common Stock. Each share of Company Gammon Stock will be attributed one Liquidation Unit and 
each share of Class A Common S~ock will be attributed one Liquidation Unit, in the case of each such class 
of Common Stock subject to adjustment as determined by the Company Board to be appropriate to reflect 
any subdivision (by stock split or otherwise) or combination (by reverse stock split or otherWise) of such 
class of Common Stock or any dividend or other distribution of shares of such class of Common Stock to 
holders of shares of such class of Common Stock. Neither the merger nor consolidation of the Company 
into or with any other company, nor the merger or consolidation of any other company into or with· the 
Company, nor a sale, transfer or lease of all or any part of the assets of the Company, will be deemed a 
liquidation or winding up of the Company, or cause the. dissolution of the Company, for liquidation rights 
purposes. 

Determinations by the Company Board 

The Company Charter will provide that any determination made by the Company Board under any 
provisions of the Company Charter governing the capital stock of the Company, and any determinations so 
made with resp,ect to either Group or the rights of the holders of any class of Common Stock made 
pursuant to or in furtherance of ·~uch provisions, will be final and binding on all stockholders. Such .ii 
determ~:nation is subject to applicable law and the· fiduciary duty .of the Company Board. See "Risk 
Factors-Fiduciary Duties of the Company Board Are to Ail Sfockholders Regardless of Class." · 

. . · .. : 

No Preemptive Rights 

The holders of the ·cortnnon Stock will not have any preemptive rights to subscribe for any additional 
shares of Common Stock or Preferred Stock or other obligations convertible into shares of Common Stock 
or Preferred Stock that may be issued following the consummation of the Mergers. · 

Certain Definitions 

''Atlantic Utility Group;, means, as of a~y date from and after the Effective Date: 

(A) the interest of the Company on such date in ACE, and any successor companies, and solely 
those lines of business in which ACE was engaged as of August 9, 1996, and the assets and liabilities 
attributable to those lines of business, and which meet all of. the criteria listed in clause (i) below, as of 
August 9; 1996, specifically excluding those businesses, lines of business, and products and services 
listed in clause (ii) below, and specifically including those businesses, lines of business and products 
and services listed in clause (iii) below: 

(i) only those businesses meeting all of the following criteria as of August 9, 1996 shall be 
included in the Atlantic Utµity Group: (a) price regulated by the NJBPU, including, without 
limi~ation, off-tariff agreements; (b). directly related to the supply of electricity (generation arid 
purchase of electdcity) or the delivery of electricity (transmission and distribution of electricity); 
and ( c) a line of business for. which ACE ha~ a f~anchise; · · 

(ii) specifically excluded from the Atlantic Utility Group are the following .businesses, lines 
of business and products and services, which list is not intended to be inclusive; (a) Appliance 
Shield program, (b) lighting upgrade programs, (c) water heater service business, (d) thermostat 
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•• ·sales, '(e) telecommunications business and investments, (f) energy services and consulting; 
(g) utility services and consulting (e.g., plant services and electrical equipment O&M'services), 
(h) Atlantic Energy International, and (i) Atlantic Energy Enterprises and its subsidiaries; 

'"· 

. . 

·(iii). spedfi~ally inclµded in the Atlantic Utility Gro~p is the'' Deepwater Opt'.ratiµg 
Cornpany. · · 

·. (B) all assets and liabilities' of the Company and its subsidiaries (other than capital stock of a 
subsidiary) and liabilities relating ·to the notional obligation of the Atlantic Utility Group to the 
Residual Group'desciibed in cla:use{iii) of the definition of Company Net Income (Loss) Attributable 
to the Atlantic Utility Group on such date attributed by t)le Compap.y Boar.cl to ACE or the businesses 
thereof, whether or not such assets or liabilities are . or were aiso assets and liabilities of ACE, 

· · -including, without limitation, the·· assets' arid liabilities· as of the Effective Date -specified in the 
·.. schedules filed with the records of the actions of the Company Board (a c:opy of which shall be made 
•·available to any stockholder of the Company upon written· request therefor); ' . . 

... (q ali properties and,~ssets transferred to the ,Atl~n,tic Utility G~~up from the R~sidual Group 
(other than a transaction pursuant to paragraph (D) of 'this ciefinitjon) after the 'E:ffective Date 
pursuant to transactions in the ordinary .course of· business of both the Residual Gro4p. a:nd the 

' ·•· Atlantic Utility Group or otherwise as the Coll1pi1ny Bo11rd inayhaw directed a~ perinit~ed by the 
applicable provisions of the Company Charter'; · · · · · · : · · · · · · 

·, - • • ' t 

· . · (D) all. properties and assets transferred to the Atlantic Utility Group from the Residual Group 
in conhectiori with an increase in the Number of Shares ·Issuable with Respect to the fotei:group 
Interest; and 

'" (E) the interest of the .Company or any of its subsidiaries in any business or asset acquired arid 
any liabilities assumed by the Company or any of its subsidiaries outside of the ordinary course of 
business and attributed to the Atlantic Utility Gi:oup,·as·determined by 'the•Company Board; 

providea'that (1) from and after the payment date of any·dividenci or· other distribution with·respect to 
shares of Class A Common Stock (other than a dividend or other distribution payable in shares. of Cfass A 
Common Stock, with respect to which adjustment·shall be made as providedin the Company Charter, or.in 
securities of the Company attributed to the Atlantic Utilify Group, for which provision shall be made as set 
forth in clause (2) of:this proviso); the Atlantic Utility Group shall· no''longer include an· amount ·of assets 
or properties previously attributed to the Atlantic Utility Group of the same· kind as so paid in such 
divide'nd or other distribution with respect of snares of Class A Common Stock as have a Fair Value on: the 
record date for such dividend or distribUtion equal to the product of (a) the Fair Value on such record date 

- of the aggregate of such dividend or distribution to holders of shares of Class A Common•Stock declared 
times (b) a fraction the numerator of which is equa~. to, thy Intergn;mp ~p.terest Fraction in effect. pn the 
record· date. for such dividend. or distribution and the denominator. of which is eqµal to the Outstanding 
Atlantic Utility Fraction in effect on the re.cord date.for such .. cJividend or distribution, (2) ifthe. CompaQy 
shail pay_ a dividend or make some other dii~tribution w!th respecr to ~hareii_of Cfa~s A Common ~to~).<: 
payable in securities of the Company that are attributed to the_ Atlantie Utility Group for purposes of t~e 
applicable provisions 'of the Company Charter (other than Class A Common Stock), there shall l?e 
excluded from .the _Atlantic Utility Group an'.interest in the Atlantic Utility Group equivalp1t to the 
numi;ier _or amount of such .securities that is equa~ to the product of tpe numb.er or amount of ~ecuritie~ so 
distributed ta· holders of Class A Common ~tock times the .fraction specified in clause i(b) of this proviso 
(determined as of the record· date for such d~s'tributlori) .(and such illterest. in· the Atlantic.Utility, Group 
shall be attributed to the Residual Group) and, to the extent interest _is, or _dividends are, paid on tl}.e 
securities so distributed,'. th~ j\tlantic Utility Group shall no longer illclude a ~orrespon:ding ratable amount 
of the kind of ~ssets paid as such interest or dividends as woµld have been paid in respect of the ~ecurities 
equivalent to Sl,lch interest in the Atlantic. UfUity Group deemed held by the Residual (Jroup jf th,e 
securities equivalent to such interest were outstanding (and in such eventuality such assets as ar~' no longer 
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included in the Atlantic Utility Group shall be attributed to the Residual Group) .and (3) from and after 
any transfer of any assets or properties from the Atlantic Utility Group to the Residual Group, the Atlantic 
Utility Group shall no longer include such assets or properties so contributed or transferred. The Company 
may also, to the extent a dividend or distribution on the Class A Common Stock has been paid in 
Convertible ·securities convertible into for Class A Common Stock, cause such Convertible Securities as 
are deemed to be held by the Residual Group in accordance with the third to last sentence of the definition 
of "Residual G.roup" and clause (2) of the proviso to the immediately preceding sentence to be deemed to 
be converted, as provided in the penultimate sentence of the definition of "Residual Group,'' in which case 
such Convertible Securities shall no longer be deemed to be held by the Residual Group. · 

. ' ' 

''Atlantic Utility Group Available ·Dividend Amount," on any date, shall mean either: 

. (i) (x) the amount equal to the product of (l) the Outstanding Atlantic Utility Fractibn as of 
. such date multiplied by (2} an amount equal to the fair market value of the total assets attributed to 
the Atlantic Utility, Group less the total amount of the liabilities attributed to the Atlantic Utility 

. Group (provided that Preferred Stock shall not be treated as a liability), in each case as of such date 
·.'and deterillined on a basis consistent ~ith that applied in determining Company Net Income (Loss) 
' 'Attributabie to the Atlantic Utility .Group; minus (y). the aggregate par value of, or any greater 
. 'amount determined to he "capital in respect of, all olitstanding shares of Cfass A Common· Stock and 

shares of each class or series of Preferred Stock attributed to the Atlantic Utility O-roup, plus (z) the 
amount, as of such date, of amortization of goodwill during the period 'from the Effective Date 

"through such date arising from the Mergers with respectto.the Atlantic-Utility· Group (determined as 
.set forth in· clause (ii) of the definition of Company Net Income (Loss) Attributable to .the Atlantl.c 
Utility Group), or 

·(ii) in case the total amount calculated pursuant to clause. (i) above is not a positive number, an 
. :amount equal to Company Net Income (Loss) Attributable to· the Atlantic Utility Group (if positive) 
for the. fiscal year in which the dividend· is declared and/or the preceding fiscal year. 

Notwithstanding. the foregoing provisions of this definition, and consistent with the definition of Converti
ble Securities, at any time when .there are not outstanding both (i) one cir more shares of Company 
Common Stock or. Convertible Securities convertible into Company Common Stock and (ii) one or more 

·shares of Class A Common Stock or .. Convertible Securities convertible into Class A Common Stock, the 
''Atlantic Utility Group Available Dividend Amount,'' on any calculation date during such time ,period, 
with respect to the Company Common Stock . or· the Class A Common •.Stock; as the case may b~ 
(depending on which of such classes of Common Stock or Convertible Securities convertible into such class 
of Common Stock is outstanding), .shall mean, the amount available for the payment of dividends on such 
Common Stockin .. accordance with law. . " 

· ·"Company Net }ncome (Lois) Attrib~tab_le to the Atlantic Ut!Jzty Group," for any period, through any 
date; shall mean (0 the net income or ~oss of the Atlantic Utility Group for such period (or in· respect of 
the fiscal periods qf the Comp.any ccimmendng' prior to the Effective Date, the pro forma net ihcome cir 
loss ofthe Atlantic Utilify Grgup fo~ such period as if the Effoctive Date had been thefirst day' of such 
period) 'determined iri accoi-dance with generally accepted accounting principles in effect· at such time, · 
reflecting income and expense of the Company attributed to the Atlantic Utility Group on , a. basis 
substantially consistent with attributions of income and expense made. in the calculation of Company Net 
Income (Loss) Attributable to the Residual Group, including, without limitation, corporate administrative 
cos'ts, net interest and other financial costs ~nd income taX:es, increased by (ii) the amount"of amortiZation 
of goodwill arising from-the Mergers with respect to the Atfantic Utility Group to the extent but onlyto the 
extent such goodwill would 'otherwise decrease the. Company Net Income Attributable to the .Atlaritic 
UtilitY. Group or increase the Company Net Loss Attributable to the Atla~tic Utility Group (such amount 
calculated for fiscal peribds of the Company commencing pi-I.or to the Effective Date on a pro forma basis 
as if the Effective Date' had been the first' day of the relevant period), determined in accordance with 

. . . ' ·- ' . 
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~ge __ nerally accepte~ accounti~~ principles in effect .at _such time.appl_ied ort a basis substa~tiallY: ~onsistent 
~1th that apphed m determmmg Company Net Income (Loss) Attributable to the Atlantic Utihty Group 

and reduced by (iii) an amount equal to $40 million per.fiscal year. · · . , . · .. ··... · 

,"Company-Net Income (Loss) Attributable to.the Residual Group,'' for any period through any date, 
shall mean (i) the net incom:e or loss of the Residual Group for.such period (or in respect of fiscal periods 
qf the Company commencing prior to the Effective Date, the pro forma.net income or loss of the Residual 
Group for such period as if the Effective- Date had been the first day of such period).deterniined in 
accordance with generally accepted accounting principles in. effect at such time, .reflecting income and 
expense of the Company attributed to the Residual Group on a basis ·substantially· consistent with 
attributions of income and expense made in the calculation of Company Net Income (Loss} Attributable to 
the Atlantic Utilify Group; including, ·wi.thout limitation, •Corporate administrative costs, net intere.st and 
other financial costs and income taxes, reduced by (ii) the amount of amortization of goodwill arising from 
the Mergers with respect to the: .Atlantic Utility ·Group to the extent but oi;ily to the extent such' goodwill 
results in a decrease (increase) in the Company.Net Income (Loss) Attributable to the Atlantic Utility 
Group pursuant to clause (ii) of the definition thereof (such amounf calculated for fiscal periods ofthe 
Company commencing prior,: to the Effective Date on a pro forma basis as if the Effective Date had been 
the first- day .of- the rel,evant period),' determined in' a_ccordance with generally ·accepted. accounting 
principles in effect at such, time applied on a basis substantially consistent.with that applied in determining 
Company Net Income (Loss) Attributatile to the Atlantic:Utility Group (excluding the portion thereof; if 
i:tny, already applied· to reduce ·net income. or increase net loss of the Residual Group for such period by 
virtue of the Intergroup Interest) and increased by (iii) an amount equal to $40 million per fiscal year~ 

. . . "C~nvertib,l~ Secu~#es" at any time shall mean any secu.,rities of the Company. or ~f ,a,ny subsidiary 
tpereof (other than shares of Common Stock), includitjg watrimts and options, qutstq.ndjng at such time 
that by their terms.are convertible into' or exchangeable or exercisable for or 'evidence th,e right t6 acquire 

-

ny sha~es. o~ lJ:~Y. ci~ss of Com1n9n_'_ Stock, wheth~r conv~r#b1e, ~xchang~.able or_ e. ~e~~i~able a~ ~uch time or 
· .. later trme or oply. upon the occurrence of certam events, but .m respect of antidilutiqn prov1s1ons of ~uch 

. ecJ.irities only upon tlie. effectiveness th~reof.. . . . . . . . . '' ; . . . . ' . ' ' ' . 
, . . ' . . . ' ' . . ~ . ' - . ' ~ • ' .. J ' , . . . . 

"Disposition" shall mean ·a sale, transfer, assigµment or other disposition (whether by merger,: 
consolidation, sale or contributiOn of assets or stock or otherwise). of properties or assets (including stock, 
otJ:ier. securities and goodwill). · · 

-... \. . . . ,. . ,. ' 

"Effective Date" shall mean the date ,on which the Mergers shall become" effectivei 'I . 

· · . '~Fair value" shail mean,in the ca~e of eq~ity s~curities or debtsecuriti~s\::ifa class_,or series that has 
preViously been Publicly Trad,ed for a period of at least'15 months; the )\1arket Vaiu~ thefeof_(if such vallle, 
as, so defined, can be 'de.tennined) or, ii) the case. of an equity' security or debt ~ecurity that has 11ot been 
Pub~icly Trad~d for at)east' such period, 'shall m,ean .the fair value per snare qf ~tcick or per oth~r unit of 
such ~t11:er security; on a: fully distributed ,basis, as' deteµlliped by an indeperiaent in~estment banking #rm 
~xperienced in the yaluation ()f-~ecurities: selected· i,n _good faith py the. Cc)_mpany Board, or, if no such 
investment banking· ffrm is,· as determined in the good. faith judgment. of the, Collipany l3oard,_ a'Vailabi,e to 
make such deteniiination; in good faith by the Company Board; provided that in.the case of property other 
than securities,· tl;i.e "Fair Value" thereof shall be determined in good faith· by the -Company Board based 
µpon such appraisals or valuation report~ pf.such in~epend~nt experts as_ the"t::om~al?-y Board shall ill good 
faith determine to be appropriate. in ac~ordance with good business practice. Any such determination of 
F,air Vafoe sball b~ .deseribed in a, stateinent filed with the records of th~ acti<:ms. of the Company Board. 
•,''. , • » , ' "• , 1 , • • I, I , : , - •, • ! ·' 

, 'Uritewoup Interest Fraction" as of any date shall mean.a fraction. the numerator of which shall be the 
Number .of Shares Issuable with Respect. to the Intergroup Interest on such date and the denominator of 
which shall be the sum of(A) such Nµmher of Shares Issuable with Respect to the Intergroup Interest and 
(B) 1the aggregate number of shares of Class A Common Stock outstanding on such date. 
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, "Market Capitalization" of any class or series of common stock on any date shall mean the product of 
(i) the Market Value of one share of such class or series of common stock on such date and (ii) the numbe 
of shares of such class or series of common stock outstanding on such date. 

"Market Value" of a share of any class or series of capital stock of the Company on any day shall mean 
the average of the high and low reported sales prices regular way of a share of such class or series on such 
1tading Day or,. in case no such reported sale takes place on such Trading Day, the average of the reported 
closing bid and asked prices regular way of a share of such class or series on such Trading Day, in either 
case as reported on the New York Stock Exchange Composite Tape or, if the shares of such class or series 
are not listed or admitted to trading on such Exchange on such Trading Day, on the principal national 
securities exchange in the United States on which the shares of such class or series are listed or admitted to 
trading or, if not listed or admitted to trading on any national. securities exchange on such Trading Day, on 
the NASDAQ National Market or, if the shares of such class·.or series are not listed or admitted to trading 
on any national securities exchange or quoted on such National Market·System on such Trading Day, the 
average of the dosing bid ·and asked prices of a share of such class or series in the .over-the-counter market 
on such Trading Day as furnished by any New York Stock Exchange member firm selected from time_to 
time by the Company or, if such closing bid and ·asked prices are not made available by.any such New York 
Stock Exchange meinber firm on such Trading Day, the Fair Value of a share of such class or series; 
provided that, for purposes of determining the niarket value of a share of any class or series of capital stock 
for any period, (i) the "Market Value" of a share of capital stock on any day prior to any ''ex-dividend" 
date or any similar. date occurring during such period for any dividend ·or distribution (other than any 
dividend or distribution contemplated by clause (ii)(B) of this sentence) paid or to be paid with respect to 
such capital stock shall be reduced by the Fair Value of the per share amount of such dividend or 
distrib~tion and (ii)'the "Markt?t Value''o~ any'share of capital stock.on any day prior to,(A) the effective 
date of any .subdivision (by stock split or oth~rwise) or combination (by reverse stock split or otherwise) of 
outstanding shares. of such class or series of capital stock occurring during such period or (B) ariy "ex
dividend" date or any similar date occurring during such period for any dividend or distribution wit. 
respect to such capita! stock to be made in shares of such class or series of capital stock or Conv~rtibl 
Securities tha~ are convertible, exchangeable or exercisable for such class or series of capital stock shall be 

·appropriately adjusted, as··determined by the Company Board, to reflect such subdivision, combination, 
dividend or distribution. 

"Market Value Ratio of the Class A Common Stock to the Company Common Stock" as of any date shall 
mean the fraction (which may be greater than 1/1), expressed as a decimal (rounded to the nearest five 
decimal places )1 of ~ share of Company Common Stock to be issued in respect of a share of Class A 
Comm.on Sto~k upon a c~nversion <;>f Class A, Commoti Stock into. Company Comino,n Stock in .accordance 
with the aforesaid terms, based on the ratio of the market value of a share of Class A Common Stock to 
the market value e>f a share of Company C~~on Stock (or ~uch other common stock) as of such date, 
determined by the fractio11 the numerator of which shall be the sum of (A) four tiines the average Market 
Value of .one share of Class A Common Stock over the period of five consecutive Trading Days· ending on 
such date; (B) th.tee times the average ·Market Value of one ~hare of Class A Common Stock over the 
period of five consecutive Trading Days e~ding on the fifth Trading Day prior to such date, (C) two dines 
the average Market Value 'of one share of Class A Common Stock over the period of five consecutive 
1tading Days ending on the tenth Trading Day prior to such date and (D) the average Market Value of one 
share of Class A Common Stock over the period of five consecutive Trading Days ending oh the fifteenth 
1tading. Day prior to such date and the denominator of which shall be the sum· of (A) four times the 
average Market Value of one share of Company Common Stock{ or such other common stock) over the 
period of five consecutive Trading Days ending on such date, (B). three times the average Market Value of 
one share of Company Common Stock (or such other common stock) over the .period of five consecutive 
Trading Days ending on the fifth Trading Day prior to such date, (C) two times the average Market Value 
of one share of Company Com,mon Stock (or such other common stock) over the period of five consecutive 
ltading Days ending on the tenth ltading Day prio' to such date and (D) the avernge M"'ket Value of o .. 
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share of Company Common .Stock (or such other common. stock) over the period of five consecutive 
Trading Days ending on the fifteenth Trading Day prior to such date. . . · · 

"Net Proceeds" shall mean, as of any date with respect to any Disposition of any of the properties and 
~ssets attributed to the Atlantic Utility Group an amount, if any, equal to what remains of the gross 
proceeds of such Disposition after payment of, or reasonable provision is made as determined by the 
Company Board for, (A) any taxes payable by the Company (qr which would have been payable but for the 
utilization of tax benefits attributable to the Residual Group) in respect of such Disposition or in respect of 
any resulting dividend or redemption pursuant to clause (I) under "-Conversion and Redemption of the 
Class A Common Stock-Dividend, Redemption or Conversion upon Disposition of All or Substantially 
All Assets of the Atlantic Utility Group," (B) any transaction costs, including, without limitation, any legal, 
investment banking and accounting fees and expenses, (C) any liabilities (contingent or otherwise) of or 
attributed to the Atlantic Utility Group, including, without limitation, any liabilities for deferred taxes or 
any indemnity or guarantee obligations of the Company incurred in connection with the Disposition or 
otherwise, and any)iabilities for future purchase price adjustments and any preferential amounts plus any 
accumulated arid unpaid dividends in r.espect of Preferred Stock attributed to the Atlantic Utility Group 
a11d (D) a capitalized amount (as determined by the Company Board) of the notional obligation qf the 
Atlantic Utility Group to the Residual Group described in clause (iii) of the definition of Company Net 
Income (Loss) Attributable to the Atlantic Utility Group. For purposes of this definition, any properties 
and assets attributed to the Atlantic· Utility Group remaining after such Disposition shall constitute 
"reasonable provision" for such amount of taxes, costs, liabilities (contingent or otherwise) and capitalized 
amount as the Company Board determines can be expected to be supported by such properties and assets. 

"N1,1mber of Shares Issuable with Respect to the Intergroup Interest" shall as of the Effectiv~ Date be the 
number equal to 7/3 times the number of Class A Common Stock to be issued pursuant to the Mergers, 
such number to be inserted prior to the Effective Time; provided that such number shall from time to time 
thereafter be: · 

(A) adjusted as determined by the Company Board to be appropriate to reflect any subdivision 
(by stock split or otherwise) or combination (by reverse stock split or otherwise) of the Class A 
Common Stock or any dividend or other distribution of shares of Class A Common Stock to holders 
of shares of Clas·s A Common Stock or any reclassification of Class A Common Stock; 

(B) decreased (but to not less than zero) by action of the Company Board by (1) the number of 
shares of Class A Common Stock issued or sold by the Company that, immediately prior to such 

·issuance or sale, were included (as determined by the Company Board pursuant to paragraph (C) of 
this definition) in the Number of Shares Issuable with Respect to the Intergroup Interest, (2) the 
number of shares of Class A Common Stock issued upon conversion of Convertible Securities that, 
immediately prior to the issuance or sale of such Convertible Securities, were included in the Number 
of Shares Issuable with Respect to the Intergroup Interest, (3) the number of shares of Class A 
Common Stock issued by the Company ·as a dividend or other distribution (including in connection 
with any reclassification or exchange of shares) to holders of Company Common Stock, (4) the 

. number of shares of Class A Common Stock issued upon the conversion of any Convertible Securities 
·issued by the Company as a dividend or other distribution (including in ~onnection with any 
reclassification or exchange of shares) to holders of Company Common Stock, .or (5) the ·number 

. (rounded, if necessary, to the nearest whole number) equal to the quotient of (a) the aggregate Fair 
Value as of the date of contribution of properties or assets (including cash) transferred from the 
Atlantic Utility Group to the Residual Group in consideration for a reduction in the Number of 
Shares Issuable with Respect to the Intergroup Interest divided by (b) the Market Value of one share 
of Class A Common Stock as of the date of such transfer; and 

(C) increased by (1) the number of outstanding shares of Class A Common Stock repurchased by 
the Company for consideration that is attributed as provided by the definition of "Residual Group" to 
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the Residual Group and (2) the number (rounded, if necessary, to the nearest whole·number) equal to. 
the quotient of (a) the Fair Value of properties or assets (including cash) theretofore attributed as 
provided by the definition of "Residual Group" to the Residual Group that are contributed to the 
Atlantic Utility Group in consideration of an increase in the Number of Shares Issuable with Respect 
to the Intergroup Interest, divide_d by (b) the Market Value of one share of Class A Common Sfock .as 
of the date of such contribution and (3) the number of shares of Class A Common Stock into or for 

. which Convertible Securities are deemed converted pursuant to the penultimate sentence of the 
definition. of "'Residual Group." · 

"Outstanding Atlantic Utility Fraction," as of any date, means the fraction (which may simplify to 1/1) 
the numerator of which shall be the number of shares of Class A Common Stock outstanding on such date 
and the denominator of which shall be the sum of the number of shares of Class A Common Stock 
outstanding on such date and the Number of Shares Issuable with Respect to the Intergroup Interest on 
such date. 

"Publicly Traded" with respect to any security shall meari (i) registered under Section 12 of the 
Exchange Act (or ariy successor provision of law), and (ii) listed for trading on the NYSE or the American 
Stock Exchange (or any national securities exchange registered under S~ction 7 of the Exchange Act (or 
any successor provision of law), that is the successor to either such exchange or quoted in the National 
Association of Securities Dealers Automation Quotation System (or any successor system). 

"Related Business Transaction'.' means any Disposition -of all or substantially all the properties and 
assets attributed to the Atlantic Utility Group in a transaction or series of related transactions that results 
.in the Company receiving in consideration of such properties and assets primarily equity securities 
(including, without limitation, capital stock, debt. securities convertible into or exchangeable for equity 
securities or interests in a general or limited partnership or limited liability company, without regard to the 
voting power or other management or governance rights· associated therewith) of any entity which 
(i) acquires such properties or assets or succeeds (by merger, formation of a joint venture or otherwise) t 
the business conducted with such properties or assets or controls such acquiror or successor and (ii) 
primarily engaged or proposes to engage primarily in one or more businesses similar or complementary to 
the businesses conducted by the Atlantic Utility Group prior to such Disposition, as determined by the 
Company Board. · · 

"Residual Group" shall mean, as of any date from and as. of the Effective Date: 

(A) the interest of the Company or any of its sub!>idiaries on ~uch date in all· of the assets, 
liabilities and businesses of the Company or any of its subsidiaries (and any successor companies), 

· othe~ than any assets, liabilities and businesses attributed in accordance with the ~pplicable provisions 
of. the Company Charter to the Atlantic Utility Group; 

(B) a proportionate undivided interest in each and every business, asset and liability attributed to 
the Atlantic Utility Group equal to the Intergroup Interest Fraction as of such date; 

(C) all properties and assets transferred to 'the Residual Group· from the Atlantic Utility Group 
(other than pursuant to paragraph (D) of this definition) after the. Effective Date pursuant to 
tr.ansactions in the ordinary course of business of both the Residual Group and the Atlantic Utility 
Group or otherwise as the Company Board may have directed as permitted by the applicable 
provisions of the Company Charter; · · · 

(D) all properties and assets transferred to th.e Residual Group from the Atlantic Utility Group 
· in connection ·with ·a reduction of the Number of Shares Issuable with Respect to the Intergroup 

Interest; 
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(E) the interest of the Company or any of its subsidiaries in any business or .asset acquired and 
any liabilities assumed by the Company or any of its subsidiaries outside the ordinary course of 
business and attributed to the Residual Group, as determined by the Company Board; and 

. (F) from and after. the payillent date of a~y dividend or other distributiori with ·respect to. shares 
of Class A Common Stock (other than a dividend or other distribution payable ill shares of Class A 
Common Stock, with respectfo which adjustment shall be made.as provided in paragraph (A) of the 
definition of "Number of Sh~res. Issuable with Respect to the Intergroup Interest,'.' or in securities of 
the Company attributed to ·the Atlantic Utility Group, for which provision shall be made as set forth in 
the third to last sentence of this definition), an· amount of assets or properties previously attributed to 
the Atlantic Utility Group of the same kind as were paid in such dividend or other distribution with 
respect to shares of Class A Common Stock as have a Fair Value on the record date for such dividend 
or distribution equal to the product of (1) the Fair Value on such record. date of the aggregate of such 

. dividend or distribution. to holders. of shares .. of Class A Common Stock declared multiplied by (2) a 
Fraction the .numerator of which is equal to the Intergroup Interest Fraction in. effed on the record 
date for such divi4encCot distribution and the denominator of which is' equal to. the Outstanding 
Atlantic Utility Fraction in effe~t on the record d;ite for such divide)ld tjr distri9ution; 

,. ' 

· provided .that from and after any transfer of any assets or properties from the· Residual Group to the 
Atlantic Utility Group, the Residual Group shall no longer include such.assets or properties so transferred 
(other than as reflected in respect of such a transfer by. the Intergroup Interest Fraction, as provided by 
paragraph (~) of this definition) .. 

·. If the Company shall pay a dividend or make some other distribution with respect to shares. of Class A 
Common ~tockpayable in securities of the .Company that are attributed· to the Atlantic Utility Group 
(other thari Class A Common Stock), the Residual Group shall be deemed to hold an interest in· the 
Atlantic Utility Group equivalent to the number or amount of such securities that is equal to the product 
of the number or amount ·of securities so distributed to holders of Class A Common Stock multiplied by 
he Fraction specified in clause (2) of paragraph (F) of this·definition (determined as of the record datdor 

such distribution) and, to the extent interest is or dividends are paid on the securities so distributed, the 
Residual Group shall include, and there shall be transferred thereto o~t of the Atlantic Utility/. Group, a 
corresponding ratable amount of the kind of assets paid as such interest or dividends as would have been · 
P\}idjn resr,ect' o{ such securities so deemed to be held by the Residual Oroup if such .securities were 
otitstariding. The Company':tnay' also, to the extent the securities so paid as a dividend or other distribl1tioti 
to the holders of Class A Common Stock are Convertible Securities and at the time are convertible into 
shares of Class A Common Stock, treat such Convertible Securities as are so deemed to be held by the 
Residual Group to be deemed to be converted and shall do so to the extent such Co.nvertible Securities are 
mandatorily converted (and to the extent the terms of such Convertible Securities require payment of 
consideration for such conversion the Residual Group shall then no longer include an amount of the kind 
of properties or assets requrred to be paid as such consideration for the amount of Convertible Securities 
deemed converted (and the Atlantic Utility Group shall be attributed such properties or assets)), in which · 
case, from and after such time, the securities into or for which such Convertible Securities so de~med to be 
held by the Residtial Group were so con~idered converted shall be deemed held. by the Residual Grou.p (as 
provided in clause. (3) ·of par;:tgraph (C) of the definition of "Nuinber of Shares Issuable· with Respect to 
the Intergroup Interest") and such Convertible Securities shall no longer be deemed to be held by th¢ 
Residual Group. · ·. · · · · · · · · · · · 

"Residual Group-Available Dividend Amount," on any date, shall mean either 

(i) (x) the amount equal to· the f~ir market value of the tbtal assets attributed to th~ Residual 
Group less the· total amount. of the liabilities attributed to the Residual Group (provided that 
Preferred Stock shall not be tre~ted as a liability), in each case as 'of such date ahd. determined on a 
basis consistent with that applied in determining Company Net Income (Loss) Attributable tO the 
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Residual Group, minus (y) the aggregate par value of, or any greater amount determined to be capital 
in ·respect of, all outstanding shares of Company Common Stock and shares of each class· or series of 
Preferred Stock attributed to the Residual Group, minus (z) the amount,· as of such date, of 
amortization of goodwill .during the period from the Effect~ve Date through such date arising from the 
Mergers with respect .to the Atfanti~ Utility Group (determined as set forth in clause (ii) of the 

.. definition of "Con;tpany Net Income (Loss) Attributabl.~ to th~ Residua~ Group" and, as ip. such. clause. 
(ii), excluding the portion thereof, if any, already applied to reduce net income or increase netloss of 
the Residual Group for sqch period by virtue of its Intergroup Interest), or · · · 

. 1 ' ' ' ' ' ' • j ~·.I 

(ii) in case the total amount calculated pursuant to clause'·(i) above is not a positive number, an 
amount equal to Company Net Income (Loss) Attributable to the Residual Group (ifpositive):.for the 

:fiscal year in which the dividendis. declared and/or the preceding fiscal year. · 

Notwithstanding the fdregoing provisions ,of this definition, at any time .when there are not C?utstanding 
both (i) orie or. more shares of Company Common .Stock ·or' Convertible Securitje~ convertible into 
Colll:pany Coniµion Stock and (ii) ori.~ or more shares qf Class A Common ~tock or Convertib~e Sec;urities. 
convertible into Class A Common Stock, the "Residual Group Availabre· Dividend Amoui'].t," ·on any 
calculation date during such time· period, with respect to the Company Common Stock or the Class A 
Common Stock, as· the c;ase may be·( depending on which of'such classes of Common Stock or Convertible 
Securities. convertible into such class of Common Stock is outstanding); shall mean the amount available 
for the payment of dividends on such Common Stock in accordance with law. . 1 

. . ' ... ,.,. ' ' ·. 
"Time-Weigh~ed Market Price" as of any date with respect to any class 'of Common Stockshall nie3.n arl 

amount equal to (i) the sum of (A) four times the average Market Value of one share of such class of 
Common Stock over the period of five consecutive Trading Days ending on such date, (B) three times the 
average Market. Value of one share of such class .. of· Common Stock over the period of five consecutive 
Trading Days ending on the fifth· Trading Day prior to such date, (C) two times the average Market Value 
of one share of such 'Class of Com.Ilion Stock over the period of five consecutive Trading Days ending o 
the teiith;Trading Day prior to such date and (D) the average Mar~et Value of one share ofsuch class d 
Common Stock over the period of five consecutive Trading Days ending on· the fifteenth Trading. Dayprior 
to such date, <iivided by (ii) ten. . · · . ' . · 

."Tradin~ ·Day" shall mean· each weekday other than .~ny day on whi~h t~e. releva~t clas~· cit co:&m:on: 
s~ock of the Company is I?-cit traded on any national secui-ities exchange or quoted in tlfo N.A.SpAQ 
National Market or in the oyer-the~counter inarket. , · ... · .· . · .,. .'. · · · ; · .· . ·. 

' . ' ' . . : , - . ~ . 
Stcic_k Exchange Listing . , . , .. 

It is ex,pected that the Company Common Stock and the Class A Common .Stockwin be Hsted on the 
~R ·~ . 

· .. 1: 

· Anti-Takeover Provisions 

. . .'fhe Company Charter. arid "the. Co~pany Bylaws cqntain P[ovisions t~at. may . ~ave the ~ffect, of 
discouraging persons from acquiring la:i:ge bfocks of capital !;tock ·of the Company or of delayir).g or 
prev7nt~r,ig a change in control of the·,.company. ¥aterial proviskm~'·that .mayJ1ave the. effect .of 
discouraging persons from acquiring large blocks of capital stock of the Coinpariy are '(i) pro,visioris 
providing that the Company Board will be divided into three classes of directors with the term of only the 
directors in one class expiring each year and. permitting removal o(directors only for, cause and only at a 
special meeting of stqckh9ldets called for tliat purpose, (ii) autqoriza~ion for tP.e C<?mpany Board to is~.ue 
Prefe~red Stock in series and.to .fix rights and preferences ofthe series, (iii) provisions liµiiting the ri&ht to 
call a, special meeting 9f stockholder~ t6 ,the Company Board and limiting the business .at a special meeting 
qf .stockholders fo proposals 'brought before the meeting by the Company' Board, (iv) advance notice 

' • ' • : •• • ' ' ' t •• ' ' ~ - ~. ' ' 
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procedures with respect to nominations of directors' or proposals other than those adopted. or recom
ended by the Company Board, (v) a provision requiring action by stockholders only at a meeting and 

(vi) provisions permitting amendment of certain provisions contained in the Company Charter only by the 
vote of ·at least 80% of stockholders entitled :to vote. · 

' . . . . ' . . 

. , The . existence of the Class A Common Sto~k would pres~nt complexities and could in certalri 
circumstanc.es pose obst~cles for an acquiring person~ For example, it would be necessary' for. a potential 
acguiror _to take into consideration that holders of the Class A. Common Stock might be more or less 
receH~iv~ to the acquiror's proposal, that a tender offer must be structured to take into account .different 
prices .at which shares of different classes might be acquired, .and the effects of actions the Company might 
take, such as causing a conversion of the Class A Common Stock. In addition; to .the extent the relative 
market values of the Company Common Stock and the Class A Common Stock fluctuate, a potential 
acquiror may be able to acquire relatively more or less voting power for the same consideration depending 
on 'Which class of Common Stock is purchased. 

' . In addition, the' :bGCL c~ntains business co~bination and s~~erma:jorify voting p~civisioris that Would 
be. ap'pl!cabie to_ certain m~rgers, share exchange_s, asset sales and other transactions in~olving the 
Co_mpany or a subsidiary of the Company and a significant stockholder. These· provisforis·could have the 
effect of substantially increasing the 'cost of an acquisitl~n to an acquiror and thereby' discouraging any 
such transaction. · · · · · : · · · : 

. The' provisions of the DGCL; the Conipany Charter and the Company Bylaws·· and the existence of the 
Cfass A Co'nimon Stock could, under certain circumstances, prevent stockholders from profiting from an 
increase in the market value of their shares as a result of a 'change in control of the Company by delaying 
or preventing such change in control. · · · · · 

/' ~ 

•'I ' 

•I; 
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COMPARISON OF CORPORA1'E CHARTERS AND RIGHTS OF SECURITY HOLDERS·. 

Delmarva 
' ,; 

If the Delmarva Merger is consummated, the holders of Delmarva Common Stock will become 
holders of Company Common Stock and their rights will be governed by the Company Charter, the 
Company Bylaws, and the DGCL. The material differences between the rights of holders of Company 
Common Stock and the .holders of Delniar\ra Common Stock are set forth below. This summary Of the 
material differences betWeen rights of stockholders does not purport to be an exhaustive list or a'detailed 
description of the provisions discussed and is qualified in its entirety by reference to the full teXt of the 
Company Charter and· the Company Bylaws attac]ied as Annexes IV and V, · respectively. See ·also 
':Available Information." · · · · 

Voting Power. If the Delmarva Merger is approved, based on the number of'shares outstanding as of 
September 30, 1996, holders of Delmarva Common Stock would hold approximately 60.8 million of the 
approximately 100.3 million shares of Company Common Stoc~. that would have been outstanding at the 
consumrµation of the Mergers had the Mergers ·been con~ummated on S<;!pt<;!)llber 30, 1_996. Followll!g the. 
Mt:<rgers, D~lmai:va stockholders will therefore _not possess the same rf(lative "vpting power on matters put 
to a vote .to the stockholders of the Company. flS they possessed prior to _the Mergers. Neither the Company 
Charter ·n~r the Delmarva Charter permits cumulative voting in the election of direcfors. .. . . . .. . . . . 

Capitali"?ation. The Company . Charter . authorizes the ,issuance of up to 150 million shares of 
Company Common Stock, 10 million shares of Class A Common Stock of the Company and 20 million 
shares of Pref~rfed Sta.ck. The Company Bo~rd is authorized to issue Preferred Stock in s,eries an.d to 
determine the relative rights and preferences of the shares of any series of Preferred Stock, which rµay 
rank prior to shares of Company Common Stock or Class A Common. Stock for the payment of dividends 
or upon the dissolution, liquidation or winding up of the Company. 

Special Stockholder Meetings; Stockholder Action Without a Meeting. The. Delmarva Bylaws provid 
that special meetings of stockholders may be called by the Chairman/Chairwoman of the Board, th 
President or the Board of Directors. The Company Charter provides that special meetings of its stockhold
ers may be called only by the Chairman/Chaif\".oman of the Board or by a majority of the Company Board .. 

The VSCA permits actions that could be taken at a stockholder meeting to be taken by the unanimous 
written consent of the stockholders entitled to vote on such action. The DGCL permits actions that could 
be taken at a stockholder meeting to be taken by written consent of the holders of outstanding stock having 
not less than the minimum number of votes that would be necessary to take such action at a meeting at 
which all shares entitled to vote thereon were present and voted, unless the corporation's certificate of 
incorporation provides otherwise. The Delmarva Charter permits action by written consent only by the 
unanimous written consent of stockholders entitled to vote on the particular matter. The Company Charter 
requires stockholder action to be effected at a meeting of stockholders and prohibits stockholder action by 
written consent. · 

Board of Directors. The Delmarva Charter provides for a Board of Directors consisting of not fewer 
than three and not more than 15 directors, the exact number of directors to be determined from time to 
time by resolution of the Delmarva Board or by resolution of two-thirds of the shares, represented by 
proxy or in person, entitled to vote at a meeting at which a quorum is present. The .Delmarva Charter 
provides that directors shall be divided into three classes (designated Class I, Class II and Class III) to 
provide for staggered terms, with each class consisting, as nearly as may be possible, of one-third of the 
total number of directors. The directors in each class are elected for three year terms. 

The Company Charter provides for a board of not fewer than nine and not more than 18 directors, as 
determined from time to time by resolution of the Board of Directors. The Company Charter provides that 
the directors shall be divided into three classes (designated Class I, Class II, and Class III) to provide for 
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•
staggered' terms, with each class consisting, as nearly as possible, of one-third of the total number of 
directors. The terms of the initial Class I directors will expire on the date of the first annual meeting 
following the Effective Time of the Mergers, the tei::ms of the initial Class II directors will expire on the 
date of the second an:t).uai:meeting followihg the consummation of the Mergers, and the terms of the initial 
Class III directors will expire on the date of the third annual meeting foliowing the consummation of the 
Mergers, and thereafter the directors in ea~h class will be elected for a term of three years. 

. . ,. . . ' . •, . 

• 
1Removal of Directors . . Under the VSCA, unless the articles of incorporation provide that directors 

may be removed only for cause, stockholders may remove any director with or without cause if the number 
of votes casno·remove a director constitutes a majority of the votes entitled to be cast at an election of 
directors of the voting group 'Or voting groups by·which the director was elected, unless the articles of 
incorporation require a great~r vote. The DGCL provides that unless a corporation's certificate of 
incorporation otherwise provides, directors with staggered terms may be removed only for cause and 
req~ire~ that the removal of directors be appr~ved by a majority vote of the shares then entitled to vote at 
an eleetion of directors. The Delmarva Charter provides that directors may be removed only for cause. The 
Company Charter provides that a m'.ember of the Company Board rii:ay be removed only for cause, at an 
arin~al meeting or a, special m~eting of the stockholders called for that Pl}Ipose, by a majority vote of not 
less than a majority of votes entitled to be' cast by the holders of all the then outstanding shares of capital 
stock entitl,e,d tQ vofoin' the election of directors generally .. i ' ' ' ' .· ' ' ' ' 

vacancies on the Board and New'ly Created Directorships. The Delmarva Charter provides that newly 
created directorships and vacancies in the Del.marva Board may be filled by the. Delmarva Board and .if the 
direct~rs remaining)n office constitute fewer than a quorum, by a majority of th( directors .remaining in 
office, .or at an annual meeting of stockholders by sto,ckholders entitled t.o vote on the election of directqi::s. 
111e Compa,ny Charter provides that:qewly created directorships and vacancies in the ·company Board of 
biiectors shali' be fi.lled by a majority of tlie directors then in office, even if less than. a quorum, or by the 
ole 'remainiri.g director: · · · · · · · · · · · · · ·. 

Stockholder Proposals; Nofninatzon ~f Directors by Stockholders. The DelmarVa Bylaws provide that 
any stockholder proposal or nomillation for election to the Board of Directors brought before Delmarva's 
anµ11al m~eting must be. received by Delmanra not fewer than 50 days and, .in the case of a stockholder 
proposal, not more than 75 day~, or, in .the case of a nomination for election to the Delmarva Board, not 
'more than 90 days prior to .the meeting; provided tliat in the event that fewer thari 65 days' ,notice or prior 
pubiic disclosure ci:t tlie date of tJ,ie meeting ,is given' or made to stockholders, proposals or nomina.tionsby 
stockholders. must be. received :t;i()t later than t.\le close of bu~ines~ on the fifteenth day following the day on 
whlch notice of the annual meeting was mailed or such public disclosure was made, whichever first occ~rs. 

' --·' . .. . . . . . 

·The Company Charter provides that any stockholder proposal or -nomination for electio_n to the Board 
brought before,Jhe Company's annual meeting niust be received by the Company not less than 60 days nor 
more than 90 days prior to,the first anniversary-of the preceding year's annual nieeting: If the date of such 
annual meetillg is advanced by more than 30 days or delayed by more than 60 days, or in the case of the 
Company's first annual meeting after the consummation of the Mergers; notice by the stockholder to be 
timely must be received not earlier than the ninetieth day prior to such annual meeting and not later than 
the close of business on the later of (i) the. sixtieth day prior to such annual meeting or (ii) the tenth day 
following the date on which notice of the date .of the annual meeting was giv,en. The Company Charter also 
provides that no business may Qe brought before' a special meeting by stockhold~rs. ' ' '' 

' Mergers. Under the VSCA, a plan of merger qr share exchanie must be approved by more than two
thirds of all the vat.es entitled to be cast thereon by each voting group, provided that the board of directors 
may require a greater vote and the articles of incorporation may provide for a greater or lesser vote, so 
long as the vote provided for is' not less than a majority of all votes cast by each voting group at a meeting 
at which a quorum exists. The DGCL provides that a merger or .consolidation may be approved by a 
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majority vote . of the shares entitled . to vote thereon,. unless a greater percentage . is required by the 
corporation's certificate of incorporation. 

inspection Rights. Under the VSCA, a stockhoider who has been a stockholder of re~~rd for at l~ast 
six months or who is the holder of record of. at least five percent of all of a corporation's outstandillg shares 
is entitled to inspect certain records of the.corporatio~}f he or she gives the corporation written notiCe of 
his or her demand, the demand is made in good faith and for a proper purpose, the demand describes with 
reasonable.particularity the purpose of the demal)d and the rec;ords to be inspected, and the records are 
directly connected with such purpose. The :OGCL provides that ,any stockholder. shall have. th~ right to 
inspect the corporation's stock ledger, a list of its i:;tockholders and its other boo~ and records· upon 
written·demand under.oath i:;tating the purpose thereofif the demand for inspection.is made for a.proper 
purpose .. · 

Dividends. arid R~pwchases of ~to~k. ·. The VSCA ·.proviq~s . that; s~bject t~ . any restriction in . a 
corporation'.s articles of incorporation, a board of directors may authorize. and the corporation may pay 
d1stributia.ns to the corporation's 'stockholders, unless ait(!r slic;h' disttil:iutibn the corporation would not be 
able to pay its debts as they come due or unless its tqtal assets after the distribution would be less than the 
SU!p. of its total, liabilid.es plus' (u~less' 'the articles' qf incorporation permits othe~ise )' the amount that 
would be needed, if 'tlie c6rporation'were to b~. ,dissolved at the tiriie of t\}e distribution', to satisfy upon 
dissolution the preferential rights of stockholders whose preferential rights are'superior to those receiving 
·the distribution.:·;· . :.. · .. 

·Under· the DGCL, .the' ·b.oatd of"Clii-ectors may declare and pay dividends ·upon 'shares of the 
corporation's capital stock either (1) out of the corporation's surplus (i.e:·,· the excess, if any, of the net 
assets of the corporation over the capltal of' the corporation) or (2) in the case there shall 'be no such 
surplus, out oflts net profits for the fiscal,year·in which the dividepd·is declared and/or'tlie precedihg'fiscal 
year, so long as the declaratiOn and payment of such dividends do not violate the corporation's certificate 
of incorporation. Under the DGCL, a corporation generally may repurchase shares of its stock out o 
surplus so long as such repurchase does not violate the corporation's certificate. of i11corporatio11, but the 
DGCL permits a corp\:>ration to r~purchasy shares,out of c;apital under certain circum~tances, 

. ' Certain B~siness Combinations and Share Purchases: The VSCA contains a provision that prohibits a 
corporatfon froin engaging in an"affiliated tralisaction';.with a 10% stockhciider for three years following 
the acquisition of the 10% stake unless (i) the 10% stockholder became such with the approval ofthe 
corporation's diSinforested' directors, (ii) the transaction is approved by a inajoritY of tlie corporation's 
disinterested directors and the holders of two-thirds of the shares not'held by the 10% stockholdeJ; or 
(iii) the. corporation has elected not to be bound by this provision. The. VSCA also contains a "control 
share" provision .whereby t.he votjng rights of a stockholder are eliminated with.. respect, to shares, the 
acquisition of which causes the perc:;.entage of shares beneficiaily owned, by sµch. stockl).ol<ler;to exceed one 
of s,everal percentage thresholds, unless. a resolution granting v9ting power is approved by i majority of all 
votes that could be cast in an election of directors, excluding certain shares including those of the acquiri:µg 
stockholder, or unless the corporation has elected ·I).Ot to:be bound by this provision. Pelrp.arva pursuant to 
the VSCA has elected to opt out of this provision. . . 

' ' 

Under Section 203 of the DGCL, a corporation such as·the' Coinpany may not engage in any business 
/ i •, • ' l • < " , • 

cbmbination (defined to include mergers, share exchanges, and asset sales) with any interes.ted stockholder 
(defined as a 15 % stockholder) for a perfod of three years following the date that such stockholder be.came 
an interest.ed stockholder,.unless (i) prior t9 the. time that such person b~came an interested stockholder, 
the board of directors of the corporation approved either .the business combinati,on or the transaction in 
which the stockholder' became a,n interested stockholder, (ii)' upon consummation of the .transaction by 
which the stockholder became an interested stockholder, the interested stockholder owned at least 85% of 
the voting stock of the cprporation (excluding certain shares owned by officers and directors ~f th~ 
corporation and by employee stock plans) or (iii) the b~siness combination is apprci~ed by both the board 
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of directors of the corporation and the affirmative vote of at least two-thirds of the outstanding .voting 
stock of the corporation that is 'not owned -by the interested stockholder. ' · 

.,1-·; ' > _ ' , ', I ', • !·' • ,· ' o• , ,• ' I.' • • , 

. . · Amendment to Articles or Certificate of Incorporation. . The VSCA provides that a board of directors 
inay condition its submission of a proposed charter ameridm~n~ to the stockholders. ori any basis. To be 
adopted,' the amendme,nt must be approved by a mor,e than ,tWo~th~rds vqte of.each voting group entitled to 
vote thereon, provfded that •t:he directors may require a gr~ater vote or the articles of incorporation may 
provide for a greater or lesser vote, so long as the vote provided fads not less than a niajori'ty Of those 
votes cast at a meeting at which a quorum exists. The DGCL provides that the certificate of incorporation 
of a corporation may be· amended upon an affirinative vote ·of a majority of the outstanding shares of 
capital stock entitled· to vote thereon and a majority of the ·outstanding stock of each class entitled to vote 
thereon· as a class, unless the corporation's certificate of incorporation requires a larger percentage. Under 
the Delmarva Charter; the vote oflthe holders of two~tliirds of the total :voting power of the Delmarva 
·Preferred Stock and Prefefred Stock-$25 Par of all series vo~ing as a single class is required for certain 
amendm:ents.to··the Delmarva Charter. Although the ·Gompany· Charter provides.generally that· amend
ments to the Company Charter m'ay be approved by a majority vote of the' aggregate vote that the holders 
of"the Companfs capital .stock are entitled to cast on the amendment, a. vote· of at least· 80% of the. 
aggregate vote thaithe holders of the Company's·· capital stock are entitled to ca:st on the amendment is 
required for: (i) aniendments to the provisions authorizing the Company Board to 'issue and fix the rights 
of Preferred Stock;>(ii) amendments to the provisions dividing the Company Board ·into Classes or 
providing that directors may be removed only for cause; (iii} amendments to the provisions limiting who 
may call· special ·stockholder meetings, and the -ability oh~tockholders to act ·Without a meeting and 
providing time tequirem:ents for the submission of stockholders' proposals; and (iv) amendip.ents tha:t 
modify these supermajorify"voting requirements. · 

. ' ' 

ACloption, Ame~dment a'nd Repeal of Byl~ws. The. VSCA pro~ides that a corporation's bbard of 
diiecfors ihaf amend br 'iepeal bylaws except to ,the extent that (i)' such right is reserved exdusively to 'the' 
tockholdeis in the articles of illccirporation or by statute or (ii) the, stockholders; in adopting or amending 

a particular bylaw; provide expressly"that the board of directors may not amend or repeal that ·bylaw. 
Under the VSCA, stockholders may amend ci~ .repeal bylaws even though the. bylaws. also may be amended 
cir repealedby'.the board of directors. The DGCL provides:that the power t.o adopt, amend, ·and repeal 
byl~ws shall be in the stockholders entitled to vcite; provided' that any corporation may in its certificate of 
!ii.corpotatfon, confer upon the directors the nonexclusive power to a~opt, amend, and repeal bylaws. The 
Delmarva Charter 'co'nfers upon the Delmarva Board the power to adopt; ainend, 'and repeal the Delmarva 
Bylaws; provided· that :a:ny bylaw made by the Delmarva Board may be altered, amended or· repealed by the 
stockholders entitled to vote thereon at any annual. or . special meeting called for such purpose. The 

. Compariy Charter authorizes the Company.Board 'to make; alter, amend or repeal the Company Bylaws . 
. The Company Charter also provides that stockholders shall have the power to amend the Company Bylaws 

only by the affinp.ative vote, of -~0% pr more of the ~ggregate nµmber of votes that the holders. of the then 
.outst~nding shares of Common _Stqck. and Preferred Stock are entitled.to cast_01;1,the ~endment · 

" :. Exculpati~n and Indemnificatioft of Directors. >Under the VSCA, hi' a~y ptbceedihg brought by '.or in 
th.e' h~me or"the ccirp9ration or by or on behalf of stockholders, the damages assessed against ah offker or 
director arising out of a single transaction, occurrence of course of conduct shall not exceed the lesser of 
(i) the a!hourit, including the'eii~inati~n·or'iiability, specified 'in the corporation's artiCles of incorpor~tion:; 
or. (i(approved by the stockholders) in the bylaws, as a 'limitation on or elimination of the ditehor's or 
.officer's liability-or (ii) the greater 0£$160,000 or the'conipensation received by the drrector or officedroJl! 
the corporation during the preVious 12 months, provided that the liability ()f an officer or director cannot 
be !united if the officel' or diredtor engaged in willfol misconduct or a knowing viohition of a 'criminal law 
or securities law. Under the DGCL, the certificat~ of incorporation may include a pfovision eliminating or 
liiniting'the personal liability of directors for monetary damages for breach of fiduciary duty as a director, 
except for breach of the duty of loyalty, for acts not in good faith or in-Valving intentional' misconduct or a 
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knowing violation of law, for acts from which the director derived an iinproper personal benefit, or for the 
unlawful declaration of dividends or the unlawful repurchase or redemption of· capital stock. The 
Delmarva Charter provides for the elimination of the personal liability of directors for monetary damages 
for breach of fiduciary duty; except for the acts enumerated in the DGCL for which no such elimination of 
liability is permitted. The Company Charter also provides for the elimination of the personal liability of 
directors for monetary damages for breach of fiduciary duty, except for such acts enumerated in the DGCL 
for which no such elirri.inlition of liability is.perinitt~d. · · · · 

' .. ' : ' ' . 
The VSCA provides that a corporation may indemnify against certain liabilities and expenses a 

director; officer, employee or agent of the corporation who is made. a party to a proceeding by reason of his 
· or her sewice in such capacity, if the director, officer, agent or employee acted in good faith and (i) he or 
she believed, in the case of conduct undertaken irt his or her official capadty, that such conduct was in the 
best interests of the corporation or, in the case of other conduct, that the other conduct was not opposed to, 
the best interests of the corporation and. (ii) in the case of a criminal proceeding,. he· or she had no 
reasonable cause to .1Jelieve his or her conduct was unlawful. However, under: the VSCA, a corporation 
may not indemnify, a director, officer, agen,t or employee if such person w;:is £o:und liable to a corporation in 
a proceeding by or in the right of the. corporation or for receiving an improper, personal benefit, unless the 
articles of incorporation or a' stockholder'approved. bylaw pr.ovide otherwise .. The VSCA permits .~tock
holders to authorize further indemnity except with respect tO willful misconduct or a knowing violation of 
criminal law.· The Delmarva Charter provides for such ,indemnity. Unless limited by its articles of 
incorporation,. the VSCA requires a, corporation to indemnify a director or officer who is.made a party to a 
proceeding by reason· of his or her seryice in such capacity and who entirely prevails in defen,se of such 
proceeding, or if so ·ordered by a court. The VSCA permits a corporation to . advance expenses to a 
director, officer, employee or agent of the corporation under certain conditions. , ·. . . . 

The DGCL provides that a .corporation may indemnify against certain liabilities and expenses an 
. officer,, direct9r, employee or agent of the corporation,. or . a person serv{ng at the .. request of. t,ge 
corporation as a director, officer, .employee or ag~nt of another entity, who is made a party to certai. 
proceedings by reason of his or her .service in such capacity if such person _acted .in good faith and in, 
manner .p.e or she re11sonably believed to be in qr not opposed to the best interests of the corporation and, 
:with respect .to any criminal proceeding, had . no reasonable cause to believe his or her conduct was 
unlawful. However, under. the. pGCL, a corpo~ation may not indemnify ~y person Witli resp~ct to any 
claim or issue as to which such person was found lia.ble to .the corporation in a proceeding by ()r in tqe right 
of the corporation, unl.ess indemnifica.tion of expenses is ordered by a court. T)J.e pGCL. provides tl~at a 
corporation must indemnify against reasonable expenses a director, officer, erµployee or agent ,of the 
corporation who is made a party to any proc;eeding by reason of his or.her service in such capacity and who 
is successful, on the .merits or otherwise, in the defense of any claim, issue or matter therein. The DGCL 
permits a corporation to advance expenses to a d~rector or pfficer .uncle~ c~rtai~, conditions. · · 

The Delma'rva Charter ·provides that Delmarva shill! indemnify directors and offieers Of Delmarva· to 
'the full extent permitted by applicable law in connection with certain: actions;' suits oi proceeding~; and 
provides that Delmarva. may i,ndemnify employees. and agents of Delmarva, as well as persons serVing at 
the request of Delmarva as directors, officers, employees or agents of any other .eritity, to the full extent 
pernitted by applicable law in connection with certain actfons, suits or proceedings. The Company Charier 
provides that the Company shall indemnify .. directors or officers of the Company, as well as persons se.r:Vi.ng 
at the request of the Company as dfrectors, officers, agents or employees of any 0th.er entity, to the fuJl 
extent permitted by applicable law in connection with. certain actions, suits or proceedings, and that the 
Company may, by action of the Company Board, indemnify employees or agents of the Company to the 
full extent permitted by applicable law.· in connection .with certain actions, suits or proceedings. The 
Comp.any Charter also. requires the Company to advance expenses to. dfrectors and officers, as well as 
persons serving at the request of the Company as directors, officers, agents .or employees' of atjy 'other 
entity, under certain circumstances. ' ' . . 
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Atlantic . 

The rights of holders of Atlantic Common Stock are currently governed by the Restated Certificate of 
Incorporation of Atlantic (the ''.Atlantic Charter"), the Atlantic Bylaws .and the NJBCA. If the Atlantic 
Merger is consummated,· the holders of Atlantic Common Stock will become holders of Company 
Common Stock and Class A Common Stock, and their rights will be governed by the Company Charter, 
the Company Bylaws and the DGCL. The material differences between the rights of holders of Company 
Common Stock· and the holders of Atlantic Common Stock are set forth below. This summary of the 
material differences between rights of stockholders does not purport to be an exhaustive list or a detailed 
description of the provisions discussed and is qualified in its entirety by reference to the full text of the 
Company Charter and the Company Bylaws attached as Annexes IV and V, respectively, to this Joint Proxy 
Statement/Prospectus. See also ''.Available Information." For a discussion of the rights of holders of 
Class A Common Stock, see "Description of the Company's Capital Stock" and "Risk Factors." 

Voting Power. If the Atlantic Merger is approved, based on the number of shares outstanding as of 
September 30, 1996, holders of Atlantic Common Stock would hold approximately 39.5 million of the 
approximately 100.3 million shares of Company Common Stock that would have been outstanding at the 
consummation the Mergers had the Mergers been consummated on September 30, 1996. Following the 
Mergers, Atlantic stockholders will therefore not possess the same relative voting power on matters put to 
a vote to the stockholders of the Company as they possessed prior to the Atlantic Merger. Neither the 
Company Charter nor the Atlantic Charter permit cumulative voting in the election of directors. 

Capitalization. The Company Charter authorizes the issuance of up to 150 million shares of 
Company Common Stock, 10 million shares of Class A Common Stock and 20 million shares of Company 
Preferred. The Company Board is authorized to issue· Preferred Stock in series and to determine the 
relative rights and preferences of the shares of any series of Preferred Stock, which may rank prior to 
shares of Company Common· Stock or Class A Common Stock for the payment of dividends or upon the 

•

issolution, liquidation or winding up of the Company. . . 

Special Stockholder Meetings; Stockholder Action Without a Meeting. The Atlantic Bylaws provide that 
special meetings of stockholders may be called by the Chairman· of the Board, the President or the 
Secretary of Atlantic, by a majority of the Atlantic Board. Additionally, under the NJBCA, such a special 
meeting may be called by the holders of not less than 10% of all the outstanding shares of Atlantic capital 
stock entitled to vote at the meeting. The Company Charter provides that special meetings of its 
stockholders may be called only by the Chairman of the Board or by a majority of the Company Board. 
The DGCL does not permit a. special meeting to be called by stockholders in the absence of a charter or 
bylaw provision· granting such right. 

Both the NJBCA and the DGCL permit actions that could be taken at a stockholder meeting to be 
taken by written action of the stockholders unless the corporation's charter requires that a meeting be 
held. The DGCL permits action that could be taken at a stockholder meeting to be taken by written 
consent of the holders of outstanding stock having not less than the minimum number of votes that would 
be necessary to take such.action at a meeting at which all shares entitled to vote thereon were present and 
voted, unless the corporation's certificate of incorporation provides otherwise. The Atlantic Charter does 
not restrict the ability of Atlantic stockholders to act without a meeting. The Company Charter requires 
stockholder action to be.effected at a meeting of stockholders and prohibits stockholder action by written 
consent. 

Board of Directors. The Atl~ntic Bylaws provide for a Board of Directors consisting of not fewer than 
three nor more than 12 members, as determined from time to time by the Atlantic Board. The Atlantic 
Charter and the Atlantic Bylaws do not provide for staggered terms of directors. 

The Company Charter provides for a board of not fewer than nine and not more than 18 directors, as 
determined from time to time by resolution of the Board of Directors. The Company Charter provides that 
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directors shall be divided into three classes (designated Class I, Class II and Class III) to provide for 
staggered terms, with each class consisting, as nearly as possible, of one-third of the_ total number of 
directors. The terms· of the initial Class I directors will expire on the date .of the fiist annual meeting 
following the consummation of the Mergers, the terms of the initial Class II directors will expire on the_ 
date of the second annual meeting followmg the consummation of the Mergers, and the terms of the initial 
Class III directors will expire on the date of the third annual meeting following the consummation of_ the· 
Mergers, and thereafter the directors in each class will be elected for a tetn:i of three years. 

Removal of Directors. The NJBCA provides for the removal of directors; with cause or unless 
otherwise provided in the certificate of incorporation without cause; by a vote of a majority of the shares 
then entitled to vote. The Atlantic Charter and Atlantic Bylaws are silent as to the issue of removal of 
directors. · 

The DGCL provides that -unless -a corporation's certificate of incorporati~n ~the~ise provides, 
directors with staggered terms may be.removed only for cause and requires that the removal of directors be 
approved by a majority vote of the shares then entitled .to vote at an election of directors. The Company 
Charter provides that a member of the Company Board may be removed only for cause, at. an annual 
meeting or a special meeting of stockholders called for that purpose, by a majority vote. of not less than a 
majority of votes entitled to be cast by the holders of all the :then outstanding shares of capital stock 
entitled to vote in the election of directors generally. 

Vacancies on the Boariand Newly Cre~ted Directorsh1ps. - The Atlantic Bylaws provicle that newly 
created directorships and vacancies in the-Atlantic Board may be filled by the Atlantic Board, provided 
thatif only two directors remain, those two, or if only one director remains, that one, may elect directors so 
that there are at least three directors holding office until the next annual meeting of stockholders. The 
Company Charter provides that newly created directorships and vacancies in the Company Board of 
Directors shall be filled by a majority of the directors then in office, evenif less than a quorum, or by the 
sole remaining director. 

Stockholder Proposals; Nomination of Directors by Stockholders. The Company Charter provides that 
any stockholder proposal or nomination ·for election to the Board brought before the Company's animal 
meeting must be received by the Company not less than 60 days nor more than 90 days prior to the first 
anniversary of the precedi;ng year's annual meeting. If the date of such annual meeting is advanced by 
more than 30 days or delayed by more than 60 days, or in the case of the Company's first annual meeting 
after the -consummation of the. Mergers, notice by the stockholder, :to be -timely, must be received not 
earlier than the ninetieth day prior to such annual meeting and not later than the .close of business on the 
later of (i) the sixtieth day prior to such annual meeting or (ii) the tenth _day following the date on which 
no.tice of the date of the annual meeting 'Yas given. The Company Charter also provid~s _that no business 
may be brought before a spedal meeting by stockholders.· · 

The Atlantic Bylaws require that :stockholder proposals or nominations be in writing and be received 
not later than 90 days prior to_ the first anniversary of the preceding year'.s annual meeting. If the date of 
such annual meeting is advanced by more than 30 days or delayed by more than 60 days, the nomination 
must be received not later than the close of business on seventh day following the date on which notice of 
the date of the annual meeting was given. In the case of a stockholder who wishes to nominate a person for 
election as a director pursuant to consents in writing by stockholders without a meeting, such nomination 
must be received by Atlantic at least 60 days before materials soliciting such consents are first m.ailed to 
stockholders,· or, if no such materials are required under applicable law, 60 days before t_he first such 
consent is executed. · · · - · 

Mergers. In the case of corporations incorporated after January 1, 1969, such as Atlantic, the NJBCA 
requires the vote of a major:ity of the votes cast by the stockholders entitled to vote to approve a merger or 
share exchange involving the corporation. The ])GCL provides that a merger or consolidation may be 
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approved by a majority vote of the shares· entitled to. vot .. e thereon, unless a greater percentage is required 
by the corporation's certificate of incorporation.. . . . . · · . · . · · .· . · . . . · . · 

.. · . Ins;ection Rights. The NJBCA provi~es that the ~ecord ~f stockholders may be inspected upon five 
days' written.notic.e by any stockholder that has been a stockholder for six months or any 5% stockholder 
or group of stockholders owning 5%. o~ the. outsta,nqing shar(fs in the aggregate, and .only if the demi:md for 
inspection is made for a proper purpose:Tlie DGCLprovide~ that any stockholder. shall .have the right to 
inspect the corporation's' stock Jedger,' a list of its ~tockholders a,nd its other books and records. upon 
written demand under oath st_ating the purpose thereof if the de111and for inspect~on is .made for a p~oper 
purpose. · 

I. 

· Dtviqends and Repur~hases of Stock. .. U~der the NJBCA a~d subject to' any restrictions In its mticles 
of incorporation, a corporation generally may declare and pay dividends and redeem or repurchase shar~s 
of its common stock unless, after giving ~ffect to such dividend or.· repurchase, the coiporation is .unable to 
pay its debts as they become due in the usual course of business or the corporation's .assets are. les.s than the 
sum of its total liabilities. Under the DGCL, the board of directors may declare and pay dividends upon 
shares of the corporation's capital stock either (1) out of the corporation's surplus (i:e., the excess, if any, 
of the riet assets of the corporation over the capital of the corporation) or (2) in the case there shall be no 
such surplus, out of its net profits for the fiscal year in which the dividend is declared and/or the preceding 
fiscal year, SQ long as the declaratipn and payment of SUCh dividend~· do not violate the corporation's 
certificate of incorpor~tion. Under the DGCL, a corporation may r~purc~ase shares of its stock so i~mg as 
~ucµ repurchase does not violate .. th~ .corporation's_.c,er_tificate o~ incorporatio11. -~md so long as such 
purchase is not made when the capital o.f the corporation is impaired or if such repurchase would. cause ,any 
impairment of capital, except that a corporation may repurchase shares out of. capital under. certain 
circumstances .. 

Certain Business Combinations .and Share Purchases. . Under Section 203 of the. DGCL, a corporatio11 
l.lCh .as the ,Company may not engage in any business combination- ( d.efined to include. wergers, share 
xchanges and asset sales) with any-interested stockhold~r (defined as a 15%stockholder) for a period _of 

three years following the date that such stockholder became an interested stockholder, unless (i). pr:ior to 
the time that such person became an interested Stockholder, the board of directors ofthe corporation 
approved·either the business·c::·ombination or the transaction in which the'stockholderbecan'i:e an interested 
stockholder, (ii) upori 'consummation of the 'transaction by which the stockholder' became' a11 in.tetested 
stockholder; the interested stockholder owned at least ·85% .of the voting stock. of the corpofa.tion 
(excluding certain shares owned by officers and directors of the corporation and emplbyee stock plans) or 
(iii) the business· combination k approved by both the board of directors df ·the· ·corporation afid the 
affirmative vote of a:t least t\vo-thirds of the outstanding voting stock of the .. corporation thafis not owned 
by the interested stockholder. · · · 

The NJ.BCA contains a similar provision, known as .the New Jersey Shareh~lders Prote<;:tion Act 
(Sections 14A:iOA-1through14A:10A-6 of the NJBCA). Under this statute, a resident domestic corpora" 
tion, such as Atlantic, may not engage ln any business .combination (defined similarly. to the Delaware 
provision) with any interested stockhold(fr (a 10% stockholder) for a period of five years following t.he date 
that such stockholder bec~me an interested stockholder, uniess (i) the board. ~f directors of the. cor'Pora
tion approved the business combination prior to the ,date that the.interested stockholder bec.ame such, 
(ii) two-thirds of the corpor~tio,n's voting stock not 9wned by the .inter~sted stockholder approves' the 
combination or (iii) the combination satisfies certain "fair-price" conditions, relating to the price atwhich 
the interested stockholder will purchase shares from other stockholders. 

AmendmenttoArticles or.Certificate of Incorporation. The NJBCA requires a majority vote to amend 
the articles of incorporation of a .corporation such as Atlantic. The Atlantic Charter does not contain any 
provisions relating to its amendment. The DGCL provides that the certificate of incorporatiqn of .a 
corporation may be amended-upon .an affirmative vote of a majority of the outstanding shares of capital 
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stock entitled to vote thereon and a majority of the outstanding stock of each class entitled to vote as a 
class thereon, unless the corporation's charter requires a larger percentage. Although the Company 
Charter provides generally that amendments to the Company Charter may be approved by a majority vote 
of the Company's stockholders; an 80% ·majority is required· for: (i) amendments to the provisions 
authorizing the Company Board to issue and fix the rights of Preferred Stock; (ii) amendments to the 
provisioris dividing the· Company Board into classes or providing that directors may be remov_ed only for 

· cause; (iii) amendmellts _to the provisions limiting whcnn'ay call special stockholder meetings, ·prohibiting 
the stockholders from acting without a meeting, 6r fixing the time requirements for submitting stockholder 
proposals; and (iv) amendments that modify these superma:jority voting requirements. 

Adoption, Amendment and Repeal of Bylaws. The· NJBCA proyides that a corporation's board of 
dii-eetors shail have the power to make;· alter and repeal bylaws unless such power is reser\red to the 

. sfockholders in the certificate of incorporation. Byla~s made by the board riiay be altered and repealed, 
and new bylaws made, by the stockholders. "The stockholders may prescribe in the bylaws that' any bylaws 
made by them may not be 'altered or :repealed by the board. ' ' 
/ • ' i • ~ ' ' ' • • • ·: 

. . . The DOCL provides that the power t<) adopt, amend and i;epeal bylaws shall be in the stqckhoiders 
entitled to vote; provided that any corporatic;m may in its cerWicate of incorporatiqn, confer upon the 
directors the nonexclusiye power to.adopt, amend and repeal byfaws. 

·.The Atlantic Ch~rter is silent on the adopti~n, ameridmerit.and'repeal of bylaws~ The Atlantie Bylaws 
provide that they may 'be amended' or added to by m'ajority vote of all direcfors; if (i) notice of the 
proposed change has been sent to all 'the directors ten days before the meeting called to consider such 
change, (ii) all the directors are present at such meeting or (iii) those not present at such meetfog assen·t in 
writing to such change;; ' . ' . . . 

The Company Charter authorizes the Company Board to make, alter, amend, or repeal the Company 
Bylaws. The · Company Charter also provides that · stockholders · shall' have the power to amend the 
Company Bylaws only by the affirmative vote of 80% or more of the aggregate·. number of votes that th 
holders· of the then outstanding ·shares. of Comm6ri Stock and Preferred Stock are entitled to cast on th 
amendment. · · : , 

Exculpation and llJ,demn_ificatio,n of Directors. Under the NJBCA, the certificate of incorporation may 
provid~ that a director or officer shall not pe personally liable, or shall be .liable only to the extent therein 
provided, ,to the· corporation or its stockholders for damages for b:r~ach of any duty. owed to the 

· corporatiof!. or its stqckholders, except for breach of duty based upon an act or omission (a) in preach of 
such person's duty ,of loyalty to t.he co:r.por~tion or. its !itockholders, (b ).,not in good faith or involving a 
knowing violation of law or (c) resulting in receipt by such person of an improper personal benefit. Under 
the DGCL, the certificate of incorporation may include a provision eliminating oi: limiting. the personal 

.·liability of direetors for monetary damages for breach of fiduciary duty as a director, except for breach of 
the duty of loyalty, ·far acts not in good faith' or fuvolving intentional misconduct or a 'kno\Virig violation of 
law, for act~ from which the director derived ail'improper personal benefit; or for the uri.laWiul declaration 
of dividends ;cir the urtlaWful repurchase or redemption of capital stock. The Atlantic Charter provides that 
directors and officers of Atlantic shall not be liable.to Atlantic or its stockholders for breach of fiduciary 
duty as directprs or officers, except for acts not in good faith or for personal benefit. The Company Charter 
also provides for the eliminatiol1 Of the personal liability of directors for monetary damages for breach of 
fidtidary duty, except for such acts enumerated· in .the DGCL for which no such elimination of liabilitY. is 
permitted. · · · ·. · · 

The NJBCA provides that a corporation may indemnify against certain liabilities and expenses a 
director, officer, employee or agent of the corporation who is made a party to a proceeding by reason of his 
or'her service in such capacity, (i) if the director, officer,. agent or employee acted in good faith. and in a 
manner he or she reasonably believed to be in or not opposed to the best 'interests of the corporation and 
(ii) in the case 'Of a criminal proceeding, he or she had no reasonable cause, to believe his or her conduct 
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was unlawful.. However, under the NJBCA, a corporatioll'may not indemnify a· director, officer, agent or 
employee if such perspn was found foible tp the corporation in a procf'.ecl,ing by or i:t;i the .right ()f the 
corporation .unless, upon proper application, the. Superior Court. finds such_ indemnification proper. The 
NJBCA requires .a corporation to indemnify a director, officer, einployee or agent who is made a P.::trty to a 
proc~e,ding, by reason of his or her semce in such capacity to ,tP,e extent' that' sucp. individual has be.en 
SUCCf'.SSful in, such' proceeding. The NJBCA permits a corporation to advance expenses to' a' director, 
officer, employee· or agent of the corpora,tion under ·certain <;:onditions. · · · 

'I ' ' 

The DGCL provides that a corporation may indemnify against certain liabilities· and expenses an 
office:\:, director,_ employee or agent of the c;orporation, or· a person serying at the request of the 
corporation. as a directo~, officer, empfoyee or agent of a:J,19ther entjty, who is made ·a partjr to certain 
proceedings by reason of his or her serVice in s~ch capacity if such persmi. acted in .good ~aith .and in a 
manner he or she reasonably believed to be in or not opposed to 'th,e bes't interests of the corporaticfa and, 
with respect to any criminal proceeding, had no reasonable cause' tp bell.eve '~is or her cond~ct 'was 

·unlawful. However, under the DGCL, a corporation may not indemnify ariy person with respect to any 
claim or issue as to which 'suc;h person was found liable to the corporation in a proceeding by or in the right 
of the cprporation, up.less indemnification. of expenses is ordered by a court. ~e· DGCL,.provides that a 
corporation must indemnify against r'easonable expenses a director, officer, employee or agent of the 
corporation who is made a party to any proceeding by reason of his or her service in such capacity and who 
is successful, on the merits or otherwise, in the defense of any claim, issue or matter therein. The DGCL 
permits a corporation to advance expenses to a director or officer under certain conditions, :. · 

The Atlantic Bylaws provide that Atlantic shall indemnify directors, officers and employees of Atl~:q_tic: 
to the full extent permitted by applicable law in connection with certain actions, suits or proceedings; as 
well as persons serving at the request of Atlantic a:s directors, officers or employees Of any other entity, to 
the full extent permitted by applicable law in connection with certain actions;· suits; or.' proceedings. The 
Company Charter provides that the Company shall indemnify directors or officers of the Company, as well 

• 

as persons serving at the request of the Company as directors, officers, agents or employees of any other 
~ntity, to. the full extent permitted by a~plicable law in connection ~ith cer_tain actions, suits or proceed
mgs, and that the Company may, by· action of the Company Board, mdemn1fy employees or agents of the 
Company to the full extent permitted by applicable law in connection with certain actions, suits, or 

• 

proceedings. The Company Charter also requires the. Company to advance: expenses to. directors and 
officers, as well as persons serving at the reques.t of the. Company as directors, officers, . agents . or 
e~ployees o~ any qther entity, under cert:;iin .circuins~3:nces. · · .. ,, · · · 
·-- . ' ' , ' ' . . . 

'. '. - . 1' 
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··. · ; APPROVAL OF THE COMPANY INCENTIVE COMPENSATION PLAN.,, . . .• 

·. . Subse,quent to the · execu.tion ~f the Merger Agreement, . Delmarva and Atl,antic agreed that the, 
Company· would adopt a ca~h and stock incentive compensation' plan to replace. tlie· Delmarva LTIP and 
Atlantic's Equity Incentive 'Plan, subject. to approval by stockho.lders. Accordingly, 'the Company Pfan is 
submitted to stockholders of the Delinar\ra Common Stock and the Atlal,ltic Common Stock ror approval, 
as more fully described below. Conditioned ~pon the Mergers becominieffective, the Ccimpany Plan will 
become effective only if approved by stockholders as described below, in which event it will 'become 
effective at the consummation of the Mergers, and will terminate. 10 years thereafter. 

Tue affirmative vote of.the holded of a maj~rity of. Delma~a Common Stock pres~nt in person or by 
pro~ and entitled to voti at the Delmarva Meeting and the affiiinative vote of' at 'lea~t a majority 6f all 
votes cast by allholders of j\tlantic Common Stock 'entitled to vote, respectively, is required to approve the 
Compan/Plan. This stockholder· approval is' intended fo'meet the requirements of Sections' l62(m) 'arid 
422 of the Code. and the listing guidelines of the' NYSE~ · ' ' · · ·, · · 

. '. '', '1•' . '. • . ·, ·.1 ·;'. : . , . 

. THE BOARD OF, DIRE~TORS c}F EACH ~F DELMARVA, ATLANTIC AND THE CO~P~ 
· UNANIMOUSLY RECOMMENDS A VOTE FOR APPROVAL OF THE COMPANY PLAN ... 

'" 
Set forth below is a summary of certain important features of the Company Plan, which summary is 

qualified iti its entirety by reference to the actual Company Plan document attached,as Annex VII to: this 
Joint Proxy Statement/Prospectus: 

Objective 
, ~ _i • ·,, I , . ' 

The objective 0f the·. Company Plan is to ,support the financial performance of the Company and 
thereby increase stockholder value by providing annual· and. long-term incenttves to reward officers; key 
employees, advisors and consultants of the Company ·and. its subsidiaries for. the ·continued growth, 
development and financial success of the Company and.its:subsidiaries, and to increase the ownership of 
Company Conimon Stock by such persons. The Company Plan: also is designed to permit the Company and 
its subsidiaries to hire and retain. talented and ·motivated executive officers and key employees 

Shares Available Under the Plan , 
' I ' ' ,· ' 

. . Th~. number of shares'' of Coinpany'Tominon Stock that. may be .granted to participants· under. the 
proposed Company Plan is 5,000,000. If an award fapses or the participant's rights"with respect to sucli 
award otherwise terminate, any shares of Company Common Stock subject to such award will be available 
again for future awards under the Company Plan. 

Termination, 

The Company Plan will continue in effect until all matters relating to the payment of outstanding 
awards thereunder and administration thereof have been settled. · 

Administration 

The Company Plan will be administered by a committee of the Company Board (the "Committee"), 
which shall be coniprised solely . of Non-Employee Directors (as such term is defined in 
Rule 16b-3(b)(3) under Section 16 of the Exchange Act), or which otherwise shall meet any disinterested 
administration or other requirements of Section 16b-3 and/or Section 162(m) of the Code, each as in effect 
at the applicable time. The Company Plan gives the Committee broad authority to determine the persons 
to whom, and the times at which, awards will be granted or lapse under the Company Plan, the types of 
awards to be granted, the number of shares of Company Common Stock to be covered by each award, and 
all other terms and conditions for awards granted under the Company Plan. 
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Participation · · . · · · · · · · · ' · · · · 

·.Each officer, key employee (whether o~ a regular, te~porary or contract b~sis), consultant or advisor 
of the Company or its sup~idiaries who, in the sole discretion of the Committee, is in a position in which his 
or her decisions, actions and counsel significantly affect the growth, deyelopme:nt and financial success of 
the Company is an Eligible .Person ,(as defined in the Company Plan) able to participate in the Company 
Pla:n, Nonemployee directors will not be eligible to paitjcipafo in the Company Plan. Because the 
Compariy Plan includes annual as well as Jong-term incentives, the number of Eligible Persol).s will be 
greater than it would be in a long-term p~an only .. The total numbe·r of Eligible 'Persons will be 
approximately 150, including approximately 25 officers.· · · · . ' 

Section 162(m) Compliance 

· Notwithst11nding any other provi~ions .in the Company Plan to the cont{&ry, with respect to ·any award 
which is contillgent upon the attainment of performance objectives, indudirig, without limitation, perform
ance-based restricted stock, performance units and annuai incentives ('.'Performance-Based Awards"), 
granted under the Company Plan to an executive of the Company who, .in the opinion of the Committee, 
for a given Performance Period (as defined below) is or is likely to be a "covered employee" within the 
meaning of Section 162(m) of the Code (a ''Covered Executive"), the Committee will establish perform
ance objectives· ("Performance Goals") with respect to such Performance-Based Awards no later than the 
earlier. of (i) 90 days after commencement of the period upon which performance wiH ]Je measured (a 
"Performance Period") relating to the Performance-Based Award, or (ii) the date on which 25% of the 
Performance Period relating to the Performance-Based Award will have elapsed. 

. ~erfornl:anc{Goals, in the sole discr.etion ofthe Committee, may be based on one or more business 
criteria ihat relate to the individual, groups of individuals', a product.or service line, business unit, division 
or s1::1bsidiary ·of the Company or the Company a:s· a whole,· individually. or in any combination (each· of 
which business criteria may be relative to a specified goal, foJ1istorical performance of the Company or a 

roducf or serviee line; business unit, division or subsidiary' thereof, or to the. performance of any other 
corporation or group of corporations or a product or ser-Vice line, business unit; division or subsidiary 
thereof). Performance Goals will be base~ on one or more of the following criteria: (a) gross, operating or 
net earnings before or after income taxes; (b) earnings, per share; ( c) book .value per share; ( d) ca!)h flow 
per share; ( e) retur:µ on equity; (f) . i;eturn on investm~nt; (g) return on assets, employed ·assets or net 
assets; (h) total st9ckholder return (e.xpressed on a dollar or percentage basis); (i) return on cash flow; U) 
internal rate of :return;. (k) cash .flow return on invest~~nt; (1) improve~ents in capital structure; (m) 
residual income; ( n) gross income, profitability or net incqme; ( o ), pri~e of any Company security; (p) sales 
to customers (expressed on a dollar or percentage basis); (q) retention of ~ustomers (expressed on a dollar 
or percentage basis); (r) increase in the Company's or a subsic;liary's customer satisfaction r.atings (based on 
a survey conducted by an independep.t third party); (~) economic value added (defined to mean net 
operating profit minus the cost of capital); (t) market value added (defined to mean the difference 
between the market value of debt and equity, and economic book value); (u) market share; (v) level of 
expenses; (w) combined ratio; (x) payback period on investment; and (y) net present value of investment. 

.. The Committee will certify the satisfaction of the foregoing Performance.GoalS prior to the payment 
of a Performarice-J;lased Award. No Performance-Based Awal'.d with' respect to any Covered Executive 
shall exceed $3,000,000 (either in cash or in the fair market valu'e of stock ,as determined on the date of 
grant of the Performance-Based Award, as appropriate to a given type of award)· for any Performance 
],>eriod. The Committee, in its sole discretion, may reduce (but not increase) the amount of any Perform
ance-Based Award determined to be payable to a Covered Executive. No Covered Executive may receive 
more than 5,000,000 in the aggregate of options, SARs and shares of performance-based restricted stock 
for the 10-year period during which awards may be made under the Company Plan: 
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Regardless of whether provided for in or in conjunction with the grant of an award, the Committee, in 
its sole discretion, may defer payment of a participant's benefit under the Company Plan if and to the 
extent that the sum of the participant's Company Plan benefit, plus all other compensation paid or payable 
to the Participant for the fiscal year in which the Company Plan benefit would otherwise be paid exceeds 
the maximum amount of compensation that the Company may deduct under Section 162(m) of the Code 
with respect to the Participant for the year. I_f deferred by the Committee, such award benefit will be paid 
in the first fiscal year of the Company in which the sum of the participant's Company Plan benefit and all 
other compensation paid or payable ' to the . Participant ·does · not exceed the maximum amount of 
ccimpensation deductible by the Company under Section 162(m) of the Code. 

Awards 

Under the Company Plan, in a.ddition _to any other types of awards as the Committee deems 
appropriate, the following types of awards ffiay be granted from time to tirtie by the Committee: 

Restricted Stock. The Committee may grant awards of Company Common Stock bearing restrictions 
("Company Restricted Stock") prohibiting a participant's transfer of the Company Restricted Stock until 
the lapse of a restriction period. No consideration is payable by the participant as a resulrof the grant. The 
Committee may estabiish the terms and conditions of each grant, including the restriction ·period (which 
will be not less than one and not more than 10 years), whether dividends. will be paid currently or 
accumulated and. the form\ of any dividend payment; and may also condition the awards on the completion 
of a specified period of service 'or on attainment, during a performance period established by the 
Committee, of one or more performance objectives established by the Committee. Performance objectives, 
which may vary from participant to participant, are determined by the Committee and may include, but are 
not limited to, the performance of the Company and/or the participant individually or coliectively with any 
qther individuals or groups, or ~ny combinati01i thereqf. On co111pletion. of the restriction period and 
attainment of any performance objectives., the restrictions will expire with 'respect to one or more shares of 
Company Restricted Stock. If target performance obfrctives are exceeded, the Committee may award 
additional Company Cori:mion Stock to a participant. · · · · · 

~ Options. The Committee may grant either incentive stock options ("ISO"s) that are qualified under 
Section 422 of the Co.de (which may be granted only to persons employed by the Company or a subsidiary 
of the Company on a regular basis) or options no_t intended to- qualify under Section 422 of the Code 
("Nonqualified Options"). No consideration is payable by the participant as a result of the grant. The 
Committee may establish the terms and conditions of each grant; provided that an option to purchase a 
share of Company Common Stock may not be gtantyd with an exercise price of less than 100% of the fair 
market value of a share of Company Cciinmon Stockon such date. Further, the period during which the 
options are exercisable will not exceed 10 years from the date of grant. In the Committee's discretion, the 
exercise price may be paid in cash, shares of Company Common Stock, or both. 

Peiformance Units. ·The Committee may make performance awards payable in cash, :Company 
Common Stock or both, upon attainment.during a performance period established by the Committee, of 
one or more performance objectives established by the Committee. Performance objectives, which may 
vary .from participant to participant, are determined by' the committee and may include, but are not 
limited to, the _performance of the Company and/or the participant individually or ·collectively with any 
other individuals or groups, o~ any combination thereof. · 

Stock Appreciation· Rights. The Committee may grant awards of stock appreciation rights ("SAR''s) 
in conjunction with an option or as a separate award. No consideration is payable by the participant as a 
result of the grant. The Committee may establish the terms and conditions of each grant; provided that the 
period during ·which the rights are exercisable will not exceed 10 years. 

110 • 



· SARs provide the right to receive a payment in cash, Company Common Stock, or both in the 
Committee's discretion. If a grant is· in conjunction with an' option, the· option must be surrendered, and 
the amount of the payment will be determined based on the excess of the fair market value of the 
Company Common Stock at the date of exercise over the option price at the date the underlying option 
was granted .. If a grant is not in conjunction with an option, the. payment will be determined based on the 
excess of the fair m.ar.ket vahie of the ~ompany Common Stock at the dafe of exercise over the fair market 
value of the Company Commcin Stock at the date of grant of th.e .SAR. , · · 

•' • ·' . • ' • . • ' •! ',, : .! 

· · DiPidend Equivaients. · · The Committee may grant awards of dividend equiv'alerits iri conju~ction with 
an option, a separately-awarded SAR or:performance unit. No consideration is payable by the partidpartt 
~s. a result ~f the· grant. Each dividend equivalent entitles the participant to receive· an amount, at· such. 
tiines and in a form and manner in the Committee's discretion, 'equal to the dividend actually paid with 
respect to a share of Company Common Stock on each dividend payment'date'fioni the' date of grant until 
the dividend equivalent lapses. Dividend equivalents will lapse at a date no later than the date the 
underlying award lapses.or is exercised. '• : 

EffeCt of Change in Control 
.·.;' 

. . . After the .. consummation of the Mergers, unless the Cmpmittee specif'.fos otherwise; upon the occur
rence ,of a:·change in .. control of the Compajly: (a) all optio:qs.and SARs granted un.der the Company Plan 
will· b~corile exercisable in foll immediately; ,(b) all uncompleted performance periods for performance 
units will \Je.deemea to have.been, complete'd, the maximum.level of perfonn,ance wilJ°heAc:;eineo t.o have 

'been achieved and a pro rata portion,of each peiforinance unit will' qecorrie payable immediately in cash; 
(~) any conditions .to the vesting of .Company Re~tricted. Stock will be deemeci Jo have been· satisfied 
(assuming that maxim~m performance was achjeved for performance-pased awards), any uncomplete,d 
time periods .will be . deemed to have been' completed 'and all restriCtions will lapse 'immediately; and 
( d) annual incentive awards shall be treated in such manner as the Committee determines at the time of 
such change in control. For purposes of the Company Plan, the term '.'change in .controP'· means (a) any 
person (within· the me::ining of Section 13(d) or 14(d) of the,Exchange Act) is or becomes the beneficial 
owner (wlthin the· meaning of Rule 13d-3 promulgated under the Exchange Act) of securities: of· the 
Company representing 25% or more of either thethen,outstanding.shares of Company Common Stock or 
the combined votiiig power of the Companis then outstanding securities; or (b) the· following individuals 
cease for any reason to constitute a majority· of the number of.directors :then ·serving: .individuals who 
constitute the .initial Board after the consummation of the. Mergers .. and any new director (other. than a 
director whose ,initial assumption .of .office is in connection with an actual .or .thre.atened election contest, 
including but not limited to a consent solicitation, relating to the election ofdirectors)whose appointment 
or election by the Board or nomination for election by the Company's stockholders was approved by .a vote 
of at least t\vo-thirds (2/3) of the .directors then still in office who either were directors of the initial Board 
after the consummation of the-.Mergers, or whose appointment, .election or nomination for election.was 
previously so approved; or ( c) there.is consummated a merger or consolidation of the Company with any 

.... other corporation other than (i) a merger or consolidatfo~ which would result in the voting securities of the 
Conip~'ny outstanding immediately prior to stich merger or consolidation continuing to represent at least 
80% of the combined voting power Of the. voting securities of'the Company or such surviving entity or any 
parent thereof outstanding iminediately after such merger or co'nsolidation, or (ii) a merger or consolida
tioll :effected to implement a 'recapitalization of the Company (or similar transaction) in which no person is 
oi beco.nies the beneficial owner, directly or indirectly, of securities of the Company representing 25% or 
more of either the then outstanding shares of Company Common 'Stoc:k or the combined voting power of 
the Company's then outstanding.. securities; or . .( d) the .stockholders of the. Cqmpany approve a plan of 
complete.liquidation or ciissolution'of the Company or .there is consummated an agreement for the sale or 
disposition . by the Company of all or substantially all of the Company's .assets, other than a sale or 
dispositi911 by the Company of all or substantially all of the Company's assets to an entity,, at le~st 80% of 
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the combined voting power of the voting secm.:ities of which are owned by persons in ·substantially the same • 
proportions as their ownership of the Company immediately prior to such sale.· . • . 

. ' . . . . 

Tax Witllholding 

The Compariy or its subsidiaries may .withhold any applicaple feder~l, state 'or iocal. taxes _upon 
payment under an award. Subject to any applicable law, if payment under an award 'is t<;> be made. in 
Company Common Stock, the Committee may ill its discretion permit or require a partiCipant' tci satisfy 
any withholding or other, taxes payable through (a) the payment,ofcash by_the .participant to the-Company 
or. its s.ubsidiaries, (b) the reten,tion by the Company or its subsidiaries of shares .of Company Commo11 
Stock, .or (c) .th~ delivery by the -p~rticipant to the Company or it~ subsidia!i~s of Company Com:inon Stock 

· owned. by the particip;:tnt. Special rules may apply, to participants subject to the reporting reqµirements qf 
Secti9n 16(a) of the Exchange Act · 

'· \' ~ . 
Federal Income Tax Consequences 

. The federal income tax consequences of an award under the Company Plan depend on the type of 
award, as discussed be.low: · · ·' · 

· Restricted Stock.. . The grab.t · of Company Restricted Stock d~es ·not resul.t ·in taxable· income to a 
participant or a tax deduction for the Company. At the time the resfriCtions e:Xpire;;however; a participant 
will realize ordinary taxable income in an amount equal to the fair marketvalue of the Company Common 
Sto2k on the date the restrictions expire, ~nd the· Company will. be entitled to a· corresponding deduction. . 
In :addition, during or after the restriction period (depending on whether the di~idends are pafd to the 
Individuals. or aC:cumulated),' a partieipant will be taX:ed. on the' dividend's 'paid with respect to Company 
Restricted Stock.as compensation, and the Company will b~ entitled to a corresponding.deduction.'·'· 

• :' ' ' . ' ' '' '·.. •• ,' I •, ', ', ' '; ."' .\_. ,• .''." '· ' \' 

· ' Incentive Stock Options. · ISOs u~der the Plan are intended to meet the ~equirements of Section: 42. 
bf the Code. The grant of ~h ISO does not r~sult in taxable_inco~e to the partic~pant or a tax deduct~o.n fo 

· the Company. The exercise . of an· ISO will not result m ordinary taxable mcome to· the . participant 
(although the difference· between the exercise price and the fair market value of the Company Common 
Stock subject to the option may result in alternative minimum tax liability to' the participant) and· the 
Company will· not be allowed a deduction at any time in connection whh · such award, if the following 

· · · conditions are inet: (a) at· alrtimes during the period beginning with the date of grant and ending on the 
· day three months before· the date of exerdse,: the participant is an employee of the .Company or·of a 

subsidiary; and (b) the participant makes no disposition of Company Common Stock within two years from 
the date of grant nor within one year after the Company Common Stock is ·transferred to the. participant 
The three-month period· is extended to one .year in the event of disability and is waived in .the event of 

. death of. the participant If the Company Corrimon St9ck is sold by, ·the participant after meeting these 
· conditions, any gain realized over the exercise price, ordinarily will be treated as 'long-term capital gain; and 

any foss will be treated as· long-term capital loss, in the year of the sale. . · · 

If the 'participant fails to co~ply with. the empioymeht or h~lding peri0d requ~re,Iients' disciissed· · 
above, the participant wi~l recognize ordinary taxab_le income in an an:iount equal tO' the lesser a,f (a) the 
excess of the fair market value•of the Company Common"Stock on the dat~ ofexercise''over the exercise 
price, Or (b) the ex~es,s, Of ~he ap:ioµnt. r~alized.· µpon such qisposition ()Ver the, ,exercise p~ice. Jf .the 
participant n;:alizes o'rqipary tax:able iD,come on account of such a disqualifying disposition,: (described 
above), a correspol).ding deduction will qe allowed to the· Company for. the same year. . . · · · · 

' •,I ,,, ,' ,'·· ' .· '' ,•: ', •: .• , ' ', , ·' 

Nonqitalified Stock Options. The grant of a Nonqualified Option doe.s not result in taxable income to 
the partieipant or a tax deduction for the Company. Upon''exercise bf a· Nonqualified Stock'bption, :the 
participant will realize compensation taxable as ordinary income in an amount e·qual 'to the difference 
between the exercise· price and the fafr market' value of the Company Common Stock.on the date of 
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exercise, and the Company will be entitled to 1 a corresponding' deduction for_ .the same year. The 
participant's basis in such shares will be the fair market value on the date income is realiied, and when the 
participant disp~ses o.f the shares he cii.- she will recogniz~ capital gain orloss, either long-term or short-
term, depending on th~ holding: period ofthe shares. · · • · · · · · 

. ·,,,' . 'l ' ' . , 

Stock Appreciation Rights. · The grant of SARs does not result in taxable income to the participant or 
a: tax deduction for the Company. Upon exercise of an SAR, the participant will realize ordinary taxable 
income in an· amount equal to the excess of the1fair market value of the Company Common Stock or cash 
received over any amount paid by the participant' upon.exercise, and the· Company will be entitled to a 
correspohdirig deduction for the sanie year. · 

. Performance Units. The g~ant of a p~rfor~an~e Ul).it. does no{ result in taxable inc~me·. t~ the 
participant or a tax deduetion for the Company. Upori the· expiration of the applicable aw~rd cycle and 
receipt of the Cbinpahy Common Stock distributed in payment of the award or ari ·equivalent• amount of 
cash, the participant will realize ordinary ta:Xahle income equal to the· full fafr rriark~t value of the shares 
delivered 6rthe amount ofoash 'paid.· At that tinle, the Company genefally will be allowed a corresponding 
tax deductiori' equal to the compensation· taxabie to participant. ·: ·•· : · · 

. ., . .. ' .. . . ' . . 
Accounting principles require that restricted share awards be charged against earnings on a.pro rata 

basis over the restriction period and will be based ori the value of the stock at the date of grant. Under the 
terms of the Company Plan, the granting of ISOs or Nonqualified Options, without accompanying stock 
appreciation rights, will not require a charge against earnings. The granting of SARs, however, will require 
that earnings be charged over the specified award period for any appreciation in the value of the 
underlying stock subsequent to the date of grant. 

New Plan Benefits 

It cannot be determined at this time what benefits or amounts, if ariy, will be received by or allocated 
to any person or group of persons under the Company Plan if the Company Plan is ·adopted or what 
benefits or amounts would have be~n received by or allocated to any person or group of persons for the 
last fiscal year if the Company Plan had been in effect. Any such determinations will be made by the 
Committee in its sole discretion. 
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UNAUDITED PRO FORMA COMBINED FINANCIAL STATEMENTS, • 

The following unaudited pro forma combined financial statements combine the historical balance 
sheets and statements of operations of Delmarva and Atlantic to give effect to the Mergers under the 
purchase method of accounting and the assumptions s6t forth in the notes thereto. The unaudited pro 
forma combined balance sheet as of Septem.ber 30, 1996 assumes that the Mergers were consummated on 
September 30, 199q. The unaudited pro forma combined statements of operations for the nine months 
ended September 30, 1996,. and the year ended December 31, l995 assume that the Mergers were 
consummated on January 1, 1995. The statements do not reflect any cost savings or- other synergies 
anticipated by management as a result of the Mergers. In the opinion of management, all adjustments 
necess~ry to present pro forma financial statements have been made. 

• I 

The following unaudited pro forma combined financial information should· be read in conjunction 
with the historical consolidated financial statements and related notes thereto of Delmarva, j\tlantic and 
ACE, incorporated by reference herein. See ''Available Information" and "Incorporation by Reference." 
The following information is not necessarily indicative of the financial position or operating.results that 
would have occurred had the Mergers been consumµiated on the date, o.r at the beginning of the pei,-iods, 
for which the Mergers are being given effect, nor is it necessarily indicative of future operating results or 
financial position. ' · 

• 
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THE COMPANY 

PRO FORMA COMBINED BALANCE SHEETS 

SEPTEMBER 30, 1996 
(Dollars in Thousands) 

(Unaudited) 

ASSETS 
Delmar'va Atlantic Pro Forma The Company 

As Adjusted(s) As Adjusted(s) Adjustments Pro Forma 

Utility Plant, At Cost . . . . . . 
· Electric ......... · .... · .. · ........... .- .. 

Gas .............................. . 
. Common ...... · ...... _. .· ~ .... _. .... ·. ·. _.. · 

Less: Accumulated depreciation ......... . 

. Net utility plant.in service .............. . 
Construction work-in-progress ........... . 
Leased property, net ..... : ........... . 
Cost in excess of net assets acquired, net._· ... . 

Investments and Nonutility Property 
Investment in leveraged leases .......... . 
Funds held by trustee ................. . 
Other investments and nonutility property, 

net ........ ; ... · .................... . 

Current.Assets 
Cash and cash eqtii\1alents ............. . 
Accounts receivable: 

Customers ....................... . 
·. Other ... : ........................ . 

. Deferred energy costs . . . . . . ·. . . . . . . . . . . · .. 
Inventories, at average cost: 

Fuel (coal, oil, and gas) . -............. . 
Materials and supplies .............. . 

. Prepayments ....................... . 
Other ............................ . 

Deferred Charges and Other Assets 
Unrecovered purchased power costs ...... . 
Deferred recoverable income taxes ....... . 
Unrecovered state excise taxes . .' ........ . 
Deferred debt refinancing costs : .......... . 
Other regulatory assets ................ . 
.Prepaid pension cost .... -........ · ...... . 
Unamortized debt expense ... _. ......... . 
.Other ............................ . 

Total Assets ......................... . 

' $2,944,454 
219,916 
133,430 

3,297,800 
1,263,693 

' 2,034,107 
99,008 ' 
34,029 
75,990 

2,243,134 

47,306 
34,662 

60,331 

142,299 

28,280 

110,8&1 
24,219 
19,041 

31,724 
35,868 

9,277 

259,290 

140,983 

22,018 
31,406 
27,458 
11,776 
19,747 

253,388 

$2,898,111 

$2,497,685 

2,497,685 
853,134 

i,644,551 
120,075 
37,695 

1,802,321 

79,500 
81,591 

q8,909 
230,000 .'' 

15,100 

108,466 
26,189 
33,568 

24,000 
40,057 
29,160 
4,451 

280,991 

87,507 
85,858 
57,104 
30,493 
59,237 

7,601 
5,952 

27,636 

361,388 

$2,674,700 

$204,476 (f) 
204,476 

(7,601)(g) 
4,656 (k) 

(2,945) 

$201,531 

The accompanying notes to the unaudited pro forma combined balance sheet and 
- statements of income are an integral part of this statement. 

115 

$5,442,139 
219,916 
133,430 

5,795,485 
2,116,827 

3,678,658 
219,083 

71,724 
280,466 

4,249,931 

.126,806 
'116,253 

129,240 

372,299 : 

43,380 

219,347 
50,408 
52,609 

55,724 
75,925 
38,437 

4,451 

540,281 

87,507 
226,841 

57,104 
52,511 
90,643 
27,458 
22,384 

'47,383 

611,831 

$5,774,342 



THE COMPANY 

PRO FORMA COMBINED BALANCE SHEET 

SEPTEMBER 30, 1996 
(Dollars in Thousands) 

(Unaudited) 

CAPITALIZATION AND LIABILITIES 

Delmarva Atlantic Pro Forma The Company 
Pro Forma 

Capitalization 
Common stock . . . . . . . . . . . . . . . . . . . . . . . . 

. Class A common stock ................. . 
Additi~nal paid-in capital-common stock .... . 
Additional paid-in capital-Class A common 

stock ................... · ......... . 
. Retained earnings . . . . . . . . . · : . . . . . . . . . . . . · 

Treasury shares, at cost ................. . 
Unearned compensation ........ ' ...... : : ·. 

Total common stockholders' equity ...... . 
Preferred stock not subject to mandatory 
· redemption . . . . . . . . . . . . . . · : . . . . . . . . . . . 
Preferred stock of subsidiaries: . 

Not subject to mandatory redemption ...... . 
.. Subject to mandatory redemption ...... , .. . 

Long-term debt ...................... . 

Cµrrent Liabilities 
Short-term debt . · .................... · .. 
Preferred stock redemption requirement ... · : .. 
Long-term debt due within one year ........ . 
Variable rate demand bonds .............. . 
Accounts payable ..................... . 
Taxes accrued . . . . . . . . . . . . . . . . . . . . . . ·; . . 

. Interest accrued ............ · ........ · . · .. . 
Dividends declared . . . . . . . . . . . . . . . . . . . . . 
Current capital lease obligation .. · ........... . 
Deferred income taxes, net . . . . ·; . . . . . . : . . . . 
Other ............... , ............. . 

Deferred Credits and Other Liabilities 
Deferred income taxes, net . . . . . . . . . . . : . . . . 
Deferred investment tax credits .......... · .. . 
Long-term capital lease obligations ......... . 
Postretirement obligations ............ · ... . 
Other ............................ :·. 

Total Capitalization and Liabilities ........... . 

. As Adjusted(s) As Adjusted(s) Adjustments 

$ 136,717 $ 565,598 

506,680 

299;108 247,222 

942,505 8.12,820 
(5,020) 

(824) (5,314) 

936,661 807,506 

168,085 

·. 30,000 
90,000 

827,242 829,799 

.1,931,988 1,757,305 

81,187 87,700 
10,000 

27,244 74,100 
86,500 
50,694 55,359 . 
12,396 40,159 
21,336 17,186 
23,288 . 22,598 
12,456 688 
5,438 2,438 

31,314 36,829 

35(853 . ~47,057 

518;785 428,309 
43,141 47,211 
21,711 37,006 

31,581 
30,633 26,231 

614,270 570,338 

$2,898,111 $2,674,700 

$(701,315)(a) $ 1,000 
66 (a) 66 

940,627 (b) .1,447,307 

137,289 (b) . 137,289 
. (262,770)(d). 283,560 

113;897 1,a6~,222 
· 5,020 (e) 

6,138 (m) 

125,055 1,869,222 

(168,085)(k) 
' .. ·~ ' 

89,702 (k) . 
93,950 (k) 

. 140,6f,2 

(4,146)(k) 

600 (k) 
(5,073)(i)(ni) 

45,394 (h)(i) 

36,775 

· (34,374)(n) 

58,508 (g) 

119,702 
183,950 

1,657,041 

3,829,915 

164,741 
. :, 10,000 

101,344 
. 86,500 
106,653 
47,482 
38;522 
45,886 
13,144 
7,876 

113,537 

735,685 

912,720 
90,352 
58,717 
90,089 
56,864 

24,134 

$ 201,531 

1,208,742 

. $5,774,342 

The accompanying notes to the unaudited pro forma combined balance she~t and 
statements of income are an integral part of this statement. 
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• THE COMPANY 

PROFORMA COMBINED STATEMENTS OF INCOME 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1996 
(Dollars in Thousands, Except Per Share Amounts) 

(Unaudited) 

The accompanying notes to the unaudited pro forma combined balaU:ce she~t and 
statements of income are an integral part of this statement. 
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THE COMPANY 

PRO FORMA COMBINED STATEMENTS OF INCOME 

FOR THE YEAR ENDED DECEMBER 31, 1995 
(Dollars in Thousands, Except Per Share Amounts) 

(Unaudited) 
Delmarva Atlantic Pro Forma The Company 

As Adjusted(s) As Adjusted(s) Adjustments Pro Forma 

Operating Revenues 
Electric . . . . . . . . . . . · . . . . . . . . . . ._ . . . . . . . : . . . . 
Gas.· ................................ · ... . 

Operating Expenses 
Electric fuel and purchased energy . . . . . . . . . . . . . . ·. . 
Gas purchased . . . . . . . . . . . . . . . . . . . . . . . . . . ; . . 
Purchased electric capacity ..................... . 

. Operation and maintenance .................... . 
Depreciation and amortization .... >: ........... . 
State excise taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Income taxes . . . . . . . . . . . . . . "· . : ' . . . . . . . . . . . . . . 
Other truces . . . . '. . . .. . : . . . . . . . . . . . . . . . . . : . . . . 

Operatillg Income .... : ........................ . 
Other Income 

Nonutility subsidiaries 
, ·.R~venues and gains .......... ·.· ....... · ..... ~ 

· ·Expenses . . . . . . . . . . . . . . . . . . . : . . . . . . · . . . . . . 

Net earnings of nonutility subsidiaries ......... . 
Allowance for equity funds used during construction . . . . 
Other income, net of income taxes . . . : . . . . . . . . . . . . 

·Income Before Interest Charges ... , .. ·: ............ . 
Interest· Charges 

, Interest expense .................... " .... , " .. 
Allowance for borrowed funds used during construction . 

Preferred stock dividend requirements of subsidiary . ~ ... . 
Net income ............................ · .. · .. . 
Dividends on preferred. stock . . . . . . . . . . . . . . . . . . . . . 

Earnings applicable to common stock . 
Common stock· .... · ................... ;· .... . 

· Class A common stock . . . . . . . . . ·. . . . . . . . . . . . . . . 

Average common shares outstanding (000): 
Common stock . . . -.· . . . . . . . . . . ·. . . . . . . . . . . : . . . 
Class A common stock . . . . . . . . . . . . . . . . _ . . . . . . . . 

Earnings per average share outstanding of: 
Common stock . . : . . . . . . . . . . . . ·. . . . . . . . . . . . . . 
Class A common .stock ......................... . 

Dividends declared per share of: 
Common stock ............................ . 
Class· A common stock . . . . . . . . . . . . . . . . . . . . . . , . . 

$899,662 
95,441. 

995,103 

267,885 
48,615 
29,116 

246,049 
113,022 

73,561 
. 38,449 

816,697 

178,406 

. 52,042 
(47,896) 

4,146 
708 
557 . 

5,411 

183,817 

68,395 
(2,066). ; 

66,329 

117,488 ' 
9,942 

107,546 

$107,546 

60,217 

$1.79 

$1.54 

$953,137 

953,137 

191,766 

190,570 
186,439 
78,461 

102,811 
45,876 

' 8,677 

804,600 

148,537 

6,925 
(7,680) 

(755) 
817 

8,996 

9,058 

157,595 --

62,879 
(1,679) 

61,200 

14,627 
81,768 

81,768 

$ 81,768 

52,815 

$1.55 

$1.54 

$ 5,112 G) 

(4,927)(1) 

185 

(185) 

-

(185) 

1,886 (1) 

1,886 . 

9,618 (1) 
. • (11,689). '·· 

(9,942)(1) 

(15,578) 
13,831 (o) 

$ (1,747) 

(13,288)(p) 
6,588 (p) 

The accompanying notes to the unaudited pro forma combined balance sheet and 
statements of income are an integral part of this statement. 
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$1,852,799 
95,441 

1,948,240 

459,651 
48,615 

219,686 
432,488 
196,595 
102,811 

; 114,510 
47,126 

1,621,482 

326,758 

58,967 
(55,576) 

3,391 
1;525 
9,553 

14,469 

' ., 341,227 

133,160 
(3,745) 

129,415 

24,245 
18~,567 

' 173,736 
13,831 

$ 187,567 

99,744 
6,588 

$1.74 
$2.10 

$1.54 
$3.20' 
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NOTES TO UNAUDITED PRO FORMA COMBINED FIN~<;IAL .STATEMENTS 

Adjustments to record the estimated par value at $0.01 per share of Company Common Stock and 
Class A Common Stock to be issued and outstanding. The number of shares of Common Stock was 
estimated using the number of Delmarva Common Stock and Atlantic Common Stock shares 
outstanding as of September 30, 1996. Each outstanding share of Delmarva Common Stock was 
converted into one share of Company Common Stock and each outstanding share of Atlantic 
Common Stock was converted into 0.75 of one share of Company Common Stock plus 0.125 of one 
share of Class A Common Stock. The adjustments are summarized below: · 

Common Stock: 
Number of Atlantic Common Stock shares outstanding ........... . 
Conversion Ratio ................. : ............... , ..... . 

Number of Common Stock shares to be issued to Atlantic Common 
Stockholders .......................................... · 

Number of Common Stock shares to be issued to Delmarva Common 
Stockholders (Equal to the number of Delmarva Common Stock 
shares outstanding) . •. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..... 

Total number of Common Stock shares to be issued , ... ·. ; . . . . . . . . · 
Par value per share .................... : ................. . 

(In Thousands of Dollars): 
Adjusted par value of total number of Common Stock shares to be 

issued ................... , .....................•..... ; 
Delmarva's Common Stock, as previously reported .......... · .... . 
Atlantic's Common Stock, as previously reported ............... . 

· Adjustment to Common Stock. ... ~ ................ : ........ . 

Class.A Common Stock: 
Number of Atlantic Common Stock shares outstanding ........... . 
Conversion Ratio ...... ; . : ......... : ..... ; . · ....... : .... : 

Number of Class A Common St~ck shares to be issued to Atlantic 
Common Stockholders .. · ............................. '; ... . 

Par value ·per share ............. ." ................ .-... ~ .... . 

Par value (In Thousands of Dollars) ........................ . 
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. As·of September 30, 
1996 

52,702,052 
0.75 

39,526~539 

60,523,411. 

100,049,950 . 
$0.01 

$ 1,000 
(136,717) 

. (565,598) 

$(701,315) 

52,702,052 
. 0.125 

6,587,757. 
$0.01 

$66 



(b) Adjustments to record additional paid-in-capital to reflect the following: 

As of September 30, 
1996 

(Dollars in Thousands) 

Additional Paid-In-Capital-Common Stock: 
Cancellation of the Deimai-va Treasury Stock cost in excess of par 

value ................................... · ............. . 
Adjustment to par value of Delmarva Common Stock outstanding ... . 
Consideration to be paid to Atlantic's Common Stockholders in the 

form of Company Common Stock in excess of par value ........ . 
Estimated registration and issuance costs ..................... . 
Redemption of preferred stock [see Note (k)] ................. . 

Additional Paid-In-Capital-Class A Common Stock: 
Consideration to be paid to Atlantic's Common Stockholders in the 

form of Class A Common Stock in excess of par value ......... . 
. . ~ ' 

$ (4,481) 
135,572 

810,887 
(1,750) 

399 

$940,627 

$137,289 

(c) The total consideration to be paid to the Atlantic Common Stockholders was measured by the average 
daily closing market price of Atlantic's Common Stock for the ten trading days following the public 
announcement of the Merger Agreement on August 12,. 1996. 

Delma!Va's Common Stockholders will receive one share of Company Common Stock for each share 
of Delmarva's Common Stock. Therefore, the average daily market price of Delmarva's Common 
Stock for the same ten day period following the public announcement of the Merger Agreement was 
used to measure the market value of Company Common Stock to be paid to Atlantic's Common 
Stockholders. Delmarva's average market price per share was multiplied by the Atlantic conversion 
ratio for Company Common Stock to determine the estimated market value per share :of Atlantic 
Common Stock attributed to Company Common Stock. This market value per share was multiplied by 
the number of Atlantic Common Stock shares outstanding at September 30, 1996 to estimate the 
consideration to be paid to Atlantic Common Stockholders in the form of Company Common Stock. 

The difference between the total compensation to be paid to Atlantic's Common Stockholders and the 
portion attributed to Company Common Stock was attributed to Class A Common Stock. 

. " 
The schedules below show.the calculation of the total consideration to be paid to Atlantic's Common 
Stockholders and the allocation of the total consideration to be paid between Company Common 
Stock and Class A Common Stock: 

Average market price per share of Atlantic Common Stock used to determine 
consideration to be paid ..................................... . 

Number of Atlantic Common Stock shares outstanding as of September 30, 
1996 .................................................... . 

Total consideration to be paid to Atlantic Common Stockholders (In 
Thousands of Dollars) ....................................... . 

Average market price per share of Delmarva Common Stock for the ten 
trading days following the public announcement of the Merger Agreement .. 

Conversion ratio of Company Common Stock for each share of Atlantic 
Common Stock ............................................ . 

Amounts 

$ 18.00 

52,702,052 

$ 948,637 

$ 20.525 

0.75 

• 
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Estimated marketvah1e' p'er sliare of Atlantic Common Stock attributed to.'" " 
Company Common Stock ................................. -. .... '·· 

Number of Atlantic Common Stock shares outstanci\ng as of September 30, ·· 
' 1996- .. ;:.. ": ... . '. .·. ·: ;.;"-. ;" ......... :":-. ... ,;:' ;·:._"·,,. ... :. __ ,· ..•.... ;·,;_.-. .. 

'c8nsideration to be paid to' Atlantic;s Common: Stbckhdlder-S Ill the' form' ·of . 
'·.'Company Common Stock (In Thousands of Dollars)· · · · · 

(i~ Thou~~mds of Dollars):' 
Total consideration to be paid to Atlantic Common Stockholders ....... ·: . ; . 
Portion of total consideration attributed to Company Common Stock:· .. < .. ~ . . . 
Portfo~ of total. consideration· at~ributed to Class A Comlliori Stock·.';;· ... : .' . '.·. · 

. '·. '' 

.. ·. ~ounts · 

r. 

$ 15.39375 

52,702,052 

$ ·. '811,282 

$ ' 948,637 
811,282 

$' l I 137,355 

( d) Adjustment to retained· earnings to reflect the· following: 

:-:. 

. """ ,,; 
;) '.' ' .··. 

Amounts. 

(D~llars ln' Thousands) 

,Elimin~te retained earnings of Atlantic .................... '. '. .. '; :·~ . '' ,-~. '(238,397) 
cp.arg¢s to expense of $1L9 million ($7.3 million after taxes) for , 
.. nonrecurring employee separation costs related to Delmarva employees '. ~' 

. and employee retraining costs [see Note (h)] ...... :'. ... : · ... > .. .' .. < ·;,. '· 
Charges to retained earnings related to the redemption of preferred stock, . · ':. 
· [see Note (k)] .... : .... , , , . ··.· ... , . ,.,, ....... ·:,, .. :' ........... '..; .. •· . , . 

Charge to expense to eliminate unearned income [see Note °{m)] .. : ...... :· 
·charge to expense· for Atlantic's portion of direct costs of th~ acquisition [see · 

. ,~ote (i)] .. · :: .. '.c ..... : ... , _',, '.: . ., , .· .. ·: ,· ... ~.< .; : .. J ••..•.•..• : ..•.•. : .•. : • 

';(7,280) 

,(7,7~5) 
(3,957) 

(5,~71) 

'fotaladjustment.: .. ,; ...... ~ .. ·:-'.""·:". ,_., ..... ._ .. ~ .,.,. ·.·"....... . $ ·(292,7,70) 
' ' 

' ; }>rior' to dirpin~tion, the retained earnings of Atlantic, as reported in its Form 10-Q. for the _quarter 
'· 'ended September 30, 1996, of $247,222,000 was .. .reduced by $~,454,000, which is Atlantic's after tax 

portion of the expense recogriized that was.r~lated to employee incentive plans_'[s,(<e Note.(m)] and 
$5,37},000, wh~ch is Atlanti~'s' after .fax portio~ of'di~ect costs of the a~quisition [see ,Note '(i).]. . 

- . ' . ' •.. ·. , '!' . ' •• '. • _·· 

( e) ·Adjustment to reflect the cancellation .of the De.lmarva treasury stock as a. co'ndition of the Mergers. 

I 
,,.•. 't, 

··';• ·.' 
; .' .·,' .. ·' 

··'.'<:> i ;._·, ... :'.··:. . : /. I ' 

'.·'.· 

·' 
"' 

,; ···'/ 

. ::,•· ,• _i 

' '• .. r' 



I_ 

(f) The. scheduJe below shows the calculation of the cost of acquiring Atlantit and the allocation of the 
total acquisition cost, tp: idel}.tifi~ble tangi]?le ,and ;in,t~p,gible, assets, ;and liabilities;: . . , . , 

: Cost of Acquiring Atlantic. , : ,.. · ". .. : : A,rnounts 

..... ~:, !- '.) '" · , : , : - , (Dollars.in:Thousands) 

- .Consideration to be.p~id to Atlantic's Common-Stockho.lders [see Note (c)]... .~$. 948,637 
- Add: Estimated dirt;c,:t costs qf acql!-isi~i9n,.t,o :.lJ.e, ~curi~q by D,~lmarva, .. ; ... ·. , · ,. , ?,~63 
. J.-ess: Reg~stration arid issuarice'C::9sts·.·:·;:;·,;··:,:.:._.,;, >'. '. .;,.,:.:. :_:,'. .::· ~.,. ',_: .·- .(1,750) 

-total acq~isition cost : ....... : .. -~ ........ ; ...... '.1 ••• -••• :; , ·,.· ;. ;i ·: .
1
,., ~ •• ·, $ . 955,150 

.- Less ·assets acquired:· ... --,,_,,,,,;_ .,;;. -'.< ;·-' . . . :·_,,,,,._, ::' . '· ;~-; 

, -- Electric utility plant-:-:-net:. ,; : ; · ~ . ·;· ;.,. · :, .. ; .. ;; ... :: ... :.;;_.; ':<.-~. ,: ... ~ . .- .·_.;,;,. ;, :- -'.-: $1,802,321 ·. 
·:: Investqu:mts and nonutility pr9p~rfy. ~: ....... , . : .. : ,· ; ,._- ., .. ,. :,,,. /, ., ... : ., .· ·•· .- · 230,00_0 
--·curreritasse~s. · .. ~ ._· ..... ~- .. -.-:: ... ·: ·' .-. : ... ·.: ~ .. ·~-: .... -...... .-.. ·- --- 280',991 

Deferred debits ........... · ..... · ... _ ... , .. , . ,. .· ,., ....... · . .,. , ,_ •.. _. : .... , ,: . · 361,3.88 . 

, Total a~sets acquired '(excl~ding g~~.d~ill) :·' .. : . ·. ::. . ... ·. ; .' .''. .-.· ~ : . ·"· . · ... '· .,, . $2;~74~7oo , z 

- · Acia'ii~bilities acquired: -- -.- - . . .- . · · - ·. . -- - ._- -- - :· 

"' " .:i1~ef~rt~'d: ~tock of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . $. lZQ,Q,00 

., · .:. ·- " ~~;~~~r:fa~i~:~~\: :· ::::;~;,; : :. ;~ :~~~-:):~.:-~:-;:, ::>_::~;:;~<.·:,.: _ _-.:-~·.:··:·\~_:·_·:_ :: '_:_: :'::;";":--·~ .··· .. _~ -_'. __ ,"':~;i:~~~ 
,-.,;Deferred credits and other liabilities, ... ·'·.> .... ; .. :.~ .... : .. -...... ·. ·. <.570;338 

•"' '· 
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'~
11

· total-liabilitfos ~cquired -'-'·\·,;-~ ·;_; .· .< . :ii>._.;-:\\.·.-.·'.-.:'..· .. · ::~.:';\· ~;,)1

• , .. • •.•• ·:··· -, _ - - :· ·:'$i,870,70S -

~:_'eb~ts. iricurred and liabilhies assumed in connecticmwith the-: Mergers . ·: ; . . : . 1" ·-:$' ;· 53,321 

( 'c6~1'm excess of~eJ;·a~.~et~ .. ~mvi~~~·-<:·~·:::.';O~ .. : __ :':<.·::.:i-'."·-\ : •. . -:: : ... . >_;.:·::·~ ·::. .. "'. · - $ ·~04',476 _ ,. .. 

: 'Th~ 'cu~rent_ liabilities of:AtlaP,tic 'as' Of Sept~inber 30, '1996 )hdui:led 'in' n6t asset~ :~.cqufied ·w~s 
··: 'ildju~t~g~~o reflect· transl;lcti6n~ to _be ,recorded by-Atlantic prior to th~ Mergers · ~s ·showri belbw:· 

.. , .... _-..·:· ·- -. , · .. ·"·. ·,.:·, : .. ·-··.'... , ;., ·_, .... \_;.~_"-.· _ ... ' .. -. - - _ .-· _ Asof·~.epte~berJ~,1996 
.' · · - · ~·' · · .. · · 'i " , ~ - _. .. _ :. · , - , .. , ·• · , · ' , _;'.-. ·~· ' ·(:Dollars in Thousand~) - · -

' t 1 ' J' / \' ~ ' ' • ,. • 1 •) 'I. I • " > • ' l • ~ ~ , • ' r I > , • " 

' ' Ctifrent'liabilities· of 'Atlantic as a'djl,lsted [see ~ote (s)] .' .............. ·, . ·· ·· _ , · $347;057 
, I' ·1 '.1 • • '-'1 0 0

1 ~('1,~,, 1 l ,,• '·1• -~~. , ~""'', t'~ (' • ( , ~,, •. ' ' - , '-p •~.· • . ' ' 

. Accrued lu~bil1ty'f~r'Atl~tids portion ot dµ-ect·costs of the' Mergers [see __ .,. · .. -. ; 
. Note(i)]:·/::. ;.}.'>.'!'-:-'. .J: :·:_:·):,;.''. .''. ... ; :'_. '._<.. :. '.':: :.';. ~-J:. :-; . , . : -- ·s,263~: . 

. p: .. '.Accrued'tax(benefits[see.Notes·:{i~:.i;tnd (m)],,;· .,.,;_,. ,,.:.,:.•; ,:.·:·.·, __ .,.-,;·.... '_, (4;!752),··· y 

Current liabilities a~quired'- ... : •. · .. , .... ·. ~- .. •· .. : ~· . : .· .. : .. , · .... ~ · .. : . $350,S68 ~ - ·· 

The fair- value of the utility assets of Atlantic 1s their book_ value due to the ratemaking ptocess~ Utility _ 
assets 'are recognized for ratemaking purposes . at their. book vafoes in. detenn,ining. utility 'revenue -
requfre~ents. A.cc9rdingly, the .'~cohomlc siibsfance is that _the fair .value ,of the utility assets is their 
book value. . . - ' ' . ' ' . - . . . - - ., 

Th~ estimated fair values of Atlantic's nonutilityassets is tiofsignificantly different from their carrying 
_ values as reported by Atlantic as of September: 30, 1996. : _ , . . 

(g) ·· Adjustments to record additional pension arid other postr'etlrement benefit liabilities, tot~ling $66.'1 
miJlion, as liabilities assuin~d iii the acquisition of Atlantic .. iri accordance, with Statements· of Fm~ncial . -
A.c;counting Standards (SPAS) Nos: 87 and 106. · · · . · 

(h) .Adjustment to re~ord'an estimated liability of $16~9 million, which is included in the acquisition cost;• -
for employee separation and relocation costs and facilities ·integration costs ·related to Atlantic's . 
employees al,1.d facilities and -a liability of· $11:9 million, which will· be expensed, for employee 

, separation costs related _to Delmarv".'' employees and employee retrairiing costs. The Unaudited Pr-
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Atlantic's portion of these costs: 
Decrease in retained earnings .......................... · ...... . 

. _·: ; . ~ ! 

Accrued tax benefit .............................. ·. ; .... · .. ; .. . 

Other current liabilities .................. ·. : .. : .. ' . ·. · .. ~· .'.' .. : ·. ·. 

belmarva's portion of these costs: 
Other current liabilities ........... ~ ........................ . 

r. 

$(5,371) 

. $(2,892) 

$ 8,263 
,<'.'. 

$ 8,263 

The Unaudited Pro Forma Combined Statements of Income for the nine months ended Septe,mber 
.30, 1996 and twelve months erided December 31, 1995 ~o notrefleet Atlat).tic's portion of the_.direct 
c9sts of the Merger_s, which are nonrecurring. . . . . . . . . . . 

G) Adjustment to reflect the. amortization of goodwill acquired ov.er forty ( 40) years. .. , .. 

(k) Adjustments to record the following issuances of preferred stock by wholly owned trust_s .of Delmarva 
and an Nlantic subsidiary and redemptions of preferred stock of Delmi;trva .and aJ1 Atia11tic; sl1bsidiary: 

'~ ~ 

Date 

. Issuances: 
· October 1, 1996 

October 3, 1996 

Redemptions: 

Dividend Rate . 

8.25% 
8.125% 

., Octqber 7,-1996· ., ............ , ................ , .......... $. 7.80 
October 16, 1996 .........•. " ............... '. ....... ; .. : : . 
October.16, 1996 ......... '·· ......... " ... ., ............... · ... . 
October 16, .1996 .... : .......... ;. ·: ..... : .............. . 

. October 16, 1996 ............... '. ....................... . 

. October 16; 1996 ....... " ............................ '. " ... . 
·October 16, 1996,,. ..... · ... , . ., .. ·:·· .. ":c.- •.· •..•••.. :···· ......... . 
· October .. 16, 1~96 .... ·' ..... · ........................ ,. ............. . 

.. October. 16, 1996 ....... · ..... .- ..................... : . : ........ '. . 
October 16, 1996 ................ ., .......... · ............ ·. 
November 8, 1996 ..................... · ............... . 
November·21, 1996 .- . : .. :·~:. : ......... : . ; · ........... ~ ... . 
December 13; 1996 ·: . . ;: .. : .. ~- ....... : .... : .... · .. : ·~:- , : . .- . · 

3.70% . 
. 4.QO%. 

4.20% 
4.28% 

·.4.56% 
: . . . 

..5.00% 
6.75% 
7.75%_. 

.· Adjustable . 
$ . 7.80 
$ 7.80. 

7.52%' 

Amount. 

$70,000,000 
70,000,000 

37,0~0,000 
. i;o13,400 

2,012,q,OO 
2,,45~,600 
2,154,000 
3,042,9qQ 
3,147,700 

16,500,000 
32,Q87,5oq 

. 965,000 
5,000,000 
4;000;000 

'15,000,000 

Also, ·duri~g. t!J,e thi.rd quartf)r of 1996, an Atlantic subsidiary redeemed $35 million of preferred stock, 
including a 7.52% Series, wl;iich increased short~term debt. · · · 
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Short-term debt was adjusted to reflect the effect of the transactions listed above. 

A summary of th.e adjustments is presented below. 
As of 

September 30, 1996 

(Dollai;s in Thousands) 

Preferred Stock: 
D~lmarva Preferred Stock to be redeemed· ... : . ; ......... · ..... : -.. -.. 

_ Delmarva Preferred Stock reclassified to Preferred Stock of Subsidiaries .. 

Adjustment to Preferred Stock ................... ; ... : .......... . 

Preferred Stock of Subsidiaries: 
Not subjectto mandatory redemption: 

Delmarva Preferred Stock reclassified ................ -...... ; .. ~ 

Subject to mandatory redemption: 
· Preferred stock to be issued ................................. · 
_Less: Atlantic subsidiary preferred stock to be redeemed .......... _ .. 

Adjustment ...................... _ ................. _ ........ . 

Paid-in-Capital: 
Amounts transferred to Retained Earnings ....................... . 

·_Retained Earnings: ·- -
Estimated fees to redeem preferred ~tock ... · ... : . ~ .. · ............. . 
Other costs to redeem preferred stock ....... ·. :.' ....... : : '. ........ ; 

Adjustment to Retained Earnings .................... :' . ........ . 

· Unamortized Debt Expense: 
Issuance costs bf wholly owned trust preferred securities .. -: ............ . 

Short-Term Debt: 
Net decrease .as of September 30, 1996 

Accounts Payable: 
Fees to be paid ............................................ . 

($ 78,383) 
(89,702) 

$(168,085) 

$ 89,702 

$ 140,000 
(46,050) 

$ 93,950 

$ 399 

$ (1,333) 
(6,432) 

$ . (7;765) ' 

$ 4,656 

$ (4,146) 

$ 600 

On October 3, 1996, Delmarva's wholly own~d trust ("Delmarva Power Financing I"), formed for the 
purpose of issuing securities, issued $70 million of 8.125% preferred capital securities with ·a liquidation 
amount of $25 pei: preferred capital security. Delmarva's trust invested the proceeds in 8.125% subordi
nated debentures issued by Delmarva which are due on September 30, 2036 and may be redeemed in 
whole or in part on or after September 30, 2001. The preferred capital securities issued by the trust are 
subject fo redemption upon repayment of the subordinated debentures. If (1) the ti:ust becomes subject to 
federal income taxation, (2) interest paid on the debentures is no longer deductible for federal income tax 
purposes, or (3) the trust is required to be registered under the Investment Company Act of 1940, the 
debentures and preferred stock may be redeemed, or the trust may be terminated and the debentures may 
be distributed to holders of the preferred capital securities. · ' 

Distributions from the trust to holders of the preferred capital securities are payable quarterly at 8.125%. 
Delmarva may defer interest payments on the subordinated debentures for up to 20 consecutive quarters. 
If interest payments are deferred, distributions on the preferred capital securities are also deferred and 
Delmarva would not be permitted to (1) declare or pay dividends on any of its capital stock, or (2) make 
any payment of principal, interest or premium on debt, or reacquire debt, that is pari passu with or junior 
to the subordinated debentures. Interest and distributions continue to accrue, compounded quarterly, 
during a deferral period. 
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• On October 1, 1996, ACE's newly formed business trust ("Atlantic Capital I"), issued $70 million of 8.25% 
Cumulative Quarterly Income Preferred Securities ("QUIPS") with a stated liquidation preference of $25 
each. The trust, established for the purpose of issuing the QUIPS, invested the proceeds in 8.25% Junior 
Subordinated Deferrable Interest Debentures ("QUIDS") issued by ACE. The QUIDS mature on 
October 1, 2026, a date which may be extended not later than October 1, 2045, if certain conditions are 
met. On or after October 1, 2001, the QUIDS are redeemable in whole or in part at ACE's option. The 
QUIPS are subject to redemption upon repayment of the QUIDS. If (1) the trust becomes subject to 
federal income taxation, (2) interest paid on the QUIDS is no longer deductible for federal income tax 
purposes, or (3) the trust is required to be registered under the Investment Company Act of 1940, then the 
QUIDS and QUIPS may be redeemed, or the trust may be terminated and the QUIPS may be distributed 
to holders of the QUIPS. 

Distributions from the trust to holders of the QUIDS are payable quarterly at 8.25%. ACE has the right to 
defer interest payments on the QUIDS for up to 20 consecutive quarters. If int.erest payments are 
deferred, distributions on the QUIPS are also deferred and ACE may not, and may not permit any 
subsidiary to (1) declare or pay dividends on ACE's capital stock, or (2) make any payment of principal, 
interest or premium on debt, or reacquire debt, that is pari passu with or junior to the QUIDS. Interest 
and distributions continue to accrue, compounded quarterly, during·a deferral period. 

(1) Adjustments to reflect the recurring effects of preferred stock issµances and redemptions and related 
changes in short-term debt as discussed in Note (k). A summary of the adjustments is presented 
below: · , · 

Dividends on Preferred Stock: 

Nine Months 
Ended 

September 30, 1996 

Year Ended 
December 31, 

1995 

(Dollars in Thousands) 

•

. ' Dividends on preferred stock to be redeemed ... .' ........... . 
Remaining Delmarva dividends on preferred stock 'reclassified to 

· preferred stock dividends of Subsidiaries ........ : ......... . 

$ (4,043) 

(3,250) 

$ (5,391) 

(4,551) 

$ (9,942) 

• 

Preferred Stock Dividend Requirements of Subsidiaries: 
Reclassified preferred dividends of Delmarva . . . . . . . . . . . . . . . . 
Dividends on Atlantic subsidiary ·preferred stock to be redeemed . . · · 
Dividends on preferred stock to be issued ........ · ... : . · ...... . 

'Adjustment . · ............ · .. · .. · ........ ·. ; ..... : . · .. ~ ..... · 

Income Taxes: 
Income tax benefit of Preferred Stock to be issued by wholly 

owned trusts . : ....... : ............. : . · ........... ; . 

Interest Expense: 
Increase in interest expense due to a net increase in short-term 

borrowings ....................................... . 
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' '$ (7,293) ' 

$ 3,250 
( 4,797) •' 
8,597 

'$ 7,050 

$ (3,612) 

$ 1,176 

$ 4,551 
(6,396) 
11,463 

$ 9,618 

$(4,927) 

$ 1,886 



(m) Adjustments to recognize a pretax expense of $6.1 million to eliminate unearned compensation costs 
payable under employee incentive plans at the time of the Mergers. The adjustments are summarized 
below: 

Decrease in retained earnings: 
Atlantic ............................................ . 
Delmarva ............................................ . 

Total decrease in retained earnings .......................... . 

Accrued tax benefit: 
Atlantic ............................................ . 
Delmarva .................. : ·; ....................... . 

Total decrease in accrued taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Elim.inate unearned compensation .......................... . 

As of September 30, 1996 

(Doll;us in Thousands) 

$ (3,454). 
(503) 

$ (3,957) 

$ (1,860) 
(321) 

$ (2,181) 

$ 6,138 

The Unaudited Pto Forma Combined Statements of Income for the nine months ended Septem
ber 30, 1996 and twelve months ended December 31, 1995 do not reflect the nonrecurring esti~ated 
expense of $6.1 million before taxes ($4.0 million after taxes). · 

(n) Adjustment to record additional deferred income taxes for the following temporary differences: 

Temporary Deferred 
Differences Income Taxes 

(Dollars in Thousands) 

Additional pension and other postretirement benefit liabilities 
[see Note (g)] .. · . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . $66,109 $23,138 

Liabilities for employee separation, relocatiori, and retraining costs and 
facilities integration costs [see Note (h)] . . . . . . . . . . . . . . . . . . . . . . . 28,868 

Liability for Delmarva's portion of direct acquisition costs that are 
deemed to be tax deciuctible [see Note (i)] . . . . . . . . . . . . . . . . . . . . . 1,500 

Total deferred income taxes . ·. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

10,551 

685 

$34,374 

In accordance with SPAS No. 109, deferred income taxes were not recorded on goodwill for which the 
amortization is not deductible for tax purposes. 

( o) Adjustment to present earnings applicable to the Class A Common Stock. The Class A· Common 
Stock is intended to reflect the growth prospects and regulatory environment of Atlantic's regulated 
electric utility business. When the Mergers are consummated, the shares of Class A Common Stock 
received by holders of Atlantic Common Stock will represent, in aggregate, a 30% interest in any 
earnings of Atlantic's regulated electric utility business in excess of $40 million per year. 
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, The calculation ·of.the pr,o forma· earnings .applicable to. the ·Class, A' Common', Stocki& the nine 
· months ended:Septeinbei 30, 1996 and the year ended December 31;:1995.is.shown below: · 

•,·:·. 

) •.. · 

. Atlantic' City Electric Company (ACE) and 
· .. 1. Supsidiary In~9me .Av~il~ble for Common 

. \Stockholders. as reported in Forms 10-Q and : 
. ··:~'io~K ''. .. .'. : ... ·: ;-. .............. :· .: .. : .. 

•: ACE's portion of·adjustments reg~rding 
. preferred stdck issu~nces and redemptions and 

· · . . . . ·.·related changes.in. short-tenh debt· [see Note· 
''\ (!)]: ' ' . . . 

'.."' 't' :· 

'· ·· · Nfoe M'oiiths ~ • 
Ended · · 

. ·A . . 

September 30, 
1996 . 

. YearEnded 
December ~1, 1995. 

(Dollars in Thousands) 

$59,915 

·1' 

'" ·.,;!·,,,.,. 

.. .', ,~,_ . : " .. 
. . 

·:$84'125':•,, . . :," 
' ' ... . '... ' - . ·. -,, ·:: ~ ~ ' ' .. 

\, .. 

.·;. : •, ";.f' 

".~ :_~Decrease .in· diviQenO~ · ~n· ·piefeifed stock ·of .: · 
' subsidiaries ; ...... ~ .... · ... : ... •' :- ~· .. ·.·.<. . . . 466 621 . ' 

·Decrease in income taxes' .. ·~".:·.'. ... " .... "· . .' ·· •·· 1,749 '".'' .. · ., ·;:: 2;44f'". 
. Irtcrease :iii foterest eip'~tise ; ·: ;-. ... ·. :·;.~ > ........ ·. ' _<::: ~~6.5\:.··~:'.:'. < '(i,io5)\, ! 

.. ACE. and :subsidiary balance: available for ·~ . . 
1

, • ' • , ' • • " • 

Common Stockholders~as adjusted , . , . ·. . . . · $61,465, ·· · $85,?8Ll-
Add:· NetLo~ses. pf Nonutility :Aetivities. 

Specifically .. Excluded .• ... ; ·,· .. ;" .. , .. : .. : ; ... , 
Less: Fixed Amount of. $40 niillion per year ... •.:·: 

466 
· (3o;ooo). 

. ·'. 120 
· (4Q;OQQ). .:. . Subt~tal .. > .. ,···~ ..... :< . , ..... .' ... : ~ ..... ; . : 

'Percentage.~pplicableto (~lass A .Common Stock' · , . 

Eamings.Applicab~e-to 9ass A Common Stock:.· 

$31,931' .. 
\, ·30%::· 

$ 9579 ' 

v. $46;l04 
'··. '30% 

.. $13,'831 - ' .. , 

(p) · Adj~stments to decrease the wei~hted a~erage number of Co~~m Stock 'sha~es •. outstandi~g based mi 
· :tJ:ie · ~onversiort ratio of 0;75· to 1 of Company Commpn Stock te> be issued to holders of Atlantic . 
· Common Stock C1.nd. reflect the'issuance of Class A Conirilon Stock shar,es fo. holders· of Atlantic' 

.. Common Stock.' The ni11µber of shares of Company Gommon Stock and Class. A Common· Stock' 
• · estimated to b6.1ssueq tci°·holdeis of Atiantic Common Stock; fot. the acquisition .:wen~ deemed to be 

•'issued and .outstanding.for 'the entire peiiod. ' ':- ' ' '· . . . ' . . . ' ' . : .. 
' ~ " .. . . 

( q), Tiie Merger:Agreement provid~s, subject 'to certain c6nditi9rts, that the· dividt:'.nds declared and 'p.aid · 
on the Class A Common Stock will be main,tained at a level of $~.20 per shai:e per annum fr9m the. 
.Effective Date:untiphe earlier of July,i, 2001 or the end of the twelfth calendar.quarter following the 
calendar quartef'iri which the Effective Date occms. Thereafter, it is the intention of the Company,.~ 

. subject to certain conditions, to pay annual 'dividends. on the Class. A ConnliQ,n Stock in an aggregate . 
amount' {induding the amount ~reciited to the Intergroup Int~rest as provided. in the Company 

· Charter) equal to 90% of the Company Net 'Income Attributable fo the Atlantic U.tility Group. The 
·Merger Agreement further provides~ that if anµ to the extent tpat the. annual dividends paid on the . 
-Class-.A Common Stock. during the li:titial Period (including the aforesaid amount) shall have 
exceeded· 100% of Company Net Income Attributable to the Atlantic Utility Group during such 

. ·period, the Co.mpi:lny Board may consider such fact in determining the appropriate ·annual dividend 
rate ,on the Class ·.fl. Crn:nmon Stock following the Initi_al Period. ·· · · · 

The pro form~ Class A Common Stock dividends per share exceed the pro forma Class A Common · 
Stock earnings per share for the nine months ended S~ptember 30, 1996 artd twelve months. ended 
December 31, 1995. · ·· · 
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(r) The 1935:Act may require the Company to divest its gas utility operations and.nonutility operations. 
However, in the·opinion ofmanagement, divestiture is not expected. The schedule below provides the 
pro forma revenues, operating income and identifiable assets of the Company for the nine months 
ended September 30, 1996 a,nd twelve months ended December 31, 1995. 

Gas Qperations: .. 
Revenues ............................. · ....... . 
Operating income ......... , ............. .' ..... . 
Identifiable assets ............................ , .. 

Nonutility Operations: 
Revenues .......................... · .' ...... : · ... . 
Operating income ............................. . 
Identifiable assets ..................... · . · . ·.:: .... . 

Nine Months 
Ended Year Ended 

September 30, 1996 December 31, 1995 

(Dollars in Thousands) 

$ 82,1,64 
11,292. 

197,205 

52,767 
3,629 

392,414 

, .. 
.. t· 

$ ·9s,441 
.'12,492 
189,339 

:68,967 
'. .~,391 

., '· " . 364;830 

( s) As necessary for fair presentation of the pro fo;ma finandal statements, a.mounts previo~s.ly reported 
by Atlaqtic and Delmarva. haye been reclassified for consistf{.ncy of presentation. "The· following 
schedules show the amounts reclassified. · · · · · · · ' 

.\ . 

. ' ~ ·' ~ ' 

•' "• 

'".1:. "1 • ,.,. 

; ·11. 

.•." 

,. 
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DELMARVA POWER & :LIGHT COMPANY· 

CQNSOLIDATED BALANCE SHEET 
: . ~ . . . . . '• . . . 

• .· ~E)ffEM)JER, 3Q, 1.99.l; 
(Dollars .in Thousands) 
· ·. " (ynaudi~.ed) ·.' · 

ASSETS 
-. ' ~.; .. 

~ '· '' 
Ri;por;ted Reclass Adjus!ed 

Amount Amount . _Adjustments 

. · Utiiity Pfa.nt, At Cost· · · 

. ~2'.::~:: :?I?:'::::::;:::::::::::,::,:· $3,~!~'.~t 
>'.:i~s~: Accu~uiateci depreciation.· .. :';: .... : .. :.: ... ,'... . f'.~~~'.~~~. 
::Netutility plant:in,.sehrice .. ·. ;·'::.-,; ......... , ...... , · · 2,111;397-
': Construction work-in~progress :._. ·. \ .' ...... :· . ; ... '. -.·.; " · · 99,008 
i .·Leased property, net.:· .... _':_. ... : .. ' ... , ..... : . . . . . 32,729 
· Cost in excess of net ass¢ts acquired, net . . · . . . . . . . . . . . 

}• r· ·:· ·,:\ 2,243,134 

$(11,608)(i)(2)'., $2;944,454 
~ . . . . '219,916 

(2,806)(2) ' 1~3,430 

'(8,0,414)' ' ' ·3,297,800 
(3,124)(2),. ' 1,263,693 

(77,29..o) · . .2,034,io1 
·' •. c: .. '99,008 • 

1;300. (2) 34,029 
7~,990(1),,: ··"' 75,99Q, 

'0.' 2,243,134 
-~-~i;ivestments and:;N"~~ritj,l,ity Pro~erfy; · . . . _.· ·. . · . 

, ·"Investment fa: leveraged leases.; .. · ...... ~ : ... ~- .,. ... · , .. 
. ' ~ . '. ·- ' : ' ,,-::: ",',. 

·:·I -

. 47;306 
34,662 
60,331 

- ',Funds held by tru~tee . : ... ·,. : ·. . : ..... -.. , . . . . . . .· 
· :. Otlier ·investments and nonutility property, net. · .. · .. : ... · 

·, .. :·· . > · .. '·. 

Curr_ent Assets . , . .- .. . _. . , . 
... Cash and c;ash eqµiva1e11ts .. "\. '.; · ......... ·• .. : ., . ; . 

A.ccounts receivable: ·~- · ·. · ' , " .... _, · · ,. : 

. :. ·~ ~-g{~~~~~r·s·: : ':: '.<'.·_~:'-: ': : : : .:::·'. ~: ':_;: : : : : : : : : : : : : : :": '.- _ 
:Deterred energy costs .. '. ............ :~ .......... : . 

· . - .. Inventories; at average cost: r;'1,;. ··•. . . . 

• · '. ' :Fuel (coal, oiJ, arid- gas) .... :·~. : : · ............... . 
.,,. . . Materials atict.:sup·plieS ... · .. '.-.': .:··. 1

• •• • ............ ' •••• 

· ;','P~epayments .: -.-::: ...... -::. <'. :-. ..... ; ... : .. : . . ·:., 
·.:.., ~·· 

·'' Defe~~ed Charges ·an:d ~ther Asset~·,, . , . 
, Deferred· re.coverable income t~es , .... , .......... . 
· ·. ··•;Deferred debt refinancing costs .. . -. . . . . . . . : . . : . : : . : 
:i O.tlier regulatory ~ssets' .... --~~~<·~· . .' .. :· ..... ~ .... :. 

. · ... Pt,epaid pension cosL ...... ·.c. ,.~ ................. . 
· · · Urial)lortized debt expense , : .. :, . · .... , · ........... . 
·<·:other .... )'; :::"~.;· ........ :-. . ., ........•.... ._ .. . 

Total,Assets ..... ;·:~-:~: ._.: ... ... ~:, .. ; ... ; ....... · ... . 
~ • • • • '. ·'. 1' 1 ' ! t ~-( .. '· ' ,. ' . 

47;306 ' ' 
34,662 
60,331 

-·.· 3 ·~~ • - i·:)' . 

', ·142 299 
'' ' 0 ·. '·'' ---

. 142,299 
' ~ ... 
·.:is 280 

" ' ;,,_,, .. 
28,280· 

'110,881 
24,219· 
19,041 ': 

.,_, 
' ~ ; ·' - ' ' : '1'10,881 . 

'"24,219' ' . 
.., . ··:W,041:-

" 
31,724 
35,868' 
' 9,277 

259,290' 

140,983 
· 22;orn .. 

27,458 
11,776 
51,153 

253,388 

$2,898,111 

·' 

$ 

'', ..:_ .. • 
.-'_\". 

0 

~ ~ :, I. 

- '1' .. 
" -' ;· 

31,406 (3)' 
:----T'' 

(31,406)(3) 

0 

0 

..,· .. 31;724·. 
. : '35;~68 

9;277 

259'290 ' . 

· · '·140·9s3 · · 
' ' ' ' . :. ' ' 22,018 

' 31406 
·21'.458 
11,776 

'19,747, 

253;388 

$2,898;111 

· The accompanying Notes to Consolidated Financial Statements are an integra1part of this statement, 
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ATLANTIC ENERGY, INC. 

CONSOLIDATED BALANCE SHEET 

SEPTEMBER 30, 1996 
(Dollars in Thousands) 

(Unaudited) 

ASSETS 

Electric ~tility plant . 
In service ................... · ............... . 

Less: Accumulated depreciation ................. . 
Net utility plant in service ...................... . 
Construction work-in-progress ................... . 
Land held for future µse ....................... . 
Leased property, net .......................... . 

Investments and Nonutility Property 
Investment in leveraged leases ................... . 
Funds held by trustee ......................... . 
Nonutility property and equipment-net ............ . 
Other investments ........................... . 

Current Assets 
Cash and cash equivalents ...................... . 
Accounts receivable: 

Utility service ............................. . 
Miscellaneous ............. · ................ . 
Allowance for doubtful accounts ............... . 

Unbilled revenues ................... : ....... . 
Deferred energy costs . . . . . ·. . . . . . . . . . . . . . . . . . . . . 
Inventories, at average cost: 

Fuel (coal, oil, and gas) ...................... . 
Materials and supplies ....................... . 

Working funds .............................. . 
Prepaid excise taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Otlier .................... · ................ . 

Deferred Charges and Other Assets 
Unrecovered purchased power costs .............. . 
Deferred recoverable income taxes ............... . 
Unrecovered state exeise taxes ................ , .. 
Deferred debt refinancing costs .................. . 
Other regulatory assets ........................ . 
Prepaid pension cost .......................... . 
Unamortized debt expense ......... ; ........... . 
Other .................................... . 

Total Assets .................................. . 

Reported 
Amount 

$2,492,081 
2,492,081 

853,134 
1,638,947 

120,075 
5,604 

37,695 
1,802,321 

79,500 
68,946 
32,024 
49,530 

230,000 

14,627 

73,762 
26;189 
(3,500) 
38,204 
33,568 

24,000 
24,801 
15,729 
29,160 
11,719 

288,259 

87,507 
85,858 
57,104 
36,445 
59,237 

32,950 
359,101 

$2,679,681 

Reclass 
Adjustments 

$ 5,604 ( 4) 
5,604 

5,604 

(5,604)(4) 

0 

32,024) 6 12,645 ~5j 
(19,379 5 (6) 

0 

473 (7) 

. 34,704 (8) 

3,500 ~8~ 
(38,204) 8 

15,256 ?~ 
(15,729) 7. 

-
(7,268)(9) 
(7,268) 

(5,952)(10) 

7,601 ~9) 
5,952 10) 

(5,314) 11) 
2,287 

$ (4,981) 

'. 

Adjusted 
Amount 

$2,497,685 
2,497,685 

853,134 
1,644,551 

120,075 

. 37,695 
1,802,321 

79,500 
81,591 

68,909 
130,000 

15,10 

108,466 
26,189 

33,568 

24,000 
. 40,057 

29,160 
4,451 

280,991 

. 87,507 
85,858 
57,104 
30,493 
59,237 

7,601 
5,952 

27,636 
361,388 

$2,674,700 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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DELMARVA POWER & LIGHT COMPANY 

CONSOLIDATED BALANCE SHEET 

SEPTEMBER 30, 1996 
(Dollars in Thousands) 

(Unaudited) 

CAPITALIZATION AND LIABILffiES 

REPORTED RECLASS ADJUSTED 
AMOUNT ADJUSTMENTS AMOUNT 

Capitalization 
Common stock ............................... . $ 136,717 $ 136,717 
Additional paid-in capital-common stock ............ . 506,680 506,680 
.Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 299,108 299,108 

942,505 $ o. 942,505 
Treasury shares, at .cost ......................... . (5,020) (5,020) 
Unearned compensation ......................... . (824) (824) 

.. Total common stockholders' equity .............. . 936,661 o. 936,661 
Preferred stock: 

Not subject to mandatory redemption ............. . 168,085 168,085 
. Long-term debt . · .............................. . 827,242 827,242 

1,931,988 0 1,931,988 

Current Liabilities · 
Short-term debt ............................... . 

•

. · Lo~g-term debt due within one year ................ . 
Variable rate demand bonds ............... : .... : .. 
Accounts payable ; ............................. . 

. 81,187 
27,244 
86,500 
50,694 

81,187 
27,244 
86,500 
50,694 

• 

. Taxes accrued ................................. . 12,396 
Interest accrued ............................... . 21,336 
Dividends declared . . . . . . . . . . . . . . . . . . . . . . . . . : : . . . 23,288 
Current capital lease obligation ................... . 12,456 
Deferred income taxes, net ....................... . 5,438 
Other .· ....... ~ .............................. . 31,314 

351,853 

Deferred Credits and Other Liabilities 
Deferred income taxes, net ....................... . 518,785 
Deferred investment tax credits .................... . 43,141 
Long-term capital lease obligations ................. . 21,711 
Other ..... : .............. · .................... . 30,633 

614,270 

Total Capitalization and Liabilities $2,898,111 

0 

0 

$ 0 

12,396 
21,336 
23,288 
,12,456 

5,438 
31,314 

351,853 

518,785 
43,141 
21,711 
30,633 

614,270 

$2,898,111 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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; ATLANTIC ENERGY, INC. 

CONSOLIDATED BALANCE SHEET 

SEPTEMBER 30, 1996 
. ' 

(Dollars .in Thousands) 
(Unaudited) 

CAPITALIZATION AND LIABILITIES 

Capitalization 
Common stock ............................ . 
Re:tained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . , 

Unearned compensation ..... , ................ . 

Total common stockholders' equity ........... . 
Preferred stock: 

Not subject to mandatory redemption .......... . 
Subject to mandatory redemption ............. . 

Long-term debt ............................ . 

Current Liabilities 
Short-term debt ............................ . 
Cumulative preferred stock redemption requirement .. 
Long-term debt due within one year ............. . 

. Accounts payable ......................... ~ .. . 
Taxes accrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . · 
Interest accrued ............................. . 
Dividends declared ..................... : ... . 

. Current capital lease obligation ................ . 
Accrued employee separation costs .............. . 
Deferred income taxes, net .................... . 
Other ................ ~ .................. . 

Deferred Credits and Other Liabilities 
Deferred income taxes, net .................... . 
Deferred investment tax credits . . . . . . . . . . . . . . . . . · 
Long-term capital" lease obligations .............. . 
Postretirement obligations ................. , .. . 
Other ...........................•........ 

Total Capitalization and Liabilities ............... . 

REPORTED 
AMOUNT 

$ 565,598 
247,222 

812,820 

812,820 

30,000 
90,000 

829,799 

1,762,619 

87,700 
10,000 
74,100 
55,359 
40,159 
17,186 
22,598 

2,683 
2,438 

34,501 

346,724 . 

428,309 l. 

47,211· 
37,006 

57,812 

570,338 

$2,679,681 . 

RECLASS 
ADJUSTMENTS 

$ 0 
(5,314)(11) 

(5,314) 

-

(5,314) 

688 (12) 
(2,683)(12) 

ADJUSTED 
AMOUNT 

$ 565,598 
247,222 

. '812,820 
(5,314) 

807,506 

30,000 
90,000 

829,799 

1;757,305 

87,700 
•.. 10,000 

74,100 
55,359 
40,159 
17,186 
22;598 

688 

2,438 
2,328 (9)(12) 36,829 

333 347,057 
---

31,581 (13) 
(31,581)(13) 

0 

$ (4,981) 

428,309 
47,211 
37,006 
31,581 
26,231 

570,338 

. $2,674,700 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 

132 

• 



• DELMARVA POWER & LIGHT COMPANY 

CONSOLIDATED STATEMENT OFINCOME 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1996 
(Dollars in Thousands, Except Per Share Amounts) 

(Unaudited) 

Reported 
. Amount 

Operating Revenues 
· · Electric ............................. · .... , ......... . 
,::Gas ............... · ..... ·., ....... · .................. . 

$752,415 
82,164 

834,579 

Operating Expenses 
Electric fuel and purchased energy . . . . , . . . . . . . . . , . . . . . . . . 

· Gas purchased ............. · .. · ................ , ....... . 
Purchased electric capacity . · ........................... . 
Operation and maintenance · ......... · ........... ; ..... , . 

244,593 
43,844· 
25,147' .· 

191,449 '· 
Depreciation .... · ...... :· ................... , ....... . 

. ··Income taxes ............... ,., .... · .... · ......... , ...... , 
91,435 
62,547 

·Other taxes .......................................... . 32,218 

691,233 

Operating Income .................................... . 143,346 

Other Income· and Expense 
NonutilitY subsidiaries 

'Revenues and gains· ....................... , ......... . 42,194 
Expenses .... · ..................................... '· .. (39,105) 

Net earnings of nonutility subsidiaries . , ... : .......... . 
. Allowance for equity funds used during ·construction .......... . 

3;089 
774 

Other income, net of income taxes ...................... . (1,202) 

'2,661 

Income Before Interest Charges ........................... . 146,007 

interest Charges 
Interest expense ....... ' .... ·· .......... ~ .. · ... .' ..... , · .. ; . 53,589 

· .· Allowance for borrowed funds used during construction ....... . (2,085) 

51,504 

Net Jncome ........ ;· ....... · .. · ......................... . 94,503 
Dividends on preferred ·stock ... · ......................... . 7,293 

Ear11ings Applicable to Common Stock_. ...... · .............. . '$ .87,210 

Common Stock 
·. Average shares outstanding (000) ....................... . 60,709 

Earnings per average share ............................ . $1.44 
· Dividends declared ................................. . $1.155 

Reclass Adjusted 
Adjustments Amount 

. $752,415 
82,164 

$0 834;579 

244,.593 
-43,844 
25,147 

191,449 
·91,435 
6'2,547 
32,218 

.o 691,2~3 

0 143,346 

42,194 
. (39,105) 

o· . 3,089 
774 

(1,202) 

0 ::.i 2,661 

.o 146,007 

53;589 
(2,085) 

0. 51,504 

94,503 
7,293 

$0 ,' $ .87,210 

60,709 
$1.44 

$1.155 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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ATLANTIC ENERGY, INC. 

CONSOLIDATED STATEMENT OF INCOME 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1996 
(Dollars in Thousands, Except Per Share Amounts) 

(Unaudited) 

Reported Reclass 
Amount Adjustments 

Operating Revenues 
Electric . . . . . . . . . . . . . ; ·.. . . . . . . . . . . . . . . . . . . . . . . . . . $75~,968 

752,968 $ 0 

Operating Expenses 
Electric fuel and purchased energy ................... . 171,648 

· Purchased electric capacity .................. , ...... . 146,877 
Operation and.maintenance ..................... , .. . 143,054 
Depreciation and. amortization ...... , ............... . 60,490 
State excise taxes ................................. . 80,391 
Federal income taxes · ............................. . 30,842 
Other taxes . . . . . . . . . ·. . . . . . . . . . . . , . . . . . . . . . . . , . . . ,7,656 

640,958 0 

Qperating Incoine ................................. . 112,010 0 

Other Income and Expense 
Nonutility subsidiaries 

Revenues and gains ............................ . 10,573 (14) . 
Expenses ............... , ..................... . (10,033)(14). 

Net earnings of nonutility subsidiaries .............. . 540 
. ·Allowance for equity funds used during construction .· ..... . 697 
· Other income, net of income taxes .......... • ..... : ... . 2,603 (540)(14) 

3,300 0 

Income Before Interest Charges ....................... . 115,310 0 

Interest Charges 
Interest expense ................................. . 49,303 
Allowance for borrowed funds used during construction .... . (820) 

. 48,483· 0 

Less preferred stock dividend requirements of subsidiary ..... . 8,475 

Net Income ...................................... . $ 58,352 $ 0 

Common Stock 
Average shares outstanding (000) .................... . 52,702 
Earnings per average share ......................... . $1.11 

. - Dividends declared . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1:155 

Adjusted. 
Amount 

$752,968 

752,968 

171,648 
146,877 

.. 143,054 
60,490 
80,391 
30,842 

7,656 

640,958 

112,010 

10,57. 
(10,033 

540 
697 

2,063 

3,300 

115,310 

49,303 
'. (820) 

48,483 

8,475 

$ 58,352 

52,702 
$1.11 

$1.155 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement . 
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DELMARVA POWER & LIGHT COMPANY 

CONSOLIDATED STATEMENT OF INCOME 

FOR THE YEAR ENDED DECEMBER 31, 1995 
(Dollars in Thousands, Except Per Share Amounts) 

Reported Reclass 
Amount Adjustments 

Operating Revenues 
Electric . . . . . . -. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . · . . . $899,662 
Gas ............. : ... ; ...... , ............ ~ .... . 95,441 

995,103 $ 0 

Operating Expenses 
Electric fuel and purchased energy ................... . 267,885 
Gas purchased ..... .- ............................ . 48,615 
Purchased electric capacity ......................... . 29,116(15) 
Operation and maintenance ........................ . 275,165 (29,116)(15) 
Depreciation ................................... . 113,022 
Income taxes ..... : .... -............. -............ . 73,561 
Other taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,449 

816,697 0 

Operating Income .......................... , ...... . 178,406 0 

Other Income and Expense 
Nomitility subsidiaries 

Revenues and gains ............................ . 52,042 
Expenses _ .................................... . (47,896) 

Net earnings of nonutility subsidiaries .............. . 4,146 
Allowance for equity funds used during construction . : .... . 708 
Other income, net of income taxes · .............. : .... . 557 

5,411 0 

Income Before Interest Charges ....................... . 183,817 ·o 
hiterest Charges 

Interest expense ................................. : 68,395 
Allowance for borrowed funds used during construction .... . (2,066) 

66,329 0 

Net Income ......... : . . ·: . .................. -...... . '117,488 . 0 
Dividends on preferred stoc;:_k ......................... . 9,942 

Earnings Applicable to Common Stock ... ; .............. . $107,546 $ 0 

Common Stock 
Average shares outstanding (000) .................... . 60,217 
Earnings per average share ....................... -.. . $1.79 
Dividends declared ............................... . $1.54 

Adjusted 
Amount 

$899,662 
95,441 

995,103 

267,885 
. 48,615 
29,116 

246,049 
113,022 
73,561 
38,449 

.816,697 

178,406 

- 52,042 
- (47,896) 

4,146 
.. 708 

557 

5,411 

183,817 

68,395 
- (2,066) 

66,329 

117,488 
9,942 

$107,546 

60,217 
$1.79 
$1.54 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement . 
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ATLANTIC ENERGY, INC. · 

CONSOLIDATED STATEMENT OF INCOME 

FOR THE YEAR ENDED DECEMBER 31, 1995 
(Dollars in Thousands, Except Per Share Amounts) 

Reported Reclass Adjusted 

Operating Revenues 
Electric ........................................... . 

Operating Expenses 
Electric fuel and purchased energy . . . . . . . . . . . . . . . . . . . . . . . 
Purchased electric capacity ...... : ..................... . 
Operation and maintenance ........................... . 
Depreciation and amortization ......................... . 
State excise. taxes .................................. : .. 
Federal income taxes ................................. . 
Other taxes . . . . . . . . . . · . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Operating Income .................................... . 

Other Income and Expense 
Nonutility subsidiaries 

Revenues and gains ....... ; ....................... . 

Amount Adjustments Amount 

$953,137 

953,137 $ 

191,766 
190,570 
186,439 
78,461 

102,811 
45,876 

8,677 

804,600 

148,537 

0 

0 

0 

$953,137 

953,137 

191,766 
190,570 
186,439 
78,461 

102,811 
45,876 
8,677 

804,600 

148,537 

6,925 (14) 6,925 

• 

Expenses ....................................... . 

Net earnings of nonutility subsidiaries ............. , .. . 
Allowance for equity funds used during construction ......... . 

(7,680)(14) (7,680. 
(755) (755 

817 817 
Other income, net of income taxes ............. · ......... . 8,241 755 (14) 8,996 

9;058 ·o 9,058 
. . 

In.come Before Interest Charges ............. ~ .. ~ ....... '. .. 157,595 0 157,595 

Interest Charges 
Interest expense , .................................... . 62,879 62,879 
Allowance for borrowed funds used during construction ....... . . (1,679) (1,679) 

61,200 0 61,200 

Less preferred stock dividend requirements of subsidiary ......... . 14,627 14,627 

Net Income ........................... · .. ~ ..... ·. · .. ·: . ; .. $ 81,768 $ 0 $ 81,768 

Common Stock . 
Average shares outstanding (000) ....................... . 
Earnings per average share ............................ . 

54,815 52,815 
$1.55 $1.55 

Dividends declared ................................. . $1.54 $1.54 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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• 

• 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) Transfer goodwill from Electric plant to "Cost in excess Of net assets acquired, net." 

(2) Transfer capital leases, net to "Leased property, net." 

(3) Transfer regulfitory assets from "Other" to ~':Other regulatory assets."_ 

( 4) Transfer "Land held for future use" to "Electric utility plant in service."_ 
--

(5) Transfer $12,645 for Investment in Bond Escrow Trust from "Other investments" to "Funds_ held by 
trustee." 

(6), Tr,ansfer "Nonutility property and equipment-net" to "Other investm~nts." 
- . -

(7) Trai:J.s~e_r '',Working funds" to "Cash" and to :"Materials & supplies", as-appropriate. 

(~) Transfer_ .'.'1Jnbilled revenue~" and "Allowance for doubtftil 'accounts" to, ''.Account~ ~eceivable 
Utility seiyice." -. 

_- (9) Transfer prepaid pension cost to _a· separate line . 

. (10) Transfer unamortized debt ~cists- from "Deferred debt refinancing ·costs" to '_'Uu'amortized' debt 
·expense;" - - · ; -' - - - · · "' 

(11) Transfer unearned compensation from other deferred debits to a separate deduction from common· 
equity. 

(12) Transfer ''.Accrued employee separation costs" to "Other current liabilities" and transfer _current 
capital lease obligation from "Other current liabilities" to a separate-line. _ 

(13) Transfer other postretirement. benefits from "Other deferred credits" to _a separa~e line. 

(14) Transfer "Net earnings of nonutility subsidiaries" from "Other income" to a separate line. 

(15) Transfer purchased electric capacity from "Operation and maintenance" to a separate line . 
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To the Board of Directors and Stockholders 
Conectiv, Inc. 
Wilmington, Delaware 

We have audited the accompanying consolidated'balance sheet of Conectiv, Inc. (formerlyDS, Inc.) as 
of September 30, 1996. This consolidated financial statement is the responsibility of the Company's 
management. Our responsibility is to express an opinion on this consolidated financial statement based on 
our audit. · · 

We conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform the audit to obt~in reasonable assurance about whether the consolidated 
balance sheet is free of material misstatement. An audit .includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the consolidated balance sheet. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the 
overall consolidated balance sheet presentation. We believe that our audit provides a reasonable basis for 
our opinion. 

·' .. '. In our opinion, the. co11solidated. ·balance sheet referred. to above presents fairly, in all material 
respects, the consolidated financial position of Conectiv, Inc. as of September 30, 1996, in conformity with 
generally accepted accounting principles. · · 

COOPERS & LYBRAND L.L.P. 

2400 Eleven Penn Center 
Philadelphia, Pennsylvania 
October 1, 1996 
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CONECTIY,_ INC. 

CONSOLIDATED _BALANCE SHE_Jl;T 

SEPTEMBER .30, 1996 

- -ASSETS-: ~ "· " 

Cash· .............................. _._ . ., .... .- .... ·,-· ............. --, ... -...•........ ·-· $ 50 

LIABILITIES AND STOCKHOLDERS' EQUITY ' -- : 

Liabilities .......................... ,-......... · ............ _ . _: .-... , ...... _. , ... , __ ...... . 
Stoc~olders' equity . .- .- . _: .- ·. _ .. . 

$-

• 

• 

Comnion stock, $0,Ql par valu.e (Note .1_): , 
J,000 shares authmized; 1,000 shares issued anq outstanding .... "- -· .... ;- ·- ......... '• . . 10 

Additional paid-in capital .... , ............ , ... , ......... - ._ .. , .. • .... ·. ,_, ...... ,-., ........ _., ... .- -40 

, ... 

Total liabilities and stockholders' equity ; . , ... · ...... : .: . , ... : .. : ......... <-· . -. $- 50 
' \_ .•'" 

The accompanying note is ~n integr~l pa~t o~ this b~la~c~· she-ft'.., , . 

··.· 
. l 't- • J • • • • 

••.: ' .. 
'· 

. .. •' l '· . 

. ' . " ;,· 

. . ! 
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CONECTrv, INC. 

NOTE TO CONSOLIDATED FINANCIAL STATEMENT 

SEPTEMBER 30, .1996 

1. Formation and Organization (information subsequent to October 1, 1996 is unaudited) 

Conectiv, Inc. (the "Company") was incorporated under the laws of the State of Delaware on 
August 8, 1996 as DS, Inc. with 50% of its outstanding $0.01 par value common stock owned by Delmarva 
Power & Light Company ("Delmarva") and 50% owned by Atlantic Energy, Inc. ("Atlantic"). DS, Inc.'s 
name was changed to Conectiv, Inc. on, December ,24, 1Q9.6. 

Delmarva and Atlantic entered into the Merger Agreement, dated as of August 9, 1996 and amended 
and restated as of December 26, 1996, providing for a business combination of Delmarva and Atlantic as 
peer firms in a merger of equals (the "Transaction"). As a restilt 1of the Transaction, the Company will 
become the parent company of Delmarva and its direct and indirect subsidiaries :and the direct and indirect 
subsidiaries of Atlantic, including Atlantic City .Electric Company, which currently is Atlantic's regulated 
utility subsidiary. The Compariy will be a holding company registered under .tlie. Public Utility Holding 
Company Act of 1935, as amended. The Transaction is expected to close shortly after all of the conditions 
to the consummation of the Transaction, including obtaining applicable regulatory approvals, are met or 
waived. The regulatory ·approval process is expected to ta:ke approximately ti2 to 18 months from the date 
of the Merger Agreement. 

Under the terms of the Merger Agreement, the Company's subsidiary, DS Sub, Inc., will be merged 
with and into Delmarva with Delmarva being the surviving corporation in the merger (the "Delmarva 
Merger"). Simultaneously, Atlantic will be merged with and into the Company with the Company being the 
surviving corporation in the merger (the "Atlantic Merger"). Each share of the Company Common Stoc 
issued and outstanding immediately prior to the effective time of the Mergers will be canceled, and n 
consideration shall be delivered in exchange for such stock. 

Each outstanding share of Delmarva Commpn Stock, par value $2.25 per share, will be exchanged for 
one share of the Company Common Stock, par value $0.01 per share. Each share of Atlantic Common 
Stock will be exchanged for 0.75 of one share of the Company Common Stock and 0.125 of one share of 
Class A Corrimon Stock, par value $0.01 per share. [For more information, see Note (a) of the Notes To 
Unaudited Pro Forma Combined Financial Statements.] 

•, 

The corporate headquarters of the Company will be located in Wilmington, Delaware, with a 

• 

significant presence in New Jersey. The Board of Directors of the Company after the Mergers will consist 
of 18 directors, ten of whom will be nominated by Delmarva and eight of whom will be nominated by. 
Atlantic. 
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SELECTED INFORMATION CONCERNING DELMARVA AND ATLANTIC 

The following is a brief description of Delmmva and Atlantic and their respective businesses. This 
information does not purport to be complete. For information that is complete in all material respects, the 
reader should refer to the additional information contained in the Delmarva 1995 Form 10-K, Delmarva 1996 
Forms 10-Q and Atlantic 1995 Form 10-K and Atlantic 1996 Forms.10-Q which are incorporated herein by 
reference. See ''Incorporation by Reference. " 

Business of Delmarva 

Delmarva is predominantly a public utility that provides electric and gas service. Delmarva provides 
electric service to approximately 437,500 retail and wholesale customers in an area encompassing about 
6,000 square miles in Delaware, ten primarily Eastern Shore counties in Maryland, and .the Eastern Shore 
area of Virginia. Delmarva provides gas service to approximately 98,000 retail and transportation custom
ers in an area consisting of about 275 square miles in northern Delaware, including the City of Wilmington. 

Delmarva's wholly owned subsidiaries are engaged in nonutility activities and represent approximately 
4% of the consolidated book value of .Delmarva and its subsidiaries as of June 30, 1996. The direct 
subsidiaries include Delmarva Energy Company, Delmarva Industries, Inc., Delniarva Services Company, 
Delmarva Capital Investments, Inc. and Service Confidence, Inc. For more information on the subsidiaries, 
see the Delmar\ra 1995 Form 10-K, which is incorporated herein by reference . 

. Information concerning the names, ·ages, positions and business experiences of the executive officers 
and directors of Delmarva, along with additional information, ·including executive compensation, security 
ownership of certain benefidal owners and management, and certain relationships and related transactions 
is incorporated by reference herein from Items 1, 10, 11, 12 and 13 of the Delmarva 1995 Form 10-K 
(which incorporates by reference portions of Delmarva's Definitive Proxy Stateip.ent for its Annual 
Meeting of Stockholders held on May 30, 1996), 

usiness of Atlantic 

Atlantic is a public utility holding company that is exempt under Section 3(a)(l) of the 1935 Act 
pursuant to· Rule 2 thereunder. Atlantic has three· wholly owned subsidiaries; ACE, Atlantic Energy 
Enterprises, Inc., a New Jersey corporation (''ABE"), and Atlantic Energy international, Inc., a Delaware 

.corporation (''AEII"): ACE is a public utility holding compaqy that is exempt under Section 3(a)(2) of the 
.1935 Act pursuant to Rule 2 thereunder. ACE is primarily engaged in the generation, transmission, 

distribution and sale of electric energy to over _473,000 customers in an area consisting of 2,700 square 
miles in.southern New Jersey. ACE is Atlantic's principal subsidiary. 

ABE is a holding toinpany that manages investm:erits in several nonutility subsidiaries, including 
Atlantic Generation, Inc., Atlantic Southern Properties, Inc., ATE Investment, Inc., Atlantic Thermal 
Systems, Inc., CoastalComm,Jnc. and Atlantic Energy Technology, Inc. For more information about these 
subsidiaries, see the Atlantic 1995 Form 10-K, which is incorporated herein by reference. AEII was formed 
in July; 1996 to provide utility consulting services and equipment sales to international markets. · 

Information about the names, ages, positions and business experience of the executive officers and 
directors of Atlantic, along )Vlth adclitional information, includil.lg executive coll}.pensation, security o)Vner
ship of certain beneficial owners and management, and certain relationships and .related transactions is 
incorporated by reference herein from Items 1, 10, 11, 12 and 13 of Atlantic's 1995 Form 10-K (which 
incorporates by reference poi:tions of its Defi11itive Proxy _Statement for its 1996 Annual Meeting of 
Stockholders held on April 24, -1996). · 
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Prior Relationship Between Delmarva and Atlantic 

Delmarva and Atlantic, as owners of adjacent electric utility systems, have had a long history of close 
operational coordination and participation in joint projects. As members of the Pennsylvania-New Jersey
Maryland Interconnection Association, the generation and transmission facilities of both companies are 
operated on an integrated basis with those of six other utilities in Pennsylvania, New Jersey, Maryland and 
the District of Columbia. In addition, Delmarva and Atlantic have common ownership interests in Peach 
Bottom and Salem nuclear generation stations, Keystone and Conemaugh coal-fired generation stations 
and certain transmission facilities. 

Salem Nuclear Generating Station 

After consummation of the Mergers, the Company will own 14.82% of Salem Nuclear Generating 
Station ("Salem"), which consists of two pressurized water nuclear reactors ("PWR") and is operated by 
Public Service Electric & Gas Company ("PSE&G"). As of September 30, 1996, the Company's pro forma 
net investment. in plant in service for Salem was approximately $230 million. Salem represents approxi
mately 4% of the Company's pro forma total assets· and approximately 6% of the Company's pro forma 
installed electric &enerating capacity. · · · 

Salem Units 1 and 2 were removed from operation by PSE&G on May 16, 1995 and June 7, 1995, · 
respectively, due to operational problems and maintenance concerns. Their return dates are subject to 
completion .of the requirements of their respective restart plans to the satisfaction of PSE&G and the 
NRC, which· encompasses a substm;1tial review and improvement of personnel, process and equipment 
issues. 

With respect to Unit 1, PSE&G informed Delmarva and Atlantic in early 1996 that inspections of the 
steam generators using a new testing technology indicated degradation ·in a significant number of tubes. 
After evaluating several options, in May 1996 replacement steam generators from the unfinished Seabroo 
Unit 2 nuclear power plant in New Hampshire were purchased from Northeast Utilities Service Compa 
for installation in Salem Unit 1. The replacement steam generators arrived on site in October 1996 and ar 
scheduled for installation by early 1997. By using these steam generators, PSE&G expects to return Unit 1 
to service in mid-1997. The Company's pro forma share of the costs to be capitalized for the steam 
generators, in.eluding installation, will range from approximately $22 million to $26 million. 

With respect to Unit 2, PSE&G also informed Delmarva aftd Atlantic in early 1996 that inspections of 
the steam generators using the new testing technology confirmed that the condition of the generators is 
within current repair limits. 0n July 22, 1996, PSE&G announced that·although substantial progress has 
been made, the outage at Unit 2 would eontinue well into the fourth quarter of 1996. PSE&G recently 
advised the Company that Unit 2 currently is expected to return to service early in the first quarter of 1997. 

For the nine-month period ended September 30, 1996, the Company incurred and expensed higher 
than expected pro forma operation and maintenance costs at Salem of approximately $16 million. · 

The Company incurs pro forma replacement power costs while the units are out of service of 
approximately $1,450,000 per month, per unit. Such amounts vary, however, depending on the cost and 
availability of other Company owned generation and the cost of purchased energy. Replacement power 
costs typically are not incurred for routine refueling and maintenance outages; and the recovery of 
replacement power costs is subject to approval by the regulatory commissions having jurisdiction over 
Delmarva and Atlantic. 

For De~arva, from the inception of the Salem unit outages through September 30, 1996, approxi
mately one-half of the current estimated replacement power costs of $18 million has been expensed and 
the remaining portion has been deferred on the Company's Consolidated Balance Sheet in expectation of 
future recovery. 
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. For ~tlan~iC, a $12 million provision for revenue credit~ to .customers has been ·recorded in accordance 
with a stipulat10n agreement dated 10ctober 22, 1996, as.discussed below. - : · , · _ · 

The . actual costs to be incurred by the Co~pany may vaty from the foregoing estimates, since the 
periods project{;d by PSE&G during which the Salem linits will be out of ser\rice, ·the extent of the 
maintenance that will be required, and the costs of replacement power and the extelit or' its recovery may 
be different from those set forth above. . . . 

. In May 1996, Delm'arva filed an application with. the VSCC'for increased fuel rates effecti~e July 1996. 
In June 1996, Delmarva filed an application with the MPSC for increased fuel rates effective August 1996. 
In qoth filings, the Delmarva. proposed tHat <)ne-haif dfthe replacement power eo~ts 'assodated with the 
Salem outage be permitted on an interim ba~is until a full review of the outage is made at a future time. 
The vscc and MPSC approved DelmarV'a;s filings; with rates subject to refund'.. : •· . . : -

• ' - " ' .•," < • ·:. ' • • 

I, . ·•,, - ? 

In October 1996, Delmarva .filed a proposal with ·the DPSC to address· the recovery of replacement 
power costs and other fuel costs. In that filing, Delmarva asserted a belief that it should be permitted to 
recover all replacement power costs. associated with this outage; and requested an interim treatment that 
would perinit recovery of approximately 50% of replacement power costs, beginning in J amiary 1997, until 
the.DPSC renders a final decision off this issue. Delmarva's filing also provides that any proceeds from· 
litigation concerning replacement power costs will be credited to customers, net. of litigation costs, if full 
recovery is authorized by .the DPSC. On December 10, 1996, the DPSC suspended the portion· of the 

· interim rates related to the Salem replacement power costs until the.earlier of Jurie 1, 1997 or the.end of 
the case. If the suspended interim rates go into· effect prior :fo the conclusion. of the case, they would go 
into effect subject Jo refund pending the final decision. 

With regard to Atlantlc;s regulatory treatment of the Salein outage, the NJBPU by an order dated 
March 14, 1996, initiated ·an investigation 'of the ongoing outage at sa:iem .. By its order the NJBPU. 
declared the base rates associated with ownership in Salem Unit 1 interim and subject to refund pending a 

earing as to whether· Salem Unit 1 is currently used and useful. The NJBPU also, in _an order dated June 
6, 1996, declared the base rates associated with ownership in Salem Unit 2 interim and subjectto refund: 

The NJBPU voted on July 31, 1996 to include Unit 2oin the hearings scheduled.for October 1996·to 
determine if both units were still co.nsidered ~used and ·useful. On October 22;·1996, the New:Jersey 
Ratepayer Advocate and the staff of the NJBPU signed a stipulation settling the ongoing outage o{ Salem. 
Under the terms of the stipulation; Atlantic will provide. credits to c~stomers totaling $12 million. The 

·credits· will be made during January and February 1997 and will be· based ·on customer usage between 
January 1, 1996 . and October' 31, 1996. The stipulation also provides ~hat replacement power. costs. 
incurred, up to the agreed upon return-to-service dates (June 30, 1997 for Unit 1 and December 31, 1996 
for Unit 2), will be recoyerable in the next annual levelized energy claus_e revenue proceeding .. Should 
either unit not return to• service by its agreed up'on return-to-ser\rice d~te, r6placement powe; costs 
incurred after such dates .will not'be recoverable by Atlantic. The performance of the Salem Units will not 
be included in the calculation of the Nuclear Performance Standard for the period each unit was taken out 
of service to e~c;h unit's respective return-to-service date. As such, Atlantic will not be subject 'id a.pe~alfy 
or reward under the Nuclear Perfo~mance Standard 'for 1995 or 1996. In regard to the litigation pending 
betWeen Atlantic and PSE&G, discussed below, the stipulation provides-th~t the first $8 million of any net 
recovery, if any, by Atlantic as tlie result of the litigatfon (the. gross amount of recovery less litigation 
expenses) will not be subject to. any claim on: behalf of the custoiiiers. Also, any settlem'.ent amounts 
received for damages incurred after the agreed upon return-to-service dates will not be subject to refurid to 
customers, since Atlantic will bear the costs of all replacement power costs iricl:irred. . . 

• • • • • • • • .. ·: ,· .• l ,' • 

. .. The above described stipulation has been submitted to the NJBPU for acceptance and approval. A 
public hearing was held to review the ,stipulation on November 25, 1996 and take public comments on. this 
matter. On J?ecember 18, 1996, the NJBPU approved the. stipulation of settlement among ACE, the New 
Jersey Division of the Ratepayer Advocate, and the Staff of the NJBPU. 
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· Notwithstanding current discussions with regulators concerning deregulation of the generation por-· 
tion of the business, maqagement of each of Delmarva and Atlantic believes it is reasonable to assume that 
rates will b.e set at levels that will recover the current ai;id anticipated costs, including the costs needed to 
return the Salem 'units tq operating status, of the joint investments in the Salem plant,. and such rates can 
be charged to a~d collected from customers. · · · · · · 

On February 27, 1996, the co-owners of Salem, including Delmarva and Atlantic, filed a complaint in 
the United States District Court for the District of New Jersey against Westinghouse Electric Corporation 
("Westinghouse"); the designer and 'manufacturer of the Salem steam generators. The 'complaint, which 
seeks to recover from Westinghouse the .costs associated with .aµd ,resulting from the cracks discove'red in 
Salem's steam generators and with replacing such steam generators, alleges violations of federal and. New 
Jersey· Racketeer Influenced and Corrupt Organizations Acts, fraud, negligent misrepresentation and 
breach of contract. The estimated replacement cost of such generators is between $150 million and $170 
million. The Salem co-owners contend thanhe recently discovered degradation of the steam generators 
will prevent the steam generators from operating for a design life of 40 years. The lawsuit asserts that the 
Salem steam generators require n~placement and these costs should be borne by Westinghouse and not the 
customers and ·shareholders of the Salem co~owners. Westinghouse filed an answer and a $2.5 million 
counterclaim .for unpaid work on April 30, 1996. On June 17, 1996, the court ordered the parties, to 
mediate their claims rather than proceeding to litigation, taking the position that Westinghouse's involve-

.. ment irr:steam · gerterator lawsuits throughoµt the county, -involving substantially similar issues as are 
involved in the Salem litigation, should enable the parties_ to resolve their dispute efficiently in: mediation. 
Mediationjs nonbinding. on the parties arid for the ·purpose of enabling the mediator to evaluate the 
parties' respective positions and the parties' settlement discussions. 'The rirediatiori occurred on October 29 
and 3Q, 1996. The parties wei;e unable to· resolve their claims i_n the 111ediation. It is expected , that the 
parties will 'proceed to litigation .. Delniarv:a and Atlantic cannot predict tJ.ie outcome. of this lawsuit. . 

: . . . ' : . . ' . . . . .. . ' . . . . ~ 

On March 5, 1996; Delmarva and PECO Energy Company ("PECO") filed a complaint in the United 
States Dis~rict Court for the Eastern District of Penns~lv~nia against P~bli_c Servic~ Enterprise Group, Jn. 
("Enterprise") and PSE&G. On the same day, Atlantic filed a complamt m Superior Court of'New Jerse 
. against Enterprise and PSE&G. The lawsuits allege that the defendants failed to heed numerous citations, 
warnings; notices of violations and fines by the NRC as.well as repeated: warnings from the Institute of 
Nuclear Power Operations about performance, safety and management problems at Salem and tc)' take 
appropriate corrective action. The· suits contend that as a result of these actions and omissions~ the Salem 
'units were forced to shut down in 1995. The suits ask for ·compensatory damages for breach of contract, · 
. negligence and punitive damages, in amounts to be· specified. Delmarva and Atlantic cannot predict the 
outcome of these lawsuits. · ' ·.' ' · · · · 

. . 

PSE&G has informed Delmarya and Atl~ntic that .in August 1996, the NRC ccm?ucted an inspection 
of the Physical Security Program for .Salem and Hope Creek and identified six apparent violations that' are 
be.ing considered for escalated enforcement These £!.ppa;reiit violations include the failure to: (1) control 
photo badge key cards; (2) property search an ,individm~i prior to entranc~ to the protected area; (3) notify. 
th~ nuclear shift supervisor of a potyntial threat event; ( 4) deactiv;lte photo badg~s for indi~iquals who. no 
longer require site access; (5) complete training for security s~pervisors,prior to assignment of duties; and 
(6) test an in.trusion detection system ip. accordance with procedures. On Septemb.er 3,"1996, PSE&G met 
with the NRC to discuss these issues and provide specific corrective actions. On November 14, 1996, 'a 
predecisiorial enforcement conference was held to address these appare~t violations. At the conf~rynce, 
PSE&G presented 'their corrective actions,, including a cp.ange in security managemynt On December 11, 
1996, the NRC issued its written report to PSE&G. Based on the NRC's review of the inspection findings 
and information provided during the enforcement conference, PSE&G was cited for the aforementioned 
six·violations and a civil penalty of $100,000 was imposed. Tl.le Company's proforma combiried share·of 
the penalty is $14,820. Delmarva and Atlantic cannot predict what other actions the NRC may take on this 
matter. 
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· · . · ·. '· THE COMPANY FOLLOWING THE MERGERS · 

Management of the Company 

. The Debnarva Board will be entitled to.nominate.ten members to serve on the Company Board and 
the Atlantic Board will .be entitled to nominate . eight members to serve on the Company Board. The 
Delmarva Board and the Atlantic Board wijl each take all action '.necessary to cause each member of the 
beimarva Board· and· each member of the Atlantic Board serving in such ca pacify immediately prior to the 
Effective Time to have the opportunity to serve as a member of the Company Board. The Company Board 
will be divided into three classes so that each class, to the extent possible, has the same proportion of 
directors n.ominated by. each of. the Delmarva .. Board, and the AtlantiC Board. In addition, at the 
consu~ation of the Me~gers, 'the Audit Com~ittee of the Company Board will consist of an equal 
number of directors nominated by the Delmarva Board and the Atlantic Board. 

' • ' • ' • I ' i 

. . . At the, consummation of the Merger~; Howard E., Cosg~~ve will be the Chief Exe.cu'tive Officer and 
Chairman of the Company Board, lf?rrold L. Jacobs (who_ will retire from active employment after the 
consummation_of.the Mergers) ~ill be Vice.9haimian of the ~ompany Board apd Michael J. Chesser will 
be the President and Chief Operating ·Officer of the Company. J efrold L. Jacobs will serve as Vice 
Chairman of the Company Board until the second anniversary of the consummation of the Mergers and 
during his tenn as· Vice Chairman; will be a: member Of the Executive Committee of the' Company Board. 

Following the cons~mmatio~· of the ~~rgers, the Audi~ C~mmittee· of the .Company ,Board will be 
ch,arged with the responsib~lify of advising. the Company Board with respect to certain intercompany 
transactions and other fid'iiciary matters' that may .relate to the' ciass A Common Stock ' ' ' 

Under I)elaware la:w, the Company 'Board' has a· ducy to att with due care and in the best interests ·of 
all of the Company's stockholders, including· the holders of Company Commori :stock and Class A 
Common Stock The existence of the ·company Common Stock and' the'Class A Common Stock may give 
·se to occasions when the i11terests .of the holders of Company Common Stock. qnd Class A Common 
ock may diveig~ or appear to diyerge .. Examples inch1de, among others, determination~ by the Company 
oard to (i) convert each ou!stap.ding share qf pass A Common Stock ip.to shares of Company Common 

Stock, ·(ii) approve the disposition ot aU or substantially all_ of the properties and assets of the Atlantic 
\]tility. Group; (iii),,.allo,cate i:esourc;:es and fina11c.ial support to or. pursue business opportunities .or 
operation~l strategie,s through one< Or~up instead. of the other Group, (iv) a~locate the proceeds of 
issua~c;.es .of Class A C()lllD,J;On ~tock either to. t~e, Company in .a reduction in the Intergroup Ipterest or to 
the Atlantic Utility Group, (v:) pay or omit to pay dividends .on Company Common Stock or Class.A 
Common Sto,ck or (vi) approye transactions invQ~Y:ing the transfer of funds or assets from one Group to the 
other. Group or make other operational or financial decisions with respect to one Grortp that could be 
consider~d. to be detrimental to tll.e. other Gr.otlp. In such instqnces, the Company Board will be required to 
act on behalf of the Company and its stockholders taken as ·a whole. It is anticipated that the regulatory · 
environment in which Delmarva and ACE will be conducting their respective operations following the 
consummation of the Mergers will help to ensure dealings between the Groups and among the Company 
and the Groups will be appropriate under the·foregoing standard. For this reason, and because Delmarva 
and ACE have: not as yet operated as a combined enterprise, Delmarva and Atlantic have determined to 
defer the ·. adoption of management policies with respect to cash management, ·corporate expenses, 
allocations of .assets and liabilities and inter-Group transactions, except to provide that the Audit 
Committee of tll.e Company Board will advise the Company Board with respect to certain intercompany 
transactions and other fiduciary matters that Iliay relate t.o the Class A ,Common Stock of the Company. At 
and after the cdnsumhlaiio11 of the Mergers; the Company Board will exercise frorri time ·to time its 
judgment, as to. how_ best to obtain information regarding the. divergence (or potential divergence) ·of 
interests, under what· circumstances to seek the· assistance of outside advisers and' how to assess which 
available alternative is in the best iriterests of the Company and all of its stockholde_rs. The Coinpa:ny 

• ' ' •' • '~ " • 'o ' • I ' ' I • ' ' • • ' ' • • • ' 
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Board will evaluate the need for and establish such management policies, if any, as it deems appropriate in 
its sole discretion. 

The Company and its subsidiaries and affiliates will be subject to extensive federal and state 
regulation governing dealings among their utility and nonutility 9perations. Accordingly, any management 
policies adopted by the Company Board must adhere to any procedural, substantive;. record keeping, 
accounting and other requirements imposed by such regulati<;:ms. Such regulations may include the 
following: , · 

1935 Act. The_ Company will become a registered holding company under the 1935 Act. The 1935 
Act includes a number of restrictions on dealings between registered holding companies" and their 
subsidiaries. 

Section 12(a) of the 1935 Act prohibits a registered holding company from borrowing from any of its 
subsidiaries or from receiving from them any extension or credit or indemnity. Section 12(b) of the 1935 
Act prohibits a registered holding company' and its'subsidiaries from lending or in any manner extending its 
credit to or indemnifying any company in the same holding company system except as authorized by the 
SEC - .. 

' ~ J ' I' 

Under Section 13(a) of the 1935 iJct, registered holding companies are prohibit_ed from entering into 
service, sales or construction contracts with an associated utility. Section 2(a)(19) of the 1935 Act defines 
"service contract" to include any "contract; agreement, or understanding whereby a 1:>erson undertakes to 
sell or furnish, for a charge, any managerial, .finaneial, legal, engineering, purchasing, marketing, auditing, 
statistical, advertising, publicity, tax, research, or any other service, information,' or data." Although the 
restrictions of Section 13(a) of the 1935 Act do not apply to transactions .involving special or unusual 
circumstances or not in the ordinary course of.business if.the SEC exempts them, no exempti~ns generally 
applicable to registered holding companies have been gr~nted by the SEC to date. 

Unaer· Section 13(b) of the 1935 Act, no subsidiary· of a registered holding ·company may render a. 
services to any associate (subsidiary) company except pursuant to rules or' order of the Commission " 
insure that such contracts are performed economically. and effiCiently fo{ the benefit of such associate 
companies at cost, fairly and equitably allocated among such companies." Rule 91 issued by the SEC under 
the 1935 Act provides that "a transaction shall be deemed to be performed at not more than cost if the 
price (taking into account all charges) does not exceed a fair and equitable allocation of 'expenses 
(including the price paid for goods) plus reasonable compensation for necessary'.capital procured' through 
the issuance of capital stock (or similar securities of an unincorporated company)." Rule 91(b) specifies 
standards for allocating direct charges and other elements of cost, including taxes; 'interest, other overhead 
and compensation for the use of capital procured by the issuance of capital stock (or similar securities of 
an unincorporated company), on a fair and equitable basis. Rule 93 requires the service company to file an 

· annual report with the SEC. ' · · 

Federal Power Act. Under Section 203 of the Federal Power Act, no public utility may.sell, lease-or 
otherwise dispose of any part of its Federal Power Act-jurisdictional facilities having a value in excess of 
$50,000 without first having secured an order of the FERC authorizing it to do so: The application for .such 
an order must set forth the fact relied upon to show that the proposed disposition will be consistent with 
the public interest. 

New Jersey. Under Section 48:3-7.1 of the.New Jersey Statutes, no management;' advisory ~ervic~, 
construction or engineering contract of a public utility with any of its affiliates involvi.ng the 'expenditure of 
more than $25,000 by the public utility is, valid or effective until approved by the NJBPU, which is required 
to disapprove any such contract whose price exceeds the_ fair price for the property, ,work or services 
provided or_that is contrary to the public interest. Under Section 48:3-7.2 of the New Jersey Statutes, no 
public utility may loan money or property to any affiliate without the prfor approv~l of the NJBPU. Section 
48:3-7.8 of the New Jersey Statutes requires every public utility to provide the NJBPU access to all of its 
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records, books and accounts. The NJBPU has required ACE to adopt certain cost allocation procedures 
for affiliate transactions. Furthermore, under Sections 48:2-29.l and 48:2-29.2 of the New Jersey Statutes, 
the NJBPU may prohibit or limit the payment of dividends by a public utility to insure compliance with 
orders issued by the NJBPU and with the requirements of New Jersey corporate law. 

Delaware. Under Section 215 of the Delaware Public Utilities Act, no public utility may dispose of 
any essential part of its property, or issue any stock or indebtedness payable in more than one year, without 
the prior approval of the DPSC. Section 207 of the Delaware Public Utilities Act provides that the DPSC 
shall have access to all books, accounts and records of public utilities. Under DPSC standards, in order for 
a public utility to have a transaction expense with an affiliated entity allowed for purposes of fixing public 
utility rates, the expense must be reasonable in that it must be the product of fair dealing and at a fair 
price. 

Maryland. Under Section 56 of the Maryland Public Service Commission Law, the MPSC is granted 
general authority to supervise and regulate public utilities operating in the State of Maryland to assure 
their operation in the interest of the public and to promote adequate, economical and efficient delivery of 
utility services. 

Virginia. Section 56-77 of the Code of Virginia requires the approval of or exemption by the VSCC 
for all contracts and arrangements for the furnishing of management, supervisory, construction, engineer
ing, accounting, legal, financial or similar services or for the purchase, sale, lease or exchange of any other 
property, right. or thing between a public service company and an affiliate. An application requesting 
approval or exemption of every such contract or arrangement must be filed with the VSCC regardless of 
the amount involved. Under Section 567 77 of the Code of Virginia, any such proposed transaction may be 
excluded in whole or in part from the accounts of a public service company in any proceeding involving its 
rates or practices if the transaction is not consistent with the public interest, and any payment or 
compensation may be disapproved or disallowed by the VSCC unless satisfactory proof is submitted 
thereto of the cost to the affiliated interest rendering the service or furnishing the property or service in 
question. Also, under Section 56-80 of the Code of Virginia, the VSCC retains continuing supervisory 
control over the terms and conditions of affiliate contracts and any modifications or amendments thereto 
and may revise or amend the terms of such contracts as necessary to protect and promote the public 
interest. Section 56-82 of the Code of Virginia requires a public utility to obtain the approval of the VSCC 
to loan money to, or assume any obligation or liability of, an affiliate, and to extend or renew any such loan 
or assumption of an obligation or liability. An important aspect of the public interest is assurance that an 
affiliated company of a regulated utility does not 'receive unjust benefits to the detriment of the utility's 
customers. 

Operations of the Company 

The Merger Agreement provides that at and after the consummation of the Mergers, the Company 
will maintain (i) its corporate headquarters and principal executive offices in Wilmington, Delaware and 
(ii) a significant presence in New Jersey. 

Following the consummation of the Mergers, the Company and its subsidiaries will honor all prior 
contracts, agreements, collective bargaining agreements and commitments with current or former employ
ees or current or former directors of Delmarva or Atlantic and their respective subsidiaries, in accordance 
with the respective terms of such contracts, agreements and commitmen.ts, subject to the Company's right 
to enforce them in accordance with their terms (including any reserved right to amend, modify, suspend, 
revoke or terminate them). The Company will take all action necessary so that after the consummation of 
the Mergers, the Dividend Reinvestment and Common Share Purchase Plan, the Savings and Thrift Plan 
and the Long-Term Incentive Plan of Delmarva and the Equity Incentive Plan, the Directors' Restricted 
Stock Plan, the Employee Stock Purchase Plan and the Dividend Reinvestment Plan of Atlantic will be 
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terminated, replaced or amended to provide for the issue and sale of Company Common Stock in place of 
Delmarva Common Stock or Atlantic Common Stock, as the case may be, under such plans. . • 

After the consummation of the Mergers, the Company will provide charitable contributions and 
community support within the service areas of Delmarva and Atlantic and each of their respective 
subsidiaries at levels substantially comparable to the historical levels of charitable contribution and 
community support provided by Delmarva, Atlantic and their respective subsidiaries within their service 
areas. 

Dividend Policies 

It is anticipated that following the Mergers the Company will initially pay dividends on the Company 
Common Stock at the rate of $1.54 per annum, subject to evaluation from time to time by the Company 
Board based on the Company's results of operations, financial condition, capital ,requirements and other 
relevant considerations. However, no assurance can be given that such dividend rate will be in effect or will 
remain unchanged, and the Company reserves the right to increase or decrease the dividend on the 
Company Common Stock as may be required by law or contract or as may be determined by the Company 
Board, in its discretion, to be advisable. For a description of certain restrictions on the Company's ability to 
pay dividends on the Company Common Stock, see "Description of the Company's Capital Stock." 

It is anticipated that, subject to declaration by the Company Board and the obligations of the 
Company Board to react to the financial condition and regulatory environment of the Company and its 
results of operations, the dividends declared and paid on the Class A Common Stock will be maintained at 
a level of $3.20 per share. per annum until the earlier of July 1, 2001, or the end of the twelfth calendar 
quarter following the calendar quarter in which the Mergers are consummated. 

Thereafter, the Company intends, subject to declaration by the Company Board and the obligation of 
the Company Board to consider the financial condition and regulatory environment of the Company and 
the results of its operations, to pay annual dividends on the Class A Common Stock in an amount (such. 
amount to include the amount credited to the Intergroup Interest as described under "Description of the 
Company's Capital Stock-Intergroup Interest-Adjustments in Connection with Various Transactions
Divipends") equal to 90% of the Company Net Income (Loss) Attributable to the Atlantic Utility Group, 
subject to the fact that if annual dividends on the Class A Common Stock during the period referred to 
above exceed 100% of the Company Net Income (Loss) Attributable to the Atlantic Utility Group during 
such period, the Company Board may consider such fact in determining the amount of future. dividends, if 
any. There can be no assurance that the Company's earnings attributable to the Atlantic Utility Group will 
be sufficient to cover dividends on the Class A Common Stock during the Initial Period. Dividends on the 
Class A Common Stock will not be cumulative. 

Financial Statements 

Both the holders of Company CommonStock and the holders of Class A Common Stock will r~ceive 
the consolidated financial statements of the Company. Since upon consummation of the Mergers the 
financial results of ACE will be substantially identical to the financial results for the Atlantic Utility Group, 
the notes to the consolidated financial statements of the Company will at such time include condensed 
financial information of ACE, including a reconciliation of ACE's Income Available to common stockhold
ers to the Earnings Applicable for Class A Common Stock. Complete financial statements of ACE will 
continue to be filed under the Exchange Act and will be available to stockholders upon request. 

Name of the Company 

Upon consummation of the Mergers, the name of the Company will be changed to "Conectiv .. " 
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EXPERTS 

The consolidated balance sheets and statements of capitalization of Delmarva Power & Light 
Company as of December 31, 1995 and 1994 and the consolidated statements of income, changes in 
common stockholders' equity, and cash flows for each of the three years in the period ended December 31, 
1995, incorporated by reference in this joint proxy statement/prospectus, have been incorporated herein in 
reliance on the report of Coopers & Lybrand L.L.P., independent accountants, given on the authority of 
that firm as experts in accounting and auditing. The consolidated balance sheet of Conectiv, Inc. as of 
September 30, 1996, included in this joint proxy statement/prospectus, has been included herein in reliance 
on the report of Coopers & Lybrand L.L.P., independent accountants, given on the authority of that firm as 
experts in accounting and auditing. 

The consolidated financial statements of Atlantic Energy, Inc. and Atlantic City Electric Company 
incorporated herein by reference from Atlantic Energy, Inc.'s and Atlantic City Electric Company's 
Annual Reports on Form 10-K for the year ended December 31, 1995 have been audited by Deloitte & 
Touche LLP, independent auditors, as stated in their report, which are incorporated herein by reference, 
and have been so incorporated in reliance upon the reports of such firm given upon their authority as 
experts in accounting and auditing. 

LEGAL MATTERS 

LeBoeuf, Lamb, Greene & MacRae, L.L.P. and Simpson Thacher & Bartlett (a partnership which 
includes professional corporations) will pass upon the legality of the shares of Company Common Stock 
and the Class A Common Stock issued in connection with the Mergers on behalf of Delmarva and 
Atlantic, respectively. 

STOCKHOLDER PROPOSALS 

~ For proposals of holders of Delmarva Common Stock intended to be presented at the Annual 
9v1eeting of Stockholders to be held in 1997 to be considered for inclusion in the Delmarva proxy statement 

and form of proxy relating to that meeting, such proposals must be received by Delmarva on or before 
December 27, 1996. Proposals should be sent to Donald P. Connelly, Secretary, Delmarva Power & Light 
Company, 800 King Street, Wilmington, Delaware 19899. 

The November 15, 1996 deadline for receipt by Atlantic of proposals from holders of Atlantic 
Common Stock intended to be presented at the Annual Meeting of Stockholders to be held in 1997 to be 
considered for inclusion in the Atlantic proxy statement and form of proxy relating to that meeting has 
expired. For proposals of holders of Atlantic Common Stock intended to be presented at the Annual 

·Meeting of Stockholders to be held in 1998 to be considered for inclusion in the Atlantic proxy statement 
and form of proxy relating to that meeting, such proposals must be received by Atlantic on· or before 
November 19, 1997. Proposals should be sent to James E. Franklin II, Secretary, Atlantic Energy, Inc., 
6801 Black Horse Pike, Egg Harbor Township, New Jersey 08234. 
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AGREEMENT AND PLAN OF 

MERGER 

dated as of August 9, 1996 

as 

amended and restated 

as of December 26, 1996 

by and among 

DELMARVA POWER & LIGHT COMPANY 

ATLANTIC ENERGY, INC. 

CONECTN, INC. 

and 

DS SUB, INC. 

ANNEX I 



AGREEMENT AND PLAN OF MERGER 

AGREEMENT AND PLAN OF MERGER, dated as of August 9, 1996 as amended and restated in 
its entirety as of December 26, 1996 (this "Agreement"), by and among Delmarva Power & Light 
Company, a corporation formed under the laws of the State of Delaware and the Commonwealth of 
Virginia ("Delmarva"), Atlantic Energy, Inc., a corporation formed under the laws of the State of New 
Jersey ("Atlantic"), Conectiv, Inc., a corporation formed under the laws of the State of Delaware, 50% of 
whose outstanding capital stock is owned by Delmarva and 50% of whose capital stock is owned by 
Atlantic (the "Company"), and DS Sub, Inc., a corporation formed under the laws of the State of 
Delaware and a wholly·owned subsidiary.of the Company ("DS Sub"). 

WHEREAS, Delmarva and Atlantic have determined to engage in a business combination as peer 
firms in a merger of equals; 

WHEREAS, iri furtherance thereof, the respective Boards of Directors of Delmarva, Atlantic, the 
Company and DS Sub have approved the consummation of a reorganization provided for in this 
Agreement, pursuant to which Atlantic will merge with and into the Company and DS Sub will merge with 
and into Delmarva, in each case upon the terms and subject to the conditions set forth in this Agreement 
(such transactions being referred to herein respectively as the Atlantic Merger and the Delmarva Merger, 
each individually as a "Merger" and together as the "Mergers"), as a result of which the common 
shareholders of Delmarva and Atlantic will together own all of the outstanding shares of common stock of 
the Company, including, in the case of the common shareholders of Atlantic, the Letter Stock (as defined 
in Section 2.l(b )), and each share of each other class of capital stock, if any, of Delmarva and Atlantic shall 
be unaffected and remain outstanding; and 

WHEREAS, for federal income tax purposes, it is intended that (i) the Delmarva Merger will qualify 
as an exchange under the provisions· of Section 351 of the United States Internal Revenue Code of 1986, as 
amended (the "Code"), and/or as a reorganization under the provisions of Section 368(a) of the Code and 
ii) the Atlantic Merger will qualify as a reorganization under the provisions of Section 368(a) of the Code. 

NOW THEREFORE, in consideration of the premises and the representations, warranties, covenants 
and agreements contained herein, the parties, hereto, intending to be legally bound, hereby agree as 
follows: 

ARTICLE I 

THE MERGERS 

Section 1.1 The Mergers. Upon the terms and subject to the conditions of this Agreement: 

(a) At the Effective Time (as defined in Section 1.3), Atlantic shall be merged with and into the 
Company (the "Atlantic Merger") in accordance with the applicable provisions of the laws of the State of 
Delaware arid New Jersey. The Company shall be the surviving corporation in the Atlantic Merger and 
shall continue its corporate existence under the laws of the State of Delaware.· The effects and the 
consequences of the Atlantic Merger shall be as set forth in Section l.2(a). Throughout this Agreement, 
the term "Company" shall refer to the Company prior to the Atlantic Merger or to the Company in its 
capacity as the surviving corporation in the Atlantic Merger, as the context requires. 

(b) At the Effective Time, DS Sub shall be merged with and into Delmarva (the "Delmarva Merger") 
in accordance with the laws of the State of Delaware and the Commonwealth of Virginia. Delmarva shall 
be the surviving corporation in the Delmarva Merger and shall continue its corporate existence under the 
laws of the State of Delaware and the Commonwealth of Virginia. The effects and the consequences of the 
Delmarva Merger shall be as set forth in Section l.2(b ) . 

• 



Section 1.2 Effects of the Mergers. 

(a) At the Effective Time, (i) the certificate of incorporation of the Company, as in effect at the 
Effective Time (which shall be amended and restated pursuant to Section 7.16), shall be the certificate of 
incorporation of the surviving corporation in the Atlantic Merger until thereafter amended as provided by 
law and such certificate of incorporation, and (ii) the bylaws of the Company, as in effect immediately 
prior to the Effective Time (which shall be amended and restated pursuant to Section 7.16), shall be the 
bylaws of the surviving corporation in the Atlantic Merger until thereafter amended as provided by law, the 
certificate of incorporation of the surviving corporation in the Atlantic Merger and such bylaws. Subject to 
the foregoing, the additional effects of the Atlantic Merger shall be as provided in the applicable provisions 
of the Delaware General Corporation Law (the "DGCI:') and the New Jersey Business Corporation Act 
(the "NJBCA''). . 

(b) At the Effective Time, (i) the certificate and articles of incorporation of Delmarva,. as in effect 
immediately prior to the Effective Time, shall be the certificate arid articles of incorporation of the 
surviving corporation in the Delmarva Merger until thereafter amended as provided by law and such 
certificate and articles of incori)oration, and (ii) the bylaws of Delmarva, as in effect immediately prior to 
the .Effective Time, shall be the bylaws of the surviving corporation in the Delmarva Merger until 
thereafter amended as provided by law, the certificate and articles of incorporation of the surviving 
corporation in the Delmarva Merger and such bylaws. Subject to the foregoing, the additional effects of 
the Delmarva Merger shall be as provided in the applicable provisions of the DGCL and the Virginia Stock 
Corporation Act (the "VSCA''). · ·· · 

Section 1.3 Effective Time of the Mergers. On the Closing Date (as defined in Section 3.1): (a) a 
certificate of merger with respect to the Delmarva Merger shall be executed and filed by Delmarva with 
the Secretary of State of the State of Delaware pursuant to Section 251 of the DGCL and articles of 
merger with ·respect to the Delmarva Merger shall be executed and filed by Delmarva with the State 
Corporation Commission of Virginia (the "Virginia Commission") pursuant to Section 13.1-720 of the 
VSCA; and (b) a certificate of merger with respect to the Atlantic Merger shall be executed and filed b 
the Company with the Secretary of State of the State of Delaware pursuant to Section 252 of the DGC 
and a certificate of merger with respect to the Atlantic Merger shall be executed and filed by Atlantic and 
the Company with the Secretary of State of the State of New Jersey pursuant to Section 14A:10-4.1 of the 
NJBCA. The Mergers shall become effective simultaneously and at the time that Delmarva and Atlantic 
shall agree, which time shall be specified in the respective certificates and articles of merger for the 
Mergers (such time being herein referred to as the "Effective Time"). 

ARTICLE II 

TREATMENT OF SHARES 

Section 2.1 Effect of Mergers on Capital Stock. At the Effective Time, by virtue of the Mergers and 
without any action on tlie part of any holder of any capital stock of Delmarva, Atlantic, the Company or 
DS Sub: . 

(a) Cancellation of Certain Common Stock. Each share of (i) Delmarva common stock, par value $2.25 
("Delmarva Common Stock"), that is owned by Delmarva· as treasury stock or by Atlantic or by any wholly 
owned subsidiary (as defined in Section 4.1) of Delmarva or Atlantic, (ii) Atlantic common stock, no par 
value ("Atlantic Common Stock"), that is owned by Atlantic as treasury stock or by Delmarva or by any 
wholly owned subsidiary of Atlantic or Delmarva and (iii) Company Common Stock, par value $.01 per 
share ("Company Common Stock"), that is owned by Delmarva, Atlantic or any wholly owned subsidiary 
of Delmarva or Atlantic, in each case shall be cancelled and shall cease to exist, and no consideration shall 
be delivered in exchange therefor. · 
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(b) ·Conversion of Certain Common· Stock. Each share of· Delmarva . Common Stock issued and 
outstanding imniediately prior to the Effective . Time (other than shares cancelled pursuant to. Section . 
2.l(a)) shall be converted into the right to receive one fully paid and nonassessable share of Company 
Common Stock (the "Delmartra Conversion.Ratio'.'), and each share of Atlantic Common Stock issued and 
outstanding immediately·prior.to the ·Effective Time (other. than~ shares cancelled pursuant to Section 
2.l(a)) shall be converted into the right to receive 0.75 fully paid and nonassessable share(s) of Compai;iy 
Common Stock and 0.125 fully paid and nonassessable. share( s) of Class A common stock, par value $0~01 
per. share ("Letter Stock") of the Company, the provisions of which are set.forth in Article· IYof the form· 
of certificate of incorporation.of the Company attached hereto as Exhibit A (the "Atlantic Conversion 
Ratio"). Upon such conversions as provided for. herein, each holder of a certificate formerly representing . 
any such shares of Delmarva Common Stock or, Atlantic Common Stock shall cease to .have any rights with 
respect tl~ereto, except the right to receive the shares of Company Comma~ Stock .and,. in the case of 
holders. of Atlantic Common Stock, the shares of Letter Stock to :be issued in consideration therefor. (and 
cash in liel1 ·of fractional· sh.ares) upon the surrender .of su~h certificate in accor~ance. with Section 2.2. 

· .. '(c) Conversion of DS Sub Com~oh.Stock. Each shar~·of DS Sub Co~~on S~~ck, pa; val~~ $.01 per 
share, issued and outstanding immediately priorto the Effective Time shall be converteqinto and become 
one.share of Common Stock, par value·l2.25, of the surviving corporation in the Delmarva Merger. 

: . ' ·:(d) D~lmarvp Preferred StockUnchtmged. Ea~h ~hare of Delmarva Pteferr~d St6ck::and eachsha~e:or 
Deimarva Preferred Stpck ~$25. 'par (together, "Delmar\ra Preferred Stock';); shall be uricha~ged in and 
sh~il remain dutstan~ing after the]\fergers. ' ' ' . ' . . . 

. . · (e) Shares of Dissenting Holders.. Any .. issued, and o.~tstand\ng .shares 6i bejmarva stock which i~ 
neither (i) listed. on a pational securities exc,\lange .or designated as a national market system security. on an 
interdealer quotation systeµi by the National .Association of Security Dealers, l~c., nor (~i) held of :r,ec,:orq. 
by ll16re than 2,000 ,holders,, and which.are held. by a· person who:obje,cts to:·the.Merger' and.who 4as 
dem,.anded appraisal. for ~uch. sh~res in, ace<ordan.ce. wi.th 11U appli¢able proyisions of the DGCL,.or the 

:SCA concerning ~he right of such person to disseJ..lt.from the Mergers: and d,eµiand appraisal Of such · 
shares (each, a ''Dissenting Holder''.) shall, if the DGCL or the VSCA provides.for appraisal rights with 
respect to such shares in.the Mergers, from and after the Effective Time repre~ent only the.right to re,ceive 
stlth ,consideratiorr as may be deterinine,d to be due. tc:i such Dissenting Holder with· respect to such shares 
pursuant to the DGCI,, or the VSCA, as applicabl~; provideo; however, th~t shares outstandiilg im,Inedi
ately prior. to the. Effective' Time i ,arid. held by a, Dissenting Holder' who· shall withdra\v"tlie: de:nianc:l for 
appraisal, or lose the right of. appraisal· of such ·shares, pursuant to the DGCL or .die VSCA, as applicable, 
shall he unchanged.in and remain outstanding after•the Mergers,withoutfaterest.: · 

· Section 22 Excha~ge of Common Stock Certific~tes. ' '1 
' · · • · 

'',' •• ' • • • •. . • ' "· •. •j. • ••• 

(a) Depos~t with Ejchange Age~t. On or befor~ .. the Effective Tiffie, the Coll1pany shall depo~it with, a·. 
bank, trust-company or other agent selec~ed·by Delmarva and Atlantic.(the ."Exchange Agent''.) certificate~ 
repre~enting sh~res of Company Common .Stock and Letter .. Stock re,qµired Jo ··effect ,the. conversion 9f · · 
Oelmarva Common. Stock or Atlantic Comm,qn .Stock, as .the case may be, into c;ompany Common Stock 
and1 in the case of Atlantic Common Stock; Letter Stock as described in Section 2.l(b). . _ . 
. . ' ·. . . ' \ . ·, ' 

(b) Exchange .Procedures. As soon as practicabl~ after the Effective Time,. the Exch~nge.,f\gent shall · 
mail to each holder ofrecord of a certificate or certificates that immediately prior to the Effective Tim,e 
represented issued and outs,tandiQg shares of. Delmarva Cominon Stock. or Atlantic Common. Stock 
(collectively, "Certificates") that. were c.dnverted ('~Converteq Shares1n into th((. right.to recdve sh.ares of 
Company C:o:m:mon Stock and, j)l the case of Atlantic Common Stock; Letter St.ock (collectively,, "Com-· 
pany Shares") pursuant to- Sectioll' 2.l(b ), (i) a letter of transmittal (which.shall specify that delivery shaH 
be effected, and. risk of loss and title to t,\le Certificates shall pass, only upon .actual delivery of the 
Certificates to the.Exchange Agent) and (ii) instructions fqr use in effecting the exchange ofCertificates 
for certificates representing Company Shares .. Upon de.livery of a ,Certificate to the Ef(change Ag~nt for , · · 
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exchange, together with a duly executed letter of transmittal and such other documents as the Exchange 
Agent shall require, the holder of such Certificate shall be entitled to receive in exchange therefor a 
certificate representing that number of whole Company Shares and the amount of cash in lieu of fractional 
share interests that such holder has the right to receive pursuant to the provisions of this Article II. In the 
event of a transfer of ownership of Converted Shares that is not registered in the transfer records of 
Delmarva or Atlantic, as the case may be, a certificate representing the proper number of Company Shares 
may be issued to a transferee if the Certificate representing such Converted Shares is presented to the 
Exchange Agent, accompanied by all documents required to evidence and effect such transfer and by 
evidence satisfactory to the Exchange Agent that any applicable stock transfer taxes have been paid. Until 
delivered as contemplated by this Section 2.2, each Certificate shall be deemed at any time after the 
Effective Time to represent only the right to receive upon such delivery the certificate representing 
Company Shares and cash in lieu of any fractional shares of Company Common Stock as contemplated by 
this Section 2.2. 

(c) Distributions with Respect to Unex.changed Shares. No dividends or other distributions declared or 
made after the Effective Time with respect to Company Shares with a record date after the Effective Time 
shall be paid to the holder of any undelivered Certificate with respect to the Company Shares represented 
thereby, and no cash payment in lieu of fractional shares shall be paid to any such holder pursuant to 
Section 2.2( d), until the hold et of record of such Certificate (or a transferee as described in Section 2.2(b)) 
shall have delivered such Certificate as contemplated in Section 2,2(b ). Subject to the effect of unclaimed 
property, escheat and other applicable laws, following delivery of any such Certificate there shall be paid to 
the record holder (or transferee) of the certificates representing whole Company Shares issued in 
exchange therefor, without interest, (i) at the time of such delivery, the amount of any cash payable in lieu 
of a fractional share of Company Shares to which such holder (or transferee) is . entitled pursuant to 
Section 2.2( d) and tl}e amount of dividends or other distributions with a record date after the Effective 
Time theretofore piiid with respect to such whole Company Shares and (ii) at the appropriate payment 
date, the amount of dividends or other distributions with a record date after the Effective Time but prior to 
such delivery and a payment date subsequent to such delivery payable with respect to such whole Compan 
Shares. 

( d) No Fractional Shares. (i) No certificates or scrip representing fractional shares of Company Shares 
shall b.e issued upon the delivery for exchange of Certificates, and such fractional 'share interests shall not 
entitle the owner thereof to vote or to any rights of a shareholder of the Company. 

(ii) As promptly as practicable following the Effective Time, the Exchange Agent shall determine the 
excess of (x) the number of full shares of Company Shares delivered to the Exchange Agent by the 
Company pursuant to Section 2.2(a) over (y) the aggregate number of full shares of Company Common 
Stock and Letter Stock to be distributed to holders of Delmarva Common Stock and Atlantic Common 
Stock, respectively, pursuant to Section 2.1 (such excess being hereinafter referred to as the "Excess 
Shares"). As soon after the Effective Time as practicable, the Exchange Agent, as agent for the holders of 
Atlantic Common Stock, shall sell the Excess Shares at then prevailing prices on the New York Stock 
Exchange (the "NYSE"), all in the manner provided in Section 2.2( d)(iii). 

(iii) The sale of the Excess Shares by the Exchange Agent shall be executed on the NYSE through 
one or more member firms of the NYSE and shall be executed in round lots to the extent practicable. Until 
the proceeds of such sale or sales have been distributed to the holders of Atlantic Common Stock, the 
Exchange Agent shall, until remitted pursuant to Section 2.2(f), hold such proceeds in trust for the holders 
of Atlantic Common Stock (the "Common Shares Trust"). The Company shall pay all commissions, 
transfer taxes and other out-of-pocket transaction costs, including the expenses and compensation; of the 
Exchange Agent incurred in connection with such sale of the Excess Shares. The Exchange Agent shall 
determine the portion of the proceeds comprising the Common Shares Trust to which each holder of 
Atlantic Common Stock shall be entitled, if any, by multiplying the amount of the aggregate proceeds 
comprising the Common Shares Trust by a fraction the numerator of which is the amount of the fractional 
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share interest to which such. holder of Atlantic Common Stock is entitled and the denominator of which is 
the aggregate amount of fractional share interests to which all holders of Atlantic Common Stock are 
entitled. 

(iv) As soon as practicable after the sale of Excess Shares pursuant to clause (iii) above and the 
determination of the. amount of cash, if any, to be paid to holders of Atlantic Common Stock in lieu of any 
fractional ·share interests, the Exchange Agent shall distribute such amounts to holders of Atlantic 
Common Stock who have theretofore delivered Certificates for Atlantic Common Stock for exchange 
pursuant to this Article IL · · · 

( e) Closing of Transfer Books. From and after the Effective Time, the stock transfer books of 
Delmarva with respect to shares of Delmarva Common Stock, and of Atlantic with respect to shares of 
Atlantic Common Stock, issued and outstanding prior to the Effective Time shall be closed and no transfer 
of any such shares shall thereafter be made. If after the Effective Time Certificates are presented to the 
Company, they shall be .cancelled anq exchanged for certificates representing' the appropriate nuniber of 
whole Company Shares and cash in lieu of fractional shares of Company Common Stock as provided in 
this Section 2.2. · 

(f) Termination of Exchange Agent. Any certificates representing Company Shares deposited with the 
Exchange Agent pursuant to Section 2.2(a) and not e)(Chi!.nged within ,one year after. the Effective Time 
pursuant .to this Section .. 2.2 shall be returned by the Exchange Agent to . the Gompany, which shall 
thereafter act as Exchange Agent: All funds held by the Exchange Agent fqr payment to the holders of 
undelivered Certificate~ and unclaimed at the end of one year from the Effective Time shall be remitt.ed to 
the Company, after which time any holder of undelivered Certificates shall look as a general creditor only 
to the Company for payment of such funds to which s.uch holder may be due, subject to applicable law. The 
Company shall not be liable to any person for such shares or funds delivered to a public official pursuant to 
any applicable. abandoned property, escheat or similar law . 

. ARTICLE III 

THE CLOSING 

Section 3.1 Closing. The closing (th~ "Closing") of the Mergers shall take place at a place to be 
mutually agreed upon by the parties hereto at 10:00 A.M., local time, on the second business day 
immediately following the date on which the last of the conditions set forth in Article VIII is fulfilled or 
waived, or· at such other time and date as Delmarva and Atlantic shall mutually agree (the "Closing 
Date"). · 

ARTICLE IV . 

REPRESENTATIONS AND WARRANTIES OFDELMARVA' 

Delman;a represent!i and warrants to Atlantic as follows: 

Section 4.1 Organization and Qualification. Except as disclosed in Section 4.1 of the Delmarva 
Disclosure Schedule (as defined in Section 7.6(ii)), (i) Delmarva is a corporation duly organized, validly 
existing and in good standing under the laws of its jurisdictions of incorporation, (ii) each of Delmarva's 
subsidiaries is a corporation duly organized, validly existing and in good standing under the laws of its 
jurisdiction of incorporation and (iii) each of Delmarva and ·.each of its subsidiaries has all· requisite 
corporate power and authority, and has been duly authorized by all necessary regulatory approvals and 
ord.ers, to own, lease and operate its assets and properties and to carry on its business as it is now being 
conducted and is duly qualified and in good standing to do business in each jurisdietfon in which the natliie 
of its business or the ownership or leasing of its assets and properties makes such qualification necessary 
other than in such jurisdictions where the failure to be so qualified and in good standing will' not, when 
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taken together with all other such failures, have a material adverse effect on the business, operations, 
properties, assets, condition (financial or otherwise), prospects or results of operations of Delmarva and its. 
subsidiaries taken as a whole or on the consummation of this Agreement (any such material adverse effect 
being hereinafter referred to as a "Delmarv.a Material Adverse Effect"). As used in this Agreement the 
term "subsidiary" with respect to ,any person shall mean any corporation or other entity (including 
partnerships and other business associations) in which such person directly or indirectly owns outstanding 
capital stock or other voting securifa~s having the power, under ordinary circumstances, to elect a majority 
of the directors or similar members of the governing body of such corporation or other entity or otherwise 
to direct the management and policies of such corporation or other entity. , 

Section 4.2 Subsidiaries. Section 4.2 of the D,elmarva Disclosure Schedule contains a description as of 
the date hereof of all subsidiaries and joint ventures of Delmarva, including the name of each such entity, 
the state or jurisdiction of its incorporation, a brief description of th~ principal line or lines of business 
conducted by each such entity and Delmarva's interest therein. Except as disclosed in Section 4.2 of the 
Delmarva Disclosure Schedule, none of such entities is a "public utility company," a "holding company," a 
"subsidiary company" or an "affiliate" of any public utility company within the meaning of Section 2(a)(5), 
2(a)(7), 2(a)(8) and 2(a)(ll) of the Public Utility Holding Company Act of 1935, as amended (the "1935 
Act"), respectively. Except as disclosed in Section 4.2 of the Delmarva Disclosure Schedule, all of the 
issued and outstanding shares of capital stock of each subsidiary of Delmarva are validly issued, fully paid, 
nonassessable and free of preemptive rights and are owned directly or indirectly by Delmarva free and 
clear of any liens, claims, encumbrances, security interests, equities, charges and options of any nature 
whatsoever, and there are no outstanding subscriptions, options, calls, contracts, voting trusts, proxies or 
other commitments, understandings, restrictions, arrangements, rights or warrants, 'inCiuding any right of 
conversion or exchange under any outstanding security, instrument or other agreement, obligating any 
such subsidiary to issue, deliver or sell, or cau'se to be issued, delivered or sold, additional shares 0f its 
capital stock or obligating it to grant, extend or enter into any such agreement or·commitment. As used in 
this Agreement, the term "joint venture" with respect to any person shall mean any corporation or other 
entity (including partnerships and other business associations and joint ventures) in which such person o. 
one or more of its subsidiaries owns an equity interest that is less than a majority of any class of th 
outstanding voting securities or equity, other than equity interests held for passive investment purposes 
that are less than 5% of any class of the outstanding voting securities or equity. 

Section 4.3 Capitalization. The authorized capital stock of Delmarva consists of 90,000,000 shares of 
Delmarva Common· Stock, 1,800,000 shares of Delmarva Preferred Stock, 3,000,000 shares of Delmarva 
Preferred Stock-$25 Par,.and 10,000,000 shares of Delmarva Preferred Stock-$1 Par. As of the close of 
business on June 30, 1996, 60,697,635 shares of Delmarva Common Stock, 1,280,850 shares of Delmarva 
Preferred Stock and 1,600,000 shares of Delmarva Preferred Stock-$25 Par were issued and outstanding 
and no shares of Delmarva Preferred Stock-$1 Par were issued and outstanding. All of the issued and 
outstanding shares of the capital stock of Delmarva are validly issued, fully paid, nonassessable and free of 
preemptive rights. Except as disclosed in Section 4.3 of the Delmarva Disclosure Schedule, as of the date 
hereof, there are no outstanding subscriptions, options, calls, contracts, voting trusts, proxies or other 
commitments, understandings, restrictions, arrangements, rights or warrants, including any right of conver
sion or exchange under any outstanding security, instrument or other agreement, obligating Delmarva or 
apy of its subsidiaries to issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of 
the capital stock or other voting securities of Delmarva or obligating Delmarva or any of its subsidiaries to 
grant, extend or enter into any such agreement 'or commitment. 

Section 4.4 Authority; Noncontravention; Statutory Approvalsj Compliance: 

(a) Authority. Delmarva has all requisite power and authority to enter into this Agreement and, 
Subject to the Delmarva Shareholders' Approval (as defined in Section 4.13) and the Delmarva Required 
Statutory Approvals (as defined in Section 4.4(c)), to consummate the transactions contemplated hereby. 
The execution and delivery of this Agreement and the consummation by Delmarva of the transactions 
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contemplated hereby have been duly authorized by all necessary corporate action on the part of Delmarva, 
subject to obtaining the Delmarva Shareholders'· Approval. This Agreement has been duly and validly 
executed and delivered by Delmarva and, assuming the due authorization, execution and delivery of this 
Agreement by the other signatories hereto constitutes the legal, valid and binding obligation of Delmarva 
enforceable against Delmarva in accordance with its terms. 

(b) Noncontravention. Except as disclosed in Section 4.4(b) of the Delmarva Disclosure Schedule,· the 
execution and delivery of this Agreement by Delmarva do not, and the consummation of the transactions 
contemplated hereby will not, violate, conflict with or result in a breach of any provision of, or constitute a 
default (with or without notice or lapse of time or both) under, or result in the termination of, or 
accelerate the performance required by, or result in a right of termination, cancellation or acceleration of 
any obligation under or the loss of a material benefit under, or result in the creation of any lien, security 
interest, charge or encumbrance upon any of the properties or assets (any such violation, conflict, breach, 
default, fight of termination, cancellation or acceleration, loss or creation, a "Violation") of Delmarva or 
any of its subsidiaries or, to the best knowledge of Delmarva, any of its joint ventures, under any provisions 
of (i) the certificate or articles of incorporation, bylaws or similar governing documents of Delmarva or any 
of its subsidiaries or joint ventures, (ii) subject to obtaining the Delmarva Required Statutory Approvals 
and the receipt of the Delmarva Shareholders' Approval, any statute, law, ordinance, rule, regulation, 
judgment, decree, order, injunction, writ, permit or license of any court, governmental or regulatory body 
(including a stock exchange. or other self-regulatory body) or authority, domestic or foreign (each, a 
"Governmental Authority") applicable to Delmarva or any of its subsidiaries or joint ventures or any of 
their respective properties or assets or (iii) subject to obtaining the third-party consents or other approvals 
set forth in Section 4.4(b) of the Delmarva Disclosure Schedule (the "Delmarva Required Consents"), any 
riote, bond, mortgage, indenture, deed of trust;, license, franchise, permit, concession, contract, lease or 
other instrument, obligation or agreement of any kind to which Delmarva or any of its subsidiaries or joint 
ventures is now a party or by which any of them or any of their respective properties or assets may be 
bound or affected, excluding from the foregoing clauses (ii) and (iii) such Violations as, in the aggregate, 
re not reasonably likely to have a Delmarva Material Adverse Effect. 

( c) Statutory Approvals. Except as diSclosed in Section 4.4( c) of the Delmarva Disclosure Schedule, no 
declaration, filing or registration with,. or notice to or authorization, consent, finding by or approval of, any 
Governillental Authority is necessary for the execution and delivery of this Agreement by Delmarva or the 
consummation by Delmarva of the transactions contemplated hereby, the failure to obtain which, in the 
aggregate, is reasonably likely to have a Delmarva Material Adverse Effect (the "Delmarva ·Required 
Statutory Approvals"), it being understood that references in this Agreement to "obtaining" such 
Delmarva Required Statutory Approvals shall mean making such declarations, filings or registrations, 
giving such "notice, obtaining such authorizations, consents or approvals and having such waiting periods 
expire as are, in each case, necessary to avoid a violation of law. 

(d) Compliance. Except as disclosed in Section 4.4(d), 4.7, 4.10 or 4.11 of the Delmarva Disclosure 
Schedule or as disclosed in the Delmarva .SEC Reports (as defined in Section 4.5), neither Delmarva nor 
any of its subsidiaries nor, to the best knowledg'e of Delmarva, any of its joint ventures is in violation of or 
under investigation with respect to, or has been given notice or been charged with any violation of, any law, 
statute, order, rule, regulation, ordinance or judgment (including without limitation any applicable 
Environmental Laws (as defined in Section 4.ll(g)(ii)) of any Governmental Authority, except for 
violations that, in the aggregate, do not have, and to the best knowledge of Delmarva are not reasonably 
likely to have, a Delmarva Material Adverse Effect. Except as disclosed in Section 4.4( d) or .4.11 of the 
Delmarva Disclosure Schedule, Delmarva, its subsidiaries and, to the best knowledge of Delmarva, its joint 
ventures have all permits, licenses, franchises and other governmental authorizations, consents and 
approvals necessary to conduct their respective businesses as currently conducted (collectively, "Permits"), 
except those the faiiure to obtain which, in the aggregate, are not reasonably likely to have a Delmarva 
Material Adverse Effect. Except as set forth in Section 4.4(b), 4.4(d) or 4.11 of the Delmarva Disclosure 
Schedule, neither Delmarva nor any of its subsidiaries nor, to the best knowledge of Delmarva, any of its 
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joint ventures, is in breach or violation of or in default in the performance or observance of any term or 
provision of, and no event has occurred which, with lapse of time or action by a third party, could result in., 
a default under (i) its certificate or articles of incorporation or its bylaws or (ii) except where such 
breaches, violations and defaults, in the aggregate, are not reasonably likely to have a Delmarva Material 
Adverse Effect, any contract, commitment, agreement, indenture, mortgage, loan agreement, note, lease, 
bond, license, approval or other instrument to which it is a party or by which it is bound or to which any of 
its property is subject. · 

Section 4.5 Reports and Financial Statements. Except as disclosed in Section 4.5 of the Delmarva 
Disclosure Schedule, the filings required to be made by Delmarva and its subsidiaries since January 1, 1991 
under the Securities Act of 1933, as amended (the "Securities Act"), the Securities Exchange Act of 1934, 
as amended (the "Exchange Act"), applicable Delaware, Maryland, Virginia and Pennsylvania laws and 
regulations, the Federal Power Act, as amended (the "Power Act"), the 1935 Act and the Atomic Energy 
Act of 1954, as amended (the "Atomic Energy Act"), have been filed with the Securities and Exchange 
Commission (the "SEC"), the Delaware Public Service Commission (the "Delaware Commission"), the 
Maryland Public Service Commission (the "Maryland Commission"), the Virginia Commission, the 
Pennsylvania Public Utility Commission (the "Pennsylvania Commission"), the Federal Energy Regulatory 
Commission (the "FERC") and the Nuclear Regulatory Commission (the "NRC"), respectively, including 
all forms, statements, reports, agreements (oral or written) and all documents, exhibits, amendments and 
supplements appertaining thereto, and, as of their respective dates, complied in all material respects with 
all applicable requirements of the appropriate act and the rules and regulations thereunder. Delmarva has 
made available to Atlantic a true and complete copy of each report, schedule, registration statement and 
definitive proxy statement filed by Delmarva with the SEC since January 1, 1991 and through the date 
hereof (as such documents have since the time of their filing been amended, the "Delmarva SEC 
Reports"). The Delmarva SEC Reports, including without limitation any financial statements or schedules 
included therein, at the time filed, and any forms, reports or other documents filed by Delmarva with the 
SEC after the date hereof, .did not and will not contain any untrue statement of a material fact or omit to 
state a material fact required to be stated therein or necessary to make the statements therein, in light o 
the circumstances under . which they were made, not misleading. The audited consolidated financia 
statements and unaudited interim . financial statements of Delmarva included in the Delmarva SEC 
Reports (collectively, the "Delmarva Financial Statements") have been prepared, and will be prepared, in 
accordance with generally accepted accounting principles applied on a consistent basis ("GAAP") (except 
as may be indicated therein or in the notes thereto and except with respect to unaudited statements as 
permitted by Form 10-Q) and fairly present the consolidated financial position of Delmarva as of the 
respective dates thereof or the consolidated results ()f operations and cash flows for the respective periods 
then ended, as the case may be, subject, in the case of the unaudited interim financial statements, to 
normal, recurring audit adjustments. True, accurate and complete copies of the certificate and articles of 
incorporation and the bylaws of Delmarva, as in effect on the date hereof, have been delivered to Atlantic. 

Section 4.6 Absence of Certain Changes or Events; Absence of Undisclosed Liabilities. (a) Except as 
disclosed in the Delmarva SEC Reports filed prior to the date hereof or as disclosed in Section 4.6 of the 
Del111arva Disclosure Schedule, from December 31, 1995 through the date hereof each of Delmarva and 
each of its subsidiaries has conducted its business only in the ordinary course of business consistent with 
past practice and no event has occurred ~hich has had,' and no f~ct or condition exists that would have or, 
to the best knowledge of Delmarva, is reasonably likely to have, a Delmarva Material Adverse Effect. 

(b) Neither Delmarva nor any of its subsidiaries has any liabilities or obligations (whether. absolute, 
contingent, accrued or otherwise) of a nature required by GAAP to be reflected in a consolidated 
corporate balance sheet, except liabilities, obligations or contingencies that are accrued or reserved against 
in the consolidated financial statements of Delmarva or are reflected in the notes thereto for the year 
ended December 31, · 1995 or that were incurred after December 31, 1995 in the ordinary course of 
business and are not reasonably likely to have a Delmarva Material Adverse Effect. 
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Section 4.7 Litigation. Except as disclosed in the Delmarva SEC Reports filed prior to the date hereof 

•

or as disclosed in Section 4.7, 4.9, 4.10 or 4.11 of the Delmarva Disclosure Schedule, (i) there are no 
claims, suits, actions or proceedings pending or to the best knowledge of Delmarva threatened, nor are 
there any investigations or reviews pending or, to the best knowledge of Delmarva, threatened against, 
relating to or affecting Delmarva or any of its subsidiaries, (ii) there have not been any developments since 
December 31, 1995 with respect to any such disclosed claims, suits, actions, proceedings, investigations or 
review and (iii) there are no judgments, decrees, injunctions, rules or orders of any court, governmental 
department, commission, agency, instrumentality or authority or any arbitrator· applicable to Delmarva or 
any of its subsidiaries that, in the aggregate, are reasonably likely to have a Delmarva Material Adverse. 
Effect. 

Section' 4.8 Registration Statement and Proxy Statement. None of the information supplied or to be 
supplied by or on behalf of Delmarva for inclusion' or incorporation by reference' in (i) the registration 
statement on FormS-4 to be filed with the SECby the Company in connection with the issuance of shares 
of Company Common Stock and Letter Stock in the Mergers (the "Registration Statement") will, at the 
time the Registration Statement becomes effective under the Securities Act, contain any untrue statement 
of a material fact or omit to state any material fact required to be stated therein or necessary to make the 
statements therein not misleading and (ii) the joint proxy in definitive form, relating to the meetings of the 
shareholders of Delmarva and Atlantic to be held in. connection with the Mergers and the prospectus 
relating to the Company Common Stock and Letter Stock to be issued in the Mergers (the "Joint Proxy 
Statement") will, at. the date mailed to such shareholders and, as the same may. be amended or 
supplemented, at the times of such meetings, contain any untrue statement 6f a material fact or omit to 
state any material fact necessary in order to make the statements therein, in light of the circumstances 
under which they are made, not misleading. The Registration Statement and the Joint Proxy Statement will· 
comply as to form in all material respects with the provisions of the Securities Act and the .Exchange Act 
and the rules and regulations thereunder. 

Section 4.9 Tax Matters. "Taxes", as used in this Agreement, means any federal, state, county, local or 
reign taxes, charges, fees, levies, or other assessments, including all net income, gross income, sales and 

se, ad valorem, transfer, gains, profits, excise, franchise, real and personal property, gross receipts, capital 
stock, produCtion, business and occupation, disability, employment, payroll, license, estimated, stamp, · 
custom duties, severance or withholding taxes or. charges imposed by any governmental entitY, and includes 
any interest and penalties (civil or criminal) on or additions to any such taxes and any expenses incurred in 
connection with the determination, settlementor litigation of any tax liability. "Tax Return", as used in this 
Agreement, means a report, return or other information required to be supplied to a governmental entity 
with respect to Taxes including, where permitted or required, combined or consolidated returns for any 
group of entities that includes Delmarva or any of its subsidiaries, on the one hand, or Atlantic or any of its 
subsidiaries, on the other hand. 

(a) Filing of Tirriely Tax Returns: Except as disclosed _in Section 4.9(a) of the Delmarva Disclosure 
Schedule, Delmarva and each of its subsidiaries have filed all Tax Returns required to be filed by each of 
them under applicable law. All Tax Returns were in all material respects (and, as to Tax Returns not filed 
as of the date hereof, will be) true, complete and correct and filed on a timely basis. 

(b) Payment of Taxes. Except as disclosed in Section 4.9(b) of the Delmarva Disclosure Schedule, 
Delmarva and each of its subsidiaries have, within the time and in the manner prescribed by law, paid (and 
until the Closing Date will pay within the time and in the manner prescribed by law) all Taxes that are 
currently due and payable except for those contested in good faith and for which adequate reserves have 
been taken. 

( c) Tax Rese1Ves. Delmarva and its subsidiaries have established (and until the Closing Date will 
maintain) on their books and records reserves adequate to pay all Taxes an.d reserves for deferred income 
faxes in accordance with GAAP. 
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( d) Tax Liens. There are no Tax liens upon the assets of Delmarva or any of its subsidiaries except 
liens for Tuxes not yet due. , • 

( e) Withholding Taxes. Delmarva and each of its subsidiaries have complied (and until the Closing 
Date will comply) in all material respects with the provisions of the Code relating to the payment and 
withholding of Taxes, including without limitation the withholding and reporting requirements under Code 
§§ 1441through1464, 3401 through 3606, and 6041 and 6049, as wellas similar provisions under a:Qy other 
laws, and have within the time and in the manner prescribed by law withheld from employee wages and 
paid over to the proper governmental authorities all amounts required. 

(f) Extensions of Time for Filing Tax Returns. Except as disclosed in Section 4.9(f) of the Delmarva 
Disclosure Schedule, neither Delmarva nor any of its subsidiaries has requested any extension of time 
within which to file any Tux Return which Tax Return has not since been filed. · 

(g) Waivers of Statute of Limitations. Except as disclosed in Section 4.9(g) of the Delmarva Disclosure 
Schedule, neither Delmarva nor any of its subsidiaries has executed any outstanding waivers or comparable 
consents regarding the application of the statute of limitations with respect to any Taxes or Tax Returns. 

(h) Expiration of Statute of Limitations. Except as disclosed in Section 4.9(h) of the Delmarva 
Disclosure Schedule, the statute of limitations for .the assessment of all Taxes has expired for all applicable 
Tax Returns of Delmarva and each of its subsidiaries or those Tax Returns have been examined by the 
appropriate taxing authorities for all periods through the date hereof, and no deficiency for any Taxes has 
been proposed, asserted or assessed against Delmarva or any of its subsidiaries that has not been resolved 
and paid in full. 

(i) Audit, Administrative and Court Proceedings. Except as disclosed in Section 4.9(i) of the Delmarva 
Disclosure Schedule, no audits or other administrative proceedings or court proceedings are presently 
pending with regard to any Taxes or Tax Returns of Delmarva or any of its subsidiaries. 

G) Powers of Attorney. Except as disclosed in Section 4.90) of the Delmarva Disclosure Schedule, no 
power of attorney currently in force has been granted by Delmarva or any of its subsidiaries concerning an. 
Tux~~ ' ' ' 

(k) Tax Rulings. Except as disclosed in Section 4.9(k) of the Delmarva Disclosure Sche9ule,' neither 
Delmarva nor any of its subsidiaries has received a Tax Ruling (as defined below) or entered into a Closing 
Agreement (as defined below) with any taxing authority that would have a continuing adverse effect after 
the Closing Date. '.'Tax Rulings", as used in this Agreement, shall mean a written ruling of ~ taxing 
authority relating to Taxes. "Closing Agreement", as ,used in this Agreement, shall mean a written and 
legally binding agreement with a taxing authority relating to Taxes. 

(1) Availability of Tax Returns. Delmarva and its subsidiaries have made available to Atlantic complete 
and accurate copies, covering all open years, of (i) all Tax Returns, and any amendments. thereto, filed by 
Delmarva or any of its subsidiaries, (ii) all audit reports received from any taxing authority relating to any 
Tax Return filed by Delmarva or any of its subsidiaries and (iii) any Closing Agreements entered into by 
Delmarva or any of its subsidiaries with any taxing authority. 

(m) Tax Sharing Agreements. Except as disclosed in Section 4.9(m) of the Delmarva Disclosure 
Schedule, no agreements relating to the allocation or sharing of Taxes exist between or among Delmarva 
and any of its subsidiaries. 

(n) Code§ 341 (f). Neither Delmarva nor any of its subsidiaries has filed a consent pursuant to Code 
§ 341(f) or has agreed to have Code § 34l(f)(2) apply to any disposition of a subsection (f) asset (as such 
term is defined in Code § 34l(f)(4)) owned by Delmarva or any of its subsidiaries. 

( o) Code § 168. Except as disclosed in Section 4.9( o) of the Delmarva Disclosure Schedule, no 
property of Delmarva or any of its subsidiaries is property that Delmarva or any such subsidiary or any 
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party to this transaction is or will be required to treat as being owned by another person pursuant to the 
provisions of Code § 168(£)(8) (as in effect prior to its amendment by the Tax Reform Act of 1986) or is 
tax-exempt use property within the meaning of Code § 168. 

(p) Code § 481 Adjustments. Except as disclosed in Section 4.9(p) of the Delmarva Disclosure 
Schedule, neither Delmarva nor any of its subsidiaries is required to include in income any adjustment 
pursuant to Code§ 481(a) by reason of a voluntary change in accounting method initiated by Delmarva or 
any of its subsidiaries, and, to the best of the knowledge of Delmarva, the Internal Revenue Service (the 
"IRS") has not proposed any such adjustment or change in accounting method. 

(q) Code §§ 6661 and 6662. Except as disclosed in Section 4.9(q) of the Delmarva Disclosure 
Schedule, all transactions that could give rise to an understatement of federal income tax (within the 
meaning of Code § 6661 for Tax Returns filed on or before December 31, 1990, and within the meaning of 
Code§ 6662 for tax returns filed after December 31, 1990) that could reasonably be expected to result in a 
Delmarva Material Adverse Effect have been adequately disclosed (or, with respect to Tax Returns filed 
following the Closing, will be adequately disclosed) on the Tax Returns of Delmarva' and its subsidiaries in 
accordance with Code § 6661(b)(2)(B) for Tax Returns filed on or prior to December 31, 1990, and in 
accordance with Code§ 6662(d)(2)(B) for Tax Returns filed after December 31, 1990. 

(r) Code§ 280G. Except as disclosed in Section 4.9(r) of the Delmarva Disclosure Schedule, neither 
Delmarva nor any of its subsidiaries is a party to any agreement, contract, or arrangement that could 
reasonably be expected to result, on account of the transactions contemplated hereunder, separately or in 
the aggregate, in the payment of any "excess parachute payment" within the meaning of Code § 280G. 

(s) NOLS. As of December 31, 1994, Delmarva and its subsidiaries had net operating loss carryovers 
available to offset future income as disclosed in Section 4.9(s) of the Delmarva Disclosure Schedule. 
Section 4.9(s) of the Delmarva Disclosure Schedule discloses the amount of and year of expiration of each 
company's net operating loss carryovers. 

(t) Credit Carryover. As of December 31, 1994, Delmarva and its subsidiaries had tax credit carryovers 
available to offset future tax liability as disclosed in Section 4.9(t) of the Delmarva Disclosure Schedule. 
Section 4.9(t) of the Delmarva Disclosure Schedule discloses the amount and year of expiration of each 
company's tax credit carryovers. 

(u) Code§ 338 Elections. Except as disclosed in Section 4.9(u) of the Delmarva Disclosure Schedule, 
no. election under COde § 338 (or any predecessor provision) has been made by or with respect to 
Delmarva or any of its subsidiaries or any of their respective assets or properties. 

(v) Acquisition Indebtedness. Except as disclosed in Section. 4.9(v) of the Delmarva Disclosure 
Schedule, no indebtedness of Delmarva or any of its subsidiaries is "corporate acquisition indebtedness" 
within the meaning of Code § 279(b ). 

(w) Intercompany Transactions. Except as disclosed in Section 4.9(w) of the Delmarva Disclosure 
Schedule, neither Delmarva nor any of its subsidiaries have engaged. in any intercompany transactions 
within the meaning of Treasury Regulations § 1.1502-13 for which any income or gain will remain 
unrecognized as of the close of the last taxable year prior to the Closing Date. 

(x) Liability for Others. Except as disclosed in Section 4.9(x) of the Delmarva Disclosure Schedule, 
neither Delmarva nor any of its subsidiaries has any liability for Taxes of any person other than Delmarva 
and its subsidiaries (i) under Treasury Regulations Section 1.1502-6 (or any similar provision of state, local 
or foreign law) as a transferee or successor, (ii) by .contract or (iii) otherwise. 
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Section 4.10 Employee Matters; ERISA. • 
I 

(a) Benefit Plans. Section 4.lO(a) of the Delmarva Disclosure Schedule contains a true and complete 
list of: (i) each employee benefit plan, program or arrangement covering employees, former employees or 
directors of Delmarva (or any of its subsidiaries) or any of their dependents or beneficiaries, or providing 
benefits to such persons in respect of services provided to any such entity, including, but not limited to, any 
"employee benefit plan" within the meaning of Section 3(3) of the Employee Retirement Income Security 
Act of 1974, as amended ("BRISA'') (whether or not terminated, if Delmarva or any of its subsidiaries 
could have statutory or contractual liability with respect thereto on or after the date hereof); (ii) each 
management, employment, deferred compensation, severance (including any payment, right or benefit 
resulting from a change in control), ponus or other contract for personal services with or covering any 
current officer, key employee or director or any consulting contract with any person who prior to entering 
into such contract was a director or officer of Delmarva or any of its subsidiaries (whether or not 
terminated, if Delmarva or any of its subsidiaries could have statutory or contractual liabilicy with respect 
thereto on or after the date hereof); (iii) each "employee pension benefit plan" (within the meaning of 
BRISA § 3(2)) subject to Title IV of BRISA or the minimum funding requirements of Code § 412 
maintained or contributed to by Delmarva or any entity required to be aggregated therewith pursuant to 
Code § 414(b) or (c) (each, a "Delmarva BRISA Affiliate") at any time during the seven-year period 
immediately preceding the date hereof (collectively, the "Delmarva Benefit Plans") and (iv) with respect 
to each Delmarva Benefit Plan, the source or sources of benefit payments under the plan (including, where 
applicable, the identity of any trust (whether or not a grantor trust), insurance contract, custodial account, 
agency agreement, or other arrangement that holds the assets of, or serves as a funding vehicle or source of 
benefits for, such Delmarva Benefit Plan). 

(b) Contributions. Except as disclosed in Section 4.lO(b) of the Delmarva Disclosure Schedule, all 
material contributions and other payments required to have been made by Delmarva or any of its 
subsidiaries pursuant to any Delmarva Benefit Plan (or to any person pursuant to the terms thereof) have 
been timely made or the amount of such payment or contribution obligation has been reflected in th 
Delmarva Financial Statements. 

( c) Qualification; Compliance. Except as disclosed in Section 4.10( c) of the Delmarva Disclosure 
Schedule, each Delmarva Benefit Plan that is intended to be "qualified" within the meaning of Code 
§ 401(a) has been determined by the IRS to be so qualified, and, to the best knowledge of Delmarva, no 
event or condition exists or has occurred that could reasonably be expected to result in the revocation of 
any such determination. Delmarva and each of its.subsidiaries are in compliance with, and each Delmarva 
Benefit Plan is and has been operated in compliance with, all applicable laws, rules and regulations 
governing such plan, including without limitation BRISA and the Code, except for violations that could not 
reasonably be expected to have a Delmarva Material Adverse Effect. To the best knowledge of Delmarva, 
no individual or entity has engaged in any transaction with respect to any Delmarva Benefit Plan as a result 
of which Delmarva or any of its subsidiaries could reasonably expect to be subject to liability pursuant to 
BRISA § 409 or § 502, or subject to an excise tax pursuant to Code § 4975. To the be~t knowledge of 
Delmarva, (i) no Delmarva Benefit Plan is subject to any ongoing audit, investigation, or other. administra
tive proceeding of the Internal Revenue Service, the Department of Labor, or any other federal, state or 
local governmental entity and (ii) no Delmarva Benefit Plan is the subject of any pending application for 
administrative relief under any voluntary compliance program of any governmental entity (including 
without limitation the IRS's Voluntary Compliance Resolution Program or Walk-in Closing Agreement 
Program, or the Department of Labor's Delinquent Filer Voluntary Compliance Program). 

( d) Liabilities. With respect to the Delmarva Benefit Plans, individually and in the aggregate, no 
termination or partial termination of any Delmarva Benefit Plan or other event has occurred, and, to the 
best knowledge of Delmarva, there exists no condition or set of circumstances, that could subject Delmarva 
or any of its subsidiaries to any liability arising under the Code, BRISA or any other applicable law 
(including without limitation any liability to or under any such plan or to the Pension Benefit Guaranty 
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Corporation (the "PBGC"), or under any indemnity agreement tO' which Delmarva, any of its subsidiaries 
or any Delmarva BRISA Affiliate is a party, which liability, excluding liability for benefit claims and 
funding obligations payable in the ordinary course and liability for PBGC insurance premiums payable in 
the ordinary course, is reasonably likely to have a Delmarva Material Adverse Effect. 

( e) Welfare Plans. Except as disclosed in Section 4.10( e) of the Delmarva Disclosure Schedule, no 
Delmarva Benefit Plan that is a "welfare plan" (within the meaning of BRISA§ 3(1)) provides benefits for 
any retired or former employees (other than as required pursuant to BRISA§ 601). 

(f) Documents Made Available. Delmarva has made available to Atlantic a true and correct copy of 
each collective bargaining agreement to which Delmarva is a party or under which Delmarva has 
obligations and, with respect to each Delmarva Benefit Plan, as applicable (i) the current plan document 
(including all .amendments adopted since the most recent restatement) and its niost recently prepared 
summary plan description and all summaries of material modifications prepared since the most recent 
summary plan description, (ii) the most recently prepared annual report (IRS Form 5500 Series) including 
financial statements, (iii) each related trust agreement, insurance contract, service provider or investment 
management agreement (including all amendments to each such document), (iv) the most recent IRS 
determination letter.with respect to the qualified.status under Code§ 401(a) of such plari and a copy of 
any application for an IRS determination letter filed since the most recent IRS determination letter was 
issued and (v) the most recent actuarial report or valuation.· 

(g) Payments Resulting from Mergers. Other than as disclosed in Section 4.lO(g) of the Delmarva 
Disclosure ·Schedule, the consummation or announcement of any transaction contemplated by this 
Agreement will not (either alone or upon the occurrence of any additional or furth.er acts or events) result 
in any (i) payment (whether of severance pay or otherwise) becoming due from the Company or Delmarva 
or any of its subsidiaries under any applicable Delniarva Benefit Plans to any officer, employee, former 
employee or director thereof or to the trustee under any "rabbi trust" or similar arrangement, or 
(ii) benefit under any Delmarva Benefit Plan being established or becoming accelerated, vested or payable, 
xcept for a payment or benefit that would have been payable under the same terms and conditions 
ithout regard to the transactions contemplated by this Agreement. 

(h) .Funded Status of Plans. Except as disclosed in Section 4.lO(h) of the Delmarva Disclosure 
Schedule, each Delmarva Benefit Plan . that is subject to either or both of the minimuµi funding 
requirenients of BRISA § 302 or to Title IV of BRISA has assets that, as of the date hereof, have a fair 
market value equal to or exceeding the present value qf the accrued benefit obligations thereunder on a 
termination basis, as of the dat~ hereof based on the actuarial methods, tables and assumptions thereto
fore utilized by such plan's actuary in preparing such plari's most recently prepared actuarial valuation 
report, except to the extent· that applicable law would require· the use of different actuarial assumptions if 
such plan was to be terminated as of the date hereof. No Delmarva J3enefit Plan subject to the minimum 
funding requirements of BRISA § 302 has incurred any "accumulated funding deficiency" (within the 
meaning of BRISA § 302). 

(i) Multiemployer Plans. Except as disclosed in Section 4.lO(i) of the Delmarva Disclosure Schedule, 
no Delmarva Benefit Plan is or was a "multiemployer plan" (within the meaning of BRISA§ 4001(a)(3)), a 
multiple employer plan described in Code § 413( c ), or a '~multiple employer welfare arrangement" (within 
the meaning of BRISA § 3( 40) ); and ·none of Delmarva, any subsidiary thereof or any Delmarva BRISA 
Affiliate has been obligated to contribute to, or otherwise has or has had any liability with respect to, any 
multiemployer plan, multiple employer plan, or multiple employer welfare arrangement. With respect to 
any Delmarva Benefit Plan that is listed in Section 4.lO(i) of the Delmarva Disclosure Schedule as a 
multiemployer plan, Delmarva and its subsidiaries have not made or incurred a "complete withdrawal" or 
a. "partial withdrawal," as such terms are defined in BRISA §§ 4203 and 4205, therefrom at any time 
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during the five calendar year period immediately preceding the date of this Agreement and the transac
tions contemplated by the Agreement will not, in and of themselves, give rise to such a "complete 
withdrawal" or "partial withdrawal." 

G) Modification or Tennination of Plans. Except as disclosed in Section 4.lOG) of the Delmarva 
Disclosure Schedule: (i) neither Delmarva nor any subsidiary of Delmarva is subject to any legal, 
contractual, equitable or other obligation. to establish as of any date any employee ·benefit plan of any 
nature, including without limitation any pension, profit sharing, welfare, post-retirement welfare, stock 
option, stock or cash award, nonqualified deferred compensation or executive compensation plan, policy or 
practice; and (ii) tcl_the best knowledge of Delmarva, after revfow of al~ Delmarva Benefit Plan documents, 
the Company, Delmarva or one or more of its subsidiaries may, in any manner, and without the consent of 
any employee, benef1ciary or dependent, employees' organization or other person, ter.minate, modify or 
amend any Delmarva.Benefit Plan or any other employee benefit plan, policy, program or practice. (or its 
participation in any such Delmarva Benefit Plan or other employee benefit plan, policy, program or 
practice) at any time sponsored, maintained or contributed to by Delmarva or any of its subsidiaries, 
.effective as of any date before, on or after the' Effective Time except to the extent that any retroactive 
amen,.dment would· be prohibited by BRISA § · 204(g) or would deprive a plan participant of a benefit 'iri 
which such participant has a vested right. · 

(k) Reportable Events; Claims. Except as . disclosed in. Section 4.lO(k) . of the. Delmarva Disclosure 
Schedule, (i) no event constituting a "reportable event" (within the meaning of BRISA § _4043(b)) for 
which the 30-day notice requirement has not been w~!ved by the PBGC has occurred with respect to any 
Delmarva Benefit Plan and (ii) no liability, claim, action or litigation has been made, commenced or, to the 
best knowledge of DelmarVa, threatened, by or agaiilst Delmarva or ·any of its subsidiaries with respeet to 
any Delmarva Benefit Plan (other than for benefits or PBGC preiniums payable in the ordinary course) 
that is reasonably likely to have a Delmarva Material Adverse Effect. · 

(I) Labor Agreements. Except as disclosed in Section 4.10(1) of the Delmarva Disclosure·Schedule, to 
the best knowledge of Delmarva, as of the date hereof, there is no current labor union representatio 
question involving employees of Delmarva or any of its subsidiaries, nor does Delmarva or any of its 
subsidiaries know of any activity or proceeding of any labor organization (or representative thereof) or 
employee group (or representative thereof) to organize any such employees. Except as disclosed l.n the 
Delmarva SEC Reports or as disclosed in Section 4.10(1) of the Delmarva Disclosure Schedule: (i) neither 
Delmarva nor any of its subsidiaries is a party to any collective bargaining agreement or othet: labor 
agreement with any union dr labor organization; (ii) there are ·no unfair labor practice charges or 
grievances arisfo.g out of a colle_ctive bargaining agreement or other grievance procedure against Delmarva 
or any of its subsidiaries pending, or to the best knowledge· of Deltnarva threatened, that, in the aggregate, 
a're reasonably likely to have a Delmarva Mat~rial Adverse Effect; (iii) there are no complaintsi·lawsuits or 
proceedings in. any forum or fornms by or on behalf of any present or former employees, any applicants for 
employment or Classes of the foregoing alleging breach of any express or implied contrad of employment, 
any law or regulation governing employment or the termination thereof or other discriminatory, wrongful 
or tortious conduct in connection with the employment relationship against Delmarva OF any of its 
subsidiaries· pending, or to the best knowledge of Delmarva threatened, that, in the aggregate, 'are 
reasonably likely to have, a Delmarva Material Adverse Effect; '(iv) there are no strikes, disputes, 
slowdowns, work stoppages or lockouts pending, or to the best knowledge of Delmarva threatened, against 
or involving Delmarva or any of ·its subsidiaries that, in the aggregate, are reasonably likely to have a 
Delmarva Material Adverse Effect; (v) Delmarva and each of its subsidiaries are in compliance with all 
applicable laws respecting employment and employment practices, forms and conditions of employment, 
wages, hours of work and occupational safety and health, except for noncompliance that, in the aggregate, 
is not reasonably likely to have a Delmarva Material Adverse Effect; and (vi) there is no proceeding, claim, 
suit, action or governmental investigation pending, or to the best knowledge of Delmarva threatened, in 
respect to which any director, officer, employee or agent of Delmarva or any of its subsidiaries is or may be 
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entitled to claim indemnification from Delmarva or any of its subsidiaries pursuant to their respective 
.• certificates or articles of incorporation or bylaws or as provided in the indemnification agreements listed 

. on Section 4.10(1) of the Delmarva Disclosure Schedule. . . 

Section 4.11 Environf!Zental Protection. · 

(a) Compliance. Except as disclosed in Section 4.ll(a) of the Delmarva Disclosure Schedule or as 
disclosed in the Delmarva SEC Reports, Delmarva and each of its subsidiaries are and have been in 
material compliance with all applicable Environmental Laws (as defined in Section 4.ll(g)), except where 
the failure to be or to have been so in material compliance, in the aggregate, is not reasonably likely to 
have a Delmarva Material Adverse Effect. Except as disclosed in Section 4.ll(a) of the Delmarva 
Disclosure Schedule, neither Delmarva nor any of its subsidiaries has received any written notice from any 
person or Governmental Authority that alleges that Delmarva or any of its subsidiaries is not or has not 
been in material compliance with applicable Environmental Laws, except where the failure to be or to have 
been so in material compliance, in the aggregate, is not reasonably likely to have a Delmarva Material 
Adverse Effect. 

(b) Environmental Permits. Except as disclosed in Section 4.ll(b) of the Delmarva Disclosure Sched
ule or as disclosed in the Delmarva SEC Reports, Delmarva and each of its subsidiaries have obtained or 
have appliea for all material environmental; health and safefy permits and autho~izations (collectively, 
"Environ)Jlental Permits") necessary for the construction of their facilities and the conduct of. their 
operations, and all such Environmental Permits are in good standing or, where applicable, a renewal 
application has been timely filed and is pending agency approval, and Delmarva and its subsidiaries are in 
material compliance with all terms and conditions of all such Environmental Permits and are not required 
to make any material expenditures in connection with any renewal application pending agency approval, 
except where· the failure to obtain or be in such compliance and the requirement to make. such 
expenditures, in the aggregate, is not reasonably likely to have a Delmarva Material Adverse Effect. 

. (c) Environmental Claims. Except as discl~sed in Section 4.ll(c) of the Delmarva Disclosure Schedule 
r as disclosed in the Delmarva SEC Reports, to the best knowledge of Delmarva, . there are no · 
nvironmental Claims (as hereinafter defined in Section 4.ll(g)) pending, or to the best knowledge of 

Delmarva threatened, (i) against Delmarva or any of its subsidiaries or joint ventures, (ii) against any 
person or entity whose liability for any Environmental Claim Delmarva or any of its subsidiaries or joint 
ventures has or may have retained or assumed either contractually or by operation of law or (iii) against 
any real or personal property or operations that Delmarva or any of its subsidiaries or joint ventures owns, 
leases or manages, in whole or in part, that, if adversely determined, are in the aggregate reasonably likely 
to have a Delmarva Material Adverse Effect. 

(d) Releases. Except as disclosed in Section 4.ll(c) or 4.ll(d) of the Delmarva Disclosure Schedule or 
as disclosed in the Delmar-Ya SEC Reports, to the best knowledge of Delmarva, there has been no Release 
(as hereinafter defined in Section 4.ll(g)) of any Hazardous Material (as hereinafter defined in Section 
4.ll(g)) that would be reasonably likely to form the basis of any Environmental Claim against Delmarva or 
of any· subsidiary or joint venture of Delmarva, or against any person or entity whose liability for any 
Environmental Claim Delmarva or any subsidiary or joint venture of Delmarva has or may have retained 
or assumed either contractually or by operation of law, except for Releases of Hazardous Materials the 
liability for which is not in the aggregate reasonably likely to have a Delmarva Material Adverse Effect: 

( e) Predecessors. Except as disclosed in Section 4.11( e) of the Delmarva Disclosure Schedule, or as 
disclosed in the Delmarva SEC Reports, to the best knowledge of Delmarva, with respect to any 
predecessor of Delmarva or of any subsidiary or joint venture of Delmarva, there are no Environmental 
Claims pending or threatened, or any Releases of Hazardous Materials that would be reasonably likely to 
form the basis of any Environmental Claims, that are reasonably likely to have, in the aggregate;. a 
Delmarva Material Adverse Effect. 
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(f) Disclosure. To the best knowledge of Delmarva, Delmarva has disclosed to Atlantic all material 
facts that Delmarva reasonably believes are likely to form the basis of a material Environmental Claim or. 
to require material expenditures in order to comply with current or future applicable Environmental Laws 1 

arising from (i) the cost of pollution control equipment currently required or known to be required in the 
future, (ii) current investigatory, removal, remediation or response costs or investigatory, removal, 
remediation or response costs known to be required in the future, in each case, both on-site and off-site 
and (iii) any other environmental matters affecting Delmarva or ·its subsidiaries. 

(g) As used in this Agreement: 

(i) "Environmental Claim" means any and all administrative, regulatory or judicial actions, suits, 
demands, demand letters, directives, claims, liens, investigations, proceedings or notices of noncompli
ance or violation by any person or entity (including without limitation any Governmental Authority) 
alleging. potential ·liability (including without limitation potential liability for enforcement costs, 
investigatory costs, cleanup costs, response costs, removal costs, remedial costs, natural resources 
damages, property damages, personal injuries, fines or penalties) arising out of, based on or resulting 
from (A) the presence, or Release or threatened Release, of any Hazardous Materials at any location, 
whether or not owned, operated, leased or managed by Delmarva or any of its subsidiaries or joint 
ventures (for purposes of this Section 4.li only), or by Atlantic or any of its subsidiaries or joint 
ventures (for purposes of Section S.li only), (B) circums~ances formrng the basis of any violation, or 
alleged violation, of any Environmental Law or (C) any and all claims by any third party seeking 
damages, contribution, indemnification, cost recovery; compensation or injunctive relief resulting 
from the 'presence or Release of any Hazardous Materials. · · ' · · · _ · . · 

(ii) "Environmental Laws" means all federal, state and local laws, rules and regulations relating 
to pollution or protection of human health or the environment (including without limitation· ambient 
air, surface water, groundwater, land surface or subsurface strata), including without limitation laws 
and regulations relating to Releases or threatened Releases of Hazardous Materials or otherwise 
relating to the manufacture, processing, distribution, use, treatment, storage, disposal, transport or 
handling of Hazardous Materials. · · · 

·(iii) "Hazardous Materials" means. (A) any petroleum or petroleum products or petroleum 
wastes (including crude oil or . any fraction thereof); nuclear fuel or waste· or other radioactive 

· materials, friable asbestos or friable asbestos-containing material, urea formaldehyde foam insulation; 
and ·transformers or other equipment that contain dielectric fluid containing polychlorinated biphe
nyls, (B) any chemicals, materials or substances which are now defined as or included in the-definition 
of "hazardous substances", "hazardous wastes", "hazardous materials", "extremely hazardous 
wastes", "restricted hazardous wastes", "toxic substances", "toxic pollutants", or words of similar 
import, under any Environmental Law and (C) any other chemical, material, substance or. waste, 
exposure to which is now prohibited, limlted or regulated under any· Environmental Law iri a 
jurisdiction in which Delmarva or any of its subsidiaries or joint ventures operates (for purpose~ of 
this Section ·4.11' only) or in which Atlantic or any of its subsidiaries or joint ventures operates (for 
purposes of Section 5.11 only). · 

(iv) "Release" means any release, spill, emission, leaking, injection, deposit, disposal; discharge, 
dispersal, leaching or migration into the atmosphere, soil, surface water, groundwater or property 
(indoors or outdoors). 

Section 4.12 Regulation as a Utility.. Delmarva is regulated as a public utility in the States of Delaware 
and Maryland and in the Commonwealth of Virginia and in no other state. Except as .disclosed in Section 
4.12 of the Delmarva Disclosure Schedule, neither Delmarva nor any "subsidiary company" or "affiliate" 
(as such terms are defined in the 1935 Act) of Delmarva is subject to regulation as a public utility or public 
service company (or similar designation) by any other state in the United States, by the United States or 
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.• any agency or instrumentality of the United States or,by any foreign country. Delmarva is not a holding 
company under the 1935 Act. 

Section .4.13 Vote Required. The approval of the Delmarva Merger by more than two-thirds of all votes 
entitled to be cast by all holders of Delmarva Common Stock (or such lesser percentage as may be 
required as a result of any change of applicable law) (the "Delmarva Shareholders' Approval") is the only 
vote of the holders of any class or series of the capital stock of Delmarva required to approve this 
Agreement, the Mergers and the other transactions contemplated hereby. 

Section 4.14 Opinion of Financial Advisor. Delmarva has received the opinion of Merrill Lynch, Pierce, 
Fenner & Smith Incorporated, dated the date hereof, to the effect that, as of the date hereof, the 
consideration to be received by the holders of Delmarva Common Stock are fair from a financial point of 
view to the holders of Delmarva Common Stock. 

Section 4.15 Insurance. Except as disclosed in Section 4.15 of the Delmarva Disclosure Schedule, each 
of Delmarva and each of its subsidiaries is, and has been continuously since January 1, 1991, insured with 
financially responsible insurers in such amounts and against such risks and losses as are customary for 
companies conducting the respective businesses conducted by Delmarva and its subsidiaries during such 
time period. Except as disclosed in Section 4.15 of the Delmarva Disclosure Schedule, neither Delmarva 
nor any of its. subsidiaries has received any notice of cancellation or termination with respect to any 
material insurance policy thereof. All material insurance policies of Delmarva and its subsidiaries are valid 
and enforceable policies. 

Section 4.16 Applicability of Certain Delaware and Virginia Law. Assuming the accuracy of the 
representation of Atlantic set forth in Section 5.17, none of the control share acquisition restrictions of 
Section 13.1-728.1 et seq. of the VSCA, the business combination restrictions of Section 203 of the DGCL 
or the affiliated transactions restric.tions of Section 13.1-725 et seq. of the VSCA is applicable to the 
transactions contemplated by this Agreement. · " - . 

• 
Section 4.17 Ownership of Atiantic Common Stock. Delmarva does not "beneficially own" (as such 

term is defined in Rule 13d-3 under the Exchange Act) any shares of Atlantic Common Stock. 

Section 4.18 Operations of Delmarva Nuclear Power Plants. Except as set forth in Section 4.18 of the 
Delmarva Disclosure Schedule, to the best knowledge of Delmarva, the operations of the Salem and Peach 
Bottom Nuclear Generating Stations owned by Delmarva (together with Atlantic) (collectively, the 
"Delmarva Facilities") are and have at all times been conducted in compliance with applicable health, 
safety, regulatory and other legal requirements, except where the failure to be in compliance in the 
aggregate does not and insofar as can reasonably·be foreseen would not haV:e a Delmarva Material Adverse 
Effect. To the best knowledge of Delmarva, each of the Delmarva Facilities maintains emergency plans 
designed to respond to an unplanned release therefrom of radioactive materials into the environment and 
customary liability insurance consistent with industry practice and consistent with Delmarva's view of the 
risks inherent in the operation of a nuclear power facility currently exists with respect to such Delmarva 
Facility. To the best knowledge of Delmarva, plans for the decommissioning of each of the Delmarva 
Facilities and for the short-term storage of spent nuclear fuel conform with the requirements of applicable 
law, and such plans have at all tinies been funded consistently with reasonable budget projections for such 
plans. · 
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ARTICLE V 

REPRESENTATIONS AND WARRANTIES OF ATLANTIC 

Atlantic represents and warrants to Delmarva as follows: 

Section 5.1 Organization and Qualification. Except as disclosed in Section 5.1 of the Atlantic Disclo
sure Schedule (as defined in Section 7.6(i)), (i) Atlantic is a corporation duly organized, validly existing and 
in good standing under the laws of New Jersey, (ii) each of Atlantic's subsidiaries is a corporation or 
partnership duly organized, validly existing and in good standing under the laws of its jurisdiction of 
organization and (iii) each of Atfantic and its subsidiaries has all requisite corporate or partnership power 
and authority, and has been duly authorized by all necessary regulatory approvals and orders, to own, lease 
and operate its assets and properties and to carry on its business as it is now being conducted, and is duly 
qualified and in good standing to do business in each jurisdiction in which the nature of its business or the 
ownership or leasing of its assets and properties makes such qualification necessary other than in such 
jurisdictions where the failure to be so qualified and in good standing will not, when taken together with all 
other such failures, have a material adverse effect on the business, operations, properties, assets, condition 
(financial or otherwise), prospects or results of operations of Atlantic and its subsidiaries taken as a whole 
or on the consummation of this Agreement (any such material adverse effect being hereinafter referred to 
as a ''.Atlantic Material Adverse Effect"). 

Section 5.2 Subsidiaries. Section 5.2 of the Atlantic Disclosure Schedule contains a description as of 
the date hereof of all subsidiaries and joint ventures of Atlantic, including the name of each such entity, the 
state or jurisdiction of its organization, a brief description of the principal line or lines of business 
conducted by each such entity and Atlantic's interest therein. Except as disclosed in Section 5.2 of the 
Atlantic Disclosure Schedule, none of such entities is a "public utility company,'' a "holding company,'' a 
"subsidiary company'' or an "affiliate" of any public utility company within the meaning of Section 2(a)(5), 
2(a)(7), 2(a)(8) and 2(a)(ll) of the 1935 Act, respectively. Except as disclosed in Section 5.2 of the Atlanti 
Disclosure Schedule, all of the issued and outstanding shares of capital stock of each subsidiary of Atlantic 
are validly issued, fully paid, nonassessable and free of ·preemptive rights and are owned directly or 
indirectly by Atlantic free and clear of any liens, claims, encumbrances, security interests, equities, charges 
and options of any nature whatsoever, and there are no outstanding subscriptions, options, calls, contracts, 
voting trusts, proxies or other commitments, understandings, restrictions, arrangements, rights or warrants, 
including any right of conversion or exchange under any outstanding security, instrument or other 
agreement, obligating any such subsidiary to issue, deliver or sell, or cause to be issued, delivered or sold, 
additional shares of its capital stock or obligating it to grant, extend or enter into any such agreement or 
commitment. 

Section 5.3 Capitalization. The authorized capital stock of Atlantic consists of 75,000,000 shares of 
Atlantic Common Stock. As of the close of business on iune 30, 1996, 52,702,052 shares of Atlantic 
Common Stock were issued and outstanding. All of the issued and outstanding shares of the capital stock 
of Atlantic are validly issued, fully paid, nonassessable and free of preemptive rights. Except as disclosed in 
Section 5.3 of the Atlantic Disdosure Schedule, as of the date hereof, there are no outstanding subscrip
tions, options, calls, contracts, voting trusts, proxies or other commitments, understandings, restrictions, 
arrangements, rights or warrants, including any right of conversion or exchange under any outstanding 
security, instrument or other agreement, obligating Atlantic or any of its subsidiaries to issue, deliver or 
sell, or cause to be issued, delivered or sold, additional shares of the capital stock or other voting securities 
of Atlantic or obligating Atlantic or any of its subsidiaries to grant, extend or enter into any such 
agreement or commitment. 

• 
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Section 5.4 Authority; Noncontravention; Statutory Approvals; Compliance. 

(a) Authority. Atlantic has all requisite power and authority to enter into this Agreement and, subject 
to the Atlantic Shareholders' Approval (as defined in Section 5.13) and the Atlantic Required Statutory 
Approvals (as defined in Section 5.4(c), to consummate the transactions contemplated hereby. The 
execution and delivery of this Agreement and the consummation by Atlantic of the transactions contem
plated hereby have been duly authorized by all necessary corporate action on the part of Atlantic, subject 
to obtaining the Atlantic Shareholders' Approval; This Agreement has been duly and validly executed and 
delivered by Atlantic and, assuming the due authorization, execution and delivery of this Agreement by the 
other signatories hereto, constitutes the legal, valid and binding obligation of Atlantic enforceable against 
Atlantic in accordance with its terms. 

(b) Noncontra~~ntion. Except as disclos~d in Section 5.4(b) of th~ Atlantic Disclosure Schedule; the 
execution and delivery of this Agreement by Atliintic do not, and the. consummation of the transactions 
contemplated hereby will not result in any Violation by Atlantic or any of its subsidiaries or, to the b~st 
knowledge of Atlantic, any of its joint ventures under any provisions of (i) the certificate or articles of 
incorporation, bylaws or similar governing documents of Atlantic or any of its subsidiaries or joint 
ventures, (ii) subject to obtaining the Atlantic Required Statutory Appi:ovals and the receipt of the Atlantic 
Shareholders' Approval, any statute, law, ordinance, rule, regulation, judgment, decree, order, injunction, 
writ, permjt or license of any Governmental Authority applicable to AtlantiC or any of its subsidiaries or 
joint ventures or any of their respective properties or assets, or (iii) subject to obtaining the third-party 
consents or other approvals set forth in Section 5.4(b) of the Atlantic Disclosure Schedule (the ''Atlantic 
Required Consents"), any note, bond, mortgage, indenture, ,deed of trust, license, franchise, permit, 
conc;ession, contract, leas~ or other instrument; obligation or agreement of any kind to which Atlantic or 
any of its subsidiaries or joint ventures is now a party or by which any of them or any of their respective 
properties or assets may be bound or affected, excluding from the foregoing clauses (ii) and (iii) sucl?. 
Violations as, in the 'aggregate, are not reasonably likely to have an Athmtic Material Adverse Effect. 

( c) Statutory Approvals. Except as disclosed in Section 5.4( c) of the Atlantic Disclosure Schedule, no 
declaration, filing or registration with, or notice to or authorization, consent, finding by or approval of, any 
Governmental Authority is necessary for the execution and delivery of this Agreement by Atlantic or the 
consµmmation by Atlantic of the transactions contemplated . hereby, the failure to obtain which, in the 
aggregate, is reasonably likely to have an Atlantic Material Adverse .Effect (the .''Atlantic Required 
Statutory Approvals"), it being understood that references in this Agreement to "obtaining" such Atlantic 
Required Statutory Approvals shall me;:in making such declarations, filings or registrations, giving such 
notice, obtaining such authorizations, consents or approvals and having such waiting periods expire. as are, 
in each case, necessary to avoid a violation of law. ' · · 

(d) Compliance. Except as disclosed in Section 5.4(d), 5.7, 5.10 or 5.11 of the Atlantic Disclosure 
Schedule or as disclosed in the Atlantic SEC Reports (as defined in Section 5 .5), neither Atlantic nor any 
of its subsidiaries nor, to the best kµowledge of Atlantic, any of its joint ventures. is in violation of or under 
investigation with respect to,' or has been given notice or. been charged with any violation of, any Jaw, 
statute, order, rule, regulation, ordinance or judgment (including without limitation any applicable 
Environmental Laws) of any Governmental Authority, except for violations that, in the aggregate, do not 
have, and to the best knowledge of Atlantic are not reasonably likely to have, an Atlantic Material Adverse 
Effect. Except as disclosed in Section 5.4(d) or 5.11 of the Atlantic Disclosure Schedule; Atlantic, its 
subsidiaries and, to the best knowledge of Atlantic, its joint ventures have all Permits, except those the 
failure to obtain which, in the aggregate, are not reasonably likel~· to have an Atlantic Material Adverse 
Effect. Except as set forth in Section 5.4(b), 5.4(d) or 5.11 of the Atlantic Disclosure Schedule, neither 
Atlantic nor any of its subsidiaries nor, to the best knowledge of Atlantic, any of its joint ventures, is in 
breach or violation of or in default in the performance or observance of any term or provision of, and no 
event has occurred which, with lapse of time or action by a third party; could result in a default under (i) its 
certificate or articles of incorporation or its bylaws or (ii) except where such breaches, violations and 
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defaults, in the aggregate, are not reasonably likely to have an Atlantic Material Adverse Effect, any. 
contract, commitment, agreement, indenture, mortgage, loan agreement, note, lease, bond, license, 
approval or other instrument to which it is a party or by which it is bound or to which any of its property is 
~~ . 

Section 5.5 Reports and Financial Statements. Except as disclosed in Section 5.5 of the Atlantic 
Disclosure Schedule, the filings required to be made by Atlantic and its subsidiaries since January 1, 1991 
under the Securities Act, the Exchange Act, applicable New Jersey and Pennsylvania laws and regulations, 
the Power Act, the 1935 Act and the Atomic Energy Act have been filed with the SEC, the New Jersey 
Board of Public Utilities (the "New Jersey Commission"), the Pennsylvania Commission, the FERC and 
the NRC, respectively, including all forms, statements, reports, agreements (oral or written) and all 
documents, exhibits, amendments and supplements appertaining thereto, and, as of their respective dates, 
complied in all material respects with all applicable requirements of the appropriate act and the rules and 
regulations thereunder. Atlantic has made available to Delmarva a true and complete copy of each report, 
schedule, registration statement and definitive proxy statement filed by Atlantic with the SEC since 
January 1, 1991 and through the date hereof (as such documents have since the time of their filing been 
amended, the ''Atlantic SEC Reports"). The Atlantic S~C ·Reports, including without limitation any 
financial statements or schedules included therein, at the time filed, and any forms, reports or other 
documents filed by Atlantic with the SEC after the date hereof, did not and will :riot contain any untrue 
statement of a material fact or omit to state a material fact required to be stated therein or necessary to 
make the statements therein, in light of the circumstances under which they were made, not misleading. 
The audited consolidated financialstatements and unaudited interim financial statements of Atlantic 
included in the Atlantic SEC Reports (collectively, the ''Atlantic Financial Statements") have been 
prepared, and will be prepared, in accordance with GAAP (except as may be indicated therein or in ·the 
notes thereto and except with respect to unaudited statements as permitted by Form 10-Q) and fairly 
present the consolidated financial position of Atlantic as of the respective dates thereof or the consolidated 
results of operations and cash flows for the respective periods then ended, as the case may be, subjeet, in. 
the case of the unaudited interim financial statements, to normal, recurring audit adjustments. True 
accurate and complete copies of.the certificate of incorporation and bylaws of Atlantic, as in. effect on' the 
date hereof, have been delivered to Delmarva. · 

Section 5.6 Absence of Ce11ain Changes or Events; Absence of Undisclosed Liabilities. (a) Except as 
disclosed in the Atlantic SEC Reports filed priodo the date hereof or as disdosed in Section 5.6 of the 
Atlantic Disclosure Schedule, from December 31, 1995 through the date hereof, each of Atlantic and each 
of its subsidiaries has conducted its business only in the ordinary course of business consistent with' past 
practice and 'no event has occurred which has had, and no fact or condition exists that would have or, to the 
best knowledge of Atlantic, is reasonably likely to have, an Atlantic Material Adverse EffecL 

(b) Neither Atlantic nor any of its subsidiaries has any liabilities or obligations (whether absolute, 
contingent, accrued or otherwise) of a nature required by GAAP to be reflected in a consolidated 
corporate balance sheet, except liabilities, obligations or contingencies that are .accrued or reserved against 
in the consolidated financial statements of Atlantic or are reflected in the notes thereto for the year ended 
December 31, 1995 or that were incurred after December 31, 1995 in the ordinary course of business and 
are not reasonably likely to have an Atlantic Material Adverse Effect. · · 

Section 5.7 Litigation. Except as disclosed in the Atlantic SEC Reports filed prior to the date hereof or 
as disclosed in Section 5.7, 5.9, 5.10 or 5.11 of the Atlantic Disclosure Schedule, (i) there are no claims, 
suits, actions or proceedings pending or, to the best knowledge of Atlantic, threatened, nor are there any 
investigations or reviews pending or, to the best knowledge of Atlantic, threatened against, relating to or 
affecting Atlantic or any of its subsidiaries, (ii) there have not been any developments since December 31, 
1995 with respect to any such disclosed claims, suits, actions, proceedings, investigations or reviews and 
(iii) there are no judgments, decrees, injunctions, rules or orders of any court, governmental department, 
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commission, agency, instrumentality or· authority or any arbitrator applicable to Atlantic or any of its 

• 

subsidiaries that, in the aggregate, are reasonably likely to have an Atlantic Material Adverse Effe~t. .. 

Section 5.8 Registration Statement and Proxy Statement. None of the information supplied or to be 
supplied by or on behalf of Atlantic for inclusion or. incorporation by reference in (i) the Registration 
Statement will, at the time the Registration Statement becqmes effective under the Securities Act, contain 
any untrue statement of a material fact or omit to state any material fact required to be stated therein or 
necessary to make the .~tatements therein not misleading and (ii) the Joint Proxy Statement will, at the date 
mailed to the sharehoiders of Atlantic and Delmarva and, as the same m~y be amended or supplement~d, 
at the times of the meetings of such shareholders to be held in connection with the Mergers, contain any 
untrue statement of a material fact or omit to state any material fact necessary in' order to make the 
statements therein, · ih light of the circumstances under which they are made, not misleading. The 
Registration Statement and the Joint Proxy Statement will comply as to form in all material respects with 
the provisions of the Securities Act and the Exchange Act· and the rules and regulations thereunder. . 

Section 5.9 Tax Matters. 

(a) Filing of Timely Tax Returns. Except as .disclosed in Section 5.9(a), of the Atlantic Disclosure 
Scht<rlule, A,tlantic and .each qf ~ts subsidiaries have filed all Tax Return~ required to be filed by each of 
th~m {lfider applicable law. All Tax Returns were in all ~aterial'respects (and, as to.Tax Returns not filed 
as of the date hereof, will be) true, complete and correct and filed on a timely basis. · · ' 

, (b) fayment ;f Tqxes. Except as disclosed in Se~tion 5~·9(b) of the. Atlantic Di~~losure· Schedule, 
Atlantic and each of its subsidiaries have, within the time and in the maiuier prescribed by law, paid (and 
until the Closing Date will pay within the time and in the manner prescribed by 1aw) all Taxes that are 
currently due and payable except for those conte_sted in good faith and for which adequate reserves have 
been taken. ' 

· ( c) Tax Re~e'rves. Atlantic and its subsidiaries have established ( ~nd until the· Closing Date_ will 

•

main. tafo. ) on their b6oks and records reserves adequate to pay all Taxes and reserves for deferred. inco~e 
taxes in accordance with GAAP. · · · · · 

- ' ' 

· . • (d) Tax Liens. Ther~ are no Tax liens upon the assets of Atlantic :or any of its subsidiaries except liens 
f~r Taxes not yet due. · ' · · 

· ( e) Withholding Taxes. Atlantic and each of its subsidiaries have complied (arid until the Closing Date 
will comply) in all material respects with the provisions of the Code relating to the payment and 
withholding of Taxes, incluqing withoutlimit.ation the withholding and reporting r~quirements under Code 
§§ 1441through1464, 3401through3606, and 6041 and 6049, as well as similar provisions under any other 
la"'.S, and have Within the time and in the manner prescribed by law withh~ld fro:r;n e'mployee wages and 
paid over to the proper gqvernmental authorities all amounts required. · · 

' . . . . 

(f) Extensions of Timefor Filing Tax Returns. Except as disclosed in Section 5:9(f) of the Atlantic 
Disclosure Schedule, neither.Atlantic nor any of its subsidiaries has requested any exte:nsion of time within 
which' to· file any Tax .Return which Tax Return has not since been filed. · · 

(g) Waivers of Statute of Limitations. Except as disclosed in 'section 5.9(g) of the Atlantie. Disclosure 
Schedule, neither Atlantic nor any of its .subsidiaries has executed any outstanding waivers or· comparable 
consents· regarding the application of the statute of limitations with respect to any Taxes or Tax Returns . 

. . (h) Expirati~n ~f Statute of Limitations. Except as disclosed.in Se~tion ~.9(h) of the AtJantic Disclo
sure Schedule; the 'statute or' limitations for the assessment of all Taxes has expired for all applicable Tax 
Returns of Atlantic and each of its subsidiaries or. those· Tax Returns have ·been examined by the 
appropriate taxing authorities for all periods through the date hereof, and no deficiency for any Taxes has 
been proposed, asserted .or assessed against Atlantic or any of its subsidiaries that has not been resolved 
and paid in full. 
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. (i} Audit, Administrative and Court. Proceedings. Except. as disclosed in· SectiOn 5.9(i) of the Atlantic 
Disclosure Schedule, no audits or other administrative proceedings . or court proceedings are presently 
pending with reg~rd to. any Taxes or Tax Returns of Atlantic or any of its subsidiaries. 

< ,. ·, • • • ' 

. · (j) Powers of Attorney. Except as ·disclosed in Section 5.9(j) of the Atlantic Disclosure Schedule, no 
power of attorney currently in force has been granted by Atlantic or, any of its subsidiaries concerning any. 
Tax matter. · 

.. ·;(k) Tax .Rulings .. ~x~ept 1;1s disclo~ed in Section 5:9(k) of th.e'Atlantic Diselosure Sched1:1le, neither. 
Atlantic nor any ofitS subsidiaries has receiveo a '.fax Ruling or eht~red into a Closing 'A:greeme11t 'Yith any . 
taXing aj:tthority that woul~ havy a continuing adverse effect af~er 'the Closing bate·. · - · · 

' . ' , : ~. ; ' . . . ' . ' ... ; - . . ··;· . ' ' ' " . : ; . . ' ' . . . -

(1) Availability of Tax Returns. Atlantic and its subsidiaries have made available, to. Delmarva 'cqmplete 
and accurate copies, cover1ng all open years, .of (i) all Tax Returns, and any amendments thereto, filed by 
Atlantic· or ariy of its subsidiaries, (ii) all audit repoi:tscreceived from any taxing authority relating to any 
ThX Return filed by Atlantic or any of its subsidiaries and (iii) any Closing Agreements entered into by 
Atlantic or any of its subsidiaries '.with any taxing authority. · · · · -- :.. ' · 

.. ·. . ·\(m)' 'J,'aX ·shanngAgr~enient~.' E:x:cept as di~bi6~~d in Section 5.Q(m) of theAti'antic Disclosure S~hed
uk.~o agreements relating.tothe 8.J.locati~m or sharing of Taxes 'fii,i.~t'between ()r among·f\tl~nti~-anci a.hY. 

· of its Slibsidiarie's. . "' ; . . . . . '. - -
·''.: 1,' ), < I • i • ',,[ •,fr,' 

· (n) Code_§ 34! (f). Neither Atlantic nor.any of its subsidiaries has filed. a consent pursuant to Cpde 
§'341(f) ~~fr.has ~gie~d io:_h-aye co.~e-~·34i(t)(?f apply t() a~Y-dispositiop. ofa stibsecti~n. (f) assbt (as' such -
tefuils defilied}n C9de, § ~4l(f)(4)) owne~ l)y'Atlantfo:ot ;:tilY of its slibsidiaiies. , , . - . . .. 

--.:.· '(o') Code § 168, Exce~~. a~ df~closed-iti ~ec~i~n-5~9(() ).of the Atla~tic Discl~s~re S~hedule, ~o· property 
of Atlantic or any of .its subsidiaries is property that Atlantic or any such subsidiary 'or any party .to -this 
tfansacr~on i,~ .. o,r w'il~ be requi~ed tO ti;~at l:lS being owned by another person pursuanpo the provi~ions of 
Cod~J168(f)(8) (~~in efiett prior fotts ·ame11dment by the ;nrx'R~forxi(Act of 1986)'or-is Fa:X-exempt use 
propei:ty within the meaning of <=:ode' § 168. •' ' ' ' : .. ' .- '' ' , ._ ' 

_ . (p )' C~de i.481,Adjustments. Except as disclos~d in ~ection 5 .9(p) of the Atlantic Disclos.ure Sc!J.edule, 
neither Atlantic ndt' ariy Of its 'subsidlai!~s is teqrtiied to include ID ~ncdme any ad]ustµient pursuant to 
.Code § 481(a) by ·reason o(a voluntary change iri accounting method initiated by 'Atlaqtic or arty of its 
subsidiaries, andto the best.of the !rnowledge of Atlantic,'.the IRS has not proposed any:,s11ch adjustment 
or change in·.accounting method. :_ , __ .. , . _. · . , ::, .. 

. _ ( q)"Code §§ 6661 _and .6662: Ex~ept as discio~M: i~- Section 5.9( q) of the Atia~~ic Disclosure Sched~le, 
all· transactions th~t 2ouid giv~ 'rise' to an_ underst~tement Of federal' focome tax (within 'the meanfug of 
Cod~§ i566i fot Tux Retlii!ns-'f!l~d ~n br 'before December'3i, i99b,: and within the:mearting ~f Code§ 6662 
for tax returns filed after Deceinber"31, 199dfthat coiil~ r~asonablybe e:xpectt::d to result in,'an"~tlaritic 
Material.Adverse.Effect have'beeh adequately disclosed (or; with respect to Tax Returns filed following the 
Closing will'be adequately-discloseq)'.on the Tax Returns of Adanti_c and its subsidiaries :.in accgrdance with 
Code § 6661(b )(2)(B) for Tax Returns filed on or prior to_ December 31, .1990, ai11;l<in accordance. with 
Code § 6662( d)(2)(B}, for Tax. Returns filed after December' 31, 1990. . · · · 

. . . . . ' ' , -'. . ' : ". ·: '. . . . .. ' ' ::• - ' ' .; ' . . ' . . ~. ': . ; .. 
(r).. Code§ 2800 .. Except as· disclosed ·in .Section 5.9(r) of.the Atlantic Disclosure Schedule,:neither 

.Atlantic nor any of ·its ·subsidiar;ies .is. a· party to. any agreement, contraet, or· arrangement that cpuld · 
'reasonably be ,expected to result; on account of .tlie transactions contemplated hereunder; separately or in 
the' aggregate~ in' the payment bf any :'excess 'p·arachute payment" within the Ili,~a11i~g 'of. Code.§ 280_G. _ 
• ' ,, ; < ·- ~· • • , ,,' . ' • • ·' • • • • • ' • - ' . • . • • • '' .:. ' < 

(s) NOLS. As of December 31, 1994, Atlantic and its :subsidiaries had net operating loss canyovers . 
. · available to offset future income as disclosed in Section 5 .9( s) of the. Atlantic Discldsure Schedule. Sect:ion 

5;9(s) :of the' Atlantic Disclosure.:Schedule discloses the amount. of and year. of expiration of ·each 
company's .n.et operating loss carryovers. · 
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(t) Credit Carryover. As of December 31, 1994, Atlantic and its subsidiaries had tax credit carryovers 

• 

available to offset future tax liability as disclosed in Section 5.9(t) of the Atlantic Disclosure Schedule. 
Section 5.9(t) of the Atlantic Disclosure Schedule discloses the amount and year of expiration of each 
company's tax credit carryovers. . 

(u) Code§ 338 Ele~tions. Except as disclosed 1n Section 5.9(u) of the Atlantic Disclosure Schedule, no 
election under Code§ 338 (or any predecessor provision) has been made by or with respect to Atlantic or 
any of its subsidiaries or any of their respective assets or properties. 

(v) Acquisition Indebtedness. Except as disclosed in Section 5.9(v) of the Atlantic Disclosure Schedule, 
no indebtedness of Atlantic or any of its subsidiaries is "corporate acquisition indebtedness" within the 
meaning of Code § 279(b ). 

(w) Interc~,,,;,,pany Transactions. Except as disclosed in Section 5.9(w) of the Atlantic Disclosure 
Schedule, neither Atlantic nor any of its subsidiaries have engaged in any intercompany transactions within 
the meaning of Treasury Regulations § 1.1502-13 for which any income or gain will remain unrecognized as 
of the close of the last taxable year prior to the Closing Date. 

(x) Liability for Others. Except as disclosed in Section 5.9(x) of the Atlantic Disclosure Schedule, 
neither Atlantic nor any of its subsidiaries has any liability for Taxes ·of any person other than Atlantic and 
its subsidiaries (i) under Treasury Regulations Section 1.1502-6 ( ot any similar provision of state, local or 
foreign law) as a transferee or successor, (ii) by contract .or (iii) otherwise. 

Section 5.10 Employee Matters; ERISA. 

(a) Benefit Plans. Section 5.lO(a) of the Atlantic Disclosure Schedule contains a true and complete list 
of: (i) each employee benefit plan, program or arrangement covering employees, former employees or 
directors of Atlantic (or any of its subsidiaries) or any of their dependents or .beneficiaries, or providing 
benefits to such persons in respect of services provided to any such entity; including, but not limited to, any 

•

'employee benefit plan" within the meaning of ERISA § 3(3) (whether or not terminated, if Atlantic or 
ny of its subsidiaries could have statutory or contractual liability with respect thereto on or after the date 

hereof); (ii) each management, employment, deferred compensation, severance (including any payment, 
right or benefit resulting from a change in control), bonus or other contract for personal services with or 
covering any current officer, key employee or director or any consulting contract with any person who prior 
to entering into such contract was a director or officer of Atlantic or any of its subsidiaries (whether or not 
terminated, if Atlantic or any of its subsidiaries could have statutory or contractual liability with respect 
thereto on or after the date hereof); (iii) each "employee pension benefit plan" (within the meaning of 
ERISA § 3(2)) subject to Title IV of ERISA or the minimum funding requirements of Code. § 412 
maintained or cpntributed to by Atlantic or any entity required to be aggregated therewith pursuant to 
Code § 414(b) or (c) (each, an "Atlantic ERISA Affiliate") at any time during the seven-year period 
immediately preceding the date hereof (collectively, the "Atlantic Benefit Plans") and (iv) with respect to 
each Atlantic Benefit Plan, the source or sources of benefit payments under the plan (including, where 
applicable, the identity of any trust (whether or not a grantortrust), insurance contract, custodial account, 
agency agreement, or other arrangement that holds the assets of, or serves as a funding vehicle or source of 
benefits for, such Atlantic Benefit Plan). 

(b) Contributions. Except as disclosed in Section 5.lO(b) of the Atlantic Disclosure Schedule, all 
material contributions and other payments required to have been made by Atlantic or any .of its 
subsidiaries pursuant to any Atlantic Benefit Plan (or to any person pursuant to the terms thereof) have 
been timely .made or the amount of such payment or contribution obligation has been reflected in the 
Atlantic Financial Statements. 

( c) Qualification; Compliance. Except as disclosed in Section 5 .10( c) of the Atlantic Disclosure 
Schedule, each Atlantic Benefit Plan that is intended to be "qualified" within the meaning of Code 
§ 401(a) has been determined by the IRS to be so qualified, and, to the best knowledge of Atlantic, no 

I-23 



event or condition exists or has occurred that could reasonably be expected to result in the revocation of 
any such determination. Atlantic and ·each of its subsidiaries are in compliance with, and each Atlantic • 
Benefit Plan is and has been operated in compliance with, all ·applicable laws, rules and regulations 
governing such plan, including without limitation BRISA and the Code, except for violations that could not 
reasonably be expected to have an Atlantic Material Adverse Effect. To the best knowledge of Atlantic, no 
individual or entity has engaged in any transaction with respect to any Atlantic Benefit Plan as ;:t result of 
which Atlantic o"r any of its subsidiaries coiild reasonably expect to be subject to liability pursuant to 
BRISA § 409 or § 502, or subject to an excise tax pursuant to Code § 4975. To the best knowledge of 
Atlantic, (i) no Atlantic· Benefit Plan is subject to any ongoing audit, investigation, or other administrative 
proceeding of the Internal Revenue Service, the Department of Labor, or any other federal, state or local 
governmental entity and (ii) no Atlantic Benefit Plan is the subject of any pending application for 
administrative relief under any voluntary compliance program of any governmental entity (including 
without limitation the IRS's Voluntary Compliance Resolution Program or Walk-in. Closing Agreement 
Program, or the Department of Labor's Delinquent Filer Voluntary Compliance Program). · 

(d) Liabilities. With respect to the Atlantic .Benefit Plans, individually and in nhe aggregate, no 
termination or partial termination of any .Atlantic Benefit Plan .or other event has occurred, and, to the 
best knowledge of Atlantic, there exists no condition or set of circumsta,nces, that could subject Atlantic or 
any of its subsidiaries to any liagility arising under the Code, BRISA or. any other appljcable law (including 
without limitation any liability to or under any such plan or to the PBGC); or·. under any indemnity 
agreement to which Atlantic, any of its subsidiaries or any Atlantic BRISA Affiliate is a party, which 
liability, excluding liability for benefit claims and funding obligations payable in the ordinary course and 
liability for PBGC insurance premiums payable in the ordinary course is reasoqably lik~ly to ha\'.e an 
Atlantic Material Adverse Effect. · 

(e) Welfare Plans. Except as :disclosed in Section 5.10(e) of the Atlantic Disclosure Schedule, .no 
Atlantic Benefit Plan that is a "welfare plan" (within the meaning of BRISA§ 3(1)) provides benefits for 
any retired or former employees (other than as required pursuant to BRISA§ 601). · 

(f} Documents Made Available. Atlantic has made available tci Oelmarva a tr~e an.d c~~rect c~py o 
each collective bargaining agreement to which Atlantic is a party or.un.der whiCh Atl~ntic has obligations 
and, with respect t<;> each Atlantic Be~efit Plan, as applicable (i) the current plan do~ument (including all 
amendineri.ts adopted since the most recent restatement) and its most recently prepared summary plan 
description and all summaries of material modifications prepared since the most recent summary plan 
description; (ii) the most recently prepared annual report (IRS Forni 5500 Series) including financial 
statements, (iii) each related trust agreement, insurance contract, service proyider o~ ~rivestment manage
ment agreement (inclµding all amendments to. each such document), (iv) the most re.cent IRS determina
tion fotter with respect to the qualified status under Code § 401(a) of .such plan and a copy of any 
application for an IRS determination letter filed since the most recent IRS determ!nation letter was issued 
an.d (v) the most recent actuarial report or valuation. · · · 

' . 

(g) Payments Resulting from Mergers. Other than as disclosed in Section 5.10(g) of the Atlantic 
Disclosure Schedule, the consummation or announcement of any transaction contemplated by this 
Agreement will not (either alone or upon the occurrence of any additional or further acts or events) result 
in any (i) payment (whether of severance pay or otherwise) becoming due from the Company or Atlantic 
or any of its subsidiaries under any applicable Atlantic Benefit Plans to any officer, employee, former 
employee or director thereof or to the trustee under any "rabbi trust" or similar arrangement, . or 
(ii) benefit under any Atlantic Benefit Plan being established or becoming accelerated, vested or payable, 
except for a payment or benefit that would have been payable under the same terms "and conditions 
without regard to the transactions contemplated by this Agreement. · ,. · 

(h) Funded Status of Plans. Except as disclosed in Section 5.lO(h) of the Atlantic Disclosure Sch~dule, 
each Atlantic Benefit Plan that is subject to either or both of the minimum funding requirements of 
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BRISA § 302 or to Title IV of BRISA has assets that, as of the date hereof, have a fair market value equal 
to or exceeding the present value of the accrued benefit obligations thereunder on a termination basis, as 
of the date hereof based on the actuarial methods, tables and assumptions theretofore utilized by such 
plan's actuary in preparing such plan's most recently prepared actuarial valuation report, except to the 
extent that applicable law would require the use of different actuarial assumptions if such plan was to be 
terminated as of the date hereof. No Atlantic Benefit Plan subject to the minimum funding requirements 
of BRISA § 302 has incurred any "accumulated funding deficiency" (within the meaning of BRISA § 302). 

(i) Multiemployer Plans. Except as disclosed in Section 5.lO(i) of the Atlantic Disclosure Schedule, no 
Atlantic Benefit Plan is or was a "multiemployer plan" (within the meaning of BRISA § 4001(a)(3)), a 
multiple employer plan described in Code§ 413(c), or a "multiple employer welfare arrangement" (within 
the meaning of BRISA § 3(40)); and none of Atlantic, any subsidiary thereof or any Atlantic BRISA 
Affiliate has been obligated to contribute to, or otherwise has or has had any liability with respect to, any 
multiemployer plan, multiple employer plan, or multiple employer welfare arrangement. With respect to 
any Atlantic Benefit Plan that is listed in Section 5.lO(i) of the Atlantic Disclosure Schedule as a 
multiemployer plan, Atlantic and its subsidiaries have not made or incurred a "complete withdrawal" or a 
"partial withdrawal,'' as such terms are defined in BRISA §§ 4203 and 4205, therefrom at any time during 
the five calendar year period immediately preceding the date of this Agreement and the transactions 
contemplated by the Agreement will not, in and of themselves, give rise to such a "complete withdrawal" 
or "partial withdrawal." 

(j) Modification or Termination of Plans. Except as disclosed in Section 5.lO(j) of the Atlantic 
Disclosure Schedule: (i) neither Atlantic nor any subsidiary of Atlantic is subject to any legal, contractual, 
equitable or other obligation to establish as of any date any employee benefit plan of any nature, including 
without limitation any pension, profit sharing, welfare, post-retirement welfare, stock option, .stock or cash 
award, nonqualified deferred compensation or executive compensation plan, policy or practice; and (ii) to 
the best knowledge of Atlantic after review of all Atlantic Benefit Plari documents, the Company, Atlantic 
or one or more of its subsidiaries may, in any manner, and without the consent of any employee, 
beneficiary or dependent, employees' organization or other person, terminate, modify or amend any 
Atlantic Benefit Plan or any other employee benefit plan, policy, program or practice (or its participation 
in any such Atlantic Benefit Plan or other employee benefit plan, policy, program or practice) at any time 
sponsored, maintained or contributed to by Atlantic or any of its subsidiaries, effective as of any date 
before, on or after the Effective Time except to the extent that any retroactive amendment would be 
prohibited by BRISA § 204(g) or would deprive a plan participant of a benefit in which such participant 
has a vested right. 

(k) Reporlable Events; Claims. Except as disclosed in Section 5.lO(k) of the Atlantic Disclosure 
Schedule, (i) no event constituting a "reportable event" (within the meaning of BRISA § 4043(b)) for 
which the 30-day notice requirement has not been waived by the PBGC has occurred with respect to any 
Atlantic Benefit Plan and (ii) no liability, claim, action or litigation has been made, commenced or, to the 
best knowledge of Atlantic, threatened, by or against Atlantic or any of its subsidiaries with respect to any 
Atlantic Benefit Plan (other than for benefits or PBGC premiums payable in the ordinary course) that is 
reasonably likely tq have an Atlantic Material Adverse Effect. · 

(1) Labor Agreements. Except as disclosed in Section 5.10(1) of the Atlantic Disclosure Schedule, to 
the best knowledge of Atlantic, as of the date hereof, there is no current labor union representation 
question involving employees of Atlantic or any of its subsidiaries, nor does Atlantic or any of its 
subsidiaries know of any activity or proceeding of any labor organization (or representative thereof) or 
employee group (or representative thereof) to organize· any such employees. Except as disclosed in the 
Atlantic SEC Reports or as disclosed in Section 5.10(1) of the Atlantic Disclosure Schedule: (i) neither 
Atlantic nor any of its subsidiaries is a party to any collective bargaining agreement or other labor 
agreement with any union or labor organization; (ii) there are no unfair labor practice charges or 
grievances arising out of a collective bargaining agreement or other grievance procedure against Atlantic 
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or any of its subsidiaries pending, or to the best knowledge of Atlantic threatened, that, in the aggregate, 
are reasonably likely to have an Atlantic Material Adverse Effect; (iii) there are no complaints, lawsuits or 
proceedings in any forums by or on behalf of any present or former employees, any applicants for 
employment or classes of the foregoing alleging breach of any express or implied contract of employment, 
any law or regulation governing employment or the termination thereof or other discriminatory, wrongful 
or tortious conduct in connection with the employment relationship against Atlantic or any of its 
subsidiaries pending, or to the best knowledge of Atlantic threatened, that, in the aggregate, are reasonably 
likely to have an Atlantic Material Adverse Effect; (iv) there are no strikes, disputes, slowdowns, work 
stoppages or lockouts pending, or to the best knowledge of Atlantic threatened, against or involving 
Atlantic or any of its subsidiaries that, in the aggregate, are reasonably likely to have an Atlantic Material 
Adverse Effect; (v) Atlantic and each of its subsidiaries are in compliance with all appiicable laws 
respecting employment and employment practices, terms and conditions of employment, wages, hours of 
work and occupational safety and health, except for noncompliance that, in the aggregate, is not 
reasonably likely to have an Atlantic Material Adverse Effect; and (vi) there is no proceeding, claim, suit, 
action or governmental investigation pending, or to the best knowledge of Atlantic threatened, in respect 
to which any director, officer, employee or agent of Atlantic or any of its subsidiaries is or may be entitled 
to claim indemnification from Atlantic or any of its subsidiaries pursuant to their respective certificates or 
articles of incorporation or bylaws or as provided in the indemnification agreements listed on Section 
5.10(1) of the Atlantic Disclosure Schedule. · 

Section 5.11 Environmental Protection. 

(a) Compliance. Except as disclosed in Section 5.ll(a) of the Atlantic Disclosure Schedule or as 
disclosed in the Atlantic SEC Reports, Atlantic and each of its subsidiaries are and have been in material 
compliance with all applicable Environmental Laws, except where the failure to be or to have been so in 
material compliance, in the aggregate, is not reasonably likely to have an Atlantic Material Adverse Effect. 
Except as disclosed in Section 5.ll(a) of the Atlantic Disclosure Schedule, neither Atlantic nor any of its 
subsidiaries has received any written notice from a.ny person or Governmental Authority that alleges that 
Atlantic or any of its subsidiaries is not or has not been in material compliance with applicable 
Environmental Laws, except where the failure to be or to have been so in material compliance, in the 
aggregate, is not reasonably likely to have an Atlantic Material Adverse Effect. 

(b) Environmental Permits. Except as disclosed in Section 5.ll(b) of the Atlantic Disclosure Schedule 
or as disclosed in the Atlantic SEC Reports, Atlantic and each of its subsidiaries h~ve obtained or have 
applied for all material Environmental Permits necessary for the construction of their facilities and the 
conduct of their operations, and all such Environmental Permits are in good standing or, where applicable, 
a renewal application has been timely filed and is pending agency approval, and Atlantic and its 
subsidiaries are in compliance with all terms and conditions of all such Environmental Permits and are not 
required to make any material expenditures in connection with any renewal application pending agency 
approval, except where the failure to obtain or be in such compliance and the requirement to make such 
expenditures, in the aggregate, is not reasonably likely to have an Atlantic Material Adverse Effect. 

(c) Environmental Claims. Except as disclosed in Section 5.ll(c) of the Atlantic Disclosure Schedule 
or as disclosed in the Atlantic SEC Reports, to the best knowledge of Atlantic, there are no Environmental 
Claims (as defined in Section 4.ll(g)) pending, or to the best knowledge of Atlantic threatened, (i) against 
Atlantic or any of its subsidiaries or joint ventures, (ii) against any person or entity whose liability for any 
Environmental Claim Atlantic or any of its subsidiaries or joint .ventures has or may have retained or 
assumed either contractually or by operation of law or (iii) against any real or personal property or 
operations that Atlantic or any of its subsidiaries or joint ventures owns, leases or manages, in whole or in 
part, that, if adversely determined are in the aggregate reasonably likely to have an Atlantic Material 
Adverse Effect. 
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(d) Releases. Except as disclosed in Section 5.ll(c) or 5.ll(d) of the Atlantic Disclosure Schedule or 
as disclosed in the Atlantic SEC Reports, to the best knowledge of Atlantic, there has been no Release of 
any Hazardous Material that would be reasonably likely to form the basis of any Environmental Claim 
against Atlantic or any subsidiary or joint venture of Atlantic, or against any person or entity whose liability 
for any Environmental Claim Atlantic or any subsidiary or joint venture of Atlantic has or may have 
retained or assumed either contractually or by operation of law, except for Releases of Hazardous 
Materials the liability for which is not in the aggregate reasonably likely to have an Atlantic Material 
Adverse Effect. 

( e) Predecessors. Except as disclosed in Section 5.11( e) of the Atlantic Disclosure Schedule or as 
disclosed in the Atlantic SEC Reports, to the best knowledge of Atlantic with respect to any predecessor of 
Atlantic or of any subsidiary or joint venture of Atlantic, there are no Environmental Claims pending or 
threatened, or any Releases of Hazardous Materials that would be reasonably likely to form the basis of 
any Environmental Claims, that are reasonably likely to have, in the aggregate, an Atlantic Material 
Adverse Effect. 

(f) Disclosure. To the best knowledge of Atlantic, Atlantic has disclosed to Delmarva all material facts 
that Atlantic reasonably believes are likely to form the basis of a material Environmental Claim or to 
require material expenditures in order to comply with current or future applicable Environmental Laws 
arising from (i) the cost of pollution control equipment currently required or known to be required in the 
future, (ii) current investigatory, removal, remediation or response costs or investigatory, removal, 
remediation or response costs known to be required in the future, in each case, both on-site and off-site 
and (iii) any other environmental matters affecting Atlantic or its subsidiaries. 

Section 5.12 Regulation as a Utility. One of Atlantic's wholly owned subsidiaries is regulated as a public 
utility in the State of New Jersey and by the FERC. Except as disclosed in Section 5.12 of the Atlantic 
Disclosure Schedule, neither Atlantic nor any "subsidiary company" or "affiliate" (as such terms ~re 
defined in' the 1935 Act) of Atlantic is subject to regulation as a public utility or public service company (or 
similar designation) by any other state in the United States, by the United States or any agency or 
instrumentality of the United States or by any foreign country. Atlantic is a holding company exempt from 
all provisions ofthe 1935 Act except Section 9(a)(2) pursuant to Section 3(a)(l) of the 1935 Act. 

. . 
Section 5.13 Vote Required. The appn;wal of the Atlantic Merger by a µiajority of all votes cast by the 

holders of Atlantic Common Stock (the ''Atlantic Shareholders' Approval"), is the only vote of the holders 
of any class or series of the capital stock of Atlantic required to approve this Agreement, the Mergers and 
the other transactions contemplated hereby. 

Section 5.14 Opinion of Financial Advisor. Atlantic has received the opinion of Morgan Stanley & Co. 
Incorporated, dated the date hereof, to the effect that, as of the date hereof, the Atlantic Conversion 
Ratio, taking into account the Delmarva Conversion Ratio, is fair from a financial point of view to the 
holders of Atlantic Common Stock. 

Section 5.15 Insurance. Except as disclosed in Section 5.15 of the Atlantic Disclosure Schedule, each 
of Atl~ntic and each of its subsidiaries is, and has been continuously since January 1, 1991, insured with 
financially .i;esponsible insurers in such amounts and against such. risks and losses as are customary for 
companies conducting the respective businesses conducted by Atlantic and its subsidiaries during such time 
period. Except as disclosed in Section 5.15 of the Atlantic Disclosure Schedule, neither Atlantic nor any of 
its subsidiaries has received any notice of cancellation or termination with respect to any material 
insurance policy thereof. All material insurance policies of Atlantic and its subsidiaries are valid and 
enforceable policies. 

Section 5.16 Applicability of Cerlain New Jersey Law. Assuming the accuracy of the representation of 
Delmarva set forth in. Section 4.17, the New Jersey Shareholders Protection Act (Section 14A:lOA-1 et seq. 
of the NJBCA) is not applicable to the transactions contemplated by this Agreement. 
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S_ectio~ 5.1'. Ownership of Delmmva Common Stock. Atlantic does not "beneficially own" (as such. 
term is defmed m Rule 13d-3 under the Exchange Act) any shares of Delmarva Common Stock. 

Section 5.18 Operations of Atlantic Nuclear Power Plants. Except as set forth in Section 5.18 of the 
Atlantic Disclosure Schedule, to the best knowledge of Atlantic, the operations of the Hope Creek Nuclear 
Generating Station owned by Atlantic and the Salem and Peach Bottom Nuclear Generating Stations 
owned by Atlantic together with Delmarva (collectively, the "Atlantic Facilities") are and have at all times 
been conducted in compliance with applicable health, safety, regulatory and other legal requirements, 
except where the failure to be in compliance in the aggregate does not and insofar as can reasonably be 
foreseen would not have an Atlantic Material Adverse Effect. To the best knowledge of Atlantic, each of 
the Atlantic Facilities maintains emergency plans designed to respond to an unplanned release therefrom 
of radioactive materials into the environment and customary liability insurance consistent with industry 
practice and consistent with Atlantic's view of the risks inherent in the operation of a nuclear power facility 
currently exists with respect to such Atlantic Facility. To the best knowledge of Atlantic, plans for the 
decommissioning of each of the Atlantic Facilities and for the short-term storage of spent nuclear fuel 
conform with the requirements of applicable law, and such plans have at all times been funded consistently 
with reasonable budget projections for such plans. . 

ARTICLE VI 

CONDUCT OF BUSINESS PENDING THE MERGEE.S 

Delmarva and Atlantic have each delivered to the other a budget for the years 1996 through 1998 
(respectively, the "Delmarva Budget" and the "Atlantic Budget"), which Delmarva or Atlantic, as the case 
may be, may update or otherwise modify in writing for purposes of this Article VI only with the consent in 
writing of Atlantic or Delmarva, as the case may be. After the date hereof and prior to the Effeetive Time 
or ~arlier termination of this Agreement, · each of Delmarva and Atlantic agrees as to itself and its 
suhsi~ia~ies, except as ex.Pressly contemplat~d or permit~ed U: ~his Agreement, or to the extentAtlantic o. 
DelmarV'a, as the case may be, shall otherwise consent m wntmg, as follows: · 

' ' • ; • ' ' ' ,•. ·.1 

Section 6.1 Ordinary Course of Business. Each of Delmarva and Atlantic shall; and .each shall cause its 
respective subsidiaries to, carry on its and their respective businesses in the usual, regular and ordinary 
course consistent with past practice and use all commercially reasonable efforts to preserve infad their 
present business organizations and· 'goodwill, preserve the goodwill and relationships with customers, 
suppliers and others having business dealings with them and, subject to prudent management of their 
workforces, including (without limitation) ongoing or planned activities, benefits, programs, practiees, and 
policies related. to effecting t.heir business strategies and downsizing, re-engineering and similar matters, 
keep .available, the. services of t.heir present officers and empioyees, to the end that their goodwill and 
dngoing businesses shall not be impaired in any material respect at the Effective Time. Neither D~iinarva 
nor Atlantic shall, nor shall either permit any of its subsidiaries to, (i) enter into a new line of business. that 
is not described, in the case of Delmarva, in Section 6.1 of the Delmarva Disclosure Sche~ule, or, in the 
case of Atlantic, in Sedion 6.1 Of the Atlantic Disclosure Schedule (in each case, a "'Listed Activity") 
involving any material investment of assets or resources or any' material exposure to liability 'or loss 
(including without limitation any lo~ns or capital contributions to, and the undertaking of any guarantees 
in favor of or any "keepwell" or other agreements to maintain 'the financial condition df, another person), 
in the case of Delmarva, to Delmarva and its subsidiaries taken as a whole, and, in the case·of Atlantic, to 
Atlantic and its subsidiaries taken as a whole, (ii) make aggregate investments (including without limitation 
any lOans or capital contributions to, and the undertaking·of any guarantees in favor of or ahy "keep well" 
or other agreements to maintain the financial condition of, another person) during the period from the 
date of this Agreement to the Effective Time in or in respect of Listed Activities in excess of $250,000,000 
in the aggregate, or (iii) make any such il).vestment in or in respect of any Listed Activity, other than an 
investment by Atlantic in thermal (heating and cooling) services, in excess of $7,500,000 per year in any 
Listed Activity without consultations with each other concerning the ffivestment. For purposes of thi. 
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Article VI, "consistent with past practice" as applied to Atlantic and.its subsidiaries shall mean among 
other things that, unless otherwise required by applicable law or regulation, the allocation of benefits and 
burdens to Atlantic City Electric Company ("Atlantic Utility") in comparison with those allocated to 
Atlantic and its subsidiaries other than Atlantic Utility shall be on a basis not more favorable to Atlantic 
Utility than has previously been the case. 

Section 6.2 Dividends. Neither Delmarva nor Atlantic shall, nor shall either permit any of its 
subsidiaries to: (a) declare or pay ariy dividends on or make other' distributions in respect of any of'their 
capital stock other than (i) to such party or its wholly-owned subsidiaries, (ii) dividends required to be· paid 
on any Delmarva Preferred Stock or any ·preferred stock issued ·by Atlantic City Electric Company 
(''Atlantic Subsidiary Preferred .stock") in accordance with their respective terms, (iii) regular quarterly 
dividends on Delmarva Common Stock with usual record and payment dates at an annual rate not in 
excess of $1.54 per share and (iv) regular quarterly dividends on Atlantic Common Stock with usual re.cord 
and payment dates at an annual rate not in excess of $1.54 per share; (b) split, combine or reclassify any of 
their capital stock ·or issue or authorize ·or propose the issuance of any other securities in respect of, in lieu 
of, or in substitution for, shares of its capital stock;. or (c) redeem, repurchase or otherwise acquire any 
shares of their capital stock other than (i) redemptions, repurchases and. other acquisitions of shares of 
capital stock in the ordinary course of business consistent with past practice including without limitation, 
(w) repurchases, redemptions and other acquisitions in connection with the administration .of employee 
benefit anq. dividend reinvestment plans as in, effect on the date hereof in the ordinary course of the 
operation ofsuch plans, (x) redemptions, purchase~ or acquisitions required by the respective terms of any 
series of Delm;irva Preferred Stock or Atlanti.c Subsidiary Preferred Stock, (y) in connection witl). the 
refunding of Delmarva Preferred Stock or Atlantic Subsidiary Preferred Stock through the issuance of 
additional Delmarva Preferred Stock .or Atlantic Utility Preferred Stock or indebtedness, as the case may 

·be, at a lower cost of funds (calculating such cost o.n an aggregate after-tax basis) or through the.issuance 
of long-term indebtedi;i~.ss as permitted under Section 6.7 and (z) open-market repurchases of Delmarva 
Common Stock or Atlantic Common Stock, as the case may be, utilized to fund up to $50,000,000 in any 

• 

fiscal ye~r (when agg,regated with common stock so utilized by Delmarva or Atlantic, as the case may be, 
pursuant to clause (c) of Section 6.3) of the cost of any acquisitions permitted under Section 6.5 and 
(ii) intercompany acquisitions of capit,al stock. . 

Section 6.3 Issuance of Secwities. Neither Delmarva nor Atlantic shall, nor.shall either permit any of 
its subsidiaries to, issue, deliver or sell, or authorize or propose the issuance, delivery or sale of, any shares 
of their capital stock of any class or any securities convertible into or exchangeable for, or any rights, 
warrants or options to acquire, any such shares or convertible or exchangeable securities, except as 
provided in . the Delmarva Budget or the Atlantic Budget, as the case may be, and except for (a) t.he 
issuance of common -stock or stock appreciation or similar rights, as the case may be, pursuant to (i) the 
Dividep.d Reinvestment and Common Share Purchase Plan, the Savings and Thrift Plan, and the Long
Term Incentive Plan of Del~arva or (ii) the Employee In,centive .Plan, .the Directors' Restricted Stock Plan, 
the Employee Stock Purchase Plan and the Dividend Reinvestment Plan .. of Atlantic, in each case 
consistent with past practice in kind and amount and in the ordinary course of business under such plans 
substantially in accordance with their present terms, (b) the issuance by a wholly owned subsidiary of 
shares of its capital stock 'to its parent and ( c) the issuance of common stock by Delmarva or Atlantic, as 
the case may be, utilized to fund up to $50,000,000 in any fiscal year (when aggregated with common stock 
so utiliZed by Delmarva or Atlantic, as the case may be, pursuant to clause (c)(i)(z) of Section 6.2) of the 
cost of any acquisitions permitted under Section 6.5. · 

Section 6.4 Charter Documents. Neither Delmarva nor Atlantic shall amend or propose to amend its 
certificate or articles of incorporation or its bylaws, except as necyssary to provide for the issuance of 
securities as permitted pursuant to Section 6.3 or as required .by law. · 

Section 6.5 Acquisitions. Except as permitted by Section 6.1 in respect of Listed Activities or as may be 
disclosed in Section 6:5 of the Delmarva Disclosure Schedule or the Atlantic Disclosure Schedule, and 
except for acquisitions not exceeding $20,000,000 in the aggregate during any fiscal year, or more than 
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$40,000,000 in the aggregate during the period from the date of this Agreement to the Effective Time, in 
the case of, on the one hand, Delmarva and its subsidiaries and, on the other hand, Atlantic and its 
subsidiaries, neither Delmarva nor Atlantic shall, nor shall either permit any of its subsidiaries to,. acquire 
or agree or publicly propose to acquire, by merging or consolidating with, or by purchasing a substantial 
equity interest in or a substantial portion of the assets of, or by any other manner, any business or any 
corporation, partnership, association or other business organization or division thereof, or otherwise 
acquire or agree to acquire any ml;lterial amount of assets other than in the ordinary course of business 
consistent with past practice. · ·' · . ' 

Section 6.6 No Dispositions. Except as disclosed in Section 6.6 of the Delmarva Disclosure Schedule or 
the Atlantic Disclosure Schedule, .and other than (a) dispositions not exceeding $5,000,000 during any 
fiscal year in the case of, on the on~,.hand, Delmarva and its subsidiaries and, on the other hand, Atlantic 
and its subsidiaries, (b) as may be re.quired by law to consummate the transactions contemplated hereby or 
( c) in the ordinary course of business consistent with past practice, neither Delmarva nor Atlantic shall, nor 
shall either permit any of its subsidi,aries to, sell, lease, license, encumber or otherwise dispose of, any of its 
assets that are material, individually.or in the aggregate, to such party and its subsidiaries taken.as a whole. 

Section 6.7 Indebtedness. Except as disclosed in Section 6.7 of the Delmarva Disclosure Schedule or 
the Atlantic Disclosure Schedule and except as provided in the Delmarva Budget and the Atlantic Budget, 
as the case may be, neither Delmarva nor Atlantic shall, nor shall either permit any of its subsidiaries to, 
incur or guarantee any indebtedness (including any debt borrowed or guaranteed or otherwise assumed, 
including without limitation the issuance of debt securities or warrants or rights to acquire debt) or enter 
into any "keepwell" or other agreement to maintain the financial condition of another persori or enter into 
arrangements having the effect of any of the foregoing other than (a) short-term indebtedness in the 
ordinary course of bu.siness consistent with past practice, (b) long-term indebtedness in connection with the 
refinancing of existing indebtedness either at its stated maturity or at a lower cost of funds (calculating · 
such cost on an aggregate after-tax basis), (c) long-term indebtedness in connection with the refunding of 
Delmarva Preferred Stock or Atlantic Preferred Stock at a lower cost of funds (calculated as aforesaid), 
and ( d) additional indebte~ness in any fiscal year not exceeding $25,000,000 more than the amount 
provided therefor in the Delmarva Budget for such fiscal year with respect to Delmarva and its subsidiaries 
and in the Atlantic Budget for such fiscal year with respect to Atlantic and its subsidiaries. 

Section 6.8 Capital Expenditures. Except as permitted by Section 6.1 in respect of Listed Activities or 
as may be disclosed in Section· 6.8 of the Delmarva Disclosure Schedule or the Atlantic Disclosure 
Schedule or as required by law, neither Delmarva nor Atlantic shall, nor shall either permit any of its 
subsidiaries to, make any capital expenditures, other than (a) capital expenditures incurred in connection 
with the construction of new facilities, (b) capital expenditures to repair or replace facilities destroyed or 
damaged due to casualty or accident (whether or not covered by insurance) and (c) additional capital 
ezjJenditures in any year of not more than 10% of the amount provided therefor in the Delmarva Budget 
fQr that year with respect to Delmarva and its subsidiaries and in the Atlantic Budget for thatyear with 
respect to Atlantic and it~ subsidiaries. 

Section 6.9 Compensation, Benefits. Except as disclosed in Section 6.9 of the Delmarva Disclosure 
Schedule or the Atlantic Disclosure Schedule, neither Delmarva nor Atlantic shall, nor shall either permit 
any of its subsidiaries to, (i) enter into, adopt or amend (except as may be required by applicable law), or 
increase the amount or accelerate the payment or vesting of any benefit or amount payable under, any 
employee benefit plan or other contract, agreement, commitment, arrangement, plan or policy maintained 
by, contributed to or entered into by such party or any of its subsidiaries, or increase, or enter into any 
contract, agreement, commitment or arrangement to increase in any manner, the compensation or fringe 
benefits, or otherwise to extend, expand or enhance the engagement, employment or any related rights,' of 
any director, officer or other employee of such party or any of its subsidiaries, except pursuant to bindillg 
legal commitments and except for normal (including incentive) increases, extensions, expansions, enhance
ments, amendments or adoptions in the ordinary course of business consistent with past practice that, in 
the aggregate, do not result in a material increase in benefits or compensation expense to such party and 
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its subsidiaries taken as a whole or (ii) enter into or amend any employment, severance, special pay 

• 

arrangement with resp.ect to termination of employment or other similar contract, agreement or arrange
ment with any director or officer other than in the ordinary course of business consistent with past practice. 
Notwithstanding the foregoing, (i) Atlantic shall terminate its retirement plan for non-employee directors 
and pay in cash all accrued benefits thereunder as described in Section 6.9 of the Atlantic Disclosure 
Schedule prior to the Effective Time, and (ii) each of Delmarva and Atlantic may, with the agreement of 
the other, modify the benefits payable under its severance arrangements with management employees in a 
manner which makes the aggregate level of severance benefits received by such management employees 
comparable to the aggregate level of severance benefits which are, on the date of this Agreement, provided 
to comparable employees of the other. 

Section 6.10 1935 Act. Atlantic shall not, nor shall it permit any of its subsidiaries to, except as 
required or contemplated by this Agreement, engage in any activities that would cause a change in its 
status, or that of its subsidiaries, under the 1935 Act, that would impair the ability of Atlantic to claim an 
exemption from all provisions of the 1935 Act except Section 9(a)(2) under Section 3(a)(l) of .the 1935 Act 
or that would impair the ability of Atlantic Utility to claim an exemption from all provisions of the 1935 
Act except Section 9(a)(2) u,nder Section 3(a)(2) of the 1935 Act, other than (i) the appli<;:ation to the SEC 
under the 1935 Act contemplated by this Agreement for approval to the extent required of the transactions 
contemplated hereby and (ii) the registration of the Company pursuant to the 1935 Act. 

Section ·6.11 Accounting. Neither Delmarva nor Atlantic shall, nor shall either permit any of its 
subsidiaries to, make any changes in their accounting methods, except as required by law, rule, regulation 
or GAAP. · 

Section 6.12 Tax-Free Status. No party shall, nor shall any party permit any of its subsidiaries to, take 
any actions that would, or would be reasonably likely to, adversely affect the status of the Mergers as a tax
free transaction (except as to dissenters' rights and fractional shares) under Code § 368(a) and/or Code 
§ 351, and each party shall use all commercially reasonable effor.ts to achieve such result. 

Section 6.13 Discharge of Liabilities. Neither Delmarva nor Atlantic shall, nor· shall either permit any 
of its subsidiaries to, pay, discharge or satisfy any material claims, liabilities or obligations (absolute, 
accrued, asserted or unasserted, contingent or otherwise), other than (i) the payment, discharge or 
satisfaction, in the ordinary course of business consistent with past practice (which includes the payment of 
final and unappealable judgments and the refinancing of existing indebtedness for borrowed money either 
at its stated maturity or at a lower cost of funds) or in accordance with their terms, of liabilities reflected or 
reserved against in, or contemplated by, the most recent consolidated financial statements (or the notes 
thereto) of such party included in such party's reports filed with the SEC, or incurred in the ordinary 
course of business consistent with past practice or, or pursuant to Section 6.7 or as disclosed in Section 6.7 
of the Delmarva Disclosure Schedule or the Atlantic Disclosure Schedµle, or (ii) as part of or pursuant to 
any settlement of any rate filings before the public utility commission of any state or the FERC pending on 
the date of this Agreement. · · 

Section 6.14 Cooperation, Notification. Each of Delmarva and Atlantic shall: (a) confer on a regular 
and frequent basis with one or more representatives of the other to discuss, ·Subject to applicable law, 
material operational matters and the general status of its ongoing operations; (b) promptly notify the other 
of any significant changes in its business (including the entry int.a material new liqes of business or material 
extensions or expansions of existing lines of business), properties, assets, condition (financial or other), 
prospects or results of operations; (c) advise the other of any change or event that has had or, insofar as 
reasonably can be foreseen, is reasonably likely to result in, a Delmarva Material Adverse Effect or an 
Atlantic Material Adverse Effect, as the case may be; and ( d) promptly.provide the other with copies of all 
filings made by it or any of its subsil::liaiies with any state or federal court, administrative agency, 
commission or other Governmental Authority in connection with this Agreement and the transactions 
contemplated hereby. 
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Section 6.15 Rate Matters, Other than currently pending rate filings and matters related to the 
recovery of costs· associated with ·outages at the Salem Nuclear Generating Station, each of Delmarva and 
Atlantic shall, and shall cause its subsidiaries to, discuss with the other any changes in its or its subsidiaries' 
regulated rates or charges, standards· of· service or accounting from those in effect on the date hereof and 
consult with the other parties prior to making any filing (or any amendment thereto), or effecting any 
agreement, commitment, arrangement or consent with governmental regulators, whether written 'or oral, 
formal or informal; with respect then~to, and neither shall make any filing to change its rates or charges on 
file with the public utility commissioii of any state or FERC that would have'Ai material adverse· effect on 
the benefits associated with the Mergers. · 

Section 6.16 Third-Party Consents. Delmarva shall, and shall cause its subsidiaries to, ilse .all commer
cially reasonable efforts. to ·obtain; all· Delmar\ra: Required·. Consents, Delmarva shall promptly notify 
Atlantic of any failure or anticipated failure to obtain any such consents and, if requested by Atlantic, shall 
provide copies of all Delmarva Required Consents obtained by Delmarva to Atlantic. Atlantic shall, ·and 
shall cause· its· subsidiaries toj use all commercially reasonable .efforts to obtain all Atlantic Required 
Consents. Atlantic shall promptly notify Delmarva of any failure or anticipated failure to obtain any such 
consents and; ifrequested by Delmarva, shall provide copies.of all Atlantic Required Consents obtained.by 
Atlantic to Delmarva. ' · · ,, 

Section 6.17 N~ Breach, .Etc. No party shall, not sh~ll any'parfy permit any of its subsidiaries to, take 
any action that would of'is reasonably likely to result in a: 'material breach of any covenant or ·agreement of 
this Agreement or'iri any of its representations and warranties set forth in this Agreement being untrue on 
and as of the Closing Date. · 

·. · SeCti'on 6.18 Tax-Exempt Status. No party. shall, nor shall any party permit any subsidiary to, take any 
action that would,. or would be reasonably likely to, jeopardize the qualification of the outstanding revenue 
bonds issued for the benefit of Delmarva (or any subsidiary thereof) or for the benefit of Atlantic (or any 
subsidiary thereof) that qualify on the· date hereof under Code § 142(a)· as "exempt facility bonds" or' as 
tmf:-exempt industrial development bonds under Section 103(b)(4) of the ~nternal Revenue Code of 1954, 
as a.mended. prjor to. the Tax Reform Act 9f 1986. 

· ·Section 6.19 Transition Management. Delmarva and Atlantic shall create a·special transition manage
ment task force (the "Task Force';) to be· headed by Howard E .. Cosgrove (or an indiv:idual designated by 
him who shall be reasonably. satisfactoiy to the other Task Force head) a:nd Michael J. Chesser (or an 
individual designated by .him and reasonably satisfactory to: the other: Task Force head). The Task Force 
shall ·examin~ various alternatives.regarding the manner in which best to organize and manage· the business 
of the Company after the Effective Tiine, subject to applicable law. From time to time, the·Task Force shall 
reporrits"firidings'to the Board of Directors of each of Delmarva, and Atlantic. · · "·" 

. Section 6.20 ln~urance. Each of Delmarva arid Atlantic shall, and shall ca~se' its· subsidiaries to, 
maintain· with finaneially responsible insurance· conipanies insurance in such amOurits and against' such 
risks and losses as ar.e customary for companies engaged in the utility industry and employing lliethods of 
generating electrie power and fuel sources similar to those methods employed and fuel~ used by·such party 
or such· party's subsidiaries. ' · 

Section 6:21 Permit~ . . Delinarva -~md Atlantic shall, and. shall each cause its subsidiaries to, use all 
re~sonable efforts to i,:nahit~in in ~ffect all ~xisting Permits (as defined in Section 4.4) pursuant to which it 
or its subsidiades 'operate'. ·· · · · · · · · 

Section 6.22Cont;a~ts; Agreem~nts: Neither Delri:iarva nor Atlantic shall, nor shall either.permit ~ny of 
its subsidiaries to, excepUn the or.din~ry course of bus.iness.consistent with past practice, modify, amend, 
terminate, renew or tap to use reasonable business efforts to rene'Y, any material con.tract or agn~ement. t9 
which such party or any subsidiary of su.c;h party is a party or waive; release or assign any :µiaterial. rights. or 
claims. Neither Delmarva nor Atlantic shall, nor shall either permit any of its subsidiarie~ t~, agree i.n 
writing to take any action not permitted by this Article VI. 
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ARTICLE VII 

ADDITIONAL AGREEMENTS 

Section 7.1 Access to Information. Upon reasonable notice and during normal business hours, each 
party shall, and shall cause its subsidiaries to, afford to the officers, directors, employees, accountants, 
counsel, investment banker, financial advisor and other representatives of the other (collectively, "Repre-

. sentatives") reasonable access, during normal business hours throughout the period prior to the Effective 
Time, to all of its properties, books, contracts, commitments and records (including, but not limited to, Tax 
Returns) and, during such period, each party shall, and shall cause its subsidiaries to, furnish promptly to 
the other (i) access to each report, schedule and other document Jiled or received by it or any of its 
subsidiaries pursuant to the requirements of federal or state securities laws or filed with the SEC, the 
FERC, the NRC,. the Department of Justice, the· Federal Trade Commission, the Delaware Commission, 
the Maryland Commission, the· Virginia Commission, the New Jersey Commission, the Pennsylvania 
Commission or any other federal or state regulatory agency or commission, and (ii) access to all 
information concerning themselves, their subsidiaries, directors, officers and shareholders and such 
matters as may be reasonably requested by the other party in connection with any filings, applications or 
approvals required or contemplated by this Agreement. All documents and information furnished pursuant 
to this Section 7.1 shall be subject to the confidentiality agreement dated April 10, 1996 between Delmarva 
and Atlantic, as it may be amended from time to time (the "Confidentiality Agreement"). The party 
requesting.copies of any documents from any other party hereto shall be responsible for all out-of-pocket 
expenses incurred by the party to whom such request is made in complying with such request, including any 
cost of reproducing and delivering any required inforn:lation. 

Section 7.2 joint Proxy Statement and Registration Statement. 
. . ' 

(a) Preparation and Filing. As promptly as reasonably practicable after the date hereof, the parties 
shall prepare and file with the SEC the Registration Statement and the Joint Proxy Statement (together, 
the "Joint Proxy/Registration Statement"). The parties shall take such actions as may be reasonably 
required to cause the Registratipn Statement to be declared effective under the Securities Act. as promptly 
as practicable after such filing. The parties shall also take such action as may be reasonably required to 
cause the shares of Company Common Stock and Letter Stock issuable in connection with the Mergers to 
be registered or to obtai11 an exemption from registration under applicable state "blue sky" or securities 
laws; provided, however, that none of the Company, Atlantic or Delmarva shall be required to register or 
qualify as a foreign corporation or to take any other action that would subject it to general service of 
process in any jurisdiction in which the Company will not, following the Mergers, be so subject. Each of the 
parties shall furnish all information concerning itself that is required or customary for inclusion in the Joint 
Proxy/Registration Statement. No representation, covenant or agreement contained in this Agreement is 
made by any party with respect to information supplied by any other party for inclusion in the Joint Proxy/ 
Registration Statement. The Joint Proxy/Registration Statement shall comply as to form in all material 
respects with the Securities Act and the rules and regulations thereunder. The parties shall take such 
action as may be reasonably requited to cause the shares of Company Common Stock and Letter Stock to 
be issued in the Mergers to be approved for listing on the NYSE and any other stock exchanges agreed to 
by the parties, each upon official notice of issuance. 

(b) Letter of Delmarva's Accountants. Following receipt by Coopers & Lybrand, Delmarva's indepen
dent auditors, of an appropriate request from Atlantic pursuant to SAS No. 72, Delmarva shall use best 
efforts to cause to be delivered to the Company and Atlantic a letter of Coopers & Lybrand, dated a date 
within two business days before the effective date of the Registration Statement, and addressed to the 
Company and Atlantic, in form and substance reasonably satisfactory to the Company and Atlantic and 
customary in scope and substance for "cold comfort" letters delivered by independent public accountants 
in connection with registration statements and proxy statements similar to the Joint Proxy/Registration 
Statement . 
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(c) Letter of Atlantic's Accountants. Following receipt by Deloitte & Tonche, LLP, Atlantic's indepen
dent auditors, of an appropriate request from Delmarva pursuant to SAS No. 72, Atlantic shall use best 
efforts to cause to be delivered to the Company and Delmarva a letter of Deloitte & Tonche, LLP, dated a 
date within two business days before the effective date of the Registration Statement, and addressed to the 
Company and Delmarva, in form and substance satisfactory to 'the Company and Delmarva and customary 
in scope and substance for "cold comfort" letters delivered by independent public accountants, in 
connection whh registration statehlents and proxy statements similar to . the Joint Proxy/Registration 
Statement. · · · 

( d) Fairness Opinions. It shall be a condition to the mailing of the Joint Proxy Statement to the 
shareholders of Atlantic and Delmarva that (i) Delmarv:a shall have received an. opinion from Merrill 
Lynch, Pierce, Fenner & Smith Incorporated, dated the date of the JointProxy Statement, to the effect 
that, as of the date thereof, the Delmarva Conversion Ratio is fair to the holders of Delmarva Common 
Stock, and (ii) Atlantic shall have received an opinion from Morgan Stanley & Co. Incorporated, dated the 
date of the Joint Proxy Statement, to the effect that; as of the date thereof, the Atlantic Conversion Ratio 
is fair to the holders of Atlantic Common Stock. 

Section 7.3 Regulatory Matters. · .. 

(a). HSR Filings . . Each party· shall file or cause to be filed with the Federal Trade Commission and the 
Department of. Justice any notificarions required to . be filed . by their respective "ultimat.e parent" 
c;ompanies under the Hart-Scott-Roqino Antitrust Improvements Acf of 1976, as amended (the, "HSR 
Act"), and the rules and regulations promulgated thereunder with respect to the transactions contem
plated hereby. The parties shall use ail commercially reasonabie efforts to make such filings promptly and 
shall respond promptly to any requests for additional information made by either ,of such agendes. 

(b) Other Regulatory Approvals. Each party shall cooperate and use its best efforts to promptly prepare 
arid file all necessary documentation, to effect all necessary· applications, notices, petitions, filings and 
o.ther documents, and to use all commercially reasonable efforts to obtain all necessary permits, consents, 
·approvals 'and authorizations of all Governmental Authorities and an· other persons :necessary or advisable 
to consurimiate the transactions contemplated by· this Agreement, including withoi1t limitation the 
Delmarva Required· Statutory Approvals and the Atlantic Required · Statufory Approvals. Atlantic shall 
have the right to review and approve in advance all characterizations of the information relating to 
Atlant~c, on the one hand, and ·Delmarva shall have the right to review and approve in advance all 
characterizations of the informatioll'relating to Delmarva, on the other hand, in either case which appear 
in any filing made in connection with the transactio~s contemplated by this Agreement. Delmarva and 
Atlantic shall each consult with the other with respect to the' obtaining of all such necfossary or advisable 
permits; consents, approvals arid authorizations of Governmental Authorities. · · · · 

Se~tion 7.4 Shareholder Approvals.· 

(a) Approval of Atlantic Shareholders. Atlantic shall, as promptly as reasonably practicable after .the 
date hereof (i) take all steps reasonably necessary to call, give notice of, convene and hold a special 
meeting of its shareholders (the "Atlantic Special Meeting'·') for the· purpose of securing the Atlantic 
Shareholders' Approval, (ii) distribute to its shareholders the Joint Proxy Statement in accordance with 
applicable federal and state law and its articles of incorporation and bylaws, (iii) subject to the fiduciary 
duties of its Board of Directors, recommend to its shareholders the approval of the Atlantic Merger, this 
Agreement and the transactions contemplated b.ereby and (iv) cooperate and consult with Delmarva with 
respect to each of, the foregoing matters. · · · , ·· 

(b) Approval of Deimarva Shareholders. Delmarva shall, as .promptly as reasonably practicable· after 
the date hereof (i) take all steps reasonably necessary to call, give notice of, convene and hold ·a special 
meeting of its shareholders (the "Delmarva Special Meeting") for the purpose of securing the Delmarva 
Shareholders'- Approval, (ii) distribute to its. shareholders the Joint Proxy Statement in accordance with 
applicable federal and state law and its articles of incorporation and bylaws, (iii) subject to the fiduciary 
duties of its Board of Directors, recommend to its shareholders the approval of the Delmarva Merger, this 
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Agreement and the transactions contemplated hereby and (iv) cooperate and consult with Atlantic with 
respect to each of the foregoing matters. 

· (c) Meeting Date. The Delmarva Special Meeting and the Atlantic Special Meeting shall be held on 
the same day unless otheriviSe agreed by Delmarva and Atlantic . 

. ( d) Fairness Opinions Not Withdrawn. It shall be a condition to the obligation of Delmarva to hold the 
Delmarva Special Meeting that the opinion of Merrill Lynch, Pierce, Fenner & Smith Incorporated 
referred to in Section 7.2(d) shall not have been withdrawn, and it sh'all be a condition to the obligation of 
Atlantic to hold the Atlantic Special Meeting that the opinion of Morgan Stanley & Co. Incorporated 
referred to in Section 7.2( d) shall not have been withdrawn. · 

Section 7.5 Directors' and Officers' Indemnification. 
~·' . 

. (a) IndemnificatiOn. To the extent, if any, not provided by an existing right of h1demnjfication orotl:ier 
agreement or policy, from and after the Effective Time, the Company shall, to the fullest: exten·t not 
prohibited by applicable law, indemnify, defend and hold harmless the' prese~t and former diryctors, 
officers and management employees of the parties hereto and their respective subsidiaries ( ea~l:i,' an 
"Indemnified Party" and, collectively, the "Indemnified. Parties") against (i) all losses, expenses (includi:iig 
reasonable attorneys' fees and expenses), claims, dm,:nages, costs, liabilities, judgments or (subject to the 
proviso of the next succeeding sentence) amounts that are paid in settlenient of or in connection wlth ariy 
claim, action, suit, proceeding or investigation based in whole or in part on or arising in whole or Iii part 
out of the fact that such person is or was a director, officer or management employee of such party or any 
subsidiary thereof, whether pertaining to any matter existing or occurring at or prior to or after the 
Effective Time and whether asserted or claimed prior to, at or after the 'Effective Time ·and (ii) all 
liabilities based in whole or in part on·, or arising in whole or in part out of, or p'ertairiing to this Agreement 
or the transactions contemplated. hereby. In th.e event of any such loss, expense, claim, damage, cost, 
liability, judgment or settlement (whether or not arising be~ore the Effective Time), (x) the Company shall 
pay the reasonable fees and expenses of counsel selected by the Indemnified Parties, which counsel shall be 
reasonably ·satisfactory to the Company, promptly after statements therefor are received, and otherwise 
advance to the Indemnified Parties upon request reimbursement of documented expenses reasonably 
incurred, in either case to the exterit not prohibited by applicable law, (y) the Company shall cooperate in 
the defense.of any such matter and (z) ariy determination required to be made with respectto Whether an 
Indemnified Party's conduct complies with the standards under applicable law or as set forth in the 
Company's certificate of incorporation or bylaws shall be made by independent counsel mutually .accept
able to the Company and the Indemnified Party; provided, however, that the Company shall not be liable 
for any settlement effected without its written consent (which consent shall not be unreasonably withheld 
or delayed). The Indemnified Parties as a group may retain only one.law firm (other than local counsel) 
with respect to each related matter except to the extent there is, in the sole opinion of counsel to an 
Indemnified Party, under applicable standards of professional conduct, a conflict. on any signifiqmt. issue 
between positions of any two or mqre Indemnified Parties, in which case each Indemnified Party with a 
conflicting position on a significant issue shall be entitled to separate counsel. In the event any In.demnified 
Party is required to bring any action to enforce rights or to collect moneys du~ under tliis Agreement and is 
successful in such action, the Company shall reimburse such Inc:lemnified Party for all of its expenses in 
bringing and pursuing such action. Each Indemnified Party shall be entitled to the advancement of 
expenses to the full extent contemplated in this Section 7.S(a) in connection with any such action. · 

(b) Insurance. For a period of six years ·after the Effective 'Tirr.e, the Compa~y shall cause to be 
maintained in effect' the policies of directors' and officers' liability insurance maintained by Delmarva and 
Atlantic; provided that the Company may substitute therefor policies of: at least the same coverage 
containing terms that are no less advantageous' with respect to matters occurring at or prior to the 
Effective Time to the extent such liability insurance can be maintained annually at a cost to the Company 
not greater than · 200 percent of the current annual premiums for the policies currently maintained by 
Delmarva and Atlantic for their directors' and officers' liability insurance; provided further that if such 
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insurance cannot be so maintained or obtained at such cost, the Company shall maintain or obtain a policy • 
providing the best coverage available, as determined by the Board of Directors of the Company, for a 
premium not exceeding 200 percent of the aggregate annual premiums currently paid by Delmarva and 
Atlantic for their directors' and officers' liability insurance and other_ indemnity. agreements. 

(c) Succe:?sors. In the event the Company or any of its successors or assigns (i) consolidates with or 
merges into ·any other person and shall not be the continuing or surviving corporation or entity of such 
consolidation or merger or (ii) transfers ,all or substantially all of its properties and assets to any person, 
then and in either such case proper provision shall be made so that the successors and assigns of the 
Company shall assume the obligations set forth in this Section 7.~ . . , ' 

(d) Swvival of Indemnificatior;: 0 To the fullest extent n()t prohibited by law, from and after the 
Effective Time, all rights to indemnification now existing in favor of the employees, agents, directors or 
officers of Delmarva, Atlantic and their respective subsidiaries with respect to their activities as such prior 
to or at the Effective Time,. as provided in their respective articles of incorporation or bylaws or 
indemnification .agreements in effect on the date of such activities or otherwise in effect on the date 
hereof, shall survive the Mergers ~nd shali continue in full force and effect for a period of not less than six 
years from the Effective Time; provided that in the event any claim cir claims are asserted or made within 
such six-year period, all such rights to indemnification in respect of such cl~im or claims shall continue 
until the final disposition thereof. · · · · · · 

" Se~tion 7.6 Disr;losure S.chedules. On or before the date of this Agreement, (i) Atlantic has deliven:d to 
Delmarva a schedule (the "Atlantic Disclosure Schedule") accompanied by a certificate signed by ~~e chief 
financial officer of Atlantic stating that the Disclosure Schedule is being delivered pursuant to ~his•~ection 

. 7.6(i) and (ii). Delmarva has delivered to Atlantic a schedule (the "Delmarva Disclosure Schedule") 
accompani~d by a certificate ~igned by. the chief financial officer of Delmarva stating that the Delmarva 
Disclosure Schedule is being dylivered pursuant to this Section 7.6(ii). The Atlantic Disclosure Schedule 
and the Delmarva Disclosure Sched~le are collectively. referred to herein as. the "Disclosure Schedules". 
The Disclosure Scheduies constitute an integral part of this Agreement and m.odify. the respective 
representations, warranties, covenants and agreements of the parties hereto containeQ herein to the extent 
that such representations, warranties, covenants or agreements expressly refer to the Disclosure Schedules. 
Any. and. all statyments, representations, w,arranties or disclosures set forth in the Disclosure Schedules 
shall be deemed to have. been made on and as of the. date of this A.greem.ent. 

Section 7.7 Public Announcements. Delmarva and Atlantic shall cooperate with each other in the 
development and distribution of all news releases and other public information disclosures with respect to 
this Agreement or any ·of the transactions contemplated hereby and, subject to each party's disclosure 
obligations imposed by law or any applicable national securities exchange, ~hall not issue any public 
announcement or statement prior to consultation with the other party·. 

Seet!on: 7.8 Rule i45 Affiliates. Atlantic shall identify in. a letter to Delmarva,. and Delmarva shall 
identify in a letter 'to Atlantic, all persbns who are ahd, to such persons' best knowledge who will be, at the 
Closing Date, "affiliates" of Atlantic and Delmarva, respectively, as such term is 'used.in Rule 145 under 
the Securities Act. Atlantic and' Delmarva shall use their respective best efforts to cause thefr respective 
affiliates to deliver to the Company on.or prior to the Closing Date a written agreement substantially in the 
form attached hereto as Exhibit C (each, an "Affiliate Agreement"). · 

Section 7.9 Employee Agreements and Workforce Matters. 

(a) Certain Employee Agreements. Subject to Section 7.10 and Secti~n 7.14, the Company and its 
subsidiaries shall honor, without modification, all contracts, agreements, collective bargaining agreements 
and .commitments of the parties that apply to any current or former employees or current or former 
directors of the parties hereto; provided, however, that this undertaking is not intended to prevent the 
Company from enforcing such, contracts; agreements, ~ollective .bargaining agreements and commitments 
in accordance with their terms or from exercising any right to amend, modify, suspend, revoke or terminate 
any such contract, agreement, collective bargaining agreement or commitment. 
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(b) Workforce Matters. Subject to applicable collective bargaining agreements, for a period of two 
years following the Effective Time, any reductions in workforce in respect of employees of the Company 
shall be made on a fair and equitable basis, in light of the circumstances and the objectives to be achieved 
without regard to whether employment was with Delmarva or its subsidiaries or Atlantic or its subsidiaries, 
and any employees whose employment is terminated or jobs are eliminated by the Company or any of its 
subsidiaries during such period shall be entitled to participate on ~ fair and equitable basis in the job 
opportunity and employment placement programs offered by the Company or any of its subsidiaries. Any 
workforce reductions carried out following the Effective Time by the· Company and its subsidiaries shall be 
done in accordance with all applicable collective bargaining agreements, and all laws and regulations 
governing· the employment relationship thereof including without limitation the Worker Adjustment and 
Retraining Notification Act and regulations promulgated thereunder;;. and any comparable state or local 
law. However, no provision contained in this Section 7.9 shall be deemed to constitute an employment 
contract between the Company and any individual, be construed as conferring any rights on the collective 
bargaining repres'entative of any employee, or be considered a waiver of the Company's right, subject to 
the provisions of any applicable collective bargaining agreement, to discharge any employee at any time, 
with or without cause. 

( c) Subject to applicable collective bargaining agreements, the Company shall develop employee 
benefit programs and policies for all of its employees which minimize the differences between the 
employee benefit programs and policies maintained by Delmarva and Atlantic prior to the Effective Time 
and which are fair and equitable and appropriate to the business environment in which the Company will 
operate. 

Section 7.10 Employee Benefit Plans. Each of the Delmarva Benefit Plans and Atlantic Benefit- Plans 
(other than plans specifically provided for in Section 7.11), in effect on the date hereof (or as amended in 
accordance with or as permitted by this Agreement) shall be maintained in effect with respect to the 
employees or former employees of Delmarva. and any of its subsidiaries and of Atlantic and any of its 

• 

subsidiaries, resp~ctively, wh~ are covered by such pla~s imi:iediately prior to the Closing Dat~ until t~e 
Company determmes otherwise on or after the Effective Time; provided, however, that nothmg· herem 
contained, other than the provisions of Section 6.9, shall limit any reserved right contained in any such 
Delmarva Benefit Plan or Atlantic Benefit Plan to amend, modify, suspend, revoke or terminate any such 
plan. Without limiting the foregoing, each participant in any Delmarva Benefit Plan or Atlantic Benefit 
Plan shall receive credit for purposes of eligibility to participate, vesting and eligibility to receive benefits 
under any benefit plan of the Company or any of its subsidiaries or affiliates for service credited for the 
corresponding purpose under any such benefit plan; provided, however, that such crediting of service shall 
not operate to duplicate any benefit to any such participant or the funding for any such benefit. However, 
no provision contained in this Section 7.10 shall be deemed to constitute ·an employment contract between 
the Company and any individual, or a waiver of the Company's right to discharge any employee at any 
time, with or without cause. · · · 

Section 7.11 Incentive, Stock and Other Plans. With respect to each of the Dividend Reinvestment and 
Common Share Purchase Plan, the Savings and Thrift Plan and the Long-Term Incentive Plan of 
Delmarva, and the. Employee Incentive Plan, the Directors' Restricted Stock Plan, the Employee Stock 
Purchase Plan and the Dividend Reinvestment Plan of Atlantic, and each other employee benefit plan, 
program or arrangement under which the delivery of Delmarva Common Stock, Atlantic Common Stock 
or Company Common Stock, as the case may be, is required. to be used for purposes of the payment of 
benefits, grant of awards or exercise of options (each, a "Stock Plan"), (i) Delmarva and Atlantic shall take 
such action as may be necessary so that, after the Effective Time, such Stock Plan shall provide for the 
issuance only of Company Common Stock and (ii) the Company shall (x) take all corporate action 
necessary or appropriate to obtain shareholder approval with respect to such Stock Plan to the extent such 
approval is required for purposes of the Code or other applicable law, or, to the extent the Company 
deems it desirable, to enable such Stock Plan to comply with Rule 16b-3 promulgated under the Exchange 
Act, (y) reserve for issuance under such Stock Plan or otherwise provide a sufficient number of shares of 
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Company Common Stock for delivery upon payment of benefits, grants of awards or exercise of options 
under such Stock Plan and (z) as soon as practicable after the Effective Time, file one or more registration 
statements under the Securities Act with respect to the shares of Company Common Stock subject to such 
Stock Plan to the extent such filing is required under applicable law and use its best efforts to maintain the 
effectiveness of such registration statement(s) (and the current status of the prospectuses contained 
therein or related thereto) so long as such benefits, grants or awards remain payable or such options 
remain outstanding, as the case may be. With respect to those individuais who subsequent to the Mergers 
will be subject to the reporting requirements under § 16(a) of the Exchange Act, the Company shall 
administer the Stock Plans, where applicable, in a manner that complies with Rule 16b-3 under the 
Exchange Act. Each of Delmarva and Atlantic. shall obtain any shareholder approvals that may be 
necessary for the deduction of any compensation payable under any Stock Plan or other compensation 
arrangement. 

Section 7.12 No Solicitations. From and after the date hereof, Delmarva and Atlantic shall not, and 
shall not authorize or permit any of their respective Representatives' to, directly or indirectly, solicit, 
initiate or encourage (including by way of furnishing information) or take any other action to facilitate 
knowingly any inquiries or the making of any proposal that constitutes or may reasonably be expected to 
lead to an Acquisition Proposal (as defined herein) from any person, or engage in any discussion or 
negotiations relating thereto or accept any Acquisition Proposal; provided, however, thatnotwithstanding 

· any other provision hereof, Delmarva or Atlantic may (i) at any time prior to the time at which the 
Delmarva Shareholders' Approval, in the case of Delmarva, or the Atlantic Shareholders' Approval, in the 
case of Atlantic, has been obtained, engage in discussions or negotiations with a third party who (without 
any solicitation, initiation, encouragement, discussion or negotiation, directly or indirectly, by or with 
Delmarva or Atlantic, as the case may be, or its Representatives after the date hereof) seeks to initiate 
such discussions or negotiations ·and may furnish such. third party information concerning itself and its 
business, properties and assets if, ·and only to the extent that, (A) (x) such third party shall first have made 
an Acquisition Proposal that is financially superior to the Mergers and have demonstrated that financing. 
for such Acquisition Proposal is reasonably likely to be obtained (as determined in good faith in each case 
by the Board of.Directors of Delmarva or Atlantic, as the case may be, after consultation with its financial 
advisors) and (y) the Board of Directors of Delmarva or Atlantic, as the case may be, shall have concluded 
in .good faith on the ~asis of a written opinion of outside counsel that such action is necessary for such 
Board of Directors to act in a manner consistent with its fiduciary duties under applicable law and 
(B) prior to furnishing such information to or entering into discussions or negotiations with such third 
party, Delmarva or Atlantic, as the case may be, (x) provides prompt notice to Atlantic or Delmarva, as the 
case l]}ay be, to the effect that i~ is furnishing information to or entering into discussions or negotiatiqns 
w~th such third party and (y) receives from such third party an executed confidentiality agreement in 
reasonably customary form on terms not in the aggregate materially more favorable to such third party 
than the terms contained in the Confidentiality Agreement, (ii) comply with Rule 14e-2 promulgated 
under the Exchange Act wHh regard to a tender or exchange offer, and (iii) accept an Acquisition Proposal 
from a third party, provided Delmarva or Atlantic, as the case niay be, terminates this Agreement pursuant 
to Section 9.l(g) or 9.l(h), as the case may be. Each party shall immediately cease and terminate any 
existing solicitation, initiation, encouragement, activity, discussion or negotiation with any parties con
ducted heretofore by such party or its Representatives with respect to the foregoing. Atlantic and 
Delmarva shall each notify the other orally and in writing of any such inquiries, offers or proposals 
(including without limitation the terms and conditions of any such proposal and the identity of the person 
making it) within 24 hours of the receipt thereof, shall keep the other informed of the status and details of 
any such inquiry, offer or proposal, and shall give the other five days' advance notice of any agreement to 
be entered into with, or any information to be supplied to, any person making such inquiry, offer or 
proposal. As used herein, "Acquisition Proposal" shall mean a proposal or offer (other than by another 
party hereto) for a tender or exchange offer, merger, consolidation or other business combination 
involving a party or any material subsidiary of such party or any proposal to acquire in any manner a 
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substantial equity interest in or a substantial portion of the assets of such party or any material subsidiary 
of such party. 

Section 7.13 Company Board of Directors. The Board of Directors of Delmarva shall be entitled to. 
nominate 10 members and the Board of Directors of Atlantic shall be entitled to nominate 8 members to 
serve on the Board of Directors of the Company at the Effective Time and shall each take such action as 
may be necessary to cause each director of Delmarva and Atlantic ser\ling as such immediately prior to the 
Effective Time to have the opportunity to serve as a director of the Company. The directors nominated by 
the Delmarva Board and directors nominated by the Atlantic Board shall be divided between the classes of 
directors of the Company so that each class, to the extent possible, has the same proportion of directors 
nominated by each of the Delmarva Board and the Atlantic Board. At the Effective Time, the Audit 
Committee of the Board of Directors of the Company shall consist of an equal numb.er of directors 
nominated by the Delmarva Board and the Atlantic Board. 

Section 7.14 Company Officers. At the Effective Date, Howard E. Cosgrove shall be the Chief 
Executive Officer and Chairman of the Board of Directors of the Company, Jerrold L. Jacobs shall be the 
Vice Chairman of the Board of Directors of the Company and Michael J. Chesser shall be the President 
and Chief Operating Officer of the Company. Jerrold L. Jacobs shall serve as Vice Chairman of the 
Company until the second anniversary of the Effective Date and, during his term as Vice Chairman, shall 
be a member of the Executive Committee of the Board of Directors of the Company. The other officers of 
the Company at the Effective Time shall be such officers as may be designated by the Board of Directors of 
the Company. 

Section 7.15 Location of Corporate Offices and.Operations; Company Na.me. At and after the Effective 
Time, the corporate headquarters and principal executive offices of the Company shall be located in 
Wilmington, Delaware, and the Company shall maintain a significant presence in New Jersey. After the 
Effective Time, the Company shall provide charitable contributions and community support· within the 
service areas ·of Delmarva and Atlantic and each of their respective subsidiaries at levels substantially 

· comparable to the historical levels of charitable contributions and community· support provided by 
Delmarva and Atlantic and their respective subsidiaries within their service areas. The Company's name 
shall be as agreed upon by the Board of Directors of Delmarva and the Board of Directors of Atlantic 
following the completion of marketing studies which will give serious consideration to names containing 
''.Atlantic" or variations of the names of Atlantic and its subsidiaries. 

Section 7.16 Company Certificate of Incorporation and Bylaws. Delmarva, Atlantic and the Company 
shall take all actions necessary so that (i) at or prior to the Effective Time, the certificate of incorporation 
of the Company shall be amended and restated so that, at the ·Effective Time, such certificate of 
incorporation shall read in its entirety substantially in the form attached .hereto as Exhibit A (the 
"Company's Restated Charter") and (ii) at or prior to the Effective Time, the bylaws of the Company shall 
be ·amended and restated so that, at the Effective Time, such bylaws shall read in their entirety 
substantially in the form attached hereto as Exhibit B. 

Section 7.17 Expenses. Subject to Section 7.1 and Section 9.3, all costs and expenses incurred in 
connection with this Agreement and the transactions contemplated hereby shall be paid by the party 
incurring such expenses, except that those expenses incurred in connection with printing the ·Joint Proxy/ 
Registration Statement, as well as the filing fee relating thereto, shall be shared equally by Delmarva and 
Atlantic. · · 

Section 7.18 Letter Stock Dividend Policy. Subject to declaration by the Board of Directors of the 
Company and the obligation of the Board of Directors of the Company to react to the financial condition 
and regulatory environment of the Company and its results of operations, the dividends declared and paid 
on the Letter Stock shall be maintained at a level of $3.20 per share per annum until the earlier of July 1, 
2001 or the end of the twelfth calendar quarter following the calendar quarter in which the Effective Date 
occurs. Thereafter, it is the intention of the Company, subject to declaration by the Board of Directors of 
the Company and the obligation of the Board of Directors of the Company to react to the financial 
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condition and regulatory environment of the Company and the results of its operations, to pay annual 
dividends on the Letter Stock (the amount of such dividends to include the amount credited to the • 
Intergroup Interest as provided in the Company's Restated Charter) at a rate equal to 90% of Net Income 
(Loss) Attributable to the Atlantic Utility Group; provided that if, and to the extent that, the annual 
dividends on the Letter Stock paid during the period referred to in the preceding sentence exceeds 100% 
of Net Income (Loss) Attributable to the Atlantic Utility Group during such period, the Board of Directors 
of th~ Company may consider such f~ct in determining the appropriate annual dividend rate on the Letter 
Stock thereafter. Following the Effective Time, the Audit Committee of the Board of Directors of the 
Company shall be charged with the responsibility of advising the Board of Directors of the Company with 
respect to certain intercompany transactions and other fiduciary matters that may relate to the Letter 
Stock. 

Section 7.19 Further Assurances;.· 

(a) Each of Atlantic and Delmarva shall, and shall cause its subsidiaries to, execute such further 
documents and instruments and take such further actions as may reasonably be requested by the other in 
order to consummate the Mergers and the other transactions contemplated by this Agreement, and to use 
its best efforts to take or cause to be taken all actions, and to do or cause to be done all things, necessary, 
proper or advisable under applicable laws and regulations to consummate and make effective the Mergers 
and the other transactions contemplated hereby (subject to the votes of its shareholders described in 
Sections. 4.13 and 5.13, respectively), including fully cooperating with the other in obtaining the Atlantic 
Required Statutory Approvals, the Delmarva Required Statutory Approvals· and all other approvals and 
authorizations of any Governmental Authorities necessary or advisable to consummate the transactions 
contemplated hereby. 

(b) Atlantic and Delmarva, respectively, shall be responsible for the taking of any action necessary or 
advisable .to obtain the Atlantic Required Statutory Approvals and to obtain the Delmarva Required 
Statutory Approvals. Atlantic and Delmarva agree to cooperate in obtaining the necessary approvals from 
the NRC, the FERC and the SEC under the 1935 Act, the Securities Act and the Exchange Act and from. 
the applicable state authorities under state "blue sky", securities or utility regulatory laws. Atlantic and 
Delmarva shall each provide the other with copies of any filings made with any Governmental Authorities 
in connection with the foregoing. 

( c) It may be preferable to effectuate a business combination between Delmarva and Atlantic by 
means of an alternative structure in light of the conditions set forth in Sections 8.l(e), 8.2(f) and 8.3(f). 
Accordingly, if the only conditions to the parties' obligations to consummate the Mergers that are not 
satisfied or waived are receipt of· any one or more of the Delmarva Required Consents, Delmarva 
Statutory Approvals, Atlantic Required Consents and Atlantic Statutory Approvals, and the adoption of an 
alternative structure (that otherwise substantially preserves for Delmarva and Atlantic the economic 
benefits of the Mergers) would result in such conditions being satisfied·or waived, then the parties shall use 
their respective best efforts to effect a business combination among themselves by means of a mutually 
agreed upon structure other than the Mergers that so preserves such benefits; provided that prior to 
closing any such restructured transaction, all material third party and Governmental Authority declara
tions, filings, registrations, notices, authorizations, consents or approvals necessary for the effectuation of 
such alternative business combination shall have been obtained and all other conditions to the parties' 
obligations to consummate the Mergers, as applied to such alternative business combination, shall have 
been satisfied or waived. 
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ARTICLE VIII 

CONDITIONS 

Section 8.1 Conditions to Each Party's Obligation to Effect the Merger to Which it is Party. The respective 
obligations of each party to effect the Merger to which it is party shall be subject to the satisfaction on or 
prior to the Closing Date of the following conditions, except, to th,e".extent permitted by applicable law, 
that such conditions may be waived in writing pursuant to Section 9.5: 

(a) Shareholder Approvals .. The Atlantic Shareholders' Approval and the Delmarva Sharehold
ers' Approval shall have been obtained. 

(b) No Injunction. No temporary restraining order or preliminary or permanent injunction or 
other order by any federal or state court preventing consummation of either or both of the Mergers 
shall have been issued and continuing in effect, and the Mergers and the other transactions contem
plated hereby shall not .have been prohibited under any applicable federal or staty law or regulation. 

( c) Registration Statement. The Registration Statement shall have become effective in accor
dance wi~h the provisions of the Securities Act, and no stop order suspending such effectiveness shall 
have been issued. and remain in effect. 

( d) Listing of Shares. The shares of Company Common Stock and the shares of Letter Stock 
issuable in the Mergers pursuant to Article II shall have been approved for listing on the NYSE upon 
official notice of issuance. 

( e) Statutory Approvals. The Delmarva Required Statutory Approvals and the Atlantic Required 
Statutory Approvals shall have been obtained at or prior to the Effective Time, such approvals shall 
have become Final Orders (as hereinafter defined), and no Final Order shall impose terms or 
conditions that would have, or would be reasonably likely to have, a material adverse yffect on the 
business, operations, properties, assets, condition (financial or otherwise), prospects or results of 
operations of Delmarva as if it were organized as a separate subsidiary of the Company or a material 
adverse effect on the business, operations, properties, assets, condition (financial or other), prospects 
or results of operations of Atlantic as if it were organized as a separate division of the Company, or 
which would be m:,tterially inconsistent with the agreements of the parties contained herein. A "Final 
Order" means adion by the relevant regulatory authority that has not been reversed, stayed, enjoined, 
set aside, annulled or suspended, with respect to which any waiting period prescribed by' law before 
the transactions contemplated hereby may be consummated has expired, and as to which all condi
tions to the consummation of such transactions prescribed by law, regulation or order have been 
satisfied, and as to which all opportunities for rehearing are exhausted (whether or riot any appeal 
thereof is pending). 

Section 8.2 Conditions to Obligation of Atlantic to Effect the Atlantic Merger. The obligation of Atlantic 
to effect the Atlantic Merger shall be further subject to the satisfaction, on or prior to the Closing Date, of 
the following conditions, except as may be waived by Atlantic in writing pursuant to Section 9.5:. 

(a) Performance of Obligations of Delmarva. Delmarva shall have perfonped in all mat.erial 
respects its agreements and covenants contained in or contemplated by this Agreement required to be 
performed by it at or prior to the Effective Time. · ·· 

(b) Representations and Warranties. The representations and warranties of Delmarva set forth in 
this Agreement qualified as to materiality shall be true in all respects and those not so qualified shall 
be true and correct in all material respects as of the date hereof and as of the Closing Date as if made 
on and as of the Closing Date, except as· otherwise contemplated by this Agreement. 

( c) Closing Certificates. Atlantic shall have received a certificate signed by the Chief Executive 
Officer and Chief Financial Officer of Delmarva, dated the Closing Date, to the effect that, to the best 

I-41 



of each such officer's knowledge, the conditions set forth in Section 8.2(a) and Section 8.2(b) have • 
been satisfied. 

(d) Delmarva Material Adverse Effect. No Delmarva Material Adverse Effect shall have occurred, 
and there shall exist no fact or circumstance that is reasonably likely to have a Delmarva Material 
Adverse Effect. 

( e) Tax Opinion. Atlantic shall have received an opinion of Simpson Thacher & Bartlett, in form 
and substance satisfactory to Atlantic, dated the Closing Date, which opinion may be based on 
appropriate representations of Delmarva, Atlantic and the Company that are in form and substance 
reasonably satisfactory to such counsel, to the effect that the Atlantic Merger will be treated as a 
reorganization described in Cod.e § 368(a). · 

(f) Delmarva Required Consents. The material Delmarva Required Consents shall have been 
obtained. 

(g) Affiliate Certificates. The Company shall have received Affiliate Agreements, duly executed 
by each "affiliate" of Delmarva, substantially in the form of Exhibit C, as provided in Section 7.8. 

Section 8.3 Conditions to Obligation of Delmarva to Effect the Delmarva Merger. The obligation of 
Delmarva to effect the Delmarva Merger shall be further subject to the satisfaction, on or prior to the 
Closing Date, of the following conditions, except as may be waived by Delmarva in writing pursuant to 
Section 9 .5: 

(a) Peifonnance of Obligations of Atlantic. Atlantic shall have performed in all material respects 
. its agreements and covenants contained in or contemplated by this Agreement required to be 

performed by it at or prior to· the Effective Time. 

(b) Representations and Wmranties. The representations and warranties of Atlantic set forth in 
this Agreement qualified as to materiality shall be true in all respects and those not so qualified shall 
be true and correct in all material respects as of the date hereof and as of the Closing Date as if made 
on and as of the Closing Date, except as otherwise contemplated by this Agreement. 

( c) Closing Certificates. Delmarva shall have received a certificate signed by the Chief Executive 
, Officer and Chief Financial Officer of Atlantic, dated the Closing Date, to the effect that, to the best 

of each such officer's knowledge, the conditions set forth in Section 8.3(a) and Section 8.3(b) have 
been satisfied. · · 

(d) Atlantic Material Adverse Effect. No Atlantic Material Adverse Effect shall have occurred, 
and there shall exist no fact or circumstance that is reasonably likely to have an Atlantic Material 
Adverse Effect. 

( e) Tax Opinion. Delmarva shall have received an opinion of LeBoeuf, Lamb, Greene & 
MacRae, L.L.P., in form and substance satisfactory to Delmarva, dated the Closing Date, which 
opinion may be based on appropriate representations of Delmarva, Atlantic and the Company that 
are in form and substance reasonably satisfactory to such counsel, to the effect that (i) the Delmarva 
Merger, taken together with the Atlantic Merger, will be treated as a nontaxable exchange described 

·in Code § 351 and/or (ii) the Delmarva Merger will be treated as a nontaxable reorganization 
described in Section 368. 

(f) Atlantic Required Consents. The material Atlantic Required Consents shall have been 
obtained. · · 

(g) Affiliate Certificates. The Company shall have received Affiliate Agreements, duly executed 
by each "affiliate" of Atlantic, substantially in the form of Exhibit C, as provided in Section 7.7 . 
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ARTICLE IX 

TERMINATION, AMENDMENT AND WAIVER 

Section 9.1 Tennination. This Agreement may be terminated at any time prior to the Closing Date, 
whether before or after approval by the shareholders of the respective parties contemplated by this 
Agreement: 

(a) by mutual written consent of the Boards of Directors,-pf Delmarva and Atlantic; 

(b) by Delmarva or Atlantic, by written notice to the other, if the Effective Time shall not have 
· occurred on or before 18 months from signing; provided, however, that such date shall automatically 

be extended to 30 months from signing if, on 18 months from signing: (i) the condition set forth in 
Section 8.l(e) has not been satisfied or waived; (ii) the other conditions to the consummation of the 
transactions contemplated hereby are then capable of being satisfied; and (iii) any approvals required 
by Section 8.l(e) that have not yet been obtained are being pursued with diligence; provided further 
that the right to terminate this Agreement under this Section 9.l(b) shall not be available to any party 
whose failure to fulfill any obligation under this Agreement has been the cause of, or resulted in, the 
failure of the Effective Time to occur on or before the termination date; 

( c) by Delmarva or Atlantic, by written notice to the other, if the Delmarva Shareholders' 
Approval shall not have been obtained at a duly held Delmarva Special Meeting, including any 
adjournments thereof, or the Atlantic Shareholders' Approval shall not have been obtained at a duly 
held Atlantic Special Meeting, including any adjournments thereof; 

( d) by Delmarva or Atlantic, if any state or federal law, order, rule or regulation is adopted or 
issued that has the effect, as supported by the written opinion of outside counsel for such party, of 
prohibiting either or both· of the Mergers, or if any court of competent jurisdiction in the United 
States or any State shall have issued an order, judgment or decree permanently restraining, enjoining 
or otherwise prohibiting either or both of the Mergers and such order, judgment or decree shall have 
become final and nonappealable; 

( e) by Delmarva, upon five days' prior notice to Atlantic, if, as a result of an Acquisition 
Proposal by a party other than Atlantic or any of its affiliates, the Board of Directors of Delmarva 
determines in good faith on the basis of a written opinion of outside counsel that acceptance of such 
Acquisition Proposal is necessary for the Board of Directors to act consistent with its fiduciary duties 
under applicable law; provided, however, that (i) the Board of Directors of Delmarva shall have been 
advised by outside counsel that, notwithstanding a binding commitment to consummate an agreement 
of the nature of this Agreement entered into in the proper exercise of their applicable fiduciary duties, 
and notwithstanding all concessions that may be offered by Atlantic in negotiations entered into 
pursuant to clause (ii) below, such fiduciary duties would also require the directors to reconsider such 
commitment as a result of such Acquisition Proposal and (ii) prior to ariy such termination, Delmarva 

· shall, and shall cause its respective financial and legal advisors to, negotiate with Atlantic to make 
such adjustments in the terms and conditions of this Agreement as would enable Delmarva to proceed 
with the transactions contemplated herein; provided further that Delmarva and Atlantic acknowledge 
and affirm that, notwithstanding anything in this Section 9.1( e) to the contrary, Delmarva and Atlantic 
intend this Agreement to be an exclusive agreement and, accordingly, nothing in this Agreement is 
intended to constitute a solicitation of an Acquisition Proposal, it being acknowledged and agreed that 
any such proposal would interfere with the strategic advantages and benefits that Delmarva and 
Atlantic expect to derive from the Mergers and the other transactions contemplated hereby; 

(f) by Atlantic; upon five days' prior notice to Delmarva, if, as a result of an Acquisition 
Proposal by a party other than Delmarva or any of its affiliates, the Board of Directors of Atlantic 
determines in good faith on the basis of written advice of outside counsel that acceptance of such 
Acquisition Proposal is necessary for the Board of Directors to act consistent with its fiduciary duties 
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under applicable law; provided, however, that (i) the Board of Directors of Atlantic shall have been 
advised by outside counsel that, notwithstanding a binding commitment to consummate an agreement • 
of the nature of this Agreement entered into in the proper exercise of theh applicable fiduciary duties, 
and notwithstanding all concessions that may be offered by Delmarva in negotiations entered into 

· pursuant t.o clause (ii) below, such fiduciary ·duties wou,ld also require the directors to reconsider such 
commitment as a result of such Acquisition Proposal and (ii) prior to any such termination, Atlantic 
shall, and shall cause its respeqtive financial and legal advisors to, negotiate with Delmarva to make 
such adjustments in the terms and conditions of this Agreement as would enable Atlantic to proceed 
with the transactions contemplated herein; provided further that Delmarva and Atlantic acknowledge 
and affirm that, notwithstanding anything in. this Section 9.l(f) to the contrary, Delmarva and Atlantic 

· intend this Agreement to be an. exclusive agreement and, accordingly, nothing in this Agreement is 
intended to constitute a solicitat~on of an Acquisition Proposal, it being acknowledged and agreed that 
any such proposal would interfere with the strategic advantages and benefits that Delmarva and 
Atlantic expect to derive from the Mergers and the other transactionl' contemplated hereby; 

(g) by Delmarva, by written notice to Atlantic, if (i) there shall have been any material breach of 
any representation or warranty, or any material breach of any covenant or agreement, of Atlantic 
hereunder, and such breach shall not have been remedied within 20 days after receipt by Atlantic of 

·. notice in writing from Delmarva, specifying the nature of .such breach and_ requesting that it be 
remedied, or (ii) the B.oard of Directors of Atlantic or any committee thereof (A) shall withdraw or 
modify in any manner adverse to Delmarva its approval or recommep.dation of this Agreement or the 
Atlantic Merger, (B) shall fail. to reaffirm such approval or recommendation upon Delmarva's request, 
(C) shall appro\Te or recommend any Acquisition Propos~l 'Yith respect to Atlantic by a party other 
than Delma!Ya or any of its affiliates or (D) shall resolve to take any of the actions specified in clause 
(A); (B) .or (C) above. r 

(h) by Atlantic, by written notice to Delmarva, if (i) there shall have been any material breach of 
any representation or warranty, or any material breach of any covenant or agreement, of Delmarva 
hereunder, and such breach shall not have been remedied within 20 days after receipt by Delmarva of 
no.~ice in writing from Atlantic, specifying the nature of such breach and r~questing that it be 
i\!medied,' or (ii) the Board of Directors of Delmarva or any committee thereof (A) shall withdraw or 
modify in any manner adverse to Atlantic its approval or recommendatiOn of this Agreement or the 
Delmarva Merger, (B) 'shall fail to reaffirm such approval or recommendation upon Atlantic's request, 
(C) shall approve or recommend any Acquisition Proposal with respect to.Delmarva by a party other 
th;;tn Atlantic or any of its affiliates or (D) shall resolve to take any of the actions .specified in clause 
(A), (B) or (C) above. · 

(i) by either Delmarva or Atlantic, by written notice to the other party, if (i) a third party 
acquires securities representing gr~ater than 50% of t]Je voting power of the outstanding voting 
securities of Atlantic or Delmarva, as. the case may be, or (ii) individuals who as of the date hereof 
constitute the Board of Directors of Atlantic or Delmarva, as the case may be (together with any new 
directors whose election by such Board of. Directors ·Or whose nomination.for election by the 
shareholders of such party was approved by a vote of a majority of the directors of such .party then still 
in offa:e who are either directors as of the date hereof or .whose election or nomination for election 

. was previously so approved), cease for any reason to constitute a majority of the Board of Directors of 
Atlantic or Delmarva, as the case may be; then in office. 

Sedion 9.2 Effect of Termination. In the event of termination of this Agreement by either Delmarva or 
Atlantic pursuant to Section 9.1, there shall be no liability hereunder on the part of either Delmarva or 
Atlantic or their respective officers or directors, except that (i) Section 7.17 (expenses), Section 9.3 
(termination fee) and the agreement contained in the second to the last sentence of Section 7.1 
(confidentiality) shall survive any such termination and (ii) no such termination shall relieve any party from 
liability by reason of any willful breach of.any agreement, representation, warranty or covenant contained 
in this Agreement. 
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Section 9.3 Certain Damages, Payments and Expenses. 

(a) Damages Payable Upon Termination for Breach or Withdrawal of Approval. If this Agreement 
is terminated pursuant to Section 9.1( e) or (f) (fiduciary out), Section 9.l(g)(i) or (ii) or Section 
9.l(h)(i) or (ii) (breach or change of recommendation) or Section 9.l(i) (acquisition of voting power 
or change of board), then the breaching party or party whose board has exercised its fiduciary out or 
changed its recommendation or whose voting stock has been acquired or whose board has changed, as 
the case may be, shall promptly (but not later than five business days after receipt of notice that the 
amount is due from the other party) pay to the other party, as liquidated damages, an amount in cash 
equal to the of out-of-pocket expenses and fees incurred by the other party arising out of, in 
connection with or related to the Mergers and the other transactions contemplated by this Agreement 
not in excess of $10 million ("Out-of-Pocket Expenses"); provided, however, that if this Agreement is 
terminated by a party as a result of. a willful breach of a representation, warranty, covenant or 
agreement by the other party, the nonbreaching party may pursue any remedies available to. it at law 
or in equity and shall, in addition to the amount of Out-of-Pocket Expenses set forth above, be 
entitled to recover such additional amounts as such nonbreaching party may be entitled to receive at 
law or in equity. 

(b) Other Termination Payments. If (i) this Agreement is terminated pursuant to (A) Section 
9.l(b) (expiration date), (B) Section 9.l(e) or (f) (fiduciary out), (C) Section 9.l(c) (failure to obtain 
shareholder approval), (D) as a result of a breach of Section 7.4 (approval of shareholders) or (E) 
pursuant to Section 9.l(g)(i) or (ii) or 9.l(h)(i) or (ii) (breach or change of recommendation); and 
(ii) at the time of such termination (or in the case of clause (i)(C) above, prior to the meeting of such 
party's shareholders) there shall have been an Acquisition Proposal involving the Delmarva or 
Atlantic (as the case may be, the "Target Party") or any of its affiliates which, at the time of such 
termination (or such meeting, as the case may be) shall not have been (x) rejected by the Target Party 
and its Board of Directors and (y) withdrawn by the third party; and (iii) within two and one-half years 
of any such termination described in clause (i) above, the Target Party or any of its affiliates becomes a 
subsidiary of such offeror or a subsidiary of an affiliate of such offeror or accepts a written offer or 
enters into a written agreement to consummate or consummates an Acquisition Proposal with such 
offeror or an affiliate thereof, then such Thrget Party (jointly and severally with its affiliates), upon the 
signing of a definitive agreement relating to such Acquisition Proposal, or, if no such agreement is 
signed, then at the closing (and as a condition. to the closing) of such Target Party becoming such a 
subsidiary. or of such Acquisition Proposal, shall pay Atlantic or Delmarva, as the case may be, a 
termination fee equal to $30 million plus Out-of-Pocket Expenses. If this Agreement is terminated by 
Delmarva or Atlantic pursuant to Section 9.l(i) (third party acquisition of voting power or change of 
board), then Atlantic or Delmarva, as the case may be, shall pay the terminating party a termination 
fee equal to $30 million plus Out-of-Pocket Expenses. 

(c) Expenses. Delmarva and Atlantic agree that the agreements contained in this Section 9.3 are 
an integral part of the transactions contemplated by this Agreement and constitute liquidated 
damages and not a penalty. If one party fails to promptly pay to the other any fees due hereunder, 
such defaulting party shall pay the costs and expenses (including legal fees and expensesY in 
connection with any action, including the filing of any lawsuit or other legal action, taken to collect 
payment, together with interest on the amount of any unpaid fee at the publicly announced prime rate 
of Citibank, N.A. in effect from time to time from the date such fee was required to be paid. 

( d) Limitation of Fees. Notwithstanding anything herein to the contrary, the aggregate amount 
payable by Delmarva and its affiliates pursuant to Sections 9.3(a) and 9.3(b) shall not exceed $40 
million and the aggregate amount payable by Atlantic and its affiliates pursuant to Sections 9.3(a) and 
9.3(b) shall not exceed $40 million. 

Section 9.4 Amendment. This Agreement may be amended by the parties hereto or thereto pursuant 
to action of the respective Boards of Directors of each of Delmarva and Atlantic, the Company and DS 
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Sub at any time before or after approval hereof by the shareholders of Delmarva, Atlantic and prior to the • 
Effective Time, but after such approvals no such amendment shall (a) alter or change the amount or kind 
of shares, securities or cash to be received or exchanged for or on conversion of any class or series of 
capital stock of either Delmarva or Atlantic as provided in Article II, (b) alter or change any of the terms 
and 'conditions of thls Agreement if any of the alterations or changes, alone or in the aggregate, would 
adversely affect the rights of holders of any class or series of stock of Delmarva or Atlantic or ( c) alter or 
change. any term .of the certificate of incorporation of the Company or Delmarva, except for alterations or 
changes that could otherwise be adopted by the Board of Directors of the Company, without the further 
approval of such shareholders, as applicable. This Agreement may not be amended except by an 
instrument in writing signed on behalf of each of the parties hereto or thereto. 

Section 9.5 Waiver. At any time prior to the Effective Time, the parties may (a) extend the time for the 
performance of any of the obligations or other acts of the other parties, (b) waive any inaccuracies in the 
representations and warranties contained herein or in any document delivered pursuant hereto and 
( c) waive compliance with any of the agreements or conditions contained herein. Any agreement to any 
such extension or waiver shall be valid only if set forth in an instrument in writing signed by a duly 
authorized officer of each party. · 

ARTICLE X 

.. GENERAL PROVISIONS 

Section 10.1 Nonsurvival of Representations; Wa1ranties, Covenants and Agreements. All representa
tions; warranties, covenants and agreements in this Agreement shall not survive the Mergers, except the 
covenants and agreements contained in this Section ·10.1 and in Article II (Treatment of Shares), the 
second to the last sentence of Section 7.1 (Confidentiality), Section 7.5 (Directors' and Officers' Indemnifi
cation), Section 7.9 (Employee Agreements and Workforce Matters), Section 7.10 (Employee Benefit 
Plans), Section 7.11 (Incentive, Stock and Other Plans), Section 7.H (Company Board of Directors) 
Section 7.14 (Company .Officers),· Section 7.15 (Location of Corporate Offices and Operations; Compan 
Name), Section 7.17 (Expenses), Section 7.18 (Letter Stock Dividend Policy) and Section 10.7 (Parties in 
Iriterest), each of which shall survive in accordance with its terms. 

SeCtion 10.2 Brokers~ Delmarva represents and warrants that, except for Merrill Lynch, Pierce, Fenner 
& Smith Incorporated, its investment banking firm, no broker, finder or investment banker is entitled to 
any brokerage, finder's or other fee or commission in connection with the Mergers or the transactions 
contemplated by this Agreement based upon· arrangements made by or on behalf of Delmarva. Atlantic 
represents and warrants that, except for Morgan Stanley & Co. Incorporated, its investment banking firm, 
no broker, finder or investment banker is entitied to any brokerage, finder's or other fee or commission in 
connection with the Mergers or the transactions contemplated by this Agreement based upon arrange
ments· made by or on behalf of Atlantic .. 

Section 10.3 Notices. All notices and other communications hereunder shall be in writing and shall be 
deemed given (a) if delivered personally, or (b) if sent by overnight courier service (receipt confirmed in 
writing), or (c) if delivered by facsiinile transmission (wit)l receipt confirmed), or (d) five days after being 
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mailed by registered or certified mail (return receipt requested) to the parties, in each case to the following 
addresses (or at such other address for a party as shall be specified by like notice): 

(i) If to Delmarva, to: 

(ii) 

Delmarva Power & Light Company 
800 King Street 
Wilmington, :Pelaware 19899 
Attention: Barbara S. Graham . 

with a copy to: 

LeBoeuf, Lamb,. Greene & MacRae, L.L.P. 
125 West 55th Street · 
New York, New York 10019 
Attention: Douglas W Hawes, Esq. 

Steven H. Davis, Esq. 

and a copy to: 

Potter Anderson & Cartoon 
350 Delaware Trust Building 
P.O. Box 9.51 

<:. 

Wilmington, Delaware 19899 . 
Attention: Robert K. Payson,'Esq. 

Michael.B. Tumas, Esq .. · 

If to Atlantic, to: 

Atlantic Energy, Inc . 

• 6801 Black Horse Pike 
Pleasantville, NJ 08232 
Attention: Michael J. Barron 

with a copy to: 

Simpson Thacher & Bartlett 
425 Lexington Avenue 
New York, New York 10017 · 
Attention: James M. Cotter 

Vincent Pagano, Jr. 

Section 10.4 Entire Agreement; Assignment; Governing Law; Waiver of Jury Trial; Etc. This Agreement 
(including the documents and instruments referred to herein) constitutes the entire agreement and 
supersedes all other prior agreements and understandings, both written and oral, among the parties, or any 
of them, with respect to the subject matter hereof other than the Confidentiality Agreement. This 
Agreement shall not be assigned by operation of law or otherwise. This Agreement shall be governed by 
and construed in accordance with the laws of the State of Delaware applicable to contracts executed in and 
to be fully performed in such state, without giving effect to its conflicts of laws statutes, rules or principles. 
Each party hereto acknowledges and agrees that any controversy that may arise under this Agreement is . 
likely to involve complicated and difficult issues, and therefore each such party hereby irrevocably and 
unconditionally waives any right such party may have to a trial by jury in respect of any litigation directly or 
indirectly arising out of or relating to this Agreement or the transactions contemplated hereby. Each party 
certifies and acknowledges that (i) no representative, agent or attorney of any other party has represented, 
expressly or otherwise, that such other party would not, in the event of litigation, seek to enforce the 
foregoing waiver, (ii) each such party understands and has considered the implications of this waiver, 
(iii) each such party makes this waiver voluntarily, and (iv) each such party has been induced to enter into 
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this Agreement by, among other things, the mutual waivers and certifications of this Section 10.4. The 
invalidity or unenforceability of any provision of this Agreement shall not affect the validity or enforceabil
ity of any other provision of this Agreement, which shall remain in full force and effect. The parties hereto 
shall negotiate in good faith to replace any provision of this Agreement so held invalid or unenforceable 
with a valid provision that is as similar as possible in substance to the invalid or unenforceable provision. 

Section 10.5 Interpretation. When reference is made in this Agreement to Articles, Sections or 
Exhibits, such reference shall be to an Article, Section or Exhibit of this Agreement, as the case may be, 
unless otherwise indicated. The table of contents and headings contained in this Agreement are for 
reference purposes and shall not affect in any way the meaning or interpretation of this Agreement. 
Whenever the words "include", "includes", or "including" are used in this Agreement, they shall be 
deemed to be followed by the words ,"without limitation." Whenever "or" is used in this Agreement it shall 
be construed in the nonexclusive sense. 

Section 10.6 Counterparts; Effect. This Agreement may be executed in one or more counterparts, each 
of which shall be deemed to be an original, but all of which shall constitute one and the same agreement. 

Section 10.7 Parties in Interest. This Agreement shall be binding upon and inure solely to the benefit of 
each party hereto, and, except for rights of Indemnified Parties as set forth in Section 7.5 (Directors' and 
Officers' Indemnification), nothing in this Agreement, express or implied, is intended to confer upon any 
person any rights or remedies of any nature whatsoever under or by reason of this Agreement. 

Section 10.8 Specific Peiformance. The parties hereto agree that irreparable damage would occur in 
the event that any of the provisions of this Agreement were not performed in accordance with their specific 
terms or were otherwise breached. It is accordingly agreed that the parties hereto shall be entitled to an 
injunction or injunctions to prevent breaches of this Agreement and to enforce specifically the terms and 
provisions hereof in any court of the United States or any state having jurisdiction, this being in addition to 
any other remedy to which they are entitled at law or in equity. 
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IN WITNESS WHEREOF, Delmarva, Atlantic, the Company and DS Sub have caused this Agree
ment, as amended and restated as of December 26, 1996 to be signed by their respective officers thereunto 
duly authorized as of the date first above written. 

• 

DELMARVA POWER & LIGHT COMPANY 

By /sf HOWARD E. COSGROVE 
~~~~~~-'-~~~~~~~~~~~~-

Name: Howard E. Cosgrove 
Title: President and Chairman 

ATLANTIC ENERGY,'INC. 

By /sf JERROLD L. JACOBS 
~~~~~~~~~~~~~~~~~~~-

Name: Jerrold L. Jacobs 
Title: President and Chief Executive Officer 

CONECTiv, INC. 

By /sf BARBARA S. GRAHAM 
~~~~~~~~~~~~~~~~~~~-

Name: Barbara S. Graham 
Title: President 

/sf MICHAEL J. BARRON 

Name: Michael J. Barron 
Title: Vice President 

DS SUB, INC. 

By /s/ BARBARA S. GRAHAM 
~~~~~~~~~~~~~~~~~~~-

Name: Barbara S. Graham 
Title: President 

I-49 



~Merrill Lynch 

Board of Directors 
Delmarva Power & Light Company 
800 King Street 
Wilmington, DE 19899 

Directors: 

ANNEX II 

Investment Banking 

Corporate and Institutional 
Client Group 

World Financial Center 
North Tower 
New York, New York 10281-1330 
212 4491000 

December 26, 1996 

Delmarva Power & Light Company, a corporation formed under the laws of the State of Delaware 
and the Commonwealth of Virginia ("Delmarva"), Atlantic Energy, Inc., a corporation formed under the 
laws ofthe State of New Jersey ('~tlantic"), Conectiv, Inc., a Delaware corporation whose capital stock is 
50% owned by each of Delmarva and Atlantic, respectively (the "Company"), arid DS Sub, Inc., a 
Delaware corporation and wholly owned subsidiary of the Company ("DS Sub"), entered into an 
Agreement and Plan of Merger, dated as of August 9, 1996, as amended and restated as of-December 26, 
1996 (the '~greement"), pursuant to which Atlantic will merge with and into the Company (the '~tlantic 
Merger"} and DS Sub will merge with and into Delmarva (the "Delmarva Merger" and, together with the 
Atlantic Merger, the "Mergers"). In the Delmarva Merger, each issued and outstanding share (other than 
shares canceled pursuant to section 2.l(a) of the Agreement) of Delmarva common stock, par value $2.25 
per share ("Delmarva Common Stock"), shall be converted into the right to receive one share of Company 
common stock, par value $0.01 per share ("Company Common Stock"), and in the Atlantic Merger, each 
issued and outstanding share (other than shares canceled pursuant tci section 2.l(a) of the Agreement) of 
Atlantic common stock, no par value ('~tlantic Common Stock"), shall be converted into the right to 
receive 0.750 shares of Company Common Stock and 0.125 shares of Company Class A common stock, par 
value $0.01 per share. The ratio at which Delmarva Common Stock' is converted into Company Common 
Stock, in accordance with 'the Agreement, is referred to herein as the "Delma!Va Conversion Ratio." 
Consummation of the Mergers. is subject to the terms and conditions set forth in the Agreement. 

You have asked us whether, in our opinion, the Delmarva Conversion Ratio contemplated by the 
Agreement is fair to Delmarva and its shareholders from a financial point of view. 

• 

In arriving at the opinion set forth below, we have, among other things: 

(1) Reviewed Delmarva's Annual Reports, Forms 10-K and related financial information for the 
three fiscal years ended December 31, 1995 and Delmarva's Form 10-Q and the related 
unaudited financial information for the quarterly periods ended September 30, 1996; 
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(2) Reviewed Atlantic's Annual Reports, Forms 10-K and related financial information for the three 
fiscal years ended December 31, 1995 and Atlantic's Form 10-Q and the related unaudited 
financial information for the quarterly periods ended September 30, 1996; 

(3) Reviewed certain other filings with the Securities and Exchange Commission made by Delmarva 
and Atlantic, including proxy statements, Forms 8-K and registration statements, during the last 
three years; 

(4) Reviewed certain information, including financial forecasts, relating to the business, earnings, 
cash flow, assets and prospects of Delmarva and Atlantic, furnished to us by Delmarva and 
Atlantic, respectively; 

(5) Conducted discussions with members of senior management of Delmarva and Atlantic concern
ing their respective businesses, regulatory environments, prospects and strategic objectives and 
possible operating, administrative and capital synergies which might be realized for the Company 
following the Mergers; 

( 6) Reviewed the historical market prices and trading activity for the Delmarva Common Stock and 
the Atlantic Common Stock; 

(7) Compared the results of operations of Delmarva and Atlantic with that of certain companies 
which we deemed to be reasonably similar to Delmarva and Atlantic, respectively; 

(8) Compared the proposed financial terms of the Mergers with the financial terms of certain other 
mergers and acquisitions which we deemed to be relevant; 

(9) Considered the pro forma effect of the Mergers, in terms of net income available to common 
shareholders, divi<;iends per ·common share, book value per common share and capitalization, on 
the Delmarva Common Stock; 

(10) Reviewed the Agreement; and • (11) Reviewed such other financial studies and analyses and performed such other investigations and 
took into account such other matters as we deemed necessary or appropriate. 

In preparing our opinion, we have relied on the accuracy and completeness of all information supplied 
or otherwise made available to us by Delmarva and Atlantic, and we have no.t independently verified such 
information, conducted a physical inspection of the properties or facilities of Delmarva or Atlantic, or 
undertaken an evaluation or independent appraisal of the assets or liabilities (contingent or otherwise) of 
Delmarva or Atlantic .. We have assumed that the financial forecasts and projected synergies furnished by 
Delmarva and Atlantic have been reasonably prepared and reflect the best currently available estimates 
and judgment of Delmarva's and Atlantic's management as to the expected future financial performance of 
Delmarva and Atlantic, respectively, and as to the expected futui;e projected outcomes of various legal, 
regulatory and other contingencies. We have also assumed that the estimates relating to the impact of 
Atlantic's non-utility generation contracts, furnished by Delmarva and Atlantic, have been reasonably 
prepared and reflect the best currently available estimates and judgment of Delmarva's and Atlantic's 
management as to the expected future projected outcomes relating to such contracts. We have also 
assumed that the Mergers will be free of Federal tax to Delmarva, the Company, DS Sub, Atlantic and the 
respective holders of Delmarva Common Stock and Atlantic Common Stock. Our opinion is based upon 
general economic, market, monetary and other conditions a~ they exist and can be evaluated, and the 
information made available to us, as of the date hereof. 

We have, in the past, provided financial advisory and financing services to Delmarva and Atlantic and 
have received fees for the rendering of such services. In addition, in the ordinary course of our securities 
business, we may actively trade debt and equity securities of Delmarva and Atlantic for our own account 
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and the accounts of our customers, and we therefore may from time to time hold a long or short position in 
such securities. 

This opinion has been prepared for the confidential use of Delmarva's Board of Directors and may 
not be reproduced, summarized, described or referred to without Merrill Lynch's prior written consent. 

On the basis of, and subject to the foregoing, we are of the opinion that the Delmarva Conversion 
Ratio contemplated by the Agreement is fair to Delmarva and its shareholders from a financial point of 
view. 

• 

Very truly yours, 

MERRILL LYNCH, PIERCE, FENNER & SMITH 
INCORPORATED 
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• MORGAN STANLEY 

Board of Directors 
Atlantic Energy, Inc. 
6801 Black Horse Pike 
Egg Harbor Township, NJ 08232-4130 

Members of the Board of Directors: 

MORGAN STANLEY & CO. 
INCORPORATED 
1585 BROADWAY 
NEW YORK, NEW YORK 10036 
(212) 761-4000 

December 26, 1996 

ANNEX III 

We understand that Atlantic Energy, Inc. (''AEI" or the "Company"), Delmaiva Power &. Light 

E mpany ("Delmarva"), Conectiv, Inc., a corporation whose outstanding capital stock is 50% owned by 
I and 50% owned by Delmarva ("Newco"), and Newco Sub, a wholly owned subsidiary of Newco 

( Newco Sub") have entered into an Agreement and Plan of Merger, dated as of August 9, 1996, as 
amended and restated as of December 26, 1996 (the "Merger Agreement"), which provides, among other 
things, for the merger of AEI with and into Newco (the ''AEI Merger") and the merger of Newco Sub with 
and into Delmarva (the "Delmarva Merger" and together with the AEI Merger, the "Merger"). Pursuant 
to the AEI Merger, Newco will be the surviving corporation and each issued and outstanding share of 
comm:on stock, no par value per share, of the Company (the "Company Common Stock"), other than 
shares held in treasury or held by Delmarva or the subsidiaries of the Company or Delmarva, will be 
converted into the right to receive (i) .75 shares of common stock, par value $.01 per share, of Newco (the 
"Newco Common Stock") and (ii) .125 shares of Class A Common Stock, par value $.01 per share (the 
"Letter Stock"), of Newco (collectively, the ''AEI Conversion Ratio"). Pursuant to the Delmarva Merger, 
Delmarva will be the surviving corporation and will become a wholly owned subsidiary of Newco and each 
issued and outstanding share of common stock, par value $2.25 per share, of Delmarva (the "Delmarva 
Common Stock"), other than shares held in treasury or held by the Company or the subsidiaries of 
Delmarva or the Company will be converted into the right to receive one share (the "Delmarva Conversfon 
Ratio") of Newco Common Stock. The terms and conditions of the Merger are more fully set forth in the 
Merger Agreement. 

You have asked for our opinion as to whether the AEI Conversion Ratio, taking into account the 
Delmarva Conversion Ratio, is fair from a financial point of view to the holders of shares of the Company 
Common Stock. 

For purposes of the opinion set forth herein, we have: 

(i) analyzed certain publicly available financial statements and other .information of the Company 
and Delmarva, respectively; 
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(ii) 

(iii) 

(iv) 

(v) 

(vi) 

analyzed certain internal financial statements and other financial and operating data concerning • 
the Company and Delmarva prepared by their respective managements; 

analyzed certain financial projections of the Company and Delmarva prepared.by their respective 
managements; 

discussed the past and current operations and financial condition and the prospects of the 
Company and Delmarva wi~h senior executives of the Company and Delmarva, respectively; 

reviewed the reported prices and trading activity of both the Company Common Stock and 
Delmarva Common Stock; · · 

compared the financial performance of the Company and Delmarva and the prices and trading 
activity of the Company Common Stock and Delmarva Common Stock with that of certain other 
comparable publicly traded companies and their securities; 

(vii) reviewed the financial terms, to the extent publicly available, of certain comparable merger or 
acquisition. transactions; 

(viii) analyzed the pro forma financial impact of the Merger on the Company; 

(ix) participated in discussions and negotiations among representatives of the Company and 
Delmarva and their respective financial and legal advisors; 

(x) reviewed the Merger Agreement and certain related documents; 

(xi) reviewed and discussed with the Company and Delmarva an analysis prepared by the Company 
and Delmarva with the assistance of a third party consultant regarding estimates of the amount 
and timing of the cost savings estimated to be derived from the Merger; and · · 

· (xii) performed such other analyses and examinations and considered such other factors as we have 
deemed appropriate. . · · · • 

We ha~e assumed.and relied upon without i~dependentyerification the accuracy and completeness o 
the information reviewed by us for the purposes of this opinion. With respect to the financial projections 
and estimates of the cost savings expected to be derived in the Merger, we have assumed that they have 
been reasonably prepared on bases reflecting the best currently available estimates and judgments of the 
future financial performance of Newco, the Company and Delmarva, respectively. We have not made any 
independent valuation or appraisal of the assets or liabilities of the Company or Delmarva. In addition, we 
have assumed that the Merger will be consummated in accordance with the terms set forth in the Merger 
Agreemf!nt, including, among other things that the Merger will be treated as a tax-free reorganization and/ 
or exchange, each pursuant to the Internal Revenue Code of 1986. Our· opinion is necessarily based on 
economic, market and other conditions as in effect on, and the information made available to us as of, the 
date hereof. 

In'arriving at oui: opinion, we have assumed that in connection with the receiptof an the necessary 
regulatory and governmental approvals for the proposed Merger; no restriction will .be imposed that would 
have a material .adverse effect on. the contemplated benefits expected to be· derived in the proposed 
Merger. In addition, we were not authorized to solicit, and did not solicit, interest from any party with 
respect to a merger with or other business combination transaction involving the Company or any of its 
assets, nor did we have discussions or negotiations with any parties, other than Delmarva, in connection 
with the Merger. 

We have acted as financial advisor to the Board of Directors of the Company in connection with this 
transaction and will receive a fee for our services. In the past, Morgan Stanley & Co. Incorporated and its 
affiliates have provided financial advisory and financing services for the Company and Delmarva and have 
received fees for the rendering of these services. · 
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It is understood that this letter is for the information of the Board of Directors of the Company and 

•

may not be used for any other purpose without our prior written consent, except that this opinion may be 
included in its entirety in any filing made by the Company with the Securities and Exchange Commission 
with respect to the Merger and the transactions related thereto. In addition, we express no recommenda
tion as to how the shareholders of the Company should vote at the shareholders' meeting held in 
connection with the Merger. 

Based on the foregoing, we are of the opinion on the date here6f that the AEI Conversion Ratio, 
taking into account the Delmarva Conversion Ratio, is fair from a financial point of view to the holders of 
shares of the Company Common Stock. 

• 

Very truly yours, 

MORGAN STANLEY & CO. INCORPORATED 

By: /s/ Jeffrey R. Holzschuh 
Jeffrey R. Holzschuh 
Managing Director 
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• FORM OF 

RESTATED CERTIFICATE OF INCORPORATION OF CONECTIV 

Pursuant to Sections 242 and 245 of the 

General Corporation Law of the State of Delaware 

ANNEX IV 

Conectiv, a corporation organi.Zed .and existing under the laws of the State of Delaw.ar~, hereby 
certifies as follows: 

1. The name of the corporation is Conectiv (the, "Corporation"). The Corporation. was origi
nally incorporated under. t.he name DS, Inc., which name was changed to "Conectiv, Inc." on 
December 24, 1996 and to "Conectiv" on . . . The original Certificate of Incorporation · 
was filed with the Secretary of State of the State of Delaware on August s; 1996. · 

2. .This Restated Certificate of Incorporation restates and further amends the Certificate of 
Incorporation of the Corporation and has been adopted and approved in. accordance with Sections 
242 and 245 of the General Corporation Laws of the State of Delaware. 

3. The text of the Certificate. of Incorporation as heretofore amended is hereby amended and 
restated to read .in its entirety as follows:. 

ARTICLE I. 

NAME 
The name of the Corporation is Conectiv. 

ARTICLE II .. 

REGISTERED OFFICE AND AGENT 

The address of the registered office of the Corporation is 800 King Street, Wilmington, New Castle 
County, Delaware 19899, and the name of the registered agent at such office is the Corpotafion--itself. 

ARTICLE III . 

. PURPOSE 

The Corporation is organized 'for the j:mrpose of engaging in any lawful act or activity ·for which 
corporations may be organized under the General Corporation Law of the State of belaware (the 
"GCLD"). 

ARTICLE .IV. 

CAPITAL STOCK 

SECTION I. Authorization. The aggregate number of shares of stock which the .Corporation shall have 
authority to issue is one hundred eighty million (180,000,000) shares, of which one hundred fifty million 
(150,000,000) shares shall be shares of a class of common stock.designated as "Common Stock," having a 
par value .of $0.01 per share (the "Company Common Stock"), ten million (10;000,000) shares shall be 
shares of a class of common stock designated as "Class A Common Stock," having a par value of $0.01 per 
share (the "Class A Common Stock"), and twenty million (20,000,000) shares shall be shares of a class of 
preferred stock having a par value of $.01 per share (the "Preferred Stock") and issuable in one or more 
series as hereinafter provided. The Company Common Stock and the Class .A Common Stock shall 
hereinafter collectively be called "~ommcin Stock" and either . shall sometimes be called a . class of 
Common Stock. Certain capitalized terms used in this Article IV shall have the meanings set forth in 
Section Il.7 of this Article IV. For purposes of this Article IV, the Class A 'common Stock, when issued, 

• IV-1 



shall be considered issued in respect of the Atlantic Utility Group and the Company Common Stock, when 
issued, shall be considered issued in respect of the Residual Group, in each case upon the terms and • 
subject to the conditions of this Article IV. 

SECTION IL Common Stock. The voting powers, preferences and relative, participating, optional or 
other special rights of the Common Stock, and the qualifications and restrictions thereon, shall be as 
follows in this Section II. · 

1. .Qividends. Subject to any preferences and relative, participating, optional or special rights of any 
outstanding series of Preferred Stock and any qualifications or restrictions on the Common Stock or any 
class thereof created thereby, dividends may be declared and paid upon the Company Common Stock and 
the Class A Common Stock, upon the terms with respect to each such class, and subject to the limitations 
provided for below in this subsection 1, as the Board of Directors may determine. 

1.1. Limitation on Dividends on Company Common Stock. Dividends on Company Common Stock may 
be declared and paid only out of the lesser of (i) the funds of the Corporation legally available therefor and 
(ii) the Residual Group Available Dividend Amount.· 

1.2. Limitation on Dividends on Class A Common Stock. Dividends on Class A Common Stock may be 
declared and paid only out of the lesser of (i) the funds of the Corporation legally available therefor and 
(ii) the Atlantic Utility Group Available Dividend Amount. 

1.3. Discrimination in Dividends Between Classes of Common Stock. The Board of Directors, subject to 
the provisions of subsections 1.1 and 1.2 of this Section II, may at any time declare and pay dividends 
exclusively on Company Common Stock, exclusively on Class A Common Stock or on both such classes in 
equal or unequal amounts, notwithstanding the relative amounts of the Residual Group Available 
Dividend Amount and the. Atlantic Utility Group Available Dividend Amount, the amount of dividends 
previously declared on each class, the respective voting or liquidation rights of each class or any other 
factor. · · 

1.4. Share Dist1ibutions. Subject to subsections 1.1 and 1.2, as the case may be, of this Section II, and 
except as permitted by subsection 4.1 of this Section II, the Board of Directors may declare and pay 
dividends or distributions of shares of Common Stock (or Convertible Securities convertible into o 
exchangeable or exercisable for shares of Common Stock) on shares of Common Stock or shares o 
Preferred Stock only as follows: 

(A) dividends or distributions of shares of Company Common Stock (or Convertible Securities 
convertible into or exchangeable or exercisable for shares of Residual Common Stock) on shares of 
Company Common Stock or shares of Preferred Stock attributed to the Residual Group; 

(B) dividends or distributions of shares of Cla~s A Common Stock (or Convertible Securities 
convertible into or exchangeable. or exercisable for shares of Class A Common Stock) on shares of 
Class A Common Stock or shares of Preferred Stock attributed to the Atlantic Utility Group; and 

(C) dividends or distributions of shares of Class A Common Stock (or Convertible Securities 
convertible into or exchangeable or exercisable for shares of Class A Common Stock) on shares of 
Company Common Stock or shares of Preferred Stock attributed to the Residual Group, but only if 
the sum of (1) the number of shares of Class A Common Stock to be so issued (or the number of such 
shares which would be issuable upon conversion, exchange or exercise of any Convertible Securities to 
be so issued, as the case may be) and (2) the number of shares of Class A Common Stock which are 
issuable upon conversion, exchange or exercise of any Convertible Securities then outstanding that are 
attributed iri accordance with this Article IV to the Residual Group is less than or equal to the 
Number of Shares Issuable with Respect to the Intergroup Interest. 

For purposes of this subsection 1.4, any outstanding Convertible Securities that are convertible into or 
exchangeable or exercisable for any other Convertible Securities which are themselves convertible into or 
exchangeable or exercisable for Company Common Stock or Class A Common Stock (or other Convertible 
Securities that are so convertible, exchangeable or exercisable) shall be deemed to have been converted, 
exchanged or exercised ·in full for such Convertible Securities. 

IV-2 • 



2. Voting Powers. Except as otherwise provided by law or by the terms of any outstanding series of 
Preferred Stock or any provision of the certificate of incorporation of the Corporation restricting the 
power to vote on a specified matter to other stockholders, the entire voting power of the stockholders of 
the Corporation shall be vested in the holders of Common Stock of the Corporation, who shall be entitled 
to vote on any matter on which the holders of stock of the Corporation shall, by law or by the provisions of 
the . certificate of incorporation or bylaws of the Corporation, be entitled to vote, and each class of 
Common Stock shall vote thereon together as though one class. On each matter to be voted on by the 
holders of all classes of Common Stock voting together as one class, (i) each outstanding share of 
Company Common Stock shall have one vote and (ii) each outstanding sha,re of Class A Common Stock 
shall have one vote. The number of authorized shares of Company Common Stock or of Class A Common 
Stock may be increased or decreased by the affirmative vote of a majority of the outstanding shares of 
Common Stock voting as a single class. 

3. Liquidation Rights. In the event of the voluntary or involuntary dissolution of the Corporation or 
the liquidation and winding up of the Corporation, after payment or provision for payment of the debts 
and otherliabilities of the Corporation and the full preferential amounts (including any accumulated and 
unpaid dividends) to which tbe holders of Preferred Stock are entitled (regardless of the Group to which 
such shares of Preferred Stock were attributed in accordance with this Article IV), unless otherwise 
provided in respect of a series of preferred stock by the resolution of the Board of Directors fixing the 
liquidation rights and preferences of such series of preferred stock, the holders of the outstanding shares of 
Common Stock shall be entitled to receive the remaining assets of the Corporation, regardless of the 
Group to which such assets are attributed in accordance with this Article IV, divided among the holders of 
Common Stock in accordance with the per share "Liquidation Units" . attributable to each class of 
Common Stock. Each share of Company Common Stock is hereby attributed one "Liquidation Unit" and 
each share of Cfass A Comm<;m· Stock is hereby attributed one "Liquidaticm Unit,'' in the case of each such 
class of Common Stock subject to adjustment as determined by the,,Board of Directors to be appropriate to 

•

reflect any subdivision (by stock split or otherwise) or combination (by reverse stock split or ot_he~ise) of 
such cJass of Common Stock or any d.ividend or other distribution of shares of such class of Common Stock · 
to polders of shares of such cfass of Common Stock. None of the merger or consolidation of the 
Corporation into or with any other company; the :merger or consolidation of any other company into or 
with the Corporation, or the sale, trnnsfer or lease of all or any part of the assets of the Corporation, shall 
be deemed a liquidation or winding ·up of the Corporation, or cause the dissolution of the Corporation, for 
purposes of this subsection 3. 

4. Conversion or Redemption of Common Stock. The Class A Common Stock is subject to conversion 
or redemption upon the terms provided below in this subsection 4. 

4.1. Conversion or Redemption of Class A Common Stqck. 

(A) In the eveµt of the Disposition, in one transaction or a.series of related transactions, by the 
Corporation and/or its subsidiaries of all or substantially all of the properties and assets attributed to 
the Atlantic Utility Group to one or more persons or entities (other than (1) the Disposition by the 
Corporation of its properties and assets in one transaction or a series of related transactions in 
connection with the dissolution or the liquidation and winding up of the Corporation and the 
distribution of assets to stockholders as referred to in subsection 3 of this Section II, (2) the 
Disposition of the properties and assets of the Atlantic Utility Group to all holders of shares of 
Class A Common Stock and to the Corppration or subsidiaries thereof, divided among such holders 
and the Corporation or subsidiaries thereof on a pro rata basis in accordance with the number of 
shares of Class A Common Stock outstanding and the Number of Shares Issuable with Respect to the 
Intergroup Interest, (3) to any person or entity controlled (as determined by the Board of Directors) 
by the Corporation or ( 4) pursuant to a Related Business Tr~nsaction), the Corporation shall, on or 
prior to the 85th Trading Day after the date of consummation of such Disposition (the ''Atlantic 
Utility Group Disposition Date"), pay a dividend on the Class A Common Stock or redeem some or 
all of the Class A Common Stock or convert Class A Common Stock into Company Common Stock 
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(or another class or series of common stock of the Corporation), all as provided by the following 
subparagraphs (1) and (2) of this paragraph (A) and, to the extent applicable, by subsection 4.3 of this 
Section II; as the Board of Directors shall have selected among such alternatives: 

(1) provided that there are funds of the Corporation legally available therefor: 
(a) pay to the holders of the shares of Class A Common Stock a dividend, as the Board 

of Directors shall have declared subject to compliance with subsection 1, in cash and/or in 
securities (other than a dividend of Common Stock) or other property having a Fair Value as 
of the Atlantic Utility Group Disposition Date in the aggregate equal to the product of the 
Outstanding Atlantic Utility Fraction as of the record date for determining holders entitled 
to receive such dividend multiplied by the Fair Value of the Net Proceeds of such Disposi-
tion; or · 

(b) (i) subject to the last sentence of this paragraph (A),' if such Disposition involves all 
(not merely substantially all) of the properties and assets attributed to· the Atlantic Utility 
Group, redeem as of the Redemption Date provided by paragraph (C) of subsection 4.3 of 
this Section II, all outstanding shares of Class A Common Stock in exchange for cash and/or 
for securities (other than Common Stock) or other property having a Fair Value as of the 
Atlantic Utility Group Disposition Date in the aggregate equai to the product of the 

·Outstanding Atlantic'Utility Fraetion as of such Redemption Date multiplied by the Fair 
Value o.f the Net Proceeds of such Dispositicm; or 

(ii) subject to the last sentence of this paragraph (A), if such Disposition involves 
substantially all (but not all) of the properties and assets attributed to the Atlantic Utility 
Oroup, redeem as of the Redemption Date provided by paragraph (D) of subsection 4.3 of 
this Section II such number of whole shares of 'Class A Conirrion Stock (which may be all of 
such shares outstanding) as. have in the aggregate an average Market .Value during the 
period of ten consecutive Trading l)ays beginning on the sixteenth Trading Day immediately 
succeeding the Aiiantic Utiiity Group Disposition Date closest to the product of the 
Outstanding Atlantic Utility Fraction as of the date 8ucli sh~r'es are selected for redemption 
multiplied by the Fair Value as of the Atlantic Utility Group Disposition Date of the Net 
Proceeds of such Disposition (but in no evertt more than all the shares of Class A Common 
Stock then outstanding), in consideration for cash and/or securities (other than Cominon 
Stock) or other property having a Fair Value in the aggregate equal to such product; or 
(2) declare that each outstanding share of Class A Common Stock shall be converted as of 

the Conversion Date provided by paragraph (E) of subsection 4.3 of this Section II into a number 
of fully paid and nonassessable shares of Company Common Stock (or, if the Company Common 
Stock is not Publicly Traded at such time and shares of another class or series of common stock of 
the Corporation (other than Class A Common Stock) are then Publicly Traded, of such other 
class or series of common stock as has the largest Market Capitalization as of the close of 
business on the Trading Day immediately ·preceding the date of the notice of such conversion 
required by such paragraph (E) equal to 110% of the ratio, expressed as a decimal fraction 
rounded to the nearest five decimal places, of the average Market Value of one share of Class A 
Common Stock over the period of ten consecutive Trading Days beginning on the sixteenth 
Trading Day following the Atlantic Utility Group Disposition Date to the average Market Value 
of one share of Company Common Stock (or such other class or series of common stock) over 
the same ten Trading Day period. 

Notwithstanding the foregoing provisions of this paragraph (A), the Corporation shall redeem Class A 
Common Stock as provided by subparagraph (l)(b)(i) or (l)(b)(ii) of this paragraph (A) only if the 
amount to be paid in redemption of such stock is less than or equal 'to the sum of (i) the Atlantic Utility 
Group Available Dividend Amount as of the Redemption Date and (ii) the amount determined to be 
capital in respect of the shares to be redeemed in accordance with applicable corporation law as of the 
Redemption Date. · 
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(B) For purposes of this subsection 4.1: 
(1) as of any date, "substantially all of the properties and assets" attributed to the Atlantic 

Utility Group shall mean a portion of such properties and assets (x) that represents at least 80% 
of the Fair Value of the properties and assets attributed to the Atlantic Utility Group as of.such 
date, or (y) from which were derived at least 80% of the aggregate revenues for the immediately 
preceding twelve fiscal quarterly periods of the Corporation (calculated on a pro forma basis to 
include revenues derived from any of such properties and assets acquired during such period) 
derived from the properties and assets of the Atlantic Utility Group as of such date; 

(2) in the case of a Disposition of the properties and assets attributed to the Atlantic Utility 
Group in a series of related transactions, such Disposition shall not be deemed to have been 
consummated until the consummation of the last of such transactions; and 

(3) the Board of Directors may pay any dividend or redemption price referred to in 
paragraph (A) of this subsection 4.1 in cash, securities (other than Common Stock) or other 
property, regardless of the form or nature of the proceeds of the Disposition. 
(C) After the payment of the dividend or the redemption price with respect to the Class A 

Common Stock provided for by subparagraph (1) of paragraph (A) of this sµbsection 4.1, the Board of 
DJ.rectors may declare that each share. of Cfass A Common Stock remaining outstanding shall be 
converted, but only as of a Conversion Date (determined as provided by paragraph (E) of subsection 
4.3 of this Section II) prior to the first anniversary of the payment of such dividend or redemption 
price, into a number of fully paid and nonassessable shares of. Company Common Stock (or, if the 
Company Common Stock is not Publicly Traded at such time and shares of any other class or series of 
common stock of the Corporation (other than Class A Common Stock) are then Publicly Traded, of 
such other class or series of common stock as has the largest Market Capitalization as of the close of 
business on the Trading bay immediately preceding th~ date of the notice of such conversion required 
by such paragraph (E) equal to 110% of the Market Value Ratio of the Class A Common Stock to the 
Company Common Stock as of the fifth Trading Day prior to the date of the. notice of sucP. co.nversion 
required by such paragraph (E). · 

(D) The Board of Directors may declare that each outstanding share of Class A Common Stock 
shall be converted, as of the Conversion Date provided. by paragraph (E) of subsection 4.3 of this 
Section II, into the number of fully paid and nonassessable shares of Company Common Stock (or, if 
the Company Common Stock is not Publicly Traded at such time and shares of any other class or 
series of common stock of the Corporation (other than Class A Common Stock) are then Publicly 
Traded, of such other class or series of common stock as has the largest Market Capit~lization as of 

· the close of business on the Trading Day immediately preceding the date of the notice of conversion 
required by such paragraph (E) of subsection 4.3) equal to the applicable percentage, on the 
Conversion Date, set forth below of the Market Value Ratio of the Class A Common Stock to the 
Company Common Stock as of the fifth Trading Day prior to the. date of the notice of such conversion 
required by such paragraph (E): · 

12 Month Period Prior to 
the Applicable Anniversary 
of the Effective Date 

First ............................... · .............. . 
Second ............................................. . 
Third ........................................... ··. 
Fourth and Thereafter ................................ . 

Percentage of 
Market Value Ratio· 

125% 
120% 
115% 
110% 

(E) If the Corporation consummates (i) a tender offer made by the Corporation for all of the 
outstanding shares of Class A Common Stock at an all cash price of at least 110% of the Time
Weighted Market Price of a share of Class A Common Stock as. of the Trading Day immediately 
preceding the date of such offer or (ii) an exchange. offer by the Corporation to exchange each 
outstanding share of Class A Common Stock into a number of shares of Company Common Stock (or, 
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if the Company Common Stock is not Publicly Traded at such time and shares of any other class or 
series of common stock of the Corporation (other than Class A Common Stock) are then Publicly 
Traded, of such other class or series of common stock as has the largest Market Capitalization as of 
the close of business on the Trading Day immediately preceding the date of such offer) equal to at 
least 110% of the Market Value Ratio of the Class A Common Stock to the Company Common Stock 
as of the Trading Day immediately preceding the date of such offer, which, in either case, is accepted 
by the holders of greater than 50% of the outstanding shares of Class A Common Stock, then the 
Board of Directors may either (x) provided that there are funds of the Corporation legally available 
therefor, redeem as of the Redemption Date provided by paragraph (F) of subsection 4.3 of this 
Section II each share of Class A Common Stock remaining outstanding in exchange for cash in an 
amount equal to the highest cash priee paid per share by the Corporation pursuant to such tender 
offer or to the product of the highest number of shares of Company Common Stock (or such other 
class or series of common stock of the Corporation) per share issued in exchange for any share of 
Class A Common Stock pursuant to such exchange offer and the Time-Weighted Market Price of a 
share of Company Common Stock (or such other class or series of common stock of the Corporation) 
as of the Trading Day immediately preceding the date of such exchange offer, as the case may be, or 
(y) declare that each share of Class A Common Stock remaining outstanding shall be converted as of 
the Conversion Date provided by paragraph (E) of subsection 4.3 of this Section II into a number of 
fully paid and nonassessable shares of Company Common Stock (or, if the Company Common Stock 
is not Publicly Traded at such time and shares of any other class or series of common stock of the 
Corporation (other than Class A Comnion Stock) are then Publicly Traded, of such other class or 
series of common stock as has the largest Market Capitalization as of the close of business on the 
Trading Day immediately preceding the date of the notice of such conversion required by such 

· paragraph (E) equal to the quotient of the highest cash price paid per share by the Corporation 
pursuant to such tender offer and the Thne-Weighted Market Price of a share of Company Common 
Stock (or such other class or series of common stock of the Corporation) as of the Trading Day 
immediately preceding the date of the notice of such conversion required by such paragraph (E) or to 
the highest number of shares of Company Common Stock (or such other class or series of common 

·stock of the Corporation) per share issued in exchange for any share of Class A Common Stock 
pursuant to such exchange offer, as the case may be. 

(F) If any person (including the Corporation) makes a tender offer to purchase shares of 
Company Common Stock (or, if the Company Common Stock is not Publicly Traded at such time and 
shares of any other class or series of common stock of the Corporation (other than Class A Common 
Stock) are then Publicly Traded, of such other class or series of common stock as has the largest 
Market Capitalization as of the close of business on the Trading Day immediately preceding the date 
of such offer) for cash, property or other securities, the holders of shares of Class A Common Stock 
will be entitled to convert each and any such share of Class A Common Stock into the number of fully 
paid and nonassessable shares of Company Common Stock (or such other class or series of common 
stock, as the case may be) equal to 100% of the Market Value Ratio of the Class A Common Stock to 
the Company Common Stock as of the Trading Day immediately preceding the date of such tender 
offer; provided, that (x) any election by such holder to make such conversion may be fully revoked by 
such holder with respect to any such share of Class A Common Stock by giving written notice to the 
Corporation prior to the consummation of such tender offer and (y) such conversion will only be 
effective with respect to such shares of Company Common Stock (or such other class or series of 
common stock of the Corporation) issuable upon such conversion which are actually accepted for 
purchase pursuant to such tender offer. 

(G) If any person (including the Corporation) consummates a tender offer for all of the 
outstanding shares of Company Common Stock (or, if the Company Common Stock is not Publicly 
Traded at such time and shares of any other class or series of common stock of the Corporation (other 
than Class A Common Stock) are then Publicly Traded, of such other class or series of common stock 
as has the largest Market Capitalization as of the close of business on the Trading Day immediately 
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·preceding the date of such offer) at an all cash price which is accepted by the holders of greater than 
50% of the outstanding shares of Company.Common Stock (or such other class or series of common 
stock of the Corporation), then the Board of•Directors may either (x) redeem as of the Redemption 
Date provided by paragraph (F) of subsection 4.3 of this se·ction II· each share of Class A Common 

.. Stock outstanding in exchange for cash in an amount equal' to the product of the highest cash price 
·· ... :paid per share by such person pursuant to such tender offer· and the Market Value Ratio of the 

Class A Common Stock to 'the Company Common Stock as of the fifth Trading Day prior to the date 
· of such tender offer or (y) declare that each share of Class A Common Sta.ck outstandmg shall be 
converted as of the Conversion Date provided by paragraph (E) of subsection 4.3 of this Section II 
into a number of folly paid and nonassessable shares of Company Common Stock (or, if the Company 

· Common Stock is not Publiely Traded at such time and shares :of any: other class or series of coillmon 
stock of the Corporation (other than Class A Common Stock) are then Publicly traded, of such other 
class or.series of common stock as has the largest,Market Capitalization as.of the close of business on 
the Trading Day immediately preceding the date of the notice of such conversion required by such 
para.graph (E) equal to the quotient' of the highest cash price paid' per share by such person pursuant 

·. to such tender offer anc:l the Time-Weighted Market Price of a share of Company· Common Stock (or 
such other class or series of common stock of the Corporation) as of the Trading Day immediately 
preceding the date of the notice of such conversion required by such paragiaph.(E). 
4.2: Ti·eatment of Convertible Se.curities. After any. Conversion Date or Redemption Date on which all 

outstanding shares of Class A O.::nnmon Stock were converted or redeemed, any share of Class A Common 
Stock that is to be issued ori ·conversion, exchange or exercise of any Convertible Securities shall, 
immediately upon· such conyersion, exchange·or exercise and without any notice from or to, or any other 
action on the part of; the Corporation or 'its. Board of Directors or the holder of such- Convertible Security: 

(A) iri the event the shares of Clas·s A Common Stock outstanding on s.uch Conversion Date 
were converted into shares cif Company Common Stock (or another class or series of common stock· 
of the Corporation) pursuant to subparagraph· (A)(2) or paragraph ·(C), (D), (E), (F) or (G) of 

· : subsectiori4.l of this Section II, be converted into the amount of cash and/or the number of shares of 
the kind of capital stock ahd/or other securities or prciperty of the Corporation 'thaMhe number of 
shares of Class A Common Stock that were to be.-issued upon such conversion, exchange· or exercise 
·would have received had such shares been· outstanding on such Conversion Date; or 

. (B) in th.e event the shares oiC.lass A Common ·stock o_utstandlng on such Redemptibn Date 
were'redtiemed pursµant to subparagraph (A)(l)(b) of subsectfon 4.1 ofthis S7ction II, be redeemed, 
to the extent of funds of the· Corporation legally available then~for, for $.01 per share in cash for each 
share of Class A Common Stock that ot~erwise would be issued upon such conversiOn, exchange or 
exercise. . · . . . . · . · 

The provisfons o( the i~m~diately pr~~~ding sentence shall not .apply to the . extent that other 
adjustments in resp~ct of such son-Version,_ exs~ange or.: redemptiqn . of qass .f.. . Common Stock are 
otherwise mac;l~ pursuar;it to the provis~ons of such.~onvertible Securities. . . . . ... . . 

4.3.Notice and.Other Provisions. . . . . . . . 
.·, (A) Not later than the tenth Trading Day.following the consummatio:µ ofa Disposition referred 

to in paragraph (A) of subsection 4.1 of this Section II, the Corporation shall announce publicly by 
press .release (1) the Net Proceeds of such Disposition, (2) the number of shares outstanding of the 
Class A Common ,Sto_ck, (3) the number of shares. -of Class A Common Stock ·into· or for which 
Convertible Securities are then convertible, exchangeable or exercisable and the conversion, exchange 
or exercise price thereof and (4) the Outstanding Atlantic Utility Fraction on the date of such notice. 
Not earlier than the . 26th. Trading· Day and .not later than the 30th Trading Day following the 
consummation of such Disposition, the Corporation shall announce publicly by press release which of 

. the actions. specified in paragraph (A) of such subsection 4. lit has irrevocably determined to take in 
respect of such Disposition. 
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(B) If the Corporation determines to pay a dividend on shares of Class A Common Stock 
pursuant to subparagraph (A)(l)(a) of subsection 4.1 of this Section II, the Corporation shall, not 

. later than the 30th Trading Day following the consummation of the. Disposition referred to in such 
subparagraph, ca:use. notice to be given to each holder of shares of Class A Common Stock and to each 
holder of Convertible Securities that are convertible i11to or exchangeable or exercisable for share,s of 
Class A Common Stock (unless alternate provision for such notice to the holders of such Convertible 
Securities is made pursuant to the terms of such Convertible Securities), setting forth (1) the record 
date for, determining holders.entitled to receive such dividend, which shall be not earlier than the 40th 
Trading Day and not later than the 50th Trading Day following the consummation of such Disposition, -
(2) the anticipated payment date Of such dividend (which shall not be more than 85 Trading Days 
following the consummation of such Disposition), (3) the type_ of property to )Je paid as such dividend 
-in respect of the outstanding shares of Class A Common Stock, (4) the Net Proceeds of such 
Disposition, (5) the Outstanding Atlantic Utility Fraction on the date of such notice, (6) the number 
of outstanding shares of Class A Common Stock and the number of shares _of Class A Common Stock 
info or for which outstanding Convertible Securities are then convertible, exchangeable or exercisable 
and the conversion, e,xchange or exercise price thereof and (7) in the case of ·notice to be given tq 
holders of Convertible Securities, a statement to the effect that a holder of such Convertible Securities 
shall be entitled to receive such dividend only if such holder properly converts, exchanges or exercises 
su,ch Convertible Securities on or prior to the record date referred t() in clause (1) of this sentence. 

- Such notice shall be sent by first-class mail, postage prepaid, to e,ach such holder at such holder's 
address as the same appears on the transfer books_ of the_ Corporation. 

( C) If the Corporation determines to redeem Class A Common Sto~k pursuant to subparagraph 
(A)(l)(b)(i) of s:ubsectiori 4.1 of this· section II, the Corporation shall, not earlier than the -35th 
:Trading Day and not later_ than _the 45th Trading Day prior to the Redemption Date, cause notice to be 
given to each holder of shares of Class A Common Stock, and to each holder of Co_nvertible Securities 
convertible into or exchangeable or exercisable for shares of Class A Common Stock (unless alternate 
provision for such notice to the holders of such Convertible Securities is made pursuant to the terms 
of such Convertible Securities), setting forth (1) a st_atement_that all shares of Class A Common Stock 
outstanding on the Redemption Date shall bei;edeemed, (2) the Rede,mption Date (which shall not be 
more than 85 Trading Days foliowing the consummation of suc.;h Disposition),(3) the type of property 

- in which the r~demption price for the shar_es to be-redeemed_is to be paid, (4)°the Net Proceeds of 
such_Dispositic~n, (5) the Outstandiiig Atlantic Utility Fraction on the date of such notic~, (6) the 
place or places where certificates for shar.es of Cl_ass A Common Stock, properly endorse.d-or assigned 

_ for transfer (unless the Corporation waives such requirement), are to be surrendered for delivery of 
cash and/or _securities or other property, (7) the number of outstanding shares of Class A Common 
Stock and the number of shares of GJass A Common Stock into or for which such -outstanding _ 
Convertible Securities are then convertible, exchangeable or exercisable and the conversion, exchange 
or exercise price thereof, (8) in the ca:se of notice to be giveri to holders of Convertible Securities; a 
statement to the effect that .a holder of such, Convertible Securities shall be entitled to pariieipate in 
such selection for redemption only if such holder properly converts, exchanges or exercises -such 
Convertible Securities-on or prior to the Redemption Date referred to in clause (2) of this sentence 
and a statement as to what, if anything, such holder will be entitled to receive pursuant to the terms of 
such Convertible Securities or, if applicable, this subsection 4 if such holder thereafter converts, 
exchanges or exercises such Convertible Securities and (9) a statement to the effect that, except as 
otherwise provided by paragraph (I) of this subsection 4.3, dividends on such shares of Class A 
Common Stock shall ·cease to be paid as of such Redemption Date. Such notice shall be sent by first-
-class mail, postage prepaid, to each such holder at such holder's address as the same appears on the 
-transfer books of the Corporation. 

(D) If the Corporation determines to redeem Class A Common Stock pursuant to subparagraph 
(A)(l)(b)(ii) of subsection 4.1 of this Section II, the Corporation shall, not later than the 30th Trading 
Day following the consummation of the Disposition referred to in such subparagraph, cause notice to 
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be given to each holder of shares of Class A Common Stock and to each holder of Convertible 
. Securities that are convertible into or exchangeable or exercisable for shares of Class A Common 
Stock (unless alternate provision for such notice to the holders of.such Convertible Sec.urities is made 
pursuant to the terms of such Convertible Securities) setting forth (1) a ·date not earlier than the 40th 

• .Trading Day and not later than the 50th Trading Day following the consummation of the Disposition 
in respect of which such redemption is to be made on which shares of ClassA Common Stock shall be 
selected for redemption, (2) the anticipated Redemption Date (which shall not be more· than 85 
Trading Days following the consummation of such Disposition), (3) the type of property in which the 
redemption price for the shares to be redeemed is to be paid, ( 4) the Net Proceeds of such 

···Disposition, (5) the Outstanding Atlantic Utility fraction, (6) the number of shares of Class A 
Common Stock outstanding and the number of.shares.of Class A Common Stock into or for which 

·. · outstanding Convertible Securities are then convertible, exchangeable or exercisable and the conver-
. sion, exchange or exercise price thereof, (7) in the case of notice to be given to. holders of Convertible 
Securities, a statement to the effect that a holder of such Convertible Securities shall be· eligible to 
participate· in such ·selection for redemption only· if such holder properly converts, exchanges or . 
exercises such Convertible Securities on or prior to the record date referred to in dause (1) of this 
sentence, and a statement as to what, if anything, such holder will be entitled to receive pursuant to 
the t~rms of such Convertible Securities or, if appli~able, this subsec_tion 4 if such holder thereafter 
converts, exchanges or exercis.es such Convertible Securities and (8) a sfatement that the Corporation 

.. will not be required. to register a transfer of any shares of Class A Common Sto~k for a period of 15 
•Trading Days next preceding the date referred to in clause (1) of this sentence. Promptly following the 

date referred to in 9laus.e. (1) of the preceding sentence, but not earlier ~han 40 Trading Days nor later 
. than 50 Trading Days following the consummation of such Disposition, the Corporation sliall cause a 
notice to be given to each holder of .record of shares of Class A Common Stock to be redeemed 
.setting forth (1) the nl,lmber of shares of Class A Com~on Stock hdd by such holder to be redeemed, 
(2) a statement that Class A Common. Stock sl,iall be redeemed, (3) the Redemption Date, ( 4) the 
kind and per share amount of.cash and/or se~urities or other propeJ.1Y to be received by such holder 
with respect to each. shar.e o.f Class A Common Stock to. be redeemec:l, including. details as to the 
calculation thereof, (5) the place or places where certificates for shares .of Class A Common. Stock, 
properly endorsed or assigned for. transfer (unless .the .Corporation shall waive such requirement), are 
to be surrendered for delivery qf such cash and/or securities or other property, ( 6) if applicable, a 
statement to the effect that the .shares being redeemed may no longer be transferred on the transfer 
books of the Corporation after the Redemption Date and (7) a statement to. the effect that, except as 
otherwise provided by paragraph (I) of thi~. subsection 4.3, dividends on such shares of Class A 

. Common Stock shall cease to be paid as of -the Redemptfon Date. Such notices shall be sent by first
class mail, postage prepaid, to each.such.holder at such holde(s address as the same appears on the 
transfer books of the Corporation. · 

(E) If the Corporation determines. to convert the Class A Common Stock into Company 
Common Stock (or another class or series of common stock of the Corporation) pursuant t.o 
subparagraph (A)(2) or paragraph (C), (D), (E) or (G) of subsection 4.1 of this Section II, the 
Corporation shall, not earlier than the 35th Trading Day and not later than the 45th Trading bay prior 
to the Conversion Date, cause notice to be given to each holder of shares of Class A Common Stock 
and to each holder of Convertible Securities that are converti}Jle into or ~xchangeable or exercisable . 
for shares of Class A C.ommon Stock(unless alternate provision for such notice to the holders of such 
Convertible Securities is made pursuant to the terms of such Convertible Securities) setting fortli (1) a 
statement that all outstanding shares of Class A Conimon Stock shall be converted, (2) ·the Conver
sion. Date (which, in the ca~e .of a· conversion after a Disposition, shall not be more than 85 Trading 
Days following the consummation of such Disposition and, in the case of a conversion after a .tender 
or exchange offer pursuant to paragraph (E) or (G) of subsection 4.1 of this Section II, shall not be 
less than 35 or more than 85 Trading Days following the consummation of such offer), (3) the per 
share number of shares of Class A Common Stock or another class or series of common stock of the 
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Corporation, as the case may be, to be received with respect to each share of Class A Common Stock, 
including details as to the calculation thereof, ( 4) the place or places where certificates for shares of 
Class A Common Stock, properly endorsed or assigned for transfer. (unless. the Corporation shall 
waive such requirement), are to be surrendered for delivery of certificates for shares of Class A 

·Common Stock, (5) the number of outstanding shares of Class A Common Stock and the number of 
shares of Class A Common Stock into or for which outstanding. Convertible Securities are then 
convertible, exchangeable or exercisable and the conversion, exchange or exercise price thereof, ( 6) a 
statement to the effect that, except as othe.rwise provided by paragraph (I) of this sub.section 4.3, 
dividends on such shares of Class A Common Stock shall cease to be paid as ofsuch Conversion Date 
and (7) in the case of notice to holders of such Convertible Securities, a sfatemerit to the effect that a 
holder of such Convertible Securities shall be entitled to receive shares of common stock upori such 

· conversion only. if such holder properly converts, exchanges or exercises such Convertible Securities 
on oi prior to such Conversion bate and a. statement as to what, if. anything, such holder will be 

· · entitled to· receive pursuant to the terms of such Convertible Securities or, if applicable; this 
subsection 4 if such holder thereafter conve:r;ts, exchanges or exercises such Convertible Securities. 
Such n:otice shall be sent by first-class mail, postage prepaid, to each such holder at such holder;s 
address as .the same appears on the transfer books of the Corporation. · 

(F) If the Corporatjon deternimes to· redeem Class A Common Stock pursuant to subparagraph 
(E) or (G) of subsection 4.1 of this Section II, the Corporation shall, not earlier than the 35th Trading 
Day and not later than the 45th Trading Day prior to the Redemptiofi'. .. Date, cause notice to be given 

. to each holder of shares of Class A Common Stock, and to each holder of Convertible Securiti.es 
convertible into or exchangeable or exercisable for shares of Class AConimon Stock (unless alternate 
provisiori for such notice fo the holders of such Convertible Securities is made pursuant to the'terms . 
of such Convertible Securities), setting forth (1) a statement that a:ll shares of Class ACommon Stock 
outstanding on the Redemption Date shall be redeemed, (2) the Redemption Date (which shall hot be 
less than 35 or more than 85 Trading Days. following the consummation. of the applicable tender or. 
exchange offer), (3) the redemption price for the shares, ( 4) the· place· or places where certificates for 
shares of Class A Common Stock, properly endorsed or'assigned for transfer (unless the Corporatio 
waives such requirement), are to be surrendered for delivery of cash, (5) the number of outstanding 
shares of Class A Conimon Stock and the number of shares' of Class A Common Stock into or for 

·which such outstanding Con;vertible Securities ·are then convertible, exchangeable or exercisable and 
the conversion, exchange cir exerciSe price thereof, ( 6) in the 'case of notice to be given to holders of 
Convertible s~curities, a statenient to the effect that a holder of such Convertible Securities shall be 
entitled· to participate iri such selection for· redemption only if such holder properly converts, 
exchanges or exercises such Conver.tible Securities on or prior to the Redemption Date.referred' to in 
clause (2) of ·this sentence and. a ~tatement as to . what, 'if anything, such holder will· be entitled to 
receive pursuant to the terms of such Convertible Securities or, if applicable, this subsection 4 if such 
·holder thereafter converts,· exchanges or exercises· such Convertible Securities and (7) a statement to 

· · the effect that, except as otherwise provided by paragraph ·(I) of this subsection 4.3, dividends on such 
shares of Class A Common Stock-shall cease to be paid as of such Redemption Date. Such notice shall 

. be sent by first-class .mail, postage prepaid, tci. each such holder a:t such hokler's :;tddress as the same 
appears on the transfer books of the Corporation. · 

(G) If less than all of the outstanding shares of Class A Common Stock are to be redeemed 
pursuant to subparagraph (A)(l)of sul:>section 4.1 ofthis Section II, the shares to be redeemed by the 
Corporation shall be selected ·from amcirig the holders of shares of Class A Common Stock outstand
ing at the close of busin·ess .on the record date for such redemption on. a 'pro rata basis among all such 
holders or by lot or by such other method as may be determined by the Board of Directors to be 
equitable. · · . · · · · 
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(H) The Corporation shall not be required to issue or deliver fractional shares of any capital 
stock or of any other securities to any holder of Class A Common Stock upon any conversion, 
redemption, dividend or other distribution pursuant to this subsection 4. If more than one share of 
Class A Common Stock shall be held at the same time by the same holder, the Corporation may 
aggregate the number of shares of any capital stock that shall be issuable or any other securities or 
property that shall be distributable to such holder upon any conversion, redemption, dividend or other 
distribution (including any fractional shares). If there are fractional shares of any capital stock or of 
any other .securities remaining to be issued or distributed to the holders of Class A Common Stock, 
the Corporation shall, .if such fractional shares are not issued or distributed to the holder, pay cash in 
respect of such fractional shares in an amount equal to the Fair Value thereof on the fifth Trading Day 
prior: to the date such payment is to be made (without interest). 

(I) No adjustments in respect of dividends shall be made upon the conversion or redemption of 
any shares of Class A Common Stock; provided, however, that if the Conversion Date or Redemption 
Date, as the case may be, with respect to any shares of Class A Common Stock shall be subsequent to 
the record date for the payment of a dividend or other distribution thereon or with respect thereto, 
the holders of Class A Common Stock at the close of business on such record date shall be entitled to 
receive the dividend or other distribution payable on or with respect to such shares on the date set for 
payment of such dividend or other distribution, in each case without interest, notwithstanding the 
subsequent conversion or redemption of such shares. 

(J) Before any holder of Class A Common Stock shall be entitled to receive any cash payment 
and/or certificates or instruments representing shares of any capital stock and/or other securities or 
property to be distributed to such holder with respect to Class A Common Stock pursuant to this 
subsection 4, such holder shall surrender at such place as the Corporation shall specify certificates for 
Class A Common Stock, properly endorsed or assigned for transfer (unless the Corporation shall 
waive such requirement). The Corporation shall as soon as practicable after receipt of certificates 
representing shares of Class A Common Stock deliver to the person for whose account such shares 
were so surrendered, or to such person's nominee or nominees, the cash and/or the certificates or 
·instruments representing the number of whole shares of the kind of capital stock and/or other 
securities or property to which such person shall be entitled as aforesaid, together with any payment in 
respect of fractional shares contemplated by paragraph (H) of this subsection 4.3, in each case without 
interest. If less than all ofthe shares of Class A Common Stock represented by any one certificate are 
to be redeemed or converted, the Corporation shall issue and deliver a new certificate for the shares 
of Class A Common Stock not redeemed. 

(K) From and after any applicable Conversion Date or Redemption Date, a~ tlie case may be, all 
rights of a holder of shares of Class A Common Stock that were converted or redeemed shall cease 
except for the right, upon surrender of the certificates representing such shares a&. required by 
paragraph (J) of this subsection 4.3, to receive the cash, and/or the certificates or instruments 
representing shares of the kind of capital stock and/or other securities or property for which such 
shares were converted or redeemed, together with any payment in respect of fractional shares 
contemplated by paragraph (H) of this subsection 4.3 and rights to dividends as provided in paragraph 
(I) of this subsection 4.3, in each case without foterest. No holder of a certificate that immediately 
prior to the applicable Conversion Date represented shares of Class A Common Stock shall be 
entitled to receive any dividend or other distribution or interest payment with respect to shares of any 
kind of capital stock or other security or instrument for which Class A Common Stock was converted 
until the surrender as required by this subsection 4 of such certificate in exchange for a certificate or 
certificates or instrument or instruments representing such capital stock or other security. Upon such 
surrender, there shall be paid to the holder the amount of any dividends or other distributions 
(without interest) which theretofore became payable on any class or series of capital stock of the 
Corporation as of a record date after the Conversion Date, but that were not paid by reason of the 
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foregoing, with respect to the number of whole shares of the kind of capital stock represented by the 
certificate or certificates issued upon such surrender. From and after a Conversion Date, the • 
Corporation shall, however, be entitled to treat the certificates for Class A Common Stock that have 
not yet been surrendered for conversion as evidencing the ownership of the number of whole shares of 
the kind or kinds of capital stock of the Corporation for which the shares of Class A Common Stock 
represented by such certificates shall have been converted, notwithstanding the failure to surrender 
such certificates. 

(L) The Corporation shall pay any and all documentary, stamp or similar issue or transfer'taxes 
that may be payable in respect of the issuance or delivery of any shares of capital stock and/or other 
securities upon conversion or redemption of shares of Class A Common Stock pursuant to this 
subsection 4. The Corporation shall not, however, be required to pay any tax that may be payable in 
respect of any transfer involved in the issuance or delivery of any shares of capital stock and/or other 
securities in a name other than that in which the shares of Class A Common Stock so converted or 
redeemed were registered, and no such issuance or delivery shall be, made unless and until the, person 
requesting such issuance or delivery has paid to the Corporation the amount of any such tax or has 
established to the satisfaction of the Corporation that such tax has been paid. 

(M) Neither the failure to mail any notice required by this subsection ,4.3 to any particular holder 
of Class A Commo:ri Stock or of Convertible Securities nor any defect therein shall affect the 
sufficiency thereof with respect to any other holder of outstanding shares of Class A Common Stock 
or of Convertible Securities or the validity of any such conversion or redemption., 

(N) The Board of Directors may establish such rules and requirements to facilitate the effectua
tion of the transactions contemplated by this subsection 4 as the Board of Directors shall determine to 
be appropriate. ', 

5. Mergers and Consolidations. In the event of a merger or consolidation to which the Corporation is a 
pi;trty and , pursuant to which the holders of common stock of the , Corporation, are entitled to receive 
securities or other consideration or pursuant to which shares qf common stock of the Corporation ar 
converted into securities o~ other consideration, the holder of each outstanding share of Class A Common 
Stock shall be entitled to receive, or to have such share converted into, as the case may be, the securities or 
other consideration attributable pursuant to such merger or consolidation to the number of shares of 
Company Common Stock (or, if the Company Common Stock is not Publicly Traded at such time and 
shares of any other class or series of common stock of the Corporation (other than Class A Common 
Stock) are then Publicly Traded, of such other class or series of common stock as has the largest Market 
Capitalization as of the close of business on the Trading Day immediately preceding the date of the first 
public announcement of such merger or consolidation) equal to the Market Value Ratio of the Class A 
Common Stock to the Company Common Stock as of the Trading Day immediately preceding the date of 
the first public announcement of such merger or consolidation, subject to adjustment as determined by the 
Board of Directors to be appropriate to reflect any subdivision (by stock split or otherwise) or combination 
(by reverse stock split or otherwise) of either class of Common Stock or any dividend or other distribution 
of shares of such class of Common Stock to holders of shares of such class of Common Stock after such 
date and prior to the consummation of such merger or consolidation. 

6. Board Determinations Binding. Subject to applicable law, any determinations made in good faith by 
the Board of Directors of the Corporation under any provision of this Article IV, and any determinations 
with respect to any Group or the rights of the holders of any class of Common Stock made pursuant to or 
in furtherance of this Article IV, shall be final and binding on all stockholders. 

7. Certain Definitions. As used in this Article IV, the following terms shall have the following meanings 
(with terms defined in the singular having comparable meaning when used in the plural and vice versa), 
unless the context otherwise requires. As used in this Article, IV, references to the "Board of Directors" 
shall refer to the Board of Directors of the Corporation. As used in this subsection 7, a "contribution" or 
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"transfer" of assets or properties from one Group to another shall refer to the reattribution of such assets 
or properties from the contributing or transferring Group to the other Group and correlative phrases shall 
have correlative meanings. · , 

7.1. Atlantic Utility Group shall mean, as of any date from and after the Effective Date: 

(A) the interest of the Corporation on such date in Atlantic City Electric Company, a New Jersey 
corporation (the "Atlantic Utility Group Company"), and any successor companies, and solely those 
lines of business in which the Atlantic Utility Group Company was engaged as of August 9, 1996, and 
the as~ets and liabilities attributable to those lines of business, and which meet all of the criteria listed 
in clause (i) below, as of August 9, 1996, specifically excluding those businesses, lines of business, and 
products and services listed in clause (ii) below, and specifically including those businesses, lines of 
business and products and services listed in .clause (iii) below: 

(i) only those businesses meeting all of the following criteria as of August 9, 1996 shall be 
included in the Atlantic Utility Group: (a) price regulated by the New Jersey Board of Public 
Utilities, including, without limitation, off-tariff agreements; (b) directly related to the supply of 
electricity (generation and purchase of electricity) or the delivery of electricity (transmission and 
distribution of electricity);· and (c) a line of business for which Atlantic Utility Group Company 
has a franchise; · 

(ii) specifically excluded from the Atlantic Utility Group are the following businesses, lines 
of business and products and services, which list is not intended to be inclusive: (a) Appliance 
Shield program, (b) lighting upgrade programs, ( c) water heater service business, ( d) thermostat 
sales, ( e) telecommunications business and investments, ( f) energy services and consulting, 
(g) utility services and consulting (e.g. plant services and electrical equipment O&M services), 
(h) Atlantic Energy. International, and (i) Atlantic Energy Enterprises and its subsidiaries; 

·(iii) specifically included in the Atlantic Utility Group is the Deepwater Operating 
Company. 

(B) all assets and liabilities of the Corporation and its subsidiaries (other than capital stock of a 
subsidiary) and liabilities relating to the notional obligation of the Atlantic Utility Group to the 
Residual Group described in clause (iii) of the definition of Company Net Income (Loss) Attributable 
to the Atlantic Utility Group on such date attributed by the Board of Directors to any of the Atlantic 
Utility Group Company or the businesses thereof, whether or not such assets or liabilities are or were 
also assets and liabilities of the Atlantic Utility Group Company, including, without limitation, the 
assets and liabilities as of the Effective Date specified in the schedules filed with the records of the 
actions of the Board of Directors (a copy of which shall be made available to any stockholder of the 
Corporation upon written request therefor); 

(C) all properties and assets transferred to the Atlantic Utility Group from the Residual Group 
(other than a transaction pursuant.to paragraph (D) of this subsection 7.1) after the Effective Date 
pursuant to transactions in . the ordinary course of business of both the Residual Group and the 
Atlantic Utility Group or otherwise as the Board of Directors may have directed; 

(D) all properties and assets transferred to the Atlantic Utility Group from the Residual Group 
in connection with an increase in the Number of Shares Issuable with respect to the Intergroup 
Interest; and · 

(E) the interest of the Corporation or any of its subsidiaries in any business or asset acquired and 
any liabilities assumed by the Corporation or any of its subsidiaries outside of the ordinary course of 
business and attributed to the Atlantic Utility Group, as determined by the Board of Directors; 

provided that (1) from and after the payment date of any dividend or other distribution with respect to 
shares of Class A Common Stock (other than a dividend or other distribution payable in shares of Class A 
Common Stock, with respect to which adjustment shall be made as provided in paragraph (A) of 
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subsection 7.16, or in securities of the Corporation attributed to the Atlantic Utility Group, for which. 
provision shall be made as set forth in clause (2) of this proviso), the Atlantic Utility Group shall no longer 
include an amount of assets or properties previously attributed to the Atlantic Utility Group of the same 
kind as so paid in such dividend or other distribution with respect of shi:lres of Class A Common Stock as 
have a Fair Value on the record date for such dividend or distribution equal to the product of (a) the Fair 
Value on such record date of the aggregate of such dividend or distribution to holders of shares of Class A 
Common Stock declared multiplied by (b) a fraction the numerator of which is equal to the Intergroup 
Interest Fraction in effect on the record date for such dividend or distribution and the denominator of 
which is equal to the Outstanding Atlantic Utility Fraction in effect on the record date for such dividend or 
distribution, (2) if the Corporation shall pay a dividend or make some other distribution with respect to 
shares of Class A Common Stock payable in securities of the Corporation that are attributed to the 
Atlantic Utility Group for purposes of this Article IV (other than Class A Common Stock), there shall be 
excluded from the Atlantic Utility Group an interest i~ the Atlantic Utility Group equivalent to the 
number or amount of such securities that is equal to the product of the number or amount of securities so 
distributed to holders of Class A Common Stock multiplied by.the fraction specified in clause l(b) of this 
proviso (determined as of the record .date for such distribution) (and such interest in the Atlantic Utility 
Group shall be attributed to the Residual Group) and, to the extent interest is or dividends are paid on the 
securities so distributed, the Atlantic Utility Group shall no longer include a corresponding ratable amount 
of the kind of assets paid as such interest or dividends as would have been paid in respect of the securities 
equivalent to such interest in the Atlantic Utility Group deemed held by the Residual Group if the 
securities equivalent to such interest were outstanding (and in such eventuality such assets as are no longer 
included in the Atlantic Utility Group shall be attributed to the Residual Group) and (3) from and after 
any transfer of any assets or properties from the Atlantic Utility Group to the Residual Group, the Atlantic 
Utility Group shall no longer include such .assets or properties so contributed or transferred. The 
Corporation may also, to the extent a dividend or distribution on the Class A Common Stock has been 
paid in Convertible Securities that are convertible into or exchangeable or exercisable for Class A 
Common Stock, cause such Convertible Securities as are deemed to be held by the Residual Group i. 
accordance with the third to. last sentence of subsection 7.21 and clause (2) of the proviso to the 
immediately preceding sentence to be deemed to be converted, exchanged or exercised as provided in the 
penultimate sentence of subsection 7.21, in which· case such Convertible Securities shall· no longer be 
deemed to be held by the Residual Group. · · 

7.2. Atlantic Utility Group Available Dividend Amount, on any date, shall mean either: 

(i) (x) the amount equal to the product of (1) the Outstanding Atlantic Utility Fraction as of 
such date multiplied by (2) an amount equal to the fair market value of the total assets attributed to 
the Atlantic Utility Group less the total amount of the liabilities attributed to the Atlantic Utility 
Group (provided that preferred stock shall not be treated as a liability), in eacli case as of such date 
and determined on a basis consistent with that applied in determining Company Net Income (Loss) 
Attributable to the Atlantic Utility Group, minus (y) the aggregate par value of, or any greater 
amount determined to be capital in respect of, all outstanding shares of Class A Common Stock and 
shares of each class or series of Preferred Stock attributed to the Atlantic Utility Group, plus (z) the 
amount, as of such date, of amortization of goodwill during the period from the Effective Date 
through such date arising from the mergers (together, the "Mergers") pf Atlantic Energy, Inc., a New 
Jersey corporation, with and into the Corporation, and of DS Sub, Inc., a Delaware corporation, with 
and into Delmarva Power & Light Company, a Delaware corporation, with respect to the Atlantic 
Utility Group (determined as set forth in clause (ii) of the definition of Company Net Income (Loss) 
Attributable to the Atlantic Utility Group), or · 

(ii) iri case the total amount calculated pursuant to clause (i) above is not a positive number, an 
amount equal to Company Net Income (Loss) Attributable to the Atlantic Utility Grpup (if positive) 
for the fiscal year in which the dividend is declared and/or the preceding fiscal year. 
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Notwithstanding the foregoing provisions of this subsection 7.2, and consistent with subsection 7.6, at any 
time when there are not outstanding both (i) one or more shares of Residual Common Stock or 
Convertible Securities convertible into or exchangeable or exercisable for Residual Common Stock and 
(ii) one or more shares of Class A Common Stock or Convertible Securities convertible into or exchangea
ble or exercisable for Class A Common Stock, the ''.Available Dividend Amount," on any calculation date 
during such time period, with respect to the Residual Common Stock or the Class A Common Stock, as the 
case may be (depending on which of such classes of Common Stock or Convertible Securities convertible 
into or exchangeable or exercisable for such class of Common Stock is outstanding), shall mean the 
amount available for the payment of dividends on such Common Stock in accordance with law. 

7.3. Company Net Income (Loss) Attributable to the Atlantic Utility Group, for any period through any 
date, shall mean (i) the net income or loss of the Atlantic Utility Group for such period (or in respect of 
the fiscal periods of the Corporation commencing prior to the Effective Date, the pro forma net income or 
loss of the Atlantic Utility Group for such period as if the Effective Date had been the first day of such 
period) determined in accordance with generally accepted accounting principles in effect at such time, 
reflecting income and expense of the Corporation attributed to the Atlantic Utility Group on a basis 
substantially consistent with attributions of income and expense made in the calculation of Company Net 
Income (Loss) Attributable to the Residual Group, including, without limitation, corporate administrative 
costs, net interest and other financial costs and income taxes, increased (or, in the case.of a loss, reduced) 
by (ii) the amount of amortization of goodwill arising from the Mergers with respect to the Atlantic Utility 
Group to the e~tent but only to the extent such goodwill would otherwise decrease the Company Net 
Income Attributable to the Atlantic Utility Group or increase the Company Net Loss Attributable to the 
Atlantic Utility Group (such amount calculated for fiscal periods of the Corporation commencing prior to 
the Effective Date on a pro forma basis as if the Effective Date had been the first day of the relevant 
period), determined in accordance with generally. accepted accounting principles in effect at such time 
applied on a basis substantially consistent with that applied iii' determining Company Net .Income (Loss) 
Attributable to 'the Atlantic Utility Group and reduced (or, in the case of a loss, increased) by (iii) an 
amount equal to $40 million per fiscal year and by (iv) the amount of dividends paid in such period (or, in 
respect of fiscal periods of the Corporation commencing prior to the Effective Date, the pro forma amount 

. of .dividends paid in such period as if the Effective Date had been the first day of such period) with respect 
to shares of preferred and preference stock of Atlantic Utility Group Company. · 

7.4. Company Net Income (Loss) Attributable to the Residual Group, for any period through any date, 
shall mean (i) the net income or loss of the Residual Group for such period (or in respect of fiscal periods 
of the Corporation commencing prior to the Effective Date, the pro forma net income or loss of the 
Residual Group for such period as if the Effective Date had been the first day of such period) determined 
in accordance with generally accepted accounting principles in effect at such time, reflecting income and 
expense of the Corporation attributed to the Residual Group on a basis substantially consistent with 
attributions of income and expense made in the calculation of Company Net Income (Loss) Attributable to 
the Atlantic Utility Group, including, without limitation, corporate administrative costs, net interest and 
other financial costs and income taxes, reduced (or, in the case of a loss, increased) by (ii) the amount of 
amortization of goodwill arising from the Mergers with respect to the Atlantic Utility Group to the extent 
but only to the extent such goodwill results in a decrease (increase) in the Company Net Income (Loss) 
Attributable to the Atlantic Utility Group pursuant to clause (ii) of subsection 7.3 of this Article IV (such 
amount calculated for fiscal periods of the Corporation commencing prior to the Effective Date on a pro 
forma basis as if the Effective Date had been the first day of the relevant period), determined in 
accordance with generally accepted accounting principles in effect at such time applied on a basis 
substantially consistent with that applied in determining Company Net Income (Loss) Attributable to the 
Atlantic Utility Group (excluding the portion thereof, if any, already applied to reduce net income or 
increase net loss of the Residual Group for such period by virtue of the Intergroup Interest Fraction) and 
increased (or, in the case of a loss, decreased) by (iii) the amount described in clause (iii) of the definition 
of Company Net Income (Loss) Attributable to the Atlantic Utility Group. · 
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1.s: Conversion Date shall mean the date fixed by the Board of Directors as the effective date for the 
conversion of shares of Class A Common Stock into shares of Company Common Stock (or another class • 
or series of common· stock of the Corporation) as shall be set forth in the notice to holders of shares of 
Class A Common Stock and to holders of any Convertible Securities that are convertible into· or 
exchangeable or exercisable for shares of Class A Common Stock required pursuant to paragraph (E) of 
subsection 4.3 of this Section II. ' 

7.6. Conve11ible Securities at any time shall mean any securities of the Corporation or of any subsidiary 
thereof (other than shares of Common Stock), including warrants and options, outstanding at such time 
that by their terms are convertible into or exchangeable or exercisable for or evidence the right to acquire 
any shares of any class of Common Stock, whether convertible, exchangeable or exercisable at such time or 
a later time or only upon the occurrence of certain events, but in respect of antidilution provisions of such 
securities only upon the effectiveness thereof. 

7.7. Disposition shall mean a sale, transfer, assignment or other disposition (whether by merger, 
consolidation, sale or contribution of assets or stock or otherwise) of properties or assets (including stock, 
other securities and goodwill). · 

7.8. Effective Date shall mean the date on which the merger of Atlantic Energy, Inc., a New Jersey 
corporation, with and into the Corporation, and the merger of DS Sub, Inc., a Delaware corporation, with 
and into Delmarva Power & Light Company; a Delaware corporation, shall become effective. 

7.9. Fair value shall mean, in the case of equity securities or debt securities of a class or series that has 
previously been Publicly Traded for a period of at least 15 months, the Market Value thereof (if such value, 
as so defined, can be determined) or, in the case of an equity security or debt security that has not been 
Publicly Traded for at least such period, shall mean the fair value per share of stock or per other unit of 
such other security, on a fully distributed basis, as determined by an independent investment banking firm 
experienced in the valuation of securities selected in good faith by the Board 'of Directors; or, if no such 
investment banking firm is, as determined in the good faith judgment of the Board of Directors, available 
to make such determination, in good faith by the Board of Directors; provided, however, that in the case of 
property other than securities, the "Fair Value" thereof shall be determined in good faith by the Board of 
Directors based upon such appraisals or valuation reports ot' such independent experts as the Board of 
Directors shall in good faith determine to be appropriate in accordance with good business practice. Ally 
such determination of Fair Value shall be described in a statement filed with the records of the actions of 
the Board of Directors .. 

7.10. Group shall mean, as of any date, the Residual Group or the Atlantic Utility Group, as. the case 
may be. 

7.11. Intergroup Interest Fraction as of any date shall mean a fraction the numerator of which .shall be 
the Number of Shares Issuable with Respect to the Intergroup Interest on such date and the denominatqr 
of which shall be the sum of (A) such Number of Shares Issuable with Respect to. the Intergroup Interest 
and (B) the aggregate number of shares of Class A Common Stock outstanding on such date. A statement 
setting forth the Intergroup Interest Fraction as of the record date for any dividend or distribution on any 
.class of Common Stock, as of the effective date of any conversion, exchange or exercise of Convertible 
Securities into or for shares of Class A Common Stock and as of the end of each fiscal quarter of the 
Corporation shall be filed by the Secretary of the Corporation in the records of the Board of Directors of 
the Corporation not later than ten days after such date. . 

7.12. Market Capitalization of any class or series of common stock on any date shall mean the product 
of (i) the Market Value of one share of such class or series of common stock on such date and (ii) the 
number of shares of such class or series of common stock outstanding on such date. 

7.13. Market value of a share of any class or series of capital stock of the Corporation on any day shall 
mean the average of the high and low reported sales prices regular way of a share of such class or series on 
such 'Itading Day or, in c"'e no such reponed sa::::es place on such 'Itading Day, the average of the. 
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reported closing bid and asked prices regular way of a share of such class or series on such Trading Day, in 
either case as reported on the New York Stock Exchange Composite Tape or, if the shares of such class or 
series are not listed or admitted to trading on such Exchange on such Trading Day, on the principal 
national securities exchange in the United States on which the shares_ of such class or series are listed or 
admitted to trading or, if not listed or admitted to trading on any national securities exchange on such 
Trading Day, on the NASDAQ National Market or, if the shares of such class or series are not listed or 
admitted to trading on any national securities exchange or quoted on such National Market System on 
such Trading Day, the average of the closing bid and asked prices of a share of such class or series in the 
over-the-counter market on such Trading Day as furnished by any New York Stock Exchange member firm 
selected from time to time by the Corporation or, if such closing bid and, asked prices are not made 
available by any such New York Stock Exchange member firm on such Trading Day, the Fair Value of a 
share of such class or series; provided that, for purposes of determining the market value of a share of any 
class or series of capital stock for any period, (i) the "Market Value" of a share of capital stock on any day 
prior to any "ex-dividend" date or any similar date occurring during such period for any dividend or 
distribution (other than any dividend or distribution contemplated by clause (ii)(B) of this sentence) paid 
or to be paid with respect to such capital stock shall be reduced by the Fair Value of the per share amount 
of such dividend or distribution and (ii). the "Market Value" of any share of capital stock on any day prior 
to (A) the effective date of any subdivision (by stock split or otherwise) or combination (by reverse stock 
split .or otherwise) of outstanding shares of such class or series of capital stock occurring during such 
period or (B) any "ex-dividend" date cir any similar date occurring during such period for any dividend or 
distribution with respect to such capital stock to be made in shares of such class or series of capital stock or 
Convertible Securities that are convertible, exchangeable or exercisable for such class or series of capital 
stock shall be appropriately adjusted, as determined by the Board of Directors, to reflect such subdivision, 
combination, dividend or distribution. 

7.14. Market value Ratio of the Class A Common Stock to the Company Common Stock as of any date 
shall mean the fraction (which may be greater .than 1/1), expressed as a decimal.(rounded to the nearest 
five-decimal pl~~_e_s), of a share of Company Common Stock (or another class or series of common ~tock of 
the Corporation, if s-o -provided-by-subsection 4.l__O!- ~\lbsection 5 of this Section II because Company 
Common Stock is not then Publicly Trad~d)-to be issued in- iespecrota share of Class A <;(lmmon Stock 
upon a conversion of Class A Common Stock into Company Common Stock (or another class or -series of 
common stock of the Corporation) in accordance with subsection 4.1 of this Section II or to determinethe 
consideration attributable to a share of Class A Common Stock in accordance with subsection 5 of this 
Section II, based on the ratio of the market value of a share of Class A Common Stock to the market value 
of a share of Company Common Stock (or such other common stock) as of such date, determined by the 
fraction the numerator of which shall be the sum of (A) four times the average Market Value of one share 
of Class A Common Stock over the period of five consecutive Trading Days ending on such date, (B}three 
times the average Market Value of one share of Class A Common Stock over the period of five consecutive 
Trading Days ending on the fifth Trading Day prior to such date, (C) two times the average Market Value 
of one share of Class A Common Stock over the period of five consecutive Trading Days ending on the 
tenth Trading Day prior to such date and (D) the average Market Value of one share of Class A Common 
Stock over the period of five consecutive Trading Days ending on the fifteenth Trading Day prior to such 
date and the denominator of which shall be the sum of (A) four times the average Market Value of one 
share of Company Common Stock (or such other common stock) over the period of five consecutive 
Trading Days ending on such date, (B) three times the average Market Value. of one share of Company 
Common Stock (or such other common stock) over the period of five consecutive Trading Days ending on 
the fifth Trading Day prior to such date, (C) two times the average Market Value of one share of Company 
Common Stock (or such other common stock) over the period of five consecutive Trading Days ending on 
the tenth Trading Day prior to such date and (D) the average Market Value of one share of Company 
Common Stock (or such other common stock) over the period of five consecutive Trading Days ending on 
tht< fifteenth Trading Day prior to such date . 
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7.15. Net Proceeds shall mean, as of any date with respect to any Disposition of any of the properties 
and assets attributed to the Atlantic Utility Group an amount, if any, equal to what remains of the gross 
proceeds of such Disposition after payment of, or reasonable provision is made as determined by the 
Board of Directors for, (A) any taxes payable by the Corporation (or which would have been payable but 
for the utilization of tax benefits attributable to the Residual Group) in respect of such Disposition or in 
respect of any resulting dividend or redemption pursuant to subparagraph (A)(l)(a) or (b) of subsection 
4.1 of this Section II, (B) any transaction costs, including, without limitation, any legal, investment banking 
and accounting fees and expenses, (C) any liabilities (contingent or otherwise) of or attributed to the 
Atlantic Utility Group, including, without limitation, any liabilities for deferred taxes or any indemnity or 
guarantee obligations of the Corporation incurred in connection with the Disposition or otherwise, and any 
liabilities for future purchase price adjustments and any preferential amounts plus any accumulated ·and 
unpaid dividends in respect of Preferred Stock attributed to the Atlantic Utility Group and (D) a 
capitalized amount (as determined by the Board of Directors) of the notional obligation of the Atlantic 
Utility Group to the Residual Group described in clause (iii) of the definition of Company Net Income 
(Loss) Attributable to the Atlantic Utility Group. For purposes of this definition, any properties and assets 
attributed to the Atlantic Utility Group remaining after such Disposition shall constitute "reasonable 
provision" for such amount of taxes, costs, liabilities (contingent or otherwise) and capitalized amount as 
the Board of Directors determines can be expected to be supported by such properties and assets .. 

7.16. Number of Shares Issuable with Respect to the Intergroup Interest shall as of the Effective Date be 
______ (l) provided, however, that such .number. shall froin time to time there~fter be:' 

· (A) adjusted as determined by the Board of Directors .to be appropriate to reflect any subdivi
sion (by stock split or otherwise) or combination (by reverse stock split or otherwise) of the Class A 
Common Stock or any dividend or other distribution of shares of Class A Common Stock to holders 
of shares o~ Class A Common Stock or any reclassification of Gass A Common Stock; 

(B) decreased (but to not less than zero) by action of the Board of Directors by (1) the number 
of shares of Class A Common Stock issued or sold by the Corporation that, immediately prior to such 
issuance or sale, were included (as determined by the Board of Directors pursuant to paragraph (C) of 
this subsection 7.16) in the Number of Shares Issuable with ~espect to the Intergroup Interest, (2) the 
number.. of shares of Class A Common Stock issued upon conversion, exchange or exercise of 
Convertible Securities that, immediately prior to the issuance or sale of such Convertible Securities, 
were included in the Number of Shares Issuable with Respect to the Intergroup Interest, (3) the 
number of shares of Class A Common Stock issued by the Corporation as a dividend ·or other 
distribution (including in connection with any reclassification or exchange of shares) to holders of 
Company Common Stock, (4) the number of shares of Class A Common Stock issued upon the 
conversion, exchange or exercise of any Convertible Securities issued by the Corporation as a dividend 
or other .distribution (including in connection with any reclassification or exchange of shares) to 
holders of Company Common Stock, or (5) the number (rounded, if necessary, to the nearest whole 
number) equal to the quotient of (a) the aggregate Fair Value as of the date of contribution of 
properties or assets (including cash) transferred from the Atlantic Utility Group to the Residual 
Group in consideration for a reduction in the Number of Shares Issuable with Respect to the 
Intergroup Interest divided by (b) the Market Value of one share of Class A Common Stock as of the 
date of such transfer; and 

. (C) increased by (1) the number of outstanding shares of Class A Common Stock repurchased by 
the Corporation for consideration that is attributed as provided by subsection 7.21 to the Residual 
Group and (2) the number (rounded, ff necessary, to the nearest whole number) equal to the quotient 
of (a) the Fair Value of properties or assets (including cash) theretofore attributed as provided by 

(1) This number equals 7/3 times the number of Class A Common Stock to be issued pursuant to the 
Mergers. 
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subsection 7.21 to the Residual Gro'up that are contributed to the Atlantic Utility Group in considera-

. tion of an increase in the Number of Shares Issuable with Respect to the Intergroup Interest, divided 
by (b) the Market Value of one share of Class A Common Stock as of the date of such contribution 
and (3) the number of shares of Class A Common Stock into or for which Convertible Securities are 
deemed converted, exchanged or exercised pursuant to the penultimate s~ntence of the definition of 
"Residual Group" in subsection 7.21 of this Section IL · · 

7.17. Outstanding Atlantic Utility Fractio.n, as of any date, means the fraction (which may simplify to 
1/1) the numerator of which shall be the number of shares of Class A Common Stock outstanding on such 
date and the denominator of which shall be the sum of the number of shares of Class A Common Stock 

' ' ' 

outstanding on such date a11d the Number of Shares Issuable ,with Respect to the Intergroup Interest on 
such date. A statement setting forth the Outstanding Atlantic Utility Fraction as of the record dqte for the 
payment of any dividend or distribution.on' any.class of Common Stock and as of the end of each fiscal 
qu~rter. of the Corporation shall be filed by· the Secretary of the Corporation in· the .records of the actions 
of the Board of Directors not later than ten days after such date. · · 

. .: ' ' 

7.18. Publicly Traded with respect to any security shall mean (i) registered under Section 12 of the 
Securities Exchange Act of 1934, as amended (or any successor provision of law), and (ii) listed for trading 
on the·New York Stock Exchange or the American Stock Exchange (or any national securities exchange 
registered under Section 7 of the Securities Exchange Act of 1934, as amended (or any succ'essor provision 
ofJaw); ·that is the successor to either such exchange) or quoted in the National Association of Securities 
Dealers Automation Quotation System (or any successor system). 

·· 7.19. Redemption Date shall mean the date fixed by the Board of Directors as the effective date for a 
redemption of shares of Class A Conimon Stock, as set forth in a notice to holders thereof required 
pursuant to paragraph (C), (D) or (F) -of subsection 4.3 of this Section II. 

· ·. 7.20. Related Business Transaction means any Disposition of all or substantially all the properties and 
_ <l;SSets attributed to the Atlantic Utility Group in a transaction or series of related transactions that result iri 

the Corpofation reGeiving in __ consideration of such properfies and assets prlmarily equity securities 
(including, without iimitation, 'capliaf sfock,· ·debt- securities .C:Qnvertible' into Or exchangeable for equity 
securities or interests in a general or limited partnership or limited- fiabilify company,- without r~gard to the 
voting power or other management· or governance' rights associated therewith) of (1) any entlt)r-whieh
(i) acquires such properties or assets or succeeds (by merger, formation Of a joint venture or otherwise) to 
the business conducted with such properties or assets or controls such acquiror or successor and (ii) is 
primarily engaged or proposes to engage primarily in one or more businesses similar dr complementary to 
the businesses conducted by the Atlantic Utility Group prior to such Disposition, as determined by the 
Board of Directors. · · 

7.2t. Residual Group shall mean, as of any date from and as of the Effective Date: 

· (A) the interest of the Corporation or any of its subsidiaries oil such date in all of the assets, 
liabilities and businesses of the Corporation or any of its subsidiaries (and any successor companies), 
other than any assets, liabilities and businesses attributed in accordance with this Article IV to the 
Atlantic Utility Group; 

(B) a proportionate undivided interest in each and every business, a'sset and liability attributed to 
the Atlantic Utility Group equal to the Intergroup Interest Fraction as of such date; 

(C) all properties and assets transferred to the Residual Group from the Atlantic Utility Group 
(other than pursuant to paragraph (D) of this subsection 7.bl) after the Effective Date pursuant to 
transactions in the ordinary course of business of both the Residual Group and the Atlantic Utility 
Group or otherwise as the Board of Directors may have directed; 
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· .. (D) all properties and assets transferred to the Residual Group from the Atlantic Utility Group . 
in connection with a reduction of the Number of Shares Issuable with Respect to the Intergroup • 
Interest; . · · · · · . 

. (E) the interest of the Corporation or any of its subsidiaries in any business or asset acquired and 
any liabilities assumed by the Corporation or ~my of its subsidiaries outside the ordinary course of 
business and attributed to the Residual Group, as determined by the Board of Directors; and 

· .(F) from and after the payment date of any dividend or other distribution with respect to shares 
of Class A Common Stock (other than a dividend or other distribution payable. in shares 'of Class A 
Common Stock, with resp·ect to which adjustment shall be m.ade as provided in paragraph (A) of 
subsection 7.16, or in securities of the Corporation attributed to the Atlantic Utility Group; for whiCh 
provision shall be made as set forth in the third to last sentence o.f this· definition), an amount of assets 
or properties previously attributed to the Atlantic Utility Group of the same kind as were paid in such 
dividend or other distribution with respect to shares of Class A Common Stock as have a Fair Value 
on the record date for such dividend or distribution equal to the product of (1) the Fair Value ori such 
record date of the aggregate of such dividend or distribution tcfholders of shares of Class A Common 
-Stock declared multiplied by (2) a fraction the numerator of which is equal to the Intergroup Interest 
Fraction in effect on the record date for such dividend or distributioll'and the denominator of which is 
equal to the Outstanding Atlantic Utility Fraction in effect on the record date for· such dividend or 
distribution; provided that from and after any transfer· of any assets or properties from the Residual 
Group to the Atlantic Utility Group, the Residual Group shall no longer include such assets or 
properties so transferred (0th.er than as reflected in respect of such a transfer by the Intergroup 
Interest Fraction, as provided by paragraph (B) of this subsection 7.21). · 

If the Corporation shall pay a dividend or make some other distribution with respect to shares of 
Class A Common Stock payable in securities of the Corporation that are attributed to the Atlantic Utility 
Group for purposes .of this. Article IV (other than Class A Common Stock), the Residual Group shall be 
deemed to hold. an interest in the Atlantic Utility Grqup equivalent to the number m amount of such. 
securi.ties that.is.equal tO the p:o~uct of the nurn~er or a~o.unt ~f securities so distributed fo holders ~f 
Class A Common Stock multiplied by the fraction specified m clause (2) of paragraph (F) of this 
subsection i21 (determined as of the .rec01:d date for such distribution) and, to the extent interest is or 
dividends are paid on _the securities so distributed, the Residual Group shali include, and there shall be 
transferred thereto out oft.he Atlantic Util~ty Group, a corresponding ratable am,ount of the kind of assets 
paid as such interest or dividends as would have been paid in respect of such securities so' deemed to be 
held by the Residual Group if such securities were outstanding. The Corporation may also, to the extent 
the s.ecurities so paid as a .dividend or other distribution to the holders of Class A Common Stock are 
Convertible Securities and at the time are convertible into or exchangeable or exercisable for shares of 
Class A Common Stock, treat such Convertible Securities as are so deemed to be held· by the Residual 
Group to be deemed to be converted, exchanged or exercised, arid shall do so to the extent such 
Convertible Securities are mandatorily converted, exchanged or exercised (and to the extent the terms of 
such Convertible Securities require payment of consideration for such conversion, exchange or exercise, 
the Residual Group shall then no longer include an amount.of the kind of properties or assets required to 
be paid as such consideration for the amount of Convertible Securities deemed converted, exchanged or 
exercised (and the Atlantic Utility Group shall be attributed such properties or assets)), in which case, 
from and after such time, the securities into or for which such Convertible Securities so deemed to be held 
by the Residual Group were so considered converted, exchanged or exercised shali be deemed held by the 
Residual Group (as provided in clause (3) of paragraph (C) of subsection 7.16 of this Section II) and such 
Convertible Securities shall no longer be deemed to be held by the Residual Group. A statement setting 
forth the election to effectuate any such deemed conversion, exchange or exercise of Convertible Securities 
so deemed to be held by the Residual Group and the properties or assets, if any, to be attributed to the 
Atlantic Utility Group in consideration of such conversion, exchange or exercise (if any) shall be filed in 
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the records of the actions of the Board of Directors and, upon such filing, such deemed conversion, 
__ exchange or exercise shall be effectuated. 

7.22. Residual Group Available Dividend Amount, on any date, shall mean either: 

(i) (x) the amount equal to the fair market value of the total assets attributed to the Residual 
Group less the total amount of the liabilities attributed to the Residual Group (provided that 
preferred stock shall not be treated as a liability), in each case as of such date and determined on a 
basis consistent with that applied in determining Company Net Income (Loss) At_tributable to the 
Residual Group, minus (y) the aggregate par value of, or any greater amount determined to be capital 
in respect of, all outstanding shares of Company Common Stock and shares of each class or series of 
Preferred Stock attri_buted to the Residual Group, minus (z) the amount, if any, as of such date, of 
amortization of goodwill during the period from the Effective Date through such date arising from the 
Mergers with respect to the Atlantic Utility Group (determined as set forth in clause (ii) of the 
definition of Company Net Income (Loss) Attributable to the Residual Group and, as in such clause 
(ii), excluding the portion thereof, if any, already applied to reduce net income nr increase net loss of 
the Residual Group for such period by virtue of the Intergroup Interest Fraction), or 

(ii) in case the total amount calculated pursuant to clause (i) above is not a positive number, an 
amount equal to Company Net Income (Loss) Attributable to the Residual Group (if positive) for the 
fiscal year in which the dividend is declared and/or the preceding fiscal year. 

Notwithstanding the foregoing provisions of this subsection 7.22, at any time when there are not 
outstanding both (i) one or more shares of Company Common Stock or Convertible Securities convertible 
into or exchangeable or exercisable for Company Common Stock and (ii) one or more shares of Class A 
Common Stock or Convertible Securities convertible into or exchangeable or exercisable for Class A 
Common Stosk, the "Available Dividend Amount," on any calculation date during such time period, with 
respect to the Company Common Stock or the Class A Common Stock, as the case may be (depending on 

_ which of such classes of Common Stock or Convertible Securities convertible into or exchangeable or 

•

exercisable for such class of Common Stock is outstanding), shall mean the amount_ available for the 
_ ___ payment of dividends on such Common Stock in accordance with law. 

- 7.23. Time=Weighted Market-Price as of.an)'_ga_te with respect to any class of Common Stock shall mean 
an amount equal to (i) the sum of (A) four times the av-erage Market-Value of one. ~)l_ar_e of such class of 
Common Stock over the period of five consecutive Tl{ading Days ending on such date, (B) three- times the -- -
average Market Value of one share of such class of Common Stock over the period of five consecutive 
Trading Days ending on the fifth Trading Day prior to such date, (C) two times the average Market Value 
of one share of such class of Common Stock over the period· of five consecutive Trading Days ending on 
the tenth Trading Day prior to such date and (D) the average Market Value of one share of such class of 
Common Stock over the period of five consecutive Trading Days ending on the fifteenth Trading Day prior 
to such date, divided by (ii) ten (10). 

7.24. Trading Day shall mean each weekday other than any day on which the relevant class of common 
stock of the Corporation is not traded on any national securities exchange or quoted in the NASDAQ 
National Market or in the over-the-counter market. 

SECTION III. Preferred Stock. The Preferred Stock may be issued from time to time in one or more 
series. The Board of Directors is authorized, by resolution adopted and filed in accordance with law, to fix 
the number of shares in each series, the designation thereof, the voting powers, preferences and relative 
participating, optional or other special rights thereof, and the qualifications or restrictions thereon, of each 
series and the variations in such voting powers and preferences and rights as between series. Any shares of 
any class or series of Preferred Stock purchased, exchanged, converted or otherwise acquired by the 
Corporation, in any manner whatsoever shall be retired and cancelled promptly after the acquisition 
thereof. All such shares shall upon their cancellation become authorized but unissued shares of Preferred 
Stock, without designation as to series, and may be reissued as part of any series of Prefened Stock created 
by resolution or resolutions of the Board of Directors, subject to the conditions and restrictions on 
issuance set forth in this certificate of incorporation or in such resolution or resolutions. 
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ARTICLE V. 

BOARD OF DIRECTORS . . ·• 

SECTION I. Powers. The business and affairs of the Corporation shall be managed by, or under 
the direction of, a Board of Directors, which shall exercise all of the powers of the Corporation except as 
are by law or by this Certificate of Incorporation or the Bylaws of the Corporation conferred upon or 
reserved to the stockholders of the Corporation. 

SECTION II. Number, Tenure and Qualifications of Directors. 

1. Number of Directors. The Board of Directors shall consist of no fewer than 9 and no more than 
18 directors, as determined from time to time by resolution of the Board of Directors 

2. Tenns of Directors. The directors shall be divided into three classes for the purpose of providing 
for.staggered director terms, to be designated Class I, Class II and Class III. Each class shall consist, as 
nearly as possible, of one-third of the total number of directors constituting the entire Board of Directors. 
Class I directors shall be elected for a term expiring on the first annual meeting of stockholders following 
the Effective Date, Class II directors shall be (fleeted for a term expiring on the second annual meeting of 
stockholders following the Effective Date, and Class III directors shall be elected for a term expiring on 
the third annual meeting of stockholders following the Effective Date. At each succeeding annual meeting 
of stockholders, successors to the class of directors whose terni expires at that annual meeting shall be 
elected for three-year terms. If the number of directors is changed, any increase or decrease shall be 
apportioned among the classes so as to maintain the number ·of directors in each class as nearly equal as 
possible, and any additional director of any class elected to fill a vacancy resulting from an increase in such 
class shall hold office for a term that shall coincide with the remaining term of that class, but in no case will 
a decrease in the number of directors shorten the term of any incumbent director. A director shall hold 
office until the annual meeting of stockholders for the year in which his or her term expires and until his or 
her successor shall be elected and shall qualify, subject, however, to prior death, resignation, retirement, 
disqualification or removal from office. Except as otherwise required by law or in this Certificate o 
Incorporation, any vacancy on the Board of Directors that results from an increase in the number o 
directors and any other vacancy occurring in the Board of Directors shall be filled by a majority of the 
directors then in office, even if less than a quorum, or by the sole remaining director. Any director elected 
to fill a vacancy not resulting from an increase in the number of directors shall have the same remaining 
term as that of his or her predecessor. 

3. Removal of Directors. Any director, or the en.tire Board of Directors, may be removed from 
office only for cause and only by the affirmative vote of not less than a majority of the votes entitled to be 
cast by the holders of all the then outstanding shares of capital stock of the Corporation of any class or 
series entitled to vote in the election of directors generally, voting together as one class at an annual 
meeting or at a special meeting of the stockholders called for such purpose. 

4. Class Votes for Directors. Notwithstanding the foregoing, whenever the holders of any one or 
more classes or series of stock issued by the Corporation shall have the right, voting separately by class or 
series, to. elect directors, the election, term of office, filling of vacancies and other features of such 
directorships shall be governed by the terms of this Certificate of Incorporation applicable thereto, as 
amended, and such directors so elected shall not be divicled into classes pursuant to this Article V, Section 
II unless expressly provided by such t~rms. 

SECTION III. Additional Authority of Board. In furtherance and not in limitation of the powers 
conferred by statute, the Board of Directors is expressly authorized to make, alter, amend or repeal the 
Bylaws of the Corporation. 

SJ;<:CTION IV. Nomination and Election of Directors. Subject to the rights of holders of any class or 
series of stock having a preference over the Common Stock as to dividends or upon liquidation, dissolution 
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or winding up of the Corporation, nominations for the election of directors shall be made by a nominating 
committee of the Board of Directors if then constituted pursuant to the Bylaws of the Corporation, or if no 
nominating committee has been constituted, by the Board of Directors. In addition, any stockholder 
entitled to v9te in the election of directors generally niay nominate one or more persons for election as 
directors· at an annual meeting of stockholders, but.only if written notice'of such stockholder's intent to 
tp.ake such nomination or nominations has been received by the Secretary of the Corporation not less than 
sixty nor more than ninety days prior to the· first anniversary of the preceding year's annual meeting of 
stockholders. In the event that the date of the annual meeting of stockholders is advanced by more than 
thirty days or delayed by more than sixty. days fr0.\11 such anniversary or in the case. of the Corporation:s 
first annual meeting of stockholders after the Effective Date, notice by the stockholder to be timely must 
be received not earlier than the ninetieth day prior .. to such annual meeting and not later than the close of 
business on the later of (a) the sixtieth day prior to. such annual meeting or (b) the tenth day following the 
day on which notice of the date of the annual meeting was mailed or public disclosl,lre thereof wa.s made· by 
the Corporation, whichever first occurs. Each such notice by a stockholder shall set forth: (a) the name and 
address of the stockholder who . intends to mak~ the nomination and of the person or persons to be 
nominated; (b) a representation that the stockhold'er is a holder of .record of stock of t11e Corporation 
entith;d tci vote at' such 'meeting and intends to appear in person or by proiy at a meeting' to nominate the 
p'erson or persons specified in.the notice; (c) a·description'of all arrangements or understandings between 
th~ stockholder or any person that dir'ectly or. indirectly through one or more interrnediaries controls, ot is 
con.trolled by, or is under common control with, such stockholder (an 'Miliate" of such stockholder) ahd 
each nominee and any other person 6r'persons (naill:ing such person or persons) relating fo the nomination 
or nominations; (d) the class. aiid' number Of shares of the Corporation which are beneficially owned by 
such stockholder and the person to be nominated as' of the date of such stockholder's notice and by arty 

·_ other stockholders known by such_ stockholder to be• supporting such nominees as of· the date of such 
stockholder's notice; ( e) such other information regarding •each nominee proposed by such stockholder as 
w.ould be required to be included in a ·proxy statement filed pursuant.to the proxy rules of the Securities 

•

nd Exchange Commission; and ·-(f) _the written consent of each _nominee to serve as_ a director of the 
Corporation if so .:elected. -. The stockholder shall, also comply with all applicable requirements of the 
Secutjties Exchange Act of 1934, as amended (the "Exchange Act:'), and the_ rules and regulations 

- --- -- - - -thereunder, with-respect- to- the -matters-set-forth-in -this-Artide-V,-S~Ction--IV.-.,.----~- -- -, ---- -~~-'-',----- -- - , 

, . c. _-In addition, in the event the Corporation calls a special !-lleetirig. of stockholders for the purpose-of 
electing one or' more directors, any stockholder entitied to vote in_ the election of directors generally may 
nominate one or· more persons for election as d!rectors at a special meeting only if written notice of such 
. stockholder's inteiit to inake' such nomin~tion or nominations, setting forth the- information and complying 
\vith the form described in the immediately preceding paragtaph, has been:'r"eceived by the Secretary of the 
Corporation not earlier than the ninetieth day prior to such special meeting and not later than the cfose of 
blisiness on the later of (i) the sixtieth day prior to such special meeting or (ii) the tenth ·day following the 
day on which notice of the date of the speeial meeting was mailed or. publit'disclosure)hereofwas made by 
th'.e Corporation, whichever corn:es first. The stockholder shall also comply with all applicable requirements 
of the Exchange Act and the rules and tegulations thereunder with respect to the matters set forth in this 
Article Y, Section IV. · · · · - · · · - · - -

No- person shall be .eligible for election as a director .of the Corporation unless nominated in 
accordance with the procedures set forth in this Article V, Section IV. The presiding officer of the meeting 

-shall, if the facts warrant, determine and declare to the meeting that a nomination was not made in 
accordance with the. procedures prescribed, by this Article V, Section· IV, and if he or she should so 
determine, the. defective nomination shall be disregarded. 

Electiohs of dir~ctors sli.all be by writte~ ballot. 
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ARTICLE VI. 

STOCKHOLDERS 

SECTION L Meetings of Stockholders; Books. Meetings of the stockholders may be held ·within or 
without the State of Delaware, as the Bylaws may provide. Any action required or permitted to be taken by 
the stockholders of the Corporation must be effected at a duly called annual or special meeting of such 
stockholders and may not be effected by a consent in writing by any such holders. Subject to the rights of 
holders of any class or series of stock having a preference over the Common Stock as to dividends or upon 
liquidation, dissolution or winding up of the Corporation, special meetings of the stockholders of the 
Corporation may be called only by the Chairman of the Board or by the Board of Directors pursuant to a 
resolution approved by a majority of the entire Board of Directors. The books of the Corporation may be 
kept (subject to any provision of law) outside the State of Delaware at. such place or places as may be 
designated from time to time by the Board of Directors or in the Bylaws of the Corporation. 

Except as otherwise required by law or by this. Certificate of Incorporation, t~e holders of not less 
than a majority in voting power of the shares entitle9 .to vote at any meeting of stockholders, present in 
person or by proxy, shall constitilte a qu6rum, and in a~l matters othe·r than the election of directors the· act 
of t4e holders of a majority in voting power of the sbares present in person or by proxy and entitled to vote 
on the subject inatter shall be deemed the act of the stockholders. Directors shall be elected by a plurality 
of the vote of the shares present. in person or represented by proxy at a meeting· of stockholders .and 
entitled to vote in the election of directors. If a quorum shall fail to attend any meeting, the presiding 
officer may adjourn the meeting to another pl.a.~e~ date or time. · · 

. . 
SECTION IL Proposals of Stockholders. At ahy meeting of the stockholders, only such business 

shall be conducted as shall have been properly brought before such meeting. To be properly brought before 
an annual meeting of stockholders, business must be (a) specified in the notice of meeting (or any 
supplement thereto) given by or at the direction of the Board of Directors, (b) otherwise properly brought 
before the meeting by or at the direction of the Boai;d of Directors or ( c) otherwise properly brought 
before the meeting by a stockholder. For business to be properly brought before an annual meeting by a 
stockholder, the stockholder must have given timely notice thereof in writing to the Secretary of the 
Corporation. To be timely, a stockholder's notice must be received no less than sixty days nor more than 
ninety days prioi to the first anniversary o( the preceding year's annual meeting of stockhol9ers; provided, 
however, that in the ev~nt that the datt: of the ann.uaf meeting is advanced by more than thirty days or 
delayed by more than sixty days from such anniversary or in the case of the Corporation's first annual 
meeting of stockholders .after the Effective Date, notic.e by the stockholder to be timely must be received 
not earlier than the ninetieth day piior to such annual meeting of stockholders and not later than the close 
of business on the later of (a) the sixtieth day prior to such annual meeting or (b) the tenth day following 
the date on whiCh notice of the date of the annual meeting was mailed or public disclosure thereof was 
made,,whichever first occurs. E~ch such notice shall set.forth as to each matter the stockholder proposes to 
bring before the annual meeting of stockholders: (a) a brief i;iescription of the business desired to be 
brought before the annual meeting of stockholders and the reasons for conducting such business at such 
meeting, (b) the name and address, as they appear on the Corporation's books, of the stockholder 
proposing such business, (c) the class, series and number of shares of the Corporation which are 
beneficially owned by the stockholder, and ( d) any material interest of the stockholder or any Affiliate of 
the stockholder in such business. The stockholder shall also comply with all applicable requirements of the 
Exchange Act and the rules and regulations thereunder with respect to the matters set forth in this 
Article VI, Section IL To be properly brought before a special meeting, business must be (a) specified in 
the notice of. meeting (or any supplement thereto) given by or at the direction of the Board of Directors or 
(b) otherwise properly brought before the meeting by or at the direction of the Board of Directors. No 
business may be brought before a special meeting by stockholders. 
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No business shall be conducted at any meeting of the stockholders except in accordance with the 
procedures set forth in this Article VI; Section II. The presiding officer of the meeting shall, if the facts 
warrant, determine and declare to the meeting that business was not properly brought before t)le meeting 
and in accordance with the provisions of this Article VI, Section II, and if he or she should so determine, 
any such'business not properly brought before the meeting shall not be transacted. Nothing herein shall be 
deemed to affect any rights of stockholders to request inclusion of proposals in: the Corporation's pr6xy 
statement pursuant to Rule 14a-8 under the Exchange Act or any successor provision. 

• • - I 

SECTION III. Power to Amend Bylaws. The stockholders shall have the power and authority to 
amend the Bylaws of the Corporation only by the affirmative vote of 80% or more of the aggregate number 
of votes. th,at_the holders of the then outstanding shares of Common Stock.and Preferred Stock are entitled 
to cast on thy amendment. , · . , · , , , · · 

, "ARTICLE VII. 
' ' ~ ' 

'AMENDMENTS 

The Corporation reserves the right to amend, alter, change or repeal any provision contained i,n this 
Certificate. of Iricorporation, in the manner now or hereafter prescribed by statute, and all rights conferred 
upon stockholpers herein are granted subject to this' reservation; provided, however, that except with 
respect to the designation of the rights and preferences of series Of Preferred Stock 'pursuant to ArtiGle JV, 
Section III, which is delegated to the Board of Dire~tors; and .notwithstanding any other provisions of this 
Certificate of lnGorporation or the Bylaws of the Corp01;ation (and notwithstanding the fact that a lesser 
percentag~ or separate dass vote may b,e specified by faw, this Certificate of Incorporation or the ,Bylaws qf 
the Corporation), any lawful amendment of this Certificate of Incorporation may be made by affirmative 
vote by at least the proportion specified below of the aggregate numqer of votes which the holders of the 
then outstanding shares of Common ·stock and Preferred Stock are entitled to cast on the .amendment and, 
if the shares of one. or more classes or series are entitled under this 'certificate· of Incorporation or 
otherwise by faw to vote thereon as a class·, affirmative vote by the same proportion of the aggregate 
number of votes which the holders of the then outstanding ~hares. of such one or more classes or series are 
entitled to cast on the amendment. T:he proportion referred to above in this Article vrl shall be 80% in the 
case of any amendment of the provisions set forth.in Section III of Article IV, Article y and Article VI of 
this 'terti~icate of Incorporation and this Article VII and shall be a majority in all other cas.es. · · 

ARTICLE VIII. 

LIMITATION ON DIRECTOR LIABILITY AND 
INDEMNIFICATION OF DIRECTORS AND OFFICERS . 

SECTION I. Limited Liability. A person who, is or was a director of the Corporatfon shall .not be 
personally liable to the Corporation or its stockholders for monetary damages for breach of fiduciary duty 
as a director, 'except for liability (a) for any breach of the diredot's duty of loyalty to the Corporation or its 
stockholders, (b) for acts OL omissions not in good faith or which involve intentional misconduct or a 
knowing violation of law, (c) under Section 174 of the GCLD, or (d) for any transaction. from which the 
director derived an improper personal benefit. If the GCLD is amended to authorize corporate action 
further eliminating or limiting the personal 1iability of directors, then the liability of the directors of the 
Corporation shall be eliminated or limited to the fullest extent permitted by the GCLD, as so amended. 
The elimination and limitation of liability provided herein shall continue after a director has ceased to 
occupy such position as to acts or omissions occurring during such director's term or terms of office; and 
no amendment, repeal or modification of this Article IX shall apply to or have any effect on the liability or 
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alleged liability of any director of the Corporation for or with respect to any acts or omissions of such 
director occurring prior to such amendment, repeal 'Or modification. 

· SECTION iI. Right to Indemnific.ation. • 1. Each person who was or is a party or is threatened to be m.ade a party .to any threaten.ed, pending or 
cornpleted action, suit or proceeding, whether c:iyil, criminal, administrative or investigative (hereinafter a 
"proceeding"), by reason of the fact that he or she, or the person of whotn he or she is the legal 
repre~entative, is or was a director or officer of the Corporation or ,is or was serving at ,the request of the 
corporatfon as a director, officer, employee· or agent of another corporation or of a partnership, joint 
ventute, trust or other enterprise, including service with respect to employee bepefit plans, shall be 
indemnified and held harmless by the Corporation to the fullest extent authorized by the' GCLD, as the 
same exists or may hereafter be amended (but, in the case of any such amendment; only to the extent that 
such amendment permits the Corporation to provide broader indemnification rights than said law 
permitted the Corporation to provide prior to such amendment), against all expenses, liability and loss 
(including attorneys' fees, judgments, fines, ERISA excise .taxes or penalties and amounts paid or to be 
paid in settlement) reasonably incurred or suffered by such person in connection therewith and such 
indemn,ification shall continue ~s to a person who has ceased to be a director, officer, employee or agent 
and shall'inure to the benefit' of his or her heirs, executors ancf administrators; provided, h6wever, that, 
except. as provided in this:Article VIII, Section II, the Corporation 'shall indemnify any such person seeking 
ip.demnification . ill' connection with. a . proceeding (or part thereof) initiated. by such pers'on oniy if 
authorized by tll:e Board of Directors of the Corporation. Any indemnification under this Article VIII, 
Sedion II (unless ordered by a court) shall be made by the Corporation only as 'authorized in the specific 
case upon a determination that indemnification ofthe director, officer, employee or agent is proper in the 
circumst~nces because he or she has met the applicable standard set forth in ihe GCLD~ · Such· a 
detertrtination shall be made (a) by a majority vote ofthe cifrectors who ate not parties to, such action,' suit 
or 'proceeding, even 'though less thah a' ·qu6rum; (b) by Independent' legal counsd(( compensated hy the . 
Corporation) in ·a.written ,opinion; (c) by th.e stockholders; or (d) in any other. manner permitted by the • 
GC

1
LD'. In additioll to. the righ.t to indell1~i~icatiori conferred ~n this Ardcle VI~I~. Sectio~ II, eac~ of ,the · 

above persons shall have. the nght to· be paid by the Corporat10n the expenses' mcurred m defendmg ·any 
such proceeding in advance of its ·finaJ disposition;. provided, however, that, if the GCLb requires-; the 
payinent of such e)(penses incurred .by a director ot ·officer in his or her capacity as a ·director or officer of 
the Corporatio'n (and not in any other capacity ill whjc)1.service was or is rendered hy si,ich per~on wP,ile a 
director or officer, including, without ilmitation, servic~ to an employee benefit' plan) in advance of the 
final disposition of a proceeding, shall be made only upon delivery to the Corporation of an undertaking, 
by or on behalf of such director or officer, to repay all amounts so advanced if it shall ultimately be 
determined that such director or officer is not entitled to be indemnified under this Section II or otherwise. 
The Corporation· may, by action .of it~; Board of Directors, provid~·indemnification to employees and 
agents ofthe Corporation with the same scope and effect as the foregoing i_ndemnification of directors and 
officers. The right to ind.emnification a_nd to an advancement of expenses conferred in this Article VIII, 
Section ·II, shall be· a contract right. ·· •, · · • - · ·' · · · · · · · · · · ' · · 

. . ' ' - . . ' . . . 
~ "! 

i. If a claim under paragraph 1 of this Section II is not paid in full by the Corporation within 30 days 
after a. written claim has be.en received by the Corporation, the claimant may at ap.y time thereafter bring 
suit against the .Corporation to recover the unpaid amount of the claim and, if successful in whol.e or in 
part, . the claimant shall b.e entitled to be paid ·.-a:lso the expense of prosecuting sucl,1. claim (including 
attorneys' fees). It shall be a defense to any such action (other than an action brought to. enforce a claim 
for, expenses incurred in defending any proceeding in advance of its final disposition wh,ere the required 
undertaking, if any is,,required, has been tendered to the Corporation) ~hat the claimant has notmet the 
standard of conduct which makes it p~rmissible. under the GCLD for the Corporation t0 indemnify the 
claimant for the amoupt claimed, but the burden of proving such defense· shall l;>e on the Corporation. 
Neither the ~ailure of the Corporation (including its Board of Directors, independent legal counsel, or its 
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stockholders) to have made a determination prior to the commencement of such action that indemnifica
tion of the claimant is proper in the circumstances because he or she has met the applicable standard of 
conduct set forth in the GCLD, nor an actual determination by the Corporation (including its Board of 
Directors, independent legal counsel, or its stockholders) that the claimant has not met such applicable 
standard of conduct, shall be a defense to the action or. create a presumption that the claimant has not met 
the applicable standard of conduct. In any suit brought by the claimant to enforce a right to indemnifica
tion or to an advancement of expenses hereunder, or brought by the Corporation to recover an advance
ment of expenses pursuant to the terms of an undertaking, the burden of proving that the claimant is not 
entitled to be indemnified, or to such advancement of expenses, under this Article VIII or otherwise shall 
be on the Corporation. . 

3 .. The rights to indemnification and the payment of expenses incurred in defending a proceeding in 
advance of its final disposition conferred in this ·Article VIII, Section II, shall not be exclusive of any other 
right which any person may have or hereafter acquire under any statute, provision of this Certificate of 
Incorporation, bylaw, agreement, vote of stockholders or disinterested directors, or otherwise_. 

4. The Corporation may maintain insurance, at its expense, to protect itself and any direetor, officer, 
employee or agent of the Corporation or another corporation, partnership, joint venture, trust or other 
enterprise against any such expense, liability or loss, whether or not the Corporation would have the power 
to indemnify such person against such expense, liability or loss under the GCLD. 

5. The Corporation may enter into an indemnity agreement with any director, officer, employee or 
agent of the Corporation, or of another corporation, partnership, joint venture, trust or other enterprise, 
upon terms and conditions that the Board of Directors deems appropriate, as long a:s the provisions of the 
agreement are not impermissible under applicable law . 

. 6. Any amendment or repeal of this Article VIII, Section II, shall not be retroactive in effect. 

7. In case any provision in this _Article VIII, Section II, shall be determined at any time to be 
unenforceable in any respect, the other provisions shall not in any way be affected or impaired thereby, and 
the affected· provision shall be given the fullest possible· enforcement in the circumstances, it being the 
intention of the Corporation to afford indemnification and advancement of expenses to the persons 
indemnified hereby to the fullest extent permitted by law. · 

8. The Corporation may, by action of the Board of Directors, authorize one or more officers to grant 
rights to indemnification and advancement of expenses to employees or agents of the Corporation on such 
terms and conditions as such officer or officers deem appropriate under the circumstances. 

IN WITNESS WHEREOF, the undersigned has caused this Restated Certificate of Incorporation to 
be executed in its corporate name by its this day of , 199 . 

Name: 
Title: 
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1. OFFICES. 

FORM OF BYLAWS 
OF CONECTIV 

ANNEXV 

1.1 Offices. In addition to its registered office in the State of Delaware, the Corporation shall have a 
corporate officy in Wilmington, Delaware and a significant presence in New Jersey, and such other offices, 
either within or' without the State of Delaware, at such locations as the Board of Directors may from time 
to time determine or the business of the Corporation may require. · 

2. SEAL. 

2.1 Seal. The C9rporation shall have· a seal, which shall have inscribed thereon its riame and year of 
incorporation and the words, "Corporate Seal Delaware." · · 

3. MEETINGS OF STOCKHOLDERS. 

3.1 Annual Meetings. The annual meeting of stockholders of the Corporation shall be held on such 
date, at such time and at such place. within or without the State of Delaware as shall be determined by the 
Board of Directors from time to time. . ' · 

3.2 Special Meetings. Special meetings of the stockholders of the Corporation shall be held on such 
date, at such time and at such place within or without the State of Delaware as the Board of Directors may 
designate. 

3.3 Notice of Meetings. (a) Notices of meetings of stockholders shall be in writing and shall state the 
place, date and hour of the meeting, and, in the case of a special meeting, the purpose or purposes for 
which a meeting is called. No business other than that specified in the notice thereof shall be transacted at 
any special meeting. . · 

(b) Such notice shall either be delivered personally or mailed, postage prepaid, to each stockholder 
entitled tO' vote at such meeting not less than 10 nor more than 60 days before the date of the meeting. If 
mailed, the notice shall be directed to the. stockholder at his or her addr.ess as it appears on the records of 
the Corporation. Personal delivery of any such notice to any officer of a corporation .or association or to 
any member of a partnership shall constitute delivery of' such notice to such corporation, association or 
partnership. . · 

(c) Notice of any meeting of stockholders need not be given to any stockholder if waived by such 
stockholder in writing, whether before or after such meeting is held, or if such stockholder shall sign the 
minutes or attend the meeting, except that if such stockholder attends a meeting for the expres~ purpose of 
objecting at the beginnipg .of the meeting to the transactio11 of any .business because the meeting is not 
lawfully called or convened, such stockholder shall. not be deemed to have waived notice of such meeting. 

3.4 Adjourned Meetings. When a meeting is adjourned to another time or place, unless otherwise 
provided by these Bylaws, notice need not be given of the adjourned meeting if the time and place thereof 
are announced at the meeting at which the adjournment is taken. At the adjourned meeting the 
stockholders may transact any business which might have been transacted at the original meeting. If an 
adjournment is for more than 30 days, or if after an adjournment, a new record date is fixed for the 
adjourned meeting, a notice of the adjourned meeting shall be given to each stockholder entitled to vote at 
the meeting. 

3.5 Quorum and Adjournment. Except as otherwise provided by law, by the Certificate of Incorpora
tion of the Corporation or by these Bylaws, the presence, in person or by proxy, of the holders of a majority 
of the aggregate voting power of the stock issued and outstanding, entitled to vote thereat, shall constitute 
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a quorum for the transaction of business at all meetings of stockholders. If such majority shall not be 
present or represented at any meeting of stockholders, the stockholders present, although less than a 
quorum, shall have the power to adjourn the meeting. 

3.6 Vote Required. Except as otherwise provided by law or by the Certificate of Incorporation: 

(a) Directors shall be elect.ed by a plurality of the votes present in person or represented by proxy at a 
meeting of stockholders and entitled to vote in the election of directors, and 

· (b) whenever any corporate action other than the election of Dfrectors is fo be taken, it shall be 
authorized by a majority in voting power of the shares present in person or by proxy at a meeting of 
stockholders and entitled to vote on the subject matter. · · . 

3.7 Manner of Voting. At each meeting of stockholders, each stockholder having the right to vote shall 
be entitled to vote in person or by proxy. Proxies need not be filed with the Secretary of the Corporation 
until the meeting is called to order, but shall be filed before being voted'. Each stockholder shall be entitled 
to vote each share of stock having voting power registered in his name on the books of the Corporation on 
the record date fixed for determination of stockholders entitled to vote at such meeting. All elections of 
Directors by stockholders shall be by written ballot. · 

3.8 Proxies. (a) At any meeting of stockholders, any stockholder may be represented and vote by proxy 
or proxies appointed by'a written form of proxy. In the event that any form of proXy shall designate two or 
more persons to act as proxies, a majority of such persons present at the 'meeting or, if only one shall be 
present, then that one shall have and may exercise all of the powers conferred by the form of proxy upon 
all of the persons so designated unless the form of proxy shall otherwise provide. 

(b) The Board of Directors may, in advance of any annual or special meeting of the stockholders, 
prescribe additional regulations concerning the manner of execution and filing of proxies and the 
validation of the same, which .are intended to be voted at any such meeting. 

3.9 Presiding Officer and Secretary. The Chairman of the Board shall act as chairman of all meetings of 
the stockholders. In the absence of the Chairman of the Board, the Vice Chairman of the Board or, in his 
or her absence, the Chief Executive Officer or, in his or her absence, the President or, in his or her 
absence, any Vice President designated by the Board of Directors shall, act as chairman of the meeting. 

The Secretary of the Corporation shall act as secretary of all meetings of the stockholders, but, in the 
absence of the Secretary, the Assistant: Secretaty designated in accordance with Section 5.ll(b) of these 
Bylaws shall act as secretary of all meetings of the stockholders, but in the absence of a designated 
Assistant Secretary, the chairman of the meeting may appoint any person to act as secretary' of the 
meeting. 

3.10 Procedure. At each meeting of stockholders, the chairman of the meeting shall fix and announce 
the date and time of the opening and the closing of the polls for each 'matter upon which the stockholders 
will vote at the meeting and shall determine the order of business and all other matters of procedure. 
Except to the extent inconsistent with any such rules ·and regulations as adopted by the Board of Directors, 
the chairman of the meeting may establish rules, which need not be in writing, to maintain order and safety 
and for the conduct of the meeting. Without limiting the foregoing, he or she may: 

. (a) restrict attendance at. any time to bona fide stockholders of record and their proxies and other 
persons .in attendance at the invitation of the chairman; 

(b) restrict dissemination of solicitation materials and use of audio or visual recording devices at the 
meeting; 

(c) adjourn the meeting without a vote of the stockholders, whether or not there is a quorum present; 
and 
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( d) make rules governing speeches and debate, including time limits and access to microphones. 

The chairman of the meeting acts in his or her absolute discretion and his or her rulings are not 
. subject to appeal. . . 

• 

4. DIRECTORS. 

4.1 Powers. The Board of Directors shall exercise all of the powers of the Corporation except such as 
are by law, or by the Certificate of Incorporation of this Corporation or by these Bylaws conferred upon or 
reserved to the stockholders of any class or classes. 

, 4.2 Resignations. Any DI.rector may resign at any time by giving written notice to the Board .of 
Directors or the Secretary. Such resignation shall take effect at the date of receipt of such notlce or at any 
later time specified therein. Acceptance of such resign~tion shall not be necessary to make it effective. 

4.3 Presiding Officer and Secretary. The Chairman of the Board shall act as chairman of all meetings of 
the Board of Directors. In the absence of the Chairman of the Board, the Vice Chairman of the Board, or 
in his absence, the Chief Executive Officer or other person designated by the Board of Directors shall act 
as chairman of the meeting. · 

The Secretary of the Corporation shall act as secretary of all meetings of the Board of Directors, but, 
in the absence of the Secretary, the Assistant Secretary designated in accordance with Section s.n(b) of 
these Bylaws shall act as secretary of all meetings of the stockholders, but in the absence of a designated 
Assistant Secretary,· the chairman of the meeting may appoint any person to act· as secretary of the 
meeting. 

4.4 Annual Meeting's'. The Board of Directors shall meet each year immediately following the annual 
meeting of stockholders, at the place where such meeting of stockholders has been held, or at such other 
place as shall be fixed by the person presiding over the meeting of the stockholders, for the purpose of 
election of officers and consideration of such other business as the Board of Directors considers relevant to 
the management of the Corporation. 

4.5 Regular Meetings. Regular meetings of the Board of Directors shall be held on such dates and at 
such times and places, within or without the state of Delaware; as shall from time to time be determined by 
the Board of Directors. In the absence of any such determination, such meetings shall be held at such times 
and places, within or without the State of Delaware, as shall be designated by the Chairman of the Board 
on not less than twelve hours notice to each Director, given verbally or in writing either personally, by 
telephone (including by message or recording device), by facsimile transmission, 'by telegram or by telex or 
on not less than three (3) calendar days' notice to each Director given by mail. 

4.6 Special Meetings. Special meetings of the Board of Directors shall be .held at the call of .the 
Chairman of the Board at such times and places, within or without the State of Delaware, as he or she shall 
designate, on not less than twelve hours notice to each Director, given· verbally or ~n writing either 
personally, by telephone (including by message or recording device), by facsimile transmission, by telegram 
or by telex or on not less than three (3) calendar days' notice to each Director given by mail. Special 
meetings shall be called by the Secretary on like notice at the written request of a majority of the Directbrs 
then in office. 

4.7 Quornm and Powers of a Maj01ity. At all meetings of the Board of Directors and of each committe\! 
thereof, a majority of the members shall be necessary and sufficient to constitute a quorum for the 
transaction of business, and the act of a majority of the members present at any meeting at which a quorum 
is present shall be the act of the Board of Directors or such committee, unless by express provision of law, 
of the Certificate of Incorporation or these Bylaws, a different vote is required, in which case such express 
provision shall govern and control. In the absence of a quorum, a majority of the members present at any 
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meeting may, without notice other than announcement at the meeting, adjourn such meeting from time to 
time until a quorum is present. 

4.8 Waiver of Notice. Notice of any meeting of the Board of Directors, or any committee thereof, need 
not be given to any member if waived by him or her in writing, whether before or after such meeting is 
held, or if he or she shall sign the minutes or attend the meeting, except that if such Director attends a 
meeting for the express purpose of objecting at the beginning of the meeting to the transaction of any 
business because the meeting is not lawfully called or convened, then such Director shall not be deemed to 
have waived notiCe of such meeting. 

4.9 Manner of Acting. (a) Members of the Board of Directors, or any committee thereof, may 
participate in any meeting of the Board of Directors or such committee by means of conference telephone 
or similar communications equipment by means of which all persons participating therein can hear each 
other, and participation in a meeting by such means shall constitute presence in person at such meeting. 

(b) Any action required or permitted to be taken at any meeting of the Board of Directors or any 
committee thereof may be taken without a meeting if all members of the Board of Directors or such 
committee, as the case may be, consent thereto in writing, and the writings are filed with the minutes of 
proceedings of the Board of Directors or such committee. 

4.10 Compensation. (a) The Board of Directors, by a resolution or resolutions, may fix, and from time 
to time change,· the compensation of Directors. 

(b) Each Director shall be ~ntitled to reimbursement from the Corporation fqr his or her reasonable 
expenses incurred with respect to duties as a member of the Board of Directors or any committee thereof . 

. (c) Nothing contained in these Bylaws shall be construed to preclude any Direct9r from .serving the 
Corporation in any other capacity and from receiving compensation from the Corporation for service 
rendered to it in such other capacity. · 

4.11 Committees. The Board of Directors may designate one or more committees, each committee to 
consist of one or more Directors, which to the extent provided in said resolution or resolutions shall have 
and.may exercise the powers and authority of the Board of Directors in the management of the business 
and affairs of the corporation; provided, however,. that no such committee shall have the power or 
authority in reference to the following matters: (i) approving or adopting, or recommending to the 
stockholders, any action or matter expressly required by the General Corporation Law of Delaware (the 
"GCLD") to be submitted to stockholders for. approval or (ii) adopting, amending, or repealing any bylaw 
of the corporation. The Board of Directors may designate one or more directors as alternate members of 
any committee, who may replace any absent or disqualified member of the committee. In the absence or 
disqualification of a member of a committee, the member or members present at any meeting of such 
committee and not disqualified from voting, whether or not such member of members constitute a 
quorum, may unanimously appoint another member of the board of directors to act as at the meeting in 
place of such absent of disqualified director. 

- . ' . 

4.12 Committee Procedure, Limitations of Committee Powers. (a) Except as otherwise provided by these 
Bylaws, each committee shall adopt its own rules governing the time, place and method of holding its 
meetings and the conduct of its proceedings and shall meet as provided by such rules or by. resolution of 
the Board of Directors. Unless otherwise provided by these Bylaws or any such rules or resolutions, notice 
of the time and place of each meeting of a committee shall be given to each member of such committee as 
provided in Section 4.6 of these Bylaws with respect to notices of special meetings of the Board of 
Directors. 

(b) Each committee shall keep regular minutes of its proceedings and report the same to the Board of 
Directors when required. 
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(c) Any m.ember of any com,mittee may be removed from such committee either with or without 

• 

cause, at any time, by the Board of Directors at any meeting thereof. Any vacancy in any committee shall 
be filled by the Board of Directors in the manner prescribed by the. Certificate of Incorporation or these 
Bylaws for·the· original appointment o'f the inembers of such committee. 

5. OFFICERS. 

' 5.1 Number. (a) The officers of the Corporation shall include a Chief Executive Officer, a President, 
one or more Vice Presidents (including one or more Executive Vice Presidents and one or more Senior 
Vice Presidents if deemed appropriate by the Board of Directors), a Secretary and a Treasurer. The Board 
of Directors shall als~ el~ct a Chairman of the Board and may elect a Vice Chairman. of the Board. The 
Board of Dir~ctors niay als.o elect such other officers as tP,e Board of Directors may from time to time 
deem.appropriate or nec;essary. E;xcept for. the Chairman of the Board, t.he Vice Chairman of the Board 
and the Chief Executi".e. Officer, none of the officers of the Corporation need be a director of the 
Corporation. Any tWo or more offices may be held by the same person to the extent permitted by the 
GCLD. . .. 

(b) The· B~ard of Directors may. delegate to the 
1

Chief Ex~.cutive Officer. or Pres~dent the power to 
appoint one or more employees of the Corporation as divisional or departmental vice presidents and fix 
the duties of. sucl;t appointees. However, .no su.ch divisional or c;lepartmental vice president shall be 
considered as an officer of the Corporation, the officers of the Corporation being limited to those officers 
elected by the .Board of Directors. · ·· · 

5.2 Election. of Officers, Qualification, and Term. The officers of the Corporation. shall be elected from 
time. to tiille by the Board of Directors and, except as niay otherwise. be. expressly provid~d in a contract of 
employment duly i;iuthorized by the Boa.rd of Directors or the Merger Agreement, shall P,old office at the 
ple11sure of the Board of Directors, · · · 

5.3 Removal. Except as otherwise expressly provided in the Merger Agreement, any officer elected by 
the Board of Directors may be removed; either with or without cause, by the Board· of Directors at any 
meeting thereof, or to the' extent delegated to the Chairman of the Board or the Chief Executive Officer, 
by the Chairman of the Board or the Chief Executive Officer. 

5.4 Resignations. Any officer of the Corporation niay resign at any tiine by giving written notice to the 
Board of Directors ot to the Chairman' of the Board' or to the Chief Executive Officer. Such resignation 
shall take effect at the date of the receipt of such notice or at any later' time specified therein and, unless 
otherwise specified therein, the acceptance of such resignation sh.all not he necessary to make it effective. 

5.5 Salaries. The salaries of all officers of the Corporation shall be fixed by the Board of Directors 
from time to time, and no officer shall be prevented from receiving such salary by reason of the fact that he 
is also a Director of the Corporation. 

5.6 TJ:ie. Chairman o(t~e .Bo~rd. The .Cha~rman qf the Board .shall have the powers· and duties 
customarily and usually associated .. :\\fith the o:ifice of the Chairman of the Board. The Chairman of the 
Board shall preside at meeting~ of ~he stockholders. and. of ~th,e Board of Dir~ctors. 

5.7 Vice Chairinan of the Board. The Vice Chairman of the Board shall have the powers and duties 
customarily and usually associated with the office of the Vice Chairman of the Board. 
. ' 

5.8 Chief Executi~e Officer. The Chief Executive Officer shall have, subject to the superVision, direction 
and control of the Board. of Directors, the general powers ~md duties of supervision, direction and 
management of the affairs and business of the Corporation usually vested in the chief executive officer of a 
corporation, including, wfrhout limitation, all powers necessary to direct and control the organizational and 
reporting relationships within the Corporation. If at any time the office of the Chairman of the Board and 
the Vice Chairman of the Board sh.all not be filled; or in the ·event of the temporary absence or disability of 
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the Chairman of the Board a:i:J.d the Vice Chairman of the Board, the Chief Executive Officer shall have the 
powers and duties of the Chairman of the Board. 

5.9 The President. The President shall serve as chief operating officer and shall have such other powers 
and perform such other duties as may be delegated to him or her from time to time by the Board of 
Directors or the Chief Executive Officer. 

5.10 The, Vice Presidents. Each Vice Preside~t shall have such powers and perform such duties as may 
from time to time be assigned to him or her, by the ~o.ard of Directors, the Chief Executive Officer or the 
President. 

5.11 The Se~retary a~d the Assistant Secretary: (a) The Secretary shall attend meetings of the Boa~d of 
Directors and meetings of the· stockholders and record all votes and minutes of all such proceedings in a 
book kept fcir such purpose. He or she shall have all such further powers and duties as generally are 
incident to the:position of Secretary or as may from ·time to time be assigned to him or her by the Board of 
Directors, the Chief Executive Officer or the President. · · · 

(b) Each Assistant Secretary shqll have such powers and perform such duties as may from time to 
time be assigned to him or her by the Board of Directors, the Chief Executive Officer, the President or the 
Secretary. In case of 'the absence or disability of the Secretary, the Assistant Secretary designated by the 
Chief Executive Officer (cir, in 'the absence of such designation, by the Secretary) shall perform the duties 
and exercise the powers of the Secretary. ' · · · · 

5.12 The Treasurer and the Assistant Treasurer. (a) The Treasurer shall have custody of the Corpora
tion's funds and· securities and shall keep full and accurate accounts of receipts and disbursements in books 
belorigin:g to the Corporation and shall·deposit or cause to be deposited moneys or'other valuable effects 
in the name and to the credit of the Corporation in such depositories as may be de.signated by the Board of 
Directors. The Treasurer shall also maintain adequate records of all assets, liabilities and transactions of 
the Corporatiqn and shall see that adequate· audits thereof are currently and . regularly made. The 
Treasurer shall ]].ave such.other powers and perform .such other duties that generally are incident to the 
positicm of neasurer .or as may from time. to time be assigned to him or her by the Board of Directors, the 
Chief Executive Officer or the President. 

(b) Each Assistant Treasurer sh.all have such .powers and perform such duties as may from time to 
time be assigQed to him or her by the Board of Directors, the Chief Executive Officer, the President or the 
Treasurer. In case of the absence or disability of the Treasurer:, the Assistant Treasurer designated by the 
Chief Executive Officer (or, in the, absence of such designation, by the Tre.asurer) shall perform the duties 
and exercise the powers of the Treasurer. 

6. STOCK. "11 

6.1 Certificates. Certificates for shares of stock of the Corporation shall be issued under the seal of the 
Corporation; or a facsimile thereof, and shall be numbered and shall be ·entered in the books of the 
Corporation as they are issued. Each certificate shallbear a serial number; shall exhibit the holder's name 
and the number of shares evidenced' thereby, and shall be signed by the Chairman of the Board or a Vice 
Chairman, if any, or the Chief Executive_· Officer or the President or any Vice President, and by the 
Secretary or an Assistant.Secretary or the Treasurer or.an Assistant Treasurer. Any or all of the signatures 
on the certificate may be a facsimile. In case any officer, transfer agent or registrar who has signed or 
whose facsimile signature has been placed upon a certificate shall have ceased to be such officer, transfer 
agent or registrar before such certificate is issued, it may be issued by the corporatfon with the same effect 
as if such person or entity were such officer, transfer agent or registrar at: the date of issue. 

' ' '·· ; 

6.2· Transfers. Transfers of stock of tQe Corporation shall be made on the books of the Corporation 
only upon surrender to the. Corporation of a certificate (if any) for the shares duly endorsed or 
accompanied by proper evidence of succession, assignment or authority to transfer, provided such 
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succession, assignment. or transfer is not prohibited by the Certificate of Incorporation, these Bylaws, 

• 

applicable law or contra~t. Thereupon, the Corporation shall issue a new certificate (if requested) to the 
person entitled thereto, cancel the old certificate (if any) and record the transaction upon its books . 

. ' . ' .· . . . 

6.3 Lost, Stolen or Destroyed Certificates. Any person claiming a certificate of stock to be lost, stolen or 
destroyed shall make an affidavit or an affirmation of that fact, and shall give the Corporation a bond of 
indemnity in satisfactory form.and with' one or more satisfactory sureties, whereupon a new certificate (if 
requested) may be issued of the same tenor and for the same number of shares as the one alleged to be 
lost, stolen or destroyed. 

6.4 Registered Stockhoiders. The Corporation shall be entitled to recognize the exclusive right of a 
person registered on its books as the owner· of shares . as the person entitled to exerCise the rights of a 
stockholder and shall not be bound to recognize any equitable or 'other clainl to or interest in any such 
shares on the part.of any other person, whether or notit shall have express or other notice thereof, except 
as otherwise expressly· provided by. the GCLD. . 

6.5.Additional Powers of the Board. (a) In addition to those powers set forth in Section 4.1, the Board 
of Directors shall· have power and authority to make all such rules and regulations as it shall deem 
expedient concerning the issue, transfer and registration of certificates for shares of stock of the 
Corporation, including the use of uncertificated shares of stock subject to the provisions of the GCLD. 

(b) The Board of Directors may appoint and remove transfer agents and registrars of transfers, and 
may require all stock certificates to bear the signature of any such transfer agent and/or any such registrar 
of transfers. 

7. MISCELLANEOUS. 

7.1 Place and Inspection of Books. (a) The books of the Corporation other than such books as are 
required by law to be kept within the State of Delaware shall be kept in such place or places either within 
or without the State of Delaware as the Board of Directors may from time to time determine. 

(b) At least ten days before each meeting of stockholders, the officer in charge of the stock ledger of 
the Corporation shall prepare a complete list of the stockholders entitled to vote at the meeting, arranged 
in alphabetical order and showing the address of each stockholder and the number of shares registered in 
the name of each stockholder. Such list shall be open to the examination of any stockholder, for any 
purpose germane to the meeting, during ordinary business hours, for a period of at least ten days prior to 
the meeting, either at a place within the city where the meeting is to be held, which place shall be specified 
in the notice of the meeting, or, if not specified, at the place where the meeting is to be held. The list shall 
also be produced and kept at the time and place of the meeting during the whole time thereof, and may be 
inspected by any stockholder who is present. 

( c) The Board of Directors shall determine from time to time whether and, if allowed, when and 
under what conditions and regulations tlie accounts and books of the Corporation (except such as may be 
by law specifically open to inspection or as otherwise provided by these Bylaws) or any of them shall be 
open to the inspection of the stockholders and the stockholders' rights in respect thereof. 

7.2 Voting Shares in Other Corporations. The Chief Executive Officer, the President or any other officer 
of the Corporation designated by the Board of Directors may vote any and all shares held by the 
Corporation in any other corporation. 

7.3 Fiscal Jfar. The fiscal year of the Corporation shall be such fiscal year as the Board of Directors 
from time to time by resolution shall determine. · 

7.4 Gender/Number. As used in these Bylaws, the masculine, feminine or neuter gender, and the 
singular or plural number, shall each include the others whenever the context so indicates. 
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7.5 Paragraph Titles. The titles of the paragraphs have been inserted as a matter of reference only and 
shall not control or affect the meaning or construction of any of the terms and provisions hereof. 

7.6 Amendment. These Bylaws may be altered, amended or repealed by (a) the affirmative vote of 
80% or more of the aggregate number of votes that the holders of the then outstanding shares of Common 
Stock and Preferred Stock are entitled to cast on the amendment, or (b) by resolution adopted by the 
affirmative vote of not less than a majority of the Directors in office; at any annual or regular meeting of 
the Board of Directors or at any special meeting of the Board of Directors if notice of the proposed 
alteration, amendment or repeal be contained in written notice of such special meeting. Notwithstanding 
the foregoing, th~ amendment of any provision of these Bylaw~ requiring an affirmative vote in excess of a 
majority of the Directors in office shall require the affirmative vote of at least the number of directors the 
affirmative vote of whom is required by such provision. 

7.7, Certificate of Incorporation. Notwithstanding anything to the contrary contained herein, if any 
provision contained in these Bylaws is inconsistent with or c'onflicts with a provision of the Certificate of 
Incorporation, such provision of these Bylaws shall be superseded by the inconsistent provision in the 
Certificate of Incorporation to the extent necessary to give effect to such provision· in, the Certificate of 
Incorporation. · · 

~: . 
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ANNEX VI 

ILLUSTRATION OF CERTAIN CLASS A COMMON STOCK TERMS 

The following illustrations demonstrate the method of calculating the Intergroup Interest in the 
Atlantic Utility Group and certain other items following the issuance of Class A Common S~ock to the 
holders of Atlantic Common Stock pursuant to th.e Merger Agreement and, subsequent thereto, in a range 
of transactional contexts. The illustrations use 40 million shares as the number of authorized shares of 
Class A Common Stoel,<:, 6 million shares as the number of shares of Class A Common Stock issued to the 
holders of Atlantic Common Stock pursuant to the Atlantic Merger, and 14 million shares as the Number 
of Shares Issuable with Respect to the Intergroup Interest in the Atlantic Utility Group upon consumma
tion of the Mergers. Unless otherwise specified, each illustration below should be read independently as if 
none of the other transactfons illustrated in this Annex VI had occurred. Capitalized terms used herein 
have the respective meanings assigned to them in the Joint Proxy Statement/Prospectus. 

The following are illustrations only and are not intended to reflect either the results of the Mergers or 
transactions that are anticipated to occur following the Mergers. Nor do the illustrations indicate all of the 
consequences of the transactions that are illustrated. The illustrations are qualified in their entirety by the 
more detailed information contained in the Joint Proxy Statement/Prospectus and the other Annexes 
thereto, including Annex IV, which sets forth the terms of the Class A Common Stock. 

At any given time, the Outstanding Atlantic Utility Fraction, which is the percentage interest in the 
equity value of the Company attributable to the Atlantic Utility Group that is represented by the 
outstanding shares of Class A Common Stock, would equal: · 

OUTSTANDING SHARES OF CLASS A COMMON STOCK 

OUTSTANDING SHARES + NUMBER OF SHARES ISSUABLE WITH RESPECT 
OF CLASS A COMMON STOCK TO THE INTERGROUP INTEREST 

The balance of the equity value of the Company attributable to the Atlantic Utility Group is 
represented by the Residual Group's Intergroup Interest in the Atlantic Utility Group. At any given time, 
the Intergroup Interest Fraction, which is the percentage interest in the equity value of the Company 
attributable to the Atlantic Utility Group that is retained by the Residual Group, would equal: 

NUMBER OF SHARES ISSUABLE WITH RESPECT TO THE INTERGROUP INTEREST 

OUTSTANDING SHARES + NUMBER OF SHARES ISSUABLE WITH RESPECT 
OF CLASS A COMMON STOCK TO THE INTERGROUP INTEREST 

The sum of the Outstanding Atlantic Utility Fraction and the Intergroup Interest Fraction will at all 
times equal 100%. · 

Consummation of the Mergers 

The following illustration shows how the foregoing items are calculated after giving effect to the initial 
issuance by the Company of Class A Common Stock to the holders of Atlantic Common Stock pursuant to 
the Merger Agreement. 

• 

e The Number of Shares Issuable with Respect to the Intergroup Interest will be 14 million 
immediately following the consummation of the Mergers. As a result, the Outs~anding Atlantic 
Utility Fraction will be 30%, calculated as follows: · 

6 million 
6 million + 14 million 
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• The Intergroup Interest Fraction would accordingly represent an interest of 70% in the Atlantic 
Utility Group. 

• In the event of a dividend or other distribution on the Class A Common Stock (other than a 
dividend or other distribution payable in shares of Class A Common Stock or in securities of the 
Company attributed to the Atlantic Utility Group), the Residual Group would be credited, and the 
Atlantic Utility Group would be charged, with 21/3 (representing the ratio of the Intergroup Interest 
Fraction (70%) to the Outstanding Atlantic Utility Fraction (30%)) times the amount with respect 
to such distribution. If, for example, a dividend of $1 per share were declared and paid on the 6 
million shares of Class A Common Stock outstanding (an aggregate of $6 million), the Residual 
Group would be credited with $14 million, and the Atlantic Utility Group would be charged with 
that amount in addition to the $6 million dividend on the outstanding shares of Class A Common 
Stock (a total of $20 million). An example of the effects of a distribution of Class A Common Stock 
is set forth below under the caption "Class A Cornrnon Stock Dividends.'' 

• Immediately after the consummation of the Mergers, the Company would have 34 million autho
rized and unissued shares of Class A Common Stock remaining ( 40 million minus 6 million issued 
and outstanding). 

Repurchases of Class A Common Stock 

The following two illustrations reflect the repurchase by the Company of 2 million issued and 
outstanding shares of Class A Cornrnon Stock, which are then retired or otherwise cease to be outstanding 
following their purchase. · ' · 

Repurchase with Atlantic Utility Group Funds 

Assume all of the repurchased shares are identified by the Company Board were purchased with funds 
attributed to the Atlantic Utility Group, with the Atlantic Utility Group being charged with the considera-· 
tion paid for such shares. . · . 

• Shares of Class A Common Stock Outstanding 

Shares previously issued and outstanding ............................... · . . 6 million 

Shares purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 million 

Total shares issued and outstanding after purchase ..... : . . . . . . . . . . . . . . . . . . . . 4 million 

• The Number of Shares Issuable with Respect to the Intergroup Interest would not be changed by 
the purchase of Class A Common Stock with funds attributed to the Atlantic Utility Group but 
would continue to be 14 million. 

• The Outstanding Atlantic Utility Fraction would be reduced to approximately 22.2%, calculated as 
follows: 

4 million 
4 million + 14 million 

• The Intergroup Interest Fraction would accordingly represent an interest of approximately 77.8% in 
the Atlantic Utility Group. 

• In the event of a dividend or other distribution on the Class A Common Stock immediately 
following the repurchase (other than a dividend or other distribution payable in shares of Class A 
Common Stock or in securities of the Company attributed to the Atlantic Utility Group), the 
Residual Group would be credited, and the Atlantic Utility Group would be charged, with an 
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• 
amount equal to 3.5 (representing the ratio of the Intergroup Interest Fraction (77.8%) to the 
Outstanding Atlantic Utility Frac~ion (22.2% )) times the amount of such distribution. 

• The Company would have 36 million aut.(1.orized and unissued shares of Class A Common Stock ( 40 
million minus 4 million jssued and outstandrng). · · · 

'' , 

Repurchase with Residual Group Funds 

Assume all of the repurchased shares identified by the C~mpany Board· wer.e purchased with funds 
attributed to the Residual Group, with the Residual Group being charged with the consideration paid for 
such shares. ',. 

• . Shares previously issued and outstanding . . . . . . . . . . ......... / ... ; ....... . 
. . ' . 

. Sh~res purchased ....... : . ... ,. ·: .. ................................. ,. .. 

Total shares issued and outstanding after purchase .................. · .. : ... . 
' . ' ' . ' '' . '. 

6 million 
2.million 

4 million 

· • The Number of Shares Issuable with Respect to the Intergroup Interest would beincreased by the 
number of shares of Class A Common Stock so purchased because the purchase was effected with 
funds attributed to the Residual Group. · · · · 

Number of Shares Issuable with Respect to the. Intergroup Interest prior to. 
purchase ...... ' ................................. ; . . . . . . . . . . . . . 14 million 

.'shares purchased . . . . . . . . . . ... : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 million 

Number of Shares Issuable with Respect to. the Intergroup Interest aft~r purchase . . 16 million 

• The Outstanding Atlantic Utility Fraction would be reduced to 20%, calculated as follows: 

4 million 
4 million + 16 million 

• The Intergroup Interest Fraction would accordingly represent an interest of 80% in the Atlantic 
Utility Group. · · · · . 

• In the event of a dividend ·or other distribution on the Class A Common Stock immediately 
following the repurchase (other than a· dividend or other distribution payable in shares of Class A 
Common Stock or in securities of the Company attributed to the Atlantic Utility Group), the 
Residual Group Would be credited, and the Atlantic Utility Group would be charged, with an 
amount equal to 4.0 (representing the ratio of the Intergroup Interest Fraction (80%) to the 
Outstanding Atlantic Utility, .Fract~on (20%)) times the amount of such dis.tribution. 

• The Company would have 36 million authorized and unissued shares of Class A Common Stock ( 40 
million minus 4 million issued and. outstanding). 
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Transfers of Assets Between the Residual Group and the Atlantic Utility Group 

Contribution of Assets from the Residual Group to the Atlantic Utility Group 

The following illustration reflects the contribution~ by the Residual Group. to the Atlantic Utility 
Group with respect to the Intergroup Interest, of $20 million of assets previously attributed to the Residual 
Group, on a date on which the Market Value of the Class A Common. Stock is $20 per share. 

6 million + 15 million 

• The Intergroup Interest Fraction would accordingly represent an interest of approximately 71.4% in 
the Atlantic Utility Group. 

• In the· event of a· dividend or other distribu~ioh on the Class A Common Stock ~mmediatdy 
following the contribution (other than a dividend or other distribution payable in shares of Class A 
Common Stock or in securities of the Company attributed to the Atlantic Utility Group), the 
Residual Group would be credited, and the Atlantic Utility Group would be charged, with an 
amount·equal to 2.5 (representing the ratio of the Intergroup Interest Fraction (approximately 

. 71.4%) to the Outstanding Atlantic Utility Fraction (approximately 28.6% )) times the amount of 
such distribution. · 

•. The Company would have 34 million authorized and unissue'd shares of Class A Common Stock ( 40 
million minus 6 million issued and outstanding). 
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• 
Transfer of Assets from the Atlantic Utility Group to the Residual Group 

The following illustration reflects the transfer, from the Atlantic Utility Group to the Residual Group 
in reduction of the Intergroup Interest, .of $20 million of assets attributed to the Atlantic Utility Group, on 
a date on which the Market Value of the Class A Common Stock is $20 per share. 

• Shares previously issued and outstanding ............................... . 
Shares repurchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . : . . . . . . . . . . 

Total shares issued and outstanding after transfer ......................... . 

6 million 
0 

6 million 

• The Number of Shares Is~uable with Respect" to the Intergroup. Interest would be dec;reased to 
reflect the contribution to the Residual Group of a~sets. theretofore attributed to the Atlantic 
Utility Group. . · 

Number of Shares Issuable with Respect to the Intergroup Interest prior to transfer. . . 14 million 
Adjustment to reflect transfer to the Residual Group of assets attributed to the 

Atlantic Utility Group ($20 million divided by $20) . . . . . . . . . . . . . . . . . . . . . . 1 million 

Number of Shares Issuable with Respect to the Intergroup Interest after transfer . . 13 million 

• The Outstanding Atlantic Utility Fraction would be approximately 31.6%, calculated as follows: 

6 million 
6 million + 13 million 

~ The Intergroup Interest Fraction would accordingly represent an foterest of approximately 68.4% in 
·the Atlantic Utility Group... · 

• In the event of a dividend or other distribution on the Class A Common ·Stock immediately 
following the transfer (other than a dividend or other distribution payable in shares of Class A 
Common Stock or in securities of the Company attributed to the Atlantic Utility Group), the 
Residual Group would be credited, and the Atlantic Utility Group would be charged, with an 
amount equal to 2Y6 (representing the ratio of the Intergroup Interest. Fraction (approximately 

· 68.4%) to the Outstanding Atlantic Utility Fraction (approximately 31.6%)) times the amount of 
such distribution. 

• The Company would have 34 million authorized aqd urtissued. shares of Class A Common Stock ( 40 
million minus 6 million issue.d and outstanding) ... 

• The Atlantic Utility Group may not make transfers of assets to the Residual Group in reduction of 
the Intergroup Interest if the effect would be to reduce the Number of Shares Issuable with Respect 
to the Intergroup Interest to less than zero. The Atlantic Utility Group cannot have an interest in 
the Residu.al Group corresponding to the Intergroup Interest. 

Future Offerings of Class A Common Stock 

The following illustrations reflect the issuance and sale by the Company of 6 million shares of Class A 
Common Stock on a date on which the Number of Shares Issuable with Respect to the II.J,tergroup Interest 
is 6 million. 
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Offering for the Atlantic Utility Group 

Assume all the issued and sold shares are identified as issued and sold for the account of the Atlantic 
Utility Group, with the net proceeds credited to the Atlantic Utility Group. 

Shares previously issued and outstanding ..................... '. ......... . 6 million 
Newly issued shares ........................ : ...................... · 6 million 

Total shares issued and outstanding after offering ........ : . . . . . . . . . . . . . . . . 12 million 

• The Number of Shares Issuable with Respect to the Intergroup Interest would not be changed by 
the issuance of any shares 6{Class A Common Stock for the account Of the Atlant1c Utility Group 

· and would remain equal to 14 million. 

• The Outstanding Atlantic Utility Fraction would be approximately 46.2%, calculated as follows: 

12 million 

12 million + 14 million 

• The Intergroup Interest Fraction would accordingly represent an interest of approximately 53.8% in 
the Atlantic Utilify Group. 

• The Company would have 28 million authorized and unissued shares of Class A Common Stock 
remaining (40 million minus 12 million issued and outstanding). · 

' . 

Offering for the Re.sidual Group 

ASsume all of the shares issued and sold are identified as issued and sold for the account of the 
Residual Group with respect to tl).e Intergroup Interest,. with the net proceeds credited to the Residual 
Group. 

Shares previously issued and outstanding ...... , .... : . · ..... ·. , ........... : . 6 million 

Newly issued shares .. : ........ : ...................... .". ~ . . . . . . . . . . 6 million 
. - . . . 

Total shares issued and outstanding after offering ....... ~ . . . . . . . . . . . . . . . . . . 12 million 

• The Number of Shares Issuable with Respect to the Intergroup Interest would decrease by the 
number of shares of Class A Common Stock issued for the account- of the Residual Group. 

':·, 

Number of Shares ISsuable with. Respect to the Intergroup Interest prior to offering .. · 14 million 

Shares issued.in offering ....... · .. ''. ... , .................... : ... : .... : 

Number of Shares Issuable with Resp~ct to the Intergroup Interest after offering 

. . . 
• The Outstanding Atlantic Utility Fraction would be 60%, calculated asfollows: 

12 milli011 

12 million + 8 million 

6 million 

8 million 

• The Intergroup Interest Fraction would accordingly represent an interest of 40% in the Atlantic 
Utility Group. 

• The Company would have 28 million authorized and unissued shares of Class A Common Stock 
remaining (40 million minus 12 million issued and outstanding). 
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Class A Common Stock Dividends 

The following illustrations reflect dividends of Class A Common Stock on outstanding Class A 
Common Stock and outstanding Company Common Stock, respectively. 

Class A Common Stock Dividend on Class A Common Stock 

Assume the Company declares a dividend of half a share of Class A Common Stock on each 
outstanding share of Class A Common Stock. 

Shares previously issued and outstanding ............................... . 
Newly issued shares ................................ : ............. . 

Total shares issued and outstanding after dividend ........................ . 

6 million 
3 million 

9 million 

• The Number of Shares Issuable with Respect to the Intergroup Interest would be increased 
proportionately to reflect the stock dividend payable in shares of Class A Common Stock to holders 
of Class A Common Stock (i.e., by an amount equal to (i) the ratio of the Intergroup Interest 
Fraction to the Outstanding Atlantic Utility .Fraction times (ii) the number of shares distributed to 
the Class A Common Stock holders. · 

Number of Shares Issuable with Respect to the Intergroup Interest prior to 
dividend. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 million 

Adjustment to reflect dividend of shares on outstanding shares of Class A Common 
Stock (2V3 times 3 million shares) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 million 

Number of Shares Issuable with Respect to the Intergroup Interest after dividend . . 21 million 

• The Outstanding Atlantic Utility Fraction would continue to be 30%, calculated as follows: 

9 million 
9 million + 21 million 

• The Intergroup Interest Fraction would accordingly continue to represent an interest of 70% in the 
Atlantic Utility Group. 

• The Company would have 31 million authorized and unissued shares of Class A Common Stock 
remaining ( 40 million minus 9 million issued and outstanding). 

Class A Common Stock Dividend on Company Common Stock 

Assume the Company declares a dividend of 0.1 shares of Class A Common Stock on each 
outstanding share of Company Common Stock, where 30 million shares of Company Common Stock are 
outstanding. · 

Shares previously issued and outstanding ............................... . 
Newly issued shares .............................................. . 

Total shares issued and outstanding after dividend ........................ . 

6 million 
3 million 

9 million 
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• Any dividend of shares of Class A Common Stock on the outstanding shares of Company Common 
Stock will be treated as reducing the Number of Shares Issuable with Respect to the Intergroup 
Interest on a share-for-share basis. 

Number of Shares Issuable with Respect to the Intergroup Interest prior to 
dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 million 

Shares distributed on outstanding shares of Company Common Stock .......... ; . 3 million 

Number of Shares Issuable with Respect to the Intergroup Interest after dividend . . 11 million 

, • The Outstanding Atlantic Utility Fraction would be 45%, calculated as follows: 

9 million 
9 million + 11 million 

• The Intergroup Interest Fraction would accordingly represent an interest of 55% ill the Atlantic 
' . UtilitY Group. · 

• The Company would have 31 million authorized and unissued shares of Class A Common Stock 
remaining ( 40 million minus 9 million issued and outstanding). 

Dividend, Redemption or Conversion upon a Disposition of Substantially All Assets of Atlantic Utility 
Group 

Assume that a Disposition of all or· substantially all of the properties and assets of the Atlantic Utility 
Group occurs and the Net Proceeds (which includes an adjustment for a capitalized amount of the 
Notional Fixed Chi;trge) from such Disposition equal $500 million. 

• If the Company elected to pay a dividend to the holders of Class A Common Stock, the aggregate 
amount of such dividend would be $150 million (representing the product of the Outstanding 
Atlantic Utility Fraction and the Net Proceeds of such Disposition), calculated as follows: 

6 million x $500 million 
6 million + 14 million 

In this case, the Residual Group would be credited, and the Atlantic Utility Group would be 
charged, with $350 million, an amount equal to 2Y:i (representing the ratio of the Intergroup 
Interest Fraction (70%) and the Outstanding Atlantic Utility Fraction (30% )), times the amount of 
such dividend. · 

• If such Disposition involved all (not merely substantially all) of the properties and assets of the 
Atla:µtic Utility Group and the Company elected to redeem all outstanding shares of Class A 
Conimon Stock, the aggregate redemption price would be $150 million (representing the product of 

·the Outstanding Atlantic Utility Fraction and the Net Proceeds of such Disposition), calculated as 
follows: 

6 million 
x $500 million 

6 million + 14 million 

In this case, each outstanding share of Class A Common Stock would be redeemed in exchange for 
$25 per share (representing the quotient of the aggregate redemption price ($150 million) and the 
number of outstanding shares of Class A Common Stock (6 million)). 

• If such Disposition involved substantially all (but not all) of the properties and assets of the Atlantic 
Utility Group and the Company elected to redeem shares of Class A Common Stock, the aggregate 
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• 
redemption price would be $150 million (representing to the product of the Outstanding Atlantic 
Utility Fraction and the Net Proceeds of such Disposition), calculated as follows: 

6 million 
x $500 million 

6 million + 14 million 

In this case, assuming that the average Market Value of one share of Class A Common Stock during 
the 10-Trading Day period following the consummation of such Disposition is $30, an aggregate of 5 
million (equal to the quotient of the aggregate redemption price and such average Market Value) 
shares of Class A Common Stock would be redeemed at a redemption price of $30 per share. 

• If the Company elected to convert the Class A Common Stock into Company Common Stock 
assuming that the Market Value 'of one share of Class A Common Stock on each Trading Day 
during the 10-Trading Day period referred to in the preceding paragraph is $30 and the Market 
Value of one share of Company Common Stock on each Trading Day during such period is $40, the 
Class A Common Stock would be converted into Company Common Stock at a ratio of 0.83. 
(representing 110% of the average daily ratio during such period of the Market Value of one share 
of Class A Common Stock to the Market Value of one share of Company Common Stock) shares of 
Company Common Stock for .each share of Class A Common Stock. 
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. ANNEX VII 

CONECTiv, INC. 
INCENTIVE COMPENSATION PLAN 

1. Objective. The objective of the Conectiv, Inc. Incentive Compensation Plan (this "Plan") is to 
support the financial pe~formance of the Company (as defined below) and thereby increase stockholder 
value. This Plan provides both annual and long-term incentives to reward those officers, key employees, 
consultants and advisors of the Company and.its subsidiaries who, in the opinion of the Committee (as 
defined below), are responsible for the continued growth, development and financial success of the 
Company and its subsidiaries. This Plan also is designed to permit the Company and its subsidiaries to hire 
and retain talented and motivated executive officers and key employees and to increase their ownership in 
Company Common Stock. 

2. Definitions. All singular terms defined in this Plan will include the plural and vice versa. As used 
herein, the.following terms will have the meaning specified below: 

• 

''Annual Incentive" means any Award in cash, Stock qr in any other form or type under this 
Plan, which is based on the performance of the Company and/or the Participant individually or 
collectively with any other individuals or groups, or any combin.ation thereof, as the Committee, in its 
sole discretion, deems appropriat{!, over the prior fiscal year. 

''Atlantic" means Atlantic Energy, Inc., a New Jersey corporation: 

''Award" means, individually, collectively or in any combination, Annual Incentives, Restricted 
Stock, Options, Performance Units, Stock Appreciation Rights, Dividend Equivalents, or such other 
forms or types of Awards as the Committee, in its sole discretion, deems appropriate. 

''Beneficial Own~r" means "Beneficial Owner" as defined in Rule 13d-3 under the Exchange 
Act. 

"Board" means the Board of Directors of the Company. 

"Change in Control" means the occurrence of an even.t in any one of the following paragraphs: 

(a) Any Person is or becomes the Beneficial Owner, directly or indirectly, of securities of the 
Company (not including in the securities beneficially owned by such Person any securities 
acquired directly from the Company or its subsidiaries) representing 25% or more of either the 
then outstanding shares of Stock of the Company or the combined voting power of the 
Company's then outstanding securities; or 

(b) The following individuals cease for any reason to constitute a majority of the number of 
directors then serving: individuals who constitute the initial Board after the Effective Time and 
any new director (other than a director whose initial assumption of office is in connection with an 
actual or threatened election contest, including but not limited to a consent solicitation, relating 
.to the election of directors) whose appointment or election by the Board or nomination for 
election by the Company's stockholders was approved by a vote of at least two-thirds (¥3) of the 
directors then still in office who either were directors of the initial Board after the Effective 
Time, ·or whose appointment, election or nomination for election was previously so approved; or 

(c) There is consummated a merger or consolidation of the Company with any other 
· corporation other than (i) a merger or consolidation which would result in the voting securities of 

the Company outstanding immediately prior to such merger or consolidation .continuing to 
represent (either by remaining outstanding or by being converted into voting securities of the 
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surviving entity or any parent thereof) at least 80% of the combined voting power of the voting • 
securities of the Company or such surviving entity or any parent thereofoutstanding immediately 
after such merger or consolidation, or (ii) a merger or consolidation effected to implement a 
recapitalization of the Company (or similar transaction) in which no Person is or becomes the 
Beneficial Owner,. directly or indirectly, of securities of the Company (not including in the 
securities Beneficially Owned by such person any securities acquired directly from the Company 

· or its subsidiaries) representing 25% or more of either the then outstanding shares of Stock of 
the Company or the combined voting power of the Company's ~hen outstanding securities; or 

( d) The stockholders of the Company approve a plan of complete liquidation or dissolution 
of the Company or there is consummated an agreement for the sale or disposition by the 
Company of all or substantially all of the Company's assets, other than a sale or disposition by the 
Company of all or substantially all of the Company's assets to an entity, at least 80% of the 
combined voting power of the voting securities of which are owned by Persons in substantially the 
same proportions as their ownership .of the Company immediately prior .to such sale. 

"Code" means the Internal Revenue Code of 1986; as amended. Reference in this Plan to any 
section of the Code will be deemed to include any amendments or successor provisions to such section 
and any regulations promulgated thereunder. · · 

"Committee" means the committee of the Board which has been designated by the Board to 
administer this Plan or similar plans, which shall be comprised solely of Non-Employee Directors (as 
such term is defined in Rule 16b-3(b )(3) of the Section 16 Rules), or which otherwise shall meet any 
disinterested administration or other requirements of the Section 16 Rules and/or Section 162(m) of 
the Code, each as in effect at the applicable time. 

· · · ·"Company'"" means Conectiv, Inc., whose name formerly was DS, Inc. and whose n·ame will be 
changed to Coriecti~ as of the Effective Time. . . 

"Date of Grant" means the date on which the granting of an Award is authorized by the 
Committee or such later date as may be specified by the Committee in such authorization. 

''Date of Retirement" means the date of Retirement or Early Retirement applicable to a 
Participant. 

''Delmarva" means Delmarva Power & Light .Company, a Delaware and Virginia corporation . 

. ''Disability" means· the· determination that a Participant is "disabled" under the Company 
disability plan in effect at that time. 

''Dividend Equivalent" means an Award granted under Section 14 hereof. 

· "Early Retirement" means ·retirement prior to the Normal Retirement Date: 

"Earned Performance Award" means an actual Award of a specific number of Performance 
Units (or shares of Restricted Stock, as the context requires) which the Committee has determined 
have been earned and are payable (or, in the case of Restricted Stock, earned arid with respect to 
which restrictions will lapse) for a particular Performance Period. 

"Effective Time'.' means the Effective Time as defined in the Merger Agreement. 

"Eligible Person" means any person employed by the Company or a subsidiary of. the Company 
··on a. regular, contract or temporary basis, or any consultant or advisor, who satisfies all of the 

requirements of Section 7 hereof. 

"Exchange Act" means the Securities Exchange Act of 1934, as amended from time to time. 
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• 

• 

"Exercise Peliod" means the period or periods during which a Stock Appreciation Right is 
exercisable as described in Section 13(b) hereof. 

"Fair Mm*et Value" means the average of the highest and lowest price at which the Stock was 
sold in the typical manner on the New York Stock Exchange-Composite Transactions on a specified 
date, or. if such Stock was not traded on the New York Stock Exchange-Composite Transactions on 
such specified date, on the last date on which such Stock was so traded. 

"Incentive Stock Option" means an incentive stock option within the meaning of Section 422 of 
.·the Code. 

"Merger.Agreement" _ means the Agreement and Plan of Merger, dated. as of August 9, 1996, as 
amended and restated as of December 26, 1996, among the Company, Delma~a Power & Light 
Company, Atlantic Energy, Inc. and DS Sub, Inc., as it shall be amended from time to time prior to 
the Effective Time. 

"Normal Retirement Date" means the earliest, as described in the Pension Plan, when a 
Participant is entitled to an unreduced retirement benefit under such Pension Plan. 

"Option" or "Stock Option" means either a nonqualified stock option or an Incentive Stock 
Option granted under Section 11 hereof .. 

"Option Peliod" means the period or periods during which an Option is exercisable as described 
in Section 11( e) hereof. 

"Participant'' means any Eligible Person who has been granted an Award under this Plan. 
•' 

''Pension Plan" means the applicable qualified or nonqualified defined benefit retirement or 
pension plan of the Company or its subsidiaries, as it may be amended from time to time, which covers 
the applicable Participant. 

' •' 

"Pelformance-Based" means that, in determining the amount of a Restricted .Stock Award 
payout, the Committee will take into account the performance of the Company and/or the Participant 
individually or collectively with any other individuals or groups; or any combination thereof, as the 
Committee, in its sole discretion, deems appropriate. 

''Pelformance Peliod" means a period of time, established by the Committee at the time the 
Award is_ granted, during which corporate and/or individual performance is measured. 

"Pelformance Unit". means a unit of measurement equivalent to such amount or measure as the 
Committee, in its sole discretion, deems appropriate at the time the ·Performance Unit is granted, 
which may include, but is not limited to, dollars or market value shares." 

''Person" means "Person" as defined in Section 3(a)(9) of the Exchange Act, as modified and 
used in Sections 13( d) and 14( d) thereof (except that such term shall not include (i) the Company or 
any of its subsidiaries, (ii) a trustee or other fiduciary holding securities under an employee· benefit 
plan of the Company or any of its subsidiaries, (iii) an underwriter temporarily holding securities 
pursuant to an offering of such securities, or (iv) a corporation owned, directly or indirectly, by the 
stockholders of the Company in substantially the same proportions as their.ownership of stock of the 
Company). 

"Plan Administrator" means the Committee, as set forth in Section 6 hereof . 

VII-3 



"Potential Change in Control" means the occurrence of an event in any one of the following 
paragraphs: 

(a) The Company enters into an agreement, the consummation of which would result in the 
occurrence of a Change in Control; or 

(b) The Company or any Person publicly announces an intention to take or to consider 
taking actions which, if consummated, would constitute a Change in Control; cir 

(c) Any Person becomes the Beneficial Owner, directly or indirectly, of securities of the 
Company (not including in the securities Beneficially Owned by such Person any securities 
acquired directly from the Company or its subsidiaries) representing 15% or more of either the 
then outstanding shares of Stock of the Company or the combined voting power of the 
Company's then outstanding securities; or · 

( d) The Board adopts a resolution to the effect that, for purposes of this Plan, a Potential 
Change in Control has occurred. 

"Reporting Person" means a Participant who is subject to the reporting requirements of Section 
16(a) of the Exchange Act. 

"Restricted' Stock" means an Award, granted conditionally and subject to forfeiture, under 
Section 10 hereof. 

"Retirement" means retirement on or after the Normal Retirement Date. 

"Section 16 Rules" means the rules and regulations promulgated by the Securities and Exchange 
Commission (or any successor) under Section 16 of the Exchange Act. Reference in this Plan to the 
Section 16 Rules will be deemed to include any amendments or successor provisions thereto. 

"SeJVice-Based" means that, in determining the amount of a Restricted Stock Award payout, the 
Committee will take into account only the period of time that the Participant performed services fo 
the Company or its subsidiaries since the Date of Grant. · 

"Stock" means the Common Stock, $.01 par value, of the Company. 

"Stock Appreciation Right" means an Award granted under Section 13 hereof. 

"Target Performance Award" . mea:µs a targeted Award of a specified number of Performance 
Units (or shares of Restricted Stock, as the context requires) which may be earned and ·payable (or, in 
the case of Restricted Stock, earned and with respect to which restrictions will lapse) based upon the 
performance objectives for a particular Performance Period, all as determined by the Committee, in 
its sole discretion. The Target Performance Award will be a factor in the Committee's ultimate 
determination of the Earned Performance Award. 

"Termination" means resignation or discharge from employment with the Company or any of its 
subsidiaries, except in the event of death, Disability, Retirement or Early Retirement. 

~· Effective Date and Stockholder Approval. Subject to the approval of this Plan by the affirmative 
vote of the holders of a majority of Common Stock of Delmarva present in person or by proxy and entitled 
to vote and a majority of all votes cast by holders of Common Stock of Atlantic entitled to vote at a 
meeting of its stockholders and conditioned on the consummation of the transactions contemplated by the 
Merger Agreement, this Plan will be effective at the Effective Time. 

4. Period for Grants of Awards. Awards may be made as provided herein for a period of 10 years 
after the Effective Time. 
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5. Termination. This Plan will continue· in effect until all matters relating to the payment of 
outstanding Awards and administration of this Plan shall have been settled. 

6. Plan Administration. . The Committee is the Plan Administrator and has sole authority ( excepps 
otherwise specified herein) to determine all questions of interpretation and application of this Plan, or of 
the terms and conditions pursuant to which Awards are granted, exercised or forfeited under . Plan 
provisions, and, in general, to make all determinations advisable for the administration: of the Plan to 
achieve its stated objectives. Such determinations by the Committee shall be final and not subject td 
further appeal. 

7. . Eligibility. Persons eligible to participate shall be liillited to those offieers and other ~,ey employ
ees of the Company and its .subsidiari(;:s, and ·consultants and advisors who, in the sole discretion of the 
Committee, are in posjtions in which their decisions, acti9ns and counsei significantly affect t)1e growth, 
development and financial success of the Company. The eligibility of persons to be Participants shall be in 
the sole discretion of the Committee and no officer or employee of the Company or its subsidiaries shall 
have any right to receive any Award under this Plan. 

' ' 
8. Shares of Stock Subject to Awards. The Commi.ttee may, from time to time, grant Award~ to. one 

or more Eligible Persons; provided that: (a) subject to any adjustment pursuant to Sectfon 24 hereof, the 
aggregate mimber of shares of Stock subject to Awards und~r this Plan may not exceed 5,000,000; (b) to 
the extept that an Award lapses, is forfeited or the rights of the Participant to whom it was granted 
otherwise terminate, any shares of Stock subject to such Award again shall be available. for the grant of an 
Award under this Plan; and ( c) shares of Stock delivered by the Company under this Plan may be 
authorized and unissued Stock, Stock heJd in treasury of the Company o~ Stock purchased on the .. open 
market (including private purchases) in accordance with applicable securities laws. 

9. Section 162(m) Compliance. 

· (a) Peiformance-Based Awards; Covered Executives.· Notwithstanding any provisions herein to the 
contrary, with respect to any Award which i~ contingent upon the attainment of performance objectives, 
including, without limitation, Perforriiance-Based ,Restricted Stock; Performance Units and Annual Incen
tives (for purposes of this Sectiqn 9, "Performance-Based Awards"), granted to an executive of the 
Company who, in the opinion of the Committee, for a given Performance Period is or is likely to be. a 
"covered employee" within the meaning of Section 162(m) of the Code (for purposes cifthis Section 9, a 
"Covered Executive"), the Committee shall establish performance objectives (for purposes of this Section 
9, "Performance· Goals") with respect to such Awards no later than the earlier of (i) 90 days after 
commencement of the Performance Period relating to the Performance-Based Award, or (ii) the date on 
which 25% of the Performance Period relating to the ,Performance-Based Award will have elapsed. 
. ' . ' 

(b) Peiformance Criteria:· · Performance Goals, in the sole discretion of the Committee, may· be 
based on one or more business criteria that relate to the individual, groups of individuals, a product .c)r 
service line, business unit, division or subsidiary of the Company or the Company as a whole, individually 
or in any combination (each of which business criteria may be relative to a specified goal, to historical 
performance of the Company or a product or service line, business unit, division or subsidiary thereof, or 
to the performance of any other corporation or group of corporations or a product or service line, business 
unit, division or subsidiary thereof). Performance Goals will be based on one or more of the following 
criteria: (i) gross, operating or net earnings before or after income taxes; (ii) earnings per share; (iii) book 
valu'e per share; (iv) cash flow per share; (v) return on equity; (vi) return on investment; (vii) return on 
assets, employed assets or net assets; (viii) total stockholder return (expressed on a dollar or percentage 
basis); (ix) return on cash flow; (x) internal rate of return; (xi) cash flow return on investment; (xii) 
improvements in capital structure; (xiii) residual income; (xiv) gross income, profitability or net income; 
(xv) price o.f any Company security; (:xVi) sales to customers (expressed on a dollar or percentage basis); 
(xvii) retention of customers (expressed on a dollar or percentage basis); (xviii) increase in the Company's 
or a subsidiary's customer satisfaction ratings (based on a survey conducted by an independent third party); 
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(xix) economic value added (defined to mean net operating profit minus the cost of capital); (xx) market • 
value added (defined to mean the difference between the market value of debt and equity, and economic 
book value); (xxi) market share; (xxii)kvel of expenses; (xxiii) combined ratio; (xxiv) payback period on 
investment; and (xxv) net present value of investment. ' ' ' 

(c) Cerlification; Maximum Award arid Committee Discretion. The Committee shall certify the 
satisfaction of the foregoing Performance Goals prior.to the payment of a Performance-Based Award. No 
Performance-Based Award with respect to any Covered Executive shall exceed $3,000,000 (either in cash 
or in Fair Market Value of Stock as determined on the Date of Grant, as appropriate to a given type of 
Award) for any Performance Period. Tpe Committee, in its sole discretion, may reduce (but not increase) 
the amourit of any Performance-Based Award determined to be payable to a Covered Executive. No 
Covered Executive may receive more than 5;000,000 in the aggregate of Options, Stock Appreciation 
Rights and shares of P,erformance-Basec:i RestriCted Stock for the '10-year period during whieh Awards may 
be made pursuant to Section 4 hereof. · · · · 

( d) Deferral of Payment. Regardless of whether provided for in or in conjunction with the grant of 
the Award, the Committee, in its sole discretion, may defer payment of a Participant's benefit under this 
Pian if and to the extent that the sum of the' Participant's Plan benefit, plus ·all other compensati~n paid or 
payable to the Participant for the fiscal year in which the Plan benefit would otherwise be paid exceeds the 
maXimum amount of compensation that the'Coi:hpany may deduct under Section 162(m) of the Code with 
respeet to the Participant for the.year. If deferred by the Committee, such Award benefit shall be paid in 
the first fiscal year of 'the Compan:Y in which· the sum of the Participant's Plan benefit and all other 
comperisatfon paid or payable·to the Participant does not exceed the maximum amount of compensation 
deductible by the Company under Section 162(m). · 

. ' . - ' .' ; .~ 

10. Restricted Stock Awards. 

· . (ii) Grants a/Restricted Stock. One or more .shares of Restricted Stock may be granted condition-
ally, subject to forfeiture, ·as determined by the Committee, in its sole discretion, to any person who is an. 
Elig~b!e Person. Certificates. evid~~c~g the. conditional gran(of th~ 'Restricted St?~k will be issued_ t_o the 
Participant on the Date of Grant without the payment of consideration by the Participant. Such certificates 
will be .. issued in the name of the Particip,ant and will bear a restrictive legend, prohibiting sale, transfer, 
pledge or hypothecation of the Restiicfod Stock until the expiration of the restriction period. · 

' . ' ' ' . 

The Committee also may impose such other restrictions and conditions on the Restricted Stock as it, 
in its sole discretion, deems appropriate, and will designate an Award as Service-Based· or Performance
Based. 

Upon the issuance fo the Participant of the Restricted Stock, the Patticip'ant will have the right to vote 
the Restricted ·Stock, and ,if .so determined by the Committee, in its sole discretion, to receive cash 
dividends distributable with respect to such shares, with such dividends treated as cqmpensation to the 
Participant. Th~ Committee, in its sole discretion, may direct the accumulation and payment of dividends 
on the Restricted Stock to the Participant at such times, and in such form.and manner, as determined by 
the Committee .. · 

(b )' Service-Based Award.·.· 

'(i) Restriction Period. At the time a Service-Based Restricted Stock Award is granted, the Commit
tee will establish a restriction period applicable to such Award which will be not less than one year and not 
more than 10 years. Each Restricted Stock Award may have a different restriction period, as determined in 
the sole discretion .of the Committee. 

(ii) Forfeiture or Payout of Award. Unless the Coniinittee, in its sole discretion, 'specifies otherwise 
at the time of the grant of the Award, in the event that a· Participant ceases employment during a 
restriction period, a Restricted Stoel<: Award is subject to forfeiture or payout (i.e., removal of restrictions) 
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as follows: (A) Termination-the Restricted Stock Award is forfeited entirely; (B) Retirement, Disability 
or death-payout of the Restricted Stock Award is prorated for service during the period; or (C) Early 
Retirement-if at the Participant's request, the payout or forfeiture of the Restricted Stock Award is 
determined in the sole discretion of the Committee, or if at the Company's request, payout of the 
Restricted Stock Award is prorated for service during the period; provided that the Committee may modify 
the above at the time the Participant ceases employment, if it determines, in its sole discretion, that spe~ial 
circumstances warrant such modification. In the event of forfeiture, the Participant shall not be entitled to 
any payment or consideration by the Company, and neither the Participant nor any successors, heirs, 
assigns or personal representatives of such Participant shall thereafter have any further rights or int~rest in 
such shares. 

Except as set forth above in this Section lO(b )(ii), upon completion of the restriction period, all Award 
restrictions will lapse and certificates representing full ownership of the Award in Stock will be issued (the 
payout) to the Participant or his or her legal representative, without the restrictive legend describ.ed in 
Section lO(a) hereof. 

(c) Peiformance-Based Award. 

(i) Restriction Period. At the time a Performance-Based Restricted Stock Award is granted, the 
Committee will establish a restriction period applicable to such Award which will be not less than one year 
and not more than ten years. Each Restricted Stock Award may have a different restrietion period, as 
determined in the sole discretion of the Committee. The Committee also will establish a Performance 
Period. 

(ii) Peiformance Objectives. Prior to the. Date of Grant, the Committee will determine the numb.er of 
shares of Restricted Stock for each Target Performance.Award that will be issued on the :pate of Gra.nt. .No 
later than 90 days after the commencement of each Performance Period, the Committee :will determine the 
performance objectives for each Participant's Target Performance Award. Performance objectives may vary 
from Participant to Participant and will be based upon such performance criteria or combination of factors 
as the Committee, in its sole discretion, deems appropriate, which may include, but no.t be limited to, the 
performance of the Participant, the Company, one or more subsidiaries or any combination thereof. 
Performance Periods may overlap and Participants may participate simultaneously with respect to Perform
ance-Based Restricted Stock Awards for which different Performance Periods are prescribed. 

•' 

If, during the course of a Performance Period, significant events occur, as :determined in the .sole 
discretion of the Committee, which the Committee expects to have a substantial effect qn any performance 
objective during the Performance Period, the Committee may revise such objective. 

(iii) Folfeiture or Payout of Award . . As soon as practicable after the end of each Performance Period, 
the Committee will determine whether the performance objectives and other mater!al term~ of the Award 
were satisfied. The Committee's determination of all such matters will be final and conclusive. 

As soon as practicable after the later of (A) the date the Committee makes the above determination, 
or (B) the completion of the restriction period, the Committee will determine the Earned Performance 
Award for each Participant. Such determination may result in forfeiture of all or some shares of Restricted 
Stock (if Target Performance Award performance objectives were not attained) or the issuance of 
additional shares of Stock (if Target Performance Award performance objectives were exceeded), and will 
be based upon such factors as the Committee determines, in its sole discretion, but including the Target 
Performance Award performance objectives. 

Unless the Committee, in its sole discretion, specifies otherwise at the time of the grant of the Award, 
in the event that a Participant ceases employment during a restriction period, a Restiicted Stock Award is 
subject to forfeiture or payout (i.e., removal of restrictions) as follows: (A) Termination-the Restricted 
Stock Award is forfeited entirely; (B) Retirement or Disability-the amount of the Earned Performance 
Award is determined in accordance with the preceding two paragraphs at the end of the Performance 
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Period and a pro rata portion of the resulting Earned Performance Award is received by the Participant 
based on service during the period; (C) death-payout of the Restricted Stock Award is prorated for • 
service during the period, without regard to the performance objectives; or (D) Early Retirement-if at the 
Participant's request, the payout or forfeiture of the Restricted Stock Award is determined in the sole 
discretion of the Committee, or if at the Company's request, the amount of the Earned Performance 
Award is determined in accordance with the preceding two paragraphs at the end of the Performance 
Period and a pro rata portion of the resulting Earned Performance Award is received by the Participant 
based on service during the period; provided that the Committee may modify the above at the time the 
Participant ceases employment, if it determines, in its sole discretion, that special circumstances warrant 
such modification. In the event of forfeiture, the Participant shall not be entitled to any payment or 
consideration by the Company, and neither the Participant nor any successors, heirs, assigns or personal 
representatives of such Participant shall thereafter have any further rights or interest in such shares. 

·With respect to shares of Restricted Stock for which restrictions lapse, certificates representing full 
ownership of the Award in Stock will be issued (the payout) without the restrictive legend described in 
Section lO(a) hereof. Certificates also will be issued for additional Stock, if any, awarded to the Participant 
because Target Performance Award performance objectives were exceeded. 

(d) Waiver of Section 83(b) Election. If directed by the Committee, as a condition of receiving an 
Award of Restricted Stock, a Participant must waive in writing the right to make an election under Section 
83(b) of the Code to report the value of the Restricted Stoc~ as income on the Date of Grant. 

11. Stock Options. 

(a) Grants of Options. One or more Options may be granted to any person who is an Eligible 
Person on the Date of Grant (except that Incentive Stock Options may be grahted only to persons 
employed by the Company or a subsidiary of the Company on a regular basis) without the payment ·Of 
consideration by the Participant. · 

(b) Stock Option Agreement. Each Option granted under the Plan will be evidenced by a "Stock 
Option Agreement" between the Company and the Participant containing provisions determined by the 
Committee, in its sole. discretion, including, without limitation, provisions to qualify Incentive Stock 
Options as such under S.ection 422 of the Code if directed by the Cornrnittee at the Date of Grant; 
provided that each Incentive Stock Option Agreement must include the following terms and conditions: 
(i) that the Options are exercisable, either in whole or in part, with a partial exercise not affecting the 
exerciseability of the balance of the Option; (ii) every share of Stock purchased through the exercise of an 
Option will be paid for in full at the time of the exercise; (iii) each Option will cease to be exercisable, as to 
any share of Stock, at the earliest of (A) the Participant's purchase of the Stock to which the Option 
relates, (B) the Participant's exercise of a related Stock Appreciation Right, or (C) the lapse of the Option; 
(iv) Options will not be transferable by the Participant except by will or the laws of descent and distribution 
and will be exercisable during the Participant's lifetime only by the Participant or by the Participant's 
guardian· or legal representative; and. (v) notwithstanding any other provision, in the event of a public 
tender for all or any portion of the Stock or in the event that any proposal to merge or consolidate the 
Company with another company is approved by the stockholders of the Company, the Committee, in its 
sole discretion, may declare any previously granted Option to be immediately exercisable. 

(c) Option Price. The Option price per share of Stock will be set by the grant, but will be not less 
than 100% of the Fair Market Value at the Date of Grant. 

( d) Form of Payment. At the time of the exercise of the Option, the Option price will be payable in 
cash or in other shares of Stock or in a combination of cash and other shares of Stock, in a form and 
manner as required by the Committee, in its sole discretion. When Stock is used in full or partial payment 
of the Option price, it will be valued at the Fair Market Value on the date the Option is exercised. 
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· ( e) Other Tenns and Conditions.· The Option will become exercisable in such manner and within 
such Option Period or Periods, not to exceed 10 years from its Date of Grant, as set forth in .the Stock 
Option Agreement upoll' payment in full. Except as otherwise provided in this Plan or in the Stock Option 
Agr.eement, any Option may be exercised ip. whole or in part at any time, but in no event beyond the 
,Qptlon Period set by the grant. · · · · 

(f) Lapse of Options. An option will lapse upon the earlier of: (i) 10 years frnm the Date of Grant, 
or (ii) at the t1xpiration of the Option Period set by the grant. Unless the Committee, in its sole discretion, 
spedfies other\vise iri the Stock. Option Agreement, if the Part~cipant ceases employment fo·r any reason 
within the Option Period and prior . to the lapse 9f the · Option, the Option will lapse as follows: 
(i) Termination-if Terininatiori occurs prior to the Option being exercisable, th.e Option will lapse· mi the 
effective date of the Termination, or if Terminatiop. occurs after the Option becomes exercisable artd withirt 
the Option Period, the Option will lapse if not exerCised within 90 days of the effective date of the 
Termination; or-(ii) Retirement, Early.Retirement or Disability-the Option will lapse at the expiration of 
the Option Period set by the grant; provided;that the Committee may modify the above if it determines, in 
its· .sole discretion, that special circumstances ·.warrant such modification; and provided further that, 
notwithstanding the above, for Incentive Stock Options, if· not yet exercisable, the Option will .become 
exercisable immediately upon Retirement, Early Retirement or Disability, but will lapse if not exercised 
\Yithin (A) 90 days of the effective date of the Retirement or Early Re!irement or (B) one year of the 
effective date of the Disability. Unless the Committee; in its sole dfscretion, specifies otherwise in the. 
Stock Option Agreement, if the Participant dies· within the Option Period and prior t.~ •the lapse of th~ 
Option, the Option wrll lapse at the expiration of the Option Petiod set by the grant unless 'it is exercised 
before such time by the Participant's legal representative(s) or by the person:(s) entitled to do so under the 
Participant's will or, if the Participant fails to make testamentary disposition of the Option or d~es intestate, 
by th~ person(s) entitled to receive the Option under the applicable la~s of descent and distribution; 
p'rcivided that notwithstanding the above, for Incentive Stock Options;··the Option, if not yet exercisable, . . ' / \, ., . . ... 
will become exercisable immediately upon death of a Participant who is· ari employee of the. Company at 
the time of death, but will lapse if not exercised within one year of the date of death by any such person. 

. (g) · Individua.i Limitation. ·. In tµe case of, an I~ceritive Stock Option, the aggregate· Fair Market 
Val~e of the Stock for which Incentive Stock OpHons (whether under this Plan or another arrangement) in 
ariy calendar year are first exercisable will not exceed $100,000 wi_th respect to such calendar year (or such 
other individual limH as may be in effect on the Co.c,le on the Date· of Grant). . . . 

12. Peif01mance Units. . . 

(a) · Peiformance Units . . One or more P~rfclrillance Units may be earned by a~ Eligibie Person based 
on the achievement of preesfablished performance objectiv~s· during a Performance Period. · 

. (b) Peif01mance Period and Peifonnance Objectives. Prior to the Date of Grant, the_ Committee will 
determine a Performance Period arid. the number of Performance Units subject .to each Target Perform-. 
(lnce Award. No later than 90 days after the commencement of ~ach Per~ormance Period,_ t!].e Committee 
will determine the performance objectives for each Participant's Target Performance Award: Performance 
objectives may vary from Partic!pant to Participant and will be based upon such performance criteria· or 
combination of factors as the Committee, in its sole discretion, deems appropriate, which may indU:de, but ·· 
not be limited to, the performance of the. Company and/or the Participant individually or collectively with 
any other individuals or ·groups; or any combination thereof: .Performance Periods may· overlap and 
Participants may participate simultaneously with' respect to·Performance Units for which different Per
fonnance Periods. are prescribed. 
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If, during the course of a Performance Period, significant events occur, as determined in the sole 
discr~tion of the Committee, which the Committee expects to have a substantial effect on a performance 
objective during the Performance Period, the Committee may revise such objective. 

(c). Forfeiture or Payout of Award. As soon as pr;acticable after the end of each Performance Period, 
the Committee will determine whether the performance. objectives and other material terms of the Award 
were satisfied. The Committee's determination of all such matters will be final .and conclusive . 

. ' As soon as practicable after the date the Committee makes the above determination, the' Coi.nmittee 
will determine the Earned Performance Award for each Participant." Suc;h determination may result in an 
ipcrease or decrease in the number of Performance Units payable based upon such Participant's Target 
~erformance Award, and will be based upon such factors as the Committee determines, in. its sole 
discretion~ but including the TargetPerformance Award _performance objectives. · · 

·. In the event a Participant ceases employment during1a Performance Period, unless other\vise deter
mined by the Committee,· in its sole discretion, all Performance Units granted to a Participant shall 
terminate and .be forfeited by such Partidpant to the Company without payment or any consideration by 
the Company, and neither the Participant nor any successors, heirs, assigns or personal representatives of 
such Participant shall thereafter have any further rights or interest in such Performance Units. 

·' ' 
( d) . Form and Timing of Pd.yrrient. · Each P.~rformance Unit is payable in cash or shares of Stock ~r in 

a combination of cash and Stock, as determined by the Committee, in its sole discretion, Such paynient will 
be made. as so_on CJ.S practicable after the Earned Performance Award is determined. . 

. ' ' . . 

13. Stock Appreciation· Rights. 

(a) Grants of StockAppr~ciation Rights. Stock Appreciation Right~ may be granted under this Plan 
in conjunction with an Option. either at th~ bate:,of Grant or by amendment qr may be separately granted. 
Stock Appr~ciation Rights w!Jl be J>µpje.cuo such terms and;conditions not inconsistent with this Plan as 
the Committee may impose. · · 

(b) Right to Exercise; Exercise Period. A Stoc}{ Appreciation Right issued pursuant to an Option will 
be exercisable to the extent the Option is exereisal:ife; both such _Stock Appreciation Right and the Option 

. tQ which it relates, will not be exercisable dµring the six nionthsfollowing·their.respective Dates of Grant 
except in the eveU:t of the Pa.r~icipant's Disability or death: A S_fock Appreciation Right issued independent 
of an Option will be exercisable pursuant to such terms. arid conditions established in the grant. Notwith
standing such terms and conditions, in the event of a public tender for all or any portion. of the Stock or in 
the event that any proposal to merge or consolidate the C9mpanywith another comp::my is approved by 
the 'stockholders of the Company; the Committee, in its sole discretion, may declare any previously granted 
Stock Appreciation Right immediately exercisable. ' · 

. ( c) . Failure to Exercise. If on the last day Of the Option Period, in the case of a Stock Appreciation 
Right granted pursuant to. an Option, or the speCified Exercise ~eriod, in the case of a Stock Appre~iation 
Right issued independent of an Option, the Participant has n9t exercised a Stock Appreciation Right, then 
such Stock Appreciation Right will be deemed to have been exercised by the Participant on the last day'of 
th~ Option Period or Exercise Period. · 

· ( d) · Payment. An exercisable Stock Appreciation Right granted pursuant to an Option will entitle 
the Participant to surrender unexercised the Option or any portion thereof to which the Stock Apprecia
tion Right· is attached, -and to receive in exchange for the Stock Appreciation Right payment (in cash or 
Stock or a combination thereof as described below) equal to the excess ·of the Fair Market Value of one 
share of Stock at the date of exercise over the Option price, times the number of shares called for by the 
Stock Appreciation Right (or portion thereof) which is so surrendered. Upon exerCise of a Stock 
Appreciation Right not· granted pursuant to an Option, the Participant will receive for each Stock 
Appreciation Right payment (in cash or Stock or a combination thereof as described below) equal to the 
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excess of the Fair Market Value of one share of Stock .at the elate of exercise over the Fair .Market Value of 
one share of ·stock at the Date of Grant of the Stock Appreciation Right, times the number of shares 
called for by the Stock Appreciation Right. 

, -
The Committee may direct the payment in settlement of the Stock Appreciation Right tQ be in cash or 

Stoc~ or . a combination thereof. Alternatively, the Committee. may permit the Participant to . elect to 
receive cash in full or partial settlement of the Stock Appreciation Right; provided that (i) the Committee 
must consent to or disapprove such election and (ii) unless_ the Committee directs otheiwise, the election 
and the exe'icise must be made during the period beginning' on the third business day following the date of 
public release of quarterlf or'.year-end earnings and ending on the tWelfth business day following the date 
of public release ofquaiterly or year-end earnings. The value of the Stqtk to be received upon exercise of a 
Stock Appredation Right shall be the Fair Market Value of the St.ock on tI?-e trading day' preceding the 
date on which .the Stock Appreciation Right is exercised. To the extent that.a Stock Appreciation Right 
issued pursuant' to an Optfon is exercised, such Option shall be deemed to have been exercised; and shall 
not be deemed to have 'lapsed. . : ·. ' . ',• " 

. . . . . . . ' 

( e) Nontransferapility. A Stock Appreciation Right will not be transferable by the Participant 
except by will or the iaws of descent and distribution and. will be exerdsable during. the Participant's 
lifetinie only by the Participant or by the Participant's guardian.or legal representative. • - . · 

• • ' • • • '•' '· ' • • • ·,.' ,· • J 

(f) Laps.e of a S~ock,Appreciation Right.. A Stock Appreciatio11 Right will lapse upon the. ~arlier·,of: 
(i) 10 years from the· !)ate of Grant; or (ii) at the expiration .of the Exercise Period as set by the grant. 
Unless the Committee, in its sole discretion, specifies oth.erwis_e at the time of the grant of the Award, if 
the Participant ceases employment within the Exercise Perfod and . prior .to the lapse qf the Stock 
Appreciation Right,, the Stock Appreciation Right will lapse as follows: (i) Terµiination-:-if Termination 
occurs prior to the Stoel£ Appreciation Right being ex:el'cisable, the_Sto~k Appreciation Right will lapse on 
the effective date of the Term~nation, or if Termination occurs a,fter the Stock Appreciation Right becomes 
exercisable and withjn the.Exercise Period, the. Stock Appreciation Right will lapse if not exercised within 
0 days of the effectiv:e date of the Tennination; or (ii) Retirement, Early Retirement or Disability-the 
tock Appreciation Right will lapse at the expiration of the. Exercise Period set by the grant; provided that 

the Committee i;nay modify the above at the time the Participant ceases ei;nploymeri:t, if it determines, in its 
sole discn~tion, tha.t speciaJ circumstances warra11t such modification._ Unless the Committee, in its sole 
discretion, specifies otheiwise atJhe tii;ne of the grant of the Award; if the Participant dies .within the 
Exercise Per.iod and prior to the lapse of the Stock Appreciatio~ R!ght, the Stock Appreciation Right will 
lapse at the expiration of the Exercise Period set by .the grant unless it is exercised. before such time by the 
Participant's legal representative(s) or by the person(s) entitled to.do so under the Participant's will or, if 
the Participant fails to make testamentary. disposition. ()fthe Stock Appreciation Right or dies intestate, by 
the person(s) entitled to receive. the Stock Appreciation Right under the applicable)aws of descent and 
distribution. . 

14. ·Dividend Equivalents. ·· , 

(a) Grants of Dividend Equivaleriis. Dividend Equivalents may be granted under this Plan in 
conjupction with an Award of an Option or a separately~awarded Stock' Appreciation Right, at the Date of · 
Grant or by am,endinerit, without ~onsideration by the Participant. Dividend Equivalents also inay be. 
gtarited under .this Plan in conjunction with Performance Units; at any time during the Performance 
Period, without consideratio·:ri 'by the Participant . ' ' . . . . . 

. . . 
(b) · Payment. Each Dividend .Equivalent will entitle the. Participant to receive an amount. equal to 

the dividend actually paid with respect to a share of Stock on. .each dividend payment date from the Date of 
Grant to the date the Dividend Equivalent lapses as set forth in Section 14(d) hereof. The Committee, -in 
its sole discretion, may direct the payment of such amount at such times and in such form and manner as 
determined by _the Com,mittee. · · · · 
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· (c) NontranSJerability. A Dividend Equivalent will not be transferable by the Participant. · 

· ( d) Lapse of a Dividend Equivalent. Each Dividend Equivalent will lapse on the ea~liet of: (i) the • 
date of the .lapse of the related Option or Stock Appreciation Right; (ii) the date of the exercise of the 
related Option or Stock Appreciation Right;·(iii) the end of the Performance Period (or, if earlier, the date 
the Participant ceases employment) of the related Performance Units; or (iv) the lapse date established by 
the Committee on the Date of Grant bf the Dividend Equivalent. 

15. . Annual Incentive Awards. Annu~i'i~centive Awards may be granted t<? any perso11 wh~. is an 
Eligible Person on the Date of Grant witho{if the payment of consideration by the Participant, in such 
amounts and on su~h terms and conditions as the Committee, in its sole discretion, deems appropriate. In 
the event a Participant ceases e.mpioyment for any reason prior to receiving an Annual Incentive Award, 
unless otherwise determined by the Comlµ.ittee, in its sole discretion, such Awan{shali terminate and. be 
forfeited by such Participant witho~t, payment or ~my consideration by the Company, ap.d neither the 
Partidpant nor any successors, heirs, assigns or personal representatives of such Participant shall thereafter 
have any further rights or interest in such Award. · · 

: J6. Effect.of Change in Control . . Notwithstanding anything in this Plan to the contrary, unless the 
Committee, in !ts sole discretfon, specifies otherwise at the time of the grant of an A~ard or at any tipie 
thereafter prior to ·the exercise, . vesting, lapse or forfeiture of such Award, as applicable, upon the 
occurrence of a Change in Control: (a) all Options and Stock Appreciation Rights granted under.this Plan 
that are outstanding at the date of such Change of Control shall become exercisable in full immediately, 
without regard to the years that have elapsed from the Date of Grant; (b) with respect to Performance 
Units that ate outstanding at the date of such Change in Control, all uncompleted Performance Periods at 
the date of such Change in: Control shall be deemed tb have been completed, the maximum level ·of 
performance set forth under the respective performance objectives shall be deemed to have been achieved 
and a pro r~ta portion (based on the number of full arid partiai months that have elapsed with respect to 
such Performance Period) of each such outstanding Award shall become payable immediately in cash to 
each PartiCipant, with the remainder of each such outstanding Award being canceled for no value; ( c), an 
conditions to the vesting of the:Restricted Stdck (including, but not limited to; attainment of performance 
objectives, if any,· assuming that maximum performance was achieved) shall be deemed to have been 
satisfied, any uncompleted time periods (whether Service-Based or Performance-Based, or otherwise) at 
the date of such Change in Control; shall be deemed to' have he.en completed and ali restrictions with 
respect tO outstanding shares of Restricted: Stock shall lapse immediately, and such shares shall be fully 
vested· and nonforfeitable; and ( d) Annual focentive Awards. shall be treated in . such manner as the 
Commlttee, in its sole discretion, shall determine at the time of such Change in Control; provided that, this 
Section 16 shall not apply with respect to Participants .who have retited (whether Early Retirement or 
Normal Retirement)·pr'ior 'to the occurrence of a Change jn Control, whose Awards shall vest, lapse or be 
forfeited in the same manner as if a ·change in Control had not occurred. · 

17. General Restrictions. This Plan .and each Award under this Plan shall be subject to the 
requirement that, if at any time the Committee shall determine that: (a) the listing, registration or 

" qualification of the shares of Stock subject or related thereto upon any securities exchange ()r ·under any 
state or federal law; or (b) the 'consent or approval of any governme~tal regulatorybody; or (c) an 
agreement by. the recipient of an Award with re~pect to the disposition of shares of Stock; is necess;uy or 
desirable as a condition of, or in connection with this Plan or the grantµig of suchAward or.the issuance cir 
acquisition of shares of Stock thereunder, this Plan will not be effective and the Award may not be 
consummated in whole or in part· unless . such listing, registration, qualification, consent, approval or 
agreement, as the case may be, shall have been effected or obtained free .of any conditions not acceptable 
to ·the Committee·. · ·' · · ' · 

18. Amendment of Plan. The Board or the Committee niay at any time.and from time to tirne alter, 
amend, suspend or terminate this Plan in whole or in part, except: (a) no amendment that requires 
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stockholder approval in order for (i) the shares of Stock subject to this Plan to continue to be eligible for 
listing under the New York Stock Exchange (or its successor or any other exchange on which the 
Committee determines the Stock should be listed) rules and guidelines for such listing, or (ii) this Plan to 
continue to be eligible to satisfy the requirements for exemption of acquisition of securities under this Plan 
pursuant to the Section 16 Rules, or (iii) this Plan to continue to be eligible to comply with Section 162(m) 
of the Code, or any amendment of or substitute for any of them, shall be effective unless the same shall be 
approved by the requisite vote of the stockholders of the Company; and (b) during the period commencing 
on the date of a Potential Change in Control and ending on the earlier of (i) six months after the later of 
(A) the expiration of six months following the occurrence of such Potential Change in Control, or (B) the 
Board's adoption of a resolution certifying that a Potential Change in Control ceases to exist, or (ii) the 
date of the occurrence of a Change in Control, the Plan may not be amended in any manner adverse or 
detrimental to any person who is a Participant immediately prior to such amendment or to such 
Participant's beneficiaries (including, but not limited to, any adverse am_endment to this sentence) without 
the consent of at least two-thirds (Vi) of Participants who were Participants ilillilediately prior to such 
amendment. Notwithstanding the foregoing, the Committee may amend this Plan as desirable or in the 
discretion of the Committee to address any issues concerning Se_ction 162(m) of the Code, maintaining an 
exemption under the Section 16 Rules, or maintaining the listing of the Stock subject to the Plan on any 
stock exchange, to the extent that such amendment does not require stockholder action for the purposes 

· described in clause (a) above. 

19. Rights of a Stockholder. The recipient of any Award under this Plan shall have no rights as a 
stockholder with respect thereto unless and until legended certificates for shares of Stock are issued. 

20. Rights to Terminate Employment. Nothing in this .Plan or in any agreement entered into 
pursuant to this Plan shall constitute a contract or employment or confer upon any Participant the right to 
continue in the employment of the Company or its subsidiaries or affect any right that the Company or its 
subsidiaries may have to terminate. the employment of such Participant, or be deemed to be consideration 
for, or a condition of, continued employment of any person. 

21. Nontransferability. No benefit provided under this Plan shall be subject to alienation or assign
ment by a Participant (or by any person entitled to such benefit pursuant to the terms of this Plan), nor 
shall it be subject to attachment or other legal process, except: (a) to the extent specifically mandated and 
directed by applicable state or federal statute; and (b) as requested by the Participant (or by· any persons 
entitled to such benefit pursuant to the terms of this Plan), and approved by the Committee, to satisfy tax 
withholding. 

22. Tax Withholding. The Company or a subsidiary may withhold any applicable federal, state or 
local taxes at such time and upon such terms and conditions as are required by law or determined by the 
Company or such subsidiary. Subject to compliance with any requirements of applicable law, the Commit
tee may permit or require a Participant to have any portion of any withholding or other taxes payable in 
respect to a distribution of Stock satisfied through the payment of cash by the Participant to the Company 
or a subsidiary, the retention by the Company or such subsidiary of shares of Stock, or delivery of 
previously-owned shares of the Participant's Stock, having a Fair Market Value equal to the withholding 
amount. A Reporting Person may elect to have a sufficient number of shares of Stock withheld to fulfill 
such withholding obligation (the "Withholding Election") only if the Withholding Election is made during 
any period in which a Withholding Election may be made to ensure an exemption with respect to such 
tr~nsaction pursuant to the Section 16 Rules. Any fractional share of Stock required to satisfy such 
withholding obligations shall be disregarded and the amount due with respect thereto shall be paid in cash 
by the Participant. 

23. Non-Uniform Dete1minations. The Committee's determinations under this Plan (including, but 
not limited to, determinations of the persons eligible to receive Awards, the form, amount and timing of 
Awards, the terms and provisions of Awards and the agreements evidencing Awards, and the establishment 
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of values and performance targets and objectives) need not be uniform and may be made by it selectively 
among persons who receive, or are eligible to receive, Awards under this Plan, whether or not such persons 
are similarly situated, except as such determinations may be limited by applicable law. 

24. Adjustments. In the event that the Committee shall determine, in its sole discretion, that any 
dividend or other distribution (whether in the form of cash, Stock or other property), recapitalization, 
Stock split, reverse Stock split, reorganization, merger, consolidation, spin-off, combination, repurchase or 
share exchange or other similar corporate transaction or event, affects the Stock such that an adjustment is 
appropriate in order to prevent dilution or enlargement of the rights of Participants, then the Committee 
shall make such equitable changes or adjustments as it deems necessary or appropriate to any or all of 
(a) the number and kind of shares of Stock that may thereafter be issued in connection with Awards, 
whether in the aggregate or to any individual, (b) the number and kind of shares of Stock issued or issuable 
in respect of outstanding Awards, and (c) the exerdse price, grant price or purchase price relating to any 
Award; and in any such event, the Committee may, in its sole discretion, terminate any Award and make 
equitable cash payment for the value of such Award, as such value shall be determined by the Committee 
in its sole discretion; provided that, with respect to Incentive Stock Options, such adjustment or termina
tion shall be made in accordance with Section 424 of the Code or any amendment thereof or substitute 
therefor or regulations thereunder. 

25. Fractional Shares. Any fractional shares concerning Awards shall be eliminated at the time of 
payment or payout by rounding down for fractions of less than one-half and rounding up for fractions of 
equal to or greater than one-half. No cash settlements shall be made with respect to fractional shares 
eliminated by rounding. 

26. Govemment and Other Regulations. The obligation of the Company to make payment of 
Awards in Stock or otherwise shall be subject to all applicable laws, rules and regulations, and to such 
approvals by any governmental agencies as may be required. The Company shall be under no obligation to 
register und'er the Securities' Act of 1933, as amended (the "Act"), any of the shares of Stock issued, 
delivered or paid in settlement under this Plan. if Stock awarded under this Plan in certain circumstances. 
may be exempt from registration under the Act, the Company may restrict the transfer of such Stock in 
such manner as it deems advisable to ensure such exempt status. 

· 27. Indemnification. Each person who is, or at any time serves as, a member of the Committee (and 
each person to whom the Committee or any member thereof has delegated any of its authority or power 
under this Plan), to the fullest extent of applicable law, shall be indemnified and held harmless by the 
Company against and from: (a) any loss, cost, liability or expense that may be imposed upon or reasonably 
incurred by such person ~n connection with or resulting from any claim, action, suit or proceeding to which 
such person may be a party or in which such person may be involved by reason of any action or failure to 
act under this Plan; and (b) any and all amounts paid by such person in satisfaction of judgment in any such 
action, suit or proceeding relating to this Plan. As a condition to the Company's indemnification obligation 
hereunder, each person covered by this indemnification shall give the Company an opportunity, at the 
Company's expense, to handle and defend the same before such person undertakes to handle and defend it 
on such person's own behalf. The foregoing right of indemnification shall not be exclusive of any other 
rights of indemnification to which such persons may be entitled under the Restated Certificate of 
Incorporation or By-Laws of the Company or any of its subsidiaries, as a matter of law, or otherwise, or 
any power that the Company may have to indemnify such person or hold such person harmless. 

28. Reliance on Reports. Each member of the Committee (and each person to whom the Commit
tee or any member thereof has delegated any of its authority or power under this Plan) shall be justified 
fully in relying or acting in good faith upon any report made by the independent public accountants of the 
Company and its subsidiaries and upon any other information furnished in connection with this Plan. In no 
event shall any person who is or shall have been a member of the Committee be liable for any 
determination made or other action taken or any omission to act in reliance upon any such report or 
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information or for any action taken, including the furnishing of information, or failure to act, if in good 
faith. 

29. Effect on Other Plans. Participation in this Plan shall not affect a Participant's eligibility to 
participate in any other benefit or incentive plan of the Company and any Awards made pursuant to this 
Plan shall not be considered compensation for purposes of determining benefits under any pension, profit 
sharing or other retirement or welfare plan, or for any other general employee benefit plan, unless 
specifically provided otherwise. 

30. Funding of this Plan. This Plan shall be unfunded. The Company shall not be required to 
establish any special or separate fund or to make any other segregation of assets to assure the payment of 
any Award and payment of Awards shall be subordinate to the claims of the Company's general creditors. 
In no event shall interest be paid or accrued on any Award, including any unpaid installments of Awards. 

31. Expenses. The expenses of administering this Plan shall be borne by the Company and its 
subsidiaries. 

32. Governing Law. All matters relating to this Plan or to Awards granted hereunder shall be 
governed by the laws of the State of Delaware, without regard to the principles of conflict of laws. 

33. Titles and Headings. The titles and headings of the sections in this Plan are for convenience or 
reference only, and in the event of any conflict, the text of this Plan, rather than such titles or headings, 
shall control. 
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