


Items of Special Interest Earnings per share increased 1171.3% to 817.75 '
Dividends increased 6¢ to an indicated annual rate of $§1.58
Internally generated funds increased 91% to $§72.3 million
Salem 2 placed in commercial operation
New banking law adopted in Delaware
Full PJM membership attained

Oil-fired generation reduced 37.5% since 1979

Construction F xpenditures and
Net Income and AFUDC Internally Generated Funds Generation Fuel Mix
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Swans and oyster boats find safe harbor at
sunset 1n St. Michaels, Maryland.

In 1981, Delmarva Power began serving
customers ditectly in St. Michaels and
Centreville, Maryland. They had previously
been served by their municipal govern-
ments which bought electricity at
wholesale rates from Delmarva Power.

To the people who live and work in those
two towns, Deimarva Power extends the
same commitment it crives to all our
customers. energy for business and indus-
try, energy for homes and communities

as reliably and as economically as we

can produce 1t
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Financial progress was made in 1981
Earnings per share were $1 78 as
compared (o 81 60 for 1980, an 11.3%
increase even though electric sales
declined slightly We view 1981 as a
positive year and look forward to
continued improvement.

The two major factors producing
these results in 1981 were timely and
significant rate action and continuing
aggressive cost control of opesating
expenses. Rates filed in 1980 were
effective in 1981 in all jurisdictions. In
addition, all junsdictions authonzed
new base rates to cover capital and
operating expenses of the company's
82 megawatt share of the Salem 2
nuclear power plant when it became
commercial on October 13, 1981 These
actions plus reasonably prompt review
of fue! and gas adjustment clauses
made 1981 prices more nearly reflect
1981 costs

The second factor was effective control
of operating and mamtenance costs
through mereased productivity and
deterral of some maintenance and
construction projects. We recognize
that deferral 1s a short run action and
the plans for 1982 and 1983 reflect the
need to complete defenred projects.

The quality of the company’s earnings
improved substantiaily in 1981 because
of higher internally generated funds
The mprovement was accomplished
through more umely collection of

fuel costs, a cash retum on power
plants placed nto service in late 1980
and 1981, and a modest construc-

tion program.

The start of the Salem 2 nuclear unit
was another positive event in 1981 and
represents one further step in the plan
to reduce the amount of oil burned for
generating electricity. The target is to
reduce the amount of oil burned from
53% in 1979 to 12% in 1984.

It is encouraging that 1981 showed
earnings growth even though electric
sales dechned, largely due to = reflec-
tion of sluggish national economic
conditions as well as to continued
and significant reduction i use

by many residential customers. Gas
sales did improve substantially with
the increased sales mostly to non-
firm customers.

We look to continued financial growth
i the vears ahead. Our optimism 1s
tempeted with the knowledge and
experience that major economic and
social forces may substantially affect
eamings. We must make every effort to
anticipate such forces and be flexible in
responding to them

From today's perspective, those major
forces which will affect us include
reduced usage of energv by many
existing residential customers; con-
tinued environmental concems and
costs which may reduce management
options; continued economic uncer:
tainty due to the underlying structural
changes occurring in the economy.;
and continued trtrusion of government
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Eamings per shate increased 11.2°

in 1981 to §1.78 pnmarily because

of timely rate decisions and tight bud-
get control. With this improved finan-
clal position. the board of directors
increased dividends to an indicated
annual rate of §1 58, continuing its
policy of regular moderate dividend
increases.

Sales and Revenues

Elentnic sales 1n 1981 were 7,395 mil-
lion: kilowatt hours, a 0.9% decrease
comp aed to 1980. Decreased electnic
sales reflect pritnarily conservation in
response to price, use of altermative
tuels by residential customers ana a
sluggish national economy. A shight
increase in industrial, commercial,
and residential space heating sales was
more than offset by declines in the res-
“iental and resale areas. The 1981

Natural gas sales totaled 16,520 mef, a
5.3% mcrease, A new all-time winter
send out record was set on January 12,
1931 Residential space heating sales
decreased by 1 9% The overall sales
increase was made possible because of
additional gas supplies available for
sales to industrial customers

Rate Matters

The company pursued needed
rate relief i1 all junisdictions The
table beinw presents the status
of this acuvity.

Applications filed with FERC in 1978
and 1980 are still pending, although
settlements have been reached with
eleven resale customers in the 1978
case and twelve resale customers
inthe 1980 case.

electnie peak of 1 575 megawatts was Rate redesigns filed with the Maryland
tegs than in 1980, aithough summer Public Service Commission and the
weather was considered normal. Virginia State Corporation Commission
in 1980 are still befy e those agencies.
Status of 1981 Rate Cases
(Dodlars in Mihions)
Requested Granted

Junsdiction Amount 5 Date Amount Date
Delaware

Electric $589 3 3/80 $46 0 2 1/81

Electnc 4949 & B/8] 376 12/15/81

Gas 53 6/ 8/81 36 12/15/81
Maryland

Electric 185 6/19/81 102 1/19/82
Virginia

Electtic 34 4/30/80 2.7 3/20/81

Electric 04 7:21/81 0.4 10/13/81
FERC 08 5/29/81 08

1212981

* Siyhpect to retand




Operating Expenses

Construction Program

Financing and Capitalization Economic Recovery Tax Act of 1981

Orgamzation Changes
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Progress was made during 1981 to
further control costs, to reduce
dependence on foreign oil, and to
develop electric heating markets.

PIM

In June, Delmarva Power became

a full member of the Pennsylvama-
New Jersey-Maryland Interconnection
(PIM), the oldest power pool in the
United States

The full membership allows the
company and 1ts customes greater
benefit from its operations. This
advantage Is expected to save

up to §2 milhion annually in addition
10 the benefits of lower cost and
teliabihity previously realized as an
associate member

Delmarva is also realizing additional
savings by buying coal-fired power
from a neighboring power gnid. These
purchases saved approximately $6 7
mllion i 1981 in avoided fuel costs,

which directly reduced customers bills.

Dependence on Ol
Following a two-year delay in the
federal boensing process as a result of
the Three Mile Island nuclear incident,
Salem nuclear umit 2 was declared in
commercial operaticn uin October 13
Customers teceived the immediaty
benelit of decreasod fuel costs wihiach

more than ofiset increases in base
rates associated with the capital

and operating costs of the piant. This
resulted in a net decrease in customer
bills. The start of Salem unit 2 marked
the completion of a key step in Del-
marva Power's plan to reduce the use
of expensive. foreign oil as a major
generating fuel

In 1979, 53% of the electricity Delmarva
Power generated came from oil,
making the company and its customers
vulnetable to world ol prices

By 1984, oil-fired generation is ex-
pected to be reduced to 12% through
the operation of Salem nuclear unit 2
and Indian Rive coal unit 4, which
began commercial operation in late
1980, and the conversion to coal of two
. J-fired units underway at Edge Moor.

The fust-year performance of the
Indian River unit 4 exceeded industry
standards considered acceptable for
a nevs coal unit in spite of typical
problems associated with start-up.

The conversion of Edge Moor urst 4

18 expected o be completed bv late
1982 and unit 3. by spring 1983 Two
long-term contracts for 1% sulfur coal
have been signed in preparation for the
conversion, and deliveries will begin
mearly 1982 When coal conversiot: is
completed, Delmarva Power's fuel mix
it; 1984 will be 66% coal, 12% o1, and
22% nuclear
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Management's Discussion and Analysis

Results of Operations

Earnings per shate of common stock were $1 78 in 1981 as compared to $1 60 in 1980
and $1.91 in 1979 The return on average common equity in 1981 increased to 11.2% from
172.0% in 1530, which is still below the rate of return authonzed by the company’s
regulatory authorities.

The reasons for the 1981 eamnings rise can be attributable primarily to (1) higher base rates
being in effect to cover the capital and operating expenses of the Indian River unit 4 and
Salem unit 2 plants placed in service in October 1980 and September 18+ respectively,
and (2) continuing aggressive cost control of operating expenses. Rate increases which
became effective in late 1981 and early 1982 should provide additional revenues needed to
continue the earmnings growth in 1982

Electric revenues net of fuel costs increased $71.7 million in 1981 and $17 1 million in
1980. The principal factor affecting these net revenues was rate relief in all junisdictions
(see Status of Rate Cases, page 4). Sales have shghtly decreased in 1981 and 1980 by 0.9%
and 0 4%, respectively, due to customer conservation, price elasticity and a recessionary
economy. Future electric sales will continue to be affected by the overall economic sit-
uation and level of business activity in the company’s service territory, as well as by
weather conditions, use of alternate fueis for heating and customer conservation efforts.
Electric sales have been forecasted to increase approximately 3% annually lirough 1986.

(Gas sales volumes increased 5 3% in 1981 compared tw a 12 4% increase in 1980 The
increase in sales is due to greater usage by the industrial firm and interruptible customers
resulting from improved availabiiity of gas from the company's pipeline supplier. Partially
uffsetting the increases is lower residential-space heating usage resulting principally from
conservation Future sales will be affectad by the availability of gas and the scheduled
deregulation of g1s prices, in addition to the ongoing impact of such factors as weather
conditions, gas conversions and conservation efforts by our customers.

Orher operation, mamtenance and depreciation expenses have increased since 1979
pnmarily as a result of higher payroll and related costs, general inflation and increased
production expenses associated with the commercial operation of tws major generating
facilities, Indian River unit 4 and Salem unit 2 which were placed in service in October 1980
and Septeraber 1981, respectively. Increases in operating taxes are largely due to higher
property taxes resulting from the addition of new plant and increased property tax rates,
as well as higher state and ‘ocal gross receipts and franchise taxes on increased revenues

Impact of Inflation

Inflation continues to have an advese impact on the company because rates are generally
set ona historical basis The company is addressing inflation in the ratemaking process by
utihzing a forecast “rest year” and attrition allowances in its rate filings, so that rates will
reflect costs anticipated for the period that they are in effect. For a further discussion of
the effects of inflation on the company, see Note 12 of the Financial Statements.
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Liquidity and
Capital Resources

For the period 1979-1981, the company had total capital requirements of $402.9 million,
inciuding $307 0 million for construction {excluding AFUDC). During the same period
$163 € million was generate. internally which represents 41% of the capital requirements
and 53% of the construction requirements. Capital requirements for the period 1982-1984
are estimated to be $422 7 million, including $290 4 million for construction (excluding
AFUDC) Assuming timely and adequate rate relief and continued improvements in the
level and quality of earnings, the company presently anticipates that, for the penod 1982-
1984, intemall, Jenerated funds will be $303 8 million which equals 72% of the total capital
requirements and 105% of its construction requirements. The remaining capital requite-
ments will be financed through the issuance of first mortgage bonds, common stock
from dividend reinvestment and deposits from pollution control obligations issued in 1981

The company continually reviews its capital requirements, conditions in the financial
markets and its capitalization goals to determine the amounts, timing and types of
external financings At December 31, 1981, the company’s capitalization goals were
48-50% long-term debt, 10-12% preferred stock and 38-40% common equity.

The construction program and related expenditures may vary from the estimates set forth
above as a result of, among other factors, higher than anticipated inflation regulation and
legislation, rates of load growth, licensing and construction delays, results of rate pro-
ceedings, as well as the cost and availability of capital.

Working capital decreased by $45 6 million in 1981, and increased $5 3 million in 1980

and $47 3 mullion in 1979 See page 19, Statement of Sources of Funds for Construction
Expenditures for the components of and the changes in working capital. The company
issues commercial paper supported by adequate bank lines of credit to meet seasonal
fluctuations in working -apital requirements as well as the interim financing necessary fot
construction projects Additional working capital requirements will result from the
payment of the Summut tax liability (See Note 2 of Financial Statements). Despite the
mcrease in interest rates in 1981, the company has maintained its Bond and Preferred
Stock ratings of A" by both major rating agencies. In addition, the company's Cornmercial
Paper rating was maintained at A-1/P-1
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{Dollars in Thousands)
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Capitalization Ratios

For the Years Ended December 31 1981 1980 1979 1978 1977
Operating Revenues § 608504 § 520470 § 424699 § 378702 § 337818
Operating [ncome 107,325 80,716 74,859 71,563 62,027
Net Income 58,711 48 957 53,376 47 448 39,328
Earnings Per Share 1.78 160 191 185 1.65
Dividends Declared on
Common Stock 1.53% 149 140% 130% 1.22
Average Shares
Outstanding (000) 25,747 24,682 23,215 21,582 19,403
Total Assets 1,445 694 1,380,922 1,249,606 1,120,305 1,033,378
Construction
Expenditures'” 81,208 110,739 112,081 130,272 130,371
Internal Generation
of Funds 72,346 37,866 53.435 41,900 33.384
Long Term Debt® 596,219 569,724 536,779 478,955 428.905
Preferred Stock without
mandatory redemption 105,000 105,000 105,000 105.000 106.000
erred Stock with
andator redemption 50,000 50,000 20,000 20,000 —
nmen 437 080 395,546 385,616 343,267 326,439
Total $1.188299 $1120270 $104739 § 947212 § 86034
Long {erm Debt 50% 51% 51% 51% 50%
Prefeired Stock without
marndatory redemption 9% 9% 10% 11% 12%
Preferred Stock with
mandatory redemption 4% 5% 2% 2% od
Common Equity 37% 35% 37% 36% 38%
Te*al 100% 100% 100% 100% 100%
Electric Sales (Kwh 000) 7.395,324 7.460,380 7,491,800 7248249 6,906,090
Gas Sales (Mcf 000) 16,520 15.693 13,962 12,099

13,172

"WExchudes Allowanoe for Funds Used Duting Construction
‘Pincludes long tenm debt due withun one yeat
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Report of Independent Certified Public Accountants and
Ouarterly Common Stock Dividends and Price Ranges

To the Board of Directors
and Stockhoiders
Wilmington, Delaware
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Delmarva Power & Light Company
Consolidated Balance Sheets
(Dailars in Thousands)
ASSETS As of December 71 1981 1980
Utility Plant—at original cost [ $1364,113 $1.252.330
Gas 66,031 63,720
Steam 24,008 23,880
Common 46,194 46,302
1,500,346 1,386,232
Less Accumulated depreciation 362,270 322,340
Net utility plant in service 1,138,076 1,063 892
Construction wotk in progress 64,915 107,467
Nuclear fuel, at amortized cost 15,252 14,303
1,218,243 1,185,662
Nonutility Property and Net nonutility property—at cost 3.324 3,058
Other Investments Pollution contzol funds held by trustee 42,111 6,689
Other 25 an
45,460 10,118
Current Assets Cash 15474 12.763
Accounts Receivable
Customers 43,001 40,278
Other 20 445 8.108
Deferred fuel costs, net (4,632) 14 149
Inventones, at average cost
Fuel (coal, ol and gas) 50.164 65,449
Matenals and supplies 20,973 17.170
Prepayments 3,683 3,629
149,112 161,546
Deferred Charges and Refundable taxes and interest 25,877 —
Other Assets Deferred income taxes relating to
the credit ansing from sale of contracts — 18.123
Unamortized debt expense 5415 4,050
Other 1,587 1,423
32.879 23,596
Total $1445694 §138092”

Sae accompanying Notes to Consolidated Financaal Statements
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Notes to Consolidated Financial Statements

1. Significant
Accounting Policies




2. Taxes on Income
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Notwes to Consolidated Financial Statements (Continued) 28
Themmmnmtsofddmedmmmmrmmmmﬂmwmeﬁmdm
differences between book and tax income:

(Doliars 1 Thousands)

1981 1980 1979
Depreciation $14.951 $ 10097 $ 6907
Deferred fuel costs (9.352) 1,656 6,081
Capitalized overhead costs 992 1.176 1,103
Nuclear fuel storage costs (1,332 (997) (1,007
Pennsylvania gross receipts tax — - 1.284
Other, net 946 441 236
Total gl $ 6205 $12373 $ 14604
In connection with an audit of Delmarva s tax returns for the years 1974 through 1976,
the Internal Revenue Service 1ssued, in 1981, a revised notice of deficiency assessing the

company $32 3 mullion in additional taxes and $15 5 million in applicable interest. The
assessment and interest results predominantly from the taxability, on an ordinary income
basis, of the net proceeds from the sale of contracts for a auclear steam supply system in
1975. The impact of additional state income taxes and mterest resulting from the [RS audit
would be §5 6 and 84 0 million, respectively Management 1s appealing the ordinary
income treatment of the net proceeds, and in the opinion of management and outside tax
cournsel, it appears probable that this issue will ultimately be resolved as taxable on a
capital gains basis. Accordingly, the company has accrued federal taxes on a capital
gains basis and state taxes aggregating $26 7 million and related interest of $14 1

mullion (See Note 8) Since 1975, the cor-nany has treated the sale of these contracts

as non taxable contnbutions of capital, ai.d accordingly reduced the tax basis

of the depreciable property in 1976 by approximately $77 million. Taxation of the

net proceeds would result in a reversal of the basis reduction, a reduction of taxable
income for 1976 through 1980 and a refund of taxes onginally paid during that period
Accordingly, refundable federal and state taxes and interest income of $16 3 and $4 4
mullion. respectively, resulting from the overpayments have been recorded, and deferred
taxes of approx'mately $18.0 million related to the basis adjustinent were reversed

(See Note 8). The remaining issues in the revised notice of deficiency would not have a
matenal effect on the com hany's financial position or results of operations

(Dallars n Thousands)

3. Taxes Other Than Income

1981 1980 1979
Delawatre utility $11437 $ 9873 $ 8090
Pennsylvania gross receipts tax — — (2.445)*
Property 5811 5,550 5,860
Other gross receipts 3.444 3,068 2,560
Payroll 3,216 2,598 2,332
Franchise and other 2,010 1.632 1,251
Total §25918 $22721 $17648

*The company had accrued, but not paid, the Pennsylvania gross receipts tax on energy
generated within the state but sold outside for the years 1977-1979 In December 1979, the
tax was repealed beginning in 1980 and accordingly, the company reversed prior years'
accruals in the fourth quarter of 1979 The effect of the reversal increased earnings
applicable to common stock for the twelve months ended December 31, 1979 by
§1.161.000 (5¢ per share)

4. Pension Plan

The company has a trusteed noncontributory pension plan covering all reguiar employees
Pension contributions for 1981, 1980 and 1979 were 84,371,000, $6.421.000 and $6,839,000
including §717.000. §1.253,000 and $1,236 000 charged to construction, respectively The
contributions provide for normal cost and amortization of prior service costs over periods
of ten to twenty-five years Net income for 1981 and 1980 was increased by approximately
$938,000 (4¢ per share) and $503,000 (2= per shate), respectively. principally as a result

of changed actuanal assumptions



5. Capitalization
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Notes to Consolidated Pinancial Statements (Continued) 8

company for the cost of constructing certain pollution control facilities (2) Sinking fund
provisions with respect to substantially all issues of the First Morigage and Collateral
Trust Bonds require that there be deposited annually with the Trustee cash equal to one
percent (1%) of the greatest aggregate principal amount at any ore time outstanding
'Dmedmﬂbeaodmdaoﬂnﬂmchmshmquumnu(a)anammtmexmm
percent (60%) of the bondable value of property additions which the company then elects
to make the basis of this credit, and (b) the aggregate principal amount of bonds which
might then be made the basis of the authentication and delivery of bonds and which

the company then elects to make the basis of this credit. For the years 1979-1981, the
company elected to certufy property additions to satisfy its sinking fund requirements
equal to 1% of each series as permitted by the indenture. (3) Substantially all utility plant of
the comnpany now or hereafter owned is subject to the lien of the related Mortgage and
Deed of Trust. (4) Pursuant to a bank Joan agreement, which was Amended and Restated
on November 1. 1981, the company has a $50.000,000 revolving credit commitment
through December 31, 1984, convertible into a term loan due December 31. 1987 Any loan
may be prepaid at any time without penalty and woulc bear interest at the prime rate
through December 31, 1983 and 105% of prime rate thereafter, and a commitment fee of
"% on any unused portion of the revolving credit. From time 1o time, the company issues
commercial paper to repay borrowings under the revolving credit commitment. In 1981,
the company sold §12 million of short-term tax-exempt revenue notes at an average rate
of 7% % In recognition of the long-term financing commitment, these borrowings and
§14 5 million of commercial paper have been classified as long-term debt_(5) Maturities
of long-term debt during the next five years are 1982— none, 1983—$30, 100,000

1984 --820,100.000; 1985—810,100,000, and 1986—$100.000. (6) The annual interest

requirements on all borrowings classified as long-term debt, at December 31, 1981
are $49,927 000,

Unamortized Debt Discount, Premium and Expense

These amounts are amortiz~ . 7n a straight-line basis over the lives of the long-term debt
1ssues to which they pertain

6. Short-Term Debt and
Lines of Credit

As of December 31, 1981, the comipany had unused bank lines of credit of $75.750.000 and
18 required to pay commitment fees or maintain compensating balances ranging from
7-10% for these lines Such lines of credit are penodically reviewed by the company, at
which time they may be reneweq or cancelled

7. Commitments

-

The company estimates that approximately $126 500,000, excluding AFUDC, will be
expended for construction purposes in 1984, in connection with which substantial
commitments have been incurred. The company also has commitments under long-term
fuel supply contracts

Minimum commitments as of December 31, 1981 under all non-cancellable lease
agreements are as follows

1982 8 6290000
1983 6,125,000
1984 5,823,000
1985 5,690,000
1986 949 000
Remainder 5,686,000
Total $ 30.563,000

The total minimum rental commitments are applicable to the following types of property
company s share of Peach Bottom nuclear fuel. $17.820.000. railroad coal cars, $2.427 000;
distribution facilities, 86,739 000, other, principally computer equipment, $4.577,000
Rentals charged to operating expenses aggregated $9 986,000 in 1981, $9.463.000 in
1980 and 89,120,000 1 1979 including $5,282,000. $5,357 000 and $5 646, 000 for nuclear
fuel respectively

The aforementioned leases are principally operating leases Leases that meet the
cnitena of capital leases are not accounted for as such in the ratemaking process and.
if capitalized, would not have a significant effect on assets, habilities or expenses



8. Sale of Contracts
for Nuclear Plant

9 Contingencies




10. Jointly-Owned Plant




11. Segment Information

12. Supplementary Information
to Disclose the Effects of
Changing Prices
(Unaudited)
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Nots= to Consolidated Firancial Statements (Continued) 32
determined by indexing existing plant by the Handy- Whitman Index of Public Utility

Construction Costs.
Supplementary Financial Data Adjusted for the Effects of Changing Prices
(Dollars in Thousands)
Historical Cost  ConstantDoilar  Current Cost
For the Year Ended December 31 (Average 1981 Dollars) |
Operating Revenues $ 608,504 $ 608,504 $ 608,504 |
Operating €8
Operation and
Maintenance 388,525 388,525 388,525
Depreciation 46,833 85,214 90,517
Taxes 65,821 65,821 65,821
Other Income— Net (6.340) (5,340 (5,340)
Interest Charges 53,954 53.954 53,954
549 793 588,174 593,477
Net income'" § 58711 § 20,330 $ 15027
Earntngs per common
share (after preferred
dividend
requirements)® $176 $ 29 g 09
Increase in current cost
of utility plant held
during the year'™ $ 181,749
Reduction to net
recoverable cost 8 (65,512 (54,168)
Effact of increase in
general price level (187,790)
Excess of increase in
general price level
over increase in
current costs after
reduction to net
recoverable cost (60,209
Purchasing power gain
on net amounts owed 55514 55,514
Net § (9,998 $ (64,904)

=

" Including the reduction to net recoverable cost, the Joss an a constant dollar and current cost basis for 1981
would have been $45 182 and $39 141, respectively
* Excluding raduction w net recoverable cost
= At December 31, 1981, current cost of net utility plant was $2 277 874 while higtorical cost was 81,221,567 ‘

As required by Statement No. 33. the current provisions for depreciation on the constant \
dollar and current cost amounts of utility plant were determined by applying the com- |
pany's depreciation rates to the indexed plant amounts, even though depreciation is

limited to recovery of histoncal costs as further discussed below. Other operating

expenses were either not required to be adjusted or were not adjusted due to rate-

making considerations

The company, by holding monetary assets such as cash and receivables, loses purchasing
power during perntods of inflation because these items can putchase less at a future date.
Conversely, by holding monetary liabilities, pnmarily long-term debt, payments in the
future will be made with dollars having less purchasing power. For the years 1979-1981,
the company s monetary liabilities exceeded monetary assets which resulted ma
purchasing power gain on net amounts owed durnng the year

The rate regulatory process limits the company to the recovery of the historical cost of
plant Therefore, the excess of the cost of plant stated in terms of constant doliars or
current cost over the histoncal cost of plant is not presently recoverable in rates as
depreciation and is reflected as a reduction to net recoverable cost Based on past
practices, however, the company believes it will be allowed to ¢arm on the increased
cost of 1ts faciities when replacement actually occurs



13. Quarterly Financial
Information (Unaudited)
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