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PECO Energy Company

Financial Highlights

Operating Revenues

Operating Expenses, excluding Taxes
Taxes Charged to Operations

Operating Income

Other Income and Deductions

Earnings Applicable to Common Stock
Earnings per Average Common Share
Cash Dividends Paid per Commaon Share
Average Shares of Common Stock Outstanding
Construction Expenditures

Common Shareholders™ Equity

$3,988,129,000
$2,300,195.000
$652,523.000
$1.035411.000
$12,057,000
$541,590,000
$2.45

$143
221,072,000
$574,650,000
$4.263,418,000

$3.962 469,000
$2.382,742.000

$546,351.000
$1.033,376.000

$(49,065,000)

$418,.210.000
$1.90

$1.325
220,245,000
$563,546,000
$4.022,169.000

(3.5)%
19.4%
0.2%
124.6%
29.5%
28.9%
7.9%
0.4%
2.0%

6.0%
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Te Our Shareholders:

I'm pleased to report to you that 1993, the final year for the Company
called Philadelphia Electric, was a successful one.

Earnings increased to $2.45 per share, up 29% over depressed 1992 earn-
ings. The dividend rate was increased 9% and the overall financial condition of
the Company continued to recover from the adverse 1990 Limerick Unit No. 2
Rate Order by the Pennsylvania Public Utility Commuission,

Operations were also successful in 1993, Electric and gas energy sales
set records and new peak loads were established. Our cost-containment program
continued to produce benefits, especially the reduction of the cost of capital through
our on-going debt and preferred stock refinancing and redemption program.

The Company's nuclear units produced a record amount of electricity
by operating at a combined capacity factor of over 78%, which is above the
national average. Our electric and gas customers benefitted once again from
lower average bills during the year.

Building A New Company
With the approval of our shareholders. the Company s name was changed

to PECO Energy Company on January 1, 1994, Despite the fact that the recent

performance by the Company has been strong, your management has been ag- Prasifent and

gressively building a new Company to prepare for the increased level of compe- Chief Operating Officer

tition which is anticipated in the electric utility market. The name change is a
small, but highly visible, part of that strategy and conveys a new image of a more
modern Company that is preparing itself for the future. It aiso signifies that we
do much more than merely sell electricity in Philadelphia.

As a part of our new tmage. this annual report is a deliberate depar-
ture from past ones, designed to hold production costs to a minimum and
yet continue to convey essential information to our investors and other inter-
ested parties.

The need to build a new Company grew from the 1987 Peach Bottom
shutdown when we recognized that the Company was ill prepared to face the
future. The pace of change accelerated as a result of the 1990 dividend reduc-
tion, the passage of the 1992 National Energy Policy Act, which enhances com-
petition in the electric generation market, and the realization that open competition
in all markets could be on the horizon. Over the past six years, we have taken a
number of major steps to improve the Company s future prospects such as:

«  assembling & new senior management team with widely diversified experi-
ence, including executives from unregulated industries;

« introducing a Company-wide Quality Management program to assist our
employees in improving individual and team performance;

+  establishing nationally recognized programs for the selection and training
of supervisors and for management development;

. initiating an effective cost-containment program;

+  authorizing a number of projects which will extend the economic lives and
improve the efficiency of our base-load steam and hydroelectric generating fa-
cilities; and

. using reengineering techniques to redesign and dramatically improve some of
our basic work processes, starting with the way we serve our customers.

Corbin A. MeNeill Ir



During 1993, as progress was made in all of these programs, two other significant events
occurred. In June, eligible employees voted overwhelmingly against union representation.
Remaining union-free enables the Company to retain the flexibility to address the changes re-
quired to compete more effectively, thus strengthening the Company and providing high employ-
ment security to the overwhelming majority of employees. In September, we announced plans to
reorganize the Company into five strategic business units. The reorganization is expected to be
fully implemented by January 1, 1995. The five units will be as follows:

o the Consumer Energy Services Group will distribute energy products and services to the
Company’s retail customers and will consist primarily of the existing seven geographic divi-
sions, plus marketing, sales, engineering and support services;

o the Gas Services Group will be responsible for managing the Company’s gas operations,

e the Nuclear Generation Group will be responsible for operating the Company s nuclear
generaling stations;

o the Power Generation Group will be responsible for operating the Company's fossil-fired
and hydroelectric generating units; and

o Bulk Power Enterprises will market and sell energy products to wholesale customers inside
and outside the Company’s service territory.

The units have been structured according to their different regulatory and customer focuses to
position them to take advantage of specific opportunities in their evolving energy markets.

Looking Ahead

The immediate future is going to be challenging, and possibly chaotic, for *he electric
utility industry. By anticipating the need to change and with a commitment to customer satisfac-
tion, operational excellence and superior sharcholder value as the key components of our corpo-
rate strategy, | beiieve PECO Energy will be well positioned to address the challenges and
opportunities of the increasingly competitive marketplace of the future.

We appreciate the support of our shareholders during these
interesting times. | have great confidence in our strong management
team and our talented and caring employees who have demonstrated
continued commitment to enhancing customer satisfaction and share-
arid Chief Executive Offices holder value. Together, we are determined to fulfill your expectations

Joseph F. Paguette. Jr

Chairman of the Board

for the new PECO Energy Company.

5 e s

J. F. Paquette, Jr.
Chairman of the Board
and Chief Executive
Officer

February |, 1994
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EARNINGS IMPROVYE;

DIVIDEND INCREASES

Common stock earnings improved to $2.45 per share in 1993, up from
$1.90in 1992, The earnings increase was primarily attributable to the
settlement of the Peach Bottom litigation which depressed 1992 earn-
ings, more favorable weather in 1993, the Company’s on-going debt
and preferred stock refinancing and redemption program and lower
charges for uncollectible accounts. These improvements were par-
tially offset by non-recurring federal income tax settlements in 1992

and the higher 1993 federal 1acome tax rate.

In October, the Board of Directors increased the quarterly common stock

dividend by 9% from $0.35 per share to .38 per share. or $1.52 per share on an

annualized basis, beginning with the December 1993 payment. This is the third

increase since the 1990 dividend reduction
and reflects the Company’s continued fi-
nancial improvement.

SALES CLIMB

Total electne kilowatthour sales increased
6% primarily due to warmer weather and
increased sales to other utilities. Gas sold
and transported increased 9% primarily due
to higher interruptible sales and gas used at
the Company's Cromby electric generating
station which was converted in 1992 to burn
either natural gas or oil. The number of
electric and gas customers in all classes
except large commercial and industrial

increased.

Philadelphia Electric is now
PECO Energy Company.
This new corporate identity
reflects a new, more

customer-focused organization.




FINANCING HIGHLIGHTS

EARNINGS AND
DIVIDENDS

CAPITAL EXPENDI!TURES
STABILIZE
9 91 92 93
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tem and nuclear fuel. Budgeted capital With the prospect ofmcreased

outlays for 1994 of $575 million are all

expected 10 be supplied by internally gen competition, PECO Energy will

erated funds, as was the case in 1993

RATE MATTERS provide unique solutions to meet

In September, the Pennsylvania Public

Utility Commission (PUC) denied the customers’ speo’ﬁc needs.
Company's request for a 1.5% electric rate

increase to recover currently the costs

associated with the implementation of Statement of Financial Accounting Standards (SFAS)
No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.” Neverthe
less, the PUC permitted the Company to defer these costs for tuture recovery subject to considet
ation in the Company s next base-rate case. The Company has appealed the PUC’s decision to the
Commorwealth Court. The Company’s future earnings will be adversely aftected if full recov

ery of these deferred costs is not pern.itted




In December 1993, following a three-year investigation, the
PUC approved a cost-recovery mechanism tor Demand Side Man-
agement (DSM) programs that allows the current recovery of DSM
program costs, recovery through base-rate cases of lost revenues and
the ability to earn a performance incentive. As part of the order, the
Company is required to file a DSM surcharge tariff and a DSM
progress plan by March 1994. The Company 1s currently evaluating
the appropriate programs to include in the plan.

For 64 years, the Company has supplied electric ser-
vice to its Maryland subsidiary Conowingo Power Company
(COPCO). The service 1s currently provided under a tariff approved
by the Federal Energy Regulatory Commission. In 1993, the
Maryland Public Service Commission {MdPSC) ordered an in-
vestigation to determine whether the current power supply from

PECO Energy is COPCO’s least-cost alternative. In the spirit

COMMON §
YVS. BOOK VAL

Doflars Per Share

35
30
2 l
20 I
IS5
10
5
0
89 90 91 92 93
Stock Prices
High
Closing e Book Value
Low

of competitive bidding, the MdPSC has also invited other utilities to participate in this proceed-

ing. The investigation is not expected to be completed until late 1994. The Company is

developing strategies to protect both customer and shareholder interests in this matter,

P/JM SEPARATES FROM COMPANY

Since its establishment in 1927 as the nation’s first major power pool, the Pennsylvania-New

Jersey-Maryland (PJM) Interconnection was administered by the Company using Company em-

ployees, PIM fully integrates the bulk-power generating and transmission operations of eleven

electric unilities, including the Company, thereby enabling member comp inies "o share resources

and supply electricity more cost-effectively by using the lowest cost power a* ailable,

Effective July 1, 1993, PIM became responsible for handling its own administrative ser-

vices. The 120 people who worked at PIM became employees of the newly formed PIM Intercon

nechion Association. Severing administrative ties with the Company provides PIM with greater

flexibility and better positions it to function in the emerging competitive environment,
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OPERATING HIGHLIGHTS

The Company ‘s 1993 operational achievements reflect the Company s preparation for the challeng-
ing, competitive environment of the future,

o Customer Operations - Delinquent accounts deemed uncollectible and charged to expense de-
creased by $31 mullion due to the Company s aggressive campaign 1o reduce delinquent accounts,
s Customer Connections - More than 7,300 new residential units were connected in 1993,
Electric space heating was installed in 28% of these units and gas heat in 55% for a total market
penetration of 83% of new residential units.

o Station Upgrades - Work on the $54 million overhaul of Eddystone Unit No. 2 was com-
pleted, and work on a $32 million program to extend the life of the Conowingo Hydroelectric
Station continued on schedule. The Company also began converting Eddystone Units No. 3 and
No. 4 to use natural gas or oil.

e Gas Operations - The Company
ELECTRIC SALES
Billion
Kilowatthours gas vehicles in its service territory. PECO

continued to promote the use of natural

Energy currently has 95 natural gas ve-

hicles in its own fleet and plans to replace
50

an additional 200 vehicles with natural

gas vehicies within the next two years.

40
*  Nuclear - The Company's nuclear
" units performed at a record capacity
" factor of 78%. By exceeding 70%, the
Company earned a performance bonus
10 of $10 million which is reflected in 1993
income. The bonus is achieved under
0
89 90 91 92 93

»~

the nuclear performance standard estab-

lished by the PUC in 1990, The Com-
R Saoles to Other Utilities

RO Retail Sales pany’s nuclear generation produced an




timated $350 million of fuel savings for its customers in 1993
In March, Limerick Unit No, 2 completed a refueling outage
in only 53 days. the most efficient in the Company's history. This
compares to the previous best Limerick refueling outage of 75 days
Similarly, Peach Bottom Unit No. 3 completed a 58-day refueling
outage in November which was significantly shorter than any previ
ous Peach Bottom refucling outage since 1986

All four Company-operated nuclear units (at Limerick and Peach

Bottom ) now are loaded with fuel designed for 24-month operatingcycles

between refuelings, rather than the previous 18-month cycle. This has
improved capacity factors and upgraded licensing and testing programs
l'he comprehensive reorganization of nuclear operations which began
last year progressed significantly in 1993 and is to be completed in early 1995
Fhe reorganization 1s expected to eliminate 613 positions through retirements
and transfers and produce annual savings of approximately $31 million
During 1993, the Company nego
nated an innovative agreement with the
Long Island Power Authority (LIPA)

which will produce significant benefits

At PECO Energy, o afi

Company’s shareholders and

ustomers. Under the agreement, LIPA
customer SGUSfGCUO” agreed 1o transter shghtly irradiated
nuclear fuel from Shoreham Nuclear

is the target Power Station on Long Island, New York

to the Company for use at Limernick. 1 IPA
Of COCh e[nployee' vill pay the Company 546 million to as

sume ownership of the fuel. The fuel trans

fer 18 expected to save PECO Energy

>
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customers about $70 million in future years, because it will replace fuel that otherwise would

have to be purchased. By year-end, the Company had received 18 of the expected 33 shipments

UNION ORGANIZATION ATTEMPT FAILS

An attempt by the International Brotherhood of Electrical Workers (IBEW) and the Indepen

dent Group Association (IGA) to represent the Company s production. transmission and dis

tribution, maintenance, clerical and some professional employees was overwhelmingly voted

down by employees. The National Labor Relations Board-ordered election took place in June with 3,530

employees (64% of the votes cast) votung "No Union.” The IBEW and the [GA received 1,260 and 719

votes, respectively. The Company's management team campaigned strongly against union representation
because it believes that a union-free work environment enables
the Company to work more closely with its employees to better
address the increasingly competitive nature of our industry and ro
enhance the future prospects of the Company
ECONOMIC DEVELOPMENT

After many years of financial decline and negative publicity, Phila




GAS SALES &
TRANSPORTED GAS

Biliion Cubic Feet

delphia, through the leadership of the city’s new mayor and the president of city

council, has effectively built a coalition for change. Philadelphia has balanced

its budget, privatized many city services and received a widespread vote of con- : :
fidence from Wall Street and the focal business community. Philadelphia’s im- % "
age has rebounded not only locally, but nationally and internationally. In 1993, @ 60
the Philadelphia region was ranked the third best place to live out of 343 metro- 50 50
politan areas in North America, according to Places Rated Aimanac. In addition, 40 40
Fortune Magazine has rated Philadelphia as one of the ten best cities for skilled 30 30
technical workers and the general quality of its labor force. 0 ‘ B
Despite a sluggish national economy, there are some positive economic o [ B
developments in the region, The recently completed Pennsylvania Convention . 89 90 9 92 9 "

Center in center city Philadelphia, the second largest convention facility in the

Northeast. 1s expected to create approximately 6,000 permanent jobs by 1995,
Infrastructure improvements to Philadelphia International Airport also bode
well for the region’s future business outlook. In 1993, the Company’s
targeted and aggressive marketing campaign attracted 19 companies and 4,000

|
jJobs to the region. {
i
The success of 1
Quality Management
depends upon
teamwork.

>
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Despite

significant changes,
the Company remains
committed to increasing

shareholder value.

ELECTRIC FUEL COST &
NUCLEAR GENERATION
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Financial Progress Continues

During 1993, the Company continued to make progress
in strengthening its fundamental financial position and
increasing shareholder value.

Total revenues approached $4.0 billion in 1993 — up
0.6% from 1992 primarily due to favorable weather. Net
income of $591 million was up 23%. Earmings per share
in 1993 totaled $2.45, 29% above 1992 despite a shght
increase in the number of shares outstanding. The annual
dividend rate was increased by 9% to $1.52 per share,
beginning with the December 1993 payment.

The charts on page 12 illustrate some of the financial
achievements over the past five years. Electric fuel and
energy interchange costs (Figure 1) have decreased 40%
since 1989, The restart of Peach Bottom in 1989 and the
start-up of Limerick Unit No. 2 in 1990 significantly in-
creased the nuclear component of the Company's total
electric power output, which now amounts to 60% .

The resulting lower fuel costs are passed along 1o retail
customers through the Energy Cost Adjustment; however,
under the terms of the Limerick Unit No. 2 rate case settle-
ment, beginning in April 1994, a portion of the Limerick
energy savings will be retained by the Company to benefit
earnings for common shareholders and partially offset the
Limenck Unit No, 2 excess capacity penalty. See note 2 of
Notes to Consolidated Financial Statements.

Total employment, including contractors, has decreased
from 18,700 in 198X to 11,800 at the end of 1993. Most
of the reduction through 1990 represents the release of
contract labor used to build Limerick Unit No. 2. The
number of Company employees has decreased from 11,300
in 1988 to 9,400 in 1993 primarily due to an early retire-
ment program which was completed in 1991. The total
reduction of 6,900 positions lowered annual expenditures
by over $4 10 million.

Construction expenditures (Figure 2) decreased dra-
matically with the completion of the nuclear construction
program. Annual construction expenditures are now ex-
pected to be $500 to $600 million, Internal cash flow has
also increased significantly and now exceeds construction
needs, allowing the Company to reduce debt to further
strengthen the balance sheet.

Total debt (Figure 3) has decreased from $5.9 billion
in 1990 to $5.3 billion in 1993 Annual interest has been

reduced from a peak of $656 miflion in 1989 to $469 mil-
lion in 1993, This reduction of $187 nithion is due in part
to debt reduction, but more directly to the Company's
aggressive refinancing program. Since 1989, over $4.4
billion of long-term debt has been refinanced and the aver-
age interest cost of outstanding debt has been reduced
from 10% to 7%. The annualized interest savings from

1993 refinancings amount to $55 million, or $0.15 on
an earnings per share basis,

With the reduction in the level of debt, long-term debt
as a percentage of total capital has significantly improved
from the peak level of 1990, decreasing from 57.2% to
51.3% at year-end 1993,

Total shareholder return measures the combined return
of stock price appreciation and accumulated dividends.
Figure 4 shows that the total return for Company share-
holders for the five-year period 1989 through 1993 has
exceeded both the S&P 500 stock index and the Dow
Jones Utility Average. Assuming an initial investment of
$100 at year-end 1988 in each alternative, the $100 invest-
ment in Company stock more than doubled, amounting to
$213 including accumulated dividends, This return was
25% more than the Dow Jones Utility Average at $170
and 8% higher than the S&P 500 stock index at $197.

TOTAL SHAREHOLDER S 4

RETURN

| 250 o 250

200~ 1200
150 1 1150
100 1100

O | $100invested 12/31/88 ¢
89 90 %1 92 93

Dow Jones
A PECO .o S&P 500 A (htilivies




PECO Energy Company

Earnings and Dividends

Earnings per common share in 1993 were $2.45 compared
to $1.90 in 1992, The increase in earmings was primarily
due to the settlement of the litigation in connection with
the 1987 shutdown of the Peach Bottom Atomic Power
Station (Peach Bottom), which reduced 1992 eamings by
$0.27 per share; more favorable weather in 1993, which
increased earnings by $0.26 per share; and the Company s
on-going debt and preferred stock refinancing and redemp-
tion program, which increased carnings by $0.18 per share.
These improvements were partially offset by non-recurring
federal income tax settiements, which increased 1992 carn-
ings by $0.10 per share, and the higher 1993 federal income
tax rate. which decreased carnings by $0.04 per share,

As a result of its improved financial conditi »n, the
Company increased its annual common stock dividend by
9% to $1.52 per share, effective with the dividend paid in
December 1993,

Operating Revenues

Electnic Revenue Increase/{ Decrease)

iMillians of Dollars) ‘93 vy 'QZA '92 vs '91
Sales S 100 $ (103
Tax Adjustment Revenues (19) 4K
Fuel Adjustment Revenue (106) (22)
Energy and Capacity Sales KR 12

$ X $ (65)

1993 vs 1992

Electric revenues increased $8 million in 1993 compared
to 1992 primarily as a result of favorable weather and
higher sales to other utilities, partiaily offset by the pass-
through of lower fuel costs to customers and lower rev-
enues from large commercial and industrial customers.

Effective April 1, 1993, the Energy Cost Adjustment
(ECA) was changed from a credit value of 3.764 mills per
kilowatthour (kWh) to a credit value of 7.600 mills per
kWh, which represents a decrease in annual revenue of
$123 mitlion.

Gas revenues increased $17 million in 1993 compared
to 1992 primarily as a result of higher interruptible sales
resulting from favorable market conditions and an in-
crease in gas being used at the Company's electric gen-
erating statiors,

1992 vs 199/

Electric revenues decreased $65 million in 1992 compared
to 1991 primarily as a result of lower sales to residential
customers and large commercial and industrial customers
and the pass-through of lower fuel costs to customers. This
was partially offset by increased sales to house-beating
customers and small commercial and industrial customers,

and

Management s Discussion and Analysis of Financial Condition and Results of Operations

Subsidiary Companiey

The unusually cool summer of 1992 was the major reason
for decreased residential sales.

Gas revenues increased $9 million in 1992 compared to
1991 primarily as a result of higher sales to house-heating
customers due to the cooler weather and an ingrease in
house-heating customers.

Fuel and Energy Interchange Expense

1993 vs 1992

Fuel and energy interchange costs decreased $30 million in
1993 compared to 1992 primarily due to the Company 's
increased nuclear generation, which reduced higher-cost
interchange purchases, and lower cost of fuel. Nuclear gen-
eration utilizes the Company 's lowest cost fuel. These
decreases were partially offset by increased output.

1992 vs 1991

Fuel and energy interchange costs decreased $70 million in
1992 compared to 1991 primarily due to lower fuel costs
and to shghtly lower output,

Other Operating and Maintenance Expenses

1993 vs 1992

Other operating and maintenance expenses decreased $44
million in 1993 compared to 1992 primanly due to lower
charges for uncollectible accounts, lower administrative
and general expenses primarily as a result of a reduction in
the number of employees and the 1992 charge for the
Nuclear Group Voluntary Early Retirement Program and
Voluntary Separation Package. These decreases were par-
tally oftset by increases in other operating and mainte-
nance charges related to the Company's generating units,
1992 vs 1991

Other operating and maintenance expenses increased $85
million in 1992 compared to 1991 primarily due to higher
charges for uncollectible accounts, non-recurring mainte-
nance expenditures incurred at the Company 's nuclear
generating facilines, the charge for the Nuclear Group
Voluntary Early Retirement Program and Voluntary Sepa-
ration Package, higher accruals for environmental liabilities
and increases in other administrative and general expenses.

Depreciation Expense

Depreciation expense increased in both 1993 and 1992
compar~d to the prior year primarily due to additions to
plant in service.

Allowance for Funds Used During Construction

1993 vy 1992

Allowance for Funds Used During Construction (AFUDC)
increased in 1993 compared to 1992 primarily due to an
increase in Construction Work in Progress, partially offset
by a decrease in the 1993 AFUDC rate.
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Management's

1992 vs 199]
AFUDC decreased in 1992 compared to 1991 primarily
due to a decrease in the 1992 AFUDC rate.

Income Toxes

As discussed further in note 12 of Notes to Consolidated
Financial Statements, the Financial Accounting Standards
Board (FASB) 1ssued Statement of Financial Accounting
Standards (SFAS) No. 109, " Accounting for Income
Taxes,” which was adopted in the first quarter of 1993,
Adoption of SFAS No. 109 did not have a material effect
upon the Company s results of operations as the Company
expects to receive recovery fo. 1. xes when paid.

1993 vs 1992

Income taxes charged to operations and to other income
increased in 1993 compared to 1992 due to the cost
associated with the 1992 settlement of the Peach Bottom
co-owners' litigation, higher pre-tax income, lower
interest expense, the reduction in 1992 income taxes as
a result of the settlement of the Company’s 1984-1986
federal income tax returns and the change in the fed-
eral income tax rate from 34% to 35% in 1993, These
increases were partially offset by a first-quarter 1993
adjustraent of excess deferred federal income taxes.,
This adjustment resulted from a change in estimate to
ratably decrease deferred federal income taxes in accord-
ance with the tax-rate decrease mandated by the Tax
Reform Act of 1986

1992 vy 199]

Income taxes charged 10 operations and to other income
decreased in 1992 compared to 1991 primarily due to
lower pre-tax income and the cost associated with the
settlement of the Peach Bottom co-owners' litigation.

Other Taxes

1993 vs 1992

Other taxes increased in 1993 compared to 1992 primarily
due to a settlement of the 1990 Pennsylvania Capital Stock
Tax and an adjustment of the 1991 Pennsylvania Capital

Stock Tax in 1992, and an increase in the real estate tax base.

1992 vs 1991

Other taxes increased in 1992 compared to 1991 primariiy
due 1o the refunds e 1991 of prior years' real estate tax
over-collections.

Interest Charges

1993 vs 1992

Interest charges decreased in 1993 compaied to 1992 pri-
marily due to the Company's on-going program to refi-
nance and redeem higher-interest long-term debt,

1992 vs 199]

Interest charges decreased in 1992 compared to 1991

and

Mscussion and Analysis of Binancial Condition and Results of Operations

Subgsesdigry Companies

primarily due to the Company's on-going program {o
refinance and redeem higher-interest long-term debt und
lower interest rates on bank borrowings.

Preferred Stock Dividends

Preferred stock dividends decreased in both 1993 and 1992
compared to the prior year pnimarily due to the reduced
number of preferred shares outstanding and the refinancing
of higher-cost preferred stock.

Liquidity and Capital Resources

The Company s capital requirements are primanly for
capital expenditures for its construction program and for
debt service. Capital resources available to meet these
requirements and dividend payments are funded from cash
provided by utility operations and. to the extent necessary,
external financing.

The Company meets its short-term liquidity require-
ments primarily through bank lines of credit, which were
$351.2 million at December 31, 1993, against which
$119.4 million was outstanding, and through a $150
miliion commercial paper program. No amounts were
outstanding at year-end under the commercial paper
prograim, The Company belicves these sources of short-
term liguidity are adequate.

During 1993 and 1992, the Company met its capital
requirements with cash generated through operations. Net
cash provided by operating activities for 1993 was $1.3
billion. For 1994 through 1997, the Company expects that
all of its capital needs will be provided through internally
generated funds.

Construction program expenstures for 1993 were $575
million and are estimated to be $575 million in 1994 and
$1.5 billion for 1995 to 1997, The estimated expenditures
do not include any amounts for cooling towers at Salem
Generating Station (Salem) that may be required for envi-
ronmental reasons. The Company does not presently an-
ticipate that construction of the Salem cooling towers will
be required; however, if mandated, the estimated cost to
the Company would be $230 to $300 miliion and may
require external sources of financing. Certain facilities
under construction and to be constructed may require per-
mits and licenses which the Company has no assurance
will be granted.

The current level of the Company's capital expendi-
tures, as a result of the completion of its nuclear construc-
tion program, has improved the Company's financial
condition. Also contributing to this improvement were the
effects of the Company 's cost-containment program, an
aggressive hill-collection program and revenues trom sales
of capacity and energy to other utilities.

In{luenced by favorable financial market conditions, the
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Company has continued its aggressive refinancing and
redemption program. During 1993, $2.1 billion of long-
tertn debt and preferred stock were sold to replace debt
and preferred stock carrying significantly higher rates

of interest and dividends. Also during 1993, the Company
utilized internally generated cash to repay $154 miilion of
debt and to redeern $45 million of preferred stock. These
transactions resulted in a reduction of approximately $49
million in annualized interest and $6 million in annualized
preferred stock dividends. The ratios under the Company's
mortgage indenturce and Articles of Incorporation at
December 31, 1993 were 4.20 and 2.47 times, respec-
tively, compared with minimum issuance requirements

of 2.00 and 1.50,

During 1993, Dividend Reinvestment and Stock Pur-
chase Plan requirements were satisfied by ihe purchase of
shares of common stock on the open matket. Depending
on the Company 's specific requirements. the Company
will decide whether to issue shares or purchase shares on
the open market in the future.

The Company’s capital struciure as of December 31,
1993 was common equity, 42.6%:; preferred stock, 6.1%;
and long-term debt, 51.3%; compared 1o its capital struc-
ture as of December 31, 1992 of common equity, 40.3%;
preferred stock, 6.6%; and long-term debt, 83.1%. The
Company anticipates that its improved financial condition
will allow it to further strengthen its balance sheet.

Qutiook

The Company s financial condition and its future operating
results are dependent on a number of factors affecting the
Company and the utility industry in general. These factors
include the regulation and operation of nuclear generating
facilities, increased competition, regulatory and accounting
changes and comphiance with environmental regulations.

General Business Qutlook

The Company's financial condition and future operating
results are in part dependent on the continued successful
operation of its nuclear generating facilities. The Company’s
nuclear generating facilities represent approximately 44%
of its installed generating capacity. During 1993, the
Company's nuclear plants operated at a 78% weighted
average capacity factor and produced 60% of the Company’s
output. Substantial nuclear generation is the most cost-
effective way for the Company to meet customer needs
and any commitments for off-system sales. In addition,
continued operation of the nuclear plants ahove 60% of
capacity is necessary to avoid penalties under the ECA.
Additionally. the terms of the 1991 settlement of the
Limerick Unit No. 2 rate case afford the Company the
opportunity, through sales to other utilities and the efii-

and

Management s Discussion and Analyvsis of Finamcial Condition and Results of Operations

Sixteer

Subsidiary Companies

cient operation of Limernick, to increase future earnings.
See note 2 of Notes to Consolidated Financial Statements
for a description of the ECA and the terms of the Limerick
Unit No. 2 rate case settlement.

At December 31, 1993, the Company had agreements
with other utilities to sell up to 799 megawatts (mW) of
instailed generating capacity and/or associated energy.

All of these agreements are either for weekly purchases
of energy only or expire during 1994, The Company ex-
pects 1o renew these agreements or negotiate new agree-
ments and to sell over $100 million of capacity and/or
energy through such agreements in 1994, The Company's
future results of operations are dependent in part on its
ability to successfully market its excess generating capac-
ity and associated energy.

Annual and quarterly operating results can be affected
by weather, which can have a significant positive or nega-
tive impect. For example, 1993 earnings compared to 1992
were favorably impacted by $0.26 per share due to the
summer being one of the hottest in Company history. Con-
versely, the Company 's earnings were negatively impacted
by $C.35 per share in 1992 compared to 1991 due to o2 of
the coolest summers ever experienced in the Company's
service territory.

Inflation impacts the Company through increased
operating costs and increased capital costs for utility
plant. The Company expects that it would recover any
increased operating costs, but in imes of high inflation,
the Company could be adversely impacted by the regula-
tory lag in reflecting these increased costs in rates. In
addition, the replacement costs of the Company's utility
plant are significantiy higher than the historical costs
reflected in the financial statements.

Thie Company expects its level of capita! investment in
utility plant to remain relatively stable since it has suffi-
cient electric generating capacity to meet the anticipated
needs of its service territory well into the next decade.
Because of the Company s substantial investment in and
reliance on 1ts nuclear generating units, any changes in
regulations by the Nuclear Regulatory Commission (NRC)
requiring additional investments or resulting in increased
operating costs of nuclear generating units could adversely
affect the Company.

The Company’s budgeted capital expenditures through
1997 include all costs of comphiance with Phase 1 of the
Clean Air Act of 1990 (Clean Air Act), including its share
of the costs of scrubbers being installed at Conemaugh
Generating Station. As a result of its prior investments in
scrubbers for Eddystone and Cromby and its investment in
nuclear generating capacity, the Company believes that
compliance with the Clean Air Act will have less impact
on the Company s electric rates than on the rates of other
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Pennsylvania utilities which are more dependent on coal-
fired generation.

An evaluation of Company sites for potential environ-
mental clean-up liability is on-going, including approxi:
mately 20 sites where manufactured gas plant activities
may have resulied in site contamination. Past activities
at several sites have resulted in actual site contamination.
The Company is presently engaged in performing de-
tailed evaluations at certain of these sites to define the
nature and extent of the contamination, to determine the
necessity of remediation and to identify possible remedii-
ation alternatives. As of December 31, 1993 and 1992,
the Company has accrued $17 and $13 million, respec-
tively, of study and remediation costs that currently can
be reasonably estimated. The Company cannot currently
predict whether it will incur other significant habilities
for any additional remediation costs at these or additional
sites identified by the Company. environmental agencies
or others,

SFAS No. 112, “"Employers” Accounting for Postemploy-
ment Benefits,” must be adopted by the first quarter of 1994,
The Company cannot currently determine the effect of this
statement upon the results of operations.

The Cempany would ultimately seek to recover through
the ratemaking process all capital costs and any increased
operating costs, including those associated with NRC
regulation of the Company’s nuclear generating stations
and environmental compliance and remediation, although
such recovery 1s not assured.

Regulatory Assets

At December 31, 1993, the Company had deferred on its
balance sheet certain regulatory assets for which current
recovery has not yet been approved by the PUC. These
regulatory assets include 891 miilion of operating and
maintenance expenses, depreciation and accrued carrying
charges on its investment in Limerick Unit No, 2 and 50%
of Limerick common facilities, deferred pursuant to a
Declaratory Order of the PUC. $45 million of costs not
associated with construction activity related to the adop-
tion of SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pernr w " and $107
million recognized for the effect on 'xes of the
change in the statutory federal incor rom 34%
to 35% in 1993. See notes 2, 6 and | eely, of
Notes to Consolidated Financial Star .

These and other regulatory assets are deferred pur-
suant to PUC action. Any deferred costs that are not
recovered through base rates would be charged against
income immediately. The Company has announced its
intention not to seek an electric retail base-rate increase
in 1994,

Managoment s Discussion and Analysis of Financial Condition and Results of Operations
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Competition

The electne “tility industry, in particular power generation to
serve the needs of large users such as municipal customers
and for off-system sales, has become increasingiy competi-
tive. Companies that are able to provide energy at a lower
cost are likely to benefit from this competition. Competitors
include co-generators and independent power producers.
Nonutility generation has resulted, and in the future could
result, in the loss of revenues from ind astrial customers,
These factors will continue to challenge the Company to
maintain current revenue levels.

The National Energy Policy Act of 1992 (Energy Act)
encourages competition among utilities and nonutility gen-
erators by allowing access 1o utidity transmission facilities
for wholesale wheeling. The Energy Act directs the Federal
Energy Regulatory Commission (FERC) 1o set prices for
wheeling to allow utilities to recover all legitimate, verifi-
able and economic costs for providing wheeling services,
inciuding the cost of expanding their transmission facilities
to accommodate required transmission access. Reta'l wheel-
ing is prohibited under the Energy Act. Re'ail wheeling
would, however, challenge the Company to assure that
it continues 1o be the provider of service to its large com-
mercial and industrial customers and that it positions itself
to take advantage of opportunities o expand its customer
base by marketing its reliable power sources.

The Comnany is currentiy involved in deliberations
before the Maryland Public Service Commission (MdPSC)
and FERC concerning the continued purchase by Cono-
wingo Power Company (COPCO), a wholly owned
subsidiary of the Company, of all of its power from the
Company. COPCO’s purchases from the Company repre-
sent less than 2% of the Company s annual revenues.
Hearings on this matter are to commence i September
1994 and result from a MdPSC order that COPCO per-
form a study of its power supply alternatives, including
competitive bidding. The Company has filed with the
FERC a proposal to add an exit fee for the recovery from
COPCO of the stranded investment costs, if the power
supply needs of COPCO are obtaired from a source other
than the Company.

In September 1993, the Board of Directors of the
Company approved a plan to reorganize the Company's
operations to better enable it to meet the challenges of a
competitive environment. The Company 's operations will
be divided into five strategic business units by Januvary 1,
1995, The business units will be Consumer Energy Services
Group, Bulk Power Enterprises, Power Generation Group,
Nuclear Generation Group, and Gas Services Group. The
plan calls for each business unit to eventually operate as
an individual profit center, separate from the other busi-
Ness units,

seventeen
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In October, in response 1o its perception of business risk
created by intensifying competition within the electric utility
industry, the Standard & Poor's (S&P) rating agency tight-
ened the financial ratic benchmarks it uses 1o rate electric
utility company debt. This action has affected a significant
portion of the investor-owned electric utility industry,
Although the Company's current debt ratings have been
affirmed by S&P. the Company's outlook, along with 47
other electric utitities, has been changed from “stable™ to
“negative.” The Company and 21 other electric utilities have
had their business positions categorized as “below average.”
S&P determined the Company s business position to be
“below average” hecause it is considered to be a high-cost

Manggement's Discussion and Analvyiy of Financial Condition and. Results of Operations
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producer of electricity with a high dependency on its nuclear
generation. Also, the perceived outlook for the economy of
the Company's service terrtory and the Northeast in general
coniributed to this charactenzation.

Moody's Investors Service (Moody's) has also an-
nounced that the changing electric utility business environ-
ment could, over the next three to five vears, lead 10 bond
rating downgrades, Moody's also believes that business
risk in the electric utility industry is rising due to deregula-
tion and the resulting competition.

For a discussion of other contingencies, see notes 2 and
3 of Notes to Consolidatea Financial Statements,
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Report of Independent Accountants

To the Shareholders and Board of Directors
PECO Energy Company:

We have audited the accompanying consolidated balance sheets of PECO Energy Company and Subsidiary Companies as
of December 31, 1993 and 1992, and the related consolidated statements of income, ca* flows, and changes in common
shareholders’ equity and preferred stock for each of the three years in the period ended ecember 31, 1993, These financial
statements are the responsibility of the Companies’ management. Our responsibility is to express an opinion on these finan-

cial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan
and perform the audit 1o obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our

opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated finan-
cial position of PECO Energy Company and Subsidiary Companies as of December 31, 1993 and 1992, and the consoli-
dated results of their operations and their cash flows for each of the three years in the period ended December 31, 1993, in

conformity with generally accepted accounting principles.

As discussed in Note 4 of the consolidated financial statements. the Company changed its methods of accounting for
non-pension postretirement employee benefits and income taxes in 1993,

2400 Eleven Penn Center
Philadelphia, Pennsylvania
January 31, 1994

S
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Consolidated Statements of Trlcomu

{Thousands of Dollars)
Operating Revenues
Electric

(ias

Total Operating Revenues

Operoting Expenses

Fuel and Energy Interchange
Other Operating
Maintenance

Depreciation

Income Taxes

Other Taxes

Totol Operoting Expenses

Operating income

Other Income and Deductions
Allowance for Other Funds Used During Construction
Settlement of Peach Bottom Litigation
Income Taxes
Other, Net
Total Other income end Deductions

Income Before Interest Charges

interest Charges
Long-Term Debt
Short-Term Debt

Total interest Charges

Allowance for Borrowed Funds Used During Construction

Net Interest Charges

Net Income
Preferred Stock Dividends

Earnings Applicable to Common Stock

Average Shares of Common Stock Outstanding (Thousands)

Earnings Per Averoge Common Share (Dollars)
Dividends Per Common Share (Dollars)

See Notes 1o Consahdated Financial Statementy

ningteen

For the Years Ended December 31,

1993
$ 605428
382,704

3988.129

659,580
B51,254
364,409
424952
354,391
298,132

2952718
1035411

11,885

(11.808)
11,980
12,057

1.047 4068

432,707
36,002

468,709

(11,889)

456,820

590,648
49,088

$ 541,890

221,072
5 288!

§ 143

Jov? j99)
$ 3597041 § 1662573
365,328 356,013
3962469 4.018,586
709,115 778.674
906,346 842,375
353,502 332,269
413779 400,572
264 483 308,945
281868 274,561
2,929,093 2,937,396
1,033,376 1LO81,190
10,461 10,619
(103,078) -
40,160 (16,442)
3,392 28,696
(49,065) 22,873 |
984,311 1,104,063
484,153 545,488
31419 36.360
515572 SK1.848
(10,202) (12,465)
508,370 569,383
478,941 534,680
60,731 66,104
418210 % 468576
220,245 | 218,234
1% 8 215
1328 | § 1.228 |

$ 
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Assets

(Thousands of Dollars)

Utility Piant, at Original Cost
Electric

Gas

Common

Less Accumulated Provision for Depreciation

Nuclear Fuel, Net
Construction Work in Progress
Leased Property, Net

Net Utility Plant

Current Assets
Cash and Temporary Cash Investments
Accounts Receivable, Net
Customers
Other
Inventories, at Average Cost
Fossil Fuel
Materials and Supplies
Deferred Income Taxes
Other

Total Current Assets

Deferred Debits and Other Assets

Recoverable Deferred Income Taxes

Deferred Limerick Costs

Deterred Non-Pension Postretirement Benefit Costs
Investments

Loss on Reacquired Debt

Other

Toto! Deferred Debits and Other Assets

Total

See Notsx to Consolidared Financiat Starements

twent

Consolidated Balance Sheets

H

December 31, ne

vl

$ 13,102,088
K41,208

203,747

14,149,040

3546808

10,292,235
179,529

381,247
194,702

10,957,713

46,923

n

~i o
.

=

22,581
47.768
67.040
142,132
30,185

38,208

 Sl48M

2,297,268
433,608
44,691
2IK.636
MA004
222,476

3,559,780
$ 15,032,327

w2

$ 12,797,389
781,708
162,061
13,741,158

3.587.317

10,153,841
188,609
348,792

209,994
10,901,236

50,369

138,880
62,571

63,688
156,706
39,285
38,466

549,965

455,161

202,422
273,120

196,323

1,127,026

$ 12,578,227 |
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ConsdMdated Balance Sheets

Capitolization and Liobilities December 31
ii (Thousands of Dollars) f9ui 1992
j\ Capitalization
| Common Shareholders” Equity
| Common Stock § 3488477 1§ 3459131
| Other Paid-In Capital L214 1,214
| Retained Earnings 773,727 | 561,824
| 4263418 4,022,169
; Preferred and Preference Stock
| Without Mandatory Redemption 422,472 422472
With Mandatory Redemption 186,500 231,130
Long-Term Debt 4,884,343 5,203,961
Total Capitalization 9,756,733 | 9.879.732 |

Current Liabilities

Notes Payable, Bank 119,350 110,500
Long-Term Debt Due Within One Year 252,263 98,998
Capital Lease Obligations Due Within One Year 60,500 58,998
Accounts Payable 242,239 241 462
Taxes Accrued 24939 24.334
Deferred Energy Costs 48,691 72,999
Interest Accrued 97.546 115,923
Dividends Payable 18,348 19.459
Other 90,710 87,887
Total Current Liabilities 954,577 | R30,560

Deferred Credits and Qther Liabilities

Capital Lease Obligations 134,202 150,996
Deferred Income Taxes 3,386,136 1,001,939
Unamortized Investment Tax Credits 86,162 302,508
Pension Obligation for Early Retirement Plan 135,286 141,675
Non-Pension Postretircment Benefits Obligation 51,781 e
Other 227,450 270817

Total Deferred Credits ond Other Liabilities 4,321,017 | 867,935

Commitments and Contingencies (Notes 2 and 3) |
Total $ 15032327 §$ 12578227

See Notes to Consoltdated Financial Statements
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Consolidated Statements of Cash Flows

T ds of Dol For the Years Ended December 31
(Thousands of Dollars) '

Cash Flows From Operating Activities (993 1992 1991
Net Income $ 590648 $  478.094] % 524,680
Adjustments to Reconcile Net Income to Net Cash

Provided by Operating Activities:

Depreciation and Amortization 507.0649 491,186 499.675
Deferred Income Taxes 139,846 81,943 77,836
Unrecovered Phase-In Plan Revenue — 142 267 96,705
Deferred Energy Costs (124,308) 52,959 16,593
Sale of Accounts Receivable —- e 125,000
Amortization of Leased Property 58,400 54,600 59.400
Changes in Working Capital:
Accounts Recervable 32 82,151 {70,907)
Inventories 11,222 1,395 (26,926)
Accounts Payable 777 (47.403) 36,326
Other Current Assets and Liabilities 134,694) (136,627) 54.633
Other Items Affecting Operations (18,287) (28,569) 20.073
Net Cash Flows Provided by Operating Activities 1,261,778 1,172,843 1,423,088

Cosh Flows From [nvesting Activities

Investment in Plant (368,076) (571,829 (473,448)
| Increase in Other Investments (16,214) (32.769) (43,827)
Net Cash Flows Used by Investing Activities (584,290) (604 598) (517,275)

Cash Flows From Financing Activities

Change in Short-Term Debt 5850 110,500 (68.500)
Issuance of Common Stock 29,346 12,465 66,453
Issuance of Preferred Stock 142,708 140,000 -~
Retirement of Preferred Stock (187,330) (224,462) (15,330)
Issuance of Long-Term Debt 1,994,765 1,369, 540 278,000
Retirement of Long-Term Debt (2,148,963) (1,504,877 (692.867)
Loss on Reacqaired Debt (69 8R4 (85,380 (58.419)
Dividends on Preferred and Common Stock (366081 (349 856) (333,319)
Change in Dividends Payable (1,114) (16,607) 8.575
Expenses of Issuing Long-Term Debt and Preferred Stock (24.820) (11,660) (68)
Capital Lease Payments (58,4000 (54,600) (59.400)
Net Cash Flows from Financing Activities 1680,931) (614,937 (B74,875)
(Decrease) Increase in Cash and Cash Equivalents (3,446) (46.692) 30,938
Cash and Cash Equivalents at beginning of period 50,369 97,061 66,123
Cash and Cash Equivalents at end of period $ 46,923  § 50369 @ $ 97,061

See Notes 1o Consodidared Financial Statements
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(Al Amounts in Thoasands

Balance, January 1, 1991

Net Income
Cash Dividends Declared
Preferred Stock
(at specified annual rates)
Common Stock ($1.225 per share)
Expenses of Capital Stock Activity

Issuance of Sto k
Dividend Reinvestment and
Stock Purchase Plan
Long-Term Incentive Plan
Redemptions

Balance, December 31, 1991

Net Income
Cash Dividends Declared
Preferred Stock
(at specified annual rates)
Common Stock ($1.325 per share)
Expenses of Capital Stock Activity

Issuance of Stock
Long-Term Incentive Plan
Issuances

Redemptions

Balance, December 31, 1992

Net Income
Cash Dividends Declared
Preferred Stock
(at specified annual rates)
Common Stock
1$1.43 per share)
Expenses of Capital Stock Activity

Issuance of Stock
Long-Term Incentive Plan
Issuances

Redemptions

Balance, December 31, 1993

See Notes 1o Consolidated Financial Statements

Common Stock

Shares Amount

216,953  $3,380.213
2925 63,207
1852 3,246
220,030 3,446,666
504 12,465
220,534 = 3.459.131
92 29,346
221,516  $3,488.477

twentythree

Subs

Comalidated Statements of Changes in Comman Shareholders’ Fguity and Preferped Stock

$

fdiary

Companries

Other
Paid-In
Capital

Retamned

Earnings Shares

1,214 % 243,106

534,680

(65.066)
(267,353)
(6K8)

(153)

1,214 444,399 7.381

478,941

(58.,021)
(291,835)
(11,660)

1,400
(2.245)

1214 561,824 6,536

590,648

(49,919

(316,162
(8,628)

(7039,
1427
(1,873)

1.214 | $ 773727

Preferred Stock

Amount

7.534  § 7533W4

(15,330

738.064

140,000
(224.462)

653,602

142,700
(187,330)

6,090 $ 608,972
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Subsidigiry Companies

Notes to Consolidated Financtal Statement

L. Significant Accounting Policies

General

The consolidated financial statements of PECO Energy
Company (Company ), formerly known as Philadelphia
Electric Company, include the accounts of its utility sub-
sidiary companies, all of which are wholly owned. Non-
utility subsidiaries are not material and are accounted for
on the equity method. Accounting policies are in accord-
ance with those prescribed by the regulatory authorities
having jurisdiction, principally the Pennsylvania Public
Utility Commission (PUC) and the Federal Energy Regu-
latory Commission (FERC).

Revenues

Customers” meters are read and bills are prepared on a
cycle basis. At the end of 2ach month, the Company
accrues an estimate for the unbilled amount of energy
delivered to customers.

Pursuant to a phase-in plan approved by the PUC in
its electric base-rate order dated April 19, 1990, the Com-
pany recorded revenue equal to the full amount of the
rate increase approved, based on Kilowatthours rendered
to customers. On April 5, 1991, that plan was amended
by the PUC as part of the settlement of all appeals arising
from the Limerick Generating Station (Limerick) Unit
No. 2 rate proceesling to permit recovery of the remaining
unrecovered revenue by December 31, 1992 (see note 2).
As of December 31, 1993 and 1992, the Company had no
unrecovered phase-in plan revenue.

Fuel and Energy Cost Adjustment Clauses

The Company s classes of service are subject to fuel ad-
Justment c¢lauses designed to recover or refund the differ-
ences between actual costs of fuel, energy interchange, and
purchased power and gas, and the amounts of such costs
included in base rates. Differences between the amounts
billed to customers and the actual costs recoverable are
deferred and recovered or refunded in future periods by
means of prospective adjustments to rates. Generally,
such rates are adjusted every twelve months. In addition
to reconciling fuel costs and revenues, the Company's
Energy Cost Adjustment (ECA). established by the PUC,
incorporates a nuclear performance standard which aliows
for financial bonuses or penalties depending upon whether
the Company's system nuclear capacity factor exceeds or
falls below a specified range (see note 2).

Nuclear Fuel

Nuciear fuel is capitalized and charged to fuel expense on
the unit of production method. Estimated costs of nuclear
fuel disposal are charged to fuel expense as the related
fuel is consumed. The Company 's share of nuclear fuel at

Peach Bottom Atomic Power Station (Peach Bottom) and
Salem Generating Station (Salem) is accounted for as a
capital lease. Nuclear fuel at Limerick is owned.

Depreciation and Decommissioning
The annual provision for depreciation is provided over the

estimated service lives of plant on the straight-line method.

Annual depreciation pres isions for financial reporting
purposes, expressed as a percent of average depreciable
utility plant in service, were approximately 2.75% in 1993
and 1992 and 2.74% in 1991.

The Company’s share of the estimated costs for de-
commissioning nuclear gererating stations currently is
being charged to operations over the expected service
life of the related plant. The amounts recovered from
customers are deposited in escrow and trust accounts
and invested for funding of future costs, and credited to
accumulated depreciation (see note 3).

Income Taxes

In 1993, the Company adopted Statement of Financial
Accounting Standards (SFAS) No. 109, “Accounting for
Income Taxes,” which requires an asset and liability ap-
proach for financial accounting and reporting of income
taxes. In addition, the effects of the Alternative Minimum
Tax (AMT) are normalized. Investment Tax Credit (ITC)
is deferred and amortized to income over the estimated
useful lives of the related utility plant. ITC related to plant
in service, not included in rate base, is accounted for on
the flow-through method.

Allowance for Funds Used During Construction (AFUDC)
AFUDC is the cost, during the period of construction, of
debt and equity funds used to finance construction pro-
jects. AFUDC is recorded as a charge to Construction
Work in Progress, and the credits are to Interest Charges
tor the pre-tax cost of borrowed funds and to Othur In-
come and Deductions for the remainder as the allowance
for other funds. The rates used for capitalizing AFUDC,
which averaged 9.39% in 1993, 10.61% in 1992 and
10.88% in 1991, are computed under a method prescribed
by the regulatory authorities. AFUDC is not included in
regular taxable inzome and the depreciation of capitalized
AFUDC is not t2 - deductible.

Nuclear Outage Lo.cs

Incremental nuclear maintenance and refueling outage
costs are accrued over the unit operating cycle. For each
unit, an accrual for incremental nuclear maintenunce and
refueling outage expense is estimated based upon the
latest planned outage schedule and estimated costs for
the outage. Differences between the accrued and actual
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SFAS No. 106 through the ratemaking process. While non-
pension postretirement benefits costs traditionally have
been allowed for ratemaking on a pay-as-you-go basis,
recovery of the deferred costs through the ralemaking
process is not assured.

Limerick Unit No. 2 Decloratory Order

Pursuant to a Declaratory Order of the PUC, the Company
deferred the operating and maintenance expenses. depre-
clation and accrued carrying charges on its capital mvest-
ment in Limenck Unit No. 2 and 50 of Limerick common
facilities during the period from January 8, 1990, the com-
mercial operation date of Limenck Uit No. 2, unul April
20, 1990, the effective date of the Limerick Umt No. 2 rate
order, At December 31, 1993 and 1992, such costs included
in Deferred Limerick Costs totalled $91 million. Recovery
of such costs deferred pursuant to the Declaratory Order will
be addressed by the PUC in a subsequent electric base-rate
case, although such recovery is not assured. Any amounts
not recovered would be charged against income.

Energy Cost Adjustment

The Company is subject to a PUC-established electric ECA
which, in addition to reconciling fue! costs and revenues,
incorporates a nuclear performance standard which allows
for financial bonuses or penalties depending on whether
the Company's system nuclear capacity factor exceeds or
fails below a specified range. The bonuses or penalties are
based upon average system replacement energy costs, If
the capacity factor is within the range of 60-70%, there is
no bonus or penalty. If the capacity factor exceeds the
specified range. progressive incremental bonuses are
carned and. if the capacity factor falls below the specified
range, progressive incremental penalties are incurred.

For the years ended December 31, 1993, 1992 and 1991,
the Company's nuclear capacity factors were 78%, 71% and
75%, respectively. This entitled the Company to bonuses
reflected in 1993, 1992 and 1991 income of $10, $1 and
$35 million, respectively.

1. Commitments and Cantingencies

Construction Expenditures

Construction expenditures are estimated to be $575 million
for 1994 and $1.5 billion for 1995-1997. For 1994-1997,
the Company expects that all of its capital needs will be
provided through internally generated furds. These con-
struction expenditure estimates are reviewed and revised
periodically to reflect changes in economic conditions, re-
vised load forecasts and other appropriate factors. Certain
factlities under construction and to be constructed may
require permits and licenses which the Company has no
assurance will be granted.

UL

Notes to Consolidated Pinanclab Statements
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The Company's operations have in the past and may in
the future require substantial capital expenditures in order
to comply with environmental laws. The Company expects
that any capital expenditures to construet facilities for com-
pliance with environmental laws and the operating costs
of such tacilities would be recoverable through the rate-
making process, although such recovery is not assured,

Nuclear Insuronce
The Price-Anderson Act, as amended (Price-Anderson
Act), sets the limit of hability of approximately $9.4 billion
for claims that coul L arise from an incident involving any
licensed nuclear facility in the natic «1.. The limit is subject
to increase to reflect the effects of inflation and changes in
the number of licensed reactors. All utilities with nuclear
generating units, including the Company, have obtained
coverage for these potential claims through a combination
of private insurances of $200 million and mandatory par-
ticipation in a financial protection pool. Under the Price-
Anderson Act, all nuclear reactor licensees can be assessed
up to $76 million per reactor per incident, payable at $10
million per reactor per incident per year. This assessment
is subject 1o inflation, state premium taxes and an addi-
tional surcharge of 5% if the total amount of claims and |
legal costs exceeds the basic assessment. |
If the damages from an incident at a licensed nuclear |
facility exceed $9.4 billion, the President of the United
States is to submit to Congress a pian for providing addi- |
tional compensation to the injured parties. Congress could
impose further revenue-raising measures on the nuclear
industry to pay claims. The Price-Anderson Act and the
extensive regulation of nuclear safety by the Nuclear
Regulatory Commission (NRC) do not preempt claims |
under state law for personal, property or punitive damages |
related 1o radiation hazards, |
The Company mamtains property insurance, including |
decontamination expense coverage and premature decom-
missioning coverage, tor loss or damage 10 its nuclear
.acilities. Slthough it is not possible to determine the total
amount of the loss that may result from an occurrence at
these facilities the Company maintains its $2.75 billion
proportionate share for each station, Under the terms of
the varinus insurance agreements. the Company could be
assessed up to $35 million for losses incurred 4t any plant
insured by the insurance companies. The Company is self-
insured to the extent that any losses may exceed the
amount of insurance maintained. Any such losses, if not
recovered through the ratemaking proces  could have a |
matenal adverse effect on the Company s financial condition.
The Company i1s a member of an industry mutual insur-
ance company which provides veplacement power cost
insurance in the event of 4 major outage at a nuclear
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expense for the outage are recorded when such ditfer-
ences are known.

Capitolized Softwore Costs

Software projects which exceed $5 million are capitahized.
At December 31, 1993 and 1992, capitalized software
costs totalled $56 million and $40 million (net of $3 mil-
lion and $1 million accumulated amortization), respec-
tively. Such capitalized amounts are amortized ratably
over the expected lives of the projects when they become
operational, not to exceed 10 years.

Gains and Losses on Reacquired Debt

Gains and losses on reacquired debt are deferred and
amortized to interest expense over the panod approved for
ratemaking purposes.

SFAS No. |12

SFAS No. 112, "Employers” Accounting for Postemploy-
ment Benefits,” must be adopted by the first quarter of
1994. The Company cannot currently determine the effect
of this statement upon the results of operations,

Reclassifications

Certain prior-year amounts have been reclassified for
comparative purposes. These reclassifications had no
effect on net income.

1. Rate Maotters

Limerick Unit No. 2 Electric Rote Order

As part of the April 19, 1990 PUC order, the PUC ap-
proved recovery of $285 million of deferred Limerick
costs representing carrying charges and depreciation asso-
ciated with 50% of Lime rick common facilities. These
costs are included in base rates and are being recovered
over the life of Limerick. The PUC also approved recovery
of $137 million of Limerick Unit No. 1 costs which had
previously been deferred pursuant to a Declaratory Order
dated September 28, 1984, These costs are being recovered
over a ten-year period without a return on investment,

On April 5, 1991, the PUC approved the settlement of
all appeals arising from the Limerick Unit No. 2 rate order.
Under the terms of the settlement, the Company is allowed
to retain for shareholders any proceeds above the average
energy cost for sales of up to 399 megawatts (mW) of capac-
ity and/or associated energy. since the PUC had ruled that the
Company had 379 mW of near-term excess capacity in the
Limerick Unit No. 2 rate order, Beginning on April 1, 1994,
the settle ent provides for the Company to share in the
benefits which result from the operation of both Limerick
Unit No. | and Unit No. 2 through the retention of 16.5% of
the energy savings. Through 1994, the Company's potential

benefit from the sale of up to 399 mW of capacity and/or
associated energy and the retained Limenck energy savings
is limited to $106 million per year. » ith any excess accruing
1o customers. Beginning in 1995, in addition to retaining the
first $106 million, the Company will share in any excess
above $106 million with the Company's share of the excess
being 10% in 1995, 20% in 1996 and 30% in 1997 and
thereafter. During 1993, 1992 and 1991, the Company
recorded as revenue net of fuel costs $38, §34 and $25 mil-
lion, respectively. as a result of the sale of the 399 mW of
capacity and/or associated energy.

As a part of the settlement, the Company agreed not to
file an electric base-rate increase before April 1, 1994,
except as allowed by the PUC or for emergency or single-
issue rate filings to recover costs associated with new legis-
lation or regulations.

Single-lssue Electric Bose-Rate Increas« Filed

On September 11, 1992, the Company filed with the PUC
a request for a 1.5% electric base-ruie increase designed to
recover the increased cosis associated with the implemen-
tation of SFAS No. 106, "Employers’ Accounting for Post-
retirement Benefits Other Than Pensions.” See notes 4

and 6.

On March 25, 1993, the PUC issued a policy statement
for implementation of SFAS No. 106 which states that the
PUC “intends to move al! jurisdictional utilities to SFAS
No. 106 accrual accounting for ratemaking purposes with-
in approximately five years and to allow the recovery in
base rates of all deferred amounts in approximately 20 years
to the extent that costs are prudentiy incurred and exam-
ined in a base-rate proceeding prior (o rate recognition.”

On September 2, 1993, the PUC issued an order deny-
ing the Company current recovery of these costs, stating
that the settlement of all appeals anising from the PUC's
1990 Limerick Unit No. 2 order precluded the Company
from seeking an increase in electric base retes for these
costs before April 1, 1994, The September 2, 1993 order
authorized the Company to defer the additional SFAS No.
106 expense as a regulatory asset in accordance with the
PUC policy statement. On September 30, 1£93, the Com-
pany filed with the Commonwealth Court of Pennsylvania
a petition for review of the PUC's final order.

Recovery through rates of the Company's SFAS No.
106 transition obligation of $505 million and amounts
deferred pursuant 10 the PUC's September 2, 1993 Order
will be permitted only if included in a general base-rate
case within approximately five years and deemed pru-
dently incurred. The Company s future earnings will be
adversely affected ‘o the extent that the Company is not
ultimately permitted to recover the additional non-pension
postretirement benefits costs resulting from the adoption of

Iwenty-fve



PECO Encrgy Company

Subsidiary Compunies

Notes 10 Consolidated Financibl Statements

station. The premium for this coverage is subject (o an
assessment for adverse loss experience. The Company s
maximum share of any assessment is $17 million per year,

Nuclear Decommissioning ond Spent Fuel Steroge

In conjunction with the PUC's April 19, 1990 electric base-
rate order, the PUC recognized a revised decommissioning
cost estimate based upon total cost. The Company 's share
of this revised cost is $643 million expressed in 1990 dol-
lars, which the Company believes would be substantially
unchanged at December 31, 1993,

Under a contract with the U.S, Department of Energy
(DOE), the DOE is obligated ultimately to take possession
of all spent nuclear fuel generated by the Company's
nuclear units for long-term storage by no later than 1998,
The contract currently requires that a spent fuel disposal
fee of one mitl ($.001) per net kilowatthour generated be
paid to the DOE. The fee may be adjusted prospectively in
order to ensure full cost recovery,

The DOE has stated that it will not be able 1o open a
permanent, high-level nuclear waste storage facility until
2010, at the earliest. The DOE stated that the delay was a
result of its seeking new data about the suitability of the
proposed storage facility site at Yucca Mountain, Nevada,
opposition to this location for the repository and the
DOE’s revision of its civilian nuclear waste program. The
DOE stated that it would seek legislation from Congress
for the construction of a temporary storage facitity which
would accept spent nuclear fuel from utilities in 1998 or
soon thereafter. Although progress is being made at Yucca
Maountain and several communities have expressed interest
in providing a temporary storage site, the Company cannat
predict when the temporary and permuanent federal storage
facilities will become available.

Peach Bottom and Limerick have on-site storage facili-
ties with the capacity to store spent fuel discharged from
the units through the late 1990's and, by further modifying
spent fuel storage facilities, capacity could be provided
until approximately 2010, Salern has spent fuel storage
capacity through 199% for Unit No. | and 2002 for Unit
No. 2. Public Service Electric and Gas (PSE&G) 1s plan-
ning expansion of the fuel storage capacity of Salem.

The National Energy Policy Act of 1992 (Energy Act)
provides, among other things, that utilities with nuclear
reactors must pay for the decommissioning and decontami-
nation of the DOE nuclear fuel enrichment facilities. The
total costs are estimated to be $1350 million per year tor
|5 years, of which the Company's share was estimated at
December 31, 1992 to be $6 million per year, subsequently
revised to $5 million in September 1993, The Energy Act
provides that these costs are to be recoverable in the same
manner as other fuel costs. The Company has recorded the

liability and a related regulatory asset, which at December
31, 1993 and 1992 was $69 and $96 million, respectively.

The Company is currently recovering in rates costs for
nuclear decommissioning and decontamination and spent
fuel storage. The Company believes that the ultimate costs
of decommissioning and decontamination, spent fuel dis-
posal and any assessment under the Energy Act will con-
tinue to be recoverable through rates, although such
recovery is not assured.

Environmental lssues

Under federal and state environmental laws, the Company
is generally liable for the costs of remediating environ-
mental contamination of property now or formerly owned
by the Company and of property contaminated by hazard-
ous waste generated by the Company. The Company owns
or leases a substantial number of real estate parcels, in-
cluding parcels on which its operations or the operations of
others may have resulted in contamination by substances
which are considered hazardous under the environmental
laws. The Company is currently imvolved in a number of
proceedings relating to sites where hazardous waste has
been deposited and may be subject to additional proceed-
ings in the future. An evaluation of Company sites for
potential environmental clean-up liability is on-going.
including approximately 20 sites where manufactured gas
plant activities may have resulted in site contamination,
Past activities at several sites have resulted in actual site
contamination. The Company is presently engaged in
performing detailed evaluations at certain of these sites

1o define the nature and extent of the contamination, 10
determine the necessity of remediation and to identify
possible remediation alternatives. As of December 31,
1993 and 1992, the Company had accrued $17 and $13
million, respectively, for various investigation and remedi-
ation costs that currently can be reasonably estimated. The
Company cannot currently predict whether it will icur
other significant labilities for additional investigation and
remediation costs at these or additional sites identified

by the Company, environmental agencies or others, or
whether any such costs will be recoverable through rates
or from third parties.

Other Litigation

On April 11, 1991, 33 former employees of the Company
filed an amended class action suit against the Company in
the United States District Court for the Eastern District of
Pennsylvania (Eastern District Court) on behalf of ap-
proximately 141 persons who retired from the Comjany
between January and April 1990. The lawsuit, filed under
the Employee Retirement Income Security Act (ERISA),
alleges that the Company fraudidently and/or negligently
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misrepresented or concealed facts concerning the Com-
pany’s 1990 Early Retirement Plan and thus induced the
plaintiffs to retire or not to defer retirement immediately
before the initiation of the Early Retirement Plan, thereby
depriving the plaintifts of substantial pension and salary
benefits. On June 6, 1991, the plamtifts filed amended
complaints adding additional plaintiffs, The lawsuit names
the Company, the Company’s Service Annuity Plan (SAP)
and two Company officers as defendants. The plamnuffs
seek approximately $20 million in damages representing,
among other things, increased pension benefits and nine
months” salary pursuant to the terms of the Early Retire-
ment Plan, as well as punitive damages. The ultimate
outcome of this matter is not expected to have a material
adverse effect on the Company 's financial condition,

On May 2. 1991, 37 former employees of the Company
filed an amended class action suit against the Company,
the SAP and three former Company officers in the Eastern
District Court, on behalf of 147 former employees who
retired from the Company from January through June
1987, The lawsuit was filed under ERISA and concerns the
August [, 1987 amendment to the SAP. The plantiffs
claim that the Company concealed er misrepresented the
fact that the amendment to the SAP was planned to increase
retirement benefits and, as a consequence, they retired
prior to the amendment to the SAP and were deprived of
significant retirement benefits. The complaint does not
specify any dollar amount of damages. The ultimate out-
come of this matter 1s not expected to have a material
adverse effect on the Company's financial condition.

On May 25, 1993, the Company received a letter from
attorneys on behalf of a shareholder demanding that the
Company's Board of Directors commence legal action
against certain Company officers and directors with re-
spect to the Company's credit and collections practices.
The basis of the demand is the findings and conclusions
contained in the Credit and Collection section of the May
1991 PUC Management Audit Repoit prepared by Ermst &
Young. At its June 28, 1993 meeting, the Board of Direc-
tors appointed a special committee of directors to consider
whether such legal action 1s in the best interest of the
Company and its shareholders.

On July 26, 1993, attorneys on behalf of two sharehold-
ers reinstituted a shareholder derivative action against
several of the Company's present and former officers alleg-
ing mismanagement, waste of corporate assets and breach
of fiduciary duty in connection with the Company s credit
and collections practices. This action is also based on the
findings and conclusions contained in the Credit and
Collections section ol the May 1991 PUC Management
Audit Report prepared by Emst & Young. The plaintiffs
seck, among other things, an unspecified amount of dam-

Notes 4o Consolidited Pinancial Statenents
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ages and the awarding to the plaintiffs of the costs and
disbursements of the action, including attorneys’ fees.
Any monetary damages which may be recovered, net of
expenses, would be paid to the Company because the law-
suit is brought derivatively by shareholders on behalf of
the Company.

The Company is involved in various other litigation
matters, the ultimate outcomes of which. while uncertain,
are not expected to have a material adverse effect on the
Company s financial condition; however, they could have
a material effect on quarterly operating results when re-
solved in a future period.

4. Chonges in Accounting

Effective January 1, 1993, the Company adopted SFAS
No. 106. "Employers” Accounting for Postretirement Ben-
efits Other Than Pensions,” which requires the recognition
of the expected costs of the benefits during the years em-
ployees render service, but not later than the date eligible
for retirement using the prescribed accrual method. For
1992 and prior, the Company recognized these costs on a
pay-as-you-go basis, The Company is currently recovering
in base rates the pay-as-you-go costs. Adoption of SFAS
No. 106 resulted in a transition obligation of $505 miliion,
which is being amortized on a straight-line basis over 20
vears. Adoption of SFAS No. 106 had no impact on the
Company 's results of operations as the Company 1s defer-
ring these increased costs (see note 6),

Effective January 1, 1993, the Company adopted SFAS
No. 109, "Accounting for Income Taxes,” which requires an
asset and hability approach for financial accounting and
reporting for income taxes utilizing the cumulative method
of adoption. As a result, the Company recognized a charge
of $3 million or $0.02 per share during 1993, The Com-
pany has also recorded an additional accumulated deferred
income tax liability along with a corresponding recoverable
deferred income tax asset of $2.3 bilhon at Decem®er 31,
1993 (see note 12).

$. Retirement Benefits

The Company and its subsidiaries have non-contributory
trusteed retirement plans applicable to all regular employ-
ees. The benefits are based primarily upon employees’
years of service and average earnings prior o retirement.
The Company's funding policy is to contribute, at a mini-
mum, amounts sufficient to meet ERISA requirements,
Approximately 71%, 78% and 79% of pension costs were
charged to operations in 1993, 1992 and 1991, respec-
tively, and the remainder, associated with construction
labor, to the cost of new utility plant,
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Pension costs for 1993, 1992 and 1991 included the
following components:

{Thousanmdy of Dollars) 1993 1992 1991

Service cost — henefits
earned during

the period » 33673 8 30,191 | $ 23,092
Interest cost on

projected benefit

obligations 134,658 129000 121,826

Actual return on
plan assets
Amortization of

(226,240 (122.869) (345,677)

transition asset (4,338 (4.539) (4.539)
Amortization and
deferral 87,733

(5,741)  227.038
2,340

19
Net pensioncost  $ 25286 § 26042 § 2

The changes in net periodic pension costs in 1993, 1992
and 1991 were as follows:

tThousands of Dollars ) 1993 Jow2 1991

Change in number, char-
acteristics and salary
levels of partici-
pants and net

actuarial gain $ (736) $ (840) § 3,402
Change in plan

provisions - - 1.978
Change in actuanal

assumptions — 4,542 4.754 |

Net change b (786) $3,702  $10.134

Plan assets consist principally of common stock, U.S.
government obligations and other fixed income instru-
ments. In determining pension costs, the assumed long-
term rate of return on assets was 9.50% for 1993, 1992
and 1991,

The weighted-average discount rate used in determin-
ing the actuarial present value of the projected benefit
obligation was 7% at December 31, 1993 and 7.75% at
December 31, 1992 and 1991. The average rate of increase
in future compensation levels ranged from 4% to 6% at
December 31, 1993 and ranged from 4.5% to 6.5% at
December 31, 1992 and 1991,

Prior service cost is amortized on a straight-line basis
over the average remaining service period of employees
expected to receive benefits under the plan. The funded
status of the plan at December 31, 1993 and 1992 is sum-
marized as follows:

{ Thousands of Dollars) 1993 1992

Actuarial present value
of accumulated plan
benefit obligations:

Vested benefit obligations

Accumulated benefit
obligation

$LAR2R08) $(1,315.292)

(L600.768) (1,410,777}

Projected benefit obligation
for services rendered

to date $(1,972,332; $(1,740,013)

Plan assets at fair value 1.844.281 1,709,802
Funded status (128,051 (30,211)
Unrecognized transition

asset (53,865) (58,402)
Unrecognized prior service

costs 95,728 101,955
Unrecognized net gan (77,245) (183,820
Pension liability % (163433) § (170.478)

6. Non-Pension Postretirement Benefits

The Company provides certain health care and life insur-
ance benefits for retired employees. Company employees
will become eligible for these benefits if they retire from
the Company with ten years of service. These benefits and
similar benefits for active employees are provided by an
insurance company whose premiums are based upon the
benefits paid during the year. In the past, the Company has
tecognized the cost of providing these benefits by charging
the annual insurance premiums o expense,

The transition obligation resulting from the adoption of
SFAS No. 106 was $505 million at January 1, 1993,
which represents the previously unrecognized accumulated
non-pension postretirement benefit obligation. The transi-
tion obligation is being amortized on a straight-line basis
over an allowed 20-year period, The annual accrual for
non-pension postretirement benefits costs (including amor-
tization of the transition obligation) is $83 million. The
Company's comparable pay-as-you-go costs for these
benefits, which are currently being recovered in base rates,
were $31 million in 1993, On September 11, 1992, the
Company filed with the PUC a request for a 1.5% electric
base-rate increase designed to recover the costs associated
with the implementation of SFAS No. 106 (see note 2).

The transition obligation was determined by applica-
tion of the terms of medical, dental and life insurance
plans, including the effects of established maximums
on covered costs, together with relevant actuarial assump-
tions and health care cost trend rates, which are projected
to range from 12% in 1993 to 5% in 2002. The effect of
a 1% annual increase in these assumed cost trend rates
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9 Preferred and Preference Stock

At December 31, 1993 and 1992, Series Preference Stoek consisted of 100,000,000 shares authorized, of which no shares
were outstanding. At December 31, 1993 and 1992, cumulative Prefe-red Stock, no par value, consisted of 15,000,000

shares authonzed.

Series (withowt mand atory redemption)
$10.75
$7.85
$7.80
$7.75
$4.68
$4.40
$4.30
$3.80
$7.96(bi
$7.48

Series iwith mandatory redemption) (e)
$9.875

$9.52

$9.50 1986 Series

$8.75 1978 Series

$7.325

$7.00

$6.12

Total Preferred Stock

(a} Redeemable, at the option of the Company. at the

indicated dollar amounts per share, plus accrued dividends.

{b) Ownership of this series of preferred stock is evi-
denced by depositary receipts, each representing one-

fourth of a share of preferred stock.

t¢) None of the shares of this series are subject to re-

demption prior 1o October 1, 1997,

Current Shares
Redemption Outstanding
Price (a) 1993 1992
— 500,000
101,00 S00.000 500,000
101.00 TE0,000 750,000
101.0G 200,004 200,000
104.00 150,006 150,000
112.50 274.720 274,720
102.00 150,000 150,000
1 06.00) 00060 300,000
() 1.A400,000 1,400,000
(d) 300,006 o
4.224.720 4,224,720
102,50 390,000 650.000
= - 200000
— — 675,000
S - 200,300
101 .46 SO0.000 330.000
101.00 248,000 256,000
() 927,000 i

1865000 2.311.300

6089720 6536020  S608972

Amount
{ Thousands of Dollars)
192 1992
$ 50,000
$ 20,000 50,000
75,000 75,000
20,000 20,000
13,000 15,000
27472 27472
15,000 15,000
30,0040 30,000
140,040 140,000
50,000 —_
422472 422472 |
39,000 65,000
-- 20,000
— 67,500
—_ 20,030
30000 33,000
24,800 25,600
92,700 -
186,500 231,130
$653.602

td) None of the shares of this series are subject o re-

demption prior to April 1, 2003,

(e) Sinking fund requirements ($100 per share) in the

period 1994- 1996 are $16,800,000 annually and
$3.800,070 annually in the period 1997-1998%,

(f) None of the shares of this series are subject to re-

demption prior to August 1, 1999,

S ——



10. Long-Term Debt
{Theusands of Dallars)

PECO Energy

Co

mpany

and Subsidigr;

Notes to Conselidated Financial Statements

Companies

At D.m ember ,f_l X

Seriey Due 1993 1992

First and Refunding Mortgage Bonds (a) 6 1/2% 1993 - 5 60,000

4 12% - 13.05% 1994 $ 170,000 170,000

9% 1995 - 31,200

B 1/4% 1996 e 80,000

6 1/8% 1997 75,000 75.000

S 3/8% - 10% 1998 225,000 250,000

55/8% « 11% 19992003 1,635,069 1,255,200

6% - 10 1/4% 2004- 2008 131,875 384,437

(h)y  2009-2013 154,200 —

87/8% - 11% | 2014-2018 129 900 479,900

6 5/8% - 10 1/2% 2019-2024 1,776,561 1,207,130

Tota! First and Refunding Mortgage Bonds 4,297,605 4,012.867

Notes Payable — Banks (¢) 1993-1996 167,000 372,000

Revolving Credit and Term Loan Agreements d) 1995-1997 425,000 525,000

Pollution Control Notes (e) 19972025 65,565 173,700

Debentures 10.05% - 114 19932011 62,000 R7,000

Medium-Term Notes (f) 1994-2005 150,000 150,000
Sinking Fund Debentures —

PECO Energy Power Company, a Subsidiary 4 1/2% 1995 10,550 11,350

Unamortized Debt Discount and Premium, Net dLi (28,958)

Total Long-Term Debt 5,136,606 5.302,959

Due Within One Year (g) 252,263 9% 99K

Long-Term Debt included in Capitalization (h)

(a) Utility Plant 1s subject to the lien of the Company's
mortgage.

{b) Floating rates, which were an average annual interest
rate of 2.40% at December 31, 1993,

(¢) The Company has entered into interest rate swap agree-
ments to fix the effective interest rates on certain of these
notes. Al December 31, 1993 and 1992, the Company had
two and three interest rate swap agreements outstanding
with commercial banks, for a total notional principal
amount of $167 and $242 million, respectively. These
agreements are subject to performance by the commercial
banks, which are counterparties to the interest rate swaps,
However, the Company does not anticipate nonperfor-
mance by the counterparties. The annual interest rate for
these notes, giving effect 1o the interest rate swaps, was
10.61% at December 31, 1993,

(d) The Company has a $525 million revolving credit and
term loan agreement with a group of banks. The revolving
credit arrangerent converts into a term loan on October 3,
1994, The borrowings are due in six semi-annual install-
ments with the first payment due six months after the conver-
ston into the term loan. Interest on outstanding borrowings
is based on specific formulas selected by the Company

§ 4884343 5 5203961

involving yields on several types of debt instruments. There
is an annaal commitment fee of 0.15% on the unused amount.
The average annual interest rate for this revolving credit
agreement was 3.64% at December 31, 1993, The Company
also has a 5150 million revolving credit and term loan agree-
ment with a group of banks, The revolving credit agreement
converts into & term loan in July 1995 and the commitment
terminates in 1997, There is an annual commitment fee of
0.2% on the unused amount, At December 31, 1993 and
1992, no amount was outstanding under this agreement,
(e) Floating rates, which were an average annual interest
rate of 2.24% at December 31, 1993,

{f) Medium-term notes collateralized by mortgage bonds.
The average annual interest rate was 7.6 1% at December
31, 1993,

(g) Long-term debt maturities, including mandatory sink-
ing fund requirements, in the period 1995-1998 are as
follows: 1995-5201,213.000; 1996-$393.463,000; 1997-
$266,463,000: 1998-5241,463,000.

(h) The annualized interest on long-term debt at Decem-
ber 31, 1993, was $368 million, of which $326 million was
associated with mortgage bonds and $42 million was asso-
ciated with other long-term debt.
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11, Short-Term Debt
(Thousands of Dollars)

Average Borrowings

Average Interest Rates, Computed on Daily Basis
Maximum Borrowings Outstanding

Average Interest Rates at December 31

R 1992 L
$ 1319y 5 50,161 $ 13,493
3.35% 3.72% 6.17%
$  Jo8400 5 255500 §

81,000
J45% 3.72% —

At December 31, 1993, the Company had formal and informal lines of credit with banks aggregating $351 million against
which $119 million of short-term debt was outstanding. The Company does not have formal compenszting balance arrange-
ments with these banks, The Company has a $150 million commercial paper program and at December 31, 1993, there was

no commercial paper outstanding.

12, Income Taxes
{ Thousands of Dollars)

Included in Operating Income:
Federal

Current

Deferred

Investment Tax Credit, Net
State

Current

Deferred

Included in Other Income and Deductions:
Federal

Current

Deferred
State

Current

Deferred

Total

In accordance with SFAS No. 109, the Company has
also recorded an additional accumulated net deferred in-
come tax hability and pursuant to SFAS No., 71, “Account-
ing for the Effects of Certain Types of Regulation.” a
corresponding recoverable deferred income tax asset of

1993 1992 199)

$ 117,538 $ 131,054 $ 120,646
113,054 66281 67.914
43,344 (3,495) 58.078
70,740 78.546 71.516
9718 (7,903) (9,209)
354,391 264 483 308,945
(3,636 (45,2905) (1,957)
15,926 20,237 16,483
(1615) (18,430) (732)
1,147 3,328 2648
11,808 (30,160) 16.442

S 366,199 $ 224,323 $ 325387

$2.3 billion at December 31, 1993, representing primarily
the cumulative amount of federal and state income taxes
associated with the elimination of the net-of-tax AFUDC
accounting methodology.
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The $2.7 hillion accumulated net deferred imcome tax
labilir - L the tax effect of anticipated revenues and
reverse. as the related temporary differences reverse over
the life of the related depreciable assets concurrent with
the recovery of their cost in rates.

Also included in the accumulated deferred income tax
liability are other accumulated deferred income taxes,
principally associated with liberalized tax depreciation,
established in accordance with the ratemaking policies of
the PUC based on flow-through accounting.

ITC and other general business credits reduced federal
income taxes currently payable by $60, $41 and $71 mil-
lion in 1993, 1992 and 1991, respectively. Under the Tax
Reform Act of 1986, ITC was repealed effective January
1, 1986 with the exception of transition property. The
Company believes that Limerick Unit No. 2 qualifies as
transition property eligible for ITC.

Approximately $36 million 0 additional business

iMillions of Dollars)
Nature of Temporary Difference:
Utility Plant

Accelerated Depreciation

Deferred Investment Tax Credits

AMT Credits

Other Plant Related Temporary Differences
Taxes Recoverable Through Future Rates, Net
Deferred Debt Refinancing Costs
Other, Net

Deterred Income Taxes per the Balance Sheet

The net deferred tax liability shown above is comprised
of $4.182 billion of deferred tax liabilities partly offset by
5440 million of deferred tax assets,

The Omnibus Budget Reconciliation Act of 1993
changed the federal income tax rate for corporations to
35% from 34%. effective January 1, 1993, This change
resulted in an $8 million increase in Income Taxes in the

credits generated from 1988 through 1992 have not been
utilized due to limitations based on taxable income. These
credits, which expire between 2003 and 2007, may be used
to reduce federal income taxes in future years.

The Internal Revenue Service (IRS) has completed its
examinations of the Company's federal income tax returns
through 1986, The 1987 federal income tax return has not
been audited and the 1988 through 1990 federal income
tax returns are currently under examination,

For the years 1987 through 1990, the Company's cur-
rent tax lability was determined under the AMT method
resuiting in a cumulative tax credit of $176 million which
can be utilized in future years when regular tax lability
exceeds AMT hability,

The tax effect of temporary differences which give rise
to the Company 's net deferred tax Lability as of December
31, 1993 are as follows:

Liabiliry
or (Asser)

RETH
(176
1,338
Y80
142
(155)

5 3,742

Consolidated Statement of Income for the year ended
December 31, 1993, This change also resulted ina $107
million increase in the Deferred Income Taxes liability
on the December 31, 1993 Consolidated Balance Sheet,
because the Company expects to receive recovery of all
taxes when paid.

B A T N SEEm— - S—
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Provisions for deferred income taxes consist of the tax effects of the following timing differences:

{ Phowasands of Diollars) 1994 TR
Depreciation and Amortization » RIS 93,469
Deferred Energy Costs 19013 (18.033)
Early Retirement Plan — 1 865
Incremental Nuclear Maintenance and Refueling Outage Costs (827) (1.627)
Uncollectible Accounts 625 (2,629)
Reacquired Debt 28,959 39,123
Unrecovered Revenue (806 (56,050)
Alternative Minimum Tax -—
Limerick Plant Disallowances and Phase-In Plan 17,673 15,118
Other (2,516) 10,707
Total $ 139845 $ %1,943

$

1wy}

89.760
(19.916)
16.024

(5,629)

(7,750)
18,688

(43,983)
6.331
16,634
7.677

77.836

The total income tax provisions diftered from amounts computed by applying the federal statutory tax rate to income and

adjusted income before income taxes as shown below:

iThousands of Dollars) 1993 1992
Net Income § 390,648 S 478.94)
Total Income Tax Provisions 366,199 224,323
Income Before Income Taxes 956,847 703,264
Deduct: Allowance for Funds Used During Construction 23.774 20,663
Adjusted income Before Income Taxes $ 933,073 S 682,601
Income Taxes o Above at Federal Statutory
Rate of 35% in 19923 and 34% in 1992 and 1991 $ 326576 $  232.084
Increase (Decrease) due to:
Depreciation Timing Differences Not Normalized 9.721 10,427
Limerick Plant Disallowances and Phase-In Plan 2094 2,159
Unbilled Revenues Not Normalized — 15.766)
State Income Taxes, Net of Federal Income Tax Benefits 51994 36.657
Amortization of Investment Tax Credits (13.470) (24.624)
Prior Period Income Taxes 13.942) (20.655)
Other, Net (9,774 (5.059)
Total income Tax Provisions $ 166,199 S 224,323
Provisions for Incume Taxes as a Percent of:
Income Before Income Taxes IR 2% 31.9%
Adjusted Income Before Income Taxes 39.2% 32.9%

13. Taxes, Other Than income - Operating

{Thowusands of Dotlars) 1993 ] 1992
Gross Receipts $ 155407 $ 158314
Capital Stock 38,990 28013
Real Estate 71445 63,593
Payroll 3400 20,410
Other » 800 2,538
Total $ 293.1327 $ 281 R6K

$

19l

534680
325,387
360,067

23,084
836,983

284,574

15.258
3,490
5,620

42387

(17.030)

(13,227)
4,315

325,387

37.8%
IR.9%

199/

158,719
34,924
43,023
31,439

6,456

274,561

e e s i R
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i4. Leases

Leased property included in Utility Plant at December 31, was as follows:

{ Thousands of Dollars) 1993 ] 1992
Nuclear Fuel S dd4R2063 $ 471,276
Electric Plant 2,169 2.234
Gross Leased Property 450,372 473,510
Accumulated Amortization (255,670) (263,516)
Net Leased Property $ 194702 0§ 209994

The nuclear fuel obligation is amortized as the fuel is consumed. Amortization of leased property totalled $58, $55 and $59
million for the years ended December 31, 1993, 1992 and 1991, respectively. Other operating expenses included interest on
capital lease obligations of $8, 87 and $10 million in 1993, 1992 and 1991, respectively. Minimum future lease payments as
of December 31, 1993 were:

Year Ending December 31,

(Thewsandas of Dollars) Capital Leases  Operating Leases  Total
1994 $ 70413 % 97982  § 168,395
1995 65,988 96,821 162,809
1996 59,273 60,501 119,774
1997 18,220 59,538 77,758
1998 92 55.861 55,953
Remaining Years 1LI81 616,834 618,015
Total Minimum Future Lease Payments $ 215,167 $ OR7.537 | § 1,202,704
Imputed Interest (rates ranging irom 6.5% to 17.0%) (20,465 ) :
Present Value of Net Minimum Future Lease Payments $ 194.702

Rental expense under operating leases totalled $99, $94 and $89 million in 1993, 1992 and 1991, respectively.

15, Jointly Owned Electric Utility Plant
The Company's ownership interests in jointly owned electric utility plant at December 31, 1993 were as follows:
Transmission and

Production Plants ~ Other Plant
Peach

Bottom Salem Keystone Conemaugh

Operator PECO  Public Service Pennsylvania  Pennsylvania
Energy Electric and Electric Electric Various
Company  Gas Company Company Company Companies
Participating Interest 42.49% 42.59% 20.99% _20.72% 21% 1o 43%

Company 's share of (Thousands of Dollarsi

Utility Plant $ 708,532 § 1,174379 § 86742 § 91,299 $ 87,809
Accumulated Depreciation 253,057 370,825 42,735 43,443 26,795
Construction Work in Progress 21,764 40,562 10.850 54,252 Y91

The Company’s participating interests are financed with Company funds and, when placed in service. all operations are
accounted for as if such participating interests were wholly owned facilities.

On April 2, 1992, the United States District Court for the District of New Jersey approved a settlement of the lawsuits
filed against the Company by the other co-owners of Peach Bottom concerning the 1987 shutdown of Peach Bottom ordered
by the NRC. As part of the settlement, the Company paid $131 million to the other co-owners on October 1, 1992 and the
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Company recognized a charge against income ($76 million, net of taxes) in the first quarter of 1992,

In 1990, the Company received net proceeds of $28 million ($16 million, net of taxes) in settlement of a shareholders’
derivative suit in connection with the 1987 Peach Bottom shutdown. Recognition of the $28 million had been deferred
pending the resolution of the co-owners” litigation. As a result of the settlement of the co-owners” litigation, the $28 million
was recognized as other income in the first quarter of 1992 and reported as an offset against the amount of the above-men-
tioned charge relating to the settlement of the co-owners” litigation,

16. Segment Information
t Thewssands of Dollars) 1993 1992 199/

Electric Operations

Operating Revenues $ 605425 % 3,597,141 $ 1662573 |
Operating Expenses, excluding Depreciation 2,228,507 2,236,907 2.253,1%9
Depreciation 400,851 390,846 379.607
Operating Income $ 976067 5 969388  § 1029807
Utility Plant Additions $ 458,125 $ 461407 § 422780
Gas Operations | .
Operating Revenues $ IR2704 5 365328 0§ 356,013
Operating Expenses, excluding Depreciation 299,289 278,407 282,665
Depreciation 24001 22933 20,965
Operating Income % 59,344 $ 63988 $ 51,383
Utility Plant Additions $ 72481 $ 74 858 $ 55,008
Identifiable Assets* ‘
Electric S 10,395 488 $ 10,393 449 $ 10,213,296
Gas 727,690 658.825 590,151
Nonallocable Assets 1909, 149 | 1,525,953 1,720,013
Total Assats $ 15,032,327 $12.578,227 $ 12,523,460

“Includes Utility Plant less accumulated depreciation, inventories and allocated common utility property.

I7. Cash and Cash Equivalents

For purposes of the Statements of Cash Flows, the Company considers all highly liquid debt instruments purchased with a
maturity of three months or less to be cash equivalents. The following disclosures supplement the accompanying Statements
of Cash Flows:

{ Thousands of Doltars) 1994 1992 199/
Cash Paid During the Year:

Interest (net of amount capitalized) % 474738 $ 515,696 $ 551,944

income taxes (net of refunds) 182,751 224,352 193 340
Noncash Investing and Financing:

Capital lease obligations incurred 42,4584 40,757 41,905

thirty-seven
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PECYH Enerpgy Coapany and Subs

Joseph F. Paquette, Jr. (59)
Chairman and Chief

Executive Officer

Corbin A. McNeill, Jr. (54)
President and Chief

Operating Officer

William L. Bardeen (55)
Senior Vice President, Finance and
Chief Financial Otficer

James W. Durham (56)

Senior Vice President and
General Counsel

William J. Kaschub (51)
Senior Vice President,

Human Resources

Gweondolyn S. King (53)
Senior Vice President, Corporate
and Public Affairs

Dickinson M. Smith (60)
Senior Vice President, Nuclear

Management Changes

Donald B. Miller resigned as Vice President, Peach Boi-
tom Atomic Power Station, effective November 24, 1993,

OfMicers

David R. Helwig (42)

Vice President, Limerick

Generating Station

Thomas P. Hill, Jr. (45)

Vice President and Contr 1),
Kenneth G. Lawrence (46)

Vice President, Gas Operations

john M. Madara, Jr. (50)

Vice President, Production

Atbert G. Mikalauskas (57)

Vice President, Customer and
Marketing Services

Gerald R. Roiney (44)

Vice President, Peach Bottom Atomic
Power Station

Mortor . Rimerman (64)

Vice President. Finance and Treasurer

v'my,- three

tdiary (

OMmPpEne

William M. Smith, i1l (45)
Vice President, Planning and
Performance

Albert J. Solecki {53)

Vice President, Support Services
Alvin |. Wzigand (55)

Vice President, Transmission and
Distribution Services

Lucy S. Binder (56)

Secretary

J. Barry Mitchell (46)
Assistant Treasurer and Director
of Financial Operations

James F. Hohenstein (50)
Assistant Treasurer

M. Dorothy Lyons (52)
Assistant Secretary

Todd D. Cutler (33)

Assistant Secretary

Gerald R. Rainey was elected Vice President, Peach Bot-
tom Atomic Power Station, ¢ffective November 24, 1993,
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Susan W. Catherwood (50)
Chairman, Trustee Board.

The University of Pennsylvania
Health System

M. Walter D'Aiessio (69,

President and Chief Executive Oti' er,

Latimer & Buck, Inc. (Mortgage
banking a:! real estate
development)

Richard G. Gilmore* (66)
Former Senior Vice President,
Finance and Chief Financial
Officer of the Company

Richard M. Glanton, Esquire (47)
Partner of the law firm Reed Smith
Shaw & McClay

James A, Hagen® \ol)
Chairman, President and Chief
Executive Officer, Conrail, Inc.

*Member of Executive Committee

Board of Directors

Nelson G. Harris (67)

Chairman of the Executive Committee,

Tasty Baking Company

Robert D. Harrison (70)
Management and marketing
consultant

Joseph C. Ladd (67)

Former Chairman,

The Fidelity Mutual Life

Insurance Company

Edithe J. Levit, M.D. (67)
President Emeritus and Lite Member
of the Board, National Board

of Medical Examiners

Admiral Kinnaird R. McKee* (64)
Director Emeritus, U.S. Navy
Nuclear Propulsion

forty-four

Joseph |. McLaugh'in* (65)

Former President and Chief Executive
Officer, Beneficial Mutual Savings Bank
Corbin A. McNeill, Jr. (54)

President and Chief Operating Officer
of the Company

John M. Palms, PhD. (58)

President. University of

South Carolina

joseph F. Paquette, [r.* (59)
Chairman and Chief Executive

Officer of the Company

Ronald Rubin*(62)

General Partner. Richard 1. Rubi: & Co.
(Real estate development

and inanagement)
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INAXCTAL HIGHEIGRTS
FINANCIAL BIGHLEG |
' 0 Chvanig % Changy ) % £hangé
1993 19931982 1968 dgnpidey o Ieed LBL im0
Earnings Per Cammen Share 7.80 .8 : L6V (3.8) 1,75 158
Dividends Paid Per Common Share 1.88 . MR R 13 RS Tl
Book Value I'er Commion Share 15,82 3.0 15,47 28 14.84 33
Number of Common Shares Qutstanding ~ ’ :
Yeav-end L000); : ke e
Average : OR,688 2.5 51,592 a3 49,008 ré
Actual 83,807 25 52,108 LR SRR\ T 10.8
Return on Average Common Equity L% 81 1E34% (7o) 1200% 145
Electric Operating Revenues (0007 : $ 868,678 a0 § 816825 10 % BORSM 83
Diperating Expenses (000 8 706,091 39 $ 679,657 24 § 663518 77
Het Inconse (004} $ os397 10.5 $ 86210 LI B Ko 24.3
Utitity Cash Construciion Expenditures (000) 8 122,914 8.7 $ 180,700 (24.2) ' § 1A 34
Totul Aasets (000) : $2.407,508 12,1 §.219.338 34 Saushee o 1R
Sales of Blectrivity to Ultimate Customers 5 Vo

(KW, (000) 8,086,458 54 7635198 i34} 7,935600
Prive Paid Per Kitlowatt-hour ! R AR 7

i$iitimate Customers) 10.3 8¢ 4.6 1.257¢ 4.5 9812¢
Total Ultirmate Electric Customer Accounts »

(Year-end} 463,073 148 358,549 12 453,100
Number of Shar¢helders-Common Stock : : ; s

{Year-end) 47,832 2.8 46,524 w2 43,802
Numdber of itlantic Electric Employees : ‘ AR :

{Year-end) # 1,898 9.3 2023 08 2032 (1.1

3 b‘lllun(u Energy. s the pu‘n nthaldi 7
comp.mu for Attantic City Electric ’
(umpdhp (Atlantic Electric ) um/ fou? non-
utilify ,mh\ulxum s, Atlantic Ene Yo has 4
paid divideRds for 76 vomsecutive years and.
hurrmrm'rfrm dzrrdmdvmm‘rnr 4
AT consevutice years.: ‘1(:7‘ than 75'%
of 1!I(um: f neruu % shun ' e numd
by indiv ulmlh
5 Attantic Electric, o Yo uulul: ] tl.llllllll 0y
" the¢ ire hmnu 35 und )rm/n ssoup 95% of botal
i assels. |Il.mln Il e hu % rres over 164, !N)()
: i 2 B Loastomersiing ,! i llll aquan mlh aredim’
90 : - 89 90 91 92 97 PRy \nuHum \Ui S nu/ ‘i the next few l/vun
Energy : Energ AER: a'‘new s/u!v prisan n l{mlw'un dIn‘w :r/lh
. i new convention center and related
developmrent in Mlantic Citiy, aré expected
¥ 75 0 vhrmg. urn«‘lﬁ {o I!ln: .\L'_rwr':'e urm
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Tim Logtdon (lctti. plant engineer
Bob Mooney, industrial engineer
Schuller International, Inc.




You led?‘ﬁ--a lo:t ;frumli'xfpﬁinyié yaurcmtomersf’ou ui:édbm wlmf yaur nmmon lﬁtﬁuﬂo
aremimeg;exts ‘Iika}mjnm}vi:ng 6&3{:&&3 ‘mnfii"ts, mpétin‘g xurmss?ﬁliy a&d iééreas.ing’ safety. Whm ,‘
you knou} ivha: youshqra; wéknéw ‘-whai é&#ttméc@ expecmf you. f)ur jol'si;ix ,meetﬁ:ykhd' o
exceeding tlmsa emrtatmns by ymmdmg qmmwmo u,mﬂﬂm mn Here's how
some of our custaméé think weuedmw P e » e
S(:huligy- International, m msula?mn mmufacwer; was Iaakx’ng I’w ways tv cui ' mmy mf& increase
energy eﬂiciency und ,improm; mme of it§ .préce;{ses%qil w“fwf:',icfi can \»b“ﬂ;n‘ ,ﬁdnv;m _
bottom line. °A Hantic Etédrfz: workec! with us to ,gé_t‘ a ro}rzﬁah&nsmé engmi audit d&né' H.aey’
helped us finé a o:onsumzm w}'u; would Qo tkmugh @!I_am% of 'éetr-&géine.:s; looking &;r d;ays we coufd
save money and ﬁ mm mmt”w@d Rob Mamey, mdusfrmlemhwu'rhemmitants |
suggestions were great. None oF them cost money f# im;r!emeni But tiwy did ﬂ@i&vom;apémmr{
to maruslly shut things down o+ swit-cfi things over,” ﬁe‘aéded.
: We wanted to take the improvements one.swp further, Aﬂlm{o mamm mﬂy Mlpcd us deter-
i mine which processes could be outomated. They pul us in touch with all the right Qendars and eyuip-
ment we needed to make the improvements,” Mooney said.
Tim Logsdon, plant eng'neer, summed it all up. “In this economy, busine.sfses and utilities have fo work
together, £ lantic Electric lived up to fi’mz‘ team Iptm They helped us uncover not only the small change,
but the big aollar savings as well. When gou've und. + pressuze to keep your (osts in line, every little bit helps.” .
rjfititm‘es are learning whal manufacturing has kﬁown for a long time: the compe1i‘fan is tough.

In a region where the competition is tougher than most, it s impartant for all sides to work together.

Jim Stovgh, director of purchasiry for Wheaton Gluss Products finds that Atlentic Electric is moving in a

”
(]

Atlandic Encegy 4




refreshing new direction. “They sponscred an important three-way m&m tnpolving the utility

cempany, local industry and state regulators. The meeting MCIMM verv fuﬁk dhesuuibﬂt from all
sides and was an Impoertant step in solving iomn t!mt aff#ﬂ mrgone. Mougk said. "No other

utibity 7 ve dealt with has displayed the courage &o bring mmmmm: mm ew im‘a the gpen so

‘hey can be mutually solved,” he cadded

¢

\tumt:c Electric knows that energy is ane of manwfac I u'fug s }Wﬁ msc‘ﬁ ami‘ ilmf m wilimg to
&

work with us. Their experts \‘;mé{atd %;‘wmfm ideml&f (ar:qe

areas of energy waste and Ll W{lﬂ&d:ﬁbrmeferiﬂg{ok«fp

us monitor usage in those Mas, T‘s‘mi mrormatmn wzﬁ |

enabie us to fix problem arsaz,” | B | %ﬂ#ﬂ iﬂdmawd

Ez.very industry in New Jersey ‘cﬂs mmmafﬁmml campeﬂ—

tors. If any of v aren't efficient, 1 iwé mﬁ;-mm ve ayainst

foreign companies. Atlantic " ” ‘h“h dlr-ctor onmmm.m. i LEledrfcmcognizes this tough

'holton Glass Producu

WP RBENTIIE R 1P e e

business environment. They B8 see that jobs can be maintoined
or increased if tndustry uses energy officieatiy avid keeps its costs down. I wish the other utilities that
serve Wheaton were equally as progressive,” he ¢esphasized.
| ‘ .
ngh ended by soying, “More prajects are underway for th. cominig year that will continue the
close refationship between our tue companies. Atlantic Electric’s progressive approach enjoys
L]

my complete support.”

]mproviny satety is olso an interest we shars with customers. Su is staying on a budget. For

a recent project with the Memaorial Hospital of Salem County, we were able to help them achicve both.

U N s ntiRnbie Ensrgy




efficient, uniform lights improve visibility

for less money

Juneen Byirch, nurse
The Memorial Hospita|-of Salem County
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Atlantic City Education Foundation, led by Arthur Lewis, foundation president and corporate
vice president of the Sanas Hotel and Cacino, He explained that “from the very beginnivg, Atlantic
Eleciric sunporied the foundation with fivncial and Laman resources. Their involvement helps us
offer a e.‘amfty of programs tailered to Lhe individusl nesds of students and teachers "

| i’roge'trms eary in content Srom providing managemen! courses for admin-
@ strators and teachers to brosdening studonts’ intorests by expos-
ing them to g variely of lopics. Other programs encourgge growth and
learning by aliowing students to sample college courses ar abserve

e different professiont.

s The important thing to vemember is that these programs
and wll of the otiiers we support have ong goal in mind-—.
to help teachers teach and students lewrn,”
Lewis remarked. "I are can accomplish thal, we've
all got something to be prowd of.

m impressed with the leadership Atlantic
Electric has shown to the foundation and the
educational community. " said Lewis. "Thay believe as
we do that providing quatity education is in everyone’s
best interest /! builds a beller trained workforce, a strouger

community and @ more vital economy.”

. Wethur Lowis, présidont =

Atiantie City BducstionPoundstio
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reviding safe, relighle electricity with énvi-

ronmentel sensitivity is ¢ balancing act. It

requires sound and prudent judgement-

—~ GOMMON senae-— /o meel Soth busi- @"‘

ness end cnvironmental npeds,
Technology gives us the tools,
Common sense enables us fo use

those tools wisely for customers’ benelit,

ity is committed to the health and welfare of
§oa life in our areg. Alantic Electric is commiited Yo research-
ing the possibilities of solar energy and we needed u fow lest sifes, Bringing
the two together was a perfect AL
ne day | looked outside the windew of the Center

and noticed a woman studying our

regtor ' .
ng Center’




idca is ouilder Bob quemsﬁ. i liss e

o

fhen 1 heard about Atluntic Electric’s programs for builders, I signed up right away. { get o kick out

of building a house that'’s the m: 9”0!:”! !hzrm on m mmmmy "cﬂm'on, gou can't get a

better home than one that's a combination of a B.E.S.T. Home and a geothermual system.”
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hese home ¢ efficient and clean

safe

good for the environment

these homes sold

well
Bob Gajlwski, partner
‘G&L General Contractors
great resource
iatest
equipment expert advice
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ONSOLIDATED STATEMENT
OF CASH FLOWS

Cash Flows Of Operating Activities:

{6,050)
(15,269)
17,405
67,950

(3,8186)
6,424
20,801

(35,982)
32,364

(1,074)

Net Cash Provided by Operating Activities 178,150

Cash Flows Of Investing Activities
(138,111)
(9,9486)
{6,424)
{9,832)

Net Cash Used by Investing Activities (164,313)

Cash Flows Of Financin

464,633

{370,541)

(14,600)

9,946

16,208

(17,4085)

(67,259)

I G724
e a34)
14,151
27,988

45,647

14,088







ONSOLIDATED
BALANCE SHEET

{ Thousands of Dollars) coniber 21

Gu9

Liabilitie: and Capitalization

Capitalization:

Common Shareholders’ Equity:

Common Stock, no par value; 75,000,000 shares
authorized; issued and outstanding; 1993 - 53,506,786;

1992 - 52,198,624 $ 579,443 § 549,147
Retained Earnings 256,549 242,768
Total Common Shareholders' Equity 835,092 791,915
Preferred Stock of Atlantic City Electric Company

Not Subject to Mandatory Redemption 40,000 40,001

Subject to Mandatory Redemption 173,750 190,250
Long Term Debt 766,101 631,580
Total Capitalization (excluding current portion) 1,815,843 1,653,745

Current Liabilities:

Preferred Stock Redemption Requirement 12,250 1,05
Long Term Debt due within one year - 149,356
Capital Lease Obligations due within one year 861 )

Short Term Debt — 14,600
Accounts Pavable 63,847 52.028
Taxes Acerued 16,020 7.697
Interest Accrued 22,149 14,706
Diwvi‘ends Declared 24,910 24,275
Customer Deposits 2,890 2,955
Deferred Energy Costs s 8§ (1RO
Other 21,875 16,794
Total Current Lizoilities 164,802 162,348

Deferred Credits and Other Liabilities:

Deferred Income Taxes 383,347 276,492
Deferred Investment Tax Credits 54,180 56,715
Capital Lease Obligations 44,407 18,505
Other 24,929 21,533
Total Deferred Credits and Other Liabilities 506,863 403,24

Commitments and Contingencies (Note 10)

Total Liabilities and Capitalization $2,487,508 $2 219 338
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OTES TO CONSOLIDATED
FINANCIAL STATEMENTS

S GNTFICANT ACCOUNTING POLLCEES

Drganization

Atlantic Energy, Inc. {the Company or parent) is the
parent of a consolidated group consisting of the follow-
ing wholly-owned subsidiaries: Atlantic City Electric
Company (ACE), Atlantic Energy Technology, Inc.
{AET), Atlantic Generation, Inc. (AGl), Atlantic
Southern Properties, Inc. (ASP) and ATE Investment,
Inc. (ATE). ACE is a public utility primarily engaged in
the generation, transmission, distribution and sale of
electric energy. Rates for servige are regulated by the
New Jersey Board of Regulatory Commissioners (BRC).
ACE's service territory encompasses approximately
2,700 square miles within the southern one-third of
New Jersey. The maionity of ACE's customers are resi-
dential and commercial, ACE, with its wholly-owned
subsidiary that operates certain generating facilities,
is the primary company within the consolidated group.
AET invests in companies with energy-related products
and technaologies and has a wholly-owned subsidiary
that ewns patented technology for geothermal heating
and cooling systems. AGI and its wholly-owned subsid-
1aries are engaged in the development of cogeneration
power projects which are located in New Jersey and
New York through several partnership arrangements,
ASP awns, develops and manages a commercial office
and warehouse facility located in southern New Jersey.
ATE provides fund management and financing to
affiliates and manages its portiolio of investments in
leveraged leases for equipment used in the airline and
shipping industries,

Principles of Consclidation

The consolidated financial statements include the
accounts of the Company and its subsidiaries. All
significant inter-company accounts and transactions
have been eliminated in consolidation. ACE, AET and
AGI consolidate their respective subsidiaries. AGI
accounts for another investment using the equity
method by recognizing its proportionate share of the
results of operations of that investment. The results
of operations of the nonutility companies are not
significant and are classified under Other Income in
the Consolidated Statement of Income.

Atlantic Enorgy

Regulation

The acceunting policies and rates of ACE are subject

to the regulations of the BRC and in certain respects to
the Federal Energy Regulatory Commission (FERC). Al
significant accounting policies and practices used in
the determination of rates are also used for financial
reporting purposes.

Electric Operating Revenues

Revenues are recognized when electric energy services
are rendered, and include estimates for amounts
unbilled at the end of the period for energy used subse-
quent to the la  billing cyele.

Nuclear Fuel

Fuel costs associated with ACE's participation in
jointly-ovned nuclear generating stations. including
spent nuclear fuel disposa! costs, are charged to Energy
expense based on the units of thermal energy produced.

Electric Utility Plant

Property s stated at original cost. Generally, the plant
is subject to a first mortgage lien. The cost of property
additions, including replacement of units of property
and betterments, is capitalized. Included in certain
property additions is an Allowance for Funds Used
During Construction (AFDC), which is defined in the
applicable regulatory system of accounts as the cost
during the period of construction of borrowed funds
used for construction purposes and a reasonable rate
on other funds when so used. AFDC has been calculated
using a semi-annualtly compounded rate of 8.95%, as
approved by the BRC, tor the years presented through
July 31, 1993, Lifective August 1, 1993, ACE reduced
the AFDC rate to 8.25%, as approved by the BRC on an
interim basis.

Cepreciation

ACE provides for straight-line depreciation based on
the estimated remaining hife of transmission and distri-
bution property, remaining life of the related nuclear
plant operating license for nuclear property, and esti-
mated average service life for all other depreciable
property, The overall composite . ¢ of depreciation
was approximately 3.3% in 1993, 3.5% in 1992 and 3.7%
in 1991, Accumulated depreciation is charged with the
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OTES TO CONSOLIDATED
FINANCIAL STATEMENTS

cost of depreciable property retived together with
removal costs less salvage and other recoveries.
Depreciable property of the nonutility companies
is not significant,

Nuclear Decommissioning Trust

ACE has a trust to fund the future costs of decommis
stoning each of the five nuclear units in which it has

an ownership interest. The current annual funding
amount, as authorized by the BRC, totals $6.4 million
and 1s provided for in rates charged to customers. The
funding amaunt is based on estimates of the future cost
of decommissioning each of the units, dates that decom-
missioming activities are expected to occur and return
to be earned by the assets of the fund. The BRC has
estabhlished that the total estimated cost to decommis
sion ACE's share in nuclear umits 18 $65.5 milhion in
1987 dollars. The BRC has further established that
decommissioning activities are expecled to begin in
2006 and continue through 2032, Actual costs and tim
ing of decommissioning activities may vary from the
current estimates. ACE will seek to adjust these esti-
mates and the level of rates collected from customers
in future BRC proceedings to reflect changes in decom
missioning cost estimates and the expected levels of
inflation and interest to be earned by the assets in the
trust. As of December 31, 1993, the trust had a market
value of $46.4 mitlion. Of the $43.2 million in the trust,
$31.9 million has been qualified for Federal income tax
purposes. ACE had an associated accumulated hiability
for decommissioning costs of $42.2 million at
December 31, 1993,

Detferred Energy Costs

As approved by the BRC, ACE has Levelized Energy
Clauses (LECs) through which energy and energy-
refated costs (enevgy) are charged to customers. LEC
rates are hased on projected energy costs and prio
period underrecoveries or overrecoveries of energy
costs l-.ln‘l;l;\ costs are recovered (}'Huli;“h levelized
rates over the period of projection, which is generally

a 12-month peried, In any period, the actual amount of
LEC revenues recovered from customers will be greater
or less than the actual amount of energy costs incurred
in that period. Energy expense is adjusted to match the

associated LEC revenues, Any underrecovery (an asset

0

representing energy costs incurred that are to be col
lected from customers) or overrecovery (a liability
representing previously coliected ¢nergy costs to be
returned to customers) of costs is deferred on the Con-
sohdated Balance Sheet as Deferred Snergy Costs. These
deferrals are recognized in the Consolidated Statement
of Income as Energy expense during the period in which
they are subsequently included in the LECs,

Income Taxes

Effective January 1,1993, deferred Federal and state
income taxes are provided on all significant temporary
differences between book hases and tax bases of assets
and habilities, transactions that enter taxable income

in an eariier or later year than ror book income and tax
carrviorwards, Prior to 1993, deferred Federal and state
income taxes were provided on all significant current
transactions for which the timing of recagnition differs
for hook and tax purposes. Investment tax credits, which
are used to reduce current Federal income taxes, are de-
fe: red on the Consolidated Balance Sheet and recognized
in book income over the life of the related property. The
Company and its subsidiaries file a consolidated Federal
income tax return. Income taxes are allocated to each of
the companies within the consolidated group based on
the separate return method.

Unracovered Purchased Power Costs

ACE has an arrangement for 125 megawatts (MWs) of
capacity and related energy from Penmsylvania Power
and Light Company (FP&L) which commenced in 1983
and continues through September 0, 2000, Levehized
base rates were approved by the BRC to recover certain
estimated costs to be incurred over the term of the
arrangement. Through September 30, 1991, estimated
costs exceeded levelized revenues, and these excess costs
were deferred on the Consolidated Balance Sheet as
Unrecovered Purchased Power Costs. The BRC granted a
return on these unrecovered amounts. Subsequent to
September 30, 1991, levelized revenues are greater than
the estimated costs, permitting the previously deferred
costs to be charged to Purchased Capacity expense on
the Consolidated Statement of Income over the remain-
ing term of the arrangement, Differences between actual
costs incurred and the estimated costs being recovered
are subject to the usual base rate consideration. Also
included within Unrecovered Purchased Power Costs are
amounts paid by ACE associated with contract renego
tiations with independent power producers, for which
ACE expects recovery through rates (see Notes 3 and 10).

Atlantic Energy



Property Abhandonment Costs

Certain costs of property of ACE, for which the purpose of
the property was subsequentiv terminated or cancelled,
continue to be recorded as assets. This is because these
costs have been permitted by the BRC to be recovered in
rates over more than one year. or because future recov-
ery in rates is probable. At December 31, 1993, costs
that are being recovered in rates with no return on the
unamaortized amount tnvested are as follows:

Net Remaiming
Present Linamortized Recooery
Dieestmend Value (008) Cost {0003 Period_{yeurs]
Offshore Nuclear
Generaiimg Units § 774 £1,116 fy
Nuclear Generating
Unit 2.745 3578 4
Unrecovered Nuciear
Fuel Advances 1,646 2,518 B
Proposed Plant Site 1,114 1.333 3

The excess of the costs of the assets listed in the above
table over their discounted present values was recognized
as a loss at the date of abandonment. The discount, which
is not significant, is being restored to income by accre-
tion over the amortization period of the abandoned costs
allowed for ratemaking. Costs being recovered are amor-
tized to expense aver the recovery period. Other aban-
doned property for which future recovery is probable
amounted to $4.0 miltion at December 31, 1993,

Regulatory Assets

Costs incurred by ACE that have been permitted by the
BRC to be deferred for recovery in rates in more than
one year, or 1or which future recovery is probabie, have
been recovded as regulatory assets. Regulatory assets
are amortized to expense over the period of recovery. Un-
amortized costs currently being recovered in rates at
[recember 31, 1993 are: Unrecovered State Excise Taxes of
$£33.7 million (remaining recovery period is nine years):
decommissioning and decontaminating Federallv-owned
nuclear units of $8.4 million (remaining recovery period

Atluntic Enevgy

is 15 years) and ashestos removal of $9.9 million (re-
covery period is over the life of the related generating
station), Recovery of regulatory assets for Unrecovered
Purchased Power Costs (Nate 1), Recoverabie Future
Federal Income Taxes (Note 2) and Postretirement
Benefits other than Pensions (Note 4) are seprrately
discussed in the Notes to Consolidated Financial State-
ments where indicated, Other regulatory assets for
which future recovery is probable amounted to $5.1
million at December 31, 1993,

Financial Instruments

A number of items within Current Assets and Current
Liabilities on the Consolidated Balance Sheet are con-
sidered to be financial instruments hecause they are
cash or are to be settled in cash. Due to their short term
nature, the carrying values of these items approximate
their fair market values, Accounts Receivable-Utility
Service and Unbilled Revenues are subject to concentra-
tion of credi! risk because they pertain to utility service
conducted within a confined geographic region. Invest-
ments in leveraged Jeases are subject to concentration
of credit risk because they are exclusive {o a small num-
ber of parties within two industries. The Company has
recourse to the affected assets under lease. These leased

assets are of general use within the respective industries.

Gther
Debt premium, discount and expenses of ACE are amor-
tized over the life of the related debt. Costs associated
with debt reacquired by refundings are amortized over
ihe iile of the newily issued debi as permiiied by ihe BRC
in accordance with FERC guidelines. Temporary invest-
ments considered as cash equivalents for Consolidated
Statement of Cash Flows purposes represent purchases
of highly liquid debt instruments maturing in three
months or Jess.

Certain prior year amounts have been reclassified to
conform to the current yean: reporting of these items,
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Bor the Yoors Ended Decentber 21
{000) 1993 1992 199 |
The components of Federal income tax expease are as follows:

Current $25,349 $22 44} $24,202
Deferred 20,247 23,154 13,043
Investment Tax Credits Recognized on Leveraged Leases {12) 4233) (500)
Total Federal Income Tax Expense 45,584 45,362 36,745
Less Amounts Included in Other Income 307 8,219 50)

Federal Income Taxes Included in Operating Expenses {48,277

S8018 336,248

A reconciliation of the expected Federal income taxes
compared to the reported Federal income tax expense
computed by applying the statutory rate follows

35% 34% JA%

$55,400
(8,171)
(2,546)
(2,071}

Statutory Federal Income Tax Rate

$50.791
2.022

0il

$47.189
(4,477)
{(3,038)

(2,641)

Income Tax Computed at the Statutory Rate
Plant Basis Differences

Amortization of Investment Tax Credits
Deferred Tax Adjustments

e d

(3,757)

Other-Net (28) (927) (288)
Total Federal Income Tax Expénse $45 584 $45,362 $36.745
Effective Federal Income Tax Rate 29% 30%, 26%

State income tax expense 18 not significant

Items comprising deferred tax amounts are as follows at
December 31, 1993 and 1992:
1993

1992

Deferred Tax Liabilities:

Plant Basis Differences $2905.445 $177.124
Leveraged Leases 53,461 47,722
Unrecovered Purchased Power Costs 38,792 42 694
Statc Lacisc Taxes ii,?i'l- 213}
Other 21,057 {2,290

Total Deferred Tax Liabilities

420,552

279,017

Deferred Tax Assets
Deferred investment Tax Credits
Other

Total Deterred Tax Assets
Total Deferred Taxes-Net

29,247
11,741
40,888
$379,564

B, 743
R.743
$270,274

Effectiv ar 1 ¢ Company adopted Stat effect for revenue requirements. Due to the tax rate in
meni of Financ inting Standards No. 109 ent crease discussed below, net deferred Federal income ta
tled ounting for Income Tay Statement No. 109 liabilities of ACE increased by $13.8 million in 1993, The
hanges the recording melthodology relating to deferred deferred tax costs associated with these additional Habili
income taxes to an assel and habihity approach. The pris ties are recorded on the Conselidated Balance Sheet as
cipal impacts to the Company relate to recording, on a Req rable Future Federal Income Taxes in recognition
current basis, the effect of changes in enacted income { the probable amount of revenue to be collected from
tax rates on the amount of income taxes recorded and atepavers for these additional taxes 1o be paid in later

wding of deferred tax Habilities not pre vears, The adoption of Statement No. 109 by the nonutil
vecorded by ACE, Upn

ACE recorded an

viously
109 ompany did r.ot have a material

2 b
dawtu

yadoption of Statement No ity subsidiaries of the ¢

erease . n zit't!‘z'*‘!.\".h(.ll'i"-."‘ﬁ'_ eflect on the Q-f',\v»fu! f]u._:::\mlxf,\{(’])\'i’]!\

tax liabilities of approximately $85 million after giving
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On August 10, 1993, the Omnibus Budget Reconcil-
tation Act of 1993 was signed into law. The most signifi-
¢ it aspect of this law affecting the Company was an
i1 crease in the corporate Federal income tax rate to 35%
frv m 34%, effective retroactively to January 1, 1993. The
effect of this tax rate increase on the 1993 consolidated
Federal income tax expense was not material.

At December 31, 1993, valuation allowances exist
against deferred tax assets primarily for cumulative net
operating losses (NOLs) for state income tax purposes.

E3 RATEMATTERS OF ACE

Energy Clause Proceedings
Changes in Levelized Energy Clause Rates 1991-1993

Amount Amgunt

Requasted Granted e
Do Filed (milituns) {ratitions) Effective
3791 $30.6 3213 6791
2,92 (6.6} (8.5} 10792
3793 14.2 10.9 10/93

ACE's Levelized Energy Clauses (LECs) are subject to
annual review by the BRC.

In March 1991, ACE filed a petition requesting LEC
revisions to refiect an increase of $30.6 million for the
period June 1, 1991 through May 31, 1992. On June 11,
1991, the BRC ordered a net increase in annual LEC
revenues of $21.3 million, effective on that date. In its
order, the BRC denied ACE's reguest {or retention of
a portion of fuel and energy savings associated with a
power purchase arrangement with PECO Energy Com-
pany (formerly Philadelphia Electric Company-PECO),
The BRC also continued to defer consideration of previ-
ously deferred costs associated with outages at the
Salem Nuciear Generating Station in 1983,

In January 1992, ACE filed a request with the BRC for
rehearing and reconsideration of the issues above. On
February 10, 1992, ACE withdrew its request for rehear-
ing with respect to recovery of interest payments and
retention of fuel and energy savings. In late May 1992,

ACE and the Staff of the BRC (Staff) entered into a stipu-

lation to settle the Salem deferred costs. By the ierms of
the stipulation, ACE would begin recovery, rer a three-
year period, of $10.4 million of Salem deferred costs,
On September 2, 1992, the BRC adopted the stipulation

Atlantic Energy

The effects of the valuation allowances and state NOLs
are not material Lo consolidated results of operation and
financiai position,

The Company is subject to Federal Alternative Mini-
mum Tux (AMT), which is attributable to nonutility
onerations. At December 31,1993, there is an estimated
cumula.ive AMT credit of $18 million. The AMT credit
is availabl for an indefinite carryfonvard period against
future Federl income tax pavable, 1o the extent that
the regular | ederal income tax payable exceeds future
AMT payab e,

between ACE and Staff and authorized ACE to begin
recovery of the Salem deferred costs concurrent with
the BRC's approval and implementation of ACE's then
pending February 28, 1992 LEC petition.

On February 28, 1992, ACE filed with the BRC a peti-
tion relating to its LEC rates for the period June 1, 1992
through May 31, 1993, requesting no change in its cur-
rent rates, On April 30, 1992, ACE filed revisions to its
petition that would result in a decrease of $6.6 million,
reflecting an allocation to customers of 25% of the net
settlement reached in March 1992 in the lawsuit against
PECO (See Note 10}, and an update for the projected
overrecovery of prior LEC costs and associated interest.
The parties entered into a stipulation dated August 14,
1992 regarding the February 28, 1992 petition and April
30, 1992 revisions thereto. In October 1992, the BRC
issued its written order adopting the stipulation which
rexulted in a reduction in annual LEZ revenues of $8.5
million that was implemenited Ot uber 20, 1992, includ-
ing the recovery over a three-year period of the $10.4
million Salem deferred costs. The amount allocated to
customers from the PECO settlement was subject to
later review hy the BRC in ACE's 1993 LEC proceeding,

On March 31, 1943, ACE filed a petition with the BRC
requesting a $14.2 million increase in LEC revenues for
the period June 1, 1993 through May 31, 1994, Included
in the request were (1} an estimated payment of $569
thousand expected to be made in October 1993 for ACE's
assessment of the Department of Energy (DOE)} decom-
missioning and decontamination fund as required by
the Energy Policy Act of 1992 and (2) a $48 thousand
penalty for 1992 nuclear operations as required by the

24
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[Pl

Base Rate Case Proceedings

Changes in Base Rates 19911993

L
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receipts and franchise taxes (state excise taxes) that
were enacted on June 30, 199].,

On August 30, 1991, ACE filed its Phase I request
with the BRC for an increase in annual base rate rev-
enues of $25.8 million to recover the increased costs
relating to the changes in the state excise tax law. The
petition also addressed the regulatory treatment of con-
solidated Federal income tax benefits derived from affil-
iated nonutility entities. In May 1992, the ALJ issued an
initial decision in the proceeding. The ALJ recommended,
among other things, that a consolidated Federal income
tax benefit adjustment be made to reduce ACE’s rate base,
that Rate Counsel’s calcuial*an of cash working capital
be adopted and that ACE be provided a ten-year recovery
of the additional state excise tax payments with interest
on the unamortized balance calculated using the aver-
age prime rate,

In October 1992, the BRC issued its written order in
ACE's Phase 1] base rate proceeding, accepting the rec-
ommendations of the AL) with certain modifications. By
its order, the BRC authorized a net increase in annual
hase rate revenues of $12.9 million effective October 20,
1992, The change in base rates included the recovery
of $95.6 million in additional state excise tax payments
over a ten-year period with interest imputed on the un-
amortized balance at the rate of 7.5%. This amounted
to an increase in annual base rate revenues of approxi-
mately $13.5 million, The BRC also granted an increase
in annual base rate revenues of $1.6 million to reflect
the cash working capital impacts of the acceleration of

S RETIREVENT RENEFITS

Pension

ACE has a noncontributory defined benefit pension plan
covering substantially all of its employees and those of
its wholly-owned subsidiary, Benefits are based on an
employee's years of service and average final pay. The
plan’s policy is to fund pension costs within the guide-
lines of the minimum required by the Emplovee Retire-
ment Income Security Act and the maximum allowable
as a tax deduction. Each company is allocated its partici-
pative share of plan costs and contributions,

Atlartic Energy
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state excise tax payments to the state. With respect to
consolidated Federal income tax benefits, the BRC
ordeved that a rate base adjustment be made in the
amaount of $15.4 million. This represents one-half of the
total tax benefits for 1990 and the total tax benefits for
1991 realized by affiliated nonutility entities in filing
consolidated Federal income tax returns. This rate base
adjustment resulted in a reduction in annual base rate
revenues ot $2.2 million. On December 23, 1992, Rate
Counsel filed a Notice of Appeal with the Superior Court
of New Jersey, Appellate Division relating to the BRC's
order allowing ACE to increase its base rates with
respect to changes in state excise tax. In its filing Rate
Counsel asserted that the BRC's order was unreasonahle,
not supported by evidence and results in unjust rates.
Briefs have bee . filed by ACE and Rate Counsel, and a
decision is anticipated by the end of the second quarter
of 1994, ACE cannot predict the outcome of this matter
at this time,

Other Rate Proceedings

On November 30, 1993, ACE filed a petition requesting
modifications to the Hote ! Casino Tariff, which would
allow those customers to be cerved by existing commer-
cial rate schedules. The schedules provide lower rates
than the specific rates currently charged to hotel/casine
customers. If all hotel/casino customers elect this
option, it will result in a revenue reduction to ACE of up
to §5 million a year, The BRC is expected to act on this
matter during the first cuarter of 1994. ACE cannot pre-
dict the outcome of this matter.

Net periodic pension costs for 1993, 1992 and 1991
included the following components:

(000 1993 16492 14

Service cost—
benefits earned
during the period
Interest cost on projected
benefit obligation 16,016
Actual return on
plan assets
Amaortization of
deferred gain (loss) 5,637 13.623) 1211
Other-net (141} (172} (172)

$ 7,196 § 7310 3 £,662
17,301 16,517

(23,200) (13,283) (22,188

Net periodic
pension costs

$ 8,808 5 7533 § B0O30

|
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1993

$213,600
207,246

6,354
{1,894)
329

{638)

$ 4,151

$165,872
1,216
$167,088

1993
7.5%
3.5%

Other Postretirement Beneafits
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in the Consolidated Balance Sheet as of December 31,
1943 is as follows:

(006
Accumulated benefits obligation:
Retirees $ 32.720
Fully eligible active plan
participants 21267
Other active plan participants 49,125
Total accumulated benefits
obhigation 103,112
Less fair value of plan assets 14,400
Accumulated benefits obligation in
excess of plan assets 88.712
Unrecognized net loss 1b,639)
Unameortized unrecognized
transition obligation (73.96R)
Accrued other postretirement o
benefits cost obligation $ 8105

8 JINTLY ONNED GENERATING STATIANS

ACE owns jointiy with other utilities several electric
production facilities. ACE is responsible for its pro-rata
share of the costs of construction, operation and main-
tenance of each facility.

At December 31, 1993, approximately B2% of plan assets
were invested in fixed income securities and 18% in
other investments,

The assumed health care costs trend rate for 19493 is
11%, and is assumed to evenly decline to an ultimate
constant rate of 5% in the year 2000 and thereafter. If
the assumed health care costs trend rate was increased
Y 1% in each future vear, the aggregate service and
interest costs of the 1993 net periodic benefits cost
would increase by $1.6 million, and the accumulated
postretirement benefits obligation at December 31, 1993
would increase by $14.5 million. The weighted average
discount rate assumed in determining the accumulated
benefits obligation was 7.5%. The assumed long term
return rate on plan assets was 7%,

The amounts shown represent ACE’s share of each
plant at, or for the year ending, December 31. including
AFDC as appropriate.

Feach Hope
Keystong Conemaugh Hottom Salem Creek
Energy Source Coal Coal Nuclear Nuclear Nuclear
Company's Share (%/MWs) 2.47/42.3 3.83/65.4 T.51/157.0 7.41/164.0 5.00/52.0

Electric Plant in Service (000);

1993 $ 10,746 $ 18,055 $ 123,428 $ 203,858 $237,496
1992 - 10,422 16,718 121,494 _195.201 235,738
Accumulialed Depreciation (D00):

1983 $ 320 $ 597 $ 51871 $ 78,383 $ 46,933
1992 3,068 5.861 48,958 71,511 40,492
Construction Work in Progress (000):

1993 $ 758 $ 09,956 $§ 7983 $ 10,799 $ 1,022
1992 249 4.718 __ 5,283 7.213 2,268

Gﬁcratmn and Maintenance E;ﬁé}i;ca
tinchuding fuel) (000):

1993 $ 5323 $ 6,855 $ 31479 $ 27,021 $ 9,764
1992 4,976 7,194 29,618 25,461 9,541
1991 5398 10,061 28,651 23,720 9. 640
Working Funds (000): -

1993 $ 44 s 69 $ 4772 $ 5240 $ 2,061
1992 DT LI P S ST 69 5,148 5,780 2,506
Generation {IMWIHI: -

1993 293,876 416,263 1,043,485 840,043 440,118
1992 204,222 457,771 958,740 737,356 351,672
1991 285 506 463,113 758,637 1,068,307 368,900

ACE provides financing during the construction period
for its share of the jointly-owned plants and includes its
share of direct operations and maintenance expenses in

Atlantic Energy

the Consolidated Statement of Income, Additionally,
ACE prevides an amount of working funds to the opera-
tors of the stations to fund operational needs.
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6 VONITILITY COMPANTES

The Company (AEI} is the parent holding company of
the consolidated group. Its primary activities are the
management of investments in the subsidiary compa-
nies, issuance of common equity and performance of
administrative functions on behalf of the consolidated
group. Principal assets of each of the subsidiary compa-
nies are: AET —capital investment of approximately $3.0
million in a geothermal heating and cooling technology
subsidiary; AGl—capital investments of approximately
$£24.5 million in cogeneration development projects and
partnerships; ASP——commercial real estate site with a
net book value of $13.2 million and ATE—leveraged
lease investments of approximately $77.3 mil'ion

Other financial information regarding the subsidiary
companies and parent-only operations of the Company
is as follows:

¢ Asse! A s of Coerciivons

G0 4993 (v 1993 92 199l
AET $2,089 35763 8 824 5(4,793) § (970)
AG 18,746 2122 4,489 1366 1,015
ASS 5,131 5475 (347) (263)  (415)
ATE 9,182 0950 (777) 667 511
A

{parent only!) .

_(188) (401}  (493)

AET's 1993 results are due to the receipt ef insurance
proceeds by its subsidiary «ompany. In 1993 this sub-
sidiary discontinued its operating activities and now
concentrates on licensing its patented proprietary
knowledge. AET's 1992 results reflect the provision for
the restructuring of its subsidiary’s activities.

AGI's 1993 and 1992 results reflect the operation of
two cogeneration facilities that became operational dur
ing 1992, AGI's results for 199) primarily reflect its
equity share of losses attributable to the reduction ot
carrying values of certain cogeneration projects that
were subsequentiy sold at a loss by one of its pei* == ships
ASP's results in each vear reflect tV inability to rent
vacant space in its commercial site due to generally poor
market conditions in commercial real estate.

ATE's 1993 results were reduced by increased deferred
state income taxes, ATE's 1992 results benefitted from
lower interest rates on amounts outstanding under its
revolving credit agreement.

Results of operations of AEI above exclude its equity
in the results of subsidiary companies and generally
reflect administrative expenses. Net assets of AEI (parent
only) shown on the Consolidated Balance Sheet repre-
sent investments in and intercompany balances with the
subsidiary companies and common stock issued on

behalf of the consolidated group.



S (IMULATIVE PREFERRED STOCK OF A(F

ACE has authorized 799,979 shares of Cumulative Pre-
ferred Stock, $100 Par Value, two million shares of No Par
Preferred Stock and three million shares of Preference

Stock, No Par Value. Information relating to outstanding
shares at December 31 is shown in the table below.

I R S S——

1993 1992 Current Optional
Series Par Vaiue Shares Amount (06G) Shares Amount(000)  KedemptionPrice
Not Subject to Mandatory Redemption:
4% $100 77,000 $ 17,700 77.000 $ 7,700 $105.50
4.10% 100 72,000 7,200 72,000 7,200 101.00
4.35% 100 15,000 1,500 15,000 1,500 161.00
4.35% 100 36,000 3,600 36,000 3,600 101.00
4.75% 100 50,000 5,000 50,000 5,000 101.00
5% 160 50,000 5,000 50,0600 5,000 100.00
7.52% 100 100,000 10,000 100,000 10,000 101.88
Total $ 40,000 § 40,000
Subject to Mandatory Redemption:
9.96% $100 - $ - 48,000 $ 4,800 $ —
$8.25 None 60,000 6,000 65,000 6,500 104.87
$8.53 None 600,000 60,000 600,000 60,000 103.00
$8.20 None 500,000 50,000 500,000 56,000 —
$7.80 __ None 700,000 70,000 700,000 70,000 —
Total 186,000 191,300
Less portion due within one year 12,250 1,050
Total 173,750 $190,250

Cumulative Preferred Stock Not Subject to Mandatory
Redemption is redeemable solely at the option of ACE.

In May 1993, ACE redeemed all of the outstanding
shares of the Cumulative Preferred Stock, 9.96% Series
at a price of $103.54 per share.On November 1 of each
vear, 2,500 shares of the $8.25 No Par Preferred Stock
musi be redeeimed through the operatien of 2 sinking
fund at a redemption price of $100 per share. ACE may
redeem not more than an additional 2,500 shares on any
sinking fund date without premium. ACE redeemed
5.000 shares in 1993 and 2,500 shares in each of the
years 1992 and 1991.

Beginning November 1, 1994 and until fully redeemed
120,000 shares of the $8.53 No Par Preferred Stock must
be redeemed through the operation of a sinking fund at
& redemption price of $100 per share. At the option of
ACE, not more than an additional 120,000 shares may be
redeemed on any sinking fund date without premium,

Beginning August 1, 1996 and annually thereafter,
100,000 shares of the $8.20 No Par Preferred Stock must
be redeemed through the operation of a sinking fund at
a redemption price of $100 per share, At the optien of
ACE, not more than an additional 100,000 shares may be
redeemed on any sinking fund date without premium.
This series is not refundable prior to August 1, 2000.

Atlantic Energy

Beginning May 1, 2001 and annually through 2003,
115,000 shares of $7.80 No Par Preferred Stock must be
redeemed through the operation of a sinking fund at a
redemption price of $100 per share. On May 1, 2006, the
remaining shares outstanding must be redeemed at $100
per share. ACE has the option to redeem up to an addi-
tional 110,000 shares withoui premium on each May i
through 2005. This series is not refundabie prior to
May 1, 2006,

For the next five vears, the annual minimum sinking
fund requirements of the Cumulative Preferred Stock
Subject to Mandatory Redemption are $12.25 million in
each of the vears 1994 and 1995, and $22.25 million in
each of the years 1996, 1997 and 1998,

Cumulative Preferred Stock of ACE is not widely b d
and generally trades infrequently, The estimated aggre-
gate fair market value at December 31, 1993 of ACE's
Cumulative Preferred Stock was approximately $23)
million. This fair market value determination is based
on actual trades of certain series of ACE’s Preferred
Stock on or nearest to December 31, 1993 and on actual
trades of preferred stock of other companies with simi-
lar credit quality, coupen rates and maturities.
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1993

——

9,880
586,200
30,000

46,000
20,000
20,000
29,976
30,000
28,000
6,500
40,000
2,500
50,000
850
75,000
18,200
23,1850
4,407
65,767
38,865
75,000
4,000
75,000
749,188

2,287
Z,019
4,886
(2,973)
754,101
15,000
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40,593
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$203,656 $ 38
192,538 27
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200,596 28,1
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