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HIGHLIGHTS
Percent
LAY AN TH. 1, 1986 Change
BALTIMORE GAS  Earnings Per Share of Common Stock
AND ELECTRIC Ltility Operations $3.30 $283% 166 %
COMPANY Constellation Companies A7 32 (46.9)%
Total §3.47 $5.15 10.2 %
Dividends Declared Per Share of Common Stock $1.875 §1.775 56 %
Average Shares of Common Stock Outstanding 78,861,000 TR.627,000 03 %
Operating Revenues
Electric $1,393.735.000 $1 388 251 000 0.4 %
Gas 415,456,000 445,769 000 (6.8)%
Total $1.809,191.000 §1.834,020,000 (1.4)%
Net Inceme § 300,095,000 § 274.619.000 9.3 %
Earnings Applicable to Common Stock § 273,692,000 § 247,743,000 105 %
Electric Sales —megawatt - hoars 22,575,000 21,256,000 63 %
Gas Sales — dekatherms 102,941,000 97 176,000 5.7 %
Total Assets $4.509,992.000 $4.370.428 000 1%
Net Utility Plant $3.691.691.000 $4.567 676,000 15 %
Construction Expenditures § 254,530,000 § 254,142,000 0.2 %
CONSTELLATION  Revenues $ 30,405,000 § 24876000 2.2 %
COMPANIES
Net Income § 13,669,000 § 24825000 (44.9)%
Tota) Assets § 479,281,000 § 409 RS8 000 169 %
BG&E s Investment $ 205,080,000 $ 192,075,000 68 %
Dividends Paid on the Common Stock Continuously Since 1910 — Always Earned — Never Reduced
COVER CONTENTS
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that md st peopie—even

a1 HIS REPORT focuses on a view of BGKI

| tell vou how and wayv we made «

shareholders—rarelyv see will t rtai

decisions in 1987 1t will tell vou about some of the things that happened

some planned and some unexpected

1987 was a momentous vear in the life of vour Company

d vear ol transiions

innovations, successes, questions and problems. As a whole, it was a demanding vear as

well as a rewarding one
\s eventful as it was, the real story of 1987—and of this report—is not the events

themselves, but the ways in which they were managed: how we coped with an unexpected

apacity during a period of peak demand; how our human resource

10SS Of transmissiof

prepared us to make smooth transitions of leadership at several levels

;:.:Mj!y_- !"\Tv\x\\f
ow strategic planning identified emerging business opportunities: and how corporate
planning helped sharpen our commitment to customer service. This is the story of an

organization at work and working well. The following pages give vou a look at management

involved in the dav-to-dayv job of managing in a changing environment
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Letter to
Sharebolders

The pace of change accelerated in
1987 —in the economy, the industry
and the Company I'm proud to report
that we responded well and that we
are positioned to grow with the
increasing changes to come

The end of 1987 marked five vears
of continuous recovery in the US.
economy, the longest period of
peacetime expansion since World
War Il Central Marvland and BG&E
have certainly benefitted: electric
sales growth over the last five vears
averaged over 5% ; gas sales growth
averaged less than 1% . In 1987 total
electric sa.>s increased by more than
6% while gas sales rose over 5%
Those figures are the result of favor-
able weather combined with the
improvement in heavy manufacturing
locally. the continued growth in new
homes using heat pumps, and in the
case of gas, the continuing popularity
of our Delivery Service tariff

The success of our utility opera-
tions last year brought total Company
earnings in 1987 to a record high of
$3.47 per share, a 102 % increase
over 1986 earnings The Board of
Directors voted o increase quarterly
common stock dividends to 47 5 cents
a share effective w'th the dividend
payable July 1. 1987 This represents a
10-cents-per-share annual increase to
the new vearly rate of $§1.90 per share

Last May the Public Service Com-
mission of Maryland ordered the
Company to lower its base rates to
produce a $78 3 million (4 4% )
decrease in annual revenue. The rate

reduction was primarily attributable

to the pass-through of the tax savings
associated with the Tax Reform Act of
1986 and to the establishment of our

rate of return at Y 78 % —down from
the 10.96 % allowed previously.

For over a decade the Calvert Cliffs
Nuclear Plant has been the heart of
our generating system. In 1987
Calvert Cliffs stepped into the inter-
natienal spotlight by becoming the
first plant in the United States to host
an Operational Safety Review Team
(OSART) of the International Atomic
Energy Agency (IAEA). The final IAEA
report termed Calvert Cliffs a ““well

managed and operated piant,” particu-

larly impressive in the areas of mana-
gerial approach. personnel training
programs and emergency planning.
While the five-year period of
economic expansion improved our
bottom line, its pace was not entirely
expected. From 19831986, we experi-
erced substantial growth in our peak
load, averaging 180 megawatis each
vear, but in 1987 the peak grew by
572 megawatts. There were several
elements at work here: the price of
our service has been declining over
the past several years; this price
trend. together with the consumer’s
continued confidence in the economy
and the pent-up consumer demand
accumulated during a more challeng-
ing economic perind, have led to less
constrained energy use. The new peak
demand—5,190 megawatts, achieved
on July 2ist—responded also to a
weather pattern which normally
occurs only once in ten vears. After
making adjustments for the unusual
weather, the 1987 peak matched our

““For a nui:ber of
years now, both the
process of change
in the utility
industry and the
debate over iis
direction bave been
intensifying.”

forecast for 1989, Indications are that
demand for energy will continue to be
strong.

Brandon Shores Unit No. 2 is cur-
rently scheduled for service in 1992
and will be « key element  1eeting
this new demand growth.  nave
also reached an agreement with the
Pennsylvania Power & Light Company
to purchase a mix of energy and
capacity over an eleven-year period
beginning in 1990. This agreement,
which is discussed further in the
“Operations Review " will help
maintain adequate reserve margins
throughout the next decade The
agreement also increases our flex-
ibility in selecting future generation
technologies and scheduling power
plant additions for the latter half of
the nineties

We have been equally aggressive
over the pcst decade on behalf of our
natural gas customers, working before
federal agencies and in the courts,
when necessary, and with suppliers
and producers to keep gas a com-
petitive fuel. As part of that strategy,
we are building a 38-mile, 20-inch
pipeline to connect our territory with
the Consolidated Gas Transmission













Financial Review
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Earv:ings Per Sbare of Common
Stock—increased 10 2

Quarterly Dividend Rate—increased
56

Construction Expenditures—=~Y
of funds iniernally generated

Rate Adjustments —lower base rates
effective in May, 1987

Financings—cost of capital continaes

to be aggressively controlled
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Earnings and Dividends Declared
Per Share of Common Stock

Earnings

Earnings per share of common stock
were £3 47 in 1987, 2 10.2 INCredase
over the $3 15 earned in 1986 This
increase is attributable to the con
tunued growth tn utility earnings
partiaily offset by lower income fron

Constellation Holdings, Inc . the

Comgany s diversified subsidiary. Per
share earnings from utility operations

and Conswellation were as follows

1987 1986

Ltility Operations $3.30 §' R}
Consteliaticn Companies N ¥ 52
Total $3.47 $315

The 1987 increase in utility earn
ings was due primarily toa 6.3
increase in sales of electricity reflect
ing the combined effects ot favorahle
weather, particularly the above
normal temperatures in the summer
maonths. and the continued growth in
all classes of customers

Earnings from Constellation
Holdings. Inc. were down from 1986
due to several factors. During 198~
Constellation's increased activity
in project-oriented businesses
principally in the real estate and alter
native energy areas, required a shift
of capital from short-term invest
ments to potentially higher-vielding
assets which develop and mature
over a longer period of time. Constel
lation s 1987 earnings also reflect
reduced tax benefits as a result of the
Tax Reform Act of 1986 and securities
losses incurred in one of its profes
sionally managed securit  accounts

during the October stock market declipe

Quarterly Dividend Rate

BGKE increased its quarterly dividend
rate on common stock from 45 cents
1o 47 Y2 cents per share effective

with the July 1, 1987 payment. The
increased dividend is equivalent to an
innual rate of §1 .90 a share, 10 cems
higher than the previous annual rate
This marks the twelfth consecutive
vear that BGAE has raised its common
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Construction Expenditures

Milbons of Doliz

Construction Expenditures
During 1987, the utility 's con
struction expenditures amounted
to §255 million. including $31 million
in Allowance for Funds Used During
Construction (AFC). Electric facilities
required expenditures of $230 million
while $25 million was expended fc *
gas facilities. An additional $53 million
was spent on nuclear fuel Current
estimates indicate that 1988 construc
tion expenditures will amount to
§$325 million, including $35 million in
AFC. An additional $45 million is
exnected to be spent for nuclear fuel
During 1987 approximately 89
of the funds required for construction
and nuclear fuel expenditvres were
provided by the internal generation of

cash related to utility operations

Rate Adjustments

On July 25, 1986, the Public Service
Commission of Marviand instituted an
investigation into the reasonableness
of the Company 's base rates. This
investigation was undertaken in view
of the changes in the cost of apit Al

subsequent to Mav 1984 when the



Company’s base rates were last set
as well as the anticipated savings
from the Tax Reform Act of 1686

On May 5, 1987, the Marvland
Commission issued an order author
izing lower base rates. The new rates
were designed to reduce annual
electric revenues by approximately
$76.3 million and annual gas
revenues by $2.0 million and were
effective on May 27, 1987 The
revenue decrease is attributable
primarily to a decrease in the federal
income tax rate used in establishing
service rates from 46 %  36% and
to the reduction in the rate of return
t0 9.78% from the previously

authorized 10 96

Financings
Again in 1987, BG&E's financial
strength and flexibility allowed the
Company to aggressively control the
cost of \.:Pll.l! This was done
through the retirement of higher-cost
securities and the timely issuance of
fixed-rate securities under existing
shelf registrations In addition. the

Company s financial flexibility was

Averag

A
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1987 Financing Transactions
Amount
further enhanced h e
NEW |ASLES
establishing a $100 million
& ) First Refunding Mortgage Bonds 5100 0
Medium-Term Note Program 60 Cumulative Preference Stock 50 0
under which unsecured 6.73% Cumuistive Preference Stock 0.9
Adjustable Rate Pollution Control Loans 1 0
notes, ranging ic maturity T O P
from one to fifteen vears vestment and Stock Purchase Plan
can ?‘( “‘ld 48 \nrpnrdh W the '”l“;ll\tt Stock i'a':q!\h.l‘ Plan X9
: Fotal $215 5
requirements dictate. BG&E's
1987 financing transactions REDEMPTIONSRETIREMENTSREPURCHASES
are shown in the accom First Refunding Morigage B '3
First Refunding Mongage Bonds 12.1
panying table § First Refunding Mortgage Bonds
staliment Seres 14
4 Sinking Fund Debentures 7
lax Reform ’
wliustabie Rate Pollution Control Loa |
Provisions of the Tax Reform Comulstive Preference Stock 68
Act of 1986 (Act) included Cumulative Preference Stock 35.0
| i X Cumulative Preference Mock A0
an overall reduction in cor
Tota $127.2
porate income tax rates, the

elimination ol the invest

ment tax credit, changes in depre
ciation cates and Jives, and various
other provisions which affect the
Company. Although the Company is
paying income taxes at a lower rate
its ability to generate cash internally
will be reduced primarily due to the
reduction in service rates reflecting
tax reform, the loss of the investment

tax credit and certain other tax pro

¢ Rate Per Kilowatthour of Electricity

Larg \ S W

( atey M End Nome T

visions, thereby diminisning the
Company s ability to defer *he pay
ment of income taxes until later
vears. The effects of the Act on 1987
financial results are moce fully
discussed on page 30 under the

heading *Taxes




Our Service lerritory

* Carcgll - Harbord

€ oanty L R

Baktmon

County

How ard
County

Characteristics of the Business
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I ) altimore Gas and Electric Com
pany is an investor-ow ned utility
engaged primarily in the business of
producing and selling electricity and
purchasing and selling natural gas
The Company , which was the first gas
utility and one of the first electric
utilitie ; in the United States, has
8.767 emplovees serving an area
which includes Baltimore City and all
or part of nine Centra! Maryland
counties. The area served with eled
tricity approximates 2, 300 square
v Ales with 2,420,000 residents, while
the area served with gas includes
600 square miles with a population
of 1 861,000

To service this area. the Company
operates ten electric generating plants
in Central Maryvland, including the

Calvert Cliffs Nuclear Power Plant
which has consistently ranked as one
of the top-performing nuclear plants
in the country. The Company also
maintains shared ownership ol
generating facilities in Pennsylvania
consisting of two mine-mouth plants
and Safe Harbor Water Power Cor
poration, a producer of hydroelectric
power. In addition, the Company is a
member of the Pennsylvania-New
Jersey-Maryland Interconnection
which affords access o pooled capac
ity on favorable terms. Electric
generation by fuel type for 1987 was
A2
4% hydro and ©

nuclear, 43 % coal, 4% ol

net interchange
he Company obtains substantially

all of the natural gas it sells through

purchases from pipeline supphiers and

natural gas producers. To supplement
this supply of natural gas, the Com
pany maintains facilities at three
plants in Central Maryland for the
production an-! storage of liquefied
natural gas, substitute natural gas
and propanc

In addition to its regulated utility
business, the Company sells electric
and gas apphiances

Constellation Holdings, Inc | a
wholly owned subsidiary . directs the
Company s expanding diversification
efforts. This corporation holds the
stock of five other companies engaged
in such diversified activities as real
estate development, senior living and
health care, energy and environmen
tal projects, and investments and

financial services



Operations Review

Electric and Gas Sales

Flectric

Total electric sales increased in 1987
by 6.3 % over 1986 sales. All cus-
tomer classes increased. residential
sales rose by 9.3 % | small cominercial
by 6.1% and large commercia and
industrial by 4.1% . The factors
primarily responsible for these results
were a summer that approached the
hottest on record, producing a new
peak load of 5,190 megawatts on

July 21, 1987, and customer growth,
particularly in the numbe; . new
heat pump installations

Gas

Total gas sales rose 5.7 % in 1987
over 1986, Although 1987 's milder
winter weather produceda 1 3%
decline in residential sales, this drop
was more than offset by a 10 3%
increase in commercial and industrial
sales. This increase is directly attrib-
utable to greater utilization of the
Company s Delivery Service tariff for
the transporting of customer-owned
gas purchased directly at the wellhead

Power Purchase Agreement
with Pennsylvania Power &
Light Company

The Company recently entered into a
two-part agreement with the Penn-
svlvania Power & Light Company to
purchase a mix of energy and capacity
from june 1, 1990, through May 31,
2001 The first part of the agreement
entitles the Company , at its sole
discretion, to contract for up to 600
megawatts of installed capacity from
June 1, 1990, through May 31, 1991,
for purposes of satisfving BGKE s

installed capacity requirements as a
member of the Pennsylvania-New
Jersev-Maryland Interconnection. The
maximum installed capacity purchase
will decrease to 400 megawatts from

June 1, 1991, through September 30,
1991, and to 275 megawatts from

October 1, 1991, through May 31, 2001

Purchases of installed capacity under
the agreement may be adjusted on an
annual basts, thereby increasing the
Company ‘s flexibility to align future
capacity additions with system needs

The second part of the agreement
involves the purchase of the energy
output and capacity associated with
125 megawatts of the Susquehanna
Steam Electric Station from October 1,
1991, through May 31, 2001. The low
fuel costs of this nuclear plant should
provide substantial fuel savings for
our customers

This mix of energy and capacity
permits us to meet expected future
demand in a cost-effective manner
and allows the Company to monitor
industry experience with emerging
technologies for several more vears
before selecting suppliers for future
Company-owned generating facilities

Construction

Our fossil generating plants achieved
their highest level of readiness ever in
1987, setting a record of 86 % in
November To help insure continued
reliability . we installed state-of-the-
art digital control systems at several
steam plants in 1987 and are now
expanding this controls upgrade pro-
gram to our C. P Crane Power Plant in
198K As part of our policy (o keep
our present fossil generating capacity

flexible and retain our ability to respond
to fuel price Auctuations, we converted
Riverside Lnit No. 4 to allow full-load
firing of natural gas in addition to its
otl-firing cap hility.

The instaaation of a new replace-
ment electrostatic precipitator on
H. A Wagner Unit No. 3 was com-
pleted on schodule at a cost of
$20 million, allowing it to return to
its full-load capacity of 319 megawatts
at an emissions level well below the
Limits required by Maryland regula-
tions. The adjacent Unit No. 2 at
Wagner is currently being converted
to coal under an innovative design
that allows us to reuse some of the
existing equipment . including the
original Unit No_ 3 precipitator, and,
consequently . to reduce the cost of
the project substantially.

Corporate Goals

Our utility emplovees met six of eight
Corporate Performance Award Goals
for 1987 earning each individual an
award of 1% % of his or her annual
base salary in the form of Company
stock. Their veny good performance
was marked by three special achieve-
ments a complement reduction of
90 emplovees which surpassed our
goal and, in the process, produced
significant savings & favorable cus-
tomer image as reported by 93 % of
our customers surveved and a 13%
decrease —far bevond our goal—

ic restricted /lost-work accidents. The
significance of this latter achievement
goes bevond the dollar savings it
engendered it means tha! more and
maore of our people are working safely
and staving healthy
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enable Constellation to oe a trusted ten alter ‘ative energy plents of current income and to be a source

and dependable participant in this Fhe first project undertaken by of the capital necessary to pursue the
industry. In addition to the four Constellation Operating Services, in projects described in the preceding
Maryviand nursing homes which we partnership with Bechtel Eastern sections as well as opportunities in
purchased jointly with Meridiar Power Corporation and Pyropower the hinancial services industry. In
Healthcare in late 19806, together we 'nc., i1s the operation and mainte keeping with the latter objective
are also developing two retirement nance of the 79-megawatt Gilberton we have restructured our investment
centers, one in New lersev and on Power Station in Pennsylvania. This portiolio, diverting $73 million ol
in Montgomery County, Marvland plant burns culm, anthracite coal investments tn marketable securitios
waste, using state-of-the-art fluidized o investments in alternative energy
tnergy and Environmental bed combustion technology systems, limited partnerships, real
Projects Constetiation s invoivement 1in estate and a reinsurance company
Over the past vear, Constellatior alternative energy projects not only described below
Development has significantly provides very attractive investment We are continuing to pursue a
ncreased 1S acuvity in the alter returns and serves to familiarize us strategy of acquiring minority
native energy and environmentz with a variety of alternative energy interests in other companies. Con
industries. The 16 projects of whict technologies and plant sizes; in so stellation Investments recently pur
we are part-owners or developers doing, it offers us a “"window  into Chased 21.6 f the stock of Capital
nclude plants fueled by wood the future of the electric power Re Corporation for $25 million. This
coal, solar, geothermal, hvdro and generation inJustry cempany, which has a AAA rating
solid waste. Through Constellatior from Standard & Poor's. will provide
Operating Services, a subsidiary Financial Investments reinsurance capacity to primary
formed in 1987, we are also involved Fhe goals of Coustellation Invest guarantors of municipal and

ments are to provide a steady strean corporate obligations
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BGGE bas always defined itself internally as a service compan)






people, from the line mechanic to
the gencratin: plant operator

The first vear's results on this goal
are impressive. Calls to the Com
nany's “"Good Neighbor Line —one of
several measurement indicators- -
increased ten times over 1986
Emplovees are encouraged to use this
telephone line to report customer
probiems they hear about in their
private lives. When a call comes in
a customer representative responds
immediately, and reports back to the
employee when the situation has
been resolved, often within 24 hours

Other signs that our people have
risen to the service challenge abound
in the creativity of new programs to
anticipate customer needs and in the
enthusiasm our people display in

solving customer problems. The
Distribution Division has initiated a
long-range plan to imnrove customer
service. The first step involves track
ing our outage patterns. Whenever
Distribution finds a neighborhood
that has had repeated outages, for
whatever reasons, they work with
Customer Relations to contact the
residents, informing them that we
are aware of their problem and work
ing to correct it. Our appliance stores
are responding to changing family
and work patterns by scheduling
Saturday and evening deliveries and
attempting to pinpoint the time of
arrival on all deliveries

The pilot “Gatekeeper Program
implemented in conjunction with
the Marvland Office on Aging, has
trained over 600
Meter Readers and
Collection Field
Representatives t
look for warning
signs indicating that
elderly customers
need some kind of
help. If they find
anvthing amiss
Gatekeeprer par
ticipants report it
directly to the Com

pany’'s special assistance line

Most important is the everylay
willingness of cur people to reach
out to customers. We know thev do it
because our customers thank us for
having a serviceman, for instance
who takes the ume te explain a
service policy on 4 new appliance
to an elderly customer widch poor
vision, or a sales represerntative wio
goes out of her way to schedvle a
Xitchen mnspection (or a custemer
who docsn't know which microy ave
(o buy., or distribution and construc
tion people wiho work eight hours
without stopping for lunch to restore
power to 4 home after a tree knocked
down distribution wires. These are
indeed, special people, but they are
typical of BGKE employees. The pur
pose of the Customer Service Goal is
to encourage all our people to take
the time to meet a customer’s needs

Marketing and Energy Services
Department representatives are work
ing closely with commercial and
industrial customers to bolster their
economic bealth. For nearly 150 of
our customers, our innovative f
Derivery Service Program has been
an important cost-saver. Murrell
Smith, Sr.. Vice President of Chesa

peake Paperboard Company, a locally

"L..the everyday willingness of our people to reach out to customers.’’

A The Gatekeeper Program
lakes advantage of the regular
conlacts meter readers and
atber BGEE representalives
have with customers 1o belf
assure thai the needs of the

eiderly are recognized and mel

for signs thal a persom is tll,
need of food or clotbing or is
a victim of abuse. BGEE bas
tratned nearly 650 employees

to be Gatekeeper participant

bave special needs BG F s

Customer Service Depwii 'ment

mark and modify applhance

cantrols. like the therm

Participants are taught to look & \ight-impatred customers ihare to which we added

Braille characters Mnce [be

praogram began mm November

bas developed a program to 1982 we bave modified over

150 appliances free of cbarge

istal fur stgbt-impaired custamers
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SELECTED FINANCIAL DATA Baitimore Gas and Electric Compan)
198 1986 1985 1984 1983
(Dollar Amounts in Thousands . Except Per Share Amounts )
SUMMARY Operating Revenues
OF OPERATIONS Electric .. ... .. $1,393,748 $1,388,251 $1.301. 463 81208 148 $1,003 310
o 41545 445,760 453 800 §53,.829 545,208
Total operating revenues 1,809,191 1,834,020 1,784,772 1,761,474 1,648,603
Operating Expenses
Purchased fue! and energy 530,348 598,700 570,453 630,269 634,386
Operations and maintenance S01.38% 487 985 455,150 441.5% 390,154
Depreciation o 152,382 127.0% 124961 113,643 9% 090
Income taxes
Current 110,194 147,089 0,597 106,545 8,13
Deferred ‘ 41,546 5,050 69,322 29 328 06,773
Investment tax credit adjustments (K,078) 1,853 16,653 12816 21.5%4
Other taves st 138,282 131,53 123,394 116,526 108,300
Total operating expenses 1,442,812 1.499 457 1,430,530 1450706 1,366 402
uperating Income . 366,379 334,564 320 $10.768 272,203
Income From Steam Operations, Net — — - - 933
Othet Income
Allowance for other funds used during
construction , 16,870 16,871 14,597 25364 82,443
Equity in net income of unconsolidated
subsidiaries 20,002 30,590 15917 6,338 1.740
Net other income and deductions 1,349 (910) 1,22% 7 (1,132)
Total other income LIPS 46,551 29.7%9 29,779 33,081
Incrme Before Interest Charges 404,600 ALINAE! 353 9% 340 547 306,187
Net Interest Charges
Interest charges 118,571 1200°° 115,431 115 441 115 688
Allowance for borrowed funds used during
construction (14,069) (13,582) (11,750) (18 809) (25.954)
Net interest charges 104,502 106,495 106 681 96 632 89,734
Net Income 300,098 174619 247 300 243 915 216,453
Preferred and Preference Stock Dividends 16,406 26876 1%.3% 27 580 17 580
Earnings Applicable to Common Sock 173,692 4% %43 219.9%0 216,338 188 874
Common Stock Dividends 147 896 139 56 131,692 121,114 111,423
Earnings Reinvested in the Business § 120796 5 1081% 8 BRI 5§ 9522 § 77450
| Averzge Shares of Common Stock
| Outstanding ( Thousands) “8.K61 W6 8,622 8123 %272
Earnings Per Share of Common Stock $347 $3.15 §2 80 nn $2 48
Dividends Declared Per Share of Commaon
Stock §1.87% nm §1 675 §15% LT
Ratio of Earnings to Fived Charges 0 419 404 LA isl
Ratio of Earnings to Fixed Charges and
Preferred and Preference Stock Dividends
Combined 3.9 i 108 10 18l
FINANCIAL Total Assets $4,509 992 4370 428 $4 153 408 $4.010 431 $1.800 RS )7
STATISTICS '
AT YEAR END Common stockholders equity $1,°85,368 51620795  S1.521960  B1 438776 81.816,083
Preferred stock 59,188 59 188 59 185 §9 183 59188
Preterence stock not subject 1o mandatory
redemption 110,000 110,000 175,000 175,000 175,000
Redeemahle preference stock 186,400 50,000 ®O 000 0000 100 000
Long term debt 1.519.514 1,471,905 1437 614 1 486 506 1,344,714
Total capitairation $3.630 46 $LA208K5  B32TETSE 83 144 40" §2 994 952
Book Value Per Share of Commaon Steck $22.24 $20 72 $19 % $18 24 L IR
Number of Comman Stockholders 5082 6.9 b B3 LN U LA

Common stock date have been restated i reflect the two for ome vock split B Mugust 19835 gnd cortam other prior vesr amounts have hees resipled W

confrm with the curtent ves! » presentstion
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Baltvmory (s and Flectrc Company

Gas sales increased by 5 7% during 198" and 0 §% in
1986 The changes by class of customer from the prior vear
were as follows

198* 1986
Residential (L% 61%
Small Commercial 6.3 4%
Large Commercial and Industnial 10.8 2.9

The decline in ssles to residential customers in 1987 was
primarily the result of milder winter weather Sales in the
small commercial category reflect the reclassification of cer-
tain customers from the lange commercial and industrial
schedules. The mcrease in sales 1o large commercial and
industrial customers in 198 reflects increased utilization of

Colder weather during the winter heating season
increased sales to residential customers during 1986 Sales
to small commercial customers reflected realignments o
othet schedules based on usage analysis The decline in
sales to large commercial and industrial customers in 1986
mainly reflected certain large manufacturers ceasing their
operations in the Company s service terntory (approxi-
mately 1% of total gas sales) and some tlemporary
changeovers to alternate fuels

Future gas sales will continue to be affected by the price
and availability of gas and alternate fuels, weather condi-
tions. conservation efforts by customers. the general
economic situation. and the regulatory climate in the
natural gas industry If gas prices were 1o rise in the future
in relation o alternate fuels, conversions from gas by
indusirial customers would be anticipated The delivery
service schedule in conjunction with flexible pricing provi:
sions, should enable gas to compete favorably with ol as a
primary fuel source and moderate these conversions as long
as natural gas prices remain competitive and interstate
pipeline transportation is available

PURCHASED FUEL AND ENERGY EXPENSE
Purchased fuel and energy expense decreased 11 4% in
1987 and increased 3 0% i 1986 These changes were
aitributable to the following factors

Increase (Decrease)

L From Prior Year
198* 1986
tin Mallions )

Actual Electric Fuel Costs $692 (50 )
Deferred Electric Fael Costs (100.0) 913
Actual Purchased Gas Costs 4" (23.0)
Deferred Purchased Gas Costs 101 19*
Net Changes ﬁ“-” §282

The decrease in purchased fuel and energy expense in
1957 was due primarily to the deferral of net under-
recovered fuel costs resulting from the Company s electric
fuel rate clause and to significant reductions in the cost of
kas from our suppliers These factors more than offset the

effects of increased fuel expenses resulting from higher
electric output and lower nuclear generation caused by
outages at the Calvert Cliffs Noclear Power Plant The
increase in purchased fuel and energy expense during 1986
was due mainly to the collection of a portion of costs
previoush deferred through the electric ivel rate clause,
the write-off of disallowed deferred electric fuel costs (see
Note 10), and an increase in electric output

Electric output increased 6 . % and * §% in 198" and
1986, respectively Gas output declined in both years, par-
tally as a result of increased sales under the delivery
service schedule Gas transported under this schedule does
not involve the purchase and output of gas by the Company
and is not reflected in purchased fuel and energy expense

Prices for oil and coal consumed for electric generation
were lower (n both 1987 and 1986 as compared o the prior
vears Natural gas prices were also lower during 1987 and
1986, as the Company continued to secure gas directly from
several gas producers and suppliers and receive previously
negotiated savings with its principal gas supplier

Nuclear generation is the Compamy s most economical
source of energy and has a significant effect on electric
purchased fuel and energy costs. Refueling operations have
occurred approximateiy every eighteen months at each of
the Company s two nuclear generating units and result in
significant increases in electric fuel costs during the related
outages In 1987 the Company teceived permission from
the Nucleas Regulatory Commission to extend the period
between the refueling outages for Uit No 2 from eighteen
to twenty four months and intends to request a similar
extension for Unit No. | in 1988 These changes could
reduce purchased fuel and energy expense and the related
revenue from customens as refueling outages may be timed
such that only one generating unit would be affected in a
given vear Only oni nuclear unit underwent refueling (n
both 1987 and 1986 However, the 1987 refueling outage
was extended. and the other nuclear unit was also shut
down for two months during the vear, in order o docu-
ment compliance with environmental qualification and
mechanical fstener requirements of the Nuclear Regulatory
Commission

OPERATIONS AND MAINTENANCE EXPENSES

Operations and maintenance expenses increased 2 ™% in
1987 and 7 2% in 1986 Both increases were attributable in
part to higher pavroll costs temp=red by a reduction in the
number of emplovees Additionally, the 198 increase
reflects more storm related repairs to overhead lines and
transformers  Higher insurance and routine maintenance
costs also contributed to the 1986 increase

DEPRECIATION EXPENSE

Depreciation expense increased in both vears as a result of
higher levels of depreciable plant (n service The increase in
1986 was moderated by the reduction in the deprecigtion
rate applicable to the Calvert Cliffs Nuclear Power Plant.
beginning in September 1985 (see Note 1)



Raltvmore Gas and Flectric Company

TAXES

Income tax expense decreased (n both 1987 and 1986
The 1987 decrease vas due o the reduction of the maxi-
mum corporate tax rate from 46 % to 40°% under the Tax

10 highet property, capital stock, and pay roll taxes

The Tux Reform Act of 1986 (the Act) significantly
changed the federal income xation of corporations. Its
provisions included an overall reduction in corpor. te
income tax rates, the elimination of the investment G
credit, changes in depreciation raies and lives. and va: s
other provisions affecting the Company Most provisior of
mmmmummmm

pany will still receive the investment tax credit on Brandon
Shores Lnit No. 2 provided it is placed in service before
April 1. 1992

The repeal of the investment tax credit had an immaterial
et on net income in 1787 and 1986 since the Company
defers such credits and amortizes them to income over the
lives of the related assets. The effect of the repeal of the
investment tax credit on future yvears will be to reduce the
level of deferred credits being amortized to income

The Company s income tax expense is expected o
decrease again in 198X a5 @ result of the Act's further reduc
tion of the maximum corporate W@y rate 1o 34%  In that
the Company generally normahizes uming difterences
between hook and tax treatment for accounting purposes,
many of the Act's other provisions do not affect total tax
expense

The Company has recorded accumulated deferred income
taxes on certan tming differences which onginated prior
10 1987 based an the 46 % tax rate then in effect As a
result of the reductions in corporate tax rates provided by
the Act, future taxes will be paid at a lower rate. The Acl
gonerally provides that in order o continue the use of
acc.erated depreciation for tax purposes. a public utility
must teverse the excess deferred taxes over the lives of the
related assets

LIQUIDITY

AND CAPITAL

—— REMH RCES
30

As & result of the A, ihs Company's ability to generate
cash internally is reduced This is due primanly t the loss
of the investment tax credit and certain other provisions
diminishing the Company s ability 1o defer the payment of
income taxes until later vears

See the lnternal Generation of Cash section and Note |
for additional information

SUBSDIARIES T EARNINGS

The decrease (n Eguity in Ned Income of Unconsolidated
Subsidiaries in 198~ was due primanily (o realized securities
losses incurred during the market decline on October 19
and shifts in Constellation Holdings loc s (Constellation)
assel mix from short term investments to potentially higher
vielding assets which develop and mature over a longer
peniod  Additionally certain of Constellation s invesiments
have provided significant tax benefits through the invest-
ment and energy tax credits. These benefits have been
either eliminated of diminished under the Tax Reform At of
1986, further contributing to the decline in investment in-
come. The 1986 increase in subsidiaries’ earnings reflected
the additional financial investments made by Constellation
during the vear Capital contributions to Constellation by
the Compamy hzve been deployed primarily as investments
in preferred and common stocks. profession illy managed
equity portfolics. real estate leveraged lease (ransactions,
seniot living and health care insttutions. and alternative
energy and environmental systems (See Consolidated Con
densed Financial Statements— Constellation Holdings . Inc
and Subsidiaries )

OTHER

The Allowance for Funds Used Duing Constraction (AFC)
increased in 1987 and 1986 dae W continued construction
of Unit 2 of the Brandor. shores Power Plant and other elec-
tric projects. However, the 1987 increase was diminished by
a decrease in the APC rate, effective June | 1987 in con
junction with a rate arder of the Public Service Commission
of Marviand (see Note 1)

The early retiremen’ of certain high cost debt (aused a
shight decrease i interest chames for 1957 The increase in
1986 was due to sales of addinonal securities. moderated m
lower interest rates and debt retirements

The decrease in Preferred and Preference Stock Dividends
in 1987 and 1986 reflects the redemption of certain high
cost securities and the issuance of lower cost securities

OVERYVIEW

The Company s capital requirements are attributable
principally to its construction program and its expenditures
for nuclear fuel Other capital requirements involve funds
for the maturity or retirement of outstanding debt and the
redemption of preference stock

The Company anticipates that future capital require
ments, as shown below . will b met primarily through the
internal generation of cash. supplemented by a mixture of
debt and equity offerings The uming and mixture of future
dedt and equity financings will be dictated by economic and
financial market conditions and the needs of the Company



Badtimare s @ncs Hlectric (ompany

-

CAPITAL REQUIREMENTS
Actual capital requirements for 1985 through 1987, along
with estimated amounts for 198X through 1990, are as
follows

Retirements and

Kedemptions
Nuchenr  of Dbt and

Lonstraction
Expenciures AFC  Fuel  Preference Stock  Total
(I Mullbons |

198§ 5200 Hb LR $212 470
1986 23} 59 154 Abh
198% 24 il 53 12? LR
(RIS 200 43 4t 19 189
1989 . 08 4! o0 108 S14
1960 ils 58 60 67 495

The Copany 's construction program is subject to con-
tisuous review and modification  Actual construction and
nuclear fuel expenditures may vary from the estimates
above because of 3 number of factors such as inflavion,
economic conditions, regulation legislation, load growth,
environmental protection standards. and the cost and
availab¥ty of capital The only major project in the
Compan s construction program is Brandon Shores Lnit
No 2 which is scheduled to be placed in service priof (o
April 1, 1992

Nuclear fuel expenditures include uranium purchases and
processing charges. In addition. in June 1985 the Company
made 3 one-time payment of approximatehy §°2 million to
the Department of “nergy for the disposal of spent nuclear
fuel which existed at April = 1983

INVESTMENT IN SUBSIDIARIES

Since 1981 the Company has invested §203 million in Con-
stellation Holdings, Inc . a subsidiary which is the holding
company for the Company s diversified activities (see Con-
solidated Condensed Financial Satements —Constellation

Holdings Inc and Subsidiaries and Notes | and 2)

INTERNAL GENERATION OF CASH

The internal generation of cash related 1o wility activities
consists essentially of net income adjusted for non-cash
ems, less divider 4 and capital contributions to the Com
pany s subsidiaries. From Y9N3 through 198" substantially
all of the funds required for the Company s constraction
and nuclear fuel expenditures were provided from the
internal generation of cash. The Company anticipates that
approximately "0% of the funds required for these pur-
poses during 198K through 1990 will he provided from
internal sources. after reflecting the impact of the Tax
Reform Act of 1986

EXTERNAL FINANCINGS

During the three vears ended 1987 the Company incurred
$500 million of long term debt and retired §371 million
resulting in net new long term debt of 8153 million

The §506 wilhion of long tcrm debt incurred during the
i* tod 1955 through 1957 consisted of the following items:

(in Mikons)
Floating Bzie Notes - $200
Polivon Control Loan | ‘ 36
Port Lacilities Loan . _
Adjustable Rate Pollution Control Loar, i
First Refunding Mortgage Bonds e
$506

CWmmmMNmm-’mu
satisfy interim financing requirements. The Company main
\wins credit facilities with various banks in order to provide
additional liquidity

CAPITAL STRUCTURE
The Company s objective is o maintain a capital structure
that preserves an appropriate balance between debt and
equity The Company s capital structure as of December 31
is presented below .

1987 1986 1983

Common 1y 48.1% 47.3% 48y
Preferred and Preference Stock
not Subject to Mandator:

; 46 59 o
Redecmable Preference Stock 53 AN 17
Long Term Debt 420 30 W6

Total 100% 100% 100%

The investment in Constellation Holdings Inc is
financed exclusively through retained earnings and
S6% m 198°, 56% in 1986, and 3 2% in
1985 of the Compam ‘s capital structure



Kaltemaore Gas and Flectric (ompany

Management is responsible for the information and
representations contained in the Comparny s financial

statements NMMuth«d—

ance with generally accepted accounting principles based
upon currently available facts & d cinumstances and

Management s best estimates and judgments of known
conditions

The Company maintains an accounting system and
related system of internal controls which are designed to
provide reasonable assurance that the financial records are
sccurate and that the Company s assets are protected The
Company s staff of internal auditors, which reports directly
o the Chairman of the Board. conducts periodic reviews to
maintain the effectiveness of internal control procedures

AUDITORS REPORT

Coopers & Lybrand independent certified public account
ants, are engaged (o examine the financial statements and
express their opindon thereon  Their examination (s made
in sccordance with generally accepted auditing standards

which include a review of internal controls
mmmd«nmum.m

To the Stockholders of
Baltimore Gas and Electric Compam

We have examined the balance sheets and statements of

’ capitalization of Baltimore Gas and Electric Company at
December 31 1987 and 1986 and the related statements of
income  retained earnings. changes in firsncial position
and taxes for each of the three vears in the period ended
December 31 1987 Our examinations were made in accord
ance with generally accepied suditing standards and.
accordingly . included such tests of the acoounting records
and such other auditing procedures as we considered
necessary (n the arcumstances

In our opinion, the financial statements referred to above
present fairly the financial position of Baltimore Gas and
Electric Company at December §1 1987 and 1986 and the
resalts of its operations and changes (i its financial position

for ea.h of the three yvears in the period ended December 31

1987 in conformity with generally accepled accounting
principles applied on & coasistent basis

Lyt

Coopers & Lybrand
Baltimore Man land
January 21 198X



STATEMENTS OF INCOME Riltmorre (uis and Flectric Company
Year Ended December 31
198° 196 198§
(10 Thousands Except ®er Share Amounts |

OPERATING REVENLES

Electric . .'u”".’. "'J“ §l ,’-l.“;

Gas ; 415,45 #4560 454 809

Total operating revenues 1,809,191 1 834,020 1,%84,"%2
OPERATING EXPENSES

Purchased fuel and energy $30, 548 SO 00 §70 454

Operations LR L} ) 6" 9% $AR 873

Maintename 12a.88° 120006 116,57

Depreciation 15238 12°,3% 124,901

Income taves 143,462 154 962 156,572

Other taxes . 138,282 131836 128,394

Total operating expenses 1aa2 812 1,499 457 1,450, 5%0
OPERATING INCOME 166,379 144,563 2404
OTHER INCOME

Allowance for other funds used during construction 16.8%0 16.871 14,597

Equity in net income of unconsolidated subsidiaries 20,002 30, 59¢ 1391

Net other income and deductions 1,349 (910) 1,22%

Total other income ' LR 46,551 29,749
INCOME BEFORE INTEREST CHAPGES 104600 351 114 353,951
NET INTEREST CHARGES

Interest charges 118,871 1200 118 431

Allowance for bortowed funds used dunng construction (14,069) 13,582) (11,750)

Net interest harges 104,502 106 495 106,681
NET INCOME 100,098 174619 247 300
PREFERRED AND PREFERENCE STOCK DIVIDENDS 16,406 26 8%6 " 3%
EARNINGS APPLICABLE TO COMMON STOCK § 1T3e r‘ 247 748 § 2199%
AVERAGE SHARES OF COMMON STOCK OUTSTANDING RLRLLY] et RN
EARNINGS PER SHARE OF COMMON STOCK s (ANL %0

STATEMENTS OF RETAINED EARNINGS

BALANCE AT BEGIMNING OF YEAR
ADD Net income

DEDLCT
Dividends declared
Preferred stk
Preference stock

Common stock (st annual amounts per share of 81 675 8] 77§

and $1 575 i 1985 1986, and 198" respectively)

Premiums pasd on retirement of preference stock
BALANCE AT END OF Y, 0k

The svompanyving holes sre o6 Wtegral part of the Baancial sistements

Year Ended December |

198* 1986 1985
(in Thousands )

§ K015 712 2%0 624 042
300,098 4619 247 300
L1025 96 8N L RN
1899 1N 180
5.5 289 IR
B 147 896 139 §6° 151 692
174,302 166 4l 159 06

1426 0 -
§ 944526 520 156 1712 280




BALANCE SHEETS Baltimore s and blectric Company
At Decomber 31,
19%* 1980
(0 Thewnands )
ASSETS UTILITY PLANT
Plant in service
Electric $4.722,00% st
Gas 1989 407 002
Common 155,401 0% 30
Total plant in service ; 4500 a88 LREE R T
Accumulated provision for depreciation (1,.49%.619) (1,19°.47)
Net plant in service 3.0%1.866 2,991 S
Plant held for future use 12,822 15.%%
Constructie = sk 1 LEEN 99202
Nuclear £ (net of amortization of §309.950,000 and $467 004,000) 174,426 163,682
Net utibity plant 3.691.691 1.86° 6%
OTHER PROPERTY AND INVESTMENTS
Investment in subsidiaties MYRIY 208098
Other ; §.561 §.3%
Total other property and investments 287 908 219 168
CURRENT ASSETS
Cash and cash equivalents 34,608 63,619
Special deposits and working funds 1,192 A
Accounts receivahle
Customers (net of allowance for uncollectibles of §8 689 000 and §8 294 000) 193,00% 199,194
Other nas 4 N4
Fuel stocks 9,43 7 w0
Materials and supplies 9% " 94 087
Prepay ments 60,199 65,031
(ther S14 M4
Total current assets A48 OKK AR 0
DEFERRED CHARGES
Deferred fuel costs 63,893 AT a0
Other AT R TRt b
Total deferred charges 111,708 B4 804
TOTAL ASSETS §4.509 992 $4.870 428

Lenan prior vear amounts have heen testated (o conform with the current vear + presentation
The accompanying dotes are an integral part of the financal statements

!



BALANCE SHEETS Baltimore Gas and Electric Company
At December 31,
1987 1986
(In Thousands)
CAPITALIZATION  CAPITALIZATION
AND LIABILITIES Common stockholders™ equity . . $1,755,368 $1.629,795
Preferred stock ailds e 59,185 59,185
Preference stock not subject to mandatory redemption . . . 110,000 110,000
Redeemable preference stock ... ‘ : 186,400 50,000
Long-term debt . ... . . 1,519,514 1,471,905
Total capitalization . 3,630,467 3,320,885
CURRENT LIABILITIES
Short-term borrowings S " 45,000 120,008
Current poriion of long-term debt and preference stock 19,274 126,942
Accounts payable A b 98,657 128,120
Taxes accrued 43,581 35,483
Interest accrued 34.200 36,573
Dividends declared 43,247 42,208
Vacation costs accrued 22,842 22,103
Other , 24,323 25,378
Total current liabilities 331,124 536,807
DEFERRED CREDITS AND OTHER LIABILITIES
Deferred investment tax credits 193,400 201,696
Deferred income taxes . . 341,498 300,989
Other o . 13,503 10,051
Total deferred credits and other liabilities 548,401 512,736
COMMITMENTS AND CONTINGENCIES - see Note 12
TOTAL CAPITALIZATION AND LIABILITTES $4.509,992 $4,370,428

Certain prior vear amounts have been restated to conform with the current vear s presentation
The accompanying notes are an iategral part of the financial statements




STATEMENTS OF CHANGES IN FINANCIAL POSITION Baltimore Gas and Flectric Company

Year Ended December 31,

o I98‘?“‘_ 1986 1985
(In Thousands)
OPERATING ACTIVITIES
NetIncome................... $300.098 $274.619 $247,300
Noncash items included in income:
Depreciation and amortization A : 178,583 195,050 180,467
Investment tax credit adjustments ] (8,296) 19 14,208
Deferred income taxes. . . . e G 40,509 5,952 72,621
Allowance for other funds used during construction . (16,870) (16.871) (14,597)
Equity in net income of unconsolidated subsidiaries (20,002) (30,590) (13.917)
Amortization of losses from the reacquisition of debt 1.659 1,126 608
Other . T 6,547 3.9¢° 3,070
Changes in working capital components
Materials, supplies and fuel stocks (4.0587) 50 4,141
Accounts receivable 6913 4.5, (26,770)
Prepayvments : ‘T 4,732 (1,577) 4.82%
Other current assets el 390 12,435 (6,488)
Federal income taxes pavable . . 7:137 15,604 671
One time fee for nuclear fuel disposal costs . - - (71,829)
Ot*er current liabilities 130.953) 14,771 3,408
Deferred fuel costs . ; (26,487) 70,181 (47.681)
Other cash operating sources and (uses) . (493) (4,189) 1,552
Net cash flow from operating activities P 439,410 550,948 351,647
FINANCING ACTIVITIES
Common stock dividends (147.896) (139.567) (131,692)
Preferred and preference stock dividends (26,406) (26,876) (27,370)
Proceeds from issuance of
Long-term debt 102,134 111,365 285,055
Common stock 7,959 31 (419)
Preference stock 100,000 50,000 —
Short-term debt, net (75,000) 33,028 §.778
Redemptions and repurchases of preference stock (71,800) (40,000) (10,000)
Loss from redemption of preference stock (1,400) (300) -
Reacquisition of long-term debt (55,228) (112,953%) (202,460)
Loss from reacquisition of long-term debt b . (1,630) (2,39%) (927)
Net cash used by financing activities (169,267)  (127670)  (8B2,038)
INVESTING ACTIVITIES
Construction expenditures (254,530) (254.142) (225.771)
Allowance for other funds used during construction 16,870 16,871 14,597
Nuclear fuel expenditures (52,620) (59.34%) (32,291)
Investment in subsidiaries (13,306) (68,000) (24,657)
Other M8 i 1120
Net cash used by investing activities (302,197)  (363.232) (267,001
Net increase (decrease) in cash §$(32,084) $ 60,046 § 20607

The accompanving notes are an integral part of the financial statements



STATEMENTS OF TAXES Baitimore Gas and Flectric Company

Year Fnded December 31,

1987 1986 1985
(In Thousands)
INCOME TAX EXPENSE
Charged to operating expenses
Current ; $110,194 $147.059 $ 70,597
Deferred. ronsimng of the followmg tax eﬂects of nmlng differences
Accelerated depreciation . ... . = 44,394 755 50,684
Deferred fuel costs .. .. .. .. ... .. oo 9,938 (30,584) 22,054
Percentage repairallowance ... ... ... ... ... .o 1,958 3,353 2,126
Contributions in aid of construction . Wi . (4,.820) (4,879) (1,246)
Capitalized interest and overheads . . .. s o . i (1,682) - -
Unbilled revenue ... . .. L e 0 o R B 58 8. (2,542) — -
Nuclear decommissioning gosts o A Py s I T (1,303) (1,507) (1,259)
N . . 7160 ok ; 71 IS i, o 21 x e s (4,597) (6,088) (3.037)
Total deferred taxes o, F e {5 £ bR ik A Vs A 41,346 5,050 69,322
Investment tax credits
Current tax credits
Eligible property . : : 2,120 13,258 26,313
Employee stock ownership plan ; g VR 48wy i 1,834 1,766
Amortization of tax credits . o -va§ ) (10,415) (13.259) (11,426)
Investment tax credit adjustments : e (8,078) 1,853 16,653
Total charged to operating expenses e nh P 143,462 153,962 156,572
Charged to other income
Current ! 595 (663) (2,091)
Deferred : . (837) 902 3,299
Investment tax credit |d|uslments o ‘ . (11) 51 (667)
Total charged to other income : ; (253) 290 541
TOTAL INCOME TAX EXPENSE $143,209 $154.252 $157.113
RECONCILIATION OF TOTAL INCOME TAX
EXPENSE AND TAX COMPUTED AT STATUTORY RATE
Tax computed at statutory federal income tax rate (40% in 1987 and
46% in 1986 and 19835) $177,323 $197 251 $186.030
lncmses (decreases) in tax
Depreciation differences not normalized . Bt Y A AT RN 5.352 5,218 1673
Allowance for funds used during construction ! : (12,376) (14,009) (12,i20)
Amortization of deferred investment tax credits AN (10,415) (13.239) (11,996)
Equity in net income of unconsolidated subsidiaries . (8.,001) (14.071) (6,402)
Loss on retirement of property . : (2,754) (3.211) ="
Deferred tax rate differential : : - (1,773) - -
Other ; ; (4,148) (3,717) (3,072)
Total income tax expense : $143,209 $154.252 $157,113
Effective federal income tax rate . 312.3% 36.0% ABR%
OTHER TAXES
Property § 31,250 § 29,758 § 29,059 37
Capital stock ‘ 41,788 39,804 35,589
Maryland gross receipts . . 35,915 36,455 34878
Marvland electric environmental sunhuge 2,319 2,562 2,623
Social security 24,073 24,056 22 845
Miscellaneous ' . : 4,927 3952 3,491
140,272 136,584 128 485
Amounts included above charged to accounts other than taxes (4,990) (5.048) (5,091)
TOTAL OTHER TAX EXPENSE » $135,282 $131,536 §123,394

The accompanying notes are an integral part of the financial statements
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NOTES TO FINANCIAL STATEMENTS

Baitimore Gas and Flectric Company

NOTE ¢,
SIGNITICANT
ACCOUNTING
POLICIES

SYSTEM OF ACCOUNTS

The Company's accounting records are maintained in accord-
ance with the Uniform System of Accounts prescribed by the
Federa! Energy Regulatory Commission and adopted by the
Public Service Commission of Maryland (Maryland
Commission .

REVENUES
Revenues are generally recognized at the time customers’
meters are read on a nronthly cvcle basis

FUEL AND PURCHASED GAS COSTS

The Company may recover, subject to the approval of the Mary-
land Commission, the cost of fuel used in generating electricity
and the cost of gas sold through zero-based clectric fuel rate
and purchased gas adjustment clauses (see Note 12). To the
extent revenues from customers under the lauses exceed or
are less than actual fuel costs, the Company records deferred
fuel expenses which are accumulated and refunded 'o o
recovered from customers in future penods.

As implemented by the Maryland Commssion, the eleciric
fuel raie for-.ala is based upon the latest twenty-four month
generation mix and the latest three-month wverage fuei cost for
cach generating unit. The fuel raie does not change uniess the
calculated rate is more than 5 % above or below the rate then
i effec During 1987, the Marviand Commission authorized
*he Company to recover 36 million of under-recovered electric
fu=l costs via an electric fuel rate surcharge over a period of
24 months beginning with April 1987, Through december 31,
1987, $11 ~ million of these costs had been recovered through
the surcharge.

The purchased gas adjustment 1s based on recent annual
volumes of gas and the related current prices churied 'y the
Company's gas suppliers. Any deferred nnder- or over-
recoveries of purchased gas costs for the twelve months ended
November 30 each vear are choged or credited to costomers
over the ensuing calendar vear

The under-recovered costs deferred under the fuel clauses
were as follows

Al December 31,
1987 1980
tha Thousands)
Flectric $74,199 31041
Gas (10.306) 5475
Total y $63.893  $37 406
e (LSS

INCOME TAXES
The Company and its wholly owned . i "diaries file a con-
solidated federal income tax return. income taxes are allocated
to the individual companies based upon their respective taxable
incomes and tax credits

Certain revenue and expense items are recorded for financial
reporting purposes in a year different from the year in which
they are recognized for income tax purposes. Deferred income
taxes are provided on certain timing differences, primarily
those attributable 0 accelerated depreciation on post-1973
property additions, deferred fuel costs, the percentage repair
allowance. contributions in aid of construction, capitalized
interest and overheads. unbilled revenues, and nuclear decom-
misstoning cosis. Deferred income taxes are not provided on
certain other timing differences, primarily those pertaining to

accelerated depreciation on pre-1976 property additions. The
cumalative net amount of such timing differences for which
deferred income taxes have not been provided approximated
$253 million and $266 willion as of December 31, 1987 and
1986, respectively.

Investment tax credits are deferred and allocated to income
ratably over the lives of the subject property

UTILITY PLANT AND DEPRECIATION

Utility plant in service is stated at original cost, which includes
material, labor, construction overhead costs, and, where
applicable, an allowance for funds used during construction
Construction work in progress, plant held for future use, and
nuclear fuel are stated at cost.

Additions « utility plant and replacements of units of prop-
erty are cap talized to utility plant accounts. The original cost
of plant retired is removed from utility plant, and such cost,
plus removal cost, less salvage, is charged to the accumulated
provision for depreciation. Maintenance and repairs of property
and replacements of items of property determined to be less
than a unit of property are charged to maintenance expense.

Depreciation is generally computed using composite straight-
line rates, applied to the average inves'ment in classes of
depreciable property Nuclear decommissioning costs are
recovered separately through an internal sinking fund designed
10 accumulate 2 decommissioning reserve of $333 407,000. The
composite depreciation rates by class of depreciable property
fur the vears 1985 through 1987 were as follows

Prior 1o Effective
Sept 1. 1985  Sept 1 1985

Electric
Nuclear 340% 280%
Brandon Shores ' 2.75% 275%
ther ' , 3.26% 326%
Gas : I12% I12%
Common (1) 1.02% 402%

(2 Except for vehacles, which ar generally depreciated on 2 usage basis

The September 1, 1985 revision in the nuclear depreciation
rate increased 1985 earnings, net of related tax effects, by
$1.425 000, or 2¢ per common share. This revision was the
result of the Nuclear Regulatory Commission's action extending
the facility operating licenses for the Calvert Cliffs Nuclear
Power Plant cunsisient with the Company s earlier application
The amendments to the operating licenses changed the expira-
tion date for Unit 1's license from July 7, 2009 to July 31, 2014
and for Unit 2's license from July 7, 2009 to August 13, 2016
In the rate proceeding concluded during 1987, the Maryland
Commission determined that the Company had a $32,373.000
excess balance in accumulated nuclear depreciation at
December 31, 1985 caused by the extension of the Calvert Cliffs
operating licenses Effective June 1, 1987, the Marviand Com-
mission instricted the Company to extinguish this excess by
transferring § /560,000 to the nuclear decommissioning
reserve and amortizing the $24 813 000 balance over the
remaining life of Calvert Cliffs as a credit to depreciation
expense. Based on the current estimate of decommissioning
costs and the internal sinking fund approach, no further
customer contributions are presently being made to the
nuclear decommissioning reserve






Baltimore Gas and /lectric Company

YOTE 3. Cumulative
CHANGES IN Common Stock Preference Stock
COMMON Shates Amount Shares Amount
STOCK AND (Dollar Amounts in Thousands)
PREFERENCE
STOCK NOT Balance at December 31, 1984 78,621,798 $809 942 1,750,000 $175,000
SUBJECT T) Costs associated with stock split — (419) — —_
MANDATORY Balance at December 31, 1985 8,621,798 809,523 1,750,000 175,000
REDEMPTION Redemption of 8 75 % Cumulative Preference Stock,
1970 Series ¢ — — (300.000) (30,000)
Common Stock issued under Dmdend Reinvestment
and Stock Purchase Plan 18677 (5 — —
Costs associated with issuance of ~ 50 % Redeemable
Preference Stock, 1986 Series - (619) - —
Less 9.35% . 1974 Series Cumulative Prdm-me Stock called
for redemption effective April 1, 1987 — e (350.000) (35.000)
Balance at December 31 1986 K,640.475 809,554 1,100,000 110,000
Common Stock issued under
Dividend Reinvestment and Stock Purchase Plan 154,481 w770 — -
Emplovee Stock Ownership Plan 117,494 4,197 - -
Costs associated with issuance of Redeemable Prderencc
Stock (see Note 4) — (1,008) ) e
Balance at December 31, 1987 8,912,450 $817513 1,100,000 $110,000
A two-for-one stock split was effected by the distribution of one been restated to give retroactive effect 1o the stock split.
addiiional share for each share of stock already issued to stock- Effective April 1. 1987 the Company redeemed all out-
holders of record on August 22, 1985 All per share amounts standing shares of the 9 35% 1974 Series Cumulative
and numbers of common shares presented in this report have Preference Stock at $104 per share plus accrued dividends
NOTE 4. In January 1987, the Company issued 500 000 shares of 6.75 % the Tax Reform Act of 1986, the Company elected to repurchase
REDEEMABLE Cumulative Preference Stock, 1987 Series (8100 par value) This all of such shares The owners of the 12 % Series shares
PREFERENCE series is subject to an annual sinking fund requiring the disputed the right of the Company to repurchase the shares and
STOCK redemption of 15.000 shares at par value, beginning in 1993 contested the repurchase In July 1987, the United States

At the Company 's option. in any vear, commencing in 1993 an
additional number of shares. not to exceed 15,000 shares, may
be redeemed for the sinking fund at par value

In August 1987 the Company issued 500,000 shares of
6.95% Cumulative Preference Stock, 1987 Series (8100 par
value) The 6.95% Stock will be redeemed in whaole at $100
per share on October 1. 1995 and is not otherwise redeemable

The Company tendered payvment to repurchase, effective
January 1. 1987, all outstanding shares of the 8 375% 1979
Series and the 12% . 198] Series A and B Cumulative Preference
Stock issues at par value plus accrued dividends plus the
indemnity payment described below The Purchase Agreements
under which the shares were issued permit the Company (o
repurchase such shares if the Company makes a good faith
determination that there is a substantial risk that indemmity
payments would have 1o be made to the owners because of the
loss of any part of the dividends received deduction As a result
of the reduction in the dividends received deduction pursuant to

District Court for the Southern District of New York found in
favor of the plaintiffs and ordered that the terms of the
Preference Stock Purchase Agreement remain in full force and
effect. The Company has reinstated on its books the 12 %
Cumulative Preference Stock, 1981 Series A and B, although an
appeal of the court decision has been filed

The 12% ., 1981 Series A and B issues consist of 272,000 and
160,000 shares (8100 par value). respectively. Series A will be
redeemed at par at the rate of 68,000 shares in each of the
years 1988 through 1991, while Series B will be redeemed in its
entirety at par on July |, 1991 Pursuant to the requirements of
Series A, 68 000 shares were redeemed at par in 1987

With regard to payment of dividends or assets available in
the event of liquidation, Preferred Stock ranks prior to
Preference Stock: all issues of Preference Stock, whether sub-
ject to mandatory redemption or not, rank equally. and all
Preferred and Preference Stock rank prior to Common Stock

44
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Baltimore Gas and Flectric Company

NOTE S
LONG-TERM

Mortgage Lien

Substantially all of the principal properties and franchises
owned by the Company are subject to 2 lien under the mort-
gage under which the Company s First Refunding Mortgage
Bonds are issued

On August | of each year, the Company Is required o pay to
the Mortgage Trustee an annual sinking fund pavment equal to
1% of the largest amount of Mortgage Bonds outstanding under
the mortgage during the preceding twelve months. Such funds
are 10 be used, as provided in the morigage, for the purchase
and retirement by the Trustee of Mortgage Bonds of any series
other than the Installment Series Mortgage Bonds of 1998,
2002, and 2009, and the 6 80 % Series Mortgage Bonds of
2004. Purchases may be made by the Trustee in the open
market and/or through responses to invitations for sealed
tender offers if purchases are possible at or below the wpli-
cable redemption price, or directly through the redes  on
provisions to which the Mortgage Bonds are subject il pur-
chases at a more favorable price are not possible. The Company
may purchase outstanding Mortgage Bonds from time to time
and may submit its sealed progusal for the sale of such Mort-
gage Bonds to the Trustee for the sinking fund

The Instaliment Series Mortgage Bonds, due August 15, 1998
are payable as to principal on the fifteenth day of August in the
vears and the amounts as follows

Principal Amount

Years Each Year

(In Thousands)

1988 through 1990 $ 2,000
1991 through 1995 5000
1996 and 199" 4,000
1998 33,000

The Installment Series Mortgage Bonds, due July 15, 2002
are payable as to principal on the fifteenth day of July in the
vears and the amounts as follows

Principal Amount
Years - Fach Year
(In Thousands)
1993 § 420
1994 150
1995 through 1997 605
1998 and 1999 690
2000 and 2001 R6S
2002 6,725

The Instaliment Sertes Mortgage Bonds, due September 15,
2009 are pavable as to principal on the fifteenth day of
September in the vears and the amounts as follows

Principal Amount
— s Exhiewr
(In Thousands)
2005 through 2008 $ 3.2%
2000 42,000

Otber Long-Term Debt

The Company is required to make an annual sinking fund pay-
mient (in cash and/or Sinking Fund Debentures) to the Trustee
under the 4% % Sinking Fund Debenture Indenture The pay

ment, to be made on or before July 31 of each year through
1989, requires an annual payment of $600,000 in cash, in prin-
cipal amount of the debentures, or in @ combination thereof. In
any vear, at the Company 's election, an additional sinking fund
payment of up to $600,000 (noncumulative) may be made
under the indenture.

The Company maintains a revolving credit agreement pro-
viding for borrowings of up to $50 million. This agreement
expires in December 1989 Under the terms of the agreement
the Company, at its option, may obtain loans at various interest
rates. The Company pays a commitment fee on the daily
average of the unborrowed portion of the commitments. At
December 31, 1987 the Company had borrowed all of the
$50 million available under the revolving credit agreement

In Pecember 1984, Anne Arundel County, Maryland issued
$22 million of its Adjustable Rate Pollution Control Revenue
Bonds (Baltimore Gas and Electric Company Project) 1984
Series due July 1, 2014, The net proceeds of the issue were
deposited with a trustee 1o be loaned 1 the Company as
needed to finance the Company 's acquisition and construction
of certain air pollution control facilities at the Herbert A Wagner
Power Plant Unit No. 3 On July 1, 1987, $1 85 million remain-
ing in the construction fund was used o reduce the amount of
outstanding County bonds. At December 31, 1987 the Company
had borrowed the remaining $20 15 million

In July 1985, the Company issued $100 million of Floating
Rate Notes Due 1995 Interest rates on the Notes are determined
quarterly based on the 91-day Treasury Bill auction rate
expressed o a bond-equivalent basis) plus 1.1% . The interest
rate may vary from 8% to 12% per annum

In November 1985, the Company issued $100 million of
Floating Rate Notes Due 1993 Series [1. Interest rates on the
Notes are determined quarterly based on the 91-day Treasury
Bill auction rate (expressed on a bond-equivalent basis) plus
1125 %  The irterest rate may vary from 7. 9% tw 11 9% per
annum

In December 1985, Balumore County, Maryland issued
$36 million of Pollution Control Revenue Bonds (Baltimore Gas
and Electric Company Project) Series 1985 due July 1, 2011 The
proceeds of the sale were loaned (o the Company and subse-
quently made available 1o the Trustee to redeem Baltimore
County's Pollution Control Revenue Notes (Baltimore Gas and
Electric Company Project) Commercial Paper Series The pro-
ceeds of the Notes financed the Company's pollut.on control
facilities constructed in connection with the conversion to coal
of two existing steam electric generator units at the Company s
Charles P Crane Power Plant

Also in December 1985, Anne Arundel County, Maryland
issued 848 million of Port Facilities Revenue Bonds (Balumore
Gas and Electric Company Project) Series 1985 due June 1,

2013 The proceeds of the sale were loaned to the Company
and subsequently made available to the Trustee to redeem Anne
Arundel County's Port Facilities Revenue Notes (Baltimore Gas
and Electnic Company Project) Commercial Paper Series. The
proceeds of the Notes originaily financed the Company's
acquisition of certain coal handling port facilities at the
Brandon Shores Power Plant

In October 1987, the Company established a $100 million
Medium Term Note program under which notes having
maturities ranging from one to fifteen vears may be issued As
of December 31, 1987 no Notes had been sold under this

program



\HOR KM

BORROWRIN

§ 45,000
7.74
$150.200

5 90

$I184.500
§ 1006

66"




i

Baitimore Gas and Electric Company

NOTE K.

SPENT NUCLEAR
FUEL DISPOSAL
COSTS

Pursuant to a contract with the Department of Energy (DOE)
for the disposal of spent nuclear fuel under the piovisions of
the Nuclear Waste Policy Act of 1982, the Company, in June
1985, paid the DOE $71,829,000 for the disposal of spent
nuclear fuel which existed at April 7, 1983, As of December 31,
1987 and 1986, the Company had collected 871,236,000 and
$68,152,000 of that amount, respectively, through base rates.
The remaining balances of $593.000, and $3.677,000 are

included in other deferred charges and are being amortized as
recovered through base rates.

The contract with the DOE also provides for the disposal of
spent nuclear fuel generated after April 7, 1983 at a fee of one
mill per kilowatthour of nuclear generation. This fee, which is
payable quarterly, is a component of fuel cost subject to
recovery through the electric fuel rate.

NOTE 9.

PENSION

AND OTHER
POSTRETIRFMENT
BENEFITS

The Company sponsors several noncontributory defined benefit
pension plans, the largest of which (the Pension Plan) covers
substantially all of the employees of the Company and its
wholly owned subsidiaries. The other plans, which are not
material, provide supplemental benefits to certain key
employees. Benefits under the plans are generally based on age,
vears of service, and compensation levels

During 1987, the Company adopted Statement of Financial
Accounting Standards (SFAS) No. 87, “Emplovers’ Accounting
for Pensions. " for all of its pension plans. The effect of adopt-
ing SFAS No. 87 was not material to the Company's resuits of
operations. Total net pension cost for the Company and its
wholly owned subsidiaries for 1987, 1986, and 1985 was
$6.301,000, $6,212,000, and §7 101,000, respectively, of which

Accumulated benefit obligation
Vested
Nonvested
Total

Plan assets at fair value
Less. Projected benefit obligation

Plan assets in excess of projected benefit obligation
Less: Unrecognized net gain !
Unamortized net asset from adoption of SFAS No. 87

Accrued pension cost

Assumptions
Discount rate
Average increase in future compensation levels
Expected long-term rate of return on assets

Total net pension cost
Service cost
Interest cost
Actual return on assets
Net amortization and deferral

Total

In addition to providing pension benefits, the Company pro-
vides certain health care and life insurance benefits for retired
emplovees. The cost of these benefits and similzr benefits for

Cost
Active employees
Retired employees

$3.249,000, §5,188 000, and 5 848,000, respectively, was
charged to expense The remainders were capitalized as con-
struction costs. During 1985, changes were made in certain ac-
tuarial assumptions which resulted in lower pension expense
and increased 1985 earnings by $3.803 000, equivalent to
5¢ per common share

The Company s policy is to fund annually the cost of the
Pension Plan as determined under the aggregate cost method
This policy is not affected by SFAS No. 87, Plan assets at
December 31, 1987 consisted primarily of marketable securities,
group annuity contracts, and short-term investments.

The following tables set forth the combined financial status
of the plans and the composition of total net pension cost for
1987:

At December 31, At January 1.
1987 1987
(Doliar Amoants in Thousands)
$293. 476 $309.629

18,272 19,225
$311.748 $328 854
$417,538 $407 047

385.762 404249
31,776 3,308
30,659 —
3,171 3.398
$ (2.054) $ —
925% B.5%
45% 4.5%
95% 9.35%
Year Ended
(In Thousands)
$11.106
33,398
(29.227)
8.976)
$ 6,301

active emplovees (s generally recognized as the benefits are
paid. The total cost of the benefits and the number of active and
retired employees covered by these benefit plans were as follows

1987 1986
(Dollar Amounts in Thousands)
$25.839 $24.090

5,76 8833

1,889 2,173



Baitimore Gas and Flectric Company

NOTE 10, In December 1986, the Public Service Commission of Mary- 1986. The after-tax effect of this write-off was a reduction in
DISALLOWED land issued a decision denving recovery of certain replacement earnings of 3¢ per common share. The Commission's decision
DeVERRED energy costs because an emplovee error caused the extension of was affirmed by the Circuit Court of Calvert County, and the
FUEL COSTS a 1985 planned outage at the Calvert Cliffs Nuclear Power Plant Company has appealed the Circuit Court's decision tu the

(see Note 12). The Company charged $3 9 million of previously Maryland Court of Special Appeals

deferred fuel costs w Purchased Fuel and Energy Expense in
NOTE 11, “he Company owns an undivided interest in the Keystone and The following data represent the Company 's share of the
JOINTLY Conemaugh mine-mouth electric generating plants located in jointly owned properties as of December 31, 1987
OWNED wes ern “ennsylvania, as well as in the transmission line which Transmission
ELECTRIC transports the plants’ output to the joint owners’ service terri- Keystone Conemaugh Line
CTILTY tories. Financing and accounting for these properties are the (Doltar Amounts in Thousands)
PLANT same as for wholly owned utility plant. The Company's share Ownership Interest 09%  105%6% 200%

of the direct expenses of the joint property is included in the Lulity Plant in Service $64.500  §37.926 51 486

corresponding operating expenses in the Statements of Income Accumulated Provision for

Depreciation 19,433 12.3% 555
Construction Work in Progress 4,551 9112 -

NOTE 12, Commitments and Guaraniees
COMMITMENTS The Company has made substantial commitments in connection reactor limit in any one calendar year for multiple incidents.
AND with its construction program for 1988 and subsequent years The Company ‘s contingent liability in the event of a nuclear
CONTINGENCIES The Company has agreed to guarantee 20 99 % of borrowings incident at any licensed nuclear power plant in the country is

of up to $24 2 million by Kevstone Coal Mining Corporation,
the major coal supplier for the Kevstone Plant (see Note 11)
As of December 31, 1987, the total outstanding loans were
$14 2 million, of which $3 0 million was guaranteed by the
Company Additionally, the Company has agreed to guarantee
two-thirds of up to $125 million of indebtedness incurred by
Safe Harbor Water Power Corporation (see Note 2) in connec-
tion with the expansion of its hydroelectric generating facil-
ities. As of December 31, 1987, the outstanding debt totaled
$30 miliion, of which $33 million represents the Company s
two-thirds share. The Company assesses minimal risk of default
on the loans it has guaranteed

Nuclear Contingencies
The two units at the Company's Calvert Cliffs Nuclear Power
Plant are its principal gonerating faciliies and produce the
lowest cost power available to the Company. An incident at this
plant could hove a substantial adverse effect upon the Com-
pany. The primary cont.ngencies resulting from an incident at
the Calvert Cliffs Plant would involve the Company s liability to
third parties for property damage and bodily injury, the
physical damage to the plant, and the cost of replacement
power

The Price-Anderson Act (Act) currently limits the liability to
the public of an owner of 2 nuclear power plant for property
damage of and bodily injury to third parties to $720 million for
1 single nuclear inadent, as defined in the Act. The Company
is protected against this potential liability by 2 combination of
commercial insurance {currently $160 million through the
nuclear insurance pools) and Secondary Financial Protection
currently amounting to a maximum of $560 million. Under
regulations issved pursuant to the Act, the $560 million of
Secondary Financial Protection for public liability resulting
from a nuclear incident would be provided through an after-
loss assessment of each nuclear-powered utility in the country
at a rate of up o $5 million per reactor, with a $10 million per

an amount up to $10 million per nuclear incident ($5 million
for each reactor at Calvert Cliffs), wi.i a2 maximum contingent
liability of $20 million per vear in the event of more than one
nuclear incident in a particular vear,

Effective January 1. 1988 the policies of nuclear liability
insurance at Calvert Cliffs have been amended to exclude radia-
tion injury claims presented by certain nuclear workers. New
policies provided through the nuclear insurance pools have
been issued to cover such claims, up to a limit of $160 million
per incident. Claims are funded by an after-loss assessment of
each member insured equal to 95 % of the claims less accum-
ulated reserves and earnings. The contingent liability to the
Company in any one year would be $5 million. It is the opinion
of the Company that Secondary Financial Protection, as
described in the preceding paragraph. could be effective after
two full limits in losses have been paid.

The Company s insurance for physical damage to its nuclear
power p'ant is structured to provide a level of Primany
insurance and a level of Excess Insurance. The Primary
Insurance, provided through nuclear insurance pools, covers
up to $500 million of physical damage, including contamina-
tion, to the plant. The Excess Insurance currently provides
coverage for an additional $1.025 billion (or a total of $1 525
billion) of physical damage to the plant, including contamina-
tion. Any damage to the plant in excess of $1.525 billion would
be the financial responsibility of the Company. The Excess
Insurance protection is provided through a combination of
nuclear insurance pools and an industry-owned mutual
insurance company. The major portion of any claim paid
through the Excess Insurance coverage for damage to any
nuclear power plant operated by a member of the industry-
owned mutual insurance company would be funded through
insurance company reserves and an after-loss assessment of
each member The contingent liability to the Company or such
after-loss assessments currently is $8 4 million in any one
policy vear
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Baltimore Gas and Electric Company

NOTE 14. The following data are unaudited but, in the opinion of Manage- winter months. Accordingly, comparisons among quarters of
QUARTERLY ment, include all adjustments necessary for a fair presentation a vear may not be indicative of overall trends and changes in
FINANCIAL The business of the Company is seasonal in nature with the operations
DATA peak sales periods generally occurring during the summer and
(UNAUDITED)
Operating Earnings
Income Applicable Earnings Per
Operating Plus Net to Common Share of
Quarter Ended Revenues AFC* Income Stock Common Stock
(In Thousands. Except Per Share Amounts)
R I BT i v-ci avs e adaBR s § 522,544 $ 98,171 $ 73,580 $ 68,304 s 87
June 30, 1987 . .........o0nninus 391,599 76,032 51,657 47,002 .60
September 30, 1987......... 0004 506,579 150,047 126,157 116,502 1.48
Docomber 31, 1987 . i.cuinininis 388,469 73.068 45,704 41,884 .53
$1.809.191 $397.318 $300,098 $273.692 $3.47
March 31, 1986 § 532968 § 98,0902 § 71973 § 65287 $ 83
June 30, 1986 395.001 77,245 52,102 15416 58
September 30, 1986 488 018 125.605 102,551 95.866 1.22
December 31, 1986 418,033 64.074 47.993 41,174 52

§ 1.834,020 § 365.016 § 274,619 $ 247743 5315

“The Allowance for Funds Used During Construction (for Borrowed Funds and Other Funds) is added to Operating Income in determining operating
income for ratemaking purposes
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SHAREHOLDER INFORMATION

Baltimare Gas and Elec ‘«c Company

COMMON STOCK DIVIDENDS
AND PRICE RANGES

s 198~ 9 1986 !

Dividend o e Dividend PR  : - SN

Declared High Low Declared High Low
First Quarter . . $ 45 $37% $300, $ 428 28, $23
Second Quarter . : 478 32% 26, 45 33y 25%
Third Quarter ’ 475 33% 30 45 39% 207,
Fourth Quarter 475 34 19 45 36 32y,

Total . . . : $1.875% $1.77%

DIVIDEND POLICY
The Common Stock is entitled to dividends when and as declared by
the Board of Directors. There are no limitations in any indenture or
other agreements on payment of dividends. however, holders of
Preferred Stock (first) and holders of Preference Stock (next) are
entitled to receive, when and as declared, from the surplus or net
profits, cumulative vearly dividends at the fixed preferential rate
specified for each series and no more, payable quarterly, and to
receive when due the applicable preference stock redemption
payments, before any dividend on the Common Stock shall be paid
or set apart

Dividends have been paid on the Common Stock continuously since
1910 Future dividends depend upon future earnings. the financial
condition of the Company, and other factors. Quarterly dividends
were declared on the Common Stock during 1987 and 1986 in the
amounts set forth above

COMMON STOCK DIVIDEND DATES

Recore dates are normally on or about the 10th of March, June,
September and December. Quarterly dividends are customarily mailed
to each shareholder on or about the 1st of April, July, October and
fanuary

DIVIDEND REINVESTMENT AND STOCK

PURCHASE PLAN

The Company's Dividend Reinvestment and Stock Purchase Plan
provides an opportunity for holders of the Company’'s Common Stock
to acquire additional shares of such stock in a convenient and
economical manner. Participants in the Plan may reinvest cash
dividends on all or a portion of their shares of Common Stock and/or
make optional cash pavments not exceeding $6,000 per quarter

STOCK TRADING
The Company's Common Stock, which is traded under the ticker
symbol BGE, is listed on the New York, Midwest, and Pacific stock
exchanges. and has unlisted trading privilepes on the Boston,
Cincinnadi, and Philadelphia exchanges

As of December 31, 1987, there wers 75 682 Common Stockholders
of record

TRANSFER AGENT AND REGISTRAR
Marviand Nationa! Bank, Baltimore

ANNLAL MEETING

The annual meeting of shareholders will be held at

10:00 a.m. on April 20, 198X, in the Hunt Valley Ballroom
of Marriott’s Hunt Valley Inn, 245 Shawan Road (1-83

at Shawan Road), Hunt Valley, Maryland

FORM 10-K

Upon written request, the Company will furnish, without
charge, a copy of its Form 10-K annual report, including finan-
cial statements, after it is filed with the Securities and Exchange
Commission in March 1988 Requests should br addressed to
Charles W. Shivery, Treasurer and Secretary, P.O. Box 1475,
Baltimore, Maryland 21203,

AUDITORS
Coopers & Lybrand

EXECUTIVE OFFICES

Gas and Electric Building
Charles Center

Baltimore, Marvland 21201

Mail: PO Box 1475
Baltimore, Maryland 21203

SHARFHOLDERS  INQUIRIES AND ASSISTANCE
Shareholders desiring assistance with lost or stolen stock certificates or
dividend checks, name changes, address changes, stock transfers, or
other matters shiould call the Investor Services Representatives on our
toll-free telephone numbers.

The following toll-free telephone numbers are available during our
business hours, 800 am. to 445 pm

Baltimore Metropolitan Area T83-3920
Within Maryland 1-800-492-2861
Outside of Maryland 1-800-225-2432

Written communication should be addressed to
Baltimore Gas and Electric Company

Investor Services

PO. Box 1475

Baltimere. Maryland 21203
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