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pursuved vigorously during 1986 and until com The counties that we serve in southeastern

pletion. These items comprise our top priorities Pennsyivonia and northeastern Maryland are
for 1986 rich in history, culture, scenic beauty, recrec

The Company’s accomplishments in 1985 are honol activities and economic opportunity We
the result of the continuing effort of a dedicated have oftempted to capture some of these ele
and talented group of employees. Their commit- ments in the photogranhy of this year's report
ment to efficient operation, high-quality cus- As we face the future, we recognize the sup
fomer service and innovative technology serves port of our investors that has made this year's
our Company well. They are alsc actively in significant achievements possible Thank you
volved in our local communities, leading and for your continuing support
participating in a wide variety of activities that 4 I iy
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contribute to the quality of life within the Com- Somes L. Sverel

Chairman of the Boord

and Chief Executive Officer
pany’s service area. Exomples of our employees

activities are highlighted in this report
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1985 was a year of solid accomplishmants for the

Company.

Limerick Unit No. | received its full-power op-
erating license on August 8. After the unit was
exhaustively tested while gradually being
raised to full capacity, it vas placed in commer-
ciol operation on February 1, 1986,

Limerick Unit No. 2 received Pennsylvania
Public Utility Commission (PUC) permission in
December to be completed under a cost contain-
ment and operational incentive program which
includes o construction cost cap, operating and
maintenance cost controls and performance in-
centives and penalties. Full construchion re-
sumed in February 1986, with a targeted
completion date of late 1990.

Earnings per share were $2.56, a decline of
14 cents from last year. A PUC disallowance in
October of approximately $73 million of prior
years’ deferred costs reduced earnings per
share by 20 cents. The Company has appealed
this disallowance to the Commonwealth Court
of Pennsylvonia.

Electric sales to retail customers remained es-
sentially flat compared to last year as milder

weather offset growth in customers. Gas sold

and transported declined slightly due to warmer

weather during the heating season. Steam sales
were also down

A 28.2% electric rate increase request, the
largest in the Company’s history, was filed in
September 10 bring Limerick Unit No. | into rate
base. To moderate the impact of the increase on
customers, the Company proposed to phase in
the increase ~ver a three-year penod in three
equal steps of 9.4% each.

Gas tariffs were reduced by approximately
$28 million per year in several reductions that
took effect during 1985. These reductions match
comparable reductions in suppliers’ prices to the
Company and did not affect Company earnings.

The Point Pleasant Water Project, which is de-
signed 1o provide permanent supplemental
cooling water for the cperation of Limerick, was
ordered completed by the Court of Common
Pleas of Bucks County in February, which was
affirmed by the Commonwealth Court in Octo-
ber. Bucks County and the Neshaminy Water Re-
sources Authority have petitioned the Supreme
Court of Pennsylvania for allowance of an
appeal.

1986 will be onother year of challenges as the
Company attempts to put its investment in Lim-
erick Unit No. 1 into base rates. Construction

work has begun again on Unit No. 2 and will be
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pursued vigorously during 1986 and until com-

pletion. These items comprise our top priorities

for 1986

The Company’'s accomplishments in 1985 are

the result of the continuing effort of o dedicated

and tolented group of employees. Their commit-

ment to efficient operation, high-quality cus

tfomer service and innovative technology serves

our Company well. They are also actively in-

volved in our local communities, leading and

participating in a wide variety of activities that

contribute tu the quality of life within the Com-

pany’s service area. Exomples of our employees

activities are highlighted in this report

The counties that we serve in southeastern
Pennsylvania and northeastern Maryland ore
rich in history, culture, scenic beauty, recrea
tional octivities and economic opportunity. We
have oftempted to capture some of thesa ele
ments in the photography of this year’'s report

As we ftace the future, we recognize the sup-
port of our investors that has made this year's
significant achisvements possible. Thank you
for your ontinuing support
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Jomes L. Everen

Chairman of the Board
and Chief Executive Officer

O

John M. Austin, Jr
President
and Chief Operating Offices
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he S~huylkill River traverses our service tern
tory from above Potistown along the Chester
County and Montgomery County borders and
through Philadelphia and provides many recrea
tional activities for area residents. The Temple

University varsity crew completes a workout
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he Brandywine Battlefield Park in Delaware

County is one of many histeric sites located in

the county Both Washington s and Lafavette s

headquarters are located in this scenic park
which dates back to the mid-17th century This
cemetery, which is still in use, has gravestones

dating back to the Revolutionary War era







orld famous Longwuod G ardens in scenic

Chester County consists of 350 acres of outdoor

gardens and woodlands, glassed conserva

tories encompassing 20 indoor gardens, and

lluminated fountains
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l)ucks County ofters abundant visual wealth and

has attracted a community of artists and craht
men. Noted furniture designer George Naka
shima inspects wooden siabs at his studio n

New Hope







illow Grove Naval Air S«ation 1n Montgomery
County i1s one of several major military installa

tions in the Company s service territory. Major

Peter Meyer of Marine Aircraft Group 49 com

pletes a test flight
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Philodelphio Electric Company and Subsidiary Companies
W:MMWOOMMMMOOW

General. The revenue growth of recent years hos been accompanied by substantial increases in operating costs ond corrying
mmwmmnmplanw.quwm.AnyWemaoosesinmhcoﬁsondchorgumoybcnpxbdb
adversely affect futire net income and earnings per average common share unless periodic rate refief is obtained to offset them.
The caprtal carrying charges associated with the construchon of Limenck, which are copitalized by credihing income with an
allowance for funds used during construction (AFUDC) and recovered through future depreciation, continued 1o represent o
major portion of net income during 1985. These charges will decrease os the commercial operation of Limerick Unit No. 11
reflected in revenue. On September 27 1985, the Company filed with the Pennsyivania Public Utility Commission (PUC) for an
additional $671 million per yeor in electric revenue. net of fuel savings, 1o recover the costs associated with placing Unit No ! and
one hundred percent of common plant in rate base. The PUC s expected to issue a hina’ order in late June 1986 The Company
has PUC approve! to utilize on accounting treatment which synchronizes the expense accounting for Limerick Unit No. | with rate
recognition of the unit.

On Jonuary 25, 1985, o $150 million per year base rate increase for electric service was put into effect 1o recover the costs
associated with placing Salem Unit No. 2 in rate bose. Output from the unt had previcusly been sold 1o Jersey Central Power &
Light Company under a contract which expired on December 31, 1984 Despre the increase in electric rates gronted in January
1985, the return on investment is stiil below that allowed by the PUC as o foir return n the Company's last rate order

Electric Operoting Revenve. Increcsed electric revenue in 1985 over 1984 s primarly attributatle 1o higher bose rates Revenue
oassocioted with Salem Unit No. 2 output, formerly sold to Jersey Central Power & Light Company, is now reflected in the base
rafes for retail customers. The increase in 1984 compared with 1983 reflected higher base rates and higher fuel-related revenue
Kilowatthour saies of electnicity to retail customers were essentially the same in 1985 and 1984

Electric Revenue T L Tt T SR S, - = PRyl
Increase/(Decrease) M:HeonsofDollo_r_sr_ P Pl . - O N T =. . _353_%4_?_:‘_9
Rate increases $141 4 $1400
Fuel-Relgted Revenue 28) 104 0
Salem UnitNo. 2 670) 35
Other - S WL LI L I L S S . 1R 71| 8__9____‘___ 473

Totol 7 ! T s sao_s__ $3278

Gas Operating Revenve. Decreased gas revenve in | 985 compared with 1984 s attributable 10 o decrease in sales and lower
fuel-related revenue resulting from reductons in the price of gas purchased from suppiiers Gas operating revenue net of fuel
costs increased 6.7 percent in 1985 over 1984

Fuel and Energy Interchunge Expense. F o cccounting purposes. fuel and energy inter-hange <osts are deferred untl billed as
fuel adjustment revenue. in 1985, gross fuel and e rgy interchange costs were $212 million lower than in 1984 due primanly 1o
the excellent nuclear performance of Salem Stahon Fuel and energy interchange custs deferred in previous years and charged to
expense in 1985 amounted 1o §135 million, resulting in net fuel and energy interchange expense remai ung essentiall the some in
1985 s in 1984 Included in net fuel and energy interchange expense in 1985 was approximately $73 million of replacement
energy costs associated primari'y with Salem Unit No. | outages in 1983 and 1984 and costs incurred during the operation of the
Company's flue gas scrubbin § systems at coal-burning statons in 1983 Recovery of thase costs was disallowed by the PUC i an
order wh.ch the Company has appealed. Also included was an $8 million charge in recognihion that Salem Unit No. 2 fuel savings
were nof expected to reach the minimum guaranteed 10 the PUC when the unit was included in the rate base The $73 million write-
off and the $8 million Salem charge reduced ! 985 earnings by approximately 23 cents per share

In 1984, gross fuel and energy interchange costs were essentially the same as i 1983 However, electric fuel costs deferred were
lower by $104 2 million, resulting in o net increase in fuel and energy interchange expense compared with 1983

Other Operating and Maintenance Expenses. Other operotng and maintenance expenses have ncreased in the lost two years
due to infiation, growth in uhlity plant, and increased costs associated with the Company's nuclear generating unds and with
operating the new flue gas scrubbing systems at the Company’s two coal-burning stations

Depreciation. increases in depreciahion in the last two years reflect additons 1o plant in service

Income Taxes. income ‘axes charged to operations decreased in 1985 compared with 1984 as @ result of lower operating income
Income tox credits, net, included in other income, have increased in the last tvo years as o result of the higher allowance for
borrowed funds used during construction

Other Taxes. Other taxes have increased primarily due to higher capital stock and realty taxes

Allowance for Funds Used During Construction. The increases in AFLDC for the (o5t two years haove resulted primarily from
Increases in construchon work in progress.

Interest Charges. Interest charges on debt increased in the last two years due to addihonal debt outstanding. The rato of earnings

to morigage interest, which is one measure of the Company’s ability 10 issue addihonal morigage bonds, was | 98 imes ot
December 31, 1985

2



Mw “M in Financial Position. The Company is carrying on a construchon program which 1s eshmated
1o require expenditures of $771 million in 1986 and $2.9 billion from 1987 10 1989. A majority of these expenditures relates to the
construction of the Company’s second 1055 mW nuclear generating unit at Limerick. Successtul completon of this program is
dependent on the Company’s ability to obtain external financing, pnmarnly through debt arrangements and sales of equity
securities which are subject to market conditions and to meeting certain earnings tests. The progrom also is subject to the licensing
requirements of the Nuclear Reguiatory Commussion, to financing approvals by the PUC, and to change due to Iihgation The
Company cannot predict the outcome of such regulatory reviews, but believes the satfety requirements have been or will be met
the economic desirability of the program has been demonstrated, and that the program will be successtully completed ond
opproved

interim financing of the construction program is provided by commercial paper borrowings and short- and intermediate -term
bank ioans, which also are dependent on the Company s financial poson

RETURN ON AVERAGE RATIO OF EARNINGS
COMMON STOCK EQUITY 1O MORTGAGE INTEREST
Percent 18 Tumes Coversd 3100

15 15

12 200

B 150

A 100

k) 050
1 2 B8 & 8 l 2 B8 M B

Accountants’ Report

To the Shareholders and Board of Directors
Phiiadelphia Electric Company

We have examined the consolidated balance sheets of Philadelphia Electric Company and Subsidiary Compaonies as of
December 31 1985 and 1984, and the related consolidated statements of income . retained earmings (Vhonges n common stock
preferred stock, and other paid-in capital, and changes n financial position for each of the three years in the period ended
December 31, 1985 Our examinations were made n accordance with generally accepted audiing standards and, accordingly
included such tests of the accounting records and such other auditing procedures os we considered necessory in the
carcumstances

In our opinion, the financial statements referred to above present fairly the consolidted financial position of Philodelyhia £ xctric
Company and Subsidiar, Companies as of December 31 1985 and 1984 and the consohdated results of their operahons and
changes in their financial position for each of the three years in the period ended December 31, 1985, in conformity with generally
accepted occounting prinaiples applied on a consistent basis

1900 Three Mellon Bank Center
Philadelphia, Pennsylvama
Februory 3, 1986
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For the Year Ended December 31

Operuhag Revenves

Electric $2.516,19 &
Gas 428,984
Steam 68,529

Total Operating Revenves 3,013,704

Operating Expenses
r" )wv} ergy Interchange “39553
Othe Uperating Expenses “5,7‘3
Maintenance 265173
Depreciatior 184 965
come Taxes 201,823
Other Taxes 4) ,52‘
Total Operating Expenses 2,598,751

Operating Income 414953

Other Income and Deductons

Allowance for Other Funds Used During Constructior 176,310
wcome Tax Credits 133,415
r Net 3.464)
Total Other Income and Deductions 306,261
Income Before interest Charges 721,214

Interest Chorges

435373
17,10
257,181)

Net interest Charges 195913
Net income 525,300
Preferred Stock Dividends 90,577
Earnings Applicable to Common Stock 434724

Average Shares of Common Stock Ourﬂondmg Th , 169,784
Earnings Per Average Common Share $2.56
Dividends Per Common Share [ $2.20




Philadelphia Electric Company and Subsidiory Companies

Consolidated Balance Sheets

ASSETS

December 3

Utility Plant, af original cost
E

Electric $ 4982099 $4.8064
Gas 474599 443,94
Steam 54,138 23
AL ) N S 132,323

5,643,159
s Atsasulasid Depeniiaio 1,824,420

Net Utility Plont in Service 3,818,739
Construction Work in Progress 4,929,093
Leased Property, net 338,141

Net Utility Plant y,UB5.973

Current Asseis

188,785
13,301

348,233
22,687

63,594
60,152
101,655
46,370
12,101

Total Current Assets 856,878

134,793
$10,165314




December 31 1985 1984
(Thousands of Dollars)
Capitclization
Common Shareholders’ Equity
Common Stock $ 2,601,989 $2340 948
Other Paid-In Capital 7331 6727
Retained Earnings AL (5= - 583,728 523,300
3193048 2890975
Preferred Stock
Without Mandatory Redempticn 572,472 572472
With Mandatory Redemption 318,309 326,235
Long-Term Debt s W T o 4309131 3777.96)
Total Capitalization SR CF 8,392,960 7,567,643
Current Licbilities
Short-Term Debt
Bank Loans 1,000 20,000
Pollution Control Notes — 240,000
Long-Term Debt Due Within One Year 50 800 50,361
Capital Lease Obligations Due Within One Year 7€,326 68,332
Accounts Payable 144 407 156,245
Taxes
Accrued 58,509 40314
Deferred income Taxes-Energy 51,814 112,729
Interest Accrued 93,008 91,110
Dividends Declored 40,698 43,796
Compensated Absences 46,370 41,478
Other M L AN L I i A e T
Total Current Liabilities T A — 61855 955114
Deferred Credits and Other Liabilities
Deferred Income Taxes 502,621 373,343
Unomortized Investment Tax Credits 302,409 299 419
Capital Lease Obligations 261,815 283,802
Other 1 e ma o T 86,994 76,408
Total Deferred Credits and Other Liabilities 1 T H AN LRl B T T l_lﬂS_J_,l?_’_A 1,032,972
Total $10,165,314 §9555729
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Philodelphia Electric Company and Subsidiary Companies

WMdWhMW

For the Year Ended December 31 1985 1964 1983
(Thousands of Dollars)
Sources of Funds
Funds From Operations
Net Income $ 525301 $ 492389 § 389089
Principal Non-Cash Charges (Credits) to Income
Depreciation 184,965 178,326 165,327
Nuclear Fuel Disposal Costs 5,601 13,200 12,166
Deferred Income Taxes 66,281 76,197 175,307
investment Tcx Credits, Net of Amortizahon 3,567 49927 (46,064)
Allowance for Other Funds Used During Construction (176,310) {134,485) (108,126)
Total from Operations 609,405 675,555 587 699
Funds from F \ancings
Sales of Securihes
Common Stock 241,041 250,445 284,305
Preferred Stock —_ 100,000 150,000
Long-Term Debt 686,000 258,700 175,000
Short-Term Pollution Control Notes — 240,000 -
Net Borrowings Under Revolving Credit Agreements 150,000 200,000 200,000
Sale of Megnesium Oxide Regeneration Faclities — 55,928 37,679
Increase in Capital Lease Obligations 46,364 12,690 72,514
Increase in Short-Term Debt — - 202,800
Tota! from Financings 1,123,405 1,117,763 1,122,298
Total Sources $1,732810 §1.793318  §1,709.997
Uses of Funds
Additions to Unlity Plant $ 826609 $1053133  $1,03032)
Additions to Leased Assets 46,364 12,690 72514
Allowance for Other Funds Uised Durning Constructon (176,310) (134,485) {108,126)
Dividends on Preferred and Common Stock 464,003 418,098 352,553
Retirement of Long-Term Debt 273,394 11,194 41573
Premium on Retirement of Long-Term Debt 48,589 e =it
Redemption of Preferred Stock 1.926 8,628 7.427
Redemption of Short-Term Poliution Control Notes 240,000 - -
Decrease in Short-Term Debt 19,000 247 500 —
Net Change in Deferred Energy Costs (128,240) 80,649 234,625
Net Change in Nuclear Fuel Escrow Account (51,816) 32,160 7113
Net Change in Other items of Working Capital 153,528 50,340 71,45)
Other, Net 9763 13411 544
Total Uses $1,732,810 $1,793 318 $1,709,997

See notes to financiol statements
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1985

Ba $ 523300 W4

Ne p 525,301
1,048,601

90,524

373479

870

464 873

Bolance, December 31 $ 583728

Balance, Jaovary 1, 1983

- K

115,008
k Ow . 15,294
nd Reinvestment and Stock ef 110,739 -
t - 79
$2,601989 8908

Keds

1926
$890,781




Philadelphia Electric Company and Subsidiary Companies
Statements

Notes to Financial

1. SIGNIFICANT ACCOUNTING POLICIES

Generol. All utility subsidiary companies of Philadelphio Electric Company are wholly owned and are included in the
consolidated financial statements. Nonutility subsidiaries are included in investments and accounted for by the equity nethod
Accounting policies are in accordance with those prescribed by the requlatory authorties having urisdichion, principally the
Federol Energy Regulatory Commission (FERC) and the Pennsylvania Public Uity Lommission (PUC)

Revenves. Revenues are recorded in the accounts upon billing to the customer. Rate increases are billed from dates authorized or
permitted to become etfective by the regulatory authorities

Fuel Expenses. Fuel expenses, which are recoverable under energy adjustment ciauses, are recognized when the related revenve
is billed to customers. Nucleor fuel used in the Peach Bottom and Salem Generating Stations 1s leased, and the costs of such
leased fuel are charged 1o fuel expense on the unit of production method Nuclear fuel disposal costs are being charged to fuel
expense os the related fuel is burned

Depreciation. For financial reporting purposes, depreciation is provided over the eshimated service lives of the plant on the
stroight-line method and, for tax purposes, generally, over shorter lives on accelerated methods. The estimated decommissioning
costs of nuclear plants, totaling approximately $181 862,000 ot December 31, 1985, are being charged to operations as permitted
for rate-making purposes. The amounts charged are deposied in an escrow account and invested for funding of future costs The
Compony believes that any increase in the estimated costs would be recoverable through adjustments of rates charged to its
customers. Annual depreciation provisions, expressed as a percent of average depreciable utlity plant in service, were
approximately 3.35% for 1985, 3.29% for 1984 and 3.20% for 1983.

Income Taxes. Deferred income taxes are provided for differences between bonk and taxoble income 1o the extent permitted for
rate-making purposes. Investment tax credits, other than credits resulting from contributions to employee stock ownership plans,
which do not affect income, ore deferred and amortized to income over the estimated useful life of the related utiity plant

Allowance for Funds Used During Construction (AFUDC). AFUDC 1s o non-cash tem which is defined in the undorm systems of
accounts as “the net cost for the period of construction of borrowed funds used for construchon purposes and o reasonable rote
on other funds when so used.” AFUDC is recorded as a charge to Construchon Work In Progress, and the equivalent credis ore to
“Interest Chorges”* for the pretax cost of borrowed funds and to “Other Income for the remainder os the ollowance for equity
funds. The rate used for capitolizing AFUDC, which averaged 9 5% in 1985,9 4% in 1984, and 9 3% in 1983, is computed under o
method prescribed by the regulatory outhorities. The rote is  “net after-tax rate’” and the current income tox reduchions
applicable to the interest charges capitalized are recorded in “Other Income ” AFUDC 1s not included in taxable income and the
depreciation of capitalized AFUDC is not tax deductible

Goas Exploration and Development Joint Ventures. The Company has invested i several jomt vertures for exploning and drilling
for natural gas. Costs are capitalized under the full cost method and charged 1o operations commensurate with production

2. JOINTLY OWNED ELECTRIC UTILITY PLANT
The Company's ownership inferests in jointly owned utility plant of December . 31 .»l 1985, were ostollows.

Transmission

i VoiduchonPeny Mot
PeachBotlom _ Solem _Keystone ~ Conemough ~ Merrill Creek
Operator Philodelphic  Public Service  Pennsylvania  Pennsylvanio  Jersey Central Various
Electric Electric and Electric Electric Power & Companies
Company GosCompony Compony  Company |\UghtCompeny
Participating Inferest 42 49% 4259%  099%  072%  44u% 21%1043%
{Thousonds of Dollars)
Company’s share of
Utility Plant $510,652 $903,473 $60 683 $62,186 $68 658
Accumulated
Depreciation 120,522 145,577 23 464 23,520 13,991
Construction Work
In Progress 12217 19,936 7,791 2,469 $18,458

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



3. COMMON STOCK

At December 31, 1985 and 1984, Common Stock, without par value, consisted of 240,000,000 shares authorized and 177 679 977
and 162,303,390 shares, respectively, outstanding. At December 31, 1985, there were 8,394,449 shares reserved for issuance
under stock purchase plans

4. PREFERRED STOCK
At December 31, 1985 and 1984, Preferred S'c')c_kis_lOO;?o‘v_c_uTulg'_-veh 7

Shares Amount
Current Refunding
Redemption Restricted _____Outstanding
Price (a) Prior to [b) Authorized 1985 1984 1985 1984
Thousands of Dollars)
Senes |without mandatory
redemption)
14.15%ic) $114.15 2-1-90 500,000 500,000 500,000 $ 50,000 $ 50,000
13.35% (c) 11335 2-1-89 750,000 750,000 750,000 75,000 75,000
12.8% ic) 11280 5-1-88 750,000 750,000 750,000 75,000 75,000
9 50% 103.50 750.000 750,000 750,000 75,000 75,000
875% 104.00 650,000 650,000 650,000 65,000 65,000
7 85% 103.00 500,000 500,000 500,000 50,000 50,000
7.80% 103.00 750,000 750,000 750,000 75,000 75,000
7.75% 103.00 200,000 200,000 200,000 20,000 20,000
4 68°% 104.00 150,000 150,000 150,000 15,000 15,000
4.4°% 112.50 274,720 274720 274,720 27472 27 472
43% 102.00 150,000 150,000 150,000 15,000 15,000
38% 106.00 300,000 300,000 300,000 30,000 30,000
5724720 5724720 5724720 572472 572472
Series (with mandotory
redemption)(d
17.125% $117.13 51-87 300,000 300,000 300,000 30,000 30,000
15.25% 110.00 5-1.90 500000 500,000 500,000 50,000 50,000
14.625% 108 70 (e} 5-1-90 500,000 500,000 500,000 50,000 50,000
10% 104 44 5-1.90 220,000 220,000 220,000 22,000 22,000
9.52% 106.25 5-1-86 500,000 393,690 401,650 39,369 40,165
8.75% 105.15 5-1-88 500,000 433,400 466,700 43,340 46,670
7.325% 103 81 756,000 540,000 570,000 54,000 57,000
7% 101.00 400,000 296,000 304,000 29,600 30,400
3,670,000 3,183,090 3,262,350 378,309 326,235
Unclassified 605,280 — - — -
Total Preferrad Stock 10,000,000 8,997 810 8,987,070 $890,781 $898.707

(al Redeemable, at the option of the Company, ot the indicated dollar omounts per shure, plus acrued dividends

(b) Prior to the dote specified, none of the shares of each series indicated may be redeemed through retunding at an interest cost
or dividend rate which is less than the dividend rate of such senes

(c) Ownership of these series of Preferred Stock is evidenced by Depositary Preference Shares, each representing 1/10 of a share
of Preferred Stock

(d) Sinking Fund requirements (par value) in the period 1986 -1990 are as follows: 1986-$14 599,000, 1987-$15,230.000
1988-$17,530,000, 1989-$17,530,000, 1990-$27 530,000

(e) Not redeemable prior 1o May 1, 1990




Philadelphia Electrnic Company and Subsidiary Companies
Notes to Financial Statements (Continued)

5. LONG-TERM DEBT
At December 31, 1985 and 1984 s
Series O Due ‘__ﬁ 1984
(Thousands of Dollars)
First and Refunding Mortgage Bonds (a)
3-1/8% 1985 — $ 50,000
4.3/8% 1986 § 50,600 50,000
4.5/8% 1987 40,000 40,000
3.3/4%-14% 1988 52,500 52,500
5%-14% 1989 62,500 62,500
14% 1990 11,000 11,000

4-1/2%-14% 1991.1995 508,225 359,700
6-1/8%-15-1/4%  1996-2000 608,684 610,817
7-3/8%-12-1/2% 2001.2005 480,000 480,000

6%-18-3/4%  2006-2010 447 369 523,500

10-1/2%-18%  2011-2015 745,283 350,000

Total First and Refunding Morigage Bonds 3,005,561 2590017
Notes Pcyable—Banks (b} 1987.1989 225,000 225,000
Notes Poyoble—Other 17% 1986.-1987 20,000 20,000
Revolving Credit and Term Loan Agreements () 1988-1991 550,000 400,000
Pollution Control Notes 5-1/2%-13% 1997-2013 272,685 274190
Debentures 4 85% 1986 20,800 21,161
Debentures 14-1/8% 1990 50,000 50,000
Debentures 14-3/4% 2005 100,000 100,000
Debentures 145% 2009 150,000 150,000
Sinking Fund Debentures—
Philadelphia Electric Power Compar.«, a Subsidiary 41/2% 1995 15,325 16,397
Unamortized Debt Discount and Premium, Net 19,440) (18,443)
Total Long-Term Debt 4389931 38283
Due Within One Year d) 80,800 50,361
Long-Term Debt included in Capitalization(e) $4.309,131  $3777 961

{a) Utility plant is subject to the lien of the Company’s mortgage. Proceeds from the November, 1985 sale of $250,000,000
principal omount of 11-3/4% Series due 2014 and $150,000,000 principal amount of 10-7/8% Senes due 1995 were used in part
to repurchase $76,131,000 principal amount of 18-3/4% Series due 2009, $62,621,000 principal amount of 18% Series due 2012,
und $78,096,000 principal amount of 17-5/8% Series due 2011 Premium on the repurchase of $48,588 515 was charged to
Deferred Debits. The Company, in its currently pending electric rate case, will request the PUC to allow recovery in rates of this
omount over the weighted average life of the new debt, approximately 21 years. Amortization of the premium will be charged to
interest expense over the period of recovery

(b) At interest rates ranging from prime rate to prime rate plus 1/2%

{c) The Company has a $550 million revolving credit and term loon agreement with o group of banks which provided the financing
required to complete Limerick Unit No. 1. The revolving credit arrangement converts into o term loan in August 1987 The
borrowings are due in eight semi-annual instuliments with the first payment due 6 months after the conversion into the term loan
Interest on outstanding borrowings is based on specific formulas selected by the Company involving yrelds on several types of
debt instruments. There is an annual commitment fee of 1/2% on the unused amount. At December 31, 1985, $550 million was
outstanding under this agreement

The Company also has a $400 million revolving credit and term loon ogreement with a greup of banks which expires in 1987, but
which may be extended through 1990 upon approval of the banks. There is an annual commitment fee of 3/8% on the unused
amount. There were no borrowings under this agreement during the year

(d) Long-term debt maturities in the period 1987-1990 are as follows

1987-$187,844,000, 1988-$281,775,000, 1989-$241,850,000; 1990-$215,350,000.

(e) The annualized interest on long-term debt at December 31, 1985, was $455.7 million of which $309 3 million was associated
with mortgage bonds and $146 4 million was associated with other long-term debt




1985 1984 1983

(Thousands of Dollars)
Average Short-Term Borrowings $127,392 $166,713 $164,429
Averoge Interest Rates, Computed on Daily Basis 6.38% 988% 9 06%
Maxirum Short-Term Borrowings Outstanding $360,000 $302,500 $340,000
Average Interest Rates on Short-Term Borrowings at December 31
Bank Loans 9.50% 995% 10.53%
Commercial Paper—Tax Exempt - - 561%
Commercial Paper—Taxable — - 10.64%
Pollution Control Notes — 6.44% —

At December 31, 1985, the Company had borrowed $1 0 m.ilior under formal and informal lines of credit with banks aggregating
approximately $371 million. The Company generally does 1ot have formal compensating balance arrangements with these
banks.

7. RETIREMENT BENEFITS

The Company and its subsidiaries have noncontributory trusteed retirement plans applicable to all regular employees. Pension
costs include normal cost for the year and amortization of unfunded prior service costs over ten o twenty years. Approximately
80% of such costs were chorged to operating expenses and the remainder, associated with construction labor, to the cost of new
utility plant. Retirement plan costs, which are funded as accrued, were $46,700,000, $42 000,000 and $41 000,000 in 1985, 1984
and 1983, respectively.

Pension Plan data as of the dates of the most recent actuanal valuatons 1s as follows

Actuanal present value of accumulated plan benefits
(7.0% assumed rate of return)
Vested $512,639 $447 994
Nonvested 54,174

$573,629

Net assets available for benefits $645726 8573372

Changes in plan provisions, effective Januory 1, 1985, increased the actuarial present value of accumulated plan benefits by
approximately $16.3 million and increased pension expense by approximately $2 8 million. The actuarial methods and
assumptions, as well as the occounting policy, are the same as those in the prior year

The preceding tabular disclosures are required under applicable accounting principles. However, the Company is of the opinion
that comparing the actuanial present value of accumulated plan benefits with the net assets avarlable for benefits may be
misleading. The plan is of a long-term nature and 1s funded on a basis consistent with this concept. The actuarial value of
accumulated plan benefits 15, essentially, o hypothetical plon termination calculation which does not take into account future
salaries or future service. Net assets, which are measured at fair value at January 1, are subject 1o fluctuations in the securities
markets and therefore, may not be indicative of the plan’s long-term funded status.

in December, 1985, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 87 (FASB
87), Employer’s Accounting for Pensions FASB 87 supersedes existing accounting principles for defined benefit pension plans and
becomes applicable to the Company in 1987 The Company has not fully evoluated FASB 87, but it believes it would not have o
material negotive impoct on the financial statements

In addition to providing pension benefits, the Company provides certain health care and life insurance benefits for retired
employees. Substantially oll of the Company’s employees may become eligible for these benefits if they reach retirement age
while still working for the Company. These benefits and similar benefits for achive employees are provided by an insurance
company whose premiums are based on the benefits paid during the year The Company recognizes the cost of providing these
benefits by charging the annual insurance premiums to expense The cost of providing benefits for approximately 2,400 retirees
during the years 1983 to 1985 is not separable from the cost of providing benefits for approximately 10,000 active employees for
the same period. Total premiums amounted to $29.3 million, $26 .6 million, and $24.3 million, in 1985, 1984 and 1983, respectively
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8. INCOME TAXES : P RPN L
oA 1985 | 1984 1983
(Thousands of Dollars)
Included in operaticas:
Federal
Current $106,994 $ 96915  $ 54,495
Deterred 59,837 49,770 151,259
Investment tax credits, net 3,567 49927 (46,064)
State
Current 24,98 23710 16,288
Deterred 6,444 26,427 24 048
Included in other income and deductions (principally current):
Federal (109,580) (93,818) (70,902)
State . o (e (22.605) (17,0100
Total 368408 $130326 $112114

Investment fax credits and income tax credits resulting from contribuhons 1o employee stock ownership plans reduced Federal
income taxes currently payable by $12 million in 1985 and $58 million in 1984 Approximately $244 million of such addtional tax
credits generated from 1982 through 1985 have not been utlized due 1o limiations based on taxable income These credits may
be used to reduce Federal income taxes in future years and expire at various himes from 1997 1o 2000

Effective with the PUC's electric rate order dated January 24, 1985, the Company began flowing through the stote income tax
benefits associoted with accelerated depreciahon attributabie fo its electric operations. This change reduced operating revenues
and operating expenses by approximately $1.8 million but had no effect on operating income and net income

For a number of years the Company has used accelerated depreciation for income tax purposes ond straight ine depreciahon for
financial reporting purposes. Deferred taxes were recorded only on those hming differences recognized for rate-making. The
cumulative net amount of such hming differences for which deferred taxes were not recorded was approxmately $790 millon ot
December 31, 1985. Since the Company expects to charge customers for taxes paid whe: . the iming differences reverse, the fox
effect of such iming differences is not recorded currently

Provisions for deferred income faxes on operating income consist of the tox effects of the following timing differences.

. oF i e . L I L
(Thousands of Dollars)

Depreciation and amortization $ 34417 $ 33965 $ 3879
Nuclear waste aispusal costs 5,932) (7,355) 24,281
Deferred energy costs 65,915) 41,212 119,867
Precommercial operation of Limerick Unit No. | 97,867
Premium on retirement of long-term debt 24,731 —~ -
Other e O -  (wmms) @ 8375 (7,633
Totol $ 66,281 $ 76,197 $175,307

The total income tax provisions differ from amounts computed by applying the Federal statutory tax rate to income and adjusi 4
income before income taxes for the following reasons

Net income . T $525301  $492389  $389,089
Totolincomefoxprovisions . 112,14
Income before income toxes 593,709 622,715 501,203
Deduct—allowance for funds used
during construction (nontaxable) 7 43349 354 855 275,994
Adjusted income before income taxes $160,218 $267 860 $225,209
Income taxes on above at Federa! statutory rate of 46% 73,700 123,215 103,596
Increase (decrease) due to
Depreciation timing differences not normalized 1297 7,247 7,941
State income taxes, net of Federal income tax benefits 4,099 14,867 12,597
Amortization of investment tax credits previously deferred (8,265) (7,752) (6,210
__Q".‘.e.'.'_"i._-._,,. S R (._,‘23) (7,251} (5810
Total income tax provizions $ 68,408 $130,326 $112114
Provision for income taxes as a percent of
Income before income taxes 11.5% 20.9% 22 4%
Adjusted income before income taxes 42.7% 48 7% 49 8%




DT ST N %8s 19 198
(Thousands of Dollars)

Gross receipts $128346 $122881 10821
Capitol stock 28,246 13,240 19,198
Realty 62,296 48,030 30,975
Other AT | _ne% 22 07
Total $241524 $206843 $178415

10. ESCROW DEPOSITS

Escrow deposits are stated ot cost plus accrued interest, which approximates market, and con

sist of cash equivalent securities held

in trusteed accounis which are restricted as to withdrawal pending the Company's incurnng qualified costs. Below is a summary of

such escrow deposits at December 31, 1985 and 1984

- i s 19
(Thousands of Doliors)
Poliution Control Faciliies Under Construction $ 5415 $31,305
Other Facilihes Under Construction 7,886 4,955
Nuclear Fuel Disposal L A " - S\¢é
Total $13,301 $88.076
11, INVESTMENTS . q 3 7 T
At December 31 . AR - L L R 1 _!”5 - ‘198!
(Thousands of Dollars)
Gas Exploration and Development Joint Ventures $44.743 $46 406
Real Estate Developments and Other Ventures 15,433 12,120
Nonutility Property 13,931 13,44)
Escrow Deposits for Decommissianing Nuclear Plants 12,563 779
OtherDeposits o b 1,000 12
Total $87,670 $80,871
L el SRR
Leased propert included n Unity Plant at December 31,1985 ond 1984 e o
(Thousands of Dollars)
Nuclear Fuel $4454699 424721
Electric Plant 48 342 48 342
Common Plant } 3."{ 3707
Gross Leased Property 497157 476,765
Accumulated Amortization (159.016) '5_'2‘1@?)
Net Leased Property $338,141  $352.133

The nuclear fuel obligation is amortized as the fuel is burned. Amortizaton of lecsed property totaled $60.9 million, $39 1 milhon,

and $28.8 million in 1985, 1984 and 1983, respectively Other operating expenses include inte

rest on capial lease obligatons of

$18.2 million, $22.0 million, and $19.0 million in 1985, 1984 and 1983, respectively Mimmum future lease payments as of

December 31, 1985, are

Yeor Ending December 31 , Coptol Leoses _Operoting Leases _Total _
(Thousands of Dollars)

1986 $103,780 $ 30,700 $134,480
1987 89861 29,502 119,363
1988 91,072 26917 117,989
1989 56,85) 27307 84,178
1990 45,790 26,483 72,273
Remaining Years 32,047 108,324 140,371
Total Minimum Future Lease Payments 419,401 !?49|253 ’668|654
Imputed Interest (rates ranging from 6 5% to 17%) (81,260

Present Value of Net Mimimum Future Lease Payments $338.14)

Rental expense under operahing leases totaled $43 9 million, $29.2 million, and $19 3 million
respectively

in 1985, 1984 and 1983

33
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13. SEGMENT INFORMATION T B o e S o SR
e . EORIRRIY. ... TS, . B .S
\7housonds of Dollors)
Operating revenues $2516,191 $428984 $68529 § 3,013,704
Operoting expenses, excluding depreciation 1974222 375399 64,165 2,413,786
Depreciation ) _M‘_ o E,“l M«l Nne |“.
Total operating expenses 2142430 390240 66081 2_._5’.751
Operating income $ 373761 $ 38744 $ 2448 § 414953
Utility plant additions $ 793195 $3289% § 518 § 826609
December 31:
Allocable assets
Net utility plant (*) 8,675,701 38939 20876 9,085,973
inventuries 100,793 22,745 208 123,746
Deferred energy costs 109, 244 J‘._7“l i Q,l_ﬂ) Wl.‘“
m.m $407375 818261 § 9,3" 374
Nonallocable assets 853,94 m
Totol assets 3‘0 IOS.JM
1984 gt L L, 7 A I T
Operoting revenuves §2.435 731  $462966  $82320 __! 2981017
Operaoting expenses, excluding depreciation 1858505 413938 75989 2,348,432
Depreciation 162,959 13,474 1893 178,326
Total operating expenses 2 0?1 464 l?7 ll 2» 77 88') 2 526 758
Operating income $ 4‘4,267 $ 35554 §4 438 $ 454, 259
Utility plont additions $102249 $306'3 $ 135 § 1053244
December 31:
Allocable ossets
Net utility plant (*) 8,068,233 369,239 22,443 8459915
Inventories 116,775 32572 1,189 150 536
Deterred energy costs 7_?7.5?4 5 147 4] 776) ??9 895
$8.412532 $405958 $2185 S 8,840,346
Nonallocable assets _ 71 SJ@J
Total assets $ 9.555.729
Opermmg avenyes $2,107 897 $417042 S$71011 § 25960’)0
Operating expenses, excluding depreciation 1,592,027 377 624 67,365 2,037,016
Depreciation 150,898 ‘7,694 1,735} 165,327
Total operating expenses 1,742,925 390,318 69,100 2,202,343
Operating income $ 364972 $ 26724 $2011 § 393707
Utility plant additions $1004219 $ 26020 § 82 § 10303
December 31
Allocable assets
Net utility plant (*) 7,257,594 353979 24 599 7,636,172
Inventories 98,391 32,350 343 131,084
Deferred energy costs 116,66) 797‘359 3226 7 149,246
$7472646 9415688 $28168 § 7916502
Nonallocable assets 627 962
Total assets $ 6,544,464

(*) Includes construction work in progress, leased property and allocated common uhlity property

The Company is considering o proposal for the sale of its steam operation. Ulthimate sale of the steam operation s subject to
many foctors, including acceptance of the proposal by the Company’s management and Board of Directors and approval of the
sole by the PUC. The Company estimates that a sale of the steam operation would result in no significant gain or loss



14, LIMERICK GENERATING STATION




Notes to Financial Statements (Continued)

Following a lengthy investigation, on December 5, 1985 the PUC determined that the Company could complete construchion of
Unit No. 2 subject to a cost containment and operational incentive progrom (“Program’} The Company agreed 1o the Progrom on
December 23, 1985 Principal elements of the Progrom are a construction cost cap of $3.2 billion, which would represent the
maximum allowed rote base for Unit Ne. 2 throughout its lifetime; an aperating performance incentive/ penalty related to the
unit's capacity factor; and operating and maintenance expense standards. The construction cost cap of $3.2 billion includes
AFUDC, but does not include any costs related to common plont The cost cap includes capital additons after commercial
operation, net of accumulated depreciation. Any expenditures in excess of $3.2 billion cannot be recovered from ratepayers or
included in rate base Adjustment of the cap for inflahon, regulatory scope chonges, or any other tactors is not permitted. The
estimated total cost of Unit No. 2 does not exceed the cos! cap

in 1984 the Commonwealth of Penr ylvonia enacted a law which requires the PUC to compare the actual cost of construchon of an
electric generating facility with the et mate submitted ot the commencement of construchon  The low provides that f the actual
cost exceeds the estmated cost. * » PUC must exclude the excess cost from the uhlity's rate base unless the utlity can show that
some or all of the excess cost wus necessary and proper in 1974 the onginal estimated cost of construchion of the Limerick
Generating Station was in the range of $1 7 10 $2 billion Estimates ot earlier stuges were signihicantly lower but the Company
does not beheve that such earlier estimates are applicoble to determine the excess cost apphcable under the low

On December 19, 1985, the Financial Accounting Standards Board issued an exposure draft of o proposed amendment 1o the
accounting principles applicable to rate regulated enterprises, such as the Company. The proposed amendment, it adoptled n s
present form, would become applicable to the Company in 1987 and would atfect, principally, accounting for phase in plans and
disaliowances of plant costs. In general. this amendment would accelerate the hming of recognihon of expenses in the Company s
financial statements. Under the exposure draf, allowable costs could be deferred in connection with a phase-in plan only it the
regulatory authority agreed 10 the plan and oll amounts deferred were recovered within ten years, otherwise, no deferrals would
be allowed. If the PUC disallowed o portion of Limernick's construction costs through erther o reduction in rate base or rate of
return, or it the Company estimated that the total construction costs of Unit No. 2 would exceed the cost cap, an immediate write-
off of portions of Limerick's construction costs would be required Such @ write-off could be matenal 1o results of operations or
retained earmings of the Company in the yeor of write-off and could attect the Company s ability to pay drvidends and to finance
s construchon program Under existing accounting principles, # 15 uniikely that the aforementioned circumstances would couse
the Company to write off immediately any amounts of Limerick's construchon costs
M

15. COMMITMENTS AND CONTINGENCIES

The Company has incurred substantol commitments in connechon with its construchion program Construchon expenditures

are estimated to be $771 million for 1986 and $2.9 billion for 1987 through 1989 These estimates are reviewed and revised
periodically 1o reflect changes in economic condihons, revised load forecasts and other appropriate toactors Plant focilihes under
construction, particularly the Limerick Generating Stahion, require numerous permits and licenses, which the Company cannot be
assured will be issved at completion of the facilities

The Price-Anderson Act places a “Limit of Liability’ presently of $650 million. tor claims that could arise from an incident invalving
any licensed nucleor facility in the nation. All nuciear utilihes, including the Company, have covered this exposure through o
combination of private insurance and mandatcry participation in a secondary financial protechion pool In the event of such a
nuclear incident ot any licensed nuclear facility in the nation, the Company could be ossessed up to $13.5 million per incident, with
a maximum amount of $27 million in any one year
it e e e et S =
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The Company maintains property insurance, including radiation contaminahon coverage, for loss or domage to its nuclear
focilities. Aithough it 1s impossible to determine the total amount of the loss that may result from an occurrence of these focilites,
the Company maintasns the maximum amount of insurance presently available, $1 1 billior for each station Under the terms of the
various insurance agreements, the Company could be assessed up to $35 million for losses incurred ot any piants insured by the
nsurance companies. The Company s o member of an industry mutual insurance company which provides replocement pr wer
cost insurance in the event of o major outoge at a nuctear staton. The premium for this coverage s subject 1o an assessment 10
adverse loss experience. The Company’s maximum share of any assessment s $13 midlion

The PUC has conducted several investigations involving the Company s management of major plant outages during 1983 and
1984 and the resulting impact on energy costs recoverable from customers under the electric energy cost rate On Octaber 24,
1985, the PUC issued s final order in an inveshgahon which addr e<sed the prudency of outages of certain base load nuclear and
~0al units during 1983 and 1984 As a result of this order the Company was denied recovery of approximately $73 millon of
energy costs. The disollowed energy costs were charged o expense as of September 30, 1985 and reduced operating income
and earnings applicable to common stock by $34 7 millon and earmings per average common share by approximately 20¢ On
November 26, 1985 the Company filed o Petihon for Review with Commonwealth Court appealing the PUC order

The PUC is holding hearings in connection withs $47 million of replace- ent energy costs related ‘o other outa yes of nuciear units
during 1984 and 1985 The Compony beleves s management of thuse outages was prudent and that t should not be precluded
from recovering the replacement energy costs Ultimate resolution of this matter will not have c material adverse effect on the
results of operations or financial pestion of the Company. A final decision by the PUC 1s not expected until mid 1986

On October 9, 1985, o law was enacted in Pennsylvana granting the PUC statutory authority to modify or halt construchon . | any
generating unit  the PUC determines that such construction is not in the public interest The low provides that o utlity may recover
a return of, but not a return on. prudently incurred costs of any partiolly completed facility, the cancellation of which is found to be
in the public interest

The Company 1s a nominal defendent in o class action and derivative surt aganst centain of ds directors and officers, brought by
four sharehciders owning in the aggregate 202 shares of common stock The surt anses out of the construchion of the Limerck
Generating Station and seeks 10 cause Unit No_ 210 be abandoned, s cos! 1o be written off as a loss, dvidends on common stock
10 be terminated until certain earnings levels hove been met, and the shares authorized under the | 983 Amendment 1o the Articles
of Incorporation o be declare”’  valid Addhonol damages alsc are sought While the outcame of ingaton connot be predicted
with certainty, management _cieves resoluhion of the suit will not have a materal attect on the Company's finane al posihon

The defendants have filed o moton to dismiss the complant

m

i
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16. QUARTERLY DATA (Unaudited) LRt Lo
The data shown below include all adiustments which the Company considers necessary for a farr presentation of such amounts.

Operating Revenuves ~ Operating Income ~_ Netincome

Quarter Ended 1985 1984 1985 1984 198 1984

{Thousands of Dollars)

March 31 $852,299 $818,031 $126,892 $128,942 $151,166 $134,838

June 30 683,519 703,219 98,153 100,680 118,859 108,151

September 30 750,904 755,619 93,240 121,524 124,163 132,339

December 31 726,982 704148 96668 103,113 N3 117060
Earnings Applicable Average Shares Earmings Per

Commentiock = Owiendng = Aveopebn

Quarter Ended 1985 1984 1988 1984 1985 1984
(Thousands of Dollors) (Thousonds) (Dollars)

March 31 $128422 $115.45! 162,859 143,044 879 $81

June 30 96,212 87,098 168,723 150,266 57 58

September 30 101,569 111,340 171,993 153,519 59 73

December 31 108,521 95818 175,401 160.274 82 60

1985 third guarter results mchude o chorge of approximately $34 7 mllion (nef of related income taxes) resulting from the PUC's
denial of recovery of approximately $73 0 million of energy costs (see Note #15)

17. SUPPLEMENTARY INFORMATICN TO DISCLOSE THE ESTIMATED EFFECTS OF INFLATION FOR THE YEAR ENDED
DECEMBER 31,1985 Unaudited) FEAR ! el

The following supplementary information s supplied to show the estmated effects of inflahon under the ~current cost” method
The techmiques required 1o develop th-s information are apprommate ond complex, and may not necessarily reflect the true eHects
of inflation on the Company Under exsting regulatory law, the Company s permitted 1o recover actual operating and copwal
costs incurred 1o serve customers and o reasonable return on investment, and the Company believes it will be ollowed to recover
cost increases coused by inflatan as such increases are actually incurred

Effect of inflation on Reported Income. In adjusting the Consolidated Statemants of Income, as shown below, anly depreciation
expense was adjusted tor the effect of inflation Depreciation expense was determined by opplying the Cc moany’s depreciohon
rates 1o restated | 985 averoge depreciable plant in service Other Operating Expenses were not required 10 be adiusted

If the Company had to replace its entire uhiity plant ot this time, the costs to do so would greotly exceed the onginal costs incurred
when the facilities were bult because of the curulutive effect of inflation These plont replacement costs, net of accumulated
depreciation, are estimated ot $14. 2 billion The eHfect ($496 million) of general inflation in 1985 on net utiity plant was greater
than the increase ($456 milhon) in specific prices by $40 million

Consolidated Statements of Income Adjusied for Inflation for the Yeor Ended December 31, 1985,

T AsAdyusted
. AQRW »»(Avwoge !9_05 Dollars)
(Thousands of Dollars, except per share omounts)

Operating Revenues $3.013,704 $3.013.704
e B T sages 477,987
Other Operating Expenses 2413786 2,413,786
Osersibgtvenme .~ 0493 RVIEL
Other Income 306.26) 306,26)
ln-:—on_:—a—mmo Chovg;s;;i ;v;f-mirmﬁdismdﬁl iDn.mdonds 7 7 721214 ‘ : 428192
Interest Chorges ond Preferred Stock Dridends 7 WA 286,49
Eornings Applicable fo Common Stock | $ 434724 $ 141,702
Eornings Per Averoge Share $ 2% $ 08
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Adjustment of Selected Five Year Financial information

In order to reflect the impact of general inflation on selected financial informanion for each of the years 1981 through 1985, the
following table shows actual data compared with data odjusted to 1985 dollars.

Five Year Summary of Selected Financial Information and Current Cost Data

(Thousands of Dollars, except per share amounts)

1985

Development of Adjustment Factors
Consumer Price Index

Average During Year 3222

Year End 3274
Consumer Price index Multiplier
A = Average (3222 - Index) 1.00
B =~ Year End (327 4 - Index) 1.00
Actval and Adjusted Historical Financiol Informaton
Dividends Per Common Share

Actual Paid $2.20

Adjusted (Actual x A) $2.20
Market Price Per Common Share

Actual Year End $17.38

Adjusted (Actual x B $17.38
Operating Revenves

Actual $3,013,704

Adjusted (Actual x A $3.013,704
Earmings Applicable to Common Stock

Actual $434724

Adusted (Actual - A) $434724
Eornings per Average Common Share

Actuol $2.56

Adjusted (Actual < A) $2.56
Common Shareholders’ Equty

Actual Year End $3,193.048

Adyusted (Actual x B) $3,193.048
Current Cost Data
Excess of increase in General Inflation over Increase in

Specific Prices on Utility Plant Cost

Actual Current Cost $39.973

Adjusted (Actual x A) $39.973
Purchasing Power Gain on Net Amounts Owed

Actual Current Cost $199.010

Adjusted (Actual x A) $199.010
Earnings Applicable to Common Stock

Actual Current Cost $141,702

Adusted (Actual x A $141,702
Earnings per Average Common Share

Actual Current Cost $0.83

Adjusted (Actual x A) $0.83
B D

3ny
3155

104
104

$220
29

$1487
$1546

$2,981,017
$3,100,258

$409.707
$426,095

$2.70
$28

$2.890975
$3,006,614

$296.690
$308 558

$190,52
$198.142

$113.662
$118,208

075
$0.78

983 9 1e1
296 4 2891 2724
3035 2924 85

1.08 i 118

108 12 116

$212 $2 06 $1 9%
$229 $2.29 $224
$14.38 $17.00 $1343
$1553 $1904 $i58
$2596.050 $2644,753 $2.433.425
$2803,734 $2955676 $287).442
$321.705 $278.4623 $223.76)
$347 441 $309 272 $264 038
$2 40 $239 $225
$259 $2.65 $2 66
$2569323 $2254435 $1.963527
$2774869 $2524967 $2277 49
$147379 $(9011)  $186,585
$159.149 $(10,002) $220170
$145235 81484672  $307972
$178.454 $165024 $363,407
$51,049 $48 471 $23.044
$55,133 $53,803 $27.192

$0 38 $0 42 023
$0.41 $0 47 8027

e e e




Philadelphia Electric Company and Subsidiary Companies
Financial Statistics

SUMMARY OF EARNINGS M:/lons of Dollars)

Forthe YeorEnded 1985 198 1983 19%2 191 1980 1975
Revenuves
fer detas see poges £2ond 43 $20137 529810 $25%0 $26148 $2434 821234 §11345
Operating Expenses
Fuel and Energy Interchange 11396 11222 9866 11285 11876 1095 4578
Labor 3708 3453 3172 2911 2568 321 1522
Other Matenais, Supplies and Services 00 73 3546 205 2609 1845 726
Total Operation and Maintenance 19704 18948 ] 6584 r 740 ] 1,703 1,507 6876
Depreciation 185.0 178.3 1653 1438 1303 1229 912
Taxes ... . L 3786 322 W48 W4 1639
Totol Operating Expenses 25987 2 5267 22023 225 2 1104 18574 9377
Operating Income g rm S ._ﬁ‘E'S-, 4543 3937 3887 3230 2660 _)!7 \
Other Income
Aliowance for Other Funds Used During
Construchon 176.3 1345 1081 657 650 505 233
Income Tax Credits, Net 1334 1164 879 758 632 490 23
Other, Net e L SR (15) A ? v {31 B l07 25 c - 43_4 ?0
Total Other Income LS R ﬂ.l . ?51 , S “7'29 . _1408 &3 1307 _ IQ?_‘Z l76
Income Before Interest Charges ™2 7054 4 _s_so 6 5295 4537 689 47
Interest Charges
Long-Term Debt 4354 4025 3302 308 9 266.7 2250 1365
Short-Term Debt 177 09 352 320 32 139 79
Allowance for Borrowed Funds Used During
Constructon  away o4 (&9 (w6 (R 7Y 486
; NetinterestChorges 1959 230 1975 1933 1761 4 s 1008
Net Income 5253 492 4 389 1 3362 2776 727\ 1439
Preferred Stock Dividends 906 827 674 576 538 22 @ 30
Eornings Applicable to Common Stock 4347 097 m7 2786 2238 1749 1079
Dividends on Common Stock s 343 836 2405 1895 1574 954
m&w %12 §754 $38 ) $38.1 $343 $175 $125
Earnings Per Average Common Share
(Dollars) $2.56 $2.70 $2 40 $239 $225 $2.00 $1 86
Dividends per Common Share (Dollars $2.20 $220 $212 $2 06 $1.90 $! 80 $ 64
Common Stock Equity (Per Share) $1797 $178 81799 $1793  $1810  $1872  $1905
Average Shares of Common Stock
M(Mcllnom) 1698 1518 1339 1165 94 873 581
Ratings on Philadelphia Electic Company's Securities
Mortgoge Bonds Debentures Preferred Stock
Agency UL 14 Ro'mg Dote Established  Rating  Date Estoblished Ro'mg Do'etvobhshed
Du“ondPhelps lnt LI . 9 3/@ 10 3/80 11 ‘ 2/83
Fachinvestors Senoce 888 9/82 BBE 9/82 B8 - 9/82
Moo_dys'fwestors Sofwce R Boo} " 1/83 Bal 1/83 bal ] 83
Standord & Poor sCorpovohon BBB 9/82 B8 982 BB 9/82

40




SUMMARY Or FINANCIAL CONDITION M

December 31

Assets
Unility Plant, at onginal cost

A
NEet

Investments
Current Assets

-~

i F

Deferred Debits

Total

1985

$10572.2
18244
338.1

90859
87.7

188.8

13.3
3709
123.7
101.7

58.5
1348

$10,165.3

w

"

o

Capitalizaton and Liabilities

F

Current Liobilmes

Deferred Credits and Other Liabilities

Total

$ 2,602.0
73
583.7

3,193.0
5725

3183
4,309.2

8,393.0

1.0
808

76.3

185.1
1103
93.0
72.0

2618
892.0

$10,165.3

v

wn

[




Philadelphia Electric Company and Subsidiary Companies

Statistics
ELECTRIC OPERATIONS A e
l!’____ 1984 1983 e rm . __\981 1980 ™y 1_975 E
Output (Millions of Kilowatthours)
Steam 9,455 11,085 10,457 8.598 9931 11,234 12814
Nuclear 8,359 6,462 5520 10,743 7,444 7333 4,387
Hydraulic 1,484 2,085 1.739 1,581 1,397 1,240 2275
Pumped Storage Output 1,235 1,100 979 1,126 1,10 1,050 1275
Pumped Storage Input LI%4) (1579 (1427 (1,665 (1624  (1526)  (1.785)
Purchase and Net Interchange 10.252 11,975 12,181 11,120 11,173 9973 7363
Internal Combuston 178 425 491 178 283 442 914
Other 124 - L PR SRS SIS S )
Totol Electric Output W43 31553 2940 368 N3 Vs 728
Sales (Miilions of Kilowatthours)
Residenhal 8,440 8515 8,467 7877 8014 8.34) 7424
Small Commercial and Industrial i 3,543 3,284 3142 3115 3,065 2624
Large Commercial and Industnial 14,920 14,881 14,478 14,178 14916 15,056 14,060
All Other 1,044 _Lu;\i - ‘l’(p:! \ Ol? i 005 ] 159 _ 1 227
Service Territory 28135 28,000 2723 26 ?09 27 050 27 62! 25 335
hniplobuifonerblighQiemsl)  _ o m  am uaw -~
Totol Elactric Soles WIS BI5 VSB Ws6) WM Ve B3
Number of Customers, December 31
Residental 1.245481 1230883 1217435 1206944 1200238 190312 1)2098)
Small Commercial and Industnal 124719 121,676 119,292 118,407 117,016 116,808 114 896
Large Commercial and industrial 488 5100 5437 5616 5790 5,820 5719
All Other 4 _72!__ 751 _ 751 76? 746 . 736 : ?i!b
Total Electric Customers 1375854 1358410 1343115 1331729 1323790 1313676 1,243,901
Operating Revenves M lions of Dollors)
Kesidental $9239 $854 9 $7440 $694 4 $443 7 $607 8 $364 7
Small Commerciol and Industnial 3887 3602 3166 3106 2859 2498 138 9
Large Commercial and Industriol 10618 1,008.5 877 4 9223 9171 8139 4183
All Other W8 451 1394 1183 1095 954 5.5
Service Territory 25162 y 368 7 2077 4 ?0‘56 r 9562 B 7669 978 4
i i, o T SRS | DI SN ' DNAAE . e
Totol Electric Revenves  $25162  $24357 821079 $2)810  $20021 $17669  $9784
Operating Expenses (M/lons of Dollors)
Operating expenses excluding
depreciation $19742 818585 $15920 916884 $15865 $14140 $7176
Depreciotion oL 3 N T MlJ 1630 7 150? l?)? 1173 Hl_l - 816
wmw ﬁ.l‘l‘ $20215 817429 818186 $1,7038 $1525) $7992
Electric Operating Income
(Mithons of Dollars) $373.8 $4142 $3650 $362 ¢ $298.3 $241 8 $1792
et e i S
Average Use per Residential Customer (kilowatthours)
Without Electric Heating 6,034 6,160 6319 5875 6,022 6411 6,354
With Electric Heating 15,923 17293 15,523 16813 18,054 19,482 18916
Total 6,820 6.960 6,990 6,544 6,699 7,058 6,645
Electric Peak Load, Demand
{thousands of kws) 6,034 5925 5,879 5,69 5,73 6,095 5,530
Net Flectric Generating Capacity — Year
End Summer rating (thousands of kws) 1,599 7,765 1974 8,006 8,006 7,698 7,186
Cost of Fuel par Million Bty $1.72 22 $225 $1.57 $2.10 $1 9% $ 23

Bty per Net Kilowotthour Generated 10843 10920 10906 10918 10930 10787 10523




G5 CrAnONS

Sales (Millions of Culiic Feet
Residentia
House Heating
Commercial and Industria
All O”’wev
Totol Gas Saies
Gas Transported for Customers

~ Total Gas Sales & Transported
Number of Customers, December 31

Residennal

House Heating

Commercial and Industria
Total Gas Customers

Opercting Rever.ves M/l ons of Dollar:

Residential

House Heating

Commerciol and Industr a

All Other
Subtota

Other Revenuves (in vding Transported for

Customers
Total Gas Revenves

Operating Expenses M

ons ﬂ:_)w ars

1985

1,810
23227
36,254

1,209

62,500
10,262

72,762

69,632

217,840

24,234

311,706

$18.7
1854
2141

52

$4234

55
$428 9

1984

1 941
25429
41,145
1,282

69 797

463 0

1983

2,168
22,981
39,043

672
64 864

1981

2 446
24 675
45,670

72918
72,916

’8,426
193,038
578

293,042

v
o
>

e

1980

2461

23,671
42 890

69114
69114
81,346
182,246
20197

283,789

$140
108 5

$289 5

1975

2,334
20817
30,012

74
53,237

901

162,914

19874

272 905

54 B
545

Operating expenses excluding depreciato $3754 $4139 $377 ¢ $354 $3220 $2580 %37
Depreciahon 148 5 2 119 11.3 102 83
Total Operating Expenses $3902 $4274 3% $366.C $3333 82682 8107
Gas Operating Income (M.llions of D $38.7 $35 ¢ $26 $244 $23.) $22.5 $16(
STEAM OPERATIONS
Sales (Millions of Pounds 4229 4,735 4,552 )86 5,484 6,044 4
Number of Customers, December 31 487 54 545 4 593 618 489
Operating Revenues Mo of D $68.5 $823 $71 $734 $749 $658 $385

Operating Expenses M|l ,one of Dollar

f}(_;sn' ng expenses excluding deprecioho

Depreciation
Total Operating Expenses
Steam Operating Income M/l ons of Doliars

$64 2
19

$66.1
$2.4

¥

N



Information

Shareholder

Stock Exchange Listings

Most Pt securihes are listed on the New York Stock Exchange
and the Philadelphia Stock . Philodelphia Electric
Power Company debentures are listed on the Philodelphia
Stock Exchange.

Dividends

The Company has paid dividends on ifs common stock
continually since 1902 The Board of Directors normally
considers common stock dividends tor payment in March,
June, September and December.

The Company estimates that 4% of the $2.20 per share
dividend paid to common shareholders in 1985 represents o
return of capital which is not foxable as dividend income for
Federal income tax purposes. All dividends on preferred
stock are taxable.

Dividend Reinvestment and Stock Purchase Plan
Shareholders may use their dividends to purchase additonal
shares of common stock through the Company’s Dividend
Reinvestment and Stock Purchase Plon. Ph ladelphia Electric
pays all brokerage and service fees

Customers of the Company who are not shareholders may
enroll in the plan by making a one-hme purchase of common
stock directly from the Company

Ali shareholders have the opportunity to invest addihonal
funds in common stock of the Company, whether or not they
have their dividends reinvested - also with ol! fees borne by
the Company.

Over 35% of the Company's common shareholders were
participants. In 1985, they invested more that $110 million
through the Plan, including cash payments. information
concerning this Plan may be obtained from MW Rimerman,
Treosurer, Philadelphia Electric Company, 2301 Market
Street, P.O. Box 8699, Philadelphia, PA 19101

Comments Welcomed

The Company always is pleased to answer questions and

provide information Please address your comments to Mrs
L S Binder, Secretary, Philadelphia Electric Company, 2301
Market Street, PO Box 8699, Philadelphia, PA 19101
Inquiries relating to shareholder accounting records, stock
transfer and change of address should be directed to
Philadelphia Electric Company,

2301 Market Street, PO Box 8697, Phuladelphia, PA 19101,
Attn- Stock Transter Sechon, 56-4

Toll-Free Telephone Line

Toll-free telephone lines are available 1o the Company's
shareholders for inquinies conerning thewr stock ownership
Whe calling from outside Pennsylvanio, dial 1-800-223-
7326 From within Pennsylvonia dwal 1-80C - 242.7326. Local
Philadelphia calls should be mode to 841 5795

Annval Meeting

The Annual Meeting of the Shareholders of the Company will
be held on Apnl 9, 1986, ot 10:30 A M ¢t the Adams Mark
Hotel, Monument Road & City Line Avenue, Philadelphia, PA
Common stock shareholder: of record ot the close of
business on February 28, 1986, are entitled to vote af this
meeting

Notice of the meeting, proxy statement, and proxy will be
mailed under separate cover Prompt return of the proxies
will be appreciated

Form 10-K

Form 10-K, the annual report hled with the Securihes and
Exchange Commission, is available, without charge to
shareholders upon written request to Philudelphia Electric
Company, 2301 Market Street, PO Box 8699, Philadeiphio,
PA 19101,

Atn: Financial Division, $21-1

Shareholders

The Company has 302,097 shareholders of record of
common stock, a 13% increase in 5 years

Transfer and Registrars

PHILADE ELECTRIC COMPANY

Preferred and Common Stocks

Registrars: Mellon Bank (East] N.A |, Four Mellon

Bank Center, Philadelphio, PA 19102
Morgan Guaranty Trust Co. of NY,
30 W. Broadway, NY, NY 10015

Transter Agents:  Philadelphia Electric Company,
230" Market St Phila , PA 19101
Morgan Guaranty Trust Co. of NY,
30 W. Broadway NY,NY 10015

PHILADELPHIA ELECTRIC COMPANY —

First and Refunding Mortgage Bonds

Trustee- Fidelity Bank, National Association,
Broad & Walnut Sts |
Phila, PA 19109

New York Agent: Morgan Guaranty Trust Co. of NY,
30 W. Broadway, NY, NY 10015

——

PHILADELPHIA ELECTRIC COMPANY —Debentures

PHILADELPHIA ELECTRIC POWER COMPANY

(A Subsidiary) —Debentures

Trustee The Philadelphia Natonal Bank,
Broad & Chestnut Sts., Phila, PA 19101

New York Agent. Irving Trust Co , One Wall Street, NY,
NY 10015

General Office
2301 Market Street, PO Box B699, Phila , PA 19101
(215)841-4000

o —————.—————————————————————————- ——_—— o T

Fourth  Third  Second

Quorter  Quorter  Quarter  Quarter

H'oh P"C. " ". “ ". " .V.
Low Price $14 $14 $1y,
Earnings 62¢ 59¢ 57¢
Dividends 55¢ 55¢ 55¢

1984
First Fourth Third Second Firgt
Quarter QUONQ' Quoﬁov ﬁquﬂm
6y, 815, $13v, “4' $6
$i4 $12 $9 $117 $14
79¢ e 3¢ 58¢ 8le
55¢ ‘)SC 55¢ 5.')_¢ o 55¢
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