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Fhe audit report noted that decisions

and actions by corporate management

have saved customers hundreds of

millions of dollars
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The new customer courtesy

centers provide an extra opportunity
for personal contact out in the
service area

The Company’s open house tours at
B L England Station provide an
opportunity for visitors to see how
electricity is made




L ogeneration may prove (o he an
effective means of prov iding energy

1o hospitals

Opportunities to provide friendly, personalized service may be found at every
customer location




Growth in the Company's service territory includes the construction of modern and
efficient public buildings, such as the Atlantic County Office Building and Atlantic City
Free Public Library




K -Tron Corporation, a major
manufacturer of digital weighing
systems, has found the Company’s

service arca ideal for expansion

One of our customers, Airwork
Corporation, is an industry leader in
contract maintenance and repair of
gas turbine engines for aircraft and
industrial apphcations
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Personalized shareholder service has been enhanced this year by bringing all transfer agent
and registrar functions in-house
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CUSTOMERS AT-A-GLANCE

RESIDENTIAL

The average number of Atlantic Electric residential cus-
tomers increased 2.6% in 1985, while average use per
customer declined 2.8%. Over 9,100 new dwelling units
were connected in 1985, of which 36% were electrically
heated. The majority of 1985 new home construction
occurred in the eastern part of the service area.

Est. 1985-2000
Annual Growth

1985 2000 Rate
Energy (billion kwh) 2.638 3473 1.85%
Peak (Mw) 680 874 1.69%

COMMERCIAL

Sales to commercial customers increased 6. 9% in 1985
Eleven casino-hotels were in operation at year-end. Sales to
that segment increased almost 19% from 1984 and
represented almost 6% of total energy sales. Approx-
imately 1,700 of the 44,256 commercial customers
engaged in farming and related activities during 1985

Est. 1985-2000
Annual Growth

1985 2000 Rate
Energy (billion kwh) 2.299 3.094 2.00%
Peak (Mw) 562 765 2 08%

INDUSTRIAL & OTHER

The Company's 1,020 industrial customers are located
primarily in the inland and western portions of the service
area. Industries include the manufacture of chemical,
glass, plastic and rubber products. Sales to this segment
increased slightly in 1985

Est. 1985-2000
Annual Growth

1985 2000 Rate
Energy (billion kwh) 1.263 1.282 0.10%
Peak (Mw) 190 198 0.28%
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATION

GENERAL

The nature of the Company’s operations is capital inten-
sive. We invest a significant amount of our funds in
property and plant to generate, transmit and distribute
electric energy service to our customers. At December 31,
1985 our gross investment in property and plant was over
$1.4 billion. As a utility, our business 1s generally subject
to regulation by the New Jersey Board of Public Utilities
(BPU). including regulation of the rates which are charged
for providing electric service. The Company's ability to
finance its construction program, maintain service reliabil-
ity, meet its working capital requirements and provide a
fair rate of return on investment to its shareholders is
dependent upon adequate rate relief.

LIQUIDITY AND CAPITAL RESOURCES

Construction Program

During 1985, cash construction expenditures aggregated
$94 million. which is an 1% increase from the $85 mullion
expenditure level experienced in 1984 and a 27% increase
from the $74 million level in 1983. Included in the above
amounts are cash construction expenditures associated with
the Company’s 3% interest in the Hope Creek Generating
Station, the only additional generating capacity of the
Cempany under construction. Such cash construction
expenditures amounted to $31 million in 1985, and $23
million in each of the years 1984 and 1983. The five-year
(1986-1990) cash construction expenditures are currently
projected to be $388 million. The construction program
has been developed in response to the need to improve or
replace existing production plant, upgrade our transeussion
and distribution system and provide for projected growth
The current forecast of peak load growth for the period
1986-1990 is 2.1% per year

Financing Program
In 1985, the Company s external financings totaled $81.2

miliion, represented by $70.0 million of First Mortgage
Bonds, $10.8 million of Common Stock issued through the
Dividend Reinvestment and Stock Purchase Plan (DRP)
and $.4 million of Common Stock issued through the
Employee Stock Ownership Plan (ESOP). In 1984, §54 4
million was raised in the capital markets, with three
pollution control series of First Mortgage Bonds totalling
$42.2 muliton; $11.4 million of Common Stock sold
through the DRP and $.8 million of Common Stock sold
through the ESOP. In 1983, $64 3 million was raised in the
capital markets from the sale of $50 million of First
Mortgage Bonds. $11.7 million of Common Stock sold

ATLANTIC CITY
FLECTRIC COMPANY

Cash Requirements and Internal Generation of Funds

(in mullions | |
| of dollars) | 1981
® Cash |
Construction 1952

Requirements |

& Matunties, !

Reticements | 1983
and !
Sinking Funds '
Internal i 1984
Cash |

Generation

| 1985

Year-End Capitalization

(im percent)
1981
® Common Equity |
& Preferred Stock | 1982
@ Long term Debt
Short term Dedt 1983

1984

| 1985

through the DRP and $2.6 million of Common Stock sold
through the ESOP. Interim financing of our construction
program and working capital needs was provided by the
issuance of short term debt

Approximately 41% of the cash requirements for con-
struction, debt matunties and sinking fund requircments
during the period 1983-1985 was generated from operations
after deductions for dividends and working capital needs,
but exclusive of changes in temporary cash investments
The Company estimates that with adequate rate reliel.
more than 70% of 1ts total cash construction requirements,
debt maturities and sinking fund requirements will be
generated internally during the five-year penod from
1986-1990. Additional cash requirements will be satisfied
through external financing. Capitalization ratios at
December 31, 1985 are 47% long term debt, 45% common
equity and 8% preferred stock. The Company will
continue to use short term debt financing on an interim
basis and currently maintains aggregate lines of credit of
$11S milhion

Provisions of the Company's charter, mortgage and
debenture agreements can limit, in certain cases, the
amount and types of additional financing which may be
employed. Estimated addinonal funding capacities at
December 31, 1985, giving effect to such provisions,



MANAGEMENT'S DISCUSSION AND A’ ALYSIS OF
FINANCIAL CONDITION AND RESULTS CF OPERATION ' ninued

would amount to more than $400 mullion for First
Mortgage Bonds, or $150 million for Preferred Stock or
$140 million for unsecured debt. and may not necessarily
be additive.

revenue increases, changes in Levelized Energy Clause
revenues and changes in kilowatt-hour sales. The effects of
the above factors on 1985 and 1984 revenues are shown
below:

RESULTS OF OPERATIONS

The tabuiation on page 36 includes key histoncal indicators
which are helpful in evaluating the performance of the
Company over the past five years.

Earnings
Earnings per share of Common Stock, based on the

weighted average number of shares outstanding, were
$3.00 in 1985, compared to $3.20 in 1984 and $3 48 in
1983. The decrease in earnings per share in 1985 and 1984
1s attributable to increases in operating expenses without
corresponding rate relief. In addition to rate relief, our
eamings are sensitive to other changes in revenues and
expenses as discussed below.

Revenues

Operating revenues increased by 5.5% in 1985 to $579.7
million compared to $549.5 million in 1984, The 1984
level of revenues represented a 6.3% increase compared to
1983. These overall increases reflect the net results of base

Total Energy Sales
(in billions of |
kilowatt-hours) | 1981
1982
1983
1984

1985
! 0 45 sol

Average Annual Price Per Kilowatt-Hour

f (in cents) '
| | 1981

10/

16

(Thousands of Dollars) 1985 1984
Base Revenues $S.4.142 44% $12971 4%
Levelized Energy Clause (7,039 (1.3) 1972 4
Kilowatt-hour Sales 13099 24 17446 35
Increase $30,202 55% $32,389 u‘!

Future changes in operating revenues will reflect the
timeliness and adequacy of rate relief, general economic
conditions in our service area and the results of load
management and conservation programs.

Sales
Changes in kilowatt-hour sales are generally due to
changes in the average number of customers and average
customer use, which is also affected by weather
conditions.

Energy sales statistics, stated as percentage changes
from prior years, are shown below:

Increase (Decrease) from Prior Year

1985 1984
\verage Average

Customer # of # of
Class Sales  Use Cust, Sales Use Cust
Residential L% 2.81% 26% 40% 20% 20%
Commercial 6.9 54 1.5 65 54 1.1
Industrial 6 ! 5 2.3y (1.8) (.5)
Other 2.4) (4.2) 18 G0 22 (1.1

Total 2.4 2.5 335 1.6 1.9

The 2.4% and 3.5% increase in total kilowatt-hour sales in
1985 and 1984, respectively, is largely attributable to the
number of new customers added to the Company s system
in those years, and increased commercial activity in the
service territory. Sales to residential customers in 1985
remained virtually unchanged from 1984 which, in turn,
had increased 4.0% from 1983. In 1985, miid weather
conditions and a lower average use per customer acted to
offset the effects of an average of 8,700 new residential
customers. In 1984, the effects of 6,500 new customers,
together with an increased use per customer, resulted in
increased kilowatt-hour sales. Sales to commercial custom-
ers increased 6.9% and 6.5% in 1925 and 1984,
respectively. Business activities related to the expansion of
the hotel/casino industry contributed to this commercial
sales growth in both years. Sales to industrial customers
increased by 6% in 1985 and declined 2. 3% in 1984 as the
result of changes in the number of customers and changes
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in the use of eners y. Overall, however, the combined
effects of the ch7.ages in our sales and rates have resulted in
an increase in *evenues per kilowatt-hour of 2.3% in 1985
compared to "984 and 4.2% in 1984 compared to 1983.
Costs and cxpenses

Total or.crating expenses increased 7.0% in 1985 compared
to 1984. The 1984 operating expenses represented an
increase of 8.0% compared to 1983. Excluding deprecia-
tion and taxes, operating expenses rose to $332.8 million
in 1985, an increase of 6 9% over 1984, which had
increased 13% from 1983.

Net Energy Costs reflect the amount of energy pro-
duced, as well as the various fuel and purchased power
sources used to produce it. Information on the sources and
costs per kilowatt-hour of energy are set forth in the
accompanying graph. In 1984, Net Energy Costs were
reduced by $6,969,000 reflecting the deferral of fuel costs
incurred in excess of revenues collected under the fuel
clause effective for that year. For 1985, Net Energy Cost-
include $5,865,000 of previously Deferred Energy Costs
representing fuel costs recovered under our energy clause.

ATLANTIC CITY
ELECTRIC COMPANY

At December 31, 1985 $4,466,000 1s shown on the balance
.neet as Deferred Energy Revenues associated with the
current energy clause.

The Company’s a~nual fuel, interchange and purchased
power costs reflect changes< in availability of low-cost
generation from Company-owned and purchased sources,
as well as changes in the needs of other utilities
participating in energy interchange. Certain costs associ-
ated with purchased power are deferred on the balance
sheet since rates are levelized to collect these costs over the
1 7-year life of the PP&L Agreements (see Note 3 to the
Financial Statements).

Power production operation and maintenance costs
include the cost of maintenance of both wholly- and
jointly-owned generating units. In addition, the Company
has embarked on an aggressive program to upgrade our
production and other facilities to insure efficiency and
extend service life. Other operation and maintenance costs
consist of the price of materials, supplies and services., as
well as wages and employee benefits.

Changes in depreciation expense generally represent
changes in the amounts of electiic uti)cy plant in service
and the respective in-service dates.

The components of federal ince.ne taxes are detailed in
the notes to the financial statenv ats.

Interest charges before the “.dowance for borrowed funds
used during construction ~use to $41.6 million in 1985
compared to $40.3 m*’aon in 1984, and $37.0 million in
1983. The increase of $3.3 million in interest expense in
1984 from the 1983 level reflects a full year’s effect of
interest on the Company's 1174% First Mortgage Bonds
which were issued in November 1983, the issuance in 1984
of an aggregate $42.2 million principal amount of several
pollution control series of First Mortgage Bonds, and
higher average short term borrowing rates, offset by the
retirement and maturities of First Mortgage Bonds and by
lower average short term debt outstanding. The increase of
$1.3 million in interest expense in 1985 from the 1984 level
reflects a full year's effect of interest expense associated
with the pollution control series of First Mortgage Bonds
issued in 1984 the issuance of $70 million principal
amount of 11¥2% First Mortgage Bonds issued in October
1985 and higher average short term debt outstanding, offset
by the maturities of First Mortgage Bonds and lower
average short term borrowing rates. Interest rates on our
debt offerings are sensitive to the timing at which such
financings are undertaken. Pollution control series of bonds
and vanable rate debt have been used to moderate the
general upward pressures on interest rates. The embedded
cost of our long term debt at December 31, 1985, was
9.6%, compared to 9.2% n 1984 and 1983.
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MANAGEMENT’S DISCUSSION AND ANALYSIS O
FINANCIAL CONDITION AND RESULTS OF OPERATION
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REPORT OF MANAGEMENT

AUDITORS" OPINION

The management of Atlantic City Electric Company is
responsible for the financial statements presented herein.
These financial statements were prepared by management
in conformity with generally accepted accounting princi-
ples applicable to public utilities which are consistent in all
matenal respects with the accounting prescribed by the
State of New Jersey, Board of Public Utilities and the
Federal Energy Regulatory Commission In preparing the
financial statements, management made informed judg-
ments and estimates relating to events and transactions
being reported.

The Company has established a system of internal
accounting and financial controls and procedures designed
to insure that the financial records reflect the transactions
of the Company and that assets are safeguarded. This
system is examined by management on a continuing basis
for effectiveness and efficiency and is reviewed on a regular
basis by an internal audit staff that reports directly to the
Audit Committee of the Board of Directors

The financial statements have been examined by Deloitte
Haskins & Sells, Certified Public Accountants. The
auditors provide an objective, independent review as to
management’s discharge of its responsibilities insofar as
they relate to the faimess of reported operating results and
financial condition. Their examination includes procedures
believed by them to provide reasonable assurance that the
financial statements are not misleading and includes a
review of the Company's system of internal accounting and
financial controls and a test of transactions.

The Board of Directors has oversight responsibility for
determining that management has fulfilled its obligation in
the preparation of financial statements and the ongoing
examination of the Company’s system of internal account-
ing controls. The Audit Committee, which is composed
solely of outside directors, meets regularly with manage-
ment, Deloitte Haskins & Sells and the internal audit staff
to discuss accounting, auditing and financial reporting
matters. The Audit Committee reviews the program of
audit work performed by the internal audit staff. To insure
auditor independence, both Deloitte Haskins & Sells and
the internal audit staff have complete and free access to the
Audit Committee.

Deloitte
Certified Public Accountants New York, New York 10048

To the Shareholders and the Board of Directors
of Atlantic City Electnic Company:

We have examined the balance sheets of Atlantic City
Electric Company as of December 31, 1985 and 1984 and
the related statements of income and retained earmnings and
of changes in financial position for each of the three years
in the period ended December 31, 1985, Our examinations
were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as
we considered necessary in the circumstances.

In our opinion, the accompanying fnancial statements
present fairly the financial position of ** ¢ £ ompany at
December 31, 1985 and 1984 and the resylis of |\,
operations and the changes in its financial position for each
of the three years in the period ended December 31, 1985,
in conformity with generally accepted accounting princi-
ples applied on a consistent basis.

~
e Noatoea ¢ Sl

January 31, 1986
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STATEMENT OF INCOME AND RE TAINED EARNINGS BLICTRIE oMY

For the Years Ended December 31§

(Thousands of Dollars Except Per Share Amounts) 1985 1984 1983
Operating Revenues—Electric $579,733 $549,531 $517,142
Operating Expenses:
Energy.
Fuel 133,437 178,681 167 988
Interchange 17,272 (15,558) (1,697)
Deferred Costs 5,865 (6,969) (15,055)
Net Energy 156.574 156,154 151,236
Purchased Power-Exclusive of Fuel 42.636 28,905 12,435
Power Production-Operation and Maintenance 55,329 56,124 48,794
Other Operation and Maintenance 78,236 69 989 62,800
Depreciation and Amortization 41,985 38,318 38,383
New Jersey Gross Receipts and Franchise Taxes 71,100 60,769 55.324
Federal Income Tax Expense 36,308 41,227 48,728
Other Taxes 8.159 6.654 6,340
Total Operating Expenses 490,327 458,140 424,040
Operating Income 89, 406 91,391 93,102
Other Income:
Allowance for Equity Funds Used During Construction 5,216 4,821 4,320
Miscellaneous Income—Net 1,502 1,424 833
Total Other Income 6,718 6,245 5.153
Income Before Interest Charges 96,124 97.626 98,255
Interest Charges:
Interest on Long Term Debt 39.604 38,231 33,798
Interest on Short Term Debt 1.568 1.861 2,669
Other Interest Expense 416 204 53§
Total Interest Charges 41,585 40,296 36,999
Allowance for Borrowed Funds Used During Construction (5,980) (5,937) (4,896)
Net Interest Charges 35,608 34,359 32,103
Net Income 60.519 63,277 66,152
Retained Earnings at Beginning of Year 161,629 148 454 128,825
222,148 211,731 194,977
Dividends Declared:
Cumulative Preferred Stock 6,282 6,949 7,171
Common Stock 46,220 43,153 39,352
Total Dividends Declared 52.502 50,102 46,523
Retained Earnings at End of Year $169,646 $161,629 $148.454
Earnings for Common Stock:
Net Income $ 60.519 $ 63,277 $ 66,152
Less Preferred Dividend Requirements 6,369 6.968 7,201
Balance Available for Common Stock $ 34,150 $ 56,309 $ 58,951
Average Number of Shares of Common Stock Outstanding
(in thousands) 18,069 17,581 16,923
Per Common Share:
Earnings § 10 $ 32 $ 348
Dividends Declared $ 2.555 $ 245 $ 232
Dividends Paid $ 2153 $ 242 $ 230

The accompanying Notes to Financial Statements are an integral part of these statements



STATEMENT OF CHANGES IN FINANCIAL POSITION

ELECTRIC COMPANY

For the Years Ended December 31

(Thousands of Dollars) 1985 1984 1983
Source of Funds:
Funds from Operations
Net Income $ 60,519 $ 63,277 $ 66,152
Principal Non-Cash Charges (Credits) to Income.
iation and Amortization 41,988 38,318 38,383
Allowance for Funds Used During Construction (11,196) (10,758) (9,216)
Deferred Federal Income Taxes— Net 16,865 20,304 18,359
Investment Tax Credit Adjustments— Net 7.261 2,765 6,114
Other—Net 738 264 1,353
Total Funds from Operations 116,172 114,170 121,145
Funds from Outside Sources:
Long Term Debt 70,000 42,200 50,000
Pollution Control Funds (Held) Released by Trustees 7.718 (5,539 7,885
Subtotal 77,718 36,661 57,885
Sale of Common Stock 11,518 12,487 15,060
Total Funds from Outside Sources 89,223 49,148 72,945
Other—Net 1.802 (2.517) (1,978)
Total Source of Funds $207,207 $160,801 $192.112
———— — ———
Application of Funds:
Gross Additions to Utility Plant $108,.213 $ 95,388 $ 83,673
Allowance for Funds Used During Construction (11,196) (10,758) (9,216)
Net 94,017 84,630 74,457
Dividends on Preferred Stock 6,282 6,949 7,171
Dividends on Common Stock 46,220 43,153 39,352
Retirement and Maturity of Long Term Debt 10,000 26,000 50.300
Unrecovered Purchased Power Costs 14,680 6,530 11,450
Unrecovered Nuclear Fuel Advances §,2158 w— s
Conversion of Preferred Stock 353 267 711
Redemption of Preferred Stock 11,850 2,100 2,100
Increase (Decrease) in Working Capital* 18,590 (8,828) 6.571
Total Application of Funds $207.207 $160.801 $192.112
Increase (Decrease) in Working Capital*®
Cash and Cash Items $ 14,245 $ (75D $(11,616)
Accounts Receivable 6,247 6.576 6,858
Unbilled Revenue 3076 (1,340) 5,671
Fuel (2.614) 10,657 (5,146)
Materials and Supplies (569) 597 974
Nuclear Fuel Disposal Costs ¥, 481 (8,481) —
Deferred Energy Costs and Revenue (22,190) 6,967 26,626
Accounts Payable 630 (5.261) (1,647)
Taxes Accrued 6,850 (3,923) (3,831)
Deferred Taxes 1,136 (2.589) (7,557
Other 3,298 (11,280) (3,761)
Increase (Decrease) in Working Capital $ 18,590 $ (8,828) $_6.571

*Excludes Short Term Debt. Notes and Current Maturities of Long Term Debt and Cumulative Preferred Stock Subject to Mandatory Redemption

The accompanying Notes to Financial Statements are an integral part of these statements
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BALANCE SHEET

December 31

$ 553,253 $ 515.637

Transinission 200,517 190,969
Distnibution M5077 326,466
General 63,590 52,987
Total 1,162,537 1,086,059
Less Accumulated Depreciation 330,895 300,037
Net 831,642 786,022
Construction Work in Progress 237,310 216,026
Land Held for Future Use 6,849 6,957
Nuclear Fuel —_ 628
Electric Utility Plant—Net 1,075,801 1,009,633
Non Utility Property and Investments 4,298 5.901
Pollution Control Construction Funds 2871 11,076
Current Assets:
Cash and Working Funds 5,379 5,234
Temporary Cash Investments 18,500 4,400
Accounts Receivable:
Utility Service 42,899 36,276
Miscellaneous 8.386 8,662
Allowance for Doubtful Accounts (1,600) (1,500}
Unbilled Revenues 26,401 23,325
Fuel (at average cost) 29,828 32.442
Materials and Supplies (at average cost) 17,223 17,792
Prepayments 8,382 5,066
Unrecovered Nuclear Fuel Disposal Costs —_— 2,407
Deferred Energy Costs—Net - 17,724
Total Current Assets 155,398 151,828
Deferred Debits:
Property Abandonment Costs 19,878 17,029
Unrecovered Purchased Power Costs 32,660 17,980
Unamortized Debt Expense §,220 4,343
Other 3,507 2,713
Total Deferred Debits 61,265 42.065
Total Assets $1,299,633 $1,220,503

The accompanying Notes to Financial Statements are an integral part of these statements



(Thousands of Dollars)

Liabilities and Capitalization

Capitalization :
Common Shareholders’ Equity:
Common Stock
Premium on Capital Stock
Capital Stock Expense
Retained Earnings

$ 53464
219,078
(1.660)
161,629

Total Common Shareholders’ Equity
Cumulative Preferred Sw:t Not Subject to

Mandatory Redemption
Cumulative Preferred Stock Subject to

Mandatory Redemption
Long Term Debt

432,511
41,706

49,550
412,462

Total Capitalization

936,229

Current Liabilities:

Current Portion:
Cumulative Preferred Stock Subject to

Mandatory Redemption

Long Term Debt

Accounts Payable

Taxes Accrued

Interest Accrued

Dividends Declarcd

Customer Deposits

Deferred Taxes

Nuclear Fuel Disposal Costs

Deferred Energy Revenues—Net

Other

5,050
45,000
28,758

5,372
12,865
13,224

2,945
17,747

4.466
5,681

1,450
10,000
29,385
12,222
11,721
12,757

2,737
18,883
10,888

7.482

Total Current Liabilities

141,105

171,539

Deferred Credits:

Deferred Investment Tax Credits
Deferred Income Taxes

Other

65,412
120,464
7,640

58,151
103,599
4,999

Total Deferred Credits

193,516

166,749

Commitments and Contingent Liabilities (Note 11)

Total Liabilities and Capitalization

$1,299.633

$1.220.503




NOTES TO FINANCIAL STATEMENTS

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES
Regulation .

The accounting policies and rates of the Company are
subject to the regulations of the State of New Jersey, Board
of Public Utilities (BPU) and in certain respects to the
Federal "nergy Regulatory Commission (FERC). All
significant accounting policies and practices used in the
determination of rates are also used for financial reporting
purposes. The financial statements are prepared on the
basis of the Uniform System of Accounts prescribed

by FERC.

Operating Revenues

Revenues are recognized when electric energy services are
rendered, and include estimates for amounts unbilled at the
end of the period for energy used subsequent to the last
billing cycle.

Electric Utility Plant

Property is stated at original cost. Generally the plant is
subject to a first mortgage lien. The cost of property
additions. including replacement of units of property and
betterments, is capitalized. Included in certain additions is
an Allowance for Funds Used During Construction
(AFDC) which is defined in the applicable regulatory
system of accounts as the cost during the period of
construction of borrowed funds used for construction
purposes and a reasonable rate on other funds when so
used. AFDC has been calculated using a rate of 8.5% and
was semi-annually compounded on Hope Creek Unit No. |
expenditures beginning in 1984, Such rates are less than
the maximum allowed by FERC.

Deferred Energy Costs and Revenues

The Coinpany has a Levelized Energy Clause which is
based on projected energy costs and includes a provision
for prior period under or over recoveries. The recovery of
energy costs is made through levelized monthly charges
over the period of projection. Any under or over recoveries
are deferred in balance sheet accounts as a current asset or
current liability as appropriate. These deferrals are
recognized in the Statement of Income during the period in
which they are subsequently recovered through the claise.

Depreciation

The Company provides for straight-line depreciation based
on the estimated remaining life of transmission and
distribution property and. based on the estimated average
service life, for all other depreciable property. Depreciation
applicable to nuclear plant includes amounts provided for
decommissioning. The overall composite rate of depre-
ciation was approximately 3.7% for 1985, 3 6% for 1984
and 3.7% for 1983. Accumulated depreciation is charged
with the cost of depreciable property retired together with
removal costs less salvage and other recoveries

Nuclear Fuel

Fuel costs associated with the Company's participation in
jointly-owned nuclear generating stations, including a
provision for estimated spent fue' disposal costs, are
charged to Fuel Expense based on the units of thermal
energy produced.

Federal Income Taxes

The Company provides deferred Federal Income Taxes on
all significant current transactions for which the timing of
reporting differs for book and tax purposes. Investment tax
credits, which are used to reduce current federal income
taxes, are deferred on the balance sheet and are recognized
in book income over the life of the related property.

Retirement Plan

The Company has a noncontributory defined benefit
retirement plan covering all regular employees. The
Company's policy is to fund pension costs as acrrued.
Costs of the plan are determined actuanally under the
aggregate cost method.

Property Abandonment Costs
These costs consist principally of the Company's
unamortized investment in Hope Creek Unit No. 2, a
nuclear generating unit which was cancelled in 1981,
offshore nuclear units which were cancelled in 1978 and
unrecovered nuclear fuel advances associated with three
uranium supply contracts which were terminated in 1985
The Hope Creek Unit No. 2 investment is being
amortized over a 15-year period that began in 1983, The
investment in the offshore nuclear units is being amortized
over a 20-year peniod that began in 1979 Unrecovered
nuclear fuel advances are being amortized. subject to BPU
approval of their recovery, over 5 years, beginning in 1985
The unamortized amounts are $12,765,000, $2,745,000,
and $4,172,000, respectively, at December 31, 1985

Unrecovered Purchased Power Costs

These represent purchased capacity costs, relating to the
Company's purchased power agreements with Pennsylvania
Power & Light Company, which are not being recovered
currently, but for which recovery has been specifically
provided in a levelized component of future rates.

Other
Debt premium, discount and expenses are amortized over
the life of the related debt. Gains and losses relating to
reacquired debt are recognized currently

Certain 1984 and 1983 amounts have been reclassified to
conform with 1985 presentations.



ATLANTIC CITY
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NOTE 2. FEDERAL INCOME TAX

Federal income tax expense is less than the amount computed
by applying the statutory rate on book income subject to tax

for the following reasons:
Years Ended December 31
(Thousands of Dollars) 1985 1984 1983
Net Income $60.519 $ 63,277 $ 66,152
Federal Income Tax Expense (as below) 36,317 41,876 49,061
Book Income Subject to Tax $96.836 $105,153 SllSi2l3
Income Tax Computed at the Statutory Rate $44.544 $ 48,370 $ 52,998
Items for which deferred taxes are not provided:
Difference between Tax and Book Depreciation 2,801 (250) 1,896
Allowance for Funds Used During Construction (5,029) (4,832) 4,211
Capitalized Overheads (1,209) (1,221) (1,245)
Investment Tax Credits (2,178) (1,842) (1,775)
Other (2,612) 1,651 1,398
Total Federa! Income Tax Expense $36,317 $ 41,876 $ 49,061
Components of Fedenl Income Tax Expense:
Federal Income Taxes Currently Payable $12.956 $ 15,512 $ 15.0m2
Deferred Federal Income Taxes:
Liberalized Depreciation 11,899 18,335 10.438
Unbilled Revenues 1.415 (616) 2,609
Unrecovered Purchased Power Costs 6,753 3,004 5,267
Deferred Energy Costs (2,581) 3,208 4,948
Other (1,787) (1,034) 2,654
Deferred Investment Tax Credits 7,261 2,765 6.114
Employee Stock Ownership Plan Credits 371 708 1,959
Total Deferred Federal Income Tax Expense 23,361 26,364 33,989
Total Federal Income Tax Expense 36,317 41,876 49.061
Less Federal Income Taxes Included in Other Income 9 649 333
Federal Income Taxes Included in
Operating Expenses $36.308 $ 41,227 $ 48,728

In 1984, the Company fiied amended federal income tax
returns for 1981 and 1982 reflecting the election of the
Asset Guideline Repair Allowance. The effect of this
election is included in Deferred Federal Income Taxes—
Liberalized Depreciation and Deferred Investment Tax
Credits.

The Company purchased tax benefits on equipment
having an aggregate tax basis of approximately
$10,400,000 and $2,900.000 in 1983 and 1982,
respectively. These tax benefits include depreciation and
investment tax credits.

The Company's federal income tax returns for 1981 and
prior years have been examined by the Internal Revenue

Service (IRS) and the Company s federal income tax
liabilities for all years through 1976 have been determined
and settled. The IRS has proposed certain deficiencies in
tax for the years 1977 through 1981. The Company has
protested the proposed deficiencies and is of the opinion
that the final settiement of its federal income tax liabilities
for these years will not have a material adverse effect on its
results of operations or financial position.

At December 31, 1985 the cumulative amount of
deferred income taxes which have not been provides. on
uming differences, principally depreciation, amoun .ed to
approximately 385,000,000 computed at the curre’t
statutory rate of 46% .



NOTES {contnued )

NOTE 3. RATE MATTERS

Base Rate Case Decisions
During the thre= year period ended December 31, 1985 base

rate case decisions of the New Jersey Board of Public Utilities

(BPLj are shown below:

Date of Amount Date Amount increase Test

Petition Requested Effective Approved in Revenue Year
imullions ) (muthions )

January 1982 $ 308 October 7, 1983 $ 245 4.59 September 30, 1982

October 1983 253 August 17, 1984 - - December 31, 1983

October 1984 241 February 13, 1985 240 4 3% Sepiember 30, 1982

The October 1983 increase relates to the first half of the
purchase of 125 megawatts of capacity and related energy
fromn Pennsylvania Power & Light Company (PP&L.) under
two Capacity and Energy Sales Agreements (the PP&L
Agrements), which commenced with the start of commer-
cial operation of PP&L's Susquehanna Unit |. The PP&L
Agreements provide for the purchase by the Company of
capacity and energy from the Susquehanna Units through
Septemaber 30, 1991, and then from certain PP&L. coal-
fired units through September 30, 2000. Through Sep-
tember 30, 1991, the estimated costs to be incurred by the
Company for purchases of capacity and associated energy
from the Susquehanna Units will exceed the levelized costs
1o be recovered by the Company from its customers. Such
unrecovered costs will be accumulated and deferred. Such
costs are included in the balance sheet as Unrecovered
Purchased Power Costs along with related provision for
deferred taxes. The level of rates approved by the BPU is
designed to enable the Company to recover these deferred
costs and associated carrying charges dunng the balance of
the 17-year period. The stipulation provided that any
difference between actual costs incurred by the Company
under the agreements and the estimatzad costs on which the
increased rates were based will be recognized in future
base 1 wte proceedings if such costs are found to be
reasona ‘e. The BPU order prescribes a revenue reduction
formula in the event that both Susquehanna Units fail 1o
meet a combined minimum performance standard estab-
lished by the stipulation which could subject the Cou,pany,
under the most adverse circumsiances, to a revenue
reduction not to exceed $15,000,000 per unit per year

In August 1984 the BPU denied the Company's October
1983 request for the $25,300.000 increase in base rates.
The BPU, in denying rate relief, made several adjustments
to the Company's requested rate base, test year operating
income and rate of return, providing for an overall rate of
return of 11.35% and a return on common aquity of
14.30% . Prior to the BPU decision, the Company had been
authorized to earn an overall rate of return of 11.7% and a
return on common equity of 15.0%  In November 1985, the

decision by the BPU was affirmed by the New Jersey
Supenior Court. The Company has filed a request with the
New Jersey Supreme Court for review of the appellate
ruling. The Company cannot predict the final outcome of
the proceedings or the ultimate effect upon the Company.

The February 1985 increase relates to the second half of
the Company's agreements with PP&L and commenced
with the start of commercial operation of PP&L s Susque-
hanna Unit 2.

In Aprii 1985 the Company filed a petition requesting a
net increase of $91 850,000 to be implemented in two
phases. The firs: phase request. for $63,316,000, 1s related
to increased operations and maintenance costs and capital
investment. and 1s based upon a test year of Septemnber 30,
1985, The Company anticipates a decision on this request
n the first quarter of 1986. The second phase request, for &
net increase of $28,534,000, relates to the Company s 5%
ownership 1o the Hope Creek Generaning Station, and
would become effective upon commercial operation of the
unit
Energy Clauses
The Company's energy clauses are reviewed annually by
the BPU and the most recent decisions are shown below:

Amount

Date of Amount Date

Petition Requestea Effective Approved
Cmmlliems) imullions;

October 1983 $ 281 January 20, 1954 $ 281

October 1984 254 February 13, 1985 4%

September 1985 (37.1) January |. 1986 (44

As part of the February 1985 energy clause approval.
$1.639.000 of the costs associated with an extended outage
of Salem Unit | during 1983 were excluded from recovery.
and $4 29% 000 of Deferred Energy Costs were reclassified
to Unrecovered Purchased Power Costs. The Company also
agreed to defer $7,500,000 of Deferred Energy Costs,
relatieg to costs associated with certan nuclear unit
outages in 1984,
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Company agreed 1o expense $3,975.(00 of repiacement
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outages at Peach Bottom Unit 2 end Salem Umit 2 Albso,
the Company agreed to increase the deferral of $7,500.000
of Deferred Energy Costs to $12,179,000.
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These costs represent the Company s pro rata tmpact of
BPLU andings e proceedings related o other co-owners
with vespect to replacement power costs associated with
certamn ovtages at the Salem Nuclear Generating Station
(see Note 111

NOTE 4. RETIREMENT BENEFITS

mmthm in providing a reticement plan for

was $6.465.000, S?SSS(IX)M
36561(”)):“985 1984 and 1983, respectively. Approx-
umaicly 80% of these costs were charged to operating
expense and the remaining 20% . which was associared
with construction labor, was charged to the cost of new
auility plaat.

The weighted average assumed rate of return used
determining the actuanal present vilue of accumulated plan
henefits was 8% for 1985 and 7% for 1984 The Company s
Plan is in compliance with the Employee Retirement
income Security Act of 1974 as amended.

A comparison of accumulated plan benefits and plan net
assets (including purchased annuity coriract amounts) for
the Company's Plan, as of the most recent actuarial
valzation Jates, is as follows:

eyl

Thowsands of Dollars ‘”5___ |9‘”“
Actuarial present value of accumu-

lated plan Hencfits:

Vasted $ B4.563 S 86758

Nonvesied 4.459 3 k4

Toval $ 89022 8 964

Net Ausers avallable or henefits $121,778  $115.596

In addivion to providing pension benefits, the Company
provides certan health care and hife insurance henetits for
retired cmployees  Substantially all of the Company s
employees may become eligible for those benefits if ibey
reach normal retirement age while working 1or the
Company  Those and sumiiar benciits for active employees
are provided through nsurance companies and other plan
providers whose premms and related plan costs are based
on the benefits paid dunog the vear The Coinpany
recognizes the cost of providing those benefifs by expens-
ing the annual insurance premiums and related plan costs
The cost of providing those benefits for retirees totalled
$992,000 for 1985 and $845,000 for 1984

In Decernber 1985 the Firancial Accounting Standards
Board adopted an account:ng standard which will require
the Company to modify the irancial accounting and
reporting for its renrement plan beginning in 1987, The
Company believes the adoption of this new standard will
not have a material adverse effect on its results of
operations or financial position.

NOTE §.
The Company participates with other utilities in the
construction and operation of several electric production
facilities.

JOINTIN-OWNED GENERATING STATIONS

The amounts shown represent the Company s share of
each plant at December 31 and ncludes an aliowance for
funds used dunng consiruction

Energy Company's Electric Plant Construction
Seation Source Share "I m Service  Work n Progress Geperation
1988 1984 1985 1984 1UKS 184
(Thousends of Dollars ) (MW,

Key stone Coal 247 $ 7.306 S 6.89° 5 9% $ T9R 258,436 237,233
Conemangh Coal 3.83 12,358 11,684 210 332 400,790 423,653
Feach Bottom Nuclear 7.51 91,010 77.292 2,490 8,873 420,469 738,447
Salem Nuciear 7.41 166,977 154,806 2,605 4,751 1.039.420 395,037
Hope Creek Nuclear 5.00 - — 203.656 162676 —
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The operators of the Salem and Peach Bottom Nuclear
Generating Stations entered into contracts with the United
States Department of Energy for spent nuclear fuel
disposal. These contracts require the payment of a one-
ume fee related to the Company's ownership interest in the
Salem and Peach Bottom Stations, which was made in June
1985, as well as ongoing quarterly charges. Current

recovery of these spent nuclear fuel disposal costs is
provided as part of the Company s energy clause.

The Company provides its own financing dunng the
construction period for its skare of the jomtly-owned plants
and includes its share of direct operatiors and maintenance
expenses in its Statement of Income.

NOTE 6. INVESTMENT IN OPERATING SUBSIDIARY

The Company s iivestment in Deepwater Operating Com-
pany (Deepwater). a wholly-owned subsidiary which
operates generating and process sieam units owned by the
Company. was $3,291.000 at December 31, 1985 and 1984
The principal asset of Deepwater is working capital in

which the equity of the Company s fairly represented by
its investment. The net production costs of Deepwater are
inciuded in the Company's accounts classified as to
operation. maintenance and taxes.

NOTE 7. COMMON STOCK

As of December 3i. 1985 and 1984, the Company's Common
Stock included 25,000,000 authorized shares of Common
Stock (33 par value).

Shares Issued and Outstanding: 1985 1684 1983
Beginning of Year 17,821,346 17,250,882 16,574,021
Dividend Reinvestment and Stock Purchase Plan 408.999 $25.118 535,614
Employee Stock Ownership Plan 14,306 36,009 116,347
Conversion of Preferred Stock 12,358 9,337 24,900
End of year 18,257,009 17,821,346 17,250 882
At $3 Par Value $54,771.027 $53.464.038 $51,752.646
Premium on Capital Stock was credited in 1985 and 1984 Stock authorized for issuance pursuant to the Empioyee

with $10,209,000 and $10,799,000, respectively. repre-
senting the excess of proceeds over the par value of shares
of Common Stock issued, sold and converted. At
December 31, 1985 there were 57,179 shares of Common

Stock Ownership Plan and 47,375 shares of Common
Stock reserved for the conversion of 574% Convertible
Senes of Preferred Stock.

NOTE X, CUMULATIVE PREFERRED STOCK

The Company has authorized 799,979 shares of
Cumulative Preferred Stock, $100 Par Value, 2,000,000
shares of No Par Preferred Stock and 3,000,000 shares of
Preference Stock, No Par Value Unissued shares may, or
may not, possess mandatory redemption characteristics

upon issuance. In certain circumstances, if dividends on
1ssued Preferred Stock are in arrears, voung rights for the
election of a majority of the Board of Directors hecomes
operative.
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NOTE 8(A
Cumulative Preferred Stock Not Subject To Mandatory Redemption:
: — i - R ——
: N ——cember M Curmeat
$100 Par Value-Cumulative and Non- 19K tux4 Kedemption
participating shares 1ssued and outstanding - __(Thousands of Dollars) Price Per Share
Senes.
4% 77000 Shares $ 7,700 $ 7,700 $105 50
4.10% 72,000 Shares 7,200 7.200 101 00
4.35% 15.000 Shares 1.506 1.500 101.00
4.35% 36.000 Shares 3680 1,600 LURLE
4.75% 50,000 Shares £.0600 5000 101 00
5% 50,000 Shares 2 008 £.000 100 00
§%% Convertible Sernes:
13,530 Shares (1985) 1,353 — 101 .50
17.061 Shares (1984) ~— 1,706
7.52% 100.000 Shares 19,000 10,000 104 89
Total $41.353 $41,706

Cumulative Preferred Stock Not Subject to Mandatory
Redemption is redecmable solely at the option of the
Company upon payment of the redemption price plus
accumulated and unpaid dividends to the date fixed for
redemption. Premium on such Preferred Stock was
$93.000 at December 31, 1985 and 1984,

The 574% Convertible Series. of which 3,551 and 2. 668
shares were converted n 1985 and 1984, respectively, 1s
convertible, subject to adjustment i certain events, into
Common Stock at the rate of 3 S shares of Common Stock
for each share of Preferred.

NOTE 8(B).
Cumulative Preferred Stock Subject To Mandaiory Redemption.
Dvcember 31 Current Refunding
Par 1985 1984 Rrdemption Restricted
Shares Issued and Outstanding: Vaiue (Thousands of Dollars) Ppce Per Share o _Ifnot to
Senes:
§.40% 100,000 Shares (1984 S100 — $10.000
9 96% 104,000 Shares (1985) 100 $10.400 — $ 06 06
120,000 Shares (1984) — 12,000
$8.25 87,500 Shares ( 1985) None 8.750 - 106 56 November 1, Y87
90,000 Shares (1984) —_ 9,000
$9.45 200,000 Shares None 20,000 20,000 10420 November | (959
39,150 51,000
Less Portion due within one year ___Sese 1.450 »
Total LML 100 $49 550
e — ————

On February 1, 1985, the Company redeemed 8.000 shares
of the 8.40% Preferred Stock series through the operation
of the sinking fund and optional redemption provisions at a
redemption price of $100 per share. On August 2, 1985 the
Company reacquired all of the then outstanding shares
(92,000) of this series, with an aggregate par value of
$9.,200,000 for $9.177.000.

On August | of each year 8.000 shares of the 9 96%
Series must be redeemed through the operation of a sinking

fund at a "edemption price of $100 per share. At the option
of the Compary. an asdiiona’ 8 000 shares may be
redeemed on a7y sinking fued date, without premium, up
to 40 000 shares m the sggeegate. The Company redeemed
16.00%) shares at par in (985 and 1954 through the
operaton of the sinking fund and optional redemption
provisions. As of December 31, 1985 the Company had
redeemed the masimurm 40 000 shares pursuant to the
optiohal redemption without premium provisions.
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On November | of each year, 2,500 shares of the $8 2§
No Par Preferred Stock Series must be tedeemed through
the eperation of 2 sinking fund at & redemption price of
SI)0 per share. Al the opizon of the Corpany, not more
than an additional 2,500 snares may be redesnred on any
siiking fund date without premium  The Company

redeemed 1,500 and 5000 shares ai par in 1955 and 1984,

respectively.
On Novemnber {, i98¢, and annually thereatter 40,000

shares of the $9 45 No Par Preferred Stock Series must be
redeemed through the operation of a sinking fund at a
redemption price of $100 per share. At the option of the
Company, not more than an additional 40,000 shares may
he redeenied on any sinking fund date, without premium,
up to 50000 shares i the aggregate.

The annual mimmum sinking fund previsions of the
above series aggregate $5.050,000 each yea: from 1986
through 1990,

NOTE 9. LONG TERM DEBT

A S NN T, [ December 31,
(M dowhml__ - e _ 1985 1984
First Morigage Bonds:
3.4% Series due (March 1) 1485 —- $ 10,000
4% Senes Jdue (January 1, 1987 $ 10000 10,000
3% Sevies dae (Apri! 1) 1988 10,00 10,000
4'/2% Senies dae (Apnl 1) 1986 L7718 2,778
4% Scries due {March 1) 1991 10,000 10,000
4'4% Series due (July 1) 1992 19,350 10,350
A%% Series due (March 1) 1993 9.540 9 540
LU'A% Series due (November 1) 1993 0,000 50,000
§'4% Scies due (February 1) 1996 9 480 9 980
874% Series due (September 1) 2000 19,000 19.000
8% Series due (May 1) 2001 27,000 27.000
7Y% Series due (Apri! i) 202 20,006 20,006
7%% Senes due (June |y 2002 M98 19976
7%% Pollution Control Series due (unuary 1) 2005 6500 6,500
6% Pollution Contro) Series due «Decernber 1) 2006 2,500 2,500
12%% Series due (Januvary 1) 2010 63.750 63,750
11%% Pollution Control Series due (May 1) 20! 36, 000 000
10'2% Pollution Control Series B due (July 19, 2012 850 850
Adjustable Rate Pollution Control Series A due
(April 15) 2014 (774% Until 4-15-87) 18, 2i0 18,200
10%% Pollution Control Series C due (July 15) 2014 23150 23.1%
11':% Series due (October 1) 2015 S - MLV IEN ERC A | 71_12)1' _ - -
Total 432,57} 112,571
Debentures:
5/% Sinking Fund Debentures due (February 1/ 1996 2.7 2.267
7% Swking Fund Debentures due (May 1) 199% fest 2,619 e 2619
ol —— e A
Notes — vanable Rate Notes due (Apsnl 30) 1986 REERTY o L 10:*._00' _ - 45.(!_!!
Unamoruzed Premium and Discount— Net SR S T _i_-__ Sy e B ___.'3
Total iN2.46] 422,462
Less Long Term Debt due within one year T . _ s 150006
Total $427 462 $412.462




Deposits in sinking funds (or retiremeiit of debeniures are
required on February | of each year through 1995 for the
5V4% debentures, and on May | of each year through 1997
for the 7%% debentures in amounts in each case sufhcient
to redeem $100,000 principal amount plus, at the election
of the Company. up to an additional $100,000 principal
amount in each year. At December 31, 1985 the Company
had reacquired and cancelled $1,233,000 and $1.081.000
principal amount of the 54% and 7V4% debentures.
respectively, toward its requirements for 1986 and subse-

quent periods.

A sinking fund requirement of $3.000,000 each year
relative to the 12%% First Mortgage Bonds begins in 1986
and continues through 2009. The Company also has the
option to redeem an additional $3.000,000 principal
amount on any sinking fund date without premium. At

ATLANTIC CITY

FLECTRIC COMPANY

December 31, 1985 the Company had reacquired and
cancelled $11.250.000 principal amount of the 12%4%
Series which may be applied toward its requirements for
1986 and subsequent periods. On January 1, 1986 the
Company redeemed an additional $6.000,000 of these
bonds through the operation of the sinking fund and
optional redemption provisions Current sinking fund
requirements of $750.000 in connection with certan First
Mortgage Bonds outstanding may be satisfied by certifica-
tion of property additions as provided for in the related
mortgage indentures.

The aggregate amount of debt matunties. 1 addition to
smking fund requirements. of all long term debt outstand-
ing at December 31, 1985 are $45,000.000 in 1986,
$10.000.000 in 1987 and 1988, and $2,775,000 in 1989,
No maturities of long term debt occur in 1990

NOTE 10.  SHORT TERM DEBT AND COMPENSATING BALANCES

As of December 31, 1985, the Company had bank lines of
credit available for use of $115,000.000. The Company is

required, with respect to $15,000,000 of these credit lines.

to maintain average compensating balances of $487,500
These compensating balances are maintained in demand
deposits which are not legally restricted. The Company 15
in compliance with such compensating balance arrange-

ments. With respect to the remaining available credit lines,
the Company pays commitment fees (generally V%) for
which charges amounted to $235.000 for 1985, $242.000
for 1984 and $269.000 for 1983 The Company had no
outstanding short term debt at December 31, 1985, 1984 or
1983 Additional information regarding short term debt
follows:

(Thousands af Dollars) 1985 1984 1983
For the year ended—
Maximum amount of total shori
term debt at any month-end:
Commercial Paper $55.700 $35,000 $50,000
Notes Payable to Banks $10.000 $ 7.000
Average amount of short term debt
(based on daily outstanding balances)
Commercial Paper $19.905 $17.519 $23.954
Notes Payable to Banks $ 428 S 3 $ 2.567
Weighted daily average interest
rates on short term debt.
Commercial Paper 7.9% 10 6% 9.0%
B.1% 9.2% 9 3%

Notes Payable to Banks
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NOTES fcontinued i

NOTE 1. COMMITMENTS AND CONTINGENCIES

Construction

Total cash construction expenditures for 1986 are estimated
at approximately $86,082,000, which includes
$18.796.000 for jointly-owned facilities. Current commit-
ments for the construction of major production and
transmussion facilities amount to approximately
$12,380.000 of which 1t is estimated approximately
$8,905,000 will be expended in 1986. These amounts
exclude allowance for funds used during construction and
customer contributions.

Nuclear Insurance Programs
The Company is a member of certain insurance programs
which provide coverage for property damage to members’
nuclear generating plants Facilities at the Peach Bottom
and Salem Stations are insured against property damage
losses up to $1.1 billion per site under these programs.

The Company is also a member of an insurance program
which provides insurance coverage for the cost of replace-
ment power during prolonged outages of nuclear units
caused by certain specific conditions. Under the property
and replacement power insurance programs. the C ompany
could be assessed retrospective premiums in the event the
insurers’ losses exceed their reserves. As of December 31,
1985, the maximum amount of retrospective premiums the
Company could be assessed for losses during the current
policy year was $8.2 million under these programs

In the event of a nuclear incident at any of the facilities
covered by the federal government's third-party lability
indemnification program. the Company could be assessed
up to $2.1 million per incident, but not more than
$4.2 million in a calendar year, in the event more than one
incident 1s experienced.

Purchase Power Agreements

The Company has an arrangement for a limited term
purchase of energy and capacity from Allegheny Power
System which was effective for 1985 and subject to annual
extensions. The Company also has agreements to purchase
certain capacity and energy output from units of Pennsyl-
vania Power & Light Company.

Hope Creek Cost Containment

The Company owns 5% of the the Hope Creek Nuclear
Generating Station, currently under construction by Public
Service Electric & Gas Company (PSE&G), which owns
the other 95% of the unit. In July 1983 the BPU approved
an Agreement between the Company, PSE&G, the New
Jersey Department of Energy and the New Jersey Depart-
ment of the Public Advocate which establishes a program
to contain the continuing construction costs of Hope
Creek, which is currently 99% complete as to physical
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construction and approximately 93% complete as to start-
up. and scheduled for completion in the second half of
1986. The cost containment agreement established a
targeted in-service date of December 1986 and a targeted
cost of $3.7952 billion, and provides for penalties for
overruns based on the final cost of the unit. The
Company's portion of the originally targeted cost is
approximately $198 1 million, including the Allowance for
Funds Used During Construction (AFDC) However, the
targeted amount may be subject to adjustment on account
of changes in the regulatory treatment of Construction
Work In Progress and AFDC, as well as changes due to
certain extraordinary events not contemplated by the
parties in 1983, At December 31, 1985 the Company's
costs associated with Hope Creek amount to approximately
$204 million and the Company has recently been advised
by PSE&G that the estimated overall cost for Hope Creek
is expected to be between $4.15 and $4 30 billion. The
Company cannot predict the final cost of the Hope Creek
unit, the date of commencement of commercial operation,
or the ultimate effects thereof on its operations However,
Management believes the final outcome of this matter will
not have a material adverse effect on the Company s
financial position.

Nuclear Plant Outages

The BPU has deferred consideration of $12,179.000 of
replacement power costs associated with certain nuclear
outages relating to generator failures at Salem Station
pending the development of the record on such outages in
the next energy clause aujustment proceeding of the
operator of the station, Public Service Electric & Gas
Company. The co-owners of the station have instituted
litigation against the supplier of the affected equipment
The Company cannot predict the outcome of this matter or
its ultimate effect on the Company

Nuclear Fuel

The Company s contractual hability to purchase nuclear
tuel from Pearl Fuel Corporation for Salem and Hope
Creek Generating Stations as of December 31, 1985 was
approximately $31,000,000 Under certain conditions of
terminauion, the Company will be required to purchase all
nuclear fuel then existing at a price which will allow Pearl
Fuel Corporation to recover its net investment costs.
Nuclear fuel requirements for Peach Bottom Generating
Station are being provided by the operating company
through a fuel purchase contract. The Company is
responsible for payment of its share of fuel consumed and
related operating costs and interest expense. These costs
are included in fuel expense.



ATLANTIC CITY
FLECTRIC COMPANY

NOTE 12. LEASES

The Company has certain obligations which, in accordance
with critena established by the Financial Accounting
Standards Board (FASB), are capital leases, but are
accounted for as operating leases in accordance with the
ratemaking treatment. An accounting standard issued by
the FASB requires that the Company record such leases on
its balance sheet by 1987, Recording capital leases would

not have a matenial effect on assets or liabilities, and would
not affect income, since the total amortization of the leased
assets and the interest on the lease oblhigation would equal
the rental expense currently allowed for ratemaking pur-
poses. Rentals charged to operating expenses for the years
ended December 31 were as follows:

(Thousands of Dollars) 1983 1984 1983
Nuclear Fuel $11.800 $ 8457 $ 6,364
Other 4,511 4,759 5.268

Total $16.311 $13.2i6 $11.632

The future minimum rental commitments under all non-
cancelable lease agreements are not significant.

NOTE 13,  SUPPLEMENTARY INCOME STATEMENT INFORMATION

1984 and 1983 respectively. Charges to income for royalties
and advertising are less than 1% of gross revenue.

Operating expenses include maintenance costs of
$43,378,000, $39,247,000 and $35.066.000 for 1985,

NOTE 4. QUARTERLY FINANCIAL RESULTS (UNAUDITED)
Quarterly financial data. reflecting all adjustments necessary

in the opimion of the Company for a fair presentation of

such amounts, are as follows:

Operating Operating Net Earnings For Earnings
Quarter Revenues Income Income Common Stock Per Share
(Thousands of Dollars Except Per Share Amounts)
1985
Isi $140,491 $19.104 $12,658 $10.962 $ 61
2nd 134,214 15,683 8,866 7.176 40
3rd 180,411 35.630 27,815 26,283 1.45
4th 124,617 18,989 11,180 9,729 53
$579.733 $89 406 $60.519 $54,150 $4.0000
1984
Ist $133.649 21,527 $15.360 $13,588 $ 78
2nd 125.073 18.44% 11,431 9,660 55
3rd 163,929 36.275 28,330 26,586 1.51
4th 126,880 15,141 8.156 6,475 36
$549.531 $91,391 $63.277 $56.309 $3.20

(11The individual quarters may not add to the total due to the mcreasing average number of Common shares outstanding at the end of cach quarter

The revenues of the Company are subject to seasonal
fluctuations due to increased sales and higher residential
rates during the summer months.
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Net Utility Plant Costs Recoverable
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INVESTOR INFORMATION

Where should I send inquiries concerning my investment in
Atlantic City Electric Company?
T'he Company staffs an investor Records Department
which serves as rec.rdkeeping agent, dividend disbursing
agent and also as Transter Agent for Common and
Preferred Stocks. Correspondence concerning such matters
as the replacement of dividend checks or stock certificates
address changes, transfer of Comr.:on and Preferred Stock
certificates, Dividend Reinvestment and Stock Purchase
Plan inquiries or any general information about the
Company should be addressed to

Atlantic City Electric Company

Investor Records Department

P.O. Box 1334, 1199 Black Horse Pike

Pleasantvilie, New Jersev 08232

lelephone (609) 645-4506 or (609) 645-4507

Mr. M. R. Mever, Secretary, is the Corporate Officer

responsible for all investor services—Mr. R. E. Moeller is
Manager of Investor Services and Mrs. M. T. Lindsay is
Supervisor of Shareholder Recordkeeping

Does the Company have a Dividend Reinvestment and
Stock Purchase Plan?

Yes. The Plan allows shareholders and employees to
automatically invest their cash dividends and/or optional
cash payments in shares of the (

Holders of record of Common Stock interested in enrolling
in the Plan should contact the Investor Records Depart
ment. See our address above

mpany s Common Stock

Where is the Company stock listed?
Common Stock and §
ferred Stock are listed on the New York Stock Exchange
The Company’s Common Stock is also listed on the Pacific
and Philadelphia Stock Exchanges. The trading symbol of
the Company’s Common Stock is ATE; however, news
paper listings generally use AtCyEl

[he high and low sales prices
reported in the Wall Street Journal as New York Stock
Exchange

% Cumulative Convertible Pre

of the Common Stock as
Composite Transactions for the periods

cated were as follows

First Quart
Second Quarte
Third Quarter

Fourth Quart

Is additional information about the Company available?
l'he annual report to the Securities and Exchange Commis
sion on Form 10-K and other reports containing financial
data are available to shareholders. Specific requests should
be addressed to Mr. M. R. Mever, Secretary, or the

Investor Records Department, at the address shown above

Who is the trustee and interest paving agent for the
Company’s Bonds and Debentures?

First Mortgage Bond recordkeeping and interest disbursing
are performed oy Irving Trust Company, One Wall Street
New York, New York 10015. Debenture services are
performed by First Fidelity Bank, N.A ., 765 Broad Street
Newark, New Jersey 07101

When are dividends paid?

The proposed record dates and payable dates for upcoming

dividends on Common Stock are as follows

Record Dates Payable Dates

March 20, 1986 Apnil 15, 1986
June 19, 1986 July 15, 1986
September 18, 1986 October 15, 1986
December 18, 1986 January 15, 1987

l'he following table indicates dividends paid in 1985 and
1984 on Common Stock

1 Common Stock 1in 19585 and 1984




STATISTICAL REVIEW 1985-1975

1985 1984 1983 1982
Facilities for Service
Total Unlity Plant (Thousands) $1.406.696 $1.309.670 $1.226,165 $1,153,321
Gross Additions to Utility Plant (Thousands) $ 105213 $ 95388 S 83673 $ 126893
Pole Miles of Transmission and Distribution Lines 6,977 6,958 6,925 6,918
Generating Capacity (Kilowatts) (a) (b) 1,605,700 1,594,200 1,594,200 1,531,200
Maximum Utility System Demand—kw 1,432,000 1,298,800 1,346,700 1,264 200
Capacity Reserve at Time of Peak (% of Instal. Gen.) 10.8% 18.5% 15.5% 17 4%
Energy Supply (Thousands of kwh):
Net Generation 5,817,254 6,237,724 5,913,196 5,676,118
Purchased and Interchanged—Net 1,049,293 393,175 579,488 466,667
Total System Load 6,866,647 6,630,899 6.492 684 6,142,785
Electric Sales (Thousands of kwh)
Residential 2,638,121 2,646 813 2,545,351 2415292
Commercial 2,298 895 2,150,464 2,019,468 1,894,535
Industrial 1,204,971 1,197,392 1,225,637 1,218,520
All Others 57,685 59.122 60,978 63,770
Total 6,199,672 6,053,791 5,851,434 5,592,117
Residential Electric Service (Average per Customer)
Amount of Electricity used during the year (kwh) 7,643 7.866 71.715 7,444
Revenue for a year’s service $ 78.77 S 78347 $ 73566 $ 64477
Revenue per Kilowatt-hour 10.19¢ 9 96¢ 9 54¢ 8.66¢
Customer Data ' Average)
Residential Wita Electric Heating 68,871 65,261 62,272 59.219
Residential Without Electric Heating 276,305 271,207 267,642 265,124
Total Residential 345,176 336,468 329914 324,443
Commercial 44,256 43,615 43,152 42,885
Industnal 1,020 1.015 1,021 1,018
Other S84 544 549 627
Total Customers 391,006 381,642 374,636 368.973
Total Service Locations 417.625 407,277 398,526 391,989
Population Served 1,142,000 1,112,000 1,092,000 1,069,000
Financial Data (Thousands of Dollars)
Energy Revenues:
Residential $ 268814 $ 263612 $ 242,705 $ 209,191
Commercial 209 840 190,435 175,520 154,792
Industrial 80,392 79,123 76,109 71,255
All Others 10,315 10,405 10,133 9.255
Total Energy Revenues 569,401 543,575 504,467 444 493
Unbilled Revenues—Net 3.076 (1,340) 5,671 (6,795)
Other Electric Revenue 7,256 7,296 7,004 6,480
Total $ §79.733 S 549,531 $ 517,142 $ 444178
Investor Information
Earnings per Average Common Share $ 3.00 $ 3.20 $ 348 $ 2.76(¢c)
Average Number of Shares Outstanding
(In Thousands) 18,069 17,581 16,923 15,116
Lividends Paid on Common Stock $ 2.53 $ 2.42 $ 2.30 $ 2.20
Dividend Payout Ratio 84% 76% 66% B0%
Book Value Per Share (Year End) $ 2476 $ 2427 $ 2358 S 22.45
Price Earnings Ratio (Year End) 10 8 7 8
Times Fixed Charges Earned (before income taxes) 3.33 36l 4.11 2.27(c)
Shareholders and Employees ( Year End)
Common Shareholders 48,635 47 446 48,299 48,790
Employees 2,099 2,012 1,995 2,022

(a) Excludes capacity allocated 10 a large industnal customer

(B) Incledes unit purchase of capacity under contracts with Pennsylvania Power & Light Company (commencing in 19%1) and Delmarva Power & Light Company

(from 1980 through 1984,

t¢) Earnings calculation includes the cumulative effect of an accounting change Financial ratio 1s computed excluding the cumulative effect



ATLANTIC CITY

ELECTRIC COMPANY
1981 1980 1979 1978 1977 1976 1975
$1.064.928 $ 962,052 $ 870,075 $ 802,473 S 753,269 $ 710,343 S 675,617
$ 123,318 $ 97330 $ 12,113 $ S3.073 $ 48,733 $ 41,702 $ 46,745
6.910 6.879 6,831 6,786 6,735 6.696 6.645
1,524,600 1,431,600 1,384,700 1.414,700 1,414,700 1,334,700 1,334,700
1,263,800 1,261,700 1,192,600 1,177,400 1,176,000 1.030,300 1,069,400
17.1% 11.9% 13.9% 16.7% 16.9% 22.83% 19.9%
5,202,023 5,533,178 5,397,338 5,625,988 5,293,019 4,918,906 4,715,357
946,241 643,106 464,143 130,037 224,169 324,196 190,852
6,248,264 6,176,284 5.861 481 5.756.025 5.517.188 5,243,102 4,906,209
2,480,225 2,514,738 2,411,732 2,377,202 2,221,250 2,070,766 1,938,724
1.849 863 1,769,208 1,580,384 1.586.097 1,478,559 1,392,029 1,346,216
1,279,724 1,286,205 1,255,304 1,250,636 1,220,260 1,143,170 1,036,755
65,555 63,753 60,799 60,705 58.866 57,667 56.465
5.675,367 5,633,904 5,308,219 5.274,640 4,978,935 4,663,632 4,378,160
7.781 8.003 7,849 7,951 7,653 7,320 7018
$ 670.60 $ 53699 $ 43992 $ 406.18 $ 37836 $ 34964 $ 32925
8.65¢ 671¢ 56l¢ S5.11¢ 4 94¢ 4.78¢ 4.69¢
56,100 52,225 48,339 44,387 40,318 37 581 35,235
263,904 261,988 258,941 254.592 249,927 245,296 241,019
320,004 314,213 307,280 298.979 290,245 282.877 276,254
43.219 43,267 43.219 42,672 42,033 41,170 40,608
1,032 1,041 1,048 1.034 1,047 1,071 1,100
634 654 667 673 676 681 684
364 889 359.175 352,214 343,358 334,001 325.799 318,646
386,046 379.242 371,362 362.131 352,205 343,147 336,105
1,056,000 1,037,000 1.015.000 990.000 961.000 937,000 915,000
§ 214614 $ 168,733 $ 135,178 $ 121,440 $ 109818 $ 98,904 $ 90,956
156,624 115,973 88,819 80,539 73,354 66,354 63,544
82,908 60.512 47,590 42,185 40,885 36,438 34,974
9,700 7.836 6,624 5.973 5.630 5,406 4 881
463,846 353,054 278,211 250,137 229,687 207,102 194,355
5,837 5.337 4,895 4.921 5,308 4,925 4,724
$ 469,683 $ 358,391 $ 283,106 $ 255.058 $ 234995 $ 212,027 $ 199,079
$ 3.03 $ 2.62 $ 2.36 $ 2.21 $ 2.06 $ 2.60 $ 241
13,034 12,372 11,980 10,791 10,630 9.747 9,490
$ 2.04 $ 1.90 $ 1.765 $ 1.67 S 1.62 $ 1.56 $ 1.34
67% 73% 5% 76% 79% 60% 63%
$ 2240 $ 2222 $ 2163 $ 21.27 $ 2071 $ 20.25 $ 19.34
6 6 7 L 1 9 7
284 303 362 162 3.17 314 288
48 424 47,762 48,194 44,490 43 826 42,516 39,232
2,035 1.96% 1,903 . 1,797 1,739 1.714 1,741

This Annual Report has been prepared for the purpose of providing general and statistical iformation <onc~mming the Company and not in connection with any sale, offer for

sale or solicitation of an offer to buy any secunties
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BOARD OF DIRECTORS

ELEANOR S. DANIEL

Seif-empioved, Vice President and director of
several real estate corporations

RICHARD M. DICKE

Counselor-at-law, partner of the law firm of
Simpson Thacher & Bartlert

JOHN D. FEEHAN

Chairman of the Board of the Company
JOS. MICHAEL GALVIN, JR.

President and Chief Executive Officer of
Salem County Memorial Hospital
GERALD A. HALE

President of HHH, Inc., an investment and
management company

MATTHEW HOLDEN, JR.

Professor of Government and Foreign Affairs,
University of Virginia

E. DOUGLAS HUGGARD

President and Chief Executive Officer

of the Company

TRVING K. KESSLER

Retired. Former Executive Vice President,
RCA Corporation

MADELINE H. McWHINNEY
President of Dale, Elliott & Company, a
management consulting firm providing
services to the banking industry

JOHN M. MINER
Financial Consultant

OFFICERS
e Servies
E. DOUGLAS HUGGARD

President and
Chief Executive Officer 30

JERROLD L. JACOBS
Senior Vice President—
Operations and Engineering 24

MICHAEL A JARRETT
Senior Vice President—
Corporate Services 10

BRIAN A PARENT
Senior Vice President—
Planning and Rates 18

J. G. SALOMONE
Senior Vice President—
Finance and Accounting 9

\tln of

DIRECTOR
COMMITTEES

Audit

Corporate
Development

Energy.
Operations
& Research |

Finance

Pension &
Insurance

PR

Committee Chairman

SR ocimittee Membership
Bk Officio Membership

DAVID V. BONEY
Vice President—Customer
and Community Services

JOHN F BORN
Vice President—
Electric Operations

LANCE E. COOPER
Vice President—Control
and Assistant Treasurer

THOMAS E. FREEMAN
Vice President—
Human Resources

MEREDITH | HARLACHER, JR
Vice President—
Engineering

Years of
Service

JOSEPH T KELLY. JR
Assistant Vice President —
Operations

HENRY K. LEVARI, JR
Vice President—
Corporate Planning

J. DAVID McCANN
Vice President, Treasurer
and Assistant Secretary

MARTIN R. MEYER
Secretary and Assistant
Treasurer

HENRY C. SCHWEMM_ JR
Vice President—
Production

16



[:
L
y

Front: J. D. Feehan, M. H. McWhinney, J. M. Galvin, Jr., |. K. Kessler
M

Back: J. M. Miner, R. M. Dicke, E. S. Daniel,
G. A. Hale not shown

Left to right: J. D. McCann, M. R. Meyer, Lefttoright: B. A. Parent, H. K. Levari, Jr.
L. E. Cooper, J. G. Salomone

Lef right: H. C. Schwemm, Jr., J E Born Left to right: M. A. Jarrett. D. V. Boney
M. | Harlache:, Jr., J. T Kelly, Jr., J. L. Jacobs I. E. Freeman






i .
2
&
@i & . ve
v &® 3 ¥
9 k3 o =
- -
= » % X . “ % & ¥
5 . & v o N 4 %
t i3 - @ .

; " » % . .

a ; N
N . ~ - » .
. §% ) . . ¢ .
3 . N
- “ ] “ N -
" ¥ ‘ - & 5
W - ¥ -
" ) s = [
B . Yy . T &
1 L “ s =
N . N -
. ' -
3 ey = "
3 .
2 .
i * = ‘4
- £ " L ] .
[} -, a * "
. . ~
! », <. .
5 . . = @
# . =
: B
M . - 5 . - : . = ’
: -, [
ar
: Lo s .
K i .
.
§ [ ]
- * - N
Y b s
. [ : . R - EE
- 2 £y
- - W M
¥ o k. - ¢
- * * P B
* L] =
& - ®
T ! e »
3 - . - - . 4 .
Bl N ¥
- p
. E =
L !"
- . k. ' Hl =
\ E
.
4 kS . L N % E
. ¥ #
. & . N
3 e @ = Vin 2
2 & ¢ -t
S .
L3 * =
[ * K - i . »
hd - * - - B Y
5 v = . ) » X I
- . .
L ® o "
« , 13
. *



On the covwer Downtown Wikmington. a wibrant COMMErcial center






Financiar Hicuoanis

1985

U84

Percent
Increase
(Decrease)

Rivisues
NET Incomi
EARNINGS PER SHARI

7228 million
966 million
2.76

million
million

7026
921
263

29
49
49

Dwvipenos Decrarep
COoMMON STOCK QUTSTANDING
AVERAGE SHARES

1945

30481925

183

30.248 482

Common Stock Book Vairue
ConsTRUCTION EXPENDITURES
INTERNALLY GENERATED FUNDS

1843
949
1513

million
million

ELecTriC SALrs
Erectric CUSTOMER (average)
Aviract Restoenniar Usact

853 hill'on kwh
314013
8.059 kwh

C1As SALEs
Gas Costomers (average)
Avierace Resinential Usaci

15.71 million mct
75.103
797 mcl

1770
795
1105

milhon
million

8 31 hillon kwh
303965
8.283 kwh

17.24
741319
888 md

million met

63




TO OUR STOCKHOLDERS







* However. management is concerned about com-
mitting to a new power plant now for several
reasons. * The construction costs will be large
Around the country, large building programs have
become financial and emononal albatrosses for
utilities. A new plant m 1996 1s projected to cost
$3.800 per kilowart which is more than six nmes
the cost of the Indian River Unit 4 completed i
1980 Total costs are estimated to be three quar-
ters of a billion dollars. ® Also, for several vears
in this letter. concerns have been expressed about

the lessons learned in the railroad industry Large

has established one of the lowest average electric
prices i the region through reducing dependence
on oil fron; 53% n 1979 10 20% in 1985, reducing
workforce. consolidating facilities, and developing
a participative workstyle which encourages inno-
vative ideas 1o contain costs without reducing
quahty Technology review ® We will invest $50
mudion over the next ten years, to keep old plants
running longer than planned rather than replace
them with e costly new units. Investment ex-

pansion ® Earnings not now needed to finance

construction are being used o upgrade facilines

Our report this year is designed (o reflec!

capital investments can be devalued quickly by

in advance of any major building program and

another year s good work and confidence

technology breakthroughs and structural changes

to invest in related projects ourside the unlity

gamed 1rough sustamed pertormance

within an industry  ® Finally, utility barometers
are sending contradictory signals. Forces such as
increasing summer peaks indicate building while
other forces such as wheeling and cogeneration
indicate delay

* So. i 1986, we will be asking ourselves, do
we need another plant in 1996 or can 1t be post-
poned through a combination of vanious energy
management techmques? What are the benefits if
our assumptions turn out to be correct? What are
the consequences if they turn out to be wrong?

® While future capacity planning will be empha-
sized this year. the company has been preparing
for the 1990s in other ways including Price con-
trol ® Compenitive pricing 15 crucial for staving

ahead of emerging competition. Delmarva Power

business which can achieve returns greater than
the principal business * The next few years will
be challenging and exaiting We must plan care-
fully for the long-run needs of our customers. At
the same time. we must bind ways to maimain
earnings growth in face of modest projecred growth
N assets r.lﬂl..l no INCrease i .Ilﬂhﬂ”:t’d returns
The 1985 performance shows that employees
have the know-how and confidence to perform
their current jobs well and take on these chal-
leniges. | apprectate their efforts and look forward
to working with them as Delmarva Power con-
tnues to prepare for the next decade

simcerely

L Cx

Niv CURTIS  February [T 1988
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Cavitaizaron Raros

Evre v 'Gas Saors

For dhe Years Eidedt Decemier 311983 984 1983

1982

Operating Revenues  $ 72283  § 702593 § 640790
Operating Income 135515 133,200 129138
Net Income 9638 9110 85063

§ 636660
116573
73571

Farmings Per Share 276 163 245
Dividends Dudlared on

Comrmen Sk 1 945 183 168
Averugy Shares

Ouitstansding (W) 30,482 30,248 2954
Tonal Assets L7470 15160 1533203
CONSKNCTION

Lypenduares a9 7V A 76054
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~ Delmana Rower & Light Company

T R T T T R . T I N g N R R T N T T P W T g . --—l
1
I

Quarterty CoMmon Common Stock
Srock Divibenps anp
Prict RanGes The company’s common stock is histed on the New York and Philadelphia Stock Exchanges

and has unlisted trading privileges on the Cinannan. Midwest and Pacihc Stock Exchanges

I The company had 58.824 holders of common stock as of December 31 1985

i The company s Certthicate of Incorporation and the Mongage and Deed of Trust secuning the 1
company’s outstanding bonds contain restrictions on the payment of dividends on common 1
f stock which would become applicable if its capial and retained earmings all below certam

specthed levels or if preferred stock dividends become in arrears ]

e The retamed earnings available for dividends on common stock as of December 31, 1985 were

approximately $143 810,000 under the most restnctive of these provisions :
N 1985 a4
Dividend Price Dividend Price |
- Declared High Low Declared t Low |
! First Quarter 548 ¥4 $45 19 1T
, Second Quarter 48 26'/2 227/ 45 18 174
Third Quarter 48 26%/x 22%/4 45 207/x V7%
l Fourth Quarter 505 28' 22 5 22%a 20¢/x
RePORT OF INDEPENDENT Tor 1ie Boarn G DIREC TORS AND STOCKHO!DERS
! CertiFtep Pustic Driaaeva Power & Licnt Comrany
P ACCOUNTANTS WaaainGTton, Delawags '
F We have examined the consolidated balance sheets and statements of capitahization o |

Delmarva Power & Light Company as of December 31 1985 and 1984 and the related con-
solidated statements of income. changes i common stockholders” equity and sources of funds
for construction expenditures for each of the three years in the peniad ended December 3L 1985
Our examinavons were made 1 accordance with generally accepred auditing standards

; and. accordingly, induded such tests of the accounting records ardd such other audiring pro-

' cedures as we considered necessary in the drcumstances.

: In our opinion. the fimancial statements referred 1o above present fairdy the consolidated

! financial posicon of Delmarva Fower & Light Company at December 31, 1985 and 1984 and

1 the comsoliciated results ~f ther operations and sources of funds for construction expenditures
for each of the three years in the penod ended December 31 1985 m conformity with generally
accepied accounting principles applied on a consistent basis

&?’v*\%w
1 190X Three Mellon Bank Center

Philadelphia. Pennsylvama
February 7. 1986
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Incone Bevore INTEREST

- CHARGES

InTEREST CHARGES

CoMMON SToCK

(’Doln_\a Thousands ! )
For the Years Ended Dveoember 31 1085 {UB4 1983
Electric $ 605581 S584163 $ 542252
Gas 95256 101 578 94358
Steam 21897 16.852 13180
722834 702593 649 79
Fuel for electnic generation 240001 278474 275007
Net interchange and purchased power ( 63962) (1081 (10R654)
Purchased gas 6UR47 74082 72475
Deferred enengy costs { 259) ( 25 ( 24507
Other operation 121105 108001 107 496
Maintenance 59400 56,752 33,781
Depreciation 53981 53702 49590
Taxes on income 77836 71577 67 384
Taxes other than income 754 31152 27773
87319 569384 520001
135515 133200 129138
Allowance lor other tunds
used during construcnion 2428 1780 2447
Other. net 6.382 3243 244
BRIO 6023 4887
144325 139232 134025
Long-term debt 47.236 45815 450497
Short-term debt and other P05 2000 30
Allowance for poprowed funds
__used during constmaction - (A8 ( 783 (-7
_ATO8T 47102 48962
Net Income 96,638 9Ll 85063
Dividends on preferred stock 12,599 12062 12818
Earmings applicable to common stock $ 840390 § ToHB S TIN5
Average shares outstanding (thousands) 30 482 30,248 29541
Earnings per average share $ 276 S§ 263 § 2%
Dividends declared per share $ 1945 & 183 § | 68

Sex accompanying Notes g Consobidined Fmamoal Staterments
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CONSOLIDAT MENTS OF SOURCES OF FUNDS FOR CONSTRUCTION EXPENDITURES |
B S _g.(hbu‘hzlhlspds‘ 7
F For the Years Encled December 31 1985 1984 1983
 Sources oF Fosps Provided from operations.
i Net Income £ 96638 S A9lll0 S %5063
‘ Less—Preferred dividends declared 12599 12662 1 28I8
- —Common dividends declared 59287 55361 49668
Eamings remvested dunng the vear 24.752 24087 22571
lzems not requinng (provicing) funds
01 61.183 SR 404 56599
Amaornzation of credit ansing lrom
sale of contracts (7.202)  (4762) ( T00W
Ameontizanon of iclear fuel 6,594 2071 2.394
Allowance lor tunds used during
construction (J036) {3568  ( I8l
Investrment tax credit adjustments, et 21878 253 3495
Deferred income taves. net 47402 311935 42701
Income from leveraged leases {2.307) - -
Loss on uramum mine advances 2,025 - -~
Funds pnwidﬂj from operations 151 349 110 485 117582
External hnanang
Long-term debt
Vanable rate demand eries 33500 15500 -
Term loan (33000) {550 15,500
Other long-term debx 80000 - -
Commeon stock - 11s2] 12863
Redemprion of long-term detn 10,100y (101000 (40 100
Redemption of preferred stock (#4.387) (14180  ( 6IT)
Externally financed funds 26013 10403 (1235)
Oiher sources (uses),
Decrease tincrease ) in working capital* (65809) (20557 17.709)
Construction funds held by trustee 6392 (4910 (1041
Investinent in leveraged leases {36.959) - -
Refundable taxes and interest 32322 ( 2188  ( 2603
Credit arising from sale of contracts ( 4690) ( 926) 850
Urher net i (13693} ( 3798 ([ 86649
Ohther sourees (uses) (B2439) (41400 (297D
CONSTRUCTION iexciuding allowance for tunds usd
Exeenoirores __ during construction’ - $ 94023 § 70488 § 70056
~ Drcrease (iNcREASE) Marketable secunines $(I2.308) S19750) S0 4314
IN WORKING CAPITAL® Accounts recervable 33 ( 30507 ( 7.5860)
Deferred fuel costs, net ( 2537y  ( 1831y {(23120)
Inventories 13007 (5114 5408
Retundable taxes and interest (35.303) - -
Accounts payable 6885 [ 3865 7963
Taxes acerued ( 4455) 6842 ( 44881
Intevest accrued 2532 O08 i 1ole)
Other. net {14.653) 8307 9300
Total $(65809) $(29557) SUT.709)

“Otber than longermm debt due and preferad stock redeerable within one vear and cunrent delermed acome tives

Sev accompamng Maxes g Consotudated Financial Sarements
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(Doltars 1 Thowsands)
— -

 Nonuriury PrRoperTy ann
OrHER INVESTMENTS

CURReNT ASSETS

Dererre 0 CraRcES ARD
OrHER Assers

As of Devember 31 1985 1954
Eleanc $1.624881 $1555174
Gas 90956 BI04
Steam 24,389 24.143
Common 80541 71391
1 820,767 1733812
Less: Accumulated depreciation 535873 488 987
Net utiliry plant in service 1284894 1244825
Plant held for furare use 15,297 15022
Construction work in progress 33184 36.372
Nuclear fuel. at am wtized cost 19.796 24955
1.353171 1.321.174
Net nonutility property. at cost 34805 5.385
Construction funds held by trustee 9.186 15578
43991 20963
Cash 17408 16673
Marketable secunnes. at cost 59056 27 648
Accounts receivable
Customers 4037 48839
Other 24337 24 568
Inventones, at average cost
Fuel (coal. ol and gas) 55.604 68 304
Matenals and supplies 20048 21975
Prepayments 1230 3776
Deterred fuel costs. net 1 488 (L0
Retundable taxes and nterest 35303 -
N ’ 268.107 0.7
Petundable taxes and nterest - 3232
Unamorized debt expense 5368 4827
Okher 4133 1.550
9.501 IB6N
Total $ 1674770 1591030

Set awcompanying Notes o Consobared Frunoul Stterients

e e e




iy

" (Dallars 1 Thousards?

. Can As of December 31 1085 1984
CaPmALZATION Common stock § 102876 S 102876
(sec Statements Additional pard-in capital 235,798 235473
of Capializaion) Retained eamings 223137 201,301

Total common stockholders” equity 561 811 539650
Preferred stock
Without mandatory redemption 105,000 105,000
With mandatory redemption 5102 47036
Long-term debt 637.940 537 661
1300043 1.249 347
Current Liasirmes Long-term debt due anu preferred stock
redeemable wathin one year 950 10900
Accounts pavable 33129 26.294
Taxes accrued 16,181 20636
Interest accrued 22,729 20,197
Dwidends declared 15,393 14631}
Nuclear fuel disposal costs - 11888
Deferred income taxes. net 755 11obl)
Other 10440 15026
M 577 116861
Dezerarn Crepits Anp Crediz arising frorn sale of contracts 16037 27949
Ousier Liasinies Dieferred income tases. net 174746 LS
Deferred mvestment tax credus 70416 6% 386
Oither RS 4031 1643
265250 215312
Ot1HER Commitments and Contingencies (Notes 6 and 101 _
Toual $1.674.770 515391 630

See aceompanying NSotes o Consobibued | mancial Staterments

e i T R S WO W=




- Gxaoumnn STATEMENTS OF CAPITALIZATION

(Doftars m Thowsards )

COMMON STOCKHOLDERS

EQuiiy

Comutanive Prerrrein
Srock

Lona-Term Degrt

As of December 31 1985 1984
Common stock. par value 83 375 per share
authonzed 35.000.000 shares. outstandimg
30,481 925 shares $ 102870 $ 102876
Additional paid-in capital 235,708 235473
Retained earmings 223137 20130
Total Common Stockholders” Equity 561811 4% SN 43%
Par value $25 per share. 3 000,000 shares aathonzed, none ontstandmg,
Par value SI00 per share. 1800 000 shares authonzed
Without Mandatory Redemption
Series Shares Issued
3. 70%-4 56% 240000 24,000 24000
5.00%-7 84% 330,000 32,000 33000
-806% 480.000 48,000 48 O
Preferred Stock wathout Mandatory Redemption 105000 8% 10500 8%
With Mandatory Redemption
2 00% Senes” 59916 and 192,000 shares 54692 19.200
12 56% Senes @ and 300000 shares - 30000
5992 40200
Less: Reacquired preferred shares
held in treasury (at cost) - 1 304
5092 % 4783 )
Less: Amount to be redeemed within one year 800 B
Preferred Stock with Mandatory Redemption 5.192 47036
First Mortgage and Collateral Trust Bonds
Matunty Interest Rates
Dec 1. 1985 3% - 10000
Jun 1. 1988 ¥ % 25000 35000
|- 907 -4 e L ‘iw 50000 EURAY
1998- 2002 %111 138,100 18 W
2003-2007 6 6%- 'l‘" 121.250 } 21250
2008-20i ¢ %1 2% 111,900 LG
460.25¢ tio 50
Pollution Comrol Nt
Senes, 1973 5.7% etfecrive rate. due 1986- 19493 7.700 7.8
Senes. 1976 7 3% effective rate. due 1992-2000 4500 W0
42,200 4.2 300
Variable Rate Demand Series due 2014-2015 9000 10
Other Long-Term Dbt s =t
Term Loan L - 33000
Unamortized premium and discount. net 640 T
h}SOﬂD 4Q'X. W7 761 45%
Long-term debr due within one year { 150) o R - dalom
Total Long-Term Debt 637940 357 66|

Total Caprahization

£1, 30094’: 100%  $1.249.347 OO

*Rederaprion price ar Decernber 311995 15 S0 Sov accompsaming Notes 1 Comsolickited Fmancal St
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Financian STATEMENTS

The consolidated financial statements mcle-de the accounts of the company and its totally-held
subsidianies. Delmarva Energy Company. Delmarva Industnes Inc . and Delmarva Capial
Investments. Inc. and its subsidianes. In conformity with generally acuepted acoounting
principles, the accounting policies reflect the economic effects of rate decisions ssued by
regulatory commussions having jurisdicnion over the company

Certan redassifications, not affecting income. have been made to amounts reported in prior
years to conform to the presentations used in 1985,

RevEntrs

Revenues are recorded at the time billings are rendered 1 customers on a monthly cycle basis
and include rate increases permitted 1o be billed subject 1o refund pending final approval Ar
the end of each month there 1s an amount of unbilled electnc and gas service which has been
rendered from the last meter reading to the month-end

Furt Costs

Fuel costs (electnic and gas) are deferred and charged to operations on the basis of fuel costs
included n customer billings under the company s tanffs. which are subject 1o penodic
regulatory review and approval

Deerecaanos ann MagarNande

Theannuat , = sion for deprecation is compuated on the straight-"ne basis using composite
rates by casses of depreciable property. Provision for the costs of decommissioning of naclear
plant 15 made to the exrent of the net cost of remwal allowed for rate purposes approxanarcl
20% of plant cost). The relationship of the annual provisior tor depreciation lor fimancial
accounting purposes to average depreciable property was 3. 6% for 1985 and 3 4% for
1984 - 1d 1983

The cos. of mantenarce and repars, indluding renewals of mimor items of property is charged
to operating expenses. A weplacement of a unit of property s accounted for as an addition w0
and a retrement from utilicy plant. The onginal cost of the property retired 15 charged 10 accu-
mulated depreciation together with the net cost of removal For income tax purposes. the cost
of re-aoving retired property 1 deducted as an expense

Nucear Fue

The company’s share ol audear fuel costs relating w jomtly-owned nuclear generating stations
is charged to fuel expense on a umit of production basis. which includes a factor for spent
nuclear fuel disposal costs pursuant to the Nuclear Waste Pohey Act of 1982 The company

is collecting huture storage and disposal costs for spent fuel as authonized by the regulatory
commussions in each unsdiction and is paying such amounts quarterly to the Department

of Energy
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~ 2 Taxes on Incone The following is a reconcihanon of the difference between income tax expenise and the
icontinued | amount computed by multiplving income belore tax by the lederal statutory raie:
b (Dollars 1 Thousants)
& 1985 Jus+ 1983
3 Amount Rate Amount Rate Amount Rate
e S.AUOrY MCOme 1ax expense $78725 46% STR7S8  46% STOM  46%
I Increase (Decrease) i taxes
' resulting from
Exclusion of AFUDC for
INCOME TAX PUrposes (1397 (b (1639 (1) (L4063 (1)
Deprectation not normuahized 5026 3 240 1 ( 17 =
ITC amortized W income (7041) 9 (393 () (3673 ()
i Stutte InCome taxes. net
g of federal tax benefn 6.031 4 6067 3 5682 4
Amortization of credit ansing
from sale of contracts (3313 (2 (2Jem (D (3221 )
E Other, net (3529) (2) { M) - 652 ~
) Income tax expense $74502 4% 379105 46% 6840 45%

The components of deferred income taxes retare to the following rax etfects of nming
differences between book and tax income:

{Dollass in Thousands )

B 1985 1984 1983

Depreciation $33.394 SINSR7 $19.251

Deterred energy costs 1163 054 12480

Capitalized overhead costs 1.432 1308 1 648

i Nulear fuc! dispesal costs - - 5675
2 Pollurion control amortization 3629 1687 3548
; ADR repanr allowance 4295 1864 -

Other.net 3549 2436 ug

Toral $47.462 $31.435 $42 701

Thie cotmpany has not prosided deferred incor« taxes of approximately $123 milion on
cumulative timing ditferences arismg before the adopror of full tax normalization for
ratemaking purposes by the regulitory avthonties. The company is currently collecung the
unnormalized taxes m its Delaware and resale electne rate unsdictions, and in the gas
jurisdiction on a levelized basis. over the life of the related plant fachites. For the other
juriscictions. it is anticipated that the amounts will be recovered for rate purposes when paid

The company’s federal mcorme tax returns have been examined for the years 1975 through
1981 During 1985 the company reached a stipulated Tax Court serlement with the
government regarding the taxation of the proceeds from the sale of conracts for a nuclear
steam supply system (Summz: ! Pursuant to the decision, the net proceeds are taxable at a rate
- that approximates a captial gains tax vate, which resulted i a federal and state tax hability and

’ interest of approxamately $35 1 million. principally paid in prior vears. As of December 31
1985, approxmmately $15 4 million of net federal and srate taxes and interest are refundable ©
the company resuling from the reversal of the previous tax treatment apphied to the sale of the
contracts. As more fully discussed m Note 7. the net proceeds, which were dlassihied as a
deferred credit on the balance sheet are being amortized The Tax Court deasion and resulting
adjusement 1o the deferred credit did not have a material effect on the company s hinancial
position or results of operations

R
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 NotEs 10 CONSOUDATED FINANCIAL STATEMENTS

(Dollars m Thousads

3. Taxes Oruer THan 1984 1983
INcOmE Delaware utility $13.732 $12.341
Property 6652 6,483

Other gross receipts 4995 4149

Payroll. tranchise and other X 5773 4800

Total A $31.152 $27.773

4. PensioN Pran anp The company has a trusteed noncontmbutory pension plan covenng all regular employees
POsT-RrtireMENT Pension contributions for 1985 1984 and 1983 were $3 284 000, $2.354 000 and $4 400 00,
Bexerirs respectively. The conmbutions provide for normai cost and amortization of prior service costs

over periods of hive to twenty-five vears

The actuanal present value of accumulated plan benehts. determined as of January ), [985. was
$94 410.000 for vested benetits and $15.638.000 for accrued nonvested benehits. The market
value of net assets, at that date, available for plan benefits were $201398 000 The actuarial
present value of accumulated plan benetits. determuned as of January 1. 1984 was $80. 311,000
for vested benefits and $13 816,000 for accrued nonvested benefits. The market value of net
assets, at that date. available for plan benefits were $191.06.2 000 The assumed rate of return
used in determining the actuanal present value of accumulated plan benefits was 8 (" for
1985 and 1984

The company provides certain health care and hfe insurance benefits for retired employees
Substannially all of the company’s employees may become eligible for these benefits f they
reach normal renirement age while sull working lor the company. The company recognizes the
cost of providing those benefits by expensing the insurance claims as they are pad These
costs wialled $2.004 000 $1 640,000 and $2.075 000 for 19835, 1984 and 1983, respectively

5. CAPITALIZATION Revvrnin Earsinas

The current first morgage bond indenture restncs the amoun: of consotidated retained
, earnings avalahle for cash dividend payments on common stock 0 $35.000 000 plus
accemulations atter June 30 1978, which avalable am ount at December 31 1985 was
approximately $i43.810.000

- Pri=erED Stock

The annual preferred dividend requirements on all outstanding preferred stock at December
311985 are $7.761.000 If preferred dividends are in arrears the company may not declare
common stock dvidends or acquire its common stock

WitHouT Manpatosy REDEMPTON

These series may be redeemed at the option of the compuany at any time. in whole or in part
at the vanous redempnon prices fixed for each series (ranging from $103 w0 $106 at
December 31 1985)

33



Wit Manoarory Reorareiion

| » (1) The company redeemed 13,900 shares of the 9% series in December 1985 at $100 per
Bos share. Eight thousand of the 15900 shares were requirerd to be redeemed by the sinking fund
& and the remaiming 7 900 shares were redeemed under an option of the sinking fund. Through

a tender offer for the 9% senes the company purchased. at 3103 per share, 99 834 shares in
December 1985 and 3150 shares in January 1986 (2} The 300000 shares of the 12 36% senes
were called and purchased by the company at $108 38 i December 1985 (3) Under cenan
conditions the 9% serics may also be 1eacemed at the oprion of the company (4) Mandatory
sinking lund redemptions are $800.000 per year duning the next five vears. As of Decernber
- 31,1985, all shares previously held in the Treasury were retired

SIS IS L ]

T Lose-Tory Desy

(1) Sinking fund piossions with respect to substannally all issues of the First Morgage and
Collateral Trust Bonds require that there be deposited annually with the Trustee cash equal to
one percent (1%) of the greatest aggregate prmctpal amount at any one nme outstanding There

N shall be credited aguinst such cash requarements 1) an amount not exceeding Sty percent

|- (60% of the hondable value of property addinens which the company then elects w make the

‘ basis of this credit_and (h) the aggregate prinapal amount of bonds which might then be

‘ macde the basis of the authentication and delivery of bonds and which the company then

4 elects to make the hasis of this credit. For the vears 1983-1985. the company elected 1o cemify

property additions to satisfy its sinking fund requirements equal to 1% of each senies as

.. permigted by the indenture. | 2) Substantially all utdity plant of the company now or hereafte

owned 15 subjest o the e of the related Morgage and Deed of Trust (3) Pursuant to a bank

loan agreement the company has a $33.000 000 revolving credit commitment through

. Novemnber | 1989 convernble into a term loan due Novermber 1 192 The loan agreement

1 regires a commrment e of & e on any anused portion of the revolving SR commyiment

and term loans raay be prepaid at any ime without penalty and would bear interest at 100% of

‘ the prime rate (4) On September 26, 1985 the company issued. through the Delawa

‘ Economie Development Authonty. 323,500 000 of Varable Rate Demanid Fxempt Facilities

Revenue Bonds—Series 1985 (Variable Rate Temand Series 1985, due September 1. 2015, The

proceeds were primarnily used to refmance 333000000 of tx-exempt revenue notes. | fis

. senies was collateralized with $37. 000,000 First Morgzage Bonds due September 1. 2015, which

F secure e, yment of principal and acorued interest. The mierest raies oi the Variable Rawe

Demuand Series 1985_ by election of the company. are subject o change datly, weekly. or under
specfied condinons. annually. on the basis of prevailing rates. The Vanable Rate Demand
Series 1985 and the $15.500.000 Variabie Rate Demand Gas Facilines Revenue Bonds-Series

.‘- 1984 have put options for the bondholders whereby the bonds can be presented for payment

- at specified times The bonds can be sold by the remarketing agent. The company has

L sufficient long-term financing arvangements available 1o redeem any bonds not remarketed In

recognition of the long-term financing capability, both the 1985 and 1984 series of these bonds

: have been classified as long-tenm debt. (5) During 1985 a subsidiary of Delmarva Capital
Investiments. Inc entered into a loan agreement to borrow up fo $25 000000 at a rate of I0%

k The loan matures on February 191989 and may be prepaid at anyome. in some instanices

: subject to a penalty. At December 31, 1985, $25 000 000 was outstanding under this
agreement (6) Duning December 1985 the company temporarily horrowed $55.000.000 from

' a bank in order to redeem $44 71000 of preferred srock (ncludimg acquisition costs) and

retire $10 million of 3% Sevies First Morgage and Collareral Trust Bonds. On January 15, 1986
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Notes 10 CONSOLDATED FINANCIAL STATEMENTS

Long=Terx Dent (Contmaien)

the company issued $60.000.000 of 10 %% Series First Mortgage andd Collateral Trust Bonds,
due January 1, 2016 The proceeds from the bond issuance were used to repay the
$55.000.000 hank loan in January 1986, with the balance being applied to general corporate
cash requirements. As of December 31, 1985, the bank loan was dassified as long-term debt in
recognition of refinancing the loan through issuance of the bonds (7) Maturines of long-term
debt dunng the next five years are 1986~ $150.000; 1987-$150 000, 1988825 .150.000,
1989—$25150.000; 1990—$150.000 (8) The annual interest requirements on all borrowings
dassified as long-term debt at December 31, 1985 are $35.355,000

Unamornizen Desy Discounes, Prismiw ann Exvesst

These amounts are amortized on a straght-line hasis over the lives of the long-term debt
issues to which they pertan

6. COMMITMENTS

The company estimates that approximately $125 689 000, excluding AFUDC. will be
expended for construction purposes in 1986 The company also has commitments under
long-term fuel supply contracts

Under SFAS No_ 71 regulated industries were required to adopt the lease accounting
requirements of SFAS No. 13 for all capital leases commencing on or alter January 1 1983
The company’s capital leases commencing after january 1. 1983 were not material and,
therefore. were not recorded. All capital leases including leases commencing prior o
January 1983 were treated as operating leases. However, if capuat lceses had heen
recorded on the halance sheer related assets and labilities would have increased by
$R.609.000 and $13.324.000 at December 3. 1985 and 1984, respectively

Minum commitments as of December 31 1985 under all non-cancetlable lease
agresments are as loliows

1986 S 4202000
1987 3.203.000
198BS 2.3503,000
1984 1.003.000
1690 507 .000
Remainder 3.642.000
Total $13,060 000

The total minimum rental commitments are applicable to the following types of
property: raiiroad coal cars, 31,387 000, distribution facilines, $4.792 000, other,
principally transportation ; nd computer equipment. $8 881 000 Rentals charged o
operating expenses aggregated $6.634 000 in J985, $6.213 000 in 1984 and $6.677 000
in 1983

Nuclear fuel requirements for Peach Bottom Generating Station are being provided by
the operating company through a fuel purchase contract. The company is responsible for
payment of its share of fuel consumed and interest expense Nuclear fuel expense
totalled $4.520,000 in 1985, $6,072.000 in 1984 and $4.283.000 in 1983

15
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6. COMMITMENTS
Lambinued

The company has an agreement providing for the avatlability of fuel storage and pipeline
facilities through 1999 Under the agreement. the company must make specified
munimum pavments monthly, which totaled $1682.000 in [985, $1.912.000 in 1984 and
$2101000 i 1983 The amount of required payments is $2.060 000 in [986, $1.749.000
in 1987 81,206,000 in 1988 S1LOS6.000 in 1989 5812 000 1 1990 and $11.435 000
between 1991 and 1999

7. Sant OF CONTRACTS
FOR Nucitear Prani

The proceeds received by the company for the sale in 1975 ol the contracts for a nuchear

steam supply system (Summit) and related fuel. net of related plant expenditures which are
considered of no future value to the company. are dassified as a deferred credit in the balance
sheet The credit has heen reduced by applicable ncome taxes and related interest (See Note
2) The company has obtained regulatory approval for this accounting treatment. As a result of
ratemaking orders commencing in 1982, the conipany is amortizing the net credit in all retail
junsdictions over approximately five years and 15 recording the credit for inancial reporuing
purposes as a reduction in depreciation evpense. Amounts amortized in 1985, 1984 and 1983
were $7 202 000, $4.762.000 and $7. 003000, respectively. which indludes, m 1985 and 1983
amortization of $2.500.000 and $ 3818 000 for the resale junsdicnon

8. Suowt-Term Desr ann
Lings oF Creniy

As of December 31 1985 the company had unused bank hnes of credit of $44.500 000 and 1s
generally required to pay commitrnent fees for these ines Such fines of « redit are pertodically
reviewed by the company. ar which time they may be renewed or cancelled

9 Jornriv-Ownep Prang

Information. with respect to the company’s share « | jomty-owned plant. mclading nuchear fuel
for the Salern plant. as of December 31 1985 1s as follows

L onstruction
Work i

Dol e Thowsands

Ownership Plant in Accumulated

Share Service Deprecianon Progress
\Hkv('d'
Peach Bottom 751% S 905 $16.384 S 2ise
Salem 741% L) 480 52820 11,381
Coal-Fired
Kevstonie 3.70% 10.701 4158 | 199
Conemaugh 72% 13699 3430 165
5416 S8R 702 $14 901

The company provides its own financing lor its share of improvements to jomtly-ow ned plant
In addition. the company is a jomnt guarantor of loans (3760000 proportonate share) advanced
for operation of the coal mines that supply the Keystone plant. The company s share of
operating and mamtenance expenses of the jondy-owned plant is mcluded n the correspond-
ing ¢xpenses in the statements of income

A




a) FERC Rare Cass

In December 1985, the comipany reached a tentative setdement with all resale customers o
retund $3 5 million. which would have reduced resale rates for the penod covening July 1985
through December 1986 Accordingly. a revenue reserve of $1 2 milhon was established as of
December 31. 1985 On February 6. 1986, the company was informed by some of the resale
customers that the tentative setdement was not acceptable. The company is awaiting further
action by the resale customers. In the opimon of management, the ulimate disposition of this
matter will not have a matenal effect on the company’s hnancial posinon or results of operations

b) Puant Hero ror Furore Use

In 1982 the company delayed the construction schedule for the coal-fired Nanticoke #1
(formerly Vienna #9) generating unit. The plant is now scheduled to begin commercial
operation in the mid 1990s. The decision is hased on the company's current load forecast,
which indicates a lower rate of growth in the coming decade than had previously been
projected The net investment of $14.424.000 is classified as plant held for future use and 1s
anticipated to be recoverable through the normal ratemaking process

) NuCtEar INsURANCE
The company’s insurance coverages applicable to its nuclear power units are as follows:
(Mithons of Diollrs )

Maximum Maximum Retrospective
Type and Source of Coverage Coverage Assessment for a Single Inadent
Public Liability
Private $160 None
Price Anderson Assessment ! 480 $1.5%
S640

Property Damage **
Peach Bottom ® 558
2

5
3

Salem'® $58

All anits' 7 $525
Repiacement Power

Nuclear Electric insurance Limuwed (NEILY® $30

URetrospective prermium program under the Price- Anderson liabilicy provisions of the Atomic Enerney At of 1954 a5
amended. Subpct o retrospective assessment with respect 1o oss from an madent at any licensed nuclear reactor in
the Unuited Suates = Maximum assessment would be 33000000 1n the event of more than one incident i anv year

i of liabdity under the Price-Anderson At for each nuddear incident # The compeany 1 a self insurer, 10 the
extent of s ownership interest. for any property loss m excess of the stated amounts > 'For property damage: o5 the
Peach Bonom nuclear plant bcilites, the company and its co-owners have private msurance up o $585 mithon

*/Nuclear Mutual Limited, 3 utibity-owned munial insunince company with which the company and the Salemn
nuclear ity co-owners are members. Maimium rethospective assessiment is en times annual premiem with
respect 1o foss at any nuclear generating station insered by the munsal insurance company Al units are misured by
Nugclear Flecrric instrance Limited (NFIL Y for losses m excess of $300 million. Masamum refrospective issesstment
15 even and a half times the annual premiums. - 'Utility owned mutual insurance company wath which the
company 1 a member which provides coverage aginst extra expense incurred in sbunning replacement power
dunng prolonged acaidental outages of nuclear power unies Maximum weukly indemmty lor 52 weeks which
commeces after the first 26 weeks of an outage. Also provides 1500, 000 weekly for an additional 52 weeks
Maximum retrospective assessment i five times annual prermims

dYOrvien

The company is involved in certain other legal and administrative proceedings before vanous
courts and governmental agencies concerning rates. environmental issues, fuel contracts and
other matters. In the opinion of management. the ultimate disposition of these proceedings will
not have a material effect on the company’s financial position or results of operations
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3‘" L SEGMENT INFORMATION  Sugment information with respect to decine. gas and steam eperations was as follows
. (Dotkirs i Thousands) _
. 1985 o5 1983
; Operating Revenues
Electric $ 605581 $ 584163 $ 541252
Gas 05 256 101578 94 358
| Steam i 2997 l6ER 13189
3 Total $ TIIR¥M $ 702393 S 64979
Operating Income
Electne $ 127148 S50 S 1223
s 6.604 bol6 4928
Stearn W 1763 1,393 | 247
Toral $ 135515 S 13320 % (20138
Utihiey Plang ! -
Electnc $1.284.002 $1.257728 $1.292145
Cas 64967 W7 51033
Steam 4142 4 340 4ur3
; LR . e i
. 1353171 321174 298,102
Other Identihable Assets
Electne O 348 157 A3 106 347
Gas QU OR5 42685 12301
Steam 413 . 449 471
139 746 200562 119179
Assets Not Allocated i 191 853 e PO J 11 ikff*l
Total Assets $1.674770 S1.391 630 $1533.263
: Depreciation Expense
Electric $ 56577 & %4255 $  S15W
Cuas 3600 3310 3173
Sream €207 ROY 890
Total $ 61183 S R4ed 8 5659
Construction Expenditures
tlectric $ 86073 $ o923} $ 70927
Cras 8382 E8 [ 3070
Steam 7 468 7 146 . iq
Toral $ 94023 S TUABRR S 7656

Hincludes plant held for funire use, comstruction work m progress and allocan of comemon ysiity propety
Stated net of the respective accumubated prwisions lor depeecation
P ludes amortization of credit ansing lrom Sake of coniracs

Excades aflowance 1or hends used during comsiruction

e

Operatng income by segments is reported mn accordance with generally accepted accounting
and ratemaking principles within the utility industry and. accordingly. includes cach segment s
preportionate share of taxes on mcome and general corporate expenses
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12, SUPPLEMENTARY
INFORMATION
taontmued)

Supplementary Five-Year Companson of Selected Financial Data
Achusted for the Effects of Changing Prices

O Thusands ' of Aversge 1985 Doligns

For the Years ended Decvnsder 3

Jperating revenues
Histonail cost dollars
Constant dollaes

Net income
Gl conte

Earmings per common share
LTt Ccosts

Net assets ar year endd 2
Historical cost dollars
CUTEnT 2015

Excess of increase in cuonent
COSES OVET ICTeAse 1
general pnce Jevel

Purchasing pow=r gan on net
amounts owed

Cash dwdends dedared per
commen share
Histoncal cost dollars
Constant dotlars

Market price per commaoi
share at year-end
rhistoncal cost dollars
Constarit dollars

Average Consumer Pnce
Incex (1967 = 1IXY)

UEagept nor share nreunts

<'Ar vt reoon crabie (o=t

1985 1984 1985 1982 1981
$72283¢  S701593 $640799  $636666  $608504
722834 727428 701626 709560 719750
41,679 49 331 34128 25065 17774
95 1.20 72 41 12
6681 | 6445850 8513 573073 542080
655619 0650467 646006 031478 620455

8153 (1Q515) 3848 4033 (71.210)

21 441 25914 24489 25276 59 185

$ 1045 § 183 § 108 § 1595 % 1535
1 445 189 i 8l 178 182
2788 2200 1925 1638 1263
74 1240 20 44 1805 1446
3222 3112 208 4 284 | 2734

S Aes aduistnent « it revoveratie cost

As required by Statement No. 33 the current provasions for deprecianion on the current cost
amaunts of unhty plant were determuied by applying the company s depreciation rates to the
indexed plant amounts. even though depreciation is imited to recovery of hisioncal coses as
further discussed below Orher operanng expenses were eithier not required to be adjusted or
were not adjusted due to rate-making considerations

The cormpany, by holding monetary assers such as cash and receivables, loses purchasing
power duning penods of nflation because these items can purchuse less at a future date

Conversely, by holding monetary habilities. primarily long-term debt. payments in the fu-
ture will be made with dollars having less purchasing power For the years 1981-1985, the
company's monetary liabiliies exceeded monetary assets which resulted in a purchasing
power gan on net amounts owed during the year

The rate regulatory process limits the company to the recovery of the historical cost of plant
Therelore. the excess of the cost of plant stated in terms of current cost over the histoncal cost
of plant is not presently recoverable i rates as depreciation and is reflected as 4 reduction
net recoverable cost. Based on past praciices, however the company believes it will be allowed
to earn on the increased cost of its facilities when replacement actually occurs







Y Years of Revaey 1985 | 1985 just
Frecrmic Revesoes _

ki Resaleraal $ N225 S20981C  $19302) SI83.29N
Commercal [ 057 156 %7 |40 RO 137 434
Indlusiial 135041 KRS 16703 127440
Other usshines, etc Q09 3235 S o) 71460
\lmvﬂ.mwtr ECVOTRS VRN L3678 12728 1368
Toral ek‘mm ey enues & 605581 L3584 163 5542252 $554 770

Erscrnic Satrs

T e Residential 256822 2249270 2136265 2026398
Commena 2 16368% JO7T3A457 | B44 124 1.729803
Industrial 2000 466 25649572 SO0 492 I255675
Orhier utilites, e l S0 H" l 41‘)414 I 7 395 1.237 508
Totai electne sules H 33520 ’4 ‘Oﬂ 'ﬂ i BTRATO6 7.249 442

Frecreu Costomers |

Gend o e Residennal 283011 75175 267 357 60 371
Commerncial 35189 B 94 Y3925 24066
Industnal #93 924 949 T4l
Otht‘f utikities, et 1’92 a2 454 M
Total electri. customers SI84E5 ORI 20265 I 512

Uans Bevenope _ ;

U bessarnis Resicdential $ 0224 5 409133 S 069 £ 3650%
Commercial 1. .9¢1 18663 16527 15792
Indhustrial 19.762 22940 23232 20112
Inrermuptibie 17419 18068 17026 11733
Orher utihnws, et 130 o0 115 3
wwi ANCS revenues 82(¢: T4 M 552
ot i 1evenues $ 5.7 Sﬁ $101,578 s 9 Mp? L

Cras Saces g-ar

il il foik Re=icde rras 5.622 6113 VOR Anl
{wenmmer L7482 240 2077 J TR
I et 3,570 3 245 4370 4 j0m
Isemantible 373 j7ewd 1723 S50
Urhe un.’urw o !i 4 : il : IO
hul rmmlc l‘ 08 17219 16 449 l’iﬂm

Gas Cioromers .

whd of §ore o Resernitum 7“&“ 70 184 N8 Wt"! 2
Comanetoul 4417 4133 4075 4057
Industrial 160 163 160 1 656
Interruptible 15 19 19 18
( th' unhm-s el | 1 75 i 1
Toral gas customen. 75397 L /40\‘! 7186 E2L

Errtvewy Service }
Eleornony delpvred 535260 398 0% W43 LRREY S

1N Koo o 30
Steam aclivered A2IBBIE  HONIII  AYOYMR T ITRAN
i'“\ exemapacds ) : — -

— . o o B o it 1 - o 34 5

R wee m st Same
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|
l
|
I
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\
!
| — — | e s e s e
Aversge Anmaal '
Comnpoend % ‘
1981 1o80 978 1978 1917 __ove 1975 Rate of trowth _ |
$164919 Si44 0637 $11%381 $105 237 $ 97691 L R4ie § 77069 10 66 1
123099 11,2166 91,798 R 796 74041 a1l 58 169 {1.25 |
120601 116401 w023 3072 76801 64458 64 141 774 ]
73602 63698 53.782 4 R4 BUTH 34 8YH 3% 600 B35 ]
12 8uR - TO 4682 301 34l 2K 4370 B |
S04 114 $4430927 S363666 S3RI06  S29] 08 §242279 S2W 355 973 ;
JO0A647 2046546 1068452 1970634 QL4723 JTRTH6Y L 6TIASY 04 J
1660147  1A48776 1508299 15686 1495796 1412250 ] 50673 $77 |
2454685 2420842 2624438 1418527 2277630 220061 2142154 108 |
1283545 1335210 L3000L1 | J81 408 ] 207041 LI I35 1218785 211 :
7395324 74603R0  TA9IBO0  T24H240  60GLM) 665718 6392789 293 |
255646 240 887 232745 137925 233108 251579 221 7RO 250
29450 R 162 27 963 R4 29048 28 343 27.345 ) 96
788 821 H74 <53 921 1002 ars (30
434 A 478 4230 361 350 545 {102
286,318 276,310 272003 267 Al 264 236 260476 250,393 241
$ 34123 § 26525 $ 25719 & 370 § 21820 S IRR2 8 15365 483
14 344 10,342 894 10.154 710 6062 367 1437
22259 12404 I R84 10,191 6 5,984 4343 16 36
1u g 203 4340 716 166 1304 1241 ¥ 55
€l 46 55 93 49 44 33 1470
_ 572 430 270 116 w3 49 33 6
§ os /0 $ 59040 § 40322 S A6 $ W2V $ 32248  § 25673 1401
6143 6321 6423 .94 6751 6.9% 6 340 (150}
27 2683 1415 21503 1430 2 86 2444 122
4800 3937 3338 3.9 I8 3,204 2 B4 b
2A2 2738 1.7 319 8] 953 1073 P1I8
1o 4 6 X 17 0 IR 559
16520 13693 13062 13472 208 13T 129w 198
68 /08 H7. 7”4 66631 66,364 65 231 67,754 o8 1) QIR
3967 3846 3.712 3773 1738 4154 4 1R 0s3
167 155 121 63 63 108 Jun 21D
16 16 16 21 21 i M (33
PR | ! AT L R LA e AT
1275 71802 70490 27032 2 M0N0 7218 729 000 O
MWi063 328420 262 1% JTONG JR0 (440 J18& 380 297 282 P24
THI3420 75,0084  637RTOS 606005 458 366 5 301 421 3517 000 ) 24
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