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public in scutheastern Pennsylvania and to certain portions of northeastern Maryland through o subsidiary. The fotal area served
by the Company and subsidiaries covers 2,475 square miles. Electric service 1s supplied i an area of 2,340 square mites with o
population of about 3,700,000, including 1,700,000 in the City of Philadeiphia. Approximately 95 percent of the ele<tric service
mdﬁm‘dwknmﬂsmhhwwlhdhmmﬁsm&
the service avea and 37 per- ent of such sales are in the City of Philadelphia Natural gas service 1s supplied in a 1,475-square mile
area of southeastern Pennsylvania adiacent to Philadeiphia with a population of 1,900,000. Steam service is supplied in the

Contents
LeMer to Shareholders

Report of 1985 Operations
Manageme 's Discussion and Anaiysss of Financ .ol Conditon and Results of Operations

Accountants’ Report




Phi o

Oper achng Revenue

Operating Expenses

Taxes Charged to Operation
Operoting '"':ome

Earnings Applicable to Common Sto
Earnings per Average Common Share
Cash Dividends Paid per Common Sh
Avernge Shares of Comman Stock O
Construction Expenditures

Total Assets

200 T 00
© B 400
e ‘ 400
) i & 20
81 82 8 M 8
Earmngs Per Share
- dends s

f

81 2 ®|

Externol Sources
Internal Sovrces

B4

RS

1985
$3.013,704,000

$2,598.751,000

$442 347 000

$414,953,000

3434 724 000

$2.56

$2.20

169,784 471
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© Our Snarehaolders

1985 was ¢ yeor of solid accomplishmams for the

Compuny.

umerick Uit No_ | received its full -powe” op-
erating kcese an August 8. After the unih was
exhoustively tested while gradually being
ruised to full capacity, it wos placed in commer -
cigl operation on Februaiy 1, 1986,

Limerick Unit No. - received Pennsylvanie
Public Uity Commission 'PUC) permissio.in
Nevember 10 be completed under u cost contain
ment and operational inrentive program whicn
ncludes o construciion cost cap. operating and
maintenance cast controis ond performance in-
cantives and punalties. Fuli constiuction re-
sumed in Februury 1986, with c tar yeted
complenion date of lave 1990,

Earnings per shore were $§2.56. u decline ot
14 cens from last year. A PUC disoliowaice in
October of approximately $73 million of orior
yeors’ defer red casts reduced ~arnings per
Jhare by 29 cents. Tha Company has appealed
this disallc wanze te the Commonwealth Court
of Pennsylvania.

Slectric sules *o  2iail custemers remained es
senvially flar. ompored ¢ last year os miide:
wenther ~Hset groath in custor ers. Gos sold

“nd rransported declined sligh®'y dus 10 varmer

weather during the hea’'ng seascr. Steam saies
were also down.

A 28.2% elacivic iate increase reguest the
Iargest ir: the Compony s history, wos filed in
Septemper to bring Limerick Unit No. 1 into rate
base. Tu modercte the impect of the inc rease on
custamars, the Compony proposed 'c phase in
*he increase over o three yeg: period in thive
2gual steps of 9.4% each.

Gas ¢ ritfs were reduced by approx metely
$24 million per year in severcl reductions that
took effect during 1985. These 1 eductions match
compar abie recductions in suppliers’ prices to the
Cumpany and did not affect Cumpany earnings.

The Point Pleasant Water Projec), which is ge-
signed io provide permaneni supplemental
cooling water for the operaiion of Limerick, was
ardered completed oy the Court of Comnion
Pleas of Bucks County in February, which was
offirnied by the Commonwealth Court in Octn-
her Bucks County und the ideshaminy Water Re-
sources A thority have pertinoned the L unreme
Couii of Penrsylvania (or allowance of an
apoeal,

1986 will be anuther yeor of challenges us the
Company attempts to put iis inveshmer* in Lim
erive Unit No. 1 into base raies. Construction

work hes begun again or Unit No Z and will oe



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

pletion. Thase items comprise our top priorities Pennsylvania and northeastern Maryland are
for 1986. rich in history, culture, scenic beauty, recrea-
The Company's accomplishmaonts in 1985 are tional activities and economic opportunity. We
the recult of the continuing etfoit of a dedicated have attempted to capture some of these ele-
and ralented group ot enspioyees. Their commit- ments in the photogrophy of this year's report
ment to offioent operation, high-quality cus- As we face the future, we recognize the sup-
tome: service and innovative technology servaes port of our investors that has made this year's
our Compary well. They are also actively in significart achievements possible. Thank you
vulvead in ocr local communities, leading and fur ynur continuing support
portiapating 'n a wide variety of activities that : WED — -
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Jomes L. Everett
Charman of the Board
and Chiaf Executive Officer

tomribute to rhe quality of life withi.a the Com-
pany’s sarv.ce areo. Exomples of cur employ=es

activities are lighlighted in s report
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John H. Austhin, Jr
President
and Chief Operating Officer

Jobiu B Austin, It Jories L.
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he Schuylkill River ‘raverses our service tern

tory from above Pottstown along the Chester

County and Montgomery County borders and

through Philadelphia and provides many recrea-
tional activities for area residents. The Temple

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

County is one of many historic sites located in

the county. Both Washington's and Lafayette's

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

dating back to the Revolutionary War era

al-tired plants locoted in
sallowed costs were written off
arter income and reduced common stock
20 cents per share The
review Of this decision
1 later achon on N¢

the
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suppler price







orld famous Longwood Gardens in scenic

Chester County consists of 350 acres of outdoor

gardens and woodlands, glassed conserva

tones encompassing 20 indoor gardens, and

illuminated fountains













l}ucks County offers abundant visual wealth and

has attracted a community of artists and craft
men. Noted furniture designer George Naka
shima inspects wooden slabs at b:s studio in

New Hope







itlow Grove Naval Air Station in Montgomery

County is one of several major military installa
tions in the Company's service territory. Major
Peter Meyer of Marine Aircraft Group 49 com

pletes a test flight













Philadelphia Electric Company and Subsidiary Companies
Management"

s Discussion And Analysis Of Financial Condition And Results Of Operations

Generol. The revenue growth of recent years has been accompanied by substantial increases in operating costs and carrying
charges on increased investment in plant and equipment. Any future increases in such costs and charges mav be expected to
adversely offect future net income and earnings per average common share unless penodic rate relief is obtained to offset them.
The capital carrying chorges associated with the construction of Limerick, which are capitalized by crediting income with an
allowance for funds used during construction (AFUDC) and recovered through future depreciation, continued to represent g
major portion of net income during 1985. These charges will decrease as the commercial operation of Limerick Unit No. 1 is
reflected in revenue. On September 27, 1985, the Compeny filed with the Pennsylvania Public Unility Commission (PUC) for an
additional $671 million per year in electric revenue, net of fuel savings, to recover the costs associated with plocing Unit No. 1 and
one hundred percent of common plant in rate base. The PUC is expected to issue a final order in late June 1986, The Company
has PUC approval to utilize an accounting treatment which synchronizes the expense accounting for Limerick Unit No. 1 with rate
recognition of the unit.

On January 25, 1985, a $150 million per year base rate increase for electric service was put into effe . to recover the costs
associated with placing Salem Unit No_ 2 in rate base. Output from the unit had previously been sold to Jersey Central Power &
Light Company under a contract which expired on December 31, 1984 Despite the increase in electric rates granted in January
1985, the return on investment is still below that allowed by the PUC as a fair return in the Company's last rate order

Electric Operating Revenve. Increased electric revenue in 1985 over 1984 15 primarily attributable o higher base rates. Revenue
associated with Salem Unit No. 2 output, formerly sold to Jersey Central Power & Light Company, 1s now reflected in the bose
rotes for refail customers. The increase in 1984 compared with | 7831 oflacted higher base rates and higher fuel-related revenue.
Kilowatthour sales of electricity to retail customers were essentially the same in 1985 and 1984

Electric Revenue - o R . - -
Increase/(Decrease) Millions of Dol_lo_rs_ - - <= . RS ‘BS5vs. ‘B4 ‘84 vs.'83
Rate Increases $141 4 $1400
Fuel-Related Revenue (28) 1040
Salem Unit No. 2 167 0) 365
Other - alle, = RLRa P, 89 473

Total 7 $ 805 $3278

Gos Operating Revenve. Decreased gas revenue in 1985 compared with 1984 is aftributable 1o a decrease in sales and lower
fuel-related revenue resulting from reductions in the price of gas purchased from suppliers. Gas operating revenue net of fuel
costs increased 6.7 percent in 1985 over 1984,

Fuel and Energy Interchange Expense. For accounting purpases, fuel and energy inferchange costs are deferred until billed os
fuel adjustment revenue In 1985, gross fuel and energy interchange costs were $212 million lower than in 1984 due primarily to
the excellent nuclear performance of Salem Station. Fuel and energy inferchange costs deferred in previous years and charged to
expense in 1985 amounted 1o $135 million, resulting in net fuel and ener - interchange expense remaining essenhally the same in
1985 as in 1984. Inciuded in net fuel and energy interchange expense in 1985 was approximately $73 million of replacement
energy costs associated primarily with Salem Unit No. | outages in 1983 and 1984 and costs incurred during the operation of the
Company's flue gas scrubbing systems at coal-burning staticns in 1983, Recavery of these costs was disaliowed by the PUC in an
order which the Company has appealed. Also included was an $8 million charge in recognition that Salem Unit No. 2 fuel savings
were not expected to reach the minimum guaranteed to the PUC when the unit was included in the rote base The $73 million write-
off and the $8 million Salem charge reduced 1985 earnings by approximately 23 cents per share

In 1984, gross fuel and energy interchange costs were essentially the same as in 1983 However, electric fuel costs deferred were
lower by $104.2 million, resulting in @ net increase in fuel and energy interchange expense compared with 1983

Other Operating and Maintenance Expenses. Other operating o..d maintenance expenses have increased in the los! fwo yaors
due to inflation, growth in utility plant, and increased  sts associated with the Company's nuclear generating units and with
operating the new flue gas scrubbing systems at the Cumpany’s two coal-burning stations

Depreciation. Increases in depreciar on in the last two years reflect additons 1o plant in service

Income Taxes. Income taxes charged ! > operations decreased in 1985 compared with 1984 as a result of lower operating income.
Income tax credits, net, included in othe  income, have increased in the last two years as a result of the higher allowance for
borrowed funds used during construction

Other Taxes. Other taxes have increosed primarily due to higher capital stack ana realty taxes

Allowance for Funds Used During Construction. The increases in AFUDC for the last two years have re sulted primarily from
increases in construction work in progress

Interest Chavges. Interest charges on debt increased in the last two yeors due to additional debt outstanding. The ratio of eornings
to mortgage interest, which is one measure of the Company's ability o issue additional mortgage bonds, was | 98 times ot
December 31, 1985
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Philadelphia Electric Company and Subsidiary Companies
Consolidated Statements

of Income
For the Year Ended December 31 %y 1985 1984 1983
(Thousands of Dollars)
Operating Revenues
Electric $2,516,191 $2.435731 $2,107,897
Gaos 428,984 462 966 417,042
Steam 68,529 82,320 71,
Total Operating Revenves St - 3,013,704 2981017 2,596,050
Operating Expenses
Fuel and Energy interchange 1139583 1122177 986,634
Other Operating Expenses 565,713 527,060 449101
Maintencnce 265,173 245,583 222,640
Depreciation 184,965 178,326 165,327
Income Taxes 201,823 246,749 200,026
Other Taxes - 241,524 206,863 178,615
Total Operating Expenses - 2,598,751 2,526,758 2,202,343
Operating Income . _ - 414953 454,259 393,707
Other Income and Deductions
Allowance for Other Funds Used During Construction 176,310 134,485 108,126
Income Tax Credits, Net 133,415 116,423 87,912
Other, Net Lo owml e (3,464) 239 (3,125)
Total Other Income and Deductions 306,261 251,147 192,913
Income Before Interest Charges - w24 705,406 586,620
Interest Charges
Long-Term Debt 435,373 402,475 330,200
Short-Term Debt wm 30912 35,199
éllmnce for Borrowed Funds Used During Construction . A (257,181) (220,370) (16186_8)
Net Interest Charges A e P T s 195,913 213,017 197,531
Net Income —-— e 492,389 3€7,089
Preferred Stock Dividends LN s 82,682 67,384
Earnings Applicable to Common Stock $ 434724 § 409707 $§ 321,705
" :
Average Shares of Common Stock O-#standing (Thousands) 169,784 151,804 133,852
Larnings Per Av.roge Common Share (Dollars) $2.56 $270 $240
Dividends Per Common Share (Dollors) $2.20 $2.20 $2.12

See notes to financial statements
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Philadelphia Electric Company ond Subsidiary C

Consolidated Balance Sheets

ASSETS

December 31

Utility Plant, at original cost

Electr
>Qs

dtean

Leqased Froperty, net

Net Utility Plant

Current Assefts

Totu! Current Assefts

Deferred Debits

Total

$ 4,982,099
474,599
54,138
132,323
5.643,'59
1824420
31918739
4,929,093
38,141
9085973

198 /85
13.30,

348,243
25 68)
631,59
60 ° 52

101,655

46 37¢
2,100

856 378

134,793
$10,165 314




CAPITALIZATION AND LIABILITIES

)ocember

Capitalizotion

Tovl Capitalizaton

Currgnt Liobilhes

Total Current Liabilities

Deferred Credits and Other Liabilities

o

Total Deferred Credits and Other Liabilities
Total

$ 2.601.989
7.331
583,728

3.193.048

572,472
318,309
4,309 131

8,392,960

1,000

80,800
76,326
144 407

58,509
51,814
93,008
40,698
46,370
25,583

618,515

502,621
302,409
261,815

86,994

1,153,839
$10,165,314




Philodelphie Electric Company and Subsidiary Companies
Consolidared

Stutements ot Changes in Financial Position
Forhe Yoorbnded December i wes oM 193
(Thuusends of Dollars)
Sources of Funds
Funds From Operations
Net lncome $ 525300 % 492389 § 389089
Principal Non-Cash Charges (Credits) to Income
Depreciation 184,965 178,326 165,327
Nuciear Fue! Disposal Costs 5,601 13,201 12,166
Deferred incoine Taxes 66,28) 76,197 175.307
Investment Tax Credits, Ne* of Amortization 3,567 49927 (46,064)
A!kmcncﬂorO!horFmUsodDuvmngumchon_ 38 e LA T _J!MW' QE_‘ESL_ﬂ (IM |26)
fotal from Operahons E £k = - 609405 ‘_‘__6_72, 555 587699
Funds from Financings
Sales of Securhies
Common Stock 241,001 250,445 284,305
Preferred Stock - 100,000 150,000
Long-Term Debt 586,000 258 700 175,000
Short-Term Pollution Control Notes - 240,000 -
Net Borrowings Under Revolving Credit Agreements 150,000 200,000 200,000
Sale of Magnesium Oxide Regeneration Facilities - 55928 37679
Increase in Caprtal Lease Obligations 46,364 12,690 72,514
Increase in Short-Term Debt U LA - LT o T __'"“_20_7@
Toto”rommemgs 3 B o wied S L Ik PR lnﬂ b _l 117763 1122298
Total Sources ﬂ m..l‘ $1, 793 318 $1,708997
——— ———————————— . ——. T e T ——— renae
Uses of Funds
Additions to Uility Plant $ 826609 $1053133  §103032
Addihons to Leased Assets 46,364 12,690 72,514
Allowance for Other Funds Used During Construchor (176,310} (134 ,485) (108,126)
Dividends on Preferred and Common Stock 464,003 418,098 352,553
Retirement of Long Tarm Debt 273,394 11,194 41,573
Premium on Retirement of Long- Term Debt 48,549 - -
Redemphion of Preferred Stock 7926 8,628 7,427
Redemption of Short-Term Pollution Cantrol Notes 240,000 - -
Decrease in Short-Term Debt 19,000 247,500 -
Net Change in Deferred Energy Costs (128,240) 80,649 234,625
Net Change in Nuclear Fue! Escrow Account (51,816 32,160 FARK)
Net Change in Other tems of Working Capitol 153,528 50,340 71,45)
L DR A VR P o o %YM e 546
Totol Uses $1.732810 Sl m 318 Sl 709 9‘97
| e e e s e — - —

See notes to financial statements
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Consolidated Statements of Retained Earnings

1985

Balance, January | $ 523,300
Net y 525,301

1,048,601

90,524
373,479

870
464 873

Bulonce, December 3! $ 583,728

Consolidated Statements of Changes in Common Stock, Preferred Stock and Other Paid-in Capital

Balance. Janvary 1, 1983

7,387 115,008

873 15.294

7117 110,739
- pt 79 71926 04
Balance, December 31, 1985 177,680 $2.601,989 8,908 $590,781 $7.33




Philadelphia Electric Company und Subsidiary Companies
Notes to Financial Statements

1. SIGNIFICANT ACCOUNTING POLICIES

Generol. All utlity subsidiary companies of Philadelphia Electric Company are wholly owned and are included 1 the
consolidated financial statements. Nonutility subsidiaries are included in investments and accounted tor by the equity method.
Accounting policies are in accordance with thos~ prescribed by the regulatory authorihes having unsdiction, principally the
Federal Energy Regulaiory Commussion (FERC) and the Pennsylvamio Public Utility Commission (PUC).

Revenues. Revenues are recorded in the accounts upon billing to the customer Rate increases are billed from dates authonized or
permitted to become effective by the regulatory author ties.

Fuel Expenses. Fuel expenses, which are recoverable under energy adjusiment clauses, are recognized when th-. related revenue
is billed to customers. Nuclear fuel used 7 the Peach Bottom and Salem Generating Stations is le~ sed, and the costs of such
leased fue! are charged te fuel expense on the unit of produchion method Nuclear fuel disposal costs are being charged to fuel
expense as the related fuel is burned.

Depreciation. For financial reporting purpetes, depreciation is provided over the estimated service lives of the piant on the
straight-line method and, for tax purposes, generally, over shorter lives on acceleroted methods. The e-timated decommissioning
costs of nuclear plants, totaling approximately $181,862.000 at December 31, 1985, are being charged to operations as permitted
for rate-making purposes. The amounts charged are deposied in an escrow account and invested for b vding of future costs. The
Company believes that any increase in the eshmated costs would be recoverable through adjustments of rotes charged fo its
customers. Annual depreciation orovisions, expressed as o percen’ of averane depreciable ut'ity plant in service, were
approximately 3.35% for 1985, 3.29% for 1984 and 3.20% for 1983

Income Taxes. Deferred income taxes are provided tor differences between book and taxable income 1o the extent permitted for
rate-making purposes. Invesiment lax credits, other thon credits resulting from contributions to employee stack ownership plans,
which do not offect income, are deferred and amortized to income over the estimated useful lite of the related utility plant

Allowance for Funds Used During Construction (AFUDC). AFUDC 1« o non - cash tem which is defined in the cadorm G psteme of
accounts as “the net cost for the period of construchion of burrc aed funds used for construchon purposes and ¢ recsonabie rate
on other funds when so used " AFUDC is recorded as o charge to Construction Work In Progress, and the equivalent credits are 'o
“Interest Charges” for the pretax cost of borrowed funds and 1o “Other Income ™ for the ramainder as the allowance for equity
funds. The rate used for capitalizing AFUDC, whi h averaged 9 5% n 1985, 9 4% 1 1984, and 9.3% in 1983, 1s computed under o
method prescribed by the regulatory authorihes. The rate is o “net after-tax rate” and the current income tax reduchons
applicable to the interest charges capitalizad are recorded in “Other Income ” AFUDC i« not inzluded in torable income and the
depreciation of capitalized AFUDC is not tax deductible.

Goas Exploration and Development Joint Ventures. The Company has imvested i severol ion ventures forexploninn and dlling
for natural gas. Costs are capitalized under *he full cost method and charged 1o operanons commensurate witk arodurtion
o —————————. i — ———— — —— . e —— L —— — - ——

— o n. - —
2. JOINTLY OWNED ELECTRIC UTILITY PLANT
The Compony s ownership iterests n ointly owned ity plomct Decerber 31,1985, were s follows

Transmassion
e ProluchionPlay eI Plant
PeachBorom  Solem  Kepstome =~ Conemaugh  Menill Creek
Operator Philadelchia  Public Service  Pennsylverna  Pennsylvunis  Jersey Centeol Vanous
Electric Electric and Hectric tlectric Power & Companies
— oo Compony Gamlompony Compony Compony |LgwCompany
Partcipating erest _ A24% Q%% RN MR M N%eddh
Thous> 1ds of | 'oilars)
Company's share of:
Utility Plant $510,652 $903,473 $40 683 $62,186 - $68,658
Accumylated
Deprecioton 120,522 145,577 23464 23,520 - 13,991
Construction Work
lnﬁzm 12217 19936 7,791 2 469 $18,458 -
- s e e e R . - |

The Company’s puricipoting interests are financed with Company furets and, when placed in service, all operations are
accounted for as if such paricipating interests were wholly awned foclihes




—

——

3. COMMON STOCK
At December 31, 1985 and 1984 Common Stock, withaut par value, consisted ot 240,000,000 shares authorized and 177 679 977
and 162,303,390 shares, respectively, outstand'ng. At December 31, 1985, there were 8,394,449 shares reserved ror issuance
under stock purchass plans.

4. PREFERRED STOCK
At December 31, 1985 and 1981 P:efg:ved Stock $' 00 par. cumulative

Shares Amoun
Current Refunding
Redemption  Restricied —__Oustonding
Price (o) Prior to (b} Authorized 1985 1°24 1985 1984
{Teousands of Dollars)
Serias (withou* mandatory
redemption)

14.15%(¢) $11415 2-'- % 00,60 500,000 500,000 $ 50,000 $ 5000
13 3% i¢) 113.35 2-1.8° 750,000 750900 + 50,000 75,000 75,000
128% i) 112.80 5-.-88 750,000 750.000 75G 000 75960 7500
§.50% 102.50 750,000 50,000 750,000 75,000 75,0
8 75% 104.00 550 000 650,600 650,900 65.000 65000
7 85% 103.00 560 000 500 500 500 000 50,000 50,000
7 80% 10300 756,000 750,000 750 200 75.000 75,000
7 75% 10300 200 000 200,600 200,100 20,000 20000
4 68% 164 00 150,000 159,900 150,006 15000 15,000
44% 112,56 274,720 7470 274 720 27472 27472
43% 10200 150,000 150,000 150,600 15,000 15.000
38% 105.00 300,000 330,000 300 000 30,900 30.0M0

NSRRI L 5770 STUTIO 572470  §124m 572472

Series 'w.th mandulory
redemphoniid)

12 105% $117.13 5-1.87 300,000 300,000 300,000 30,000 30,000
15.25% 116.00 5190 500 000 500,000 500,000 50,000 50,000
14 625% 108 70 (e) 5.1.90 500,000 500,000 500,000 50,000 50,000
10% 104 44 5.1.%0 220.000 220.900 220,000 22,000 22,000
9.52% 106 25 5-1-86 500,000 193,690 401,650 39.36% 40,145
8.75% 10515 51-88 500 900 433,400 464 700 43,340 46670
7 325% 103 .8} 750,000 540,000 57C.000 54,600 57,00
Mo W 4000 MM 0400 A %
T e ... J670000 318309 326235 < MW 326235
\:JnglauofletL_ WAL sl : _605_?30 S Y S TSR e,
Totul Prefesred Stock 10,000 000 8907310 8,987,070 $890 781 $878,707

——
(o) Redeemable al the ophon of the Cumpany at the indicated doilar amounts per shoie, plus ace ved dividends

(b} Prior 15 the date specified, none of the shares of each series indicoted inay be redeemed throuh refunding at ar inierest cost
ar dividend rate which is less than the dividend rate of such senes

{c) Ownership of these series of Preferred Stock s eviaenced by Depositary Preference Shares, sach representing |/ 10 of 1 share
of Preferred Stock.

(d) Sinking Fund requirements (pai volue) in the period 1986 1990 are us follows 1986.$14,599,000, 1987-$15,230.000
1988-§17,530,000; 1989-$17,530,000, 1990-$27 530,000

(&) Not redeemable prior to May 1, 1990
e A . . S ————— ——




Phitadelplva Elec. 1c Company and

Subsidiary Companies
Mbwmmonﬁnml

5. LONG-TEKM DEBY
ﬁ_ang_nbmﬁ,imoﬂd"“ . Ml PR, g S
Series Sve WS 194
(Thousand- ot Dollars)
First and Re‘unding Mortgage Be 1ds (a)
3-1/8% 1985 - $ 5,00
4-3:8% 98¢ $ 50000 50,000
4.5/8% 1987 40,000 40,000
3-3/4% 4% 1788 52,560 52,500
5%-14% 8% 62,500 62,500
14% 990 11,060 11,000
402% W% 19911995 508,225 35,700
6-1,8%-156-1/4%  )996-2600 N8, 684 é1ng'7
7-3/8%-12-1/2% 2001-2006 480 L00 450 200
6%-i8-34%  26-2710 447 367 523 500
10-1/2%10%  2011-2015 7452483 750,000
Total First nd Retunding Morigage Bonds 3,005,561 2592017
Notas Payable—Banks (bl 1987 198° 225,000 225,U00
Notes Paycbie -Other 17% 1986 1837 20000 0,000
Revolving Credit and Term Loan Agreements e} 1988-199) $50,200 430,000
Pollution Control Notes 5:1/2%13% 1997-933 27768 274,190
Debeniure. 485% 1986 5,8% 21,61
Debenture: 14-1/8% 1990 50,000 50,000
Debentuies 14.3/4% 2005 160,000 100,000
Debentures 145% 2009 150,000 159,000
Sinking Fund Debentures—
Philadelphia Electric Power Compony, a Subsidiary 41/2% 1995 15,345 16,397
Unamartized Debt Discount and Premium, Net TR AP .. ... R 4, ..
Total Long-Turm Debt 438993 28N 3
Due Within One Year 9] ST N DRI LR uB L o

Loy Torm Ot ched n Copminaoni)

$4,30913% 83,777 961
- —— o — . - —

{a) Utility plant is subject fo the lien of the Company’s mortgage Procecds from the Nuvemver 1785 sale ot $250,000,000
arincipol amount of 11-3/4% Senes due 2014 and §15€ 000,006 principal amonnt cf 10 7,/8% Series due 1993 were used in part
to repurchase $76,131,000 prin-ipal amount of 18.3/4% Series due 2009, $62,621 000 princisal cmount of 18% Sernier due 2012,
and $78,096,000 principal amount of 17-5/8% Series due 2011 Premium wn the repurchase of $48,588 515 was charged in
Deferred Debits. The Company, in its currertly pending eieciric rate case, will request the PUC 1o aliow recovery 1 rates of this
amount over the weighted averoge life of the new debt, approximately 21 years. Amortizanon of the premium will be hor ged to

interest expense over the period of recovery

(b} At interest rates ranging from prime rate to prime rote plus 1/2%
{c) The Company has o $550 million revolving credit and term loan agreement with 1 group of banks which provided the financing
req 'red o complete Limerick Unit No_ 1. The revolving credit arrangerment converts into o term loan in August 1987 The
borrowings are due in eight semi-annual instaliments with the first paymert due 6 months alier the wonversion into the term lean.
Interest on outstanding borrowings is based on specihic farmulas selected by the Company involving nelds on sevaral types of
debt instruments There 1s an annual commitment fee of 1/2% or the unused amount. At December 31, 1985, $550 million wos

outstandig under this agreement

The Corpany olso hus o $400 million revolving cred t and terin loan agreement with a group of banks which expires in 1987, but
which may be extended through 1990 upon approval of the panks. There 1s en annuul commitment fee of 3/8% on the unused
amount There ware no horrowings under this agreement during the year

(d) Long-term debt maturities in the period 1987-1990 are as follows.
1987-$167,844 000 1988-$281,775.000, 1989.$241 850,000, 1990-$215,350,000
(e) The annualized ‘nerest on long-term debt ot Decamber 31, 1985, was £455.7 nilinn of which $309 3 million was associated
with mortgage bonus and $146 4 million was associated with other long-tern, deht
. — - - - - e




- - — -
4. SHORT-TERM DEBT

1985 1984 1983
(Thousands of Dollars)
Average Sheri-Term Borrowings $127,30 §166.713 $164.429
A sraqge Interest Rates, Computed on Daily Basie 6.38% 9.88% 906%
Mavimum Shor Yerm Roriowings Outstanding $360,000 $302,500 $340,000
Average Interest Rutes on Shart Term Borrowings ot December 5!
Bank Loans 2.50% 9.95% 1353 %
Commerc.oi Poper— Tox Exervpt - -~ 561%
Commercia' Poper— Toxable - .- 10.64%
Pollution Zontrol Notes - €.44% -

—— o —— - - —
A1 Decembe: 31, 1985, the Company had borrowed $1.0 milion urder formal and udorn ol lines of credit with banks aggregeting

aporoximate'y $571 mill:ion The Company generoli, Joes not hava furincl “ompensating bolance arrangements with these
barks

—

7. RETIREMENT BE! IEFITS
The Company and it subsidiarier have noncontrib tory irusteed reticement plons applicable 1o ol reguiar empioyees Pension
costs irch de normal costforthe year end amortizatior: of unfunded prior service costs over ton 10 twenty years. A pproximately
B0% of such costs wers charged o operating expenses ond the “emainder. associated with construction lobor, 1o the cust of new
uhlity glant. Retirement p'an costs. which are funded as acc red, were $46.700,000, $42,000,000 and $41 060,000 in 1945, 1964
ana 1983, respactivaly

Pension Plen data as of the dates of the most recent actuurial valuations is as follows ___ Jorwory§
e SR AR S NN, AL A
Thousands of Dollars)

Actucnal prusent wolue of accumuliated plan benefits

(7.0% ossumed rote f return)

Vested $512,639 5447994
T o N S SO . . S " ..
$573.629 $5021¢68
| — . —— 4 .- o r— . —
Net assats wvailable for benstis $645,726 $573372
— - -- - e e e e

Ch=nges in plan provis.ons, effective Janva: y 1, 1985, increased the actuann present vaive of accumulated plan benefits by
approximatzly $16.3 millinn and increused pension expense by approximately $2.8 milbon. The actuarial methods and
assimphcns, as well as the accounting policy, are fhe same as those in the prior year.

The preceding tabulor disclosures are ren wred under applicubie arcounting principles. However, the Company is of the opinion
et comparing the actuanal present value of cccumulated plan benefits with the net ussets available for benetits may be
r.isleeding. The plan is of a long-term nature und is funded on o basis consistent with this concept. The aciuarial value of
arcomu.ated plan benelits is, essenticlly, a hypetheical plan tarmination calculation which does not take into account unre
snlaries or fiture service Net assets, which are measured o far value ot January 1, are subject te fluctuations in the securities
markets and therefore, may not be indicutive of the plon’s leng-term funded status.

in Decermber, 1985, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No 87 (FASB
87), Emplayer’'s Accounting for Pensions. FASB 87 superzedes exssting occounting principles for defined benefit pension plans and
becomes app'icable o the Company in 1987 The Company has not fully evaluated FASB 87 but it believes it would not have o
material negative impact on the financiol statements

In addition to providing pension benefits, the Company provides certein health care and |ife insurance benefits for retired
empicyees Substorhally all of e Company’s employees may become eligible tor these benebits if they reach retrement age
wh-le shll working for the Company. These benefits and similar benefits for active mployees ure provided by an insurance
company whose premiums are based on the benetits paid during the year The Compnny recognizes the cost of providing these
benehts by charging the annual insurance premiums to expense. The cost of providing benetits for opproximately 2,400 retirecs
during the years 1983 to 1985 1s not seperable from the cost of providing benedits for approximately 10,000 active employees for
the same period Total premiums amounted 10 $29.3 miliion, $26.6 million, and $24.23 million, in 1985, 1984 and 1983, respectively

Nn



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

8. INCOME TAXES !
1985 1984 1983
{Thousands of Dollors)
Inc'vded in
Federal
Corrent $106994 % 96915 § 54495
Deierred 59,837 49,770 151,259
Investment tox credits, net 3,567 49927 (44 064)
State
Current 24,981 23,710 16,288
Deferred 6,444 26,427 24,048
Included in other income and deductions (principally current):
Federal (109.580) (93,818) 70,902)
State . {23,835) (22,605) (17.010)
Total $ 68,408 $130326 $112,114

investment tax credits and income tax credits resulting from contributions to employee stock ownership plans reduced Federal
income taxes currently payable by $12 million in 1985 and $58 million in 1984 Approximate:, $244 million of such additional tox
credits generated from 1982 through 1785 have not been utilized due to I'mitations based on taxaw '~ income. These credits may
be used to reduce Federal income taxes in future yec:s and expire at vorio us imes from 1997 to 2000.

Effective with the PUC's electric rate o.der dated January 24, 1965, the Company began flowing through the stai. ‘ncome tax
benefits associated with accelerated depreciation attributable to its electric operations. This change reduced operating revenues
and operating expenses by approximately $1.8 million but had no effect on operating income and net income

For a number of years the Company has used accelerated depreciation for income tax purposes and straight line depreciation for
financial reporting purposes. Deferred taxes were recorded only on those iming differences recognized for rate-making. The
cumulative net amount of such timing differences for which deferred taxes were not recorded was approximately $790million ot
December 31, 1985. Since the Company expects to charge customers for taxes paid when the timing differences reverse, the tax
effect of such iming differences is not recorded currently

Provisions for deferred income taxes on operating income consist of the tax effects of the following iming differences:

il il et Wes 94 1983
(Thousands of Dollars)
Depreciation and amortization $ 34417 $ 33,965 $ 38792
Nucleor waste disposal costs (5,932) 17,355) 24,281
Deferred energy costs (65,915) a2 119,867
Precommercial operation of Limerick Unit Mo | 97,867 - e
Premium on retirement of long-term debt 24,73 — -
Other L T W 4,“____,ﬂ,-("'.7) 835 (7559
Total $ 66,281 $ 76,197 $175307

The total income tax provisions differ from amounts computed by applying the Federal stotutory tax rate to income and adjusted
income before income taxes ‘or the following reasons.

Net income $525,301  $492389  $389,089
Total income tox provisions e ——— W 0326 12014
Income before income taxes 593,709 6225 501,293
Deduct—allowance for funds used
during construction (nontaxable) 43349 354855 275994
Adjusted income before income taxes $160,218 $267 840 $225,209
Income taxes on above at Federal statutory rate of 46%. 73,700 123,215 103,596
Increase (decrease) due to:
Depreciation timing differences not normalized 7,297 7,247 7941
State income taxes, net of Federal income tax benefits 4,099 14,867 12,597
Amortization of investment tax credits previously deferred (8,265) (7,752) (6,210)
Other, net Mo s2 Iy _ 7 ) 7 (l,‘”_) (72s) (5810
Total income tax provisions $ 68408 $130,326 $112,114
Provision for income taxes as a percent of
Income be fore income taxes 11.5% 20.9% 22.4%

Adjusted income before income taxes 427% 48.7% 49 8%




9. TAXES, OTHER THAN INCOME

Total

1985

$128,346
28,246
62,296
22,636

$241,524

10. ESCRC'W DEPOSITS

Total

1985

$ 5415
7,886

$13,300

11 INVESTMENTS

D

Total

1985

$44,743
15,433
13,931
12,563
1,000

$87,670

12. LEASES

1985

$445,699
48,342
36

497,157
159C16

$338,141

S-‘.




Philadelphia Electn ompany and Subs iry Lompx
Notes to Fraancial Statements (Continued

13. SEGMENT INFORMATION
1985

December 31

Jet uhlt

hle

Total assets

$2,516,19

1,974,222
168,208

2,142,430
$ 373,761

$428,984

375,399
14,841

390,240
$ 38744

$68,529

64,165
1916

66,081
3 2,448

$ 3,013,704

2,413,786
184,965

2,598,751
$ 414953

$ 793,195

$ 3289

$ 518

$ B26,609

8,675,701
100,793
109,244

$8,885,738

389,396
22,745
4,766

$407 375

20,876
208
2,823

$18,26)

9,085,973
123,746
101,655

$ 9311374
853,940
$10,165,314

December 31

Total assets

December 31

4§

Total assets




14 LIMERICK GENERATING STATION
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15. COMMITMENTS AND CONTINGENCIES




The Company maintains property insurance, including radiahion contamination coverage, for loss or damage to its nuclear
facilities. Although it is impossible to determine the total amount of the loss that may result from an occurrence ot these focilities,
the Company maintains the maximum amount of insurance presently available, $1.1 billion for each station. Under the terms of the
various insurance agreements, the Company could be assessed up to $35 million for losses incurred at any plants insured by the
insurance companies. The Company is 0 member of an industry mutual insurance company which provides replacement power
cost insurcnce in the event of a major sutage ot a nuciear station. The premium for this coverage is subject to an assessment for
adverse loss experience. The Company’s maximum share of any assessment is $13 million.

The PUC has conducted several investigations involving the Company’s management of major plant outages during 1983 and
1984 and the resuiting impact on energy costs recoverable from customers under the eiectric energy cost rate. On October 24,
1985, the PUC issued its final order in an investigation which addressed the prudency of outages cf certain base load nuclear and
cool units during 1983 and 1984. As a result of this order, the Company was denied recovery of approximately $73 million of
energy costs. The disallowed energy costs were charged to expense as of September 30, 1985, and reduced operating income
and earnings applicable to common stock by $34.7 million and earnings per average common share by approximately 20¢. On
November 26, 1985 the Company filed a Petition for Review with Commonwealth Court appealing the PUC order.

The PUC 1s holding hearings in connection with $47 million of replacement energy costs related to other outages of nuclear units
during 1984 and 1985. The Company believes its management of those outages was prudent and that it should not be precluded
from recovering the replacement energy costs. Ultimate resolution of this matter will not have a meferial adverse effect on the
results of operations or financio! position of the Company. A final decision by the PUC is not expected until mid 1986

On Qctober 9, 1985, a law was enacted in Pennsylvanio granting the PUC statutory authority to modify or halt constriction of any
generating unit if the PUC determines that such construction is not in the public interest. The law provides thot a utility may recover
a return of, but not a return on, prudently incurred costs of any partially completed facility, the cancellation of which is found to be
in the public interest.

The Compary 1s a nominol defendent in a closs action and derivative suit agoinst certain of its directors and officers, brought by
four shareholders owning in the aggregate 202 shares of common stock. The suit arises out of the construction of the Limerick
Generating Station and seeks to cause Unit No. 210 be abandoned, ifs cost 1o be written off as o loss, dividends on common stock
to be terminaied untl certain earnings levels have been met, and the shares authorized under the: 1983 Amendment to the Articles
of Incorporation to be declared invalid. Additional damages also are sought. While the outcome of lihgation cannot be predicted
with certainty, management believes resolution of the suit will not have o material aHect on the Company’s financial position.

The defendants have filed a moticn to dismiss the complaint
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Philadelphia Electric Company and Subs mpaQ

Notes to Financial Statements (Continued

16. QUARTERLY DATA (Unaudited

whn DelOw 1€

1985 784 1985 ¢ 1985

$852,299 $126,892 28,942 $151,166
683,519 703,219 98,153 )0, £ 118,859
750,904 ’35,619 $3,240 24 124,163
726,982 4,14 96,668 - 131,113

1985 784 1985

$128,422 S : 162,859
96,212 37 ,09¢ 168,723
101,569 4 171,993
108,521 75,8 175,401

Yy 97 J Y tenerqy ! ee NQle #

17. SUPPLEMENTARY INFORMATION TO DISCLOSE THE ESTIMATED EFFECTS OF INFLATION FOR THE YEAR ENDED
DECEMBER 31, 1985 (Unaudited

e wing suppleme

Effect of Inflation on Reported Income

Consolidated Statements of Income Adjusted for Inflation for the Year Ended December 31, 1985




Adjustment of Selected Five Year Financial Information

1er ¥ wtHect th nea nero ot n colactad §
eric € PaQ J€ J £

Five Year Summary of Selected Financial Infermation and Current Cost Data
(Thousands of Dollars, except per share amounts

1985

Development of Adjustment Factors

Actual and Adjusted Historical Financiai Information
$2.20
$2.20

$17.38
$17.38

$3,013,704
$3,013,704

$434,724
$434,724

$2.56
$2.56

$3,193,048
$3,193,048

o N
N B

Current Cost Data

£39,973
$39,973

$199,010
$199,010

$141,702
$141,702

$0.83
$0.83




Philodelphia Electric Company a

Financial Statistics

SUMMARY OF EARNINGS ‘M
the Year tnded 1985

Operating Revenues
for details see pages 47 1 $3,013.7

Operating Expenses

{ Eneray Interchange 1,139.6
3708
460.0

1,9704
185.0
4433

Total Operating Expenses 2,598.7
Operating Income 415.0
Other Income

wOr

Tctal Other Income
Income Before Interest Charges
Interest Charges

n Debt

Net Interest Charges

Net Income
Preferred Stock Dividends

Earnir.gs Applicable to Common Stock
Dividends on Common Stock

Earnings Retained

Earnings Per Averoge Common Share

Dividends per Common Share |

Common Stock Equity (Ps ¢

Average Shares of Common Stock
Owtstanding (N

Ratings on Philadelphia Electric Company's Securities

AA
v




SUMMARY OF FINANCIAL CONDITION (Mil!:ons of Dollars)

December 31 1985 1984 1983 1982 1981 1980 1975
Assets
Utility Plant, ct original cost $10,572.2 $9834.1 $88642 $79057 $7,0447 $64157 $4,4456
ress: Accumulated Depreciation 18244 17263 1,592.0 1,450.1 1,330.6 12357 7758
Leased Property, net 338.1 3521 3640 2991 2700 1393 9.0
Net Utility Plant 90859 B4599 76362 67547 5984 53193 37608
Investments 87.7 809 994 914 77.8 58.7 123
Current Assets
Cash and Temporary Cash Investments 188.8 30.4 572 500 30.7 67 17.4
Escrow Deposits 133 881 80 - -- — —
Accounts Receivable 3709 3842 3386 3422 3424 3003 1398
Inventories 1237 150.5 1311 143.0 1322 1211 88.0
Deferred Energy Costs 101.7 2299 1493 85.4) (31.3) 1o 179
Other 585 489 443 402 35.1 318 19.2
Deferred Debits 1348 829 804 249 315 185 138
Total $10,165.3 $95557 $85445 $73610 $66025 $58674 $40692
Copitolization and Liobilit
Common Stock $ 26020 $23610 821105 $18262 $15724 $13774 $ 9166
Other Paid-In Capital 73 6.7 59 446 39 26 15
Retained Earnings 583.7 5233 4529 4236 3872 3536 304.7
Common Shareholders’ Equity 31930 28910 25693 22544 1,9635 1,733.6 1,2228
Preferred Stock
Without Mandatory Redemption 5725 5725 52:5 3725 3725 3725 3725
With Mandatory Redemiption 3183 326.2 2849 2923 2669 2743 1134
Long-Term Debt 43092 37780 33818 30285 27457 23719 17769
Total Canmitalization 83930 75677 67585 59477 53486 47523 34856
Short-Term Debt 10 260.0 2675 64.7 542 526 108.0
Current Maturities of Long-Term Debt 808 50.4 — 23 36.1 1308 609
Capital Lease Obligations due within
one year 763 683 615 325 539 185 124
Accounts Payable and Dividends
Declared 185.1 2001 1799 188.5 1889 1876 80.1
Toxes Accrued and Deferred 1103 158.0 1023 226 514 778 442
Interest Accrued 93.0 1.1 98 998 823 649 378
Other 720 127.2 541 247 18.1 174 202
Deferred Credits and Other Liabilities
Capital Lease Obligations 2618 2838 3025 266 6 216.) 1208 78.6
Other 8920 7491 726 4 6926 5529 4447 141 .4
Total $10,165.3 $9,555.7 $85445 $73610 $66025 $58474 $4,0692
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Operating Statistics

ELECTRIC OPERATIONS

Total Electric Output
Soles M " fK

Kesigent

1 F

Total Electric Sales 28,135

Number of Customers, December 31
Residentia 1,245,481
) nmercial and Indust 124,719
4,881
773

Total Electric Customers 1,375,854
Operating Revenves (M f )

Residentia $923.9

R " ' i Induct 388.7

1,061.8
1418

2,516.2

W

Total Electric Rovenves $2,516.2
Operating Expenses (M

$1974.2

168.2

Total Operating Expenses $2,1424

Electric Operating Income
M f Dollar $3738

6,034
15,923
6,820

6,034
7,599

$1.72
10,843




GAS OPERATIONS

1985 1984 1983 1982 1981 1980 1975
Sales (Millions of Cubic Feet
Residentia 1,810 ] 94) 2,168 2,442 2,446 2,461 2,334
House Heating 23,227 25,429 22,981 24,237 24,675 23,671 20,817
Commercial and Industria 3°254 41,145 39,043 41,660 45,670 42,890 30,012
All Other 1,209 1,282 672 422 127 92 74
Total Gas Sales 62,500 69,797 64,864 68,761 72918 69,114 53,237
Gas Transported for Customers 10,262 3,794 789 -
Total Gas Sales & Transported 72,762 73,591 65,653 68,76 72918 69114 53,237
Number of Customers, December 31
Residential 69,632 70,794 72,501 76,638 78,426 81,346 90,117
House Heating 217,840 211984 206,443 198910 193038 182246 162914
Commercial and Industna 24,234 23,442 22810 22,324 21,578 20,197 19874
A Total Gas Customers 1,706 306,220 301,754 297872 293,042 283,789 272905
Operating Revenues (Mllions of Dollars
Residential $18.7 $190 $19.1 $18. $154 $140 $8.1
House Heating 1854 191.7 1653 1471 1285 108.5 54 8
Commercial and Industnial 2141 2437 2273 2211 2097 166 7 54 5
All Other 52 56 30 18 05 03 0.1
Subtotal $4234 $4600 $4152 $388.1 $354.1 $2895 $1175
Other Revenues (including Transported for
Customers) 55 30 1.8 23 ¢ 1.2 05
Total Gas Revenves $4289 $4630 $4170 $390.4 $356 4 $290.7 $1180
Operating Expenses (Millions of Dollars
Operating expenses exciuding depreciation $375.4 $4139 $377 6 $354 1 $3220 $258.0 $93.7
Depreciation 148 13.5 127 11.9 113 10.2 83
Total Operating Expenses $3902 $42'4 $3903 $3660 $3333 $2682  $1020
Gas Operating Income (Mllions of Dullars $38.7 $35.6 $26.7 $24.4 $23.1 $225 $160
STEAM OPERATIONS
Sales (Millions of Pounds) 4,229 4,735 4,552 5,086 5,484 £,044 7117
Number of Customers, Dacember 31 487 540 545 571 593 618 689
Operating Revenues (M ions of Dollar $685 $823 $711  §734  $749  $658  $385
Operating Expenses (Mi!liors of Dollars
Operating expenses excluding depreciation $64.2 $760 $67 4 $698 $716 $624 $353
Depreciation 1.9 19 1.7 17 1.7 1.7 1.4
Total op&mng Elpenses $66.1 $779 $69 1 $715 $733 $64.1 $367
Steam Operating Income (Millions of Dollars $24 $44 $20 $19 $16 $1.7 $18
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NYSE—Composite Common Stock Prices, Earnings and Dividends by Quarters (Per Share
1985

Fourth Third Second First
Quarter Quarter Quarter Quarter

$17%, $16%, $16, $16%,

$14 $14 $137, $14
62¢ 59¢ 57¢ 79¢
55¢ 55¢ 55¢ 55¢




Chairmiun and Chief Executive Dfficer
Fidelity Mutual Life Insurance Company

Edithe J. Levit, M.D.
Nationa! Board of Medicol Ex.iminers
* losaph J.

McLaughlin
President and Chief Execulive Officer

* Member of the E.ecutive Committee

Im' “‘ hm-
Withem $. Gaither was elecied
io*ha Board July 22, 1985.

Richard G. Gilmore was
re elected to the Board
Vecember 23, 1985.

Williom W. Hagerty, o member
of the Board of Directors since
1966, died on lanuary 14, 1986,
Dr. Hagerty, 69, served os
President of Drexel University
from 1963 1o ' 984. We are

r,.ateful for his many years of
service and are deeply
saaJdened at his passing.
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