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[O OUR STOCKHOILDERS
Our report this year is designed to reflect
another year s good work and con'idence

gained through sustamed performance

[HE STOCKHOLDERS PERSPECTIVI
Deimarva Power is a financiafly healthy cumpany with

well running facilities and a balanced fuel mix

Competitive and flexible pricing is the

comerstone of Deimarva Power's plan o

meel «.. uncertain future

To seek inngvation the company has developed

2 method for involving more employees in

decisions affecting their jobs

[HE COMMUNITY'S PERSPECTIVI
Energy and employees work together o help im

prove the quality of life on the Deimarva Peninsula

Farnings growth will require continued sales
improvement, cost control. productivity gams

and supplemental outsige investments




Percent
Increase
Financiar Hicuuicurs 1985 1984 ( Decrease)
REVENUES $ 7228 miliion $§ 7026 million 290
Ner INncome $ 966 million S 921 million 49
EARNINGS PER SHARE $ 2.76 S 263 49
Divipexps DeCLARED $ 1.945 S 183 6.3
COMMON STOCK OUTSTANDING
AVERAGE SHARES 30481925 30,248 482 08
CoMMON Stock Book VaLue $ 1843 S 17.70 4.1
CONSTRUCTION EXPENDITURES < 949 million $ 795  milhen 194
InteRNALLY GENERATED FUNDS $ 151.3 million § 1105 million 369
ErecTrIC SALES 853 hillion kwh 831 hillios kwh 26
Evectric CustomER (average) 314013 303,965 33
AVERAGE Resipentiar Usacs 8.059 kwh 8,283 kwh (2.7)
GAs SaLes 1571 mulhon mcf 17.24 million mcl (89)
Gas Customers (average) 75.103 74319 1.1
Avirack Resipential Usacr 797 mcl B88 mcl (10.2)
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[TO OUR STOCKHOLDERS
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THE CUSTOMERS PERSPECTIVI

OMPETITIVI

Pricrs

Lompelitive and flexible pricing 1s the

comerstone of Delmarva Power s plan [0

meel an uncertam future












FHE COMMUNITY'S PERSPECTIVI

employees work [ogeihe
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QuarterLy COMMON
Stock DiviDenps anp
Price RanGrs

Covmon Stock

The company’s common stock 1s listed on the New York and Philadelphia Stock Exchanges
and has unlisted trading privileges on the Cincinnat, Midwest and Pacific Stock Exchanges.

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

The company's Certificate of Incorporation and the Mortgage and Deed of Trust secunng the
company s outstanding bonds contain restnicnions on the payment of dividends on common
stock which would become applicable if 1ts capital and retained earings fall below certain
specitied levels or if preferred stock dividends become in arrears

The retained camings available for dividends on common stock as o1 December 31, 1985 were
approximately $143.810.000 under the most restnctive of these provisions

1985 1984
Dividend Price Dividend
Declared High Declared
First Quarter $48 23 /u $45
Second Quarter 45 26'/2 ! 45
Third Quarter A48 26%/s 4 45
Fourth Quarter 505 28/ / 48

REPORT OF INDEPENDENT
CertiFiep Pusiic
ACCOUNTANTS

T 1rE Boarn or IMRECTORS AND STOCKBOLDERS
Dt marva Power & Licur Compeany
WisnGTon, Detawas

We have examined the consohdated halance sheets and statements of capitalization of
Delmarva Power & Light Company as of December 31, 1985 and 1984 and the related con-
solidared statements of income. changes in common stockhokders” equity and sources of funds
for construction exrenditures for each of the three years in the penod ended December 31 1985
Qur examinations were made in accordance with generally accepted auditing standards

and, accordingly. included such rests of the accounting records and such other auditing pro-
cedures as we considered necessary in the circumstances

In our opimon. the inancial statements referred to above present farly the consolidated
financial position of Delmarva Power & Light Company at December 31, 1985 and 1984 and
the consohidated results of their operations and sources of funds for construction expenditures
for each of the three years in the period ended December 31 1985 in conformity with generally
accepted accounting principles appiied on a consistent basts

&Tny'h%hod
1900 Three Mellon Bank Center

Philadelphia, Pennsylvana
February 7. 1986




OPERATING REVENUES

OPERATING ExpeNnses

OreraninG Income

Orner Income

Income BErore INTEREST
Crarcrs

InveERES T CHARGES

EARNINGS

CoMaaon STock

24

i Doltars w Thousands)
For the Years Ended December 31 1985 1984 1983
Electnic $ 605581 § 584163 § 542252
Gas 95256 101578 94358
Steam 21,997 16852 13,189
TL2834 702593 649799
Operation:
Fuel for electnic generation 240901 278474 275117
Net interchange and purchased power ( 63962) (108011 (108654}
Purchased gas 69847 74082 72475
Deferred energy costs ( 2549y ( 235 ( 24507)
Other operation 12105 108001 107 496
Mamntenance 59.406 56,752 33.781
Depreciation 53981 33702 49,596
Taxes on income 77836 71377 67,584
Taxes other than income 30,754 31,152 27773
587,319 560384 520601
135,515 133200 129138
Allowance for other funds
used dunng construction 2428 2780 2447
Other. net 6,382 3243 2440
8810 6023 4887
144325 139232 134025
Long-term debt 47.236 45815 45,697
Short-term debt and other 1059 2.08) PR
Allowance tor borrowed funds
used during construction (  608) | B T
47687 47122 48962
Net Income 96,638 92110 #5063
Dividends on prefenred stock 7 12599 12661 12818
Eamings applicable to common stock I $ 84030 5 79448 § TIN5
Average shares outstanding (thousands ) 30.482 W 248 29,541
Earnings per average share $ 276 $ 263 % 245
Dividends declared per share $ 1945 § I8} $§ |68

Ser accompnying Notes 1o Comsolidated Prancud Saemen s




{Daollars 11 Thousands)

SouRCEs OF Funps

CONSTRUC TION
Expexorrices

D¢ gt ASE (1N REASE)
IN WORKING CAPITAL*

For the Years Ended December 31 1985 1984 1983
Provided from operanons:
Net Income $ 060638 S 02110 3 85063
Less—Preferred dimdends declared 12,599 12002 12818
—~Common dwidends declared 59,287 35,361 49,608
Earmings remvested dunng the year 24,752 24 087 22577
Items not requiring (providing) funds:
Deprecianon 61,183 38 464 56,599
Amortization of credit ansing from
sale of contracts (7.202) ( 4762) ( 7003)
Amortization of nuclear fuel 6.594 2071 2394
Allowance for funds used durng
construction (3036) « 353 ( 318D
Investment tax credit adjustments, net 21878 2253 3495
Deferred income taxes. net 47 462 31935 42701
Income from leveraged leases (2.307) ~ -
Loss on uranum mine advances 2025 - -
Funds provided from operations 1513499 110485 117582
External financing
Long-term debt:
Vanable rate demand series 33,500 15500 -
Term loan (33.000) {55000 15500
Orher long-term debe 80,000 - -
Common stock — 11921 12863
Redemprion of long-term debt (10,100 (10100 (40100}
Redemption of preferred stock (44.387) (L8  ( 617)
Externally financed tunds 20013 10403 (12354}
Other sources (uses )
Decrease (increase) in working capital* (65809) (05577 (17709
Construction funds held by trustee 6,302 ( 49337 ( | 041
Investment in leveraged leases (36.959) - -
Refundable taxes and interest 32,322 ( 2188) (260D
Credit ansing trom sale of contracts ( 4690) ( 92o) 850
(ther, net (13.695) ( 3.796) ( Bo6OY)
Onher sources (uses) (82439) (4l400) (29072
(excluding allowance for funds used
dunng construction) $ 94923 § 79488 § TeU56
Marketable securities $(32308) S$(19734) $( 4314
Accounts receivable 33 i 3030) { 7.586)
Deferved fuel costs. net (2537 (183 (23.126)
Inventones 13,997 (15114 5428
Refundible taxes and interest (35.303) . =
Accounts payable 6,885 ( 5865 7943
Taxes accrued ( 4.455) 6842 ( 4488)
Interest accrued 1532 908 i 1016}
Other. net (14.65%) 8307 9400

'l'nhll»

$O5800) $(20557) (17 7089)

“Uhier than lomg-term debie e and preferred <tock redermatde within one year and current defermed moomie tises
See acoomipanying Notes o Consoladared Francal Statements

P
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(Dollars 6 Thousands ) )
As of Decembur 31 1985 1084

Common stock $ 102876 5 102876
Addiional paid-in capital 235,798 235473
Retained earnings 223.137 201,301
Total common stockholders equity 561811 539650
Preferred stock:
Without mandatory redempuion 105,000 105000
With mandatory redempuion 5192 47.036
Long-term debt 637940 557.66)

1.309943 1,249,347

Current Liasiuites Long-term debt due and preferred stock

redeemable within one year 950 1O.900
Accounts payable 33,129 26,244
Taxes accrued 16,181 20636
Interest accrued 22729 20,197
Dividends declared 15393 14631
Nuclear fuel disposal costs - 1O H88
Deferred mcome tives. net 7355 {1.661)
Other 10,440 5 0 26

99577 i lhﬂhl

DererreD CREDITS AND Credit anising from sale of contracts 16,057 27949
Orser Liasiimes Deferred income raxes, net 174746 128 444
Deterred investment tax credits 70416 65 386
Orher 4031 1643

265.250 225422

( ommitments and ( nmmgvmus '\nhs 3] mxl 10

Total Sl(\M 770 $1916%0

S accompanying Notes 1o Consolicbaed l o Natcroengs




- CONSOLIDATED STATEMENTS OF CAPITALIZATION

(Dollars i Thousands )

COMMON STOCKHOLDERS

Equiny

CoMuaTve PREFERRED
Srock

Lona-Term Dest

As of Decemnber 11 1985 1984

Common stock. par value $3 375 per share
authonzed 35.000.000 shares outstanding

30 481 925 shares $ 102876 $ 102876
Additional pad-in capital 235798 235473
Retained earmings 223137 201 301
Total Common Stockholders” Fquity 561811 43% 30650 43%
Par value $25 per share. 3.000.000 shares authorized. none outstanding
Par value $100 per share. 1 800.00X shares authonzed
Without Mandatory Redemption

Series Shares Issued

3. 70%456% 240,000 24,000 24000

5.00%-7 84% 330,000 33000 33.000

7 88%-8 96% FRO.000 48.000 48,000
Preferred Stock without Mandatory Redemption 105000 8% 05000 8%
With Mandatory Redemption

900% Series* 39916 and 192.000 shares 5.992 19.200
12 56% Senies 0 and 300,000 shares - 30 000
5992 49200
Less Reacquired preferred shares
held in treasury (at cost) - 1 364
5992 (% 4783 4%
Less: Amount to be redeemed within one year 800 B0
Preferred Stock with Mandatory Redemption 5.192 47036
First Mortgage and Collateral Trust Bonds:
Maturiry Interest Rates

Dec 1. 1985 3'/:% — 10,000

Jun 1, 1988 L e 25000 25000

1994 | 997 476%-6 % S0.000 WO

1998- 2002 7%-117% 158,100 158 100

2003-2007 6.6%-11% 121,250 121.250

2008-2011 9% %1 2% 111,900 111900

6250 472N
Pollution Control Notes
Series. 1973 5 7% effective rate. due 1986-1998 7.700 7800
Series. 1976 7 3% effective rawe . due 1992-2006 L A

42200 42300
Vanable Rate Demand Senies due 2014-2015 WO 1550
Other | ong-Term Dehit Lt L= Jlgil_ll SR o S
feam Loas SRR INCN S
Unamortized premium and discount “‘_'_____ .. S i £ A
WO 49 7701 45

Long term debt due within lm_g_\_c_nr_ S ey UOKey
Total Long-Term Debt aw Cnes NIt Ma 'hﬁl/_ﬂiﬂ_‘_"_ __5Teel
Total Capitalization 81, 309943 100, \‘l_’i«l}‘_&._ It\*“n

*Redermprion price a December 31 1ORS 15 107 See acommprarging Notes (0 Cons .JI.LIM‘ Pl Staeinents






1. SicNaFtcANT
AccountinG Pouicies

FinaNCial StaresmeNgs

The consolidated financial statements include the accounts of the company and its totaliy-held
subsidianes. Delmarva Energy Company. Delmarva Industnes Inc . and Delmarva Capital
Investments. Inc and its subsichanes In condormity with generally accepted accounting
principles. the accounting policies reflect the economic effects of rate deasions issued by
regulatory commuissions having jurisdiction over the company

Certain reclassifications. not atfecting income, have been made 1o amounts reported in prior
vears to conform to the presentations used in 1985

RevENUES

Revenues are recorded at the time billings are rendered to custerners on a mowdily cvele basis
and include rate increases permitted to be billed subject to refund pending final approval At
the end of each month. there 1s an amount of unhilled electnic and gas service which has been
rendered from the List meter reachng w the month-end

Fuer Cosrs

Fuel costs telectric and gas) are deferred and charged o operations on the hasis of fuel costs
ncluded in customer hillings under the company s anfls which are subject to periodic
regulatory review and approval

D ianion ann Mamresanc

The annual provision for depreciation 1s computed on the straight-line basis using composite
rates by classes of depreciable property. Provision for the costs of decommissioning of nuclear
plant is made to the extent of the net cost of removal allowed for rate purposes (approximately
20% of plant cost). The relatonship of the annual provision for depreciation for hinancial
accounting purposes to average depreciable property was 3.6% for 1985 and 3 4% lor
1984 and 1983

The cost of maintenance and repairs, including renewals of minor tems of property. is changed
to operating expenses. A replacement of a unir of property s accounted for as an addition to
and a retirement from utility plant. The oniginal cost of the property retired s changed to aceu-
mulated depreciation together with the net cost of removal. For mcome tax purposes. the cost
of removing retired property s deducted as an expense

NuciFak Fuet

The company s share of nuclear fuel costs relating o jomtly-owned nuclear generaning stations
is charged 1o fuel expense on a unit of production basis. which mcludes a factor for spemt
nuclear fuel disposal costs pursuant o the Nuclear Waste Policy Act of 1982 The company

s collecting future storage and disposal costs for spent fuel as authonzed by the regulatory
commissions in each jurischction and s paying such ameounts quarterly to the Department

of l'nq-rg\'
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(Dollars m Thousands)
3 Taxes Ormer Tuan 1985 1984 1983
INcome Delaware utihty $12.168 $1371 $12.341
Property 6,784 6,652 6,483
Other gross receipts 5,799 4995 4149
Payroll. franchise and other 6003 3773 4800
Total L $30.754 $31.152 $27.773
4. Pension PLan anp The company has a trusteed noncontributory pension plan covenng all regular employees
Posi-RemkemeNT Pension contnbutions for 1985, 1984 and 1983 were $3.284 000, $2 354 000 and $4 40000,
Benerits respectively. The contmbutions provide for normal cost and amorization of prior service costs

over penods of five to twenty-five years

The actuanal present value of accumulated plan benefits. deiermmined as of January 1, 1985, was
$94.410.000 for vested benefits and $15.638 000 for accrued nonvested benefits. The market
value of net assets, ar that date. available for plan benefits were $201.398 000 The actuanal
present value of accumulated plan benefits. determined as of January 1 1984 was $80 311 000
for vested benehits and $13.816 000 for accrued nonvested benefus. The market value of net
assets. at that date. avalable for plan benefits were $191.062.000 The assumed rate of return
used in determining the actuanal present value of accumulated plan benefits was 8 (™ for
1985 and 1984

The comgzay provides certain health care and hfe msurance benefits for retired employees
Substantially all of the company s employees may become eligible for these benefits if they
reach normal retirement age while still working for the company. The company recogmizes the
cost of providing those benefits by expensing the insurance claims as they are paid These
costs totalled $2.094 000, $1.640.000 and $2.075.000 for 1985, 1984 and 1983 respectively

5. CAPITALIZATION Retained EArNiNGs

The current first mortgage bond indenture restricts the amount of consolidated retaned
carmings avatlable for cash dividend payments on common stock to $35 000000 plus
accumulations after June 30. 1978, which available amount at December 31 1985 was
approximately $143 810,000

PrepFuren Stock

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

WirHout Maxparory Reoesetion
These series may be redeemed at the option of the company at any time. in whole or n par,

at the various recemption prices fixed for each senes (ranging from $103 o $106 at
December 31 1985)
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3y CONSOUDATED FINANCIAL STATEMENTS

Wirn Masmarory Reprsiriaos

(1) The company redeemed 13,900 shares of the 9% senes i December 1985 at $100 per
share. Eight thousand of the 15900 shares were required to be redeemed by the sinking fund
and the remaining 7.900 shares were redeemed under an option of the sinking lund. Through
a tendler offer for the 9% senies the company purchased. at $103 per share. 99 834 shares in
December 1985 an! 3150 shares in January 1986 (2) The 200000 shares of the 12 56% senies
were called and purchased by the company at $108 38 in December 1985, (3) Under certain
conditions the 9% series may also be redeemed at the option of the company (4) Mandatory
sinking fund redemptions are $800.000 per year dunng the next five years: As of December
31. 1985 all shares previously held in the Treasury were retired

LosnG-Term Dem

(1) Sinking tund provisions with respect to substantially all issues of the First Mortgage and
Collateral Trust Bonds require that there be deposited annually with the Trustee cash equal to
one percent (19%) of the greatest aggregate principal amount at any one time outstanding There
shall be credited against such cash requirements (2} an amount not exceeding sixty percent
(60%) of the bondable value of property additions which the company then elects 1o make the
basis of this credit. and (b) the aggregate principal amount of bonds which might then be
made the hasis of the authentication and delivery of bonds and which the company then
elects to make the basis of this credic For the years 1983-1985. the company ¢lected to cemify
property additions to satsfy its sinking fund requirements equal 1o 1% of each series as
permutted by the indenture. (2) Substantially all utility plant of the company now or hereafter
owned is subject 1o the lien of the related Morgage and Deed of Trust (3) Pursuant to a hank
loan agreement the company has a $33.000.000 revolving credit commitment throuzh
November 1. 1989 convertible into a term loan due November 1 1992 The loan agreement
requires a commitment fee of '+% on any unused portion of the revolving credit commitment
and term loans may be prepaid at any time without penalty and would bear intevest at 100% of
the prime rate. (41 On September 26, 1985, the company issued. through the Delaware
Economic Development Authonity, $33.300.000 of Varable Rate Demand Exempt Facilities
Revenue Bonds—Series 1985 (Vanable Rate Demand Series 1985). due September 1. 2015, The
proceeds were primanily used 1o refinance $33.000.000 of tax-exempt revenue notes. This
series was collateralized with $37 000 000 First Mortgage Bonds due September 1. 2015, which
secure repayment of principal and accrued mnterest. The interest rates on the Variable Rate
Demand Series 1985, by election of the company. are subject to change daily. weekly. or under
specified conditions, annually, on the basis of prevailing rates. The Variable Rate Dervand
Series 1985 and the $15.500.000 Varable Rate Demand Gas Facilines Revenue Bonds-Senes
1984 have put options for the bondholders whereby the bonds can be presented tor payment
at specified times The bonds can be sold by the remarketing agent. The company has
sufficient long-term financing arrangements available to 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-term debt (5) During 1985 a sabsichary of Delmarva Capital
Investments. Inc entered into a loan agreement to borrow up to $25 000,000 at a rae of 10%
The loan matures on February 19, 1989 and may be prepaid ar anyume. in some instances
subject 1o a penalty. At December 31, 19835525 000000 was owtstanding under this
agreement (6) Dunng December 1985 the company temporarily borrowed $55.000.000 from
a bank in order to redeem $44, 711000 of preferred stock (including acquisition coses) and
retire $10 million of 3% Series Furst Morgage and Collateral Trust Bonds. On January 151986,
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~ Notis 10 CONSOULIDATED FINANCIAL STATEMENTS

6. COMMITMENTS
feontinued

The company has an agreement providing for the availability of fuel storage and pipeline
facilives through 1999 Under the agreement, the company must make specified
mimmum payments monthly, which totaled $1L682.000 in 1985, $1.912.000 in 1984 and
$210L000 in 1983, The amount of required payments 1s $2.060 000 in [986. $1,749 000
in 1987, $1.206.000 in 1988, $1.056.000 m 1989, $812.000 in 1990 and $11.435.000
between 1991 and 1999

7. SaLe oF CONTRACTS
rOR Nucrear Prant

The proceeds received by the company for the sale in 1975 of the contracts for a nuclear
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 been reduced by applicable income taxes and related interest (See Note
2) The company has obtained regulatory approval for this accounting treatmenc. As a result ol
ratemaking orders commencing in 1982, the company 1s amormzing the net credit in all retail
junsdictions over approximately five years and is recording the credit for inancial reporting
purposes as a reduction in depreciation expense. Amounts amortized in 1985, 1984 and 1983
were 57.202.000, $4.762 000 and $7.003.000. respectively. which includes. in 1985 and 1983
amormzanon of $2,500,000 and $3 818000 for the resale junsdictnion

8. Stiort-TeErM Desr AND
Lings or Crepin

As of Decernber 31 1985, the company had unused bank lines of credit of $44 500,000 and 15
generally required to pay commutment fees for these lines. Such lines of credit are periodically
reviewed by the company. at which ume they may be renewed or cancelled

9. Jomry-Ownen Prase

Informanon with respect to the compaiy's share of jointly-owned plant. 'mcluding nuclear fuel
for the Salem plant. as of December 31. 1985 1s as follows

(Dvllars in Thousars

Construction

Ownership Plantin  Accumulated Work in
Share Service  Depreciation Progress
Nuclear
Peach Bottom 751% $ 90530 $26 384 $ 2156
Salem 741% 190 486 52820 11.38]
Coal-Fired
Keystone 3 7% 10.701 4158 1.199
Conemaugh 3.72% 13,699 5430 165
Total $305416 $88.792 $14.901

The company provides its own hnancing for its share of 'mprovements to jointly-owned plant
In addition. the company is a joint guarantor of loans ($700.000 proportionate share ) advanced
for operation of the coal mines that supply the Keystone plant. The company s share ol
operaring and maintenance expenses of the jointly-owned plant is included m the correspond-
ing expenses in the statements of income




rva Power & Light Company
OTES 10 CONSOUDATED FINANCIAL STATEMENTS

|

10. ContiNnGENCIES a) FERC Rart Case
: In December 1985, the company reached a tentative settlement with all resale customers o

refund $3 5 mullion, which would have reduced resale rates for the period covering July 1985
through December 1986 Accordingly, a revenue reserve of $1.2 million was established as of
December 31 1985 On February 6. 1986, the company was informed by some of the resale
customers that the tentative settlement was not acceptable. The company 1s awaiting further
action by the resale customers. In the opinion of management. the ultimate disposition of this
matter will not have a material effect on the company’s financial position or results of operations

b) Prant Hewp ror Furuse Use |
In 1982 the company delayed the construction schedule for the coal-fired Nanticoke #1 |
(formerly Vienna #9) generating umt. The plant is now scheduled to begin commercial

operation in the mid 1990s. The decision is based 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 1s classified as plant held for future use and is

anticipated to be recoverable through the normal ratemaking process

O NUcLFar InsuraNG
The company's msurance coverages appheable to its nuclear power units are as follows:

(Millions of Dollars? ‘
Maximum Maximum Retrospective
Type and Source of Coverage Coverage Assessment for a Single Incidemt
Public Liability:
Private $160 N !
Price Anderson Assessment'! . 315
So4(r
Property Damage'*
Peach Botwom' $385 ~ ]
Salemy®’ $585 $28
| Al units( 7 $525 $13 ‘
§ Replacement Power: |
)

| Nudlear Electnic Insurance Limited (NFILY®' $30 $2

PRetrospective premium program v=5der the Price- Anderson abiliry provisions of the Atomic Enesse Act of 1954 as
amended Subject 1 renospecnive assessment with respect w koss from an inaders at any licensed nuclear reactos i
the United States. *"Maximum assessment would be $ 30000001 the event of mone than one inadent i any vear |
| “Flamme of lubiliny under the Price-Anderson Act for cach nudlear inadent * The company is a self insurer. to the ‘
! extent of its ownership interest. for any property loss in excess of the sared amounts < 'For property damage 1o the |
K Peach Bowom nuclear plant facilities. the company and its co-owners have private insurance up o $385 millon |
S Nuckear Mutual Limited, & unility-owned munual insurance company with which the company and the Salem
nuclear faaliry co-owners are members. Maximum retrospective assessment is ten times annual premium with }
respect 1o loss at any nuclear generating stanon insured by the mutual msurance company. 7 'All units are insured by
Nuclear Flectric Insurance Lirmited (NEHL I for kosses in excess of $500 million. Maximum retrospective assessment ‘
is seven ind 3 half imes the annual premiums. = Utility owned mutual insurance company with which the \
compary 1s a member which provides coverage agamst exima expense incurred (a obtaining replscement power ‘
dunng prolonged academal outages of nuclear power units. Maximum weekly indemnity for 32 weeks which
commences after the first 26 wecks of an outge Also provides $1500 000 weekly for an addioonal 52 weeks
Maximum retrospective assessment is five imes annual premiums

A d) Ornen
The company is involved in centain other legal and admimustrative proceedings before various
courts and governmental agencies concerning rates. environmental issues. fuel contracts and

other matters. In the opimion of management. the ultimate disposinion of these proceedings will
not have a matenal etect on the company's financial position or results of operations

37
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No < Cmmmm‘m FINANCIAL STATEMENTS

Segment information with respect t electric. gas and steam operations was as follows

(Dollars i Thowsands
1985 1984 1983
Operating Revenues:
Electne $ 605581 § 584163 $ 542252
Gas 95,256 101,578 94 358
Steam 21,997 16852 13189
Total $ 722834 $ 702593 $ 649799
Operating Income:
Electnc $ 127148 $ 125200 $ 122993
Gas 6.604 6616 4928
Stearn 1.763 1.393 1.217
Toral $ 135515 $ 133200 $ 120138
Utility Plang =2
Electric $1.284.062 $1.257.728 $1.242.145
Gas 64.967 59097 51033
Steam 4142 4349 4924
1.353.171 1.321.i74 1.208 102
Other Identifiable Assets
Electnc 99 348 157 437 106347
Gas 20985 42685 12361
Steamn 413 440 471
129,746 200562 119.179
Assets Not Allocated 191,853 69894 115082
Total Assets £1674,770 $1.591.630 $1.533.263
Depreciation Expense: '
Electric $ 56577 $ 54255 $ 52530
Gas 3,699 3310 3173
Steam 907 899 896
Total $ 61183 $ 8464 § 5659
Construction Expenditures:**
Electric $ B6OT3 $ 69233 $ 70927
Gas 8.382 10,109 5070
Steam 408 146 Bl
Toal $ 94923 S TU488 S 76056

Hinchudes plant held for funre use. conssrucion work in progrese and allocation of commeon cality properey
SSeatedd net of the respective accumulated provisions tor deprecation
VExclhudes amontization of credir ansing from: sale of contracts

HExchudes allowance for funds usad durng construction

Operating income by segments is reported in accordance with generally accepted accounning
and ratemaking prinaples within the utility industry and. accordingly. includes each segment’s
proportionate share of taxes on income and general corporate expenses
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12, SUPPLEMENTARY
INFORMATION TO
r Discrose te Errects
i OF CHANGING
» Prices (Unavoiren)
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The following supplementary financial informanon. as prescribed by the Financial Accounting
Standards Board in Statement No. 33 as amended, is supplied for the purpose of providing
information about the effects of changing prices on the company’s operations. The nforma-
tion should be viewed as an estimate of the approximate effect of inflanon rather than as a
precise measure.

Current cost amounts reflect the change i speaific prices of plant from the dare the plant was
acquired to the present The current cost of utihty' plant represents the estimated cost of
replacing existing plant assets and was determined by indexing existing plant by the Handy-
Whitman Index of Public Utility Construction Costs. Constant dollar amounts represent
historical costs stated in terms of dollars of equal purchasing power, as measured by the
Consumer Price Index for All Urban Consumers, and differ from current cost amounts to the
extent that prices in general have increased more or less rapidly than specific prices.

Supplementary Financial Data Adjusted for the Effects of Changing Prices
(Dollars in Thousands)

For the Year endled December 31 Histoncal Cost Current Cost
(Average 1985 Dollars)

Operating Revenues $722834 $722834

Operation and Maintenance 424.748 424748

Depreciation 61,183 116,142

Amortization—Summit (7.202) (7.202)

Taxes 108,590 108,590
Other Income—Net (BBIO) (B810)
Interest Charges 7.687 47,687
Net Income: ! $ G6.638 $ 41679
Eamings per common share

(after preferred dividend requirements ¥ $ 276 $ 095
Increase in current cost of utility plant held

during the year' $ 26,308
Adjustment to net recoverable cost 61,394
Effect of increase in general price level (79,549)

Excess of increase in current costs after
adjustment to net recoverable cost

over increase in general price level 8153
Purchasing . wer gain on net amounts owed 21.441
Net $ 29,594

Hincluding the adjustment 10 net recoverable cost. the income on a cument cost basis for 1985 would have been
$103.073
“Excluding adjustment 1o net recoverable cost
(HAr Decerrber 31, 1985, the cument cost of ner utihty plan: was $2 265170 while historical cost was $1,353.171
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Five-Year Comparison of Selected Financial Data
Adjusted for the Effects of Changing Prices

{In Thousands'" of Average 1985 Dollars)

For the Years ended December 31 1985 1984 1983 1982 1081
Operating revenues

Histoncal cost dollars $722834 $702593 S649.799 5636600  SO0BS504

Consiant dollars 722834 727428 701626 709560 719750
Net income

Current costs 41679 49 331 34.128 25,065 17,774
Eamings per common share

Current cosrs 95 1.20 72 41 12
Net assets at year end‘ *'

Histoncal cost dollars 666811 6440650 608513 573073 542080

Current costs 655619 656467 646006 631478 620455

Excess of increase n current
COSES OVEr INCrease in

general price level ¥ 8153 (10515 5848 4033 (71.210)
Purchasing power gain on net

amounts owed 21 441 25914 24 489 25276 59,185
Cash dividends declared per

common share

Historical cost doilars $ 1945 § 183 $ 168 § 1595 § 1535

Constant dollars 1.945 1 89 181 178 182

Market price per comimon
share at year-end

Historical cost dollars 2788 2200 19.25 1638 1263

Constant dollars 2741 2240 2044 1805 14 46
Average Consumer Price

Index (1967 = 100) 3222 3112 208 4 2891 2724

VExcepr per share amounts
‘At net recoverable cost
HAker adjustment © net recoverable cost

As required by Statement No 33, the current provisions for depreciation on the current cost
amounts of unlity plant were determined by applying the company’s deprecuation rates to the
indexed plant amounts, even though deprecianon is hmited to recovery of histoncal costs as
further discussed below Other operating expenses were either not required to be adjusted or
were not adjusted due to rate-making considerations

The company. by holding monetary assets such as cash and recewvables. loses purchasing
power during periods of inflation because these items can purchase less at a future date
Conversely. by holding monetary Lt nlities, primanly long-term debt. payments in the fu-
ture will be made with dollars having less purchasing power. For the vears 1981-1985. the
company's monetary habilities exceeded monetary assets which resulted in a purchasing
power gain on net amounts owed during the year

The rate regulatory process limts the company to the recovery of the historical cost of plant
Therefore. the excess of the cost of plant stated in terms of current cost over the histoncal cost
of plant is not presently recoverable in rates as depreciation and 1s reflected as a reduction to
nex recoverable cost. Based on past practices, however. the company believes it will be allowed
to eam on the increased cost of its facilines when replacement acrually occurs




Since the gain from the decline in purchasing power is attributable to long-term debt which

g INFORMATION has been used to finance utility plant. the reduction of utlity plant to net recoverable amount
{eontnuea ) is netted against the purchasing power gain on net amounts owed dunng the year.

13. QuarierLy Financiat.  The quarterly data presented below reflect all adjustments necesary in the opimon of the
INFORMATION company for a fair presentation of the intenm results. Quarterdy {ata normally vary seasonably
(Unavoiren) with remperature vanations. differences between summe, « .0 - nter rates. the tming of rate

orders and the scheduled downtime and maintenance of electric generating units
Earmungs Earnings
Apphcable Average per
L Quarter Operating  Operating Net  toCommon Shares Average
Ended Revenue  Income  Income Stock  Qutstanding Share
{Dokars te Thousands) (in Thousards)
1985
March 31 $198.788 $ 36946 $27114 $23964 30,482 $0.79
; June 30 161.093 20416 20,582 17433 30,482 057
: September 30 196,352 43,496 34235 31,085 30482 102
p Devember 31 166,601 25657 14.707 11,557 30,482 038
» $722834 3135515 $96638 $84.039 30,482 $276
1984
March 31 S190185 § 36823 525996 $22.809 30003 S0.76
June 30 164 181 20957 19,130 15054 30,172 053
F. September 30 188901 41862 33002 20937 30,337 099
\ December 31 159326 23,567 13892 10.748 30482 035
f $702593 $133209 $92110 $7T9448 30,248 $263
|

In the fourth quarter of 1984 adjustments for a voluntary Delaware revenue refund and other
regulatory items were recorded. The effect of these Jd;uatmems reduced fourth quarer net
income by approximately $4.200.000 {14¢ per share)

In the second quarter of 1985, adjustments were recorded for the addinonal Delaware elecmc

retail revenue refund for 1984 and addinonal amortization of the credit ansing from the sale of
contracts, which resulted fror v out-of-court tax settlement. The effect of these adjustments

reduced second quarter nes in u.:e by approximately $1100.000 (4¢ per share)

In the fourth quarter of 1985, the company wrote-off its share of advances under urarim
supply contracts that were terminated and also accrued for a resale revenue refund . The effect
of these adjustments reduced fourth quarter net income by approximately $2 063,000
(7¢ per share)
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ANNUAL MEETING

The Annual Meeting will be held
on April 29 at 11:.00 am., in

the Clayton Hall, University of
Delaware, Newark, Delaware.

ApDITIONAL REPORTS

To supplement informatior. in this
Annual Report. a Financial and
Statistical Review (1975-1985) and
the Form 10-K are available upon
request Please write to Stockholder
Relations, Delmarva Power, 800
King Street, PO Box 231,
Wilmington, Delaware 19899

Art Dimecnion & Desion: Teresa Zimerman, Pruotocrary Jons Carrer [ Cover luustranon: Paseia Pamok Hicains









Financial Highlights

%
Increase
(Thousands of Dollars where applicable) 1985 1984 (Decrease)
Electric Sales — Megawatthours 32,320,508 31,597,401 2
Gas Sales — Kilotherms 2,125,674 2,147 315 1
Total Operating Revenues $ 4,409,054 § 4,196,124 5
Total Operating Expenses $ 3,781,268 $ 3,597,986 5
Eamings Available for Common Stock $ 484,550 $ 429808 13
Shares of Common Stock (Thousands)
Average 122,344 108913 12
Year-end 131,699 112,563 17
Eamnings per Average Share of Common Stock $3.96 $395
Dividends Paid per Share of Common Stock $2.81 $2.70 4
Common Stockholders — Year-end 231,732 234,156 (1
Coverage Ratios
Fixed Charges 376 361
Fixed Charges and Preferred Dividends 291 276
Return on Average Common Equity 14.03% 14.43%
Book Vah-_ $28.04 $27.17 3
Year-end Market Price 3% 26% 18
Gross Additions to Utility Plant $ 1,220,089 $ 967365 26
Total Utility Plant at Onginal Cost $10,977 321 $ 9870429 11
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Public Service Electric and Gas
Company joins in celebrating
the Centennial of the Statue of
Liberty in 1986.

The Company 1s proud to
provide the electricity to light
the torch that has been a beacon
of hope and a sign of welcome
for millions of Amencans. And
1t 1s proud to have produced a
27-minute film honoring the
many immigrants who pass.d
through Ellis Island.

Harold W. Sonn, PSE&C's
chairman of the board, serves
as chairman of the New [ersey
State Campaign for the Liborty
Centenmial, to raise funds ‘or
the restoration of the Stazue of
Liberty and Ellis Island



PSE& G Profile

Public-Service Electric and
Gas Company is the largest
utility in'New Jersey and

one of the largest combina-
tion electric and gas utilitjes
in the United States. It serves
approximately 5.5 million
people, nearly three-quarters
of the state’s population.

The Company's service area,
covering some 2,600 square
miles; runs diagonally across
the state’s industrial and
commercial corridor from the
New York state border on
the north to Camden on the
south. This diversified and
heavily populated area in-
cludes the six major cities of
-New Jersey as well as nearly

300 suburban and rural

communities.
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To Our Shareholders

In 1985, Public Service Electric and Gas
Company stepped boldly toward the
threshold of the 21st century. During no
other year in its rich history has the
Company expressed such excitement for
the future and, more important, such con-
fidence in its strength to meet the chal-
lenges and opportunities that the years
ahead will bring.

The Board of Directors, in July, author-
1zed the formation of a holding company,
subject to the approval of the New Jersey
Board of Public Utilities and, of course,
PSE&G's stockholders. The action, which
was strongly supported by management,
charted the course PSE&G would travel in
order to retain its firm financial footing
in a changing utility environment.

The essence of our strategy is, in a
word, diversification. A newly formed hold-
ing company would diversify, to a limited
extent, into non-utility businesses with the
potential for enhancing financial strength.

At the same time, electric and gas
service by PSE&QG as a regulated subsidiary
of the holding company would continue
as the principal business of the system. In
short, PSE&G would be the backbone of the
holding company.

The holding company, which would
bear the name Public Service Enterprise
Group Incorporated, would provide an appro-
priate structure for diversification and for
maintaining the Company’s strength in the
volatile and competitive utility environment.

in the 1960s, the utility industry was
generally stable with manageable capital
and energy costs needed to meet customers’
demands for electricity and gas. In the
1970s, the industry was faced with energy
shortages, a depressed economy, greater
regulatory and tax pressures and uncertainty

about the future.
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Today, the financial community tends
to perceive the vtility business as an in-
creasingly uncertain investment. However,
conditions of the rest of the 1980s and,
for that raatter, of the 1990s and bevond
must not be viewed with trepidation—if a
company is active, flexible and adaptive.

During the 1980s, PSE&G has con-
centrated on completing the Hope Creek
Generating Station, its last major con-
struction project in this century. We will
continue focusing on Hope Creck until it is
placed in service, which is expected to be
later this year.

Once this major milestone 1s reached,
PSE&G will be ready for the future, and the
holding company will fit this need.

Our service area is relatively mature,
with only modest growth projected. PSE&G,
like the utility industry, is confronted with
formidable, unregulated competition. For
example, changes in federal regulation en-
able natural gas consumers, especially large
users, to buy the fuel privately and make
their own arrangements for pipeline de-
livery. The business of a gas distribution
utility, such as PSE&G, 1s changing.

Diversification would provide the
Company with the opportunity for growth
in earnings without increased rates for
electric and gas customers. We feel that the
holding company structure offers the best
way for diversification and provides a basis
for insulating customers from results of
unregulated businesses. It allows also for
greater freedom for innovation and initiative.

Common stockholders would par-
ticipate in the benefits and the risks of the
Company’s investment in non-regulated
businesses. The formation of the holding
company is described in much greater depth
in the Company's proxy statement, and you
are encouraged to read 1t carefully.




Assuming we gamer all the necessary
approvals, including the endorsement of
our holders of Common Stock and $1.40
Dividend Preference Common Stock when
we meet in April, the Company would
undergo restructuring in May.

While 1985 was a year in which we
sharpened our focus on the future, it was
also a year in which we paid careful atten-
tion to the present.

Eamings per share of Common Stock
were $3.96, compared with $3.95 in 1984
when there were 13.4 million fewer shares.

In May, we raised the quarterly divi-
dend by three cents to 71 cents a share.

It marked the tenth consecutive year we
increased the dividend in line with our
policy to raise it on a regular basis. The in-
dicated annual rate is now $2.84 per share.

New Jersey continued to hold world-
wide appeal as a place to do business. Many
foreign firms have found the state to be
an ideal home, and they now account for a
sizable portion of its workforce. Developers
have excitedly pursued plans along the
Hudson River waterfront—New Jeisey's
Gold Coast—and in other key regions from
the Meadowlands to Burlington County.

Milestones marked the year at both
our Salem and Hope Creek Generating
Stations. In December, Salem 1 broke the
national record for annual electric genera-
tion by any type of unit—nuclear, coal, o1l
or gas. Its 277 consecutive days of service
was a Company record. Salem 2 returned
to operation in May after a long outage
because of a problem with its generator, and
it performed well for the balance of 1985.

By the end of the year, Hope Creek's
construction was virtually completed. The
plant began undergoing a senes of tests
in anticipation of fuel loading in 1986.
Plans call for the unit to be placed in com-

mercial operation sometime in the second
half of the vear.

Hope Creek's cost has been increasing,
partly because of scheduling adjustments
and partly because of higher labor and other
construction charges. We are concentrating
on placing the plant in service as quickly as
possible, without sacnificing quality, for the
benefit of our customers and stockholders.
The cost of the plant is now expected to be
between $4.15 and $4.3 billion, which 1s
about $400 million in excess of the cost cap
contained in the 1982 cost containment
agreement for the plant. The final figure
will not be known until Hope Creck begins
operation, because of numerous clean-up
items and testing which must be completed.
Based on our present estimate, the cost
overruns will result in a reduction in carn-
ings per share of between 5 cents and
8 cents in 1987 under the earnings penalty
in the cost containment agreement. The
reduction would be less in subsequent years.

In December, we petitioned the New
Jersey Board of Public Uulities (BPU for
a $633.6 million, or 14.2%, increase in
annual revenues. Nearly 90% of the total 1s
in electnce revenues, mostly attributable to
the completion of Hope Creck.

The rate increase request also reflects
anticipated savings in the cost of fuel,
stemming from Hope Creek's operation. By
the time we receive a ruling on our appli-
cation, our existing base rates will have
been in effect for over two-and-a-half years.
We believe, therefore, that the amount of
increase in our petition is reasonable. We
anticipate a decision in September when
we expect Hope Creek in service.

With the completion of Hope Creek,
the Company will end a period of heavy
construction expenditures. We do not plan
anv new large generating units for at least
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The Financial Picture

Dcspitc adverse pressures from vanous fronts
during the year, the financial results in 1985 placed
the Company on tirm ground. Throughout the
year, the Company sought to provide a solid capital
structure and strong credit rating,

Earnings remain stable

Earmings available tor Common Stock rose to $484.6
milhon in 1985, up from $429.8 million in 1984,
Earnings per share of Common Stock were $3.96 in
1985, compared with $3.95 in 1984, when there were
13.4 milhon fewer average shares outstanding

The increase of 0.3% in carnings per share, or
12.7% n overall carnings, was attnbutable to the
base rate increase, effective March 23, 1984, higher
clectric sales, and greater Allowance for Funds Used
Dunng Construction [AFDC). Operating expenses
rose at about the same rate as the previous year,
to $3.8 billion from $3.6 billion, or 5.1%.

Reported carmings for the year were reduced by
a write-off, after taxes, equal to 10 cents a share, of a
portion of replacement energy costs which stemmed
from outages at the Peach Bottom and Salem gen-
erating stations and for which recovery was disal-
lowed by the New Jersey Board of Public Utilities
(BPU!. The results also include a wnite-off, equal to
about 3 cents a share, from losses associated with
the abandonment of three uranium supply agree-
ments, which were no longer economical.

Total revenues increased 5.1%, to $4.4 billion
from $4.2 billion. Electnic revenues accounted for
68% of the total, nsing to $3.0 billion from $2.8
billion, or 6.5%. Gas revenues made up the other
32% of the total, rising to $1.41 billion from $1.38
billion, or 2.1'%.

The higher revenues were buoyed in large
measure by an upswing in clectnic sales to the ex-
panding commercial sector and to service-oriented
and high-technology facilities. Overall electric sales
rose 2.3% in 1985 over sales recorded a year carlier.
Total gas sales, however, dechined 1%, an outcome
of the switching from gas to o1l by some customers
with dual-fuel capability and a slowdown in manu-
facturing activities.

According to the Company's latest financial fore-
cast, electnic and gas sales will show modest gains
through 1987. The brightest spot will remain the
commercial sector, as development unfolds in cer-
tain regions of the state, such as the Hudson River
waterfront and the Route | corndor in Princeton.

For the 198587 penod, electnic sales were
forecast to increase, on an average basis, 1.5%, while
gas sales were anticipa ed to grow, on average, 2.1%.
Thereatter, through the first decade of the 21st
century, growth is expected to remain modest
generally in the 1%-to-2% range - for both electric
and gas sales.

As a result of the higher revenues in 1985,
New Jersey gross receipts and franchise taxes mse to
$557 muillion from $530 million, an increase of 5.2%.

Dividend increased

The Board of Directors in May increased the quar:
terly dividend on Common Stock to 71 cents per
share, up from 68 cents. It marked the 10th consec-
utive year the dividend has been raised. The annual
rate is now $2.84 per share, up from $§2.72.

The increase in the dividend, effective with
payments in June, 1985, was in line with the Com-
pany's policy of raising dividends on a regular basis
and paying a dividend that 1s sustainable.

Construction costs rise

Construction expenditures, including AFDC, pay-
ments tor nuclear brel and advances to subsidiaries,
increascd to $1.22 bilhon in 1985 from $964 million
in 1984,

Expenditures in 1986 are expected to drop to
§739 muillion, as the Company brings to an end a
period of heavy construction spending,

In the five vears through 1990, total construc-
tion costs are estimated at $3.0 billhon, in<luding
approximately $240 million of AFDC. Much of the
amount will be used to upgrade existing facilities.

Hope Creek has had a targeted cost of $3.795
billion wsomming fro.m a cost containment incen-
tive agreement approved in 1983 by the BPU. The
agreement had been reached in 1982 with the New
Jersey Departments of Energy and the Public Ad-
vocate and also designated December, 1986 as the
target date for Hope Creek's operation.

There will be an camings penalty if Hope
Creek 1s completed 1n excess of the cost cap. Under
the agreement, the Company’s revenue requirement
related to rate base, as determined by the BPU,
would be based on the exclusion from rate base of
20% of costs incurred in excess of the cost cap. If the
overrun exceeds 10% of the cost cap, the approved
rate base would be based on the exclusion of 30%
of those expenditures i excess of the 10% overrun.
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The agreement also provides for the exclusion of
costs relating to certain extraordinary costs from
the penalty provision.

The Company’s current estimate of the cost of
the plant is between $4.15 and $4.3 billion. Based on
that estimate, the cost in excess of the cap could
result in a reduction of camings in 1987 of between
5 cents and 8 cents per share of Common Stock
under a formula in the agreemcat. The reduction
would decline in subsequent years over the depreci-
able life of the plant.

It 1s difficult to predict the final cost of the
project as it nears completion because of numerous
pre-operational items and imprecision in the timing
of tests and power ascension programs which must
be adjusted to meet problems as they anse.

Costs at the completion of the project, after
fuel is loaded, will include the accrual of AFDC at
about $18 million per month and direct costs of
about $5 million per month, unul the plant is de-
clared in commercial operation.

The Company's first pnionty is to get the plant
completed and operating as quickly as possible
without sacrificing quality. Delays would further
INCrease costs.

A goal of the Company has been to raise in-

ternally at least half of 1ts total capital requirements.

That aim has been met generally in the 1980s.

Now that Hope Creek will be coming on line
and construction costs will drop significantly for
the remainder of the decade, the Company’s goal 1s
to generate all funds interally. This will reduce
pressure on the ratio of eamings to fixed charges
associ~ted with debt and preferred stock financings,
and will limit the need to issue additional shares of
Common Stock.

Capital structure shows balance

The principal financial objective of the Company
continues to be a conservative capital structure that
reflects the increased risk in the utility business.
Maintaining this posture will enable the Company
to protect its high credit rating and take advantage
of financial flexibility.

The Company hopes to achieve interest cov-
erages, before taxes, of at Jeast 4 times. Another
objective 1s to continue reducing its long-term debt
ratio, which dropped from 45 8% at the end ot
1984 to 42.4% in 1985.

In 1985, the Company purchased on the open

market and cancelled a total of more than $70
rallion of high coupon debt to help reduce interest
costs. Additional retirements of high cost debt and
preferred stock are anticipated in 1986 through
open-market purchases and early redemptions.

During the year, PSE&G ventured for the firs,
time into the European debt market to take advan-
tage of lower interest rates. On December 10, the
Company negotiated the sale of $75 million of 9%%,
10-year First and Refunding Mortgage Bonds, which
were sold in Europe. Entry into the Eurobond market
will save the Company an estimated $1.5 milhon
in interest costs over the hife of the bonds, when
compared with the domestic market.

In luly, the Company issued $125 million
principal amount of 30-year First and Refunding
Mortgage Bonds. Interest will be 9% in each of the
first three vears, and then the rate will be reset or
the bonds will be redeemed at par.

The Company raised 177 8 million through
the public offering of 7 million shares of Common
Stock in January. Duning the year, it raised $165.3
milhion from the sale of 5.9 milhon shares of Com-
mon Stock through its Dividend Remnvestment and
Stock Purchase Plan and employee benehits plans.

The Company also generated $159.9 million
by selling 6.2 million shares of Common Stock in a
nights offering. More than 88% of the shares were
purchased through subscription. Holders of Com-
mon Stock were 1ssued nghts to subscribe to one new
share for every 20 shares they owned as of October
16. The subscription price was $25.75, and the otfer
ended on November 6.

Proceeds from the sale of the stock and bonds
were used principally to pay short-term debt incurred
as a result of the Company's construction program,

Changes affect reinvested dividends
Major modifications of the Dividend Reinvestment
and Stock Purchase Plan became effective with the
start of 1986. About 92,000 or one-third of the Com-
pany's stockholders participated in the plan in 1985,
First, taxes on dividends reinvested in qualitied
utility reinvestment plans can no longer be deferred.
Congress did not extend the determent granted
through 1985 by the Economic Recovery Tax Act.
The change should be considered in tax planning for
the vear. The Company urges each participant to
consult the Internal Revenue Service or a pnivate
advisor to determine individual tax consequences.






Review of Operations

Electric Operations

A 2% increase 1n electnc output was recorded in
1985, largely as the result of a growing demand

in the commercial sector. Total megawatthours pro
duced, purchased and interchanged amounted to
34.9 million, up from 34.2 million a year earhier

Records are set

Steamy weather in mid-August resulted in shartered
peak load records. An all-ime, one-hour peak of
7,721 megawatts occurred on August 15. Only the
day before, August 14, the peak load had reached a
new high of 7,549 megawatts, breaking the previous
mark of 7422 megawatts on June 11, 1984, Also

on August 15, the maximum day’s output reached
149,457 megawatthours, up more than 4% from the

mravienie racnrd of 1412850 mooawarthaure oan Tane
PIOVIOUS TeCord O 155,000 MEZawalinours on Junc
11, 1984

When the new l‘L'.I'K load record was estab-
lished, the Company had an installed generating
capacity of 8,999 megawatts, providing a reserve
margin of '5.6%.

The table below shows the Company's forecast
for generating capacity, in megawatts, over the next
decade, based, in part, on normal weather conditions
The installed capacity, in megawatts, reflects the
Hope Creek Generating Station starting in 1987

18
29
28
27
25
24
23
b1
21
20

Economical fuel mix is sought
The Company continued to reduce its dependence
on high-cost oil to produce electneity, reaching in
1985 the lowest amount used since 1948 It relied
instead on more economical fuels—nuclear, coal and
natural gas

Comparative fuel costs in 1985 per million Brit
ish thermal units were: nuclear—S80.K2, coal—$1.99
natural gas—$4 .05, and o11—$4.73

Dunng 1985, 2.3 million tons of coal, and 34
million barrels of nil were purchased and 394 million
therms of natural gas were used for PSE&G's New
Jersey electric production facilities The natural gas
displaced the equivalent of 6.5 million barrels of oil
representing a $19.9 mulhion savings. Additional
savings of about $3.4 million were realized through
spot market purchases of coal and oil

The average delivered cost of coal purchased
in 1985 to generate electncity was 353.05 per ton
4% lower than in 1984, due to more favorable
market conditions and lower contract prices. The
average cost of low-sulphur heavy oil to produce
electncity was $28.50 per barrel, 8% lower than in
1984, because of soft market conditions which
resulted in lower contract and Spot prices

The diversity of the Company’s energy output
by fuel sources in 1985 is illustrated as follows
nuclear—24%, coal—32%, natural gas—9%, o1l —5%
and purchased and interchanged-—30%

Uranium suppiies are adequate
I'he Company has sufficient siranium supplies
under contract with producers in the United States
and Canada to meet the fuel needs of both the Salem
and Hope Creek Generating Stations through 2000

Durnng 1985, uranium pnces stabilized at
around $16 a pound, after declining from a high ot
$24 a pound in mid-1983. Uramum production n
the US \irup[vc\' off as the availability of lower-cost
higher-grade Canadian supplies increased

In September, the Company terminated a con
tract with Sequoyah Fuels Corporation, a subsidiary
of Kerr-McGee Corporation. The project had been
in a standby status since 1980 because open-market
prices of uranium had been substantially lower than
the coniract pnice. Sequoyah was to have delivered
tour million pounds of urantum

In December, the Company terminated its in
terest in two other uranium ventures, one of which
was a project of Philadelphia Electric Company tor
the Peach Bottom units

As a result of these three abandonments and
prior to regulatory approval, the Company's aggre
gate net losses of $21.7 million after related tax
savings were deferred and are being amortized over

even-year period commencing in 1985. This

imortization reduced net income by approximately
$3.1 million in 1985. The reduction in carnings

per share ot Common Stock for 1985 amounted to






3 cents after taxes. The Company 1s seeking regula-
tory approval to recover these losses in its current
base rate case.

Future regulatory action may require a change
in the level of annual amortization or could require
the immediate wnite-off of any remaining unamor-
tized balance existing at that time. Any amount not
recovered, in the opinion of management, would not
have a material effect on the Company’s position or
results of operations.

At year's end, there were reports that the
United States may consider imposing import quotas
on uranium, which could lead to higher pnices in
the future.

The Company continued, however, to focus on
cost-saving measures. An incentive price provision
in 2 new uranium ennchment service contract will
lower enrichment costs by an estimated $50 million
through 1990. The amount is on top of an estimated
$65 million savings stemming from consolidation of
a number of previous agreements under the contract,
which the Company signed last year with the US.
Department of Energy. In September, a federal judge
in a case to which the Company was not a party
ruled that these new contract forms of DOE for the
enrichment of uranium are null and void. The par-
tics involved in those proceedings have appealed,
and the Company has joined a group of other utili-
ties in secking to have the decision overturned.

By the end of 1985. the Company had paid the
Federal government $79.7 million in fees to fund the
eventual transportation and permanent disposal of
spent nuclear fuel. The fees were paid in accordance
with the Nuclear Waste Policy Act of 1982, which
requires utilities to fund the program at a rate of
one mill per kilowatthour of nuclear energy pro-
duced. The cost to the Company 1s for its share of
energy produced by the Salem and Peach Bottom
generating stations.

Purchased powe- yields savings

During 1985, 30% of the Company's energy output
came from the purchase of relatively low-cost power
from neighboring electnc utilities, mostly through
the Pennsylvania-New Jersey-Maryland [PJM] Inter-
connection and the Allegheny Power System. The
purchased energy was generated primarily by coal
and thus replaced more costly oil- and gas-fueled
generation.

Salem 1 highlights nuclear generation

With Salem Generating Station’s Unit 1 leading the
nation in electnc generation, the Company’s nuclear
performance showed sigmficant improvement in
1985. The results manirested the Company's basic
goals of maintaining safety, demonstrating reliability
and upgrading the economic competitiveness of
nuclear energy.

Nuclear generation came from four operating
units, the ownership of which the Company shares.
Two units are at the Salem station, which the
Company overates, and two are at the Peach Bottom
station in Pennsvlvania, which Philadelphia Electric
Company operates. PSE&G has a 42.59% interest in
Salem, and a 42.49% interest in Peach Bottom. Its
share of total output was 8,352,592 megawatthours.
If 01l had been used to generate this electncity, there
would have been an additional cost to customers of
about $360 million.

During one period of the year, Salem 1 was on
line for 277 consecutive days, breaking its previously
longest run of 88 days and establishing a new mark
for all PSE&G generating units, regardiess of fuel.

On December 16, Salem | became the record
holder for a year's gross electric power produced in
the United States when it reached 8,969,747 mega-
watthours. The 1079-megawatt unit won the distine-
tion by surpassing a record held by a 1300-megawatt,
coal-fired plant, Mountaineer Unit 1 in West
Virginia. By vear’s end, Salem 1 had produced
9,379,960 megawatthours.

The new record for power produced by anv type
of generating station—nuclear, coal, o1l or natural
gas—came three days after Salem 1 had established
a new record for generation by a nuclear umit. In
reaching 8,892,300 megawatthours, it bested a record
set by Peach Bottom 2 in 1979.

Salem 2 was returned to service in April after
its failed generator was replaced with one that had
been purchased for Hope Creek Generating Station's
Unit 2, the construction of which had been can-
celled in 1981

Peach Bottom 2 was returned to service in July
after refueling and correction of genenc piping prob-
lems. Peach Bottom 3, the other unit 2+ the station,
operated well before it was removed from service in
fuly for refueling and piping work. It was scheduled
to return in the first quzito of 1986



Hope Creek approaches completion
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interstate pipeline transportaton. As a result, there
may eventually be substantial changes in the

way natural gas i1s marketed, which would lead to
increased competition.

The Company introduced, in August, a new
rate that it will charge for the transporiation of gas
which large volume customers purchase directly
from third parties. A number of customers have
made such purchases, arranged for interstate pipe-
lines to transport the gas to PSE&G, and used the
Company's transportation service to deliver the gas
to their facilities. These direct purchases may result
in substantial savings to the customers, largely
through the parual avoidance of gross receipts and
franchise taxes which represent nearly 14% of the
cost of regular gas service.

EDC'’s levels remain high

Energy Development Corporation [EDC), the
Company's exploration and production subsidiary,
supplicd 8% of the total gas purchased by the
Company in 1985. Dunng the previous vear, EDC
accounted for 6% of the Companv's supplies.

Revenues from the sale of natural gas and oil
were $94.3 million, up 19.6% from the 1984 higure.
Net income fell 8.1% to $9.5 million, due to in-
creased amortization charges.

In 1985, EDC drilled 45 wells, 13% less than
last year. Twenty-eight were onshore and 17 were
uifshore. At year's end, 13 were still being dnlled.

Onshore operations took place in the Gulf
Coast regions of Texas, Louisiana, Mississippi,
Alabama and Flonda. Fourteen wells were success-
ful, and 14 were abandoned. Offshore activities in-
cluded exploratory dnlling on 14 lease blocks and
development dnlling to delincate prior discoveries.
Six wells were successful, and 11 were not.

About 48% of EDC's 1985 gas sales was deliv-
ered through Gasdel Pipeline System Incorporated,
an EDC subsidiary.

Distribution expands
The Company continued in 1985 to install new gas
mains and services at record levels. Nearly 300 miles
of mains and nearly 275 miles of services were
placed throughout the Company's service termtory.
In addition, some 30,000 new gas meters were in-
stalled, the most since the 1950s.

A major project involved the relocation of
18,000 feet of mains and 500 services as part of a
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sewer construction project in Camden. The Company
negotiated an agreement with the Camden County
Municipal Utilities Authority to be reimbursed a
total of $1.12 million, essentially the overall cost of
the Company's work.

Training upgraded

The Company announced that all employees in-
volved in gas apphiance service will undergo specially
developed, hands-on training to prepare them for
work on advanced gas-fired equipment that 1s now
on the market. The program was launched after a
pilot study completed in May showed a considerable
improvement in service capability among employees.

Service to Customers

In 1985, the Company demonstrated repeatedly its
deep concern for the New Jerseyans it serves, as
the number of customers reached 2 million for the
first time.

Employees meet the test

Electric service to more than 239,000 PSE&G cus-
tomers was interrupted by Hurricane Gloria dunng
its rampage through the state on September 27.
Crews worked around the clock and restored all
power within 48 hours.

The Company then responded to appeals for
assistance by dispatching 68 crews to areas of Long
Island, Connecticut and Massachusetts to help
utilities there restore service to their customers.

On Labor Day, electric and gas crews cooperat-
ed with firefighters battling a blaze that destroyed
40 acres in the heart of Passaic’s industnal section.
One volunteer, Wilham Koenemund, who worked in
the Company's electric transmission and distribu-
tion headquarters in Secaucus, died of a hears attack
while fighting the fire as a member of the Secaucus
Fire Department. Later, the Company offered bill-
paying assistance to customers who were left home-
less and jyobless by the blaze.

In mid-October, eight gas distribution crews
and 20 service personnel answered an appeal from
the Brooklyn Union Gas Company. Water from a
broken main had entered the gas distribution system,
causing widespread outages over a 100-block arca
and forcing Brooklyn Union to seek restoration
assistance from other utilities,

Quality and efficiency emphasized
The Company maintained its aggressive approach
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in instituting programs and projects to improve the
quality and efficiency of service to all customers.
The hallmark of the effort remained its “Challenge of
Caring” program that was begun in 1983 to emphasize
te employees the importance of good customer re-
lations. And PSE&G continued to stay tuned to the
thoughts and ideas of customers by supporting, for a
third year, three consumer advisory panels.

In 1985, the Company started sending bills in
Braille to blind customers. It made arrangements
with a number of additional financial institutions to
accept bill payments from customers. And it ex-
pedited receipt of payments through the mail by
adding bar-coding to reply envelopes.

The Company s ongoing effort to assist low-
income customers took a creative tum when the
Company purchased discounted natural gas from
Citizens Energy Corporation (CEC), a Boston-based
energy cooperative headed by Joseph P. Kennedy 11
CEC’s profits were then donated to the Salvation
Army, which administers Project Volunteer For
Energy, the Company’s matching fund program to
help qualified needy families pay their utility bills.

Intense collection activities during the year
resulted in a sharp reduction in late and unpaic
bills. The net write-off of uncoilectible accounts in
1985 was $27.6 million, down 31% from the 1984
amount of $40.2 million.

The Company expanded its efforts to prevent
energy theft by increasing its investigative staff
throughout its service territory. In 1985, 4,204 cases
were completed, producing billings of $2.1 million,
compared with 3,793 cases completed in 1984,
yielding billings of $1.5 million.

During 1985, marketing activities concentrated
on sales involving minimal capital investment by
the Company and emphasized the benefits of electric
and gas to meet energy needs. Overall, the efforts
will mean $42 million in additional revenues annu-
ally for the Company.

An aggressive advertising campaign encouraged
homeowners to switch from oil to natural gas for
heating purposes. There were 12,306 residential
conversions reported during the year, compared with

11,160 in 1984. Residential gas heating installations
in new homes totaled 17,238, compared with 12,190
in the previous year. In addition, 2,154 industnal and
commercial customers changed to gas.

In April, the Company received a marketing
achievement award from the American Gas Associ-

ation for its oil-to-gas conversion campaign. The
Company was honored for its direct selling, adver-
tising and personnel training activities and for its
cooperation with plumbing and heating contractors.

Electric heating was promoted, in large measure,
for new construction. Heat pumps were installed
in 2,884 new dwellings. Electric heating installed in
industrial and commercial buildings resulted in
additional loads of 70,236 kilowatts, compared with
52,427 kilowatts in 1984,

Sales of efficient high-pressure sodium and
other vapor lights set a new all-time record, as a
result of the Company's dusk-to-dawn lighting pro-
motional activities. There were 10,937 units reported
sold, compared with 7,373 in 1984,

Conservation remains strong

New Jersey's residents continued to exinbit their
enthusiasm for conservation as a means of saving
energy and money.

“Seal-Up and Save” served again as the central
theme as the Company carned its message to cus-
tomers in a vanety of ways. For example, some 10,000
low-income electric and gas customers attended
special workshops at 80 locations. The workshops
were held in cooperation with local community
action agencies to outline the benefits of conserva-
tion and demonstrate energy-saving measures such
as home weathenzation.

Under the low-income program, 9,500 weather-
ization kits were distributed, while the homes of
17,000 customers were weatherized free. In addition,
$250,000 was given—for the third consecutive year—
to community action agencies for low-income con-
servation efforts.

Home energy audits increased to 39,850 in 1985
from 27,250 in 1984, while commercial energy audits
totaled 1,300, compared with 100 a year earlier.

The Company's energy conservation center in
Newark handled more than 180,000 telephone
inquiries and 380,000 letters as interest in the sub-
ject boomed. During a stretch in August, the center
received about 1,100 customer calls daily concerning
the Company's offer of free home energy surveys

“Conservation on Wheels,” the Company’s
mobile energy van, visited various locations during
the year, ranging from shopping centers to large
companies that gave their employees the time to
tour the vehicle. The van attracted 62,000 visitors
in 1985, traveling some 6,000 miles
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New activities in 1985 enabled customers
having difficulty paying their bills and customers
eligible for hfeline credits to take advantage of con-
servation installations, valued at up to $200, in their
homes. About 4,500 have participated.

The Company also offered for the first time, in
1985, $15 discounts on clock-thermostats, and, by
year's end, 78,000 customers had requested coupons.
The discount program complemented the Company’s
continuing offer of rebates on the purchase of high
efficiency heat pumps and air conditioners. More
than 26,000 rebates totaling $2.9 milhion were made
to customers in 1985,

In addition te its own conservation programs,
the Company budgeted $140,000 to help underwnite
a state-sponsored, cost benefit study of conservation
efforts, and supported through a $360,000 grant,
the newly established New Jersey Energy Conserva-
tion Laboratory at Princeton University.

The quality of the Company’s conservation
activities and efforts was widely recognized in 1985,
Both the United States and New Jersey Departments
of Energy honored PSE&C with awards for energy
conservation innovation. On the local level, the
Union County Urban League cited the Company for
its low-income conservation programs,

On the Cutting Edge

In 1985, PSE&G engaged 1n a number of activities
to keep pace with rapidly developing and chang-
ing technologies that will very likely figure in the
Company's future responsibilities as one of the
nation’s largest electric and gas utilities.

Non-utiiity generation planned

Dunng the year, the Company signed four agree
ments to purchase elecuiaty from non-utility
generation developers. The contracts will bnng to
109.6 megawatts the Company's total supply of non-
utility generation. The new projects are:

* The Essex County resource recovery facihity,
iocated adjacent to the Essex Generating Station in
Newark. It will have a maximum production capacity
of 79 megawatts and be fueled by municipal solid
waste. The Company expects to begin receiving
electricity in 1988,

*» The Dundee Dam hydroelectric project, on the
Passaic River in Chifton. It will produce 2.1 mega-
watts, with the first delivery of energy to the Com-
pany set for 1986.

* The Great Falls hydroelectric project, on the
Passaic River in Paterson. It will produce 11 megawarts
and has 1 startup schedule planned for late 1986.

* A turbo-expander power generating system,
located at a gas metenng and regulating station in
Hamilton Township. The installation, set for op-
eration in 1986, will produce 2.9 megawatts by har-
nessing the energy that results from a process to
reduce the pressure of pipeline natural gas to the
desired pressure of the gas for utility distribution.

On June 18, the Company began receiving
power generated by a 2.6-megawatt methane gas
recovery project at Kinsley's Landfill in Deptford.
The landfill gas, composed primarily of methane and
carbon dioxide, 1s produced by the decomposition of
solid waste. The recovered gas fuels four diesel
engines from which the electricity is obtained

By the year 2000, the Company anticipates that
about 500 megawatts of non-utility generation will
be installed throughout its service territory. This
will help offset the need to build a new generating
unit by then,

Coal-based generation is studied

The Company continued its investigation of new and
developing coal-based generation technologies for
possible use in its electric power system beyond the
year 2000. Studies indicate that coal gasification and
fluidized-bed combustion technologies, currently
being developed for large-scale electric power produc-
tion, can offer PSE&G future energy alternatives.

Fossil units to be upgraded

Extending the life of fossil-fired generating units 1s
the subject of an ongoing study that was given in-
creased attention by the Company in 1985, Plans are
i the making to maintain the reliability of the fossil
steam units in the Company's system and to extend
theiwr operating life,

The hfe extension program is essential since
no new generating capacity is planned tor the
balance of the century. The program will involve the
development of turbine/generator ultrasonic inspec
tion and analysis techniques to help determine
the remaining operating life expectations of costly
components in a generating unit

Work begins at Merrili Creek

Construction of the Mermnil Creek Reservoir was
started 1n September after the acquisition of a
number of permits. When completed, the reservorr
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corporate or administrative office expansions in
excess of 100,000 square feet. Dunng the year, the
state expenienced an overall job gain of 4%, placing
it above the national average.

The development boom continued in certain
highly attractive areas, such as the Hudson River
waterfront, the Meadowlands, the Princeton-Route |
corndor and the Burlington County region.

A clear illustration of the intense development
under way in the state is in builder projections for
an 18-mile stretch along the Hudson: 24 milhion
square feet of office space, 28,000 residential units,
1.5 million square feet of retail space, 2,500 hotel
rooms and 10 marinas—all resulting in as many as
80,000 new jobs.

The trend to rejuvenate the state’s inner cities
was unabated in 1985 as a number of companies
took advantage of PSE&G's innovative area devel-
opment electric rate. Companies which move
into or expand in 10 communities are eligible for a
discounted rate. The communities are: Newark,
Jersey City, Paterson, Elizabeth, Camden, Trenton,
East Orange, Hoboken, Union City, and Plaintield.

The area development rate augments - he
state’s enterprise zone program, which permits
municipalities to offer tax incentives, grants and
low-income business loans to retain or attract com-
panies. In 1985, the program’s first full year, five
zones—Newark, Camden, Trenton, Plainfield and

Bridgeton—attracted $125 million in pnivate invest-

ments and the creation of 8,300 permanent jobs. By
year's end, five more had been designated: Jersey
City, Kearny, Elizabeth, Orange and a joint zone of
Vineland and Millville.

To assist developers in finding business
locations, the Company and the state produced a
“New Jersey Map.” The map delineates economic
development factors such as major railway lines,
highways and exchanges, and other important site
location features.

Community service continues

A proud tradition of community involvement by
the Company and its employces was continued in
1985. Representatives of the Company participated
in a wide range of civic and cultural activities.
Through an internal program, all employees were
encouraged to serve as volunteers in organizations
in their home communities and in the municipali-
ties in which they work.

In the educational arena, about 140,000 teach-
ers and students attended workshops and programs
and received various energy reference matenals.

Vanous Company programs, including those
conducted by Community Affairs and Speakers'
Bureau representatives, reached nearly 322,000 per-
sons. The Second Sun, the energy information center
at the Salem and Hope Creek Generating Stations,
underwent renovation and attracted 18,400 visitors.
About 2,300 persons toured the Company's other
generating stations.

Employee orientation improved

More than 13,000 persons worked for the Company
in 1985, and their dedication remained the backbone
of dependable and reliable service to customers.

In 1985, a two-day onentation program for new
employees was introduced to helip set a positive,
motivating tone as they begin their careers. The
program focused on performance expectations, job
standards, safety considerations, and relationships
with supervisors and colleagues.

Changes in organization

Frank P. Librizzi retired as Vice President
Production on March 2, 1985 after more than 3%
years of service.

The Board of Directors elected Corbin A
McNeill, Jr. as Vice President—Nuclear and redesig:
nated Richard A. Udenitz, formerly Vice President-
Nuclear, as Vice-President— Production, both
effective March 18, 1985,

William E. Scott, Senior Executive Vice Presi
dent, retired on May 1, 1985, after 13 years of service.

Upon the retirement of Robert |. Selbach as
Vice President — Transmission and Distnbution,
after more than 38 years of service, the Board of
Directors redesignated Rudolph D. Stys as Vice
President—Transmission and Distribution, effec
tive June 1, 1985.

On June 29, 1985, Robert M. Crockett retired
as Vice President—Fuel Supply after more than
37 years of service. The Board of Directors elected
Robert F. Steinke, Vice President - Fuel Supply,
effective June 29, 1985

James B. Randel, Jr, a Senior Vice President of
the Company since July 1, 1974 died suddenly on
June 15, 1985, The Board of Directors and the
management of the Company deeply regret the loss
of this distinguished and able executive officer
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Financial Statement Responsibility

The management of Public Service Electric and Gas Company is
responsible for the preparation, integrity and objectivity of the
financial statements of the Company. The financial statements
are prepared in accordance with generally accepted accounting
principles applied on a consistent basis and reflect estimates
based upon the judgement of management where appropnate.
Management believes that the financial statements present fairly
and consistently the Company’s tinancial position and results

of operations. Information in other parts of this Annual Report 15
consistent with these financial statements.

The Company maintains a system of internal accounting con-
trols to provide reasonable assurance that assets are safeguarded
and that transactions are executed in accordance with man-
agement’s authonzation and recorded properly. The system 1s
designed to permit preparation of financial statements i accord-
ance with generally accepted accounting pninciples. The concept
of reasonable assurance recognizes that the costs of a system
of internal controls should not exceed the related benetits.

Management belicves the etfectiveness of this system 1s
enhanced by a program of continuous and se’sct ve traming of

employees. In addition, management has communicated to all
employees its Policies on Business Conduct, Company Assets and
Internal Control. |

The Internal Auditing Department of the Company conducts |
audits and appraisals of accounting and other operations and
evaluates the effectiveness of cost aad other contrals.

The firm of Deloitte Haskins & Sells, independent certified
public accountants, i1s engaged to examine the Company's finan-
c1al statements and 1ssue an opinion thereon. Their examination
1s conducted in accordance with generally accepted auditing
standards and includes a review of intemal accounting controls
and tests of transactions.

The Board of Directors cames out its responsibility of finan-
cial overview through the Audit Committee, currently consisting
of six directors who are not employees of the Company. The
Audit Committee meets periodically with management as well as
with representatives of the internal auditors and the independent
certified pablic accountants. The Committee reviews the work
of each to ensure that their respective responsibalities are being
carned our, and discusses related marters. Roth andit groups have
tull and tree access to the Audit Commttee.




Statements of Income

1985
Operating Revenues

$3,000,564
1,408,490

4,409,054

Operating Exprnses

965,966
824,648
546,247
291,437
222,963

55,263

266,379
557,270
51,

268

Operating Income T86

Other Income«

278
289,293
(68,448)

220,845

544,552

60,002

484,550

131,698,517
122,344,270

l-im!l/?',‘r,A ! Share of mImor y .\;"h

: . "
Dividends Paid per Share of ymon St * $2 K1




Balance Sheets

Assets

1985
Utility Plant —
$ 5,268,113
1,290,330
264,106
120,888

6,943,437
2,502,594
4,440,843
;,99’,.‘~Z

36,112

8,474,727

13672
250,598

264 270

13,667
24,716
30,466

186,518
210416
224,069
75,551
21,572

986,975

215,232
174,076
48823
31,623
3,862

264,039

23,426

761,081

$10,487,053




Capitalization and Liabilities

Capitalization

$ 2,508,945
557

26,185
1,232,849

3,768,536
554,994
65,000
3,16 odl
58,337

7,611,508

72,750
57,895
107 000
287,290
545,802
96,791
25,139
84,065
87,669
70,662

1,435,063

579,541

90,485
69,105
18,725
13,106
121,458
7,791
(27,110
547,169
20,212
1,440,482

$10,487,053




Statements of Changes in Financial Position

Thousands ot Dollars For the Years Ended December 3 1985 1984 1983
Funds Provided

Net Incomie S 544,552 S 490029 S 389779

Add (Deduct) Items not atfecting Working ( ipital

Depreciation and Amortization 329,938 YO 865 294 628 ‘
Recovery (Deferral) of Electne Energy and Gas Fuel Costs — net 43,422 211.336 162797 |
Provision tor Deterred income Taxes — net note |
Depreciation and Amortization 71,936 69,125 79 935
"nr“( ity Losses (10,772‘ 1 39) PR
Deterred Electnie Energy and Gas Fuel Costs (19,720) 96,931 76,842
Other (4,544) 14,031 6,107
Investment Tax Credits — net 131,358 94 457 33718
Allowance tor Funds Used Durning Construction (AFIX (195,845) 158792 | 28 592
Equity in Earmings of Subsidianes (9,627) 9.09% 7061

Other (9,042) 724 3,583
Total Funds trom Operations 871,656 667, 266 66,227

Net Funds from Financings

Long Term Debt 199.118 121610 161 081

Preferred Stock 29 739
Cormon Stock 499,905 213,492 181,276
In .rease in Obligations Under Capital Leases 548 3 910 2924

I' tal Funds from Financings 699,571 41,012 375,020
iotal Funds Provided $1,571,227 $1.30%.27% S 941247

Funds Applied

Additions to Utihty Plant, excluding AFD sl,oz"z“ S ROB573 S 765217
Cash Diwvidends 406,805 $55.276 31 3989
Investments in and Advoances to Subsidiaries — net 6,172 J (M 9080
Reductions of Long- Term Debt and Other O Hion 202,855 ' (154 W (N

| Stock 72,750

LNG Project Abandonment (note 4

Reductions ol Preterre

Reduction mn Investments and Advar 9313
Deterral of Loss ) 1113
Uramium Prowects Abandonments te 4
Reduction in Utility Plant ‘,7;"’“)
Deterral of Losse 37,108
Miscellancous 17,835 131 (1) 10278

Total Funds Applicd 1,730,661 | 194 867 | 156 566

Changes in Working Capital - lncrease Decrcas

Short- Term Debt (47 811) LK K8 157 999
Cash and Equivalents (90,437) 116,767 15,778
Accounts Receivable and U led Revenu 66,555 I8 252 Y 755
Fuel (52,137 §,444 10,155
Other Current Asscts 28,067 4214 11,440
Accounts Pavable and Other Accrued Lia LIS \}5,725) 269 1() | 2 298
Accrued Taxes (27,945) 137 1 580

Net Increase (Decreiase Working Capita (159,‘“) 1134 215319

Fotal Funds Applied and Changes Waorking Capita $1,571,227 S1 308 17K S 941247




Statements of Retained Earnings

| (Thousands of Dollars!  For the Years Ended December 3 1985 1984 1983
| Balance January 1 $1,098,219 $ 963617 $ RKR 262
Add Net Income 544,552 190,029 389,779
| Total 1,642,771 1,453,646 1,278.04 1
Deduct
Cash Dividends
Preferred Stock, at required rates 58,121 8.3 56,353
$1.40 Dividend Preterence Common Stock 1,881 | B¥| 1 881
Common Stock (A 346,803 195 (7R 255,755
Total Cash Dividends 406,805 355 276 313 UKRY
Capital Stock Expenses 3,117 51 13
| Total Deductions 409,922 355427 314424
. Balance December 31 $1,232 849 S109%219 $ 963617
A Restrictions on the pavment of dividends an ta ! ¢l hart ta th } r r t M
mdentures However, none of these restnct resent mts ¢ t tod d
Lecemner Si I8 Was ¥ LETAS ¥ T
See Scommary of Stgnficant Accounting i ind Notes tuo by i Sta

Independent Accountants’ Opinion

Deloitte
Haskins Sells

Certitied Public Accountants
Gateway One
Newark, New lersey 07102

To the Stockholders and Board of Directors of
Public Service Electric and Gas Company

We have examined the balance shects and statements of capita In our opinton, such fina i statements present fairly th

stock and long-term debt of Public Service Electric and Gas financial position of Pu service Electrie and Gas Company
Company as of December 31, 1985 and 1984 and the related it | nber 3 X5 and 1984 and the resules of its operations
statements of income, retaned earmings, and changes m fimancia ind the chang nts nna M p tiom tor cach of the the
position for each of the three years in the period i) nber the per [ 85 1 I it
31, 1985, Our examinations were made in accordance witt gener weept ) nt Ny Pl L on a consistent
generally accepted auditing standards and, according ncluded i

such tests of the accounting records and such ot r auditing

I‘Tlnni:lh\ 1s we considered ne cessary in th rcumstance d : .z /‘ ‘ . : : : :
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Statements of Capital Stock

Qurstanding Reder I Retundings
Shares C Restricted
December 31 note A I Nhar Prior 1 1985 1984
Ihousands I housands
af Dollars of Dollars
Nonparticipating Cumulative Preferred Stock 1ot
With Mandatory Redemption
$100 par value — Series
12.25% 227,500 $106.00 $ 2275 | § 24500
1 3.44% SO0 (00 11344 }/1/86 50,000 0,000
1 280 350,000 11280 10/1/87 35,000 35,000
11.62% (300,000 shares issued in 1983 300,000 111.62 )/ 1/8% 30,000 30,000
Less amount to be redeemed within one vear 72,750 1.750
Prefterred Stock with Mandatory Redemption $ 65000 $ 137750
S ——————tmm————
Without Mandatory Redemption
$25 par value Series
Q 75% 1,600,000 $ 25.758 $ 40,006 S 100060
K70 2000000 26 50) 50,000 S0O.000)
S 100 par value Senes
K PSUELRN) (300 25,000 250000
I8 249 947 03.00 24,994 24 994
3.3y 250,000 02.7 25,000 25.000)
5.05 )50 000 03000 25,000 250000
5 2R ) 50,000 103.00 25,000 25 000
& KO 2500 (0%) 102.00 25,000 25006}
9.62 350,000 04.50 35,000 35,000
74 00, 00K 101.00 50,000 (0 000
; OO0 10100 50,000 0,000
X8 ) 00K 101.00 15,000 15,000
QY 750000 101 .00 75,000 75.006)
770 OO0, 000 104.64 60,000 GO0
X SO0 X 106,86 30,000 30,0060
Preterred Stock without Mandatory Redemption
no changes in 1984 and 1983 $ 55499 S 554994
Dividend Preference Common Stock and Common Stock
$1.40 Dividend Preference Common Stock [no par ‘ 19 shares authorized, 1ssued and |
outstanding, current redemption price $35.00 per share inote ¢ l
Common Stock (no par authorized 150000000 shares note D) issued and outstanding at ‘ $2,508,945 SIA 923
December 31 1985 13] 69K T shares and at Decemib 5 IRG | 2563068 sharn
19 135 449 shares 1ssued for $503.022.000 in 1985, 9075079 shar ssued for $213.583.000)
in 1984 and 8,013,393 shares issued tor $181.461 (XX) K3 )
Notes: ‘
A " X 0 T XN ) ” i
5 f Y !
by 1985 "
8 4 i ' 17,500 (X N(K
’ s Lh
Roard of '
i
| \
.!\ v 5 i
C.
[

3




Statements of Long-Term Debt

g

Thousands of Dellars

Ll)ctcmhcr 31

r
|
!
|
[
'
1
;
|
|

First and Refunding
Mortgage Bonds notc A

Series  Matunty ate

4%%  November |, 1986
4%%  September 1, 1987
4.% August |, 1988
5%% June 1, 1989

4%%  September 1, 1990
4%%  August 1, 1992
4%%  June |, 1993

4%  September 1, 1994

4%%  September |, 1995
6% June |, 1997
7 % June 1, 1998
7%%  Apnl 1, 1999

9%%  March 1, 2000
B%'% A May 15, 2001
7%% B November 15, 2001
7%% CApnl I, 2002

84% D March 1, 2004

12 % E October 1, 2004
B4% F Apnl 1, 2006
845% G September 1, 2006
84% H June 1, 2007

B4% I September 1, 2007
9%% | November 1, 2008
9%% K July 1, 2009

12 % L November i, 2009

| 124% M June |, 2010

15%% N August |, 1991
14%% O September 1, 2012

124% P December 1, 2012
12%4%  Q August |, 1993

94% R julv 1, 2015

9u% S lanuary 14, 1996 note B
8 % Junel, 2037

5% Junel, 2037

Pollution Control Senes

6.30% A October 1, 2006

690% B September 1, 2009

690%  C September |, 2009
124% D Apnl 1, 2012
9%% Ejune 1, 2013

10%%  Flaly |, 2014
10%% G September 1, 2014
10%% H November |, 2014

|
L 10%% | November |, 2012

Total First and Refunding
Mortgage Bonds

| S

$ 50,000
60,000
60,000
50,000

50,000
40,000
40,000
60,000

60,000
75,000
75,000
75,000
98,000
69,300
80,000
125,000

90,000

9,730
60,000
60,000

125,000
59,900
100,000
100,000
119,750
87,500
100,000
43,300
98,500
100,000
125,900
75,000
7463
7,538

14,300
42,620
2,990
23,500
64,000
150,000
150,000
130,400
4,600

$3,01%,391
— —

S 50000
60,000
60 D00
50,000

50,000
40,000
40 000
60,000

60 000
75,000
75,000
75,000
YN KK
69,300
80000
125,000

90,000
10,730
60,000
60,000

125,000

39,900
100,000
100,000

125000
100,000
100,000
100,000

100,000
100,000

7463
7 53X

| 4,300
12,620
2 99)
23500
64N

150,000
|S000K)
130 400

1 60X

$1R95 34|
T —— o et

-

Thousands of Dollars

Matunty Datc

5%%  June |, 1991

-

Debenture Bonds unsccurcd

%  December 1, 1993

9 % November |, 1995

7

"X August 15, 1996

K%  November 1, 1996

6 % Julv 1, 1998

Total Debenture Bonds

, Total Long-Term Debt
Principal amount outstanding

notes C and D

Less amount due within one year

note E

iong-Term Debi exciuding
amount due within one year
Net Unamortized Discount

Long-Term Debt less

Net Unamortized Discount

1985

$ 35787
25,380
49,345
52,152
38,198
18,195

219,057
— .

3,237,448

55,250
e ve————

3,182,198

(17,557)

$3,164,641

1984

S 36778
26,449
51,075
54 0058
39,724
18,195

126,279
e ————— ST —

3,121,620

=
=

3,121,314
17,971

$3,103,343

A. The Company's Mortgage, secunng the First and Refunding Mortgage Bonds
constitutes a direct first mortgage substantially all property and franchises
B This sencs was s nuary 14, 1986 and the procecds were used to rehin
Commercisl Paper wh tstanding at December 30, 1985 and reclassihed b
Long Term Debt o retlect the ssuance of these bonds
€. At December 31, 1985 the annaal interest requiirement on Long- Term Debt
was SIS ARGOOD of which $271 K65 000 was the requirement for First and Retumd
ng Mortgage Bonds The embedded mterest cost e Loem Dbt wan 917
B At December 31, 1985 the Company had unexcrcised cominitme
Credint Agreement with 12 domestic banks for mssuar ! ving loa (T
spgregate amount of $200 000000 at any Ume 1o May IRG The Compa ma
termunate the comnutments m wh 1 pan without penalty or promiun
nider the agreement, any bormw utstanding at May | [I8H are converu
at the Company s opt into theee vear term loans 11 R guired
Py 4 commi ment fee on af nused port I'he any has the nght with o
f the anks, toe ovtend (he agreer L ona s
& The aggregate pry al amount jur or s I\ mis and ma
ties tor cach of the hive years iollow I x 3 N 5 T
Y ) 1= Mat lota
1 he N
RATIFT
1% 5 5 (X s
™ R L] 5
N 1 KK 150
) ' [N 5
FH) R LR | 450
Sav Yy S Ll S3uvi2
I e
For P ) and R h Aortgane |
ey ! mes i S NN g W t the
it " { ey addhmaons gt o) ¢ pon N tisd il
m " T fod tr the ta " A
1 3 " fedie Wil & (] s LS !
t} } 1k | 1 ke i !
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Summary of Significant Accounting Policies

Accounting Principles

Financial statements are presented in accordance with generally
accepted accounting principles [GAAP! As a result of accounting
requirements imposed under rate-making decisions by the Board
of Public Utilities of the State of New fersey (BPU) and the Federal
Energy Regulatory Comnussion (FERC], the apphcations of GAAP
by the Company differ iv. certam respects trom apphications by
non-regulated busmesses. The Company 1s under unsdiction of
the FERC and the BPU and maintains its accounts in accordance
with their preseribed Unitorm Systems of Accounts, which are
the same.

Utitit  %lant and Related Depreciation and Amortization
Additions to utility piant and replacenients of units of property
are capitalized at cost. The cost of maintenance, repairs and re-
placements of minor items of property 1s charged to appropriate
expense accounts. At the time units of depreciable properties are
retired or otherwise disposed of, the onginal cost less net salvage
value 1s charged to accumulated depreciation.

For financial reporting purposes, depreciation is computed
under the straight-line method. Depreciation is based on esti-
mated average remaming hves of the several classes of depreciable
property, Depreciation appheable to nuclear plant includes esti
mated costs of decommissioning. Amortization of leaschold
improvements and capital lease assets 1s based on the term of the
lease. These estimates are reviewed on a regular basis and neces
sary adjustments are made as approved by the BPU. Depreciation
provisions stated in percentages ot organal cost of depreciable
property are 3.52% i 1985, and 3.53% mn 1984 and 1983,

Amortization of Nuclear Fuel

Nuclear energy bumup costs are charged to tuel expense on the
basis of the number of umits of thermal energy produced as they
relate to total thermal units expected to be produced over the life
of the fuel. The rate caleulated tor tuel used at 211 of the Com
pany's nuclear units includes a provision of one mill per kilowatt
hour ot nuclear gencration for spent tuel disposal costs

Investments in Subsidiaries

The Company's investments in its subsidianes all wholly-owned),
which in the aggregate are not significant as defined by the Se
curitics and Exchange Commussion, are reported in the accom-
panving financial statements on the equaty method of accounung,
The carrving value of investments in subsichdaries is reportad
under Other Property and Investments in the Balance Sheets, and
under the equity method of accounting 1s adjusted for carnings or
losses of such subsidianes as reported under Other Income in the
Statements of Income. The Company believes that its hnancial
position and results of operations are best retlected without
consolidation of these subsidiaries.

Revenues and Fuel Costs

Revenues are recorded based on services rendeicd to customers
durmg cach accounting peniod. The Company records unbilled
revenues representing the amount customers will be billed for
services rendered from the nme meters were last read to the end
of the respective accounting period.

The Company projects the costs of fuel for clectnic generation,
purchased and interchanged power, gas purchased and matenals
for gas produced tor twelve-month penods,

Adjustment clauses in the Company’s rate structure allow
the recovery of fuel costs over those included in the Company's
base rates through levelized monthly charges. Any under or over-
recovenes, along with interest in the case of an overrecovery, are
deterred and included m operations in the penod in which they
are reflected in rates.

Income Taxes

The Company and its subsidianes file a consolidated Federal
mcome tax return and income taxes are allocated, for reporting
purposes, to the Company and its subsidianes based on taxable
mcome or loss of each (except for the effects of the LNG aban-
donment discussed 1n note 41,

Deferred income taxes are provided for ditferences between
book and taxable income to the extent permitted for rate-making
purposes,

Investment tax credits are deferred and amortized over the
useful lives of the related property including nuclear fuel.

Allowance for Fund i Used During Construction
Allowance for tunds used dunng construction (AFDC! is a cost
accounting procedure whereby the cost of inanciig construction
[nterest and equity costs! is transterred from the income state-
ment to construction work m progress (CWIP! i the balance
sheet. The rate of 845% used for calculating AFDC was within the
limits set by FERC

As a result of BPU rate orders, the Company 1s alloved to
include a portion ot CWIP i rate base on which a current return
15 permitted to be recovered through operating revenues. The
amounts of CWIT included in rate base were $375 million at the
end of 1983 and $550 million at the end of 1984 and 1985 No
AFDC 18 accrued on the amounts of CWIP which are included in
rate base

Pension Plan
The Company has a noncontnbutory trusteed pension plan
covenng substantially all emplovees completing one year of ser
vice. The Company's policy is to fund pension costs accroed.
Company contributions mclude current service costs and amounts
required to fund prier service _osts over a 35 vear penod begin
amg lanuary |, 1967




Notes to Financial Statements

l . Federal income Taxes

5,214
57 549
133616
166,379

4118
170497
515,050

y.627

$805.423

$370.495

S 30

0,089

15083
9927

65 168
AN

IR

197

)
«. Investments in and Advances to Subsidiaries

S 1M
147 348
233482
17,116

$250.59%

% Compensating Balances




4. Deferred Itams

Abandonment of Atlantic Project

Abandonment of Hope Creek Unit No. 2 Underrecovered Electric Energy and Gas Fuel Costs—nel

Abandonment of LNG Project

Abandonments of Uranium Projects




Bank Loans and Commercial Paper

1985

S107 000

$157 5
S

Pension Plan

Ce

Commitments and Contingent Liabilities

natruction and Fuel Supplies
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an increase in its rates. The rate proceeding will examine the
prudence and cost of Hope Creek and whether a phase-in of rates
should be required so as to spread any authorized increase over a
number of years. The Company cannot predict the outcome.

Deterred Items
As shown in the Balance Sheets, the major components of Deterred
Items are Property Losses associated with plant abandonments.

The accounting standards relating specifically to regulated
enterpnses are promulgated by Financial Accounting Standards
Board FASB) Statement No. 71 [SFAS 711, The FASB has ssued an
exposure draft which would amend SFAS 71 for three types of
events that occur in the electnic utility industry, phase-n plans,
abandenments, and disallowances of costs of newly completed
plants. The amendments, if adopted, would become effective for
the Company'’s 1987 calendar vear with retroactive application for
prior transactions.

The proposed amendments if adopted in their present form
could require the Company to:

o reduce the carrying amount of abandonment losses to the
present value of probable future revenues associated with
each project, and

¢ reduce the carrving amount of Hope Creek by the presemt
value of the future eamings penalty related o the Cost
Containment Agreemem with the BPU.

Any reduction in carrying amounts of these assets could re-
sult in a corresponding decrease in retained camings Subsequent
vears results of operation could increase as the discounted
amounts are retumed to net income.

See Note 4 for additional intormation on the plant abandon-
ments and other items.

Nuclear Insurance Coverages
The Company's insurance coverages for its nuclear aperations are
as follows

‘Mulbons of Dellars: ! Maximum
Retrospey tive
! Maximum Assessmment hor
Type and Source of Coverage { Coverage | 4 simgle ine went
Pubbic Liability
Amencan Naclear Insurers $ 1@ SNone
Federal Government A A KM
§ 650K - s 41_:
Property Damage
Nuehear Mutual Limared (D § N0 $ 119
Nuclear Blectne insurance Limated 1D 525 &3
Amernican Nuclear Insurers L8 1 None
$ing | R
Replacement Power
Nuciear Electric Insurance Limated (1) L § 30 i $ 117

A Retrospecuve premium program under the Price Anderson liabihiny provisans of
the Atomc Energy Act of 1954 as amended Subicct to fetrospective assessment
with respect to loss from an incsdent at any heensed nuclear reactor in the Umited
States

& Maximum assessment would be $170 million in the cvent of more than one
ncudent in any vear

©. Litst of labilsty under the Aromic Energy Act of 1954 s amended tor cach
nuclear incident

B Murtual insurance cumpanies of which the Company s 3 member Subject 10
FEITOAPCCTIVE SSCssme Bt with respect o lows at any Aucicar gencrsting station
covered by such insurance

& Maximum weekly indemnity for 32 weeks which commences after the first 25
weeks of an cutage Als provides $1 5 mallion weekly tor an additonal 51 wecks

The Atomise Encrgy Act provison i Notes (AL Bland i above expuie on August
11987 unbess extended v Congress In Diecember 1983 the Nuclear Reaulatory
Commssion (NRU! submistted a report 1o Congress with respect 1o the continuiation
of the Price Anderson provisions which recommends that the $650 nulison linut on
habihiey be eliminated and that the present Limits on IELUSPECTIVE JSSEASINCTIt
againss owners ofF nudlear umts be replaced by an annual lima of no mose thao $16
wthon per vear for cach censed nuclear reactor Other propesals would retam 3
lumit on habdity, but mcrease such limat sabstantially The Cranpany canoct prodiet
whether the Foce Andonson provisions will be extended or what provisioss will e
enacted o it s extended In 19%4 10 4 case te which the Company was hot a panty,
the Unitad States Supreme Count held that the Atomic Energy Act the Price
Anderson lmmitation of abshey provisions thercunder and the extensive regulaton
of nuckear salety by dhe NRO do oot preempt clams under State faw for personal,
propenty or purittve damages relfated to rabation hazands

Environmental Controls

The Comprehensive Environmental Response, Compensation and
Liability Act of 1980 and certamn simular State statutes authorize
vanous governmental authonties to seck coun orders compel-
ling responsible parties to take cleanup action at disposal sites
determined to present an immunent and substantial danger to the
public and to the environment because of an actual or threatened
release ot hazardous substances. Because of the nature of the
Company's business, vanous by-products and substances are pro-
duced or handled which are classitied as hazardous under these
laws The Company gencrally provides for the disposal of such
substances through heensed individual contractors but these
statutory provisions generally impose potential jomnt and several
responsibility on the generators of the wastes for clean-up costs
The Company has been notitied with respect to a number of such
sites, and the clear-up of hazardous wastes 18 reeciving ncreas

ing attention from the governmental agencies mvolved. This
trend 1s expected to continue. The Company cannot estimate the
costs which may result trom these matters, but such costs could
be substantial

8. Other Long-Term Obligations

The amount of other long term obhigations consists of the
tollowing

Thowusands of Dollars . 1985 { (984
L L . — .

N dear Fue! Dyspesal Cost Liabainy s $ 6l s

Obligatums under Capatal Loases 58137 YR
— ———— - | S ._s‘ )A_.‘;.-
{ Total $58.087 23

Nuclear Fuel Disposal Cost Liability

In conformity with the Nuclear Waste Policy Act of 1982 the
Act, the Company entered into contracts with the Department
of Energy (DOE on June 13, 1983 for the disposal of spent nuclear
tuel from the Salem and Hope Creck nuclear generating stations
Sumilarly, Philadeiphia Electric Company contracted with the
DOE in connection with the Peach Bottom nuclear generating
station Under these contracts, DOE will take title w the spent
fuel at the site, then provade tor its transport and permancent
disposal Of the three options permitted by the Act, the Company
selected the option of a June 1985 lump-sum pavment to DOE in
accordance with the Act with respect to nuclear fuel disposal cost
charges :

for 1985 and prior penods. aggregating $11.6 million, were re
versed 1 contormity with the pavment




Lease Commitments

Effective December 1984, the Company changed its method of
accounting for leases that meet the critena for capitalization in
accordance with Statement of Financial Accounting Standands
No. 71, "Accounting tor the Etfects of Certain Types of Regulation’,
and FERC accounting requirements. The Balance Sheets and
Statements of Changes in Financial Position tor peniods prior to
December 1984 have been restated to reflect the retroactive
capitalization of leases. Accordingly, the Balance Sheets include
assets and related obligations applicable to capital leases Since
the total amortization of the leased assets and interest on the
lease obligations equals the net mimimum lease payments -
cluded in rent expense for capital leases, retroactive adoption had
no effect on prior years’ Statements of Income or Statements of
Retained Earmings.

Capital leases relate pnmanly to the Company s corporate
headquarters and computer equipment. Certain of the leases con-
tain renewal and purchase options and also contain escalation
clauses.

Utility plant includes the following amounts for capital
leases at December 31

(Thousands of Dollars, T e 1984
Common Plant $e5472 $715%
Less Accumuiated Amorization | 4 A% "653

Net Assets under C Leases & $6388]

Future mimimum lease payments for noncancelablie capital
and operating leases at December 31 1985 are

Present value of net minmmum lcasc ﬁ\mcm; A

A Reflected in the balance sheet m Other Long Term Obligations of $58.337 (10
and in Long Term Debt and Other Oblggations due wrthi one year of $2.645100
respectiveiy

The following schedule shows the composition of rent ex
pense included in Operating Expenses

! Capital Operating
Thousands of Dollars | Leasss | leases
1986 $ 1608 | 0§ levs
9K | 14 99 1926
19mx ! | 386t 1829
1999 ! R SR 1744
1990 | B3 | 1691
Later Years L intes | 44|
Np—— i
Minimum leasc pavments BAT R §138
pa 1 5
Less: Amount represent o, estimated executon
costs, together with any protit thereon
mcluded i mimmum lease pavments L9264
Net mipimum lease payvments 197511
Less Amount representing interest - 1366%)
$ s 982

Thousands of Dollars E- -F% o TR
For the Years Ended 1ec 31 _10es | 9w L 1983
Interest on Obligations under : “
Capital Leases j $738 | S75m | § oM
Amortization of Utility Plane !
under Capital Leases | 3448 e | 10%
Net minimum lease payments { ]
relating 1o Capital Leases | 10,792 475 AU 1
Other Lease pavments 15569 J»__‘ﬁ"_‘_‘ -
16989 | 1K 447
Total Rent e & § § 1K 40

9. Supplementary Information Concerning
the Effects of Changing Prices (Unaudited)

The Company's imancial statements are prepared m accordance
with generally accepted accounting principles and are stated on
the basis of historical costs, namely, the prices that were in effect
when the underlying transactions occurred. The following sup-
plementary financial intormation, prepared in accordance with
Financial Accounting Standards Board Statement No. 33 (SFAS 33!
as amended by SFAS &7 18 an estimate of the effects on the Com
nany of changes in specific prices (Current Cost! and General
Inflation.

The Company advises readers of the imprecise nature of this
data and of the sublective rudgments required in the restatement
of selected historical costs to amounts adsted for Current Cost
and General Inflation. This data should not be used to make
admstments to the Company s pnmary financial statements and
the related earnings per average share of Common Stock other
than those admstments shown in the following supplementary
financial data

Current Cost data purports to show the estimated cost of
currently replacing existing Utility Plant and was generally mea-
sured by applving the Handy-Whitman Index of Public Unility
Construction Costs to the histoncal costs of Utihity Plant.

General Intation amounts were determined by adiusting
historical costs of certain items into dollars of the same general
purchasing power by using the Consumer Price Index tor All
Urban Consumers (CP1LU

Depreciation and Amortization expense, Amortization of
Nuclear Fuel (included in Electric Fuel. Interchanged Power and
Gas', and Amortization of Capital Leases (included m rental
expense in Other Operation and Mamntenance) were adyusted for
Current Cost using the rates and methods for computing book
depreciation and amortization apphed to the :ppropnate inflation
adjusted Utility Plant balances. In accordance with SFAS 33,
Income tax expense was not adjusted

SFAS 33 requires the disclosure of the adjustment needed to
reflect Net Utslity Plant at its Net Recoverable Cost if that cost
differs from the intlation adjusted amounts. Also required under
Current Cost 15 the disclosure of the increase in Current Cost of
Net Utility Plant held dunng the vear and the related effect of
general mflation. The amounts shown in the tollowing table 1)
lustrate that duning 1985 the increase in general inflation was less
than the increase i the Current Cost of Net Utility Plamt after
adiustment to Net Recoverable Cost. The Adustment of Net
Utility Plant to Net Recoverable Cost is an adjustment of Utihty
Plant to Histoncal Cost in average 19%5 dollars. Histonical Cost 1s
the amount permitted to be recovered under the rate regulatory
process for utilities in New Jersey,

Dunng inflationary periods, holders of monetary assets, such
as cash and recervables, sufter losses of general purchasing power
while issuers of monetary halwhities expenence gains. In 1985 the
Company's monetary habilities, primanly long-term debr, exceeded
its monetary assets resulting in a gamn. Since this gan is primanly
attnibutable to long term debt which has been used to finance
Uity Plane, it 1s added to the Amount by which the increase in
general inflation was lower than the increase in Current Cost of
Net Utility Plant after adiustment to Net Recoverable Cost in the
tollowing table




Supplementary Financial Data Adjustad for the Effects of Changing Prices
for the Year Ended December 31, 1985 (Unaudited)

. Histoncal Cost Current Cost
[ {Condensed from the | Average
| (Millions of Dollars) L - 7 Financial Statements 1985 Dollars)
~ Operating Revenues W sk a4 $4 409 $4.409
 Operating Expenses
i Electric Fuel, Interchanged Power and Gas 1790 | | 785
; Other Operation and Maintenance R93 | K04
| Depreciation and Amortization of Unlity Plant 223 563
| Taxes K75 K75
{ Total Operating Expenses 37K1 4117
B g —— o Pty t - r :
| Operating Income 628 92
| Other (including Interest Expenses 83 83
l Income from Continuing Operations <« uding Adiustment of

Net Utility Plant to Net Recoverable Cost § 545 $ MW

—— | ————— S ———————  ——

| Increase in Current Cost of Net Utility Plant held durnag the year (A $ 29
| Adjustment of Net Unlity Plant to Net Recoverable Cost 191
| Effect of the increase in General Inflation 457
; Amount by which increase in general inflation was lower than increase in
| Current Cost of Net Utility Plant after adiustment to Net Recoverable Cost i3
| Gain trom dechine in purchasing power of Net Monetary Liabilities 152
i Net $ IK5
v e
A At December 31 1985, the Carrent Cost of Mot Uiy Plant was $12 s tillion, while histoncal per recoversile At was 3847

Supplementary Five-Year Comparison of Selected Financial Data Adjusted for Effects of Changing Prices {Unaudited)

| IMillions of Dollars where applicable. All adjusted figures (n average 1985 dollars

! For the Years Ended December 31 1985 1984 19%.3 1982 19%]
| Operating Revenues
Histoncal $4.409 $4, 196 $31963 $3874 $1472
Adiusted for General Inflation $4,409 $4. 34 $4279 $d.31K $4.106

Income (Loss! from Continuing Operations (excluding Adjustment ot
Net Unility Plant to Net Recoverable Cost
Histoncal S 545 S 49 S 343 S 264
Adiusted tor Current Cost $ 209 § 159 $ 3 $ 339 § (16

income (Loss! from Contimuing Operations per Average Commaon Share

excluding Adustment of Net Utility Plant to Net Recoverable Cost! (A

]

Histoncal S 19 $ 195 S 140 § 124 $ 263
Adsted for Current Cost $ 1L22 § 89 $ o9 § (A $ /94
Amount by which iricrease in g highen lower
than increase in Current Cost of Net Utility Plant after admistment
to Net Recoverable Cost ‘ ” 4 H3 5 i) £ 17 $
Gain from dechine in purchasing power of Net Monetary Liahtlities $ 152 L § 130 § 11y § 268
i Net Assets at Yearend (B
‘ Histoncal $4,324 $1 686 $3 338 S0 $2 K33
Adiusted for Current Cost $4,.251 $3. 764 §3.543 §3.3v $3.241%
{ Cash Dividends Declared per Common Share
| Historical $ 281 $ 270 $ 2162 $ 153 $ 244
Admsted for General Infl:tion $ 251 § 280 § 2R3 § 282 § 289
Market Price per Common Share at Yearend
Histoncal $31.63 $267 $2175 $13.25 SI%00
Adsted for General Inflation (€ $31.63 $27 78 $24 56 $26 (06 $20 95
Consumer Price Index (1967 = 1)
Average
Yearena
A Afver deducting Cumiidative Proferred Stk and §1 M viddend ter e t fe md
& Equals Common Equty and Preferred Stk withour ma fatomry redompe e | IS
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Prices have been icreasing over the last five vears. The
average CP1-U increased from 2724 in 1981 to 322.2 1n 1985, an
average annual increase of 4.3%. The increase from 1983 to 1984

B s 3% and) foom, 1964 1o 1905 was 3.6%, an indicacion that

the rate of inflation is continuing at a slower pace.

Revenues for the hive-vear period increased trom $3.472 bil-
lion in 1981 to $4.409 billion in 1985, an average annual increase
of 6.2%. Restated in average 1985 dollars, revenues for the same
period would have increased from $4.106 hillion to $4.409 ullion,
an average annual increase of only 1 8%,

Cash dividends declared per common share increased trom
$2.44 in 1981 to $181 in 1985 or an average annual increase of
3.6%. However, such dividends would have decreased at an aver
age annual rate of 07% or from $2.89 i 1981 to $281 in 1985
when restated in average 1985 dollars.

Market price per common share at yearend from 1981 o
1985 had an average annual increase of 15.1% or from $18.00 to
$31.63 Restated in yearend 1985 dollars the 1981 market price
would have been $2095, resulting in an average annual increase
of 10.8% from 1981 to 985

Lack of adequate recognition of inflation in rate-making in
addition t delayed rate relief accelerates attnuon, thereby con-
tributing to poorer cash flow.

10. ointiy-owned Facitities

The Company has an ownership interest and 1s responsible tor
providing its share of the necessary financing for the tollowing
jointly-owned facihitivs. All amounts reflect the Company's share

[Thousands of Dollars, 1
Plant ; e Ownershup Interest L*'——
Coal Generating : f
Conzmaugh | 250% |
Keystone g 22 8474, i
Nuclear Generating i
Peach Bottom 4249% |
Salem | 4259% |
Hope Creek [ 9500% |
Nuclear Support Facilities Vanous |
Pumped Storage Cenerating { |
Yards Creek | SO0
Transmission Facihities , Vanous |
Mernll Creek Reservorr ' 619% |
Linden Synthetic | i
Natural Gas | 0000 |

Amount of Utility
Plant In Service

§ 72297
67,127

510,134
179678

59,945

ceumulated Frovision

r..__ i il
$ 21,231

20,324

= 2

155,780
| T8 489

3927

4,708
\ 1497]

e s 8000

B T P e ———_

of cach wintly-owned project and the corresponding direct ex
penses are included i the Statements of Income as an operating
Cexpense

| Amount of Plams
| Under Construction
|
|
] $3,703.036
i

7321

4l



-
Thousands of Dollars
For the Years Ended
December 31

Opcrating Revenues

Depreciation and
Amortization

Operating Income

l‘s ie.d NS
$3.000564 - - ) S $

1985 N4 ™3
$1,408490 51379883 $139247

1985 N4 N3
$ 4409054 Si196 124 S396193)

167,959 SR UL 74 55,004 \ ix 222,963 211 I8 01,787

Betore Income Taxes
LaFOSs ‘\J\lk!lc-(1~ to

778,957 < 84 508 117,220 89,177 Kad A 85,560

Unility Plant 1,116,040 B79.458 X 104,049 RT N <M 1,220,089 167 e CRE R
December 31
Net Unlity Plant $STH71465 56797 RV S6UBY N S 803262 0 § $ 8474727 §$755 289 680381

' AS i\f.llf.lfi\l
Subsidiary and LNG
Note 4 253,482 PR = F WM 052

1,778 844 X } X ATH
$10487,053 SV oniioad SHAL6 W6

Project (See

233,482 460 W
1060 o0n

$1.507804 5! 0 ik S

Other Corporate Assets

1,307 784

Total Assers S8979249 - g i

12. setected auarterty Data (Unaudiied)

The intormation shown below the e of t mpda to» the seasonal nature of the siness, quarterly amounts
ncludes all adiustments, consisting t normal recun iy significa huring th
ICCTUALS, DECESSary to a tair pr ratuy i s im

Ar i } Vi §

sands where 4 1985

1985

. 1985

1985 md

perating R $1,250 889 $919,204 74 $1,087,787 §) N SLISL204 50 00k 0
Operating Incor 178894 136,692 170,330 141470 "
Net Incon 151,517 127,011 145,618 120 406 4

§ 136,503 °
SLis

$112,015 4 S
$93 3

105410 5 199

130,621 © S
3 $ 50 $74

$1.07

117 589 121,038 122,329 128010 1Y
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of ch Condmon and Rcsults of Operanons

The Company’s financial condition and results ot operations are
affected by numerous tactors, including the timing and amount of
rate relief, weather, the extent of sales growth, the levels of oper-
ating costs and carrying costs of both utibity plant construction
and underrecovered electnic energy costs.

On December 13, 1985, the Company nled a petition with
the Board of Public Utihties ot the State of New Jersey (BPU! tor
higher rates which are designed to increase revenues by $6336
million on an annual basis. The request 1s compnised of $569 2
milhion for electne service and $64.4 million for gas service for an
overall rate increase of 14 2% The requested mcrease i electne
rates 1s designed to reflect the tull cost of Hope Creek m rates at
the time the unit 1s placed into commercial operation, vanous
general increases in other electne costs and an anticipared $277
million decrease in the electne Levehzed Energy Adustment
Clause (LEAC! principally as a result of Hope Creek generat' n
The petition for an increase in rates 1s pnmanly attnbutabl o the
full inclusion in rate base of the Company s share of Hope Croek

The Company's financial condition reflects the near com
pletion of Hope Creek, a 1,067 megawatt nuciear unit owned 95%,
by the Company As ot December 31, 1985, plivsical construction
was essentially complete. The overall start-up, testing and tum
over of plant systems was about 93% complete. At that date, the
Company’s share of expenditures was $3.70 bilbon - including
$726 mllion of allowance tor tunds used duning construction
(AFDC!. Construction 1s proceeding on a schedule which would
permit nuclear fuel to be loaded in the first quarter of 19%6 Fuel
foad requires a license from the Nuclear Regulatory Commaission
INRC! which 1s solely within the control of the NRC

The costs of construction of Hope Creek are subject to a
cost contamment agreement approved by the BPU i July 1983
This agreement provides for an camings penalty for the Company
it its share of construction costs exceeds $3¥ hilhon. The final
protect cost wil! exceed the cost cap higure, and the Company's
current estimate of the cost of the plant 1s between $4.15 billion
and $4.3 hllion. The current estimate could result in a reduction
of earnings in 1987 and tuture vears of between approximately 5¢
and 8¢ per share of Common Stock under the formula provided in
the Cost Contanment Agreement. It is difficult to predict the
final cost of the project as it nears completion because of numer
ous pre-operational items and imprecision as to the tming ot the
testing and power ascension programs which must be adpsted to
mect problems as they may anse (See Note 7 of Notes to Financial
Statements.|

Certain problems expenenced by other unilities which are
constructing nuclear generating units could have an indirect
effect on the Company's operations and fimancial condition, be
cause of common regulatory requirements, such as those of the
NRC, and because industry events in some cases may aftect the
price of the Company’s securities in the capital markets, where
the Company must compete for investors funds

In July 1985, the Company's Board of Directors approved
a draft plan and agreement of merger to provide for a corporate
restructuring of the Company’s operations and authornzed the of
ficers to take the steps necessary to effectuate the plan The neces
sary regulatory approval was obtamed from the BPU i Janvary

1986, If stockholders approve the proposed restructunng, effective

May |, 1986, the Company will become the subsidiary of a hold
ing company named Public Service Enterpnse Group Incorporated
The purpose of the restructunng is to create a corporate structure
tor diversification into non-utility businesses, and to enhance the
corporation s overall financial strength. The electnic and gas
business will continue as the pnnapal business of the new
corporate structure

Earnings and Dividends
Earmings per share of Common Scock were $396 tor 1985, an
mcrease of 1€ or 3% from 1984

The shght gain was pnmanly attnbutable to the $286 4
million annual base rate increase wihich went into effect on
March 23, 1984 higher wotal kilowatthour sales explamed below,
and greater AFDC due to the continuing construction of Hope
Creek The increase was tempered by the eftect of a greater
number of shares cutstanding, greater operating cxpenses exchud
g fuel costs! prncipally higher maintenance, labor costs, taxes
and deprecustion. BEarmings were also reduced approximately 7¢
per share duc to the greater write off of replacement energy costs
disallowed by the BPU in 1985 aver 19584 and approximarely 3¢
per share due to the abandonments of uramum prowets (See
Encrgy Costs below and Note 4 of Notes to Financial Statements |

Eamings per share were $3 95 for 1984, an increase of 55¢ or
16%: from 1983 Increased revenues retlecting the March 1984 rate
merease and greater sales explamed below, outpaced the nse m
operiting costs. Earmings were also reduced due to the the wnite-off
of replacement energy costs disallowed by the BPU and the aban
donment of a hquehed natural gas proect See Energy Costs
below and Note 4 of Notes to Binancial Statements

Common Stock dividends have increased for the last three
vears rising to S281 in 1985 trom $2.70 i 1954 and $262 w 1983
Such amounts resulted in pavout ratios of 71%, 68% and 77%,
respectively. Total Common Stock dividend pavments in 1985
mcreased 1R and 36% over 1984 and 1984 respectively, due to
the greater sumber of shares outstanding as well as the higher
dividend rate

Revenues and Sales
Electri
Revenues increased 6 5% in 1985 primandy due to the impact of
the March 1984 rate increase and greater sales In 1984 clectne
revenues increased 9 6% duce to hgher rates and improved sales
Electric energy costs follow amonnts recovered through revenues
as permutted by rate onders, and theretore have no effect on
camings

The components of the above changes are highlighted i the
table below

e reane o (e gy

| Milliaes of Deliars { F9%S vy 1URA R0 v RS
C hanges o base rates $ e L 5311
| Resoveries of enuigy coats W ! 2
L Rilowatthour sales ! o s
i
[ "
‘ Rhy CPETRTIIVE FU YO i ] | i
Sind $ 046

1985 Electrn kilowatthour sales imcreased 2.¥% Resideitial
sales were relatively flat, improving shightly over last vear Both
the Residential and Commernoial sales categones retiect the impact
of the oserall conler, less humd summer weather expericnced
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this year compared to 1984, Temperature humidity index hours
dropped 5.7% from last year. Sales lost in the Commercial category
due to the cooler weather conditions were more than oftset by the
ongoing growth m this service onented category The lackluster
performance of New Jersey's manufactunng sector throughout
1985 depressed sales in the Industnal category On August 15
1985 records were set tor a 60-minute net peak load of 7721 mega-
watts and the maximum day's output of 149,457 megawatthours.

1984 - Electric kilowatthour sales increased 2 7% Residential
sales declined shghtly, pnmaniy the result of the cooler weather
expenenced dunng the summer of 1984 compared to 1983, while
the improved economy durning 1984 helped to increase sales in
both the Commercial and Industnal categonies. Although the
overall summer weather was cooler when compared to 1983
on fune 11, 1984 records were set for a4 60 mmute net peak load
of 7,422 megawatts and the maximum dav's output of 143 538
megawatthours. A monthly record output of 3452 million
megawatthours was attamned in August
Gas
Revenues improved 2.1% in 1985 prinaipally due to the mipact o
the March 1984 rate increase. This increase was negatively im
pacted by the one-ume refund to customers of $13 2 milhon and 4
reduction in the raw matenals adjustment charge both ordered by
the BPU dunng the latter part of 1985 The shight dechine in 1984
gas revenues was mainly attributable to the one-time rebund to
customers of $42.9 milhon ordered by the BPU duning the last
quarter of 1984, which was partially oftset by higher sales The
refunds mentioned above resulted mainly from an overrecovery
of gas costs dunng the prior levelized penod that was attnbutable
primarily to lower than anticipated prices for prpeline gas and
substantial purchases at lower prices on the spot market. Gas fuc
costs follow amounts recovered through revenues, as permutted
by rate orders, and therefore have no effect on carnings

The components of the above changes are highighted tn the
table below

I reand or | ey rease

I Millions of Dallars

1URS ve TONG 198G v T9RS

i Changes m base rates L % 16
| Regoveres ol gas costs A i &)
| Therm siles e
i Other GPErAtIng TEVETHIes ! A
' L S
e e

A& Encludes the offect of $13.2 mulbon retund 1w cussarmiers 1o 19RS gnd 8429 odlion
m (984

1985—Overall gas heating sales remamed relan ey tlat
when compared to 1984 Heating degree days rose only 4% over
last year Since early 1985, switching of certain dual-tue! Commer
cial and Industrial customers from gas to lower priced o1l has
depressed sales in these categones. Industrial sales have also been
affected by the cngoing slowdown 1n New Jersey's manatactuning
actvity,

1984-—Cas therm sales increased by 45% Therm sales
improved over last year in all major customer categornies. The
general improvement in the ecc somy dunng the year and the
colder weather early in 19584 tavorably impacted all categones

Energy Costs

Electric energy costs and gas fuel costs are adiusted vo match
amaunts recovered through revenues and have no effect on cam
ings. However, the carrving of underrecovered energy costs ult
muately increases financing costs
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A record total of 34869 million megawatthours was gen
erated, purchased and mterchanged, a 2% increase over 1984,
principally due to the growth of high technology and service
onented facihities in our service area. Higher generation. manly
due to the performance of Salem station, which achieved a United
States record for power produced by anv type of gencration
nuchear, coal, o1l or gas—accounted for most of the increase

On July 11, 1985, the BPU determined that approximately
$22.5 muithon of replacement energy costs should not be recovered
from customers. The $22.5 muthon s composed ot $19.6 million
assottated with the Peach Bottom 2 pipe replacoment outage and

29 mllion associated with the Salem 2 water hammer outage
See table below and Note 4 of Notes to Binancial Starements!

As & member of the Pennsyivania New Jersev-Marviand
interconnection and as a party o several ugreements which pro-
visle tor the purchase of available power from neighboring utilities,
the Company 18 able to optimnze its mix of internal and external
sources using the lowest cost energy avarlable at any given time

Total electnic energy costs mercased 1HG i 1985 after an
increase of less than 1'% i 1984, as descnbed below

T oy o o roase
1955 wx. [URs IR wa 193

v ’

Millsms of ellans

Change m prices past for fuel supplics

sl pewet parchases $iia7 S
Kilowatthour curpat ¥ A )
Adiustmient of sotual costs t mateh

recinveries theough wvenues A 1% A
Replacement coctgy cones b whuh

recovers was divallowed by 1he R/ | 14 “

| Y $ 4

whinh o the vosts P95 1984 gl
anvd & 1Y puilivy pespectivels as
well a8 amartization of pror perod unmecovened ot of $1 avdinon g1 193 gud §11
mablaom iy 1983

& Retigets iver anider recoveneal cncrgy cones
1953 amounted 10 878 tanllain $ 198 anlie

Cos costs imcreased loss than 1% in 1985 and were 4% lower
in 1984 Contributing factors are shown below

e rcase ot Deonase

Mithions o Leliar IVES v T84 [ond va [l
L hange o prices pad for gas supplnws 51 s
Sircharge retarod 6 non praskoe b
Kb Loy v
Ketunds from pipelonn supphicts il (5
Fhorm serudning i
Aalrintirent of Al contsd 1o maech
PeC sy thimaugh reveiues A It $
| § v
e e e et e et i St | —————— ——. s

& Retlecty over unler: recovered gas costs which i the yoars 1985 1983 gnd 1983
atvonisted b S8 mthon $2080 mathon gnd S mullion tespectively. The unde
recomery of S8 masiby i PORS doad $24 snlloes in TUNG erflecty gan Bl Cont refuinids
s Costestnees of §11 ooelhiom aned $37 malion respestively

Liguidity and Capital Resources

The Company's Hiquadity is aftected principally by the constrag
Hon program, Bnancing costs associated with underrccovered
electric energy costs aml. to a lesser degree, by uther capital re
quirements such as maturing debt, reacquisition of secunties and
stk tund regpuirements. The capital resources available o
meet these requirements are funds brom intemal generation amd
extermal bnancing Internally generated funds depend Gpon eco
nownic conditions and the adequacy of timely rate relied as to
which no assutance can be given. Access to the long term and
short reren caprtal and credit markets 1s necessary for obtamnmg




funds externally. The Company expects to generate app -oximately
two-thirds of its capital requirements tor 1986 trom operations

Construction Program

The Company maintains i CONNUOUs CONSTAUCTION program,
which includes pavments for nuclear fuel. This program s penod-
ically revised as a result ot changes in cconomic conditions, and
depends on the ability ot the Company to finance construction
costs and to obtain tumely rate relicf. Changes in the Companys
plans and forecasts, price changes, cost escalation under construg
tion contracts, and requirements of regulatory authonties may
also result in revisions of the construction program.

Construction expenditures of $1.2 bitlion in 1985 and $964
million in 1984 include AFDC of $196 million and $159 mithon,
respectively. Construction expendrtures are estimated at 330 bil
Lien tor the five vears ending in 1990 and include AFUKC of about
$240 mithon.

These estimates arc based on certain expected completion
dates and include anticipated escalation due to inflation of ap-
proximately 6%. Therefore, construction delays or inordinate
mflation levels could cause sigmificant increases in these amounts
If Hope Creek begins commercial operation dunng the second
half of 1986, the Company cxpects that, with adeguate rate reliet.
as to which no assurance can be given. 1t will be able to gencrate
internally almost all of its construction expenditure requirements
for the next five years.

Long-Term Financing

The Company raised more than $703 milhon through sales i
1985 of $125 million of First and Refunding Mortgage Bonds and
$503 mullion of Common Stock, and, on lanuary 14, 1986, §75
million of First and Refunding Mortgage Bonds on the European
market. As a result, the Company's interest and dividend re
quirements have continued to increase

At December 31, 1985 book value per share amounted o
$28.04 compared to $27.17 at December 31 1984 The marker
value of common shares expressed as a percentage of book value
was [128% and 9% 5% at vearend 1955 and 1984, respectively

In addition to peniodic sinking fund redemptions and the
proposed redemption of $69.250 million of preferred stk hve
mortgage bond ssues aggregating $270 milhon will mature by the
end of 1990,

Under the terms of the Company’s Mortgage and Restated
Centificate of Incorporation, at December 31, 1985 the Company
could 1ssue an additional $2.115 blhon principal amount of
Mortgage Bonds at a rate of 10625% or $1.167 billion of Preferred
Stock at a rate of 9.375%. Present plans tor the remainder of 1986
call for the issuance of debt and equity secunties.

In February 1985, the Company renewed its Credin Agree
ment with 12 domestic banks to May |, 1986 for the issuance of
revolving leans up to an aggregate of $200 milhion o be outstand
ing at any time. The agreement permits the Company to convernt
the outstanding balance at the end of the period 1o three year
term loans. Also, the Campany has the nght. with the consent of
the banks, to extend the agreement on a yearto year basis

In addition to the domestic capital markets described above
the Company lists its Common Stock on the London Stock kx
change, London, England and the $75 000000 First and Refunding
Morngage Bonds have been listed on the Luxemboury Stock
Exchange

Short-Term Financing

For mtenm financing, the Company s suthonzed by the BPU to
have up to a total of $300 oulhon ot shert-term obhigations out
standing at any wiven time. This availability of short-term tinanc:
ing provides the Company tleximility i the issuance of longterm
sccunties. The Company's average dailyv shortterm debt dunng
1983 was $72 million ~ $17 milhion above last vears average

At vear end the Company had $107 million of shorrterm debt
outstanding, excluding $75 million, which was reclassitied as
Long Term Debt.

As mentioned above, the Company has a Credit Agreement
with a group of domestic banks for the issuance of revalving
loans. The Company also has a 875 mulion revolving credst agree:
ment with a group of toregn banks, onder which the Banks have
agreed 1o make revolving loans for one month, three months or
six moriths at & rate based upon the London Interbank Offered
Rate tor deposits in United States Dollars. These agreements
provide the Company with an intermediate term source of funds.

Cash Position
The Company's cash position decreased $87 4 matlion since
vearend 1984 The components of the decrease are

{ N‘_ll]ml llhﬂus e
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Cash ‘ v
Wtk ing Ponds T 5
| Podivtion ool Evorow Funds ! o b
Comeeru sl Paper L1
| Comunetyial Paper reclassatd o Long Terms D ! 7580
futal i“ i
e e e e bt
Customer Accounts Receivable

At December 31, 1985, customer accounts receivable approxi
mated $354 million (excluding unbilled revenues of $200 mudbon],
as the Company is continuing to hmance lange receivables trom
its customers, Net wnte off of uncollectible sccounts i 1985 was
down 31% 1o approxamately $28 million. a decrease of $13 oulhion
trou last vear Net write off per $S1KG of revenues was down 31
cents to o4 cents compared to 1984 the result of improved col
lection prowedures and continued improvement in the economy
The level of the Company's rates amd 4 BPU requirement pro
hibiting the termumation ot clectne and gas service dunng winter
months to fimancially needy customerns also have an impact upon
the level of recavables, uncollectible accounts and pet wnte oft
thereot

Effects of Inflation
The effect of intlation an the Company was severe dunng the
pertosd 1979 through 19%] when the Average Consumer Price
Index (CPLUY reflecred imncreases of over 1P Since 1981, the in
Hation rate has moderated. The increases m the CPEU i 1982
1983, 1984 and 1985 were 6 1%, 3 2% 4.3% and 3 6%, respectively
Fven though the rate of inflation has Jrapped below double dygi
rates, the cost of capital has remaimed relatively high during a
tume when substantial amounts must be raised in the capital
markets to finance construction

For additional intormation on the eftects of changmg prices
see Note 9 of Notes to Funancial Statements
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Thousands of Dollars where applicable
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———
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Financial Statistics

lrn wisands of Daollars M!'\ re applicable 1985 1984
Condensed Statements of Income A\ Amount Amaunt
Operating Revenues

Electnc $ 3,000,564
Gas 1,408 490

MiuLl!Ul‘Ci’..l!H; Revenues 4,409,054 1

Operating Expenses
Operation
Fuel tor Electnic Generation and Interchanged Power — net 965,966
Gas Purchased and Matenals tor Cas N d 824,648
Other 546,267
Maintenance 29148
Depreciation and Amortization of Uttty Plant 222963
Amortization of Property Losses 55,263

Faxes
Federal Income Taxes 266,379
New lersey Lross Receipts Taxes 557,270

Orher 51,075

Total Operating Expenses 3,781,268 Re i ING N6
\ ‘L' rating Inconx

Elect 547,343 12

s 80,443 2 ; !
Total Operating Ing 627,786 1" UK 1 AR :
Allowance for Fund ed Dunng Cons t Debe and Equit 195,845 4 X 792 !
Other Income — net 10,214 R

_Interest Charges (289,293) iy ¥4 A

Income betore Extraordinary Irems 544,552 12 N

Extraordinary ltems, net of income tax

¢

') RRA %)
4 196 124 1tx)

3 4

K SKA M)

13

—e el

-
L
.

Nt Extraordinary ltems

Net Income 544,552 12 VA

Preferred and Preference Stock dends 60,002 1 g

Eamnmgs Available tor Common Mok s “‘,5“ 11 > 3 LN U

Shares of Common Stock Outsta

End of Year 131,699 64
Average tor Year 122,344 3
! n is Pard per N ’ 2" >
gl "% "
A ' ; 14.03% P4

Kat K | N ey
Ratio of Earmiog Fixed ' Retar ¢ [ax 1%
Bowok 3 Dot M nar ’ m“ 3
t i $10,977 321 SINT04

A -.:' mted Depreciat indd Amortizat ' $ 2,502,5% $). M
Total Assets || $10,487,053 $¢ 66d) 6l

Capitaiization

Mortgage Bond $ 294572 39 SN N !
218,918 ) .

ebenture Bonds
rher Long Tem

Long- Tem { 3,164,641 42 110434 i
Oiher Long- Term Obligations | 58,337 1 4
usory Redemes 65,000 1 7
femption TSN 7 I

Preferred Stock without Mandatory Redemy

S 4f) Dividend Prefores L ommaont to Kk anad mHnen Stiw k 1,5“,"5 " LL ) Ly
{ 557

Pard-In Capita 26,185
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James R. Cowan, M.D.

President and Chief Executive 7

United Hospitals Medical Center, Newark, New Jersey
Member of Finance Commuttee and Nomunattig Comrittee

T.1. Dermot Dunphy

President, Chiet Executive Offwcer and director.

Sealed Air Corpotation manufactures prtective packaging products
and systems! Saddle Brook, Now Jensey

Metnber of Nompnating Commuttes and Orgaization and
Cotnpensation Comemaitiee.

Raobert R. Fe Yoo

Pressdent, Chief utive Officer and dircctor,

First Fudelity Bancorporation and hairman of the Raard and direcror,
MF&MMMMWAMhdMMMW\
Metther af Finance Committee and Organization and
Compensatimn Committes

Irwin Lerner

President, Chief Executive Oficer and director,

Hottmann-Ls Rexhe Inc. imanutactures preserpoon pharmaceuticals,
vitammns and fine chemicals and provides diagnestic products

and services' Nutley, New fersey

Member of Audit Committer. Executive Crmpmittes and
Organization and Compensation Committes

William E. unir
Chairman of the Board and director, Victory Optical

Manufactunng Company manufactures haluc trames
and Chairman of the Board and director, Plaza Sunglasses, tric
manutactures sunglasses! both of Newark, New Jersey
Member of Audit Committes and Funance Committee

Marilvn M. Pfaltz

Partner of F and F. Associates public relations and publicry
specialists, Summit, New Jersey

Murmdser of Auedit Committes and Nommating Commitiee

james C. Pitney ‘

Partrer in the law firm of Pitney. Manbin, Kipp & Scuch,

Newark and Mornstown, New fersey

Chairman of Audit Committee urd member of Ovgavization
anl Compensation Committee

Kenneth C. Rogers

Presicent. Stevens hatitute of Technology, Hobeken. New lersey
Chattman of Nomnating ¢ smmittee anel meniher of

¢ drpanization and Compenst i Commitees

Verdell L. Roundtree

Yice Presadent, National Programs,

United Negro College Fund, Now York, New York
Member of Audit Commintee asd Nommatng Consmitter

William £ Scott

Retired Semior Executive Vice Pressdent of the Company
¢ hairman «f Fingnce Commuttee and membet of
Executive Committes

Robert | Smith
Retrred Chatnman of the Board of the Company
Membier of Bxecutive Committee amd Finanoe Committey

Harold W Sonn

Chatrmstt of the Boaed, President and Chied Executive Oy
of the Company :
Chatrsan of Executive Committee dend mwmber of

Frawanicw < otmmiinted

Robert V. Van Fossan

Chairman of the Board, Chief Excoutive Officer and directorn

The Muitual Benefit Life Tnsurance Company, Newark, Now lerses
€ Tggrimati of Crgaeization and Compersion Committee and
member of Executiee Committes and Finignee Commitiee

Josh 5 Weston

President. Chiet Execut e Officer anud director
Automatic Data Processing ine, Roseland, New jere
Memiber of Audit € ommittee anid Orgarizatioa and
Camnpensation (ommittee
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Officers

Harold W Sonn
Chairman of the Board, President and Chief Executive Officer

Everett L. Morrnis

Executive Vice President — Financ

Frederick W Schneider

Executive Vice President — Operations

Fredrick R. DeSanti

Semor Vice Presadent — Customer Opetations

Richard M. Eckert

Semor Vice President Nuclear and Enginecnng

Robert W. Lock wood

Senior Vice President Adminstration

Stephen A Mallard
Senmior Pressdent Planning and Rescarch
| Donald A Anderson

¥ sedent Information

Svstems

: Lawrence R, Codey

vige Provdent and Comporate Rate Counsel

Robert H Franklin

Vice Presadent Pubhic Relations

Charles E Maginn, Jr

resident Human Resources

Wallace A Maginn

Vice President and Treasurer

Winthrop E. Mange, Ir.
VICE Presidemt L OFPOTSte ervines
i Thomas | Martin
Vi residernt Engoneening and Construgtwog

Corbin A. MeNeill, Ir.
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Parker C Peterman

Vice Pressdent and mptroller

'- Louis L. Riza

Mresiudent L Ustinwner ar

William Saller

S L Larvernmental Aars

| A

Market N rvices

| R Edwin Selover
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Robert S Smith

: Nt anid Moretary

Robert F Steinke
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Presidont Itansmssion and Distribud

Richard A Uderitz
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Corporate Information

Annual Meeting Stock Exchange Listings
Please note that the Annual Meeting of Stockholders of

the Company wil! be held in Newark Symphony Hall 1020 New York :::u Exchange
Broad Street, Newark, NJ. Tuesday, April 15, 1986 at 2.00 pm. toa .
2 ; Phi)adelphia Stock Exchange
A summary of the meeting will be sent to all stockholders London Stock Exchange (Common only!
of record at a later date. :
Preferred:
Additional Reports Available — Form 10-K New York Stock Exchange
Stockholders or other interested persons wishing to obtain
a copy of the Company's 1985 Annual Report to the Stock Symbol: PEG
Sccurities and Exchange Commission, filed on Form 10-K. The table below shows the quarterly dividends paid for the
may obtain one without charge by writing to the M‘W' periods indicated and the high and low Composite pnces of
Investor Relations, Public Service Electne and Gas Company. such stocks
PO. Box 570, T6B, Newark, N.J. 07101 The copy so provided
will be without exhibiis. Exhibits may be purchased for a e e
specified fee. NS, e TR R
| Dividend Tie* HRE™
- y— ‘ ’ i n 1
A comprehensive statistical supplement to this report, Price ! ,
containing financial and operating data tor the vears First Quarter 27%1-25% ‘ 144200
1975-1985 will be available this Spring. If you wish to | Second Quarer 2%-27% -’*} 20
receive a copy, please write to the Manager - Investor - Third Quarter 32%-26% 15%-21
Relations, Public Service Electric and Gas Company, _fourth Quarer | 38%-26% | 27 24
PQ &ll 570. TbB, Nﬂvark, Nl 07101 SaRe First Quarter only 866 Farst (Quarer only
JI Stocks, : 1985 1984
Morgan Guaranty Trust Company of New York, R R | P
30 West Broadway, New York, NY 10015 Dividend aadll e
Price
Stockholder Services, v
Public Service Electric and Gas Company PR Som ] 90 8 u» “"'
80 Park Plaza, PO. Box 570 Second Quarter Lo 1M-12% L% 1O
Newark N 07101 Third Quarter 15 <134 % 1O
iR | Jeurth Guanes — LS | LW
All Stocks, Stockholder information — Toll Free
First Fidelity Bank, N.A  New Jersey New fersey residents 8O0 242 0813
765 Broad Street, Newark, N.J. 07101 Outside New Jersey (800) 526 8050
Morgan Guaranty Trust Company of New York
30 West Broadway New York, NY 10015 Security Analysts and Institutional Investors
Manager -Investor Relations (201 430 6564
PSEA&G Territory
- = /
Newark —
-
Trantor
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alongside the Fairmount Waterworks <enter with the Company s headquarters burlding i the distance (nght)

About the Company— Philadelphia Electric Company 1s an operating utility which provides eleciric, gas and sleam service lo the
M&hmmunwwdmwm‘mm

hthMmWw*M“bWbaw‘Mﬂﬂi s g
poulation of about 3,700,000, mcluding 1,700,000 n he Ciy ot Phiodeipha Approximately 95 percent f the seciric servics
e and 63 percent ofrea klowoMhous salesare 1 he Phiadelpha suburbs and m norheastern Marylond,ond Spercentof |

the service area and 37 percent of such sales are in the City of Philodeiphia. Natural gos service is supphed in o 1,475-square mile .
area of southeastern Pennsylvania adiacent 1o Philadelphic with a population of 1,900,000 Steam service is supplied in the |
central and west Philodelphia areas. W
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Annual Report
1985

Operating Revenue

Operatng Expenses

Taxes Chorged to Operohons

Operating Income

Earnings Applicable to Common Stock

Earnings per Average Common Shore

Cash Dividends Paid per Common Share

Average Shares of Common Stock Quistanding

Construchon Expenditures

Tote! Assets
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1985
$3,012,704,000

$2.598,751,000

$443,347,000

$414,953,000

$434,724,000

$2.56

$2.20

169,784 471

$864,709,000

$10,165,314,000

1984
$2,981,017,000

$2.526,758,000

$453,612,000

$454,259 000

$409,707 000

$270

LN

151,503 698

$1.063,630,000

$9.555,729 000
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1985 was a year of solid accomplishments for the
Company.

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

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

Earnings per share were $2.56, a dedline of
14 cents from last year. A PUC disallowance i,
October of approximately $73 million of prior
years’ deferred costs reduced earnings per
share by 20 cents. The Company has appealed
this disallowance 10 the Commonwealth Court
of Pennsylvania.

Electric sales 1o retail customers remained os-
sentially flat compared to last year as milder
weather oMfset growth in customers. Gos sold

and transported declined slightly due 1o warmer

weather during the heating season. Steam sales
were olso down.

A 28.2% electric rate increose request, the
largest in the Company’s history, was filed in
September 1o bring Limerick Unit No. | intu rate
base. To moderate the impact of the increase on
customers, the Compan s proposed to phase in
the increase over a three- year period in three
equal steps of 9.4% each.

Gas rariffs were reduced by approximately
$28 million per year i1 several reductions that
took effect during 1985 These reductions match
comparable reductions in suppliers’ prices to the
Company and did not affect Company earnings.

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

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

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

pletion. These items comprise our top priorities

for 1986

The Company’s accomplishments in 1985 are

the result of the continuing effort of o dedicated

ond talented group of employees. Their commit-

ment to efficient operation, high-quality cus

tomer service and innovative technology serves

our Company well. They are also actively in

volved in our local communities, leading and

participating in a wide variety of activities that

contribute 1o the quality of life within the Com

pany’s service area. E xomples of our employees

activities are highlighted in this report

The counties that we serve in southeastern
Pennsylvania and northeastern Maryland are
rich in history, culture, scenic beauty, recrea
tonal activittes and economic opportunity We
have attempted 10 capture some of these ele
ments in the photography of this year’s report

As we face the future, we recognize the sup
port of our invastors that has made this year's
significant achievements possible. Thank you

for your continuing support

James L. Everent
Chairman of the Board
and Chiel £ xacutive Jfficer

V4

[
John M. Austin, Jr
President

and Chief Operating OMicer






he Schuylkiil Kive: traverses our service term
tory from above Pottstown along the Chester
County and Montgomery County borders and
through Philadelphia and provides many recrea
tonal activities for area residents. The Temple

University varsity crew completes a workout

R T

: "")’-!ll'ﬁwr-#_“ A

o Bl = [RY
" T













he Brandywine Battiefield Park in Delaware

County is one of many histonic sites located in
the county. Both Washington's and Latayette s
headquarters are located in this scenic park
which dates back to the mid-17t.. entury. This
cemetery, which is still in use, has gravestones

dating back to the Revelutionary War era







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

lluminated fountains













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 his studio in

New Hope
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illow 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 Maiine Aircrali Group 45 com

pletes a test flight
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Management’s Discussion And Analysis Of Financial Condition And Results Of Operations

General

Electric Operating Revenve

Electric Revenue

Gas Operating Revenue

Fuel and Energy Interchange Expense

Other Operating and Maintenance Expenses

Depreciation

income Taxes

Other Taxes

Allowance for Funds Used During Construction

Interest Charges




Capital Expenditures and Changes in Finoncial Position. The Company is carrying on o construction progrom which is estimated
fo require expenditures of $771 million in 1986 and $2.9 billion from 1987 to 1989. A majority of these expenditures relates to the
construchon of the Company’s second 1055 mW nuclear generating unit at Limerick. Successful completion of this program is
dependent on the Company's ability to obtain external financing, primarily through debt arrangements and sales of equity
securities which are subject to market conditions and to meeting certain ecrnings tests. The program also is subject to the licensing
requirements of the Nuclear Regu'atory Commission, to financing approvals by the PUC, and to change due to litigation The
Company cannot predict the outcome of such regulatory reviews, but believes the safety requirements have been or will be met
the econamic desirability of the progrom has been demonstrated, and that the program will be successfully completed and
approved.

Interim financing of the construction program s provided by commercial paper borrowings and short- and intermediate-term
bank loans, which also are dependent on the Company s financial position

RETURN ON AVERAGE RATIO OF EARNINGS
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Accountants’ Report

To the Shareholders and B urd of Directors
Philadelphia Electric Company

We have examined the consolidated balance sheets of Philodelphia Electric Company and Subs:diary Companies os of
December 31, 1985 and 1984, and the related consolidated statements of income, retained earnings, changes in common stock
preferred stock, and other paid-in capital, and 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 standords 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 financial statements referred to above present fairly the consolidated financial position of Philadelphia Electric
Company and Subsidiary Companies as of December 31, 1985 and 1984, and the consolidated results of their aperations and
changes in their financial position for each of the three years in the period ended December 31, 1985, in contormity with generally
accepted accounting principles applied on o consistent basis

1900 Three Mellon Bank Center
Philadelphia, Pennsylvanio
February 3, 1986



Philadelphia Electric Company and Subsidiary Companies
Consolidated

Statements of Income
For the Year Ended December 31 1985 1984 1983
(Thousands of Dollars)
Operating Revenves
Electric $2,516,191  $2,435731 $2,107,897
Gas 428,984 462,966 417,042
Steam 68,529 82.320 71,
Total Operating Revenues 3013704 2981017 2,596,050
Operating Expenses
Fuel and Fnergy Interchange 1139553 1122177 986,634
Other Operating Expenses 565,713 527,060 449,101
Maintenance 265,173 245,583 222,640
Depreciation 184,965 178,326 165,327
Income Taxes 201,823 24¢,749 200,026
Other Taxes s 241,524 204,863 178,615
Total Operating Expenses 2598751 2526758 2202343
Operating Income } 414,953 454 259 393,707
Other Income and Deductions
Allowance for Other Funds Used During Construction 176,310 134,485 108,126
Income Tax Credits, Net 133415 116,423 87512
R s T vy (3,464) 239 (3.125)
Total Other Income and Deductions 306,261 251,147 192,913
Income Before Interest Charges 721,214 705,406 586,620
interest Charges
Long-Term Debt 435,373 402,475 330,200
Short-Te, ~ Debt 7. 30912 35,199
Allowance tu. ®arrowed Funds Used During Construction . (257,181) (220,370) (167 868)
Net Interest .. arges 1 gt 195913 213017 197,531
Net Income a1 L. : 525300 492,389 389,089
Preferred Stock Dividends ; 90,577 82,682 67,384
Earnings Applicable to Common Stock $ 434724 § 409707 § 321,705
Average Shares of Common Stock Outstanding (Thousands) 169,784 151,804 133,852
Earnings Per Average Common Share (Dollars) $2.56 $270 $2.40
Dividends Per Common Share (Dollars) $2.20 $2.20 $2.12

See notes to financial statements



Philadeiphia Electric Company and Subsidiary Companies

Consolidated Balance Sheets
ASSETS St Lk
December 31 i e e 1985 1984
(Thousands of Dollars)
Utility Plont, at original cost
Electric $ 4982099 $4,806,49
Gas 474,599 443 946
Steam 54,138 53,846
Common, used in all services i ! 132,323 l?9,64?
5643159 5433937
Less: Accumulated Deprocm'vgn_ - Y et 3 TR | LI st g 1,824,420 1,726,321
Net Utility Plant in Service 3818739 37074616
Construction Work in Progress 4929093 4400166
Leaced Property, net o P Mo - b T P gl - 17 _33,_!4_[__»253,\_33
Net Unility Plont A R I e 9085973 8459915
Investments = yoth iy Ty g -y . 67,670_ 80,871
Current Assets
Cash and Temporary Cash Investments 188,785 30,357
Escrow Deposits 13,300 88,076
Accounts Receivable
Customers 348,233 346018
Other 22,687 38,284
Inventories, ot average cost
Fossil Fue! 63,594 93,004
Materials and Supplies 60,152 57,532
Deferred Energy Costs 101,655 229 895
Compensated Absences 46,370 41,478
Other i oy T8 ) Cm w
Total Current Assets ot T 856878 932036
Deferred Debits L St RN Pl o i 134793 82907
Total $10,165314  §9,555729

See notes to financia! statements




CAPITALIZATION AND LIABILITIES

December 31 e W 1985 1984
(Thousands of Dollars)
Capitolization
Common Shareholders’ Equity
Common Stock $ 2,601,989 $2360948
Other Paid-In Capital 733 6,727
Retainea Earnings S 583,728 523,300
3193048 2890975
Preferred Stock
Wwithout Mandatory Redemption 572472 572,472
With Mandatory Redemption 318,309 326,235
Long-Term Debt ke e 430913 3777961
Total Capitaiization o ¥ g 2R, L TG 8392960 7567643
Current Liabilities
Short-Term Debt
Bark Loans 1,000 20,000
Pollution Control Notes - 240,000
Long-Term Debt Due Within One Yeor 80,800 50,361
Capital ! zase Obligations Due Within One Year 76,326 68,332
Accounts Payabie 144,407 156,245
Taxes
Accrued 58,509 40314
Deferred income Taxes-Energy 51,814 12,72
Interest Accrued 93,008 91,110
Dividends Declared 40,698 43,796
Compensated Absences 46,370 41,478
Other - Pyl et T R 25583 85749
Total Current Liabilities SR R R TR e KX Snih 618515 955114
Deferred Credits and Other Liabilities
Deferred Income Taxes 502,621 373,343
Unamortized Investment Tax Credits 302,409 299419
Capital Lease Obligations 261815 283,802
Other . W D A T AR 86,994 76.4(';
Total Deferred Credits and Other Liabilities 1153839 1032972

$10,165314  $9,555.729




Philadelphio Electric Company and Subsidiary Companies
MMJW in Financial Position

For the Year Ended December 31 1985 1984 1983
(Thousands of Dollars)
Sources of Funds
Funds From Operations
Net Income $ 525300 $ 492389 § 389,089
Principal Non-Cash Charges (Credits) to Income
Deprecianon 184,965 178,326 165,327
Nucleor Fuel Disposal Costs 5,601 13,201 12,166
Deferred Income Taxes 66,281 76,197 175,307
Investment Tax Credits, Net of Amortization 3,567 49927 (46,064
Allowance for Other Funds Used During Construction (176,310) (134 485) (108,126)
Total from Operations 609,405 675,555 587 699
Funds from Finaricings
Sales of Securities
Common Stock 241,041 250,445 284,305
Preferred Stock — 100,000 150,000
Long-Term Debt 686,000 258,700 175,000
Short-Term Pollution Control Notes — 240,000 -
Net Borrowings Under Revolving Creait Agreements 150,000 200,000 200,000
Sale of Magnesium Oxide Regeneration Facilities — 55,928 37679
Increase in Copital Lease Obligations 46,364 12,690 72514
Increase in Short-Term Debt — — 202,800
Total from Financings nn.m 1,117,763 1,122,298
Total Sources $1,732810 $1.793318  §1,709,997
Uses of Funds
Additions to Utility Plant $ 826609 $1053133  $1,03032!
Additions to Leased Assets 46,364 12,690 72514
Allowance for Other Funds Used During Consiruction (176,310) (134,485, (108,126}
Dividends on Preferred and Common Stock 464,003 416,098 352,553
Retirement of Long- Term Debt 273,394 11,194 4,573
Premium on Retirement of Long-Term Debt 48,589 - -
Redemption of Preferred Stock 7,926 8628 7427
Redemption of Short-Term Pollution Control Notes 240,000 - -
Decrease in Short-Term Debt 19,000 247 500 -
Net Change in Deferred Energy Costs (128,240) 80,649 234,625
Net Change in Nuclear Fuel Escrow Account (51,816) 32,160 7113
Net Change in Other ltems of Working Capital 153,528 50,340 71,45)
Other, Net 9,763 13.4) l 546
Total Uses $1,732810 §1793318  $1.709 w

See notes to financial statements
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Philadelphia Electric Company and Subsidiary Componies
Wmdmw

For the Year Ended December 31 n_cs 1984 1983
(Thousands of Dollars,
Balance, Janvary 1 $ 523300 $452964 $423596
Net Income o 525,301 492389 389,089
1,048,601 945353 812,685
Cash Dividends Declared

Preferred Stock (at specified annual rates) 90,524 83,820 68,570
Common Stock (per share, $2.20 in 1985 ond 1984, $2.12in 1983) 373479 334278 283,583
Expenses of Issuing Preferred and Common Stock il 870 3,955 7.168
L 2 464873 422053 35972
Balance, December 31 $ 583728 $523300 $452964

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

Common Stock Preferred Stock Paid-In

Shores Amount Shares Amount Capital

(Al Amoun's n Thouwﬂds)

Balance, Jonvory 1, 1983 125,767 $1.826,198 6,648 $664,762 $4.64)
Issuance of Stock .

Public Sales 11,000 186,055 1,500 150,000 -

Employee Stock Ownership Plans 1,256 21,054 — — —

Dividend Reinvestment and Stock Purchase Plan 4,788 77,196 — - —

Redemptions = R T, L, . (75) (7.427) s 1,215
Balance, December 31, 1983 142811 2,110,503 8,073 807,335 5,856
Issuance of Stock

Public Sales 11,613 144 548 1,000 100,000 —

Employee Stock Ownership Plans 94 10,563 - - —

Dividend Reinvestment and Stock Purchase Plan 6,965 95,334 —

Redemptions MR A T Pt L h S '361 _ (Bs2 271
Balance, December 31, 1984 162,303 2,360,948 8 987 898,707 6 727
lssuance of Stock

Public Sales 7,387 115,008 — - -

Employee Stock Ownership Plans 873 15,294 — — -

Dividend Reinvestment and Stock Purchase Plan ALY 110,739 — — -

Redemptions ...t FRREE,.. O A JT!) ~ (1926) 604
Balance, December 31, 1985 lﬂ,‘ﬂ 32,‘01 989 8908 $890,781 $7.33

See notes to financial statements
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Philadelphia Electric Company and Subsidiary Companies
Notes to Financial Statements

1. SIGNIFICANT ACCOUNTING POLICIES

General. All utility subsidiary companies of Philadelphic Electric Company are wholly owned and are included in the
consolidated financial statements. Nonutility subsidiaries are included in invastments and accounted for by the equity method.
Accounting policies are in accordance with those prescribed by the regulotory authorities having jurisdiction, principally the
Federal Energy Regulatory Commission (FERC) and the Pennsylvania Public Unlity Commussion (PUC)

Revenves. Revenues are re orderd in the accounts upon biiling to the customer Rate increases are billea from dates authorized or
permitted to become effective by the regulatory authorites.

Fuel Expenses. Fuel expenses, which are recoverable under energy adjustment clauses, are recognized when the related revenve
is billed to customers. Nuciear fuel used in the Peach Bottom and Salem Generating Stations is leased, and the costs of such
leased fuel are charged to fuel expense on the unit of production method. Nucleor tuel disposal costs are being charged to fuel
expense as the reloted fuel is burned.

Depreciation. For financial reporting purposes, depreciation is provided over the estimated service lives of the plant on the
straight-line method and, for tox purposes, generally, over shorter lives on accelerated methods. The estmoted decommissioning
costs of nuclear plants, totaling approximately $181,862,000 ot December 31, 1985, are being charged o operations as permitte
for rate-making purposes. The amounts charged are deposited in an escrow account and invested for funding of future costs. The
Company believes that any increase in the eshmated costs would be recoverable through adjustments of rates charged 1o its
customers. Annual depreciation provisions, expressed as a percent of average depreciable utility plant in service, were
approximately 3.35% for 1985, 3.29% for 1984 and 3.20% for 1983

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

Allowance for Funds Used During Construction (AFUDC). AFUDC is & non-cash tem which is defined in the uniform systems of
accounts as “'the net cost for the period of construction of borrowed funds used for construction purposes and o reasonable rate
on other funds when so used ” AFUDC s recorded as a charge to Construction Work In Progress, and the equivalent credirs are to
“Interest Charges” for the pretax cost of borrowed tunds and 1o “Other Income” for the remainder as the allowonce for equity
funds. The rate used for capitalizing AFUDC, which averaged 9 5% in 1985, 9 4% in 1984, and 9.3% ir. 1983, is computed under ¢
method prescribed by the regulatory authorities. The rate is a “net after-tax rate” and the current income tax reductions
applicable to the _iterest charges capitalized are recorded in “Other Income ” AFUDC is not included in taxable .ncome and the
depreciation of capitalized AFUDC is not tax deductible.

Gas Exploration and Development Joint Ventures. The Company hos invested in several joint ventures for explorning and drilling
for natural gas. Costs are capitalized under the full cost method and charged to operations commensurate with production

2. JOINTLY OWNED ELECTRIC UTILITY PLANT
The Company’s ownership interests in jointly owned u'y‘.wy plant g'Qgcember N lgaé were as bllqy_s__

Transmission

ProductionPlants = Plont
Peach Bottom Solem Keystone  Coremaugh  Merrill Creek
Ogerator Philadelphia Public Service  Pennsylvamia  Pennsylvema  Jersey Central Vanous
Electric Electric and Electric Electric Power & Companies
Company _ Gas ompony  Company  Company  LightCompany
Participating Interest 42.49% N 42 59“’1 . 7729»295-‘ ___”___2_(_)_7’2_";;~ .. ?ﬁo 71% to 43‘_-‘0_
(Thousands of Dellars)
Company'’s share of:
Utility Plant $510.652 $903,473 $60 483 $62,186 - $68 658
Accumulated
Depreciation 120,522 145,577 23,464 23,520 ~ 13,99
Construction Work
In Progress 12,717 19,936 7,791 2,469 $18,458 —_

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



3. COMMON STOCK

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

4. PREFERRED STOCK
At December 31, 1985 and 1984, Preferred Stock Sl_(Xo ar, cumulative

Shares Amount
Current Refund:
Redemption Becricied - Outstanding
Price (a) Prior to (b) Authorized 1985 1984 1985 1984
(Thousands of Dollars)
Series (without mandatory
redemphion)
14.15%(c¢} $114.15 2-1-90 500,000 500,000 500,000 $ 50,000 $ 50000
13.35% (¢ 113.35 2-1-89 750,000 750,000 750,000 75,000 75,000
12.8% (¢) 112.80 5.1-88 750,000 750,000 750,000 75,000 75,000
9.50% 103.50 750,000 750,000 750,000 75,000 75000
8.75% 104.00 650,000 450,000 650,000 65,000 65,000
7.85% 103.00 500,000 500,000 500,000 50,000 50,000
7.80% 103.00 750,000 750,000 750,000 75,000 75,000
7.75% 103.00 200,000 200,000 200,000 20,000 20,000
4.68%, 104 00 150,000 150,000 150,000 15,000 15,000
4.4% 11250 274720 274,720 274,720 27472 27472
43% 102.00 150,000 150,000 150,000 15,000 15,000
38% 106.00 300,000 300,000 300,000 30,000 30,000
5,724,720 5,724,720 5,724,720 572472 572472
Series (with mandatory
redemption)id]
17.125% $117.13 5-1.87 300,000 300,000 300,000 30,000 30,000
15.25% 110.00 5-1-90 500,000 500,000 500,000 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 5-1-90 220,000 220,000 220,000 22,000 22,000
952% 106.25 5-1-86 500,000 393,690 401,650 39,369 40,165
8.75% 105.15 5-1.-88 500,000 433,400 466,700 43,340 46,670
7.325% 103.8] 750,000 540,000 570,000 54,000 57,000
% 101.00 400,000 296,000 304,000 29,600 30,400
3,670,000 3,183,090 3,262,350 318,309 326,235
Unclassified 605,280 — - — —
Total Preferred Stock 10,000,000 8,907,810 8,987,070 $890,781 $898 707

(o) Redeemable, ot the option of the Company, at the indicated dollar amounts per share, plus accrued dividenas

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

{c) Ownership of these senes of Preferred Stock 1s evidenced by Depositary Preference Shares, each representing 1/10 of a share
of Preferred Stock.

(d} Sinking Fund requirements (par value) in the period 1986 - 1990 are os follows: 1986-$14,599,000, 1987-$15,230,000,
1988-$17,530,000; 1989-$17,530,000; 1990-$27,530,000

{e) Not redeemable prior to May 1, 1990




Notes to Financial Statements (Continued)
5. LONG-TERM DEBT
At December 31, 1985 and 1984
Series Due 1985 1984
(Thousands of Dollars)
First and Refunding Mortgage Bonds (a)
3-1/8% 1985 — $ 50,000
4-3/8% 1986 § 50,000 50,000
4.5/8% 1987 40,000 40,000
3-3/4%-14% 1988 52,500 52,500
5%-14% 1989 62,500 62.500
14% 1990 11,000 11,000
4-1/2%-14%  1991-1995 508,225 359,700
6-1/8%-15-1/4%  1996-2000 608,684 610817
7-3/8%-12-1/2%  2001-2005 480.000 480,000
6%-18-3/4%  2006-2010 447,369 523,500
10-1/2%-18%  2011-2015 745,283 350,000
Total First and Refunding Morigage Bonds 3005561 2590017
Notes Payable—Banks (b) 1987-1989 225,000 225,000
Notes Payahie—Other 17% 1986-1987 20,000 20,000
Revolving Credit and Term Loan Agreements {c) 1988-1991 550,000 400,000
Poliution Contrel Notes 5-1/2%-13% 1997-2013 272,685 274,190
Debentures 485% 1986 20,800 21,161
Debentures 14-1/8% 1990 50,000 50,000
Debentures 14-3/4% 2005 100,000 100,000
Debentures 145% 2009 150,000 150,000
Sinking Fund Debentures—
Philadelphia Electric Power Company, a Subsidiary 4.1/2% 1995 15,325 16,397
Unomortized Debt Discount and Premium, Net (19,440) (18,443)
Totol Long-Term Debt 4389931 3828372
Due Within One Yeor (d) 80,800 50,361
Long-Term Debt included in Capitalization(e) $4,309,131  $3.777 96)

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

(b} At interest rotes ranging from prime rate to prime rote plus 1/2%

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

The Company also hos a $400 million revolving credit and term loan agreement with a group of banks which expires in 1987, but
which may be extended through 1990 upon approval of the banks. There 1s an annual commitment fee of 3/8% on the unused
amount. There were no borrowings under this agreement during the year

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

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

(e} The annualized interest on long-term debt ot December 31, 1985, was $455.7 million of which $309 3 million was associated
with mortgage bonds and $146.4 million was associated with other long-term debt




6. SHORT-TERM DEBT

1985 1984 1983
(Thousands of Dollars)
Average Short-Term Borrowings $127,392 $166,713 $164,429
Average Interest Rates, Computed oi: Daily Bosis 6.38% 988% 9.06%
Maximum Short-Term Borrowings Outstanding $360,000 $302,500 $340,000
Average Interest Rates on Short-Term Borrowings of December 31:
Bank Loans 9.50% 9.95% 10.53%
Commercial Paper—Tax Exempt - — 561%
Commercial Paper—Taxable —_ - 10.64%
Pollution Control Notes — 6.44% —

At December 31, 1985, the Company had borrowed $1.0 million under formal and informal lines of credit with banks oggregating
approximately $371 million. The Company generally does not have formal compensating balance arrangements with these
banks.

7. RETIREMENT BENEFITS

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

Pension Plan data as of the dates of the most recert actuaniol valuations s as follows January |

1985 1984
(Thousands of Dollars)

Actuariol present value of accumulated plan benefits
(7.0% assumed rate of return)

Vested $512,639 $447.994
Nonvested " 60,990 54,174
$573,629 $502,148

Net assets available for benefits $645726 $573372

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

The preceding tabular disclosures are required under applicable accounting principles. However, the Company is of the opinion
that comparing the actuarial present value of occumuloted plan benefits with the net assets availoble for benefits moay be
misleading. The pian is of a long-term nature and is funded on a basis consistent with this concep!. The actuarial value of
occumulated plan benefits is, essenhally, a hypothetical plan termination calculation which does not take into account future
salaries or future service. Net assets, which are measured ot fair value at Jonuary 1, are subject to fluctuations in the securities
markets and therefore, may not be indicative of the plan's long-term funded status

In December, 1985, the Financial Accounting Stondards Board issued Statement of Financial Accounting Stondards No. 87 (FASB
87), Employer's Accounting for Pensions. FASB 87 supersedes existing accounting principles for defined benefit pension plans ond
becomes applicable to the Company in 1987 The Company has not fully evaluated FASB 87, but if believes it would not have o
material negative impact on the financial statements

In addition to providing pension benefits, the Company nrovides certain health care and life insurance benefits for retired
employees. Substantially al! of the Company’s employees may become eligible for these benefits if they reach retirement age
while still working for the Company. These benefits and similar benefits for active employees are provided by an insuronce
company whose premiums are based on the benefits paid during the year. The Company recognizes the cost of providing these
benefits by charging the annual insurance premiums to expense. The cost of providing benefits for approximately 2,400 retirees
during the years 1983 to 1985 is not separable from the cost of providing benefits for approximately 10,000 active employees for
the same period. Total premiums amounted to $29.3 million, $26.6 miliion, and $24.3 million, in 1985, 1984 and 1983, respectively

N



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

8. INCOME TAXES e
1985 1984 1983
(Thousands of Dollars)
Included in operations:
Federal
Current $106994  § 96915 $ 54,495
Deferred 59,837 49,770 151,259
Investment tax credits, net 3,567 49927 (46,064)
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 2 e (23,835) (22,605) (17.0100
Total $ 68408 $130326 $112)14

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 nmullion in 1984, Approximately $244 million of such additional tax
credits generated from 1982 through 1985 have not been utilized due to limitahons based on taxable income. These credits may
be used to reduce Federal income taxes in future years and expire of various times from 1997 to 2000

Effective with the PUC'’s eleciric rate order dated January 24, 1985, the Company began flowing through the state income tax
benefits ossociated with accelerated depreciation ahtributable 1o its electric operations. This chonge reduced operating revenves
and operating expenses by opproximately $1.8 million but had no etfect on operating income and net income

For a number of years the Company has used occelerated depreciation for income tax purposes and straight line depreciation for
financial reporting purposes. Deferred taxes were recorded anly on those iming differences recogmized for rate-making. The
cumulative net amount of such timing differences for which deferred taxes were not recorded was approximately $ 790 million ot
December 31, 1985. Since the Company expects 1o cliarge customers for toxes paid when the iming differences reverse, the tax
effect of such timing differences is not recorded currently

Provisions for deferred income toxes on operating income consist of the tax effects of the following timing differences

s ———, YRR
(Thousands of Dollars)

Depreciation and amorhization $ 34417 $ 33945 $ 38792
Nuclear waste disposal costs (5,932) {7,355) 24,28)
Deferred energy costs (65,915) 41,212 119,867
Precommercicl operation of Limerick Unit No. | 97 867 — -
Premium on retirement of long-term debt 2473 - --
Other —— e, 835 U8
Total $ 66,281 $ 76,197 $175307

The total income tax provisions differ from amounts computed by opplying the Federa! statutory tax rate to income and adjusted
income before income taxes for the following reasons

Net income 852530 $492,389 $389,089
Total income tax provisions Bt poRE o ) web 6},9 130326 @ M2)14
Income before income taxes 593,709 622,715 501,203
Deduct—allowance for funds used
during construction (nontaxable) TP o M 1= - Cll = 433,4’1 ' 3}4855 = 27SJ?94
Adjusted income before 1icome toxes $160,218 $267 860 $225,209
Income taxes on above af Federnl statutory rate of 467% 73,700 123,215 103,596
Increase (decrease) due fo:
Depreciation timing differences not normalized 7,297 7,247 794
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) {4,210)
Other, net ‘ AN =k Fi , ,,,(.,"2:,” a5y (5810
Total income tax provisions $ 68,408 $130,326 $112,114
Provision for income taxes as o percent of
Income before income taxes 11.5% 209% 224%
Adjusted income before income taxes 42.7% 48.7% 498%

»



TAXES, OTHER THAN INCOME

Total

1985

$128,346
28,246
62,296
22,636
$24),524

10. ESCROW DEPOSITS

Total

1785

$ 5415
7,886

$13,300

11. INVESTMENTS

Total

1985

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

$87.670

12. LEASES

1985

$445.699
48,342
3116
497,157
159,016
$338,14)




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

13. SEGMENT INFORMATION
1985

‘“;L'\(”:u‘”‘:“ revenues

Uperahng expenses, ¢

Depreciation

$2,516,191

1,974,222
168,208

2,142,430
$ 373,761

.

64,165
1916

66,081
$ 2448

$68,529

$ 3,013,704

2,413,786
184,965

2,598,751
$ 414953

$ 793,195

$ 518

$ 826,609

8,675,701
100,793
109.244

$8,885,738

389,396
72,745
(4,766

$407,375

20,876
208
2,823

$18,261

9,085,973
123,746
101,655

$ 9311374
853,940
$10,165,314

December 31

ANOCOL 1ssets

Total assets

hie

Total assets




14. UIMERICK GENERATING STATION
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Philadelphia Electric Company and Subsidiory Companies

Notes to Financial Statements (Continued)
16. QUARTERLY DATA (Unaudited) i
The data shown below include all adjustments which the Company cor siders necessary for o fair presentation of such amounts.
Operuiing Revenues Operating Income Net Income
Quorter Ended 1985 1984 1963 1984 1985 1984
{Thousands of Dollars)
March 31 $852,299 $818,031 $126,892 $128,942 $151,166 $134,838
June 30 683,519 703,219 98,153 100,680 118,859 108,151
September 30 750,904 155,619 93,240 121,524 124,163 132,339
December 31 726,982 704,148 96,668 103,113 131,133 117,061
Earnings Applicable Avercge Shores Earnings Per
to Common Stock __ Outstanding Average Share
Quarter Ended _ 1985 1984 1985 1984 1985 1984
(Thousands of Dollars) (Thousands) {Dollors)
March 31 $128,422 $115,451 162,859 143,044 $79 $81
June 30 96,212 87,098 168,723 150,266 57 58
September 30 101,569 111,340 171,993 153,519 59 73
December 31 108.521 95818 175,400 160,274 62 60

1985 third quorter results include a charge of approximately $34 7 million (net of related income taxes) resulting from the PUC's
denial of recovery of approximately $73.0 million of energy costs (see Note #15).

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

The following supplementary information is supplied to show the estimated effects of inflation under the “current cost” method.
The techniques required fo develop this information are approximate and complex, and may not necessarily reflect the true effects
of inflation on the Company. Under existing regulatery law, the Company is permitted to recover actual operating and caprial
costs incurred to serve customers and a reasonable return on investment, and the Compaony believes it wil! be allowed 1o recover
cost increases coused by inflation as such increases are actually incurred

Effect of Infiation on Reported Income. |n odjusting the Consolidated Statements of Income, as shown below, only depreciation
expense was adjusted for the effect of infiation. Depreciation expense was determined by opplying the Company's depreciation
rates to restated 1985 averoge depreciable plant in service. Other Operating Expenses were not required 1o be adjusted

If the Company had to replace its entire utility plant ot this time, the costs o do so would greatly exceed the original costs incurred
when the facilities were built because of the cumulative effect of inflation. These plant replacement costs, net of accumulated
depre-iation, are estimated at $14.2 billion. The effect (3496 million) of general inflation in 1985 on net utility plant was greater
than the increase (3456 million) in specific prices by $40 million

Wde%h%thwwwn,lm.

' AsAdon';g_
TR ___AsReported _(Averoge 1985 Dollors)

( Thm;sonds of Dollars, except per share amounts)

Operating Revenues it — ... %013704 ~ $3013704
Depreciation 184,965 477 987
Other Operating Expenses 2413786 2413786
Operating Income 414,953 121,931
Other Income . .. . S 306,261
Income Before Interest Charges and Preferred Stock Dv_wdcnds. i TR~ R 7_?15714-* ety ___4418,)1?_
Interest Charges and Preferred Stock Dividends Sl L L ?96190 Y N ____?%_,9_99
Earnings Applicable to Common Stock § 434724 $ 141,702




of Selected Five Year Financial Information.

in order fo reflect the impact of general inflation on selected financial information for each of the years 1981 through 1985, the
followingbbhshmoduoldahco«wndmhdo’ood;usted'o 1985 dollars.

Five Year Summary of Selected Financial Information and Current Cost Data

(Thousands of Dollars, except per share amounts)

1985 1984 1983 1982 1981

Development of Adjustment Factors
Consumer Price Index

Average During Year 222 3 298.4 289.1 2724

Year End 3274 3155 3035 2924 2815
Consumer Price Index Muitiplier
A = Average (322.2 - Iindex) 1.00 1.04 1.08 11
B = fear End (327.4 - Index) 1.00 1.04 1.08 1.1
Actue’ and Adjusted Historicol Financial Information
C 1+.dends Per Common Share

Actual Paid $2.20 $2.20 $212 $206 $190

Adjusted (Actual x A $2.20 $2.29 $229 $229 $224
Market Price Per Common Share

Actual Yeor End $17.38 $14.87 $1438 $17.00 $1363

Adjustad (Actual x B) $17.38 $1546 $15.53 $1904 $1581
Operating Revenues

Actual $3,013704 $2981017 $2596050 $2644753 $2,433425

Adjusted (Actual x A $3,013,704 $3100,258 $2,803,734 $2935676 $287)442
Earnings Applicable to Common Stock

Actual $434,724 $409,707 $321,705 $278,623 $223,76)

Adjusted (Actual = A} $434.724 $426,095  $347 441 $309,272 $264,038
Earnings per Average Common Share

Actual $2.56 $2.70 $2.40 $239 $2.25

Adjusted (Actual = A) $2.56 $2.81 $259 $2.65 $2 66
Common Shareholders’ Equity

Actual! Year End $3,193,048 $2890975 $2569323 $2254,435 §1963577

Adjusted (Actual x B) $3,193048 $3006614 $2774869 $2,524967 $2.27769)
Current Cost Dato
Excess of Increase in General inflation over increase in

Specific Prices on Utility Plant Cost

Actual Current Cost $39,973 $296,690  $147379 $(9.011)  $186,585

Adjusted (Actual x A) $39,973 $308,558  $159,169 $(10,002) $220,17C
Purchasing Power Gain on Net Amounts Owed

Actual Current Cost $199,010 $190,521 $165,235 $148,672 $307,972

Adjusted (Actual x A) $199010 $198,142  §178,454 $165,026 $363,407
Earnings Applicable to Common Stock

Actual Current Cost $141,702  $1134662 $51,049 $48,471 $23,044

Adjusted (Actual x A) $141,702 $118,208 $55,133 $53,803 $27,192
Earnings per Average Common Share

Actual Current Cost $0.83 $0.75 $0.38 $0 42 $0.23

Adjusted (Actual x A) $0.83 $0.78 $0 41 $ $0.27
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SUMMARY OF EARNINGS

Operating Revenuves

Operating Expenses

Total Operating Expenses
Operating Income

Other Income

Total Other Income
Income Before Interest Charges

Interest Charges

Net Interest Charges

Net income
Preferred Stock Dividends

Earnings Applicable to Crmmon Stock
Dividends on Common Stock

Earnings Retained

Earnings Per Avernge Common Share

Dividends per Common Share

Common Stock Equity

Average Shares of Common Stock
OV?SY:mdrng M

Rotmqs on Philadelphia Elecmc Compnny s Sccurmes




SUMMARY OF FINANCIAL CONDITION (Millions of Dollars)

December 31 1985 1984 1983 1982 1981 1980 1975
Assets
Utility Plant, of original cost $10,572.2 $98341 $88642 $79057 $70447 $64157 $44456
Less: Accumulated Depreciation 18244 17263 15920 14501 13306 11,2357 7758
Leased Property, net 3381 352.1 3¢4.0 299.1 2700 1393 910
Net Utility Plant 90859 84599 76362 467547 5984 53193 37608
Investments 877 809 994 914 778 58.7 123
Current Assets
Cosh and Temporary Cash Investments 1888 304 572 500 30.7 67 174
Escrow Deposits 133 88.} 80 - — — —
Accounts Receivable 3709 3842 338.6 3422 3424 300.3 1398
Inventories 1237 150.5 131.) 1430 1322 121} 88.0
Deferred Energy Costs 101.7 2299 1493 (85.4) (31.3) 10 179
Other 58.5 489 443 402 35.) 318 19.2
Deferrea Debits 1348 829 80.4 249 315 185 138
Total $10,165.3 $95557 $85445 $73610 866025 $58674 $4,0692
Common Stock $ 26020 $23610 821105 $18262 815724 $13774 § 9166
Other Paid-In Capital 73 6.7 59 46 39 26 15
Retained Earnings 583.7 5233 4529 4236 387 2 353.6 304.7
Common Shareholders’ Equity 31930 28910 25693 22544 19635 17336 1208
Preferred Stock
Without Mandatory Redemption 5725 5725 5225 3725 3725 3725 3725
With Mandatory Redemption 3183 3262 2849 2923 2669 2743 1134
Long-Term Debt 43092 37780 33818 30285 27457 23719 17769
Total Capitalization 83930 75677 67585 59477 53486 47523 34856
Current Liabilities
Short-Term Debt 1.0 2600 2675 64.7 542 526 1080
Current Maturities of Long-Term Debt 808 50.4 — 213 36.1 130.8 609
Capital Lease Obligations due within
one yeor 76.3 683 615 05 539 18.5 124
Accounts Payable and Dividends
Declared 185.1 200.1 1799 1885 1889 187 6 801
Taxes Accrued and Deferred 1103 158.0 1023 226 514 778 442
Interest Accrued 93.0 911 N8 998 823 649 378
Other 720 1272 541 247 18.1 174 202
Copital Lease Obligations 2618 2838 302.5 266.6 216.) 1208 786
Other 8920 7491 726 4 6926 5529 4447 i41 4
Total $10,1653 $95557 $85445 $73610 966025 858674 $40692
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Philadelphia Electric Company and Subsidiary Companies
ing Statish

Operating

ELECTRIC OPERATIONS
1985 1984 1983 1982 1981 1980 1975
Ouwtput (Millions of Kilowatthours)
Steam 9,455 11,085 10,457 8,598 9,931 11,234 12814
Nuclear 8,359 6,462 5,520 10,743 7,464 7,333 4,387
Hydraulic 1,484 2,085 1,739 1,581 1,397 1,240 2275
Pumped Storage Output 1,235 1,100 979 1,126 1,101 1,050 1,275
Pumped Storage Input (1,754) (1,579) (1,427) (1,665) (1,624) {(1,526) (1,785)
Purchase and Net Interchange 10,252 11,975 12,181 11,120 11,173 9,973 7,363
internal Combustion 178 425 49 178 283 442 914
Other 1,254 - — —_ 528 - ol
~ Total Electric Output 30,463 31,553 29,940 31,681 30,253 29,746 27,243
Sales (Mil ions of Kilowatthours)
Residennal 8,440 8,515 8467 7877 8,014 8341 7.424
Small Commercial and Industrial 3,731 3,543 3,284 3,142 3115 3,065 2624
Large Commercial and Industricl 14,920 14,88) 14,478 14,178 14916 15,056 14,060
All Otk . 1,044 1,061 1,003 1,012 1,005 1,159 1,227
Service Territory 28,135 28,000 27,232 26,209 27,050 27,621 25,335
dwsay Contvol Power B Light (Solem #2) 1,395 M6 3352 1218 - e
Total Electric Sales 28,135 29,395 7578 2956 28268 27621 25,335
Number of Customers, December 31
Residental 1,245481 1230883 1217635 1206944 1200238 1,190312 1,120981
Small Commercial and Indusirial 124719 121676 119292 118407 117016 116808 114,89
Lorge Commercial and Industrial 4,881 5,100 5,437 5616 5,790 5,820 5719
All Other 773 751 751 762 746 736 2,305
Total Electric Customers 1375854 1358410 1343115 1,331,729 1323790 1313676 h _1_243,%1
Operating Revenves (Mill.ons of Dollars)
Residental $9239 $354 9 $7440 $694 4 $6437 $407 8 $3647
Small Commercial and Industrial 388.7 360.2 3166 3106 2859 2498 1389
Large Commercial ond Industrial 1,061.8 1,008.5 877 4 9223 9171 8139 4183
All Other 418 1451 1394 1183 1095 95.4 56.5
Service Territory 2,516.2 2,368.7 20774 20456 1,956.2 1,7669 978.4
Jersey Central Power & Light (Salem #2) 570 205 1354 59 e
Total Electric Revenues $25162 $24357 $2,1079 $21810 $2002) $17669 $978.4
Operating Expenses ‘Mi!lions of Dollars)
Operating expenses excluding
depreciation $19742 $18585 $15920 $16884 $15865 $14140 $17.6
Depreciation 168.2 163.0 1509 o 130.2 ' 173 - ll]l 871-6
Total Operating Expenses $2,1424 $20215 $17429 $18186 $1,7038 $15251 $7992
Electric Operating Income
{Millions of Dollars) $3738 $4142 $365.0 $362.4 $298.3 $2418 $179.2
Average Use per Residential Customer (kilowatthours)
Without Electric Heating 6,034 6,160 6,319 5875 6,022 6411 6,354
With Electric Heating 15,923 17,293 16,523 16,813 18,054 19,482 18914
Total 6,820 6,960 6,990 6,544 6,699 7,058 6,645
Electric Paak Load, Demand
(thousands of kws) 6,034 5925 5879 5,691 5731 6,095 5,530
Net Electric Generating Capacity—Year
End Summer rating (thousands of kws| 7,599 7,765 7,974 8,006 8,006 7,698 7,186
Cost of Fuel per Million Bty $1.72 20 $225 © 8157 $2.10 $19 $1.23
Btu per Net Kilowotthour Generated 10843 10920 10906 10918 10930 10787 10,523
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GAS OPERATIONS

_Mes 19 1983 192 1981 1980 1975
Sales (Millions of Cubic Feet)
Residentiol 1,810 1,941 2,168 2,442 2,446 2,461 2,334
House Heating 23227 25429 22,981 24,237 24,675 23,671 20,817
Commercial and Industriol 36254 41,145 39043 41660 45670 42890 30012
Al Ofhor R e vm & @& v B N
Total Gas Sales 62,500 69,797 64,864 68 761 72918 69,114 53,237
Gos TransportedforCustomers 10262 3794 78 - = — = - -
Totol Gas Soles & Transported 72,762 73591 65653 _68 761 72918 69,14 53237
Number of Customers, December 31
Residental 69,632 70,794 72,501 76,638 78,426 81,346 90,117
House Heating 217840 211964 206443 198910 193038 182246 162914
_ Commercial and Industriol 424 22442 0810 2234 21578 20,197 19874
_ Total Gas Customers 3" J06 306,220 301,754 ?97 872 293042 283789 27? 905
Operating Revenues (Mlions of Dollars)
Residential $18.7 $190 $19.1 $18) $154 $140 $81
House Heating 1854 191.7 1658 1471 128.5 108.5 548
Commercial and Industrial 214 2437 2273 21.1 209.7 166.7 54.5
ﬁA_”,Q'.hff,«., S 1= » 5:2 564 " 730 18 0.5 03 N 0.1
Subtotal $4234 $4600 $4152 $388.1 $354.1 5289 5 $1175
Other Revenues (including Transported for
__Customers) 55 30 18 23 23 12 05
Total Gas Revenves 3 7  $A289 $4630 $4170 $3904  $3564  $2907  $1180
Operating Expenses (Millions of Dollors
Operating expenses excluding depreciation $375.4 $4139 $377 6 $354.1 $3220 $258.0 $93.7
Deprecation M8 135 127 N9 N3 102 83
To'dOpcmMgExpomu 7 $3902 $4274 $3903 $3660 $3333 $2682 $1020
GasOpom'mg Income (Millions of Dallars $38.7 $35.6 $26.7 $24.4 $23.1 $225 $160
STEAM OPERATIONS : X . 7
Sales (Millions of POuﬂdS 4229 4,735 4,552 5,086 5,484 6,044 7017
RSt Costemers, Suosnber 33 B e . .. ..
Operatin Revenues Millicns of Oohors $68.5 $823 911 $73.4 $749 $658 $38.5
Operating Expenses (Millions of Dollars
Operating expenses excluding depreciation $64.2 $760 $67 .4 $698 $71.6 $62.4 $35.3
Deprecsohon 19 19 1.7 1.7 1.7 1.7 14
- To'dOpoMngEnponus $66.1 $779 $691 $715 $733 $64.1 $36.7
ShcmOpoMnghxm'M. lions of Dollars) $24 $4.4 $20 $19 $16 $17 $8
ELECTRIC SALFS sAS SALES
nchading Salem na A TRANSPORTEL
&me of
lowatthours 30 )
2 “
45
0 X
L] B 8 & 8 “ . 81 B

R Salem Unit No. 7 Soles
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Philadelphia Electric Company and Subsidiary Companies
Shareholder Information

Stock Exchange Listings

Most PE securities ore listed on the New York Stock Exchange
and the Philadelphia Stock Exchange. Philadelphia Electric
Power Company debentures a.e lisied on the Philadelphia
Stock Fxchange.

Dividends

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

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

Dividend Reinvestment and Stock Purchase Plan
Shareholders may use their dividends to purchase additional
shares of common stock through the Company's Dividend
Reinvestment and Stock Purchase Plan. Philadelphio Electric
pays all brokerage and service fees.

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

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

Over 35% of the Company’s common shareholders were
participants. In 1985, they invested more that $1 10 million
through the Plon, including cash payments. information
concerning this Plan may be obtained from M. W. Rimerman
Treasurer, Philadelphia Electric Company, 2301 Market
Street, P.O. Box 8699, Philadelphia, PA 1910)

Comments Welcomed

The Company always is pleased to answer questions and

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

2301 Market Street, P O. Box 8699, Philadelphia, PA 19101,
Attn: Stock Transter Section, $6-4.

Toll-Free Telephone Line

Toll-free telephone lines are available to the Company's
shareholders for inquiries concerning their stock ownership.
When calling from outside Pennsylvanio, dial 1-800-223-
7326. From within Pennsylvania dial 1-800-242-7326. Local
Philadelphia calls should be made to 841-5795

Annuval Meeting

The Annual Meetng of the Shareholders of the Company will
be held on April 9, 1986, at 10-30 A M. at the Adams Mark
Hotel, Monument Road & City Line Avenue, Philadelphia, PA
Common stock shareholders of record ot the close of
business on February 28, 1986, are entitled to vote o this
meeting

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

Form 10-K

Form 10-K, the annual report filed with the Securities and
Exchange Commission, i1s available, without charge, to
shareholders upon written reques! to Philadelphia Electric
Company, 2301 Market Street, PO Box 8699, Philadelpha,
PA 19101,

Attn: Financial Division, S21-1

Shareholders

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

Transfer Agents and Registrors

PHILADELPHIA ELECTRIC COMPANY —

Preferred and Common Stocks

Registrors. Melion Bank (East) N.A , Four Mellon
Bank Center, Philodelphia, PA 19102
Morgan Guaranty Trust Co. of NY,
30 W. Broadway, NY, NY 10015

Transter Agents:  Philadelphia Electric Company,
2301 Market St., Phila., PA 19101
Morgan Guaranty Trust Co. of NY,
30 W. Broadway, NY, NY 10015

PHILADELPHIA ELECTRIC COMPANY —

First and Refunding Mortgoge Bonds

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

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

PHILADELPHIA ELECTRIC COMPANY —Debentures

PHILADELPHIA ELECTRIC POWER COMPANY

(A Subsidiary)—Debentures

Trustee The Philadelphia National Bank
Broad & Chestnut Sts_, Phila, PA 19101

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

General Office
2301 Market Street, PO Box 8499, Phila., PA 19101
(215)841-4000

High Price $17%, $16Y, $16Y,
Low Price $14 $14 $137,
Earnings 62¢ 59¢ 57¢
Dividends 55¢ 55¢ 55¢

P— - — -‘984 -

First Fourth Third Second First
Quarter Quarnter Quarter (?um"ev Quor'gr
$16Y, $15%, $13%, $14Y, $16
$14, $12% $9 $11%, $14

79¢ 40¢ 73¢ 58¢ Ble

55¢ 55¢ 55¢ S5 55
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Directors

* John M. Aystin, Jr.
President and Chief Operating Officer
of the Company

Williom T Coleman, Jr_, Esq.
Senior Partner of the law firm
of O'Melveny & Myers

M. Walter D'Alessio
President and Chret Executive Officer
Latimer & Buck, Inc.
(Mortgoge Banking and Real Estate
Development!

* James L. Everett
Chairman of the Board
and Chief Executive Officer
of the Company

William S. Fishman

Chairman of the Executive Commuttee
ARA Services, Inc. (Service
Management|

William S Gaither
President
Drexel University

*Robert F. Gitkeson
Chairman of the Executive Commuftee
of the Company

Richard G. Gilmore
Consultant

*Robert D. Harrison
Vice Charman
John Wanamaker, Philadelphia
(Merchandising)

Paul R. Kaiser

Chairman Emeritus

Tasty Baking Company
(Diversified Manufacturing)

* Joseph C. Ladd
Chairman and Chief Executive Officer
Fidelity Mutual Life Insurance Company

Edithe J. Levit, MD.
President and Chief Executive Officer
National Board cf Medical Examiners

* Joseph J. McLaughlin
President and Chief Executive Officer
Beneficiol Mutual Savings Bank

* Member of the Executive Commiftee

Othicers

James |. Everett
Chairman of the Board
and Chief Executive Officer

John H. Austin, Jr.
President and Chief Operating Officer

Vincent S. Boyer
Senior Vice President
Nuclear Power

Edwaord G. Baver, Jr.
Vice President and
General Counsel

Clifford Brenner
Vice President
Corporate Communications

Thomas W. Coppock
Vice President
Electric Transmission
and Distnbution

Shields L. Doltroff
Vice President
Electric Production

Charies L Fritz
Vice President
Personnel and Industrial Relations

Raymond F. Holman
Vice President

General Administration

John S. Kemper
Vice President

Enginnanng ond Research

Wiiliom B. Mortok
Vice President
Commercial Operations

Philip G Mulligan
Vice President
Gas Operations

Joseph F, Paquette, Jr.
Vice President
Finance and Accounting

A Lewis Parry, Jr.
Vice President
Purchasing and General Services

Lucy S Binder
Secretary

Morton W Rimermar
Treasurer

James D. Lynch
Assistant Secrefary

J. Robert Causton
Assistant Treasurer

Jon A. Katherine
Assistant Treasurer

William M. Lennox, Jr.
Assistant Treasurer

Director Changes:
Wilhiam 5. Gaither wos elected
1o the Board July 22, 1985.

Richord G. Gilmore was
re-elected to the Boord
December 23, 1985

William W. Hogerty, o member
of the Board of Directors since
1966, died on January 14, 1986.
Dr. Hagerty, 69, served as
President of Drexel University
from 1963 to 1984 We are
grateful for his many years of
service and are deeply
saddened ot his passing.
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Results of Operations 1985-19823

19885
Electric Operating Revenu H)'s $ 5§79.733

Operating Expenses (000’s S 490,327

Net Income (0)0's : 60,519

Earnings Per mm , 3.00
[ 2.53
299 633

94,017

199,672
9.481¢
417,625

48, 615
2.099

24.76

Farnings & Dividends Per Share of Common Stock (in dollar

® Farming

® Dividend

2.0

Market Price Per Share of Common Stock (year-end in dollar




Fhis represents the thirty-third
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IXS | B. L. England Station provide an
opportunity for visitors to see how
electricity is made
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for personal contact out in the
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Opportunities to provide friendly, personalized service may be found at every
customer location

Cogeneration may prove to be an

effective means of providing energy
to hu\[‘llnll\



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




k Tron ( orporation, a major
manufacturer of digital weighing
systems, has found the Company's

service area ideal for expansion

One of our customers, Airwork
Cerporation, is an industry leader in
contract mamntenance and repair of
gas turbine engines for aircraft and
industnial applications
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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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' o Cash Requirements and Internal Generation of Funds
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Year-End Capitalization

LIQUIDITY AND CAPITAL RESOURCES
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Financing Program

In 1985, the Compar




MANAGEMENT'S DISCUSSION AN ANALY IS
FINANCIAL CONDITION NI RESLIETS WP R

RESULTS OF OPERATIONS X4

Revenues i

Operating 1 nue S 4 IR S g & )

Average Annual Price Per Kilowatt-Hour

. - Sorriting g . Rans " Q
ws’-‘lu-ﬁ;-" il e B L B ( ¢ 1¢ i | )
1981

Nk \...:u
* By



Pre-Tax interest Coverare Ruatk

AFDC as a Percent of Net Income




I'he Allowance for Funds { fotal Sources and Costs of Energy

\FIX including both the Borrowed Funds
WhICh 1S used 1O reduce inlerest CNArges
Funds portion, shown under Other Income

in 1985 compared to 3103

$9 .2 million in 1983, The increases

the average bald
AFDC as a perce

Was :\ §%

Inflation
jSuppiemen

S Of the approx

CAsSures

Accounting Standards
inting Standards Board has

Interchange




The mianagement of Atlantic City Electric Company is m
respoasible for the financial statements presented herein m ”
These firancial statements were prepared by management

¢

ne Word Trade Center
in conformuty with generally accepted accounting pring -ertified Public Accouritants

k, New York 10048
pies applicable to public utilities which are consistent
matenal respects with the untin '
! s the 3 - > 1 e vard e W
State of New Jersev. Board of Public Utili . [0 the Shareholders and the Board of Director

: of Atlantic City Electric Company
Federal Energy Regulatory Commission. In preparing the : ; [

Nnancial statements, management made informed judg We have examined the balance sheets of Atlantic City

ments and estimates 'L“.l!!!:g 10 events and

€ ransactions Electnc Company as of December 31, 1985 and 1984 and
beng reported

the related statements of income and retained earnings and
{he Company has established a system of internal of changes in financial position for each of the three vears

in the period ended December 31, 1985. Gur examinations

accounting and hinancial controls and procedures d
nsure that the financial records reflect the transact were made in accordance with generally accepted auditing

i the Company and that assets are safegu 1. 1 tandards and, accordingly, included such tests of the

system 1s examined by management accounting records and such other auditing procedures as

for effectiveness and ¢ 1Iency and 's reviewed we considered necessary in the circumstances

basis by an internal audit staff that reports directly to the In our opinion, the accompanying financial statements

Audit Committee of the Board of Directors ~resent fairly the financial position of the Company at
The financial statements have been examined December

O8S and 1984 ; e results of its
Haskins & Sells, Certified Public Accountants. 1

perations and the changes n its financial position for each
auditors provide an objective, independent review as f the three years in the penod ended December 31, 1985

n contormity with generally accepted accountir

management’s disch > ts responsibilities insofa g pring
they relate to the faiur s of reported operating result ples applied on a consistent basis
financial condity heir examination includes proced
believed by then provide reasonable assurance that t
nnancial statements are not misieading and includes a
review of the Company s system of internal acc
nnancial controls and a test of transactions

I'he Board of Directors has

determining

examinatior

Ing controis e Audit Com
SOiely of outside directors, meets regularly

ment, Deloitte Haskins & Sells and the

{ accounting, auditing and nhnancial reporting
matters. The Audit (

audit work performed by the

auditor independence, bott
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Operating Revenues— Electric

Operating Expenses:

Energy

Operating Income

Other Income

Equ

Income Before Interest Charges
Interest Charges

Torry

Net Income
Ketained Earnings at Beginning of Year

Dividends Declared

A ja k i

Retained Earnings at End of Year

Earnings for Common Stock

Average Number of Shares of Common Stock Outstanding

Per Common Share

Far




)

Fend m Operat
N2t Incuine

Principal Non-Cash Ch
Depreciation
Allowance
Deferred
Investment

Other N

Total Source

Gross Adds

Application of Funds

Increase (Decrease) in Working Capital*




Thowusand

Assels
Electric Utility Plant:
In Service

Zroduction

Transmission

umulated Depreciati

Net
Construction Work
Land Held for Future
Nuclear Fuel

Non Utility Property and Investments

Pollution Control Construction Funds

Current Assets:
Cash and Working

!
!

Funds
Temporary Cast )
Accounts Receivable

Utility Service

Miscellaneous

Aliowance for D
Unbilled Revenues
Fuel (at average coslt
Matenals and Supphies
Prepavments

recovered Nuclear Fue

Deferred

7 Total (

Deferred Debits

Property Abandonment (
Unrecovered Purchased Po

Unamortized Debt Expense

Other
| Deferred Deb

Total Asscts

r




Thousands of Doila

Liabilities and 1 apitalization

Capitalization:

Common Sharetiolders’ Equity
Common Stock
Premium on Capital Stock
Capital Stock Expense
Retained Earnings

Total Common Shareholders’ Equity
Cumulative Preferred Stock Not Subject t«
Mandatory Redempiion
Cumulative Preferred Stock Subiject to
Mandatory Redemption
Long Term Debt

Total Capitalization

Current Liabilities:
Current Portion
Cumulative Preferred Stock Subject t
Mandatory Redemption
Long Term Debt
Accounts Pavable
Taxes Accrued
Interest Accrued
Dividends Declared
Customer l)’-‘(“".f‘
Deferred Taxes
Nuclear Fuel Disposal C«
Deferred Energy Revenue
Other

Total (
Deferred Credits:
Deferred Investment Tax Credits
Deferred Income Taxes
(Other

Total Deferred Credits

Commitments a

nd Contingent Liabilities (Note 11)

Total Liabilities and Capitalization
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Reguiation

Nuclear Fuel

)

by FERI(

Operating Revenues
Revenue ‘

ire 1

Electric Utility Plant

Property







NOTE 3. RATE MATTERS

Base Rate Case Decisions

During the three year period ended Decemter 31, 1985 base

rate case decisions of Gie New Jersey Board of Public Usilities

(BPU) are shown oelow

Amount Date
Requested Effective

Date of
Petition

miiiions
January 1983 $ 308 October 7, 1983
October 1983 25.3 August 17, 1984
October 1984 24|

February 13, 1985
The October 1983 increase relates to the first half of the
purchase of 125 megawatts of capacity and related energy
from Pennsylvania Power & Light Company (PP&L) under
two Capacity and Energy Sales Agreements (the PP&L
Agreements), which commenced with the start of commer
cial operation of PP&L’s Susquehanna Unit 1. The PP&L
Agreements provide for the purchase by the Company of
capacity and energy from the Susquehanna Units through
September 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
to be recovered by the Company from its customers. Such
unrecoversd 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 ratcs approved by the BPU is
designed to enable the Company to recover these deferred
costs and associated carrying charges during 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 estimated costs on which the
increased rates were based will be recognized in future
base rate proceedings if such costs are found to be
reasonable. The BPU order prescribes a revenue reduction
formula in the event that both Susquehanna Units fail to
meet a combined minimum performance standard estab
lished by the stipulation which could subject the Company
under the most adverse circumstances, 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 .zlief, 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 equity 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

Amount Increase Test

Approved In Revenue Year
September
December 31
September 30

decision by the BPU wus affirmed by the New Jersey
Superior 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 ulimate 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 April 1985 the Company filed a petition requesting a
net increase of $91,850,000 to be implemented in two
phases. The first phase request, for $63,316,000, is related
to increased operations and maintenance costs and capital
investment, and 15 based upon a test year of September 30
1985. The Company anticipates a decision on this request
in the first quarter of 1986. The second phase request, for a
net increase of $28,534,000, relates to the Company's §
ownership in the Hope Creek Gener:cling Station, and
would become effective upon commercial operation of the
unit

Energy Clauses
'he Company’s energy clauses are reviewed annually by
the BPU and the mosi recent decisions are shown below

Amount Date

Effective

Date of

Petition Requested

Amount
Approved

October |98 January

October 1984 25.4 February

September 1985 7.1 January

As part of the February 1985 energy clause approval
$1,639,000 of the ¢
of Salem Unit | during 1983 were excluded from recovery
and $4,298 000 of Deicrred Energ®

to Unrecovered Purchased Power Costs

ysts associated with an extended outage

Costs were reclassihed
I'he Company also
500,000 of Deferred Energy Costs

ISts assocCiated with

agreed to defer $7
relating to ¢« certain nuciear unit

utages 1in 1984




As part of the January 1986 energy clause appro
ompany agreed to expense 33,975,000
power COsts associated with maimntenance
Peach Bottom Un

eed 0 Incre

NOTE 4. RETIREMENT BENEFITS

¢
its employees was $6,465.000, $7,555.000 and provides certain health care and hife insurance benefits fi
$6 563 000 in 1985, 1984 and 1933 ctivelv. Approx retired emplovees

The cost to the Company in providi relirement plai In addition to providing pension ben

Substantially all of the Company s
imately 80% of these costs were charged to operating employe>s may become eligibie for those benefits if they

expense and the remaining 20%, which was associated reach noimai retirement age while working for the

with construction labor, was charged to the cost of new Company. Those and similar benefits for active employees
utility plant are provided through insurance companies and other plas

The weighted average assumed rate of return used i providers whose premiums and related plan costs
Jn‘lcmnmng the actuanal present vaiue of accu d | ) on the benents paid during the vear. The (

benefits was 8% for 1985 and 7% for 1984. The Compan: recognizes the cost of providing

Pian 1s in compliance with the Employee Retirement ng the annual insurance premius

Income Security Act 1974 as amended The cost of providing those benefit

A companison of accumulated plan benefits and plan net $992.000 for 1985 and $845.000 for 1984

i

assets (including purchased annuity contract amou In December 1985 the ount

ompany’s Plan, as of the most recent actuanal

1ation dates. i1s as follows

NOTE § JOINTLY-OWNED GENERATING STATIONS
The Company participate th other util
construction and operation

faciiities




MENT IN OPFRATING SUBSTIIAS

| 1ot g
Leepwater Upx




Cumulative Preferred Stock Not Subject To Mandat

$S100 Par

umulative Pref

Cun
Redemption is
(

redeer

ompany upon payment
ccumulated and unpaid
edemption. Premium or

$93.000 at December 3




On Now
No Par Preferrec { ! ¢ red ] oug! redeemed thro

the operation of a ) 12 fund at a re I prl | redemption pr

S100 per share. At the option of th on \ mot Company, not

than an additional 2. 500 sh > ] I cme nany be redeemed
sinking fund date without p
redeemed 2,500 and 5,000

respe




”\;’N‘\ {
required
5 and on May
for the 7 ¢ debentures in

to redeem 3100, 000 principal amount

}

of the Con pany. up to an aaditiona

n nt in
AMOUNt 1IN C




NOTE VIMITMI

Coanstruction Program

fotal cash construction

at approximately $86,082, (X

$18,796,000 for tv-owned
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NOTE 12 LEASES

The ( ompany has certain obligations which. in accordance not have a maienal effect on assets or hamhties. and would
with critenia established by the Financial Accounting not ¢ income, since the total amortization of the leased
Standards Board (FASB). are capital leases, put are assets and the interest on the lease obligation would equal

accounted for as operating leases in accordance with the the rental expense currently allowed for ratemaking pus

ratemaking treatment. An accounting standard 1ssued by entals charged to operating expe

the FASB requires that the Company record such leases on ended December 31 were as follows

its balance sheet by 1987. Recording capital leases wou

12 expenses include mainienance costs of

000, $S39 247 (0060 and S35 .066 000 for 1988
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Depreciation and amortization expense expressed in ¢

CAPHL

COSt amount, were determined using
used for computing book depreciation and amortizati
apphied to utility plant balances re-expressed in term:
current Costs

Uperating revenues and expenses, other than d¢

tien and amortizatnon, were incurrcd ratably during t

year and are, in effect, stated in average 1985 dollas

Income taxes were not adjusted because the present t

laws do not allow a deduction for depreciation and

amortization zdjusted for the
tore, the Company s effect
under the mstoncal

basis

This supplementary inform:
assess the probability of future
utility plant is replaced. The estima
etiects of the regulatory Process
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FIVE-YEAR COMPARISON OF SELECTED FINANCIAL DATA INCLUDING S
UNAUDITED SUPPLEMENTARY DATA ADJUSTED FOR CHANGING PRICES ELECTRIC COMPANY

Thousands of Dollars Except Per Share Amounts—
Current Cost Amounts Expressed in 1981 Dollars

Years Ended December 31

1983 1984 1983 1982 1981
Operating Revenue
—historical $ 579733 § 549531 § 517,142 § 444,178 § 469,683
—trended in 1981 dollars 490,128 481,016 471,925 418,231 469,683
Income from Continuing Operations
—historical $ 60519 § 63277 § 66,152 $ 49055 § 46,988
-—at current cust (a) 11,186 15,740 19,846 3,805 7,648
Income from Continuing Operations per Share of
Common Stock (b)
—historical $ e § 320 § 348 § 276 § 303
—at current cost 32 55 .79 .21 0l
Effective Income Tax Rate
—historical 37.5% 39 8% 42.6% 35.5% 36 8%
—current cost basis 76.5 82.3 94.7 112.7 102.3
Excess of Increases in General Price Levels Over
Increases in Specific Prices (a) $ 28918 5§ 49792 § 20 § (6,724) § (25.204)
Decline in Purchasing Power of Amounts Owed (a) $ 24501 $§ 26795 § 16948 § 20401 § 39572
Net Assets at Year End
—-historical $ 493450 0§ 474217 S 448894 § 414834 § 338,846
—trended in average 1981 dollars 410,179 408,270 402,895 386,460 327,892
Net Income as a Percent of Operating Revenue (b)
—historical 10.44% 11.51% 12.79% 11.04% 10.00%
—trended in 1981 dollars 8.83 10.07 11.67 10.40 10.00
Earned Rate of Return on Shareholders’ Equity
—historical 11.98% 13.02% 14 49% 11.20% 12.21%
—trended in 1981 dollars 10.13 11.40 13.22 10.55 12.21
Total Assets at Year End
—historical $1,299.633  $1.220.503 $1,139.978 $1.077.969 $1,013,789
Long Term Debt and Cumulative Preferred Stock
Subject to Mandatory Redemption
—historical $ 521612 § 473462 § 459366 § 462470 $ 447389
Dividends Declared per Share of Common Stock
—historical S 2555 ¢ 245 § 232 § 224§ 2.08
—trended in 1981 dollars 2,16 2.14 2.12 2.1 208
Market Price per Common Share at Year End
—historical $ 285 § 2413 § 2325 §$ 2075 § 17.25
—trended in 1981 dollars 24.48 21.47 21.56 19.98 17.28
Average Consumer Price Index 322.2 3.2 298.5 289.3 272.4

Certain comparative per share data trended in 1985 doilars (without adjustment of earnings for the pro forma effects of
inflation on depreciation amounts) are as follows:

1985 1984 1983 1982 1981
Earnings (b) $ 30 3 331 § 376 § 07 S 3.58
Dividends Declared 2.585 2.54 2.50 249 2.46
Market Price (Year End) 28.50 2499 25.10 23.26 20.08

(a) These amounts will differ from those shown in Statement of Income From Continuing Operations Adjusted for Changing Prices because a different base year has been
used in the data presented above  1981) and in the changing price information ( 1985) in order to ilustrate the impact of changing prices in alternative forms

(5 Income from Continuing Operations, N-* lncome and Earn.ngs Per Share data for 1982 include the cumulative effect of a change in accounting method




INVESTOR INFORMATION

Where should I send inquiries concerning my investment in
Atlantic City Electric Company’
I'he Company staffs an Investor Records Department
which serves as recordkeeping agent, dividend disbursing
agent and also as Transfer Agent for Common and
Preferred Stocks. Correspondence concerning such matters
as the replacement of dividend checks or stock certificates
address changes, transfer of Common 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

Pleasantville, New Jersey 08232

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

Mr. M. R. Meyer, 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 Company’s Common Stock
Holders of record of Common Stock interested in enrolling
in the Plan should contact the Investor Records Depart
ment. See our address above

Where is the Company stock listed?
Common Stock and 574% Cumulative Convertible Pre
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

The high and low sales prices of the Common Stock as
reported in the Wall Street Journal as New York Stock
Exchange—Composite Transactions for the periods ind

cated were as follows

First Quarter
Second Quarte

Third Quarter

Is additional information about the Company available?
The annual report to the Securities and Exchange Commi
sion on Form 10-K and other reports containing financial
data are available to shareholders Specine 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 paying agent for the
Company’s Bords and Debentures?

First Mortgage Bond recordkeeping and interest disbursing
are performed by 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

Pavable Dates

Record Dates

March 20, 1986 April 15, 1986
June 19, 1986 Julv 15. 1986

September I8, 1986 October 15. 1986
December 18, 1986 Januarv 15 1987

T'he following table indicates dividends paid in 1985 and
1984 on Common Stock

First Quarter
Second Quarter
Third Quarter

Fourth Quarter

v
Annual Tota

Dividends paid

were fully taxable




STATISTICAL REVIEW 1985-1975

Facilities for Service
Total Utility Plant (Thousands)
Gross Additions to Utility Plant (Thousands
Pole Miles of Transmission and Distnibution Lines
Generating Capacity (Kilowatts) (a) (b)
Maximum Utility System Demand—kw
Capacity Reserve at Time of Peak (% of Instal. Gen
Energy Supply (Thousands of kwh
Net Generation
Purchased and Interchanged— Net

Total Svystem Load ¢ 64 630 894
Electric Sales (Thousands of kwh
Residential
Commercial
Industnal
All Others

Total
Residential Electric Service (Average per Customer
Amount of Electricity used during the year (kwh
Revenue for a year’s service
Revenue per Kilowatt-hour
Customer Data (Average
Residential With Electric Heating
Residential Without Eiectric Heating

fotal Residentia
Commercial
Industnal

Other

Population Servec
Financial Data

Energy Reveaues

4
'
i

limes Fixed Charges Earned
Shareholders and Employees ( Year |
ommon Shareholder

Empl







BOARD OF DIRECTORS

ELEANOR S. DANIEL
Self-empiloyed, Vice President and director of
several real estate corporations

RICHARD M. DICKF
Counselor-at-law, partner of the law firm of
Simpson Thacher & Bartlett

JOHN D. FEEHAN
Chairman of the Board of the Compan)

JOS. MICHAEL GALVIN, JR
President and Chief Executive Officer of
Salem County Memorial Hospital

GERALD A. HALE
President of HHH, Inc., an investment and
managemen! company

MATTHEW HOLDEN, JR
Professor of Government and Foreign Affairs
University of Virginig

E. DOUGLAS HUGGARD
President and Chief £ xecutive Officer
of the Company

IRVING K. KESSLER
Retired. Former Executive Vice President
RCA Corpeoration

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

JOHN M. MINER
Financiel Consultant

E. DOUGLAS HUGGARD
President and
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