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Operating Revenues

Earnings for Comaon Stock

Earnings per Common Share

Common Shares Outstanding (Average)
Dividends Paid per Share

Gross Utility Plant

Capitalization

Sales of Electricity (kWh-Thousands)
System Capability at Time of Peak (kw)
System Peak Demand (kW)

Electric Customers at Year End

1983
$2,788,157,000
£334,251,000
$2.33
143,183,133
$1.68
$10,466,039,000
$7,238,385,000
38,695,000
9,367,000
7,172,000

1,792,000

$2,498,205,000
$297,778,000
$2.20
135,230,827
$1.68
$9,752,346,000
7,119,438,000
35,887,000
9,271,000
7,350,000

1,776,600
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law judge that the revenue increase tor Fermi 2 be
phased in over 4 longer period than we think is
necessary. (See details on page 22)

Until Fermi 2 is considered in commenr-
cial operation by the MPSC, of course we can
receive no rate adjustment for the plant. The
transition from constructing a nuclear plant to
operating one can be ditficult and frustrating, as
many companies have found. The regulatory and
public scrutiny can be intense as testing at various
power levels is performed. In extended testing
preparatory to commercial operation, Fermi 2
encountered a series of equipment and procedural
problems which. while not unusual in the industry
and with such complex mechanisms. nevertheless
frustrated hopes to begin commercial operation of
the plant first in late 1985 and then in early 1986
We cannot determine with certainty o comn.ercial
operation date for Fermi 2 until the Compans and
the Nuclear Regulatory Commission (NRC) reach
agreement on resuming operations at the plaot

We have been working diligently on our own
and with the NRC to resolve problems ot the plant.
and on January 29 sent the Commission a detailed
description of actions bemg taken to ensure the
plant’s safe and etficient operation. which is the
top priority of vour management and Company

As one step. we have formed an Independent
Overview Committee (o review Fermi 2 opera-
tions, eritique plant management and advise us on
a program to raise Fermi 2 to the leve! of power
needed 1o achieve commercial ope ation (the
MPSC may determine what that ievel must bel The
overview committee is made up of six recognized
outside consultants on nuclear energy. and already
has made initial recommendations for improve-
ments at the plant. The committee will continue to
consult with your management for an indefinite
period.

Another development which concerns
vour management, in addition to Ferom 2and
the earnings outlook . is a recommendation by the
Financial Accounting Standards Board (FASB) for
an amended standard govermng phased-in rate
increases, abandonments of facilities and dis-
allow ances of certain plant costs. The proposed
standard is discussed in detail in Note 3 on pages
33 and 34. Adoption of the new standard could
seriously impact vour Company's retained earn-
ings and ability to pay dividends and borrow

pror

Frnest L Grone
Vice Chatrman of the Bogrd aned
Chief Finanoial O e

money. We strongly disagree with the proposal
and are working with the industry to document
our objections. The new standard, which would
apply to regulated enterprises including electrie
utilities. would not take eftect until 1987, but we
must view it as a possible contingency in our
planning.

One result of the foregoing and other concerns
is the strongest marketing program vour Company
can mount to meet the growing challenge of an
increasingly competitive energy market

Another result is one ol the most extensive cost-
reduction programs in your Company s history. To
keep Detroit Edison competitive, we must make it
more “lean and trim” than ever To that end. we
have instituted cuts of one kind or another in
virtually every phase of our operations. Every
reasonable economy is being etfected. short of
hampering the Company's ability 1o operate its
tacihies safely and efticiently and 1o provide
needed customer services

As one example, Detront Edison in late January
otfered a voluntary separation program 1o certain
management emploves who will be 58 vears of age
or older by the end of 1986 and were willing to
leave the Company by the end of March 1986 1 he
program. expected to involve several hundred
persons, was designed in part to reduce the num-
ber of supervisory levels and personnel without
feopardizing management etficiency

Virtual completion of our successiul
S11-billion facilities expansion and mod-
ernization program nacks the end of one era
tor Detroit Edison and the beginning of another
During the long postwar construction period,
carnings were supported by AFUDC and other
tactors. With that protection about to be removed,
we must have adequate rates to cover the large
ivestments made 1o ensure a sutficient supply of
electricity for our customers and to firmly estab-
lish Detroit Edison as a customer-oriented.
market-driven company providing good products
and good services at fair prices

We have spent hillions of dollars on brick and
mortar to ensure adequate supplies of power for a
growing and heavily industrialized economy. Now
our resources must be directed more than ever 1o
satistving our customers, selling our products and
carnmg a tair return for our investors

We are determined that they will be

Chud fott w@§%(@

Walter J Y0 arthy It
€ hanrrman of the Board and
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Twodw*lpmumhwadoml-
nated the past year for Detroit
Edison and Southeastern Michi-
gan: virtual completion of the
Company’s massive post-World
War 1I program to modernize and
expand its generating system, and
continued business resurgence
resulting from an improved
economy generally, but more
specifically from aggressive eco-
nomic development efforts by the
Company and many other organi-
zations, both public and private,
throughout the area.

It is these developments - and
the prospects for additional “qual-
ity-of-life” gains - that are re-
flected in the theme ‘¥ ver for
Progress in Southeastern Michi-
gan.” And, People, Power and
Progress are the three basic ele-
ments of that theme which apply

ootunsed on page 6/







n the Belle River
Power Plant's ultra-
modern control room
supervising operator
Robert Johnson helps
keep the plant run-

ning at pe: « efficiency.




t's a team effort

In 1982, the Uniter’ States ad
buffeted for almost iror vears
by a major recession. Th= end of
that year saw unendoviment at
10.5 percent nationally, but at
17.3 percent in Michigan aard
nearly 18 percent in the south-
eastern part of the state served
by Detroit Edison.

An earfier recession, in
1974-75, had resulted largely
from the qu wrupliry of OPEC
oil prices, it vemova! of wage
ane! price ocontrols and increas-
ing world competition fur scarve
commaodities. Re overy was
ws’dhytmnm

2 ";’. mwan
wnw:&rmm

observers questioned the nead
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late 1982 by the Michigan Finan-
cial Crisis Council headed by
Walter J. McCarthy, J=., chair-
man and chief executive officer
cally of Detroit Edison.
Mw"““'"“d‘m&‘ﬂd ® The state’s credit rating, once
many would have to share the

rmpnnu&ilhy for carrving them

Every major sector partici-
pated. Close and effective

cooperation took place at the

give local growers & competitive edge

over loreign sources.




® Michigan income taves, raised
in 1983 to help ease the financial
crunch, have been cut back once
and are expected to be cut again.
The state also has reduced the
Single Business Tax for small
low- and no-profit businesses
and has committed to look for
ways to provide general prop-
erty-tax relief.

* Some of the money earned
through the temporary income
tax boost has been used to pro-
vide record increases in support
of higher education ~ clearly a
critical resource for the ad-
vanced research, training and
knowledge needed to propel the

stute and area to new technologi-

cal and economic heights.
® Largely through the efforts of
the Economic Alliance for Michi-
gan, a coalition of business and
labor leaders which Detroit Edi-
son helped found in 1982, and
prompt action by the Michigan
hﬂdam projected costs for
compen-
sation have been reduced
significantly. Efforts also are
continuing to improve the state
workers’ compensation system.
* Since the end of 1982, unem-
ploymen rates have dropped
more sharply for the state and
Southeastern Michigan than for

the country as a whole. In De-
cember 1985, Michigan'’s unem-
ployment rate was 7.6 per-

cent - its lowest jevel since

1979 - compared with a natiorul
figure of 6.7 percent. Howeve.:,
the improvement for Michigan
since December 1982 is 9.7 per-
centage points, compared with
only 3.8 percentage noints for
the country as a whole. The
numbers of people working in
December 1985 were at record
levels for both Michigan and the
United States.

* The state has eliminated 29
percent of all regulations

and adopted measures nimed at
halting, and even lowering, the
rapidly rising cost of health care
for businesses by stimulating
competition among insurance
providers. It also has deregu-
lated state security laws and
updated and streamlined fran-
chise laws to make Michigan
more competitive.

The driving force in bringing
about these much-needed
changes was the recognition by
business and labor ~ and action
by a receptive state govern-
ment - that “business as usual”

Lionel model (rains are back on track in

Michigan aiter a brief production stay
in Mexico. Macomb Division economic

development consultant Russell Clark
(top lef) is trackside with Lionel

marketing director Joha Brady.

was a pattern of the past and
that dramatic steps were needed
if the state were ever 1o regain
its place as 2 leader in commerce
and quality of life.

Among literally hundreds of
pieces of evidence that industry
still can thrive in Michigan are
the (acts that the state in 1984 led
the nation in manufacturing
plant construction, added more
new manufacturing jobs than all
but three other states, and
shared with California the U §S.
lead in new industrial invest-
ment and industrial research
and development expenditures.

One particularly strong
force in the area’s economic

has been the
Greater Detroit/Southeast Michi-
gan Business Attraction and
Expansion Council BAEC), which
Detroit Edison helped found in
1981 and helps lead today. Ernest
L. Grove, jr., vice chairman and
chief financial officer of Detroit
Edison, is chairman of the
Greater Detroit Chamber of
Commerce. another BAEC char-
ter member, and was instru-
mental in the Council’s develop-
ment of a broad strategy for
econumic improvement and the
implementation now in pro-
gress. By late 1985, the Council



Electricity helps keep Michigan
awinter wonderland even at night.

The “Focus: HOPE
Machinists Training
Program, superyised
by Father William T,

Cunningham, is
helping provide
disadvantaged

Hichigan workers

with new job skills.




Firsi-class hotel ac

the state's third-largest industry

sized manufacturers secking to
modernize their facilities.

Key to keeping Michigan
in the forefront of emerging
technology is a new partnership
of labor and management in
which todays workers not only
operate mechanical systems, but
also team up with management
to introduce new techniques and
solve problems. Traditional
labor -management confronta-
tions are being replaced
increasingly by a system fos-
tered by shared responsibility
and trust.

Michigans labor force is
developing new skills, both
through state funding aud
through cooperative training
laber, agriculture and academia.
The federal Job Training Part-
nership Act provides funds for
private-sector job training and
placement; Michigan’s Business
and Industrial Training Program
offers free training assistance 1o

new or expanding businesses:

and the state’s Quickstart pro-
gram heips make programs at
vocational schools and commu-
nity colleges more affordabie to
business.

The state also is making more
seed money available to busi-
ness. The Michigan Strategic
Fund will provide nearly $80 mil-
lion in venture capital to support
entrepreneur start-ups and to
help small- to medium-sized busi-
nesses expand and conduct
research and development .
Additionally, Michigan is one of
the few states to invest part of its
pension fund - nearly $150 mil-
lion - in new businesses.

Agriculture, the state’s sec-
ond-argest industry - the first is
automobile manufacturing -
maintains its strong position in
the economy. Food processing
and forest products are among
the “target” industries identified
for special redevelopmental
efforts by the Governor’s Com-
Development.

l'"lllllll'-l'l(ll)h hll'llll'l L]
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The state’s third-argest indus-
try - tourism - also continues to
grow significantly. In 1984, visi-
tors spent 28 percent more
money in Southeastern Michigan
than in 1980. Attendance at met-
ropolitan Detroit conventions
grew by more than 36 percent in

Efforts to strengthen area
business are an important part
of the job assigned to Detroit
Edison’s extensive economic
development program — the
largest such private effort in
Michigan. For example, com-
panies aided by Detroit Edison in
1985 included a manu-
facturer in Oakland County, auto
parts suppliers in Detroit and
Howell, induction metal-melting
facilities in Troy and Trenton, a
plastics firm in Port Huron, a
specialty printer in Millington,
and a producer of famous toy
trains which returned to
Chesterfield Township, near
Mount Clemens, after a few
years in Mexico.

Primary goals of Detoit Edi-
son and other organizations are
to attract and retain business.
That s not an easy task. It takes
hard work and teamwork. But
progress is being made and we
are convineed it will cominue.



rick, mortar,

mind and muscle

The Michigan “comeback”
reeived by futurist John
Naisbitt has been dependent
largely on a sound infrastruc-
ture including a reliable and
fairly priced supply of electricity
provided by Detroit Edison.
This infrastructure — mainly
facilities for energy, water, trans-
portation, communications aad
waste disposal - has supported

the area into one of the nation’s
most advanced high technology
centers.
Diversification also is
helping the area claim an
inc ceasing share of the service
industry, a growing mainstay of
the U. $. economy. The U. 8.
Bureau of Labor Statistics says
the Detroit metropolitan area
more than 50,000 man-
ufacturing jobs in 1984, and a
University of Michigan study
shows there are 54,000 more
serice and trade jobs here now
than in 1979

Big numbers are

behind Michigan's

comeback 1.5
million square ieet ol
new office space
represented here by

one of Southiield's

many new buildings
and a record 15 mil
lion passengers at
Detroit Metropolitan

Virport



mated 11.5 million square feet of
space have recently been com-
pleted or are being built.
recorded equally impressive
gains. According to the U S,
Department of Commerce. 64
percent more housing permits
were issued in this area in 1985
thau in 1984, triple the amount in
1982, Condominiums are rising
faster in the Detroit area than
anywhere else in the country.

If you add in all the “renew”
activities — the expansion of or
new adaptations for existing
buildings — the picture is even

more . Fi ’
S0osmilioneaparsion sl |

the city 10 offer the highly com-

- petitive convention world
650,000 square feet of unbroken
floor space ~ the most in the

Housing permits increased
G4 percent in 19835 over 1983

country. By 1993, larger conven-
tions and trade shows will
attract an estimated 250,000
more delegates a year, create
another 20,000 jobs anc enrich
the area by an additional

$150 million annually in conven-
tion-related revenues.

The new hotels being built in
Detroit and throughout the inet-
ropolitan area will benefit from
the influx of people and dollars
along with local restaurants,
entertainment facilities and
other support services. One such
enterprise — a festival-styie
entertainment, food and shop-
ping complex called Trappers
Aliey in Detroit’s Greektown
area - is already drawing visi-
tors and area residents alike in
unprecedented numbers.

growth. During the past year,
Detroit Metropolitan Airport
handled a record 15 million pas-
sengers — nearly four miilion
more than the previous year.
Much of the substantial increase
in traffic that has made Detroit
Metro one of the fastest growing
air ports in the country is due 10
Republic Airlines’ decision to use
Detroit as the hub for flights

jobs in the last year in the
Detroit metropolitan area alone,
and The De nit News says
“Detroit has become very atirac-
tive to developers all over the
country as other urban markets
have become overstored and
overdeveloped .” In late Decem-
ber, the Minnesota -based Dayton
Hudson Corporation announcad
plans to build 30 Mervyn's
Department stores employing

6,750 people in Michigan, with
about haif of them in Detroit

suburbs. The Ohio-based Fede-
rated Department Stores
organization has also disclosed
plans for eight new MainStreet
outlets in metropolitan Detroit.

Millions of square feet of
added space are home 1o new
enterprises, including the
research and development
efforts of high-tech companies.
These also help make the re-
gion's basic industries - such as
automotive and steel - more effi-
cient and competitive. A recent
New York Times study placed
Ann Arbor and Southeastern




Computer capabilities provide new levels of flexi.
bility and quality conirvol for antomaotive production.

1o 1985, more than
14,000 new retail jobs
were created in
metropolitan Detroit,
Downtown Detroit's
new Trappers Alley
was one of several

new retail shopping
centers opened in 1985,




which, when completed, will
cover a miliion square feet of

Ine., which has almost 100 out-
lets in Southeastern Michigan
and nearly 1,000 nationally, is
planning a new headquarters
complex in Detroit's Farmington
Hills suburb.

Diversification has been nur-
tured in part through foreign
investments -~ from a Canadian
grain terminal in Brown City in
Michigan’s “Thymb” area to a

Obviously, diversification and
growth are heavily deperdent
on electricity. The new growth

in this area for 1986 alone is
expected to increase demand by
hundreds of millions of kilowatt-
hours. And not all of the added
demand is for traditional uses.
For example, the . ew Omni
international Hotel, in the
recently completed Millender
Center in downtown Detroit, as
well as 10 of the 15 hotels now
being built in Dakland County,
just north of Detroit, are all-
electric ~ including heating ~ as
are many of the area’s new office

buildings.

Although much has been
achieved in the last three
vears. the “comeback” is far
from complete. Many observers
still believe Michigan is deficient
in terms of perceived business

climate and that additional in:-
provements are required. To
complete the recovery, mos!
agree, the drive o ensure the
area’s lradership in high technel-
ogy must continue unabated.
The state’s nducational system is
strong but noeds further en-
couragement from both the
public and private sectors. The
gains made in labor -manage-
ment coo @iation must continue
andd increase.

But steps are under way to
bring about the needed improve-
ments. Once these and other
goals are realized, the ‘come-
back” already in progress in
Southeastern Michigan will be a
reality and the area’s quality of
life will be even better.




etroit Edison is a key plaver

struction and modernization
program designed 10 satisfy the
power needs of Southeastern
memum






Plasmy» arc technologies
are at the cuiting edge ol
new marketing
opportunities i p|.|~u|.o
torch creates an intease
flame through the
interaction of gases with
electricity. It is employed
incutting and welding
l"“'l‘||'|.ll\ \.'l'l mans

new uses on the horizon

Techoical superyisor
Rick Chernick tesis a
hattery as part ol a new
procedure deseloped
and marketed by
PowerSscan, asersvice ot
Detroit bdison's

SYNIDEC 0O subsidiany

long-range in view. As Detroit
Edison's ability to meet de mands
in the ‘90s is satisfied with power

plants completed in the '80s,
meeting financial goals will

strategic marketing plans was

completed in 1985 with a goal of
selling an additional 7.7 hillion

kilowatthours of electricity from
1986 through 1990.

The new marketing pro-
gram, and a complementary
customer relations program, are
designed to make Detroit Edison
a more market-driven, customer -
oriented company. Specific goals
are to increase sal2s by learning
maore about - and satistying -
customer needs. But a corollary
benefit will be to bring the entire
Detroit Edison “family” closer

Coupled with efforts to
increase revenues by sellin {
more electricity have been
mumerous streambndng and cost-
cutting actions. For instance, the
Company saved its customers
many millions of dollars last vear
when it prevailed in a legal pro-
ceeding that it instituted over
prices in a long 4erm contract for
purchase of low sulfur coal from
Montana. It realized other madti-
million dollar savings by signing
five new 10-year contracts at
highly attractive prices for low-
sulfur coul from Appalachia,
with an option 10 extend for five
years, and by assembling the




One ol the siy ele vans in use by the € ompany

ina jointly funded program with the U.S. Department
of Energy to evaluate the ieasibility of using the vans
al purposes in the Lnited States.




W Pt ke T A T

inancial review

Operating Revenues

NL T
S8
2w i videis, ruibisind cim - | Croas
2 | B A8 e
SeAky
AN fins eazd edad — 1a 2k ond ‘
SLsL " ’ »
(1) ! ot i \ e AN ) ST { !
198 he ( !
‘ { ST {
b a WK
i " i ' ! ' 3 -
. i 5 . p |
DeCak e 1 1 i !
’ | acla

SLEE

SLH)

5

! " 1 N ! . )
: . ‘ .1 ‘
' 5 - 5 - C¥ s ' |
| |
—— —
Earnings for Common Stock
Total earnings of $334.3
. . VPSS ‘ 19N el
S million , ‘
| Mk | 1
~ LY ‘ A A . v i i )
'y 1 ’ 1 | ]
Sl ' - < ™ \A 1) 14 | | 114
IS . ! 1N
S8 the U84 IS ! . ' ‘ (
» N | | \
| {
s " It Near-record electri i
$ 108 I I \ ’ { b [and 13 sales { ed |
" M b N { i)
' 2 ‘ » | :
. Lid L ¥
b f L ’ '
" ) . » . . > Py | :
’ ‘ J
\ " {
199
Earnings Per Share ! 19K
19N | ' 1‘
N ) i 1 | )
A\ » ] ]
S :
‘ ! ]
SLT L ) L
' Ie | e NPSt
) ' { \ e
A\l } ) { "
““} " 1 1 | | i‘ } ¢
} ' ) '
" i |
ke

" . "



ate adjustments for Ferm 2 tota Lerest CxpPense 1985
: ass bi ing
reftlecting lower interest rates was $419 4 million. compared 1OSS Financing
and the Company s reduced vith $432 2 milhon the pr
need tor outside fimancing ear Outside financing i 1985
wnetited trom imp ed
Capital spending contin- T WLy ey w w—
ued to drop. totaling $710 7 ‘ : \
i st S St Mt I
milhon in 1985 That was dow
AL the ¢ 1ol 198 R § } "
from S938 nuthon in 1984 and
shareholde ‘ Licinat
‘ i
nore than S1 bilhon a vear u !
: 3T ol 1 F.adise Ih { 1 !
1982 and 1983 Facilites spend .
1 Hi 0N f { P Ih g g
ng ﬁf‘\:.“\f 164 ne st i t
t | ie 1RNE ! |
the next ftew vears with comp
I ¢t g o Participale i
Lon of the Company istwd
08 ent der the p
moden i A expansu
1985 totaled $95 9 milh
progran
ol SN )
1 111 3 ]
Externa i 1K ¢ S ested o I¢ js | €
| 1985 to S709 21 won | . i
| ! ! (81
S505 .4 nulho 1984 | ) | 'l i
g n P e | effe
1 1985 included a $192-mi e NOovembe 19K
\ { |
bond tteringt { f O , '
' e 1R
control expenditures at Fe raad " he Company continues
e aru TRl | N .
earlier than originallv planned i i " y to be disappointed with
inticipation of unt wable tay - ’ ; ; MPSO action ites. On )
| P IR COTTT h
law change 19586 ds 1ro by ; . . 61985 the ( ,
i '
this Oofle g enabled the ( : pp ! S i
] i ‘VI At | '
¥ O prey 1956 delt i} T ents | he Belh
| | f ]
’ ] | ]
n 1 1 g fica { i 4 i1 ! ! ' er Pla '
interest & 4 f { ,"!, ' vildd
' | 0
{ | ] I SIS )
\\‘., s ¢ 4 T | 'O | i ey e | ' A I .
e 19811 he |
am— - . — Helle } i e 1 {

Capital Expenditures

(M il { e s ! Bl
SLLS 84 1 |
{ { ) [
e tl Frer SE30 mnilli COl
S
b AL L { 1y 1) '3, :‘ 4 4 ¢
\ 1 0O pPre (leved o il
s7n ) el | 3ot mt Fadise
S S6d0 ‘
! Filen ! it It seeh
£
i | I 1L
(3 T TRIL \inong
S it He it the C ompat L
: N | 824 824 ( thie MPSE | ( ' p
b "
S5 7 : £ o T 0 fthe Beller Rive
g < " 2] AP
g 7 v sl ¢ ' it 01 9
- hthe o | (M
« ) # - « - %4 T N4 " "



Shareholders In Dividend

-
{—-—-u—_ =
L Reinvestment

(oo ]

!
L |
iN
“ I
» .
’w I
~ s

! NMPSH | ‘
! |
| L ' ' ’
1 ! ' 11 1
! ! { ! ' ! |
] t') ' i ! | ‘( | !
" ‘ s 54 3
{ | ochule
\ | ISt ¢
tedd i
' i { } ' | | ' '
(O ' 1t 15
1 i ] ! !
‘ etroit Ed
} ViPst , :
.
‘ e b , . i ;
: |
‘
In late 1955, the Company
| { .
began retunding about
| i ! .
S2s million to customers
Pl ! & One positive action by ‘ el '
‘ ' the MPSC during 1955 , ‘ [ I .
¢ | 1S NN
MPSH )

Distribution of Ownership of Detroit Edison Common Stock

Py pe ot Ohw ner State and Conniry



RESPONSIBILITY FOR

FINANCIAL STATEMENTS

ACCOUNTANTS

REPORT OF INDEPENDENT

Fhe consolidated financial statements of The Detroit Edison Company
andd subsichary companies have been prepared by management in con-
tormity with generally accepted accounting principles. based upon cur-
rently available facts and circamstances and managements best
estimates and judgments of known conditions 1t is the responsibility of
management to assure the mtegrity and objectivity of such financial
statements and to assure that these statements fairly report the Com-
panys financial position and the results of its operations

To meet this responsibility, management maintains a high standard of
record keeping and an effective system of internal controls, including an
extensive program of internal audits, written admistrative policies and
procedures. and programs to assure the selection and training ot
qualified personnel

Fhese financial statements have been examined by the Company s
independent accountants. Price Waterhouse, whose report appears on
this page. Thewr examination was conducted in accordance with gener -
ally accepted anditing standards which indlude a review of intes nal
controls. as well as such other procedures they deem necessary o
provide reasonable assurance as to the fairness of the Company’s hinan-
clal statements and to enable them to express an opimion thereon

F'he Board of Directors, through its Audit Committee consisting solely
of outside directors, meets with Price Waterhouse, representatives ol
management and the internal auditors to review the activities of each
and to discuss accounting. auditing and financial matters and the carry-
ing out ot responsibilities and duties of each group Price Waterhouse
has full and tree access to meet with the Audit Committee 1o discuss its
examination results and opinions. without management representatives
present . to allow tor complete independence

. (attit Wit )
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View C hatrman of the Board and Charman of the Bearat and
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" . JWRENASSANMECENTER
L . LYS B
Price Waterhouse () Or T A e
To the Board of Directors and Shareholders of
The Detroit Edison Company
In our opindon, the statements appearing on pages 24 through 40 of
this report present tairly the financial position of The Dotroit Edison
Company and its subsidiary companies at December 3101985 and 1984,
and the results of their operations and the changes in their financial
position tor cach of the three vears in the period ended December 31,
1985 in conformity with generally accepted accounting principles con
sistently applied. Our examinations of these statements were made in
accordance with generally accepted auditing standards and accordingly
included such tests of the accounting recocds and such other auditing
procedures as we considered necessary in the circumstances
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The Detrowt Edison Company and subsidiary comparnies

CONSOLIDATED STATEMENT OF INCOME

Operating Revenues
Electric (Note 1)

Steam
Total Operating Revenues
Operating Expenses

Operation

Fuel

Other power supply

Other operation
Maintenance
Depreciation (Note 1)
Taxes other than income
Income taxes (Notes 1 and 51

Total Operating Expenses

Operating Income

Other Income and Deductions

Allowanee for other funds used during construction (Note 1)
Other income and deductions
Income taxes (Note 5)

Totar Jther Income and Deductions

Income Before Interest Charges

Interest Charges
Long-term debt
Amortization of debt discount, premium and expense (Note 1)
Other
Allowance for borrowed tunds used during
construction leredit) (Note 1)

Net Interest Charges

Net Income
Preferred and Preference Stock Dividend
Requirements

Earnings for Common Sto-k

Common Shares Outstanding - \verage
Earnings Per Share

Vear Ended December 41

1985

$2, 738,856
49,8501

S2,788,157

S 785010
196,918
422,133
250,798
218,502
175,556
124,939

82,173,956

S 6142010

S 113,225
(5,240
1.642

S 109,627

§ T23.828

S 401,272
2,502
15,642

(133, 103)
S 286,313

S 437,515

103,264
$ 334,251

1984

fthousarnds)

$2.439.835
58370
S$2. 498 205

S TO0.789
184 740
103 616
2008 945
190 420
144471
131,459

$1.959 440

.

538765

S 130 350
1.8249
t112)

$ 132067

$ 6BT70832

$ 399448
&1m
30 592

LI63 336)
S 26X 895

S 401937

14159
§ 297778

1953

$2.260.021
A9 647
$2.309 658

S 676409
128,921
374164
I187. 7649
171940
142.743

145 559

$ 1.827 505

$ 482153
$ 92750
T 877
(5,487
$ 95 10

$ 577,293

S A51854
2131
53 08K

L1 402)

$ 212671
S 364 622
HLENR

S 266008

143,183,133
s 2.33

tSew accompanying Notes 1o Consolidhsted Fianoial Statements

135 230 827
S 2.20

120,274,269
b 221
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The Detroit Edison Company and subsudiary companies

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

L S —— —— 1985 1984 1983
thousands)
Financial Resources Provided
Operations
Net income S 437.515 $ 401937 § 364622
Items not affecting working capital
Depreciation 218,502 190 420 171,940
Deferred income taxes and investment tax credit = net 110,778 127 436 135 603
Amortization of extraordinary property losses and unrecovered
plant costs (Note 7) 12,231 12.231 10449
Allowance for other funds used during construction (Note 1) (113,225 (1303500 192 7500
Other 2,385 15 286) T4
Financial resources provided by operations S 668,186 $ 596 388 5890 608
External Financing
sale of common stock S 113,653 $ 12040 $ 261179
Issuance of common stock on conversion of convertible
cumulative preferved stock . 5% series 1,538 2,286 3624
Sale of preference stock — 113,537
Belle River Project Financing (Note 100 — 331 686 266 899
Sale of general and refunding mortgage bonds 3,728
Funds recewved from Trustees: Installment sales contracts
and loan agreernents I87.091 10170 36,181
Issuance of unse cured promissory notes 309,570 AT 159.949
Increase (decrease) in shortterm borrowings (2.000) 2000 (235933
S 694910 $ K32936 S 607 438
Other Sources
Change in obligations under capital leases (Note 11) S Asa90 S oo $ 9,292
Sale to MPPA of an ownership interest in the Belle River
Project (Note 4) — 337 053
Increase decreasel in accumulated rate refunds. with interest (43.975) 32,215 124 855)
Other = net 4,229 (18 832) 13.734)
Total $1.363,387 $1.456 717 $1.515 800
Financial Resources Used
Plant and equipment expenditures S 710,699 $ 038 004 $1.014.568
Purchase from Cooperative of ownership interest
in Fermi 2 (Note 4) 40,479
Allow ance for other funds used during construction (Note 1) (113,225) 11303500 92 750
S 647,953 $ 807 654 $ 921818
Change in net property under capital leases (Note 11 AR AH0 010 %292
Dividends on common . preferred and preference stock 344,621 332344 306073
Conversion of convertible comulative prefecred stock . 5% series 1.540 2.2%1 3626
Repavment of long-term debt 376,185 70070 256925
Redemption of redeemable preferved and preference stock 10015 6.22) 5,063
Increase idecrease) in working capital* 554017 (75873 12,703
Total S1.063, 087 $1.456.717 $1.515 800
Changes in Working Capital
Cash and temporar v cash investinents S Loan LR R I S A2 Eng
Aceounts recew able LN ] s 262497
rvertores 7507 2 (21 K26
Vocounts pavable A7.572 R T LR
Progesty, general and income taxes [RE R 20 15 O (25150
Interest S0 3% 752 1 64AS
Other thosam W (I 81
Increase fdeor ease ) in working capital® SIS 0N STHATH S 12700
*Faciudimg shoet term borrowirggs. curront matorites of longterm detst curcent obfigations ander capital feases gnd pretorced and proferemnce 3 .

stoek sanhing furd roguirements

Year Frded December 31

e acoompart ing Sotes (o Copsolidated Financial Statermwsits |




The Detroit Edison Company and subsidiary companies

CONSOLIDATED BALANCE SHEET

Decembur 41

6

= .- T R 1L, SN S e S] TORS s 1984
thausarwis)
Assets
Utility Properties Cotes 12 dand 11
Plant in service and held for future use
Electrie 87,107,569 $6.299 292
Steam 58569 58112
87,166,138 S6.357 M
Less: Accumulated depreciation (L8535, 149) (1676178
§3,312,989 S1G81 226
Construction work in progress 3.299.901 3,394 942
Net utidity properties S8 612,890 SEOTH 168
Property under capital leases S TO.%7 $ 28517
Less: Accumulated ymortization (8, 155) 3.21°
Net property under capital leases S TLT92 § 23302
Total owned and leased properties SN END 682 S8.099 470
Other Property and Investments
Non-utility property and other S 4794 S 3458
Investment in coal supply - 2 800
S 47.54 S 36318
Current Assets
Cash (Note 6) S L7 s 3719
Temporary cash investments tat cost. approximating market value) 13,008 K (00
Customer accounts recen able dess allowance tor uncollectible
accounts of $16.000.000) 227,758 201y 882
Other accounts recei able 34,134 19 908
Inventories (at average cost)
Fuel 236,626 313 884
Materials and supplies 121,585 119,509
Prepayvments 6,980 2.427
§ 641,830 S BU9A5T

Detferred Debits

Lnamortized debt expense (Note 1) S 45.am $ 29329
Accumulated deferred income taxes (Note 1) 15,488 16047
Extraordinary property losses and unrecovered plant costs (Note 7 59,362 TLAS
Other 17,7953 17 900
S 127,904 S 1860

Total SO, 492, 360 $8 970014

(Sews acrompany g Netes o Consobidated Fouancial Statemenis |




The Detroit Edison Company and subsichery companies

CONSOLIDATED BALANCE SHEET

Liabilities
Capitalization
Common stock —$ 10 par value . 160000 000 shares authorized
146,576,496 and 139 081 562 shares outstanding . respectively
(803,756 and 894,227 shares. respectively. resernved tor
conversion ot preferred stock) iNote 8)
Premium on conmmon stock
Common stock expense
Retained earnings used in the business

Total common shareholders equity
Non-redeemable preterred stock Note 8)
Redeemable preferred stock (Note 9
Non-redeemable preference stock (Note 8i
Redeemable preference stock (Note )
Long-term debt (Note 10)

Total Capitahization

Other Noncurrent Liabilities
Obligations under capital leases (Note 111
Accumulated rate refunds. with interest

Current Liabilities
Bank loans (Note 6)
Longterm debt due within one yvear (Note 1)

Preferved and preference stock sinking fund requirements due
within one vear (Note 9)
Obligations under capital leases due within one vear (Note 11

Aceounts pavable

Property and general taxes
Income taves

Interest

Dividends payvable

Pavrolls

Other

Deferrec Credits
vecumulated delerred imcome taxes (Note 1)
Accumulated deterved investiment tax credis (Note 1
Other

Commitments and Contingeneies oo 0 10 trand 1w
Total

(S0 wecompany g Notes (o ¢ aschidatesd Fioanosal Statemen

Dewealbny 31

LU . . S
fthwitisatrds
S 465,765 S A% 816
552,847 512 4
(47.632) 47470
H17.045 324151
S2.588.025 S2.379.998
244423 245 963
197,805 206 088
AINT A06 287 432
149862 154,685
3,770,863 3.845.272
$7.248,385 ST 19438
S Hiss2 S 20025
14,4483 58 408
S 7HaI15 $ TRANS
s — S 2000
404,325 116185
DONT 5.750
H.910 } 277
IN2.87 219959
251,13 2200159
13610 10,363
LR R L X Mg
w7267 EARETH
54,948 AA6TS
29,227 26 99
S1,127.547 S KiB SAT
S 774715 S 713,295
259010 210.211
13,398 12 100
SLoa7.128 8945 606
SO.492,.1460 SR OTO0

——— g




CONSOLIDATED STATEMENT OF COMMON SHAREHOLDERS BOQUITY

Premianm Retained
—_— Common Stock on Common  Earnings
$10 P Comamon Stk 1 send i the
S U ... ... M. ... U ... SO - . . .
tfodiars in thousands)
Balance at December 31, 1982 111391399 ST 113914 S402 686 S0 4281 $396 009
Issuance of Common Stock
Public offerings (6 million shares in
March 1983 and 5 95 milhon shares
in December 1983) HLY950.000 $ 119500 8 53370 S (5748 8
Dividend Reinvestment and Common Share
furchase Plan 6,427 824 64,278 24.292 A8
Emiploves Savings Plans 364 624 3 646 173
Conversion of comertible cumulative
preferved stock . 54:% series 200,087 201 1 694 (81
Gain on preterence stock purchased and retired 178
Expense of increase in authorized number
of common shares 175
Net income J64 622
Cash dividends declared
Common stock —3$1 68 per share 1206 8171
Cumulative preferred and preference stock * (99 256)
Balance at December 31, 19583 i 130,334 944 $1.303 349 S484.375 SUE 921 $454 558

Issuance of Common Stock
Dividend Reinvestment and Common Share
Purchase Plan 757
Emploves Savings Plans 1
Conversion of conver tible comulative
preferved stock. 50.% series 131,304 1313 1.024 51
Gain on preferrved and pretecence stock
purchased and retired T8
Net incomni 401 937
Cash dividends declared
Common stock —S1 68 per share (228.218)
Cumulative preferrved and preference stock ® 04 126)

Balance at December 31, 1954 1A9081 562 STA90 816 S512.401 ST 3701 $524 151

594 § 7H776 § 22

7.5 12 § 39% §
37.720) 10078 2

Issuance of Commaon Stock
Dividend Reinvestment and Common Share
Purchase Plan GBIOTTEZ S BIOTT S 33409 8 (227) 8
Emploves Savings Plans 1 098 764 10 988 fA36
Conversion of convertible comulative
preferved stock, 50:% series LER T REY] H89 (35
Loss o_preferred and preference stock
purchased and retired LEY]
Net income 437,515
Cash dividends declared
Common stock—$1 68 per share (241,397
Cumulative preterred and preference stock * (103,224
Balance at December 31, 1985 II6.ATHADE ST 465 765 S552 847 ST G320 SE1T.0M5

D e I T U ———
* AL estabibishied rate for each seres

N

ISew arcompanying Sotes b Consabidatest Financasl statements )
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The Detroit Edison Company and subsiciary companies

e
—

Cumulative Preferred Stock - $100 Par Value
Authorized - 9.000.000 shares: Ouistanding -

CONSOLIDATED STATEMENT OF CUMULATIVE PREFERRED

AND PREFERENCE STOCK

4.548,.904 and 4,628,163 shares, respectively
(3,539,827 shares unissued)

Non-Redeemable Preferred Stock o s

5% convertible series. 143 344 and 1539 083 shares respectively
9 32% sertes. 499 080 shares
T 68% series. 300000 shares
T A45% seres. 600 000 shares
7. 36% senes. 7530000 shares
Non redeemable preferred stock expense
total Non -Redeemable Preterred Stock

Redeemable Preferred Stock oo 0

9. 72% serws, 449 150 shares and 475000 shares respectively
9 72% series, 89 830 shares and 95.000 shares, respectively
9.60% series. 337 250 shares and 355 000 shares respectively
9 60% series. 280 250 shares and 295 000 shares respectively
12 80% series. 40 000 shares
13 30% series 250 000 shares
15 68% series . 250 000 shares
Redeemable preterred stock sinking fund

requirement due within one vear
Redeemable preferred stock expense

Total Redeemable Preferred stock

Cumulative Preference Stock - 81 Par Value
Authorized - 30,000,000 shares: Outstanding -

18,453,480 and 18,599,950 shares, respectively
(11,546,520 shares unissued)

Non-Redeemable Preference Stock o«

$2 28 series. 2 000 000 shares

$3 42 series. 3 000,000 “hares

$3 40 series, 2 250,000 shares

$3 12 series. 750000 shares

$3. 12 series, 2 600 000 shares

$3 24 series 1 400 000 shares

Premium on non-redecmable preterence stock
Nonredeemable preference stock expense

Tontal Non -Redeemable Preference Stock

Redeemable Preference Stock oo o

$2 75 series. 1,380 180 and 1 499 980 shares respectively
$2 75 series B 1 473 300 and 1 500,000 shares. respectively
$4.12 series. 2 000 000 shares
$4.00 serwes 1,600 000 shares
Premium on redeemable preference stock
Redeemable preference stock sinking fund
requirement due within one vear
Redeemable preference stock expense

Tinal Redesmable Preference Stock

Yate of
Issuance

October 1967
October 1970
March 1971
November 1971
Decembeenr 1972

Devvnbwer $1

Decesnber 1978
January 1979
Ovtober 1979
Jarmuary 1950
May 1980
Diecember 19860
June 1981

December 1977
Octobwer 11982
December 1982
February 1983
May 1984
september 1983

Judy 1975
December 1975
Janunary 1982
\pril 1982

1985 N 19584
(thodsands)

S LA S 15908
A9, 908 19 908
50,000 50000
B 000 0 EENY
75.000 75,000
(ERL LY 4 850

S2a4a23 S245 960

T LTI s

S s $ 47 500

LI LN 0
33725 35500
%025 29 500
40,000 0K
25.000 25 000
23.000) 25 (6%)
I5.250m 13,250
2.500 (2 662)
8197 . 805 S206 088
e ———
s 2,000 s 2000
3,000 3000
2.250 2.250
750 750
2.600 2 6
1,400 1 400
LN 288 000
(12.59%3 (12 5681
SINT 0% S2NT 432
S  1Las0 $ 1500
LATS U
2.000 2 (00
1600 1 6
154 884 158 4949
(A.887) 12,500
(7.6 810
S m62 S 154 BKS

e accompanying Sotes ol ansabdated Financial Statoments |
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The Detroit Edison Company and subsidhary compames

CONSOLIDATED STATEMENT OF LONG-TERM DEBY

General and Retunding Morigage Bonds
Series | due 3 185
Serwes P due 8 15 87
Series () due 6 1 89
Serws R due 12196
Series S due 101 98
Series 1. due 12 199
sevies U due 7 100
Serws A due 12 1500
Sertes X due 61501
Sertes Yo due 111501
Series 2 due 11503
Series AL due 5104
Sevies EE, due 1215 00
Series HH due 715 06
seres PP due 615 08
series RR due 101508
Series 5SS due 31599
sertes LU due 9 1509
1980 Serwes A due 11 8T (Refunded 6 385
1980 Serwes B odue 4 100
1985 Sevies A due 51 92
1985 Servies B due 6 1 92
Less  Unamortized net discount
Aot "\H‘ A3} ll'"ll One vear

Tax Exempt Revenue Bond Obligations
Installment Sales Contracts Secured by corresponding amounts of

General and Refunding Mortgage Bonds)

City of Detroit. due 31 86 <6 1

City of Harbor Beach due 5 186 = 5 1 05

City of Biver Rouge due 7 | 86 = 100 )02

City of Superior. due 2 186« 2 104

City of Trenton. due 3 186 = 3 105

County of Momnroe due 31 86 < 1t i

County of St Clair duwe 6 1586 - 51 22

Less Unamortized net discount

Funds on deposit with | rustes
Amount due within one vear

Installment Sales Contracts
County of Monroe. due 5 186~ 12116
Liess Funds on deposit with Trustes

Amount due within one year

Lasan Agreements
Pollution Bond Retundiong Pragects. due 2 1594 < 61507

Belle River Prowect Finanomg, due 7 186 < 101 89
Variable interest rates due 5 286 < 115 W
Fixed imterest rate due 1y 186
Fised interest rate diow 7987
Fixed interest cates, due 5 187 = 4 2591
Less Amount due within one veus

Tonal Long tevm Debt INote 10

*Weighited average ntecest cate of Decemmbes 35 055 on Tas b vompt Beveooe Bond Ohligations as
8ew aveomiparying Netes to Cormolidated Financial States

Interest Decomibun G -
_Bate* 1983 N .. S
Tthawsaneds)
2N% s — S A5
(R 66,425 H6 325
(R 37.695 A7 695
L OO, 000 LLERE T
LR ) 150,000 1500 000
o TI3.000 TH 000
915 75,000 75N
815 100, 000 OO 00
Ny LOO 000 HUIEETH
™ HO.000 [EERL T
T OO 000 TOH) M)
9% 100,000 M) (HMY
s A7.500 R
1% 50,000 SO MM
9% TOA TH 000
a8 TO.000 TO 000
10 % 140,000 1560 (M0
i OO0 O (000
1% - S0 0060
% OO 000 LOh (N
1Y A5.000
1125 S0.000
12.006) 2,220
(. am 47 5IEm
S1La05.279 1579
6N s 19105 > RN Y Y
6o A4 T Y
87 50.970 3240
ERUH 42500 IR
Ton 6450 HoANS
.29 [0 B 12870
s 216,080 I8 405
57N thin
IENE 12 54
(=245 (g 1.3
S AT S AT aNT
e S d20.050 SN 550
7074
L am 1 S
LIRS R FUNE SR 050
L by ~ 1IN %15 S 10535
8 T20.580 545972
1.55% SLOJ0. 000 S1OK) MM
8045 130,000 2Hrinm
T 2000000 2O00 NN
15 250,000
16y 80,000 INE M
A7 5. 000 R
S ASS.000 S1T 0 00
SHTT0.860 S5 272

e e At e s
o et e Promisen v Nl

ey}



“The Detrout Edison Company and subsidiars companies

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Significant Accounting Policies
Industry Segment—The Detrot Edison Company (“Company”™) 15 a public
ulilly engaged in the generabon, purchase, transmission, disinbution and sale of
electrc energy
Regulation—The Comoany & subject 10 reguiabon by the Michigan Public
Service Commussion ("MPSC™) ana the Federal Energy Regulatory Commussion
(“FERC") with respect to accounting matters and maintans its accounts in
accordance with Uniorm Systems of Accounts prescribed by these agencies.
Principles Applied in Consolidation—The Consoligatec Fnancial State
ments include the accoun's of all subsiciary companes, all of which are wholly
OWNeu.
Revenues—Revenues are recorded when customers are billed on a monthly
cvcle basis. Revenues include the recovery of fuel and purchase power Costs,
subject 1o annual reconciliabon heanngs conducted by the MPSC Any over or
under recovery of these csts s recorded in the Consolidated Balance Sheet
pending the results of such eanngs
Emploves Retirement Plan and Other Postretirement Benetits—
See Note 14
Property, Depreciation, Retirement and Mamtenance — Uity propes
ties are recorded at onginal cost The annual provision for depreciabion s caiculated
on the straxght-ine remasnng ife method by apphying annual rates approved y the
MPSC to the average of year egining and yearending alances of oepreciable
property by pnmary plant accounts For magor generating unds, the frst years
depreciation expense 1S calculated on a monthly biasis commencing with the month
in which the unit 15 placed nto commercial operation Annual depreciation
proviSIONs expressed as a percent of average depreciabk property were 3 280
3.31% and 3.38% for 1985. 1384 and 1983 respectively In general. the cost of
properties retired in the normal course of business is charged o accumuialed
depreciabion. Expenditures for mantenance and reparrs we charged 10 expense
and the cost of new property instalied which replaces property retired s charjed 1o
fproperty accounts.
Allowance for Funds Used During Construction CAFUDC -
AFUDC, 2 non-operating non-cash item. is defined in the FERC Unitorm System of
Accounts to inCiude “the riet cost for the period of construction of bormowed funds
used for construction purposes and a reasonable rate on other funds when so
used. " AFUDC involves an accounting procedure wheredy the approomate interest
expense and the cost of other (common, preferred and preference shareholders
aquity) funds applicable to the cost of construction are fransferred from the iIncome
statement 10 construction work in progress in the balance sheet This accounting
procecure is intended to remove the effect of the cost of financing construction
activity from the income statement LUnder current ratemaking practhoe. the cash
recovery of AFUDC, as well as other costs of construction. occurs only when
completed progects are placed in senace and related depreciabion 1S authorzed 1o be
recovered through customer rates (See Notes 2 and 13 fur pending rate matters )
The Company capitaized AFUDC at 994% from January 1. 1983 through
March 31, 1983, 10 73% from April 1, 1983 through July 16, 1985 ang 10 3%
thereafter. except for AFUDC refated to the Befie River Project Financing for which
the actual inferest and commitment fees were captaized (See Note 10) In
accordance with MPSC requrements, these composite AFLDC rates are equal 0
the overall rate of return authorized in electnc rate orders Also. pursant 1o an
MPSC order. AFUDC is not recorged on construction work n progress relating 1o
pollution control faciites for fossil fueled power plants, excep! lor such expend
tures financed uncer e Belle River Progct Financing Agreement

In accordance with FERC accounting requrements, the Consolidated Statement
of Changes in Financial Position is not adjusted to remove the borrowed funds
mrwmamncasmum.svmmmnwmu
1985, 1984 and 1983, respectively Total AFUDC for both borrowed and other funds
amounted 1o $246 3 mitkon, $293 7 million and $287 2 mifkon for 1985, 1984 and
1983, respectively AFUDC amounted to 74%, 99% ana 108% of Earmings for
Common Stock for 1985, 1984 ang 1983, respectively
Income Taxes—For tegeral mcome tax purposes. the Company computes
gepreciahion using acoekerated methods and shorter depreciable ives. Deterred
ncome taxes are provided for iming differences between Hook and taxable income
as authorized by the MPSC. Investment tax credits ublized are delerred and
amortized over the estimated composite serice ie of the relale propenty (See
Note 5)

Caputalization = Discount, Prenum and Expense —The discount, pre
mium and expense related 1o the issuance of long-erm et 1S amortized over the
lives of the issues Capital stock expense related to that portion of preferred and
preference stock regeemed s writen off against the accumulated net gan on
reacquired capital stock included in pramium on common stock

Extraordiary Property Losses and Unrecovered Plant € ‘osts —See

Note 7

NOE 2 FOTT 2 c————————————————————————
Progect Costs—In 1985, the project estmate for Fermi 2. a nuciear generating
unit having a nomnal capabiity rating of 1.100 MW was increased from $3 375
tilbon (inciuting $867 milkon of AFUDC) to $3.765 tilkon (including $1.036 bilkon
ol AFUDC) assuming March 1986 commescial operabon 3t a 75% power level,
which & no longer attainable; see discussion below These estimates inciuge the
undmded ownership nterest of Wolvenne Power Supply Cooperative. Inc (“Coop
prative”) other than inferest on construction loans captakized by the Cooperative
mmmmmmmmdmmgn This ncrease will be
funded solely by the Company because the Cooperative’s abhgations have been
hmiec by agreement The revised project estimate does not include the quarterly
purchases of portons of the Cooperative’s interest in Fermi 2. which are estimated
10 total $59 million (excluding $2 milkon of AFUDC recorded by the Company) for
the penod July 1985 through March 1986 (See Note 4 ) Through Decemper 31,
1985 actual expenditures were $3 634 bilkon (including $979 mulkon of AFUDC)
The Company's porion of the lates! progect estimate for Fermi 2 s $3 338 tilbon
finchucing $1017 billon of AFUDC) and. tvough December 31, 1385, the
Company has expended $3 207 tailion (including $960 million of AFUDC) on its
undnaded ownershup nterest in this unit

The Company 1s Subyect 1o the reguiatory unsaiction of the Nuclear Regulatory
Commussion (“NRC") with respect to sonstruction. icensing and operabion of Ferm
2 As discussed hersn, the NRC is continuing 10 review Fermi 2 management,
pguipment and procedural dificultes. Aiso, the MPSC may determire that commer
cial operation of Fermi 2 requires 4 power level in excess of 75% as well as
comphance with other criteria As 4 resull, the Company 15 unable 1o deterrmine with
certanty when Ferni 2 will commence commercial operation The Company
previously announced a commercial operation date for Fermi 2 of March 1986,
assuming a 75% power level, which 15 no longer attanable For each month of
delay beyond March 1986, Ferms 2 project costs (whah will be funded solely by the
Company) will increase by approximately $3040 million per month, a substantial
portion of which will be AFUDC Under current generally accepten accounting
principles. the Company wil continue ‘o capitakze all costs, including AFUDC
associated with the unit untl commercial operation




Testing and Licensing—In July 1985 the Company recewed a full power
Lperating license for Fermy 2 from the NRC which permitied powe: ascension at
leveis above 5% power Duning testing of the plant, a number of management,
procedural and techmical difficulties have been expenenced In ight of these
Oifficutties the Company has agreeq that t will not ascend o power levels in excess
of 5% until such time as the NRC and the Company are satished tnal all appropriate
comrechons and modificabons are n place or are progressing satstactonty The
Fermu 2 reactor (s presently in a cold shut down status initiated by the Company for
the completion of certan plant modifications

Alhough the integnity of the plant’s safety systems (both techrical and securtty)
has not been compromised, the NRC s reviewing the possibiity of taking
enforcement achon against the Company as a result of a number of techrical and
Dprocegural vioiabions at the plant. In addition. the Company 1s continung 1o work to
correct bearing problems encountered on back up diesel generators. Any enforce
ment action may result in fines levied against the Company Al this time, the
Company 1s awaiting further notificabon from the NRC as to these violabions.

By letter dated December 24, 1985, the NRC requested the Company 1o prepare
a program for Company actions that would improve Fermi 2 management and
technic' performance dunng tesbing and subsequent power ascension Key
manage:nent changes are being made and changes in reporting relaionships will
De effected. On January 29. 1986, the Company submitted s program 1o the NRC
The C: mpany bebeves fts program, which ncludes such management changes.
provides for enhanced personnel raining, restructures the Ferm 2 organgzation ano
provides greater support for Fermi 2 personnel. is responsive (o the NRC's concerns
and should make adverse action unnecessary with respect to the plants operatng
license.

The Company has also established an Independent Overview Commitiee.
comprised of recognzed nuclear ndustry consultants, 1o review the operations at
Fermu 2 ang to make recommendations for improvement ™he Company proposes
10 utiize the expertise of the Commuttee during power ascension The Committee
will review plant operalions ang aovise as 10 POwer aSCension al Six NCreEasing
power levels up 1o and including full power

Until such time as the Company and the NRC reach agreement on a power
ascension program, the Company 1§ unable to determine with certanty the
commercial operation date for Fermy 2

Rate Matters—Pursuant 1o the Company s reguest for rate relief of $556 milion
coincident with the commercial operation of Fermi 2 (See Note 13) the MPSC Stafts
case, Wed in 1984, proposes a disallowance of a retun on $365.5 milion ($301 3
million of which is applicable to the Company's rate base) 5! project costs for Ferm
2 resulting from the Staffs prugency review of construction expendtures and is
based upon a previous cost estimate of $3 075 bilion (including $755 milkon of
AFUDC) compared 1o the Company’s latest project estimate of $3 765 biflion which
assumed March 1986 commercial operation. which 5 no longer attainable The
Stalf's case would allow the recovery through depreciation of the disallowed project
costs, athough return on such costs would be dened A Staff report on Ferm 2
stated that the Company must be heid accountable for costs related 10 fuel load
delays after December 1983 and that a further disallowance may be considered
since fuel load oid ot occur by June 1984

The Stalfs case also presented a proposed revenue deferral plan which would
phase in the cash recovery of a portion of the nel income associated with Fermi 2
Under this aernative proposal, there would be an annual deferral (in decaning
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amounts} for the first four years of the project's commercial operation, based on the
Staffs characterization of certain capacty as “unvequired.” with the delerred
amounts, including return thereon at the Company's overall rate of retun, beng
recovered through revenues over the subsequent twelve vears. (See Note 3)

On June 5. 1985 an Admunistrative Law Juage (‘ALJ") issued & Proposal for
Decrsion (“PFD”) with respect to Fermi 2 The AL, acknowleaging that the final cost
of the project will exceed the $3075 billion estimate presented in the record,
concluged that considerabion of addmonal costs must necessarily be addressed in a
subsequent proceeaing. The Company will seek recovery of all Fermi 2 costs not yet
presentec 1o the MPSC for review (estimated at $751 mullion at March 31, 1986) in
future proceedings.

While the Staft had recommenced Fermi 2 disallowances aggregating $365 5
millon (8301 3 mion of which s apphcable to the Company’s rate base) the ALJ
MWSM(&QGM(}'MSM&)NM!&
base) more appropriate Recovery thvough depreciation of the disallowed project
costs was recommended, aithough the refurn on such costs would be dened

As discussed in Note 4 the Company 1s obligated to purchase the capacity ang
energy entitiements of the Coaperative for up to fifteen years The Cooperalive’s
portion of the Ferms 2 disaliowance 15 reflected in the capacty buyback costs and,
therefore. the Company expects that the MPSC will arsallow the recovery of a
comesponding portion of such capacty buyback costs n Power Supply Cost
Recovery proceedings

The ALJ recommended thal an annual revenue increase of $454 milkon for
Fermi 2 not be fully eflective commencing with commercial operation, but be
implemented generally in accordance with the Stafs phasesn plan Under this
phasen proposal, $227. $272. $318. $363 and $409 million of the revenues
associated with Fermi 2 would pe recoverable in the hrst five years. respectivoly, with
$454 millon recoverable each vear thereafter In additon, the revenues not
recoverable dunng the five year phase n penod (aggregating $681 million) woukd be
deferred on an aftertax basis, together with a 10 3% returmn on the accumulated
after tax amounts, lo be recovered in customer rates in the amount of $162 milion
of revenues annually over a 10 year penod, beginning with the seventh year
following commercial operabion

The ALJ addressed the signdicant matter of determining when Ferms 2 is 10 be
accoroed rate reket 3ssociated with commercial operation by suggesting @ number
of criteria, the most strngent of which 1S 2 0% power- 100 hour run, which i not
expected until four 10 six months after achseving a 75% power level The Company
beheves that a 756 power level should be the threshold for placing the unit in
commercial operation. However the MPSC may delermine that commercial
operation of Fermi 2 requires a power level in excess of 75% as well as compliance
with other ceiteria, which could result in .+ further delay in commercial operation: As
discussed above, delays in the commercial operation of Fermi 2 beyond March
1986 will increase the project costs by approxmately $30 40 milion per month

The ALJ also recommended that at te bme Fermi 2 15 declared 10 be
commercial operaton, the 795 MW ol hueled Greenwood Unit No. 1 be temporanily
mothballed and removed from rate base (4 rate base reduction of $283 million) No
adustment was proposed 1o operahion and mamtenance expenses of depreciation
expense ‘o reflect the removal of Greenwood Unit No. 1 from rate base as these
expenses were considered appropaate The ALJ recommended that the unit he
returned to rate base in 1990 when needed 1o meet system requirements. However
no current or deferred return would be allowed on this investment until it s returmed
10 rate base thus reducing operating revenues by approximately $44 milkon per




year for this penod of time.

This PFD is the recommendation of the ALJ and as such 1s not BinG.g upon the
MPSC, which may adopt an order containing provisions which are substantially
different from the recommendations included in the PFD. The Company, in its
exceptions to the PFD filed July 8, 1985, wgorously opposed the ALJ'S recommen:
dations regarding disallowances from rate base. the duration of the proposed phase
in plan, the critena for determining the operational status of Fermi 2 and the
temporary removal of Greenwood Unit No. 1 from rate base

Because the recommendations of the ALJ discussed above do not provide for
the full recovery (from either current customer rates or phasein revenues) of the
project Costs and operating expenses (operation, maintenance. deprecialion, prop
erty and other taxes) for Fermi 2, these recommendations would, f adopted Dy the
MPSC in #ts order, adversely affect future earmings per share when this un
commences commercial operaton (See Note 3 )

The Company beleves that no portion of the new generaling capacty i
“unrequred”. and all project Costs iIncurred were reasonable and prudent Accord
ingly any proposed disallowances will be vigorously opposed. Unger curent
generally accepted accounting pnnciples, if it 1s ultimately cetermined that a portion
andior the return on a portion of project costs 1S disallowed, total ang per share
Earmings for Common Stock will be reduced over the penod of time the plant
remains in service. A write-Off woulg be requared under current generally accepted
# counting principles only i, and 10 the extent that, anticipated future revenues
associated with the plant. including return, are insufficient 1o recover current
operating expenses and depreciation of all of the plant investment, including the
amount disallowed. pius associated ongoing interest costs Since the Company
beieves commercial operation of Fermy 2 wall commence before the point in time
when the fotal plant costs and expenses would equal anticipated future revenues
associated with the plant, it bebeves that such a write off will not be required

On the basis of current generally accepted accounting principles and without
gving effect to the matters discussed n Note 3. the Company bebeves that,
although no absolute assurance can be given, the ulimate resolution of these rate
matiers (including those matters discussed under “MPSC Electnc Rate Case” in
Note 13} after all appropriate proceeaings (inCluding court reviews), will not have a
matenial adverse effect on its financial position and results of operations. However
see Note 3 for a discussion of proposed changes in accounting for phase in plans
abandonments and disallowances of plant costs.

Decommussioning Costs— The NRC has authorty to reguiate the method by
which Fermi 2 will be decommussioned. Decommissioning, which could cost in
excess of $100 milkon depending upon the method adopted (mothbaling, disman
fing or entombment) would occur 35 lo 40 years after the plant commences
commercial operation. The MPSC has jurisdiction over the manner in which the
Company will fund and recover these costs from s customers

In 1979, the MPSC ordered that generir. heanngs be conducted 1o recene
romments and proposals on the establishment and financing of funas for the
purpose of decommissioning nuciear power plants In 1981 a PFD was issued
which recommended that an external fund to cover fulure deCOMMISSIONING
expenditures be established In August 1985 the MPSC reopened the record in this
proceeding o allow for further testimony because of a prowsion in the Tax Reform
Act of 1984 which permits a tax deduction for contributions made 1o an extermal
“Nuclear Decommussioning Reserve Fund”™ Such an external fund 15 an alternative
to an internal fund that would be maintained by the Company as the owner of a

nuclear plant Proceedings are continuing before the MPSC. The Company believes
that an internal fund has a cost advantage over an external fund. However, the
MPSC Staff has taken the position that an external fund 1s preferable because of the
secunty it will provide to ratepavers.

The Company 1s awating final MPSC action before establishing a funding
mechamism for decommissioning costs. At this time, the Company has not
requested recovery through rates of such undetermined costs

Note 3 - Proposed Changes in Accounting
Standards

In December 1985, the Financial Accounting Standards Board (“FASB”) published
for comment an Exposure Draft which would, if adopted. amend Statement of
Fnancial Accounting Standards ("SFAS™) No. 71, “"Accounting for the Effects of
Certain Types of Regulation™ for three types of events — accounting for phase-n
plans, abandonments and disallowances of plant costs. An Exposure Draft is a
proposed Statement of Financial Accounting Standards which sets forth the FASBS
tentative conclusions on an issue, which are crculated for public comment and
sutyect 1o public heanngs The Company 15 unable to predict which provisions, o
any, in the Exposure Dralt may be adopted

The Exposure Draft, which includes significant changes in cutrent generally
acoepted accounting principles. f ssued as a Standard, would have to be apphed
by the Company for the first time in 1987 The Exposure Draft would permit
retroactive apphcatior of the amended Standard 10 years pnor to 1987 through
restatement or, alternauvely would call for reflection of the cumuiative effect of a
change in accounting pnnciples in 1987  Atthough the following discussion
provides a description of the accounting that would be required had the £ xposure
Dralt been appicable as a Standard effective for the year ended December 31,
1985, the esimated adverse effects set forth below would result in reductions in
Earmings for Common Stock i vanous years depending on the altermative selected
Ths aialysis 15 based upon the Companys interpretabion of the Exposure Dralt
provisions and assumes that the MPSC had issued a rate order consistent with the
Fermi 2 PFD (See Note 2 ) The amounts set forth below for the estimated adverse
effects of appiying these proposed changes in accounting standards have been
reduced by interpeniod income tax calculations, where applicable
Phase-in Plans—The Exposure Oraft would require that phase in plans meet
certan critenia before any amounts deferred for future recovery pursuant to such
plans are capitakzed for financial reporting purposes. Phase in plans must be tormal
arrangements. agreed to by the requlator, which specify the timing of recovery of all
amaunts deferred. In addiion, all amounts deferred under phase in plans must be
recovered within 10 years of the date when deferrals began As discussed in Note 2,
the phase i plan recommended by the ALJ covers a penod of 1€ years commenc
ing with commercial operation of Fermi 2 It thes phasen plan 1s adopted by the
MPSC. the 10 year recoverability provision of the £ xpasure Draft would protibit the
Company from recording deferred net income of approxmately $368 miflion during
the five-year phase in pennd together with a 10 3% retuen thereon and. accordingly,
sarmings would be adversely atfected in each of those years However. during the
subsequent recovery penod. earmings would be enhanced as revenues are actually
recovered in customer rates
Abandonments—The Exposure Draft would require that when an operating
asset of an assel under construction 15 abandoned. the present value of the
probable fiture revenues expected to be provided 10 recover the annual amortiza
tion of the cost of that asset, if any, shall be reported as a separate asset (a deferred
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charge) Any excess of the carmying amount of the asset over that present value shall
e recognized as a loss. At December 31 1985, the Company has $52 4 millon of
Fermi 3 ang Greenwood Unt Nos. 2 and 3 unrecoverey plant costs ano $18.2
million of related accumulated Oeferred income taxes. (See Note 7 ) The discount to
present value of abandoned piant costs approximates $10 million at December 31,
1985

Disallowances of Plant Costs—The Exposure Draft would requwe that when
part of the cost of a newly completed plant is disaliowed for ralemaking purposes of
when such a disallowance becomes probable that part of the cost shall be
deducted from the reported cost of the plant and charged 1o expense imm. hately
(recorded 2< a loss) I part of the rost is disallowed ingirectly (such as a
disallowance of return on nvestment on a portion of the plant) an equivalent
amount of cost shall be deducted trom the reported cost of the plant and charged to
expense In the PFD, the ALJ recommended that $242 6 mullion of the Company's
portion of Fermi 2 costs be disallowed from rate base (See Note 2 ) Adaonal
AFUDC on these disaliowed costs which was not consioered in the PFD approx
mates $35 milion Recovery through depreciabion of the disalloweo project costs
was recommended, aithough a return on such costs would be genec Uinder the
provisions of the Exposure Draft. the aiscount to present vaiue of such Misaliowed
costs would e recorded as a l0ss anc would reduce Earmings for Common Stock
when such a disallowance becomes probabie or when an orger contaning such a
disallowance 1s receved in a rate proceeaing. The discount 1o present vaiue of plant
costs recommended for disallowance by the ALJ approxmates $115 mulon at
Decemper 31 1985

In the PFD, the ALJ also recommended that at the time Fermi 2 1s declared to be
n commercial operation. Greenwood Unit No 1 should be temporanty removed
from rate base and returned in 1990 when neered 10 meet system requirements.
Operating expenses, NCluding depreciation, woulg De recovered through rates Dut
no return on investment would be allowed guring the time the plant 1s remaoved from
raie base The discount to present value of the cost of plant temporanly removed
zmwmumnmmmmamn

As discussed in Note 13 on July 16, 1985, the MPSC issueg a partial final
opimon and order which proviced 4 total disallowance from rate base of approx
imately $96 9 mition for Belle River Of thes amount 832 8 milkon was oroered 1o be
recovered through depreciation with no return aliowed 364 1 millon was accorged
neither return nor recovery if the Company's porton of disallowed Belle River Costs
of $90.2 milion were accounted for at December 31 1985 pursuant to the
orovisions of the Exposure Draft, Earnings for Common Stock for the year endea
December 31, 1985 would be reguced Dy agproxmately $75 milion The Company
has appeaied the Belle River rate order 10 the Ingham County Circut Court and is
presently collecting surcharge revenues of $12 1 milion annually granted by the
Court. subject to refund The Exposure Oralt would require the Company 1o make an
immediate write off based on the adverse MPSC order in spite of the favorabie court
order; subsequently after all court proceedings f the Company 1S utimately
successtul in its appeal, it would record a gain

Summary -t the amenaments proposed by the ™ kposure Draft had been rsued
as a inal FASB Statement eflective for the year ended December 31 1985 and
assuming that the MPSC had issued 3 rate order consistent with the Ferm 2 PFD,
the Company would have been prohibited from recording deferred net ncome
associated with the phase in plan and would have been required 10 reCOGZE 0555
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of approximately $250 mithon This amount. which has been reduced by interpenod
income taxes where apphcabie, 1s the sum of the amounts set lorth above under
“Abanconments” and “Disallowances of Plant Costs”. the calculation of which are
approximations based upon the Company’s interpretation of the relevant Exposure
Draft provisions and certain assumptions regarding rate reket. Accordingly, the
amount of the eventual losses, it any, could be greater or less than the amount set
forth Such losses would be significant i relation to both retained earnings ($617
milion at December 31 1985) and total common shareholders equity ($2 588
biflion at December 31 1985

In addition to the above, as discussed in Note 2 the PFD concluded that
consigeration of adoitional Fermi 2 costs in excess of the $3 075 tilon presented in
the record must necessanly be addressed in a subsequent proceeding The
Company has not included in s current main electn rate case before the MPSC
aporowmately $751 milkon of Fermi 2 project costs. (See Notes 2 and 4 ) Undes the
provisions of the Exposure Draft, any project costs for which rate recovery is not
consigereq probable shall be charged to expense al the ime such delermnation s
made Atthough the Company beheves that all project costs at Fermi 2 have been
prugently ncurred and intends 1o Seek recovery of all Fermi 2 costs not et
presented to the MPSC tor review, the provisions of the Exposure Dratt may requee
tecogniion of ail o part of these a0oional costs as a loss at the ime it s deemed
probable that tavorable rate achon will not result

The Exposure Dralt. f issued as a Standard, would require adjustiments to the
Companys accounts in 1987 (to be effected either through restatement of pre-
viously issued financial statements o through reflection of a cumulative effect)
which, depencing on the ratemaking treatment accorded Fermi 2 costs, could have
4 matenal aoverse eftect or. the Companys fnancial positon and results of
operatons

A required write-oft of abandoned plant costs. proposed disaiowances and
possible addtional disallowances from rate base for Fermi 2 could significantly
reduce of elrmunale retained earmings. and accordingly woulkd result in a substantial
reguction in the aggregate amount of retaineg earmings and captal surplus legally
avaliable for the payment of divdends Because of the resultant reduction in the
equity component of the Company's capdalization, the Company may be requesded
10 fund certain escrow accounts in an amount that may approach $163 milion. The
earmings test provision of the Morigage and Deed of Trust could preclude the
issuance of Mortgage Bonds on the basis of property additions for at least nine
months. However, Mortgage Bonds could be issued on the basis of retirements
{See Note 10 ) Lnder the terms of the Company 5 nuclear fuel financing arrange
ment. the renewal in January 1987 of the Heat Purchase Contract would be
prevented and corespondingly fequire the repurchase of approsmately $264
mulhon of nuckear fuel beng financed by Renassance Energy Company (See Notes
6 and 11 ) In addtion, due to the customary condtions associated with extensions
of new or renewals of emsting credit, certain credit faciities such as commercial
paper, revocable knes of credit and tevolng credit arrangements may be available
to the Company «f at 2l an the basis of less favorable terms Fixed income quality
ratings of the Company’s securties might be adversely affected and hence, the
Company's ability 1o obtain long term funds from the financial markets on lavorable
terms may be agversely affected

Note 4 - Jointhy-Ou ned Uity PLant ce—s
The Campany's portion of jontly owned ubiy plant at December 31, 1985 15 as
Toliows
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Five-Year Comparison of Selected Supplementary Financial Data
Farnings for Common Stock
Farnings Per Common Share
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Reduction of Purchasing Power Loss throug!

y Debt Financing
Net Assets (Common Shareholders Eguity) at Year-End
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Inflation




COMPARATIVE RESULTS OF OPERATIONS

Operating Hevenues

Operating Expenses

Operating Incoms

Other Income and Deductions

Income Betore Interest Charges

interest: ( harges

Net Income
Preferred and Preterence Stock Dividend Requirements

Farnings for Common Stock

Common Shares Ouistanding \werage

Larnings Per Share

Dividends Declared Per Share of Common Stock
Ratio of Farnings to Fixed Charges (SHO Basis)
Ratio of Earnings to Fived Charges and Preterred and

Preference Stock Dividend Hequirements (SEC Basis)







STATISTICAL REVIEW

Uperating Hevenues

sales

Flectric Customers

werage Annual Use Per Residential Costomer (kW h

werage Annual Bill Per Hesidential Customer

Wwerage Revenue Per kWh

Capitalization

Capitalization

Commaon Stock Data

Miscellaneoas Financial Data

492,360
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Miscellaneous Operating
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