


Items of Special Interest Earnings per share increased 11.3% to §1.78
Dividends increased 6¢ to an indicated annual rate of $§1.58
Internally generated funds increased 91% to §72.3 million
Salem 2 placed in commercial operation
New banking law adopted in Delaware
Full PJM membership attained

Oil-fired generation reduced 37.5% since 1979

Construction Expenditures and
Net Income and AFUDC Internally Generated Funds Generation Fuel Mix




The Year in Review

Financial Highlights

Earnings and Dividends Per Share Operating and Fuel Revenues
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Swans and cyster boats find sate harbor at
sunset in St. Michaels, Maryland.

In 1991, Delmarva Power began serving
customers directly in 8t Michaels and
Centreville, Maryland  They had previously
been served by therr municipal govern-
ments which bought electricity at
wholesale rates from Delmarva Power

To the peaple who live and work in those
two towns. Delmarva Power extends the
same commitment it gives to all our
customers enarqgy fot business and indus-
try, energy for homes and communities

as reliably and as economically as we

can produce it




To Our Stockholders

Financial progress was made in 1981.
Earnings per share were 81 78 as
compared to 81 60 for 1980, an 11.3%
increase even though electric sales
dechned slightly. We view 1981 as a
positive year and look forward to
continued improvement,

The two major factors producing
these results in 1981 were timely and
significant rate action and continuing
aggressive cost control of operating
oxpensee. Rates filed in 1980 were
effective in 1981 in all junisdictions. In
addition, all pinsdictions authonzed
new base rates to cover capital and
operating expenses of the company's
82 megawatt share of the Salem 2
nuclear power plant whan it became
commercial on October 12, 1981. These
actions plus reasonably prompt review
of fuel and gas adjustment clauses
made 1981 prices more nearly reflect
1981 costs.

The second factor was effective control
of operating and maintenance costs
through increased productivity and
deferral of some maintenance and
construction projects. We recognize
that deferral is 4 short run action and
the plans for 1982 and 1983 reflect the
need to complete deferred projects.

The quality of the company s eamings
improved substantially in 1981 because
of higher internally generated funds
The improvement was accompiished
through more timely collection of

fuel costs, a cash return on power
plants placed into service in late 1980
and 1981, and a modest construc-

tion program

The start of the Salem 2 nuclear unit
was another positive event in 1981 and
represents one further step in the plan
to reduce the amount of oil burned for
generating electricity The taiget is to
reduce the amount of oil burnea from
53% in 1979 to 12% in 1984,

It 18 encouraging that 1981 showed
earmings growth even though electric
sales declined, largely due to a reflec-
tion of sluggish national economic
conditions as well as to continued
and significant reduction in use

by many residential customers. Gas
sales did unprove substantially with
the increased sales mostly to non-
firm customers.

We look to continued financial growth
in the years ahead. Our optimism I8
tempered with the knowledge and
experience that major economic and
social forces may substantially atfect
eamings We must make every effort to
anticipate such forces and be flexible in
responding to them

From today's perspective, those major
forces which will affect us include
reduced usage of energy by many
existing residential customers: con-
tinued environmental concems and
costs which may reduce management
options; continued economic uncer-
tainty due to the underlying structural
changes ocenrring in the economy,
and continued intrusion of government






Financial Review

Earmings per share increased 11 3%
in 1981 to $1.78 primarily because

of timely rate decisions and tight bud-
get control. With this improved finan-
cial position, the board of directors
increased dividends to an indicated
annual rate of $1.58, continuing its
policy of regular moderate dividend
increases

Sales and Revenues

Electric sales in 1981 were 7,395 mil-
lion kilowatt-hours, a 0 9% decrease
compared to 1980 Decreased electric
sales reflect primarily conservation in
response to price, use of alternative
fuels by residential customers and a
sluggish national economy. A slight
increase in industrial, commeruial,
and residential space heating sales was
mote than offset by declines in the res-
idential and resale areas. The 1981
electric peak of 1,575 megawatts was
less than in 1980, although summer
weather was considered normal

Status of 1981 Rate Cases

(Dollars i Millions)

Natural gas sales totaled 16,520 mcf, a
5.3% Increase. A new all-time winter
send out record was set on January 12,
1981. Residential space heating sales
decreased by 1.9% The overall sales
Increase was made possible because of
additional gas supplies available for
sales to industnal customers

Rate Matters

The company pursued needed
rate relief in all jurisdictions. The
table below presents the status
of this activity

Applications filed with FERC 1n 1978
and 1980 are still pending, although
settlements have been reached with
eleven resale customers in the 1978
case and twelve resale customers

in the 1980 case.

Rate redesigns filed with the Maryland
Public Service Commuission and the
Virginia State Corporation Commission
in 1980 are stll before those agencies

Requested Granted

Junsdiction Amount Date Amount Date
Delawate

Electric $589 3/ 3/80 $460 2/ 1/81

Electric 499 5/ 8/81 376 12/15/81

Gas 53 5/ 8/81 36 12/15/81
Maryland

Electrnc 185 6/19/81 10.2 1/19/82
Virginia

Electnc 34 4/30/80 27 3/20/81

Electnc 04 7/21/81 04 10/13/81
FERC 08 5/29/81 08* 12/29/81

*Subject 1o refund



Operating Expenses

Construction Program

Financing and Capitalization Economic Recovery Tax Act of 1981

Organization Changes



Progress was made during 1981 to
further control costs, to reduce
dependence on foreign oil, and to
develop electric heating markets.

PIM

In June, Delmarva Power became

a full member of the Pennsylvania-
New Jersey- Maryland Interconnection
(PIM), the oldest power pool in the
United States.

The full membership allows the
company and its customers greater
benefit from its operations This
advantage 1s expected to save

up to $2 million annually in addition
to the benefits of lower cost and
rehiability previously realized as an
associate member

Delmarva is also realizing additional
savings by buying coal-fired power
from a neighbormg power gnd. These
purchases saved approxunately 86.7
mullion in 1981 in avoided fuel costs,
which directly reduced customers bills

Reducing Dependence on Oil
Following a two-yeat delay in the
federal icensing process as a result of
the Three Mile Island nuclear incident,
Salem nuclear unit 2 was declared in
commercial operation on October 13
Customets received the immediate
beneft of decreased fuel costs which

more than offset increases in base
rates associated with the capital

and opetating costs of the plant. This
resulted in a net dectease in customer
bills The start of Salem unit 2 miarked
the completion of a key step in Del-
marva Power's plan to reduce the use
of expensive, foreign oil as a major
generating fuel

In 1979, §3% of the electricity Delmarva
Power generated came from oil,
making the company and its customers
vulnerable to world oil prices.

By 1984, oil-fired generation is ex-
pected to be reduced to 12% through
the operation of Salem nuclear umit 2
and Indian River coal unit 4, which
began commercial operation in late
1980, and the conversion to coal of two
oll-fired units underway at Edge Moor.

The first-year performance of the
Incdhan River unit 4 exceeded industry
standards considered acceptable for
a new coal unit in spite of typical
problems associated with start-up

The conversion of Edge Moot unit 4

is expected to be completed by late
1982 and unit 3, by spring 1983 Two
long-term contra ts for 1% sulfur coal
have been signed i preparation for the
conversion, and delivenies will begin

in early 1982 When coal conversion 1s
completed, Delmarva Power’s fuel mix
i1 1984 will be 66% coal, 12% oll, and
22% nuclear

T |
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Gas Operations




Customer Activities

Helping Customers Handle Change

Special Efforts



Employee Relations

Training and Development

TRASOP

Safety




Toward the Future

Economic Development

Delmarva Industries, Inc
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Results of Operations

Eamings per share of common stock were $1 78 in 1981 as compared to $1 .60 in 1980
and $1 91 in 1979. The return on average common equity in 1981 increased to 11.2% from
10.0% n 1980, which 1s still below the rate of return authorized by the company's
regulatory authorities

The reasons for the 1981 earnings rise can be attributable primanly to (1) higher base rates
being n effect to cover the capital and operating expenses of the Indian River unit 4 and
Salem umit 2 plants placed in service in October 1980 and September 1981, respectively,
and (2) continuing aggressive cost control of operating expenses. Rate increases which
became effective in late 1981 and early 1982 should provide additional revenues needed to
continue the eamings growth in 1982

Electric revenues net of fuel costs increased $71 7 million in 1981 and $17 1 million in
1980 The principal factor affecting these net revenues was rate relief in all jurisdictions
(see Status of Rate Cases, page 4). Sales have slightly decreased in 1981 and 1980 by 0 9%
and 0.4%, respectively, due to customer conservation, price elasticity and a recessionary
economy Future electric sales will continue to be affected by the overall economic sit-
uation and level of business activity in the company's service territory, as well as by
weather conditions, use of alternate fuels for heating and customer conservation efforts.
Electric sales have been forecasted to increase approximately 3% annually through 1986

(Gas sales volumes increased 5.3% in 1981 compared to a 12 4% increase in 1980. The
increase in sales is due to greater usage by the industrial firm and interruptible customers
resulting from improved availability of gas from the company’s pipeline supplier Partially
offsetting the ‘ncreases is lower residential-space heating usage resulting principally from
conservation. Future sales will be affected by the availability of gas and the scheduled
deregulation of gas prices, in addition to the ongoing impact of such factors as weather
conditions, gas conversions and conservation efforts by our customers

Other operation, maintenance and depreciation expenses have increased since 1979
prnmartly as a result of higher payroll and related costs, general inflation and increased
production expenses associated with the commercial operation of two major generating
facilities, Indian River unit 4 and Salem unit 2 which were placed in service in October 1980
and September 1981, respectively Increases in operating taxes are largely due to higher
property taxes resulting from the addition of new plant and increased property tax rates,
as well as higher state and local gross receipts and franchise taxes on increased revenues

Impact of Inflation

Inflation continues to have an adverse impact on the company because rates are generally
set on a historical basis The company 1s addressing inflation in the ratemaking process by
utilizing a forecast “test year” and attrition allowances in its rate filings, so that rates will
reflect costs anticipated for the period that they are in effect. For a further discussion of
the effects of inflation on the company, see Note 12 of the Financial Statements
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Delmarva Power & Light Company

Management's Discussion a 1d Analysis (Continued)

Liquidity and
Capital Resources

For the period 1979-1981, the company had total capital requirements f $402.9 million,
including $307 0 million for construction (excluding AFUDC). During the same period
$163.6 million was generated internally which represents 41% of the capital requirements
and 53% of the construction requirements. Capital requirements for the period 1982-1984
are estimated to be $422 7 million, including $290 4 million for construction (excluding
AFUDC). Assuming timely and adequate rate relief and continued improvements in the
level and quality of earnings, the company presently anticipates that, for the period 1982-
1984, internally generated funds will be $303.8 milion which equals 72% of the total capital
requirements and 105% of its construction requirements. The remaining capital require-
ments will be financed through the issuance of first mortgage bonds, common stock
from dividend reinvestment and deposits from pollution control obligations issued in 1981.

The company continually reviews its capital requirements, conditions in the financial
markets and its capitalization goals to determine the amounts, timing and types of
external financings. At December 31, 1981, the company's capitalization goals were
48-50% long-term debt, 10-12% preferred stock and 38-40% common equity

The construction program and related expenditures may vary from the estimates set forth
above as a result of, among other factors, higher than anticipated inflation, regulation and
legislation, rates of load growth, licensing and construction delays, results of rate pro-
ceedings, as well as the cost and availability of capital.

Working capital decreased by $48 6 million in 1981, and increased $5.3 million in 1980

and §47 3 million in 1979 See page 19, Statement of Sources of Funds for Construction
Expenditures for the components of and the changes in working capital. The company
1ssues commercial paper supported by adequate bank lines of credit to meet seasonal
fluctuations in working capital requirements as well as the interim financing necessary for
construction projects. Additional working capital requirements will result from the
payment of the Summut tax hability (See Note 2 of Financial Statements). Despite the
Increase 1n interest rates in 1981, the company has maintained its Bond and Preferred
Stock ratings of “A" by both major rating agencies. In addition. the company’s Commercial
Paper rating was maintained at A-1/P-1
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Selected Financial Data
(Dollars in Thousands)
For the Years Ended December 31 1981 1980 1979 1978 1977
Operating Operating Revenues § 608504 8 520470 § 424699 § 378702 § 337.818
Operating Income 107,325 80,716 74,859 71,563 62,027
Net Income 58.711 48,957 53,376 47 448 39.328
Earnings and Dividends Eamnings Per Share 1.78 160 191 185 165
Dividends Declared on
Common Stock 1.53% 149 1402 1 30%2 1.22
Average Shares
Outstanding (000) 25,747 24 682 23.215 21,582 19,403
Total Assets 1,445 694 1,380,922 1,249,606 1,120,306 1,033,378
Construction
Expenditutes'” 84,206 110,739 112,061 130,272 130,371
Internal Generation
of Funds 72,346 37,866 53,436 41,900 33,384
Capitalization Long Term Debt® 596,219 569,724 536,77¢ 478,966 428 .905
Pretenred Stock without
mandatory redemption 105,000 105,000 105,000 165,000 105,000
Preferred Stock with
mandatory redemption 50,000 50,000 20,000 20,000 —
Common Equity 437 080 395 546 385,616 343,257 326.439
Total $1188299 $1,120270 $104739 § 947212 § 860344
Capitalization Ratios Long Term Debt H50% 651% 51% 51% 50%
Preferred Stock without
mandatory redemption 9% 9% 10% 11% 12%
Preferred Stock with
mandatory redemption 4% 5% 2% 2% -
Common Eqguity 37% 35% 37% 36% 38%
Total 100% 100% 100% 100% 100%
Electric/Gas Sales Electric Sales (Kwh 000) 7,395 324 7.460,380 7,491,800 7,248,249 6,906,090
13,172 12,099

(Gias Sales (Mcf 000) 16,520 15.693 13,962

Excludes Allowance for Funds Used Dunng Constryction
“Includes long-term debt due within one year



Report of Management on the Financial Statements

Report of Management The consolidated financial statements of Delmarva Power & Light Company have been
prepared by Company personnel in conformity with generally accepted accounting
principles, based upon currently available facts and circumstances and management's
best estimates and judgements of the expected effects of events and transactions. It is the
responsibility of management to assure the integrity and objectivity of such financial
statements and to assure that these statements fairly report the financial position of the
Company and the results of its operations.

[ P — .
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Delmarva Power & Light Company maintains a system of internal controls designed to
ﬁ provide reasonable, but not absolute, assurance of the reliability of the financial records
and the protection of assets. The internal control system is supported by written
administrative policies, a program of internal audits, and procedures to assure the
selection and training of qualified personnel

: These financial statements have been examined by Coopers & Lybrand, independent

! certified public accountants, Their examination was conducted in accordance with

; generally accepted auditing standards which include a review of internal accounting
controls to determine the nature, timing and extent of auditing procedures, as well

l as such other procedures they deem necessary to produce reasonable assurance
as to the fairness of the Company's financial statements and to enable them to express
an opinion thereon

The audit committee of the Board of Directors, composed of outside Directors only,
meets with management, internal auditors and the independent accountants to review
accounting, auditing and financial reporting matters. The independent accountants are
appointed by the Board on recommendation of the audit committee, subject to

! ghareholder approval.

Am L

Nevius M. Curtis
President and
Chief Executive Officer

ANy e

Howard E. Cosgrove
Vice President and
Chief Financial Officer
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Report of Independent Certified Public Accountants and
Quarterly Common Stock Dividends and Price Ranges

To the Board of Directors We have examined the consolidated balance sheets and statements of capitalization of
and Stockholders Delmarva Power & Light Company and subsidiary companies as of December 31, 1981
Wilmington, Delaware and 1980, and the related consolidated statements of incom=, changes in common

stockholders’ equity and sources of funds for construction expenditures for each of the
three years in the penod ended December 31, 1981 Our examinations were made in
accordance with generally accepted auditing standards and, accordingly, included such
tests of the accountng records and such other auditing procedures as we considered
necessary in the circumstances

In our opimon, the financial statements referred to above present fairly the consolidated
financial position of Delmarva Power & Light Company and subsidiary companies at
December 31, 1981 and 1980, and the consolidated results of their operations and sources
of tunds for construction expenditures for each of the three years in the period ended
December 31, 1981, in conformity with generally accepted accounting principles applied
on a consistent basis

COOPERS & LYBRAND
1900 Three Girard Plaza
Philadelphia, Pennsylvania
February 5, 1982

Common Stock The company’s common stock is listed on the New York and Philadelphia Stock

Exchanges and has unlisted trading privileges on the Cincinnati, Midwest and Pacific
Stock Exchanges

The company had 69 980 holdeis of common stock as of December 31, 1981

The company’s Certificate of Incorporation and the Mortgage and Deed of Trust securing
the company's outstanding bonds contain restrictions on the payment of dividends on
common stock which would become apphcable if its capital and retained earmings fall
below certain specitied levels or if preferred stock dividends become in arrears

The retained earmings available for dividends on common stock as of December 31, 1981
were approximately $60,000 000 under the most restriictive of these provisions

1981 1960
- Dividend Price Price Dividend Price Price
i Declared  High  Low  Declared High  Low
First Quarter $38 12% 11v 837 12% 10V
Second Quarter 38 1258 10V 37 14va 10%%
Third Quartet 38 12% 11 37 14v% 12Va

Fourth Quarter 395 12% 11% 38 12% 10%



Deimarva Power & Light Company 18
Consolidated Statements of Income
(Dollats in Thousands)
For the Years Ended December 31 1981 1980 1979
Operating Revenues Electric $ 504,119 § 443927 § 363666
Gas 83.070 59,040 49,322
Steam 21,315 17.503 1710
608 504 520,470 424 699
Operating Expenses Operation
Fuel for electtic generation 284 646 236,139 199,797
Net interchange and purchased power {97 .950) (24,178) (35,701)
Purchased gas 56,662 42,262 28078
Deferral of energy costs 18,679 ( 3,173 (12,250
Other operation 89,172 79,569 66,623
Maintenance 37,316 33,986 28.475
Depreciation 46,833 37 955 33.866
Taxes on income 39,903 14,483 23,304
Taxes other than mcome 25913 22,721 17.648
501,179 439,754 349,840
Operating Income 107,326 80,716 74,859
Other Income Allowance for other funds
used during construction 4,090 12,540 12,576
Other, net 1.250 569 94
. 5,340 13,109 12,670
Income Before Interest
Charges 112,665 93,825 87,529
Interest Charges Long-term debt 51,622 46,997 36,399
Short-term debt and other 5,355 3.862 2,166
Allowance for borrowed funds used
during construction { 3.023 ( 5.991) { 4412
53,954 44 868 34,163
Earnings Net Income 58,711 48,957 53.376
_LHvulnnds on Preferred Stock 12,818 9.427 9,050
Eamings Applicable to Common Stock $ 45893 8§ 39530 § 44,326
Common Stock Average shares outstanding (thousands) 25747 24,682 23,215
Earnings per average share $ 178 § 160 § 191
Dividends declared per share $ 153%: 8§ 149 § 1.40%2

Sew accompanying Notes to Consclidated Financial Statements
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Consolidated Statements of Sources of Funds for Construction Expenditures

{Dollars in Thousands)

Sources of Funds

Construction Expenditures

Decrease (increase)
in working capital®

For the Years Ended December 31 1981 1980 1979

Provided from operations

Net income $ 58711 8 48957 § 53376
Less—Preferred dividends declared 12,818 9,427 9,050
—Common dividends declared 39.857 26,805 33.124
Earnings reinvested during the year 6,036 2,725 11,202
Items not requiring (providing) funds
Depreciation 46,833 37,966 33.866
Amortization of nuclear fuel 3,187 1,549 596
Allowance for funds used during
constructicn ( 7.113) (18,531) (16,988)
Investment tax credit adjustments, net 17,198 1.795 10,156
Deferred income taxes, net 6,205 12,373 14,604
Funds provided from operations 72.346 37 866 53,435

External financing
Long-term debt

First mortgage be..ds 50,000 45,000 18,200
Term loan (23,4590) — 50,000
Common stock 35,5621 7,730 31,436
Preferred stock - 30,000 —
Change in short-term debt (28.475) 11,525 16,950
Redemption of long-term debt — (12,000 (10,000)
Externally financed funds 33,596 82.255 106,586
Other sources (uses)
Decrease (increase) in working capital® 48 604 ( 5.266) (47,290
Net (increase) in pollution control
funds held by trustee (35,422) ( 3463) (1,794
Credit ansing from sale of contracts (36,088) 99 ( 634)
Other, net 1170 ( 752 1,768
Other (uses) {21,736 ( 9.382) (47 960)
(excluding allowance for funds used
during constiuction) $ 84206 $110739 §112.061
Accounts receivable $(15064) 8 (9064 8 ( 5685
Detferred fuel costs, net 18,781 (3,173 (13,266
Inventories 11482 (20.603) (19,356)
Accounts payable { 7,896) 19,634 2.724
Taxes accrued 34,386 5,347 (17 .858)
Interest accrued 15,082 3,322 (137)
Other, net B ( 8,167 { 729 6,288
Total 848604 §(5266) § (47290
*Other than shon term debt, long term debt due within one year and cutrent deferred income taxes relating

10 deferrad fuel costs
See accompanying Notes to Consolidated Financtal Statements
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Delmarva Power & Light Company

Consolidated Balance Sheets
(Doltars in Thousands)
ASSETS As of December 31 1981 1980
Utility Plant—at original cost  I/loctric $1364,113 $1,252330
Gas 66,031 63,720
Steam 24,008 23,880
Common 46,194 46,302
1,500,346 1,386,232
Less Accumulated depreciation 362,270 322,340
Net utility plant in service 1,138,076 1,063,892
Construction work in progress 64,915 107,467
Nuclear fuel, at amortized cost 15,262 14,303
1,218,243 1,185,662
Nonutility Property ai.d Net nonutility property—at cost 3.324 3,068
Other Investments Pollution control funds held by trustee 42111 6,689
Other 25 371
45,460 10,118
Current Assets Cash 15,474 12,763
Accounts Recaivable
Customers 43,001 40,278
Other 20,449 8.108
Deferred fuel costs, net (4,632) 14,149
Inventories, at average cost
Fuel (coal, oil and gas) 50,164 65,449
Materials and supplies 20,973 17,170
Prepayments 3.683 3,629
149,112 161,546
Deferred Charges and Refundable taxes and interest 25877 —
Other Assets Deferred income taxes relating to
the credit arising from sale of contracts - 18,123
Unamortized debt expense 5415 4,050
Other 1,587 1,423
32,879 23.596
Total $1445694 §1.380922

See accompanying Notes to Consolidated Financial Statements



(Daollars in Thousands)

LIABILITIES
Capitalization

(see Statements
of Capitalization)

Current Liabilities

Deferred Credits

As of December 31 1981 1980
Common stock $ 94191 § 84142
Additional paid-in capital 203,534 178,085
Retained earnings 139,355 133,319
Total common stockholders’ equity 437,080 395,546
Preferred stock —without mandatory redemption 105,000 105,000
Preferred stock—with mandatory redemption 50.000 50,000
Long-term debt 596,219 569,724
a 1,188,299 1.120,270
Short-term debt - 28,475
Accounts payable 27,723 35,619
Taxes
Accrued 40,159 5773
Deferred (10,203) 6,955
Interest accrued 29,570 14,488
Dividends declared 11.024 G.474
Other 4.454 3,600
102.727 104,384
Credit ansing from sale of contracts 40,760 76,848
Accumulated deferred income taxes, net 49799 34,242
Accumulated deferred investment tax credits 53,920 36,722
Other 10,189 8,456
154,668 156,268
Commitments (Note 7) and Contingencies (Note 9)
Total $1445694 $1380922

See accompanying Notes to Consolidated Financial Statements
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Consolidated Statements of Capitalization
(Dollars in Thousands)
As of Decembet 31 1981 1980
Common Stockholders’ Common stock, par value $3 375 per share
Equity authorized 35,000,000 shares, outstanding
27,908,345 and 24,931,006 shares $§ 9419 $ 84142
Additional paid-in capital 203,534 178,085
Retained earnings 139,356 133,319
Total Common Stockholders” Equity 437,080 37% 395546 35%
Cumulative Preferred Par value 825 per share, 3,000,000 shares authorized, none outstanding
Stock Par value $100 per share, 1,800,000 shares authonzed
Without Mandatory Outstanding
Redemption: 4 00% Series 40,000 shares 4,000 4,000
3 70% Senes 50.000 shares 5,000 5.000
4 28% Senes 50,000 shares 5.000 5,000
4 5% Series 50,000 shares 5,000 5,000
4 20% Series 50,000 shares 5,000 5,000
5 00% Senes 80,000 shares 8,000 8.000
7.84% Seres 100,000 shares 10,000 10,000
8 96% Series 130,000 shares 13,000 13,000
7 52% Sernes 160,000 shares 15,000 15.000
7 B8% Senes 200,000 shares 20,000 20,000
8.00% Sene. 150,000 shares 15.000 15,000 .
105,000 105,000 9%
With Mandatory 900% Series 200,000 shares 20,000 20,000
Redemption:* 12 56% Senes 300,000 shares 30,000 30,000
50,000 50,000 5%
Long-Term Debt First Mortgage and Collateral Trust Bonds
9%% Sernies-—1ssued 1/14/75 due 1/1/83 30.000 30.000
314% Series—issued 5/11/54 due §/1/84 10,000 10,000
9% % Senes—issued 7/16/81 due 8/1/84 10,000 —
3i4% Series—issued 12/20/55 due 12/1/85 10,000 10,000
3%% Series—issued 6/17/58 due 6/1/88 25,000 25,000
4%% Senes—issued 9/22/64 due 10/1/94 25,000 25,000
6% Senes—igsued 9/13/67 due 9/1/97 25,000 25,000
7 % Senes—issued 10/28/68 due 11/1/98 25,000 25,000
B44% Senes—issued 1/12/70 due 1/1/00 30.000 30,000
Bik% Sertes—issued 11/30/70 due 12/1/00 30.000 30,000
1134% Senes—issued 7/16/81 due 8/1/01 8.100 -—
7%% Series—issued 11/30/71 due 12/1/01 35,000 35,000
7% Series—issued B/ 3/72 due 8/1/02 30.000 30,000
8 % Senes—issued 6/27/73 due 7/1/03 25,000 25.000
10 % Senies—issued 6/13/74 due 6/1/04 33,950 33.950
6 6% Senes—issued 7/ 1/79due 7/1/04 18,200 18,200
1Mi% Senes—issued 4/17/80 due 4/1/05 15,000 15,000
11 % Senes—issued 7/ 2/75 due 7/1/05 29,100 29,100
9% Series—issued 6/22/78 due 7/1/08 50,000 50,000
1134% Series—issued 7/ 2/80 due 7/1/10 30,000 30,000
12 % Senes—issued 7/16/81 due 8/1/11 31,900 -_
526,250 476,250
Pollution Control Notes: Senies 1973, 5.9% effective rate, due 1983-1998 8.000 8,000
Seres 1976, 7 3% effective rate, due 1992-2006 34,500 34,500
42 500 42,500
Term Loan. due 1987, interest at prime rate 26,550 50,000
Unamortized premium and discount, net 919 974
Total Long-Term Debt 596,219 50% 569724 51%

Total Capitalization

$1,188299 100% §1,120,270 100%

* Radempition prices at December 31, 1981 are $110 (9% Series) and $113 (12 55% Series)

See accompanying Notes 1o Consolidated Financial Statements
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Consolidated Statements of Changes in Common Stockholders’ Equity

{Doliars in Thousands)

Additional
For the Three Yeats Ended Common Par Paid-in  Retained
December 31, 1981 Shares Value Capital Eamings Total
Ralance as of
January 1, 1979 21,750,139 § 73407 $ 150458 § 119392 § 343257
Net income 53,376 53,376
Cash dividends declared
Common stock (33,1249 (33,124
Preferred stock ( 9,060) { 9,050)
[ssuance of common stock
Public offering 2,000,000 6,750 18,500 25,250
TRASOP 74 557 252 757 1.009
Dividend Reinvestment Plan 476,062 1.606 4 531 6,137
Capital stock expense
Common (1,174) ( 1.174)
Preferred ( 65 ( 65
Balance as of
December 31, 1979 24,300,758 82,015 173.007 130,594 385,616
Net income 48,957 48 957
Cash dividends declared
Common stock (36,805) (36,805)
Preferred stock ( 9427 ( 9427
Issuance of common stock
Dividend Reinvestment Plan 630,248 2.127 5,603 7.730
Capital stock expense
Common ( 127) ( 127
Preferred ( 398) {( 398
Balance as of
December 31, 1980 24,931,006 84,142 178,085 133,319 395,546
Net income 58,711 58,711
Cash dividends declared
Common stock (39,857 (39.857)
Preferred stock (12,818 (12.818)
Issuance of common stock
Public offering 2,200,000 7425 20,350 271.775
TRASOP 101,947 344 882 1.226
Dividend Reinvestment Plan 675,392 2.280 5,460 7,740
Capital stock expense
Common (1,220} ( 1.220)
Preferred ( 23 {( 23
Balance as of
December 31, 1981 27908345 $ 94191 8 203534 § 139355 § 437,080

See accompanying Notes to Consolidated Financial Statements




1. Significant

Financial Statements

The consolidated financial statements include the accounts of the company and its
totally-held subsidianies, Delmarva Energy Company and Delmarva Industnes Inc (formed
In 1981). Accounting policies are in accordance with those prescnbed by the regulatory
commissions having jurisdiction with respect to accounting matters.

Certain .ninor reclassifications have been made to amounts reported in 1980 and 1979 to
conform to the presentations used in 1981

Revenues

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

Fuel Costs

Fuel costs (electric and gas) are deferred and charged to operations on the basis of fuel
costs included in customer billings under the company's tariffs, which are subject to
penodic regulatory review and approval.

The company’s share of nuclear fuel costs relating to jointly-owned nuclear generating
stations (including estimated costs of storing spent fuel) is charged to fuel expense on
a unit of production basis.

Depreciation and Maintenance

The annual provision for depreciation is computed on the straight-line basis using
composite rates by classes of depreciable property. Provision for decommuissioning costs
relating to jointly-owned nuclear generating units is made to the extent of the net cost of
removal allowed for rate purposes (approximately 20% of the plant cost). The relationship
of the annual provision for depreciation for financial accounting purposes to average
depreciable property was 3.5% for 1981, 3.2% for 1980 and 3 3% for 1979

The cost of maintenance and repairs, including renewals of minor items of property, is
charged to operating expenses. A replacement of a unit of property is accounted for as an
addition to and a retirement from utility plant The original cost of the property retired is
charged to accumulated depreciation together with the net cost of removal. For income
tax purposes, the cost of removing retired property is deducted as an expense

Income Taxes

Deferred income taxes result from timing differences in the recognition of certain
expenses for tax and financial accounting purposes. The principal items accounting for
deferred income taxes are: (1) use of accelerated depreciation methods for income tax
purposes, (2) unbilled fuel and gas purchased costs deducted currently for income tax
purposes, and (3) other iming differences involving spent nuclear fuel storage costs and
the capitalization of certain taxes and overhead costs



2. Taxes on Income
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The components of deferred income taxes relate to the following tax effects of timing
differences between book and tax income:

(Dollars in Thousands)

1381 1980 1979
Depreciation $ 14 951 $ 10.097 $ 6907
Deferred fuel costs (9,362 1,656 6.081
Capitalized overhead costs 992 1,176 1,103
Nuclear fuel storage costs (1,332) (997) (1,007)
Pennsylvania gross receipts tax —_ — 1,284
Other, net 946 441 23¢
Total $ 6.205 $12.373 S 14.604;

In connection with an audit of Delmarva's tax returns for the years 1974 through 1976,
the Internal Revenue Service issued, in 1981, a revised notice of deficiency assessing the
company $32.3 million in additional taxes and $15 5 million in applicable interest. The
assessment and interest results predominantly fromn the taxability, on ari ordinary income
basis, of the net proceeds from the sale of contracts for a nuclear steam supply system in
1976 The impact of additional state income taes and interest resuiting from the IRS audit
would be 85 6 and $4 0 million, respectively. Management is appealing the ordinary
income treatment of the net proceeds, and in the opinion ¢f management and outside tax
counsel, it appears probable that this issue wall ultimately be resolved as taxable on a
capital gains basis. Accordingly. the company has accrued federal taxes on a capital
gains basis and state taxes aggregating $26 7 million and related interest of §14.1

million (See Note 8). Since 1975, the company has treated the sale of these contracts

as non taxable contributions of capital, and accordingly reduced the tax basis

of the depreciable property in 1976 by approximately $77 million. Taxation of the

net proceeds would result in a reversal of the basis reduction, a reduction ¢f taxable
income for 1976 through 1980 and a refund of taxes originally paid during that peniod.
Accordingly, refundable federal and state taxes and interest wicome of $16.3 and $4 4
million, respectively, resulting from the overpayments have been recorded, and deferred
taxes of approximately $18.0 million related to the basis adjustment were reversed

(See Nute 8). The remaining issues in the revised notice of deficiency would not have a
matenal effect on the company's financial position or results of operations

(Dollars in Thousands)

3. Taxes Other Than Income 1981 1980 1979
Delaware utility $11437 8§ 9873 $ 8,090
Pennsylvania gross receipts tax — - 2,448
Property 58i1 5,550 4,260
Other gross receipts J,444 3 068 2,560
Payroll 3,216 2,598 2,352
Franchise and other 2,010 1,632 1,251
Total $ 25918 $22721 $§17.648
*The company had accrued, but not paid, the Pennsylvaie Jross receipts tax op energy
generated within the state but sold outside for the years 1977-1979 In December 1979, the
tax was repealed beginning in 1980 and accordingly, the company reversed prior years'
accruals in the fourth quarter of 1979, The eifect of the reversal increased earnings
applicable to common stock for the twelve months ended December 31, 1979 by
$1,161,000 (5¢ per share)

4. Pension Plan The company has a trusteed noncontributory pension plan covering all regular empl: i0es.

Pension contributions for 1981, 1980 and 1979 were $4.371,000, $6,421,000 and $6,839,000
including §717,000, §1,253,000 and §1,236,000 charged to construction, respectively. The
contributions provide for normal cost and amortization of prio: service costs over perods
of ten to twenty-five years. Net income for 1981 and 1980 was increased by approx:mately
$938,000 (4¢ per share) and $603,000 (2 per share), respectively, principally as a result

of changed actuarial assumptions
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The actuarial present value of accumulated plan benefits, determined as of January 1,

1981 using an assumed rate of return of 8%, was §51,175,000 for vested benefits and

86 915,069 for accrued nonvested benefits. The net assets, at market value, available for
plan benofits were $121,957 000 The actuarial present value of accumulated plan benefits,
determined as of January |, Y80 using an assumed «ate of return of 7. 0%, was 860,749,000
for vested benefits and 87,919,000 for accrued nonvested benefits. The net assets, at
market value, available s 1980 plan benefits were $96,741,000 As a result of current plan
experience, the assumod §11e of return was increased from 7% to 8% for the January 1,
1981 valuation

5. Capitalizaticn

Commun Stock

At December 31, 1981 there were 3,455 863 shares of common stock teserved for isguance
under we Dividend Reinvestment Plan and the TRASOP

ketained Earnings

The current first mortgage bond indenture restncts the amount of consolidated retained
earnings available for cash “ividend payments on common stock to $35,000,000 plus
accumulations after June JO, 1978, which available amount at December 31, 1981 was
approximately $50,000 000

— —— P

Preferred Stock

The annu preferred dividend requirements on all outstanding preferred stock at
Decrmber 31, 1931 are $12 818,000 If preferred dividends are in atrears the company may

U not declate common stock dividends or acquire its common stock

Withaut Mandatory Redemgticn

These ser:s may be redeemed at the option of the company at any ume, in whole or in
part at tw various redemption pnees fixed for each senes (ranging from $103 to $107 at
Decemben 31, 1981)

With Mandatory Redemption

(1; The 9% senes, 1ssued 4, 1978, has a sinking fund requirement, commencing in
December, 1984, 10 tedeetn 3 000 shares annually at $100 per share plus accrued and
unpald dividends. At the option of the company, an additional 8 000 shares may be
wdeemed on any sinking find date, without premium (2) The 12 56% series, issued in
1980, has a sinking fund requitement, commencing in December, 1986, to redeem 9,000
shares annually at $100 per shate plus accrued and unpaid dividends At the option of the
company, an additional 9,000 shares may be redeemed on any sinking fund date, without
pemium. (3) Under certain conditions. these senes may also be redeemed at the option of
the company. (4) Aggregate mandatory sinking fund redemptions during the next five
years are $800,000 in both 1984 and 1985 and 81,700,000 in 1986

Capital Stock Expenses

Capital stock expenses relating to the issuance of common and preferred stock have been
reflected as a reduction of additional paid-in capital

T ——

Long-Terrn Debit

(1) On July 16, 1981 the combany issued, in total, $50.000,000 of First Montgage and
Collateral Trust Bonds to collateralize pollution control revenue bonds issued by the
Delaware Econoric Development Authority. The issue consisted of $31,900,000 12%
Senies Bonds due Augus? |, 7011, $8,100,000 11% % Senes Bonds due August 1, 2001 and
$10.000,000 9%: % Senes Hotids due August 1, 1984 The proceeds of the issue were
depaosited in a construction fund held by a Trustee and are disbursed to reimburse the
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