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PSkG

Public Service Electric and Gas Company

About the Company

The move into the new corpo
rate headquarters at B0 Park
Plaza, Newark was completed
in 1981. During the year the
work of razing the former
headquarters included demoli
tion by an implosion in June
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temming  fron additional reqguire Robert I. Smith, Chairman of the Board, {left) and
. ; Harold W. Sonn, President, reply to questions of
ments [ the Nuclear RegulalOl'y  shareholders at the Company's 1981 annual meeting

Omin n following the Three Mile Island accident in Pennsylvania. The unit will be a
major asset ir effort to stabilize electric rates by reducing dependence on higl st
foreiqi for the production of electricity g8 Earnings Decline AS a consequencs
f the bleak economic climate and erosion of the rate relief received 1n 1980, earning
leclined 1n 1981 to $2.63 a Common Share from $ y share 1n 1980. The 1980 earnings
had benefited by a net gan [ ¥ cent 1 share as a resuit of two extraordainary, non
recurring iten ind there were ) million fewer average shares outstanding 1n 190!
82 Revenues 1in 1981 increased to $3.47 billion from )9 bilhon, while expenst

y P 1 . + y . ¢ ty Yy ; It M ' | ‘;‘ 1 3 ' I § Té QC | { XY‘
v i 4 MY i 1 i i b LA [PON 4 A il i | . Cil Yy
¢ Nnomy nservation and ler, le numid summer v ither adversely atiected oul
electl \les. ‘Total electl iles were dowl per cent from 1980. Ample suppii i
natural gas at a continuing price aavantage over ou nelped to mmcrease overail ga 1
by 4 4 per cent over the prior year 88 Dividend Increased The quarterly dividend
! mmon Stock was increased 1n the first quarter of 1981 to 61 cents a share from !
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«+ Hope Creek No. 2

View of Hope Creek Generating Station shows in
foreground the No. 2 unit which has been can

celled. Construction is continuing on No. 1 unit. At
left are the domed containment structures of the
Salem Generating Station
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by purchasing lower-cost coal-generated power from neighboring utilities. 88 Salem
No. 2 unit in the second half of the year was a significant factor in boosting nuclear
power production to 25 percent of total output for 1981, up from 22 per cent in 1980. A full
power operating license for the unit was received in May and, after extensive testing,
commercial operation began on October 13. Approximately 17 per cent of our elec-
tric output was fueled by natural gas as we continue to be encouraged by the federal
government to use gas and thereby reduce oil imports. Nuclear Department
Formed As a result of experience gained in the operation of the Salem station and in
respunse to assessments of the nuclear industry, we announced in September plans to
create a separate nuclear department headed by a vice president. Headquarters of
the department will be in a facility adjacent to the Salem and Hope Creek generating
stations. Approximately 200 employees will be transferred 1nitially from the Newark
corporate headquarters to the Salem site. Research Continues A high point of
our research and development program during 1981 was the completion and dedication
of the Battery Energy Storage Test (BEST) facility in the Company's service area. At this
national center large-scale advanced battery systems will be tested as energy storage
devices As a result of one facet of the Company's research program — a three-year
solar demonstration project — it is planned in 1982 to begin offering to customers whose
homes meet certain criteria an opportunity to purchase solar water heating systems.
The systems will use electricity or gas for backup service. Computers Improving
Productivity In attempting to cope with the continuing unfavorable economic atmos-
phere, we have redoubled our efforts to curtail expenses ard to improve operating
efficiencies. 88 Improved productivity in practically all areas of the Companys opera-
tions is being realized through the greater utiiization of computers. Some of the ad-
vances made in the computerization of operations during the year are discussed and
illustrated in this report. As we begin the new year, problems — especially high
inflation and money costs — continue to plague the utility industry. Any abatement 1n
their intensity will have a beneficial effect on our Company's future. 8 We anticipate
challenging problems in the future and we are optimistic about the ability of Company
employees to meet and overcome them. In all our efforts, we appreciate the continuing

support of the Company shareholders.

7 . : -, Robertl Smith
P Harold W Sonn

March 4, 1982



Dividends and Earnings

per Share

A ma
TIeVe r. 1F
tributa t
energy aqjus

n ear
r n hae
i L il 4 e
i PIOVEILTE]
1 1€ =
"¢ I I

Residential
Commercial
Industnal

Street Lighting

and other

Total

31%
38%
29%

2%

53%
26 70
21%

00%

s went up 26.3 per cent
N and maae up the
$414 million
ncreases in electn
tment and gas raw
iIstment charges fron
1gs do not benefit. A
ates in Apri 1980 and
It 1N gas sales were {a
I degret
f 1981 revenues by

38%
34%
27 %

i Expenses Rise

- I S R W o e
i L | A DY el i | AR :
pDerating NSk rn 1981
DN mii I § : per cent
S7 At r 19K
i . A A (e
Evnences for nrod +
e} \ . }) a4
reased S418 17 Y 1 76 Ur
1 104 Nion, a I
- £+ N oy
l i, et 1
‘y " v o ' 1 R
Dt juai Z1.0 Pt
iNd gas exper [ose 31941
¥ 1 ner -
vE | A4 >
ve ’ hiit the ary "Nt W
reas 1 DUL the amount was
maewhat } rod +137
newnat by a redu I
+ 3 L 2 ’ ¥ ' ¥ r 4 r 1
L as Iu¢ I genera n i
reduction was maae | DIle
} har v r e ’ Y
nigner iciear | 1 I
. N
r 4 - TR try 4
fesul oalel NO & Itpu
Y A ry r ¥ ty Y ty r
I ver pu 1S¢ I
it Wel than would na
from the Per -
AV ell ne rel y
r A ¥ ¥ "t ¥ "y
¢ sodh o 4 ¢ "
ittt nventional steam ur
mbustion turbing
§ + n 1981 v ¥ ’
T Yy * AP r y
I 2 3 - 4 "0 1 -

e
¢ €
N

¢
iIld

A\ ’ 3 v c
viaintenance expenses

1
el L

reas

r
sLaliUll
Lapor Sts 1Increased 31
NLon, maluiy becauss fwage Ir
e es provided {or 1n union I
tr + T A y ¥ "t
Ia IW yea ements
v et * {in 1 { ] ¢
negotiatea in 1YoU pr iora
2
e increase of 9%, ¢ ive May
1 101
AN A | r 177 T nt
‘\‘ vy € -l ¥ Al » N e ¢ ‘i -
" 15 § nor ant
1 St miuion, HDe
1gner
Té T ¢
: E i Decli
arnings Decline
kEarnings per share of Commor
Qe n 1981 de ned t A2 frory
$3.221n 1980 The decline was at
tributable largely tot eroding
eftect 11 fl nhadonther ¢ T
ca [1€ npany was grantec
Apnl 198 ther tactors were lower
weather and nservati
T'he 1980 earnings included a
net gain ol Y cents a snare ¢ 1 result
[ two extraorainary, 1 I¢ il ]
Spop— T} - A ¢ y £ "7 ne
Ielns 1nere vas a gal L ¢ €
1 sShare tna suited Ir ne sais
| ransport of New Jersey, which was
¥ vt 1 .. t b ATyt f 18
ent 1 Share representing unre V
ered costs ass ited with abandor
vy "t LR v "y " Hor r
{344 ( the ompany i [€
jenerating proje¢
In 1Q81 thaoare ATEATE 1 v Y
1velale Slialt alolalil 4
pared witt 73 1 vy ¥ v 108K AT
Y r + 4 v v ¥ 5 ¥ ¥
(S . v 4 el
22 Dividend I d
H wviaen ncrease
S ' wrtarh i iland or W alasls ¥
f 1R ¥ ant s chare tn A1 ant
ruarter e INCrease re

o



#2 Adjustment Charges
Increased

22 Rate Increase of
11.5 Per Cent Received

Capitalization Ratios (yoar Fnd

22 Nuclear Unit Cancelled




Although the Company's
studies indicate that the No 2 unit
would have been economic on the
basis of fuel savings, they contain
uncertamties These include the fu
ture price of o1l and coal, the rate of
inflation, the cost of capital, load
growth in the . 180's and 1990s. and
future Federal and state regulations
The uncertainties also were factors
in the decision to cancel

Cancellation of the No 2 unit
does not indicate that the Company
has changed its mind about nuclear
power as the best way to meet
energy needs in New Jersey The
Company s nuclear units in opera
tion are saving consumers hundreds
of milhions of dollars. However, the
Company could not afford to spend
the funds which would have been
required to fimish the No 2 unit
since the capacity will not be
needed to meet customer demands
Because of such lack of demand, the
Company has no present plans to
construct additional nuclear capacity
beyond Hope Creek No 1

The Hope Creek station was to
have consisted of the two, 1,067
megawatt, nuclear units The
Company owns 95 per cent of the
station, and Atlantic City Electnc
Company the othet 5 per cent

12 Taxability of Dividends
As a consequence of the cancella
tion of the Hope Creek No 2 unit
the Company estimates, subject to
Internal Revenue Service approval,
that 88 3 per cent of the dividends
paid on Common Stock in 198118
nontaxable for cuntent Federal in
come tax purposes The nontaxable
portion constitutes a return of capi
tal which should be apphied to re
duce the cost of shares owned 1n
computing a gain or loss on a subse
quent disposition

e

22 Construction
Expenditures Rise

Construction expenditures in 1981
totaled $717 milhion, up $37 milhon,
or 5 4 percent from $680 million in
1980 Included in the figures are
Allowance for Funds Used During
Construction (AFDC), nuclear
fuel payments, and advances to
subsidiaries

In 1982 construction outlays
are estimated at $799 million and 1n
the five years through 1986 at $3 9
billion These amounts include
$92 milhon and $772 million of
AFDC, respectively. Dunng the five-
year pero. spending for nuclear
generating units and the fuel to
operate them will be about $2 6 bil-
lion, 67 per cent of the five-year
expenditure estimate

Estimated Construction
Expenditures (Including AFDC)
Year 1982 1983 1984 1985 1986

(Millons)
Totals _$799 $818 $835 $774 $644

The Company anticipates that
it will generate internally approxi
mately 50 per cent of its construc
tion expenditures, excluding AFDC,
over the next five years. This as-
sumes receipt of sufficient rate rehef
Inadequate rate rehef would require
the deferral of various construction
projects in order to reduce expendi
tures. Mongage Bonds, Preferred
Stock and Common Stock will be 1s
sued to fin e the balance

22 Securities Sold

During 1981 the Company raised
more than $320 million through the
sale of Morntgage Bonds, Preferred
Stock and Common Stock

In March, 500,000 shares of
13 44% Cumulative Preferred Stock,
$100 par value were sold Net pro
ceeds to the Company from the sale
of this stock totaled $49,569,500

Six million shares of Common
Stock were sold in June to a group of
underwriters at $18 60 a share Pro
ceeds to the Company from this sale
totaled $111.6 million

In August, the Company sold
$100 mullion principal amount of
157 per cent, 10-year First and Re
funding Mortgage Bonds at an
annual interest cost to the Company
of 15 968 per cent

The Company also raised $54 8
mullion through the sale of 3.17 mil-
lion shares of Common Stock under
the Dividend Reinvestment and
Stock Purchase Plan, and $5.3 mil-
lion through 1ssuance of shates
under the Employee Stock Purchase
Plan, the Tax Reduction Act Em-
ployee Stock Ownership Plan, and
the Thrift Plan

Proceeds from the sale of these
securities in 1981 were used to repay
short-term debt incurred in con
nection with the Company's
construction program

Short-term needs were
financed through the sale of com-
mercial paper. There was $207 6 mil-
lion in short-term commercial paper
outstanding at year end

21 Stockholders

At the end of 1981, stockholders of
record totaled 273,132 They in-
cluded 233,224 owners of Common
Stock, 12,299 holders of $1 40 Divi-
dend Preference Common Stock,
and 27,609 holders of Preferred
Stock

 Dividend Reinvestment
Plan Qualifies for Tax
Benefits

The Company's Dividend Reinvest-
ment and Stock Purchase Plan qual
fies for tax deferred treatment
beginning in 1982 under the Eco
nomic Recovery Tax Act of 1981

Under the Act, participants in
the Plan, other than non-resident
aliens, trusts, estates, partnerships
and corporations, are eligible for tax
deferment on dividends reinvested
in shares of Common Stock for the
years 1982 through 1985

Those participating may elect
on their 1982 tax returns to exclude
from gross income, and therefore
defer Federal income taxes on, up to
atotal of $750 per year ($1,500 on a
joint return) of thelr remvested divi-
dends received from the Company
and other qualified public utilities

Federal income taxes will be
deferred until the stock purchased
with reinvested dividends 1s sold [f
the stock 1s held more than one year,
any proceeds from the sale will be
treated as a long-term capital gain



22 Nuclear Insurance
Increased

The
1981
Income
Dollar
Where It Came From
S .65
32
.03
$1.00

Where It Went

S 49
.07
.09
.16
.06
.07
.06

$1.00
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The Company's electric output
dipped slightly in 1981, the first de-
chine since 1975 The decline was at
tributable to lower sales caused by
the economic recession, cooler
weather which reduced demand for
air-conditioning and greater conser
vation by custometrs

Total megawatthouts pro
duced, purchased and interchanged
for the year amounted to 32 2 mil
lon, a decrease of 1 5 per cent from
1980

Peak demand of 7,034 mega
watts occurred on July 9 which was
1.7 per cent below the all-tune mark
of 7,159 megawatts reached on July
21, 1980 The maximum cutput of
136,133 megawatthours for a day
was on July 9. which was 3 2 per
cent less than the record figure of
140 591 megawatthours on July 21,
1980

Al the time of the system peak
load, the Company had an mstalled
generating capacity of 9,023 mega
watts, or a capacity reserve of 22 per
cent. Iinstalled capacity was 9,101
megawatts at yeat end

On the accompanying table are
shown the planning peak electnc
loads, installed generating capaci
ties and per cent reserves anticipated
for the next ten years

Generating Capacity Forecast

Planning Installed Per Cent

Year Peak Load  Capacity Reserve
IMegawat's,
1982 7135 8995 26
1983 7285 8995 23
1984 7440 8995 21
1985 7605 9115 20
1946 7690 9165 19
1987 7815 10004 28
1968 7930 9994 26
1989 8045 9994 24
1990 8150 9994 23
1991 8245 9988 21
%% Salem No. 2 Begins
Commercial Operation

The full power operating license for
Salem No. 2 unit was received on
May 20 and after a power ascension
testing program, it was placed in
cominercial operation on October 13

Prior to the receipt of the full
power license, an emergency exer
cise with the states of New Jersey
and Delaware was held on April 8 as
required by the Nuclear Regulatory
Commission and the Federal Emer
gency Management Agency The
exercise demonstrated the emer
gency preparedness capabilities of
the Company as well as those of the
two states

Salem No. 1 was taken out of
service for refueling and mainte-
nance on January 1, 1982 Dunng
the outage the three low pressute
turbine rotors will be replaced by
others of an advanced design

High density fuel rack installa
tions ‘n the spent fuel storage pools
for both Salem units wete completed
during the year As a result, spent
fuel capacity at the station was in-
creased from 264 elements to 1,170
at each of the two pools There now
1s sufficient spent fuel storage ca
pacity at Salem until the late 1990s

& Hope Creek No. 1
Work Progresses

Construction work at the Hope
Creek Generating Station dunng the
year focused on the No. 1 unit which
reached 38 per cent of completion
by year end Efforts are being con
centrated on achieving fuel loading
in eatly 1986

Significant steps included n-
stallation of the reactor pressure
vessel, completion of the turbine-
generator pedestal and enclosure of
the turbine building

Only minimal work was carned
out on the No. 2 unit as its need was
being evaluated. The unit, which
was about 18 per cent completed,
was cancelled in December and 1s
discussed on Page 6

The Company owns 95 per
cent of the Hope Creek station and
Atlantic City Electric Company
holds the other & per cent

& Construction Begun on
Training Center

In Apnl, construction was started on
the Nuclear Training Center in
Salem, N.J Included in the center
will be simulators to train control
room operating personnel for the
Salem and Hope Creek generating
stations. Site of the center 1s about
eight miles from the stations

An order for the Hope Creek
simulator was placed in June for
dehlivery in mid-1984. A simulator for
Salem station training was ordered
in 1980 and 1s scheduled to be deliv-
ered in 1982

The center will house class-
rooms, a shop and laboratones for
training, as well as other facilities
Courses will extend from a few days
to over a year

Construction of the center
emphasizes the importance the
Company places on thoroughly
trained and qualified nuclear plant
personnel

22 Nuclear Department
Created

A review of the Company s nuclear
operations and support organiza
tions, together with the expenence
gained in the operation of the Salem
station, led to the formation in 1981
of a Nuclear Department. Consid
ered in the review were assessments
of the nuclear industry made follow
ing the Three Mile Island accident in
Pennsylvania Requirements and
recommendations of the Nuclear
Regulatory Commuission and the
Institute of Nuclear Power Opera-
tions. an industry organization, also
were taken into account



0Oil Use Minimized

Ground-breaking ceremony
was held in April for the Nu
clear Training Center shown
under construction at Salem,
N.J. At ceremony, Robert |
Smith, Company chairman
Henry J. Midura, general man
ager — nuclear operations and
H. Denis Hanson, manager -
nuclear training displayed
drawing of center. Included in
center will be simulators to
train control room operating
personnel of Salem and Hope
Creek generating stations

Uranium mining operation at
Key Lake in Saskatchewan
Canada. During 1981 the
Company contracted for ura
nium from this deposit which
is of extremely high grade

and at shallow depth. About
425,000 pounds of uranium will
be received annually.

Uranium Plentiful
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# Improvement in Supply
Continues



Offshore drilling operations in
the Gulf of Mexico make up a
significant part of the explo
ration program of Energy
Development Corporation,
the Company's exploration
subsidiary

T T

# Supplemental Gas
Supplies

The Iris-Stop, developed in
England, was utilized for first
time in U.S. to isolate a section
of 36-inch gas main during re
location work. Installied under
pressure so customer service
can be maintained, the me
chanically-operated steel shut
ter expands to block gas flow

2 Daily Capacity Increased v i ..., ®LNG Applications

2 Subsidiary Scores Gains



i Interconnections
Strengthened

A three-leg 340,000-volt cable
is fed into pipe for the longest
PSEaG cable pull at this volt
age. Cable runs 4,600 feet from
manhole to manhole under
Jersey City through Conrail
tunnel as part of new inter
connection between PSEaG's
Hudson Generating Station
and Con Ediscn's Farragut
Substation in Brooklyn

#2 New Substations

i Gas Lines Expanded
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2 Graphic Planning
System
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2 Conversions to Gas
Continue

22 Energy Conservation
Promoted

A 30-minute film featuring
Laurel and Hardy characters
was produced by the Company

to deliver a conservation
message with a comic touch
The film, which combines
humor with important facts
about energy conservation in
the home, has become a valu
able addition to Company
presentations for community
and school groups



% Load Management and
Conservation Planning

The Company has been in the fore-
front of the electric utility industry in
developing methodologies for plan-
ning and assessing customer
activities involving load manage
ment and conservation

Under study are options de-
signed to improve overall system
efficiency to stabilize costs for the
benefit of the Company and its cus
tomers. By influencing customers’
use of electnicity by means of spe
ciahized devices, control equipment
or new rates, it 13 possible to exer
cise beneficial management of elec
tnc loads on the system A program
has been developed which could e
sult in an estimated weduction in
peak electne capacity requirements
of about 1,000 megawatts by 1995

For several years the Company
has had an interruptible service
electric rate available for large indus
tnal and commercial customers
Under this rate customers agree to
reduce then electric use at times of
peak system demand when notihied
to de so by the Company. This has
resulted in nearly 200 megawatts of
controllable load

Load management through
rate provisions now includes a new
voluntary rate schedule f{or storage
water heating with low off-peak
nighttime pricing. In addition,
mandatory time-of-use pricing was
approved for an additional 900 large
industnal and commercial custom
ers and to residential customets
using more than 24.000 kilowatt
hours annually

Studies are being made of the
load management potential of de-
vices which can store energy at
night for space heating ot air condi

tioning during the following day
Equipment for the cycling of cus-
tomer appliances such as air
conditioners and electric water
heaters by remote control also 1s
being investigated

82 Solar Water Heating
Program Approved

Among the components of the load
management program 1s the
Company's plan to offer residential
CUStOmers an opportunity to pur
chase solar water heating systems

In September the New Jersey
Board of Public Utilities and the
State Department of Energy ap-
proved a proposal under which
customers whose homes meet
certain cntena will be able to buy
systems installed under Com-
pany supervision

The units will use either elec-
tncity or gas for backup service
Those that use electncity will have
availlable a new lower off-peak solar
electric rate

Approximately 1,000 custom
ers have exprassed interest in the
units Installations in the homes
which meet critena for the units are
expected in mid-1982
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I 1981 the Company's research and
development program continued to
seek solutions for near and long
term energy problems. The program,
carmed out by PSE&G Research Cor-
poration, a subsidiary, includes
projects to reduce dependence on
conventional fuel sources, to de-
velop alternate energy technologies,
to conserve energy, and to make
innovative use of wasted heat

The Company's total R&D
expenditures in 1981 amounted to
$14 5 muilhon of which $3 7 million
was obtained from outside sources
Actual cost to the Company for
internal R&D activities was $4 5
million and support of research per-
formed by industry organizations
was $6 3 million

The Research Advisory Coun
cil, composed of prominent citizens
who epresent a broad public inter

est in energy matters, continued in
1981 to advise PSE&G Research
Corporation. Formed in 1979, the
council reviews research and devel-
opment programs, including the
level of funding, from an economic
and social viewpoint. The council
also serves as a communications
link with the public

% Testing of Advanced
Batteries Set

The Battery Energy Storage Test
(BEST) facihity was dedicated on
May 14 as a national center for test
ing large-scale advanced battery
systems and power conversion
equipment for energy storage

The project 1s a cooperative
effort of the Company, the U S De-
partment of Energy (DOE), and the
Electric Power Research Institute
(EPRI), the research organization of
the nation's electric utilities

The facility was designed and
built by the Company to support the
national load-leveling battery devel-
opment program. At year end the
Company signed a modification to
an ongoing contract with DOE and
EPRI which provides $2 3 million
over a peniod of 18 months for facility
operation and installation of the first
advanced battery system

PSE&G Research Corporation
will operate the facility, as well as
plan and conduct tests for evaluat-
ing battery performance

Development of such batteries
would permit power produced by
nuclear and coal generating units
dunng mighttime penods of low de-
mand to be stored and used during
daytime hours of peak electric load
This would mean fewer oil-burning
generating units would be needed
to meet peak electric requirements

In testing the advanced bat-
tenes, which will be produced by
several manufacturers, alternating
current from the Company system
will be converted to direct current
for storage at the facility The power
will be subsequently discharged
from the large battery modules and
converted back to alternating cur-
rent for transmission by the
Company system

Dunng initial operation of the
facility a large 1 8 megawatthour
lead-acid battery was used to train
the operating staff and gamn expert
ence in the use of battenes as load-
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The Battery Energy Storage
Test (BEST) facility, dedicated
in 1981, will be a national cen
ter for testing advanced bat
teries as electric load-leveling
devices. Initial operation of the
facility is providing training
and experience for the staff
The project is a {yint effort of
the Company, tne U.S. Depart
ment of Energy and the Elec
tric Power Research Institute

2 Fish Farming

i Landfill Gas Heating
Greenhouse

12 Electric Vehicle Tested

iz Biofouling Control
Studied

it Laboratory Work
Expands




Completion and opening in 1981 of the 20,000 -seat indoor
arena of the New Jersey Sports and Exposition Authority in
the meadowlands in East Rutherford provided another at

traction for the public. The arena, home of the New Jersey
Nets of the National Basketball Association, complements
Giants Stadium and the Meadowlands Racetrack. Other
sports events, as well as concerts, conventions and exposi
tions, are held at the arena. Development of the complex
has served as a catalyst in the commercial and residential
growth of the meadowlands area that has meant millions of
dollars in additional revenues for the Company.




A new employee information
program will provide monthly
videotapes that will be shown
on television sets installed at
various locations throughout
the Company. Employees will
have an opportunity to view
the tapes in small groups. A
meeting of the Communica
tions Coordinating Committee
is shown being videotaped

# Community
Involvement

i ] presentatll

2 Communications
Emphasized

i Employee Relations



Summary of Significant
Accounting Policies




Utility Plant and Related Depreciation and
Amortization

The cost of replacements of units of property 1s charged to
utility plant. The cost of mamntenance, repairs and re-
placements of minor items of prope:ty i1s charged to
appropnate expense accounts At the ime depieciable
piaporties are retired or o*herwise disposed of, the ongi-
nai cost less net salvage value 1s charged to the
aprropnate provision for accumulated depreciation

Depreciaion and Amortization, for financial reporting
puipases, are computed under the straight-line method
Depracieticn 1s based or estimated average remaining
hives of the several classes of depreciable property Amor-
tizati n of leasehold ;mpicvements 1s based on the term
ctihe lease. Depreciation applicable to nuclear plant pro-
vides for estimated costs of dismantling or decommis-
sioning These estimates are reviewed continuouslv and
necessary adjustments are made as approved by the BPU
Depreciation provisions stated in percentages of onginal
cost of depreciable pmperty are 3 49% for 1981 and 3 48%
for 1980 and 1979

Amortization of Nuclear Fuel

Nuclear energy burnup costs are charged to fuel expense
on the basis of the number of units of thermal energy pro-
duced as they relete to total thermal units expected to be
produced over the hie of the fuel The rate calculated for
fuei used at the Company's Salem Unit No. 1 includes a
provision for estimated spent fuel disposal costs. The
rates for fuel used at Salem Unit No 2 and the Peach Bot-
tom units do not include such a provision By rate order
effective February 14, 1982 such disposal costs related to
these units will be recovered through the levelized energy
adjustment clause

Income Taxes
The Company and its subsidianes file a consolidated
Federal income tax return and income taxes are allocated,

for reporting purposes, to the Company and its subsidi-
anes based on taxable income ox loss of each
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Deferred income taxes are provided for differences be-
tween book and taxable income to the extent permitted
for rate-making purposes

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

For rate-making and financial reporting purposes the
Company's tax no:malization practices are in compliance
with the requirements of the Economic Recovery Tax Act
of 1981

Allowance for Funds Used During Construction
Allowance for funds used during construction (AFDC) is a
cost accounting procedure whereby the cost of financing
canstruction (interest and equity costs) is transferred from
the income statement to construction work in progress
(CWIP) in the balance sheet This results in treating such
cost In the same manner as construction labor and ma-
tenal costs The rate used for calculating AFDC was 8%
for 1981, 1980 and 1979 which was within the limits set by
the FERC. Effective February 14, 1982, the BPU has 1s-
sued a new rate order which requires the Company to
raise the rate used for calculating AFDC to 8Y2 %, also
within the limits set by FERC

As a result of BPU rate orders the Company is allowed to
include $250,000,000 of CWIP in rate base on which a cur-
rent return is permitted to be recovered through operating
revenues Therefore no AFDC has been accrued on that
amount for the years shown. In addition, by order effec-
tive February 14, 1982, the BPU is allowing the Company
to include in rate base an additional $125,000,000 of CWIP
raising the total amount to $375,000,000.

Pension Plan

Pension costs are determined on the basis of an accept-
able actuanal method and are charged to operating ex-
penses , utility plant and other accounts. The Company's
policy is to fund pension costs accrued. Prior service
costs are being funded over a perniod of 35 years which

began January 1, 1967




Statements of Income




Ralance Sheets




Liabumes

Capitalization
Common Equity

Common Stock (see statements, page 32)

Premium on Capital Stock

Paid-In Capital

Retained Earnings (see statements, page 31
fotal Common Eqguity
Preferred Stock wathout mandatory redemption (see statements, page 32)
Preferred Stock with mandatory redemption (see statements, page 32)
Long Term Debt (see statements, page 33)

[otal Capitahzation

1631

$1.423,739
557
26,143
827.497
2.277.936
554 994
77,913
2,410,823

5,321,666

1980

$1.262.103
557

26 093
813.181

;) v,\” \’.(4
554 994
29,750
2,319,346

4,996,024

Current Liabihities

Long Term Debt due within one year

Preferred Stock to be redeermed within one yeatr

Commercial Paper (note 6)

Accounts Pavable

laxes Accrued, including New Jersey gross receipls tax
1981, $475 856 1980 $£399 996

2,230

207,551
262,734

13,064
930

180 865
205 896

492.010 436 150
Deferred Income Taxes  Unbilled Revenues (note 1 81.396 7% 139
Interest Accrued 47 750 4% 956
Cias Purchased 82 641 74 879
Other 45,111 44,294
[otal Curtent Liabilities 1.222 423 1097 174
Deferred Credits '
Accumulated Deferred Income Taxes (note 1
Deferred Electnic Energy and Gas Fuel Costs — net 45 619 93 807

Extraordinary Property Losses
Hope Creek Unit 2
Atlantic Project
Depreciation and Amortization
Other
Accumulated Deferred Investment Tax Credits (note 1
(Other

lotal Deferred Credits

126,327
115,896
312,595
11,577
113,890
7,096

733,000

122,232
,rf'/fl :“:”"
16,217
108 889
15 638

631,662

Commitments and Contingent Liabihities

[Hral

$7.277.089

$6.724 860

)
<



Statements of Changes in Financial Position




Statements of Retained Earnings

For the Yoare Ended December 1) 1981 1980 1979
(Thousands of Dollars)
Balance January 1 $ 813.181 $ 747076 $704 909
Add Net Income 264 1377 281,717 233,329
Total 1,077,318 1,028,793 938 238
Deduct
Cash Divide nds
Preforred Stock, at reguired rates 49 657 4 414 44 954
$1 40 Dividend Preference Common Stock 1.881 1.881 1.881
Common Stock* 197,623 168 8637 144 146
[otal Cash Dividends 249,061 215,158 190,981
Capital Stock Expenses 760 454 181
[otal Deductions 249 821 215612 191,162
Balance December 31 $ 827497 $ 813181 $747 076

*Restnotons on the payment of dividends are contamned in the Charter, certain of the supplemental indentures to the Company’s

Mortgage. and certain debenture bond indentures However, none of these restrictions presently limits the payment of dividends out of
urrent eartings The amount of mtained earmings free of these restnctions at December 31, 1981 was $817 497 000
oo Sumimary of Signiicant Accounting Polices and Notes to Financial Statements

Independent Accountants’ Opinion

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

We have examined the balance sheets and state In our opinion, such financial statements appearing on
ments of capital stock and long-term debt of Public pages 25 to 39, inclusive, present fairly the financial
Service Electnie and Gas Company as of December position of Public Service Electnic and Gas Company as of
i1, 1981 and 1980 and the elated statements of in December 31, 1981 and 1980 and the results of its

ome. mtained earnings, and changes in inancial operations and the changes in its financial position for
position for each of the three years in the period each of the three years in the period ended December 31
ended December 31, 1981 Our examinations were 1981, in conformity with generally accepted accounting
made in a dance with genetally accepted audnt principies apphed 2n a consistent basis

mng standards and, accordingly, included such tests

I the accounting records and such other auditing

.""\\
procedures as we nsidered necessary in the
/

March 4, 1982
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Statements of Capital Stock

Nonparticipatinag Cumulative Preferred Stock
$ 27913
4 4 1 50 .C00
L
. y $ 77.913
\ 1

& 7 $ 40,000
50 O

25.000

24,994

1 4 1
25.000
i
25.000
25,000
725 K

15 000
50 000
50 000
' 15.000
75 000
60.000

20000

$554,994

Dividend Preference Common Stock and Common Stock

} 4
» $1.423.739
)
1O 1
: J
\ ’

Y
A
| &



Other Long-Term Debt

Total Long-Term Debt

LongTerm Debt excluding
amount due within one

vear

ong-Term Debt less

Net Unamortized

Discount




Notes to Financial Statements




of management, would not have a material effect on the
financial position or results of operations of the Company

. Sale of Transport of New Jersey

On October 14, 1980, the Company sold all of the out-
standing capital stock of Transport of New Jersey (TNJ) to
New Jersey Transit Corporation (NJTC), an agency of the
State of New Jersey, for $32 1 million incurring a pre-tax
loss of $30 0 million. As a resuit of such sale, control of
Maplewood Equipment Company (MEC), a wholly-owned
subsidiary of TNJ, was also transferred to NJTC As re-
quured by the Stock Purchase Agreement between the
Company and NJTC, the purchas< vrice paid by NJTC,
together with pension fund assets of TNJ and MEC and
other funds, were combined with a net contribution by
the Company of $11 4 million to purchase pension annui-
ties for employees and pensioners of TNJ and MEC to pro-
vide benefits accrued as of June 30, 1980 The net cash
contribution by the Company of $11 4 million was more
than offset by income tax benefits to the Company of

$49 5 mullion ansing from the immediate deductibility of
pension contributions and by the deductibility of the tax
basis of the TNJ stock which was in excess of the book in-
vestment Such tax benefits resulted in a non-recurring
credit to earnings for 1980 of $19 6 million or 27¢ per aver
age share of Common Stock

Compensating Balances

Cash at December 31, 1981 and December 31, 1980
consisted pnmanly of compensating balances under
informal arrangements with vanous banks to compensate
them for services and to support lines of credit of $178 2
milion and $170 8 million, respectively There are no legal
restrictions placed on the withdrawal or other use of these
bank balances In addition, as of both dates, the Company
had $30 0 milhion of credit iines compensated by fees

. Deferred Debits

Abandonment of Hope Creek Unit No. 2

On December 23, 1981, the Company abandoned the con
struction of Hope Creek Generating Station Unit No 2 in
Lower Alloways Creek Township, New Jersey Total un-
recovered costs of $290 8 milhon, including an estimated
$67 8 million of cancellation and close-out costs, were
charged to Extraordinary Property Losses and the assoct-
ated tax reduction of $126 3 million was included in Accu-
mulated Deferred Income Taxes

On March 4, 1982, the BPU authonized the transter of $112
million of Hope Creek 2 costs to Hope Creek 1 and recov-
ery of all after tax abandonment costs for Hope Creek 2
from customers through rates The recovery will be over
15 years on an accelerated method commencing July 1,
1982 During 1982 the amount of amortization will be

$18 2 miilion, less related taxes of $7 4 mullion

Abandonment of Atlantic Project

In December 1978, the Company cancelled its floating
nuclear plant project and terminated its contract with
Offshore Power Systems for the construction of four
generating units. At the time of the Company's decision
to abandon the Atlantic Project, total unrecovered costs of
$319 9 milhion, before tax reduction, was charged to Ex-
traordinary Property Losses and the associated tax
reduction of $132 2 million was included in Accumulated
Deferred Income Taxes

The BPU rendered a decision, effective Apni 17, 1980, per-
mitting the Company to recover, over a period oi 20 years,
£174 5 milhon of the $187 7 million of net costs, after tax
reduction, incurred priot to the abandonment. Following
this decision the Company recorded a loss of $18 6 million
which, after a related tax reduction of $5 4 million, re-
sulted in a net extraordinary charge to income in 1980 of
$13 2 million or 18¢ per average share of Common Stock

Costs are being amortized in the amount of $15 1 million
annually, less related taxes of $6 3 million

(Gross ne ~=iots Tax

Effective January ., 973, the Company began accruing

New Jersey gross receip.. *ax on current revenues rather
than on the previous basis o1 . “xes paid The gross re-

ceipts tax on 1972 revenues was av ‘erred and is being .
charged to operations by an amount e uivalent to ¥z % of
revenues subject to the gross receipts ta.’ and is currently
expected to become fully amortized during 1233. During

1982 the Company expects to amortize approximately

$19 6 mullion, less related taxes of $9 0 million

Deferred Electric Energy and Gas Fuel Costs — net
A substantial portion of deferred electric energy costs,
$58 3 mullion, will be recovered during 1982 and an addi-
tional $12 5 mullion will be recovered by February 1984
The remaining costs are recoverable through the Com-
pany's levelizad electric energy and gas raw matenals
adjustment clauses

Unamortized Debt Expense

These costs, associated with the issuance or reacquisi-
tion of debt, are deferred and amortized over the lives of
the related 1ssues Amounts shown in the Balanice Sheets
consist principally of costs associated with the Compa-
ny's tender offer for its 12% Series E Mortgage Bonds
which will mature in October 2004 The Company ex-
pects to amortize $1.1 million of these costs in 1982

. Bank Loans and Commercial Paper

Bank loans represent the Company's unsecured promis-
sory notes issued under informal credit arrangements
with various banks and have a term of eleven months or
less Such notes were i1ssued to a limited extent in 1981
and 1980

Commercial paper represents the Company's unsecured
bearer promissory notes sold to dealers at a discount with
a term of nine months or less. Certain information regard-
ing short-term debt follows

1981 19680

(Thousands of Dollars)

Maximum amount outstanding at any

month end $207,551 $180,865
Average daily outstanding (A) $101226 $ 79,516
Weighted average annual interest rate (B) 16.27% 13 90%
Weighted average interest rate for

commercial paper outstanding

at year end 12.72% 19.37%

{A) Computed by dividing the sum of the daily pnncipal
amounts outstanding during the year by the total number of
days in the year

(B) Computed by dividing short-term interest expense by the
average daily short-term net proceeds







The Company advises readers of the imprecise nature of
this data and of the many subjective judgments required
in the restatement of selected histonical coste to Constant
Dollar and Current Cost. This data should not be used to
make adjustments to the Company's pnmary financial
statements and the related eatnings per average share of
Common Stock other than those adjustments shown in
the following supplementary financial data

Constant Dollar costs were determined by adjusting his-
toncal costs of Utility Plant and certain other items into
dollars of the same general purchasing power by using
the Consumer Price Index for All Urban Consumers
(CPI-U)

Current Cost data purports to show the estimated cost
of currently replacing existing Utility Plant and was mea-
sured by applying pnmarnly the Handy-Whitman Index of
Public Utility Construction Costs to the historical costs
of Utility Plant

Depreciation and Amortization expense, and Amortiza-
uon of Nuclear Fuel (included in Electric Fuel, Inter-
changed Power and Gas) were adjusted for Constant Dollar
and Current Cost using the rates and methods for com
puting book depreciation and amortization applied to the
appropniate inflation adjusted Utility Plant balances. In
accordance with FASB No 33, income tax expense was
not adjusted

FASB No 33 requires the disclosure of the amount re-
quired to reflect Net Utility Plant at its Recoverable Cost if
that cost 1s Jower than the inflation adjusted amounts
Also required under Current Cost is the disclosure of the
increase i Current Cost of Net Utility Plant held during
the year and the related effect of general inflation. The
amounts shown in the following table, which reflect the
Increase in general inflation over the increase in Current
Cost of Net Utility Plant and the adjustment to net recov-
erable cost, illustrate that dunng 1981 the rate of general
inflation was greater than the increase in the Current
Cost of Net Utility Plant. In addition, the amounts shown
as Adjustments of Net Utility Plant to Recoverable Cost
(both Constant Dollar and Current Cost) are adjustments
to Histonical Cost in average 1981 dollars. Historical Cost
18 the amount permitted to be recovered under the rate
regulatory process for utilities in New Jersey

During inflatios ary penods, holders of monetary assets,
such as cash and eceivables. suffer losses of general pur
chasing power while holders of monetary habilities ex-
perience gains. In 1981 the Company's monetary
liabilities, primanly long-term debt, exceeded its mone-
tary assets resulting in a gan in purchasing power Since
this gain 1s pnmarily attributable to long-term debt which
has been used to finance Utility Plant, 1t is netted against
the excess of the increase in general inflation over the in-
crease in Current Cost of Net Utlity Plant after
adjustment to recoverable cost in the following table

Supplementary Financial Data Adjusted for the Effects of Changing Prices for

the Year Ended December 31, 1981
(Unaudited;

Histotical Cost Cone*ant Dol'ar Curtent Cost

(Condensed from the (Average {Average
Financial Statements) 1981 Daollars) 1981 Dollars)
(Thousands of Dollars)

Opeating Revernues $3471 652 $35.471 652 $3 471 652
Upetating Expenses

Electnic Fuel Interchanged Power and Gas 1.761.858 1,754 782 1764171

Other Operauion and Maintenance 583.279 593,279 593.279

Depreciation and Amortization 178 832 195 526 442 984

Taxes 593,718 503716 593.716

Total Cipsrating Exponses 117, 38¢ 3,337,303 339 150

Operating Income 354 267 134 349 77 502
Other (including Intetest Expenses) (130 90.130) {90, 130)
Invome (Loss) from Continuing Operations (exciuding

Adjustment of Net Utility Plant (o Recoverable Cost) § 264137 S 44.219% $ 12628
Increase m Current Cost of Net Unility Plant held duning the vear®® $ 695 099
Adjustment of Net Utility Plant w Recoverable Cost $ (236638 (113.074)
Effect of the incosase in General Inflation (762 711)
Excess of inciwase in geneal inflation over meease in Current Cost

of Net Utthty Plant after adjustment to Recoverable Cost (179.791)
Purchasing Power Gain on Net Monetary Liabilittes Owed Duting

the Yea: 221 567 227 567

Net 3 $ 41.7%
> ERLS

145 (903 16}
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Five-Year Comparison of Selected Financial Data

Adjusted for Effects of Changing Prices

(Unaudited)
(000 amitred where appiicable and all adjusted figures are in average 1981 dollars)
For the Years Ended December 31, 1981 1880 1979 1978 1977
Operating Revenues
Historcal $3.471 652 $2 994 054 $2.418.707 $2219785 $2.03279%
Adjusted for General Inflation $3471652 $3 304 620 $3.028 109 $3094 521 $3.050872
Income (Loss) From Continuing Operations
{excluding Adjustment of Net Utility Plant to
Recoverable Cost)
Historical $ 264.137 $ 275401 $ 233329
Adjusted for General Inflation $ 4219 $ 108882 $§ 97182
Adjusted for Current Cost § (12628) $§ 37228 § 18991
Income {Loss) From Continuing Operauons per
Average Common Shate (excluding Adjustment of
Net Utility Plant to Recovetable Cost) *
Historical $ 263 $313 $ 285
Adyusted for General inflation $ (09 $§ 79 $ 58
Adjusted for Current Cost $ (79 $ (19 §$ (61
Excess of increase in general inflation over
tncrease in Current Cost of Net Utility Plant after
adjustment to Recoverable Cast § (179.791) $ (374038) § (439982)
Purchasing Power Gain on Net
Monetary Liabilities Owed Durning the Year $ 221567 $ 32022 § 341415
Net Assets at Year End**
Histoncal $2.832 430 $2 646 928 $2.435 516
Adjusted for General Inflation and
Curment Cost $2741.35%0 $2790337 $2885 7652
Cash Dividends Declared pet Common Share
Historical $24 $229 $22 §$208 $192
Adjusted for General Inflation $ 244 $ 253 $276 §2% $ 288
Market Price per Common Share at Year End
Histoncal $1B00 $17.00 $1925 $2025 $22 88
Adjusted for General Inflation ¥ %% $1800 $1852 $2357 $28 10 $3461
Consumer Price Index (1967 =100)
Average 2724 246 8 2174 1964 18156
Yeat End 2815 2584 2299 2029 186 1
* After deducting Cumulative Prefered Stock and $1 40 Dividend Preference Common Stock dividends on 4 histoncal basis in 1981 and 1n Average 1981 Dollats
fort prioy years
*% Equals Comman Equity and Preferred Stock without mandatory iedemption

RR & Yoar od 1981 Dollars

Inflation has been ncreasing over the last five years. The
average CPI-U Index increased from 181 51in 1977 10 272 4
in 1981, an average annual increase of 10 7% The increase

from 1980 to 1981 was 10 4%

Revenues for the five-year period increased from $2 033
billion in 1977 to $3 472 billion in 1981, a.> average annual
increase of 14 3% Restated in average 1981 J\ars reve
nues for the same penod would have increased from
$3.051 billion to $5 472 bilhon, an average annual increase

of only 3 3%

Cash Dividends Declared per Common Share went from
$1.921n 1977 to $2 44 in 1981 or an average annual 1n-
crease of 6 2% However, such dividends would have
decreased at an average annual rate of 4 1% or from $2 88
n 1977 to $2 44 in 1981 when restated 1n average 1981

dollars

Market Price per Common Shate at Year End from 1977 to
1981 had an average annual decrease of 5 8% or from

$22 B8to $18 00 Restated in year-end 1981 dollars the
Market Price would have been $34 61 instead of $18 00 re-
flecting an average annual decrease of 15 1% for the same
penod

As shown 1n the tables above, the purchasing power gam
on net monetary habilities was not enough to offset the
significant effect of inflation on capital costs (utility plant),
nuclear fuel costs and depreciation

Lack of adequate recognition of inflation in rate-making
in addition to delayed rate relief accelerates attrition,
thereby contributing to poorer cash flow By the time
increased costs are included 1n 1ates, the related funds
have already been expended



11 Jointly-Owned Facilities

13

The Company has an ownership interest and is responsi-
ble for providing its share of the necessary financing for

the Company s share of each jointly-owned project and
the corresponding direct expenses are included in the

the following jointly owned facilities. All amounts reflect Statements of Income as an operating expense
Amount of Utlity Plant Accumulated Provision Amount of Plant
Plant Ownership Interest In Service for Depreciation Under Construction
(Thousands of Dollars)
Coal Generating
Conemaugh 25 % $ 65304 $ 16428
Keyutone 2284 % 63,616 17.00
Nuclear Genesatung
Prach Bottom 4249 % 390 465 95938
Salem 425 % 696,053 70,469
Hope C sk 9500 % $1.349 598
Nucieat Tramning Center VATIOUS 6.692
Pumped Storage Generating
Yards Creek 5000 % 16,293 317
Transmission Facilities vanous 65112 5,192
Mernll Creek Reservoir 13 906% 2,319
Linden Synthetic Natural Gas 9000 % 65 538 29443
. Financial Information by Business Segments
Electric Gas Total
For the Years Ended
Diecemb 31 1981 1980 1979 1981 1960 1979 1941 1980 1979
(Thousands of Dollars)
Operating
Reventes $2322042 S2083900 31689857 $1.149610 $910.154 $726 850 $3471652 $2994054 $2 416 707
Depreciation and
Amaortization 134 050 127 655 122 953 44 482 42,332 40 036 178 532 169 987 162 G589
Operating Income
Retom Income
Taxos 378 082 407 662 369 405 94 937 101,147 78 468 473019 H0® 809 447 &7
Cirass Additions to
Utiinty Plant 615976 H1.110 484 356 67,873 74,420 53779 HH3 B840 625 530 53R 135
Doceniber 31
Net Utihty Plant $4813875 $4570.355 $4.156,122 $632 218 $606 894 $570862 $5446 000 $5177249  $4.735 984
Clas Exploration
Subsidiary and
LN Project 261,000 220 484 171862 261,000 220,484 171,562
Other Corporate
Ansets 1. 669 996 1327127 1,181 230
Total Assets $7.277089 $6724.860 $6,088 766

Selected Quarterly Data (Unaudited)
The information shown below in the opinion of the
Company includes all adjustments, consisting only

the Atlantic Project and the sale of Transport of New
Jersey) necessary to a fair presentation of such amounts

of normal recurnng accruals. (except for the extraordinary
items incurred in 1980 resulting from the abandonment of

Due to the seasonal nature of the business, quarterly
amounts vary significantly during the year

Calendar Quarter Ended

March 31 June 30 September 30, Decomber 31
1981 1980 1981 1980 1981 1980 1981 1960
(Thousands whete applicable)

Operating Revenues 3982938 $757 530 $733.255 $611.087 $809.80H  §776.190 $945 654 $B49 247
Opetating Income 101.669 87,409 74 183 90 838 94677 114.997 83738 83 908
Income Before Extraordinaty tem 77 404 50 465 52 941 68 181 71,665 88,778 62127 58,977
Extaondinary tem (13.219) 19.535
Net income 77 404 59 465 652,941 54,962 71.66% 88 778 62.127 78,612
Earnings Avallable for Common

Stock Before Extaordinary Item 65 865 47 837 39339 56,603 58.447 71211 48 948 47,409
Earnings Avatsble for Common

Stock § 65865 § 47837 $ 30339 §$ 43384 $ 58447 8 77211 § 48948 § 66 044
Earmings pet Avertage Shaw of

Common Stock Before

Extraordinary ltem $68 $ 68 $ 61 §$78 $69 $103 §$57 $62
Eflect of Extraordinary tem { 18 26
Eatnings per Avetage Shate of

Common Stock $ 86 $69 $5 $60 $60 $103 $67 L
Average Shates of Common Stack

Quistanding 76 680 68 946 77 526 72180 84, 252 76179 86,261 75917
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Energy Costs

The costs of fuel for electric generation as well as pur

chased and interchanged power continued to nse in 1981
though somewhat less severely than in previous years

The Company exerted successful efforts to counter the in-

|mmdm~moﬂby|m:-ducmnmun,
thereby cutting expenditures for ol by $38 mullion i 1981
‘Thecurwlrmt n oil-fired generation was compensated
for by a 9% increase in lower priced nuclear generation
and a highet level of purchases of largely coal fired gener-
ation from other utilities The Company anticipates that
nuclear generation from Salem 2, which was placed in
commercial operation late in 1981, will further moderate
energy costs

The Company 1s a membet of the Pennsylvania-New
Jersey-Maryland Interconnection and 1s a party to several
) agreements which provide for the purchase of available
’ power from neighboring utilities These arrangements
enable the Company to optimize its mix of internal and
- external sources using the lowest cost energy available at
any given time Energy costs are adjusted to match
amounts permitted to be recovered through revenues
and, to the extent so allowed, have no eflect on earnings
I'lbmlenemcosmmcmmd&%andw%mlgﬂland
- 1980, respectively, as described below

l Increase of (Decrease)

| » 1961 ve 1980 1980 vs 1979
(Millions of Dollars)
Higher prices paid for tuel sup-
plies and power purchases $110 $103
Kilowatthour output (13) 16
Adjustment of actual costs to
~ match recovenes through
revenues 93 127
Replacement energy costs for
which recovery was
disallowed by BPU 3
| $193 $246
| —

| Gas costs are adjusted to match amounts recovered
through revenues and do not affect earnings  Costs were
35% higher in 1981 and 34°. higher in 1980 Contnbuting
factors are shown below

Increass of (Dacrease)

1981 vs 1980 1980 vs 1979
(Millions of Dollars)

- Higher prices paid for gas

 supplies $141 $132

! Refunds from pipeline suppliers 17) {2)
Therm sendout 18 30
Adjustment of actual costs to

l match recoveries through

- __fevenues 36 (31)

: $178 $124

F —

\ Cash Position

- Heavy demands upon the Company s cash position have
' been bmught about by problems which confront the en-

‘ tire utility industry, including the slowing of customer

i payments as electric and gas rates have increased

]

Energy costs continue 1o rise, and the Company is still not
abie to benefit fully from the forward-looking, fuel-recov-
ery mechanism built into its rate structure. As of Decem-
ber 31, 1981, underrecovered electnic energy costs were
$99 mullion, shghtly mote than half what they were a year
ago Themducnomsduehmelytomoovenesaﬂowedby
the BPU of costs remaining from prior penods

During 1981, the BPU issued an order eflective August
1. 1981 designed to produce additional annual revenues of
approximately $160 mullion through the levelized energy
adjustment clause All estimated underrecoveries at July
31, 1981 were included in the new levelized charge The
gas raw matenals adjustment charge was also increased
in November 1981 to produce approximately $108 million
of additional revenues over the next 10%: month period
The Company anticipates that in 1982, in addition to
recovenes of its projected current period expenditures, it
will recover $58 million of deferred energy costs plus $54
mullion of other deferred charges

The Company's average daily short-term debt during
1981 was $101 milion -~ $21 million over iast years aver-
age At year end the Company had $208 million of short-
term debt outstanding

The Company also needs to finance larger customer
accounts receivable As of the end of 1981 accounts
teceivable including unbilled revenues approached $566
million and wete $40 million more than &t the end of 1980
Customer payments have slowed as the amounts of bills
have increased. Furthermore, net write-off of uncollectible
accounts this year was $9 5 million greater than the $17 5
mallion in 1980 The increases in accounts receivable and
uncollectible accounts also reflect a requirement of the
BPU prohubiting the termination of electric and gas ser-
vice in New Jersey durning the winter months with
respect to certain customers with financial need who are
unable to pay utility bills. In an attempt to reverse these
trends, the Company has recently implemented a com-
prehensive program designed o reduce the backlog of
unpaid customer accounts

In order to continue itc essential construction pro-
gram, the Company will re juite significant amounts of
capital See Construction Activities

In addition to commitments for construction and fuel
supplies over the coming years, the Company will be re-
quired to pay an estimated $68 million of cancellation and
close-out costs related to the abandonment of Hope Creek
2, puncipally during 1982 Funds must also be provided in
the future for bond maturities and sinking fund require-
ments It is anticipated that low interest cost debt +vill
have to be replaced at much higher current interest rates
Certain mortgage bond sinking funds may be satisfied by
the retirement of bonds or the utilization of property addi-
tions and are expected to be satisfied by the latter The
annual sinking funds for debenture bonds are met by the
retirement of bonds

Construction Activities

Utility plant. by far the largest item on the balance sheet.
continues to increase as new construction, as well as
capital improvements reflect the spiralling effects of infla-
tion See Note 10 of Notes to Financial Statements for the
eflects of inflation
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