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In man 1V'vr'¢'s/)m'ts. the past year bas been one of Atlantic Electric’s
TO OU R best. Achievements of 1984 can be found in many financial and
3 operating areas, measured by new

SHAREH OLDERS Company records and consistent progress
| in realizing long-term objectives.
| Earnings per share in 1984 totaled $3.20, a level exceeded in corporate bistory
only once, in 1983, when per share earnings amounied to $3.48. In June, we raised the
quarterly dividend rate by three cents to $02. As a result, dividends paid per share in
1984 increased to $2.42, representing the thirty-second consecutive year of growth in
dividends paid. Our annual dividend rate is now $2.48 per share.

Kilowatt-bour sales for 1984 increased by 3.5% over the prior year, exceeding
the six billion level for the first time. The system load factor improved in 1984, as peak

| demand declined 3.6%. The energy sales increase reflects improving economic condi-

| tions within the service area, and the modera’ion in peak demand is indicative of

| milder weather conditions in 1984.
For years, we have employed strategie: for fuel mix and power supply
| designed to stabilize the cost of energy. We 're very proud to report that Atlantic Electric
| se! an all-time record for its use of coal and nuclecr generation in 1984. These low-cost |
| fuel sources provided 82% of total system requiren:erts last year, compared to 78% in
1983. As a result, our average cost of energy p. » kiiowatt-hbour in 1984 was 11.1% less
| than it was in 1980,
Production by our jointly-owned riviclear units in 1984 was 17% greater than
in 1983, although somewhbat less than expected. During 1984, electrical generator
| problems were experienced at the Salem Station, and scheduled piping repairs on
. Feach Bottom Unit 2 have required an extended outage. The operating companies are
| working to complete the repair outages of Salem Unit 2 and Peach Bottom Unit 2 by the
second quarter of 1985. Additional nuclear generation is available to the ( ompany
Jrom the Susquebanna Steam Electric Station, under long-term arrangements with
| Pennsylvania Power & Light Company. In its first full year of service, Susquebanna Unit
I produced more energy than budgeted, and it belped us to control energy costs in
1984. The arrangements with PPEL also include the purchase of power from
| Susquebanna Unit 2, which began commercial operation this month,

Construction expenditures by the Company continue at moderate, and
manageable, levels. Our 5% interest in the Hope Creek Generating Station is the only
new capacity project underway. Construction of the unit by Public Service Electric and

Gas Company. the principal owner, bas been proceeding as scheduled, and the unit is

-




expected to begin operati(m in late 1‘)8(; Tbe Compam's power purcbase arrangements
with PPEL will continue through September 2000, with capacity and energy from
L Susquebanna through September 1991, and then from various coal-fired units.
‘ In_January 1984, the New Jersey Board of Public Utilities granted the
| Company an increase in energy adjustment charges to recover projected costs of fuel
| and purchased power during the year This past January, the BPU authorized increases |
| in our rates to recover energy costs during 1985, including the costs of power purchased §

g [from Susquebanna Unit 2. Since its last major base rate increase in 1982, the Company

has experienced increases in other costs of providing service, and it filed a request for a

| rate increase in October 1983. The BPU denied that request last August, and we bave

- | appealed that decision in New Jersey Superior Court. We expect that another base rate
| case will be filed this year
Last November; the Directors of the Company and Delmarva Power & Light
Company decided to explore possible benefits to shareholders and customers from a
| corporate affiliation. Preliminary studies were completed recently, and it was deter-

i mined that only modest savings might be realized. The studies had concluded that the ﬂ_gﬁ P
: potential savings would not justify a formal and complicated affiliation, and that Vo
| some of those savings may be achieved by other; less structured means. While we have

| decided not to proceed with the affiliation, the studies bave served to enbance the close
| | relationship between the companies, and to suggest areas for future cooperative efforts.
The accomplishbments of 1984 have been a source of pride for the manage-
| ment and employees of the Company. But, more than that, they belp set a confident e
perspective for greeting future challenges and opportunities. For the coming year, we ' -
pledge our continued dedication to serving your interests and to meeting our i
customers’ needs.

For the Board of Directors,

e é’z//a;,,:r

) D Fechan E. D Huggard

Chatrman of the Board and President and
Chiet Executive Ofheer Chief Operating Officer

February 12, 1985
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The Atlantic Electric service area is unigue for its mix of
customers, the variety of business activity and its prox
imity to major cities of the Northeast. The 2700 square
mile service territory comprises the southern one-third
of the State of New Jersey, and the population wk ich we
served last year exceeded 1,100,00(

The relatively high proportion of energy sales to
residential customers, 44% in 1984, has contributed to
general revenue stability and resistance to wide fluctu-

[

ations in energy sales. Approximately 7700 new dwell-
ing unys were connected to the Company’s system in
1984. Over the year, there also was a substantial
increase in the number of large commercial accounts
reflecting general economic development within the
service territory

Tourism plays a significant role in the eastern por
tion of our service area. The shore resorts have long

attracted visitors during the summer months, and the

development of casino-hotels in Atlantic City has served

to increase the number of year-round visitors. Approxi

mately 30 million people visited Atlantic City in 1984

compared with 26 million the year before. Atlantic

City’s tenth casino-hotel, Harrah's at Trump Plaza,

opened in May. Casino-related employ ment increased by

15% in 1984, to an estimated 37000
Agriculture is a significant element of southern

New Jersey's economy. There are approximately

100,000 acres of farmland in our service territory A new
agricultural port, opened in Salem last year, enables
local area farmers to ship grain and bean crops by barge
to major domestic and foreign markets

Many light industrial and commercial firms seek

ing room for expansion and access to major transporta

tion links have settled in our service area. Within min

utes of Philadelphia and Wilmington, and located along

major highway systems, industrial parks in the western
part of our territory have become home for such well
known firms as RCA, Thomas Scientific and Mitsubishi
Economic recovery in some portions of the Com
pany’s service area, however, has not kept up with the

pace set elsewhere. As a result, the Company has taken

| renewed steps to support a healthy business climate in

| the territory Recognizing that managed growth con

! tributes to the economic vitality of the service area
|

Atlantic Flectric has joined with representatives of

other New Jersey utilities and governmental units in the |

state’s Business Retention Program. The Company has

recently committed staff resources toward exploring

economic development opportunities within its service

area, and has compiled for use by others detailed infor
mation regarding communities served and commercial
properties available for use

We're mindful of the important role of Atlantic
Electric as a corporate citizen. Concerned about public
awareness of electrical safety, we intensified our efforts
in 1984 to promote better understanding of potential
hazards and safe practices in the vicinity of energized
equipment. In addition, the Company began its Radio
Watch program last year. Employees in all of the Com
pany’s radio-equipped vehicles have been trained by
state police to report potential danger situations and
emergencies to the proper authorities th ‘ough the Com
pany’s radio network. We've also promotcd public
safety through training in life-saving and emergency-
handling procedures. Last year, more than 650 people

received instruction in Company-run first aid and CPR

courses. Atlantic Electric also continued its sponsorship

of the Good Neighbor Fund and the “Share the Warmth'
campaign in 1984. The Company matches donations to
the fund, which is administered by the Salvation Army

to help needy customers meet their energy expenses

{







Atlantic Electric’s service area provides natural
reminders of the benefits of preserving our environ
mentApproximately 1700 farms are engaged in raising
hield crops, vegetables and livestock; more than 30
wildlife preserves and parks are located in southern
New Jersey; and the one million acre Pinelands of
southern and central New Jersey is the country'’s first
National Reserve, well-known for its abundant high
quality water resources and various forms of wildlife
In producing electricity, the Company’s use of nat
ural resources is governed by considerations with
respect to the environmental impact of operations, as
well as the cost and availability of those resources. The
Company's operating plans have been developed to use
the more abundant and less costly fuels, while taking
steps to assure thac air and water quality are preserved
As indicated earlicr, Atlantic Electric was able to draw
upon coal and nuclear generating sources last vear to
provide approximarely 82% of its total energy require
ments. The use of coal and nuclear generation in 1984
displaced the use of almost six million barrels of oil
Mcasures which the Company has taken to protect
the environment while using coal include the use of
parti ulate control ¢ quipmaont and on gOomg cnviron
mental monitoring activities. Atlantic Electric has
dirccted major efforts to help assure continued coal
burning at the B. L. England Generating Station. In late
1983, the Company received authorization from the New
lersey Department of Environmental Protection to con
tinue burning coal in Units 1 and 2 at the station. As
part of the compliance program associated with the
extended authorization, the Company has installed
additional ambient air quality monitors in the vicinity
of the station, and has installed special stack monitors
on cach of the coal-burning units. The Company has
also commenced engincering studies to evaluate the
benehits of a single, extended chimney for the station
which may serve to help eliminate concentrations of
exhaust gases occurring under unique wind conditions
which can create a downwash effect
Conversions to state-of-the-art combustion control
systems at three units of the Company's Deepwater Sta
new systems have been

tion commenced in 1984 These

designed to enhance operating ethciency and provide

R remeres——— -

more effective emission control

Atlantic Electric has made use of tax-exempt
hnancing tor the construction of pollution control
cquipment at various facilities. In April 1984, $I18.2 mil
lion of pollution control bonds were issued to refund a
previous issuce relating to pollution control facilities at
the Deepwater and Hope Creek Stations. In July, the
Company issucd two series of pollution control bonds
totaling $24.0 million to inance certain facilities at the
Hope Creek, Salemn and Peach Bottom Stations

I'he location of major Company facilities involves
considerations with respect to available land., cost
cftectiveness avd environmental impact. Developments
in 1984 relating to plans for a new transmission line
illustrate some aspects of the siting process: The pro

posed Cardiff-News Freedom line was designed to sup

port system reliability and voltage control, and bring

additional power to growth centers within the service
arca. Although the original route had been carefully

planned to minimize environmental impact, various
issucs regarding the routing were raised by local resi
dents and state environmental agencies. Several hear
ings were held in the matter, and the Company made

special eftorts to inform the public about the project

and

to respond to the concerns xpressed. As a result
representatives of the regulators, the public and the

Company have reached agreement on the routing of the
line, and plans for this important new addition to the

Lransmission system are going forward
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Atlantic Electric served its customers last year with 9998%
reliability Enhancements to customer service in 1984
were characterized by new, major conservation programs

and an intensive public safety campaign. Customer service

has also been advanced by corporate programs designed
to realize long-run cost savings

During 1984, the Company sponsored various pro
grams to assist customers in their efforts to conserve elec-
tricity Members of the new “Energy Team” made appear-
ances throughout the service area, providing information
about effective energy-saving measures and Company con
servation programs. Requests for home energy audits
offered by the Company at no charge in 1984, increased
more than six times over the previous vear. There were
three times as many customers taking advantage of the
Company’s “Cold Cash Rebates” in 1984 as there were in
1983. These rebates are given to customers as incentives to
select more efficient air conditioning units. The increased
efficiency of the units purchased in 1984 with the aid of
these rebates should vesuli in savings of nearly 800 kilo
watts in peak demand, and more than 600,000 kilowatt
hiours of energy per year. New programs were begun to
install weatherization and seal-up measures in customers
homes, to provide conservation loans and to help low
income customers implement energy-saving technigues

Last year, Atlantic Electric intensified its efforts to
inform the pub'ic about electrical safety At almost 100
schools, Company linemen made presentations to children
about electricivy, proper care in handling appliances and
safe conduct in the vicinity of electrical equipment. Under
the Company's leadership, New jersey electric utilities
formed a special committee to deal with public safety
matters. This committee sponsored television commer
cials dealing with the potential hazards of high-voltage
contact. The committee also distributed material to
approximately 6000 construction contractors relating to
the regulations and procedures to be followed when
working in the vicinity of high-voltage equipment

I'he Company's use of diverse energy sources and
fuel supplies has helped to contain the cost of electricity
Although low-cost generation from the Company’s jointly
owned nuclear units was less than expected in 1984, the
cost impact was moderated by the fact that low-cost
encrgy available from other nuclear and coal generating
sources was greater than anticipated. The Company’s gen
erating mix emphasizes the use of lower-cost coal and
nuclear fuels, and seeks to minimize the use of more
expensive oil. In 1984 alone, the ability to use coal and
nuclear generating sources resulted in fuel savings for cus
tomers of $126 million

Another cost-effective strategy employed by Atlantic
Electric involves maximizing the benefits of current gen-
erating capacity. Customized programs are developed to
replace major generating unit components, with the result
that operating efficiencies are
are extended

thanced and service lives

Atlantic Electric has also found wavs to increase cus-

tomer awareness of general energy issues and various
aspects of utility operations. Energy Roundtabies, led by
corporate officers, provide customers an informal setting
for discussing energy matters. The Company's Speakers’
Bureau made a record number of appearances in 1984,
dealing with energy-related issues of interest to members
of civic and community organizations. “Energy Minutes,”
radio spots featuring tips on energy conservation and
safety, were aired over local stations throughout the year
I'he Company’s second Executive Phone-In, held in May,
provided senior management with helpful insight on cus
tomer attitudes and ways in which service might be
improved







I'he continuing success of the Company would not be pos
sible without its family of highly dedicated emplovees
Matching their dedication are the corporate determination
to make safety paramount, and the commitment to
recognize and develop the full potential of each member
of the Atlantic Electric team
'he Corporate Safety and Health Committee, which
includes all corporate officers, represents the top-level
commitment of Atlantic Electric to the maintenance of safe
conditions in the workplace The Committee is responsi
ble for the development of safety policy. establishing cor
porate safety goals and reviewing safety performance
Monthly meetings are held at Company operations and
administrative centers throughout the system, and afford
senior management the opportunity to review and discuss
satety matters directly with hield workers and supervision
Maintenance of safe working conditions is a responsibility
shared by all, involving thoughtful worker cooperation
suthcient resources and support by m mnagement of proper
work procedures. The commitment to “take the time and
make the effort” recognizes the vital necessity of proper
job planning when dealing with complex work situations
Special recognition and training have served to
maintain heightened safety awareness. Last year, the Com
mittee established its Award for Safety Performance, which
is presented quarterly to employees who have made spe
cial contributions to safety activities, both on and off the
job Corporate and departmental safety incentive pro
grams have helped emphasize sate working practices by
both physical workers and office staff. The expansion of
formalized driver training and promotion of a Safe Driver
Program, designed to encourage alert practices and cour
tesy on the road, have helped contribute to a significant
improvement in driver and vehicle safety performance
During 1984, the Company established a new perfor
mance appraisal system for its non-union employees. This
system has provided a more comprehensive means of clar
itying job responsibilities and assessing performance. A
revised plan of compensation was also established which
complements the orientation toward performance. In
IO8S, the performance appraisal system is being expanded
even turther to establish individual work-related objec
tives and plans for skill development. On a broader level
the Corporate Performance Department has become
involved in heiping identify appropriate departmental and
group performance measures and suitable frames of refer

ence for assessing results

e e Al e S

I'l ¢ development of human resources is the focus of
Many C rporate programs. ACUVILICS i tratning programs
tor unic 1 personnel have increased recently, reflecting
expanding workload and the early retirement of some of
our employees. These training programs involve special
ized ins. ‘ucnon h\ ( Hl”p.l”\ lK'T\HHH( |, sometimes com

bined wth formal course study: Training programs

administered by the Human Resource Development

Department have dealt with such matters as writing skills
time management and problem-solving Over the past five
years, the Company's Educational Assistance Program has
helped more than 300 employees finance formal educa
tion relating to their work responsibilities. Employe
Roundtables and Managers' Teach-Ins provide informal
opportunities tor the exchange of ideas and information
and also serve to enhance coordination and effectivencss
between different departments

I'he President’s Award was presented for the first
tume in 1984 to recognize outstanding achievement by
employees. Senior corporate officers nominate individuals
or groups of employees who by their accomplishments
have brought substantial benefit or recognition to the
Company The first President’s Award was presented to
three employees for their dedicated involvement in the
development and installation of the Company's new

Energy Management System







I'he ability to turn the challenges and opportunities of
OMOITOW 1INLO POSItIve resules re QUITES @ Sense ol mission
a good planning perspective and sensitivity to trends in
the marketplace. During the past year, Atlantic Electric has
taken further steps to enhance its ability to realize future
SUCCOSS

Last year, the Company heli a strategic planning con
ference to review a statement of corporate mission devel
oped several vears carlier In 1980, senior management had
met to consider the strategic implications of unmanaged
growth, increasing costs of labor, material and capital, and
changing emphases in regulation. Since then, management
has developed a formalized strategic planning process to
assist it in formulating long-term corporate objectives and
in developing action plans to support those goals. The
V84 review of the strategic plan involved assessment of
emerging trends and the internal capabilities necessary to
respond to those changing circumstances. With the recent
review, management determined that Atlantic Electric’s
primary business will continue to be to provide electricity
to customers through a regulated franchise system
cmphasizing the management of peak demand and pro
moting the ethcient use of energy In addition, the Com
pany will also explore the development of related prod
ucts and services which would use existing capabilities
support its basic business and enhance customer relations

Continuing developments in regulation, energy
sources and technology as well as increases in the cost of
providing service, have contributed to a more uncertain
business environment for electric utilities. As a result, the
needs for effective operational and strategic planning have
increased substantially Ivis vitally important to evaluate
changing external circumstances which can alter plans
for plant construction and operation. In 1984, the Com
pany installed a new long range strategic planning model
to complement its detailed operational model The new
model provides an ethcient method of evaluating different
ty pes of capacity plans, the effectiveness of various con
servation and load management efforts and the potential
benefits of new business opportunitics

Mhe Company s modeling systems are at their best
vhen they complement the vision and judgment of an alert
e

Force was formed in 1984 1o help dentify issues and trends

management team Environmental Scanning Task
which could have long-teem imphications for the utility
he Task Foroe

tatives from many O rational and

industry and Atlantic Electric’s business 5
composed of represer

ihministrative arcas of the Company. and s charged with

—

S B s e e e

rescarching issues and reporting its findings to senior
management tor consideration and further action. To date
it has examined such issues as decentralized generation
franchise “bypass” and operating unit performance

I'he ¢ nlllpl( xites of COrporate mission, sStratcg K
planning and issues management all center about a simple
business concept: Consistent and effective customer ser
vice is fundamental to long-term success. The business of
providing service tomorrow will be shaped by many
external factors, including public attitudes toward energy
usage and the value placed upon electricity These atti
tudes are being shaped today, and Atlantic Electric is com
mitted to inform present and future customers about
the resources required to meet their energy needs. With
such resolve, prospects for the wise use of energy and
greater cooperative efforts with customers will be con

siderably enhanced. Therein lies the future success of

Atlantic Electric

mm——
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RESIDENTIAI

'he Company s average number of residential customers

Hl\Il.l\(t!.lp'\ln\lll).tl('h 2% 10 A% 08 Iin D84 During

the vear, over 7700 new dwelling unis were connected

of which more than 460 were total electric. The largest -
grow th increases in new residential customers occurred
in the coastal portion of the service area =
kst Est 19841999 2
1984 ) Annual Growth Rate
Encrgy (bilhion Kwh) 2047 y a4 .97
Peak (Mw) 616 ' 0 U8
|
W CTARe Customer use (000 Kkwh

COMMERCIAI

Commercial grow th and activity in 1984 were highhighted
by a 650 increase in Kilowatt-hour sales. Approximatcly
1,700 of the 43015 customers were involved i Barming and
E related activities in 1984 Sales to the Company s ten £
casino-hotel customers represented WG of 1984 commer

clal sales and 5% of total energy sales. Three addiional

casino-hotels are expected to be completed by 1988

b st Fst 1984 =199
1N 19 Annual Growth Rate
Fncrgy (illhion Kwhy P 1S0 ! Ual) 1
| Peak (Mw) T 671 ' 16
|
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| INDUSTRIAL & OTHER
| Kilowatt-hour sales to Atlantic Electnic’s 1OES industrial
|
customers, located primarily in the inland and western
portions of the se-vice arca, declined shightly in 1984 £
| .
Principal industries are chemicals, glass, plastic and food ~
processing. Other industrial activigies involve building
materials, rubber, stone, sand and clay products
I st Fst UK 1090
1% 1999 Annual Growth Rate
Energy (llion Kwihy 1.8%7 I 459 | OO
Peak ( Mw) 02 I8 051
IVETARE C USEOMer use (000 Kwiy*
. fFrotal sak
Industrial customes only
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SUMMARY OF

AND RESULTS OF OPERATION

FINANCIAL RE

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

SULTS

.
GENERAL

'he Company has a gross investment in property and plant

of over $1.3 billion. which is employed to provide electric
eneroY service to our customers. The Company's ability to
hnance its construction program, maintain service reliabil

iy meet its working capital requirements and provide a fair |
rate of return on investment to its sharcholders is depen

dent upon adequate rate relict

LIQUIHDITY AND CAPITAL RESOURCES ‘

Construction Program—During 1984, cash construction
expenditures aggregated $85 million, which is a 15 ‘,
increase from the $74 million expenditure level experi '
enced in 1983 and a 28
level in 1982

xpenditures are currently projected to be $412 million

decrease from the $18 million \
he five year (1985-1989) cash construction

Fhis level of projected construction expenditures reflects |
the Company s revised capacity plan, based on a forecast of
peak load growth for the period 1985-1989 of 17'% per vear
Fhis torecast reflects the expected results of an aggressive
program for promoting conservation, implementing effec

"

tive load management techniques and promoting €conomic
alternative energy sources. The construction program has
been developed in response to the need to improve or re
place existing production plant, upgrade our transmission
and distribution system and provide for projected growth

Financing Program—A total of $225 million was obtained
during 1982 through 1984 via the capital markets from the
sales of four series of First Mortgage Bonds, including three
pollution control series, intermediate-term borrowings
nuclear fuel inancing and sales of Common Stock, includ
ing the issuance of Common Stock through the Company's
Dividend Remnvestment and Stock Purchase Plan and
Employee Stock Ownership Plan. Interim financing of our
construction program and working capital nceds was pro
vided by the issuance of short term debt

Approximatcely 40°% of the cash requirements for constru
tion. debt maturities and sinking fund requirements during
the period 1982-1984 was generated from operations afeer
deductions for dividends and working capital needs, but
exclusive of changes in temporary cash investments. The
Company estimates that with adequate rate relief, approxi

mately 70% of its total cash construction requirements, debt
maturities and sinking fund requirements will be generated
internally during the five vear period from 1985-1989 Addi
tional cash requirements will be satisfied through external
financing Capitalization ratios at December 31 1984 are

1% long term debt 46 common and 10 preferred stock
'he Company will continue to use short term debt financ
ing on an interim basis and currently maintains aggregate

lines of credit of $115 million

During 1983 ratings of our First Mortgage Bonds, Deben
tures and Preferred Stock were raised by both Standard &
Poor’s Corporation and Duff and Phelps, Inc. These
upgraded security ratings are an indication of an improved

external evaluation of the Company's financial position

RESULTS OF OPERATIONS

I'he tabulation on page 38 includes key historical indicators
which we believe are helpful i evaluating the perfor
mance of the Company ove: che past five years

Farnings
the weighted average number of shares outstanding, were
$3.20 in 1984, compared to $348 in 983 and $276 in 1982

Earnings per share for 1982 included the cumulative effect

Earr ngs per share of common stock, based on




of a change in accounting method of $92 per share. The 1
decrease in carnings per share in 1984 compared to 1983 is I
attributable to increases in operating expenses without cor |
responding rate relief In August 1984 the Company was !
denied an October 1983 request for a base rate increase. The
primary reasons for the increase in per share earnings
between 1982 and 1983 are the effect of a 4.6% increase in
kilowatt-hour sales ex perienced during 1983, and the $74

million base revenue rate increase granted in December
1982

Revenues —Operating revenues increased by 6.3% in 1984 |
to $5495 million compared to $5171 million in 1983 The
1983 level of revenues represented a 16.4% increase com
pared to 1982 These overall increases reflect the net results
of base revenue increases, reductions in Levelized Energy
Clause revenues, changes in kilowatt-hour sales, and a
change in accounting method in 1982 to record unbilled
revenues. The effect of unbilled revenues is included in base
revenues. The effect of the above factors on 1984 and 1983 |
revenues is shown below

( Thousands of Dollars) 1984 1984 '
Base Revenues $ 12971 2.4% § 92643% 208 {
Levelized Energy Clause 1,972 4 (40.592) (D0 l
Kilowatt-hour Sales 17,446 3.5 20913 + 6 |
|

INCREASE $ 32389 6.3% § 729064 16.4% |

Future changes in operating revenues will reflect the time
liness and adequacy of rate relief, general economic condi ‘
tions 1n our service area and the results of load management
and conservation programs

Sales —Changes in kilowatt-hour sales are generally due to
changes in the average number of customers and average
customer use, which is also affected by weather conditions
Energy sales statistics, stated as percentage changes from
prior years, are shown below

Increase (Decrease) from Prior Year

1984 1983
Average Average
Customer B¢ 8
Class Sales Use Cust. Sales Use Cust
Residential 40% 20% 20% 54% 36 1.7%
Commercial 6.5 54 1.1 6.6 59 6
Industrial (2.3) (1.8) 5 6 4 3
Other (3.0) (2.2) (1.1) (44) 92 (124)
Total 35 1.6 1.9 1.6 31 15

I'he decreases in 1982 kilowatt-hour sales are primarily the
result of weak economic conditions within certain seg
ments of the Company's service area and increased cus
tomer conservation. The increases in 1983 are attributed to
higher weather- related consumption levels and improving
cconomic conditions for the residential and commercial
segments of the service area. The combined effects of the
changes in customer sales and rates resulted in an increase
in revenues per Kilowatt-hour of 4.2% in 1984 compared to
1983 and 8.5% in 1983 compared to 1982

Costs and Expenses—Iotal operating expenses increased
80% in 1984 compared to 1983 The 1983 operating
expenses represented an increase of 11.2% compared to




1982 Excluding depreciation and taxes, operating cxpenscs
rosc to $311 2 million in 1984, an increase of 130 over 1985

which had decreased 1I'V from 1982

During 1984, Net Energy Costs were reduced by Deterred
Encrgy Costs of $6.969000 representing fucl costs not cur
rently recovered under the energy clause In 19835 Net
Energy Costs were reduced by $15055000. These deferrals
are in contrast to 1982, when all previously unrecovered
LEC costs were recovered. At December 31 1984 the
amount shown on the balance sheet as deterred energy

costs is 8177 million

I'he Company's annual fucl, interchange and purchased
power costs reflect changes in availability of low-cost gen
eration from Company -owned and purchased sources. as
well as changes in the needs of other utilities participating
in energy interchange. Certain costs associated with power
purchased are deferred on the balance sheet since rates are
levelized to collect these costs over the 17 -year life of the

PP& L Agreements

Reference is made to the table and chart on energy sources
and costs for comparative information with respect to gen

cration, interchange and cost per Kilowatt-hour

Power production operation and maintenance costs have
increased, reflecting the higher cost of maintenance of both

wholly and jointly owned generating units. In addition, the
Company has embarked on an aggressive program to
upgrade our production and other facthities to insure ¢th
ciency and extend service life. Other operation and mainte
nance costs have icreased. reflecting increases in the

price of materials, supplics and services, as wi I as increases

in wages and employee benefits

Changes in depreciation expense generally represent
changes in the amounts of electric utility plant in service

and the respective insservice dates

I'he components of taxes other than federal income taxes
and federal income taxes are detatled in the notes to the

financial statements

Interest charges before the allowance for borrowed funds
used during construction rose to $40 5 million in 1984
compared to $370 mullion and $396 million in 1985 and
1982, respectively The decrease of $20 milhion in interest
expense in 1985 from the 1982 level retlects the retirement
and maturities of certain First Mortgage Bonds and the
lower cost of short term borrow ings, offset by the issuance
of $50 million principal amount of First Mortgage Bonds
1785 Series due 1993 ahe 17785 Bonds) in November 1983
and by higher average short term borrow ings outstanding
he increase of $3.3 million i interest expense in 1984
from the 1983 level retlects the tullvear effect of interest on
the 11 /8
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Bonds, the issuance in 1984 of an aggregate

series of First Mortgage Bonds and the higher cost of short
term borrow ings. oftset by the retirement and maturities of
First Mortgage Bonds and by lower average short term bor
row ings outstanding  Pollution control inancing and inter
mediate term variable rate debt have been used to moderate
general upward pressures on the embedded cost of debt
I'he embedded cost of long term debt has risen from 89% in
9082 1092 in 1981

'he Allowance for Funds Used During Construction
(AFDC) including both the Borrowed Funds portion, which
is used to reduce interest charges, and the Equity Funds
portion, shown under Other Income, was $10.8 million in
084 compared to $9.2 million in 1983 and $8.4 million in
V82 The increases are due to increases in the average bal
ances of construction work in progress AFDC as a percent
of net income for 1984, 1983 and 1982 was 170%, 139% and

I7.2°0 respectively

Inflation—Supplementary unaudited hnancial informa
ton show ing the estimated eftects of inflation on the Com
pany s operations is shown on pages 36 through 38 These
data, which should be viewed as estimates of the approxi
mate cffects of inflation, rather than as precise measures
demonstrate the need to control costs and the responsibility
tor regulatory agencies to provide timely and adeqguate rate

rchet
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STATEMENT OF INCOME FROM CONTINUING OPERATIONS

ADJUSTED FOR CHANGING PRICES
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