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BGE at a Glance

As the nation’s oldest gas utility and one 4 4
of the earliest electric utilities, the Baltimore West Virginia LT :5. Delaware
Gas and Electric Company has a long tradition Virginia
of superior service and reliability. BGE's ~ore

business brings gas and electricity to more than RIS BGE Servioe Tervitory
2.6 million residents in Central Maryland.

BGE also has three subsidiaries that enhance

customer service and increase revenue growth. In

1995 combined revenues totaled $2.9 billion from utility and diversified operations.

Last year BGE signed an agreement to merge with Potomac Electric Power Company
(PEPCO) to form Constellation Energy Corporation, one of the 10 largest utilities in the
United States. The merger is expected to be completed by early 1997

Electric

BGE provides electricity and related services to more than one million customers in a 2,300
square-mile area of Central Maryland. The company owns and operates 10 generating plants
including two units at the Calvert Chiffs Nuclear Power Plant, and is part owner of Keystone
Conemaugh, and Safe Harbor generating plants in Pennsylvama. BGE's generating capacity
exceeds 6,200 megawatts: 27% nuclear. 43% coal-fired. 26% oil and gas, and 4% hydro

Gas

BGE's gas business serves nearly 350,000 customers 1n a more than 600-square-mile area in
Central Maryland. We provide storage and distribution, as well as commercial transmission
through two gas plants and 10 gate stations in and around Baltimore. We deliver approxi
mately 110 million dekatherms of gas to our customers through 4,900 miles of gas mains
BGE also acts as a gas broker by locating. purchasing, and arranging for transmission of gas

for large industrial and commercial customers through a subsidiary

Constellation Holdings

Constellanon Holdings, Inc. (CHI), consists of four businesses: Constellation Power, Inc

has ownership interests in 26 electric power projects in the United States and Latin America
and has 14 operating and maintenance contracts. Constellation Real Estate Group develops real
estate projects and provides design/build, construction. and asset management services
Constellation Health Services, Inc. focuses on assisted and independent senior living
Constellation Investments, Inc. provides current income from investments in secunties, partner

ships, and financtal services companies

BGE Energy Projects & Services

The formation of our Energy Projects & Services, Inc. (EP&S), subsidiary in 1995 consoli
dated our value-added activities for our industrial and commercial customers. EP&S works
with customers to bring new technologies to market, inside and outside our service area
Examples of EP&S's energy-related projects include electrical and lighting system improve
ments, campus and multi-building energy systems, and Comfort Link™, a chilled water

cooling system for Balimore City

BGE Home Products & Services

BGE Home Products & Services, Inc. (HP&S). markets home applhiances, electronics
replacement windows and doors, kitchen and bath remodeling, and residential and
commercial HVAC, plumbing, and electrical systems. HP&S operates 10 retail stores
throughout BGE's service area. In addition, the company provides repair services and offers

service contracts for apphiances, electromes. and heating and ¢ ooling equipment
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Although the merger took center
stage, additional victories
contributed to a year of excellent
performance. Here are just a few of
the year's highlights:

& Common stock earnings
advanced to $2.02 per share, a
4.7% increase over 1994,

& We increased our annual dividend
o $1.56. a 2.6% increase, and
marked 86 consecutive years of
dividend payments.

a Our dividend payout ratio
continued to decline to 77%
by the end of 1995,

& Over the past two years
operating and maintenance
expenses have continued to come
down, while we have reduced
capital expenditures by 24%.

& Our gas business connected
13,600 new customers. The
Maryland Public Service
Commission (PSC) granted
BGE an annual gas rate
increase of more than
$19 million in late 1995,

a Our Constellation Holdings
subsidiaries had an excellent
year. Earnings were $27 million.
or 18 cents per share. a 97%
increase over 1994 earnings.

a To add a new source of future
earnings, we created BGE
Energy Projects & Services, Inc.,
which offers a broad range of
customized energy services for
commercial, industrial, and
government customers.,

Regulators Reshape Industry
As it has for several years, compe-
tion continues to act as a catalyst

for change in our industry, although
the speed and nature of those
changes varied across the nation.

Federal regulators are grappling with
how best 1o give competitors access
10 utilities” transmission systems. At
the same time, regulators need io
make sure that new entrants fairly
compensate utilities for the use of
their transmission systems.

In December the power pool

to which BGE belongs. the
Pennsylvania-New Jersey-Maryland
Interconnection (PIM), unveiled a
joint proposal that redefines the
group’s pooling arrangement. The
objective of the propasal is to
preserve cooperation and rehability,
while promoting open access to the
pool’s transmission system. The
PIM is currently working on the
details of its proposal for
submussion to the Federal Energy
Regulatory Commission,

PSC Rules on Competition

On the state level the PSC
concluded its review of the structure
of the state’s electric industry.

The PSC said Maryland is in the
enviable position of having efficient.
reliable, comparatively low-cost
power. The PSC also determined
that wholesale competition remains
in the best interests of the state’s
energy consumers—a position BGE
supported. Accoraing to the PSC,
Maryland energy consumers do

not currently need retail competition
to capture the benefits of the
competitive energy market.

In addition, the PSC mandated
campetitive bidding for all new

generation and agreed that utilities
need flexibility to offer terms and
conditions that meet unigque
customer needs.

On the gas side of our business,
state regulators also took steps to
create 4 more competitive market,
Under future consideration are
further unbundling of gas services,
a market-based rate program for
natural gas that BGE initiated, and
the continued development of the
gas-brokering market.

Our View of Change

In our many interactions with

regulators, BGE is advocating

that regulatory changes meet these

key objectives:

a Allow returns commensurate
with business risks

A Protect the interests of all
customers

a Permit economic forces to
play out

& Recognize that different regions
require different solutions

We intend to stay flexible as the
energy market and regulatory
environment evolve. We believe,
however, that to be successful in
the long term, we must become a
larger. more cost-competitive
company. We are convinced that
the way to achieve that goal 1s our
merger with PEPCO,

On Qur Decision to Merge
Although the move toward
consolidation is new to today's
utility employees, mergers are not
new to BGE. We've been through




about three xl\'/«'!l 1 our l"!l;
history. Our philosophy in
evaluating any strategic business
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a lmprove our competitive position

a Reduce costs to allow us the

pricing flexibility to retain and

attract customers

In late September we signed an

agreement 1o jomn torees w ith l'l;'»hi;':][ ,|Iul( tljx’!

PEPCO. a combination that meets ( ’;’\!.llil!; Otficer John rcike { A ’

all three objectives. Since the details Derrick will be the President 4 )

of the proposed merger were and ( :y,;g();W(.;!‘,rv_'(n:‘\\»y\,v . enhanced phot \ nerative
descnibed at great length in the joint Constellaton Energy ( orporation venture between BGE Nl

proxy statement, | will touch only ;
[0 compiete this combination, we
briefly on the fl!;’ﬁ[l_,'h(" of this WOrking [ meike Balun

must first obtain shareholders '
business combination nowe er and [ ra
A“I‘I“\;i: then te _k[“"w.,d ol
hrouet / / ’ f
numerous regulatory agencies. We
tidn 1 \ )

The New Management Team expect to complete all regulatory
I'he boards of BGE and PEPCO approvals by the early part of 1997 We're working with the muajor

unanimously approved the proposed
After reviewing a long hst ol
merger and top management . WHErS  OF 1 nroiect
potential names, we tinally settled
positions. Constellation Energy Market Kat Proctor BGF

on Constellation Energy

Corporation’s Board of Directors B en Baltimore program admi
Corporation, a name that not only
will consist of 16 members, Y [ BG |
. retiects our vision tor the new
designated by BGE and p " nd identifv e
areanizabion but s within our owr
designated by PEPCO nes that heln the bu
family of companies. Our
f / ne ¢ J
Ed Mitchell. PEPCO’s Chairman subsidiary, Constellation Energy
and CEQ., will be Chairman of the Inc.. | changed its name o B ten Balti ( ; '
IeW campany Board of Director Constellation Power, Inc.. to avoid ¢ "
[ will be CEO of Constellation name conflict with the new p
Energy Corporation, then assume [y e Froctor
the additional responsibility of
Why the Merger Makes Sense
Chairman of the Board from Ed ference in the way pe f
]*, mergaer buld ' "Nt trong
Mitchell one vear after the merger ¢
busti fundamentals. The tw
LAKES PLACE
companies are aligned philosopt
BGE President and Chiet Operating cally, sharing a common vision and
Oftficer Ed Crooke will serve as Vice values. Both are well-respected
C hatrman of the new companv and finar wind N =<( {
Chairman of the Board of th compa with stron
gt L ibsidharies. PEPCO’s tear



I believe Constellation Energy
Corporation will bring enhanced
shareholder value to both BGE and
PEPCO investors. | also behieve
both companies’ stock perfor-
mances after the announcement
indicate that the investment
community viewed the merger as
good for both companies.

Constellation Energy Corporation
will adopt BGE's dividend policy.
That ss, it will seek to grow the
dividend at a rate greater than the
industry average. When the merger
is complete, the new company's
annual dividend will be $1.67

per share.

The merger will also improve our
competitive standing by creating a
larger, stronger company
posittoned to prosper from industry
change. Together, BGE and
PEPCO can keep costs lower than
they could as stand-alone
companies—a critical advantage in
a competitive environment.

Operational efficiencies will result
from having side-by-side service
territories. and Constellation Energy
Corporation will have an excellent
generation mix. We expect to
achieve significant savings—about
$1.3 billion over 10 years—by
eliminating duplicate functions,
centralizing purchasing processes,
and reducing corporate expenses,

Our combined Baltimore-
Washington service territory. in
addition to being compact and
prosperous, contains a good
balance of industrial, commercial,
government, and residential
customers.

| believe Constellation Energy

Corporation will bring
enhanced shareholder value
to both BGE and
PEPCO investors.

What This Means

to Our Employees

I firmly believe that those things
our employees value most—job
secunty. good wages and benefits,
and challenging careers—are
possible only if our company is
growing and profitable. Creating
Constellation Energy Corporation
increases the likelihood of
continued success.

We regret that much of the cost
savings will be realized by reducing
our combined workforce by about
10 percent. These will not be
across-the-board reductions.

The greatest impact will be felt

by BGE and PEPCO employees

in the administrative, staft, and
Service support areas.

We plan to handle this as compas-
sionately as possible. We will
provide a good severance package
and as much information as we can
throughout the transition process so
that our employees can make
informed career decisions.

Our Vision

for the New Company

Given the intensity of industry
changes, this is an opportune time
1o go through this transition. We are
shaping a combination gas and
electric company positioned to
profit in the emerging competitive
utility industry.

Exactly how wo will define this
utility of the futue will be the
focus of 1996. Theve are a number
of givens, however that will be the
foundation of or¢ new company.
First. we intend to remain a yield-
oriented equity investment. We will
create a low-cost structure that
ensures price flexibility. We will
position ourselves as a leading
provider of energy and energy-
related products and services.

And we will seek growth in our
diversified businesses.

To do this, we will continue to
improve our strong customer focus
and build a culture that fosters
continuous improvement. We'll
also pursue strategies to develop
and retain the superior and tlexible
workforce we need for the future.

We will work toward influencing
regulatory policy that recognizes
that investors built this industry and
that investors will be needed to
grow the energy business of the
future. I am committed to the
proactive approach we've set for
Consteliation Energy Corporation
and will continue to look out for
your interests—as well as those of
our customers and employees-—
every step of the way.

Christian H. Poindexter
Chairman of the Board and
Chief Executive Officer
February 12, 1996







Today reliability is

a competitive advanltage
S()0 W re using HeEwW distribution
automation ‘I, A) technology to he 1’;‘

US 1MpProve service 1o customers

Project Manager Brian Deaver (inset
Laies Di hstis y
expiains IStribution  Automaltion
imvolves installing  electronically
controlled ‘line reclosers” on BGE's
electric feeder mainy The reclosers
dutomancaliy solate electrical faults
and signal BGE system operators of

M oulage

Withowr DA, faults on the Jeeder
mens can resull i power oulages o

ail customers on a feeder until field

perators in respond,  Sayvs Deaver
With DA, Customer Operations
SVSien peralors \;n)' (TAY l‘u’ \"_v
al ¢ rieht. can remotely restore two
thirds of Those customers withun c few
minutes from a PC workstation in
Baltimore That kind of improved
reitabiliny greatin LMpProves Our
CLectric semvice ’-(vx‘r/)l\l ¢

reduction in customer interruptions
in 1995 and improved customer
satisfaction ratings. We attribute the
improved system performance to
efforts such as our overhead
inspection and maintenance
program, a completely revamped
tree-trimming process, increased
replacement of older, direct-buried
cables, and the expansion of
distribution automation in ous

worst-performing areas

Looking Forward

In 1996 we will continue to keep
BGE strong and profitable while
building the foundation of
Constellation Energy Corporation
PEPCO’s President and Chiet
Operating Officer John Derrick and
I are co-chairing the transition
management team charged with
taking two fine companies with
proud histories and creating one
even better organization. And to
ensure that BGE operational issues
are weil managed, Executive Vice
President George Creel has

assumed the dav-to-day duties ol

Chiet Operating Officer of BGE
from now until the completion ot

the merger

John Derrick and 1 have
approached this assignment

as an opportunity to position
Constellation Energy Corporation
to compete in the energy industry
of the future. an industry quite
different from the one with which
we are familiar. We are fortunate to
have excellent ingredients to work
with—two committed workforces,
aligned philosophies, excellent
reputations, and good regulatory

relationships, to name a few

Throughout most of 1996,
hundreds of BGE and PEPCO
employees will be working
together on more than a dozen
different process teams charged
with shaping the fundamentals of
Constellation Energy Corporation
Employees at every level will then
be called upon to bring to
realization the principles, relation
ships, and processes that will

characterize our new company

F'hat will be both difficult and
exhilarating. Our reward will
DE an even stronger company
better able to profit and grow

in the vears ahead

(. { ¢ LJ /Wﬁu(

b
Edward A. Crooke
President and
Chiet Operating Ofricer

February 12, 1996



Achieving Pricing Flexibility
To meet our customers’ needs
today, we must create customized
responses. That means having the
financial flexibility to provide
alternative pricing strategies and
innovative products.

A streamlined cost structure, the
single most important element of
pricing flexibility, is well within our
control. Since 1993, employees of
all divisions have contributed to
BGE's success in trimming
operations and maintenance costs.

QOur capital spending is also dramat-
ically lower. Expenditures in 1995
were $344 million, down from
$455 million in 1994, Our strategy
for controlling capital expenditures
i5 to impose adequate financial tests
tor all discretionary spending.

Our generation employees
exceeded expectations by achieving
the highest generation ever in both
our nuclear and fossil plants. They
also met the ambitious cost-
reduction goal we set in 1992, At
that time we were in the middle of
the eight PIM companies in terms
of generation costs. We set our
sights on being in the lowest third
in generation operating costs in the
PIM within five years. In less than
three years we achieved our goal,
By any standard, this is a
remarkabie accomplishment.

Along with producuvity and cost
improvements, we are also using
advanced information technology
to help us determine the cost of
producing and marketing our
products. Our new Business
Information System (BIS) is an

activity-based planning and
budgeting system that will provide
us with better information faster
than before. The first segment of
BIS went on line in 1995, Over the
next year we'll add new systems to
track inventory, purchasing infor-
mation. and other data on actual
costs. This will help us make
better-informed business decisions,

Earning the Right to Serve
Key to becoming the utility of
choice is realizing that we no longer

own exclusive rights to the customer

relationship. Instead, we have o
earn the right to keep that customer
oy delivering products and services
that go beyond providing electricity
and natural gas.

That's the philosophy behind our
newest subsidhary, BGE Energy
Projects & Services, Inc. (EP&S).
EP&S will act as developer,
marketer, packager, and general
manager of value-added energy
projects for large commercial and
industrial customers. Our objective
18 10 profitably enhance customer
relationships through quality

SCIViICes.

EP&S is one facet of our marketing
strategy that sells customers the
products they desire and places
high value on building customer
relationships. First we listen to

how our customers define quality.
then we identity opportunities for
new products, services. and
customer growth.

We are bringing the advantages of
natural gas o more customers.
Research shows that natural gas is

We have to earn the right
to keep that customer by
delivering products and

services that go beyond
providing electricity and

natural gas.

often a homeowner's preferred
heating fuel. In 1995 we ook strong
action 1o extend mains into strategic
growth areas and expanded our
system more deeply into the
outlying areas of our terntory.

Reliability Key to Satisfaction
Bringing customers the finest array
of products and services will not
compensate for shortcomings in
system reliability. That truth guided
a self-assessment of our reliability
as benchmarked against other
utilities, We found that. although
we had many strengths, we also had
room to improve system reliability.

This led to the Genesis Project, a
comprehensive analysis of the
performance of our electric distri-
bution system. Based on employee
insights at all phases. this effort
produced a philosophical shift
from reactive maintenance. which
emphasizes restoration. to
preventive maintenance, which
focuses on keeping problems from
occurring in the first place.

The improvements our employees
suggested resulted i a 30%
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on both sides of the meter.

BGE is moving ahead with our efforts to meet customers' needs

Our merger with PEPCO is the most visible step we've taken to meet

the challenges of a competitive world. The merger will create a company that can succeed far

into the future by providing us opportunities to not only enhance customer service, but to

increase shareholder value and lower costs, as well.

To realize our destiny today, we're working hard 1o retain and attract customers, offer new

products and services, and enhance our profitability. And that work is paving off.

by retaining and attracting customers through low-cost gas and electricity

Across the nation, consumers are
beginning to realize greater choices
of energy providers. products, and
services. Although many variables
can influence consumer decisions,
one thing is certamn: price will
become even more important (0

Cnergy customers

Low Cost Equals Flexibility
To be able to offer flexible pricing.
we continue to work on creating a
low-cost structure. In 1995 our
employees once again made
excellent progress toward reducing
costs while increasing output.
which has strengthened BGE's

standing as a low-cost generator

Last year employees at our Calvert
Clifts Nuclear Power Plant set the
highest generation record ftor the

plant and reduced the average unit
cost of power generation by about
y

13%. Plant employees contributed

to this reduction by completing the
Unit Two outage in one-third less
time than a similar outage on Unit
One the year before.

Our fossil plant employees
continued their outstanding record

In 1995 fossil generation reached an
all-time high. For the fourth vear in a
row, the average unit cost of power
generation tor our fossil plants
decreased faster than that of PIM
comparison companies. The reason
is increased output due to higher

reliability and lower costs

Reengineering

Brings Benefits

In 1995 employees in our Customer
Service & Distribution Division
identified savings of about $35
million 1o be realized over the next
two years. The savings were
identified as part of the most

exlensive reenginecring of our

CUSIOMEr SErvice processes in our
180-year history. Service to new
customers has been greatly
enhanced by the creation of a
department dedicated to the specific
needs of new businesses and new

home construction

Our cost-reduction efforts not only
help us retain existing customers,
but help us attract new customers as
well, We added more than 17.000
new electric customers in 1995, On
the gas «ide. we connected 13,600
new gas customers, doubled the
number of residential conversions
to gas over 1994, and constructed

256 miles of new gas mains

Profitability is a Priority

We achieved our goal of increasing
the profitability of our gas
business—a strategic asset often
overlooked by the investment

community and underrated by the



market. In 1995 the Marvland
Public Service Commission granted
BGE a S19.3 mithon gas base-rate
increase, The increase will allow us
O carn a return on our mvestment
N Zas system expansion and
mprovements. Even with this gas

rate increase, BGE's first in three

Our prafitability was also enhanced

1995 by
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by enhancing profitability

PowerDigm In 1995 we sas .
- rLE! ' through nontraditional businesses

tested and began marketng out

PowerDigm subcvele transter

switch \_i,.:’,} with our partner Under the umbrella of Constellatior Constellation Sub Goes Global
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POWET Interruption we carned in excess of 527 milhon market in Latin Ameri
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CPI affihates own and operate

26 electric power projects in the
United States and Latin Amenica
and have 14 operations and mainte
nance contracts. In July, along with
several partners. CPI bought a 50%
interest in 181 megawatts of
existing and under-construction
generating capacity formerly

owned by Bolivia's national utility

Real Estate Makes Strides
Constellation Real Estate Group
(CREG), has made great strides to
address 1ts \f‘;.l!i\'fl;\“ and pursue
new opportunities. CREG's
existing land portfolio was
reduced, and three new retail
opportunities have been imnitiated
with limited investment. Our
commervial properties reached a
level of 96% occupancy by the end
of 1995, far exceeding the

Baltimore-area average

CREG’s 1995 success 1s embodied

in a decision by retailer Saks Fifth
Avenue to build a 470,000 square
foot distribution center in our
service territory. Working with
state and local officials and others
CREG brought the new Saks
supercenter to our Hickory Ridge

Industrial Park

Focusing on Senioi Living
Constellation Health Services, Inc
(CHS), also contributed to CHI's
success, rapidly developing a
strong position both in size and
quality of service. Focusing on
assisted and independent living
CHS has over 200 units in
operation and another 750 units in
various stages of deveiopment. In
addition, CHS purchased a health

management and consulting

company. now called Constellanon

Semor Services., that has an
additional 1,800 units under

management

Investments Perform Welil
Constellation Investments, Inc
(CII), maintains a diverse
investment porttolio that provides
current income. cash flow, and
backup hquidity for the other
Constellaton Companies in a
{‘\HIYH]:U of low-to-moderate risk
investments. Results in 1995
exceeded expectations, particularly
in the marketable securities

investment program

Independer power roctuction
NI 4 Mctnstany / {
erstiied bBusiness I [1¢ /“.’I
IMNErc i start-up las June ot the

( ¢! ( (4 Project near Altoona

ennsvivama represents Constellation

Power. Inc's (CPI 24th wholesale

pDower project 1n Hie United States
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Utility Operating Statistics Compound
L 1995 1994 1993 1992 1991 Growth
Electric Operating Statistics S-year  10-Year
Revenues (In Thousands)
Residential $ 955239 § 931,711 % 931643 § 839954 § BR2591 S588%  6.00%
Commercial 879,438 852.989 869,829 842.694 850,038  3.00 450
Industrial 208,441 205,611 199,042 201,950 212864 135 0.58
System Sales 2,043,118  1.990311 2000514 1.884.598 1945493 410 4.69
Interchange and Other Sales 166,964 118,027 91,543 64,323 23845 4436 1204
Other 21,029 19,083 20,090 16,611 21,531 9,50 0.99
Total $2.231,111  $2,127.421  $2,112,147 $1965532 $1990869 545 5.04
Sales (In Thousands -MwH
Residential 10,966 10,670 10,614 9,735 10,097 339 447
Commercial 12,635 12,351 12,395 11,909 11,707 2.16 365
Industrial 4,591 4433 3,763 3,663 3,708 4.17 1.95
System Sales 28,192 27454 26,772 25,307 25512 295 365
Interchange and Other Sales 8,149 5.684 4.149 3,180 1,166 4959 1534
Total 36,341 33,138 30,921 28,487 26678 737 5.31
Customers )
Residential 988,179 978.591 968,212 956,570 939,734 1.20 1.74
Conumercial 103,399 101,957 160,820 99,673 98,254 138 2.25
Industrial 4,161 3,967 3,800 3,761 3584 337 5.21
Total 1,095,739 1,084,515 1,072.832 1060004 1,041,572 1.23 1.80
Average Use per Residential Customer-KwH 11,097 10,903 10,963 10,177 10,744 2.16 2.68
Average Rate per KwH (System Sales)-¢
Residential 8.71 8.73 8.78 R.63 874 242 1.56
Commercial 6.96 6.9] 7.02 7.08 726 082 0.83
Industrial 454 4.64 5.29 5.51 574 (272) (1.33)
Peak Load (One-hour --Mw 5.947 6.038 5,876 5,558 5910 1.66 292
Capability at Summer Peak-Mw 6,731 6,722 6.701 6,687 6608 179 1.8%
System Load Factor §7.2% 54.7% 55.2% 54 8% 524% 1.12 (.32
Gas Operating Statistics
Revenues (In Thousands)
Residential $ 248283 § 262,736 $ 265601 $ 242737 § 220653 254 (033
Commercial
Excluding Delivery Service 109,859 121,005 121,832 112,147 96,189 417  (1.57)
Delivery Service 3,696 2,285 3,287 3,591 3031 227 5.16
Industrial
Excluding Delivery Service 16,730 20,140 22,250 21,123 14855 (1240) (9.14)
Delivery Service 16,332 9,635 12,920 14.290 14288 (1.76) 0.29
Other 5,604 5.448 7,273 6,511 6,777 (94%) (1.2%)
Total $ 400504 $ 421249 § 433163 $ 400399 $ 355793 152  (1.23)
Sales (In Thousands)-DTH
Residential 40,211 40,279 40,029 39,042 36,519 280 1.01
Commercial
Excluding Delivery Service 23612 23,712 23,830 23,478 20,687 539 0.88
Delivery Service 6,982 6.490 7,428 7,102 6,433 3852 5.52
Industrial
Excluding Delivery Service 4,102 4410 5,298 5314 3.605 (1090) (6.77)
Delivery Service 35,925 33,837 31,390 33,638 34240 068 3.08
Total 110,832 108,728 107,975 108,574 101,484 1.86 1.35
Customers
Residential 506,739 498,152 491.165 486,863 482085 098 0.52
Commercial 38422 37,891 37,518 37,000 36,561 1.34 1.27
Industrial 1,334 1,354 1,353 1,412 1,385 (098) 022
Total 546,495 537,397 530,036 528,278 520,031 1.00 0.57
Average Use per Residential Customer-Therms 794 809 815 802 758 18] 0.49
Average Rate per Therm-$
Residential 62 65 66 62 60  (032) (L.35)
Commercral (Excluding Del.very Service) 47 Sl 51 A% 46  (0.83) (241
Industrial (Excluding Delivery Service) 41 46 42 40 41 (1L40) (2.53)
Peak Day Sendout-DTH 706,287 761900 657,700 609,200 610,200 1.55 042
Peak Day Capability-DTH 847.000 R47.000 847,000 847,000 817,000 (0.14) 0.24

Unility operating statistics do not reflect the elimination of intercompany transactions

Certain prior=year amounis have been reclassified to conform with the current vear's presentation

Baltimore Gas and Electric Company and Subsidiaries



Selected Financial Data

Compound
1995 1994 1993 1992 1991 Growth
(Dollar amounts in thousands, except per share amounts) S-year  10-Year
Summary of Operations
Total Revenues $2,934,799 $2,782985  $2,741.385 $2,559.536 $2514.631 S547% 4.56%
Expenses Other Than Interest and Income
Taxes 2,239,107 2,147,726 2,124 993 2024227 2026910  3.10 493
Income From Operations 695,692 635259 616,392 535,300 487.721 1636 346
Other Income 8819 32,365 20,310 22,132 28,095 (2387) (4.60)
Income Before Interest and Income Taxes 704,511 667,624 636,702 557.44) 515816 1433 3.30
Net Interest Expense 196,977 190,154 188,764 189,747 196,588  3.58 598
Income Before Income Taxes 507,534 477,470 447 938 367,694 319228 2103 243
Income Taxes 169,527 153,853 138,072 103,347 85,547 5341 1.1l
Income Before Cumulative Effect of
Change in Accounting Method 338,007 323,617 309.866 264,347 233681 1401 3.147
Cumulative Effect of Change in the
Method of Accounting for Income Taxes - - - - 19,745 -
Net Income 338,007 323.617 309,866 264,347 253426 965 317
Preferred and Preference Stock Dividends 40,578 39,922 41,839 42,247 42,746  0.16 402
Earnings Applicable to Common Stock $ 297429 § 283695 § 268027 § 222100 § 210680 1145 3.06
Earnings Per Share of Common Stock
Before Cumulative Effect of Change
in Accounting Method $2.02 $1.93 $1.85 $1.63 $1.51 13.13 0.77
Cumulative Effect of Change in the
Method of Accounting for Income
Taxes - - - - 16 - -
Total Earnings Per Share of Common Stock $2.02 $1.93 $1.85 $1.63 $1.67 7.6l 0.77
Dividends Declared Per Share of Common
Stock $1.55 $1.51 $1.47 $1.43 $140 206 3.40
Ratio of Earnings to Fixed Charges 321 34 3.00 2.65 227 1252 (2.51)
Ratio of Earnings to Fixed Charges and
Preferred and Preference Stock Dividends
Combined 2.52 247 2.34 208 1.82  11.3%8 (1.99)
Financial Statistics at Year End
Total Assets $8,316,663 SK.037.502 $7.829.613  $7.208.660 $6,963547 439 6.88
Caputalization
Long-term debt $2,598,254 $2.584932  $2.823.144 $2376950 $2,390.115 344 5.69
Preferred stock 59,185 59.185 59,185 59,185 59,185 - -
Redeemable preference stock 242.000 279,500 342,500 395,500 398,500 (789) 1170
Preference stock not subject to mandatory
redemption 210,000 150,000 150,000 110,000 110,000 13581 1.84
Common shareholders' equity 2812682 2717866 2620511 2534639 2153306 629 6.33
Total Capitalization $5.922.121  $5791483  $5.995.340 $5476274 $5111L106 429 592
Book Value Per Share of Common Stock $19.07 $18.42 $17.94 $17.63 $17.00 284 3.98
Number of Common Shareholders 79811 81,505 82,287 80,371 71.131 1.79 0.04

Certain prior-year amounts have been reclassified to conform with the current year's presentation
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Management’s Discussion and Analysis of

Financial Condition and Pesults of Operations

This annual report presents the financial condition and results of
operations of Baltmore Gas and Electric Company (BGE) and its
subsidianes (collectively, the Company ). Among other informa-
tion, it provides Consolidated Financial Statements, Notes to
Consolidated Financial Statements (Notes), Utility Operating
Statistics, and Selected Financial Data. The following discussion
explains factors that significantly affect the Company’s results of
operations, liquidity. and capital resources.

Effective November 1, 1995, BGE formed a wholly owned
subsidiary, BGE Energy Projects & Services, Inc. (EP&S).
EP&S’ revenues and expenses are included in diversified busi-
nesses revenues and diversified businesses selling, general. and
administrative expenses, respectively.

Results of Operations

Earnings per Share of Common Stock

Consolidated earnings per share were $2.02 for 1995 and $1.93
for 1994, an increase of $.09 and $.08 from prior-year amounts,
respectively. The changes in earnings per share reflect a higher
level of earnings applicable to common stock, offset partially by
a larger number of outstanding common shares. The summary
below presents the earnings-per-share amounts.

1995 1994 1993

Utility business $1.84 $1.81 $1.77
Diversified businesses A8 12 08
Tevtal $2.02 $1.93 $1.85

Earnings Applicable to Common Stock

Earnings applicable to common stock increased $13.7 million in
1995 and $15.7 million in 1994. The increases reflect higher
utility and diversified businesses earnings.

Utility earnings increased in 1995 compared to the prior vear due
to higher electric system sales resulting from the extremely hot
summer weather in 1995, and higher electric and gas sales result-
ing from the colder fall weather experienced in 1995, These
factors were partially offset by lower electric and gas system
sales resulting from the milder weather experienced during the
first half of the year as compared to last year: lower net other
income and deductions in 1995 and a decrease in the allowance
tor funds used during construction.

Utility earnings increased in 1994 compared to the prior year due
to three principal factors: lower operations and mamntenance
expenses; an increase in the allowance for funds used during con-
struction; and greater sales of electnicity. The higher sales of elec-
tricity were primarily due to an increased number of customers
compared to 1993, Both 1995 and 1994 earnings increases were
offset partially by higher depreciation and amortization expense,
which includes the write-off of certain Perryman costs in both
vears (see discussion on page 21). The effect of weather on

utility sales is discussed below

The following factors influence BGE's utility opet ations earn-
ings: regulation by the Maryland Public Service Commission
(PSC); the effect of weather and economic conditions on sales;
and competition in the generation and sale of electricity. The gas
base rate increase authorized by the PSC in November 1995
favorably affected utility earnings beginning in December
1995, The electric and gas base rate increases authorized by the
PSC in April 1993 favorably affected utility earnings through
April 1994, The electric fuel rate cases now pending before

the PSC discussed in Notes | and 12 could affect future

years' earnings.

Future competition may also affect earnings in ways that are not
possible to predict (see discussion on page 25).

Earnings from diversified businesses, which primarily represent
the operations of Constellation Holdings, Inc. (CHI) and 1ts
subsidiaries (collectively, the Constellation Companies), BGE
Home Products & Services, Inc. and Subsidiary (HP&S), and
EP&S. increased during both 1995 and 1994, The reasons for
these changes are discussed in the “Diversified Businesses
Earnings™ section on pages 22 and 23.

Effect of Weather on Utility Sales

Weather conditions affect BGE's utility sales. BGE measures
weather conditions using degree days. A degree day is the differ-
ence between the average daily actual temperature and the base-
line temperature of 65 degrees. Hotter weather during the sum-
mer, measured by more cooling degree days, results in greater
demand for electricity to operate cooling systems. Conversely,
cooler weather duning the summer, measured by fewer cooling
degree days. results in less demand for electricity to operate cool-
ing systems. Colder weather during the winter. as measured by
greater heating degree days, results in greater demand for elec-
tricity and gas to operate heating systems. Conversely, warmer
weather during the winter, measured by fewer heating degree
days, results in less demand for electricity and gas to operate
heating systems. The degree-days chan below presents informa-
tion regarding cooling and heating degree days for 1995 and 1994,

Battimore Gas and Flectric Compan» and Subsidiaries



30-Year
1995 1994 Average
Cooling degree days 1,056 G49 804
Percentage change
compared (o prior year 11.3% 9.7%
Heating degree days 4,601 4,670 4,901
Percentage change
compared o pricr year (1.5)% (58)%
BGE Utility Revenues and Sales

Electric revenues chenged during 1995 and 1994 because of the
tollowing factors:

1995 1994
tIn mullions)
System sales volumes $ 434 $ 99
Base rates 232 14
Fuel rates (13.8) (21.5)
Revenues from system sales 528 (10.2)
Interchange and other sales 49.0 26.5
Other revenues 1.4 (19)
Total electnic revenues $103.2 $ 144

Electric system sales represent volumes sold to customers within
BGE's service territory at rates determined by the PSC. These
amounts exclude interchange sales and sales to other utilities, dis-
cussed separately later. Following i1s a comparison of the changes
in electric system sales volumes:

1995 1994
Residential 2.8% 0.5%
Commercial 23 (04)
Industrial 3.6 17.8
Total 29 2.5

The increase in sales to residential and commercial customers
during 1995 reflects the extremely hot summer and colder fall
weather during 1995 and an increase 10 the number of customers,
oftset partially by milder weather experienced during the first
half of the year as compared to last year. Sales to industrial cus-
tomers increased primarily due to an increase in the number of
customers and the increased sale of electricity to Bethlehem
Steel, offset partially by lower usage by other industrial cus-
tomers. Bethlehem Steel has been purchasing its full electricity
requirements from BGE since March of 1994 and is selling
power produced with its own generating facihities to BGE rather
than using the power to reduce its requirements,

In 1994, sales to residential and commercial customers were
essentially unchanged from the prior year due 1o three factors:
the number of customers increased: higher sales trom extreme
weather conditions early in the year slightly exceeded lower sales
from milder weather in the second half of the year; and usage-
per-customer decreased. Sales to industrial customers reflect
primarily an increase in the sale of electrigity (1o Bethlehem Steel,
which purchased more electnicity from BGE due to increased
steel production and the fact that Bethlehem Steel has been
purchasing its full electricity requirements from BGE since
March of 1994.

Base rates are affected by two principal items: rate orders by the
PSC and recovery of eligible electric conservation program costs
thihugh the energy conservation surcharge. Base rates increased
ia 1995 compared to 1994 due to recovery of a higher level of
eligible electric conservation program costs and the ability to
collect the full amount of energy conservation surcharge
revenues, portions of which had been deferred subject to refund
in 1994 as discussed below. Base rates increased slightly during
1994 due to the remaining effect of the PSC’s April 1993 rate
order, offset partially by the deferral of the portion of energy
conservation surcharge billings subject to refund.

Under the energy conservation surcharge, if the PSC determines
that BGE is earning in excess of its authorized rate of return,
BGE will have to refund (by means of lowering future sur-
charges) a portion of energy conservation surcharge revenues to
its customers. The portion subject to the refund is compensation
for foregone sales from conservation programs and incentives for
achieviby conservation goals and wil! be refunded to customers
with interest beginning in the ensuing July when the annual
resetting of the conservation surcharge rates occurs. BGE earned
in excess of its authorized rate of return on eleciric operations for
the period July 1. 1993 through June 30, 1994, As a result, BGE
deferred the portion of electric energy conservation revenues sub-

ject to refund for the period December 1993 through November

1994 The deferral of these billings totaled $20.1 million.

Changes in fuel rate revenues result from the operation of the
electric fuel rate formula, The fuel rate formula is designed to
recover the actual cost of fuel, net of revenues from interchange
sales and sales to other utilities (see Notes 1 and 12). Changes in
tuel rate revenues and interchange and other sales normally do
not affect earnings, However, if the PSC were to disallow
recovery of any part of these costs, earnings would be reduced
as discussed in Note 12.

Fuel rate revenues decreased during both 1995 and 1994 due to a
lower fuel rate, offset partially by increased electric system sales
volumes. The rate was lower in both years because of a less-
costly twenty-four month generation mix resulting from greater
generation at the Calvert Cliffs Nuclear Power Plant and Brandon
Shores Power Plant compared to the previous year, as well as
lower tuel costs, BGE expects electric fuel rate revenues to
remain relatively constant through 1996,

Interchange and other sales represent sales of BGE's energy to
the Pennsylvama-New Jersey-Maryland Interconnection (PIM)
and other utilities. The PIM is a regional power pool of eight
member compantes including BGE. These sales occur after BGE
has satisfied the demand for its own system sales of electricity, if
BGE's available generation is the least costly available. Inter-
change and other sales increased during 1995 and 1994 because
BGE had a less-costly generation mix than the other utilities. The
less-costly mix reflects greater generation from the Brandon
Shores Power Plant and the continued operation of the Calvert
Cliffs Nuclear Power Plant, whick generated a record level of
electricity during 1995,
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Gas revenues changed during 1995 and 1994 because of the
following factors:

1995 1994
(In mullions)
Sales volumes £ 02 $ 36
Base rates 6.4 24
Gas cost adjustment revenues (27.4) (16.1)
Other revenues 0.1 (1.8)
Total gas revenues $(20.7) $(11.9)

The changes in gas sales volumes compared to the year before
were:

1995 1994
Residential (0.2)% 0.6%
Commercial 1.3 (34)
industrial 4.7 42
Total 1.9 0.7

Total gas sales increased during 1995 as a result of higher sales
to commercial and industrial customers, while sales to residential
customers were essentially the same as last year. Sales to com-
mercial customers increased compared to last year due to an
increase in the number of customers, increased usage per cus-
tomer, and the colder fall weather in 1995, offset partially by
milder weather during the first half of the year. Sales to industrial
customers increased compared to last year due to greater usage of
gas per customer. Total gas sales increased during 1994 because
of higher sales to residential and industrial customers, offset par-
tially by lower sales to commercial customers. Sales 1o industrial
customers reflect primarily greater usage of natural gas by
Bethlehem Steel. Sales to commercial and industrial customers
were negatively impacted because delivery service customers
either voluntarily switched their fuel source from natural gas to
alternate fuels, or were involuntarily interrupted by BGE as a
result of extreme winter weather conditions in the first quarter of
1994, Interruptible customers maintain alternate fuel sources and
pay reduced rates in exchange tor BGE's right 10 interrupt ser-
vice during periods of peak demand.

Bese rates increased slightly during 1995 and 1994 due to an -
increased recovery of eligible gas conservation program costs
through the energy conservation surcharge, In addition, base
rates increased slightly during 1995 as a result of the PSC's
November 1995 rate order, which increased annual base rate
revenues by $19.3 million, including $2.4 million to recover
higher depreciation expense. Future gas base rate revenues are
expected 1o be impacted favorably as a result of this order.

Changes in gas cost adjustment revenues result primarily from
the operation of the purchased gas adjustment clause, commodity

charge adjustment clause, and the actual cost adjustment clause,
which are designed to recover actual gas costs (see Note 1),
Changes m gas cost adjustment revenues normally do not affect
earnings. Gas cost adjustment revenues decreased during 1995
and 1994 because of lower gas prices for purchased gas and
lower sales volumes subject to gas cost adjustment clauses.
Delivery service sales volumes are not subject to gas cost adjust-
ment clauses because delivery service customers purchase their
gas directly from third parties.

BGE Utility Fuel and Energy Expenses
Electric fuel and purchased energy expenses were as follows:

1995 1994 1993
{In millions )
Actual costs $554.5 $541.2 %4839
Net recovery of costs
under electric fuel rate
clause (see Note 1) 243 1.1 50.7
Total expense $5788  $5423  $534.6

Total electric fuel and purchased energy expenses increased in
1995 as a result of the operation of the electric fuel rate clause and
mereased actual electric costs. Actual electric fuel and purchased
energy costs increased during 1995 primarily due to a higher net

" output of electricity and higher purchased energy and capacity

costs, offset partially by a less costly generation mix resulting
primarily from a shorter refueling and maintenance outage at the
Calvert Cliffs Nuclear Power Plant as compared to the prior year.

Total electric fuel and purchased energy expenses increased in
1994 as a result of increased actual electric costs and the opera-
tion of the electric fuel rate clavse. Actual electric fuel and pur-
chased energy costs increased during 1994 as a result of a more
costly generation mix and an increase in the net output of elec-
tricity generated to meet the demand of BGE's system and the
PIM system. The cost of the generation mix increased due (o
higher purchased energy costs and scheduled outages at the
Calvert Clifts Nuclear Power Plant in 1994

Purchased gas expenses were as follows:

1995 1994 1993

(In millions)

Actual costs $2059  $2227 52464
Net (deferral) recovery of costs

under purchased gas adjustment

clause (see Note |) (7.8) 1.9 (3.7)
Total expense $198.1 52246 $2427

Total purchased gas expenses decreased in 1995 due to signifi-
cantly lower actual purchased gas costs and the operation of the
purchased gas adjustment clause. Actual purchased gas costs

Baltimore Gas and Electric Company and Subsidiaries



decreased in 1995 due to lower gas prices which reflect market
conditions. This decrease would have been greater except for a
take-or-pay refund which reduced actual costs in 1994,

Total purchased gas expenses decreased in 1994 due to signifi-
cantly lower actual purchased gas costs, offset partially by the
operation of the purchased gas adjustment clause. Actual pur-
chased gas costs decreased during 1994 for two reasons: lower
gas prices and lower output associated with the decreased
demand for BGE gas. The lower gas prices reflect market condi-
tions and take-or-pay and other supplier refunds, offset by higher
costs related to the implementation of Federal Energy Regulatory
Commission (FERC) Order 636 and higher demand charges.

Purchased gas < sts exclude gas purchased by delivery service
customers, including Bethlehem Steel, who obtain gas directly
from third parties.

Other Operating Expenses

Operations and maintenance expenses were essentially un-
changed in 1995 as compared to the prior year. Operations
expense decreased during 1994 primarily due to labor savings
achieved as a result of the Company's employee reduction pro-
grams discussed in Note 7 and continuing cost control efforts.
These savings offset $18.1 million of expense from the amortiza-
tion of the cost of the 1993 and 1992 Voluntary Special Early
Retirement Programs (VSERP) and a $10.0 million charge for a
bonus paid to employees n lieu of a general wage increase. In
addition, operations expense for 1994 decreased because opera- -
tions expense for 1993 included a $17.2 million charge for
certain employee reduction programs, offset partially by a credit
to expense equivalent to the $9.8 million cost of termination
benefits associated with the Company’s 1992 VSERP. Operations
and maintenance expenses are expected to decline in 1996 due o
ongoing cost control efforts of the Company. Maintenance
expense decreased dunng 1994 due primanly to lower costs at the
Calvert Cliffs Nuclear Power Plant,

Depreciation and amortization expense increased during 1995
because of higher levels of depreciable plant in service and
energy conservation program costs, and the completion of a
facility-specific study of the cost to decommission the Calvert
Cliffs Nuclear Power Plant. The higher level of depreciable plant
in service, which :s primarily due to certain capital additions at
the Calvert Cliffs Nuclear Power Plant, resulted in an increase of
approximately $12.9 mullion in depreciation and amortization
expense during 1995. The facility-specific study resulted in a

$9 million increase in depreciation expense. Depreciation and
amortization expense increased during 1994 because of higher
levels of depreciable plant in service and energy conservation
program costs. The increase in depreciable plant i service

resulted from the addition of electric transmission and distribu-
tion plant and certain capital additions at the Calvert Chffs
Nuclear Power Plant during 1994. Additionally, as discussed
below, depreciation and amortization expense during 1995 and
1994 reflected the write-off of certain Perrvman costs.

Intially, BGE had planned to build two combined cycle gene-
rating units at its Perryman site with each unit consisting of two
combustion turbines and a heat recovery steam generator.
However, due to significant changes in the environment in which
utilities operate, BGE decided in 1994 not to construct the
second combined cycle unit and wrote off the construction work
mn progress costs associated with that unit. This write-off reduced
after-tax earnings during 1994 by $11.0 million or 7 cents per
share. As a result of the PSC’s August 1995 Order requiring all
new generation capacity needs to be competitively bid and BGE's
September 1995 announcement that it will merge with Potomac
Electric Power Company (PEPCO) which has some available
generating capacity, BGE determined that it will not build the
second combustion turbine for the first combined cycle unit,
Therefore. during the third quarter of 1995, BGE wiote off the
remaining work in progress costs associated with the first com-
bined cycle unit. This write-off reduced after-tax earnings during
1995 by $9.7 million. or 7 cents per share. The construction of
the first 140-megawatt combustion turbine at Perryman was com-
pleted. and the umit was placed in service, during June 1995

Taxes other than income taxes increased shightly during 1995 and
1994 due primarily to higher property taxes resulting from higher
levels of utility plant in service.

Inflation affects the Company through increased operating
expenses and higher replacement costs for utility plant assets.
Although timely rate increases can lessen the effects of inflation,
the regulatory process imposes a time lag which can delay BGE's
recovery of increased costs. There is a regulatory lag primarily
because rate increases are based on historical costs rather than
projected costs. The PSC has historically allowed recovery of the
cost of replacing plant assets, together with the opportunity to
earn a fair return on BGE's investment, beginning at the time

of replacement.

Other Income and Expenses

The allowance for equity funds used duning construction (AFC)
decreased during 1995 because of a lower level of construction
work in progress resulting from a decrease in new construction
activity and the placement of several projects in service. AFC
increased during 1994 because of a higher level of construction
work in progress which was offset partially by the lower AFC
rate established by the PSC in the April 1993 rate order.
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Net other income and deductions decreased in 1995 primarily
due to approximateiy $12.1 million in lower other interest and
finance charge income, and a decrease of $3.8 million in the gain
on the sale of receivables and property. Net other income and
deducuons increased in 1994 primarily due to a lower level of
charitable contributions and $3.9 million of gains on the sale

of receivables.

Interest expense increased during 1995 due to a combination of
higher levels of debt outstanding and higher short-term interest
rates compared to 1994, offset partially by increased capitalized
interest on the Constellation Companies” projects. Interest
expense increased slightly during 1994 due primarily to lower
capitalized interest on the Constellation Companies” power
generation systems, offset partially by the accrual by BGE of
carrying charges on electric deferred fuel costs excluded from
rate base (see Note 5)

Income tax expense increased during 1995 and 1994 due to
higher taxable income from utility operations and the
Constellation Companies.

Diversified Businesses Earnings
Earnings per share from diversified businesses were:

1995 1994 1993

Constellation Companies

Power generation systems $.3 % .10 % 07

Financial investments 08 03 A0

Real estate development and senior

living facilities (02) (03) (4

Effect of 1993 Tax Act - - (.04)

Other (01 01y 01
Total Constellation Companies A8 09 08
BGE Home Products & Services, Inc.

and Subsidiary 00 03 -
BGE Energy Projects & Services. Inc. .00 - ~
Total diversified businesses $ .18 § 12 § 08

The Constellation Companies” power generation systems busi-
ness includes the development, ownership, management, ane
operation of whalesale power generating projects in which the
Constellation Companies hold ownership interests, as well as the
provision of services 10 power generation projects under opera-
tion and maintenance contracts. Power generation systgms
earnings increased during 1995 due primarily to higher equity
earnings on the Constellation Companies’ energy projects and a
gain on the sale of certain operating and maintenance contracts.
Power generation systems earnings increased in 1994 primarily
due to payments for the curtailment of output at two wholesale
power generating projects as discussed below.

The Constellation Companies’ investment in wholesale power
generating projects includes $197 million representing ownership
interests in 16 projects which sell electricaty in California under
Interim Standard Offer No. 4 power purchase agreements. Under

these agreements, the projects supply electricity to purchasing
utilities at a fixed rate for the first ten years of the agreements
and thereafter at fixed capacity payments plus variable energy
rates based on the utilities” avoided cost for the remaining term of
the agreements. Avoided cost generally represents a utility’s next
lowest cost generation to service the demands on its system.
These power generation projects are scheduled to convert to sup-
plying electricity at avoided cost rates in various years beginning
in late 1996 through the end of 2000. As a result of declines in
purchasing utilities” avoided costs subsequent to the inception of
these agreements, revenues at these projects based on current
avoided cost levels would be substantially lower than revenues
presently being realized under the fixed price terms of the agree-
ments. If current avoided cost levels were to continue into 1996
and beyond, the Constellation Companies could experience
reduced earnings or incur losses associated with these projects,
which could be significant. The Constellation Companies are
investigating and pursuing alternatives for certain of these power
generation projects including, but not limited to, repowering the
projects to reduce operating costs, changing fuels, renegotiating
the power purchase agreements, restructuring financings, and
selling its ownership interests in the projects. Two of these

whole sale power generating projects, in which the Constellation
Companies’ investment totals $30 million, have executed agree-
ments wi acific Gas & Electric (PG&E) providing for the cur-
tatlment of ou. ut through the end of the fixed price period in
return for paym. s from PG&E. The payments from PG&E dur-
ing the curtailmem 2eriod wii! be sufficient to fully amortize the
existing project finance uebt. However, following the curtailment
period, the projects remain contractually obligated to commence
production of electricity at the avoided cost rates, which couid
result in reduced earnings or losses for the reasons described
above. The Company cannci predict the impact that these matters
regarding any of the 16 projects may have on the Constellation
Compames or the Company. but the impact could be material.

Earnings from the Constellation Companies” portfolio of finan-
cial investments include capital gains and losses, dividends,
income from financial limited partnerships, and income from
financial guaranty insurance companies, Financial investment
earnings were higher in 1995 due to favorable earnings on the
Companies’ marketable secunities, increased gains from financial
partnerships, and higher earnings from financial guaranty insur-
ance companies. Financial investment earnings decreased during
1994 due to reduced eamings from the investment portfolio,
Additionally, 1993 results reflected a $6.1 million gain from the
sale of a portion of an investment in a financial guaranty insur-
ance company.

The Constellation Companies’ real estate development business
includes land under development: office buildings; retail pro-
jects; commercial projects; an entertainment, dining and retail
complex in Orlando, Florida: o mixed-use planned-unit-develop-
ment; and senior living facilities. The majority of these projects
are in the Balumore-Washington corridor. They have been
affected adversely by the oversupply of and limited demand for
land and office space due to modest economic growth and
corporate downsizings.
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Earnings from real estate development and senior living facilities
n 1995 were essentially unchanged from the prior year. Earnings
from real estate development increased slightly during 1994 due
to gains recognized from the sale of two retail centers. an office
building, and interests in two senior living facilities. The in-
creases in diversified businesses’ revenues and in selling, general,
and administrative expenses during 1994 reflect the proceeds of
these sales and the cost of the facilities sold, respectively.

The Constellation Companies’ real estate portfolio has experi-
enced continuing carrying costs and depreciation. Additionally,
the Constellation Companies have been expensing rather than
capitalizing interest on certain undeveloped land for which sub-
stantially all development activities have been suspended. These
factors have affected earnings negatively and are expected to con-
tinue o do so until the levels of undeveloped land are reduced.
Cash flow from real estate operations has been insufficient to
cover the debt service requirements of certain of these projects,
Resulting cash shortfalls have been satisfied through cash infu-
sions from Constellation Holdings, Inc., which obtained the
funds through a combination of cash flow generated by other
Constellation Companies and its corporate borrowings. To the
extent the real estate market continues to improve, earnings from
real estate activities are expected o improve also.

The Constellaton Companies’ continued investment in real estate
projects 1s a tunction of market demand, interest rates, credit
availability, and the strength of the economy in general, The

Constellation Companies” Management believes that although the
real estate market has improved, until the economy reflects sus-
tained growth and the excess inventory in the market in the
Baltimore-Washington cornidor goes down, real estate values will
not improve significantly. If the Constellation Companies were 1o
sell their real estate projects in the current depressed market,
losses would occur in amounts difficult to determine. Depending
upon market conditions, future sales could also result in losses,
In addition, were the Constellation Companies to change their
intent about any project from an intent to hold to an intent to sell,
applicable accounting rules would require a write-down of the
project to market value at the time of such change in intent if
market value is below book value

BGE Home Products & Services™ earnings decreased during 1995
and increased during 1994 primarily due to higher gains from
receivables sales in 1994,

Environmental Matters

The Company is subject to increasingly stringent federal, state,
and local laws and regulations relating 10 improving or maintain-
ing the guality of the environment. These laws and regulations
require the Company to remove or remedy the effect on the
environment of the disposal or release of specified substances at
ongoing and former operating sites, including Environmental
Protection Agency Superfund sites. Details regarding these
matters, including financial information, are presented in

Note 12 and in the Company’s Annual Report on Form 10-K
under liem 1. Business - Environmental Matters.

Liquidity and Capital Resources

Capital Requirements

The Company’s capital requirements reflect the capital-intensive
nature of the utility business. Actual capital requirements for the
years 1993 through 1995, along with estimated amounts for the

years 1996 through 1998, are reflected below. Certain prior-
year amounts have been restated to conform with the current
year's presentation.

1993 1994 1995 1996 1997 1998

Utility Business:
Construction expenditures (excluding AFC)
Electric
Gas
Common
Total construction expenditures
AFC
Nuclear fuel (uramum purchases and processing charges)
Deferred energy conservation expenditures
Deferred nuclear expenditures
Retirement of long-term debt and redemption of preference stock
Total utility business
Diversified Businesses:
Retirement of long-term debt
Investment requirements
Total diversified businesses
Total
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fIn mitlions)

$ 365 $345 $223 $231 $205 $212

52 68 70 68 73 67
41 42 51 41 47 46
458 455 344 340 325 325
23 34 22 I 10 10
47 42 46 45 45 44
33 41 46 34 = 27
14 L] - - - -
507 203 279 98 164 125
1,482 783 737 528 569 331
222 37 55 49 135 138
78 Si 118 92 71 82
300 8X 173 141 206 220

$1.782 $871 $910 $669 $775  $751




BGE Utility Capital Requirements

BGE's construction program is subject to continuous review and
modification, and actual expenditures may vary from the est-
mates above. Electric construction expenditures include the
installation of a 5,000 kilowatt diesel generator at the Calvert
Cliffs Nuclear Power Plant which is scheduled to be placed in
service in 1996, and improvements in BGE's existing generating
plants and its transmussion and distribution facilities, Future
electric construction expenditures do not include additional
generating units,

During 1995, 1994, and 1993, the internal generation of cash
from utility operations provided 100%, 72%, and 71% respec-
tively, of the funds required for BGE's capital requirements
exclusive of retirements and redemptions of debt and preference
stock, In addition, in 1994, $70 million of cash was provided by
the sale of certain BGE and HP&S receivables (see Note 12).
During the three-year peniod 1996 through 1998, the Company
expects to provide through utility operations 115% of the funds
required for BGE's capital requirements, exclusive of retirements
and redemptions

Utility capital requirements not met through the internal genera-

tion of cash are met through the issuance of debt and equity secur-

ities. During the three-year period ended December 31, 1995,
BGE's issuances of long-term debt. preference stock, and com-
mon stock were $1.237 mithion, $190 mullion, and $92 million,
respectively. Durning the same period. retirements and redemptions
of BGE's long-term debt and preference stock totaled $1.148
mithion and $219 million, respectively, exclusive of any redemp-
tion premiums or discounts. The amount and timing of future
issuances and redemptions will depend upon market conditions
and BGE's actual capital requirements.

BGE's fixed income securities are rated by various independent
credit rating agencies. The ratings assigned reflect the rating
agehcies’ current assessment of BGE's ability to pay interest,
dividends, and principal on these securities. The ratings impact
BGE's cost of raising fixed income capital in the public markets.
At the date of this Report, BGE's secunities ratings were as follows:

Securities Ratings Table

Standard Maondy 's
& Poors Investors  Duff & Phelps
Rating Group  Service  Credit Rating Co

Senior Secured Debt A+ Al AA-
(First Mortgage Bonds)
Unsecured Debt A A2 A+
Preferred Stock A “al” A+
Preference Stock A “a2” A

The Constellation Companies’ capital requirements are discussed
below in the section titied “Diversified Businesses Capital
Requirements-Debt and Liquidity.” The Constellation Companies
are exploring expansion of their energy, real estate service, and
senior living facility businesses. Expansion may be achieved in a
variety of ways, including, without limitation, increased invest-
ment activity and acquisitions. The Constellation Companies
plan to meet their capital requirements with a combination of
debt and internal generation of cash from their operations.
Addituonally, from time to tme, BGE may make loans to
Constellaton Holdings, Inc., or contribute equity to enhance the
capital structure of Constellation Holdings, Inc.

Historically, Constellation’s energy projects have been in the
United States. As of December 31, 1995, one of the Constellation
Companies had invested approximately $10 million in a Bolivian
power generation company. In addition, $10 million has been
commutted, of which $1.2 million has been funded, to a fund that
will invest in and develop power projects in Latin America.
Constellation’s energy business expansion may include domestic
and international projects.

Diversified Businesses Capital Requirements

Debt and Liquidity

The Constellation Companies intend to meet capital requirements
by refinancing debt as it comes due and through internally
generated cash. These internal sources include cash that may be
generated from operations, sale of assets. and cash generated by
tax benefits earned by the Constellation Companies. In the event
the Constellation Companies can obtain reasonable value for real
estate properties, additional cash may become available through
the sale of projects (for additional information see the discussion
of the real estate business and market on pages 22 and 23). The
ability of the Constellation Companies to sell or liquidate assets
described above will depend on market conditions, and no assur-
ances can be given that such sales or liquidations can be made.
Also, to provide additional liquidity to meet interim financial
needs, CHI has a $50 million revolving credit agrecment.

Investment Requirements

The investment requirements of the Constellation Companies
include its portion of equity funding to committed projects under
development, as well as net loans made to project partnerships,
Investment requirements for the years 1996 through 1998 reflect
the Constellation Companies’ estimate of funding for ongoing
and anticipated projects and are subject to continuous review and
modification. Actual investment requirements may vary signifi-
cantly from the estimates on page 23 because of the type and
number of projects selected for development, the impact of
market conditions on those projects, the ability to obtain
financing. and the availability of internally generated cash. The
Constellaton Companies have met their investment reguirements
in the past through the internal generation of cash and through
borrowings from institutional lenders.
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Response to Regulatory Change

Electric utilities presently face competition in the construction of
generating units to meet future load growth and in the sale of
slactnicity in the bulk power markets. Electric utilities also face
the future prospect of competition for electric sales to retail
customers. As previously disclosed, BGE regularly considered
various strategies designed to enhance its competitive position
and 1o increase its ability to adapt to and anticipate regulatory
changes in its utility business. In September 1995, BGE con-
cluded that a merger with PEPCO would enhance two key factors
regarding its competitive position—maintaining low-cost produc-
tion and increasing in size. The merger 1s discussed in Note 12,
Although BGE believes the merger will have a positive effect on
its competitive position in future years, it 1s not possible to pre-
dict currently the ultimate effect competition will have on BGE's
earnings in future years, or after the merger. on the earnings of
the new company. In response to the competitive forces and
regulatory changes, as discussed in Part | of BGE's Reports on
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Form 10-K under the heading Regulatory Matters and Com-
petition, BGE (and after the merger the new company) from time
to time will consider various strategies designed to enhance its
competitive position and to increase its ability to adapt to and
anticipate regulatory changes in its utility business. These strate-
gies may includ: internal restructurings involving the complete or
partial separation of its generation. transmission and distribution
businiesses, acquisitions of related or unrelated businesses, busi-
ness combinations, and additions to or dispositions of portions of
its franchised service territories. BGE may from time to time be
engaged in prehminary discussions, either internally or with third
parties, regarding one or more of these potential strategies. No
assurances can be given as 1o whether any potential transaction of
the type described above may actually occur, or as to the ultimate
effect thereof on the financial condition or competitive position
of BGE.




Report of Management

The management of the Company is responsible for the informa-
tion and representations in the Company's financial statements.
The Company prepares the financial statements 1n accordance
with generally accepted accounting principles based upon avail-
able facts and circumstances and management’s best estimates
and judgments of known conditions.

The Company maintains an accounting system and related
system of internal controls designed to provide reasonable
assurance that the financial records are accurate and that the
Company's assets are protected. The Company's staff of internal
audutors, which reports directly to the Chairman of the Board,
conducts periodic reviews to maintain the effectiveness of
internal control procedures.

Report of Independent Accountants

1o the Shareholders of
Baltimore Gas and Electric Company

We have audited the accompanying consolidated balance sheets
and statements of capitalization of Baltimore Gas and Electric
Company and Subsidianes as of December 31, 1995 and 1994,
and the related consohidated statements of income, cash flows,
common shareholders’ equity, and income taxes for each of the
three years in the period ended December 31, 1995, These finan-
cial statements are the responsibility of the Company’s Manage-
ment. Our responsibility 1s to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and per-
form the audit to obtain reasonable assurance about whethes the
financial statements are free of matenial misstatement. An | adit
includes examining. on a test basis, evidence supporting the

Coopers & Lybrand L.L.2.. independent accountants, audit the
financial statements and express their opinion about them. They
perform their audit in accordance with generally accepted
auditing standards.

The Audit Committee of the Board of Directors, which consists
of four outside Directors, meets periodically with Management,
internal auditors. and Coopers & Lybrand L.L.P. to review the
activities of each in discharging their responsibilities. The
internal audit staff and Coopers & Lybrand L.L.P. have free

access o the Audit Committee.

Christian H Pm%exlcr “harles W. Shiveiy

Chairman of the Board Chief Financial Officer

amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant
estimales made by Management, as well as evaluating the overall
financial statement presentation. We believe that our audits pro-
vide a reasonable basis for our opinion

In our opinion, the financial statements referred to above present
fairly. in all material respects, the consolidated financial position
of Balumore Gas and Electric Company and Subsidiaries as of
December 31, 1995 and 1994, and the consohdated results of
their operations and their cash flows for each of the three years
in the period ended December 31, 1995 in conformity with
generally accepted accounting principles

Coopers & Lybrand L.L.P.
Baltimore, Maryland
January 19, 1996
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Consolidated Statements of Income

Year &

Revenues
Electri
‘ ]

Diversified businesse

Expenses Other Than Interest and Income Taxes
Electric fuel and purchased energy
Gas purchased for resale
Operatior
Maintenan
Diversified b INESSES selhin general. and administr
[)\';"? atron and amortization

Taxes other than income taxe

Total expenses other than interest and income taxe

Income from Operations

Other Income

Allowance tor equity funds used duri nstruction
Equity in earning f Sate Harbor W Power Corp
N ither 1n ind deduct

Total other incom

Income Before Interest and Income Taxes

Interest Expense

Interest char
Capi ¢d nter

Wan for bor i tund sed dur " i
Net int -

Income Before Income Taxrs

Income Taxes

Net Income

Preferred and Preferen < stock Dividends

Earnings Applicable to Common Stock

Average Shares of Common Stock Outstanding

Farnings Per Share of Common Stock
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1995 4 199
$2,229.774 $2.126.58 2.112.14
400,504 121.249 433,163
304 521 235 155 196 ()
2,934,799 ) TR QRS 2 741.385
578,801 542,314 534.6.
|‘)K,“()“ 224 .590) 242 685
$50.811 552 817 574.073
168,269 | 89?2 81 208
220,573 43 143,654
317,417 295.950 2539
205.167 199 733 1904 8
2,239,107 2.147.72¢ ) 124 993
695,692 635.259 616.392
14,162 21.74¢ 14,492
4,559 1,349 §.243
(9.902) £ | 5§75
8.K19 32 365 20310
704,511 667.624 636
219,689 214,347 2129
(15.050) 127) 6.167
(7.662) O R (40
196,977 190,154 188.764
507.534 477 4% 447 938
169,527 S3.85 138.072
338.007 3123617 W9 R6EA6
40,578 ) 927 11 839
$ 297.429 $ 2R3 695 $ 268027
147,527 147 10K 145.0
$2.02 $1.9 $1
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Consolidated Balance Sheets

Assets

Current Assets

Materials an
Prepaid taxe
Deterred incon
Irading

Other

Total curremt

Investments and Other Assets
stite project

eneration

|
car e

Harbor Walc

SOT

Total Assets

23,443

400.005
59614
145,900
60,508
16831
47.990
11.487

805,778
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