. CAPTION SHEET .$E MANAGEMENT SYSTEM A

1. REPCRT DATE: 00/00/00 : \
2. BUREAU: ALJ :
3. SECTION(S) : : 4. PUBLIC MEETING DATE:
5. A4APPROVED BY: : oo/00/00
DIRECTOR: :
SUPERVISOR: :
6. PERSON IN CHARGE: : 7. DATE FILED: 02/04/05
8. DOCKET NO: A-110550 FQ0160 : 9. EFFECTIVE DATE: 00/00/00

e e e e e e A e e e e ks e T e T e o e e e M = o e e e e e e e e e e e e e i s am o Ee W= = . — —

PARTY/COMPLAINANT: EXELCN CORPORATION
RESPONDENT/APPLICANT: PECC ENERGY COMPANY
COMP/APP COUNTY: UTILITY CODE: 1105850

ALLEGATICN OR SUBJECT

JOINT APPLICATION OF PECO ENERGY COMPANY AND PUBLIC SERVICE ELECTRIC AND GAS
COMPANY FOR APPROVAL OF THE MERGER OF PUBLIC SERVICE ENTERPRISE GRCUP INCOR-
PORATED WITH AND INTOC EXELON CORPORATION, THE PARENT OF PECO ENERGY COMPANY.

DOCUMENT
FOLDER

EEB 0 & 2005




® ® = PECO.

Lisa Crutchfield Telephone 215.841.4123 An Exelon Company
Vice President Fax 215.841.6331
Regulatory & External Affairs www.exeloncorp.com

lcrutchfield @exelencorp.com
PECO Energy Company

2301 Market Street, 526-2
Philadelphia, PA 19103

19} ~2
m =
() cn
= g
February 4, 2005 SER
| A 105SOF 010 = %
Hand Delivery ==
s T B g A - iz w
Mr. James J. McNulty, Secretary TR G i "' RS P I TR = —
Pennsylvania Public Utility Commission gg OCHETE 8 M oen
Commonwealth Keystone Building ‘ z o
400 North Street FEB g
Harrisburg, PA 17120 08 2005
Re:

Joint Application of PECO Energy Company and Public Service Electric and Gas Company

for Approval of the Merger of Public Service Enterprise Group Incorporated with and into
Exelon Corporation

Dear Secretary McNulty:

Enclosed for filing with the Commission are an original plus nine copies of the Joint Application of
PECO Energy Company and Public Service Electric and Gas Company in the above-referenced
matter. Also enclosed is a check in the amount of $350 for the required application fee.

The Joint Applicants request that the Commission find and determine that its approval of the
proposed Merger is not required under Chapters 11, 22 or 28 of the Public Utility Code or,

alternatively, that the Commission grant such approval and any other approvais as it may determine
are necessary in order for the Merger to be lawfully consummated.

The parties to the Merger desire to close the proposed Merger as expeditiously as possible
consistent with the legitimate review rights of interested parties. With that in mind, the Joint
Applicants suggest that holding an initial Prehearing Conference early in the process will assist the
parties in identifying and resolving issues that may need to be addressed. A litigation schedule can

be developed after the active parties have been identified, with the assistance and input of the
presiding Administrative Law Judge.

Sincerely, ,
wcc_é/di—. £ f el
nclosures Cfa

CC: Wendell F. Holland, Chairman (Via Hand Delivery)
Robert K. Bloom, Vice-Chairman (Via Hand Delivery)
Glen R. Thomas, Commissioner (Via Hand Delivery)
Kim Pizzingrilli, Commissioner (Via Hand Delivery)
Irwin A. Popowsky, Office of Consumer Advocate (Via Hand Delivery)
William R. Lloyd, Jr., Office of Small Business Advocate (Via Hand Delivery)
Bohdan R. Pankiw, Chief Counsel, Law Bureau {Via Hand Delivery)
Chief Administrative Law Judge Veronica A. Smith {Via Hand Delivery)
Robert A. Rosenthal, Director, Fixed Utility Services (Via Hand Delivery)
J. Edward Simms, Director, Office Of Trial Staff (Via Hand Delivery)
Kevin Cadden, Manager, Bureau of CEEP (Via Hand Delivery)
Joseph S. Betsko, Deputy Attorney General, Office of Attorney General (Via Hand Delivery)

David M. Kleppinger, McNees, Wallace & Nurick (Via Hand Delivery}
Certificate of Service
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JOINT APPLICATION OF PECO ENERGY COMPANY
AND PUBLIC SERVICE ELECTRIC AND GAS COMPANY

A INTRODUCTION

1. PECQ Energy Company (PECQ) and Public Service Electnic and Gas Company
(PSE&G) (Joint Applicants) are filing this Joint Application to obtain the approval of the
Pennsylvania Public Utility Commission (PUC or the Commission), if such approvals are
required, unde£ Chapters 11, 22 and 28 of the Public Utility Code, for the merger of Public
Service Enterprise Group Incorporated (PSEG), the corporate parent of PSE&G, with and into
Exelon Corporation (Exelon), the ultimate corporate parent of the Joint Applicants. If the
Commission determines that such approvals are required, the Joint Applicants request that the
Commission issue Certificates of Public Convenience evidencing its approval. Alternatively, if
the Commission determines that such approvals are not required, PECO requests that the

Commission issue a final declaratory order setting forth that finding.

2. The names and addresses of the Joint Applicants are as follows:

Public Service Electric and Gas
Company

80 Park Plaza

Newark, NJ 07101

PECO Energy Company

2301 Market Street

P.O. Box 8699

Philadelphia, PA 19101-8699

3. The names and addresses of PECO’s attorneys are as follows:

Paul R. Bonney Thomas P. Gadsden
Vice President & Deputy General Counsel  tgadsden@morganlewis.com

1-PH/2159237.1

paul.bonney@exeloncorp.com
Kent D. Murphy

Assistant General Counsel
kent. murphy@exeloncorp.com

Anthony C. DeCusatis
adecusatis@morganlewis.com
Morgan Lewis & Bockius LLP
1701 Market Street

PECO Energy Company Philadelphia, PA 19103-2921
2301 Market Street 215.963.5234
P.O. Box 8699 877.432.9652 (Fax)

Philadelphia, PA 19101-8699
215.841.4252
215.841.4282 (Fax)
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4. The names and addresses of PSE&G’s attormney are as follows:
Daniel Clearfield Richard P. Bonnifield
dclearfield@wolfblock.com richard.bonnifield@pseg.com
Wolf, Block, Schorr & Solis-Cohen LLP Vice President-Law
212 Locust Street, Suite 300 PSEG Services Corporation
Harrisburg, PA 17101 80 Park Plaza, T5E
717.237.7173 Newark, NJ 07102
717.237.7161 (Fax) 973.430.6441

973.623.3261 (Fax)

B. DESCRIPTION OF THE JOINT APPLICANTS AND THE OTHER COMPANIES
INVOLVED IN THE PROPOSED TRANSACTION

5. PECO is a corporation organized and existing under the laws of the
Commonwealith of Pennsylvania and is engaged in the business of supplying, transmitting and
distributing electricity and natural gas. PECO has turned over the operational control of its
electric transmission system to the PJM Interconnection, LLC (PJM), which is the Regional
Transmission Organization (RTO) approved by the Federal Energy Regulatory Commission
(FERC) for a centrally dispatched control area comprising all or parts of the states of Delaware,
IMlinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, Ohio, Pennsylvania, Tennessee,
Virginia and West Virginia and the District of Columbia. PECO is a “public utility,” a “natural
gas distribution company” (NGDC) and an “electric distribution company” (EDC) as those terms
are defined, respectively, in Sections 102, 2202 and 2803 of the Public Utility Code (66 Pa. C.S.
§§102, 2202 and 2803) and, therefore, is subject to regulation by the Commission. PECO
furnishes retail electric service in all or substantially. all of Bucks, Chester, Delaware,
Montgomery and Philadelphia Counties and portions of York County. PECO is headquartered in
Philadelphia and furnishes retail natural gas service in substantial portions of Bucks, Chester,

Delaware, and Montgomery Counties and a small section of Lancaster County.

I-PH/2159237.1 2



6. Exelon is a corporation organized and existing under the laws of the
Commonwealth of Pennsylvania and is a registered holding company under the Public Utility
Holding Company Act of 1935 (PUHCA). The common stock of Exelon is publicly traded and
is listed on the New York Stock Exchange. Pursuant to this Commission’s Order entered June
22, 2000 at Docket No. A-00110550F0147 granting PECO the requisite approvals under, inter
alia, Chapter 11 of the Public Utility Code, PECO became a wholly owned subsidiary of Exelon
by the exchange of common stock in Exelon for the outstanding common stock of PECO.
Concurrent with that transaction, Unicom Corporation (Unicom), the parent of Commonwealth
Edison Company (ComEd), was merged with and into Exelon and the shareholders of Unicom
exchanged their stock in Unicom for common stock in Exelon. As a consequence of that merger,
ComEd became a virtually wholly owned subsidiary of Exelon.? As part of the corporate
realignment that established the holding company structure, PECO and ComEd transferred their
generation assets, other non-regulated enterprises and business service functions, respectively, to
separate corporations that also became wholly owned subsidiaries of Exelon. Currently, Exelon,
through its subsidiaries, operates in three primary business segments, which have been
denominated Energy Delivery, Generation, and Enterprises and, through a subsidiary service
company, provides business services to the consolidated group.? The Enterprises business,
which is being winded down, is an infrastructure and electrical conltracting business directed

principally towards the communications and energy services industries. The Energy Delivery,

Generation and Business Services segments are described bejow.

1 Currently, PECO and ComEd are second tier subsidiaries of Exelon through their
immediate parent, Exelon Energy Delivery Company, LLC (Exelon Energy Delivery).

[[®]

A diagram depicting Exelon’s existing corporate structure is attached hereto as Exhibit A.
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a. Energy Delivery. Exelon’s energy delivery business is conducted
through PECO and ComEd. PECO’s retail electric and natural gas operations were described in
Paragraph No. 5, above. ComEd is headquartered in Chicago and is engaged in the business of
supplying, transmitting and distributing electricity in Northern Illinois and, through a wholly
owned subsidiary, provides electric transmission service in portions of Indiana. ComEd is a
“public utility” under the Illinois Public Utilities Act and, therefore, is subject to regulation by
the Illinois Commerce Commission (ICC). On April 1, 2003, ComEd received approval from
the FERC to transfer operational control of its transmission assets to PJM, which occurred in

May 2004.

b. Generation. Exelon’s generation business consists of: (1) electric
generating facilities with a total capacity of 34,467 Megawatts (MW) that Exelon Generation
Company, LLC (Exelon Generation} owns or has under contract; (2) the wholesale energy
marketing operations (Power Team) of Exelon Generation; and (3) as of January 1, 2004, the
competitive retail sales business of Exelon Energy Company. Exelon Generation is one of the
largest competitive generation companies in the United States, as measured by owned and
controlled generation capacity. Power Team is a major wholesale marketer of energy that uses
Exelon Generation’s energy generation portfolio, transmission rights and expertise to ensure
delivery of energy to Exelon Generation’s wholesale customers under long-term and short-term
contracts, including the load requirements of ComEd and PECO. Power Team markets any
remaining energy in the wholesale bilateral and spot markets. The generation portfolio of
Exelon Generation includes its ownership interests in 11 nuclear generating stations, consisting
of 19 units with 16,943 MW of capacity, which is the largest fleet of nuclear units in the United

States. All of the nuclear generating stations in which Exelon Generation has an ownership
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interest are operated by it except for the Salem Nuclear Generating Station (Salem), which is

operated by its co-owner, PSEG Nuclear LLC, a subsidiary of PSEG.

C. Business Services. [n addition to Exelon’s two business segments,
Exelon Business Services Company (Business Services), a first tier subsidiary of Exelon,
provides Exelon and its subsidiaries with financial, human resources, legal, information

technology, supply management and corporate governance services.

7. PSE&G is a corporation organized and existing under the laws of the State of
New Jersey and is engaged in the business of supplying, transmitting and distributing electricity
and natural gas. PSE&QG is headquartered in Newark and, like PECO and ComEd, has tumed
over operational control of its electric transmission systém to the PIM. PSE&G’s service
territory comprises a corridor running diagonally across New Jersey from the southwest to the
northeast and encompasses most of New Jersey’s largest municipalities, including its six largest

cities.

As a consequence of its fractional ownership interest in an electric transmission line that
runs from the Conemaugh Generating Station to the Maryland border, PSE&G also holds a
certificate of public convenience issued by this Commission. However, PSE&G is not a *“public
utility” in Pennsylvania in the traditional sense in that it is not authorized to serve any customers
in Pennsylvania. Indeed, PSE&G’s certificate, which was issued on April 24, 1968 at Docket
No. 94234, specifically provides that it “shall confine and restrict its operations to the
construction, maintenance, repair, replacement, and removal of the proposed electric

transmission line.”
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8. PSEG, the parent company of PSE&G, is a corporation organized and existing
under the laws of the State of New Jersey and is an exempt holding company under PUHCA.
The common stock of PSEG is publicly traded and is listed on the New York Stock Exchange.
PSEG has four principal direct wholly-owned subsidiaries: PSE&G; PSEG Power LLC (PSEG
Power); PSEG Energy Holdings LLC (PSEG Energy Holdings); and PSEG Services Corporation
(PSEG Services).? PSE&G’s retail electric and natural gas operations were described previously.

The operations of PSEG’s other subsidiaries are summarized below:

a. PSEG Power. Power is a multi-regional, wholesale energy supply
company that integrates its generating asset operations with its wholesale energy, fuel supply,
energy trading and marketing and risk management functions through three principal direct
wholly-owned subsidiaries: PSEG Nuclear LLC (PSEG Nuclear), which owns and operates
nuclear generating stations; PSEG Fossil LLC (PSEG Fossil), which develops, owns and
operates domestic fossil generating stations; and PSEG Energy Resources & Trade LLC (PSEG
ER&T), which markets the capacity and production of PSEG Fossil’s and PSEG Nuclear’s
stations and manages the commaodity price risks and market risks related to generation. PSEG
Power’s generation portfolio consists of approximately 18,000 MW of installed capacity that is
diversified by fuel source and market segment. PSEG ER&T purchases virtually all of the
capacity and energy produced by PSEG Fossil and PSEG Nuclear, and markets electricity,
capacity, ancillary services and natural gas products on a wholesale basis. PSEG ER&T is a
fully integrated wholesale energy marketing and trading organization that is active in the long-

term and spot wholesale energy markets.

3 A diagram depicting PSEG’s existing corporate structure is attached hereto as Exhibit B.
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b. PSEG Energy Holdings. PSEG Energy Holdings has pursued investment
opportunities in energy markets through two principal direct wholly-owned subsidiaries, PSEG
Global LLC (PSEG Global) and PSEG Resources LLC (PSEG Resources). PSEG Global has
focused on the operating segments of the electric industries and PSEG Resources has primarily

made financial investments in those industries. )

c. PSEG Services. PSEG Services provides management and administrative
services to PSEG and its subsidiaries, including legal, human resources, information technology,

financial, and corporate governance services.

C. OVERVIEW OF THE PROPOSED TRANSACTION

9. Pursuant to the terms of an Agreement and Plan of Merger, a copy of which is
provided as the separately bound Exhibit C, PSEG will merge with and into Exelon (Merger),
thereby ending the separate corporate existence of PSEG. Each PSEG shareholder will be
entitled to receive 1.225 shares of Exelon common stock for each PSEG share held and will be
paid cash in lieu of any fractional share of Exelon stock the PSEG shareholder would otherwise
be entitled to receive. Following the Merger, the existing shareholders of Exelon will represent
approximately 68%, and the former shareholders of PSEG will represent approximately 32%, of

the shareholders of the post-Merger Exelon.

10.  Exelon will be the surviving company and, as such, will remain the corporate
parent of PECO and ali other current Exelon subsidiaries, and will become the ultimate corporate
parent of PSE&G and all other PSEG subsidiaries. Following the Merger, Exelon will change its

name to Exelon Electric & Gas Corporation (EEG). EEG will continue to be a registered public
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utility holding company under PUHCA. A diagram depicting EEG’s post-Merger corporate

structure 1s appended hereto as Exhibit D.

11.  As a consequence of the Merger, all of PSEG’s outstanding indebtedness will
become the indebtedness of Exelon, as the surviving company. The indebtedness of subsidiaries
of PSEG will not be assumed or guaranteed by Exelon or any subsidiary of Exelon and will
remain the sole obligation of each PSEG subsidiary. The Merger will not change the terms or
the character of PSE&G’s preferred stock because those shares will not be exchanged or
redeemed as part of the Merger. Rather, PSE&G’s preferred stock will remain outstanding and
will continue to represent a preferred equity interest in PSE&G. The common stock of Exelon
will be unaffected by the Merger, with each issued and outstanding share thereof remaining
outstanding following the Merger as a share in the surviving company. The Merger will not
change the terms or character of the outstanding preferred stock or debt of PECO or any other

Exelon subsidiary.

12. Exelon’s parent-company corporate headquarters will remain in Chicago. The
headquarters of PECO will remain in Philadelphia, and the headquarters of PSE&G will remain
in Newark. The headquarters of the combined energy trading and nuclear operations will be
located in southeastern Pennsylvanma. Nuclear headquarters will be moved from Illinois to
Pennsylvania. The new combined generation company will be headquartered in Newark, New

Jersey.

13.  After the Merger, Exelon will increase the size of its board of directors from
twelve to eighteen, and will fill the six new positions by the appointment of former PSEG

directors as designated by the former PSEG Chief Executive Officer. During a three-year
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transition period following the completion of the Merger, the Exelon board of directors will be
required to nominate for election: (1) the legacy PSEG directors (or their successors) whose class
is standing for election; and (2) the legacy Exelon directors (or their successors) whose class is
standing for election. In addition, during the three-year transition period, the Exelon board of
directors will take whatever action is necessary to ensure that: (1) any vacancy on the board
representing a position previously held by a legacy PSEG director will be filled by a person
nominated by the entire Exelon board of directors and approved by a majority of the legacy
PSEG directors remaining on the board; and (2) any vacancy on the board representing a position
previously held by a legacy Exelon director will be filled by a person nominated by the entire

Exelon board and approved by a majority of the legacy Exelon directors remaining on the board.

14. Mr. John W. Rowe, the current Chairman, Chief Executive Officer and President
of Exelon, will serve as Chief Executive Officer and President of Exelon following the Merger.
Mr. E. James Ferland, the current Chairman, Chief Executive Officer and President of PSEG,
will become the non-executive Chairman of the Exelon board of directors after the Merger and
will serve in that capacity until the earlier of (1) March 31, 2007 or (2) the date on which Mr.
Ferland no longer serves as a member of the Exelon board of directors. When Mr. Ferland
ceases to be the non-executive Chairman of the Exelon board of directors, Exelon’s Chief
Executive Officer will be appointed as Chairman of the Exelon board of directors. Mr. Denis P.
’Brien, the current President of PECO, will remain in that position and will continue to be

responsible for PECO’s day-to-day operations.
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D. APPROVALS AND LEGAL STANDARDS

15. Section 1102(a)(3) of the Public Utility Code (66 Pa. C.S. §1102(a)(3)) provides,
in pertinent part, that the Commission’s prior approval, evidenced by a certificate of public

convenience, 1s required:

For any public utility . . . to acquire from, or transfer to, any persoen
or corporation . . . by any method or device whatsoever, including
the sale or transfer of stock and including a consolidation, merger,
sale or lease, the title to, or the possession or use of, any tangible

or intangible property used or useful in the public service.

16.  InApplication of Airsignal International of Pittsburgh, Pennsylvania, Inc.,
Docket No. A-101365 (January 14, 1980), the Commussion held that Section 1102(a)(3) did not
apply to the transfer of stock constituting a controlling interest in a corporation that held a public
utility as a subsidiary because only the transfer of stock in the utility itself effected a transfer of
property “used or useful in the public interest” as contemplated by Section 1102(a)(3). The
Commission reaffirmed that interpretation m Application of MCI Airsignal of Pennsylvania, Inc.,

Docket No. A-330035 (July 15, 1986).

17.  In 1993, the Commission revisited the issue of stock transfers in Joint Application
of Commonwealth Telephone Company, et al, Docket No. A-310800F0006 (October 22, 1993),
where it overruled Airsignal International and MCI Airsignal, supra, and held that Section
1102(a)(3) would thereafter be extended to the transfer of stock of “a utility or of its parent or
grandparent affiliates, regardless of the remoteness of the transaction” if the transfer effected a
“transfer of control of the utility.” The Commission followed up Commonwealth Telephone with
its decision in Joint Application of Paging Network of Pittsburgh, Inc. and Paging Network of

Philadelphia, Inc., Docket No. A-33013F0005 (October 29, 1993), where it found that a 32.6%

1-PH/2159237.1 10



interest held by a single stockholder constituted *de facto control” of the parent of two
jurisdictional public utilities and, therefore, a stock transfer by that shareholder of its stock in the

parent required prior approval under Section 1102(a)(3).

18.  To provide direction for future applicants, the Commission issued a Statement of
Policy on October 22, 1994 “to establish clear standards regarding what transfer of voting
interest constitutes a change in de facto control of the utility” (52 Pa. Code § 69.901). The

Staternent of Policy provides, in pertinent part, as follows:

(1) A transaction or series of transactions resulting in a
new controlling interest is jurisdictional when the transaction or
transactions result in a different entity becoming the beneficial
holder of the largest voting interest in the utility or parent,
regardless of the tier. A transaction or series of transactions
resulting in the elimination of a controlling interest is jurisdictional
when the transaction or transactions result in the dissipation of the
largest voting interest in the utility or parent, regardless of the tier.

(2) For purposes of this section, a controlling interest is an
interest, held by a person or a group acting in concert, which
enables the beneficial holders to control at least 20% of the voting
interest in the utility or its parent, regardless of the remoteness of
the transaction. In determining whether a controlling interest is
present, voting power arising from a contingent right shall be
disregarded.

19. Applying the standards set forth in the Statement of Policy, the Merger will not
result in a “change in control” of PECO. Following the Merger, the common stock of PECO will
continue to be held by Exelon Energy Delivery which, in turn, vﬁll continue to be a wholly
owned, first tier subsidiary of Exelon. Moreover, the Merger will not effect a change in control
of Exelon since no controlling interest, as defined in the Statement of Policy (i.e., a person or

group acting in concert controlling at least 20% of the voting interest), currently exists in Exelon
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nor will any new controlling interest be created as a resuit of the Merger. 2 Although the Merger
will effect a change in control of PSE&G by creating new controlling interests in Exelon Energy
Delivery and Exelon, PSE&G’s status as a “public utility” for Pennsylvania regulatory purposes
is extremely limited as it does not serve any retail electric or natural gas customers in

Pennsylvania and, indeed, is not authorized to do so.

20. Under Pennsylvania law, a statement of policy, unlike a regulation, does not have
the force and effect of law but, instead, is merely an announcement to the public of the policy
which the agency hopes to implement in future rulemakings or adjudications. Pennsylvania
Human Relations Commission v. Norristown Area School District, 473 Pa. 334, 350, 374 A.2d
671 (1977); Statement Of Policy On Expanded Interconnection For Intrastate Special Access,
Docket No. M-00920376 (February 11, 1993), 1993 Pa. PUC LEXIS 5 (pp. 56-57). Because a
statement of policy, unlike a regulation, does not bind the agency that adopted it, the Joint
Applicants are unwilling to rely upon the Statement of Policy as an assurance that the
Commission will find the Merger to be outside its jurisdiction. Consequently, this Joint
Application is being filed to obtain a definitive determination by the Commission that its
approval of the Merger under Section 1102(a)(3) is not required or, if it is, that such approval

should be granted.

21, Section 1103(a) of the Public Utility Code provides that a certificate of public

convenience evidencing the Commission’s approval under Section 1102 shall issue only upon a

= The current public shareholders of Exelon, in aggregate, do not constitute a “controlling
interest™ since they are not a “group acting in concert.” Moreover, even if, contrary to
the terms of the Statement of Policy, the current public shareholders of Exelon were
considered a “controlling interest,” they would represent the “largest voting interest” in
Exelon both before (100%) and after (68%) the Merger.
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showing that granting such approval is “necessary or proper for the service, accommodation,
convenience, or safety of the public” (66 Pa. C.S. §1103(a)). In York v. Pa. P.U.C., 449 Pa. 136,
295 A.2d 825, 828 (1972), the Pennsylvania Supreme Court held that those seeking approval of a
utility merger® must demonstrate that the merger “will affirmatively promote the ‘service,
accommodation, convenience, or safety of the public’ in some substantial way.” Evidence
deemed sufficient to satisfy this standard has inciuded testimony that the merger would produce
a stronger company; that investors would be more attracted to a larger enterprise; that certain
duplicative tasks would be eliminated; that service would be improved; that economies of scale
or scope would result in lower costs and could give rise to lower rates in the future than would
otherwise be the case; and that the merged entities could improve their operations by sharing best
practices. York, supra, Joint Application Of Pennsylvania-American Water Company And
Thames Water Aqua Holdings, 221 P.U.R. 4th 487 (2002).% As explained in Sections E. and F.,
infra, and in PECO Statement No. 1, the Direct Testimony of Denis P. O’Brien, the Merger will

produce substantial affirmative benefits that satisfy the York test.

{¥,]

York mvolved the merger of public utilities themselves, not the merger or change in
control of the parent or grandparent of a utility.

6 See also Joint Application for a Certificate of Public Convenience Evidencing Approval
under Section 1102(a)(3) of the Public Utility Code, of the Transfer, By Merger, of a
Controlling Interest in Three Operating Water Utilities From Consumers Water
Company to Philadelphia Suburban Corporation, Docket Nos. A-212370F0048 et al
{December 17, 1998) (adopting the Initial Decision of Chief Administrative Law Judge
Robert A. Christianson) ; Joint Application of Pennsylvania-American Water Company
and Citizens Utilities Water Company of Pennsyivania, Docket Nos. A-212285F0074 and
A-211070F2000 (January 24, 2001); Application of United Water Pennsylvania, Inc.
(United) for Approval of the Acquisition by Lyonnaise American Holding, Inc
(Lyonnaise) of the Remaining Outstanding Shares of United’s Parent, United Water
Resources, Inc., Docket Nos. A-310013F0014 and A-230077F0003 (January 27, 2000).

1-PH/2159237.1 13



22. Chapters 22 (Natural Gas Choice and Competition Act) and 28 (Electncity
Generation Customer Choice and Competition Act) contain parallel provisions that require the
Commission to consider the potential anti-competitive effects of a merger or combination “in the
exercise of authority the commission otherwise may have to approve mergers or consolidations”
(emphasis added) involving natural gas distribution companies and electric utilities (66 Pa. C.S.
§82210(a) and 2811(e)(1)). Sections 2210 and 2811 do not confer any authority upon the
Commission to approve mergers or consolidations of public utilities or a change in control of a
public utility beyond the authority the Commission otherwise possesses under Chapter 11 of the
Public Utility Code. Thus, if the Commission finds that the Merger does not require prior
approval under Section 1102(a)(3), then Sections 2210 and 2811 are not applicable to the
transaction. In any event, even if Sections 2210 and 2811 were to be applied to the Merger, there
would be no basis for the Commission to find that it would result in anti-competitive or
discriminatory conduct, would lead to the unlawful exercise of market power, or would prevent
retail natural gas or electricity customers from obtaining the benefits of properly functioning and
workable competitive retail natural gas and electricity markets. As explained in detail in PECO
Statement No. 3, the Direct Testimony of William H. Hieronymus, the Merger will have no
adverse competitive effects on either the wholesale market within PIM or Pennsylvania’s retail

energy markets and, indeed, will likely promote increased retail competition.

E. IMPACT OF THE PROPOSED TRANSACTION ON SERVICE, RATES, JOBS
AND LOCAL COMMUNITIES

23, PECO is committed to providing adequate, efficient, safe and reliable electric and
natural gas service, and its track record of high quality service and dependability bears this out.

The Merger wil! not diminish in any way PECQO’s aggressive pursuit of service excellence. To
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the contrary, the Merger, by combining the resources of two outstanding utility companies and
permitting them to share “best practices,” will make PECO even better positioned to meet future

customer demands and to ensure that high quality service will be maintained and enhanced.

24, PECOQ’s rates, rules and regulations, and the terms and conditions of service in
effect prior to the Merger will not change as a result of the Merger. Going forward, and after
costs-to-achieve are incurred, the Merger will generate economies, some of which will accrue to
the Pennsylvania jurisdictional regulated businesses of PECO. Those economies will help to
offset the increase in the cost of providing regulated electric and natural gas distribution service

and, thus, may give rise, over time, to lower rates than otherwise would be the case.

25.  The Merger will resuit in some reductions in force. Certain positions, primarily in
the managerial and administrative ranks, will no longer be necessary as duplicative functions are
consolidated. The reductions in force will be achieved, to the extent practical, through attrition
and/or the normal retirement process. Severance programs may also be utilized. There are no

plans to reduce field forces in either PECQ’s electric or natural gas delivery functions.

26.  PECO has always played a vital role in the day-to-day life of southeastern
Pennsylvania through the financial support of numerous civic and charitable organizations and,
of equal importance, through the substantial involvement of PECO’s employees in the activities
of those groups. PECO’s commitment to remain a good corporate citizen and an active member

of the communities it serves will continue unabated after the Merger.
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F. BENEFITS OF THE MERGER

27. By combining, in a single holding company structure, three outstanding utilities,
the Merger will create the nation’s premier utility company, with over seven million retail
electric customers and two million retail gas customers being served by PECO, ComEd and
PSE&G in three states. By sharing resources and best practices, the proposed Merger will
enhance operations and strengthen the combined ability of Exelon’s utility subsidiaries to
provide cost-effective, safe and reliable service and, thereby, will affirmatively promote the

public interest in a number of substantial ways.

a. Increased Scale and Scope; Diversification. The combined company
will have increased scale and scope in both energy delivery and generation. In addition, the
combined company will have greater diversification and balance in its energy delivery business
and generation portfolio. This increased scale, scope and diversification is expected to result in

improved service and reliability with greater earnings predictability.

@) Electric Energy Delivery. With respect to the energy delivery
business, the combined company will have three urban-based utility franchises with service areas
encompassing more than 18 million people. PECO, ComEd and PSE&G are all within the
PJM’s control area and have turned over operational control of their respective transmission
systems to PJIM as the FERC-approved RTO. In addition, New Jersey, like Pennsylvania and
Illinois, has restructured its electricity industry to permit and foster retail competition.
Significantly, New Jersey has adopted a competitive auction model for electric distribution
companies in the State to obtain energy and capacity to serve their Basic Generation Service

(BGS) load. As a consequence, PSE&G has several years of experience in acquiring energy and
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capacity through the competitive auction process. It is anticipated that both PECO and ComEd
will benefit from PSE&G’s expertise in this area, since both the PUC and the ICC are
contemplating the adoption of similar competitive acquisition models for Pennsylvania and
Illinois electric distribution companies to acquire energy and capacity to meet their
default/provider of last resort requirements at the end of their respective generation rate cap

penods.

(1) Natural Gas Distribution. PECO provides patural gas
distribution service to approximately 460,000 customers located in southeastern Pennsylvania
outside of the City of Philadelphia. PSE&G provides natural gas distribution service to
approximately 1,600,000 customers in the State of New Jersey. The affiliation of PECO and
PSE&G is also expected to create opportunities to increase efficiencies, improve service and

capture economies of scale and scope in natural gas operations.

() Generation. With respect to the generation business, the
combined company will, before planned divestitures, have 52,000 megawatts of domestic
capacity in multiple states, including approximately 20,000 megawatts of low-cost nuclear
generation. This generation diversification is expected to create a more balanced portfolio in
terms of geography, fuel mix, dispatch and load-servicing capacity. Exelon has a proven track
record of improving and sustaining safety and operating and cost performance at its nuclear
plants, which is grounded on a nuclear management model that Exelon has successfully
implemented at the plants 1t operates. As a consequence, Exelon has achieved first quartile
performance across the entire fleet of nuclear plants it operates. Exelon intends to apply this
same nuclear management model to the Salem and the Hope Creek Generating Stations and

thereby improve the operating performance of those plants while assuring the highest levels of
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safety. [f the capacity factors of PSEG’s nuclear units improve, the availability of more low cost
nuclear generation will put downward pressure on wholesale power prices in the PJM region. As
Dr. Hieronymus explains, lower wholesale prices, in turn, should inure to the benefit of retail

customers.

b. Financial Strength and Flexibility. The diversification of the energy
delivery and generation portfolios of the combined company should result in a more stable cash
flow, with approximately half of the combined company’s eamings and cash flow coming from
the three regulated utilities and approximately half coming from the unregulated generation

business, and provide PECO continued access to capital at favorable rates.

c. Expanded Nuclear Operations. As noted in (a)(i1i), above, the
combined company will have expanded nuclear operations and should be able to capitalize on
Exelon’s nuclear operating and cost structure improvements, as well as the sharing of best

practices across organizations.

d. Sharing of Best Practices. The Merger will combine companies with
complementary areas of expertise, namely, Exelon’s expertise in generation operations and
PSEG’s expertise in transmission and distribution operations. Significantly, PSE&G has
consistently achieved first quartile performance in all major metrics for transmission and

distribution reliability.

e. Synergies. The Merger will create the opportunity to achieve meaningful
cost savings for the regulated and unregulated businesses of Exelon and PSEG through the
sharing of best practices, the elimination of duplicative functions, improved operating

efficiencies in nuclear and other generation operations and supply chain benefits from improved
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sourcing. The synergies that will accrue to the Pennsylvania jurisdictional regulated businesses
of PECO over time will, at least in part, offset the increasing cost of providing regulated retail

utility service and, thereby, may reduce the size of future rate increases.

f Commitment to Competition. As previously explained, the utility
subsidiaries of Exelon and PSEG operate in jurisdictions that have introduced retail electric
competition. Exelon and PSEG have a shared commitment to fostering the continued
development of competitive retail markets for electricity and natural gas, and that commitment
will be continued and strengthened by the combined company. In addition, as Dr. Hieronymus
expiains, the robust mitigation plan that the companies are proposing will fully ameliorate the
generation market concentration that combining the generation portfolios of the companies

creates.

£ impact of the Merger on Employees and Suppliers. The Merger is
expected to benefit employees by making them part of a larger, more diverse organization with
increased opportunities across the combined company’s business lines. As a consequence of the
Merger, the combined company should be able to streamline and increase the efficiency of its

procurement process.

h Impact of the Merger on the Communities Served. The Merger is
expected to benefit the communities served by PECO, ComEd and PSE&G by creating a strong
combined company with operating headquarters and a substantial corporate presence in
Philadelphia, Newark and Chicago. In addition, these companies expect to maintain and enhance

their roles as leaders and active participants in the civic and cultural life of the cities and
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communities they serve and to take an even greater leadership role in contributing money, time

and other resources to charitable institutions and causes throughout their combined service areas.

28.  PECO remains fully committed to providing safe and reliable electric and natural
gas service at reasonable rates and, in fact, is convinced that the Merger will enhance its ability

to do so.

G. WRITTEN TESTIMONY

29.  With this Application, PECO is submitting the written testimony and supporting
exhibits of three witnesses, which, subject to possible supplementation in response to positions,
inquiries and issues set forth in the filings by other parties or in interim orders of the

Commission, will comprise PECO’s case-in-chief:

Denis P. O’Brienis PECO’s President. He describes the Merger and its likely

effects on customers, employees and local communities.

William D. Arndt is Senior Vice President, Financial Operations for Exelon. Mr.
Armndt presents the results of a study that was conducted to assist Exelon and
PSEG in identifying and quantifying the potential cost savings in regulated

operations that will likely arise from the Merger.

William H. Hieronymus is a Vice President of Charles River Associates. Dr.
Hieronymus, a consulting economist, analyzes the Merger for its possible impact
on competition and concludes that the Merger, upon implementation of the
parties’ proposed generation mitigation plan, will have no adverse impact on

Pennsylvania’s retail electric or natural gas markets and, in fact, may facilitate
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30.

additional competition.

H. ADDITIONAL SUPPORTING DATA

The following Exhibits, containing additional information in support of this Joint

Application, are attached hereto:

1-PH/2159237.1

Exhibit A:  Diagram of Exelon’s pre-merger corporate structure.
Exhibit B:  Diagram of PSEG’s pre-merger corporate structure.
Exhibit C:  Agreement and Plan of Merger.

Exhibit D:  Diagram of Exelon’s post-merger corporate structure.

Exhibit E:  Statements of the original cost of PECO’s electric and natural gas
plant in service, by primary account, together with the associated reserve for

depreciation, as of December 31, 2004.

Exhibit F:  Consolidated balance sheet for PECO as of September 30, 2004.
PECOQO’s balance sheet will not be affected by the Merger and, therefore, a pro

forma post-Merger balance sheet is not being submitted.

Exhibit G: A pro forma, post-Merger balance sheet for Exelon as of

September 30, 2004.

Exhibit H.: Income statement for PECO for the twelve months ended

December 31, 2003 and the nine months ended September 30, 2004. PECO’s
income statement will not be affected by the Merger and, therefore, a pro forma

post-Merger income statement is not being submitted.

Exhibit I:  Pro forma, post-Merger income statements for Exelon for the
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twelve months ended December 31, 2003 and the nine months ended September

30, 2004.

Exhibit J: A listing of the number of electric customers and naturai gas
customers, by rate classification, for PECO as of December 31, 2004. The
Merger will have no effect on the number of customers served by PECO or the

rates they are charged.

Exhibit K:  Exelon’s annual report to shareholders for 2003.
Exhibit L:  PSEG’s annual report to shareholders for 2003.
Exhibit M:  Customer Notice.

31 All annual reports, taniffs, certificates of public convenience, applications,
securities certificates and similar documents previously filed by PECO and PSE&G are made a

part hereof by reference.

L. OTHER REGULATORY AND SHAREHOLDER APPROVALS

32.  Exelon and PSE&G will submit the Merger for review by, or seek approval from,
various Federal and State regulatory agencies. The principal regulatory approvals that must be
obtained are: (a) the approval of the Securities and Exchange Commission (SEC) under PUHCA;
(b) the approval of the FERC under the Federal Power Act (FPA); (c) the approval of the
Nuclear Regulatory Commission (NRC) under Section 184 of the Atomic Energy Act of 1954,
(d) the expiration or termination of the waiting period under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976, as amended; (e) the approval of the New Jersey Board of Public

Utilities (NJBPU) under N.J.S.A. 48:2-51.1 and 48:3-10; (f) the written consent of the New York
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Public Service Commission under Section 70 of the New York Public Service Law in connection
with the “indirect transfer” of certain generation assets of PSEG Power located in New York;
and (g) approval by the Federal Communications Commission (FCC) of the transfer of control
by PSEG of certain telecommunications permits or licenses. Under Illinois law, ComEd is not
required to obtain the approval of the Merger by the ICC but, instead, under Section 16-111(G)
of the Illinois Public Utilities Act, is only required to file a notice of the Merger accompanied by

certain information about the Merger.?

33.  The Merger is subject to approval by the shareholders of PSEG. Approval by the
shareholders of Exelqn is required for Exelon to issue additional shares of common stock, as
needed to the consummate the Merger. PSEG and Exelon intend to seek the approval of their
shareholders at meetings to be scheduled for mid-2005 and plan to complete the Merger as soon
as possible after all regulatory and sharehoider approvals have been obtained and the other

conditions precedent to closing have been satisfied or waived.

J. PROPOSED LITIGATION SCHEDULE

34,  The parties to the Merger desire to close the proposed Merger as expeditiously as
possible consistent with the legitimate review rights of interested parties. With that in mind, the
Joint Applicants suggest that holding an initial Prehearing Conference early in the process will
assist the parties in identifying and resolving issues. A litigation schedule can be developed after
the active parties have been identified, with the assistance of the presiding Administrative Law -

Judge.

1~

A copy of the applications being filed with the FERC and the NJBPU for approval of the
Merger will be served on the Commission under separate cover. Copies of the SEC,
(continued).
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K. NOTICE

35.  PECO will shortly begin sending to its customers, and publishing in newspapers
of general circulation, bill inserts, in the form attached hereto as Exhibit M, advising them of this
fiting. PECO is also serving copies of this filing on the Office of Trial Staff, the Office of
Consumer Advocate and the Office of Small Business Advocate and is serving notice of this
filing on all other active parties to PECO’s application proceeding in connection with its 2000
corporate restructuring and merger with Unicom and parties that were active in its natural gas
restructuring proceeding. A service list is attached to the transmittal letter that accompanies this

Joint Application.

NRC, New York and Illinois filings will be served on the Commission after they are
made.
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WHEREFORE, for the reasons set forth above, PECO Energy Company and Public

Service Electric & Gas Company request that the Commission find and determine that its

approval of the proposed Merger is not required under Chapters 11, 22 or 28 of the Public Utility

Code or, alternatively, that the Commission grant such approval and anyv other approvals as it

may determine are necessary in order for the Merger to be lawfully consummated.

Dl WP

Daniel Clearfield
delearfield@wolfblock.com
Wolf, Block, Schorr

& Solis-Cohen LLP
212 Locust Street, Suite 300
Harrisburg, PA 17101
(717)237-7173

Counsel for Public Service
Electric and Gas Company

Richard P. Bonnifield
richard.bonnifield@pseg.com
Vice President - Law

PSEG Services Corporation
80 Park Plaza, T5E

Newark, NJ (7102
973.430.6441

073.623.3261 (Fax)

Counsel for Public Service Electric and Gas
Company

Dated: February 4, 2005
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Respectfullz s?nitﬁ;}%i,
-4 ' 4

Paul R. Bonney

Vice President & Deputy General Counsel
paul.bonney@exeloncorp.com
Kent D. Murphy

Assistant General Counsel
kent. murphy@exeloncorp.com
PECO Energy Company

2301 Market Street

P.O. Box 8699

Philadelphia, PA 19101-8699
215.841.4252

215.841.4282 (Fax)

Thomas P. Gadsden
tgadsden@morganiewis.com
Anthony C. DeCusatis
adecusatis@morganlewis.com
Morgan Lewis & Bockius LLP
1701 Market Street
Philadelphia, PA 19103-2921
215.963.5234

877.432.9652 (Fax)

Counsel for PECO Energy Company




Exelon - Pre-Merger
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PSEG - Pre-Merger
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Exelon Electric & Gas - Post Merger*
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Non-Power
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*Entity names may change at the time of restructure, but such name changes wiil not alter the above structure as depicted.
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PSEG Waterford
PSEG Power
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“*Other direct subsidlaries of Exelon and PSEG are not shown as we anticipate the merger will not affect their relative
placement In the corporate structure.




ELECTRIC

302

350
352
353
354
355
356
357
358
359

360
361
162
354
365
366
367
368
369
370
37
372
kyk}

389
3%
391
393
394
395
397
398
399

PECO Energy - Net Book Plant at 12-31-2004

Account Number and Title

INTANGIBLE PLANT

Franchises & Consents
Total Intangible Plant

TRANSMISSION PLANT
Land and Land Rights
Structures and Improvements
Station Equipment
Towers and Fixtures
Poles and Fixtures
Overhead Conductors and Devices
Underground Conduit
Underground Conduciors and Devices
Roads and Trails

Total Transmission Plant

DISTRIBUTION PLANT

Land and Land Rights

Structures and Improvements

Stazion Equipment

Poles, Towers and Fixtures

Overhead Conductors and Devices

Underground Conduit

Underground Conductors and Devices

Line Transformers

Services

Meters

Installations on Customers’ Premises

Leased Property on Customers’ Premises

Street Lighting and Signal Systems
Total Distribution Plant

GENERAL PLANT
Land and Land Rights
Structures and [mprovements
Office Furniture and Equipment
Stores Equipment
Tocls, Shop and Garage Equipment
Laboratory Equipment
Communication Equipment
Miscellanecus Equipment
Other Tangible Property

Total General Plant

TOTAL ELECTRIC PLANT IN SERVICE

Asset Balance
12/31/2004

162,934
162,934

62,021,147
25,769,799
355,428,511
238,478,203
6,160,462
127,365,671
7,091,431
79,834,336
2,054,612
904,204,172

40,314,180
42,521,031
614,464,967
439,207,069
576,091,329
264,996,251
588,664,319
381,042,673
323,722,226
218,156,114
1,030,123

51,305,439
3,541,515,722

1,607,968
24,271,749
13,479,835

896,382
11,505,041
438,548
3,624,661
3,833,302
437 417
60,094,903

4,505,977,731

Reserve

12/31/2004

(4.854)
13,875.795
142,299,317
120,517,303
1,251,590
64,188,751
4,083,875
37,315,597
1,794.412
385,321,785

£4,160)
25,489,065
264,459,177
99,880,691
175,270,296
109,888,340
131,180,546
147,131,475
81,650,114
70,628,582
891.210

17,277,080
1,123,742,416

8,365,060
1,193,659
271,949
2,669,545
143,956
1,923,520
1,062,476
383
15,630,547

1,524,694,749

Net Plant
12/31/2004

162,934
162,934

62,026,001
11,894,004
213,129,194
117,960,901
4,908,873
63,176,920
3,007,556
42,518,738
260,200
518,882,386

40,318,340
17,031,967
350,005,790
339,326,379
400,821.033
155,107,911
457,483,772
233,911,198
242,072,113
147,527,532
138,912
34,028,360
2,417,773,305

1,607,968
15,906,689
12,286,176

624,433
8,835,496
294,593
1.701,141
2,770,827
437,034
44,464,356

2,981,282,982
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GAS

302
303

305
3N

360
361
362
363
363

374
375
376
377
378
379
380
381
382
387

390
39
394
395
398
399

COMMON

301
303
389
390
391
392
393
394
396
397
388

TOTAL

INTANGIBLE PLANT

Franchises & Consents

Other Plant and Miscellaneous Equipment
Total Intangible Plant

MANUFACTURED GAS PRODUCTION PLANT
Structures and [mprovements
Liguefied Petroleum Gas Equipment

Total Gas Manufacturing Plant

OTHER STORAGE PLANT
Land & Land Rights
Structures and Improvements
Gas Holders
Purification Equipment
Liquefaction Equipment

Total Other Storage Piant

DISTRIBUTION PLANT
Land & Land Rights
Structures and Improvements
Mains
Compressor Siation Equipment
Measuring & Regulating Station Equipment-Generai
Measuring & Regulating Station Equipment-City Gate C. St
Services
Meters
Meter installations
Other Equipment
Total Distribution Plant

GENERAL PLANT
Structures and [mprovements
Office Furniture & Equipment
Tools & Garage Equipment
Laboratory Equipmen
Miscellaneous Equipment
Other Tangible Property
Total General Plant

TOTAL GAS PLANT

GENERAL PLANT

Organization

Miscellaneous Intangible Plant

Land and Land Rights

Structures and Improvements

Office Furniture and Equipment

Transportation Equipment

Stores Equipment

Tools. Shop and Garage Equipment

Power Operated Equipment

Communication Equipment

Miscellaneous Equipment
TOTAL COMMON PLANT

50,033
4,212,009
4,262,041

872,397
13,442,292
14,314,689

15,948
5.908,7t7
6,800,345
9.881.470
7.574.617

30,181,086

2,734,860
14,298,133
713.806.627
24,692
11,491,642
33,202,352
431,160,966
58,472,093
110,204,630
1,805,737
1,377,201,732

3,592,606
1.341.019
2,015,615
3,007,186

165,189
60,592
10,182,206

1,436,14,765

677,136
147,473,959
7,007,557
215,145,701
29,360,958
63,175,802
1,921,478
13.408,810
185,066
21,657,896
1,129,643
501,144,005

6,443,263,500

2,927,591
2,927,591

558,353
9,734,090
10,292,443

3,566,920
6.603,148
5,483,753
5,538,640
21,124,461

3,179,021
193,864,207
24,692
4,187,664
13,215,239
144,318,440
17,580,857
33,034,781
524,073
409,928,975

1,722,104
153,057
327570
954,019

80,207
60,592
3,297,549

447,571,019

102,408,785
56,329,777
11,812,289
23,343,654
681,487
6,576,119
80,697
5,965,850
278710

207,478,368

2,179,744,136

50,033
1.284.418
1,334,451

314,044
3,708,202
4,022,246

15.948
2,341,797
195,i97
4,467.717
2,035.977
9,056,635

2,734,860
1,119,111
519,942 420
7,303,978
19,987,113
286.842,526
40.891.236
77,169.849
1,281,665
967,272,757

1,870,501
1,187,962
1,688,045
2,053,167

84,982

6,884,657

988,570,746

677.136
45,065,174
7,007,557
158,815,924
17,548,669
39,832,148
1,239,991
6,832,691
104,369
15,691,046
850,933
293,665,637

4,263,519,365
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Exhibit F
PECO Energy Company and Subsidiary Companies
Consolidated Balance Sheets
September 30, December 31,
{in millions) 2004 2003
Assets
Current assets
Cash and cash equivalents b 145 g 44
Accounts recetvable, net
Customer 325 363
Other 35 27
Inventories, at average cost
Gas 112 99
Materials and supplies 9 7
Investment in Exelon intercompany money pool 26 -
Deferred income taxes 32 64
Deferred energy Costs 29 g1
Prepaid taxes 50 1
QOther 12 10
Total current assets 775 696
Property, plant and equipment, net 4,305 4,256
Deferred debits and other assets
Regulatory assets 4,931 5,226
Investments 19 20
Investment in affiliates 108 123
Receivables from affiliates 15 13
Pension asset 78 68
Qther 14 8
Toral deferred debits and other assets 5,165 5,458
Total assets § 10,245 $§ 10410




Exhibit F
PECO Epergy Company and Subsidiary Companies
Consclidated Balance Sheets
(Unaundited)
September 30, December 31,
(in millions) 2004 2003
Liabilities and shareholders’® equity
Current liabilities
Commercial paper g - $ 46
Payables to affiliates 161 150
Long-term debt 1o PECO Energy Transition Trust due within one year 272 153
Accounts payable 64 92
Accrued expenses 293 237
Other 42 35
Total current liabilities 232 713
Long-term debt 1,356 1,359
Long-term debt to PECO Energy Transition Trust 3,291 3,696
Long-term debt to other affiliates 184 184
Deferred credits and other liabilities
Deferred income taxes 2,886 2,986
Unamortized investment tax credits 20 22
Non-pension postretirement benefits obligation 317 287
Other 140 147
Total deferred credits and other liabilities 3,363 3,442
Total liabilities 9,026 9,394
Commitments and contingencies
Shareholders® equity
Comimon stock 2,000 1,599
Receivable from parent (1,518) (1,623)
Preferred stock 87 87
Retained eamings 639 546
Accumulated other comprehensive income i1 7
Total shareholders’ equity 1,219 1,016
Total liabilities and shareholders’ equity 5 10,245 $ 10,410




PRO FORMA FINANCJAL INFORMATION

EXELON
UNAUDITED PRO FORMA CONDENSED COMBINED
CONSOLIDATED FINANCIAL STATEMENTS

The following Unaudited Pro Forma Condensed Combined Consolidated Financial Statements are based on
the historical consolidated financial statements of Exelon and PSEG afier giving effect to:

. the merger using the purchase method of accounting with Exelon treated as the acquirer; and
. Exelon’s 2004 disposition of Boston Generating, L1.C, a previously indirect wholly-owned
subsidiary.

As described in the accompanying notes, Exelon’s cost to acquire PSEG will be allocated to the met
tangible and identifiable intangible assets acquired and liabilities assumed based upon their estimated fair values as
of the completion of the merger, which is currently expected to occur in the first half of 2006. The excess of
purchase price, including estimated fees and expenses related to the merger incurred by Exelon, over the preliminary
estimated fair values of the net assets acquired and liabilities assumed is classified as goodwill in the accompanying
Unaudited Pro Forma Condensed Combined Consolidated Balance Sheet. Exelon may record some additional level
of amortizable intangible assets not yet identified or recorded in these pro forma financial statements. The purchase
method of accounting applied to the merger is based on current accounting literature, which may be amended prior
to the completion of the merger and could materially impact the allocation of purchase price.

The Unaudited Pro Forma Condensed Combined Consolidated Statements of Operations give effect to the
merger as though it occurred on January 1, 2003. The Unaudited Pro Forma Condensed Combined Consolidated
Balance Sheet gives effect to the merger as though it occurred on September 30, 2004,

The Unaudited Pro Forma Condensed Combined Consolidated Financial Statements include estimates of
potential adjustments for events that are:

° directly atiributable to the merger;
. factually supportable; and
. with respect to the statements of operations, expected to have a continuing impact on the

combined company’s results.

These preliminary adjustments are based on Exelon’s and PSEG’s managements’ current estimates and are
subject to change pending additional information that may come to their knowledge and as decisions are made with
respect to the corporate restructuring described under “The Merger — Corporate Restructuring.” The actual
adjustments recorded in purchase accounting will be based on final valuations as determined by management and
independent third parties and may differ materially from the preliminary amounts recorded in the Unaudited Pro
Forma Condensed Combined Consolidated Financial Statements.

The historical financial information of Exelon and PSEG as of and for the nine months ended Septernber
30, 2004 is unaudited. The historical financial information of Exelon and PSEG for the year ended December 31,
2003 is derived from the audited financial statements of Exelon and PSEG, respectively, but does not include all
disclosures required by accounting principles generally accepted in the United States (GA AP).

You should read these Unaudited Pro Forma Condensed Combined Consolidated Financial Statements in
conjunction with the:

. accompanying Notes to Unaudited Pro Forma Condensed Combined Consolidated Financial
Statements;



. separate unaudited historical financial statements of Exelon and PSEG as of and for the nine
moenths ended September 30, 2004, included in Exelon’s and PSEG’s respective Quarterly Reports
on Form 10-Q for the nine-month period ended September 30, 2004, which are incorporated by
reference into this joint proxy statement/prospectus; and

. separate historical financial statements of Exelon and PSEG as of and for the year ended
December 31, 2003, included in Exelon’s and PSEG’s respective Annual Reports on Form 10-K
for the year ended December 31, 2003, which are incorporated by reference into this joint proxy
statement/prospectus.

These Unaudited Pro Forma Condensed Combined Consolidated Financial Statements are presented
for illustrative purposes only and are not necessarily indicative of what the combined company’s financial
position or operating results actually would have been had the merger been completed on the dates indicated.
In addition, the Unaudited Pro Forma Condensed Combined Consolidated Financial Statements do not
purport to project the future financial position or operating results of the combined company.



EXELON

UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED

BALANCE SHEET
As of September 30, 2004

(in millions)

(a)
Exelon PSEG Pro
Historical Historical Forma Exelon
{unaudited) {unaudited) Adjustments Pro Forma
ASSETS

Cash and cash equivalents 5 584 § 316 3O O b 891
Restricted cash and investments 166 162 - 328
Accounts receivable, net 2,027 1,523 (22) (B 3.528
Mark-to-market derivative assets 403 179 {45) (I} §37
Inventories 517 944 13 ) 1.474
Deferred income taxes 49 15 115 (k) 179
Other 308 327 40) (M 595
TOTAL CURRENT ASSETS 4,054 3,466 12 7,532
Property, plant and equipment, net 20,724 13,487 2,060 (¢) 35,662

29 (d)

(639) (e)
Regulatory assets 4,931 4,726 347 (g} 10,004
Nuclear decornmissicning trust fimds 4,943 1,011 - 5,054
Investments 895 4,440 (19 (e} 5,501

1285 (O
Goodwill 4,707 498 7.907 (b} 13,112
Mark-to-rmarket derivative assets 432 41 (16) (I 457
Deferred debits and other assets 1,373 379 280 (e} 2,643

63 (d)

737 )

a7 G

Qo) Iy
TOTAL ASSETS $42,059 $28,048 $10,758 $ 80865

See accompanying Notes to Unaudited Pro Forma Condensed Combined Consolidated Statement of Operations,
which are an integral part of these statements.



EXELON
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
BALANCE SHEET
As of September 30, 2004
(in millions)

(a)
Exelon PSEG Pro
Historical Historica} Forma Exelon
(unaudited) (unaudited) Adjustments Pro Formma
LIABILITIES AND SHAREHOLDERS’ EQUITY
Commercial paper 3 325 S 660 $ - $ 985
Long-term debt due within one year 2991 442 55 (g 1,681
193 (g)
Accounts payable 1,136 913 (39 () 2,010
Mark-to-marke: derivative liabilities 635 437 7y O 1,085
Accrued expenses 1,097 424 41 (b 1,562
Other 301 457 (18) ) 740
TOTAL CURRENT LIABILITIES 4,505 3,333 223 8,063
Long-term debt 12,756 12,996 292 (g) 26,665
621 (g
Deferred credits and other liabilities:
Deferred income taxes 4,735 4,103 (360) (k) 8,278
Unamortized investment tax credits 278 64 - 342
Asset retirement obligations 3,473 303 548 (h) 4,324
Pension and postretirement benefii obligations 2,463 140 967 (1) 4,152
582 (i)
Spent nuclear fue! obligation 875 - - 875
Regulatory liabilities 2,009 516 737 ) 3,262
Mark-to-market derivative liabilities 391 283 @n O 627
Other 888 659 512 () 1,868
a7
a
TOTAL DEFERRED CREDITS AND OTHER LIABILITIES 15,112 6,068 2,548 23,728
Minority interest of consolidated subsidiaries 53 - - 53
Preferred securities of subsidiaries 87 80 - 167
SHAREHOLDERS® EQUITY
Common stock 7,532 4,549 (4,549) (m) 20,161
12,629 (b)
Treasury stock, at cost (75) {978) 978 (m) {(75)
Retained eamings 3,256 2,469 (2.469) (m} 3,248
& M
Accumulated other comprehensive loss (1,167 (469) 469 (m) (1,145)
22 ()
TOTAL SHAREHOLDERS® EQUITY 9,546 5,571 7,072 22,189
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 542,059 328,048 $10,758 3 80.865

See accomnpanying Notes to Unaudited Pro Forma Condensed Combined Consolidated Balance Sheet,
which are an integral part of these statements.
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EXELON
NOTES TO UNAUDITED PRO FORMA CONDENSED
COMBINED CONSOLIDATED BALANCE SHEET

PSEG Historical Presentation — Certain reclassifications have been made to PSEG’s historical presentation in
order to conform to Exelon’s historical presentation.

Goodwill — The estimated total purchase price of the merger, based on the average per share price of Exelon
commo#n stock during the two trading days before and the two trading days after December 20, 2004, the date
the merger was announced, and the excess of purchase price over the book values of the assets acquired and
liabilities assumed is as follows ($ in millions):

Value of Exelon common stock issued $ 12,516
Value of PSEG options assumed 113
Total estirnated purchase price 12,629
Less: Book value of PSEG assets acquired and liabilities assumed (5,571)
Excess of purchase price over net book value of assets acquired $ 7,058

Under the purchase method of accounting, the total estimated purchase price, as shown in the table above, is
allocated to PSEG’s net tangible and identifiable intangible assets acquired and liabilities assumed based on
their estimated fair values as of September 30, 2004. The fair value of these assets and liabilities is
preliminary and is subject to change pending additional information that may come to our knowledge and
restructuring decisions made upon completion of the merger. Additionally, the purchase method of
accounting applied to the merger is based on current accounting literature, which may be amended prior to the
completion of the merger and could materially impact the allocation of purchase price. The preliminary
adjustments to the assets acquired and liabilities assumed are as follows (§ in millions):

Excess of purchase price over net book value of assets acquired 3 7,058
Adjustrments to goodwill related to:

Property, plant and equipment, net (1,451)
Investments {166)
Deferred tax assets (115)
Other assets {(exclusive of intercompany transactions) (323}
Pension and postretirement benefit obligations 1,549
Long-term debt ) 814
Asset retirement obligation 548
Power sale contracts 512
Deferred tax liabilities (560)
Other liabilities (exclusive of intercompany transactions) 41
Total adjustments 849
Total adjustment to goodwill g 7.907

Pursuant to Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible
Assets,” goodwill is not amortized; rather, impairment tests are performed at least annually, or more
frequently if circumstances indicate an impairment may have occurred. If an impairment exists, the goodwill
is immediately written down to its fair value through a current charge to earnings. Accordingly, the goodwill
arising from the merger will be subject to an impairment test at least annually. Additionally, this goodwill
will be allocated and “pushed down” to the underlying subsidiaries whose underlying assets and liabilities
give rise to the fair value adjustments.

Power Generating Assets — Represents the pro forma adjustment of $2,061 million required to record PSEG's
power generating assets at estimated fair market value, comprised of a $3,015 million write-up of PSEG’s
nuclear generating facilities and a ($954) million write-down of PSEG’s fossil and other facilities. These
adjustments were determined based on Exelon’s and PSEG’s managements’ estimates of fair value based on
estimates of cost per kilowatt hour of power.

The preliminary analyses indicated fair value estimates of PSEG’s nuclear generating facilities ranging from



(@)

{e)

approximately $2.1 billion to $3.4 billion. These analyses are significantly affected by assumptions regarding
nuclear plant capacity factors, operating costs and the expected market price for electricity. The $3,015
million adjustment reflects the difference between the highpoint of the range and the $430 million book value
of the nuclear stations as of September 30, 2004, as management believes this to be an appropriate estimate of
the fair value of the underlying assets.

The preliminary analyses indicated fair value estimates of PSEG’s fossil and other facilities ranging from
approximately $2.4 billion to $4.2 billion. The ($954) million adjustment reflects the difference between the
$3.3 billion midpoint of the range and the $4.3 billion book value of the facilities as of September 30, 2004,
as management believes this to be an appropriate estimate of the fair value of the underlying assets.

These adjustments will be depreciated over the estimated remaining useful lives of the underlying assets.

These adjustments could be materially affected by changes in estimates of future capacity factors, operating
costs and the expected market price for electricity at closing of the merger. Independent appraisals are
expected to be completed by the closing of the merger.

Nuclear Fuel — Represents the pro forma adjustment of $92 million required to record PSEG’s nuclear fuel
supply at estimated fair market value. The adjustment was determined based on nuclear fuel supply contracts
previously entered into by PSEG with terms favorable 1o current market prices. The adjustment includes fair
value adjustments to the nuclear fuel physically contained in the nuclear reactors as well as to nuclear fuel
supply contracts. Accordingly, $29 million of this adjustment was recorded as an increase to property, plant
and equipment, net for fuel in the reactors and $63 million was recorded as an intangible asset within other
non-current assets for nuclear fuel supply conracts. The intangible asset will be amortized on a straight-line
basis over the terms of the underlying contracts.

PSEG’s Global Business — Represents the pro forma adjustment of ($378) million required to record at fair
value PSEG’'s consolidated plant and non-consolidated equity investments in domestic and foreign entities,
joint ventures and partnerships. The adjustment was determined based on an assessment of recent market
comparable purchase and sale transactions for similar investments in the same region or, in the absence of
sufficient recent comparable transactions, Exelon’s and PSEG’s managements’ assessment of the fair value of
the investment afier considering all available information that would provide an indicator of fair value.
Additionally, this adjustment considers the anticipated strategy of the combined company to divest in an
orderly fashion of all or a portion of these investments that do not meet the strategic objectives of the
combined company after the close of the merger (see related discussion in “Risk Factors — Risks Related to
the Merger”).

The range of potential adjustment, using both recent market comparable purchase and sale transactions for
similar invesiments in the same region and discounted cash flow models, was an approximate write-up of
$500 million to an approximate write-down of $1.1 billion. The range of potential adjustment based only on
recent market comparable transactions was an approximate write-down of $300 million to $800 million.
Until independent third-party valuations are received on each of the underlying investments, Exelon and
PSEG have determined the mid-point of the range of recent market comparabie transactions to be a
reasonable fair value for purposes of these pro forma financial statements, unless Exelon and PSEG
management concluded that the discounted cash flow models were a more appropriate indicator of fair value.
Of the total adjustment of ($378) million, a ($639) million write-down was recorded to property, plant and
equipment, net (related to property, plant and equipment within these entities that has historically been
consolidated by PSEG), a $280 million write-up was recorded to power sale contracts related to consolidated
property, plant and equipment, net and a net ($19) million write-down was recorded to investments (related to
equity investments in the Global entities).

These adjustments could be materially affected by changes in the economies and political and regulatory
structures of the countries in which these investments reside, as well as by changes in interest rates,
commodity prices and third-party appraisals.

Investments in Leveraged Leases — Represents the pro forma adjustment of $185 million required to record
PSEG’s leveraged lease portfolio at estimated fair market value. This adjustment was derived using a fair
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valuation methodology that considered the present value of the estimated future after-tax cash flows of these
investments from January 1, 2005 onward as a reasonable proxy for the estimated future after-tax cash flows
from October 1, 2004 onward. The present value of the cash flows was determined using interest rates
ranging from 5% to 9% based on the credit quality, lease structure and expected return on individual leases.

This adjustment could be materially affected by changes in interest rates and actual future cash flows
generated by these leases. The fair valuation of the lease portfolio does not reflect the potential exposure
related to the uncertainty of the tax deductibility of rents paid under the lease agreements. See related
discussion in “Risk Factors — Risks Relating to the Business of the Combined Company — The IRS might
successfully challenge certain lease transactions entered inio by PSEG, which could have a material adverse
impact on the combined company’s operating results.”

Debt — Represents the pro forma adjustment of $1,161 million required to record PSEG’s third-party debt,
including transitional trust notes, at estimated fair market value, Based on the nature of the underlying debt
instruments, $347 million of this adjustment (related to regulated debt at the PSE&G utility, including
securitized debt) was offsct by as an increase to regulatory assets and $814 million of this adjustment (related
to unregulated debt) was recorded as an increase 1o goodwill. The final fair value determination will be based
on prevailing market interest rates at the completion of the merger and the necessary adjustment will be
amortized as a reduction (in the case of 2 premium to book value) or an increase (in the case of a discount to
book value) to interest expense over the remaining life of the individual debt issues. Additionally, this
adjustment could be materially affected by the rate structure of the PSE&G utility upon completion of the
merger.

Asset Retirement Obligations — Represents the pro forma adjustment of $548 million required to record
PSEG’s asset retirement obligations related to its nuclear generating facilities at estimated fair market value.
The adjustment was determined based on differences between the discount rate and other assumptions used
by Exelon and PSEG. This adjustment could be materially affected by changes in interest rates, updated
nuclear decommissioning cost studies, the timing and amount of actual cash flows, and changes in
management’s assumptions related to nuclear decommissioning,

Pension and Postretirement Benefit Obligations — Represents the pro forma adjustments of $967 million and
$582 million required to record PSEG’s pension and postretirement benefit obligations, respectively, to
reflect the elimination of intangible assets, previously deferred gains and losses, prior service cost and
transition obligations; the fair value of the projected benefit obligation discounted at market rates in effect at
September 30, 2004 (6%); and the market value of plan assets at September 30, 2004 for the funded plans.

The final fair value determination of the pension and postretirement benefit obligations may differ materially,
largely due to potential changes in discount rates, return on plan assets up to the date of completion of the
merger and the conforming of certain Exelon and PSEG assumptions surrounding the determination of these
obiigations. Additionally, this adjustment couid be materially affected by the rate structure of the PSE&G
utility upon completion of the merger.

Power Supply and Fuel Contracts — Represents the pro forma adjustment of $512 million required to record at
estimated fair market value PSEG Power LLC’s power supply and fuel contracts, which are accounted for as
“normal purchase, normal sale™ transactions under SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities,” or other contractual commitments. This adjustment was recorded as an increase to
goodwill. Additionally, a $737 million increase was recorded to both other long-term assets and regulatory
liabilities to reflect PSE&G’s power purchase contracts at their estimated fair value. As a result of the
intercompany transactions between PSE&G and PSEG Power LLC, $179 million of the fair value adjustment
to both intangible assets and intangible liabilities is eliminated in consolidation.

These adjustments will be accreted to earnings based on the remaining lives of the underlying contracts.
These adjustments were determined based on market information, if available, as well as Exelon’s and

PSEG’s managements’ view of the forward market curves for energy prices. This adjustment could be
materially affected by changes in market prices of power, the forward price curves for the underlying
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commodities and changes in contraci terms.

Deferred Income Taxes — The current deferred tax asset represents the estimated impact on the allocation of
purchase price to current liabilities. The non-current deferred tax liability represents the estimated impact on
the allocation of purchase price to non-current assets. These estimates are based on the estimated prospective
statutory tax rate of 40% for the combined company and could change based on changes in the applicable tax
rates and finalization of the combined company’s tax position.

Intercompany Transactions — Represents the pro forma adjustment required to eliminate cash advances,
accounts receivable and payable, inventories and other current and non-current assets and liabilities between
Exelon and PSEG recorded at September 30, 2004 in each company’s historical financial statements. These
amounts relate primarily to purchases and sales of energy between the parties, as well as billings for services
provided by one company to the other in connection with the operation of co-owned nuclear generating
facilities.

Sharchoiders’ Equity / Accumulated Other Comprehensive Loss — Represents pro forma adjustmenis to

eliminate the historical shareholders’ equity of PSEG and the issuance of additional Exelon equity in
connection with the merger.




Exhibit H
PECO Energy Company and Subsidiary Companies
' Consolidated Statements of Income
(Unaudited)
(in millions) For the Year Ended 12/31/03
Operating revenues
Operating revenues $4,377
Operating revenues from affiliates 11
Total operating revenues $4.388
Operating expenses
Purchased power $ 244
Purchased power from affiliates $1,433
Fuel $ 419
Operating and maintenance $ 518
Operating and maintenance from affiliates $ 57
Depreciation and amortization $ 487
Taxes other than income $ 173
Total operating expense 3,332
Operating income 1,056
Other income and deductions
Interest expense (321)
Interest expense to affiliates {(3)
Distributions on mandatorily redeemable
Preferred securities (8)
Equity in earnings of unconsolidated affiliates
Other, net 2
Total other income and deductions (330)
Income before income taxes 726
Income taxes 253
Net income 473
Preferred stock dividends 5
Net income on common stock __$468




Exhibit H1

PECO Energy Company and Subsidiary Companies
Consolidated Statements of Income

(Unaudited)

(in millions)

Nine Months Ended 9/30/04

Operating revenues

Operating revenues $3,381
Operating revenues from affiliates 14
Total operating revenues $3,395
Operating expenses
Purchased power $ 149
Purchased power from affiliate $1,108
Fuel $ 354
Fuel from affiliate $ 14
Operating and maintenance $ 310
Operating and maintenance from affiliates $ 77
Depreciation and amortization $ 395
Taxes other than income $ 181
Total operating expense $2,588
Operating income $ 807
Other income and deductions
Interest expense (42)
Interest expense to affiliates (187)
Distributions on mandatorily redeemable
Preferred securities .
Equity in losses of unconsolidated affiliates (19)
Qther, net 8
Total other income and deductions (240)
Income before income taxes 567
income taxes 185
Net income 372
Preferred stock dividends (3)
Net income on common stock $369




PRO FORMA FINANCIAL INFORMATION

EXELON
UNAUDITED PRO FORMA CONDENSED COMBINED
CONSOLIDATED FINANCIAL STATEMENTS

The following Unaudited Pro Forma Condensed Combined Consolidated Financial Statements are based on
the historical consolidated financial statements of Exelon and PSEG afier giving effect io:

. the merger using the purchase method of accounting with Exelon treated as the acquirer; and
. Exelon’s 2004 disposition of Boston Generating, LLC, a previously indirect wholly-owned
subsidiary.

As described in the accompanying notes, Exelon’s cost to acquire PSEG will be allocated to the net
rangible and identifiable intangible assets acquired and liabilities assumed based upon their estimated fair values as
of the completion of the merger, which is currently expected to occur in the first half of 2006. The excess of
purchase price, including estimated fees and expenses related to the merger incurred by Exelon, over the preliminary
estimated fair values of the net assets acquired and liabilities assumed is classified as goodwill in the accompanying
Unaudited Pro Forma Condensed Combined Consolidated Balance Sheet. Exelon may record some additional level
of amortizable intangible assets not yet identified or recorded in these pro forma financial statements. The purchase
method of accounting applied to the merger is based on current accounting literature, which may be amended prior
to the completion of the merger and could materially impact the allocation of purchase price.

The Unaudited Pro Forma Condensed Combined Consolidated Statements of Operations give effect to the
merger as though it occurred on January 1, 2003. The Unaudited Pro Forma Condensed Combined Consolidated
Balance Sheet gives effect to the merger as though it occurred on September 30, 2004,

The Unaudited Pro Forma Condensed Combined Consclidated Financial Statements include estimates of
potential adjustments for events that are:

. directly attributable to the merger;
. factually supportable; and
. with respect to the statements of operations, expected 10 have a continuing impact on the

combined company s resulis.

These preliminary adjustments are based on Exelon’s and PSEG’s managements’ current estimates and are
subject to change pending additional information that may come to their knowledge and as decisions are made with
respect to the corporate restructuring described under “The Merger — Corporate Restructuring.” The actual
adjustments recorded in purchase accounting will be based on final valuations as determined by management and
independent third parties and may differ materiaily from the preliminary amounts recorded in the Unaudited Pro
Forma Condensed Combined Consolidated Financial Statements.

The historical financial information of Exelon and PSEG as of and for the nine months ended September
30, 2004 is unaudited. The historical financial information of Exelon and PSEG for the year ended December 31,
2003 is derived from the audited financial statements of Exelon and PSEG, respectively, but does not include all
disclosures required by accounting principles generally accepted in the United States (GAAP).

You should read these Unaudited Pro Forma Condensed Combined Consolidated Financial Statements in
conjunction with the:

. accompanying Notes to Unaudited Pro Forma Condensed Combined Consolidated Financial
Statements;



. separate unaudited historical financial statements of Exelon and PSEG as of and for the nine
months ended September 30, 2004, included in Exelon’s and PSEG’s respective Quarterly Reports
on Form 10-Q for the nine-month period ended September 30, 2004, which are incorporated by
reference into this joint proxy statement/prospectus; and

. separate historical financial statements of Exelon and PSEG as of and for the year ended
December 31, 2003, included in Exelon’s and PSEG’s respective Annual Reports on Form 10-K
for the year ended December 31, 2003, which are incorporated by reference into this joint proxy
statement/prospectus.

These Unaudited Pro Forma Condensed Combined Consolidated Financial Statements are presented
for illustrative purposes only and are not necessarily indicative of what the combined company’s financial
position or operating results actually would have been had the merger been completed on the dates indicated.
In addition, the Unaudited Pro Forma Condensed Combined Consolidated Financial Statements do not
purport to project the future financial position or operating results of the combined company.



EXELON
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATEMENT OF OPERATIONS
For the Nine Months Ended September 30, 2004
(in millions, except per share data)

F-*--

(®)
Pro Forma (a)
Exelon Adjusment PSEG
Historical for Boston Exelon as  Historical Pro Forma Exelon
{unaudited) Generation Adjusted  (unaudited) Adjusiments Pro Forma
OPERATING REVENUES s 11,137 § (248)  £10,889 $ 8258 $ 156 (c) $ 19,397
(e
127 (W}
l @2 G)
" OPERATING EXPENSES
Purchased power and fuel 3.888 {222) 3,666 4,495 44y (c) 8,115
@ @

' Operating and maintenance 2,921 (57) 2,864 1.614 17 (d) 4,495
Depreciation and amortization 980 4 976 534 69 (e} 1,579
Taxes other than income taxes 556 9) 547 103 - 650

TOTAL OPERATING EXPENSES 8,345 (292) 8,053 6,746 40 14,839

+ OPERATING INCOME 2,792 44 2,836 1.512 210 4,558
Other income and deductions

Interest expense {689) 5 (684) (650) 84 (D (1,250)

Distributions on preferred securities of subsidiaries [€))] - 3) {3 - {6}

Equity in earnings of unconsolidated affiliates (97 - (97) 92 5 (& (10}

l Other, net 121 (90) 31 S0 - 121

TOTAL OTHER INCOME AND DEDUCTIONS (668) {85} (753) (471) 79 (1,145}

INCOME (LOSS) BEFORE INCOME TAXES AND
MINQRITY INTEREST 2,124 {41) 2,083 1,041 289 3413
I Income 1ax provision (benefit) 636 (17) 639 404 158 (h) I,266
65 ()

Minority interest income {expense}. net of tax i0 - 10 (3) - 7

. INCOME (LOSS) FROM CONTINUING OPERATIONS $ 1478 $ (24) § 1454 § 634 $ 66 $ 2,154
Weighted average shares of common stock outstanding:

I Basic 660 237 950 (k)
Diluted 668 238 962 (k)

l Income per share from continuing operations:

Basic $2.24 $2.68 $2.27
Diluted $2.21 $2.67 $2.24

See accompanying Notes to Unaudited Pro Forma Condensed Combined Consolidated Statement of Operations,
which are an integral part of these statements.



l EXELON
UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
' STATEMENT OF OPERATIONS
For the Year Ended December 31, 2003
(in millions, except per share data)
(®)
Pro Forma
Adjustment {a) Exelon
' Exelon for Boston Exelon as PSEG Pro Forma Pro
Historical Generation Adjusted Historical Adjustments Forma
OPERATING REVENUES $ 15812 3 (618) 315194 $11,116 $ 388 (o) $ 26,847
l a4 (0
189 (h)
(26) @)
OPERATING EXPENSES
Purchased power and fuel 6,375 (533} 5,842 6,368 (140) () 12,030
' @0 (@
Asset impairment 045 (945) - - - -
Operating and maintenance 4,508 (87) 4,421 2,120 22 (d) 6,563
Depreciation and amortization i,126 (16) 1,110 527 93  (e) 1,730
Taxes other than income taxes 581 - 581 136 . 717
TOTAL OPERATING EXPENSES 13,535 (1,581) 11,954 9,151 {65) 21,040
OPERATING INCOME 2,277 963 3,240 1,965 602 3,807
Other income and deductions
l Interest expense (8813 17 {864) (836) 193 (D (1,507)
Distributions on preferred securities of subsidiaries (39} - 39 4) - {43}
Equity in earnings of unconsolidated affiliates 33 - 33 114 (N (8 140
QOther, net {261) - {261) 90 - (i71)
I TOTAL OTHER INCOME AND DEDUCTIONS (1,148) 17 (1,131 (636) 186 (1,581)
INCOME BEFORE INCOME TAXES AND MINORITY
INTEREST 1,129 980 2,109 1,329 788 4.226
Income tax provision 331 127 458 464 235 (h) 1,396
239 (j)
l Minority interest incorne (expense), net of tax {3) - (3) (13 - {18)
INCOME FROM CONTINUING OPERATIONS 3 7R § 853 § 1,646 § 852 $ 314 § 2,812
l Weighted average shares of common stock outstanding:
Basic 651 228 931 (k)
l Diluted 657 229 940 (k)
Income per share from continuing operations:
Basic $1.22 $3.73 $3.02
' Diluted $1.21 $3.72 $2.99
'.

See accompanying Notes to Unaudited Pro Forma Condensed Combined Consolidated Statement of Operations,
which are an integral part of these statements,
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EXELON
NOTES TO UNAUDITED PRO FORMA CONDENSED
COMBINED CONSOLIDATED STATEMENT OF OPERATIONS

PSEG Historical Presentation -- Certain reclassifications have been made to PSEG’s historical presentation in
order to conform to Exelon’s historical presentation. These adjustments had no irnpact on the historical net
income reported by PSEG.

Boston Generating, LLC — Amounts represent the pro forma adjustments required to eliminate the historical
results of operations of Boston Generating, LLC, a previously indirect wholly-owned subsidiary, from
Exelon’s historical results of operations. The disposition of this business met the significance test under SEC
Regulation 8-X, Article 3, Rule 3-05; accordingly, the pro forma financial information previously filed on
Form 8-K on June 9, 2004 is inciuded as an adjustent to these unaudited pro forma condensed combined
consolidated financial statements.

Operating Revenues and Purchased Power and Fuel — Represents the pro forma adjustments required to

reflect the net incremental operating revenue and net reduction in fuel expense resulting from the

- amortization of the fair valuation adjustment related to PSEG’s power supply and fuel contracts (se¢ balance

sheet note (j)), as well as the reduction in operating revenue related to increased amortization of fuel supply
contracts associated with PSEG’s Global business.

Operating and Maintenance Expense — Represents the pro forma adjustment required to reflect additionat
accretion expense arising from the fair valuation of PSEG’s asset retirement obligations related to its nuclear
generating facilities (see balance sheet note (h)).

Depreciation and Amortization Expense — Represents the pro forma adjustment required to reflect the net
incremental depreciation and amortization expense resulting from the fair valuation of power generating
assets, nuclear fuel and consolidated global generating assets, detailed as follows ($ in millions):

Adjustment for the Adjustment for the
nine-months ended year ended
Description September 30, December 31,
2004 2003
Power generating assets (see balance sheet note (c)).......... §75 $99
Nuclear fuel and related intangible (se¢ balance sheet note (d)) ....... 9 13
Consolidated global generating assets (see balance sheet note (e)) .. (15) 1))
Total %69 393

Interest Expense — Represents the pro forma adjustment to interest expense resulting from the fair valuation
of PSEG’s third-party debt (see balance sheet note (g)). The final fair value determination of the debt will be
based on prevailing market interest rates at the completion of the merger and the necessary adjustment will be
amortized as a reduction (in the case of a premium to book value) or an increase (in the case of a discount to
book value) to interest expense over the remaining life of the individual debt issues.

Equity in Earnings of Unconsolidated Affiliates — Represents the pro forma adjustment required to reflect a
net decrease in equity in earnings of unconsolidated investments resulting from the fair value adjustment of
the basis of PSEG’s equity investments in domestic and foreign entities, joint ventures and partnerships (see
balance sheet note (¢)) and the related decrease in equity earnings that would have been recorded by PSEG
had the basis difference in the investment been amortized.

Operating Revenues and Income Tax Provision — Represents the pro forma adjustment of $127 million for the
nine months ended September 30, 2004 and $189 million for the year ended December 31, 2003 required to

increase operating revenues resulting from the fair valuation of PSEG’s investments in leveraged leases (see
balance sheet note (f)). Adjustment also reflects a related increase in the provision for income taxes of $158
million for the nine months ended September 30, 2004 and $235 million for the year ended December 31,
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2003. The amounts determined in this adjustment were based on the provisions of FASR Financial
Interpretation No, 21, “Accounting for Leases in a Business Combination,”

Intercomnpany Transactions — Represents the pro forma adjustments required to eliminate transactions
between Exelon and PSEG included in each company’s historical financial statements. The underlying
amounts in these adjustments relate primarily to purchases and sales of energy between the parties.

Income Tax Provision — Represents the pro forma tax effect of the above adjustments, exclusive of the tax
effect described in note (h), determined based on an estimated prospective statutory tax rate of 40% for the
combined company. This estimate could change based on changes in the applicable tax rates and finalization
of the combined company’s tax position.

Shares Qutstanding — The pro forma weighted average number of basic shares outstanding is calculated by
adding Exelon’s weighted average number of basic shares of common stock outstanding for the nine months
ended September 30, 2004 or the year ended December 31, 2003, as applicable, and PSEG’s weighted
average number of basic shares of common stock outstanding for those same periods multiplied by the
exchange ratio of 1.225. The pro forma weighted average number of diluted shares outstanding is calculated
by adding Exelon’s weighted average number of diluted shares of common stock outstanding for the nine
months ended September 30, 2004 or the year ended December 31, 2003, as applicable, and PSEG's weighted
average number of diluted shares of common stock outstanding for those same periods as well as the
estimated number of outstanding PSEG options expected to be converted to Exelon shares, using the Treasury
stock method, as of the close of the merger, both multiplied by the exchange ratio of 1.225. The following
table illustrates these computations (in millions):

For the Year

For the Nine Months Ended Ended
Description September 30, 2004 December 31, 2003
Basic:

Exelon weighted average common shares............o.... 660.4 651.3
PSEG weighted average common shares .................. 236.7 228.2
EXChange ratio.........corivuiieviieceneeaiiiceneeceresesnsessrones 1225 1.225
289.9 279.5
Pro forma weighted average commeon shares............. 9503 9310.8

Diluted:
Exelon weighted average common shares.................. 667.5 657.3
PSEG weighted average common shares ................... 2379 2288
Estimated conversion of PSEG options.........cocccoee. 2.1 2.1
EXChange ratio. ......ceeemrrmisirsiniiic st i 1,225 1.225
294.0 2829
Pro forma weighted average diluted shares................ 961.5 940.2



Rate Class

HT
EP
£D
GS
TL
RH
R
RT
op
SLP
SLS
SLE
POL*

Total

Rate Class
GR

PECO Energy Company
Number of Customers
For the Month of December 2004

Electric

Gas

GR-with heat

GC

oL

TCS

MV-|

MV-F

L

IS

CGS

Large TS-I

Large TS-F
Small TS-I

Small TS-F

Total

* Not included in total

Number of Customers
2,418

3

703
152,655
218
144,756
1,238,204
14
91,409

2

416

588
2,480

1,540,069

Number of Customers

53,919
369,839
39,498
15

274

24

7

127
236

8

166
126

80
213

464,617

Exhibit J



T
R

e

.._..|
R e

-—-l!“




Exvlan Jorperation is one of the nation's largest electic urilitizs wath approximately 5.1 mitlion glectric
custoMers in northern Hlinets and southeasiern Panmgybaania and approximately 460,000 038 customers in
the Philadelnhia ares. The company hzs ene of the industry’s largest porticHos of electyicity generaticn
capacity, with a nationwide reach wnd sticng positions in the Midwest and Mid-atlantic. The Company also

hds holdings in such competitive busiieszas as energy and energy services, Exeiony market capitalization
atthe end of 2002 was S8 Billion. Hezdguariered in Chicagn, Exzlon frades on the NYSE under the Hcker £505

The Exelon Way: Our ongoing, company-wide effort to reexamine and
ultimately transform the way we do business. Our goal is to continuously
improve overall performance and productivity and reduce costs, while maintaining
our primary focus on customer service, reliability and safety. Simply stated,
The Exelon Way will help us to realize our Vision to build exceptional value by
becoming the best and most consistently profitable electricity and gas company
in the United States.






tetter to Sharcholders

This past year, we have been engaged in an ongoing, across-the-board effort te energize
our workforce; centralize key functions; optimize the work we do and the way we do it;

syriphasize our basic commitmenis to our customers, our employees ana the communities
we serve; and ultimately maximize our competitive position and shareholder value.



T OQUR SHAREHOLDERS

2003 marked my sixth year at Exeton, and my 20th year as a
CEQ in the electric utility industry. Much has changed since

I was given the opportunity to lead Central Maine Power
Company back in 1984. The industry has gone through pro-
found regulatory and financial turmofl, beginning with PURPA
(Public Utility Regulatory Policy Act} and integrated resource
management, progressing through wholesale and retal
competition, the California energy crisis, the Enron debacle, the
teiecom and merchant generation bubbles, the collapse of
wholesale energy trading and, most recently the August 14,
2003 blackout. By any measure, these have been challenging
times for our industry and its investors. | am proud to say that
the companies that | have jed have adapted to these changes,
improved service and increased sharehoider value.

Despite all this turmoil, even chaos, recent experience only
confirms that this is a business about real sertvice, with
real assets and real customers. The old-fashioned virtues of
reliability, safety, integrity, operating know-how and cost
containment are even more important today than when
I-firs{ joined Central Maine, or even back when the first Edison
companies were created.

At Exelon, we have done well because we have adapted to the
dramatic changes around us, and more fundamentally because
we have never lost sight of the basics. Consistent with our
corporate Vision Statement, which we first infroduced in 2002
and discussed at length in these pages last year, we have
challenged ourselves to live up to our reliability and safety
commitments while relentlessly pursuing greater productivity,
quality and innovation. We seek to build exceptional value
by becoming the best and most consistently profitabie elec-
tricity and gas company in the United States, We do-nof claim
to have achieved this goal; we will not waiver in this effort.

SUCCEEDING IN CHALLENGING TIMES

2003 has been a year of significant operating accomnplish-
ments, and painful investment write-offs. | am delighted

to report that 2003 adjusted {non-GAAP} operating earnings
werte $5.22 per share, eight percent above 2002 adjusted
{non-GAAP) operating earnings.” As a result, on January 27,
2004, the Exelon 8oard of Directors approved a further 1o
percent increase in the quarterly dividend rate, from so cents
per share to 55 cents per share,

All told, we have increased our dividend rate by 20 percent over
the past 12 months, and by 30 percent since Exelon was created.
The Board also approved a z-for-1 stock split contingent upon
required regulatory approvals and the filing of an amendment
to our articles of incorporation. Both the increased dividend
level and the proposed stock split should make our shares
more attractive to retail investors.

* For a reconciliation of adjusted {non-CAAP) operating eamings to GAAP (aceounung

ponciples generally accepted in the United States) earnings, see Exelon's fourth quarter
eamings release, fssued lanuary 28, 2004, Dosted on-the Investor Relations page at
www eaeloncorp.com and icluded in the §-K filed with the SE¢ on that date.



Letter to Sharehalders

Full year 2003 earnings prepared in accordance with GAAP
were Sgos million, or $2.75 per diluted share. Our consolidated
GAAP earnings reflect several unusual evertts, inciuding a $573
million, or $1.74 per share, after-tax charge for the impairment
of the Boston Cenerating assets; a $180 million, or $0.55 per
share, after-tax charge related to Exelon’s investment in Sithe;
and z $159 mnillion, or $0.45 per share, after-tax severance and
severance-related charge associated with The Exelon Way.

While we are most disappointed by the write-offs, and accept
responsibility for investments that have not succeeded, the
market is judging us on our overall performance in the context
of the industry as.a whole. All of our competitors faced the
sarne challenges that we faced, and many of these companies
are now half the size they were in 2000, or gone cormnpletely.
From the date of the Unicom/PECO merger in October of
2000 through the end of 2003, Exelon’s stock price was up
more than 11 percent. Both the Philadelphia Utility Index
(UTY) and the S&P Electrics were down more than 15 percent,
and the S&P 500'was down more than zo percent. Exelon
outperformed the UTY by more than 25 percent and the S&P
500 by more than 30 percent.

As a consequence, Exelon's overall market capitalization has
continued to rise over the past six years. When Oliver Kingsley
and | first came to Unicom, the combined market cap of
Unicom and PECO was.approximately $iz.1 billion, At the end
of 2003, the market cap of Exelon-was $21.8 billion, an 8o percent
increase or $9.7 billion of value creation. Today, Exelon enjoys
one of the two largest market capitalizations in the industry.
We have also reduced our debt-to-capital ratic and increased
our cash fiow. We are a financially strong company with the
resources and the will to confront future chatlenges.

Our success is the cutmination of the work of many people.

- Exelon Generation has completed its first full year as an inte-
grated organization with lan Mclean and John Young in key
leadership roles. Annual net generation increased to 142,000
gigawatt-hours, and revenues net of purchased power and
fuel expense increased $410 milkion from 2002 to 2003,

—lack Skoids, Chris Crane and their team worked to bring
all-in nuclear costs to an all time low, 1.97 cents per kilowatt-
hour, consistent with first quartile industry performance.

- Exelon Energy Delivery, under Frank Clark and Denis O’Brien,
made substantial progress in reducing layers of management
and consolidating operations.

-~ Barry Mitcheli and his treasury team made further progress
reducing-our cost of debt. Since 2000, we have retired $1.9
biilion in transition debt and retired or refinanced $5.¢ billion
of other debt, thereby reducing annualized interest expense
by abeut $219 miilicn.

— In our Business Services Company, Ruth Ann Giilis and her
IT and Supply Chain teams have completed multiple initia-
tives to increase efficiency and reduce costs,



THE EXELDN WAY

In January of 2003, we initiated The Exelon Way, an aggressive
and comprehensive company-wide effort to reexamine and
ultimately transform the way we do business. This past year,
we have been engaged in this ongoing, across-the-board effort
to energize our workforce; centralize key functions; optimize
the work we do and the way we do it; emphasize our basic
commitments to our customers, our employees and the com-
munities we serve; and ultimately maximize our competitive
position and shareholder value. We are creating a unified,
high-performance organization, building on a culture of
excellence that will enable us to realize more than $1 billion
in cash flow enhancements over thenext three years.

To lead this effort, and oversee all of our operations, in April
the Board accepted my recommendation to promote Cliver
Kingsley to a newly created positien as president and chief
operating officer. We are already seeing tangible results from
the wark that Oliver and The Exelon Way team have under-
taken. Gary Snodgrass and his HR team worked tirelessly to
optimize cur workforce and assure that we have the right
people in the right piaces. By the end of the third quarter, we
had completed initial benchmarking, begun restructuring
and centralization, and were well on the way to reat savings
across our entire business. By year-end, we actually realized
$170 million ir: savings aver program baseline in reduced oper-
ations and mainterance, and capital expenditures—savings
that weren't anticipated until 2c04.

in short, The Exelon Way is about being the best at everything
we do. Our goal is to cantinuously improve overall productivity
and reduce costs, while maintaining our primary focus on
custorner service, reliability and safety.

LEADING THE WAY FORWAST

The Exelon Way is not an end unto itself, Our Vision Statement
speaks to more than operational prowess. It urges us to
confront the future, to adapt to rapid changes in markets,
politics, economics and technology, and to promote and
implement policies that build effective markets.

Living up to this ambition is an enormous chatlenge, given the
legislative and regulatory uncertainty that the industry now
faces. We operate today in a strange mixture of competition
and regulation that leaves unanswered where markets begin
and end, and where requlatory policy transcends markets.
Resolving this dilemma may ultimately prove more chalienging
than achieving top guartile operating performance.

Exelon remains committed to deep, liquid, competitive whole-
sate markets. Under the leadership of Betsy Moler, our Executive
Vice President of Government Affairs, Exelon has worked tire-
lessly to promote wholesale competition both before Congress
and the Federal Energy Regulatory Commission {FERC). Among
our more challenging undertakings has been a vigorous
effort to bring-Comed within PJM. PIM is ctearly the nation’s
preeminent regiconal transmission organization, the leader

in wholesale market development. Through the efforts of our
PIM team, the PIM Board voted to admit ComEd effective
March 1, 2004. We are presently seeking FERC approval, over
the strenuous objection of a host of competing interests.



lettar Lo Shareholders

Exelon also believes that our energy delivery companies, ComEd
and PECO, must be ready, willing and able to meet the needs
of all of our customners, whether they require only delivery
service, or whether, like most small custamers, they require
delivery service and & great deal more. In reality, our residenttal
customers demand a sophisticated “basic service” product,
one uniquely suited to the traditional utility. These customers
are not an afterthought; they form the very core of our busi-
ness, and our commitments,

We are engaged in a vigorous public debate in both Iflinois
and Pennsylvania about how best tc meet the needs of these
customers. We are actively pursuing a variety of solutions
that work for both customers and shareholders. The outcome
must ensure the right of individual customers to choose com-
petitive suppliers, while preserving the right of other customers
to choose to Temain with their traditional utility provider.
Success, as always, depends upon aligning the interests of
customers and investors.

The utility of the future will also face ever-increasing envi-
ronmental challenges. Lately, | have been working with the
National Commission on Energy Policy in an effort to strike

a realistic balance between environmental and.energy policy.
The day may soon come when poticy makers will conclude
that climate change is a real threat, and it is imperative that
we act now to ensure that Igwer carben alternative fuels,
including natural gas, nuclear, and sustainabie renewables,
ate available to meet the fulure energy needs of our economy.

THE VISION REMAING, BUT THE GOALS EVOLVE

In 2003, we amended one of the three Strategic Goals included
in cur original Vision Statement. Rather than fnvest in Our
Consolidating Industry, the third Strategic Goal is now Build
Value Through Disciplined Financial Management. The overall
Vision remains the same—we just intend to get there in a
more deliberate fashion.

Throughout 2003, we have shown that discipline. We have
continued our orderly sale and transition out of various Exelon
Enterprises ventures, induding the recent sale of infraSource,
the result of a long effort by George Gilmore and Pam Strobel.
In July, we announced our intention to transition out of the
ownership of the Boston Generating facilities. Our intemal
financial analysis clearly showed that we would be cbliged to
make significant equity infusions to preserve the projects with
little prospect for adequate return. Randy Mehrberg and Bob
Shapard have led the effort to disengage from these investments.



In contrast, in early October we announced cur decision to
acquire British Energy’s 56 percent interest in AmerGen Energy
Company, LLC, thereby giving us sole ownership of AmerGen
and its three nuctear units. Unifke the situation in New England,
the AmerGen acquisition involved plants with operating his-
tories well known to us, plants located in and around our retail
service territaries. | am pleased to report that the AmerGen
acquisition has proven immediately accretive to earnings.

Late in the year, we also attempted to acquire llinois Power.
Although IP was an attractive merger partner because of iis
proximity and the opportunity for synergies; the proposed
transaction was expressly conditioned upon provisions that
would ensure sufficient revenue. When those conditions were
not met, we decided not to proceed with the transaction. it
was a painfui decision, but one that | am confident was right.

At Exelon, we continue to concentrate on what we do well,
which when you think about it, is.quite a lot. Every day, we
strive to perfect the fundamentals of running a truly national
utility business—one that extends across many states and
includes the operation of 17 nuciear reactors at 1o stations,
5.1 mnillion retail electric customer accounts serving a popula-
tion of 12 million, 460,00¢C gas customer accounts serving a
population of 2 million, 6,700 circuit miles of transmission,
96,200 circuit miles of electric distribution, and 1,600 gas
pipefine miles. We are determined to be a first quartile per-
formance leader in every aspect of this business, and through
The Exelon Way, we are making steady progress.

In the end, we will remain Exelon, one cempany, one vision,
striving 1o deliver extraordinary service to our customers
and extraordinary value to our sharehotders. Our customers,
and you our shareholders, deserve no less.

L/‘, J 4/ )Qaﬁm___

John W, Rowe
Chairman and Chief Executive Officer
March 1, 2004






En ETgiZE: Through The Exelon Way, we are redefining performance expectations
at all levels, and reinforcing those expectations through leadership by example. We
strive to create a high-performance, diverse culture where all of our employees focus
on results and embrace continuous improvement in their daily work lives. We are
energizing our employees by asking them to be the best at everything they do. Exelon
people have the talent, and we are calling upon that talent, and their commitment,
so that we may relentlessly pursue top quartile performance levels in productivity,
quality, safety and customer satisfaction.




10

Centralize: Through The Exelon Way, we are centralizing our organization to
become one company, with one vision. We have adopted a single model for all of
our business units, a single source for each of our support functions, and a single
approach to our operating procedures. in areas such as Information Technology and
Supply, which provide services to each of Exelon’s business units, we have integrated
staff and operating procedures for more effective service results. By centralizing and
aligning our organization, we can perform at world-class levels as we seek effective
integration across businesses and optimization of the whole.



LI
]

"

NN -— N —— -

oy
T d

e
- R

[N

et
N

V. FL,

«

% 0

-~
LT
e

L__iare
.

-
.

/]

T
LT T T

AR ICENT LS ..
SR SOV A




T

r

e




13

Opﬁ MiZE: Through The Exelon Way, we are optimizing the work we do, and the
way we do it. We strive to work better and smarter—not just harder. We employ
rigorous benchmarking to standardize the work, and more effectively deploy the
people who do it. Having the right people with the right skills in the right places,
and providing them with the training and resources they require, is critical to our
success. By optimizing our work and workforce, we realize the benefits of a common
business model, common operating procedures, and best practices across our company.

W




Emphasize; Through The Exelon Way, we are emphasizing our commitment to
reliability, safety and the environment. Providing reliable service is central fo who we
are and what we do. Ensuring the safety of our customers and employees is equally
fundamental. Preserving the environment requires that we do more than merely
comply with rules and regulations; we must seek continuous improvement here as
well. By emphasizing these core values, we live up to our commitments to keep the
lights on, perform safely, and constantly improve our environmental performance.
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Maximize: Through The Exelon Way, we are maximizing not only our earnings
and cash flow, but also our competitive future. Our goal is to deliver $300 million
in additional annual cash flow by 2004, and $6c0 million annually by 2006. We are
weli on the way to achieving that goal. By year-end 2003, we already realized $170
million in savings from The Exelon Way-savings not originally anticipated until
2004. By maximizing our earnings and cash flow, we build value through disciplined
financial management.




Exolen at a Glance

EXELON ENERGY DELIVERY

Exelon Enerqy Delivery (EED) has the largest electric customer
base in the nation, serving approximately 5.1 million retail
electric customey accounts and approximately 460,000 natural
gas customer accounts. With approximately 8,200 employees,
EED distributes approximately 123,cc0 gigawati-hours of
electricity annually to customers via 102,900 circuit miles of
overhead lines and underground cabies. PECO Energy also
provides approximately 88,000 million cubic feet of natural
gas annually through 11,600 gas pipeline miles.

Operationally, 2003 was a challenging year as hundreds of
crews in both markets went head-to-head against Mother
Nature's fury. It also was a year marked by leadership changes
designed to streamline the organization, gain efficiencies and
improve performance across ComEed and PECO.

Throughout E£D, The Exelon Way is already helping deliver
results and positive change for the future through a number
of initiatives. EED consolidated the ComEd and PECO organi-
zations in the following areas: Customer and Marketing
Services, Distribution Operations, Transmission Operations,
Asset Management, and Support Services. In order to foster
cost-effective reliability, EED's Asset Management division
redesigned the capital and operating and maintenance
investment process. The new process standardizes criteria for
infrastructure investrnents across both EED gas and electric
systems. The consolidation of East and West operations
enabled more than 200 ComEd storm restoration persorinel
to assist in restoration of service for PECO customers following
Hurricane Isabel. This reduced the cost of the restoration
effort by reducing the dependency on and expense of third
party resources.

EXELON GENERATION

Exelon Nuclear, with a workforce of approximately 6,600,
operates the largest nuclear fleet in the United States and the
third largest commercial nuciear fleet in the world. Through
its focus on safe operations and reliable production, Exelon
Nuclear is a leader in the nuclear power industry. in 2003,
Exelon Nuclear produced more power during the vital summer
period than any surnmer since the company was formed, and
wazs awarded three of 14 Top industry Practice awards presented
by the Nuclear Energy Institute. Peach Botiom Atornic Power
Station was granted a 20-year extension of its operating
license, a first for Exelon. Three Mile Island Unit 1 set a world
record for continuous days of operation for its reactor type
(680 days) and Braidwood Unit 2 set a U.S. outage duration
record for its reactor type of less than 16 days.

Exelon Power manages, operates and maintains the company's
fossit (coal, oit and natural gas), landfill gas and hydroelectric
fleet of generating assets. Exelon Power's generating units
provide baseload, intermediate and peak generation when
Exeton's Power Team calls, providing the safe, reliabie, and
environmentally conscious production of power. As part of The
Exelon Way, Exelon Power has made great strides in further
optimizing the performance of its units and its maintenance
programs, improving unit availability ratings throughout zo03.

Exelon Power Team is the wholesale power marketing division
of Exelon Generation. Power Team focuses on optimizing the
value of Exelon’s generating portfolio while providing butk
physical power to Exelon’s ComEd and PECO Energy operat-
ing companies in the Chicago and Philadetphia metropelitan
areas. For its part of The Exelon Way, Power Team realized
significant cost savings by exercising Exelon’s rights to
release expensive supply contracts and taking advantage of
lower-priced market alternatives, During late 2003, Power
Team reorganized to increase its focus on asset value opti-
mizatian. As part of the changes, Exeion Generation created
a separate Business Development & Marketing division to
manage longer-term commercial strategy, planning and
business development activities.



EXTLON ENTERFRISES

As promised, Exelon proceeded with focusing on its core
utility business in 2003. In doing so, Exelon has moved forward
in divesting its non-strategic businesses in the Enterprises
unit. In 2003, Exelon sold the majority of InfraSource; signed
sale agreements for Exelon Thermal, which are expected to
ciose in 2004; and will transfer the Exelon Energy business

to the Generation segment in 2004. Now with approximately
2,200 empioyees, Enterprises is currently comprised of the
energy and mechanical services business of Exelon Services,
Inc., the remaining infrastructure services business, a com-
munications joint veriture and other investments.

Throughout 2004, we will strive to continue to improve
operations and profitability while positioning non-strategic
businesses for possible divestiture.

BUBINESS SERVICES COMPANY =

Exelon's Business Services Company (BSC) is a direct, wholly
owned subsidiary of Exelon Corporation. With approximately
1,900 employees, BSC provides Exelon's businesses with
information technology, supply management, legal, finance,
human resources, and audio/visual services.

As a central service provider, BSC delivers value to Exelon's
business units and optimizes solutions for the company as
a whole. In line with The Exelon Way, BSC has become more
efficient across the board, made process improvements,
achieved cost savings, and established an organization that
readies Exelon for the fong term,

During 2003, Exelon’s supply and IT functions were centralized
within BSC. Through the ongoing supply chain reorganization,
Exeton has improved processes and leveraged its purchasing
power, leading to significant cost reductions. By centralizing
the IT function, Exelon has standardized information technology
across Exelon, identifying ways to increase overall effectiveness,
implement standard processes, and achieve cost savings.

In 2004, BSC will continue to provide exceptional vatue and
service, supporting the needs of Exelon’s business units.

L]
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Robert 5. Shapard
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Summary of Earnings and Financial Cendition
EXELDH CORMORATION AND SUSSHIIARY TOMPAMNLES

For the Years Ended December 31,

{n millions, except for per share data 2003 2002 2301k 2600 199G
Satemnant of [roante data:
Operating Tevenues $15,812 $14,955 514,518 $7.499 $5.478
Operating income 2,198 3,299 3.362 1,527 1,373
Income before cumulative etiect of changes in accounting
principles $ 793 $ 1,670 S 1416 $ 562 $ 570
Cumuiative effect of changes in accounting principles (net of
income taxes) 12 (230) 12 24 -
Metincame $ gog $ 1.440 5 1,428 S 586 S 575
Earminigs pei averadge comnron shase (diluwedh
Income before cumulative effect of changes in accounting
principles $ 24 $ 318 $ 439 S 275 $ 2.89
Cumnulative effecz of changes in accounting principles {net of
income taxes) 0.34 {o.71) 0.04 0.12 -
Netinceme $ 275 5 4.44 S 4.43 $ 287 5 2.89
Dladends py contimen shide $ 192 5 176 $ 182 $ ogt $ 00
Averzge shates of rcommion stock cuistanding—diluted 329 325 322 204 197
Decemnber 31,
inmilliens 2003 2002 20010 2c00M 099
Balance Sheet data:
Current assets $ 4,580 S 4,125 S 3,735 S 4051 $ 1,221
Property, plant and equipment, net 20,630 17.957 14,665 13,758 4,982
Regulatory assets 5,226 5,546 5774 6,313 6,004
Goodwill 4,719 4,992 5,335 5,186 i
Other deferred debits and other assets 6,786 5,249 5,460 5,378 669
Total assels S 41,941 $37.869 $34.969 $34,786 513,087
Current liabilities $ 5,688 $ 5874 $ 4370 $ 4,993 $ 1,286
Long-term debt, including long-term debt to financing
trustsie 13,489 13,127 12,879 12,958 5,969
Regulatory liabitities 1,891 486 228 - -
Cther deferred credits and other labilities 12,283 9.568 8,749 8,959 3,726
Minority interest - 77 3 3t 12
Preferred securities of subsidiariesk! 87 595 613 630 321
Shareholders’ equity 8,503 7.742 8,102 7.215 1,773
Totz habilities amd sharchelders equoty $ 41,947 $37,869 534,969 534,786 $13,087

{a) Effective January 1, 2001, Exelon Corporation separated its generation and other competitive businesses from tis regulated energy delivery business at Commanwealth Edison

Company and PECO Energy Company.

{b) Refiects the effects of the merger «f Exelon Cotpatation, Unicom Corporation and PECO Energy Company an October 20, 2000 {Merger}. The Merger was accounted for using the
purchase method of accounting with PECO Energy Company as the azquiting company. Azcordingiy. financial results for 2000 consist of PECQ Energy Company’s results for

2099 and Unicom Corporation’s results after October 20, 2000,

Ic) Upon adoption of Financial Accounting Standards 8oard (FASB) Interpretation {FIN) No. 46 (revised December 2003}, "Consclidation of Variable Interest Entities” (FIN No, 46-R) in
2003, the mandatorily redeemable preferred securities of ComEd and PECO were reclassified 2s long-term debt to financing fvusts as of December 31, 2003,
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EXELON CORFORATION AND SUBSIDIARY SOMPANISS

{Daliars in miliionz, unless otherwise noted)
GENERAL BUSINESS

Exelon Corporation (Exelon) is a registered public utility hold-
ing company that, through its subsidiaries, operates in three
business segments—Energy Delivery, Generation and Enter-
prises—as described below. See Note 21 of the Notes to Con-
solidated Financial Statements for further segment
information. in addition to our three business segments,
txelon Business Services Company {BSC) provides Exelon and
is subsidiaries with financial, human resource, legal, in-
formation technology. supply management and corporate
governance services.

Energy Delivery

Our energy delivery business consists of the requlated sale of
electricity and distribution and transmission services by
Commonwealth Edison Company (ComEd) in northern [lii-
nois and by PECO Energy Company (PECQ) in southeastern
Pennsylvania and the regulated sale of natural gas and dis-
tribution services by PECO in the Pennsyivania counties sur-
rounding the City of Philadelphia.

ComéEd. ComEd is engaged principally in the purchase,
transmission, distribution and sate of electricity to a diverse
base of residential, commercial, industrial and wholesale
customers in northem WWinois. ComEd is reguiated by the
Minois Commerce Commission {ICC) as to rates, the issuance
of securities and certain cother aspects of Com&d’'s oper-
ations., ComEd is also subject to regulation by the Federal
Energy Regulatory Commission (FERC) as to transmission
rates and cettain other aspects of its business.

ComtEd's retail service territory has an area of approx-
imately 13,300 square miles and an estimated population of
gight million. The service territory includes the City of
Chicago (Chicago), an area of about 225 square miles with an
estimated population of three million. ComEd has approx-
imately 3.6 million customets.

PECO. PECO is engaged principally in the purchase, trans-
mission, distribution and sale of electricity and in the pur-
chase, distribution and sale of natural gas to residential,
commercial and industrial customers. PECO is regulated by
the Pennsylvania Public Utility Commission (PUC) as to elec-
iric and gas rates, the issuances of securities and certain
other aspects of PECO’s operations. PECO is also subject to
regulation by the FERC as to transmission rates, gas pipetines
and certain other aspects of its business.

PECO's retail service territory covers approximately 2,100
square miles in southeastern Pennsylvania. PECO provides
electric delivery service in an area of approximately 2,000
square miles, with a population of approximately 3.9 million,
including 1.5 mitiion in the City of Philadelphia. Natural gas

service is suppiied in an approximate 1,9cc square mile area
in southeastern Pennsylvania adjacent to Philadelphia, with
a population of approximately 2.4 million. PECO delivers
eleciricity to approximately 1.5 million customers and natu-
ral gas to approximately 460,000 cusiomers.

Generation

Qur generalion business consists of the owned and con-
tracted for electric generating facilities and energy market-
ing operations of Exelon Generation Company, LLC
{Generation) and a 50% interest in Sithe Energies inc. (Sithe)
and, effective January 1, 2004, the competitive retail sales
business of Exelon Energy Company.

Generation is one of the largest competitive electric gen-
eration companies in the United States, as measured by
owned and controlied megawatts (MWs). Generation com-
bines its large generation fleet with an experienced whole-
sale power marketing operation. Generation owns
generation assets in the Northeast, Mid-Atlantic, Midwest
and Texas regions with a net capacity of 28,492 MWs, includ-
ing 16,959 MWs of nuclear capacity, and controls ancther
12,703 MWSs of capacity in the Midwest, Southeast and South
Central regions through long-term contracts. Generation’s
ownertship interests include 3,145 MWs of capacity owned by
Boston Cenerating, LLC (Boston Genegrating), a project sub-
sidiary of Exeion New England, formerly known as Exelon
Boston Generating, LLC. In July 2003, Generation commenced
the process cf an orderly transition cut of the ownership of
Boston Generating. This transition is anticipated to occur
in 2004.

In addition to its owned generating facilities, Generation
owns a 50% interest in Sithe with another entity, with put
and call options that could result in either party owning all
of Sithe outright. While Exelon’s intent is 1o fully divest Sithe,
the timing of the put and call aptions vary by acquirer and
can extend through March 2006. The pricing of the put and
call options is dependent on numerous faciers, such as the
acquirer, date of acquisition and assets owned by Sithe at
the time of exercise (see further discussion of Sithe in Con-
tractual Obligations and Off-Balance Sheet Arrangements
seczion below and in Note 3 of the Notes to Consolidated
Financial Statements). Sithe develops, owns and operates 12
generation stations consisting of 1§ units in North America.
Currently, Sithe has a total generating capacity of 1,097 MWs
in operation and 228 MWs under construction.

Generation’s whaolesale marketing unit, Power Team, a
major wholesale marketer of energy, uses Generation’s en-
ergy generation portfolio, transmission rights and expertise
to ensure delivery of energy to Generation's wholesale cus-
tomers under long-term and short-term contracts, including
the energy, or “load,” requirements of ComEd and PECO.
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Power Team markets any remaining energy in the whaolesale
bilateral and spot markets.

Enterprises

Our enterprise business consists primarily of the energy serv-
ices business of Exelan Services, Inc. {Exeion Services), the
districz cooling business of Exelon Thermal Holdings, Inc.
(Thermal), the elecirical contraciing business of F&M Hoid-
ings, Inc., a communications joint venture and other invest-
ments weighted towards the communications, energy
services and retail services industries. Effective January 1,
2004, Enterprises’ competitive retail sales business, Exelon
Energy Company, became par: of Ceneration. We continue
to pursue opportunities to sell other Enterprises businesses,

FREJUTIVE SUMMARY

2003 has been a year of operating accomplishments and
painful investment write-offs, We have focused an living up
to our reliability and safety commitments while pursuing
greater productivity, quality and innovation.

financial Results. We experienced an overall decline in di-
luted earnings per average common share of 38% in 2003.
This decline was primarily due to a charge of $573 miilion
{after-tax) related to the impairment of the long-lived assets
of Boston Generating. In addition, we incurred impairment
and transaction-related charges of $180 million {(after-tax}
related to our investrnent in Sithe and severance and
severance-related charges approximating $15g million (after-
tax] associated with The Exelon Way. Our energy delivery
business experienced a decline in kiiowatthour deliveries
due to maoderate weather, and the operating margins at our
Enterprises business were lower due to the sale of the ma-
jority of the InfraSource Inc. business in the third quarter of
2003. Our 2003 results were favorably affected by modest
improvements in wholesale energy prices, which inicreased
Ceneration’s energy margins, and by lower interest expense
and a lower effective income tax rate. We also recorded an
afier-tax gain of $1z miition upen the adoption of a new
accounting standard that has a significant impact on how
we account for cut nuclear decommissioning obligation.

The Exelon Way. We implemented The Exelon Way, an ag-
gressive plan defining how we will conduct business in years
to corne. The Exelon Way is focused on improving operating
cash flows while meeting service and financial commit-
ments through improved integration of operations and con-
solidation of support functions. Our targeted annual cash
savings range from approximately $3cc million in 2004 to
approximately $6c0 millicn in 2006. In addition to the sev-
erance and severance-related charges we recorded during
2003, we anticipate incurring additional charges associated
with The Exelon Way in future periods.

EXELON CORPORATION AND SUBSIDIARY COMPANIES

Investment Strategy. We continued to follow a disciplined
approach to investing to maximize the earnings and cash
flows from our asseis and businesses ané to sell those that
do net meet our goals. Our 2003 highlights include:

— We announced our transition out of cur ownership of Bos-
ton Generating in July 2003 because our internal financial
analysis clearly showed that we would be obliged to make
significant equity infusions tc preserve the projects with
little prospect of adequate retumn.

~We compieted a series of fransactions in Novemnber 2003
that restructured the ownership of Sithe, with Generation
continuing to own a 50% interest in Sithe. We continue to
pursue the divestiture of cur investrment in Sithe.

- We purchased British Energy plc's 5o% interest in AmerGen
Energy Company, LLC (AmerGen) in Decermnber 2003
AmerGen, wnich owns the Clinton Power Station, Three
Mile Island Nuclear Station Unit 1 and the Oyster Creek
Cenerating Station representing about 2,500 megawatts of
capacity, is now our wholly owned subsidiary.

- We attermnpted to purchase lllineis Power Company and to
resclve certain rate issues following the end of the current
rate freeze at ComEd in 2006, Since the latter could not be
accomplished at this time, the proposed {llinois Power
transaction was abandoned.

~We continued to execute our divestiture strategy for
Enterprises by selling the electric construction and services,
underground and telecom businesses of InfraSource in
September 2003 and entering into agreements in De-
cember 2003 to sell the Chicago operations and the Alad-
din thermal facility of Thermal and certain direct
investments held by Enterprises.

Financing Activities. We refinanced $2.4 billion of out-
standing debt and equity securities in 2003 and repaid ap-
proximately $58o0 million of transitional trust notes and
$260 million of long-term debt, resuiting in expected annuatl
interest savings of $g6 million. We met a1l of our capital re-
source commitments with internally generated cash and
expect o do so in the foreseeable future, absent new
acquisitions. We increased our dividend rate by 20% over
the past twelve manths.

Operational Achievements. Our energy delivery and gen-
eration businesses focused on the core fundamentals of
providing reliable deiivery service and efficient generation to
our customers. Energy Delivery, Generation’s nuclear busi-
ness and BSC combined resources to minimize the aftermath
of Hurricane Isabel that affected the Philadeiphia area and
helped to prevent the potentially detrimental cascading
effects of the August 14, 2003 blackout in the Northeastern
United States and Canada (August Blackout) to our system
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and to our customers. Following several years of continued
reliability improvement, Energy Delivery's performance
dipped slightly in 2003 due to Hurricane tsabel and also due
tc a series of severe storms across Northern Mlinois—two of
which were the worst since 1998. Generation's nuciear fleet
achieved a 93.4% capacity factor in 2003 compared 1o gr.7%
in 2002 while reducing the cosis of nuclear generation to 1.25
cents per kilowatthour.

Outlook for 2004 and Beyord. In the short term, our finandal
results will be affected by a number of factors, including
weather conditions, wholasale market prices, successful im-
plementation of The Exelon Way and our ability to generate
electricity at low costs. If weather is warmer than normal in
the summer months or colder than normal in the winter
months, operating revenues at Energy Delivery generally will
be favorably affected. Operating revenues will aiso be favor-
ably affected by increases in wholesale market prices. In addi-
tion. we are required annually tc assess the goodwill
recorded at ComEd to determine if it is impaired. Based on
certain anticipated reductions to cash flows subsequent to
the restructuring transition period (primarily competitive
transition charges that, under the current restructuring stat-
ute, will not be rollected after 2006), we believe there is a
reasonable possibility that goodwill will be impaired at
ComEd in 2004 or later periods, and such impairment may be
significant. Under current accounting standards, a goodwill
impairment at ComEd may not affect Exelon’s consolidated
financial results.

Longer term, restructuring in the U.S. electric industry is
at a crossroads at both the Federal and state leveis, with con-
tinuing debate at the FERC on regional fransmission crga-
nization (RTO) and standard market platform issues and in
marly states on the “post transition” format. Some states
abandoned failed transition plans (like Califernia), some
states are adjusting current transition pians (like New Jersey
and Ohic), and the states of {llincis (by 2007) and Pennsylva-
nia {by 20m) are considering options to preserve choice for
large custorners and rate stability for mass market custom-
ers, while ensuring the financial returns needed for continu-
ing investments in reliability. We will continue to be an
active participant in these policy debates, while continuing
to focus on improving operations, controlling costs and pro-
viding a fair return to our investars.

As we look towards the end of the restructuring tran-
sition periods and related rate caps or freezes in lilinois and
Pennsylvania, we will also continue to waork with Federal and
state regulators, state and local governments, customer rep-
resentatives and ather interested parties to develop appro-
priate processes for establishing future rates in restructured
electricity markets. We will strive to ensure that future rate
structures recognize the substantial improvements we have

made, and will continue to make, in our transmissien and
distribution systems. We will also work o ensure that
ComEd's and PECO's rates adequately compensate our
suppliers, which could include Generation, for the costs
associated with procuring full-load following capacity en-
ergy supplies given Energy Delivery's Provider of Last Resort
{POLR] obligations. As in the past, by working together with
all interested parties, we believe we can successfuliy meet
these objectives and obtain fair recovery of our costs for pro-
viding service to our customers. However, if we are un-
successful, our results of operations and cash flows could be
negatively affected after the transition periods.

Whiie the U.5. economic recovery appears underway, aur
current plans are based on moderate kilowatthour sales
growth (1% to 2%} and continued softness in wholesale
power markets, Successful implementation of The Exelon
Way is needed to offset labor and material cost escalation,
especially the double digit increases in health care costs.
Despite these chailenges, cur diverse mix of generation
(nuclear, coal, purchased power, natural gas, hydroelectric,
wind and cther renewables) linked to a stable base of over
five million custemers will provide a solid platform frem
which we will strive to meet these challenges.

EUSINESS GUTLOOK ANE THE CHALLENGES
IR MANAGING SUR BUSINESS

Substantially all of cur businesses are in the electric gen-
eration, transmission and distribution industry in the United
States. That industry is in the midst of a fundamental and, at
this point, uncertain transition from a fully reguiated in-
dustry offering bundied sewvice to an industry with un-
bundled services, seme of which are regulated and others of
which are priced in competitive markets. Our energy delivery
business remains highly regulated while our generation and
enterprises businesses operate in competitive environments.
All of our businesses are capitai intensive.

The challenges affecting our businesses are discussed
below. There are several factors, such as weather, economic
activity and regulatory actions that affect our businesses in
different ways. Also, there are several factors that affect our
business as a whole, such as environmental compliance and
the ability to access capital on a cost-effective basis. Further
discussion of our liquidity and capital resources and related
challenges is included in the tiquidity and Capital Resources
sectian.

Energy Delivery

Our energy delivery business is comprised of two utility
transmission and distribution companies, Comkd and PECO,
which provide electricity and, in the case of PECO, natural
gas to customers in Illinois and Pernsylvania, respectively.
Energy Delivery focuses on providing safe and reliable serv-
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ices to custemers. Energy Delivery continues t¢ make im-
provements io its delivery systems to minimize the fre-
auency and duratien of service interruptions, while working
more efficientiy to lower their costs. We believe that Energy
Detivery will continue to provide a significant and steady
source cf earnings and cash flows over the next several
years,

Both lliinois and Pennsylvania have adopted restructur-
ing legislation designed to foster competition in the retail
sale of electricity. As a result of these restructuring ini-
tiatives, both Comkd and PECO are subject to rate freezes or
caps through mandated restruciuring transition periods.
During these periods, the vesults of operations of ComEd and
PECO will depend on our ability to deliver energy in a cost-
efficient manner and to offset infrastructure investments
and inflation with cost savings initiatives. ComEd and PECO
each expect to continue to have long-term, fuli-
requirements supply contracts with Generation, helping te
mitigate the risk of changing energy supply costs during
their respective transition periods. We are also managing
operations and maintenance costs by implementing The
Exelon Way business medel, while maintaining our focus on
both reliability and safety in operating our business.

We cannot currently predict the frameworks that will be
used by the [llinois and Pemmsylvania state regulators to es-
tablish rates after the transition periods. We also cannot
predict the outcome of any new laws that may impact our
business. Nevertheless, we expect ComEd and PECO will re-
tain significant POLR obligations, whereby each utility is re-
quired to provide service to customers in its service area.
ComEd and PECO therefore must continue to ensure ad-
equate supples of electricity and gas are available at
reasonable costs. While ComEd and PECO do not have their
own generation capabilities, their ongoing relationship with
Generation will serve to lessen the supply and price risks
associated with their expected ongoing power procurement
responsibilities.

More detailed explanations for each of these and other
challenges in managing our energy delivery business are as
follows:

We must comply with numerous regulatery requirements in
managing our energy delivery business, which affect our costs
and responsiveness to changing events and opportunities.

Our energy delivety business is subject to regulation at the
state and Federal ievels. ComEd is regulated by the ICC, and
PECQ is regulated by the PUC. These state commissions regu-
late the rates, terms and conditions of service; various busi-
ness practices and transactions; financing; and transactions
between the utilities and our affiliates. Boeth ComEd and
PECO are also subject to reguiation by the FERC, which regu-
lates their transmission rates, certain other aspects of their

EXELON CORPORATION AND SUBSIDIARY COMPANEZS

businesses and, for PECO, gas pipelines. The regulations
adopted by these state and Federal agencies affect the man-
ner in which we do business, our ability to undertake speci-
fied actions, the costs of our aperations, and the level of rates
we may charge to recover such costs.

We must manage Energy Delivery’s costs due to the rate and
equity return limitations imposed on its revenues.

Rate freezes or caps in effect at ComEd and PECC currently
limit our ability to recover increased expenses and the costs
of investments in new transmission and distribution facili-
ties. As a result, our future results of operations will depend
on the ability of ComEd and PECO to detiver electricity and, in
the case of PECO, natural gas, in a cost-efficient manner and
to realize cost savings under The Exelon Way to offset in-
creased infrastructure investments and inflation.

Rate limitations. ComEd is subject to a legislatively man-
dated rate freeze on bundled retail rates that will remain in
effect until January 1, 2007. Pursuant to a Merger-related
seftlement agreement with the PUC, PECO is subject to
agreed-upen rate reductions of $200 million, in aggregate,
far the period 2002 through 2005, including $8o million, in
aggregate, for the years 2004 and 2005, and caps (subject to
limited exceptions for significant increases in Federal or
state income taxes or other significant changes in law or
reguiation that do not allow PECO to earn a fair rate of re-
turn} on its transmission and distribution rates through
December 31, 2066, and on its generaticn rates through De-
cember 31, 2010.

Equity return Iimitation. CornEd is subject to a legislatively
mandated cap on its refum on common equity through the
end of 2006. The cap is based on a two-year average of the
U.s. Treasury long-term rates (25 years and above) plus 8.5%
and is compared to a two-year average return on Comed’s
commen equity. The legislation requires custemer refunds
equal to one-half of any excess earnings above the cap.
ComeEd is aliowed to inciude regulatory asset amortization in
the calculation of earnings. ComEd has not triggered the
earnings provision and currently does not expect to trigger
the earnings sharing provision in the years 2004 through
2006.

Energy Delivery's long-term purchased power agreements
provide a hedge to its customers’ demand.

To effectively manage its obiigation to provide power to
meet its customers’ demand, Energy Delivery has established
full-requirements, power supply agreements with Gen-
eration which reduce exposure to the volatility of customer
demand and market prices through 2006 for ComEd and
through 2010 for PECO. Market prices relative to Energy
Delivery’s regulated rates still influence switching behavior
among retail customers.
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Effective management of capital projects is important to our
business.

Energy Delivery's business is capital intensive and requires sig-
nificant investments in energy transmission and distribution
facilities and in other internal infrastructure projects.

We expeci to continue to make significant capital ex-
penditures 1o impreve the reliability of our transmission and
distribution systems in order to provide a high level of serv-
ice 10 its cusiomers. We furiner expect Energy Delivery's
capital expenditures to exceed depreciation on its piant as-
sets. Energy Delivery's base rate freeze and caps will gen-
erally preclude incremental rate recovery on any of these
incrementai investments prior te lanuary 1, 2007.

Our business may be significantly affected by the end of the
illinois and Pennsylvania regulatory transition periods.
Mirois electric utilities are allowed to collect competitive
transition charges (CTCs) from customers who choose an
alternative supplier of eiectric generatien service or choose
ComEd's power purchase option (PPO). CTCs were intended
to assist electric utilities, such as Comt&d, in recovering
stranded costs that might not otherwise be recoverable in a
fully competitive market. The CTC charge represents the dif-
ference between the market value of delivered energy (the
sum of generation service at market-based prices and the
reguiated price of energy delivery) and recoveries under his-
torical bundled rates, reduced by a mitigaticn factor, The
CTC charges are updated annuaily. Over time, to facilitate
the transition to a competitive market, the mitigation factor
increases, thereby reducing the CTC charge.

in 2003 and 2002, ComEd collected approximately $300
millien of CTL revenue annually. As a result of increasing
mitigation factors, changes in energy prices and the abiiity
of certain customers 1o establish fixed, multi-year CTC rates
beginning in 2003, we anticipate that this revenue source
will decline to approximately $18o million to $200 million in
each of the years 2004 through 2006. Under the current re-
structuring statute, no CTCs will be collected after 2006.

Through 2006, ComEd will continue to have an obliga-
tion to offer bundled service to all customers (except certain
large customers with demand of three megawatts or more)
at frozen price levels, under which a majority of Com€Ed's
residential and small commercial customers are expected to
continue to receive service, ComEd's current bundled service
is generally provided under an all-inclusive rate that does
not separately break out charges for energy generation serv-
ice and energy delivery service, but charges a single set of
prices. After the transition ends in 2006, Comkd’s bundled
rates may be reset through a reguiatory approval process,
which may include traditional or innovative pricing, includ-
ing performance-based incentives to CornEd.

In order to address post-transition uncertainty, we are
continually working with Illinois state and business
community leadership to facilitate the development of a
competitive electricity market while providing systemn reli-
ahility. Transparent and liquid markets will help te minimize
iitigation over electricity prices and provide consumers
assurance of equitable pricing. At the same iime, we are at-
tempting to establish a requlatery framework for the post-
2006 timeframe and we are pursuing measures that will
provide greater preductivity, quality and innovation in cur
work practices across Exelon. Currently, it is difficult to pre-
dict the framework for or the outcome of a potentiai regu-
latory proceeding to establish rates after 20086,

In Pennsylvania, the Pennsylvania Electricity Generation
Customer Choice and Competition Act {Competition Act)
provides for the imposition and coilection of non-bypassable
CTCs on customers’ bills as a mechanism for utilities to
recover their allowed stranded costs. CTCs are assessed to
and collected from virtually ail retail customers who access
PECO's transmission and distribution systems. These CTCs
are assessed regardless of whether the customer purchases
electricity from PECC or an alternative eleciric generation
supplier. The Competition Act provides, however, that PECO's
right to collect CTCs is contingent on the continued oper-
ation, at reasonable availability levels, of the assets for which
the stranded costs were awarded, except where continued
operation is no longer cost efficient because of the transition
to a competitive market,

PECC has been authorized by the PUC to recover
stranded costs of $5.3 billion over a twelve-year period end-
ing December 31, 2010, with a return on the unamortized
balance of 10.75%. At December 31, 2003, approximately $4.3
biliion had yet to be recovered. Recovery of transition charges
for stranded costs and PECO's allowed retumn on its recovery
of stranded costs are included in revenues. Amortization of
PECO's stranded cost recavery, which is a regulatory asset, is
included in depreciation and amortization expense, PECO's
results will be adversely affected over the remaining tran-
sition period ending December 3i, 2010 by the steadily in-
creasing amortization of stranded costs. The following table
{amounts in millions} indicates the estimated revenues and
amortization expense associated with CTC collection and
stranded cost recovery through 2010.

Estimated  Estimated Stranded

Year CTC Revenue Cost Amortization
2004 $ Bz 5367
2008 8o 404
2006 go3 550
2607 [=31+] 619
2008 a17 697
2009 924 783
2010 532 880
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By the end of 2010, PECO will have fully recavered ail of the
stranded costs authorized by the PUC, As a resulf, PECO ex-
pects that both its revenues and expenses will decrease in
2011. The end of the transitior: period involves uncertainties,
including the nature of PECO's POLR obligations and the
source and pricing of generation services tc be provided by
PECO. PECO expects to pursue resoluticn of these un-
certainties during the remaining transition period.

Our ability to successfully manage the end of the transition
period may affect our capital structure.

ComEd has approximately $4.7 billion of goodwill recorded at
Decembper 31, 2003. This goadwill was recognized and re-
corded in connection with the Merger. Under accounting
principles generally accepted in the Unites States (GAAP), the
goodwill wili remain at its recorded amount unless it is de-
termined to be impaired, which is based upon an annual
analysis prescribed by SFAS Ne. 142, "Goedwill and Other In-
tangible Assets” (SFAS No. 142) that compares the implied
fair value of the goodwill to its carmying value. tf an impair-
ment is determined at ComeEd, the amount of the impaired
goodwill will be written off and expensed at ComEd. Under
Minois statute, any impairment of goodwil! has no impact
on the determination of ComEd's rate cap through the tran-
sition period.

ComeEd's gocdwill has not been impaired to date. How-
ever, based on certain anticipated reductions to cash flows
(primarily CTCs) subsequent to ComEd's regulatory tran-
sition period, we believe there is a reasonable possibility that
gocdwill wili be impaired at ComEd in 2004 or later periods.
The actual timing and amounts of any goodwill impair-
ments in future years, if any, will depend on many sensitive,
interrelated and uncertain variables, inciuding changing in-
terest rates, utility sector market performance, ComEd's
capital structure, market power prices, post-2006 rate regu-
latory structures, operating and capital expenditure
requirements and other factors, some not yet known. A
goodwill impairment charge at ComEd may not affect £x-
elon's results of operations as the geodwill impairment test
for Exefon would consider cash fiows of the entire Energy
Delivery business segment, including both CemEd and PECO,
and not just of ComEd. See Critical Accounting Policies and
Estimates for further discussion on goedwill impairments.

We are and will continue to be involved in regulatory proceed-
ings as a part of the process of establishing the terms and
rates for Energy Delivery’s services.

These regulatory proceedings typically involve multiple par-
ties, including governmental bodies, consumer advocacy
groups and various consumners of energy, who have differing
concerns but who have the common objective of Hmiting
1ate increases or even reducing rates. The proceedings also
involve various contested issues of law and fact and have a
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bearing upon the recovery of Energy Delivery's costs through
reguiated rates. During the course of the proceedings, we
lock for epportunities to resolve contested issues in a man-
ner that grants some certainty to all parties to the proceed-
ings as to rates and energy costs.

We must maintain the availability and reliability of Energy
Delivery’s delivery systems to meet customer expectations.
Increases in both customers and the demand for energy re-
quire expansion and reinforcement of delivery systems to
increase capacity and maintain reliability. Failures of the
equipment or facilities used in those delivery systems could
potentially interrupt energy detivery services and related
revenues and increase repair expenses and capital ex-
penditures. Such failures, indu-ding proionged or repeated
failures, also could affect customer satisfaction and may in-
crease regulatory oversight and the level of our mainfenance
and capital expenditures. We cannot predict what fmpact
these failures, or failures that impact other utilities such as
the August Blackoutf, will have on our anticipated capital
expenditures.

Although neither Coméid nor PECQ was directly affected
by the August Blackout, we may be indirectly affected going
forward. Regulated utilities that are required to provide serv-
ice to all customers within their service territory have gen-
erally been afforded liability protections against daims by
custorners relating to failure of service. Following the August
Blackout, significant claims have been asserted against vari-
ous other utilities on behalf of both customers and non-
customers for damages resulting from the blackout. We
cannot predict whether these claims will be upheld or
whether they or legislative or regulatory initiatives in re-
sponse to the August Blackout will change the fraditional
liability protections of utilities in providing requlated service.
In additien, under Illinois law, ComEd can be required to pay
damages to its customers in the event of extended outages
affecting large numbers of its customers.

Energy Delivery has lost and may continue to lose energy cus-
tomners to other generation suppliers, although it continues
to provide delivery services and may have an obligation to
provide generation service to those customers.

The revenues of our energy delivery business will vary because
of customer choice of generation suppliers. As a result of re-
structuring initiatives in lllinois and Pennsylvania, all of £n-
ergy Delivery's retail electric custorners may purchase their
generation supply from alternative electric generation sup-
pliers. [n addition, since market share thresholds (MST) for
customers taking service from alternative generation
suppliers agreed to by PECO were nct met, PECO has been
required to assign both commercial and residential custom-
ers to alternative generation suppliers. ComEd and PECO are
each genertally obligated to provide generation and delivery



30

Management's Discussion and Analysis of Finangal Condition and Results of Operanons

IXTLON CORPORATION AND SUBSIDIARY COMPANIZS

service to customers in their service territories at fixed rates,
or in some instances, market-derived rates. In addition, cus-
tomers who take service from an alternative generation
supplier may later return to ComEd or PECO, provided, how-
ever, that under illinois law, ComEd’s obligation to provide
generation may be eliminated over time if the [CC finds that
competitive supply options are available 1o certain classes of
customers. ComEd and PECO remain cbligated to provide
transmission and distribution service to all customers
regardiess of their generation suppiiers. The number of
customers taking service from alternative generation
suppliers depends in part on the prices being offered by
those suppliers ralative to the fixed prices that ComEd and
PECO are authorized to charge by their state regulatory
commissicns. To the exient that customers leave traditional
bundled tariffs and select a different generation supplier,
Energy Delivery’s revenues are likely to decline, and our rev-
enues and gross margins could vary from period to period.

Energy Delivery continues to serve as the POLR for energy for
ali customers in its service territories. Since ComEd and PECO
customers can “switch,” that is, within limits they can choose
an alternative generation supplier and then return to us and
then go back to an alternative supplier, and so on, planning
for Energy Delivery has a higher level of uncertainty than
that traditionally experienced due to weather and the
economy. Energy Delivery has no obligation te purchase
power teserves to cover the load served by others. We man-
age our POLR cbligation through full-requirements contracts
with Generation, under which Generation supplies the
power requitements of ComEd and PECO.

ComEd has received ICC approval to phase out its obliga-
tion to provide fixed-price energy under bundled rates to
approximately 350 of its largest energy customers, which
ComEd believes partially mitigates its risk. These are
commercial and industrial customers, including heavy in-
dustrial plants, large office buildings, government facilities
and a variety of ather businesses with demands of at least
three MWs representing an aggregate of approximately
2,500 MWs of lcad. These customers accounted for 10% of
ComEd's 2003 MWHh deliveries.

Weather affects electricity and gas usage and, consequently,
Energy Delivery’s results of operations.

Temperatures above nommai levels in the summer tend to
further increase summer cooling electricity demand and
revenues, and temperatures below normal levels in the win-
ter tend to further increase winter heating electricity and
gas demand and revenues. Because of seasonal pricing
differentials, coupled with higher consumption levels, we
typically report higher revenues in the third quarter of our
fiscal year. However, extreme summer conditions or storms
may stress our transmission and distribution systems,

resulting in increased maimtenance costs and limiting our
ability to meet peak customer demand. These extreme con-
ditions may have detrimental effects on our operations,

Economic conditions and activity in Energy Delivery's service
territories directly affect the demand for electricty.

Higher levels of development and business activity generally
increase the number of customers and their average use of
energy. Periods of recessionary economic conditions may
adversely affect our results of operations. In the near term,
retail sales growth on an annual basis is expected to be 12%
and 1.3% in the service territories of ComEd and PECO,
respectively. Long-term retafi sales growth for electricity is
expected to be 1.5% and 10% per year for ComEd and
PECO, respectively.

Energy Delivery's business is affected by the restructuring of
the energy industry.

The electric utility industry in the United States is in tran-
sition. As a result of both legislative initiatives as well as
competitive pressures, the industry has been moving from a
fully requlated industry, consisting primartly of vertically in-
tegrated companies that combine generation, transmission
and distribution, to a partially restructured industry, consist-
ing of competitive wholesale generation markets and con-
tinued regulation of transmission and distribution. These
developments have been somewhat uneven across the states
as a result of the reaction to the problems experienced in Cal-
ifornia in 2000, the August Blackout and the publicized prob-
lems of some energy companies. Both lilincis and
Pennsylvania have adopted restructuring legislation de-
signed to foster competition in the retail sale of electricity. A
large number of states have not changed their regulatory
structures.

Regional Transmission Organizations and Standard Market
Platform. The FERC has required jurisdictional utilities to
provide open access o their transmission systems. It has also
sought the voluntary deveiopment of RTOs and the elimi-
nation of trade barriers between regions. The FERC also pro-
posea rulemakings tc implement protocols to create a
standard whoiesale market platforrn for the wholesale mar-
kets for energy and capacity. The RTC would become the
provider of the transmission service, and the transmission
owners would recover their revenue requirements through
it. The transmission owners would remain responsible for
maintaining and physically operating their transmission fa-
cilities. The wholesale market platform proposal would also
require RTOs to operate an organized bid-based wholesaie
market for those who wish to sell their generation through
the market and to manage congestion on transmission lines
preferably by means of a financially based system known as
“lecational marginal pricing.” FERC is likely to finalize its
wholesale market platform rule during 2004.
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PECO is a member of PIM iInterconnection, LLC (PIM), an
approved RTO operating in the Mid-Atlantic region. ComEd
and other Midwestern utilities are seeking to become fully
integrated into the PIM RTO in 2004 When ComéEd in-
tegrates inte PIM, ComEd will recover its current trans-
mission revenues through the PIM open-access transmission
Tariff (OATT), instead of ComEd's own OATT.

The FERC's RTO and standard market platform initiatives
have generated substantial opposition by some state regu-
lators and other governmental bodies. In addition, efforts to
develop an RTO have been abandoned in cerain regions. We
support both of these FERC initiatives but cannot predic
whether they will be successful, whart impact they may ulti-
mately have on our transmission rates, revenues and oper-
ation of our transmission facilities, or whether they will
ultimately lead to the development of large, successful re-
gional wholesaie markets. To the extent that Comid and
PECO have POLR obligations and may at some point no lon-
ger have long-term supply contracts with Generation, the
ability of ComEd and PECO to cost effectively serve their POLR
load obligations may depend on successful spot markets in
their franchised service territories.

Proposed federal Energy legisiation. One of the principal
legistative initiatives of the Bush administration is the adop-
tion of comprehensive Federal energy legislation. tn 2003, an
energy bill was passed by the U.S. House of Representatives
but was not voted on by the U.S. Senate. The energy bill, as
currently writter, would repeal the Public Utility Holding
Company Act of 1935 (PUHCA), create incentives for the con-
struction of transmission infrastructure, encourage but not
mandate standardized competitive markets and expand the
authority of the FERC to include overseeing the reliability of
the bulk power system. We cannot predict whether compre-
hensive energy legislation will be adopted and, if adopted,
the final form of that legislation. We would expect

_that comprehensive energy legislation would, if adopted,

significantly affect the electric utility industry and our
businesses.

Generation

Generation is focused on providing low-cost and reliable
power through a generation portfolio with fuel and dispatch
diversity. Generation's direction is to continue to increase
fleet cutput and to improve fleet efficiency while sustaining
operational safety. Generation's Power Team manages the
output of Generation’s assets and energy sales to reduce the
volatility of Generation’s earnings and cash flows, We believe
that Generation will provide a steady scurce of earnings
through its low-cost operations and wilt take advantage of
higher wholesale prices when they can be realized.

EXELON CORPOTATION AND SUISIDIARY COMPANIES

Generation must effectively manage its power portfolio to
meet its contractual commitments and to handle changes in
the wholesale power markets.

The majority of Generation’s porifolio is used to provide
power undet long-term purchased power agreements with
ComeEd and PECO. To the extent the portfolio is not needed
for that purpose, Generation's cutput is sold on the whole-
sale market, Generation's financial results are dependent
upon its ability to cost-effectively meet the load require-
ments of CamEd and PECO. to manage its power portfolic
and to effectively handle the changes in the wholesale power
markets.

The scope and scale of our nuclear generating resources pro-
vide a cost advantage in meeting our contractual commit-
ments and enable us to sell power in the wholesale markets.
Generation’s resources include interests in 11 nuclear gen-
eration stations, consisting of 19 units. Generation’s nuclear
fieet, excluding AmerGen's three units, generated n7.502
GWhs, or mare than half of our total available generating
capacity, as of December 31, 2003. As the largest generator of
nuclear power in the United 5tates, Ceneration can take
advantage of its scale and scope to negotiate favorable
terms for the materials and services that our business re-
quires. CGeneration's nuclear plants benefit from stable fuel
costs, minirnal environmental impact from operations and a
safe operating history.

Our financial performance may be affected by liabilities aris-
fng from Generation's ownership and operation of nuclear
fadilities.

The ownership and operation of nuclear facilities involve
tisks, inciuding:

—mechanical or structural problems;

—inadequacy or iapses in maintenance protocols;

- impairment of reactor operation and safety systems due to
human error;

—costs of storage, handling and disposal of nuclear materials;

- limitations on the amounts and types of insurance cover-
age commercially available; and

- uncertainties regarding both technological and financial
aspects of decormmissioning nuclear facilities at the end of
their useful lives.

The material risks known or currently anticipated by us that
could affect our ability to sustain our current levels of
profitability are:

Nuclear capacity factors. Capacity factors, particularly nu-
clear capacity factors, significantly affect our results of oper-
ations. Nuclear plant operations involve substantial fixed
operating costs but produce electricity at low variable costs

EYl
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due te low fuel costs. Consequently, to be successful, Gen-
eration must consistently operate its nuclear generating fa-
cilities at high capacity factors. Lower capacity factors would
increase Ceneration's operating costs and could require
Ceneration to generate additional energy fror its fossil or
hydroelectric facilities or purchase additiona! energy in the
spat or forward markets in order 1o satisfy Generation's
obligations to Comed and PECO and other commitied third-
party sales. These sources generally are at a higher cost than
Generation otherwise would have to incur to gemerate en-
ergy from its nuclear stations.

Refueling cutages. Qutages at nuclear stations to replenish
fuel require the station to be "turned off.” Refueling outages
are planned to occur once every 18 to 24 months and cur-
rently average approximately 26 days in duration. Gen-
eration has significantly decreased the length of refueling
outages in recent years. However, when refueling outages
last longer than anticipated or Generation experiences un-
planned outages, Generation faces lower margins due to
higher energy replacement costs and/or lower energy sales.
Each twenty-six day outage, depending on the capacity of
the station, will decrease the total nuclear annuai capacity
factor between 0.3% and 0.5%. The number of refueling out-
ages, including AmerGen, will increase to ten in 2004, from
nine in 2003. Maintenance expenditures are expected to in-
crease by approximately $20 million in 2004 as compared to
2003 as a result of increased nuclear refueling outages.

Nuclear fuel quality. The quality of nuclear fuel utilized by
Generation can affect the efficiency and costs of cur oper-
ations. Certain of Generation’s nuclear units have been iden-
tified as having a limited number of fuel performance issues.
Remediation actions, including those required to address
performance issues, have resuited in increased costs due to
accelerated fuel amortization and/cr increased outage costs
and could continue to do so. It is difficult to predict the total
cost of these remediation procedures.

Life extensions. Generation’s nuciear facilities are currently
operating under g4o-year Nuciear Regulatory Commission
{NRC} licenses. Generation has appiied for 20-year extensions
for the licenses that will be expiring in the next ten years,
excluding licenses for the AmerGen facilities. We anticipate
filing a request for a license extension for Oyster Creek and
are evaluating the other AmerGen facilities for possible ex-
tension: Generation has received a 20-year extension of the
license for the Peach Bottom units, but Generation cannot
predict whether any of the other pending extensions will be
granted. Generation intends to evaluate opportunities, as
permitied by the NRC, to apply for life extensions to some or
all of the remaining licenses. If the extensions are granted,
Generation cannot be sure that it will be willing to operate

tne facilities for all or any portion of the extended license. If
the NRC dces not extend the operating licenses for Gen-
eration’s nudlear stations, our results of operations could be
adversely affected by increased depreciation rates and accel-
erated future decommissiening payments.

Regulatory risk. The NRC may modify, suspend or revoke li-
censes, shut down a nuclear facility and impose civil penal-
ties for failure to comply with the Atomic Energy Act, related
regulations or the terms of the ticenses for nuclear facitities.
A change in the Atomic Energy Act or the applicable regu-
lations or licenses may require a substantial increase in capi-
tal expenditures or may result in increased operating or
decommissioning costs and significantly affect our results of
operation or financial pesition. Events at nuclear plants
owned by others, as weli as those owned by Generation, may
cause the NRC to initiate such actions.

Operational risk. Operations at any of Generation's nuciear
generation plants could degrade to the point where Gen-
eration has to shut down the plant or operate at less than
full capacity. If this were to-happen, identifying and correct-
ing the causes may require significant time and expense.
Generation may choose 1o close a plant rather than incur the
expense of restarting it or returning the plant to full ca-
pacity. In either event, Generation rmay lose revenue and in-
cur increased fuel and purchased power expense to meet
supply commitments. For plants operated but not wholly
owned by Generation, Generation may aiso incur liability to
the co-owners,

Nuclear accident risk. Although the safety record of nuclear
reactors, including Generation’s, generally has been very
good, accidents and -other unforeseen problems have oc-
curred both in the United States and elsewhere. The con-
sequences of an accident can be severe and include ioss of
life and property damage. Any resulting liability from a nu-
clear accident may exceed our resources, including in-
surance coverages, and significantly affect our vesults of
operaticn or financial position.

Nuclear liability insurance. The Price-Anderson Act limits the
liability of nuclear reactor owners for claims that could arise
from a single incident. The limit as of January 1, 2004 is $10.9
bittion and is subject to change to account for the effects of
inflation and changes in the number of licensed reactors. As
required by the Price-Anderson Act, we carry the maximum
available amount of nuclear liability insurance {currently
530c miltion for each operating site). Claims exceeding that
amount are covered through mandatory participation in a
financial protection pool. The Price-Anderson Act expired on
August 1, 2002 and was subsequently extended to the end of
2003 by the U.S. Congress. Only facilities appiying for NRC
licenses subsequent to expiration of the Price-Anderson Act
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are affected. Existing commercial generating facilities, such
as those owned and operated by Generation, remain subject
to the provisions of the Price-Anderson Act and are un-
affected by iis expiration.

Decommissioning, Generation has an obligation to decom-
mission its nuclear power plants, Based on astimates of de-
commissioning costs for each of the nuclear facilities in
which Generation has an ownership interest, other than
ArnerGen facilities, the 1CC permits ComEd, and the PUC
permits PECO, to collect from their custorners and deposit in
nuclear decommissioning trust funds maintained by Gen-
eration amountis which, together with earnings therean, wili
be used to decommission such nuclear facilities. The ICC
permitted ComEd to recover $73 million per year from retail
cusiomers for decommissioning for the years 2001 through
2004, and, depending upon the portion of the output of cer-
tain generating stations taken by ComEd, up to $73 miilion
annually in 2005 and 2006. Subsequent to 2006, there will
be no further recoveries of decommissioning costs from
ComEd's customers. Effective January 1, 2004, PECO will be
permitted to recover %33 million annually for nuclear
decommissicning. We expect that these collections will con-
tinue through the operating license life of each of the former
PECO units, with adjustments every five years to reflect
changes in cost esiimates and decommissioning trust fund
performance. Decommissioning expenditures are expected
to occur primarily after the plants are retired and are cur-
rently estimated to begin in 2029 for plants currently in
operation. To fund future decommissioning costs, Gen-
eration held $4.7 billion of investments in trust funds,
including net unrealized gains and losses, at December 3,
2003

NRC reguiations require that licensees of nuclear generat-
ing facilities demonsirate reasonable assurance that funds
will be available in certain minimum amounts at the end of
the life of the facility to decommission the facility. Gen-
eration is required to provide to the NRC a biennial report by
unit (annually for Generation's four retired units) addressing
Generation's ability to meet the NRC estimated funding tev-
els (NRC Funding Levels} with scheduled contributions to and
earmings on the decommissioning trust funds. As of De-
cember 3, 2003, Generation had a number of units, which, at
current market levels, are being funded at a rate less than
anticipated with respect to the NRC's funding Levels. Gen-
eration will submit its next biennial report to the NRC at the
end of March 2005, At that time, Generation will address
notential actions, in accordance with NRC requirements, to
assure that Generation will remain adequately funded com-
pared to the NRC Furding Levels.

In 2003, the General Accounting Office (GAQ) published a
study on the NRC's need for more effective analyses to en-

EXELON CORPORATION AND SUESIDIARY COMPANIZS

sure the adequate accumnulation of funds to decormnmission
nuclear power plants in the United States. As it has in the
past, the GAC concluded that accumulated and future pre-
posed funding was inadequate to achieve NRC Funding Lev-
els at a number of U.S. nuciear plants, including a number of
Ceneration's plants. Generation has reviewed the GAO's re-
psTt and believes that, in reaching its conclusions, the GAO
did not consider ali aspects of Generation's decommission-
ing strategy, such as fund growth during the decommission-
ing veriod. The inclusion of estimated earnings growth on
Generation’s nuclear trust funds during the decommission-
ing period virtuaily eliminates any funding shortfalls identi-
fied in the GAO report.

in spite of any temporary shorifall in NRC Funding Levels,
Generation currently believes that the amounts in nuclear
decommissioning trust funds and future collections from
ratepayers, tcgether with eamings thereon, will provide
adequate funding to decommission its nuclear facilities in
accordance with rtegulatory requirements. Forecasting
investment earnings and costs to decommission nuclear
generating stations requires significant judgment, and ac-
tual results may differ significantly from our current esti-
mates. Ultimately, when decommissioning activities are
initiated, if the investments heid by Generation's nuclear
decommissioning trusts are not sufficient to fund the
decommissioning of Generation's nuclear piants, Generation
may be reguired to identify other means of funding its de-
commissioning obligations.

Generation relies on electric transmission facilities that it
does not own or control. If operations at these facilities are
disrupted or do not provide Generation with adequate
transmission capacity, #f may not be able to deliver its whole-
sale electric power to the purchasers of the power.

Generation depends on transmission facilities owned and
operated by other companies, including ComEd and PECO, to
detiver the power that it sells at wholesale, If transmission at
these facilities is distupted, or transmission capacity is in-
adequate, Generation may not be able to sell and deliver its
whalesale power. While Generation was not significantly
affected by the faiture in the transmfssion grid that served a
large portion of the Northeastern United States and Canada
during the August Blackcut, the North American trans-
mission grid is highly interconnected and, in extraordinary
circumstances, -disruptions at a point within the grid can
cause a systemic response that results in an extensive power
outage. If & region's power transmission infrastructure is
inadequate, our recovery of wholesale costs and profits may
be limited. In addition, if restrictive transmission price regu-
lation is imposed, the transmission companies may not have
sufficient incentive 1o invest in expansion of transmission
infrastructure,

33
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The FERC has issued electric transmission initiatives that
require electric fransmission services to be offered un-
bundled from commodity sales. Although these initiatives
are designed to encourage wholesale market fransactions
far electricity, access to transmission systems may in fact not
be available if transmission capacity is insufficient because
of physical constraintz or because it is contractually un-
available. We also cannot predict whether transmission
facilities will be expanded in specific markets to accom-
modate competitive access 1o thase markets.

Generation is directly affected by price fluctuations and other
risks of the wholesale power market.

Generation fulfills its energy commitments from the output
of the generating facilities that it owns as well as through
buying eleciricity in both the wholesale bilateral and spot
markets. The excess or deficiency of energy owned or con-
troiled by Generation compared to its obligations exposes
Generation to the risks of rising and falling prices in those
markets, and Generation's cash flows may vary accordingly.
Generation’s cash flows from its generation portfolio that is
not used to meet its commitments to ComEd and PECO are
largely dependent on wholesale prices of electricity and
Generation’s ability to successfully market energy. capacity
and ancillary services. In the event that lower wholesale
prices of electricity reduce Generation’s current or forecasted
cash flows, the carrying value of Generation’s generating
units may be determined to be impaired and Generation
wotlld be required to incur an impairment loss.

The wholesale spot market price of electricity for each
heour is .generally determined by the cost of supplying the
next unit of electricity to the market during that hour. Many
timnes, the next unit of electricity supplied would be supplied
from generating stations fueled by fossil fuels, primarily
natural gas. Consegquently, the open-market whotesale price
of electricity may reflect the cost of natural gas plus the cost
to convert natural gas to electricity. Therefore, changes in
the supply and cost of natural gas generally impact the open
market wholesale price of eleciricity.

Credit Risk. in the bilateral markets, Generation is exposed to
the risk that counterparties that owe Generation money or
energy will not perform their obligations. For example, en-
ergy supplied by third-party generators, including Sithe,
under long-term agreements represents a significant por-
tion of Generation’s overall capacity. These generators face
operational risks, such as those that Generation faces, and
their ability to perform depends on their financial condition.
in the event the counterparties to these arrangements fail te
perform, Generation might be forced to purchase or sell
power in the wholesale markets at less favorable prices and
incur additional iosses, to the extent of amounts, if any, al-
ready paid to the counterparties. In the spot markets, Gen-

erztion is exposed to the risks of whatever default mecha-
nisms exist in that market, some of which attempt to spread
the risk across all participants, which may or may not be an
effective way of lessening the severity of the risk and the
amounts at stake. We are also a party to agreements with
entities in the energy sector that have experienced rating
downgrades or other financiat difficulties.

In order to evaluate the viability of Generation’s counter-
parties, Generation has implemented credit risk manage-
ment procedures designed to mitigate the risks associated
with these transactions. These policies include counterpariy
credit limits and, in some cases, require deposits o letters of
credit to be posted by certain counterparties. Generation's
counterparty credit limits are based en a scoring modcel that
considers a variety of factors, inciuding leverage, liquidity,
profitability, credit ratings and risk management capa-
bilities. Generation has entered into payment netting
agreements or enabiing agreements that allow for payment
netting with the majority of its large counterparties. These
agreements reduce Generation’s exposure to counterparty
risk by providing for the offset of amounts payable to the
counterparty against amounts receivable from the counter-
party. The credit department monitors current and forward
credit exposure to counterpariies and their affiliates, both
on anindividual and an aggregate basis.

Immature Markets. The wholesale spot markets are new and
evolving markets that vary from region to region and are still
developing practices and procedures. While the FERC has
proposed initiatives to standardize wholesale spot markets,
we cannot predict whether that effort will be successful,
what form any of these markets will eventualiy take or what
roles we will play in themn. Probiems in or the failure of any of
these markets, as was experienced in California in 2000,
could adversely affect our business.

Hedging. The Power Team buys and sells energy and other
products in the wholesale markets and enters into finandial
contracts to manage risk and hedge various positions in Gen-
eration’s power generation portfolios. This activity, along with
the effects of any specialized accounting for trading contracts,
may cause volatility in our future results of operations.

Weather. Generation’s operations are affected by weather,
which affects demand for electricity as well as operating
conditions. Generation plans its business based upon nor-
mal weather assumptions. To the extent that weather is
warmer in the summer or colder in the winter than as-
sumed, Generation may require greater rescurces to meet its
contractuai Tequirements to ComEd and PECO. Exireme
summer conditions or storms may affect the availability of
generation capacity and transmission, limiting Generation's
ability to source or send power to where it is sold. These
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conditions, which may not have been fully anticipated, may
have an adverse effect by causing Generation to seek addi-
tionai capacity at a time when wholesale markets are tignt
or to seek to seli excess capacity at a time when those mar-
kets are weak. Generation incorporates contingencies into its
planning for exireme weatner conditions, inciuding poten-
tiatly reserving capacity to meet summer loads at levels rep-
resentative of warmer-than-normai weather conditions.

Excess capacity. Energy prices are also affected by the amount
of supply available in a region. In the markeis where Gen-
eration sells power, there has been a significant increase in
the number of new power plants commencing commaercial
operations which has driven down power prices over the last
few years. In fact, an excess supply situation currently exists
in many parts of the country which nhas reduced prices in the
wholesale markets and adversely affected Generation's
profitability. We cannot predict when these regions will re-
turn to meore normal levels in the supply-demand balance.

Generation’s business is also affected by the restructuring of
the energy industry.
Regional Transmission Organizations and Standard Market
Platform. Generation is dependent on wholesale energy
markets and open transmission access and rights by which
Generation delivers power to its wholesale customers,
including ComEd and PECO. Generation uses the wholesale
regional energy markets to sell power that Generation does
not need to satisfy its long-term contractual obligations, to
meet long-term obligations not provided by its own re-
sources and to take advantage of price opportunities.
Wholesale markets have only been impiemented in cer-
tain areas of the country and eachk market has unique fea-
Tures which may create trading barriers among the markets.
The FERC has proposed initiatives, including FERC Order No.
2000 and the proposed wholesate market platform rule, to
encourage the development of large regional, uniform mar-

" kets and to eliminate trade barriers. These initiativas, how-

ever, have not vei led to the development of such markets in
all areas of the country. PIM’s and the New Engiand markets
strongly resemble the FERC's proposal, and the New York
Independent System Operator (I50) is implernenting market
reforms. We support the development of standardized en-
ergy markets and the FERC's standardization efforts as being
essential to wholesale competition in the energy industry
and to Generation’s ability to compete on a national basis
and to meet its long-term contractual commitments
efficiently.

Approximately 27% of Generation's generating re-
sources, which include directly owned assets and capacity
obtained through long-term contracts, are located in the re-
gion encompassed by PJM. If the PIM market is expanded to
the Midwest, 79% of Generation's generating resources
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would be located within that rarket. The PIM market has
been the most successful and liquid regional market. Our
future results of operations may be affected by the success-
ful expansion of that market to the Midwest and the im-
plementation of any market changes mandated by the FERC.

Provider of Last Resort. As discussed above, ComEd and PECO
each have POLR obligations that they have effectively trans-
ferred to Generation through full-requirements contracts.
Because the cheice of electricity generation suppiier lies
with the customer, planning to meet these obligations has a
higher level of uncertainty than that traditionally experi-
enced due to weather and the economy. It is difficult for
Generation io plan the energy demand of Comtd and PECO
custemners, The uncertainty regarding the amount of Comtd
and PECO load for which Generaticn must prepare increases
our costs and may limit our sales opportunities. A significant
under-estimation of the electric-load requirements of
ComEd and PECO could result in Generation not having
encugh power to cover its supply cbligation, in which case
Generation would be required to buy power from third par-
ties or in the spot markets at prevailing market prices. Those
prices may not be as favorable or as manageable as Gen-
eration's long-term supply expenses and thus could increase
our total costs.

Effective management of capital projects is important to
Generation’s business.

Generation’s business is capital intensive and requires sig-
nificant investments in energy generation and in other in-
ternal infrastructure projects. The inability of Generation to
effectively manage its capital projects couid adversely affect
cur results from operations.

In 2002, Generation purchased the assets of Sithe New
England Holdings, LLC {now known as Exelon New England},
a subsidiary of Sithe, and related power marketing oper-
ations. Due to the reduction in power prices and delays in
construction completion, in July 2003, we commenced the
process of an orderly transition out of the ownership of the
Boston Generating assets.

We recorded an impairment charge of $g945 million be-
fore income taxes related to the long-lived assets of Boston
Generating as a result of our decision to exit these facilities.
Charges could tesult from decisions to exit other invest-
ments or projects in the future. These charges could have a
significant impact on our results of operations.

The interaction between our energy delivery and generation
businesses provides us a partial hedge of wholesale energy
market prices.

The price of power purchased and soid in the open wholesale
energy markets can vary significantly in response ta market
conditions. The amounts of power that Generation provides
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to ComEd and PECO vary from month to month; however,
delivery requirements are generally highest in the summer
when wholesaie power prices are also generally highest.
Therefore, energy commitied by Generation to serve ComEd
and PECO customers is not exposed to the price uncertainty
of the open wholesaie energy market. Generally, between
60% and 70% of ocur generation supply serves Comkd and
PECO customers. Cansequently, we have limited our earn-
ings exposure from the volatility of the wholesale energy
market to the energy generated in excess of the ComEd and
PECC requirements, as well as any other contracted longer
term obligations.

Our financial performance depends on our ability to respond
to competition in the energy industry.

As a result of industry restructuring, numerous generation
companies created by the disaggregation of vertically in-
tegrated utilities have become active in the wholesate power
generation business. In additicn, independent power pro-
ducers (IPP) have become prevaient in the wholesale power
industry. In recent years, iPPs and the generation companies
of disaggregated utilities have installed new generating
capacity at a pace greater than the growih of elec
tricity demand. These new generating fadlities may be more
efficient than our facilities. The introduction of new tech-
nologies could increase competition, which could lower
prices and have an adverse effect on our results of oper-
ations or financial condition. Our financial performance
depends on our ability to respond to competition in the en-
ergy industry.

Power Team’s risk management policies cannot fully efimi-
nate the risk associated with its power trading activities.
Power Team's power trading (including fuel procurement
and power marketing} activities expose us to risks of com-
medity price moverments. We attempt to manage our ex-
posure through enforcement of established risk limits and
risk management procedures. These tisk limits and risk
management procedures may nof always be followed or
may not work as planmed and cannot eliminate the risks
associated with these activities. Even when our policies and
procedures are followed, and decisicns are made based on
projections and estimates of future performance, results of
operations may be diminished if the judgments and
assumptions underlying those decisions prove to be wrong
or inaccurate. Factors, such as future prices and demand for
power and other energy-related commodities, become mare
difficult 1o predict and the calculations become less reliable
the further intc the future estimates are made. As a result,
we cannot predict the impact that our power trading and
risk management decisions may have on our business, oper-
ating results or financial position.

Our results of operations may be affected by our abflity to
strategically divest certain businesses.

We are actively pursuing opportunities to dispose of busi-
nesses, such as our investment in Sithe, which are either
unprofitable or do not advance our strategic goals. We may
incur significant costs in divesting these businesses. We also
may be unable to successfully implement our divestiture
strategy of certain businesses for a number of reasons, in-
cluding an inability to locate appropriate buyers or to nego-
tiate acceptable terms for the transactions. The inability to
divest certain businesses could negatively affect our resuits
of cperations. In addition, the amounts that we may realize
from a divestiture are subject to fluctuating market con-
ditions that may contribute to pricing and other terms that
may be materially different than expected and could result
in Josses on sales.

Enterprises

Enterprises is focused on maximizing the earnings and cash
flows of its investments and is not currently contemplating
any acquisitions. Enterprises expects to continue to divest
businesses that are not consistent with gur strategic direc-
tion. This does not necessarily mean an immediate exit from
all Enterprises’ businesses, but rather, we may retain busi-
nesses for a period of time if we believe that this course of
action will increase their value.

Enterprises’ results of operations may be affected by its abil-
ity to strategically divest certain businesses.

Enterprises may be unable to successfully implement its di-
vestiture strategy of certain businesses for a number of rea-
sons, including an inability to locate appropriate buyers or to
negotiate acceptable terms for transactions. in addition, the
amount that Enterprises may realize from a divestiture is
subject to fiuctuating market conditions that may contribute
to pricing and other terms that may be materially different
than expected and could result in losses on sales. Enterprises
also faces risks in managing these businesses prior to their
divestitures due to potential turnover of key employees and
operating the businesses through their transition.

Enterprises may incur further impairment charges.
Enterprises recorded impairment charges totaling $140 mii-
lion during 2003 associated with investments, goodwil! and
other assets.

At December 31, 2003, Enterprises had total assets of $83
million, of which $214 million are under contract to be sold in
2004. Enterprises may incur further impairment charges in
connection with the ultimate disposition of these assets.

Enterprises’ results of operations may be affected by its abil-
ity to manage its projects.

Enterprises includes certain businesses that utilize long-
term fixed-price contracts. At the beginning of the contract,
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we estimate the total costs and profits of the contract; if the
actual costs vary significantly from the estimates, our results
of operations will be adversely affected. Along with our abii-
ity tc manage our prejects, results may also be affected by
economic conditions, weather conditions, the inability to
attract and retain gualified management due to planned
divestiture of these businesses and the regulatory environ-
ment. In connection with the sale or wind down of ceriain
businesses of Enterprises in 2003, Enterprises has retained
risk of loss for certain long-term fixed-price contracts that
have been subcontracted to third parties. If unanticipated
losses are incurred on these contracts in future periods, aur
results of operations may be adversely affected.

General Business

Cur financial performance will be affected by our ability to
achieve the targeted cash savings under The Exelon Way
business model.

We have begun to implement The Exelon Way business
model, which is focused on improving operating cash flows
while meeting service and financial commitments through
improved integration of operations and consoclidation of
support functions. Our targeted annual cash savings range
from approximately $300 million in 2004 to approximately
$600 million in 2006. We have incurred and are considering
whether there are additional expenses, including employee
severance costs, associated with reaching these annuai cash
savings levels. Our targeted annual cash savings do not re-
flect any expenses that may be incurred in future periods.
Our inability to realize these annual cash savings levels in
the targeted timeframes coutd adversely affect our future
financial performance.

Our results of operations are affected by inflation.

Inflation affects us through increased operating costs and
increased capital costs for plant and equipment. As a result
of the rate freezes and caps under which our Energy Delivery
businesses operate and price pressures due to competition,
we may not be able to pass the costs of inflation through to
our custorners,

Market performance affects our decommissioning trust funds
and benefit plan asset values.

The performance of the capital markets affects the values of
the assets that are held in trust to satisfy our future obliga-
tiens under our pension and postretirement benefit plans
and to decommission our nuclear generation plants. We
have significant obligations in these areas and hold sig-
nificant assets in these trusts. A decline in the market value
of those assets, as was experienced from 2000 to 2002, may
increase our funding requirements of these obligations.

EXELDON TGRPDRATION AND SUESIDIARY COMPANIES

Regulations imposed by the Securities and Exchange Commis-
sion under the Public Utility Holding Company Act of 1935
affect our business operations,

We are subject to regulation by the Securities and Exchange
Cammission (SEC) under PUBCA as a result of our ownership
of ComEd and PECO. Triat requlation affects our abitity to:

—diversify, by generally restricting our investments to tradi-
tional eleciric and gas utility businesses and related
businesses;

—issue securities, by requiring the prior approvai of the SEC
and for ComEd and PECO, requiring the approval of state
regutatory commissions;

—engage in transactions among our affiliates without the
SEC’s prior approval and, then, only at cost, since the
PUHCA reguiates business between affiliates in a utility
heolding company system; and

—make dividend payments in specified situations.

Our financial performance is affected by increasing costs asso-
dated with additional security measures and obtaining ad-
equate Hability insurance.

Security. We do not know the impact that future terrorist
attacks or threats of terrorism may have on our industry in
general and on us in particular. We have initiated security
measures to safeguard our employees and critical oper-
ations from threats of terrorism and are actively participat-
ing in industry initiatives to identify methods tfo maintain
the reliability of our energy production and detivery systems,
We fully expect toc meet or exceed all NRC-mandated meas-
ures on or before the dates specified by requirements pro-
mulgated in 2003. These requirements will necessitate
additienal security expenditures in 2004. Additionally, we
are in full compliance with all pre-2003 NRC security meas-
ures. On a continuing basis, we are evaluating enhanced
security measures at certain critical locations, enhanced re-
sponse and recovery plans and assessing long-ierm design
changes and redundancy measures. Additionally, the energy
industry is working with governmental authorities to ensure
that emergency plans are in place and critical infrastructure
vulnerabilities are addressed in order to maintain the reli-
ability of the country’s energy systems. These measures will
involve additional expense to develop and implement but
will provide increased assurances as to our ability to con-
tinue to operate under difficul: times.

The electric and gas industries have alsc developed addi-
tional security guidelines as the result of various terrorist
attacks or threats of terrorism. The electric industry, through
the North American Electric Reliability Council, developed
physical security guideiines, which were accepted by the US.
Department of Energy. in 2003, the FERC issued minimum
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standards 1o safeguard the electric grid system control
These standards are expected to be effective in 2004 and
fuily impiemented by January 2005. The gas industry,
through the American Gas Association, developed physicai
security guidelines that were accepted by the U.S. Depart-
ment of Transportation. We participated in the development
of these guidelines and are using them as a model for our
security program,

insurance. In addition to nuclear liability insurance, we also
carry property damage and liability insurance for our
properties and operations. As a result of significant changes
in the insurance marketplace, due in part 1o terrorist acts,
the available coverage and limits may be less than the
amount of insurance obtained in the past, and the recovery
for losses due to terrorist acts may be limited. We are self-
insured for deductibies and to the extent that any losses may
exceed the amount of insurance maintained.

A claim that exceeds the amounts available under our
property damage and liability insurance, together with the
deductible, would negatively affect our results of operaticns.
Nuclear Electric Insurance Limited {NEIL), a mutual insurance
company to which we belong, provides property and busi-
ness interruption insurance for our nuclear operaticns. In
recent years, NEIL has made distributions to its members.
Our distribution for 2003 was $32 million, which was re-
corded as a reduction to operating and maintenance ex-
penses in our Consolidated Statement of income, We cannot
predict the level of future distributions or if they will con-
tinue at all.

We may incur substantial costs to fulfill our obligations re-
lated to environmental matters.

Our businesses are subject to extensive environmental requ-
lation by locai, state and Federal authorities. These laws and
reguiations affect the manner in which we conduct our
operations and make our capital expenditures. These regu-
lations affect how we handle air and water emissions and
sotid waste disposal and are an imporiant aspect of our
operations. In addition, we are subject to liability under
these laws for the costs of remediating environmentai con-
tamination of property now or formerly owned by us and of
property contaminated by hazardous substances we gen-
erate. We believe that we have a responsible environmental
management and compliance program; however, we have
incurred and expect to incur significant costs related to
environmental compliance, site remediation and clean-up.
Remediation activities associated with manufactured gas
plant operations conducted by predecessor companies will
be one component of such costs. Alse, we are currently in-
volved in a number of proceedings relating to sites where
hazardous substances have been deposited and may be sub-
ject to additional proceedings in the future.

As of December 31, 2003, cur reserve for enviroanmental
investigation and remediation costs was %129 million, ex-
clusive of decommissioning liabilities. We have accrued and
will continue to accrue amounts that we believe are prudent
ta cover these environmental liabilities, but we cannot pre-
dict with any cettainty whether these amounts will be suffi-
predict whether we will incur other significant liabilities for
any additional investigation and remediation costs at addi-
tional sites not currently identified by us, environmental
agencies or others, or whether such costs will be recoverable
from third parties.

Taxation has a significant impact on our results of operations.
Tax reserves and the recoverability of our deferred tax assets.
We are required to make judgments regarding the potentiat
tax effects of various financial transactions and our ongoing
operations to estimate our obligations to taxing authorities.
These tax obligations include income, real estate, use and
employment-related taxes and ongoing appeals related to
these tax matters. These judgments include reserves for po-
tential adverse outcomes regarding tax positions that we
have taken. We must also assess our ability to generate capi-
tal gains in future periods to realize tax benefits associated
with capital losses expected to be generated in future peri-
ods. Capital losses may be deducted only to the extent of
capital gains realized during the year of the loss or during
the three prior or five succeeding years. As of December 3,
2003, we have not recorded an allowance against our de-
ferred tax assets associated with impairment losses which
will become capita! losses when realized for income tax pur-
poses. We believe these deferred tax assets will be realized in
future periods. The ultimate outcome of such matters could
result in adjustments to our consolidated financia! state-
ments and such adjustments could be material.

Increases in state income taxes. Due to the revenue needs of
the states in which we operate, varicus state income tax and
fee increases have been proposed or are being contemplated.
We cannot predict whether legislation or regulation will be
introduced, the form of any legislation or regulation,
whether any such legislation or reguiation will be passed by
the state legislatures or regulatory bodies, and, if enacted,
whether any such legislation or regulation would be effec-
tive retroactively or prospectively. If enacted, these changes
could increase our state income tax expense and could have
a negative impact on our resuits of operations and cash
flows.

The introduction of new technologies could increase competi-
tion within our markets.

While demand for electricity is generally increasing through-
out the United States, the rate of construction and develop-
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ment of new, more efficient, electric generating facilities and
distribution methedologies may exceed increases in demand
in some regional eiectric markets. The intreduction of new
technolegies couid increase competition, which could lower
nrices and have an adverse effect on our results of oper-
ations or financiai condition.

RESULTS O)F DFERATIONS

ZXELGN CORPORATION AND SUBSIDIARY COMPANIES

We may make acquisitions that do not achieve the intended
financial resuits.

We continue to opportunistically pursue investments that fit
our strategic objectives and improve our financial perform-
ance. Qur future performance will depend in part upon a
variety of faciors related 1o these investments, including our
ability to successfully integrate them into existing oper-
ations. These new investmenis, as well as our existing
investments, may not achieve the financiai performance
that we anticipate.

Year Ended December 31, 2003 Compared To Year Ended December 33, 2002

exelon Corporation 2003 2002 Varlance % Change
Operating revenues $15,812 514,955 S 8g7 5.7%
Purchased power and fuel expense 6,375 5,262 3113 21.2%
Operating and maintenance expense 5,532 4,345 1,187 27.3%
Operating income 2,198 3299 (wo1)  {33.4%)
Other income and deductions {1,074) (631) {443) 70.2%
income before income taxes and curmulative effect of changes in accounting

principles 1,124 2,668 (1,544) (57.9%)}
fncome before cumulative effect of changes in accounting principles 793 1,670 (877 (52.5%)
Net income 905 1440 (535) (37.2%)
Diluted earnings per share 2.75 4.44 (1.6g) (38.1%)

Net income. Net income for 2003 reflects income of $112 mil-
lion, net of income taxes, for the adoption of SFAS No. 143,
“Asset Retirement Obligations” (SFAS No. 143), while net in-
come for 2002 reflects a $230 million charge, net of income
taxes, as a result of the adoption of SFAS No. 142. See Note 1
of the Notes to Consolidated Financial Statements for fur-
ther information regarding the adoptions of SFAS No. 143
and SFAS No.142.

Operating Revenues, Operating revenues increased in 2003
primarily due to increased marker sales at Generation due to
generating assets acquired in 2002 and higher wholesale
market prices in 2003. Total market sales at Generation, ex-
cluding the trading portfolio, increased from 83,565 GWhs in
2002 to 107,267 GWhs in 2003, and the average revenue per
MWh on Generation’s market saies, excluding the trading
porifolio, increased from $31.01 in 2002 to $35.99 in 2003.
This increase was partially offset by a decrease in Energy De-
livery's revenues of $255 million primarily due to unfavorable
weather impacts and an increase in customers selecting an
akernative retail electric supplier (ARES) or ComEd's PPO.
Enterprises also experienced a $276 million reduction in
operating revenues from 2002 to 2003, primarily due to the
sale of mfraSource during the third quarter of 2003. See fur-
ther discussion of operating revenues by segment below.

Purchased Power and Fuel Expense. Purchased power and
fuel expense increased in 2003 primarily due to generating
assets acquired in 2002 and higher market prices for pur-

chased power in 2003. The average cost per MWh supplied
by Generation, excluding the trading portfolic, increased
from $20.49 in 2002 10 $22.79 in 2003 due to increased fossil
generation and increased purchased power at higher market
prices. Fossil and hydroelectric generation represented 11% of
Generation's total supply in 2003 compared to 6% in 2002.
See further discussion of purchased power and fuel expense
by segment below.

Operating and Maintenance Expense. Operating and main-
tenance expense increased in 2003 primarily due to a
change in the accounting methodology for nuclear decom-
missioning, severance and severance-related costs asso-
ciated with The Exelon Way, and increased costs at
Generation associated with generating assets acquired in
2002. Partially offsetting these increases was an overall re-
duction in operating and maintenance expenses at Enter-
prises, primarily due to the sale of InfraSource during the
third quarter of 2003. See further discussion of operating
and maintenance expenses by segment below.

Operating income. The decrease in operating income, ex-
clusive of the changes in operating revenues, purchased
power and fuel expense and operating and maintenance
expense discussed above, was primarily due to an impair-
ment charge of $945 million before income taxes recorded by
Generation related to the iong-lived assets of Boston
Generating. Cperating income was favorably affected by a
decrease of $214 million in depreciation and amortization
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expense primarily due to the adoption of SFAS No. 143 and
lower depreciation and amortization expense in the Energy
Delivery segment. In addition, taxes other than income also
decreased by $128 million primarily due to a reduction in re-
serves for real estate taxes within the Energy Delivery and
Generation segments.

Other income and Deductions. Other income and deductions
changed primarily due to impairment and other {ransaction-
related charges of $28c million recorded in 2003 relatec to

Results of Operations by Business Segment

Generation's investment in Sithe. Interest expense decreased
g% from $g66 million in 2002 to $881 million in 2003
primarily due to less outstanding debt and refinancing of
existing debt at lower interest rates at Energy Delivery parti-
aliy offset by increased interest expense at Generation due
to debt related to 2002 acquisitions and reduced capitalized
interest in 2c03. In 2002, Enterprises recorded a gain on the
sale of its invesiment in AT&T Wireless of $1g8 million
{befare income taxes).

The comparisons of 2003 and 2002 operating results and other statistical information set forth below reflect intercompany
transactions, which are eliminated in our consolidated financial statements.

income (Loss) Before Cumulative Effect of Changes in Accounting Principles by Business Segment

2003 2002 Variance % Change
Energy Delivery 1,170 $1,268 $ (g8) (7.7%)
Generation {241} 387 (628) (162.3%)
Enterprises {135} 65 (z00) nm.
Carporate (1) (50) 49 (98.0%)
Total $ 793 51670 $ (8770 (52.5%)
n,m. - not meamngful
Net Income (Loss) by Business Segment

2003 2002 Variance % Change
Energy Delivery $1,175 $1,268 4 (g3) (7.3%)
Gensration {133) 400 {5333 (1333%)
Enterprises (136) (178) 42 (23:6%)
Corporate f) (s0) 43  (g8.0%)
Total $ 905 $1.440 5(s35)  (37.2%)
Results of Operations—Energy Delivery
Energy Delivery 2003 2002 Variance % Change
Operating revenues $10,202 510,457 ${255) {2.4%)
Purchased power and fuel expense 4,597 41.602 (s) {0.1%)
Operating and maintenance expense 1,669 1.486 183 12.3%
Depreciation and amortization expense 8713 978 (105) (10.7%)
Taxes other than income 440 531 {g1) (17.1%)
Operating income 2,623 2,860 (237) (8.3%)
interest expense 747 854 {107 (12.5%)
Income before income taxes and cumulative effect of a change in

accounting principle 1,888 2,033 (145) (7.1%)

Income before cumulative effect of a change in accounting principle 1,170 1,268 (98) {7.7%)
Net income 175 1,268 (93) (7.3%)

Net Income. Energy Delivery’s net income in 2003 decreased
prirmnarily due to increased operating and maintenance ex-
pense resulting from severance and curtailment charges
associated with The Exelon Way, a charge at ComEd asso-
ciated with a regulatory settlement, lower revenues, net of

purchased power primarily attributable tc weather and
higher purchased power prices, partially offset by reductions
in depreciation and amortization expense, taxes other than
income, and interest expense.
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Operating Revenues. The changes in Energy Delivery's
operating revenues for 2003 compared fo 2002 consisted of
the following:

Total

Energy Delivery Electric Cas Vanance
Customer choice $ 067} 5 - s{1d7)
Weathner {229) n {158}
Rasales and other - 22} (22)
Rate changes and mix {58) 51 (7}
Volume 148 (3) 115
Other effects (15) 1) [16)
|Decrease) increase in

operating revenues 5 353) 596 5{255)

Customer Choite. For 2003 and 2002, 25% and 21%, re-
spectively, of energy delivered to Energy Delivery’s retail cus-
fomers was provided by alternative electric suppliers or
under the ComEd PPO. The decrease in electric retail rev-
enues atiributable to cusiomer choice included a decrease in
revenues of $155 million from customenrs in [llinois electing to
purchase energy from an ARES or ComEd's PPO and a de-
crease in revenues of $12 million from customers in Pennsyl-
vania selecting or being assigned to an alternative electric
generation supplier.

Weather. Energy Delivery's electric revenues were affected by
cocler summer weather in 2003, partiaily offset by colder
winter weather in the first quarter of 2003. Cooling degree-
days in the ComEd and PECO service territories were 36%
lower and 21% lower, respectively, in 2003 as compared to
2002. Heating degree-days in the ComEd and PECC service
territories were 5% higher and 16% higher, respectively, in
2003 as compared ic 2002.

Energy Delivery's gas revenues were affected by colder
winter weather in the first quarter of 2003.

Resales and other. Energy Delivery's gas revenues decreased
as a result of a decrease in off-system sales, exchanges and
capacity releases.

Rate Changes and Mix. Energy Delivery’s electric revenues
decreased $33 million at ComEd primarily due to decrsased
average energy rates under Comed's PPO as a result of lower
wholesale market prices. Eleciric Tevenues decreased $25
million at PECO as a result of rate mix due to changes in
monthly usage patterns in all customer classes during 2003
as compared to 2002.

Energy Delivery’s gas revenues increased due to in-
creases in rates through the purchased gas adjusiment
clause that became effective March 1, 2003, Juney, 2003 and
December 1, 2003. The average purchased gas cost rate per
million cubic feet for 2003 was 1% higher than the rate in
2002, PECO's purchased gas cost rates are subjeci to periodic
adjustments by the PUC and are designed to recover from or
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refund to customers the difference between the actual cost
of purchased gas and the amount included in rates.

Voiume. Energy Delivery's electric revenues increased as a
result of higher delivery volume, exclusive of the effect of
weather, due to an increased number of customers and in-
creased usage per customer, primarily in the large and small
commercial and industrial customer classes.

Other. The decrease was attributable to a reduction in
wholesale revenue, This reduction reflects 2 512 million re-
imbursement from Generation in 2002.

Purchased Power and Fuel Expense. The changes i Energy
Pelivery's purchased power and fuel expense for 2003 com-
pared to 2002 consisted of the following:

Total

Energy Delivery Electric Gas Varlance
Customer chaice s{143) 5 - $123)
Weather [1g) a9 (70)
Resales and other - {28} (28)
Prices 74 39 n3
Voiume 73 ] 79
Decommissioning 62 - 62
Other {23) 5 {18)
{Decrease} increase in

purchased power and fuel

expense 5 (76} s 5 (5]

Customer Choice. An increase in customer switching resulted
in a reduction of purchased power expense, primarily due to
ComEd's non-residential customers electing to purchase
energy from an ARES or ComEd's PPO and PECO's non-
residential customers electing or being assigned to purchase
energy from alternative energy suppliers.

Weather. Energy Delivery's purchased power and fuel ex-
pense decreased due to the impacts of cooler summer
weather in 2003, partially offset by colder winter weather in
the first quarter of 2003.

Resales and other. Energy Delivery’s fuel expense decreased
as a result of reduced resale transactions.

Prices. Energy Delivery's purchased power increased for elec-
tric due to an increase in the weighted average on-peak/ofi-
peak cost of electricity at ComEd, and fuel expense for gas
increased due to PECO’s higher gas prices.

Valume. Energy Delivery's purchased power and fuel expense
increased due to increases, exclusive of the effect of weather,
in the number of customers and average usage per custom-
er, primarily large and small commercial and industrial cus-
tomers at ComEd and PECO.

Decommissioning. ComEd changed its presentation for ac-
counting for decommissioning collections upon the adop-

4



42

Management’s Biscussion and Analysis of Financial Condition and Resulic of Operations

EXItON CORPORATION AND SUBSIDIARY COMPARITS

tion of SFAS No. 143 (see Note 13 of the Notes to Consolidated
Financial Statements). Decommissicning coligctions, which
are remitted to Generation, were previously recorded as
amaoriization expense and are recorded as purchased power
expense in 2003.

Other. Energy Delivery's purchased power decreased due o
additional energy billed in 2002 under the purchased power
agreement (PPA) with Generation discussed in other operat-
ing revenues above.

Operating and Maintenance Expense. The changes in operat-
ing and maintenance expense for 2003 compared t¢ 2002
consisied of the following:

Erergy Delivery Variance
Severance, pension and postretiternant benefit costs

associated with The Exelon Way 5167
Charge recorded at ComEd in 2003 assoziated with a

ragulatory settlement 41
Increased storm costs 36
In¢reased employee fringe benefits primarily duete

increased nealth care costs 23
Oecreased payroll expense due to fewer employees {93)
Dercreased costs associated with the initial implementation

of autormated meter reading services at PECO in 2002 13
Other ) 22
Increase in operating and maintenance expensa $183

{a) For more information regatding the seitlement, sex Note 4 of the Notes to Con-
seitdated Financlal Statemenss,

Depreciation and Amortization Expense. The reduction in
depreciation and amortization expense was primarily due to
a change in the accounting for nuclear decommissioning at
Comkd, lower amortization of CornEd’s recoverable tran-
sition costs of $58 million and a $48 miiiion reduction due to
changes in ComEd’s depreciation rates in 2002, partially off-
set by increased depreciation of $30 miliion due to capital
additions across Energy Delivery and increased competitive
transition charge amortization of $28 million at PECO.

Taxes Other Than Income. The reduction in taxes ather than
income was primarily due to a reversal of real estate tax ac-
cruals recorded by PECO of $48 million during the third quar-
ter of 2003 and a favorable settlement of coal use tax at
ComEd of $25 million, See Note 19 of the Notes to Con-
solidated Financial Statements fer further information re-
garding the reversal of real estate tax accruals recorded by
PECO.

Interest Expense. The teduction in interest expense was pri-
marily due to refinancing existing debt at lower rates and
the pay down of transitional trust notes.
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Energy Delivery Operating Statistics and Revenue Detail
Energy Delivery's electric sales siatistics and revenue detail were as follows:

EXELON (ORPORATION AND SURSIDIARY ZOMPANIZS

Retatl Deliveries—{in gigawatthouts (GWhsjji 2003 2002 Vanance % Change
Burdied daliverie.’”
Residential 37,564 37.839 (275) {0.7%)
small commercial & industrial 28,165 23,971 {1.806) (6.0%)
Large commercial & industrial 26,660 22,632 (1,992} (8.8%)
Pubiic authorities & electric raiiroads 6,022 7,332 (1.310} (17.9%}
Total bundled deliveries 92,411 97,794 {5383} (5.5%)
Jnbundied defiveriass
Alternative energy suppliers
Residential 900 1571 (o) (54.3%)
Small commercial & tndustrial 7,461 5634 1,827 324%
Large commercial & industrial 10,689 7.652 3.037 39.7%
Public authorities & electric railroads 1,402 913 489 53.6%
20,452 16,170 4,282 26.5%
PPO (ComEd only)
Small commercial & industrial 3,318 3,352 166 5.3%
Large commercial & industrial 4,348 5,131 (783) (15.3%)
Public authorities & electric railroads 1,925 1,346 579 43.0%
9,591 9.629 (38) {o.4%)
Total unbundled deliveries 30,043 25,799 4,244 16.5%
Tatal retail deliveries 122,454 123,593 (3139) (0.9%)}

(2} One gigawatthour is the equivalent of one mitlion kilowatthours (kwh),
{b} Bundled service reflects delivaries 10 customers taking elscirlc senace under tariffed rates.

{e} Unbundled sernice reflects customers electing to receive electric genaration setvice from an alternative energy supplier or ComEd’s PPO, See Nate 4 of the Notes to Consolidated

Finaneial Statements for further discussion of ComEd's PPO.

Electric Revenue 2003 2002 Variance % Change
Stndled revenuesi
Residential $ 2,715 3 3719 S {a) (0.1%)
Small commercial & industriat 2,421 2,601 {180) (6.9%)
Large commercial & industrial 1,394 1496 (102) (6.8%)
Public authorities & electric railroads 396 456 (60) {(13.2%)
Total bundied revenues 7,926 8272 (346) (4-2%)
Unbundled ravenuesi
Alfernative energy suppliers
Residential 65 145 (Bo) (55.2%)
Small commercial & industrial 214 159 55 34.6%
Large commercial & industrial 156 170 26 15.3%
Public authnorities & electric railroads 33 28 5 17.9%
508 502 6 1.2%
PPO (Coméd only)
Small commercdial & industrial 225 204 2i 10.3%
Large commercial & industrial 240 278 (38) (13.7%)
Public authorities & electric railroads 103 7N 32 45.1%
568 553 15 2.7%
Total unbundled revenues 1,076 1,055 21 2.0%
Total electvic ratail revenues 9,002 9,327 (325) (3.5%)
Wholesale and miscellaneous reveriuek! 555 581 (26} {4.5%)
Total electiic yevenue $ 9,557 $9.908 $ (359) (3.5%)

{a) Bundled revenue reflects deliveries 10 customers taking electric service under tartffed rates, which include the cost of energy and the delivery cost of the transmission and the
distribution of the energy. PECO's tariffed rates also tnclude a CTC charge. See Note 4 of the Notes to Consolidated Financlal Statements for a discusston of £7¢.

{6) Unbundled revenue reflects revenue from customers electing to receive electric generation service from an aliernative energy suppher ot ComEd's PPO. Revenue from customers
€hoosing an alternative energy supplier includes 2 distribution charge and a CTC. Revenues from customers choasing ComEd's PRO includes an energy charge at matket rates,
transmission and distribution chasges, and a CTC. Transmission charges received from aitemnative enevgy suppliers are Included in wholesale and miscellaneous revenue.

{<) Wholesale and miszellanecus revenues include transmission revenue, sales 1 municipalities and other wholesale energy sales.
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Energy Delivery’s gas sales statistics and revenue detail were as foilows:

Deliveries e customers in million cubiz feet {mmef) 2003 2002 Variance % Change
Retail sales 61,858 54,782 7,076 12.9%
Transportation 26,404 30,763 (4.359) (14.2%)
Total 88,262 85,545 a7 1.2%
Revenue 2003 2002 ¥ariance % i_hange
Retail sales § 609 $ 490 $ 19 24.3%
Transportation 18 9 U] (5:3%)
Resaies and other 18 40 (22) (55.0%}
Totai 5 643 5 549 $ gé 17.5%
Resutts of Operations-Generation
Generation 2003 2003 Varfance 9% Change
Operating revenues $ 8,135 56,858 $ 1,277 18.6%
Purchased power and fuel expense 5,120 4,253 867 20.4%
Operating and maintenance expensel) 2,890 1,656 1.234 74.5%
Depreciation and amortization expense 199 276 {m (27.9%)
Operating income (ioss) (194} 50g (703) (1381%)
tncome (loss) before income taxes and cumulative effect of changes in

accounting principles (420} 604 {(1.024) (16g.3%)
Income (loss) befare cumulative effect of changes in accounting principles (241) 387 (628) (162.3%)
Net income {loss) {133) 400 (533 (133.3%)

{a) Includes an imparmen: charge of 5945 million befare income taxes related to the iong-lived assets of Boston Generating,

Net Income (Loss). The decrease in Generation's net income in
2003 as compared to 2002 was primarily due to an impair-
ment charge of 5945 million before income taxes recorded in
2003 related to the long-lived assets of Boston Generating,
impairment and other transaction-related charges of $280
miliion before income taxes recorded in 2003 reiated o
Generation's investment in Sithe, and increased operating
and maintenance expenses, partially offset by an increase in
operating revenues net of purchased power and fuel ex-
pense. Generation also experienced an increase in its effec-
tive tax rate.

Cumulative effect of changes in accounting prindples
recorded in 2003 and 2002 inciuded income of $108 million,
net of income taxes, recorded in 2003 related to the of adop-
tion of SFAS No. 143 and inceme of $13 million, net of income
taxes, recorded in 2002 related to the adoption of SFAS No.
142. See Note 1 of the Notes to Consolidated Financial State-
ments for further discussion of these effects.

Operating Revenues. The changes in Generation's operating
revenues for 2003 compared to 2002 consisted of the
following:

Generarion Variance
Marke: sales 51270
Trading tnargins 3G
Energy Delivery and Exelon Energy Company v
Cther 154
Increase in aperating revenuss 51277

Market Sales. Sales volume in the wholesale spot and bi-
lateral markets increased primarily due to the acquisition of
Exelon New England in November 2002 and the
commencemant of commercial operations in 2003 of the
Boston Generating facilities, Mystic 8 and g and Fore River. In
addition, average market prices were 55/MWh higher than
2002.

Trading Margins. Trading activity increased revenue by %1
miltion in 2003 compared to a reduction in revenue of $a9
million in 2002 due te an increase in gas prices in Aprit 2002,
which negatively affected Generation’s trading positions.
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Energy Delivery and Exelon Energy Company. Saies to affili-
ates decreased primarily due to lower volume sales to
ComEd, offset by slightly higher prices. Sales to PECO were
lower, primarily due to lower prices, offset slightly by higher
volumes. Sales to Exelen Energy Company decreased primar-
ily due to the discontinuance ¢f Exelon Energy Company
operations in the PJM region.

Other. Revenues also increased in 2003 as compared to 2002,
as a resuit of a 576 miliion increase in sales of excess fossil
fuel. The increased excess fossil fuel is.a result of generating
plants in the Texas and New England regions operating at
less than projected levels. Also, revenue increased by $62 mii-
lion due to higher decommissioning revenue received from
CornEd in 2003 compared o 2002

Purchased Power and Fuel Expense. The changes in Gen-
eration’'s purchased power and fuel expense for 2003 com-
pared to 2002 cansisted of the following:

Generation Variance
Exelon New England $429
Prices 350
Volume 46
Hedging activity 22
Cther 20
Increase in purchased power and fuel expense 5867

Exelon New England. Generation acquired Exclon New Eng-
land in November 2002 and Mystic units 8 and 9 began
commercial operations during the second quarter of 2003,
and Fore River began commercial operations during the
third quarter of 2003.

Prices. The increase reflects higher market prices in 2003.

Volume, Purcnased power increased in 2003 due o an in-
crease in purchased power from AmerGen under a June
2003 PPA to purchase 100% of the cutput of Oyster Creek.
Prior to the June 2003 PPA, Ceneration did not purchase
power from Oyster Creek Fuel expense increased due to in-
creases in fossil fuel generation required to meet the in-
creased market demand for energy and the acquisition of
generating plants in Texas in April 2002.

Hedging Activity. Mark-to-market losses on hedging activities
were $16 million in 2003 compared to a gain of $6 million
in 2002.

Other. Other increases in purchased power and fuel were
primarily due to additional nuclear fuel amortization of $16
million in 2003 resulting from under-performing fuel which
was completely replaced in May 2003, at the Quad Cities
Unit 1, and $10 million due to the writedown of coal in-
ventory in 2002 as a result of a fuel burn analysis.

Operating and Maintenance Expense. The changes in operat-
ing and maintenance expense for 2003 compared to 2002
consisted of the foltowing:

EXSLON JORPORATION AND SUBHDIARY LOMAANIES

Generation Varlance
2003 assat impairment charge related to long-lived assets of

Boston Generating S 9435
Adoption of SFAS No, 143 197
Increased costs due to generating asset acquisitions made

ini 2002 78
Severance, pension and postretirement benefit costs

associated with The Exelan Way 6o
Increased employes fringe benefits primarily due to

increased heaith care costs 54
Decreased refueling outage costs®™ (49)
2002 executive severance (19)
Othar {33)
Increase in operating and maintenance expense $1,234

{a} Due 1o a reciassificanon of decommissioning.refared expenses upan the adeptlon
af 5FAS Ne. 143,

(b} Includes cost savings of %19 million related o one of Generation’s co-owned factli-
ties. Refueling outage days, not including Generanen’s co-owned facllties, de-
crezsed from 202 in 3002 6 157 i1 2603,

Depreciation and Amortization. The decrease in depreciation

and amortization expense in 2003 as compared to 2002 was

primarily attributable to a $130 million reduction in decom-
missioning expense net of ARC depreciation, as these costs
are included in operating and maintenance expense after
the adoption of SFAS No. 143 and a $12 million decrease due
to life extensions of assets acquired in 2002. The decrease
was partially offset by 565 million of additional depreciation
expense on capital additions placed in service in 2002, of
which %18 million of expense is related to plant acquisitions
made after the third quarter of 2002.

Effective Income Tax Rate. The effective income tax rate was
42.6% for 2003 compared {0 35.9% for 2002. This increase was
primarily attributable to the impairments recorded in zo03
refated to the long-tived assets of Boston Generating and Gen-
eration's investment in Sithe which resulied in a pre-tax loss.
Other adjustments that affected income faxes inciude a de-
crease in tax-exernpt interest recorded in 2003 and an increase
in nuclear decommissioning investment income for 2003.

Generation Operating Statistics
Generation's saies and the supply of these sales, excluding
the trading portfalio, were as follows:

Sales (in GWhs) 003 2003 % Change
Energy Delivery and Exelon

Energy Company 17,405 123,975 {5.3%)
Market sales 107,267 83,565 284%
Total sales 224,672 207.540 B.3%
Supply of Sales (in Gwhs} 2003 2002 % Change
Nuciear generationi 17,502 15,854 4%
Purchases—non-trading

portfoliti 82,860 7870 5.3%
Fossil and hydroelectric

generation 24,310 12,976 B7.3%
Total suppiy 224,672 207540 B.3%

(a) Exciuding AmerGen.
(&) Including purchased power agreements with AmerGen,
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Trading voiumes of 32,584 GWhs and 69,933 GWhs for 2003
and 2002, respectively, are not included in the table above.
The decrease in trading volume is a resuit of reduced volu-
metric and VAR trading limits in 2003, which are set by the
Risk Management Committee (RMC) and approved by the
Exelon Board of Directors.

Ceneration's average revenue for the years ended De-
cember 31, 2003 and 2002 were as foliows:

{s/aawh)i 2003 2002 % Change
Average revenue
Energy Delivery and Exelon
Energy Company 534.38 533.98 1.2%
Market sales 35.99 31.01 18.1%
Total-excluding the
trading sortfolio 3545 52.78 7.2%
{a) One megawatthout {MWh} s the equivaient of one thousand kWhs.
2003 2002
Nugclear fleet capacity factori® 93.4% 92.7%
Nuclear fieet production cost per Mwhii $12.53 $13.c0
Average purchased power cost for wholesale
operations per MWhib: $43.29 5 4185

(a) Including AmerGen and excluding Salem, which 15 operated by Public Service
Enterpnse Croup Incorporated (PSE&G).
(b} including PPAs with AmerGen.

Results of Operations-Enterprises

Generation's supply mix changed as a result of:

—increased nuclear generation due to a lower number of
refueling and unplanned outages during 2003 as com-
pared to 2002,

- increased fossil generation due to the Exelon New England
plants acquired {n November 20032, inciuding plants under
construction which became operaticnal in the second and
third quarters of 2003 and account for an increase of B,426
Gwhs, and

— additional purchase power of 3,320 GWhs Tom the addi-
tion of Exelon New England, a new PPA with AmerGen
which increased purchased power by 3,049 GWhs in the
second quarter of 2003, as well as 11,986 GWhs of other
miscellaneous power purchases which more than offset a
14,208 GWh reduction in purchased power from Midwest
Generation.

The higher nuclear capacity factor and decreased production
costs are primarily due {o 56 fewer planned refueling outage
days, resulting in a $36 million decrease in refueling outage
costs, including a $6 millicn decrease related to AmerCen, in
2003 as compared to 2002. The years ended December 3,
2c03 and 2002 indluded 30 and 26 unplanned cutages, re-
spectively, resulting in a $2 million increase in non-refueling
outage costs in 2003 as compared to 2002.

Enterprises 2003 2002 Variance % Change
Operating revenues $ 1,757 $2,033 5 (276} (13.6%)
Purchased power and fuel expense 834 658 176 26.7%
Operating and maintenance expense 1,047 1,327 (280) (211%)
Operating income (loss) (162) (14} (148) nm.
Income (loss) before incomne taxes and cumulative effect of changes in

accounting principies {216} 134 (350} nm.
Income (foss) before cumulative effect of changes in accounting principles (135} 65 {200) n.m.
Net income (loss) (1386) (178} 42 (23.6%)

na—not meamngiul,

Net Income (Loss). The decrease in Enterprises’ net income
(loss) before cumulative effect of changes in accounting
principles in 2003 was primarily due to a decrease in operat-
ing revenues and an increase in purchased power and fuel
expense, partially offset by a decrease in operating and
mainienance expense, Depreciation and amortization ex-
pense decreased $2g million before income taxes from 2002
to 2003 primarily as a result of property, plant and equip-
ment classified as held for sale in 2003 and accelerated assef
depreciation in the PIM region in 2002. In 2003, Enterprises
recorded impairment charges of investments of 546 million
before income taxes due to other-than-temporary deciines
in value and an impairment charge of 58 million before in-

come taxes for its equity method investment in a district
cooling business joint venture, partially offset by 2002
charges for impairment of investments of $41 million before
income taxes and a net impairment of cther assets of $4 mil-
lon before income taxes. In 2002, Enterprises recorded a pre-
tax gain of $138 million on the sale of its investment in AT&T
Wireless. The adoption of SFAS No. 143 reduced 2003 net in-
come by %1 million, net of income taxes. The adoption of SFAS
No. 142 reduced 2002 net income by $243 million, net of in-
come taxes. See Note 1 of the Notes to Consolidated Financial
Statements for further discussion of the adoptions of SFAS
No. 143 and SFAS No. 142.
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Operating Revenues. Tne changes in Enterprises’ operating
revenues for 2003 compared to 2002 consisted of the
following:

EXELON TORPORATION AND SUSSIDIARY COMIANIES

Operating and Maintenance Expense. The changes in Enter-
prises’ operating and maintenance expense for 2003 com-
pared to 2002 consisted of the following:

Enterpnses Variance £nterprises Variance
infraSource ${359) tnfraSource ${267}
Exelon Services {60) Exelon Energy Company (1)
Exelon Energy Company 137 Exelon Services {8)
QOther £ QOtrer 3
Decrease in operafing revenues §1276) Decrease in oparating and maintenance expense ${280)

infraSource. Operating revenues decreased $255 million at
InfraSource due to the sale of the majority of the InfraSource
businesses in the third quarter of 2003, For the remaining
InfraSource businesses, operating revenues decreased $103
million as a result of the closing of certain businesses and
the reduction of new business as a result of wind-down ef-
forts and margin deterioration for these businesses.

Exelon Services. Qperating revenues decreased $79 million at
Exelon Services due to poor economic conditions in the con-
struction market. This decrease was partially offset by im-
proved performance contracting activities of $1g million.

Exelon Energy Company. Operating tevenues increased $g7
million at Exelen Energy Company due to higher gas prices in
2003. In addition, customer growth in the gas and eleciric
markets increased operating revenues by $6g million and $40
million, respectively. These increases were partially offset by the
discontinuance of retail sales in the PIM region of $40 miliion
and the wind-down of the Northeast operations of $2g million.

Purchased Power and Fuel Expense. Purchased power and
fuel expense increased primarily due to increased fuel costs
at Exelon Energy Company due to higher gas prices and in-
creased customer volume. Higher gas prices accounted for
$g2 million of the overall increase and increases in custemer
growth in the gas and electric markets accounted for $67
million and $35 million, respectively, In addition, purchased
power and fuel expense increased $31 million from the im-
pact of mark-ie-arket accounting. These increases were
partially offset by reduced costs fram the discontinuance of
retail sales in the PIM region of $46 million and the wind-
down of the Northeast operations of $8 million.

infraSource. Operating and mainfenance expense decreased
$222 million at InfraSource primarily due to the sale of the
majority of the InfraSource businesses in the third quarter of
2003. For the remaining InfraSource businesses, operating
and mainienance expense decreased $8o million as a result
of wind-down efforts for these businesses. These decreases
were partially offset by increased expense of $30 million due
to margin deterigration on various construction projects.

During 2003, Enterprises recorded a nef charge to operat-
ing and maintenance expense of %4 million (befcre income
taxes and minority interest) associated with the sale of the
majority of the InfraSource businesses, Pursuant to the sales
agreement, certain working capital adjustments to the pur-
chase price will be made in zo04.

Exelon Energy Company. Operating and maintenance ex-
pense decreased at Exelon Energy Company primarily due to
lower genera! and administrative costs from the dis-
continuance of retail sales in the PIM region and the wind-
down of Northeast operations of Sg million.

Exelon Services, Operating and maintenance expense de-
creased $56 million at Exelon Services due primarily to delays
on mechanical construction projects resulting from poor
economic conditions in the construction market. This de-
crease was partially offset by additional costs from increased
performance contracting activities of $13 miilion, a goodwill
impairment charge of 524 millien and other asset impair-
ments of $15 million.

Effective Income Tax Rate. The effective income tax rate was
37.5% for 2003 carnpared to 50.4% for 2002. This decrease in
the effective tax rate was primarily attributable to the AT&T
Wireless sale and tax adjustments resulting from various
ingome tax related items of 321 million during 2002.
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Year Ended December 3, 2602 Compared To Year Ended December 31, 2001

Exelon Corporation 2302 2001 Variance % Change
Operating revenues 514,955 514,918 $ 37 0.2%
Purchased power and fuet expense 5,262 5,090 172 3.4%
Operating and maintenance expense 4345 4,394 (49) (11%)
Operating income 1,299 3,362 {63) {1.9%)
Other income and deductions (631) (r.o15) 384 (37.8%)
Income before income taxes and cumulative effect of changes in accounting

principles 2668 2,347 32t 13.7%
income before cumulative effect of changes in accounting principtes 1,670 1,416 254 17.9%
Net income 1,440 1,428 12 0.8%
Diluted earnings per share A.44 4.43 ©.01 0.2%

Net Income. Net income for 2002 reflects a $230 million
after-tax charge for the cumulative effect of changes in ac-
counting principles as & result of the adoption of SFAS No.
142, while net income for 2001 reflects $12 million of after-tax
income for the cumulative effect of changes in accounting
principles as a result of the adoption of SFAS No. 133,
“Accounting for Derivatives and Hedging Activities” (SFAS
No. 133). See Note 1 of the Notes to Consolidated Financial
Statements for further information regarding the adoptions
of SFAS'NO. 142 and SFAS No.333.

Operating Revenues. Operating revenues were comparable
from 2001 to 2002. Energy Delivery experienced an increase
of $286 millicn primarily due to increases in weather
normalized volumes and positive weather impacts which
was partially offset by a $259 million decrease at Enterprises
primarily due to the discontinuance of retail sales in the PJM
region at Exelon Energy Company and lower construction
revenues at Exelon Services. See further discussion of operat-
ing revenues by segment below.

Purchased Power and Fuel Expense. Purchased power and
fuel expense increased in 2002 compared to 2001 primarily
due to an increase in purchased power associated with in-
creased power supplied by Generation. Total GWhs supplied
by Ceneration, exclusive of trading activity, was 207,540
GWhs in 2002 compared to 196,26 GWhs in 2001, The aver-

age supply cost per MWh supplied by Generation was con-
sistent from 2001 to 2002, See further discussion of pur-
chased power and fuel expense by segment below.

Operating and Maintenance Expense. Operating and main-
tenance expense was consisient from 2001 to 2002. An in-
crease in operating and maintenance expense at Generation
of $128 million primarily due to increased refueling outages
and generating asset acquisitions in April and November
2002 was parttially offset by reduced operating maintenance
expenses at Energy Delivery and Enterprises. See further dis-
cussion of operating and maintenance expenses by segment
below.

Operating Income. Opetating income decreased in 2002 as
compared to 2001 primarily due to the increase in purchased
power and fuel expense discussed above, partially offset by a
decrease in depreciation and amortization expense primarily
due 1o the cessation of goodwill amortization.

Other Income and Deductions. Other income and deductions
changed primarily due a gain on the sale of Enterprises’ in-
vestment in AT&T Wireless of 5198 million recorded in 2002,
an increase in income on Generation's nuclear decom-
missioning trust funds and a reduction in interest expense
at Energy Delivery due to less debt outstanding and the re-
financing of existing debt at lower rates.
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Results of Operations by Business Segment

EXZLON CORPORATION AND SUBSIDIARY COMPANIES

The comparisens of 2002 and 2001 cperating results and other statistical information set forth below reflect intercompany
transactions, which are eliminated in our consolidated financial statements,

incamne (Loss) Before Cumulative Effect of Changes in Accounting Principles by Business Segment

2002 2004 Variance % Change
Energy Detivery $1,268 $1,022 T $246 24.4%
Generation 387 512 (125) (24.4%)
Enterprises 65 (8s) 150 176.5%
Corporate {50} (33) (17 {51.5%)
Toial 51.670 S1.416 $354 17.8%
Net income (Loss) by Business Segment

2002 2001 Varanca % Change
Energy Delivery 51,268 $1,022 $246 24.9%
Generation 400 524 {124) (23.7%;)
Enterprises (178) (85) (93) [105.4%)
Corporate {50) {33) (17) {51.5%)
Total $1,440 $1,428 $ 12 8%
Results of Operations—-Energy Delivery
Energy Delivery 2002 2001 Variance % Change
Operating revenues $10,457 $10,171 $286 2.8%
Purchased power and fuel expense 4,602 4.472 130 2.9%
Operating and maintenance expense 1,486 1,568 (82) (5.2%)
Depreciation and amortization expense 973 1,081 {103) {9.5%)
Taxes other than income 531 457 74 16.2%
Operating income 2,860 2,563 267 10.3%
Interest-expense 854 973 (11g) (12.2%)
income before income taxes 2,033 1,725 308 17.6%
Net income 1,268 1,022 246 244%

Net income. The increase in Energy Delivery’s net income was
primarily due to an increase in operating revenues net of
purchased power and fue! expense and decreases in operat-
ing and maintenance, depreciation and amartizaticn and
interest expensas, partiaily offset by increased taxes other
than income, iower interest income on its note receivable
from Unicom Investments, Inc., an Exelon subsidiary.

Operating Revenues. The changes in Energy Delivery’s
operating revenues for 2002 compared to 2001 consisted of

the following:
Total
Energy Delivery Electric Gas Variance
Volume 224 5015 $23g
Woeather 151 2 153
Customer choice a3 - 35
Rate changes {z4) (108} (162)
Resales and other - f15) {15)
Other effects {25) 1 (24)
Increase (decrease) in
operating revenues S3g sfios} $286
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EXZLON JORPORATION AND SUSSIDIARY SOMPANIES

Volume. Energy Delivery's electric revenues increased as a
resuit of increases, exclusive of weather impacis, in the
number of customers and additional average usage per cus-
tomer, prirmarily in the residential customer class.

Exclusive of weather impacts, higher delivery volume in-
creased gas revenue. Total deliveries to customers increased
5% in 2002 compared to 2oc1, primarily as a result of
customer growth and higher transperiation volumes.

Weather. Energy Delivery's electric revenues experienced
favorable weather impacts, primarily 25 a result of warmer
than usual summer weather. Cocling degree-days in the
ComEd and PECO service territories were 26% higher and is%
higher in 2002 as compared to 2001, respectively. Heating
degree-days in the ComEd and PECO service territories wete
3% higher and 1% higher, respectively, in 2002 compared
o 2001

Customer Choice. Energy Delivery's electric revenues in-
creased from 2001 to 2002 as a result of customer choice ac-
tivity. The increase includes increased revenues of $226
million from customers in Pennsylvania who selected or re-
turned to PECO as their energy supplier. The increase was
partiaily offset by a decrease in revenues of $131 miilion from
ComeEd’s customers electing to purchase energy from alter-
native energy suppliers or electing ComEd’s PPO.

Rate Changes. The decrease in electric revenues attributable
to rate changes reflect $gg million for the §% ComEd resi-
dential rate reduction, effective October 1, 2001, required by
the (llinols restructuring iegislation and the timing of 2 $60
million PECC rate reduction in effect for 2001 and 2002,

partialty offset by $50 million related to an increase in PECO's’

gross receipts tax effective January 1, 2002 and the expira-
tion of a 6% reduction in PECO's rates during the first quar-
ter of 2001 The decrease in gas revenues was primarily
attributable to a decrease in rates through the purchased
gas adjustment clause that became effeciive in December
2061 The average rate per mmcf in 2002 was 22% lower than
the rate in 2001.

Resales and Other. Energy Delivery's gas revenues decreased
as a result of a decrease in off-system sales, exchanges and
capacity releases.

Other Effects. The reduction in revenue from other effects is
primarily a result of a $38 million decrease in off-system
sales due to an expiration of wholesale contracts that were
offered by ComEd from june 2000 to May 2001 to support
the open access program in lliinois and a $15 millien reversal
for revenue refunds in 2001 related to certain of ComEd's
municipal cusiomers as a result of a favorable FERC ruling,
partially offset by a reimbursement from Generation of %12
million at ComEd and an $n million settlement of CTCs by a
large PECO customer in the fhst quarier of 2001,

Purchased Power and Fuel Expense. The changes in Energy
Delivery's purchased power and fuel expense for 2002 com-
pared to 2001 consisted of the following:

Energy Delivery Electric Gas Yariance
Weather 569 5 - $ 6g
Customer choice a5 - 63
Valume 54 - 54
Pim ancillary charges F1 - 4i
Prices 1§ {108) (g0)
Other (15) 6 {9)
Increase {decrease} in

purchased power and fuel

expense 5232 I\ [] 3130

Weather. Energy Delivery's purchased power and fuel ex-
pense increased in 2002 compared ic 2007 due to the im-
pacts of warmer than usual summer weather.

Customer Choice. Custerner choice activity resulted in an in-
crease of purcnased power and fuel expense, including $210
millien due to customers selecting or returming to PECO as
their electric supplier, partially offset by $145 million due to
ComeEd’s customers eiecting to purchase energy from alter-
native energy suppliers or electing ComEd's PPO.

Volume. Energy Deiivery's purchased power and fuel expense
increased due to increases, exclusive of weather impacis, in
the number of customers and additional average usage per
customer, primarily in the residential custorner ciass.

Prices. Fuel expense for gas decreased due to PECO's higher
gas prices, which was partially offset by increases in the
weighted average on-peak/off-peak cost of electricity at
ComEd.

Operating and Maintenance Expense. The changes in cperat-
ing and maintenance expense far 2002 compared to 2001
consisted of the following:

Snergy Delivery Variance
Decreased employee fringe benefits primarily dus (o fewer

employees 4f3g)
Decreased payroll expense due to fewer empioyees (32}
Reduced costs due to cast management initiatives 6}
Change in bad debt reserve estimate (14}
Decreased storm costs {12)
Increasad costs for manufactured gas plant investigation

and remediation 16
Increased costs associated with the initial implementation

of automated meter reading services at PECC in 2002 12
Other 3
Decrease In operating and maintenance expense 4(8a)

Depreciation and Amortization Expense. The reduction in
depreciation and amortization expense was primarily due to
the cessation of goodwill amortization at ComEd and a $48
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million decrease due to changes in ComEd's depreciation
rates in 2002 During 2001, $126 million of goodwill was
arnortized at ComEd. These decreases were partially offset by
$34 million of increased depreciation due to capital additions
across Energy Delivery and increased competitive transition
charge amortization of $37 million at PECC.

Taxes Other Than Incomne. Tne increase in taxes ather than
income was primarily due to S7z million of additional gross
receipts tax at PECO related to additionat revenues and an
increase in the gross receipts tax rate on electric revenue ef-
fective January 1, 2002.

Energy Delivery Operating Statistics and Revenue Detail

EXELON CORPORATION AND SUBSIDIARY COMPANIES

interest Expense. The reduction in interest expense was pri-
marily due to refinancing existing debt at lower rates and
the pay down of ComEd’s and PECO's Transitional Trust
Notes.

Effective income Tax Rate. Energy Delivery's effective income
tax rate was 37.6% for 2002, compared to 40.8% for 2001 The
decrease in the effective tax rate was primarily attributabie
to a reduction in state incorme taxes and the discontinuation
of goodwill amortization as of January 1, 200z, which was not
deduciible for income tax purposes in 2001

Energy Delivery's slectric sales stafistics and revenue detafl were as follows:

Retail Deliveries—iin gigawatthours {GWhs)js 2502 2001 Variance % Change
Bunslicd dediveries
Residential 37.839 33,355 4,484 13.4%
Small commercial & industrial 29,971 20,433 538 1.8%
Large commercial & industrial 22,652 23,265 (613) (2.6%)
Public autherities & electric railroads 7332 8,645 1.313) (15.2%)
Total bundled geliveries 97,794 94.658 3.096 33%
Unbumiled dhiveriesa
Alternative energy suppliers
Residential 197! 3,105 (1134) (36.5%)
Small commercial & industrial 5,634 4471 1,363 26.0%
Large commercial & industrial 7.652 7.8t0 (158) (2.0%)
Public authorities & electric railroads g13 372 541 145.4%
16,170 15,758 412 2.6%
PPO (ComEd only}
small commercial & industrial 3,152 3,279 (127) (3.9%)
Large commereial & industrial 5,131 5,750 (619) (10.8%)
Public autherities & electric railroads 1,346 987 359 36.4%
g.629 10,016 (387) (3.9%)
Total unbundled deliveries 25,799 25,774 25 0.1%
Tetal retail deljuaries 123,593 120,472 312 2.6%

{2} Omne gigawatthour is the equvalent of one mitilon kilowarthours (kwh}.

(p) Bundied service reflects dehveries to customers taking eleciric service under tariffed rates.

i<} Unbundled service reflacts customers elecing 1o receive electric generation service fram an alternative energy supplier or ComEd's PPO. See Note 4 of the Notes to Consolidated

Financial Statements for further discussion of ComEed's FPO.
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Elesiric Revenue ) 2002 205i Variance % Change

Bandied revenyas

Residential $ 3,718 $3.336 $383 n.s%

Srmall commercial & industriai 2,601 2,503 98 3.9%

Large commercial & industrial 1,496 1,452 44 3.0%

Public authorities & electric railroads 456 502 {46) {9.2%)
Total bundled revenues 8272 7.793 479 6.1%

wnovngled revenues
Alternative energy suppliers

Residential 145 235 (5o} (38.3%)
Smali commercial & industrial 159 129 30 23.3%
Large commercial & industrial 170 138 32 23.2%
Pubiic authorities & electric railroads 25 6 22 n.m.
502 508 (6} (1.2%)

PPQ (ComEd only)
Small commercial & industrial 204 220 (16) (7.3%)
Large commerciai & industrial 278 343 (65) (19.0%)
Public authorities & electric raiiroads n 59 12 20.3%
553 622 {69} (11.1%)
Total unbundled revenues 1,055 1,130 (73) (6.6%)
Tuias electric vetail iavenues 9,327 8,923 404 4.5%
Wholesale and miscellaneous revenuel? 581 594 {13} (2.2%)
Teial eledine yevenue $9,908 59,517 $ 391 41%

{a) Bundled revenue reflects deltveries to customers taking electric service under tariffed rates, which include the cost of energy and the delivery cost of the transmission and the
distnbution of the energy. PECO's taritfed rates also include 2 CTC charge. See Note 4 5f the Netes to Consolidated Financial Statements for a discussion of CTC,

{o) unbundled revenue reflects revenue from cusiomers electing to Yeceive elecivic generation service from an alternative energy supplier or ComEd's PPO, Revenue from customers
choosing an alternative energy supplier includes a distribution charge and a CTC. Revenues from customers choosing Comed's PPO inciudes an energy charge at market rates,
transmissian, and distribution charges and a CTC. Transmissian charges received fram alternative energy supphiers are mcluded in wholesale and miscellaneous revenue.

fc) Wholesale and miscellaneous revenues include transmission revenue, sales to municipalities and other wnolesale energy sales.

n.m—not meaningful

Energy Delivery’s gas sales statistics and revenue detail were as follows:

Deliveries 10 tustormners it mmcd 2002 2004 Vanance % Change
Retail sales 54,782 54,075 707 1.3%
Transporiation 30,763 27.453 3,310 121%
Total 85,545 81,528 4,017 4.9%
Revenue 2002 2001 Variance % Change
Retail sales $ 450 5 58 5 (91) {15.7%)
Transportation 19 18 1 5.6%
Resale and ather 40 55 (15} (27.3%)
Totat $ 549 5 654 5 (105) (16.1%)

Results of Operations—Generation

In the second quarter of 2002, Generation early adopted Emerging Issues Task Force (EITF) Issue 02-3, “Accounting for Contracts
Invoived in Energy Trading and Risk Management Activities” {EITF 02-3). EiTF 02-3 was issued by the FASB EITF in June 2002 and
required revenues and energy costs related to energy trading contracts to be presented on a net basis in the income statement.
For comparative purposes, energy costs related to energy trading have been reclassified as revenue for prior periods to con-
farm to the net basis of presentation required by EITF 02-3.

Generation 2002 2001 Variance % Change
Qperating revenues $6,858 $6,826 $ 32 0.5%
Purchased power and fuel expense 4,253 3,995 258 6.5%
Operating and maintenance expense 1,656 1,528 128 8.4%
Cepreciation and amertization expense 276 282 (6} (21%)
Operating income 509 872 (363) {41.6%)
Income before income taxes and cumulative effect of changes in accounting

principles 604 839 (235} (28.0%)
Income before cumulative effect of changes in accounting principles 387 512 {125) (24.4%)
Net income 400 524 (124) (23.7%}
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Net Income. The decrease in Generation’s net income was
primarily due te 2 decrease in operating revenues net of
purchased power and fuel expense and an increase in
operating and maintenance expense, partially offset by an
increase in income on iis nuciear decommissioning trust
fund investments.

Cumulative effect of changes in accouniing principles
recorded in 2002 and 2001 included income of $13 wmillion,
nei of income taxes, recorded in 2002 related to the adop-
tion of SFAS No. 142, and income of $12 million, net of income
taxes, recorded in 2001 telated to the adoption of SFAS No.
133. See Note 1 of the Notes to Consolidated Financial State-
ments far fuvther discussion of these effacts.

Operating Revenues. The changes in Generation's operating
revenues for 2002 compared tc 2001 consisted of the
foltawing:

Generation Variance
Energy Delivery and Exelon: Energy Company $124
Market sales (85)
Trading margins (35)
Cther 29
Increase in operating revenues 5 32

Energy Delivery and Fxelon Energy Company. Sales to affili-
ates increased primarily due to higher prices. In addition, the
increase was a resuit of higher volume sales to ComEd. offset
by lower voiume sales to PECC and Exelon Energy Company.

Market Sales. Revenue from market sales decreased primarily
due ta a $6/MWh decrease in average market prices in 2002
compared to 2001. The decrease was partially offset by an
increase in market sales volume.

Trading Margins. Trading margins decreased $36 million, re-
flecting a $29 million ioss for the year ended December 31,
2002 compared to a $7 million gain in the same period in
2001. The increase is primarily related to an increase in gas
prices in April 2002, which negatively affected Generation's
trading positions.

Other. Revenues also increased $2g million in 2002 com-
pared to the same period in 2003, primarily as a result of in-
creased gas sales resulting from the Texas asset acquisition
in Aprtil 2002.

Purchased Power and Fuel Expense. Purchased power and
fuel expense increased $258 million, or 6% in 2002. The in-
crease js primarily due to increased purchased power and
fossil fuel volume. The increase in purchased power and fuet
was partially offset by a decrease in the average purchased
cost attributed to lower wholesale market prices and re-
duced transmission coss.

EXELQN CORPORATION AND SUBSITMARY COMPANIES

Operating and Maintenance Expense. The changes in operat-
ing and maintenance expense for 2002 compared to 2001
consisted of the following:

Generation Variance
Increased refueling outage costsi $8o
Increased costs due to asset acquisitions made in 2002 k]
2002 =xecutive severance 9
Decreasad paytoli expense due to fewer number of

empicyees {8)
Other 6
Increase in operating and maintenanze expense 5128

{al Refueling outage days, nat inciuding co-swned Taciiities, increased from g5 in 20m
toz02in 2002

Depreciation and Amortization, The decrease in depreciation
and amortization expense in 2002 as compared to 2001 was
due to a 542 million reduction in depreciation expense aris-
ing from the extension of the useful lives on certain gen-
eration facilities in 2001, partially offset by $32 million of
additional depreciation expense on capital additions placed
in service, including the Scutheast Chicago Energy Project in
July 2002, and two generating plants acquired in April 2002.

Effective Income Tax Rate. Generation's effective income
tax rate was 35.9% for 2002 compared to 39.0% for 2001
This decrease was primarily attributable to an increase in
tax-exempt interest in 2002 and other 1ax benefits recorded
in 2002.

Generation Operating Statistics
Generation's sales and the supply of these sales, excluding
the trading portfolio, were as follows:

Sales (in GWhs) 2002 2007 % Change
Energy Deiivery and Exelon

Energy Company 123.975 123,793 aa%
Market sales 83,565 72,333 15.5%
Total sales 207,540 196,126 5.8%
supply of Sales (in GWhsl 2202 2001 % Change
Nuclear generationi 15,854 WE,839 [0.8%)
Purcnases—non-trading

parcfolioft) 78110 67.942 15.8%
Fossil and hydroeiectric

generation 12,976 11,345 14.4%
Total supply 207,540 196,126 5.8%

{a) Excluding AmerGen,
{b) including purchased power agreements with AmerGen.

Trading volumes of 69,433 GWhs and 5,754 GWhs for 2002
and 2001, Tespectively, are not included in the table above.
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IXELON ZORPORATION AND SUBSIDIARY SDMPANIES

Generation’s average revenue per MWh sold for 2002
and zoc1 were as Toilows:

{Sraawhy 2502 260 % Change
Average revenue
Energy Delivery and Exelon
Energy Company $33.98 533.05 :B%
Market sales 3101 37.00 (16.2%)
Total—excluding the
trading pantfolio 3278 3451 {5o®}

Tne factors below contributed to the overall reduction in
Ceneration’s average margin for 200z,

Generation’s GWh deliveries increased 6% in 2002 pri-
marily due to favorable weather conditions, which increased
demand for Energy Deiivery and increased markei saies at-
tributable to the availability of increased supply from ac-
quited generaticn and power uprates at existing facilities,
shightly offset by a decrease in sales to Exelon Energy Com-
panty, Enterprises’ retail energy unit, due to lower demand in
the eastern energy markets.

Generation’s supply mix changed due to:

~increased purchases resulting from the supply agreement
with AmerGen’s Unit Na. 1 at Three Mile Island Nuclear Sta-
tion facility which was new in 2002,

~decreased nuclear generation due to an increase in the
number of refueling outages during 2002, slightly offset by
power uprates,

- increased fossil and hydroelectric net generation due to the
acquisition of two generating plants in April, a peaking fa-
cility placed in service in july and the Sithe New England
plants acquired in Novernber, which in total accounted for

Results of Operations—Enterprises

an increase of 2,500 GWhs, and strong waterfiows which
increased the hydroelectric output by 400 GWhs, and

—lower production in our Mid-Atlantic coai and oil units due
to cocler summer weather conditions and lower power
prices in 2002.

Ceneration's average revenue was affected by:

—increased weighted average on and off peak prices per
MWh for supply agreements with ComEd,

- higher contracted prices from Exelon Energy Company, af-
fected by lower actual velumes o those customers, and

- lower market prices.

2002 2001
Nuclear flest capacity factorld ’ g2.7% 94.4%
Nuclear fieet production cost per Mwhi 513.00 41278
Average purchased power cost for wholgsale

operations per MWh! $41.85 545.94

fa) Including AmerGen and excluding Salem, which is cperated by PSE&C,
fbi Inciuding PPAs with AmerGen.

The lower nuclear capacity factor and increased nuclear
production costs are primarily due to 260 days of planned
outage time in 2002 versus 153 days in 2001 Nuciear pro-
duction cost increased from $12.78 to $13.00 primarily due to
an 580 million increase in outage costs and the number of
refueling outages in 2002 as compared tc 2001 These
decreases are slightly offset by a $25 million dacrease in pay-
roll costs due to headcount reductions and $4 million in
lower project expenditures. The decrease in purchased
power costs was primarily due ioc depressed wholesale
power market prices.

£nterprises 2002 2561 Variance % Change
Operating revenues 52,033 $2,292 $(259) (1.3%)
Purchased power and fuel expense 658 854 (196) (23.0%)
Operating and maintenance expense 1,327 1,436 f10g) {7.6%)
Operating income (loss) {14} (771 63 {81.8%)
Income (loss) hefore income taxes and cumulative effect of change in

.accounting principie 134 (128) 262 L.
income (loss) before cumulative effect of change in accounting principles 65 (85} 150 (176.5%)
Net income (loss) {178} (8s) (53) 109.4%

n.m. —nat meaningful

Net income (Loss). The increase in Enterprises’ income (10ss)
before cumulative effect of change in accounting principles
was primarily due to a pre-tax gain of $198 miltion recorded
in 2002 on the sale of its investment in AT&T Wireless and
decreases in purchased power and fuel expense and operat-
ing and maintenance expense, parfially offset by a decrease
in operating Tevenues. Depreciation and amertization ex-
pense decreased $14 million from 2001 to 2002 primarily as a
result of the discontinuance of goodwill amortization upon

the adoption of SFAS No. 142 ¢n January 1, 2002, partially off-
set by 2002 accelerated depreciation in the PIM region. In
2002, Enterprises tecorded impairment charges of invest-
ments of $41 million before income taxes due to other-than-
temporary declines in value and a net impairment of other
assets of $4 million, as compared to 2001 charges for
investment impairments of $13 million and a net impair-
ment of cther assets of $2 million before income taxes. In
2002, Enterprises had higher equity in earnings of uncon-
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solidated affiliates of $16 million resulting from the dis-
continuance of losses on its investment in AT&T Wireless as a
result of its sale and $9 million resulting from the recovery of
trade receivables previously considered uncollectible from a
cormnmmunications joint venture. The adoption of SFAS No. 142
reduced 2002 net income by $243 miltion, net of income tax-
es. See Note 1 of the Notes to Consolidated Financial State-
ments for further discussion of the adoption of SFAS No. 142.

Operating Revenues, The changes in Enterprises’ operat-
ing revenues for 2002 compared to 2001 consisted of
the following:

Enterprises Variance
Exelon Energy Company $ (172}
Exelon Sevvices {63)
infraSource {20)
Other ()
Decrease in operating revenues 5{250)

Exelon Energy Company. Operating revenues decreased $168
rillion at Exelon Energy Company.due to the discontinuance
of retail sales in the PIM region and lower gas prices of S1i2
million in 2002. These decreases were partially offset by
higher electric sales of $74 million and increased customer
growth in the gas market of $33 miilion.

Exelon Services. Operating revenues decreased primarily as a
result of reduced construction projects.

InfraSource. Operating revenues decreased $ui7 million at
InfraScurce as a resuli of the continued decline in the tele-
communications industry, partially offset by higher infra-
structure and construction sertvices of Sg7 million from an
increase in the electric line of business.

Purchased Power and Fuel Expense. Purchased power and
fuel expense at Exelon Energy Company decreased due to
reduced costs from the discontinuance of retail sales in the
PIM region of $174 million, decreased fuel costs due to lower
gas prices of $15 million and $:16 million from favorabie im-
pacts of mark-to-market accounting relating to Northeast
operations. These decreases were partially offset by in-
creased electric costs of $72 million and increased gas costs
from customer growth of $32 million.

Operating and Maintenance Expense. The changes in Enter-
prises’ operating and maintenance expense for 2002 com-
pared to 2001 consisted of the following:

Enterpnses Variance
Exelon Services s 57
InfraSeurce (a3}
Exelon Energy Company 11}
Other 2
Decease in operating and mainfenance expense s{10g]

EXELON CORPORATION AND SUBSIDIARY COMPANIES

Exelon Services. Operating and maintenance expense de-
creased $51 million at Exelon Services due to lower con-
struction costs and $2 million from general and
administrative cost reduction initiatives.

InfraSource. Operating and maintenance expense decreased
at InfraSource primarily due 1o lower construction costs as a
result of the dacline of the telecommunications industry of
$80 million and $16 million from general and administrative
cost reduction initiatives, partially offset by higher infra-
siructure and construction costs of 553 million.

Exelon Energy Company. Operating and maintenance ex-
pense decreased at Exelon Energy Company primarily due to
lower general and administrative costs from the dis-
continuance of retail sales in the PIM region.

Effective Income Tax Rate. The effective income tax rate was
50.4% Tar 2002 compared to 33.3% for 2001. This increase in
the effective tax rate was primarily attributable to the AT&T
Wireless sale and tax adjustments resulting from various
income tax related itemns of $21 million, partially offset by the
discontinuation of goodwill amortization as of January 1,
2002, which was not deductible for income tax purposes
in 2001

LIQUIDITY ANG CARITAL RESSURIES

Our businesses are capital intensive and require consid-
erable capital rescurces, These capital resources are primar-
ity provided by internally generated cash flows from Energy
Delivery and Generation’s operations. Our working capital
deficit is expected to be cured with our anticipated con-
tinuance of positive operating cash flows and the eventual
elimination of our Bostan Generating debt balanee upon the
transfer of our ownership of Boston Generating. We antici-
pate that the transfer of Boston Generating will be accom-
plished on a non-cash basis. When necessary, we obtain
funds from external sources in the capital markets and
through bank borrowings. Qur access to external financing
at reasonable terms depends on our and our subsidiaries’
credit ratings and general business conditions, as well as
that of the utility industry in general. if these conditions
deteriorate to where we mo longer have access to external
financing sources at reasonable terms, we have access to $1.5
billion through revoliving credit facilities that we currently
utilize to support our commercial paper programs. See the
Credit Issues section of Liquidity and Capital Resources for
further discussion. We primarily use our capital resources to
fund capital requirements, including construction, to invest
in new and existing ventures, to repay maturing debt, tc pay
common stock dividends and to fund our pension obliga-
tions. Future acquisitions that we may undertake may re-
quire external financing, which might include issuing our
commen stock.
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We are in the process of implementing iis new business
modei referred to as The Exelon Way. This business model is
focused on improving operating cash flows while meeting
service and financial commitments through integration
of operations and consolidation of support functicns.
We have 1argeted approximately $300 miilion of annual
cash savings beginning in 2004 and increasing the annual
cash savings to $600 million in 2006.

As part of the implementation of The Exelon Way, we
identified approximately 1,500 positions for elimination by
the end of 2004 and recorded a charge for salary con-
tinuance severance of $130 million before income taxes dur-
ing 2003, which we anticipate that the majority will be paid
in 2004 and 2005. We are considering whether there are
additional positions to be eliminated in 2005 and 2006. We
may incur further severance costs associated with The Ex-
elon Way if additional positions are identified 10 be elimi-
nated. These costs will be recorded in the period in which the
costs can be reasonably estimated.

Cash Flows fram Operating Activities

Energy Delivery's cash flows from operating activities primar-
ily result from sales of electricity and gas to a stabie and
diverse base of rtetail customers at fixed prices and are
weighted toward the third quarter. Energy Delivery's future
cash flows wiit depend upon the ability to achieve cost sav-
ings in operations and the impact of the economy, weather,
customer choice and future regulatory proceedings on its
revenues, Generation's cash flows from operating activities
primarily resuli from the sale of elactric energy to wholesale
custarners, including Energy Delivery and Enterprises, Gen-
eration’s future casn flows from operating activities will
depend upon future demand and market prices for energy
and the ability to continue to produce and supply power at
competitive costs.

Cash flows from operations have been and are expected
to continue te provide a reliable, steady source of cash flow,
sufficient to meei aperating and canital expenditures re-
quirements for the foreseeable future. Operating cash flows
after 2006 could be negatively affected by changes in the
rate regulatory environments of ComEd and PECO, although
any effects are not expected to hinder our ability to fund our
business requirements. See Business Outlook and the Chal-
lenges in Managing our Business for further information
regarding the regulatory transition periods.

Cash flows provided by operaticns in 2003 and 2002
were $3.4 billion and $3.6 billion, respectively. Changes in our
cash flows provided by operaticns are generally consistent
with changes in our results of operations, and further ad-
justed by changes in working capital in the normal tourse of
business.

In addition to the items mentioned in Resuits of Oper-
ations, the following items affected our operating cash flows
in 2003 and 2002:

~Purchases of natural gas at higher prices as weli as slightly
increased volumes during 2003 tesulted in an increase in
natural gas invenzaries of §54 millian at Generation and
PECO and an increase in deferred natural gas costs of $50
million at PECO, resulting in a reduction to operating cash
flows of S04 million. During 2002, changes in deferred
natural gas costs of $2g million and a decrease in natural
gas inventories during the year of $37 million, resulted in a
$62 million increase in operating cash flows.

- Discretionary tax-deductible pension plan payrments of
%367 million in 2003 compared to $202 miliion in 2002
Additionally, we contributed 534 million and $73 million
to the postretirement welfare benefit plans in 2003 and
200z, respectively.

We expect to contribute up to approximately $419 million 1o
our pension pians in 2004. These contributions exclude
benefit payments expected to be made directly from corpo-
rate assets. Of the $419 million expected to be contributed to
the pension plans during 2004, $17 million is estimated to be
needed to satisfy IRS minimum funding requirements,

Cash Flows from Investing Activities

Cash flows used in investing activities in 2003 and 2002
were $2.1 billion and $2.6 billion, respectively. Cash used in
investing activities decreased from 2002 due to lower capitaf
expenditures of $288 million, net of liquidated damages re-
ceived during 2003 of 592 million, a reduction in cash used
to acgquire businessas of 5173 miilion, a net increase over
2002 in amounts contributed intc the nuclear decom-
missioning trust funds of $11 million and a decrease from
200z in the proceeds from the sale of businesses in the cur-
rent year of $24 milliorn.

Capital expenditures by business segment for 2003 and
projected amounts for 2004 are as follows:

2003 2004
Energy Delivery $ g62 $ Bss
Ceneration 953 972
Enterprises % 1
Corporate and other 25 35
Total capital expenditures 1,954 1863
Acquisition of businesses, net of cash

acquired Lt -
Total capital expenditures and acquisition of

businesses $2,226 41,863
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Internally generated cash flow in 2004 is expected to meet
capital requirements excitding acquisitions. Our proposed
capital expenditures and other investmenss are subject to
periodic review and revision to reflect changes in economic
conditions and other factors.

Investing activilies in 2003 exclude the non-cash issu-
ance of 2 $238 miilion note payable for the November 2003
investment in two synthetic fuel-producing facilities. Exelon
expects this investment to provide more than $200 million
of net cash benefits from 2003 through 2008, with peak net
cash of approximately $8o million in 2007. The cash fiow
impact in 2003 was ot material.

Energy Delivery

Energy Delivery's estimated capital expenditures for 2004
refiect the continuation of efforts to improve the reliability
of its transmission and distribution systems and capital
additions to support new business and customer growth.
Approximateiy 47% of the budgeted 2004 expenditures is for
growth and the remainder is for additions tc or upgrades of
existing facilities. We anticipate that Energy Delivery's capi-
tal expenditures will be funded by internally generated
funds, borrowings, and the issuance of debt or preferred
securities o7 capital contributions made by us.

Generation
On November 25, 2003, Generation, Reservoir, and Sithe
completed a series of transactions resulting in Generation
and Reservoir each indirectly owning a 50% interest in Sithe.
See Confractual Obligations and Off-Balance Sheet
Arrangements—Variable-Interest Entities below for further
information regarding this fransaction. In December 2003,
Generatior purchased the 5o% interest in AmerGen held by
British Energy plc for $240 million, net of cash acquired of
$36 million. The acquisition was funded with cash provided
by operations.

in April 2002, Generation purchased two naturai-gas and
oil-fired generating plants from TXU for $443 million. The
purchase was funded with commercial paper, which Exelon
issued and Generation repaid with cash flows from oper-
ations. Investing activities in 2002 also include the No-
vember 1, 2002 purchase of Exelon MNew England, which
resulted in a use of cash of $2 million, net of $12 million of
cash acquired. The remainder of the purchase was financed
with a $534 million nate payable to Sithe, which was sub-
sequently increased to $536 million. At December 31, 2003,
Generation has repaid $446 million of the note payable to
Sithe, leaving a balance of $go million, which is payable on
the earlier of December 1, 2004, certain liquidity needs, or a
change of control.

Generation’s capital expenditures for 2003 refiected the
construction of three Boston Generating facilities with ca-
pacity of 2,288 MWs of energy, additions fo and upgrades of
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existing faciiities {including nuclear refueling outages), and
nuclear fuel. During 2003, Bosten Generating received $gz
million of liguidated damages from Raytheon Company
{(Raytheon) as a result of Raytheon not meeting the expected
compietion date and certain contractual performance cri-
teria in conmection with Raytheon's construction of Boston
Generating’s Mystic 8 and g and Fore River generating facili-
ties. We project that Generation's capital expenditures in
2004 will be higher than they were in 2003, and the majority
of these expenditures will be used for additions and up-
grades to existing facilities, nuclear fuel and increases in
capacity at existing piants. Generation is planning on ten
nuclear refueling outages in 2004, compared to eight during
2003 However, we project that the total capital ex-
penditures for nuclear refueling outages will decrease in
2004 from 2003 by 518 million. We anticipate that Cen-
eration's capital expenditures will be funded by internally
gererated funds, Generation’s borrowings or capital con-
tributions from us.

Enterprises

tn September 2003, Enterprises sold the electric construction
and services, underground and telecom businesses of Infra-
saurce for cash of $175 million, net of transaction costs and
cash transferred to the buyer upon sale. In April 2002, Enter-
prises soid its 49% interest in AT&T Wireless for $285 million
in cash.

Enterprises’ capital expenditures were $14 miflion in
2003. Enterprises’ capital expenditures for 2003 were
primarily for additions to or upgrades of existing facilities,
We project that Enterprises’ capital expenditures for 2004
wili be approximately $1 million.

Cash Flows from Financing Activities

Cash flows used in financing activities for the years ended
December 31, 2003 and 2002 were $1.2 billion and $1.1 billion,
respectively. See Note 11—Long-Term Debt of the Notes to
Consolidated Financial Statements for further information
regarding the 2003 debt issuances and retirements. See Note
24—Subsequent Events of the Notes ta Consolidated Finan-
cial Statements for further information regarding 2004 re-
demptions of debt.

The 2003 cash dividend payments on common stock
were $620 million as compared to $563 million in 2002. On
January 28, 2003, the Exelon Board of Directors increased the
quarterly dividend on Exelon’s commen stock to $0.46 per
share. On July 29, 2003, the Exelon Board of Directors in-
creased the quarterly dividend to $o.50 per share. On Jan-
uary 27, 2004, the Exelon Board of Directors approved a 10%
increase in the quarterly dividend rate to $0.55 per share and
approved a 2-for-1 stock split contingent upon receipt of all
required regulatory approvals. Payment of future dividends
is subject to approval and declaration by the Board.
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Financing activities exclude the non-cash issuance of a
5534 million note to Sithe for the November 1, 2002 acqui-
sition of Exelon New England, which was subsequently in-
creased to $336 million,

Credit Issues

Exelon Credit Facility

Exelon meets its shori-term liquidity requirements primarily
through the issuance of commercial paper by Exelon corpo-
rate holding company (Exelon Corporate) and by ComeEd,
PECO and Generation. In QOctober 2003, Exelon, ComEd, PECC
and Generation replaced their $1.3 billion bank unsecured
revolving credit facility with a $750 million 364-day un-
secured revolving credit agreement and a $750 million three-
year unsecured revolving credit agreement with a group of
banks. Both revelving credit agreements are used principally
to support the commercial paper programs at Exelon,
ComEd, PECO and Generation and to issue letters of credit.
The 364-day agreement includes a term-out eption provision
that allows a borrower to extend the maturity of revolving
credit borrowings outstanding at the end of the 364-day
period for one year.

At December 31, 2003, aggregate sublimits under the
credit agreements were $t1.o billion, $100 million, $150 mil-
lion and $250 million for Exelon Corporate, ComEd, PECO,
and Generation, respectively. Sublimits under the credit
agreements can change upen written netification to the
bank group. Exelon Corporate, ComEd, PECO and Generation
had approximately $g55 million, $8o million, 5148 million
and $170 million of unused bank commitments under the
credit agreements, respectively, at December 33, 2003. At
December 31, 2003, commercial paper outstanding was $280
million and $46 million at Exelon Corporate and PECO, re-
spectively. ComEd and Generation did not have any
commercial paper outstanding at Decemnber 31, 2003. Inter-
est rates on the advances under the credit facility are based
on either the london interbank Offering Rate (LIBOR) or
prime plus an adder based on the credit rating of the bor-
rower as well as the totai outstanding amounts under the
agreement at the time of borrowing. The maximum adder
would be 175 basis points.

The credit agreements require Exelon Corporate, ComEd,
PECC and Ceneration to maintain a minimum cash from
operations to interest expense tatio for the twelve-maonth
period ended on the last day of any quarter. The ratics ex-
clude revenues and interest expenses attributable to
securitization debt, certain changes in working capital, dis-
tributions on preferred securities of subsidiaries and, in the
case of Exelon Corporate and Generation, revenues from Ex-
elon New Engiand and interest on the debt of Exelon New

England's project subsidiaries. Exelon Corporate is measured
at the Exelon consclidated level. At December 31, 2003,
Exelon Corporate, Comkd, PECO and Generation were in
compliance with the credit agreement threshelds. The
following table summarizes the minimum thresholds re-
flected in the credit agreement for the twelve-month period
ended Decenber 31, 2003:

Exelon

Corporate ComEd PECO  Generation

Credit agreement
threshriold 2,550 225101 235101 325131

At December 31, 2003, our capital structure consisted of 62%
of long-term debt, including long-term debt to financing
trusts, 35% common equity, 3% notes payable and less than
1% preferred securities of subsidiaries. Total debt included
$6.2 billion owed to unconsolidated affiliates of ComEd and
PECO that qualify as special purpose entities under FIN'No.
46-R. These special purpose entities were created for the sole
purpose of issuing debt cbligations to securitize intangible
transition property and CTCs of Energy Delivery or manda-
torily redeemable preferred securities. See Note 1 of the
Notes to Consolidated Financial Statements for further in-
formation regarding FIN No. 46-R.

Boston Generating Project Debt

Boston Generating has a $1.25 Gillion credit facility (Boston
Generating Facility), which was entered into primarily to fi-
nance the development and canstruction of the Mystic 8 and
g and Fore River generating facilities. Approximately $1.0 bil-
lion of debt was ocutstanding under the credit facility at De-
cember 31, 2003, all of which was reflected in our
Consolidated Balance Sheet as a current fiability due to cer-
tain events of default described below. The Boston. Generat-
ing Facility is non-recourse to us and an event of default
under the Boston Cenerating Facility does not constitute an
event of default under any other of our debi instruments or
the debt instruments of our subsidiaries.

The Boston Generating Facility required that all of the
projects achieve “Project Completion,” as defined in the
Boston Generating Facility (Project Completion) by fuly 12,
2003. Project Completion was not achieved by July 12, 2003,
resulting in an event of default under the Boston Generating
Facility. Mystic 8 and g and Fore River have begun commer-
cial operation, although they have not yet achieved Project
Completion.

We have commenced the process of an orderly transition
out of the ownership of Boston Generating and the Mystic 8
and g and Fore River generating projects. Cur decision to
transition out of the projects was made as a result of our
evaluation of the projects and discussions with the lenders
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under the Boston Gererating Facility. We aniicipate that this
transition will occur in 2004

Generation Revolving Credit Facilities

On September 25, 2003, Generation closed on an $850 mil-
lion revolving credit facility that replaced a $s50 miilion re-
volving credit facility that had originally closed on june 13,
2003. Generation used the facility to make the first payment
to Sithe relating to the $636 million note that was used 10
purchiase Exelon New England. This note was restructured in
lune 2003 o provide for a payment of $2ic miliion of the
principal on Junie 16, 2003, payment of $236 million of the
principal on the earlier of December i, 2003 or upon a
change of control of Generation, and payment of the
remaining principal on the earlier of Decernber 1, 2004, upon
reaching certain Sithe liquidity requirements, or upon a
change of contrel of Generation. Generation paid $446 mii-
lion on the note to Sithe in 2003. Generation terminated the
$8s0 million revolving credit facility on December 22, 2003.

Intercompany Money Pool

To provide an additional short-term borrowing option that
will generally be more favorable to the borrowing partic-
ipants than the cost of external financing, we operate an
intercompany money pool. Participation in the money pool is
subject to authorization by our corporate treasurer. Comed
and its subsidiary, Commonwealth Edison of Indiana, Inc.
(ComEd of Indiana), PECO, Generation and BSC may partic-
ipate in the money pool as ienders and borrowers, and Ex-
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elon Corporate may participate as a iender. Funding of, and
borrowings from, the money pool are predicated on whether
the contribuiions and borrowings resul in econornic bene-
fits. Interest on borrowings is based on short-term market
rates of interes?, or, if from an external source, specific bor-
rowing rates. During 2003, ComEd and PECO had various
contritutions to the money pool, and Generation and BSC
had various loans from the money poal as described in the
attacned table:

Decernber 1, 2003

Maximum  Maximum Centributed

invested  Borrowed {Sorrowed)
CoamEd 5483 5 - S 405
PECO . 59 - -
Generation - 393 (301}
B5C - 104 (yo4)
Security Ratings

Our access to the capital markets, including the commercial
paper market, and our financing costs in those markets de-
pend on the securities ratings of the entity that is accessing
the capital markets. tn the fourth quarter of 2003, Standard
& Poor's Ratings Services affirmed our corporate credit rat-
ings but revised its outlook tc negative from stable. None of
our borrowings is subject to default or prepayment as a re-
sult of a downgrading of securities ratings although such
a downgrading could increase fees and interest charges
under our two $750 million credit agreements and certain
ather credit facilities.

The following table shows our securities ratings at December 31, 2003:

Moody's wandard & Poors Fitch investors

Securities Inveéstiors Senace Corporation Service, Inc.

Larls Senior unsecured debt Baaz BBB+ BBB+
Commercial paper P2 A2 F2

oLd Senior secured debt A3 A- A-
Commercial paper P2 Az ]

Transition bonds @ Aaa AAA AAA

T Senior secured debt A2 A A
Commercial paper P1 Az F

Transizion bonds @ Aaa AAA AAA

terae o Senior unsecured debt Baai A- BBB+
Commercial paper P2 Az F2

{a) issued by ComEd Transmanal Funding Trust, an unconsolidated affiliate of ComEd.
[b) Issued by PECO Energy Transition Trust. an unconsohdated affilate of PECO.

A security rating is not a recommendation to buy, sell or hold
securities and may be subject to revision or withdrawal at
any time by the assigning rating agency.

As part of the normal course of business, we routinely
enter into physical or financially settled contracis for the
purchase and sale of capacity, energy, fuels and emissions
allewances. These contracis either contain express provi-
sions or otherwise permit our counterparties and us to

demand adequate assurance of future performance when
there are reasonable grounds for doing so. In accordance
with the contracts and applicable contracts law, if Exelon or
Generation is downgraded by a credit rating agency, espe-
cially if such downgrade is to a level below investment grade,
it is possible ihat a counierparty would attempt te rely on
such a downgrade as a basis for making a demand for ad-
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equate assurance of future performance. Depending on our
net position with a counterparty, the demand could be for
the posting of coilateral. In the absence of expressly agreed
to provisions that specify the collateral that must be pro-
vided, the obligation to supply the collateral requested will
be a function of the facts and circumstances of Exelon or
Ceneration's situation at the time of the demané. if we can
reasonabiy claim that we are willing and financially able to
perform our obligations, it may be possible to successfully
argue that no coliateral should be posted or that only an
amount equal to two or three months of future payments
shouid be sufficient.

Shelf Registration

On September 25, 2003, we filed a shelf registration state-
ment, to register the sale by Exeion of $2.0 billion of un-
secured senior debt securities; common stock; stock
purchase contracts; stock purchase units; preferred stock in
one or more series; subordinated debt securities to be pur-
chased by Exelon Capital Trust |, Exelon Capital Trust Il and/
or Exelon Capital Trust [Il: and guarantees of trust preferred
securities sold by Exelon Capital Trust |, Exelon Capital Trust
I, and Exelon Capital Trust Ill. The registration statement
became effective on February 1, 2a04. As of the date of this
filing, no securities have been issued under this registration
statement.

PUHCA Restrictions

We obtained an order from the SEC under PUHCA authoriz-
ing through March 33 2004, financing transactions, includ-
ing the issuance of common stock, preferred securities, jong-
term debt and short-term debt in an aggregate amount not
to exceed %$4.0 billion. On December 23, 2003, we filed an
application {Financing Application) requesting financing
authority in an aggregate amount not to exceed $8 biliion
for the new authorization period, April 1, 2004 through April
15, 2607. The Financing Application is still pending. As of
December 31, 2003, there was $2.0 billion of financing
authority remaining under the SEC order. The current order

limits our shori-term debt outstanding to $3.0 billion of the
54.0 billion total financing authority, The Financing Applica-
tion requests that the short-term debt sub-limit restriction
be eliminated. The SEC order also autharized us to issue
guarantees of up 1o 54.5 billion outstanding at any one time.
In the Financing Application, we requested an additional S15
billion of guaranty authority. At December 33, 2003, Exelon
had provided $1.9 billion of guarantees under the S£C order.
See Contractual Obligations and Off-Balance Sheet
Arrangements in this section for further discussion of guar-
antees. The SEC order requires us to maintain a ratio of
commen equity to total capitalization (including securitiza-
tion debt) of not less than 30%. At December 31, 2003, Ex-
elon’s common equity ratio was 35%. Exelon expects that it
will maintain a common equity ratio of at least 30%.

Under applicable law, Exelon, ComEd, PECO and Gen-
eration can pay dividends only from retained, undistributed
or current earnings. Under Illinois law, ComEd may not pay
any dividend on its stock unless "its earnings and eamed
surplus are sufficient to declare and pay same after provi-
sion is made for reasonable and proper reserves,” or unless it
has specific authorization from the {CC. Furthermore, a sig-
nificant loss recorded at ComEd may limit the dividends that
ComEd can distribute to Exelon. At December 31, 2003, Ex-
elon had retained earnings of $2.3 billion, including Comed's
retained earnings of $883 miilion {of which $705 million had
been appropriated for future dividend payments), PECO’s
retained earnings of 5546 million and Generation’s undis-
tributed earnings of $60z million. We are also limited by
order of the SEC under PUHCA to an aggregate investment of
$4.0 billion in exempt wholesale generators (EWGs) and for-
eign uiility companies (FUCOs). At December 31, 2003, we
had invested $2.5 billion in EWGs, leaving $u5 billion of
investment authority under the order. In the Financing
Application, we requested EWG authority in an aggregate
amount not to exceed $7 billion.
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The following table summarizes our future estimated cash paymenis under existing contractual obligations, including pay-

ments due by period.

Payment due within Due 2009

Total 2004 2005-2006 2007-2008 and beyond
tong-term debt 59,284 $ 1385 $ 1,159 $1,207 $ 5,513
Long-terrn debt te financing trusts 5,070 470 1,629 1,950 2,02
Notes payable to Sithe go =Te} - - -
Commercial paper 326 326 - - -
Operating leases 744 49 g7 86 512
Power purchase obligations 10,475 2,635 1827 1,410 4,603
Fuel purchase agreements 3,034 476 825 582 1,151
Other purchase obligations 145 3 7 38 5
Chicago agreementf! 54 6 12 12 24
Regulatory commitments 30 1c 20 - -
Spent nuclear fuel obligation 867 - - - 867
Obligation to minority shareholders 51 3 6 6 36
Pension IRS minimum funding requirement 17 17 - - -
Decommissioning® 2,997 - - — 2,997
Totat contractual obligations $34,184 $5,498 $5,646 $5.291 $17,749

{a) On February 20, 2003, ComEd entered into separate agreements with Chicago and with Midwest Generation (Midwest Agreement}, Under the terms of the agreement with Chi-
cago, ComEd will pay Chicage 560 millian over ten years to be relieved of a requirement, origtnally transferred to Midwest Generation upon the sale of ComEd's fossil stations in

199, to bulld a 520-MW generation facihy.
[b} Represenzs the present value of our obfigation to decommission nuclear plants.

For additional information about:

-leng-term debt, see Note 1 of the Notes to Comsolidated
Financial Statements

-notes payable, see Note 10 of the Notes to Consolidated
Financial Statements

-operating leases, energy commitments, fuel purchase
agreements and other purchase obligations, see Note 1g of
the Notes to Consolidated Financial Statements

—regulatory commitments, see Note 4 of the Notes to Con-
solidated Financial Statemenis

—the spent nuclear fuel obligation, see Note 13 of the Notes
to Consolidated Financial Statements

- the obligation to minaority shareholders, see Note 19 of the
Notes to Consclidated Financial Statements

-the contribution required to our pension plans ta satisfy
IRS minimum funding requirements, see Note 14 of the
Notes to Consclidated Financigl Statements

Two affiliates of Exelon New England have Jong-term supply
agreements through December 2022 with Distrigas of
Massachusetts, LLC (Distrigas) for gas supply, primarily for
the Boston Cenerating units. Under the agreements, prices
are indexed to New England gas markets. Exelor New Eng-
land has guaranieed these entities’ financial obligations to
Distrigas under the Distrigas agreements. It is currently an-
ticipated that Exelon New England’s quaranty to Distrigas
will continue following the eventual transfer of the owner-

ship interests in Boston Generating. This guaranty is non-
recourse to Generation. At December 31, 2003, Exelon New
England had net assets of approximately $70 miliion, ex-
clusive of the Boston Generating net assets.

Exelon has committed tc pay down approximately $30
million of the Exelon New England note during the first six
months of 2004 to fund Sithe’s expected acquisition of the
40% of Sithe/independence Power Partners, L.P. that it does
not currentiy own.

Generation has an obligation to decommission its nu-
clear power plants. NRC regulations require that licensees of
nudlear generating facilities demonstrate reasonable assur-
ance that funds will be available in certain minimum
amounts at the end of the life of the facility to decom-
mission the facility. Based on estimates of decommissioning
costs for each of the nudear facilities in which Generation
has an ownership interest, the ICC permits Cornkd, and the
PUC permits PECO, to collect from their customers and
deposit in nuclear decommissioning trust funds maintained
by Generation amounts which, together with eamings
therecn, will be used to decommission such nuclear facili-
ties. Upon adoption of SFAS No.143, Generation was required
to re-measure its decommissioning liabilities at fair value
and recorded an asset retirement obligation of $2.4 biltion on
January 1, 2003. Increases in the asset retirement obligation
are recorded as operating and maintenance expense. At
December 31, 2003, the asset retitement obligation recorded

61
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within Generation's Consolidated Balance Sheet was $3.0 bil-
lion. Decommissioning expenditures are expected to occur
primarily after the plants are retired and are currently esti-
mated 1o begin in 2029 for plants currently in operation. To
fund future decommissicning costs, Generation held 4.7
billion of investments in trust funds, inciuding net unreal-
fzed gains and losses, at December 31, 2003, See Note 13 of
the Notes to Consolidated Financial Statements for further
discussion of Generation’s decommissioning obligation.

See Note 19 of the Notes 10 Consolidated Financial State-
ments for discussion of Exelon's commercial commitments
as of Decemnber 33, 2003

IRS Refund Claims

ComEd and PECO have entered into several agreements with
a tax consultant related to the filing of refund claims with
the Internal Revenue Service (JRS} and have made refundable
prepayments of $11 million and $5 million, respectively, for
poteritial fees associated with these agreements. The fees for
these agreements are contingent upon a successful cutcome
and are based upon a percentage of the refunds recovered
from the IRS, if any. As such, ultimate net cash flows to Ex-
elon related to these agreements will either be positive or
neutral depending upon the cutcorne of the refund claim
with the IRS. These potential tax benefits and associated fees
could be material to our financial pesition, results of oper-
ations.and cash flows. ComEd’s tax benefits for periods prior
to the - Merger would be recorded as a reduction of goodwill
pursuant to a reallocation of the Merger purchase price. We
cannot predict the timing of the final resolution of these
refund claims,

Variable Interest Entities

Sithe. We are a 50% owner of Sithe and account for the
investment as an unconsolidated equity investment. Based
on our interpretation of FIN No, 46-R, it is reasonably possi-
ble that we will consolidate Sithe as of March 33, 2004. At
December 31, 2003, Sithe had iotal assets of $1.5 billion
(including the Sqo million note from Generation) and total
debt of $1.0 billion. The $1.0 billion of debt includes 5588 mil-
lion of subsidiary debt incurred in prior years primarily to
finance the construction of six new generating facilities,
$419 million of subordinated debt, $43 million of current
portion of long-term debt, but excludes $46g million of non-
recourse project debt associated with Sithe's equity invest-
menis. For the year ended December 31, 2003, Sithe had
revenues of $6go million and incurred a net loss of approx-
fmately $72 million. As of December 33, 2003, we had a $47
million investment in Sithe. We contractually do not own
any interest in Sithe International, a subsidiary of Sithe. As
such, a porticn of 5ithe’s net assets and results of operatiang
would be eliminated from our Consolidated Balance Sheets
and Consolidated Statements of income through a minority

interest if Sithe is consolidated under FIN No. 46-R as of
March 33, 2004.

On Novemnber 25, 2003, Generation, Reservoir and Sithe
completed a series of transactions resulting in Generation
and Reservoir each indirectly owning a 50% interest in Sithe.
This series of transactions is described below. Immediately
prior 1o these iransactions, Sithe was owned 49.6% by Gen-
eration, 35.2% by Apolio Energy, LLC {(Apolio}, and 14.9% by
subsidiaries of Marubeni Corperation (Marubeni).

On November 25, 2003, entities controlled by Reserveir
purchased certain Sithe entities helding six U.S. generating
facilities, each a qualifying facility under the Public Utility
Regulatory Policies Act, in exchange for $37 miliion {$21 mil-
lion in cash and a $16 million two-year note); and entities
centroiled by Marubeni purchased ali of Sithe's entities and
facilities outside of North America (other than Sithe Energies
Australia (SEA} of which it purchased a 49% interest on No-
vember 24, 2003 for separate consideration) for $178 million.
Marubeni agreed to acquire the Temaining 51 % of SEA in go
days if a buyer is not found, although discussicns regarding
an extension are ongoing.

Following the sales of the above entities, Generation
transferred its wholty owned subsidiary that held the Sithe
investment to a newly formed holding company. The sub-
sidiary holding the Sithe investment acquired the remaining
Sithe interests from Apolio and Marubeni for $612 million
using proceeds from a $580 million bridge financing and
available cash. Generation sold a 50% interest in the newly
formed holding company for $76 million to an entity con-
trolied by Reservoir on November 25, 2003. On November 26,
2003, Sithe distributed $580 million of available cash to its
parent, whicn then utilized the distributed funds to repay
the bridage financing.

In connection with this transaction, Generation recorded
cbligations related to $39 million of guarantees in accord-
ance with FIN No. 45 "Guaranior’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness to Others”. These guarantees were issued tc
protect Reservoir from credit exposure of certain counter-
parties through 2015 and other indemnities. In determining
the value of the FIN No. 45 guarantees, we utilized a proba-
bilistic model to assess the possibilities of future payments
under the guarantees.

Both Generation and Reservoir's so% interests in Sithe
are subject to put and call options that could result in either
party owning 100% of Sithe. While our intent is to fully divest
Sithe, the timing of the put and call options vary by acquirer
and can extend through March 2006. The pricing of the put
and call options is dependent on numerous factors, such as
the acquirer, date of acquisition and assets cwned by Sithe
at the time of exercise. Any closing under either the put or
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cali options is conditioned upon obtaining state and Federal
regulatory approvals.

Financing Trusts of ComEd and PECO. During lune 2003, PECO
issued $103 million of subordinated debentures to PECO En-
ergy Capital Trust IV (PECO Trust IV} in connection with the
issuance by PECO Trust ¥V of $100 million of preferred secu-
rities (see Note 16 of the Notes to Consolidated Financial
Statements). Effective July 1, 2003, PECO Trust IV was
deconsolidated from the finandal statements of PECO in
conjunction with FIN No. 46. The %103 million of sub-
ordinated debentures issued by PECO tc PECO Trust IV was
recorded as long-term debt to financing frusts within the
Consolidated Baiance Sheets.

Effective December 31, 2003, ComEd Financing 1, Comed
Financing IlIl, ComEd Funding, LLC, ComEd Transitiona! Fund-
ing Trust, PECC Trust Hl and PECO Energy Transition Trust
were deconsolidated fTom the financial statements of Exeton
in conjunction with the adoption of FIN No. 46-R. Amounts of
$6.1 billion owed by ComEd and PECO to these financing
trusts was recorded as debt to financing trusts within the
Consolidated Balance Sheets as of December 31, 2003

Other. Exelon continues to review entities with which Exelon
and its subsidiaries have business arrangements to de-
termine if those entities are variable interest entities under
FIN No. 46-R and, if so, whether consoiidation of these enti-
ties will be required as of March 31, 2004.

PECO Accounts Receivable Agreement

PECQ is party to an agreement with 2 financial institution
under which it can sell or finance with limited recourse an
undivided interest, adjusted daily, in up to $225 million of
designated accounts receivable until November 2005, PECO
entered into this agreement to diversify its funding sources
at favorable floating interest rates. At December 31, 2003,
PECO had seold a $225 million interest in accounts receivable,
consisting of a $176 million interest in accounis receivable,
which we accounted for as a sale under SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets
and Extinguishment of Liabilities—a Replacement of FASB
Statement No. 125" and 2 $49 million interest in special
agreement accounts receivable, which we accounted for as a
long-term note payable. PECO must continue to service these
recefvables and must maintain the level of the accounts re-
ceivabie at $225 miliion. If PECO fails to maintain that jevel,
the cash that would otherwise be received by PECO under
this program must be held in escrow until the ievel is met. At
December 33, 2003 and 2002, PECC met this requirement and
was not required tomake any cash deposit.

Nuclear Insurance Coverage
We carry property damage, decontamination and premature
decommissioning insurance for each station loss resulting
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from damage to our nuclear plants. Additionally, through
aur subsidiaries, we are z member of an industry mutual
insurance campany that provides replacement power cost
insurance in the event of 2 major accidental outage at a nu-
clear station. Finally, we participate in the American Nuciear
Insurers Master Worker Program, which provides coverage
for worker tort claims filed fer bodily injury caused by a nu-
clear energy accident. See Note 1g of the Notes to Con-
solidated Financial Statements for further discussion of
nuclear insurance.

CRITICAL ACCOUNTING PGLICITS AMD ELTIMATES

The preparation of financial statements in conformity with
GAAP requires that management apply accounting policies
and make estimates and assumptions that affect results of
operations and the amounts of assets and liabilities reported
in the financial statements. Management discusses these
policies, estimates and assumptions within its Accounting
and Disclesure Governance Commitiee on a regular basis
and provides periodic updates on management decisicns to
the Audit Committee of the Exelon Board of Directors. Man-
agement believes that the following areas require significant
management judgment regarding the application of an ac-
counting policy or in making estimates and assumptions 1o
describe matters that are inherently uncertain and that may
change in subsequent periods: accounting for derivative in-
struments, requlatory accounting, nuclear decommission-
ing, depreciable lives of praperty, plant and equipment,
impairment of assets inciuding goodwill, severance account-
ing, defined benefit pension and other postretirement wel-
fare benefits, taxation, unbilled energy revenues and
environmental costs. Further discussion of the application of
these accounting policies can be found in the Notes to Con-
solidated Financial Statements.

Accounting for Derivative Instruments

We generally account for derjvative financial instruments on
our balance sheet at their fair value unless they qualify for a
normal purchases and narmal sales exception or uniess spe-
cific hedge accounting criteria are met. How such instru-
ments are classified affects how they are reported in our
financial statements, If the normal purchases and normal
sales exception applies, then gains and losses are recognized
when the underlying physical transaction affects earnings. If
the derivative qualifies as a cash-flow hedge, changes in the
fair value of the derivative are recorded in.other compre-
hensive income in shareholders’ equity. If neither applies,
then changes in the fair value of the derivative are recog-
nized in our eamings.

The availability of the normal purchases and normal
sales exception is based upon our assessment of the ability
and intent to deliver or take delivery, which is based on in-
ternal modeis that forecast customer demand and electricity
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supply. These rnodels include assumptions regarding cus-
tomer load growth rates, which are influenced by the
economy, weather and the impact of custorner choice, and
generating unit availability, particularly nuclear generating
unit capability faczors. Significant changes in these assump-
tions could result in these contracts not qualifying for the
normal purchases and normal sales exception.

\dentification of an energy contract as a qualifying cash-
flow hedge requires us to determine thar the contract is in
accordance with our Risk Management Policy, the forecasted
future transaction is probable, and the hedging relationsnip
between the energy contract and the expected future pur-
chase ar sale of energy is expected to be highly effective at
the initiation of the hedge and throughout the hedging rela-
tionship. Internal models that measure the statistical
correlation between the derivative and the associated
hedged ifern determine the effectiveness of such an energy
contract designated as a hedge. We reassess these cash-flow
hedges on a regular basis to determine if they continue to be
effective and that the forecasted future transactions are
probable. When the contract does not meet the effective or
probable criteria of SFAS No. i33, hedge accounting is dis-
continued and the fair value of the derivative is recorded
through earnings.

As a part of our accounting for derivatives, we make esti-
mates and assurnptions concerning future commodity
prices, load requirements, interest rates, the timing of future
transactions and their probabie cash flows, the fair value of
contracts and the changes in the fair value we expect in de-
ciding whether or not tc enter into derivative transactions,
and in determining the initial accounting treatment for de-
rivative transactions. We use quoted axchange prices to the
extent they are available or external broker quotes in order
to determine the fair value of energy contracts. When ex-
ternal prices are not available, we use internal modeis to
determine the fair value. These intermal models include as-
sumptions of the future prices of energy pased on the
specific energy market the energy is being purchased in us-
ing externally available forward market pricing curves for all
periods possible under the pricing medel. We use the Black
model, a standard industry valuation model, to determine
the fair value of energy derivative contracts that are marked-
to-market. 7o determine the fair value of our cutstanding
interest-rate swap agreements we use external broker
guotes or calculate the fair value internally using the
Bloomberg swap valuation tool. This tool uses the most re-
cent market puts and is a widely accepted valuation
methodotogy.

Regulatory Accounting

We accoumt for our requlated electric and gas operations in
accordance with SFAS No. 71, “Accounting for the Effects of
Certain Types of Regulation” (SFAS No. 71}, which requires us

to reflect the effects of rate regulation in our financial state-
ments. Use of SFAS No. 71 is applicable to our utility oper-
ations that meet the following criteria: {1) third-party
regulation of rates; (2} cost-based rates; and (3) a reasonable
assumption that ali costs will be recoverable from customers
through rates. As of December 31, 2003, we have concluded
that the operations of ComEd and PECO meet the criteria. If
we conclude in a future pericd that a separable portion of
our business no longer meets the ¢riteria, we are required to
eliminate the financial statement effects of regulation for
that part of our business, which would include the elimi-
nation of any regulatory assets and liabilities that had been
recorded within our Consolidated Balance Sheets. The im-
pact of not meeting the criteria of SFAS No. 71 could be mate-
rial to our financial statements as a one time extraordinary
item and through impacts on continuing operations. See
Note 4 of the Notes to Consolidated Financial Statements for
further information regarding regulatory issues.

Regulatory assets represent costs that have been de-
ferred to future periods when it is probable that the regu-
lator will allow for recovery through rates charged to
customers, Regulatory liabilities represent revenues received
from customers to fund expected costs that have not yet
been incurred. As of December 31, 2003, we had recorded $5.3
billian and $1.g billicn of regulatory assets and regulatory
liabilities, respectively, within our Consolidated Balance
Sheets. See Note 20 of the Notes to Consolidated Financial
Statements for further information regarding our significant
regulatory assets and iiabilities.

For each regulatory jurisdiction where we conduct busi-
ness, we continually assess whether the regulatory assets
and liabilities continue to meet the criteria for probabie fu-
ture rtecovery or settlement. This assessment includes
consideration of factors such as changes in applicabie regu-
latory environments, recent rate orders to other regulated
entities in the same jurisdiction, the status of any pending or
potential deregulation legislation and the ability to recover
costs through regulated rates.

The electric businesses of both ComEd and PECO are cur-
rently subject fo rate freezes or rate caps that limit the
opportunity to recover increased costs and the costs of new
investrent in facilities through rates during the rate freeze
or rate cap pericd. Because our current rates include the re-
covery of existing regulatory assets and liabilities and rates
in effect during the rate freeze or rate cap periods are ex-
pected to allow us tao earn a reasonable rate of return during
that period, management believes the existing regulatory
assets and liabilities are probable of recovery. This determi-
nation reflects the current political and requlatory cliimate in
the states where we do business but is subject to change in
the future. If future recovery of costs ceases to be probable,
the regulatory assets and liabilities would be recognized in
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current period earnings. A write-off of regulatory assets
could impact our ability to pay dividends under PUHCA and
state law.

Nuclear Decommissioning

We account for our obligation to decommission our nuclear
generating plants under SFAS No. 143, “Asset Retirement
QObligations” (SFAS No. 143), which requires that we make
significant estimates of decommissioning costs to be in-
curred in future periods. We adopted SFAS No. 143 on Jan-
uary 1, 2003 and recorded income of $112 miilion (net of
income taxes) as a cumulative effect of a change in account-
ing principle. For more information regarding the adoption
and engoing application of SFAS No. 143, see Note 1 and Note
13 of the Notes to Consolidated Financial Staternents.

Upon the adeoption of SFAS No. 143, we were required to
estimate the fair value of our cbligation for the future de-
commissioning of our nuclear generating plants. To esti-
mate the fair value of the decommissioning cbligation, we
used a probability-weighted, discounted cash fiow model
with multiple scenarios. Key assumptions used in the
determination of fair value included the following:

Decommissioning Cost Studies. We used decommissioning
cost studies prepared by a third party to provide a market-
place assessment of costs and the timing of retirement
activities validated by comparison to current decommission-
ing projects and other third-party estimates.

Annual Cost Escalation Studies. Annual cost escalation stud-
ies were used to determine escalation factors based on in-
flation indices for labor, equipment and materials, energy,
and low-level radioactive waste disposal costs.

Probabilistic Cash Flow Models. Qur probabilistic cash flow
models included the assignment of probabilities to various
cost leveis and various timing scenarios. The probability of
various timing scenarios incorporated the factors of current
license lives and life extensions and the timing of Depart-
ment of Energy (DOE) acceptance for disposal of spent nu-
clear fuel.

Discount Rates. The estimated probability-weighted cash
flows using these various scenarios were discounted using
credit-adjusted, risk-free rates applicable to the various
businesses.

Changes in the assumptions underlying the items dis-
cussed above could have materially affected the decom-
missioning obligation recorded upon the adoption of SFAS
No. 143 and could affect future costs related to decom-
missioning recorded in our consolidated financiai state-
ments. Under SFAS No. 143, the fair value of the nuclear
decarnmissioning obligation is adfusted on an ongaoing basis
as the model input factors change.
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Depreciable Lives of Property, Plant and Equipment

We have a significant invesiment in eleciric generation as-
sefs and electric and nafural gas transmission and dis-
tribution assets. Depreciation of these assets is generally
provided over their estimated service lives on a straight-line
basis using the composite method. The estimation of service
lives requires management judgment regarding the period
of time that the assets will be in use. As circumstances war-
rant, depreciation estimates are reviewed to determine if
any changes are needed. Effective fuly 1, 2002, ComEd de-
creased its depreciation rates based on a depreciation study,
resulting in an annuaiized reduction in depreciation ex-
pense of 596 million. Effective April 1, 2001 and july 1, 2001,
Generation extended the estimated service lives of certain
non-AmerCen generating stations primarily based on service
life extensions applied for with regulatory agencies, result-
ing in an annualized reduction in depreciation expense of
$132 million. We anticipate extending the depreciable lives of
the AmerGen stations beginning in lanuary 2004 concurrent
with our initial full month of 100% ownership. Additicnal
changes to deprecigtion estimates in future periods could
have a significant impact on the amount of depreciation
charged to the financial statements. Depreciation expense
for the year ended December 31, 2003 was 5667 million.

Asset Impairments

Long-Lived Assets and Investments. We evaluate the carrying
value of our long-lived assets, excluding goodwill, when cir-
cumstances indicate the carrying value of those assets may
not be recoverable. The review of assets for impairment re-
quires significant assumptions about operating strategies
and estimates of future cash flows. A variation in an
assumption could result in a different conclusion regarding
the realizability of the asset. The potential impact of
recognizing an impairment of the assets reported within our
Consolidated Balance Sheets, as well as on net income, could
be and has been material to our consolidated financial
statements,

In 2003, we recorded an impairment charge of $945 mil-
lion {before income taxes) related to the long:lived assets of
Boston Generating, an indirect wholly owned subsidiary of
Generation, due to our decision to transition cut of our
ownership of Boston Generating. See Note 2 of the Notes to
Consolidated Financial Statements for further information.
tn determining the amount of the impairment charge, we
compared the carrying vaiue of Boston Cenerating's long-
lived assets to their estimated fair value. The fair value was
determined using estimated future discounted cash flows
from those assets, which incorporated assumptions relative
to the period of time that we will continue to own and oper-
ate Boston Generating. The time required to fully transition
out of ownership of Boston Generating was uncertain and
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subject to change at the time the impairment charge was
recorded. We utilized a discount rate based upon valuations
of the business developed at the purchase date. A change in
our assumptions, incuding estimated cash flows and the
discount rate, could have had a significant impact on the
amount of the impairment charge recorded.

In 2003, we recorded impairment charges totaling 5255
miilion (before income iaxes) associated with a decline in
the fair value of Generation’s investment in Sithe. In reach-
ing that decision, we considered various factors, including
negotiations to sell our investment in Sithe, which indicated
an other-than-temporary decline in fair value.

In 2003, we recorded impairment charges related to in-

vestments held by Enterprises of approximately $54 million
(before income taxes). We had determined that an other-
than-temporary decline in the fair value of these invest-
ments had occurred and considered various factors in our
decision to record an impairment of the investments, includ-
ing recent third-party valuations of the investments. The
other-than-temporary determination was significant be-
cause any increase in fair value of these investments will not
be recoverable until they are sotd. Had we determined that
the impairment was temporary, no impairment charge
wottld have been recorded. The valuations of these invest-
menis, which formed the basis for the impairment charge,
required assumptions regarding the future earnings poten-
tial of these investments. Actual results from these invest-
ments have fluctuated in the past and are expected
to continue.
Goodwill. We have approximately $4.7 billion of goodwill
recorded at December 31, 2003, which relates entirely to the
ComEd goodwiil within the Energy Delivery reporting unit.
As described below, we recorded charges of $72 million
(befare income taxes) during 2c03 to fully impair the good-
will that had been recorded within the Exelon Services and
InfraSource reporting units of our Enterprises segment. We
perform an assessment for impairment of our goodwill at
least annually, or more frequently, if events or circumstances
indicate that goodwill might be impaired. Application of the
goodwill impairment test requires judgment, inciuding the
identification of reporting units, assigning assets and li-
abilities to reporting units, assigning goodwilt to Teporting
units, and determining the fair value of each reporting unit.

Energy Delivery. Our annual assessment of goodwill impair-
ment at the Energy Delivery reporting unit was performed as
of Novernber 1, 2003 and this assessment determined that
goodwill was not impaired. In our assessment, {o estimate
the fair value of the Energy Delivery reporting unit, we used
a probability-weighted, discounted cash flow model with

multiple scenarios. The determination of the fair value is
dependent on tnany sensitive, interrelated and uncertain
variables including changing interest rates, utility sector
market performance, ComEd’s capital structure, market
power prices, post-2006 rate regulatory structures, operat-
ing and capital expenditure requirements and other factors.
Changes in these variables or in how they interrelate could
result in a future impairment of goodwilt at Energy Delivery,
which could be material. Based on Energy Delivery's ex-
nected cash flows, we do not anticipate a goodwill impair-
ment at Exelon through the end of ComEd's transition
pericd in 2006. However, a hypothetical decrease of approx-
imately 5% in Energy Delivery's expected discounted cash
flows could trigger an impairment of goodwill.

Exelon Services and InfraSource. Our annual assessment of
goodwill impairment at the Exelon Services reporting unit
(within our Enterprises segment} was also performed as of
November 1, 2603. As we are actively negotiating to sell enti-
ties within the Exelon Services reporting unit, we used these
negotiations as the basis for the fair value of the Exelon Serv-
ices reporting unit used in Step | of the analysis. Qur
assumptions regarding estimated sales prices are subject to
change as we continue to negotiate these transactions..

The first step of the annual impaitment analysis, compar-
ing the fair value of a reporting unit to its carrying value, in-
cluding goodwill, indicated an impairment of the Exelon
Services goodwill. The second step of the analysis, which
compared the implied fair value of Exelon Services’ goodwill
to the carrying value, indicated that the total goodwill of
$24 million recorded at the Exelon Services reporting unit
was impaired.

Due to the sale of certain of our InfraSource businesses,
we performed an interim assessment of the goodwill re-
corded at the InfraSource reporting unit during the second
quarter of 2003 and in advance of the annual assessment,
which would have been performed as of November 1. Based
upon this interim assessment, we tecorded an impairment
charge of approximately $48 million (before minority inter-
est and income taxes) to fully impair this goodwill. We pri-
marily considered the negotiated sales price of InfraSource
in determining the need for an interim assessment and the
amount of the goodwill impairment charge.

We recorded our 2003 goodwill impairment charges re-
lated to the Exelon Services and InfraSource reporting units
as operating and maintenance expense within our Con-
solidated Statements of income. As of December 31, 2003,
there was no goodwill recorded within our Consolidated
Balance Shesets related to the reporting units of the Enter-
prises segment.
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Severance Accounting

As part of the implementation of The Exelon Way, we identi-
fied approximately 1,500 positions for elimination by the end
of 2604 and we are considering whether there are additional
positions for eliminaticn in 2005 and 2006. We provide
severance benefits to terminated employees pursuant to
nre-existing severance pians primarily based upon each in-
dividual empioyee’s years of service witn us and compensa-
tion ievel. We recorded charges in 2003 related to severance
benefits that were considered probable ané could be
reasonably estimated in accordance with SFAS No. niz,
“Employer’s Accounting Tor Posternployment Benefits, an
amendment of FASB Statements No. 5 and 43" (SFAS No. 112).
A significant assumpticn in calculating the severance charge
was the determination of the number of positions to
be eliminated. We based our estimates on our current
plans and our zbility to determine the appropriate staffing
levels to effectively operate the businesses. We may incur
further severance cosis associated with The Exelon Way if
additional positions are identified for elimination. These
costs will be recorded in the period in which the costs can be
reascnably estimated.

Defined Benefit Pension and Other

Postretirement Welfare Benefits

We sponsor defined benefit pension plans and postretire-
ment weifare benefit plans applicable to essentially alt
ComeEd, PECO, Generation and BSC employees and certain
Enterprises employees. See Note 14 of the Notes to Con-
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solidated Financial Statement for further information regard-
ing the accounting for our defined benefit pension plans and
postretirement welfare benefit plans.

The costs of providing benefits under these plans are
dependent on historical information such as employee age,
iength of service and level of compensation, and the actual
rate of return on plan assets. Also, we utilize assumptions
about the future, including the expected rate of return on
plan assets, the discount rate applied to benefit obligations,
rate of compensation increase and the anticipated rate of
increase in nealth care costs.

The selection of key actuarial assumptions utilized in the
measurement of the plan abligations and costs drives the
results of the analysis and the resulting charges. The long-
term expected rate of return on pian assets (EROA) assump-
tion used in calculating 2003 pension cost was 9.00%
compared 10 9.50% for 2002 and 2001. The weighted average
EROA assumption used in calcuiating 2003 other
postretirement benefit costs was 8.46% compared to 8.80%
for 2002 and zo01. A lower ERCA is used in the calculation of
other postretirement benefit costs, as the other postretire-
ment benefit trust activity is partially taxable white the pen-
sion trust activity is non-taxable. The Moody's Aa Corporate
Bond Index was used as the basis in selecting the discount
rate for determining the plan obligations, using 6.25% at
December 31, 2003 compared 1o 6.75% at December 31, 2002
and 7.35% at December 31, zo01. The reduction in discount
rate is due to the decline in Moody's Aa Corporate Bond In-
dex in 2003 and zooz.

The following tables illustrate the effects of changing the major actuarial assumptions discussed above:

Change 1n Actuarial Assumption

Impact on
Projected Benefit Impact on impact on
Obligation at Pension Liability at 2004
December 31, 2003 December 33, 2003 Pension Cost

Penislen benefits
Decrease discount rate by 0.5%
Decrease rate of return on plan assets by o.5%

$548 $481 $37
- - 3

Other Postretiremnent
Benefit Obligation at

Imnact on Impact on
Postretirement
genefit Lizbllity at

Impact an 2004
Postretirement

Change in Actuanal Assumption December 31, 2003 Decamber 31, 2003 Benefit Cost
fFesmretivement penafits

Decrease discount rate by o.5% $178 5 - $20
Decrease rate of return on plan asseis by 0.5% - - 5

The assumptions are reviewed at the beginning of each year
during our annual review process and at any interim te-
measurement of the plan obligations. The impact of
assumption changes is reflected in the recorded pension
amounts as they occur, or over a period of time if allowed
under applicable accounting standards. As these assump-
tions change from period to period, recorded pension
amounts and funding requirements could aiso change.

We incurred approximately $320 million in costs in 2003
associated with our pension and postretirement benefit
plans, inclusive of curtailment costs of $8c million asso-
ciated with The Exelon Way. Although 2004 pension and
postretirement benefit costs will depend on market con-
ditions, our estimate is that our pension and postretirement
benefit cosis wili not change significantly in 2004 as com-
pared to 2003.

67



68

Management's Discussion and Analysis of Finandial Zonditior and Resulte of Sperations

IALLON CORPORATION AND SUBSIDIARY COMPANIES

Taxation

We are required to rnake judgments regarding the potential
tax effects of various financiai transactions and our ongoing
operations to estimate cur obiigations to taxing authorities.
These tax obligations include income, real estate, use and
employment-telated taxes and ongoing appeals related to
tnese tax matters. Tnese judgrents include reserves for po-
tential adverse outcomes regarding tax positions that we
have taken. We must also assess our ability to generate capi-
tal gains in future periods to reaiize tax benefits associated
with capital losses expected to be generated in future peri-
ods. Capital losses may be deducted only to the extent of
capital gains realized during the year of the loss or during
the three prior or five succeeding years. As of December 3,
2003, we have not recorded an allowance against our de-
ferred tax assets associated with impairment losses which
will become capital losses when realized for income tax pur-
poses. We believe these deferred tax assets will be realized in
future periods. While we believe the resulting tax reserve
balances as of Decerber 31, 2003 reflect the most likely
probable expected outcome of these tax matters in accord-
ance with SFAS No. 5, "Accounting for Contingencies,” and
SFAS Ng. 109, “Accounting for Income Taxes,” the ultimate
outcome of such matters could result in additional adjust-
ments to our consolidated financial statements and such
adjustments could be material.

Unbilled Energy Revenues
Revenues related to the sale of energy are generally recorded
when service is rendered or energy is delivered te customers.
The determination of Energy Delivery and Exelon Energy
Company's energy sales to individual customers, however, is
based on systematic readings of customer meters generally
on a monthly basis. At the end of each month, amounts of
energy delivered to customers during the month since the
date of the last meter reading are estimated, and
corresponding unbilled revenue is recorded. This unbiiled
reveniue is estimated each month based on daily customer
demand measured by generation or gas throughput voiume,
estimated customer usage by class, estimated losses of en-
ergy during delivery to customers and applicable customer
rates. Customer accounts receivable as of December 33, 2003
included an estimate of 5452 million for unbilled revenue as
a result of unread meters at Energy Delivery and Exelon En-
ergy Company. Increases in volumes delivered ta the utilities’
customers in the period would increase unbilled revenue.
Changes in the fiming of meter reading schedules and the
number and type of customers scheduled for each meter
reading date would also have an effect on the estimated
unbilled revenue; however, total operating revenues would
remain unchanged.

The determination of Generation’s energy saies is based
on estimated amounts delivered as well as fixed quantity

saies. At the end of each month, amounts of energy detivered
to customers during the month and corresponding unbilled
revenue aje recorded. Customer accounts receivable as of
December 31, 2003 include unbilled energy revenues of $366
million at Generation. Increases in volumes delivered to the
wholesale customers in the period would increase unbilied
revenue,

Environmental Costs

As of December 31, 2003, we had accrued liabilities of 5129
million for environmental investigation and remediation
costs. These liabilities are based upon estimates with respect
1o the number of sites for which we wiil be responsibie, the
scope and cost of werk to be performed at each site, the por-
tion of costs that will be shared with other parties and the
timing of the remediation work. Where timing and costs of
expenditures can be reliably estimated, amounts are dis-
counted. These amounts represent %105 million of the ac-
crued liabilities total above. Where timing and amounts
cannot be reliably estimated, amounts are recognized on an
undiscounted basis. Such amounts represent $24 million of
the accrued liabilities total above, £stimates can be affected
by the factars noted above as well as by changes in technol-
agy. regulations or the requirements of Jocal governmenital
authorities.

QUANTITATIVE AND QUALITATIVE DISCLUSURES ABOUT
MAARHET RISK

We are exposed to market risks associated with commodity
prices, credit, interest rates and equity prices. The inherent risk
in market-sensitive instruments and positions is the potential
loss arising from adverse changes in commodity prices,
counterparty credit, interest rates and equity security prices.
Our RMC sets forth risk management policy and objectives and
establishes procedures for risk assessment, control and valu-
ation, counterparty credit approval, and the monitoring and
Teporting of derivative activity and risk exposures, The RMC is
chaired by the chief risk officer and includes the chief financia!
officer, general counsel, treasurer, vice president of corporate
planning, vice president of strategy, vice president of audit
services and officers from each of the business units. The RMC
reports to the Exelon Board of Directors on the scope of our de-
rivative and risk management activities.

Commodity Price Risk

Commoedity price tisk is associated with market price move-
ments resulting from excess or insufficient generation,
changes in fuel costs, market liquidity and other factors.
Trading activities and non-trading marketing activities in-
clude the purchase and sale of electric capadity, energy and
fossil fuels, including oil, gas, coal and emission allowances.
The availability and prices of energy and energy-related
commodities are subject to fluctuations due to factors such
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as weather, governrental environmental policies, changes'

in supply and demand, state and Federal regulatory policies
and other events. Additionailly, we have exposure to
commodity price in relation to CTC revenues we collect from
ComEd customers.

Normal Operations and Hedging Activities. Electricity avail-
able fram our owned or contracted generation supply in
excess of our obligations to customers, including Energy De-
livery's retail load, is sold into the wholesale markets. To re-
duce price risk caused by market fluctuations, we enter into
physical contracts as weill as derivative contracts, including
forwards, fuures, swaps, and options, with approved coun-
terparties to hedge our anticipated expasures. The max-
imum length of time over which cash flows related to energy
commoedities are currently being hedged is three years. We
have an estimated 89% hedge ratio in 2004 for our energy
marketing portfolio. This hedge ratic represents the
percentage of our forecasted aggregate annual generaticn
supply that is committed to firm sales, including sales to
Energy Delivery's retail load. Energy Delivery's retail load
assumptions are based on forecasted average demand. The
hedge ratio is not fixed and will vary from time to time de-
pending upon market conditions, demand, energy market
option volatility and actual loads. During peak pericds cur
amount hedged declines ta meet our commitrnent to Energy
Delivery. Market price risk exposure is the risk of a change in
the value of unhedged positions. Absent any opportunistic
efforts to mitigate market price exposure, the estimated
market price exposure for our non-trading pertfolio asso-
ciated with a ten percent reduction in the annual average
araund-the-clock market price of electricity is approximately
2 $32 million decrease in net income. This sensitivity as-
sumes an 89% hedge ratio and that price changes accur
evenly throughout the year and across all rnarkeis. The
sensitivity also assumes a static portfolio. We expect to ac-
tively manage our portfolic to mitigate market price ex-
posure, Actual results could differ depending on the specific
timing of, and markets affected by, price changes, as well as
future changes in our portfolio.

Proprietary Trading Activities. We began to use financial con-
tracts for proprietary trading purpeses in the second quarter
of 2001 Proprietary trading includes all contracts entered
into purely to profit from market price changes as opposed
to hedging an exposure. These activities are accounted for
on a mark-to-market basis. The proprietary trading activities
are a complement to our energy marketing portfolic but
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represent a very small portion of our overall energy market-
ing activities. for example, the limit on apen positions in
electricity for any forward month represents less than one
percent of our owned and contracted supply of electricity.
The trading portfolio is subject to a risk management policy
that includes stringent risk management limits including
voiumne, stop-loss and value-at-risk limits to manage ex-
posure to market risk. Additionally, the Exelon risk manage-
ment grour and Exelon’s RMC monitor the financial risks of
the power marketing activities.

Our energy contracts are accounted for under SFAS No.
133. Most non-trading contracts qualify for the normal pur-
chases and normai sales exemption fo SFAS No, 133 discussed
in Critical Accounting Policies and Estimates. Those that do
not are recorded as assets or liabilities on the balance sheet
at fair vaiue. Changes in the fair value of qualifying hedge
contracts are recorded in OCl and gains and losses are
recognized in earnings when the underlying transaction
oceurs. Changes in the fair value of derivative contracts that
do not meet hedge criteria under SFAS No. 133 and the in-
effective portion of hedge contracts are recognized in earn-
ings on a cutrent basis.

The following detailed presentation of our trading and
nen-trading marketing activities at Generation is included to
address the recommended disclosures by the energy in-
dustry's Committee of Chief Risk Officers. We do not consider
our proprietary trading to be a significant activity in our
business; however, we believe it is important to include
these risk management disclosures.

The following tables describe the drivers of our energy
trading and marketing business and gross margin included
iri the income statement for the years ended December 31,
2003 and 2002. Normal operations and hedging activities
represent the marketing of electricity available from Gen-
eration’s owned or contracted generation, including Energy
Detivery's retail load, sold into the wholesale market. As the
information in these tables highlights, mark-to-market
activities represent a small portion of the overall gross mar-
gin for Generation. Accrual activities, including normal pur-
chases and sales, account for the majority of the gross
margin. The mark-to-market activities reported here are
those relating to changes in fair value due to external
movement in prices. Further delineation of gross margin by
the type of accounting treatment typically afforded each
type of activity is also. presented (i.e., mark-to-market vs. ac-
crual accounting treatment).
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Normai Operazions and Propnesary
For the year anded Decamber 33, 2003 Hedging Activitigsk! Trading Total
Mg et v tew
Urrealized mark-to-market gain/(loss)
Origination unrealized gain/(loss) at inception s - 5- 5 -
Changes in fair valiue prior to settiements® 207 1 208
Changes in vatuation techniques and assumptions - - -
Retiassification to realized at settlement of contracts {223} {4} {227}
Total change in unrealized fair value (16) (3) (g}
Realized net settlement of transactions subject to mark-to-market 223 4 227
Total mark-to-market activities gross rnargin $ 207 S $ 208
SEATL ] LT T
Accrual activities revenue $ 5187 $- $ 5187
Hedge gains reclassified from OC| 2,358 - 2,358
Total revenue—accrual activities 7.545 - 7.545
Fuel and purchased power 2,107 - 2,107
Hedges of fuel and purchased power reclassified from OCI 2,631 - 2,63
Total fuel and purchased power 4,738 - 4,738
Total accrual activities grass margin 2,807 - 2,807
Total gross margin® $3,0t4 $1 $ 3,015

{a} Normal operations and hedging activities only include detvative contracts Power Team enters Into to hedge anticipated exposures related to our owned and contracted gen.
eration supply, but excludes sur owned and contracted generating assets as well as Enterprises’ denvative contracts.

(0} Includes heddge ineffectiveness, recorded 1n earnings of $1 million,

(¢} Total gross margin represents revenue, net of purchased power and fuel expense tor Generation, This exchudes a minimal amount of activity at Enterprises. See Note 15 of the

Notes ta Consolldated Financial Statements far further information.

Normal Gperations and Proprietary
For the year ended December 3:, 2002 Hedging Activitiasi Trading Total
W ameetg 1ite stV
Unreatized mark-to-market gain/(loss)
Origination unrealized gain/(loss) at inception 5 - S - 5 -
Changes in fair value pricr to settlements 26 (29} (3)
Changes in valuation techniques and assumptions - - -
Reciassification to realized at setflement of contracts {20) 20 -
Total change in unrealized fair value & () (3)
Realized net settlement of transactions subject to mark-to-market 20 (20) -
Total mark-to-market activities gross margin s 26 5(2g} s [3)
Rl 3 Al Tl
Accruai activities revenue 56,785 5 - 56,785
Hedge gains reclassified from OCI 76 - 76
Total revenue—accrual activities 6,861 - 6,86
Fuel and purchased power 4,230 - 4,230
Hedges of fuel and purchased power reclassified from OCI 23 - 23
Total fuel and purchased power 4,253 - 4,253
Total accrual activities gross margin 2,608 - 2,608
Total gross margin® $2,634 3(29) $2,605

{a} Normal operations and hedging activities only include denvative cantracts Power Team enters inta to hedge anticipated exposures relazed to our awned and contracted gen-
eratlan supply, but excitdes out owned and contracted genarating assets as well as Enterprises’ detvative contracts.
{b) Total gross margin represents revenue, net of purchased power and fuel expense for Generation. This excludes a mimmal amount of activity at Enterprises. See Note 15 of the

Motes to Consafidated Financiai Siatements var further infarmation.
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The following tabie provides detail on changes in Generation's mark-to-market net asset or liability balance sheet position
from January 1, 2002 to December 31, 2003. It indicates the drivers behind changes in the balance sheet amounts. This table
incorporates the mark-to-market activities that are immediately recorded in eamings, as shown in the previcus table, as weli
as the settlements from OCl to earnings and changes in fair value for the hedging activities that are recorded in Accumulated
Other Comprehensive Income on the Consolidated Balance Sheets.

Normal Operazions and Proprietary

Hedging Actities Trading Total
Total mark-to-market energy contract net assets at January 1, 2002 S 78 S 14 $ g2
Total change in fair value during 2002 of contracts recorded in earnings 26 {29) {3)
Reclassification to realized ai settiement of contracts recorded in earnings (20) 20 -
Reclassification to realized at settlement from OCI (53) - (53)
Effective portion of changes in fair value-tecorded in CCl (210) - {210)
Purchase/saie of existing contracts or portfolios subject to mark-to-market n - n
Toial mark-to-market energy centract net assets (liabilities) at December 31, 2002 (68} 3 (163}
Total change in fair vaiue during 2003 of contracts recorded in earnings 206 - 206
Reclassification to realized at settlement of contracts recorded in earnings (223} (4) (z27)
Rectassification to realized at settlement from OCI 273 - 273
Effective portion of changes in fair value-recorded in OCI (305) - {305}
Total mark-to-market energy contract net assets (Habilities) at December 31, 2003 $ (217) S S (216}

The following tabie details the balance sheet classification of the mark-to-market energy contract net assets (liabilities)
recorded as of December 31, 2003: )

Normal Operations and Proprietary

Hedging Activities Trading Total

Current assets $ 39 $3 $ 322
Noncurrent assets g9 1 100
Total mark-to-market energy contract assets 418 4 422
Current labilities {502} (3 (505)
Noncurrent liabilities {(133) ~ (133)
Total mark-to-market energy contract liabilities {635) (3) {638}
Total mark-to-market energy contract net assets (liabilities} 5 (217) 51 ${216)

The following tabie details the balance sheet classification of the mark-tc-market energy contract net assets {liabilities) re-
corded as of December 31, zo02:

Normal Operations and Praprietary

Hedging Activities Trading Total

Currenz assets $ 186 $6 $ g2
Nancurrent assets 46 - 46
Total mark-to-market energy contract assets 232 6 238
Current liabilities (276) - (276)
Noncurrent liabilities (124) (1) {125}
Total mark-to-market energy contract liabilities (a00) () (401}
Total mark-to-market energy contract net assets (liabilities) 5 (168} 55 5 163)
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The majority of our coniracts are non-exchange-traded con-
tracts valued using prices provided by external sources, pri-
marily price quotations available through brokers or over-
the-tounter, on-line exchanges. Prices refiect the average of
the bid-ask midpoint prices obtained from all sources that
we hzlieve provide the most liquid market for the commod-
ity. The terms for which such price information is available
varies by commaodity, region and produci. The remainder of
the assets represents coniracis for which external vaiuations
are not available, primarily option contracts. These contracis
are valued using ine Black model, an indusiry standard op-
tion valuation model. The fair values in each category reflect
the levei of forward prices and volatility factors as of De-
cember 31, 2003 and may change as a result of changes in
these factors. Management uses its best estimates to de-
termine the fair value of commodity and derivative contracts

it holds and sells. These estimates consider various faciors
including closing exchange and over-the-counter price
quotations, time value, volatility factors and credit exposure.
It is possible, however, that future market prices couid vary
from those used in recording assets and liabilities from en-
ergy marketing and trading activities and such variations
could be material.

The following table, which presents maturity and source
of fair value of mark-to-market energy contract net li-
abilities, provides twe fundamental pieces of information.
First, the table provides the source of fair value used in de-
termining the carrying amount of Generation's total mark-
to-market asset or liability. Second, this table provides the
maturity, by year, of Generation’s net assets/liabilities, giv-
ing an indication of when these mark-to-market amounts
will settle and either generate or require cash.

Maturities within

2004
and Tatal Fair
2004 2005 2006 2007 2008 Beyond value

TR AT ERIES) L R

&, i Iving casid

TRV ARG UONTHIILS L

Actively quoted prices §$ 32 § - $- §- & 4 $ 32
Prices provided by cther external sources {219) {230 (8) - - - {250)
Total S087) s(23) 5(8) $- § -  S(8)

Nz operIninn, Giher doerivative contracts ©.
Actively quoted prices
Prices provided by other external sources
Prices based on mode! or other valuation methods

$23 5§ - §$- 5~ & $- $ 23
5 - - - (12)
B - - (10

Total

Pearmizrary radis ¢, oriet derhvative roriewe
Actively quoted prices
Prices provided by cther external sources
Prices based on model or other valuation methods

Total

5 - 81 %- 5- 5 - 5 1

Average tenor of proprietary trading portfoliols

1.0 years

1] Mark-to-market gafns and losses on contracts that qualffy as tash-flow hedges are recorded inother comprehensive mcame,
{2} Mark-to-market gatns and losses on other non-trading derivative contracts that do not quallfy as cash-flow hedges are recarded in earmings.

{3) Mark-to-market gams znd losses on trading contracts ate recarded 1n earmngs.

{4) Following the recommendaions of the Commities of Chief Risk Officers, the average tenor of the proprietary trading porifoile measutes the average time to coltect value for
that porifollo, We measure the tenor by separating positive and negative mark-to-marke: vatues {n our proprietary trading partfolio, estimating the mid-poins in years for each
ang then repsring the highest of the two mid-peints caiculated. in the event thar this methodology resulted in significantly different absalute values of the postove and neg-
atlve cash flow streams, we would us the mid.point of the partfolio with the largest cash flow stream as the tenor.
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The table below provides details of effective .cash-flow
hedges under SFAS No. 133 included in the balance sheet as
of December 31, 2003, The data in the table gives an in-
dication of the magnitude of SFAS No.113 hedges Generation
has in place; however, since under SFAS No. 133 not alt hedges
are tecorded in OCl, the table does not provide an all-
encompassing picture of Generation’s hedges. The table alsc

EXELON CORPORATION AND SUESIDIARY COMPANIES

includes a roll-forward of Accumulated Other Compre-
hensive Income related to cash-flow hedges for the years
ended December 31, 2003 and December 31, 2002, providing
insight into the drivers of the changes (new hedges entered
into during the peried and changes in the value of existing
hedaes). Information related {o energy merchant activities is
presenied separately from interest-rate hedging activities.

Total Zash-Fiow Hedge Other Comprehensive Income Activity,
Net of Income Tax

Fower Team

Normal Operations and Interest-Rate and Totai Cash-

Hedging Activitles Cther Hedgest Flow Hedges

Accumulated OCI, January 1, 2002 $ 47 ${2) S 45
Changes in fair value {128) 3) (131)
Reclassifications from OC! ta net income (33) - (33)
Accumulated OCl, December 33, 2002 (14} (s} (11g)
Changes in fair value (186} (8) (i94)
Reclassifications from OCH 1o net joss 167 - 167
Accumulated OCI derivative Toss at December 31, 2003 $(133} $(13} 5(146)

(1) Includes tnterasi-rate hedges 3t Generation,

We use a Value-at-Risk (VaR) modei to assess the market risk
associated with financial derivative instrurnents entered
into for proprietary trading purposes. The measured VaR
represents an estimate of the potential change in value of
our proprietary trading portfolio.

The VaR estimate includes a number of assumptions
about current market prices, estimates of volatility and
carrelations between market factors. These estimates, how-
ever, are not necessarily indicative of actual results, which
may differ because actual market rate fluctuations may dif-
fer from forecasted fluctuations and because the partfolio
may change over the holding period.

We estimate VaR using a model based on the Monte
Carlo simulation of commodity prices that captures the
change in value of forward purchases and sales as well as
option values. Parameters and values are backtested daily
against daily changes in mark-to-market value for propri-
etary trading activity. Value-at-Risk assumes tnat normal
market conditions prevail and that there are no changes in
pasitions. We use a 95% confidence interval, one-day holding
period, one-tailed statistical measure in calculating our VaR.
This means that we may state that there is a one in 20
chance that, if prices move against our portfolic positions,
our pre-tax loss in liquidating our portfolio in a one-day
holding period would exceed the calculated VaR. To account
for unusual events and loss of liquidity, we use stress tests
and scenario analysis.

For financial reporting purposes only, we calculate sev-
eral other VaR estimates. The higher the confidence intervai,
the less likely the chance that the VaR estimate would be
exceeded. A longer holding period considers the effect of

liquidity in being able to actually liquidate the portfolio. A
two-tailed test considers potential upside in the portfolic in
addition to the potential downside in the portfolio consid-
ered in the one-tailed test. The following table provides the
VaR for all proprietary trading positions of Generation as of
December 31, 2003.

Propnetary Trading Var

2503
95% Confidence level, ona-day hoiding period, one-tailed
Period end 5 -
Avetage for the period l0.4)
High (o-2)
Low -
g5% Confidence leva), ten-day holding period, two-tailed
Pariod end S {oa)
Ayerage for the period (o5)
High {o.9)
Low {0.1)
5g% Confidence leve), ona-day holding peried, two-tailed
Period end s -
Average for the period (0.2)
High (0.3)

Low -

ComEd's CTC Revenues. We have exposure to commodity
price risk in relation to revenue collected from customers
who elect to purchase energy from an ARES or the ComEd
PPO. Revenues collected from customers electing the PPO
inctude commodity charges at market-based prices and CTC
reveniues which are calculated to provide the customer with
a credit for the market price for electricity. Because the
change in revenues from customers electing the PPO is sig-
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nificantly offset by the change in CTC revenues, we do not  to provide for the potential tass from nonpayment by these
believe that cur exposure to such a market price decrease customers,
would be material. Generation has credit risk associated with counterparty
ComEd's CTC revenues are also collected from customers performance on energy contracts which includes, but is not
who elect to purchase energy from an ARES. ComEd’s CTC Himited to, the risk of financial default or slow payment.
rates are reset once a year in the spring, and customers can Generation manages counterparty credit risk through estab-
elect to lock in their CTC rates for a one-, two- or three-year  lished policies, including counterparty credit Ximits, and in
term. Based on the current customers who nave elected the some cases, requiring deposits and letters of credit to be
one-year CTC rates, we have performed a sensitivity analysis posted by certain counterparties. Generation's counterparty
to determine the net impact of 2 10% increase in the average credit limits are based on a scoring model that considers a
market price of electricity which would result in a $12 million variety of factors, including leverage, liquidity, profitability,
decrease in CTC revenues. A 10% decrease in market prices credit ratings and risk management capabilities. Generation
would result in a $i4 million increase in CTC revenues. The has entered into payment netting agreements or enabling
result may be significantly affected if additional customers agreements that allow for payment netting with the ma-
elect to purchase enerqy from an ARES or if cusiomers elect  jority of its large counterparties, which reduce Generation's
to purchase their energy from us. exposure to counterparty risk by providing for the offset of
Credit Risk amounts payable to the counterparty against amounts
. . : receivable fr count rty. i a
Credit risk for Energy Delivery is managed by the credit . ¢ from the erparty The credit depariment
: - . monitors current and forward credit exposure {o counter-
and collection policies of ComEd and PECO, which are con- . . - . oo
) ) . parties and their affiliates, both on an individual and an
sistent with state regulatory requirements. ComEd and .
- . . aggregate basis.
PECO are each currenitly obligated to provide service to ali ) ) ) .
. - . ; o . The following tables provide information on Gen-
electric customers within their respective franchised terri- .
) , eration’s credit exposure, net of collateral, as of December 3,
tories. For the year ended December 31, 2003, ComEd’s ten )
; ) . 2003 and 2002. They further delineate that exposure by the
largest customers represented approximately 2% of its retail ; ) B . ]
. , N credit rating of the counterparties and provide guidance on
electric revenues and PECO's ten largest customers repre- . o L .
. . . ) the concentration of credit risk to individual counterparties
sented approximately 7% of its retall electric and gas rev- L ] L
. . and an indication of the maturity of a company’s credit risk
enues. We record a provision for uncollectible accounts, . ) . i .
N - s . by credit rating of the counterparties. The figures in the ta-
based upon historical experience and third-party studies, ) ) .
bles below do not include sales to Generation’s affiliates or
exposure through 1SOs which are discussed below.
Total Kumber OF  Net Exposure OF
Exposure Caunterparties Counterpartles
Before Credit Credit Net  Greaterthan:o%  Greaterthano%
Rating as of December 31, 2003 Collateral  Collateral Exposure of Net Exposure of Net Exposure
Investment grade $116 S— $16 3 s20
Non-investment grade 22 7 15 - -
No external ratings
Internally rated-investment grade 13 - 12 - -
Internally rated-non-investment grade 1 - - -
Total 5152 57 5145 1 520
Total Number OF  Net Expasure Of
Exposure Counterparties Countergarifes
Before Credit Credit Net Greaterthanio%  Greater than 0%
Rating a5 of December 31, 2002 Collateral  Collateral  Exposure of Net Expostire of Net Exposure
[nvestment grade 5156 $— $156 2 ST
Non-investment grade 7 1 6 - -
No external ratings
Internaily rated-investment grade 27 4 23 4 16
internally rated-—non-investment grade 4 2 2 - -
Totai 5204 S17 5187 - 6 587
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Maturity of Credrt Rlsk Expasure
Exposure  Totai Exposure

Less than Greaterthan Before Credit
Rating as of Decernber 31, 2003 1Years 2.5 Years 5 Years Coilateral
Investment grade $101 $15 $- s$16
Non-investment grade 22 - - 22
No external ratings
Internaliy rated—investment grade 13 - - 3
Internally rated—non-investment grade 1 - - 1
Total $137 515 5— 5153

Dynegy. Generation is a counterparty to Dynegy in various
energy transactions. In early July 2002, the credit ratings of
Dynegy were downgraded to below investment grade by two
credit rating agencies. Generation has credit risk associated
with Dynegy through Generation's equity investment in
Sithe. Sithe is a 60% owner of the Independence generating
station, a 1,028-MW gas-fired facility that has an energy-only
long-term tolling agreement with Dynegy, with a related
financial swap arrangement. Sithe has entered intc a con-
tract to purchase the remaining 40% interest of the In-
dependence generating station. As of December 31, 2003,
Sithe had recognized an asset on its balance sheet related to
the fair market value of the financial swap agreement with
Dynegy that is marked-to-market under the terms of SFAS
No. 133. If Dynegy is unable to fulfill the terms of this agree-
ment, Sithe would be required to impair this financial swap
asset. We estimate, as a 0% cwner of Sithe, that the
impairment would result in an after-tax reduction of our
equity earnings of approximateiy $5 mitlion.

In addition to the impairment of the financial swap as-
set, if Dynegy were unable to fulfill its obligations under the
financial swap agreement and the tolling agreement, Sithe
would likely incur a further impairment associated with the
Independence plant. Depending upon the timing of Dyne-
gy's failure to fulfill its obligations and the outcome of any
restructuring initiatives, Exelon could tealize an after-tax
charge of up to $30 million, net of a FIN No. 45 guarantee
recorded in connection with Generation's sale of 50% of
Sithe to Reservoir. In the event of a saie of Exeion’s invest-
ment in Sithe to a third party, proceeds from the sale could
be negatively affected by up to $74 miliion, which would rep-
resent an after-tax loss of up to $43 million. Additionally, the
future economic value of AmerGen's purchased power ar-
rangement with lliincis Power Company, a subsidiary of
Dynegy, could be affected by events related to Dynegy's
financial condition. On February 3, 2004, Dynergy announced
an agreement to sell its subsidiary Illlincis Power Company to
a third party, which, upon closing of the transaction, wouid
reduce Generation’s credit risk associated with Dynergy.

Midwest Generation. ComEd and Generation are parties to
various transactions with Midwest Generation, a subsidiary
of Edison Mission Energy (EME) and Edison Mission Midwest
Holdings (EMMH). Although earlier public filings in 2003 by
EME indicated credit issues, a filing in December 2003 in-
dicated that EMMH has secured financing and re-paid its
significant current debts. Thus, Exelon’s credit contingency
risk associated with Midwest Generation has decreased dur-
ing the fourth quarter of 2003.

Collateral. As part of the normal course of business, we rou-
tinely enter into physical or financially settied contracts for
the purchase and saie of capacity, energy, fuels and emis-
sions allowances. These contracts either contain express
pravisions or otherwise permit our counterparties and us to
demand adequate assurance of future performance when
there are reasonable grounds for doing so. In accordance
with the contracts and appiicable law, if we are downgraded
by a credit rating agency, especially if such downgrade is to a
level below investment grade, it is possible that a counter-
party would attempt to rely on such a downgrade as a basis
for making a demand for adequate assurance of future per-
formance. Depending on our net position with a counter-
party, the demand could be for the posting of collateral. In
the absence of expressly agreed to provisions that specify the
collateral that must be provided, the obligation to supply the
collateral requested will be a function of the facis and cir-
cumstances of our situation at the time of the demand. If we
can reasonably claim that we are wiliing and financially able
to perform cur ebligations, it may be possible to successfully
argue that no collateral should be posted or that only an
armount equal to two or three months of future payments
should be sufficient.

IS0s. Generation participates in the following established,
real-time energy markets, which are administered by I50s:
PIM, ISC New England, New Yotk IS0, California 1SO, Midwest
IS0, Inc., Southwest Power Pool, Inc. and Texas, which is ad-
ministered by the Electric Reliability Council of Texas. in
these areas, power is traded through bilateral agreements
between buyers and sellers and on the spot markets that are
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operated by the I1SOs. In areas where there is no spot market,
electricity is purchased and sold sclely through bilaterai
agreements. For saies into the spot markets administered by
the 150s, the I1SC maintains financial assurance policies that
are established and enforced by those administrators. The
credit policies of the 150s may under certain circumstances
require that losses arising from the default of one member
on spot market transactions be shared by the remaining
participants. Non-performance or nen-payment by a major
counterparty could result in a material adverse impact
on our financial condition, results of operations or net
cash flows.

Direct Financing leases, Our consolidated balance sheet in-
ciuded a $465 million net invesiment in direct financing
leases as of December 31, 2003. The investment in direct fi-
nancing leases represents future minimum lease payments
due at the end of the thirty-year lives of the leases of $1,492
million, less unearned income of $1,027 miltion. The future
minimum lease payments are supported by collateral and
credit enhancement measures including letters of credit,
surety bonds and credit swaps issued by high credit quality
financial institutions. Management regularly evaluates the
credit worthiness of our counterparties to these direct
financing leases.

Interest-Rate Risk

We use a combination of fixed-rate and variable-rate debt to
reduce interest-rate exposure. We also use interest-rate
swaps when deemed appropriate to adjust exposure based
upon market conditions. Additionally, we use forward-
starting interest-rate swaps and freasury rate locks te lock in
interest-rate levels in anticipation of future financing. These
strategies are employed to achieve a lower cost of capital. As
of December 31, 2003, a hypothetical 10% increase in the in-
terest rates associated with variable-rate debt would result
in a $1 rnillion decrease in pre-tax eamnings for 2004.

ComEd has entered into fixed-to-floating interest-rate
swaps in order fo maintain its targeted percentage of
variable-rate debt associated with fixed-rate debt issuances
in the aggregate amount of $485 million. At December 3,
2003, these interest-rate swaps, designated as fair-value
hedges, had an aggregate fair market value of $33 miliion
based on the present value difference hetween the contract
and market rates at December 31, 2003. If these derivative
instruments had been terminated at December 31, 2003, this
estimated fair value represents the amount that would be
paid by the counterparties tc Coméd.

The aggregate fair value of cur interest-rate swaps des-
ignated as fair-value hedges that would have resulted from a
hypothetical 50 basis point decrease in the spot yield at De-
cernber 31, 2003 is estimated to be $39 million, If the de-
rivative instruments had been terminated at December 3,

2003, this estimated fair value represents the amount the
counterparties would pay us.

The aggregate fair value of our interest-rate swaps des-
ignated as fair-value hedges that weuld have resulted from a
hypothetical 5o basis point increase in the spot yield at De-
cember 31, 2003 is estimated tc be $28 miilion. If the de-
rivative instruments had been terminated at December 33,
2003, this estimated fair value represents the amount the
counterparties would pay us.

In 2003, ComEd entered into forward-starting interest-
rate swaps in the aggregate notional amount of $440 miilion
te lock in interest-rate levels in anticipation of future financ-
ings. The debt issuances that these swaps were hedging
were considered probable; therefore, Comed accounted for
these interest-rate swap transactions as hedges. In con-
nection with the 2003 issuances of First Mortgage Bonds,
forward-starting interest-rate swaps with an aggregate no-
tional amount of $1,070 million were settled with net cash
proceeds to counterparties of $45 million that has been de-
ferred in regulatory assets and is being amortized over the
life of the First Mortgage Bonds as a net increase to interest
expense. At December 31, 2003, ComEd has settled all of its
interest-rate swaps, designated as cash-flow hedges.

In 2003, PECO entered into forward-starting interest-rate
swaps in the aggregate notional amount of $360 million to
Jock in interest-rate levels in anticipation of future financ-
ings, in connection with the issuance of First and Refunding
Mortgage Bonds. The debt issuances that these swaps were
hedging were considered probable; therefore, PECO ac-
counted for these interest-rate swap transactions as hedges.
PECO settled these swaps for net cash proceeds. of $1 million,
which was recorded in other comprehensive income and is
being amortized over the life of the debt issuance.

PETT has entered into floating to fixed interest-rate
swaps to manage interest rate exposure associated with the
floating rate series of transition bends issued to securitize
PECO's stranded cost Tecovery. These interest-rate swaps
were designated as cash-flow hedges. These interest-rate
swaps had an aggregate fair market value exposure of $n
miliion at December 31, 2003. As of December 31, 2003 PETT, 2
wholly owned subsidiary, was deconsolidated from the
financial statements of PECC.

Under the terms of the Boston Generating Facility, Bos-
ton Cenerating is required to effectively fix the interest rate
on 50% of borrowings under the facility through its maturity
in 2007. As of December 31, 2003, Boston Generating had
entered into interest-rate swap agreements that effectively
fixed the interest-rate on $861 million of notional principal,
or approximately 83% of borrowings cutstanding under the
Boston Generating Facility at December 31, 2003. The fair
market value exposure of these swaps, designated as cash-
flow hedges, was $77 million based on the present value dif-
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ferences between the contract and market rates at De-
cember 31, 2003.

The aggregate fair value exposure cf our interest-rate
swaps designated as cash-flow hedges that would have re-
sulted from a hypothetical so basis point decrease in the
spot yield at December 31, 2003 is estimaied to be 589 mil-
lion. If the derivative instruments had been terminated at
December 33, 2003, this estimated fair value represents the
amount we would pay to the cournterparties.

The aggregate fair value exposure of our interest-rate
swaps designated as cash-flow hedges that would have re-
sulted from a hypothetical 5o basis point increase in the spot
yield at December 31, 2003 is estimated to be 565 million. If
the derivative instruments had been terminated at De-
cember 31, 2003, this estimated fair value represents the
amount we would pay to the counterparties.

In January 2004, the counterparties terminated the
interest-rate swaps with Bosten Generating. The total net
vatue of these swaps as of the respective termination dates
was 582 million, which is a net payable to the counterparties.

In 2003 Generation entered into forward-starting
interest-rate swaps in the aggregate notional amount of
$soo million to lock in interest-rate levels in anticipation of
future financings. The debt issuances that these swaps are
hedging were considered probable; therefore, Generation
accounted for these interest-rate swap transactions as
hedges. In connection with Generation's 2003 issuance of
Senior Notes, Generation settled swaps with an aggregate
netional amount of $50c million for net cash proceeds of $1
mittion, which was recorded in other comprehensive income
and is being amortized over the life of the debt issuance.

Equity Price Risk
We maintain trust funds, as required by the NRC, to fund
certain costs of decommissioning our nuclear plants. As of

EXZLON CORPLEATION AND SUIHIDIARY JOMPANIES

December 31, 2003, our decommissioning trust funds are re-
flected at fair value on our Cansolidated B8alance Sheets. The
mix of securities in the trust funds is designed to provide
returns tc be used to fund decommissioning and to
compensate us for inflationary increases in decemmission-
ing costs. However, the eauity securities in the trust funds
are exposed to price fluctuations in equity markets, and tne
value of fixed-rate, fixed-income securities are exposed tc
changes in interest rates. We actively monitor the invest-
ment performance of the trust funds and pericdically review
asset allocation in accordance with our nuclear decom-
missioning trust fund investment policy. A hypothetical 10%
increase in interest rates and decrease in equity prices would
result in a $303 million reduction in the fair vaiue of the trust
assets. See Defined Benefit Pension and Other Postretire-
ment Welfare Benefits in the Critical Accounting Estimates
section for information regarding the pension and other
postretirement benefit trust assets.

NEW ACCOUNTING PRONDUNMIEMENTS

See Note 10f the Notes to Consolidated Financial Statements
for information regarding new accounting pronouncements.

FORWARD-LOOKING STATEMENTS -

except for the historical information contained in this report,
certain of the matters discussed in this Report are forward-
looking statements that are subject to risks and un-
certainties. The factors that could cause actual results to dif-
fer materially include those we have discussed in this repart
as well as those listed in Note 15 of the Notes to Consolidated
Financial Statements and other factors discussed in our fil-
ings with the SEC. Readers shouid not place undue retiance
on these forward-looking statements, which speak only as of
the date of this Report. We undertake no obligation to pub-
licly release any revision to these forward-looking state-
ments to reflect events or circumstances after the date of
this Report.
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Feport of Independent Auditeors
IXELON CORPORATION AND SUBSIDIARY COMPANIES

To the Shareholders and Board of Directors of
Exeion Corporation:

In our opinion, the accompanying consclidated balance sheets and the related consclidated statements of income, cash flows
and changes in shareholders’ equity and comprehensive income present fairly, in alt material respecis, the finandial pesition of
Exelon Corporation and Subsidiary Companies {Exelon) at December 11, 2003 and December 31, 2002, and the results of their
aperations and their casn fiows far each of the three years in the period ended Decernber 31, 2003 in conformity with account-
ing principles generally accepted in the United States of America. These financial statementis are the responsibility of Exelon’s
management; our responsibility is to express an opinion en these financial statements based on our audits. We conducted our
audits of these statements in accordance with auditing standards generally accepted in the United States of America, which
require that we ptan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on z test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluat-
ing the overall financial staternent presentation. We believe that our audits provide a reasonable basis for our epinion,

As discussed in Note 1to the consolidated financial staiements, Exelon changed its method of accounting for derivative instru-
ments and hedging activities as of January 1, 2001, its method of accounting for goodwiil as of January 1, 20032, its method of
accounting for asset retirement cbiigatiens as of January 1, 2003 and its method of accounting for variable interest entities in
2003.

Dr'-ccmo\wxc,oepo = (Lp

Chicago, Nlincis
January 28, 2004
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Consoiidated Sraternents of Income
EXELON CORPDRATION AND SUBSIDIARY COMPANRIES

For the Years Ended Decemnber 3,

in millions, excent per share datz 2003 20032 200
Gperating reveriies $15,812 $14.955 514,918
Operating expenses
Purchased power 3,459 3,262 3,56
Purchased power from AmerGen Energy Company, LLC 382 73 57
Fuei 2,534 1,727 1877
Impairment of Boston Generating, LLC long-lived assets 945 - -
Operating and maintenance 4,587 4,345 4,394
Depreciation and amortization 1,126 1,340 1449
Taxes other than income 581 705G 623
Total operating expenses 13,614 1,656 1,556
Cperating income 2,198 3,269 3,362
Other income and deductions
Interest expense, net of amounts capitalized {881) (966} {1,107
Distributions on preferred securities of subsidiaries (39} {45) (49}
Equity in earnings of unconsolidated affiliates 33 8o 62
Other, net (187} 300 79
Total other income and deductions {1,074) (631) {1,015)
Incotns bofave ivome tazes and cumatlative effect of changes in acrountng piincisles 1,124 2,668 2,347
Income taxes 331 998 931
Income before cumulative effect of chianges In acoounting principles 793 1670 1,416
Cumulative effect of changes in accounting principles {net of income taxes of $69, ${g0) and
58 in 2003, 2002 and 2001, respectively) 112 {(230) 12
et incams $ 905 $ 1,440 S 1,428
Average shares of commeon stock sutstanding
Basic 326 322 320
Diluted 329 325 322
Earrings per average somynon shire—basic
income before cumulative effect of changes in accounting principles $ 2.44 $ 518 S 4.42
Cumnulative effect of changes in accounting principles 0.34 o) 0.04
fet income $ 2.78 S 4.47 5 4.46
Edinings per avarage common share—ditured:
tncome before cumulative effect of changes in accounting principles $ 2m $ 535 $ 439
Cumulative effect of changes in accounting principles 0.34 o) 0.04
Nerincome § 275 S 444 S 4.43
Dividends per commeon shave $ 192 S 176 5 182

See Notes ta Consolidated Financial Statements



Consolidated *tatements of Cash Flaws
EXELON CORPORATION AND SUESIDIAIY JDMPANIES

For the Years Ended December 31,

in mitlions 2003 o0z 2001
Jash Tlowe From operating astivivies
Net income $ 9o§ S 1440 5 1428
Adjustments to reconcile net income to net cash flows provided by operating activities:
Depreciation, amortization and accretion, including nuciear fuel 1,718 1701 1,834
Curnulative effect of changes in accounting principles {ret of income taxes) {na) 230 (x2)
Impairment of investments 309 44 36
Impairment of goodwill and long-lived assats 950 - -
Deferred income taxes and amortization of investrment tax credits (337} 278 (68)
Provision for uncollectible accounts 94 129 145
Loss (gain) on sale of investments 25 (139) -
Equity in earnings of unconsolidated affiliates (33) {8o) {62)
Net reatized losses on nuclear decommissioning trust funds 16 32 127
Other operating activities 57 126 143
Changes in assets and lHabilities:
Accounts receivable 21 {448) 18
Inventories {s4) 37) (33)
Cther current assets {84) 45 62
Accounts payable, accrued expenses and other current liabilities 18 420 (a4}
Pension and non-pension postretirement benefits obligations (144) (165) (4
Other noncurrent assets and labilities {s) 129 (118}
Net cash fiows provided by operating activities 3,384 3.642 3,615
Cach flows fram investing activities .
Capital expenditures {1.954) (2.150) (2,088}
Proceeds fram liquidated damages 92 - -
Proceeds from nuclear decommissioning trust fund sales 2,341 1,612 1624
Investment in nuclear decommissioning trust funds (2.564) (1.824) (1.863)
Note receivable from unconsolidated affiliate 35 {35) -
Proceeds from the sales of investments 263 287 -
Acquisitions of businesses, net of cash acquired {272) {445) {30)
Change In restricted cash {g2) {24) {58}
Other investing activities 42 17 (35)
Net cash flows used in investing activities (z,109) (2,562) {2.450}
£.ash Bows from finansing acoivities
Issuance of lang-term debt 3,015 1,223 2,270
Retirement of long-term debt {2,922} {2.134) {1,860)
Change in short-term debt (355} 321 (r,013)
issuance of long-term debt tc financing affiliates 03 - -
Issuance of mandatorily redeemabie preferred securities 200 - -
Retirement of mandatorily redeemable preferred securities {250) {8} (7
Payment on acquisition note payable to Sithe Energies, Inc. {446) - -
Retirement of preferred stock (s0) - -
Dividends paid on common stock (620) (563) (583)
Proceeds from employee stock plans 18 75 39
Contribution from minority interest of consolidated subsidiary - 43 -
Other financing activities (96) {43) {42)
Net cash flows used in financing activities {1,240} (1.0g96) {1,206)
mr-zase [decreassi in casn and cash equivalents 35 (+6) {a1)
Cash and cash equivalents at beginning of period 469 485 526
Cnsh and cash equivalunss, including cash held farsala 504 469 485
Cash classified as held for sale on the consolidated balance sheet n - -
Cash and cash sgqusralents a7 end of period 5 493 S 469 S 48%

Se= Notes ta Consolidated Finanoial Statements
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82 Copsuhdated Balance Sheets
SXZLON CORPORATION AND SUBSIZIARY COMPANIES

December 34,
in miihions 2003 2003
Atsets
Current assein
Cash and cash equivalents $ 493 S 469
Restricted cash 97 396
Accounts receivable, net
Customer 1,889 2,076
Other 343 323
Inventories, at average cost
Fossil fuel 22 75
Materials and supplies 310 306
Notes receivabie from affiliate 92 -
Deferred income taxes 414 6
Assets held for sale 242 -
Other 428 374
Total current assets 4,580 4,125
Praperty, plant and equipnent. net 20,630 17,957
Deferred debits and other asiets
Regulatory assets 5,226 5.546
Nuclear decommissioning trust funds 4,72 3,053
Investments 837 1.403
Goodwill 4,79 4,992
Notes receivabte from financing trusts 14 -
Qther 1,114 793
Totat deferred debits and other assets 16,731 15,787
Tatal assets $ M4 $37.869

See Notes ta Consalidated Finanoal Statements



Carisolidated Balance Sheets
EXELDON CORPORATION AND SUBSIDIARY COMPANIES

Decermber 33,
1n miltiens 2003 2002
Lial:fhitins and sharehuiders’ equity
Lurrent habitites
Commercial paper $ 326 s 6B
Note payabie to Sithe Energies, Inc. go 534
Long-ierm debt due within one year 1,385 1,402
Long-term debt tn ComEd Transitionai Funding Trust and PECO Energy Transitional Trust
due within one year 470 -
Accounts payable 1,822 1,607
Accrued expenses 1,228 1,354
Liabilities held for sale 61 -
Cther 306 296
Tetal current liabilities ] 5,688 5.874
Long term debt 7,889 13,127
wong tevn sebl due to Dornfd Transitiona! Funding Tnet and PECD Snergy Transitional Trust 5,055 -
LEng-term dent te Tinancing frusts 545 -
Jeferred cradivs antd cther Habilities
Deferred income taxes 4,357 3,702
Unamortized investment tax credits 288 301
Nuclear decommissioning liability for retired plants - 1,293
Asset retirement opligations 2,997 -
Pension obligations 1,668 1,959
Non-pension postretirement benefits obligations 1,053 &n
Spent nuclear fuel obligation 867 858
Regulatary liabilities 1,891 486
Other 1,083 578
Total deferred credits and other liahiliiies 14,174 10,454
Toiai labilities 33,351 29,455
Cammitments and contingenass
Miorlty interest ol consoildated subsidiaries - 77
Proferred securities of subsidl 87 595
Sharehaldars’ egly
Common stock 7,292 7.059
Deferred compensation - )
Retained eamings 2,320 2,042
Accumulated sther comprehensive income {loss) {1,109) (1,358}
Totat sharehoiders’ eguity 8,503 7.742
Total lizbilities and shayeholders' aguity $41,941 $37.869

See Notes to Tonsolldated Fipanzial Statements
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Consolidated Statements of Changes in Sharcholders’ Equity
EXELON CORPORATION AND SUBSIDIARY COMPANIES

Accumulated
Other Total
Common Deferred Retained Comprehensive  Shareholdars’
Dallars in milllons, shares in thousands Shares Stock Cempensation Earnings  Inceme (Loss) Equity
Balance. December 31, 200 319,005 56,898 s(7) $ 324 s - $ 7,215
Net income - - 1,428 - 1.428
Long-term incentive pian activity 1.864 g5 - - - 55
Employee stock purchase pian issuances 138 6 - - _ - 6
Merger consideration-stock options 2 - - - 2
Amortization of deferred compensation - 5 - - S
Common stock dividends deciared - - (583) - {583}
Reclassified net unrealized losses on marketable
securities, net of income taxes of $(22) - - - (23} (23)
Other comprehensive income (loss), net of income
taxes of $(7) - - - {3) (3}
Balance, December 31, 2001 321,007 6,561 (2) 1,169 (26} 8,102
Net income - - 1,440 - 1440
Long-term incentive plan activity 2,049 87 - - - 87
Employee stock purchase plan issuances 257 1 - - - 1
Amortization of deferred compensation - 1 - - 1
Common stock dividends declared - - (567) - (567)
Cther comprehensive income (ioss), net of income
taxes of $(850) — - - (1,332) {1.332)
Halance, December 31, 3663 323,113 7.059 () 2,042 {(1,358) 7.742
Net income . - - gos - +Ts1
Long-term incemiive plan activity 4,661 222 - - - 222
Employee stock purchase plan issuances 209 1 - - - n
Amortization of deferred compensation - 1 - - 1
Common stock dividends declared - - (625) - (625}
Redemption premium on PECO preferred stock - - (2) - (2)
Other comprehensive inceme, net of income taxes
of $217 - - - 249 249
Balanue, Berenther 31, 2003 328,183 $17,292 $- $2,320 $(1,309) $8,503

{oniglidated Statement, of Comprahensive ncome
EXELON CORPORATION AND SUBSIDIARY COMPANIES

Far the Years Ended December 3,

in millions 2003 2002 2001
Net ticame $ 905 $1,440 $1,428
Other comprehersive intoms (o)
Minimum pension liability, net of income taxes of $16 and $(597), respectively 26 {1.007) —
SFAS No. 133 transition adjustment, net of income taxes of $32 _ — 44
SFAS No. 143 transition adjustment, net of income taxes of $167 168 — —
Cash-flow hedge fair value adjustment, net of income faxes of $3, $(132) and $17.
respectively 3 (199) 22
Foreign currency translation adjustment, net of income taxes of $o 3 — ()
Unrealized gain {loss) om marketable securities, net of income taxes of $6, $(118), and
${40), respectively 7 (ng) (41)
Interest in other comprehensive income {loss) of unconsolidated affiliates, net of
income taxes of $25, ${5) and $(16), respectively 42 (7) (27)
Tatal gther comprehensive income {lss) 249 (1.332) 3)
Total comprehensive intome $1,154 $ 108 51,425

See Notes to Consalidated financial Statements



{Dollars i millions, except per share data unless ctherwise noted)
MOTE - SIGRIFICANT &CCOUNTING POLIZIES

Description of Business

Exeion Corporation (Exelon) is a utility services holding com-
pany engaged, through its subsidiaries, in the energy delivery,
whiclesale generation and other businesses discussed below
{see Note 21 — Segment Information). The Energy Delivery
segment’s businesses include the purchase and sale of eiec-
tricity and distribution and fransmission services by
Cammonwealth Edison Company (ComEd) in northemn Illinois
and PECO Energy Company (PECO) in southeastern
Pennsylvania and the sale of natural gas and distribution
services by PECC in the Penmsylvania counties surrounding
the City of Philadeiphia. The wholesale generation business
consists of the electric generating facilities and energy mar-
keting operations of Exeion Ceneration Company, LLC
(Generation} and Generation's eguity intevesi in Sithe En-
ergies, Inc. (5ithe). Exelon Enterprises Company, LLC
(Enterprises} includes energy and infrastructure services,
competitive retail energy sales, a communications joint ven-
ture and other investments weighted towards the communi-
cations, energy services and retail services industries.

Basis of Presentation

The consolidated financial statements include the accounts
of its majority-owned subsidiaries, except certain financing
trusts of ComEd and PECO for 2003, after the elimination of
intercompany transactions. nvestrents and joint ventures
in which a 20% to 50% interest is owned and a significant
influence is exerted are accounted for under the equity
method of accounting.

The proportionate inferests in jointly owned electric
utility plants are consolidated. Investments in which less
than a 20% interest is owned are primarily accounted for
under the cost method of accounting. Exelon cwns 100% of
all significant consclidated subsidiaries, either directly or
indirectly, except for ComEd of which Exelon owns more
than 9g9%, InfraSource Inc. {InfraSource} of which Exelon
owned g5% prior to its sale in the third quarter of 2003 and
Southeast Chicage Energy Project, LLC (Southeast Chicago) of
which Exelon owns 74% through Generation. Exelon has re-
flected the third-party interests in the above majority-owned
investments as minority interests in its Consalidated State-
ments of Cash Flows, Consoliddted Balance Sheets and in
other, net on the Consolidated Statements of Income. In con-
junction with the adoption of Statement of Finandal Ac-
counting Standards (SFAS) Ne. 150, “Accounting for Certain
Financial instruments with Characteristics of Both tiabilities
and Equity” (SFAS No. 150) on July 1, 2003, Exelon reclassified
the minority interest associated with Southeast Chicagoto a
long-term liability. The total minority interest related to

Notes to Lonsalidated Financial Statements
IXELON CORPORATION AND SUBSIDIARY COMPANIES

southeast Chicago was $51 million as of December 31, 2003.
in accordance with SFAS No. 150, prior periods were not
restated.

Certain trusts arnd limited partnerships that are financ-
ing subsidiaries of ComEd and PECO have issued debt or
mandatorily redeemable preferred securities. Due to the
adoption of the Financial Accounting Standards Board (FASB}
Interpretation WNo. 46 (revised December 2003),
“Consolidation of Variable Interest Entities” {FIN No. 46-R),
these trusts and limited partnerships are no longer con-
solidated within E£xelon’s financial statements as of De-
cember 31, 2003 o7, in one case, luly 1, 2003. See beiow -
Variable Interest Entities for furiher discussion of the decon-
solidation of these financing entities and the adoption of FIN
No. 46-R.

Reclassifications

Certain prior year amounis have been reclassified for com-
parative purposes. The reclassifications did not affect net
income or shareholders’ equity.

Use of Estimates

The preparation of financial statements in conformity with
accounting principies generaily accepted in the United
States requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.
Areas in which significant estimates have been made in-
ciude. but are not limited to, the accounting for derivatives,
nuclear decommissioning costs and asset retirement obliga-
tions, fixed asset depreciation, asset and goodwill impair-
ments, severance, pension and cther postretirement
benefils, taxes, unbilled energy revenues and environmental
costs,

Accounting for the Effects of Regulation

Exelon accounts for all of its requlated electric and gas oper-
ations in accordance with accounting pelicies prescribed by
the regulatory authorities having jurisdiction, principally the
Mineis Commerce Commission (ICC) and the Pennsylvania
Public Utility Commission {(PUC) under state public utility
laws, the Federal Energy Regulatory Commission (FERC) un-
der various Federal laws, and the Securities and Exchange
Commission (SEC) under the Pubtic Utility Hoiding Company
Act of 1635 (PUHCA), and applies SFAS No. 7, “Accounting for
the Effects of Certain Types of Regulaticn,” (SFAS No. 1)
when appropriate. SFAS No. 71 Tequites Exelon to record in its
financial statements-the effects of rate regulation for utility
operations that meet the following criteria: {1} third-party
regulation of rates; (2) cost-based rates; and (3) a reasonable

8y
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EXILON CORFORATION AND SUSSIDIARY COPMAPANIES

assumption that ail costs will be recoverable from custorners
through rates. Exelon believes that it is probable that cur-
rently recorded regulatory assets will be recovered or settled.
If a separable portion of Exelon’s business no longer meets
the provisions of SFAS No. 1, £xelon would be required o
eliminate the finandal statement effects of regulation for
that portion.

Varfable Interest Entities

The FASB issued FASB Interpretation No. 46, “Consolidation
of Variable Interest Entities” in January 2003 {FIN No. 46) and
subsequently issued its revision in FIN No. 46-R in December
2003 which addressed the requirements fer consolidating
certain variable interest entities. FIN No. 46 was effective for
Exelon’s variable interest entities created after January 3,
2003 and FIN No, 46-R was effective December 31, 2003 for
Exelon's other variabte inferest entities that are considered
te be special-purpose entities. FIN No. 46-R applies to all
other variable interest entities as of March 31, 2004.

PECO Energy Capital Trust |V (PECO Trust V), a financing
subsidiary of PECO created in May 2003, was not con-
solidated within the financial statements of Exelon pursuant
to the provisions of FIN No. 46 as of July 1, 2003, As of De-
cember 31, 2003, the remaining financing trusts of ComEd
and PECO, including ComEd Financing Il, ComEd Financing I,
ComEd Funding (LC, ComEd Transitional Funding Trusi,
PECO Energy Capital Trust Il {PECO Trust Ill) and PECO Energy
Transition Trust [PETT), were deconsolidated within the
financial statements of Exelon pursuant to the provisions of
FIN No. 46-R. Amounts of $6.1 billicn owed to these financing
trusts were recorded as debt to financing trusts within the
Consolidated Balance Sheets at December 31, 2003, Thisg
change in presentation had no impact on net income of Ex-
elon. In accordance with FIN No. 46-R, prior periods have not
been represented.

Revenues

Operating Revenues. Operating revenues are generally re-
corded as service is rendered or energy is delivered to
customers, At the end of each month, Exelon accrues an
estimate for the unbilled amount of energy delivered or
services provided to its customers {see Note 5 - Accounts
Receivable),

long-Term Contract Accounting. Enterprises recognizes con-
tract revenue and profits on certain long-term fixed-price
contracts by the percentage-of-completion method of ac-
counting. In determining the amount of revenue to recog-
nize, Exelon is required to estimate the total costs and profits
expected to be recorded under the contract over its term and
the recaverability of costs refated te change arders. Changes
in these estimates could result in variability of earnings.
At December 31, 2003 and 2002, current assets included

$27 million and $70 million, respectively, of costs and earn-
ings in excess of billings on uncompleted contracts and
current liabilities included 321 miilion and $44 million, re-
spectively, of billings and earnings in excess of costs on
uncompieted contracts.

At December 31, 2003 and 2002, accounis receivable in-
cluded $32 miilion and 349 million, respectively, of contract
retention. These amounts represent revenue recognized on
costs incurred that is not billable until final compietion of
the project and acceptance by the customer. In apnlying the
percentage-of-completion accounting rmethod, the collection
of these estimated revenues is deemed probabie.

Option Contracts, Swaps, and Commodity Derivatives. Pre-
miums received and paid on option contracts and swap ar-
rangements not considered derivatives are amortized to
revenue and expense over the life of the contracts, Certain of
these contracts are considered derivative instruments and
are recorded at fair value with subsequent changes in fair
value recognized as revenues and expenses unless hedge
accounting is applied. Commodity derivatives used for trad-
ing purpeses are accounted for using the mark-to-market
method. Under this methodolegy, these derivatives are ad-
justed to fair value, and the unrealized gains and losses are
recognized in operating revenues.

Trading Activities. In the third guarter of 2002, Exelon
adopted the provisions of Emerging Issues Task Force (EITF)
Issue No. c2-3, "Accounting for Contracts involved in Energy
Trading and Risk Management Activities” (EITF 02-3). which
required revenues and energy costs related to energy trading
contracts to be presented on a net basis in the income
statemment. Prior o the adoption, revenues from trading
activity were presented in revenue and the energy costs Te-
lated to energy trading were presented as either purchased
power or fuel expense in Exelon’s Consclidated Statements
of Income. For comparative purposes, energy costs related to
energy trading have been reclassified in prior periods to con-
form to the net basis of presentation required by EITF 02-3.
Exelon commenced trading activities in April 2001. For the
year ended December 31, 2001, $207 million of purchased
power expense and $15 million of fuel expense were re-
classified and reflected as a reduction to revenue.

Stock-Based Compensation

In December 2002, the FASB fssued SFAS No. 148, “Accounting
for Stock-Based Compensation—Transition and Disclosure—
an amendment of FASB Statement No. 123" (SFAS No. 148).
Exelon adopted the additional disclosure requirements of
SFAS No. 148'in 2002 and continues to account for its stock-
compensation plans under the disclosure-only provision of
SFAS No. 123, "Accounting for Stock-Based Compensation”
{SFAS No. 123). See Note 377—Common Stock for further dis-



cussion of Exelon's stock-compensation pians. The tabie be-
low shows the effect on net inceme and eamnings per share
had Exelon elected to account for its stock-based compensa-
tion plans using the fair-vaiue method under SFAS No. 123 for
the years ended December 33, 2003, 2002 and 2661

2003 2c02 2001

Net incame—as reported 5903 51,440 $1,428
Deduct: Total stock-based

compensation expense determined

under fair-valuz method for all

awards, net of income taxes 20 3 26
Pro forma net income $ 88y $1,407 51,402
Earnings per share:

Basic-as reporied $2.78 § 447 S 4.46

Basfc—pra forma Sa72 S 436 5 438

Diluted-as reparted 235 $ 444 5 443

Diluted-pro forma $2.69 5433 $ 435
Income Taxes

Deferred Federal and state income taxes are provided on all
significant temporary differences between the book basis
and the tax basis of assets and liabilities and for tax benefits
carried forward. Investment tax credits previously utilized
for income tax purposes have been deferred on the Con-
solidated Balance Sheets and are recognized in book income
over the life of the related property. Pursuant to the Internal
Revenue Code, Exelon files a consolidated Federal income tax
return that includes its subsidiaries in which it owns at least
80% of the outstanding stock. income taxes are allocated to
each of Exelon's subsidiaries included in the filing of the
consoiidated Federal income tax retum based on the sepa-
rate return method and records its income tax valuation al-
lowance by assessing which deferred tax assets are more
likely than not to be realized in the future (see Note 12 - In-
come Taxes).

Gains and Losses on Reacquired Debt

Recoverable gains and losses on reacquired debt related to
regulated operations are-deferred and amortized {o interest
expense aver the life of new debt issued to finance the debt
redemption consisteni with rate recovery for ratemaking
purposes. Gains and losses on other debt are recognized in
Exelon’s Consolidated Statements of Income as incurred (see
Note 20 - Supplemental Financial information).

Comprehensive Income

Comprehensive income includes.all changes in equity during
a period except those resuliing from investments by and dis-
tributions to shareholders, Camprehensive income is re-
flected in ihe Consolidated Statements of Changes in
Sharehoiders’ Equity and the Consolidated Statements of
Comprehensive Income.

Netes io Consolidated Financizl Statements
SXELON COLPORATION AND SUBSIDIARY COMPANIES

Cash and Cash Equivalents

Exelon considers ail temporary cash investments purchased
with an original maturity of three months or less to be cash
equivalents.

Restricted Cash

As of December 33, 2003, restricied cash primarily represents
liquidated damages receipts at Generation and proceeds
frem & ComEd poliution controt bond offering in Decernber
2003 which were applied to redeem pollution control bonds
that matured in January 2004. Prior to the adopticn of FIN
No. 46-R, the restricted cash of ComEd Transitional Funding
Trust and PETT was included in Exelon's Consolidated Bal-
ance Sheets. This restricted cash reflected escrowed cash to
be applied to the principal and interest payments on the
debt issued by the financing trusts.

Allowance for Boubtful Accounts

The allowance for doubtful accounts reflects Exelon’s best
estimate of probable losses inherent in the accounts receiv-
able balance. The allowance is based on known troubled ac-
counts, historical experience, and other currently avafiable
evidence,

Inventories

Fossil Fuel. Fossil fuel inventory includes the weighted aver-
age cost of stored natural gas, coal, and oil. Fossil fuel also
includes propane at cost. PECO has several long-term storage
contracts as well as a liquefied natural gas facility.

Materials and Supplies. Materials and supplies inventory
generally includes the average costs of transmission, dis-
t{ribution and generating plant materials. Materials are gen-
erally charged to inventory when purchased and then
expensed or capitalized te ptant, as appropriate, when in-
stalled.

Inventory is recorded at the lower of cost or market, and
provisions are made for obsolete inventory.

Emission Allowances

Emission ailowances are included in inventories and de-
ferred debits and other assets and are carried at the lower of
cost or market and charged 1o fuel expense as they are used
in operations. Emission allowances can be used from the
years 2004 to 2028, As of December 31, 2003 and 200z, emis-
sion allowance balances were $105 million and $107 million,
respectively.

Marketable Securities

Marketable securities are classified as available-for-sale
securities and are reported at fair value. Unrealized gains
and lasses, net of tax, on nuclear decommissioning trust
funds transferred 1o Generation from PECO and ComEd ate
reflected in regulatory assets and liabilities on Exelon’s Con-
solidated Balance Sheets. Unrealized gains and losses on
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nuclear decemmissioning trust funds for units acquired af-
ter the Merger are reported in other comprehensive income.
Prior to the adoption of SFAS No. 143, “Accounting for Asset
Retirement Obligations” (SFAS No. 143} on January 1, 2003,
unrealized gains and josses on marketable securities held in
the nuclear decommissioning trust funds were reported in
accumnulated depreciation for operating units transferred to
Ceneration from PECO and as other comprehensive income
for operating and retired units transferred to Generation
from ComEd. At December 31, 2003 and 2002, Exelon had no
held-to-maturity securities.

Purchased Gas Adjustment Clause

PECO's natural gas rates are subject to a fuel adjustment
clause designed to recover or refund the difference between
the actual cost of purchased gas and the amount included in
rates. Differences between the amounts billed to customers
and the actual costs recoverable are deferred and recovered
or refunded in future periods by means of prospective quar-
terly adjustments to rates. At December 31, 2003 and 2002,
deferred energy costs of $& million and $31 million, re-
spectively, which are expected o be recovered under the
adjustment clause, were recorded in other current assets on
Exelon’s Consolidated Balance Sheets.

Property, Plant and Equipment

Property. plant and equipment is recorded at cost. The cost
of maintenance, repairs and minor replacements of property
is charged to maintenance expense as incurred.

Upon retirement, the cost of regulated property, net of
salvage, is charged to accurmulated depreciation and re-
moval costs reduce the related regulatory liability in accord-
ance with the provisions of SEAS No. 7i. See Note 6 - Property,
Plant and Equipment and Note 20 — Supplemental Financial
information.

Nuclear Fuel

The cost of nuclear fue! is capitalized and charged to fuel
expense using the unit of production metnod. Estimated
costs of nuclear fuel storage and disposal, exclusive of dry
cask storage costs, at operating plants are charged to fuel
expense as the related fuel is consumed. Costs associated
with nuclear cutages are recorded in the period incurred.
Dry cask storage costs are expensed as incurred.

Capitalized Software Costs

Costs incurred during the application development stage of
software projects that are developed or obtained for internal
use are capitalized. At December 31, 2003 and 2002, un-
amortized capitalized software costs totaled $630 million
and $491 million, respectively. Such capitalized amounts are
amortized ratably over the expected lives of the projects
when they become operational, not to exceed ten years. Cer-
tain capitalized sofiware is being amortized over fifteen

years pursuant to regulatory approvai. During 2c03, 2002
and 2001, Exelon amortized capitalized software costs of 69
million, $64 millicn and $3g million, respectively.

Depreciation and Amortization

Depreciation is provided over the estimated service lives of
property, plant and equipment on a siraight-iine basis using
the composite method. Annual depreciation provisions for
financial reporting purposes, expressed as a percentage of
average service life for each asset cateqory, are presentad in
the table below. See Note 6 - Property, Plant and Equipment
for information an service 1ife extensions for certain nuciear
generating stations and a change in Energy Delivery's depre-
ciation rates.

Assat Categary 2003 2002 200

Electric - transmission and distribution 2.81% 1% 397%
Electric — generation 2.g0% 31.65% 3.1%
Qas 2.38% 113% 2.34%
Commen - gas and electric 7-53% S40% 6.26%
Other property and equipment 8.20% 7.88% G5.53%

Amortization of regulatory assets is provided over the recov-
ery peried specified in the related regulatory agreement.

Nuclear Generating Station Decommissioning

Exelon accounts for the costs of decemmissioning its nuclear
generating stations in accordance with SFAS No. 143. See
Note 13 — Nuclear Decommissioning and Spent Fuel Storage
for information regarding the adoption and application of
SFAS N2. 143 and Cumuiative Effect of Changes in Accounting
Principle below for pro forma net income and earnings per
comrman share for the years ended December 31, 200z and
2001, adjusted as if SFAS No. 143 had been appiied effective
January 1, zo01.

Capitalized Interest and Allowance for Funds Used During
Construction

Exelon uses SFAS Na. 34, "Capitalizing interest Costs,” to cal-
culate the costs during construction of debt funds used to
finance its non-requlated construction projects, Exelen re-
corded capitalized interest of $15 million, $20 miliion and $17
miltion in 2003, 2002 and 2001, respectively.

Altowance for funds used during construction (AFUDC) is
the cost, during the period of construction, of debt and
equity funds used to finance construction prajects for requ-
lated operations. AFUDC is recorded as a charge to con-
struction work in progress and as anon-cash credit to AFUDC
that is included in other income and deductions. The rates
used for capitalizing AFUDC are computed under a method
prescribed by regulatory autherities (see Note 20 — Supple-
mental Financial (nfermation). Exelon recorded charges to
AFUDC of $16 million, $1g9 million and $19 million in 2003,
2002 and 2001, tespectively.



Asset Impairments

long-Lived Assets. Exeion evaluates the carrying vaiue of
long-lived assets to be held and used for impairment when-
ever indications of impairment exist in accordance with the
requirements of SFAS No. 144, “Accounting for the Impair-
ment or Disposal of Long-Lived Assets” (SFAS No. 144). Tne
carrying value of long-lived assets is considered impaired
when the projected undiscounted cash flows are less than
the carrying value. In that event, a 1935 would be recognized
based on the amount by which the carrying value exceeds
the fair value. Fair value is determined primarily by available
market valuations or discounted cash flows. See Note 2 -
Acquisitions and Dispositions for a description of the
impairment recorded in 2003 related to the long-lived assets
of Boston Generating, LLC (Boston Cenerating), formerly
known as exelon Boston Generating, LLC.

Upon meeting certain criteria defined in SFAS No. 144,
the assets and associated liabilities that compose a disposal
group are ciassified as held for sale and the canying value of
these assets is adjusted downward, if necessary, to the esti-
mated sales price, less cost to sell. See Note 2 - Acquisitions
and Dispositions for a description of assets and liabilities
classified as held for sale as of December 31, 2003 and
impairments recorded related to these assets.

Goodwill. Goodwili represents the excess of the purchase
price paid over the estimated fair value of the assets ac-
quired and liabilities assumed in the acquisition of a busi-
ness. As of January 3, 2002, Exelon adopted SFAS No. 142,
"Goodwill and Other Intangible Assets” (SFAS No. 142}, Pur-
suant to SFAS No. 142, goodwill is no longer amortized but is
tested for impairment at least annually or.on an interim ba-
sis if an event occurs or circumstan<es change that would
reduce the fair value of a reporting unit below its carrying
value. Prior ta January 1, 2002, goodwill was amortized using
the straight-line method over its estimated pericd of benefit.
Goodwill asscciated with the merger of Exelon, Unicom Cor-
poration (Unicom), and PECO on October 20, 2000 (Merger)
was amortized on a straight-line basis over 4o years in zoo1.
Goodwill associated with other acquisitions was amortized
aver periads from 10 to 20 years in 2001, See Note 8 - Good-
will for information regarding the adoption of SFAS No. 142
and Cumulative Effect of Changes in Accounting Principles
below for pre forma net income and eamings per commaon
share for the year ended December 31, 2001, adjusted as if
SFAS No. 142 had been.applied effective January 1, 2001.

investments, Investments are considered to be impaired
when a decline in fair value is judged to be other-than-
temporary. If the cost of an investment exceeds its fair value,
Exelon evaluates, among cther factors, general market con-
ditions, the duration and extent to which the fair value is
less than cost, as well as its intent and ability to hold the in-
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vestment. Exelon also considers specific adverse conditicns
related to the financial health of and business outlook for
the investee. Once a decline in fair value is determined to be
cther-than-temporary, an impairment charge is recorded
and a new cost basis is established, See Note 3 - Sithe for a
description of the impairments recorded in 2ce3 related to
Generation’s investrment in Sithe.

Perivative Financdal Instruments

Exelon adopted SFAS No. 133, “Accounting for Derivatives and
Hedging Activities” (SFAS No. 133} on January 1, 2001. As a
result, Generation recognized a non-cash gain of $12 million,
net of income taxes, in earnings and deferred a non-cash
gain of $4 million, net of income taxes, in accumulated other
comprehensive income and PECO deferred a non-cash gain
of $40 million, net of income taxes, in accumuiated other
comprehensive income.

tnder the provisions of SFAS No. 133, all derivatives are
recognized on the balance sheet at their fair value unless
they qualify for a normal purchases and normal sales ex-
ception. Changes in the derivatives recorded at fair value are
recognized in earnings unless specific hedge accounting cri-
teria are met, in which case those changes are recorded in
other comprehensive income. Gains and losses on “normal”
contracts are recognized when the undertlying physical
transaction affects earnings. As part of Exelen’s energy mar-
keting business, Exelon enters into cantracts to buy and sell
energy to meet the requirementis -of its customers. These
contracts include short-term and long-term commitments to
purchase and sell energy and energy-related products in the
retail and whoiesale markets with the intent and ability to
deliver or take delivery. While these contracts are considered
derivative financial instruments under SFAS No. 133, the
majority of these transactions have been designated as
"normal purchases” or “normai sales” and are thus not re-
quired to be recorded at fair value, but on an accrual basis of
accounting.

A derivative financial insirument can be designated as a
hedge of {he fair value of a recognized asset or liability or of
an unrecagnized firm commitment (fair-value hedge), or a
hedge of a forecasted transaction or the variability of cash
flows to be received or paid related to a recognized asset or
liability (cash-flow hedge). Changes in the fair value of a de-
rivative that is highly effective as, and is designated and
qualifies as, a fair-value hedge. along with the gain or loss on
the hedged asset or liability that is attributable to the
hedged risk, are recorded in earnings. Changes in the fair
value of a derivative that is highly effective as, and is des-
ignated as and qualifies as, a cash-flow hedge are recorded
in other comprehensive income, until earnings are affected
by the variability of cash flows being hedged.

In comnection with Exelon’s Risk Management Policy
{(RMP), Exeion enters into derivatives tc manage its exposure
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to fiuctuations in interest raies, changes in interest rates
relaied to planned future debt issuances prior to their actual
issuance and changes in the fair value of outstanding debt
which is planned for early retirement. Exelon utilizes de-
rivatives with respect to energy transactions to manage the
utilization of its available generating capability and provi-
sions of wholesaie energy to its affiliates. Exeion also utilizes
energy option coniracts and energy financial swap
arrangements to limit the market price risk associated with
forward energy commodity contracts. Additionally, Exelon
enters into energy-retated derivatives for trading purposes.
Contracts entered into by Exelon ¢ limit market risk asso-
ciated with forward energy commodity contracts are re-
flected in the financial statements at the lower of cost or
market using the accrual method of accounting. Under these
contracts, Exelon recognizes any gains or losses when the
underlying physical transaction affects earnings. Revenues

and expenses asscciated with market price risk manage-
ment contracts are amortized over the terms of such con-
tracts. Commitments under these coniracts are discussed in
Note 1g—Commitments and Contingencies.

Exelon enters into contracis to buy and sell energy for
trading purposes subject to limits. These contracts are
recognized o1 the balance sheet at fair vatue and changes in
the fair value of these derivative financial instruments are
recognized in earmings.

Cumulative Effect of Changes in Accounting Principles

The foliowing tables set forth Exelon’s net income and eam-
ings per common share for the years ended December 3,
2003, 2002 and 2001, adjusted as if SFAS No, 142 and SFAS No,
143 had been applied effective lanuary 1, 2001. SFAS No. 142
and SFAS No. 143 were adopted as of January 1, 2002 and
January1, 2003, respectiveiy.

2003 2002 2001
Reported net income $g0% $1.440 $1,428
Earnings effect of adopting SFAS No.143 - 27 104
Exctusion of goodwill amortization—-5FAS No. 142 - - 155,
Adjusted net income $905 $1.467 $1,687

2003 2002 200
Basis earnings per common share:
Reported net income $2.78 $ 4.47 5446
Eamnings effect of adopting SFAS No. 143 - 0.08 032
Exclusion of goodwill amortization—-SFAS No. 142 - - .48
Adjusted net income $2.78 5 4.55 S 5.26

2003 20902 200
Diluted eamings per commaon share:
Reported net income $2.75 5444 $ 4.43
Eamnings effect of adopting SFAS No. 143 - o.08 0.32
Exclusion of goodwill amortization-SFAS No. 142 - - 0.48
Adjusted net income $2.75 5 452 5523

See Note 8—Goodwill and Note 13—Nuclear Decommission-
ing and Spent Fuel Storage for further information regard-
ing the adoptions of SFAS No. 142 and SFAS No. 143,
respectively.

New Accounting Pronouncements

Through its postretirernent benefit plans, Exelon provides
retirees with prescription drug coverage. On December 8,
2003, the Medicare Prescription Drug, Improvement and
Modernization Act of 2003 {the Prescription Drug Act) was
enacted. The Prescription Drug Act introduced a prescription
drug benefit under Medicare as weil as a Federal subsidy to
spensors of retiree health care benefit plans that provide a
benefit that is at least actuarially eguivalent to the Medicare
prescription drug benefit. In response to the enactment of

the Prescription Drug Act, the FASB issued FASB Staff Position
{FSP) FAS 106-1 {FSP FAS 106-1) in lanuary 2004, which per-
mits a plan sponsor of a postretirement health care plan
that provides a prescription drug benefit to make a cne-time
etection te defer the accounting for the effects of the Pre-
scription Drug Act. Exelon has made the one-time election
allowed by FSP FAS 106-1. Thus, any measures of the accumu-
lated projected benefit obligation (APBO) or net periodic
postretirement benefit costs in Exelon’s financial statements
and included in Note 14—Retirement Benefits do not reflect
the effects of the Prescription Drug Act on Exelon's
postretirement plans. Exelon is evatuating what impact the
Prescription Drug Act will have on its postretirement benefit
plans and whether it will be eligible for a Federal subsidy
beginning in 2006. Specific authoritative guidance on the



accounting for the Federal subsidy is pending, and that guid-
ance, wher issued, could require Exelen to change previously
reported information.

In July 2003, the EITF reached a consensus on EITF Issue
Na. 03-13, "Reporting Realized Gains and Losses on Derivative
Instruments That Are Subject to FASB Statement No. 133, "Ac-
counting for Derivative Instruments and Hedging Activities,’
and Not "Heid for Trading Purposes' as Defined in EITF lssue
No. 02-3, ‘issues Invoived in Accounting for Derivative Con-
tracts Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities,” (EITF o3-11},
which was ratified by the FASB in August 2003. The EfTF con-
cluded that determining whether realized gains and losses
on physically setiled derivative contracts not “neld for trad-
ing purposes” should be reported in the income statement
on a gross oT net basis is a matter of judgment that depends
on the relevant facts and circumstances. The impac, if any,
of adopting EITF 03-1 on Exelon's operating revenues and
operating expenses has not been determined but couid be
material. The adoption of EITF 03-11 will have no impact on
net income,

As discussed above, EIN No. 46 was effective for Exelon’s
variable interesi entities created after January 31, 2003 and
FIN No. 46-R was effective December 31, 2003 for Exelon’s
other variable interesi entities that are considered to be
special-purpose entities. FIN MNo. 46-R applies to all other
variable interest entities as of March 31, 2004. Exelon be-
lieves that it is reasonably possible that it will consolidate
Sithe as of March 31, 2004. Generation is a 50% owner of
Sithe and accounts for this entity as an unconsolidated
equity investment. Sithe owns and operates power generat-
ing facilities. Ceneration contractuaily does not own any in-
terest in Sithe International, a subsidiary of Sithe. As such, a
portion of Sithe’s net assets and results of cperations would
be etiminated from Generation’s Consolidated Balance
Sheets and Consolidated Statements of Income through a
minerity interest if Sithe is consolidated under FIN No. 46-R
as of March 31, 2004. See Note 3—5Sithe for a further dis-
cussion of Generation’s investment in Sithe. Exelon con-
tinues to review cther entities with which Exelon and its
subsidiaries have business arrangements to determine if
those entities are variabie interest entities under FIN No. 46-
R and, if so, whether consolidation of these entities will be
required as of Mazch 31, 2004.

NGTE Q2 ACGUISITIONS AND DISPOSITIONS

AmerGen Energy Company, LLC
On December 22, 2003, Generation purchased British Energy
plc’s (British Energy) 50% interest in AmerGen for $276.5
milion.

Prior to the purchase, Generation was a 50% owner of
AmerGen and had accounted for the investment as an
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unconsolidated equity investment. From lanuary 1, 2003
through the date of ciosing, Generation recorded $47 million
of equity in earnings of unconsolidated affiliates related to
its investment in AmerGen and had significant purchased
power agreements (PPAs) with AmerGen. The book value of
Generation's investment in AmerGen prior to the purchase
was $311 million.

The transaciion was accounted for as a step acguisition.
As such, upon consolidation, Generation was required to
allocate its $311 million book value as discussed above to 50%
of AmerGen's equity balance. The difference between Gen-
eration’s investment in AmerGen and so% of AmerGen's
equity book vaiue of approximately $227 million was primar-
ily due to Generation not recognizing a significant portion of
the cumulative effect of the change in accounting principle
at AmerGen refated to the adoption of SFAS No. 143. Gen-
eration reduced AmerGen's equity value through the reduc-
tion of the book value of AmerGen's long-lived assets.

Exeion recorded the acquired assets and liabilities of
AmerGen {remaining 50%} to fair value as of the date of pur-
chase. The following assets and liabilities, reflecting the
equity basis and fair value adjustments discussed above, of
ArnerGen were recarded within Exelon's Consolidated Bal-
ance Sheets as of the date of purchase:

Current assets {including $36 million of cash acquired) $ 128
Froperty, plant and equipment, including nuclear fuel 125
Nuclear decommissioning trust funds 1,108
Deferred debits and other assets N
Current Yabiiities {174)
Asset retirement obligation {487)
Deferred credits and other liabilities (166}
Long-term dabt (41)
Total equity 5 588

As of December 33, 2003, the assets and liabilities of
AmerGen were fully consolidated into Exelon’s financial
statements. The above allocation of purchase price is
preliminary rtelated to the valuation of long-lived assets,
which will be finalized in early 2004.

Exelon New England Heldings Asset Acquisition

On November 1, 2002, Generation purchased the assets of
Sithe New England Holdings, LLC [now known as Exelon New
England), a subsidiary of Sithe, and related power marketing
operations with a total of 4,066 megawatts of capacity. Ex-
eion New England's primary assets were gas-fired generat-
ing facilities under construction. The purchase price for the
Exelon New England assets consisted of a 5536 million note
to Sithe, $14 million of direct acquisition costs and a $208
million adjustment to Generation's previously existing in-
vestment in Sithe related to Exelon New England.
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The allocation of the purchase price to the fair value of
assets acquired and liabilities assumed in the acquisition
was as follows:

Current assets (inciuding $12 miliion of cash acquired} 5 B3
Property, plant and equipment 5,949
Deferred debits and other assets 43
Current liabilities (154)
Deferred credits and other liabitities {145)
Long-term debt {1.036)
Totai purchase price 5 758

In connecticn with the acquisition, Generation assumed cer-
tain Sithe guarantees, including a guarantee of a contingent
equity contribution to be made to Sithe Boston Generating,
LLC {currentiy known as Boston Generating), a project sub-
sidiary of Exelon New England. Exelon New England made a
contribution of $38 million ta Boston Generating in full sai-
isfaction of that contingent equity contribution guarantee in
December 2063,

Boston Generating has a $t2g billion credit facility
(Boston Generating Facility), which was entered into primar-
ily to finance the development and construction of generat-
ing projects known as Mystic 8 and 9 and Fore River.
Approximately $1.0 billion of debt was outstanding under
the Boston Cenerating Facility at December 31, 2603, all of
which is reflected in Exelon’s Consolidated Balance Sheets as
a current liakility due to certain events of default described
below. The Boston Generating Faciiity is non-recourse to Ex-
elon and an event of default under the Boston Generating
Facility does not constitute an event of default under any
other debt instruments of Exelon or its subsidiaries.

The Bostor: Generating Facility required that all of the
projects achieve “Project Completion,” as defined in the Bos-
ton Generating Facility (Prcject Completion}, by july 12, 2003,
Project Comptetion was not achieved by July 12, 2003, result-
ing in an event of defauit under the Bosten Generating
Facility. Mystic 8 and g and Fore River have all begun com-
mercial operation, although they have not yet achieved Proj-
ect Completion.

As a result of Generation's continuing evahuation of the
projects and discussions with the lenders, in July 2003, Gen-
eration commenced the process of an orderly transition out
of the ownership of Boston Generating and the projects. The
transition out of Generation’s ownership of Boston Generat-
ing will take place in a manner that complies with appiicable
regulatory requirements. For a period of time, Generation
expects to continue to provide administrative and opera-
tional services to Boston Generating in its operation of the
projects. Generation informed the lenders of its. decision to
exit and that it will not provide additional funding beyond
its existing contractual cbligations. Generation anticipates
that this transition will occur in 2004.

As a tesult of the decision to transition out of the owner-
ship of Boston Generating and the projects in the third quar-
ter of 2003, Generatien recorded an impairment charge
related to Boston Generating'’s long-lived assets pursuant {o
SFAS No. 144 of $945 million (5573 militon net of income
taxes). In determining the amount of the impairment
charge, management compared the carrying value of Boston
Cenerating's long-lived assets to the fair vaiue of those as-
sets, Because comparabie asset sale dafa was not available,
the fair value of Boston Generating's long-lived assets was
determined using the estimated future discounted cash
flows from those assets, Forecasted cash flows incorporated
assumptions relative to the period of time that Generation
wili continue to own and operate Boston Generating.

Acquisition of Generating Plants from TXU

On April 25, 2003, Generation acquired two natural-gas gen-
eraticn plants with a total of 2,334 megawatts of capacity
from TXU Corp. {TXU)} for an aggregate purchase price of
5443 million. The transaction included a purchased power
agreement for TXU to purchase power during the months of
May through September from 2002 through. 2006. During
the periods covered by the purchased power agreement, TXU
makes fixed capacity payments, variable expense payments,
and provides fuel tc Exelon in retum for exclusive rights to
the energy and capacity of the generation plants. Sub-
stantially the entire purchase price was allocated to prop-
erty, plant and equipment.

infraSource

On September 24, 2003, Enterprises sold the electric con-
struction and services, underground and telecom businesses
of InfraSource. Cash proceeds to Enterprises from the sale
were approximately $175 million, net of transaction costs and
cash transferred o the buyer upon sale, pius a $30 million
subordinated note receivable maturing in zon. At the time
of closing, the present value of the note receivable was ap-
proximately 512 million. In connection with the transaction,
Enterprises entered into an agreement that may result in
certain payments to InfraSource if the amount of services
Exelon purchases from InfraScurce during the peried from
closing through 2006 is below specified thresholds. Pursuant
te the sales agreement, certain working capital adjustments
te the purchase price will be made in 2004.

In connection with the above agreementi, Enterprises
recorded an impairment charge during the second quarter
of 2003 of approximately $48 million (before income taxes
and minority interest) pursuant to SFAS No. 142 related to
the goodwili recorded within the InfraSource reporting unit.
Management of Enterprises primarily considered the nego-
tiated sales price and the estimated book value of Infra-
Source at the time of the closing of the sale in determining
the amount of the goodwill impairment charge. In con-



nection with the ciosing of the sale in the third quarter of
2003, Enterprises recorded a gain of $44 million (before in-
come taxes), primarily due to the book value of InfraSource
at the date of closing being lower than estimated in the sec-
ond quarter of 2003 The net impact of the goodwill
impairment in the second quarter and the gain recorded in
the Third quarter was a loss before income taxes and minor-
ity interest of 54 million for the year ended December 3,
2003. The net impact was recorded as an operating and
maintenance expense within tne Consolidated Statements
of Income.

Exelon Thermal Holdings, inc.

In December 2003, Exelon signed an agreement to sell is
Chicago thermal business of Exelon Thermal Holdings, tnc.
{Thermal) for approximately $135 million, subject to working
capital adjustments. The agreement to sell the Chicago
thermal operations is subject to customary closing con-
ditions and approval from the City of Chicago (Chicago) and
is expected to close during the first half of 2004. The debt of
the Chicago thermal operations is required to be repaid by
Enterprises prior to closing. The total debt outstanding of the
Chicago thermal operations as of December 31, 2003 was $38
miilion, which may result in prepayment penalties. Exelon
also reached agreement to sell Exelon's 75% share in the
Aladdin thermal facility {focated in Las Vegas, Nevada) for
$24 million, which is contingent upon the exit of the Aladdin
Hotel, the primary customer, from bankruptcy. The sale is
expected to close during the second half of 2004. In 2003,
Enterprises recorded an impaimment charge of $8 million
(before income taxes) related to its investment in the Alad-
din thermal faciiity based on the terms of the sales agree-
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ment. See Assets and Liabilities Held for Sale below for dis-
cussiont of the ciassification of the Thermal assets and li-
abilities as of December 31, 2003.

Sale of AT&T Wireless

On April 1, 2002, Enterprises sold its 49% interest in
AT&RT Wireless PCS of Phiiadelphia, LLC to a subsidiary of
AT&T Wireless Services for $285 million in cash. Exelon re-
corded a gain of $116 million (net of income taxes) on the $84
million investment in other income and deductions on its
Consolidatec Statements of income.

Assets and Liabilities Held for Sale

As of December 31, 2003, the assets and liabilities of certain
entities of Thermal and Exelon Services, Inc. (Exelon Services)
were classified as heid for sale within the Consolidated Bal-
ance Sheet pursuant to SFAS No. 144. Enterprises recognized
impairment charges totaling $14 million (before income tax-
es) under SFAS No. 144 related to the assets of Exelon Services
that were classified as held for sale as of Decemnber 31, 2001
These assets and liabilities are reported under the Enter-
prises segment in Note 21—Segment Information and are
expected to be sold in 2004. See Note 8—Goodwill for in-
formation regarding the geodwill impairment charge re-
corded in 2003 related to Exelon Services.

Generation classified three gas turbines with a bock
value of $36 million as held for sale as of December 31, 2003
in anticipation of their sale in 2004. These turbines had been
classified as other long-term assets as they were not placed
into service. The major classes of assets and labilities classi-
fied as held for saie as of December 31, 2003 consist of the
fallowing (in millions):

Generation Thermal Exelon Services Total

Cash $ - S g $ 2 s
Accounts receivable, net - 13 46 59
Other current assets - 1 23 24
Property. plant and equipment, net - 8s 1 86
QOther long-term assets 36 i2 14 62
Total assets classified as held for sale 436 $120 586 $242
Thermal Exefan Services Tatal

Accounts payable, accrued expenses and other current liabilities $ 4 $40 544
Debt 1 - 1
Asset retirement obligation 3 - 3
Cther long-term liabilities 10 3 13
Total liabilities ¢lassified as held for sale 518 543 $ 6

Synthetic Fuel-Producing Facilities

In November 2003, Exelon purchased interests in two syn-
thetic fuel-producing facilities. Exelon’s purchase price for
these facilities included a combination of cash, notes pay-

able and contingent consideration dependent upen the pro-
duction level of the facilities. These facilities are not con-
solidated within Exelon’s financial statements as Exelon
does not have the ability to exert a significant influence on
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these facilities. The notes payable recorded for the purchase
of the facilities was $238 miilion. Exelon's right 1o acquire its
share of tax crediis generated by the facilities was recorded
as an intangible asset and will be amertized as the tax cred-
its are earned. Synthetic fuel facilities cnemically change
coal, including waste and marginal coal, into a fuel used at
nower piants. Requests for two private letter rulings have
been fited with the Internal Revenue Service (IRS) to affirm
that the fuel production frem these facilities quaiifies for tax
credits under Section 29 of the Internal Revenue Code. Ex-
elon has retained a termination right that may be exercised
in the event that the letter rulings are not received within
one year.

NOTVEOY. 2THE

Generation is 2 50% owner of Sithe and accounts for the in-
vestment as an unconselidated equity investment. In 2003,
Generation recorded impairment charges of $255 million
(before income taxes) in other income and deductions
within the Consolidated Statements of income associated
with a decline in the fair vaiue of the Sithe investment,
which was considered to be other-than-temporary. Gen-
eration’s management considered various factors in the
decision to impair this investment, including management’s
negotiations to sell its interest in Sithe, The discussions sur-
rounding the sale indicated that the fair value of the Sithe
investment was below its book value and, as such, impair-
ment charges were required.

On November 25, 2003, Generation, Reservoir Capital
Croup (Reservoir) and Sithe completed z series of trans-
actions resulting in Generation and Reservoir each indirectly
owning a 50% interest in Sithe. This series of transactions is
described below. Immediately prior to these transactions,
Sithe was owned 49.9% by Generation, 35.2% by Apolio En-
ergy, LLC (Apollo), and 14.9% by subsidiaries of Marubeni
Corporation {Marubeni).

On November 235, 2003, entities controlled by Reservoir
purchased certain Sithe entities helding six U.S, generating
facilities, each a qualifying facility under the Public Utility
Reguiatory Policies Act, in exchange for $37 million {$21 mil-
lian in cash and a $16 million two-year note); and entities
controlled by Marubeni purchased a1l of Sithe's entities and
facilities outside of North America {other than Sithe Energies
Australia (SEA) of which it purchased a 49% interest on No-
vember 24, 2003 for separate consideration) for $178 million.
Marubeni agreed to acquire the remaining 51% of SEA in go
days if a buyer is not found, although discussions regarding
an extension are ongoing.

Following the sales of the above entities, Generation
transferred its wholly owned subsidiary that held the Sithe
investment to a newly formed holding company. The sub-
sidiary holding the Sithe investrment acquired the remaining

Sithe interests from Apollo and Marubeni for $612 million
using proceeds from a $58o0 million bridge financing and
available cash. Generation seld a so% interest in the newly
formed hoiding company for $76 miliion to an entity con-
trolled by Reservoir on November 25, 2003. On Novemnber 26,
2003, Sithe distributed $580 million of available cash to its
parent, which then utilized the distributed funds to repay
the bridge financing. -

In connection with this transaction, Generation recorded
chiigations refated to $35 million of guarantees in accord-
ance with FASB Interpretation [FIN} No. 45, "Guarantor’s Ac-
counting and Disclosure Requirements for Guarantees,
Including !ndirect Guarantees of Indebtedness to Others”
(FIN No. 45). These guaranteses were issued to protect Reser-
voir from credit exposure of certain counterparties through
2015 and other indemnities. n determining the value of
the FIN No. 45 guaraniees, Exelon utilized probabilistic
models to assess the possibilities of future payments under
the guarantees.

Both Generation and Reservoir's 50% interests in Sithe
are subject to put and call options that could result in either
party owning 100% of Sithe. While Generation’s intent is to
fully divest Sithe, the timing of the put and call options vary
by acquirer and can extend through March 2006. The pricing
of the put and call opifons is dependent on numerous fac-
tors, such as the acquirer, date of acquisition and assets
owned by Sithe at the time of exercise. Any closing under
either the put or call options is conditioned upon obtaining
state and Federal regulatory approvals.

At December 31, 2003, Sithe had total assets of $1.5 billion
{including the $go million note from Ceneration) and total
liabiiities of $1.8 billion. Of the total liabilities, Sithe had $1.0
billion of debt which inctuded $588 million of subsidiary debt
incurred in prior years, primarily to finance the construction
of six generating facilities, $419 million of subordinated debt,
$43 million of current portion of long-term debt, but ex-
cludes $469 miilion of non-recourse debt associated with
Sithe’s equity investments. For the yzar ended December 33,
2003, Sithe had revenues of $6g0 million and incurred a net
loss of approximately $72 million. Exelon contractually does
not own any interest in Sithe International, a subsidiary of
Sithe.

The book value of Generation's investment in Sithe was
$47 million at December 31, 2003. Generation recorded $2
million of equity method income for its investment in Sithe
during the twelve months ended December 31, 2003, See
Note 1—Significant Accounting Policies for a discussion of
Sithe in relation to FIN No. 46-R.



NOTE 0% REGULATORY ISSUES
comEd

Delivery Service Rates. On March 3, 2003, ComEd entered into
and the ICC subsequently entered orders to implement, an
agreement (Agreement) with varicus [liincis retail market
participants and other interested parties that settled, among
other things, delivery service rates and the market value in-
dex preceading and facilitates competitive service declara-
tions for farge-load customers and an extension ¢f the PPA
with Generation. The effect of the Agreement is lower com-
petitive transition charge (CTC) collections that ComEd
charges customers who take electricity from an alternative
retail electric supplier (ARES) or under the purchase power
option (FPO) through 2006. The Agreement alsc aliows cus-
tomers t¢ lock in current CTC charges for multiple years. A
non-party to the Agreement has appealed one of the ICC's
orders which, if ultimately successful, may impact the
Agreement on a going-forward basis.

The anmual market price adjustments 1o the CTC effec-
tive in June 2002 and the impacts of the Agreement in June
2003 had the effect of significantly increasing the CTC
charge In Jure 2002, and subsequently significantly re-
ducing the CTC charge in June 2003. In 2003 and 2002,
ComeEd collected $304 miliion and $306 milijon in CTC rev-
enues, respectively. Based on the changes in the CTC as part
of the Agreement and on current assumptions about the
competitive price of delivered energy and customers’ choice
of electric supplier, ComEd estimates that CTC revenue will
be approximately $180 million to $z00 million in each of the
years 2004 through 2006.

In 2003, ComEd recorded a cnarge to earnings associated
with the required funding of specified programs and ini-
tiatives associated with the Agreement of $51 million (before
income taxes) on a present value basis. This amount was
partially offset by the reversal of 2 $12 miltion {before income
taxes) reserve established in the third quarter sf 2002 for a
potential capital disallowance in ComEd's delivery services
rate proceeding and a credit of $10 million (before income
taxes) related to the capitalization of employee incentive
payments provided for in the delivery services order. The
charge of $51 million and the credit of $10 million were re-
corded in operating and rnaintenance expense and the re-
versal of the $12 million reserve was recorded in other, net
within Exelon’s Consclidated Statements of Income. The net
charge for these items was $2g million (befare incorme taxes),
In accordance with the Agreement, ComEd made payments
of 23 million during 2003.

Customer Choice. All of ComEd's retail customers. are eligible
to choose an ARES and non-residential customers may also
buy electricity from ComEd at market-based prices under the
PPO. No alternative provider has chesen to serve ComeEd's
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residential customers. As of December 31, 2003, about 20,300
non-residential customers, or 31% of Comed’s annual retail
kilowatthour sales, had elected either the PPO or an ARES.
Customers who receive energy from an alternative supplier
continue to pay a delivery charge.

Customer Service Declarations. On November 14, 2002, the ICC
allowed ComEd, by operation of law, te revise its provider of
last resort obligation to be the back-up energy supplier at
market-based rates for customers with energy demands of
at least three megawatts. About 370 of ComEd’s largest en-
ergy cusiomers are affected, representing an aggregate
supply ebligation or lcad of appreximately 2,500 megawatts.
These customers accounted for 10% of ComEd's 2003 MWh
deliveries. These custamers will not have a right to take
bundled service after lune 2006 or to come back to bundled
rates if they choose an alternative suppiier. The parties to the
Agreement have committed, if specified market conditions
exist, not tc oppose a process o be initiated in June 2004
or thereafter for achieving a stmilar competitive declaration
for customers having energy demands of one to three
megawatis.

On March 28, 2003, the ICC approved changes to ComEd's
real-time pricing tariff, which would be made available to
customers who choose not to go te the competitive market
to procure their electric power and energy. An appeal to each
af the 1CC's ordets is pending and CamEd cannot predict the
cutcome of those appeals.

Exelon cannot predict the long-term impact of customer
choice on results of operations.

kate Reductions and Return on Common Fquity Threshold.
The Illinois restructuring legisiation as amended required a
15% residential base rate reduction effective August 1, 1598
and an additional 5% residential base rate reduction effec-
tive October 1, 2001. In addition, a base rate freeze, reflecting
the residential base rate reduction, is in effect through Jan-
uaryy, 2007. A utility may request a rate increase during the
rate freeze period only when necessary to ensure the utility's
financial viability. Under the Mllinois legislation, if the two-
year average of the earned return on commen equity of a
utility through December 31, 2006 exceeds an established
threshold, one-half of the excess earnings must be refunded
to customers, The threshold rate of returm on common
equity is based on a two-year average of the Monthly Treas-
ury Bond Long-Term Average Rates (25 years and above) plus
8.5% in the years 2000 through 2006. Earnings for purposes
of ComEd’s threshold include ComEd'’s net income calculated
in accordance with GAAP and reflect the amortization of
requlatory assets. As a result of the Illingis legisiation, at
December 31, 2003, ComEd had a regulatory asset with an
unamortized balance of $131 million that it expects to fully
recover and amortize by the end of 2006. ComEd did not
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trigger the earnings sharing provision in 2001, 2002 o1 2003
and does not currently expect to trigger the earnings sharing
provisions in the years 2004 through 2006.

Nuclear Decommissioning Costs. In connection with the
transfer of ComEd's nuclear generating stations to Gen-
eration, the ICC permitted ComEd to recover $73 million per
year from retail customers for decommissioning for ine
years 2001 through 2004 and, depending upon the portion
of the output from those stations taken by ComEd, up to $73
miliion annually in 2005 and 2006. These amounts are re-
mitted to Generation. Subsequent to 2008, there will be no
further recoveries of decommissioning costs frem custom-
ers. Any surptus funds after a nuclear station is decom-
missioned must be refunded to ComEd's customers. See
Nete 13—Nuclear Decommissioning and Spent Fuel Storage.

Open Access Transmission Tariff. On November 10, 2003, the
FERC issued an order allowing ComEd to put into effect be-
ginning April 12, 2004, subject to refund and rehearing, new
transmission rates designed to reflect nearly $500 miltion of
infrastructure investments made since 19g8. However, be-
cause of the lllinsis retail rate freeze and the method for cal-
culating CTCs, the increase is not expected to significantly
increase operating revenues. Exelon is unable to predict the
ultimate outcome of the associated rehearing or settlement
negotiations.

PECO

in 2003, the phased process to implement competition in the
electric industry continued as mandated by the require-
ments of the PUC's Final Restructuring Order as further dis-
cussed below.

Rate limitations. PECO is subject to agreed-upon rate reduc-
tions of $Bo million, in aggreqate, for the years 2004 and
2005 and caps {subject to limited exceptions for significant
increases in Federal or state income taxes or other sig-
nificant changes in law or regulation that do not allow PECO
to earn a fair rate of return) on its transmission and dis-
tribution rates through December 31, 2006, and on its energy
rates through December 31, 2010, as a result of settiements
previously reached with the PUC.

Nuclear Decommissioning Cost Adjustment Clause. On July 25,
2003, the PUC approved an adjustment to PECO’s nuclear
decommissioning cost adjustment clause. Effective January
1, 2004, PECO will be permitted to recover an additional $31.6
million annuatly, or $33 million compared to $29 miliion pre-
viously. These amounts are remitted by PECO to Generation
upon collection.

Customer Choice. The 1998 Electric Restructuring Settlement
approved by the PUC established market share thresholds
{MST) to promote competition. The MST reguirements pro-

vided that if, as of January 1, 2003, less than 50% of resi-
dentiai and commercial customers have chosen an alter-
native electric generation supplier, the number of customers
sufficient to meet the MST shall be randomly setected and
assigned to an alternative electric generation supplier
through a PUC-determined process. On January 1, 2003, the
number of customers choosing an alternative electric gen-
eration supplier did not meet the MST. As a result of a PUC-
approved auction process, approximately 64,000 small
commercial and industrial customers and 267,000 resi-
dential customers were selected to participate in the MST
program of which approximately 50,000 and 194.000 cus-
tomers enrolled with alternative electric generation suppli-
ers in May 2003 and December 2003, respectively. Any
customer transferred has the right to return te PECQO at any
time. Exelon does not expect the transfer of PECO customers
pursuant to the MST plan to have a material impact on its
resuits of operations, financial posttion or cash flows.

See Note 20—Supplemental Financial Information for fur-
ther discussion of the reguiatory assets and liabilities of
ComeEd and PECO.

ROTE G5« ACCCUNTS RECEIVABLE

Customer accounts receivable at December 31, 2003 and
2002 included unbilled operating revenues related to unread
meters at Energy Delivery and Exelon Energy Company, the
competitive tetail energy sales business of Enterprises, of
$452 million and $442 million, respectively. Also included in
customer accounts receivabie was 3366 million and $394
million at December 31, 2003 and 2002, respectively, related
te Generation's unbilled revenues for amounts of energy de-
livered to customers in the month of December. The allow-
ance for uncoliectible accounts at December 31, 2003 and
2002 was 5110 miltion and $132 million, respectively.

in April zoo2, ComEd changed its accounting estimate
related to the allowance for uncollectible accounts based on
an independently prepared evaluation of the risk profile of
ComEd's customer accounis receivable. As a result of the
new evaluation, the allowance for uncollectible accounts
reserve was reduced by $11 million in the second quarter of
2002. PECO performed a similar evaluation which resulted in
changes to its accounting estimate processes related to the
allowance for uncollectible accounts. As a result, the allow-
ance for uncollectible accounts reserve was reduced by $17
million in the fourth quarter of 2002.

In December 2002, Generation increased its allowance
for uncollectible accounts by $6 million based on an in-
dependently prepared evaluation of the risk profile of Power
Team's counterparties. Power Team is the unit within Gen-
eration that manages the output of Generation's assets and
energy sales.



PECO is party to an agreement with a financial in-
stitution under which it can sell or finance with limited re-
¢ourse an undivided interest, adjusted daily, in up to $225
million of designated accounts receivable until November
200¢. At December 31, 2003, PECO had sold a $225 million in-
terast in accounts receivable, consisting of a 5176 million in-
terest in accounts receivable which PECO accounted for as a
sale under SFAS No. 140, “"Accounting for Transfers and
Servicing of Financial Assets and Extinguishment of Liabili-
ties—a Replacement of FASB Statement Ne. 135" (SFAS No.
140) and a 549 million interest in special-agreement ac-
counts receivable which was accounted for as a long-term
note payable. At December 31, 2002, PECO had sold a $225
million interest in accounts receivable, consisting of a $164
million interest in accounis receivable which PECO ac-
counted for as a sale under SFAS No. 140 and a $61 millien
interest in special-agreement accounts receivable which was
acccunted for as a long-term note payable (see Note 11—
Long-Term Debt). PECO retains the servicing responsibility
for these receivables. The agreement requires PECO to main-
1ain the $225 million interest, which, if not met, requires
cash, which would otherwise be received by PECO under this
program, to be held in escrow until the requirement is met.
At December 31, 2003 and 2002, PECO met this requirement
and was not required to make any cash deposits.

KOTE D6 PROFENTY, PLANT, AND EGUIPMENT

A summary of property, plant and equipment by asset cat-
egory as of December 31, 2003 and 2002 is as follows:

Asset ategory 2003 2002
Flectric=transmission and distribution § 12,758 S$11,840
Electric-generation 7976 5.678
Gas—transmission ang distribution 1,387 1319
Common 376 370
Nucelear fuel 2,568 314
Construction work in progress 795 2,772
Asget retirernent cost 173 -
Other property, plant and equipment 1,548 1,644

Total property, plant and aquipment 27,578 26,837

Less accumulated depreciation {including
accumulated amortization of nuclear
fuel of $1,596 and 52,212 as of
December 31, 2003 and 2002,
respectively) 6,948 2880

Property, plant and equiprment, net $20,63¢ 517,957

Notes o Consolidated Finangial Statermnents
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Energy Delivery's depreciation expense, which is included in
cost of service for rate purposes, includes an estimated cost
of dismantling and removing plant from service upon
retirement. Beginning in 2003, in accerdance with regulatery
accounting practice, collections for future removal costs are
recorded as a regutatory liability, Prior periods have been re-
classified for comparative purposes. for more information,
see Note 20-Supplemental Financial Information.

In july 2002, ComEd decreased its depreciation rates
based on a new depreciation study reflecting its significant
construction program in recent years, changes in and devel-
opment of new technologies, and changes in estirnated
plant service lives since the last depreciation study. The an-
nualized reduction in depreciation expense was $96 miliion.

In April zo01, Generation changed its accounting esti-
mates related to the depreciation and decommissioning of
certain generating stations. The estimated service lives were
extended by 20 years faor three nuclear stations, by periods of
up to 20 years for certain fossil stations and by 5o years for a
pumped storage station. In July 2001, the estimated service
lives were extended by 20 years for the remainder of Exelon’s
operating nuclear stations. These changes were based on
engineering and economic feasibility studies performed by
Generation considering, among other things, future capital
and maintenance expenditures at the plants. The service life
extensions are subject to Nuclear Regulatory Commission
{NRC) approval of NRC operating licenses, which are gen-
erally 40 years, The annualized reduction in depreciation
expense from the change is $132 million.
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ROTE LT J0INTLY OWNED ELECTRIC UTIUTY PLART

Exelon’'s undivided ownership interests in jointly owned electric plant at December 31, 2003 and 2002 were as foliows:

Production Plant

December 3, 2003 Peach Batiom Salemn Keystona Conemaugh Quad Cities  Transmission
Operator Generation PSE&G Reliant Reliant Generation LDVTE
Ownership interest 560% 42.59% 20.99% 20.72% 75% 211%
bve'on's share:

Plant S 449 S w6 5 167 5 Mes 193 5 56
Accumulated depreciation 239 24 06 138 18 23

Construction work in progress

1

48 2 1 24 —

(a) tower Oelaware Vailey Transmission System {LOVT).

Production Plant Transmission

December 33, 2002 Peach Botiom Salem Keysione Lanemaugh Quad Cities and Other Plant
Operator Generation PSE&G Reliant Reliant Generation Various Co.
Ownership interest 50% 42.50% 20.99% 20.72% 75%  2itoas%
Exelon's share:

Plant $ 417 $ 4 5 131 $ =24 5 8 38
Accurmnulated depreciation 229 12 g8 127 4 22
Construction work in progress 32 36 28 1 35 -

Exelon’s undivided ownership interests are financed with
Exelon funds and all operations are accounted for as if such
participating interests were wholly owned facilities. Direct
expenses of the jointly owned plants are included in the
corresponding ¢perating expenses on the Consolidated
Statements of Income.

NOTEDR CONDWILL

Adoption of SFAS No. 142

Effective January 1, 2002, Exelon adopted SFAS No. 142. Pur-
suant to SFAS No. w42, goodwill is no longer amortized; how-
ever, in addition to an initial assessment, goodwill is subject
1o an assessment for impairment at least annually, or more
frequently, if events or circumstances indicate that goodwill
might be impaired. The impairment assessment is per-
formed using a two-step, fair-value based test. The first step
compares the fair value of the reporting unit to its carrying
amount, including goodwill. If the carrying amount of the
reporting unit exceeds its fair value, the second step is per-
formed. The second step compares the carrying amount of
the goodwill to the estimated fair value of the goodwill If
the fair value of goodwill is less than the carrying amount,
an impairment loss is reported as a reduction to goodwill
and a charge to operating expense.

As of December 31, 2001, Exelon's Consolidated Balance
Sheets reflected approximately $5.3 biilion in goodwill net of
accumulated amortization, including $4.9 billion of goodwill,
net of accumulated amortization, related to the Merger re-

corded on ComEd's Consolidated Balance Sheets, with the
remainder related to Enterprises. The first step of the transi-
tional impairment analysis indicated that Energy Delivery’s
goodwill was not impaired but that an impairment did exist
with respect to goodwili recorded in Enterprises’ reporting
units. InfraSource, Exelon Services and Exelon Energy Com-
pany were determined to be those reporting units of Enter-
prises that had goodwill allocated to them. The second step
of the analysis, which compared the fair value of each of En-
terprises’ reporting units’ goodwil! to the carrying value at
December 31, 2001, indicated a2 total goodwiil impairment of
$357 million {5243 million, net of income taxes and minority
interest). The fair value of the Enterprises’ reporting units
was determined using discounted cash flow models reflect-
ing the expected range of future cash flow outcomes related
to each of the Enterprises reporting units over the life of the
investment. These cash flows were discounted to 2002 using
a risk-adjusted disceunt rate.

The components of the net transitional impairment toss
recognized in the first quarter of 2002 as a cumulative effect
of a change in accounting principle were as follows:

Enterprises goodwill impairment [net of income taxes of

{$103)) 5{254)
Minarity interest {net of incomne taxes of 54) n
Elimination of AmerGen negative goodwill {net of income

1axes of §g) 3
Total cumulative effect of a change in accounting principle $(230)




Accounting Methodology Under SFAS No. 142
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The changes in the carrying amount of goodwiil by reportable segment (see Note 21—Segment Information) for the years

ended December 31, 2002 and 2003 were as follows:

Energy
Delivery Entarprises Total
Balances as of January1, 2002 $4,902 5431 $ 5335
Impairment losses - (357} (357)
Resolution of certain tax matters R To- 2
Merger severance adjustment ¢ - 7
Balances as of January 1, 2003 4,96 76 4,992
Impairment losses - (72) (72)
Adoption of SFAS No. 143:4
Reduction of asset retirement obligation {216) - {210)
Cumulative effect of change in accounting principle s - 5
Resolution of certain tax matters 8 - 8
Cther - {a) (4)
Balances as of December 31, 2003 S 4,719 5 - S 4,719

{a) See Note i3-Nuclear Decommissioning ang Spent Fuel Storage,

As described below, Exelon recorded charges of $72 million
{before income taxes) during 2003 to fully impair the good-
will that had been recorded within the Exelon Services and
infraSource reporting units of the Enterprises segment.

In connection with the sale of InfraSource in 2003, Exelon
recorded a goodwill impairment charge of approximately
548 milkion related to the goodwill recorded by the Infra-
Source. Managemeni of Exelon primarily considered the
negotiated sales price of InfraSource in determining the
amount of the goodwill impairment charge.

The annual goodwiil impairment assessment was per-
formed as of November 1, 2003 and Exeion determined that
goodwill was not impaired at Energy Delivery, but that the
rermnaining goodwill at Exelon Services was fully impaired. In
its assessments to estimate the fair vaiue of the Energy
Delivery reperting unit, Exelon used a probability-weighted,
discounted cash flow model with multiple scenarios. The
determination of the fair value is dependent on many sensi-
tive, interrelated and uncertain variables including changing
interest rates, utility sector market performance, ComeEd's
capital structure, market power prices, post-2006 rate regu-
latory structures, operating and capital expenditure
requirements and other factors. Current negotiations
regarding ine sale of Exelon Services served as the basis for

the fair vaiue of the Exelon Services reporting unit used in
the first step of the analysis.

The first siep of the annual impairment analysis, compar-
ing the fair value of a reporting unit to its carrying value, in-
cluding goodwill, indicated no impairment of Energy
Delivery's goadwill but showed an impairment of the good-
will within the Exelen Services reporting unit. The second
step of the analysis, which compared the fair value of the
Exelon Services reporting unit's goodwill to the carrying val-
ue, indicated that the total goodwill recorded at the Exelon
Services reporting unit of $24 million was impaired.

Exelon recorded the 2003 gocdwill impairment charges
related to the InfraSource and Exelon Services reporting
units as operating and maintenance expenses within the
Consolidated Statements of Income.

Changes from the assumptions used in the impairment
review could possibly result in a future impairment loss of
Energy Delivery's qoodwill. illinois legislation provides that
reductions to ComEd’'s common equity resulting from
goodwill impairments will have no impact on the determi-
nation of the rate cap on ComEd's allowed equity return dur-
ing the electricity industry restructuring transition period
through 2006. See Note 4—Regulatory Issues for further dis-
cussion of ComEd's earnings provisions.
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NOTE 00« SEVERANCE ATCOLNTING

Exelon provides severance and health and welfare benefits
to terminated employees pursuant to pre-existing severance
plans primarily based upon each individual employee’s years
of service with Exelon and compensation level. Exelon ac-
counts for its engoing severance plans in accordance with
SFAS No. w2, “Emnployer’s Accounting for Postemployment
Benefits, an amendment of FASB Statements No. 5 and 43"
{SFAS No. 112) and SFAS No. 88, “Employers’ Accounting for
Settlemenis and Curtailments of Defined Benefit Pension
Plans and for Termination Benefits” and accrues amounts
assaciated with severance benefits that are considered
probable and that can be reasonably estimated.

As part of the implementation of Exelon's new business
model referred to as The Exelon Way during 2003, Exelon
identified approximately 1,500 positions for elimination by
the end of 2004. The majority of the headcount reductions
are professional and managerial employees. Exelon recorded
a charge for salary continuance severance of $130 million
(before income taxes! associated with The Exelon Way dur-
ing 2003, which represented salary continuance costs that
were probable and could be reascnably estimated as of

December 31, 2003. During 2003, Exelon recorded a charge of
$48 million (before income taxes) asscciated with special
health and welfare severance benefits offered through The
Exelon Way. In addition to salary continuance and health
and welfare severance benefits, Exelon incurred curtaiiment
costs associated with its pension and postretirement benefit
plans of 580 miilion as a result of personnel reductiens due
o The Exelon Way. In total, Exelon recorded charges of 5258
million (before income taxes} in 2003 associated with The
Exelon Way. See Note 14 - Retirement Benefits for a descrip-
tien of the curtailment charges related to the pension and
postretirement benefit plans.

Exelon based its estimate of the number of positions to be
eliminated on management'’s current plans and its ability to
determine the appropriate staffing levels to effectively oper-
ate the businesses. Exelon may incur further severance costs
associated with The Exelon Way if additional positions are
identified for elimination. These costs will be recorded in the
period in which the costs can be first reasonably estimated.

The following table details, by segment, Exelon’s total
salary continuance severance costs for the years ended
December 31,2003, 2002 and 200t

Corporate

and

Energy Intersegment
Salary conunuance severance charges Delivery  Gereration  Enterpnses Eirminations  Consolidated
Casts recorded-200300 $77 %38 $q s $135
Costs recorded—2002t! - 2 W] 7 B
Costs recorded-20010} - 4 9 (6) 7

{a)} Severance expense It 2003 reflects severange costs associzted with The Exelan Way and ather severance costs incusred in the normal course of business,
(b} Severance expense in 2002 and 2601 generally represents severance activity assaciated with the Merger and in the normal course of business.

The following table provides a roll forward of Exelon's salary
coniinuance severance obligation from January 1, 2002
through Decermtber 31, 2003. The salary continuance sev-
erance obligation as of January 1, 2002 and amounts paid in
2002 relate to severance associated with the Merger.

Salary continuance severance obligation

Balance as of January, 2002 5124
Severance charges recorded 8
Cash payments (78}
Otner adjustments f15)
Balance as of January 1, 2003 39
Severance charges recarded 135
Cash payments (9}
Other adjustments 4
Balance as of December 31, 2003 5139




NOTE 10 NGTES PAYABLE AND SHORT-TERM DEBT

Commercial Paper and Credit Facility

2003 2002 250

Average borrowings 144 $337 103
Maximum borrowings outstanding 1,288 783 5399
Awverage interest razes, computed on daily

basis 1.25%  1.94%  4.01%
Average interest rates, at December 21 1.08% 1.838% 2.63%

In October 2003, Exelon, ComEd, PECO and Generation re-
placed their $1.5 billion bank unsecured revolving credit fa-
cility with a $750 million 364-day unsecured revelving credit
agreement and a $750 million three-year unsecured revoly-
ing credit agreement with a group of banks. Both revoiving
credit agreements are used principally to support the com-
mercial paper programs at Exelon, ComEd, PECO and Gen-
eration and to issue letters of credit. The 364-day agreement
also includes a term-out option provision that allows a bor-
rower to extend the maturity of revolving credit borrowings
outstanding at the end of the 364-day period for one year.

At December 31, 2003, aggregate sublimits under the
credit agreements were $1.0 bitlion, $100 miition, $150 mil-
lion and %250 million for Exelon Corporate, ComEd, PECO,
and Generation, respectively, Sublimits under the credit
agreements can change upon written notification to the
bank group. Exelgn Corporate, ComEd, PECO and Generation
had approximately $g955 million, $8o million, $148 million
and $i70 million of unused bank commitments under the
credit agreements, respectively, at December 31, 2003. At
December 3, 2003, cormmercial paper outstanding was $280
miliion and $46 million at Exelen Corporate and PECO, re-
spectively, Comkd and Geperation did not have any

Netes to Consolidated Financiz) Statermnents
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commercial paper outstanding at December 31, 2003, Inter-
est rates on the advances under the credit facility are based
on either the London Interbank Offering Rate (LIBOR) or
prime plus an adder based on the credit rating of the bor-
rower as well as the total outstanding armounts under the
agreement at the time of borrowing. The maximum adder
would be 175 basis points.

Boston Generating Facility

Approximately $1.0 biltion of debt was outstanding under
the Boston Generating Facility at December 31, 2003, all of
which was reflected in Exelon’s Consolidated Balance Sheets
as a current lability due to certain events of default de-
scribed in Note 2—Acquisitions and Dispositions. The Boston
Generating Facility is non-recourse to Exelon and an event of
default under the Boston Generating Facility does not con-
stitute an event of default under any other debt instruments
of Exelon cr its subsidiaries.

Generation Revolving Credit Facility

On September 2g, 2003, Generation closed on an $850 mil-
lion revolving credit facility that replaced a $550 million re-
volving credit facility that had eriginally closed on June 13,
2003. Generation used the facility to rnake the first payment
to Sithe relating to the $536 million note that was used to
purchase Exelon New England. This note was restructured in
June 2003 to provide for a payment of $210 million of the
principal on June 16, 2003, payment of $236 mitlion of the
principal on the earlier of December 1, 2003 or a change of
control of Generation, and payment of the remaining
principal on the earlier of Decernber 1, 2004 or a change of
control of Generation. Generation terminated the $850 mil-
lion revolving credit facility on December 22, 2003,

k[l
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NOTE 11 LONS-TERM DEBT

December 31,
Rates  Maturity Date 2003 2002
Sucuritized longterm debt-
ComEd Transitional Trust Notes Series 1998-A: $ - 52040
PETT Bonds Series 199g-A:
Fixed rates - 2,426
Floating rates - 274
PETT Bonds Series 2000-A: - 750
PETT Bends Series 2001: - 8os
Other long term debt
First and Refunding Mortgage Bondsfolich
Fixed rates 3.50%-0.875% 2004-2033 4,312 3.614
Floating rates 107%-1.30%  2012-2020 406 254
Notes payable and other 5.35%-9.20% 2004-2020 2,944 2,393
Boston Generating Facility 6.60%d 2007 1,037 1,036
Poliution control notes:
Fixed rates 5.20%-530%  2021-2034 156 199
Floating rates 0.95%-1.15%  2016-2034 363 456
Notes payable-accounts receivable agreement 1.40% 2005 49 61
Sinking fund debentures 3125%-4.75%  2004-20M 17 20
Commercial paper's - 267
Total feng-term debt 5,284 14,5895
Unamortized debt discount and premium, net {43) (107)
Fair-value hedge carrying value adjustment, net 33 4
Long-term debt due within one year {1,385} {(1,402)
tong-term debt $7.889 $ 13,27
Long-term dent to finaneing trustsi )
Subordinated debentures tc Coméd Financing 1l 8.50% 2027 % 155 § -
Subordinated debentures to ComEd Financing Il 6.35% 2033 206 -
Subordinated debentures to PECO Trust Il 7.38% 2028 1) -
Subordinated deventures to PECO Trust iV 5.75% 2C33 103 -
Payable to ComEd Transitional
Funding Trust 5.44%-5.74% 2004-2008 1,676 -
Payable to PETT 5.63%-7.65% 2004-2010 3,849 -
Long tenn debt to finandng trustad 6,070 -
Long-term debt to financing trusts due within one year (470) -
Toetal isng term debt to financing rrusts 85,600 3 -

{a} Effective Juiy 1. 2001 PECO Energy Capital Trust IV (PECO Trust V), a financing subsidiary created m May 2003, was deconsalidated from the financlal statements in conjunction
with the adoption of FIN No. 46. Effective December 31, 2093, ComEd Fimanong |, ComEd Financing 1Y, ComEd Transrtonal Funding Trust, PECQ Trust M, and PETT were desonssli-
dated from the financial statements in conjunction with the adopmion of FIN Ne. 46-R, Amounts owed 10 these financing trusts are tecarded as debt to finandng trusts within the
Consolidated Balance Sheets, See Note 16—Preferred Securites for additional informatien regarding ComEe Financing b, ComEd Financing ilt, ComEd Funding LLC, PECO Trust 11
and PECO Trust IV.

B} Uttlity plant of ComEd and PECO is subject 1o the liens of thelr respective martgage indentures.

{c) Includes first mortgege bonds 1ssued under the ComEd and PECO mongage indentures securing pollution contrel notes.

{d) The rate for the Bostan Generating Facility 15 stated as an average rate. Under the terms of the Boston Generating Facflity, Boston Generaning Is raguited to effectiveiy %ix the in-
terest rate on 5o% of the borrowings under the facility through tts maturity in 2007. The Boston Generating Facility 1s subject to a2 variable rate based on the LIBOR rate plus a
margin of 1.65% as of February 2003; however, through the required interest.rate swaps, Baston Generating had effectively fixed the LIBOR component of the interess rate at
5.73% on 83% of the debt balance a5 of December 31, 21003,

{e) Classified as long-term at Gecember 31, 2002 since it was refinanced with Isng-term debt 1n January 2003,

(f) Leng-term debt maturities in the penod 2004 through 2008 and thereaftar are as follows:

2004 51385
1005 657
1006 50
2007 132
2008 975
Thezeafter 5534
Total 59.282
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{g) tong-termn dedt to financing trusts maturities in the perd 2002 through 2008 and ther=after are as follows:

1004 $ 470

720035 T

2006 835

007 98

2008 955

Thersafter .80

Tzial 56,072
During 2003, the following long-term debt was issued:
Zomuany Type Rate Maturity Amaunt
ComEd First Mortgage Bonds 4.70% April 15, 2015 S 395
ComEd First Mortgage Bonds 3.70% February1, 2008 350
ComEd First Mortgage Bonds 5.875% Februaryi, 2033 350
ComEd First Mortgage Bonds 4.74%  Augusisg, 2010 250
ComEd Pollution Control Revenue Bondsia! Variable November 1, 2019 42
ComEd Pollution Control Revenue Bondsf! Variabie May 15, 2017 40
Comtd Poliution Control Revenue Bonds' Variable March 1, 2020 [Xe]
ComEd Pollution Control Revenue Bonds@i) Variable January 15,2014 20
PECC First Mortgage Bonds 3.50% May i, 2008 450
PECC Long-term debt to financing trust-PECO Energy Capital Trust {V 5.75% June s, 2033 103
Generation Pollution Controt Revenue Bonds Variable Junen, 2027 17
Ceneration Senior Notes 5.35%  lanuary1s, 2014 500
Total issuances 52,567

(a} These poliution control bonds are collateralized by first mortgage bonds 1ssued under Comid's morgage indenzure.
{t) As of Decernber 3, 2003, the proceeds from the 1ssuance of thase pollution control revenue bends were held in escrow for the redemphion of pollution control revenus bands in
January 2004. Tne proceeds are included in restricted cash in Exelon's Consolidated Baiance Sheets.

During 2003, the foillowing long-term debt was retired or redeemed:

Company Type Rate Maturity Amount
ComEd First Mortgage Bonds 8.375%  February1s, 2023 $ 236
ComEd First Mortgage Bonds 2.00% April 15, 2023 160
ComEd First Mortgage Bonds 7.75% July 15, 2023 150
Comed First Mortgage Bonds 6.625% huly 15, 2003 100
ComEd Pollution Cantrol Revenue Bonds 5.875% May 15, 2007 42
ComEd Pollution Control Revenue 8onds ~ Variable October 15, 2014 42
ComEd Pollution Control Revenue Bonds ~ Variable March 1, 2009 50
ComEd Medium Term Notes Variable September 30, 2003 250
PECO First MoTtgage Bonds 6.625% March 1, 2003 250
PECC First Mortgage Bonds 6.50% May i, 2003 200
PECO Poltution Controi Revenue Bonds Variable Junen, 2027 17
Total retirements and redemptions $1,497

During 2003, Exelon retired $267 million of commercial pa-
per classified as long-term debt.

During 2003, ComEd made payments of $340 millfon on
the ComEd Transitional Funding Trust Notes, and PECO
made payments of $23g9 million related to its obligation to
the PETT. ComnEd prepayment premiums of $21 million and
924 million and net unamortized premiums, discounts and
debt issuance expenses of $38 million and $3 million asso-
ciated with the early retirement of debt in 2003 and 2002,

respectively, have heen deferred in regulatory assets and will
be amortized to interest expense over the life of the related
new debt issuance consistent with regulatory recovery.

See Note 15-—Fair Value of Financial Assets and Liabilities
for additionai information regarding interest-rate swaps of
ComEd, PECO and Generation.

See Note b—Preferred Securities for additional in-
formation regarding mandatorily redeemable preferred
securities and preferred stock.
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NOTE 2« INCOMETAXES

Income tax expense {benefit) is comprised of the following components:

For the Years Ended December 33,

2003 2202 2501
included in operations:
Federal
Current $576 - 5624 $880
Deferred (238) 250 (61)
Investment tax credit amortization {(13) (:5) {14}
Tate
Current gz g6 g
Deferred (86) 43 7
$ 3an $998 5 93
Included in cumuiative effect of changes in accounting principles:
Deferred
Federal 5 58 5 (87 $ 6
State n (3l 2
$ 69 $(go) 5 8

The effective income tax rate varies from the U.S. Federal statutory rate principally due to the following:

Far the Years Ended December 31,

2003 2002 2001
U.S. Federal statutory rate 35.0% 35.0% 35.0%
increase (decrease) due to:
Synthetic fuel producing facilities credit (2.0} - -
Low income housing credit (1.2) (0.5) (o.5)
Plant basis differences {o.g} (0.4) (0.2)
Amortization of investment tax credit {0.9} (0.4) (0.5)
Tax exernpt income {0.7) (6.2) -
State incame taxes, net of Federal income tax penefit 0.4 3.2 3.4
Amortization of goodwill - - 19
QOther, net {o.3} 0.7 0.6
Effective income tax raie 29.4% 37.4% 39.7%




The tax effects of temporary differences giving rise to
significant portions of Exelon’s deferred tax assets

Notes o Consolidated Finandal Statements
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and Habilities as of December 31, 2003 and 2002 are pre-
sented below:

2003 2502

Deferred tax liabilities:
Piant basis difference

$3.032 $3.647

Stranded cost recavery 1,783 1,923
Deferred investment tax credits 288 301
Deferred debt refinancing costs 69 g6
Toral deferred tax liabilities 6,073 5,867
Deferred tax assets:
Deferred perision and postretirement obligations " (901) (om}
Excess of tax value over book value of impaired assetsi {501} -
bBecommissioning and decontamination obligations (97) {607)
Linrealized loss on derivative financial instruments {70} (60)
Goadwill {25) (93)
Other, net (304} (297)
Total deferred tax assets {1,902) (.970}
Deferred income tax liabilities (net) on the Censolidated Balance Sheets $ 41N $3,997

{a} Includes impairments related to Exelon’s Investmenis in Sithe and Bostan Generating and write-downs of cettaln Enterprises investments.

In accordance with Tegulatory treatment of certain tempo-
rary differences, Exelon has recorded a net regulatory asset
associated with deferred income taxes, pursuant to SFAS No.
71 and SFAS No. 109, "Accounting for income Taxes,” (SFAS
No. 109) of $701 million and $661 million at December 7,
2003 and 200z, respectively. See Note 20 - Supplemerntal
Financial Information for further discussion of Exelon’s requ-
latory asset associated with deferred income taxes.

ComEd and PECO have certain tax returns that are under
raview at the audit or appeals level of the IRS and certain
state authorities. These reviews by the governmental taxing
authorities are not expected to have an adverse impact on
the financial condition or result of operations of Exelon.

ComEd has taken certain tax positions, which have been
disclosed to the IRS, to defer the tax gain on the 1995 sale of
its fossi! generating assets. As of Decermber 31, 2003 and
200z, a deferred tax liability of approximately $848 miition
and $860 miilion, respectively, reiated to the fossil plant sale
is reflecied in deferred income taxes on Exelon’s Con-
sclidated Balance Sheets. ComEd’'s management believes an
adequate Teserve for interest has been established in the
event that such positions are not sustained. Changes in IRS
interpretations of existing tax authority or challenges to
GomEd’s positions could have the impact of accelerating
future income tax payments and increasing interest expense
above amounts reserved related to the deferred tax gain that
becomes curtent. The Federal tax returns covering the period
of the 1ggg fossil plant sale are expected to be under RS au-
dit beginning in 2004. Final resolution of this matter is not
anticipated for several years.

As of December 31, 2003 and 2002, Exelon had recorded
valuation allowances of $22 million and %13 million, re-
spectively, with respect to deferred taxes associated with
separate company state taxes.

Nuclear Decommissicning

Exelon has an obligation to decommission its nuclear power
planis. Based on the extended license lives of the nuciear
plants, expenditures are expected to occur primarily during
the period 2029 through 2056. Exelon currently recovers
costs for decommissioning its nuciear generating stations,
excluding the AmerGen stations, through regulated rates.
See furtner discussion of AmerGen below. The amounts re-
covered from customers are depesited in trust accounts and
invested for funding of future decommissioning costs of
nuclear generating stations.

Exelon had decommissioning assets in trust accounts of
$4,721 million and $3,053 million as of December 31, 2003 and
2002, vespectively, which are included as nuclear decom-
missiening trust funds on Exelon’s Consolidated Balance
Sheets. Exelon anticipates that all trust fund assets will
ultimately be used tc decommission Exelon’s nuclear plants.

SFAS No. 143 provides accounting requitements for
retirement obligations (whether statutory, contractual or as
a result of principles of promissory estoppel} associated with
tangible long-lived assets. Exelon adopted SFAS No. 143 as of
January 1, 2003 After considering interpretations of the
transitional guidance included in SFAS No. 143 Exeton
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racorded income of $i2 millien {net of income taxes) as a
cumulative effect of a change in accounting principle in
connection with its adoption of this standard in the first
quarter of 2003. The components of the cumulative effect of
a change in accounting principle, net of income taxes, were
as follows:

Gearneraticn (net of income taxes of 523 580
Generation's investinents in AmerGen and Sithe (net of

income taxes of $18) 28
ComeEd {naf of income taxes of $0) 5
Enterprises (nef of income taxes of $(1)) 1)
Total 5112

See Note +—>5ignificant Accounting Policies for net income
and earnings per common share for 2002 and 2001, adjusted
as if SFAS No. 143 had been applied effective January 1, 2001
The cumulative effect of the change in accounting principle
in adopting SFAS No. i43 had no impact on PECO's Con-
solidated Statements of Income,

The asset retirement obligation {ARO) as of January 1,
2003 was determined under SFAS No. 143 to be $2,366 mil-
lion. The following table provides a reconciliation of the pre-
viously recorded liabilities for nuclear decommissicning to
the ARO reflected on the Consolidated Balance Sheets at
December 31, 2003 and 2002:

Accumulated depreciation 52,845
Nuclear decommissioning liability for retired units 1,293

Decommissioning obligation at December 33, 2002 4138
Met reduction due to adoption of SFAS No.143 1772

Asset retirement obligation at January 1, 2003 2,366
Consolidatien of AmerGen 487
Accraetion expense 161
Expenditures to decommission retired plants ha)
Classification of Thermal ARO as held for sale {3)

Asset retirernent abligatton at December 31, 2003 52997

Determination of Asset Retirement Obligation

In accordance with SFAS No. 143, a probability-weighted, dis-
counted cash flow model with multipie scenarios was used
to determine the “fair value” of the decommissioning
obligation. SFAS No. 143 also stipulates that fair value repre-
sents the amount a third party would receive for assuming
an entity's entire obligation.

The present value of future estimated cash flows was
calculated using credit-adjusted, risk-free rates appiicable to
the various businesses in arder to determine the fair value of
the decommissioning obligation at the time of adoption of
SFAS No. 143

Significant changes in the assumptions underlying the
flems discussed above could materially affect the balance
sheet amounts and future costs related to decommissioning
recorded in the consolidated financial statements.

Effect of Adopting SFAS Na.143

Exelon was required to re-measure the decommissioning
liabilities at fair vaiue using the methodology prescribed by
5FAS No. 143. The transition provisions of SFAS No, 143 re-
quired Exelon to apply this re-measurement back to the his-
torical periods in which AROs were incurred, resulting in a
re-measurement of these cbligations at the date the related
assets were acquired. Since the nuclear plants previously
owned by Comed were acquired by Exelon on Octaber 20,
2000 as a result of the Merger, Exelon’s historical accounting
for its ARC associated with those plants has been revised as
if SFAS No. 143 had been in effect at the Merger date.

In the case of the former Comed plants, the calculation of
the SFAS No. 143 ARO yielded decommissioning obligations
lower than the value of the corresponding trust assets at
January 1, 2003. ComEd has previously collected amounts
from customers (which were subsequently transferred to
Generation) in advance of Generation’s recognition of
decommissioning expense under SFAS N, 143, While it is
expected that the trust assets will ultimately be used en-
tirely for the decommissioning of the plants, the current
measurermnent requited by SFAS No. 143 results in an excess
of assets over related ARO liabilities. As such, in accordance
with regulatory accounting practices and a December 2000
ICC Order, a regulatory liability of $48 million and a corre-
sponding receivable from Generation were recorded at
ComeEd upon the adoption of SFAS No. 143. At December 3,
2003, the regulatory liability and corresponding receivable
from Generation was $1,183 million. Exelon believes that all
of the decommissioning assets, prospective earnings
thereon and up to $73 million of annual collections from
ComEd ratepayers through 2006 will be required to decom-
mission the former ComEd planis. Subsequent to 2006,
there will be no further recoveries of decommissioning costs
from customers of ComEd. Additionally, any surplus funds
after the nuclear stations are decommissioned must be re-
funded to customers. Exelon expects the regulatory liability
and ComEd’s corresponding receivable from Generation will
be reduced ito zerc at or before the conclusion of the
decommissioning of the former ComEd plants.

In the case of the former PECC plants, the SFAS No, 143
AROC calculation yielded decommissioning obligations
greater than the corresponding trust assets at lanuary 1,
2003. As such, a regulatory asset of $2¢ million and a corre-
sponding payable to Generation were recorded upon adop-
tion of SFAS No. 143 at PECO. As a result of increases in the
trust funds due to market conditions and contributions col-
lected from PECO customers, at December 31, 2003, the trust
funds exceeded the ARO for the former PECO plants and thus
a regulatory liability of $12 million was recorded. Exelon be-
lieves that all of the decommissioning assets, prospective



earnings thereon, and $29 miilion of annual collections from
PECO ratepayers, which will increase to approximately $33
miliion beginning in 2004, will be used to decommission the
former PECO plants. Exelon also expects the regulatory li-
ability will be teduced to zero at the conclusion of the
decommissioning of the former PECO plants. Sez Note 4 —
Regulatory Issues {or more information regarding the
annual coliections from PECO.

At December 31, 2002, prior o the adoption of SFAS No.
143, Exelon’s accumulated depreciation included $2,845 mii-
lion for decommissioning liabilities reiated to active nuclear
plants. This amount was reclassified to an ARC upen the
adoption of SFAS No. 143. Exelon also recorded an asset
retitement cost {ARC) of $172 million related to the
establishment of the ARC related to former PECO plants in
accordance with SFAS Ne. 143. The ARC is being amortized
over the remaining lives of the plants.

As discussed above, Exelon re-measured its 200
decommissioning-related balances associated with the
Merger purchase price allocation at ComEd and the january
2001 corporate restructuring as if SFAS No. 143 had been in
effect at the merger date. Exelon concluded that had SFAS
No. 143 been in effect. Comed would not have recorded an
impairment of a previously established regulatory asset for
decommissioning of its retired nuclear plants as a purchase
price allocation adjustment in 2001 as a result of the De-
cember 2000 ICC order, As a result, increased net assets
would have been transferred to Generation by ComEd in the
corporate restructuring, Accordingly, Exelen recorded a re-
duction of goodwill of approximately $210 million, with a
corresponding reduction in its overall decommissioning
gbligation in connectian with the implementation of SFAS
No. 143 on January 1, 2003. in addition, Exelon and ComEd
recorded a cumulative effect of a change in accounting prin-
ciple of 45 million to reverse goodwill amortization that had
been recorded in 2001 Exelon and ComEd also reclassified a
regulatory asset related to nuclear decommissioning costs
for retired units of $248 million to regulatory Hahilities.

In accordarice with the provisions of SFAS No. 143 and
regulatory accounting guidance, Exelon recorded a SFAS No,
143 transition adjustment to accumulated other compre-
hensive income to reclassify $168 million, net of tax, of
accumnulated net unrealized losses on the nuciear decom-
missioning trust funds to regulatory assets and liabilities.

Accounting methodology Under SFAS No. 143

Realized gains and losses on decommissioning trust funds
for nuclear generating stations transferred to Generation
from ComEd are reflected in other incorne and deductions in
Exelon’s Censolidated Statements of Income, while the
unrealized gains and losses on marketable securities held in
the trust funds adjust the regulatory lability on Exelon’s
Consolidated Balance Sheets. The increases in the ARO are
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recorded in operating and maintenance expense as accre-
tion expense. If the trust assets plus future coliections pet-
mitted by the ICC order are exceeded by the ARQ, Exelon is
responsibie for any shortfall in funding and at that peint
unrealized gains and losses will be recorded as other
comprehensive income. The result of the above accounting is
that no net earnings are recorded for investment gains and
losses for as long as the trust assets exceed the ARO for the
former ComEd plants.

The above accounting practices are aiso applicable for
niuclear generating stations that were transferred to Gen-
eration from PECC as a result of the Exelon corporate re-
structuring on January 1. 2001 Additionally, depreciation
expense is recognized on the ARC established upon the
adoption of SFAS No. 143. However, as Exelon has the
expectation of full recovery from ratepayers of decom-
missioning cosis of PECC's former nuciear generating sta-
tions, the resulf of the above accounting has no earnings
impact 10 Exelon. Therefore, to the extent that the net of
decommissioning revenues collected and realized invest-
ment income differs from the accretion expense to the ARO
and the related depreciation of the ARC, an adjustment to
net the amounts to zero is recorded by Exelon for that period
with the offset to £xelon’s regulatory liability balance.

Prior to Exelon’s acqutisition of British Energy’s 50% inter-
est in AmerGen in December 2003, Exelon accounted for the
costs of decommissioning the AmerGen plants through its
equity in eamings of AmerGen. In addition, Exelon’s propor-
tionate share of other gains and losses on AmerCen's
decommissioning trust funds were reflected in Generation's
other comprehensive income. Beginning January 2004, real-
ized gains and losses on decommissioning trust funds for
AmerGen plants will be reflected in other income and de-
ductions in Exelon’s Consolidated Statements of Income,
while unrealized gains and losses on marketable securities
held in the trust funds will be recorded to accumulated other
comprehensive income. The increases in the ARO will be re-
corded in operating and maintenance expense as accretion
expense. At December 31, 2003, trust fund assets available to
decommission AmerGen plants totaled 511 billion while the
ARQ totaled $487 million.

Accounting Prior to the Adoption of SFAS No. 143

Prior to January 3, 2003, Exelon accounted for the current
period’s cost of decommissioning related to generating
plants previously owned by PECO following common regu-
latory accounting practices by recording a2 charge to
depreciation expense and a corresponding liability in
accumutated depreciation concurrently with recognizing
decommissioning collections. Financial activity of the
decommissioning trust (e.g., investment income and realized
and unrealized gains and losses on trust investments) was
reflected in nucdlear decommissioning trust funds in Exelon’s

107



108

MNotes to Consolidated Financial Statements
EXELON CORPORATION AND SUBSIDIATY ZOMPANIES

Consolidated Balance Sheets with a correspending offset
recorded to the liability in accumulated depreciation. Under
cormmon regulatory practices, the deposit of funds into the
decommissioning trust accounts plus the financial activity
reflected in nuclear decommissioning trust funds in Exelon’s
Consolidated Balance Sheets would have, over time, esiab-
lished a corresponding lability in accumulated depreciation
reflecting the cost to decommission the nuclear generating
stations previously owned by PECO.

Regulatory accounting practices for the nuclear generat-
ing stations previously owned by ComEd were discontinited
as a result of an ICC order capping ComEd’s ultimate recov-
ery of decommissioning costs. The difference between the
decommissioning cost estimate and the decommissioning
liability recorded in accumulated depreciation for the former
Com€Ed operating stations was being amortized to deprecia-
tion expense on a straight-line basis over the remaining lives
of the stations. The decommissioning cost estimate
{adjusted annually to reflect inflation] for the former ComEd
retired units recorded in deferred credits and other liabilities
was accreted to depreciation expense. Financial activity of
the decommissioning trust related to Exelon’s nuclear gen-
erating stations nc longer accounted for under common
regulatory practices (e.g., investment income and realized
and unrealized gains and losses on trust investments) was
reflected in nuclear decommissioning trust funds in Exelon’s
Consoclidated Balance Sheets with a corresponding gain or
expense recorded in Exelon’s Consolidated Statements of
Income or in other comprehensive income. The offset to the
financial activity in the decommissioning trust funds is
summarized as fellows:

—Interest income was reccrded in other income and de-
ductions,

—Realized gains and losses were recorded in other income
and deductions,

—-Unrealized gains and losses were recorded in other
comptehensive income, and

- Trust fund operating expenses were tecorded in cperation
and maintenance expensa.

Spent Nuclear Fuel

Under the Nuclear Waste Policy Act of 1982 (NWPA), the US.
Department of Energy (DOE) is responsibie for the selection
and development of repositories for, and the disposal of,
spent nuclear fuel (SNF) and high-tevel radicactive waste.
ComEd and PECO, as tequired by the NWPA, each signed
contracts with the DOE (Standard Contract) to provide fer
disposal of SNF from their respective nuclear generating sta-
tions. in accordance with the NWPA and the Standard Con-
tract, Comid and PECO pay the DOE gne mill (S.001) per
kilowatt-hour of net nuclear generation for the cost of nu-
clear fuel long-term storage and disposal. This fee may be

adjusted prospectively in order to ensure full cost recovery.
The NWPA and the Standard Contract required the DOE to
begin taking possession of SNF gernerated by nuclear
generating units by ne later than ianuary 33, 1998. The DCE,
however, failed to meet that deadiine and its performance
will be delayed significantly. The DOE’s current estimate for
opening a SNF facility is 2010, This extended delay in SNF
acceptance by the DOE has led to Exelon’s adoption of dry
storage at its Dresden, Quad Cities and Peach Bottom Units
and its consideration of dry storage at other units.

In luly 1998, ComEd filed a complaint against the United
States Government {Government) in the United States Court
of Federal Claims (Court) seeking to recover damages caused
by the DOE's failure to honor its contractual obligation to
begin disposing of SNF in January 19g98. In August 2001, tne
Court granted ComeEd’s motion for partial summary judg-
ment for liability on ComEd's breach of contract claim. In
November 2001, the Government filed two partial summary
judgment motions relating to certain damage issues in the
case as well as two motions to dismiss claims other than
ComEd’s breach of contract claim. On June 10, 2003, the
Court denied the Governmemt’s summary judgment mo-
tions and set the case for trial on damages for November
2004. Aiso on June 10, 2003, the Court granted the Gov-
ernment’s motion to dismiss claims other than the breach of
contract claims, Generation assumed the Standard Contract,
as amended, in the 2001 corporate restructuring. Generaticn
i now engaged in pre-trial document and deposition
discavery on the damages claims.

In July zooc, PECO entered into an agreement
{Amendment) with the DOE relating to PECO's Peach Bottom
nuclear generating unit to address the DOE's failure to begin
remaval of SNF in January 1998 as required by the Standard
Contract (Amendment). Under the Amendment, the DOE
agreed to provide PECO with credits against PECO’s future
contributions to the Nuclear Waste Fund over the next ten
years to compensate PECO for SNF storage costs incurred as
a result of the DOE's breach of the contract. The Amendment
also provided that, upon PECO’s request, the DOE will take
title to the SNF and the interim storage facility at Peach Bot-
fom provided certain conditions are met. Generation as-
sumed this contract in the 2001 corporate restructuring.

In November zooo0, eight utilities with nuclear power
plants filed a Joint Petition for Review against the DOE with
the United States Court of Appeals for the Eleventh Circuit
seeking to invalidate that portion of the Amendment provid-
ing for credits to PECO against nuclear waste fund payments
on the ground that such provision is a violaticn of the NWPA.
PECO intervened as a defendant in that case, and Generation
assumed the claim in the 2001 corporate restructuring. On
September 24, 20032, the United States Court of Appeals for
the Eleventh Circuit ruled that the fee adjustment provision



of the agreement violates the NWPA and therefore is null
and void. The Court did not hold that the Amendment as a
whole is invalid. Articie XVi{l} of the Amendment provides
that if anty portion of the Amendment is found to be void, the
DOE and Generation agree to negotiate in good faith and
attempt to reach an enforceable agreement consistent with
the spirit and purpose of the Amendment. That provision
further provides that should a major term be declared void,
and the DOE and Generation cannot reach a subseguent
agreement, the entire Amendment would be rendered null
and wvoid, the original Peach Bottom Standard Contract
would remain in effect and the parties would return to pre-
Amendment status. Pursuant to Ariicle XVI(f), Generaticn
has begun negotiations with the DOE and those negotia-
tions are ongoing. Under the agreement, Generaticn has
received approximately $40 million in credits against con-
tributicns to the nuclear waste fund.

On August 14, 2003, Generation received a letter from the
DOE demanding repayment of $40 million of previously re-
ceived credits from the Nuclear Waste Fund. The letter also
demanded $1.5 million of interest that was accrued as of that
date, and Exelon has continued to accrue interest expense
each subsequent month. Although a new seftlement wouid
offset Generation's payments, Generation rionetheless has
reserved its 50% ownership share of these amounts. Because
Generation expenses the dry storage casks and capitalizes
the permanent components of its spent fuel storage facili-
ties, these reserves increased Generation's operating and
maintenance expense approximately 511 milion and its
capital base approximately $g million during 2003. The re-
mainder of the recorded obligation to the DOE will be recov-
ered from the co-owner of the facility.

The standard Contract with the DOE also required that
PECO and ComEd pay the DOE a one-time fee applicable to
nuclear generation through April 6, 1983. PECO's fee has
been paid. Pursuant to the Standard Contract, ComEd
elected to pay the one-time fee of $277 million, with interest
to the date of payment, just pricr to the first delivery of SNF
to the DGE. As of December 31, 2003, the unfunded liabflity
for the one-time fee with interest was $867 million. The li-
abilities for spent nuclear fuel disposal costs, including the
one-time fee, were transferred to Generation as part of the
corporate restructuring.

NOTE 14 RETIRESENT SENEFITS

Exelon sponsors defined benefit pension plans and post-
retirement welfare benefit plans applicable to essentially all
ComEd, FECO, Generation and Exelon Business Services
Company {BSC) employees and certain employees of Enter-
prises. Essentially all management employees, and electing
union employees, hired on or after January 1, 2001 partic-
ipate in Exelon sponsored cash balance pension plans.

Meotes 1o Consolidated Finanoal Statements
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The defined benefit pension plans and postretirement
welfare benefit plans are accounted for in accordance with
SFAS No. 87, "Employer’s Accounting for Pensions” (SFAS Na.,
87) and SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other than Pensions” (SFAS No. 106).
The costs of providing benefits under these plans are
dependent on historical information, such as employee age,
length of service and level of compensation, and the actual
rate of return on plan assets, in addition to assumptions
about the future, including the expected rate of return an
plan assets, the discount rate applied to benefit obligations,
rate of compensation increase and the anticipated rate of
increase in health care costs. The impact of changes in these
factors on pension and other pesiretirement welfare benefit
obligations is generally recognized owver the expected
remaining service life of the employees rather than immedi-
ately recognized in the income statement. Exelon uses a
December 3: measurement date for the majority of its plans,

Funding is based upon actuarially determined con-
tributions that take into account the amount deductible for
income tax purposes and the minimum contribution re-
quired under the Employee Retirement income Security Act
of 1974, as amended.

During 2003, Exelon announced an amendment related
to the benefit provisions of its postretirement welfare bene-
fit plans. The amendment was effective August 1, 2003 and
reduced the benefits attributable to prior service through
increased retiree cost-sharing for medical coverage. The
changes in the postretirement welifare plan design due fo
the amendment were incorporated into the August 1, 2003
remeasurement of the plan.obligation discussed below.

Due to The Exelon Way and an overall reduction in active
employees during 2003, certain defined benefit pension
plans and postretirernent welfare benefit plans were subject
to curtailment accounting that resulted in a remeasurement
of the plan obligations as of August 1, 2003. The threshold
basis for curtailment remeasurement was a reduction in
future service greater than 5%. The net benefit cbligations of
the pension plans and the postretirement welfare benefit
plans increased by $48 million and $27 million, respectively,
due to the curtaiiment.

The remeasurements of the pian obligations resulted in
accelerated recognition of a portion of the prior service cost
generated by the pension and postretirement benefit pians,
resulting in the recognition of curtailment charges in
operating and maintenance expense related to the pension
plans and other postretirement plans during 2003 of $5g
miltion and $21 million, respectively.

On December 22, 2003, Generation purchased British
Energy's 50% interest in AmerGen, and as a result, the
obligations associated with AmerGen's pension and post-
retirement welfare plans are reflected in the disclosures
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below as an acguisition. The net benefit obligations related
to AmerCen's pension plans and postretirement benefit
plans were $67 million #nd $8o million, respectively, as of
December 31,2003

The following tables provide a roll forward of the
changes in the benefit obligations and plan assets for the

most recent two years:

Pension Baneflis

Orthe: Postretirament Benafits

2003 2002 2003 2042
Change in: benefit obligation:
Net banefit obligation at beginning of year $7.854 $ 7101 $ 2,555 S 2,331
Service cost 109 a5 68 57
Interest cost 519 325 167 160
Plan participants’ contributions - - 15 8
Plan amendments - 120 {337) -
Actuarial loss m 514 559 155
AmerGen acquisition 67 - 8o -
Curiaiiments/seftiernents 48 - 27 -
Special accounting costs - 4 48 -
Gross benefits paid (550} (508) (163) (156)
Net benefit obligation at end of year $8,758 S 7.854 $ 3,019 $ 2,555
Change in plan assets:
Fair value of plan assets at beginning of year $5.395 56,279 $ g5 $ 1,132
Actual return on plan assets 1,89 (581) 227 (99)
Employer contributions 367 202 134 73
Pian participants’ contributions - - 5 8
AmerGen acquisition 4 - - -~
Gross benefits paid {550} {505) {163} {156}
Fair value of plan assets at end of year $6.442 $ 5,395 $ v $ gs8

The following table provides a reconciliation of benefit obligations, plan assets and funded status of the plans:

Pension Benefits

Other Postretiremert Benefits

2003 2002 1003 2002

Fair value of plan assets at end of year $6,442 $ 5,395 $ i S 958
Benefit obligations at end of year 8,758 7.854 3,019 2,555
Funding status (plan assets less than plan obligations) (2,316) (2.459) (1,848} (1.597)
Amounts not recognized:

Misceilaneous adjustment 4 (3} - -

Unrecognized net actuariatloss 2,203 2,118 1129 767

Unrecognized prior service cost (benefit) 185 m {420} {149)

Unrecognized net transition obligation (asset) (8) ) 86 102
Net amount recognized $ 78 § (144) $ (1,053) $ (877)

The foliowing table provides a reconciliation of the amounts recognized in the Consolidated Balance Sheets as of December 31:

Pension Benefits  Other Postretirement Beneflis

003 2002 2003 2002

Prepaid benefit cost $ 78 $ 145 s - § -
Accrued benefit cost (97) (289) {1,053) 877}
Additional minimum Hability (1,746) {1,815) - -
intangibie asset 186 n - -
Accumulated other comprehensive income 1,660 1,604 - -
Net amount recognized $ 718 9 (44) Shosy)  $ (87p)




Tne accumulated benefit obligation (ABO} for all defined
benefit pension plans was $8,104 miillion and $7.355 miliion
at December 3, 2003 and 2002, respectively. The acguisition
of AmerGen and assumption of its pension liabilities in De-
cernber 2003 Tesulted in a 555 million increase in Exelon's
ABO. The following table provides the prajected benefit obli-
gation, accumulated benefit obligation, and fair value of
plan assets for pension plans with an ABO in excess of plan

Noteste Consolidated Financial Statements
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assets. The table below is also representative of all pension
plans with a projected benefit obligation in excess of plan
assets.

Decernber 34,

2003 2002

Proj=cted benefit obligation $8,758  $7.854
Aczumuiated benetit obligation 8104 7.355
Fair vaiue of plan assets 6442 538%

The following tabie provides the components of the net periodic benefit costs (benefits) recognized for the years ended De-
cember 3t. A nortion of the net periodic benefit cost {(benefit) is capitalized within the Consolidated Balance Sheets.

Other Postretrement

Pension Benefits Benefits
2003 2002 2001 2003 2002 2001
Service cost $109 5 95 5 94 $68 $57 542

Interest cost
Expected return on assets
Amortizaticn of:

519 52% 498 167 168G 161
{(s84)  (628) (62s) {75} (93} (99}

Transition obligation (asset) (4) (4} (4) 10 10 10
Prior service cost 16 16 9 {s4) (371 (9)
Actuarial (gain) loss 23 - {25) 47 6 1
Curtaiiment charge (credit) 59 - (12) 21 - 9
Settlement charge (credit) - - {9) - - -
Net periodic benefit cost (benefit) $138 % 4 5 (74) %184 $103 S 15

Special accounting costs
Other additional infermation:

$ = 5 4 5 48 548 5 - $ 3

increase (decrease) in other comprehensive income (net of tax) $ 26 sS(ho07) S - $ - § - § -

Exelon’s costs of providing pension anc postretirement bene-
fit plans are dependent upon a number of factors, such as
the rates of return on pension plan assets, discount rate, and
the rate of increase in health care costs. The market value of
plan assets was affected by sharp dectines in the equity
market from 2000 through 200:. As a result, at December 33,
2002, Exelon was required to recognize an additional mini-
mum liability and an intangible asset as prescribed by SFAS
No. 87 The liability was recorded as a reduction to share-
holders’ equity, and the equity will be restored to the balance
sheet in future periods when the fair value of plan assets
exceeds the ABO. The amount of the reduction to share-
holders’ equity (net of income taxes) in 2002 was %1.0 billion.
The recerding of this reduction did not affect net income or
cash flows in 2002 or compliance with debt covenants. In

2003, the additional minimurm: liability was reduced by $6g
mittion. In 2003, shareholders’ equity increased by $26 mil-
lion (net of income taxes) as a result of accounting asso-
ciated with Exelon’s pension plans.

Special accounting costs of $48 million in 2003 represent
special health and weifare severance benefits offered
through The Exelon Way. These costs were recerded pur-
suant to SFAS No. 112. See Note g—Severance Accounting for
additional information. Special accounting costs of $4 mil-
iion in 2002 and 548 million in 2001 represented accelerated
separation and enhancement benefits provided to PECO
employees expected to be terminated as a result of the
Merger.

Prior service cost is amortized on a straight-line basis
over the average remaining service period of employees ex-
pected to receive benefits under the plans.

m
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The following weighted average assumptions were used to determine the benefit obligations at December 3u:

Pension Benefits Cther Postretiternent Benefits

2003 2002 2001 2003 2002 200

Discount rate 6.25% 6.75% 7.35% 6.25% 6.75% 7.35%
Rate of compensation increase 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
Health care cost irend on covered charges N/A N/A N/A 10.00% 8.50% 10.00%
decreasing  decreasing  decreasing

touttimate touftimate touitimate

trend of 4.5% trend of 4.5% trend of 4.5%

in20m in 2008 in 2008

The following weighted average assumptions were used to determine the net periodic benefit costs (benefits) for years ended

December 31;

Pension enefits Gther Postretirement Benefits

Discount rate

Expected return on plan assets

Rate of compensation increase

Health care cost trend on covered charges

2003 2002 2291 2003 2002 20
6.60-6.75%  7.35% 7.60% 6.60-6.75% 7.35% 7.60%
g.o0% 9.50% g950% B.40% 8.80% 8.80%
4-00% 4.00% 41310% 4.00% 4.00% 4.30%

N/A N/A N/A 8.50% 10.00% 7.00%
decreasing decreasing decreasing

to ultimate to ultimate to ultimate

trend of 4.5% trendof4.5% trend of5.0%

in 2008 in 2008 in 2005

In managing its pension and postretirement plan assets,
Exelon utilizes a diversified, strategic asset aliocation to effi-
ciently and prudently generate investment retumns that will
meet the objectives of the investment trusts that hoid the
plan assets. Asset / liability studies that incorporate specific
plan objectives as well as assumptions regarding long-term
capital market returns and volatilities generate the specific
asset allocations for the trusts. In general, Exelor’s invest-
ment strategy reflects the beiief that over the long term,
equities are expected to outperform fixed-income invest-
ments. The long-term nature of the trusts make them well
suited to bear the risk of added volatility associated with
equity securities, and, accordingly, the asset allocations of
the trusts usually reflect a higher aliocation io equities as
compared to fixed-income securities. Non-U.S. equity secu-
rities are used to diversify some of the volatility of the U.S.
equity market while providing comparable long-term re-
furns. Alternative asset classes, such as private equity and
real estate, may be utilized for additional diversification and
return potential when appropriate. Exelon’s investment
guidelines da limit exposure to investrments in more volatile
sectors,

Exelon generally maintains 60% of its plan assets in
equity securities and 40% of its plan assets in fixed-income
securities. On a quarterly basis, Exelon reviews the actual
asset allocations and follows a rebalancing procedure in or-
der to remain within an. allowabie range of these targeted
percentages.

in selecting the expected rate of return on plan assets,
Exelon considers historical returns for the types of invest-
ments that its plans hold. Historical returns and volatilities
are modeled to determine asset allocations that best meet
the objectives of the asset / liability studies, These asset allo-
cations, when viewed over a long-term historical view of the
capital markets, yield an expected return on assets in excess
of g%.

Exelon’s pension plan weighted average asset allocations
at December 31, 2003 and 2002 and target allocation for
2003 were as follows:

Percentage of Plan Assets at

December 33,
Targe: Allocation
Asget Category at Decernber 21, 2003 2003 2002
Equity securities 60% 64% 58%
Debt securities 35-40 32 38
Real estate 0-5 4 4
Total 100% 100%

Exelon’s other postretirerment benefit plan weighted average
asset allocations at December 31, 2003 and 2002 and target
allocation for 2003 were as follows:

Percentage of Plan Assets at

December 31,
Target Aliccation
Asset Category at December 31, 2003 2003 2002
Equity securities 60-65% 67% 61%
Debt securities 35-40 3 35
Total w00% 100%




Exelon's pension pians and postretirernent welfare benefit
ptans do not directly hold shares of Exelon common stock.

Assumed health care cost trend rates have a significant
effect on the amounts reported for the healih care plans. A
one percentage point change in assumed health care cost
trend rates would have the following effects:

Effect of a one percentage point ingrease in assumed health
care cost trand
on total servize and interest cost components $ 37
T postretirement benefit obligation 5372
Effect of a one percentage point decrease in assumed health
zare cost trend
on total service and interest cost components £ (30}
on postretirement benefit obligation (2}

Exelon expects to contricute up to approximately $41g mil-
lien to its pension plans in 2004. These contributions ex-
clude benefit payments expected to be made directly from
corporate assets. Of the $419 million expected to be con-
tributed to the pension plans during 2004, $17 million is
estimated ic be needed to satisfy RS minimum funding
requiremnents.

Notes to Consolidated Financial Statements
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Exelon sponsors savings plans for the majority of its
employees. The plans allow employees to contribute a por-
tion of their pre-tax income in accordance with specified
guidelines. Exelon matches a percentage of the empioyee
contribution up to certain limits. The cost of Exelon's match-
ing contribution to the savings plans totaled $55 million, 563
million and $57 million in 2003, z002 and 2001, respectively.

NOTE 15 FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

Non-Derivative Financial Assets and Liabilities

As of December 31, 2003 and 2002, Exelon's carrying
amounts of cash and cash equivalents, accounts receivable,
accounts payable and accrued liabilities are representative
of fair value because of the short-term nature of these
instruments. Fair vatues of the trust accounts for decom-
missioning nuclear plants, long-term debt and preferred
securities of subsidiaries are estimated based on quoted
market prices for the securities held in trust funds and for
the same or similar issues for long-term debt and preferred
securities,

The carrying amounts and fair values of Exelon’s financial Habilities as of December 31, 2003 and 2002 were as follows:

N

2003 2002
Carrying Fair  Carmrylng Falr
Amount Value Amount Value

Liabilities
Long-term dewt {including amounts due within ane year)

$9,274 %$9,889 %4529 315,950

Leng-term debt to ComEd Transitional Funding Trust and PECO Energy Transition

Trust

5,525 6,006 - -

Long-term debt to financing trusts {including amounts due within one year) 545 567 - -

Preferred securities of subsidiaries

87 n 595 739

(a} Effective July 1, 2083, PECQ Trust IV, a financing subsidlary creared in May 2003, was deconsalidated from the financlal statements in conjunction with the adoption of FIN No.
46. Effective December 31, 2003, ComEd Financing Il, ComEd Firancing I, Comed Transitional Funding Trust, PECO Trust I, and PETT were deconsolidated from the financial
stztemen:s in confunction with the adoption of FIN No. 46-R. Amaunis owed to shese financing trusts are recarded as debt to financing trusts within the Consalidated Salance
Sheets. See Note 16—Ppreferted Secunties for additional Informatton regarding {omid PBinancing Il, Comzd Finanaing Ill, £3mEd Funding LLZ, PECO Trust lll and PECO Trust IV,

Finaneial instruments that potentially subject Exelon to con-
centrations of credit tisk consist principally of cash equiv-
alents and customer accounts receivable. Exelon places its
cash equivalents with high-credit quality financial in-
stitutions. Generally, such investments are in excess of the

Federal Deposit Insurance Corporation limits. Cencen-
trations of credit risk with respect to customer accounts re-
ceivable are limited due to Exelon’s large number of
customers and, in the case of the Energy Delivery business,
their dispersion across many industries.

13
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Derivative Instruments

The fair values of Exelon’s interest-rate swaps and power
purchase and sale contracis are determined using quoted
exchange prices, external dealer prices or internal valuation
models which utilize assumptions of future energy prices
and available market pricing curves.

At December 31, 2003 and zooz, Exelon had %13 billion
and 52.3 billicn, respectively, of notional amounts of interest-
rate swaps outstanding with net deferred losses of $44 mil-
Ton and $125 million, respectively, as follows:

Fair Fair

Notlonal value  Value
Amount Exeten Pays

Counterparty Pays 1003 2092

Falr Ve fudges
ComEd

Tasn Flow Helges
ComEd
Generaticn

PETT

3 Month Libor

$485 plus 1.68%-2.50% 640%-8.23% $33 $ 2

$6308! 4.32% —5.60%
861 5.71%—-574%

'3 Menth Libor - (52)
3Monthlibor {77} {52}
6 Month Libor

274 6.58% -6.94%  plus 0.02%-0.13% - {22}

Net deferred iosses  ${a4) $(125}

{a) ComeEd settied allof 15 cash flow swaps durning 2003,

(b) PECO deconsolidated its financing trusss at December 31, 2003 in canjunction with the adoption of FIN No. 46-R. See Note 1—Accourting Policles and Nate n—tong-Term Debt

for further discussion of the adoption of FIN No. 46-2.

The notional amount of derivatives does not represent
amounts that are exchanged by the parties and, thus, is not
a measure of £xelon’s exposure, The amounts exchanged are
calculated on the basis of the notional or contract amounts,
as well as on the other ferms of the derivatives, which relate
to interast rates and the volatility of these rates.

During 2003 and 2002, Exelon settled interest-rate swaps
in an aggregate notional amounts of $860 million and $200
million, respectively, and recorded pre-tax gains of $1 million
and pre-tax losses of 55 miltion, respectively, which were re-
corded in other comprehensive income. Additionally, during
2003 and 200z, Exelon settled interest-rate swaps in ag-
gregaie notional amounts of $1,07c million and $450 million,
tespectively, and recorded net pre-tax losses of $45 million
and $10 million, respectively, which were recorded as regu-
latory assets. The pre-tax losses on settlements of interest-
rate swaps are being amortized over the life of the related
debt to interest expense.

Exelon utilizes derivatives to manage the utilization of its
available generating capacity and provision of whoiesale
energy to its affiliates. Exelon also utilizes energy option
contracts and energy financial swap arrangements to limit
the market price risk associated with forward energy com-
modity contracts, Additionally, Exelon enters into certain
energy-related derivatives for trading purposes. At De-
cember 31, 2003 and 2002, Exelon had $213 millien and $143
miliion, respectively, of energy derivatives recorded as net
liabilities at fair value on the Consolidated Balance Sheets,
which includes the energy derivatives at Generation and
Enterprises discussed below.

For the years ended December 31, 2003, 2002, and 2001
Generation recognized net unrealized losses of $16 million,
net unrealized gains of $6 million, and net unrealized gains
of $16 million, respectively, relating to mark-to-market activ-
ity of certain non-trading power purchase and sale contracts
pursuant o SFAS No. 133. Mark-to-market activity on non-
trading power purchase and sale contracts are reported in
fuel and purchased power. For the years ended December 31,
2003, 2002 and 2001, Ceneration recognized net unrealized
losses of 53 million, net unrealized losses of %9 million and
net unrealized gains of $14 million, respectively, retating to
mark-to-market activity on derivative instruments entered
into for trading purposes. Gains and losses associated with
financial trading are reported as revenue in the Consolidated
Statements of tncome. During 2001, a $6 million gain (54 mil-
tion, net of income taxes) was reclassified frorm accumulated
other comprehensive income intc earnings as a result of
forecasted financing transactions no longer being probable.

Enterprises has entered into a limited number of energy
commodity derivative contracts in connection with its serv-
ice of gas customers. While the majority of these contracts
qualify as normal purchases and sales or as cash-fiow
hedges under SFAS No. 133, $15 million was recorded as an
increase to fuel expense in 2003 and $16 million was re-
corded as a reduction to fuel expense in 2002 as a result of
contracts being marked to market. The $15 million increase in
2003 was primarily related to the reversal of the 2002 mark-
ta-market adjustments. It is expected that the remaining %
millicn will reverse as fuel expense in 2004. At December 3,
2003 and 2002, Exelon had net assets of 53 million and $20
million, respectively, on the Consolidated Balance Sheets



related to Enterprises’ mark-to-market contracts. Enter-
prises’ counterparties in these contracts are all investment
grade.

As of December 31, 2003, 5176 million of deferred net
losses on derivative instruments in accumulated other com-
prehensive income are expected to be reclassified to eamn-
ings during the next tweive months. Amounts in
accumulated other comprehensive income related to
changes in interest-rate cash-flow hedges are reciassified
into earnings when the forecasted interest payment occurs.
Amounts in accumulated cther comprehensive income re-
lated to changes in energy commodity cash-flow nedges are
reclassified into earnings when the forecasted purchase or
sale of the energy commodity occurs. The majority of Ex-
elon’s cash-flow hedges are expected to settle within the
next 4 years.

Exelon would be exposed to credit-related losses in the
event of non-performance by the counterparties that issued
the derivative instruments. The credit exposure of de-
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rivatives contracts is represented by the fair value of con-
tfracts at the reporting date. Exelon's interest-rate swaps are
documented under master agreements. Among other
things, these agreements provide for a maximum credit
exposure for both parties. Payments are required by the ap-
propriate party wien the maxirnum Hmit js reached. Gen-
eration has entered into payment netting agreements or
enabling agreements that allow for payment netting wit
the majority of its iarge counterparties, which reduce Gen-
eration's exposure to counterparty risk by providing for the
offset of amounts payable to the counterparty against
amounts receivable from the counterparty.

Available-for-Sale Securities

Exelon classifies investments in the trust accounis for
decommissioning nuclear plants as availabie-for-sale. The
following tabies show the fair values, gross unrealized gains
and losses and amortized cost bases for the securities held in
these trust accounts as of December 31, 2003 and 2002.

December 31, 2003

Gross Gross

Amortized  Unrealized Unreahized  Estimated

Cost Gains tosses  Fair Value
Cash and cash equivaientsf s 72 $ - $ - $ 72
Equity securities 2,402 300 (294) 2,408

Debt securities

Government obilgations 1574 65 {4) 1635
Other debt securities 579 29 {2) 606
Total debt securities 2,153 94 (6} 2,241

Total available-for-sale securities

54.627 $394 $(3og) s a7n

1} Cash and cash equivalents doas niat inciude $12 million related to AmerGien nuciear decommissioning {Tust, AmerGen's ruclear decommissioning trust cash and cash equiv-

atents are classified elsewhare in the table,

December 34, 2002

Graoss Gress

Amortized  Unrealized Unrealized  Estimated

Cost Gains Lesses  Fair Value
Cash and cash equivalents $ 184 S - s - S 84
Equity securities 1,763 72 (a82) 1353

Debt securities

Government obligations 938 62 - 1,000
Other debt securities 514 32 (30) 516
Total debt securities 1,452 94 (30) 1,516

Total available-for-sale securities

$3,359 $166 $ {512) $3.053

Net unrealized gains of $94 million were recognized in regu-
latory assets, regulatory liabilities or accumulated other
comprehensive income in Exelon’s Consolidated Balance
Sheet at December 31, 2003. Net unrealized losses of $346
million were recognized in accumulated depreciation, regu-
latory assets and accumulated other comprehensive income
in Exelon’s Consolidated Balance Sheet at December 31, 2002,

Proceeds from the sale of decommissioning trust invest-
ments and gross reatized gains and losses on those sales
were as folows:

For the Years Ended

December 31,

2003 2002 2001

Proceeds from sales 2,341 51,612 51,624
Gross realized gains 219 56 76
Gross realized losses (235)  (86)  (189)

15
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Net realized losses of $16 million, $32 million and $127 mitlion
were recognized in other income and deductions in Exelon’s
Consolidated Statements of Income for the years ended De-
cember 31, 2003, 2002 and 2001, Tespectively. Additicnally,
net realized gains of $2 million and $14 million were recog-
nized in accumulated depreciation and regulatory assets in
Exelon’s Consolidated Balance Sheets at December 31, 2002,
and 200, respectively. The fixed-income availabie-for-sate
securities neld at December §, 2003 have an average
maturity range of seven io nine years. The cost of these

securities was determined on the basis of specific identi-
fication. See Note 13—Nuclear Decommissioning and Spent
Fuel Storage for further information regarding the nuclear
decommissioning trusts.

The following tabie provides information regarding Ex-
elon’s available-for-sale securities in an unrealized loss posi-
tion that are not other-than-temporarily impaired. The table
shows the investments’ gross unrealized losses and fair val-
ue, aggregated by investment category and length of time
that individual securities have been in 2 continuous unreal-
ized loss position, at December 31, 2003.

Less than 12 months 12 moniths or more Total

Unrealized Fair  Unrealized Fair  Unreallzed Fair

losses value losses  wvalue losses value

Equity securities $13 S22 $261 ST $294 51,006
Debt securities

Government obligations 4 232 — 1 4 243

Other debt securities 2 17 — 2 2 19

Totail debt securities 6 349 — 13 & 362

Total temporarily impaired securities

$39 4580 5261 4788 $300 51,368

As of December 31, 2003, Exelon’s available-for-sale invest-
ments in unrealized loss positions that were not other-than-
temporarily impaired were securities held in its nuclear
decommissioning trust funds. These investments are held to
fund Exelon’s decommissioning obligation for its nuclear
plants. Nuclear decommissioning activity occurs primarily
afier a piant is retired, and Generation estimates that
decommissioning expenditures funded by the trust assets
will begin in 2029.

Exelon evaluates the historical performance, cost basis,
and market value of its securities in unrealized loss positions
in comparison to related market indices to assess whether or
not the securities are permanently impaired. Exelon con-

cluded that the trending of the related market indices and
historical performance of these securities over a long-term
time horizon indicates that the securities are not other-than-
temporarily impaired,

NOTE 16+ PREFERRED SECURITIES

At December 31, 2003 and 2002, Exelon was authorized to
issue up to 100,000,000 shares of preferred stock, none of
which was outstanding.

Preferred and Preference Stock of Subsidiaries

At December 31, 2003 and 2002, cumulative preferred stock
of PECO, no par value, consisted of 15,000,000 shares au-
thorized and the amounts set forth below:

Decemnber 31,
Current

Redemption 2003 2002 2003 2002
Prices Shares Quistanding  Dollar Amount

Series (without mandatory

redemption)

$4.68 (Series D) $104.00 150,000 150,000 %15 $ 1§
$4.40 (Series C) M2.50 274,720  274.720 27 27
$4.30 (Series B) 102.00 150,000 150,000 15 15
$3.80 {Series A) 106.00 300,000 300,000 30 30
57.48 0} - 500,000 - 50
Total preferred stock 874,720 1,374,720 §$87 %137

{a) Redeemable, at the optlon of PECO, at the indicated dollar amounts per share, plus accrued dividends.

(&) Redeemed during 2003.

On lune 11, 2003, PECO redeemed $50 million of its $7.48 pre-
ferred stock at a redemption price of $103.74 per share, plus
accrued and unpaid dividends.

At December 31, 2003 and 2002, ComEd preferred stock
and ComEd preference stock consisted of 8s0.000 and
6,810,451 shares authorized, respectively, none of which was
outstanding.



Mandatorily Redeemable Preferred Securities

See Note 1—Significant Accounting Policies for a discussion
of the adoptions of FIN No. 46 and FIN No. 46-R and the re-
sulting deconsolidation of ComEd Financing I, ComEd
Financing I, PECO Trust Il and PECO Trust IV from Exelon’s
consolidated finandial statements,

lotes 1o Consolidatad Finandia Statements
EXZLON ZDRPORATION AND SUBSIDIARY COMPANIES

At December 31, 2002, the preferred securities of the fi-
nancing trusts of ComEd and PECO were recorded in the
consolidated financial statements of Exelon as follows:

Mandatory Trus:
Redemption  Distnbutfan  Liguidation Securitles Dollar
Date Rate value  Outstanding  Amoumt
PECO Energy Capital Trust Il 2037 8.00% $ 25 2,000000 % 50
PECQ Energy Capital Trust il 2028 7.38% 1,000 78,105 78
Total 2,078,105 $ 118
ComEd Financing | 2033 8.48% S 25 8,000,000 5200
Coméd Financing 1! 2027 8.50% 1,000 150,000 150
Unamortized discount (z0)

Total

850,000  $330

During 2003, the following mandatorily redeemable preferred securities were issued:

Lompany Type Amount Rate Maturity
ComEd Mandatorily Redeemabie Preferred
Securities—ComEd Financing Il 5200 6.35% March 15, 2033

During 2003, the following mandatorily redeemable preferred securities were retired or redeemed:

Company Type Amount Rate Maturity
ComEd Mandatorily Redeemable Preferred

Securities~ComEd Financing | $200 848% September 30,2035
PECO Mandatorily Redeemable Preferred

Securities—PECO Energy Capital Trustit & so  B.oo%

june 6, 2037

The securities issued by the PECO trusts represent
Company—Obligated Mandatorily Redeemable Preferred
Securities of a Partnership (COMPrS} having a distribution
rate and liquidation value egquivalent to the trust securities.
The COMPTS are the sole assets of these trusts and represent
limited partnership interests of PECO Energy Capital, LP.
{Partnership), a Delaware limited partnership. Each holder of
a trist’'s securities is entitled to withdraw the carresponding
number of COMPrS from the trust in exchange for the trust
securities so held. Each series of COMPTS is supported by
PECO's deferrable interest subordinated debentures, held by
the Partnership, which bear interest at rates equal to the dis-
tribution rates on the related series of COMPTS.

On March 20, 2003, ComEd Financing i, a financing sub-
sidiary of ComEd, redeemed $20c million of 8.48% trust pre-
ferred securities at a redemption price of 100% of the
principal amount, plus accrued disiributions. ComEd re-
deemed %206 million of 8.48% subordinated debentures is-
sued to ComEd Financing . The preferred securities were
refinanced with the proceeds from a March 17, 2003 issue of

$200 million of 6.35% trust preferred securities by ComEd
Financing ¥1, a financing subsidiary of ComEd, which are
mandatorily redeemable in 2033. The 8.48% subordinated
depentures were refinanced with the proceeds from a March
17, 2003 issue of $206 million of 6.35% subordinated de-
bentures due 2033 from ComEd to ComEd Financing i1,

During June 2003, PECO issued $103 million of 5.75% sub-
ordinated debentures due 2033 o PECO Trust IV in con-
nection with the issuance by PECO Trust IV of $100 million of
5.75% preferred securities that are mandatorily redeemable
in 2033. The proceeds of the issue were used to redeem the
trust preferred securities discussed below and preferred
stock as disclosed below.

Also on June 24, 2003, PECO Energy Capital Trust I, a fi-
nancing subsidiary of PECO, redeemed $50 million of its
8.00% trust preferted securities at a redemption price of $25
per trust receipt, plus accrued and unpaid distributions.
PECO redeemed $52 million of 8.00% subordinated de-
bentures to PECO Energy Capital Trust Il

7
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ComEd Financing !l and ComeEd Financing Il are sub-
sidiary trusis of ComEd. Each of ComEd trust’s sole assets are
subordinated deferrable interest securities issued by ComEd
bearing interest rates equivalent to the distribution rate of
the related trusi security. The interest expense on the de-
bentures ancd deferrable interest securities was included in
distributions on preferred securities of subsidiaries in the
Consolidated Statements of Income and is deductible for
income tax purposes.

The preferred securities issued by each of ComEd Finanic-
ing 1l and Comtd Financing Il have no voting privileges, ex-
cept (i) Tor the right to approve a merger, consolidation or
other transaction involving the applicable trust that woutld
result in certain United States Federal income tax con-
sequences to that trust, (i) with respect to certain amend-
ments to the applicable trust agreemeni, (ifi} for certain
voting privileges that arise upon an event of default under
the applicable trust agreement or (iv) with respect o certain
amendments 1o the related ComEd guarantee agreement.

The preferred securittes issued by PECO Trust lll have no
voting privileges, except (i) for the right to approve a merger,
consaolidation or other transaction invalving the applicable
trust that would result in a change in terms of the preferred
securities, listing status on a national securities exchange,
ratings by nationally recognized rating agencies, or rights of
holders of the preferred securities, or that would result in
certain Federal income tax consequences; (if) with respect to
certain amendmentis to the applicable trust agreement or
(iif) for certain voting privileges that arise upon an event of
default under the applicable trust agreement. The preferred
securities issued by PECO Trust IV have no voting privileges,

except (i) for the right to approve a merger, consolidation or
other transaction involving the applicable trust that would
result in cerfain United States Federal income tax con-
sequences to that trust, (i) with respect to certain amend-
ments to the applicable trust agreement, {jii) for ceriain
voting privileges that arise upen an event of default under
the applicable trust agreement or {iv} with respect t¢ certain
amendments o the related PECO guarantee agreement.

NODTEW7 COMMON STOCK

At December 31, 2003 and 20032, common stock without par
value consisted of 600,000,000 and 600,000,000 shates
authorized and 328,382,522 and 323,312,586 shares out-
standing, respeciively, See Note 24 - Subsequent Events for
information regarding a quarterly dividend dectared on Jan-
uary 27, 2004 and a proposed steck split.

Stock-Based Compensation Plans

Exelon maintains Long-Term Incentive Plans {LTIPs) for cer-
tain full-time salaried employees. The types of long-term
incentive awards that have been granted under the LTIPs are
non-quaiified options to purchase shares of Exeion’s com-
mon stock and common stock awards. At December 31, 2003,
there were options for approximately 10,600,000 shares
remaining for issuance under the LTiPs.

The exercise price of the stock options is equal to the fair
market value of the underlying stock on the date of option
grant. Options granted under the LTIPs become exercisable
upen attainment of a target share value and/or date. All ap-
tions expire 10 years from the date of grant. Information
with respect to the LTIPs at Decemnber 31, 2003 and changes
for the three years then ended, is as foliows:

Weighted weighted Weighted

Average Average Average

Exercise Exercise Exercise

Price {per Price {per Price [per

share) share} share)

Shares 2003 2003 Shares 2002 2002 Shares 200 2001

Balance at January1 15,886,990 $45.80 14039996 $43.96 15,287,859 § 4243
Options granted/assumed 3,173,200  49.69 3.038,632 47.12 629,200 00.42

Options exercised
Options canceled

{4,508,695)  3B.05
{397,802} 5048

(1.695.474) 34.84
(181,589) 52.64

(L821339) 3337
(270.299) 5362

Balance at December 1t 14,153,663 $49.01 15886990 %4580 14,033,996  $43.96
Exercisable at December 31 9,016,348 $48.66 10,401,184 $43.96 8006093 $3875
Weighted average fair value of options granted during

year $ 1n.03 $13.62 519.59
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The fair value of each opticn is estimated on the date of grant using the Black-Schales option-pricing model with the following
weighted average assumptions used for grants in 2003, zoo2 and 2001, Tespectively:

2003 2002 2001
Dividend yield 2.3% 3.3% 3.2%
Expected volatility 30.5% 36.8% 36.8%
Risk-free interesi rate 3.0% 4.6% 4.9%
Expected life {years) 5.0 T 5.0 5.0

At December 31, 2003, the options outstanding, based on ranges of exercise prices, were as follows:

Options Qutstanding QOpticns Exercisable

Weighted
Average .

Remaining Weighred Welghted
Number Coniractual Average Number Average
Range of Exercise Prices Outstanding Life {years)  Exercise Price Exercisable  Exercise Price
$10.01-520.00 38,300 415 $19.69 38,300 $19.69
$20.01-530.00 449,917 273 25.29 449,917 25.29
$30.01-540.00 2,706,761 .48 37.84 2,706,761 37.84
$40.01-550.00 6,512,786 8.28 4767 1,736,699 45.27
$50.01-560.00 3,820,336 6.87 59.31  3,725.473 59.45
$60.01-570.00 625,593 7.07 67.29 359,198 67.06

Totai 14,153,693 9,016,348

Exelon common share awards of 450,079, 590,074, and
426,794 shares were granted under Exelon’s LTIPs and board
compensation plans during 2003, 2002 and 2001, re-
spectively. Total accumulated compensation cost of $88 mil-
lion is to be accrued to expense over the vesting period of up
to 5 years from the grant date. The related accumulated
amortization of $68 million includes amortization expense
of $31 million, $20 millicn and $11 million during 2003, 2002
and 2001, respectively.

In tune 2001, the Board of Directors of Exelon approved
the Employee Stock Purchase Plan {ESPP). The purpose of the
ESPP is to provide employees of Exelon and its subsidiary
companies the right tc purchase shares of Exelon’s common
stock at below-markat prices. A total of 3,000,000 sharas of
Exelon’s common stock nave been reserved for issuance
under the ESPP. Employees’ purchases are limited to no more
than 125 shares per quarter and no more than $25,000 in fair
market value in any plan year. Employees purchased 209,326,
257,455 and 137,648 shares of Exelon common stock under
the ESPP in 2003, 2002 and 2001, respectively.

Fund Transfer Restrictions

Under applicable law, Exelon is precluded from borrewing or
recetving any extension of credit or indemnity from its sub-
sidiaries and can lend, but not borrow, from Exelon’s inter-
company money pool. Additionally, under appiicable Federal
law, Exelon, ComEd, PECO and Generation can pay dividends
only from retained, undistributed or current eamings. Under
Ilinois law, ComEd may not pay any dividend on its stock
uriless “its earnings and earned surplus are sufficient to de-
clare and pay same after provision is made for reasonable
and proper reserves,” or uniess it has specific authorization
from the I1CC. At December 31, 2003 and 2002, Exeion had
retained earnings of $2.3 biliion and 5z2.0 biliion, respectively,
which inciuded ComEd retained earnings of $883 million and
S577 million {of which $709 million has been appropriated
for future dividends at December 31, 2003), PECO retained
earnings of $546 million and $401 million, and Generation
undistribuied eamings of $602 mililon and $g924 million,
respectively. At December 3, 2003 and 2002, Exelon’s com-
mon eauity to total capitalization ratio was 35% and 32%,
respectively.

Undistributed Eamings of Equity Method investments
Exelon had consclidated undistributed eammings (losses) of
equity method investments of ${g5) miltion and $145 million
at December 31, 2003 and 2002, respectively.

g
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NOTE1E - EARNINGS PER SHARE

Dituted earnings per share are calculated by dividing net
income by the weighted average shares of cornmon stock
cutstanding including shares issuable upon exercise of stock
options outstanding under Exelon’s stock option plans con-
sidered to be common stock eguivalents, The foliowing table
shows the effect of these stock options on the weighted
average number of shares cutstanding used in calculating
diluted earnings per share (in millions}):

20903 2002 200

Average common shares sutstanding 326 322 320
Assumed exercise of stock options 3 3 2
fwerage ditutive common $hates outstanding 329 325 322

The number of stock options not included in the calculation
of diluted cormmon shares outstanding due to their anti-
dftutive effect was approximately four million, five mitlion,
and five million for 2003, 2002, and 2001, respectively.

NOTE 16 - COMMITMENTS AND CONTINGENCIES

Nuclear insurance

The Price-Anderson Act limits the liability of nuclear reactor
owners for claims that could arise from a single incident. As
of January 3, 2004, the limit is $10.9 billion and is subject to
change to account for the effects of inflation and changes in
"the number of licensed reactors. Through its subsidiaries,
Exelon carries the maximum available commercial insurance
of $300 milticn for each operating site and the remaining
$10.6 billion is provided through mandatory participation in
a financial protection pool. Under the Price-Andersan Act, all
nuclear reactor licensees can be assessed a maximumn
charge per reactor per incident. Effective August 20, 2003,
the maximum assessment for all nuclear operaters per re-
actor per incident {including a $% surcharge) increased from
589 million to 4101 million, payable at no more than $10 mil-
lion per reactor per incident per year. This assessment is sub-
ject to infiation and state premiurmn taxes, In additien, the
U.S. Congress could impose revenue-raising measures on the
nuciear industry to pay claims. The Price-Anderson Act ex-
pired on Auqust 1, 2002 and was subsequently extended to
the end of 2003 by the U.S. Congress, Only facilities applying
for NRC licenses subsequent to the expiration of the Price-
Anderson Act are affected. Existing commercial generating
facilities, such as those owned and operated by Generation,
remain subiject to the provisions of the Price-Anderson Act
and are unaffected by its expiration.

Exeion is a member of an industry mutual insurance
company, Nuclear Electric Insurance Limited (NEIL), which
provides property damage, decontamination and premature
decommissioning insurance for each station for losses
resulting from damage to its nuclear plants. in the event of
an accident, insurance proceeds must first be used for re-

actor stabilization and site decontamination. If the decision
is made to decommission the facility, a portion of the in-
surance proceeds will be allocated to a fund, which Exelon is
required by the NRC to maintain, to provide for decom-
missioning the facility. Exelon is unable to predict the timing
of the availability of insurance proceeds to Exelon and the
amournt of such proceeds that would be available. Under the
terms of the various insurance agreements, Exelon could be
assessed up to $170 million for losses incurred at any plant
insured by the insurance companies. In the event that one or
more acts of terrorism cause accidental preperty damage
within a twelve-month pericd from the first accidental
property damage under one or more policies for all insureds,
the maximum recovery for all losses by ali insureds will be an
aggregate of $3.2 billion plus such additional amounts as the
insurer may tecover for all such losses from rainsurance,
indemnity, and any other source, applicable to such losses.
The $3.2 billion maximum recovery limit is not applicable,
however, in the event of a “certified act of terrorism” as de-
fined in the Terrorism Risk Insurance Act of 200z, as a Tesult
of government indemnity. Generally, a “certified act of
terrorism” s defined in the Terrorism Risk insurance Act to
be any act, certified by the U.S. government, to be an act of
terrorism committed on behalf of a foreign person or
interest.

Additionally, NEIL provides replacement power cost in-
surance in the event of a major accidental outage at a nu-
clear station. The premiurn for this coverage is subject to
assessment for adverse loss experience. Including the
AmerGen sites, Exelon’s maximum share of any assessment
is $61 million per year. Recovery under this insurance for ter-
Torist acts is subject to the $3.2 billion aggregate limit and
secondary to the property insurance described above. This
limit wouid also not appiy in cases of certified acts of terror-
ism under the Terrorism Risk Insurance Act as described
above,

In addition, Exelon participates in the American Nuclear
Insurers Master Worker Program, which provides coverage
for worker tort claims filed for badily injury caused by a nu-
clear energy accident. This program was modified, effective
lanuary 1, 1998, to provide coverage to all workers whose
“nuclear-related employment” began on or after the com-
mencement date of reactor operations. Exelon will not be
liable for a retrospective assessment under this new policy.
However, in the event losses incurred under the small num-
ber of policies in the old program exceed accumalated te-
serves, a maximum retroactive assessment of up to $so
million could apply.

Exelon is self-insured to the extent that any losses may
exceed the amount of insurance maintained. Such losses
could have a material adverse effect on Exelon’s finandal
condition, results of operations and liquidity.



Energy Commitments

Exelon’s wholesale operations inciude the physical delivery
and marketing of power obtained through its generation
capacity, and lorig-, intermediate- and short-term contracts.
Exelon maintains a net positive supply of energy and <a-
pacity, through ownership of generation assets and power
purcnase and lease agreements, to protect it from the
potential operational failure of one of its owned or con-
tracied power generating units. Exelon has also contracted
for access to additional generation through bilateral iong-
term power purchase agreements. These agreements are
firm commitments related to power generation of specific
generation plants and/or are dispatchable in nature, Exelon
enters infc power purchase agreements with the objective of
obtaining low-cost energy supply sources to meet its phys-
ical delivery obligations to its customers. Exelon has also
purchased firm iransmission rights to ensure that it has
reliable transmission capacity to physically move its power
supplies to meet customer delivery needs. The primary in-
tent and business objective for the use of its capital assets

Neores 1o Consoiidated Financial Statements
TXELON CORPIRATION AND SUBSIDIARY CAOMPARIES

and contracts is to provide Exelon with pnysical powar sup-
ply to enable it to deliver energy to meet customer needs.
Exelon primarily uses financial contracts in its wholesale
marketing activities for hedging purposes. Exelon aiso uses
financial contracts to manage the risk surrounding trading
for profit activities.

Exeton nhas entered into bilateral iong-term contractual
obligaticns for sales of energy to load-serving entities,
including electric utilities, municipalities, electric coopera-
tives, and retail load aggregators. Exelon alss enters into
contractual obligations to deliver energy to wholesale mar-
ket participants who primarily focus on the resale of energy
products for delivery. Exelon provides delivery of its energy to
these custorners through access to its transmission assets or
rights for firm transmission.

At December 31, 2003, Exelon had long-term commit-
ments, relating to the purchase and sale of energy, capacity
and transmission rights from unaffiliated utilities and oth-
ers, including the Midwest Generation contract, as expressed
in the following tables:

Net Capacity  Power Gmly  Power Only Transmissionkigh:s-

Purchasestt Sales Purchases Purchasest?
2004 5 76 $3.393 $ 1,661 33
2005 414 1,088 429 86
2006 410 290 276 3
2007 492 8o 283 -
2008 434 - 226 -
Thereafter 3,880 - 723 -
Total $6,346 $4.851 53,568 $202

{1) Generatlon will take 1,666 MWs of non-option coal capazity, 687 Mws of option coal zapacity, 1.084 MWs of Collins Station capacity and 391 MW of paaking capacity from Mid-
west Generatich in 2004, the fifth and final year of the contract, m total, Generation has retained 3,858 MWs of capacity under the terms of the thres exasting PPAs with Mmid-
wess Ceneration. Net Capacity Purchases also inciude capacity saies to TXU under the purchase power agreement entered Into in connection with the purchase of two
generating plants In Aprl 2002, which states that TXU will purchase the plant sutput from May through September from 2002 through 1005, During the periods cavered by the
power purchase agreement, TXU will make fixed capacity payments and will provide fuel 1o Generation in retum for exclustve nignts ta the energy and capacity of the gen-
eration plants. The combined capacity of the two plants is 2,334 MWs. Net capacily purchases also include tolling agreements that are accounted for s eperating leases.

(2} Transmission rights purchases include estimated commitments in 2004 and 2005 for additionat transmissien rights that will be requtred to fulfili firm sales contracts,

In connection with the 2001 corporate restructuring, Gen-
eration entered intc a PPA with Comtd under which
Generatiors has agreed to supply all of ComEd's load
requiremerits thraugh 2004. Prices for this energy vary de-
pending upon the time of day and month of delivery. An ex-
tension of this contract for 2005 and 2006 has been agreed
to by ComEd and Generation with substantially the same
terms as the PPA currently in effect, except for the prices of
energy which wera reset to reflect the current rates at the

time the extension was agreed to. This extension must still
be filed with the ICC. Subseguent tc 2006, ComEd will obtain
all of its supply from market sources, which could include
Generation. Additionally, Generation entered into a PPA with
PECC under which PECO obtains substantiaily all of its etec-
tric supply from Generation through 2010. Also, under the
restructuring, PECO assigned its rights and obligations un-
der various PPAs and fuel supply agreements to Generation.
Generation supplies power to PECO from the transferred
generation assets, assigned PPAs and other market sources.

12%
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Other Purchase Obligations

in addition to Exelen's energy commitments as described
above, Exelon has commitments to purchase fuel suppiies
for nuclear generation and various other purchase

commitments related to the normal day-to-day operations
of Exelon’s business. As of December 31, 2003, these
commitments were as foltows:

Explration within

2009
Total 2004 20052006 20072008 and beyond

Fuel purchase agreements i
Other purchase commitments ®

$3.034 %476 $825 $582 $1,151
145 3t Fil 38 5

{a} Fuel purchase agreements—Commitments to purchase fuet sunplies for nuclear and fossil generation.
{©) Cther purchase commitments—Cammitments f57 spent fuel storage casks and other dispasal services ar nuclear generatmg tacilties, mimmum spend reguitements rejated
10 the s2le of IntraSaurce {see Note 2—Acquisitions and Dispositians) and amsunts commitied for information tachnelogy services.

Two affiliates of Exelon New England have iong-term supply
agreements through Decemnber 2022 with Distrigas of Mas-
sachusetts, LLC (Distrigas} for gas supply, primarily for the
Boston Generaiing units. Under the agreements, prices
are indexed to New England gas markets. Exelon New Eng-
land has guaranteed these entities' financial obligatiens to
Distrigas under the Distrigas agreements, It is currently an-
ticipated thai Exelon New England's guaranty to Distrigas
will continue following the eventual transfer of the owner-
ship interests in Baston Generating. This guaranty is non-

Tecourse to Ceneration. At December 33, 2003, Exelon New
England had net assets of approximately $70 million, ex-
ciusive of the Boston Generating net assets.

Commercial Commitments

Exelon’s commercial commitments as of December 31, 2003;
representing commitments not recorded on the balance sheet
but potentially triggered by future events, including abliga-
tions to make payment on behalf of other parties and financ-
ing,arrangements to secure obligations, were as foliows:

Explration within

Total 2004  2005-2006 2007-2008  and be;?::a
Letters of credit {non-debt) @ $ i85 $18g $ — 5 — 5 -
Letters of credit (long-term debt) - interest coverage ® 13 13 - - -
Surety bonds ¢ 555 330 92 4 129
Performance guarantees ) 201 - _ - 201
Energy marketing contract guarantees @ 26 205 1 - -
Nuclear insurance guarantees (0 1710 - - - 4710
Lease guarantees ‘g 22 - 2 - 20
midwest Generation Capacity Reservation Agreement guarantee i 32 3 7 8 14
Jotal commercizl commitments $2,934 5736 4112 $12 $2,074

{a) tetters of credit (non-debt)—Exelon and casain of it subsidiaries maintain nan-debt letters of credit t3 provide cedls suppor for cenain transactions as requested by third
partes. As of December 31, 2003, Exelon had 5146 million of outstanding letters of credit {Dom-debt} Issued under its $1.5 billion credit agreemenss, Guarantees of $102 milllen
have been Issued to provide support for certain letters of credit as required by third pastles.

{b} Letters of credit (long-term debt} interes: coverage—Reflects the interest covesage portion of ietters of credit supporting floating-rate poliution contiol bands. The prinapal
amount of the floeting-rate paliution control bonds of $353 mlilton, s reflected in long-term dek: in Exelon’s Cansolidated Balanze Sheet,

i) Surety bords—Guarantees issued related to contract and commercial surety bonds, exciuding bid bonds.

{d} Performance guarantees—Guarantees issued to ensure execution under specific contracts,

{e} Energy marketing contract guarantees—Guarantees issued to ensure performance under energy commodity contracts.

{f} Muclear insurance guaraniees—Guarantees of nuclear tnsurance tequired under the Price-Anderson Azt $1.0 bifiion of this total exposure Is exemnpt from the $4.5 billlon PUHCA

guarantee fimit by SEC rule.
{g) Lease guarantees—Guarantees issued to ensure payments on bullding leases.

) Midwest Generation Capadity Resetvation Agreement guaraniee—in connection with ComEd's agresment with the City of Chicago entered into on February z0. 2003, Midwest
Generation assumed from Chicago a Capactity Reservation Agreement that Chicago hag entered Inta with Calumet Energy Team, LLC. ComEd will teimburse Chicago fer any
nonperformance by Midwest Generation under the Lapacity Reservation Agreement Linder FIN No. 45 53 millian is included as a Nzbility on Exelon's Consalidated Balance

Sheets at December 31, 2003.

Additionally, Exeion could be required to guarantee up to an additional $42 million related to varicus construciion and tax obli-

gations associated with the Boston Generating facilities.



Environmental ssues

Exelon’s operations have in the past and may in the future
require substantial expenditures in order to comply with
environmental laws. Additionally, under Federal and state
environmental laws, Exelon, through its subsidiaries, is gen-
erally liable for the costs of remediating environmental con-
Tamination of property now or formerly owned by Exelon
and of property contaminated by hazardous substances
generated by Exelon. Exelon owns or leases a number of real
estate parcels, including parcels on which its operations or
the operations of others may have resulted in contamination
by subsiances that are considered hazardous under
environmental laws. Exelon has identified 66 sites where
former manufactured gas plant (MGP) activities have or may
have resulted in actual site contamination. Of these 66 sites,
the illinois Environmental Protection Agency and the
Pennsylvania Department of Environmental Protection have
approved the cleanup of 9 siles, and of the remaining sites,
57 are currently under some degree of active study and/or
remediation. Exelon is currently involved in a number of
proceedings relating to sites where hazardous substances
have been deposited and may be subject to additional pro-
ceedings in the future.

As of December 31, 2003 and 2002, Exelon had accrued
$12g millian and $156 million, respectively, for environmental
investigation and remediation costs, including $105 million
and $125 million, respectively, for MGP investigation and
remediation that currently can be reasonably estimated. In-
cluded in the environmentai investigation and remediation
cost obligations as of December 31, 2003 and 2002 are $105
miliion and %97 million, respectively, that have been re-
corded on a discounted basig (reflecting discount rates of
5.0% in 2003 and from 5.0% to 4:6% in 2002), Such estimates
before the effects of discounting were $138 millicn and $138
million at December 33, 2003 and 2002, respectively
(reflecting inflation rates of 2.5% in 2003 and from 1.6% to
2.5% in 2002). Exelon cannot reasonably estimate whether it
will incur other significant liabilities for additional inves-
tigation and remediation costs at these or additional sites
identified by Exelon, environmental agencies or others, or
whether such costs will be recoverable from third parties in-
cluding raiepayers.

As of December 31, 2003, Exelon anticipates that pay-
ments related to the discounted environmental inves-
tigation and vemediation costs, recorded on an
undiscounted basis were:

2004 S 19
2005 23
2006 20
2007 9
2008 6
‘Rernaining years &1
Total payments 5138

Notes 1o Consolidated Finandal Stazements
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in December 2003, PECO updated its accounting estimate
refated to the reserve for environmental rernediation. Based
on an update of an independently prepared environmental
remediation study on 27 MGP sites, PECO increased the envi-
ronmenial reserve by $18 million, with an offsetting increase
io the MGP regulatory asset. See Neie 20—Supplemental
Financial Information for further discussion of the MGP
reguiatory asset.

Leases

Minimum future operating lease payments, including lease
payments for vehicles, real estate, computers, rail cars and
office equipment, as of December 31, 2003 were:

2004 549
2005 49
2006 47
2007 43
2008 43
Remaining years 512
Total minimum future lease payments@ $743

{a} Generation's tolling agreermnents are accounted for as operating leases and are re-
flected as net capacity purchases in the energy commitnents table above.

Rental expense under cperating leases totaled $57 million,
485 million, and $75 million in 2003, 2o02, and 2007,
respectively.

Litigation

Retail Rate Law. \n 1996, several developers of non-utility
generating facilities filed litigation against various lllincis
officials claiming that the enforcement against those facili-
ties of an amendment to Nllinois law removing the entitle-
ment of those facilities to state-subsidized payments for
electricity sold to ComEd after March 15, 1996 violated their
rights under the Federal and state constitutions. The devel-
opers also filed suit against ComEd for a declaratory judg-
ment that their rights under their contracts with ComEd
were not affected by the amendment and for breach of con-
tract. On November 25, 2002, the court granted the devel-
opers’ motions for summary judgment. The judge aiso
entered a permanent injunction enjoining ComEd from re-
fusing to pay the retail rate on the grounds of the amend-
ment and [llincis from denying ComEd a tax credit on
account of such purchases. ComEd and lllinois have each
appealed the ruiing. ComEd believes that it did not breach
the contracts in question and that the damages claimed far
exceed any loss that any project incurred by reason of its in-
eligibility for the subsidized rate. ComEd intends to prose-
cute its appeal and defend each case vigorously. While
ComeEd cannot currently predict the outcome of this action,
Exelon does not believe that it will have a material adverse
impact on its results of operations.
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Cotier Corporation Litigation. During 1989 and 1ggs3, actions
were brought in Federal and state courts in Coiorado against
LomEd and its subsidiary, Cotter Corporation (Cotter), seek-
ing unspecified damages and injunctive relief based on aile-
gations that Cotter permitted radiocactive and other
hazardous material to be released from its mill into areas
owned ot occupied by the plaintiffs, resuliing in property
damage and potential adverse nealth effects. Several of
these actions resulted in nominal jury verdicts or were set-
tled or dismissed. One action resulted in an award for the
plaintiffs for a more substantial amount, but was reversed
on April 22, 2063 by the Tenth Circuit Court of Appeals and
remanded for retrial. An appeal by the plaintiffs to the
United States Supreme Court was denied on November 1,
2003. No date has been set for a new trial.

On February 18, 2000, ComEd sold Cotter to an un-
affiliated third party. As part of the sale, ComEd agreed to
indemnify Cotter for any liability incurred by Cotter as a re-
sult of these actions, as well as any lability arising in con-
nection with the West Lake landfill discussed in the next
paragraph. In connection with Exelon’s 2001 corporate re-
structuring, the responsibility to indemmnify Corter for any
liability refated to these matters was transferred by ComEd
to Generation:. Generation cannot predict the ultimate out-
come of the cases.

The U.S. Environmental Protection Agency (EPA) has ad-
vised Cofter that it is potentially liable in connection with
radialegical contamination at a site known as the West Lake
Landfil! in Missouri. Cotter is alieged to have disposed of
approximately 39,000 tons of soils mixed with 8,700 tons of
leached barium sulfate at the site. Cotter, along with three
other companies identified by the EPA as potentially respan-
sible parties (PRPs), has submitted a draft feasibility study
addressing options for remediaticn of the site. The PRPs are
also engaged in discussions with the State of Missouri and
the EPA. The estimated costs of remediation for the site
range from $o 1o $87 million. Once a remedy is selected, it is
expected that the PRPs will agree on an allocation of
responsibility for the costs. Until an agreement is reached,
Generation cannot predict its share of the costs.

Raytheon and Mitsubishi Litigation. In May 2002, Raytheon
Corporation (Raytheon) filed an arbitration against Sithe
Fore River Development, LLC (now Fore River Develepment,
LLC) in the Intemational Chamber of Commerce Court of
Arbitration (Arbitration Court). Raytheon is seeking equitable
relief and damages totaling over $45 miillion for alleged
owner-caused performance delays and force majuere events
in connection with the Fore River Power Plant Engineering,

Procurement & Consiruction Agreement (EPC Agreement).
The EPC Agreement, executed by a Raytheon subsidiary and
guaranteed by Raytheon, governs the design, engineering,
construction, start-up, testing and delivery of an Boo-Mw
combined-cycle powet plant in Weymouih, Massachusetts.
Hearings by the Arbitration Court with resnect to lizbility
were held in January and February 2003. On May 12, 2003,
the Arbifration Court issued an interim order finding in favor
of Raytheon on liability, but limited the grounds upon which
Raytheon could claim schedule and cost relief. The Arbi-
tration Court ordered the parties to proceed to 2 damages
phase to determine what, if any, damages Raytheon may
Tecover. Hearings by the Arbitration Court with tespect to
damages were conducted in june and July 2003 and a final
decision is expected in the first quarter of 2c04.

in a related proceeding, on October 2, 2003, Mitsubishi
Heavy Industries, LTD (MHI} and Miisubishi Heavy industries
of America (MHIA) filed an action in the New York Supreme
Court against Fore River Development, tLC and Muystic
Development, LLC (collectively, the Project Companies) seek-
ing to enjoin these indirect subsidiaries of Generation from
drawing upon letters of credit posted to guarantee MHI's
performance under certain gas turbine contracts. MHI and
MHIA also is seeking $34 million from these entities in con-
nection with work performed on these contracts. The Project
Companies filed a third-party complaint against Raythecn,
claiming that Raytheon was responsible for the MHI and
MHIA cantracts.

On August 29, 2003, Raytheon filed an action against the
Project Companies and BNP Paribas in the Massachusetts
Superior Court {Superior Ceurt) alieging that the Project
Companies and BNP Paribas had fatled to provide adequate
assurance that Raytheon would be paid the remaining
amournts due under the Fore River and Mystic EPC contracts.
Raytheon is seeking: (1) an injunction preventing the Project
Companies and BNP Paribas from drawing upon certain let-
ters of credit guaranteeing Raytheon's performance; (2) the
Tight to terminate the construction contracts; and (3} an or-
der allowing Raytheon to seize project funds totaling
approximately S4c million. Raytheon subsequently dis-
missed BNP Paribas from the litigation. On November 25,
2003, the Massachusetts Superior Court dismissed Ray-
theon's claims in Massachusetts holding that Raytheon's
claims should have been brought in the New York Supreme
Court proceeding. As a result of this decision, ait of the Titi-
gation was transferred and consolidated into the New York
Supreme Court action and all parties have moved for sum-
mary judgment. The court has not yet issued any decision.



Clean Air Act. On June 1, 200, the EPA issued to a subsidiary
of the Company a Notice of Violation (NOV) and Reporting
Requirement pursuant to Sections 13 and 114 of the Clean Air
Act. The NOV alieges numeraus exceedances of opacity limiis
and violations of cpacity-related monitoring, recording and
reparting requirements at Mystic Station in Everett, Massa-
chusetts. On January 8, 2002, the EPA indicated that it had
decided to respive the NOV through an administrative com-
pliance order and a judicial civil penalty action. in March
2002, the EPA issued and Mystic |, LLC, doing business as
Mystic Generating (formerly known as Exelon Mystic Gen-
erating, LLO) (Mystic), a wholly owned subsidiary of the
Company, voluntarily entered a Compliance Order and Re-
nortting Requitement (Order] regarding Mystic Station. Un-
der the Order, Mystic Station installed new ignition
equipment on three of the four units at the plant. Mystic
Station also undertook an extensive opacity monitoring and
testing program for all four units at the plant to help de-
termine if additional compliance measures are needed. Pur-
suant to the requirements of the Order, the subsidiary
switched three of the four units to a lowert sulfur fuel oil by
September 1, 2002. The Order did not address civil penalties.
By letter dated April 21, 2003, the United States Department
of justice notified the subsidiary that, at the request of the
EPA, it intended to bring a civil penalty action, but alse of-
fered the opportunity to resoive the matter through settie-
ment discussions. Mystic has entered into a consent decree
with the EPA and the Department of Justice, the net dis-
counied cost of which is approximately $4 millien. The con-
sent decree is subject to the approval of the United States
District Court of the District of Massachusetts.

Real Estate Tax Appeals. PECO and Generation are each £nal-
lenging real estate taxes assessed on nuclear plants since
19G7. PECO is invelved in litigation in which it is contesting
taxes assessed in 1997 under the Pennsylvania Public Utility
Realty Tax Act of March 4, 1971, as amended (PURTA) and has
appeaied iocal real estate assessments for 1998 and 1999 on
the timerick Generating Station (Montgomery County, PA}
{Limerick) and Peach Bottom Atomic Power Siation {York
County, PA) {Peach Bottom) plants. Generation is involved in
real estate tax appeals for 2000 through 2003, alse regard-
ing the valuation of its Limerick and Peach Bottom plants, its
Quad Cities Station (Rock Island County, IL) and, through its
wholly owned subsidiary AmerGen, Three Mile Island Nu-
clear Station {Dauphin County, PA).

During 2063, upon compietion of updated nuclear piant
appraisal studies, Exelon recorded reductions of $74 million
to reserves recorded for exposures associated with the real
estate taxes. While Exelon believes the resulting reserve bal-
ances as of December 31, 2003 reflect the most likely prob-
able expected outcome of the litigation and appeals
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proceedings in accerdance with SFAS No. 5, “Accounting for
Contingencies,” the ultimate outcorne of such matters could
result in additional unfavorable ar favorable adjustments to
the consclidated financial statements of Exelon, and such
adjustments could be material.

General. Exelon is involved in various.other litigation matters
that are being defended and handied in the ordinary course
of business, and Exelen maintains accruals for such costs
that are probable of being incurred and subject to reason-
able estimatiori. The ultimate outcorne of such matters, as
well as the matters discussed above, while uncertain, is not
expected to have a material adverse effect on Exelon's finan-
cial condition or results of operations.

Capital Commitments

Exelon has a 74% interest in Southeast Chicago, which owns a
peaking facility in Chicago. Southeast Chicago is obligated to
make equity distributions of $51 million over the next 20 years
to the party, which is not affiliated with Exelon, which owns
the remaining 26% interest. This amount reflects a return of
that party’s investment in Southeast Chicago. Exelon has the
right to purchase, generally at a premiumn, and the other party
has the right to require Exelon to purchase, generally at a dis-
count, the 26% interest in Southeasi Chicage. Additionally,
Exelon may be required to purchase the remaining 26% inter-
est upon the occurrence of certain events, including Exelon's
failure to maintain an investment grade rating. In con-
junction with the adoption of SFAS Ne. 150 on July 1, 2003,
Exelon reclassified the minority interest associated with
Southeast Chicago to a long-term liability. The total minerity
interest related to Southeast Chicago was $51 million as of
December 31, 2003. Prior periods were not restated.

Exelon has committed to making an additional invest-
ment in the Aladdin therma! facility in 2004 of approx-
imately $19 million for the repayment of debt, which may
tesult in prepayment penalties and the need for additional
investment. See Note 2 - Acquisitions and Dispasitions for
further information regarding agreement to sell the Aladdin
thermal facility.

Credit Contingencies

Dynegy. Generation is a counterparty to Dynegy in various
energy transactions. In early July 2002, the credit ratings of
Dynegy were downgraded by twa credit rating agencies to
below investment grade. As of Decernber 31, 2003, Exelon has
credit risk associated with Dynegy through Generation’s in-
vestment in Sithe. Sithe is a 60% owner of the Independence
generating station, a 1,028-MW gas-fired facility that has an
energy-only long-term tolling agreement with Dynegy, with
a related financial swap arrangement. Sithe has entered into
a contract to purchase the remaining 40% interest of the
Independence generating station. As of December 31, 2003,
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Sithe had recognized an asset on its balance sheet related to
the fair market value of the financial swap agreement with
Dynegy that is marked-to-market under the terms of SFAS
No. 133. If Dynegy were unable to fulfill the terms of this
agreement, Sithe would be required to impair this financial
swap asset. Exelon estimates, as a 50% owner of Sithe, that
the impairment would result in an afier-tax reduction of its
net income of approximately $5 mitlion.

In addition to the impairment of the financial swap as-
set, if Dynegy were unable to fulfill its obligations under the
financial swap agreement and the tolling agreement, Exelon
would likely incur a further impairment associated with the
independence plant. Depending upon the timing of Dyne-
gy's failure to fulfili its obligations and the outcome of any

restructuring initiatives, Exelon could realize an after-tax

charge of up to $30 million, net of a FIN No. 45 guarantee
recorded in connection with Cenerafion’s sate of so% of
Sithe to Reservoirn. In the event of a sale of Exelon’s invest-
ment in Sithe to a third party, proceeds from the sale could
be negatively affected by up to $74 million, which would rep-
resent an after-tax loss of up to $43 million. Additionally, the
future economic value of AmerGen's purchased power ar-
rangement with (llinois Power, a subsidiary of Dynegy, could
be affected by events related to Dynegy's financial condition.
On February 3, 2004, Dynegy announced an agreement to
sell its subsidiary lllinois Power Company to a third party,
which, upon closing of the transaction, would reduce Gen-
eration’s credit risk associated with Dynegy.

Midwest Generation. On February 20, 2003, ComEd entered
into separate agreements with Chicago and with Midwest
Ceneration (Midwest Agreement}). Under the terms of the
agreement with Chicago, Comtd will pay Chicago $6o0 mil-
lion aver ten years ($6 million was paid during 2003) and be
relieved of a requirement, originally transferred to Midwest
Generation upen the sale of ComEd's fossii stations in 1994,
to build a2 so0-MW generation facility. Under the Midwest
Agreement, ComEd received $32 million fram Midwest Gen-
eration during 2003 to relieve Midwest Generation’s obliga-
tion under the fossil sale agreement. Midwest Generation
aiso assumed from Chicago a Capacity Reservation Agree-
ment that Chicago had entered into with Calumet Energy
Team, LLC (CET), which is effective through June 2012, ComEd
is obligated to reimburse Chicago for any nonperformance
by Midwest Generation under the Capacity Reservation
Agreement and paid approximately $2 million for amounts
owed to CET by Chicago at the time the agreement was exe-
cuted. In 2003, ComEd recorded a guarantee liability of 54
million under the provisions of FIN No. 45 related to its
obligation to reimburse Chicago for any nonperformance by
Midwest Generation. The value of this guarantee liability
was $3 million as of December 31, 2003. The net effect of the

settlement to ComEd will be amortized on a straight-line
basis over the remaining life of the franchise agreement
with Chicago.

Income Tax Refund Claims

ComeEd and PECO have entered into several agreements with
a tax consultant related to the filing of refund claims with
the IRS and have made refundable prepayments of 511 mil-
lion and %1 miltion, respectively, during 2003 for potentiai
fees associated with these agreements. PECO made $4 mil-
lion in refundable prepayments associated with these
agreements prior to 2003. The fees for these agreements are
contingent upon a successful outrome and are based upon a
percentage of the refunds recovered from the IRS, if any. As
such, ultimate net cash cutfiows to Exelon related to these
agreements wili either be positive or neutral depending
upon the outcome of the refund claim with the IRS. These
potential tax benefits and associated fees could be material
to the financial pasition, results of operations and cash flows
of Exelon. ComEd's tax benefits for periods prior to the
Merger would be recorded as a reduction of goadwill pur-
suant to a reallocation of the Merger purchase price. Exelon
cannot predict the timing of the final resclution of these
refund claims.

Derivatives

PETT has entered into floating-to-fixed interest-rate swaps
to manage interest rate exposure associated with the
floating-rate series of transition bonds issued to securitize
PECO's stranded cost recovery. These interest-rate swaps
were designated as cash-flow hedges. These interest-rate
swaps had an aggregate fair market value exposure of 1
million at December 31, 2003. As of Decermnber 31, 2003, PETT,
a wholly owned su'bsidiary, was deconsolidated from the fi-
nancial statements of PECO.
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For the Years Ended

December 31,
2003 2002 2001
For the Years Ended Other, net
2003 muzecemb:;i:" Investment income $ 7 S8 547

Deprecation, amartizatier xad Cain {loss) on disposition of assets,

acoretion net {2z5) 2o A
Property, plant and equipment &} 5736 5729 S 6g7 Write-down of impaired
Regulatory assets 3Bo 472 445 investments (303} (a7 (36}
Nuciear fuel 396 174 393 AFUDC, equity and borrowed o g 18
Decommissioning «! 156 126 144 Reserve for potential plant
Goodwill - - 155 disallowance 12 {12) ~
Other 10 - - Other 8 N 46
Total depreciation, amortization Total $(187) 5300 $79

and accretion S8 1,700 51,834 {a) In 2003, the deb: partion of AFUDC af 56 miliion was Tecorded as a non-cash credit

{a) Includes amortization of capitalized software cosis

{v) influded m aperating and maintenance expense in the Consclidated $tatements
of Income.

{t) Priot to the adoption of SFAS Nb. 143 on lanuarny 1, 2005 these amounts were te-
corded in depresiazion expense. Lipon adopiion of SFAS No. 143, these amounts
were recorded 1n operating and maintenance expense In Exelon's Cansalidated

tatements of mcome, See Note 33 ~ Nuclear Decommissioning and Spent Fuel
Storage for further discussion of the adoption of SFAS No.1a3.

For the Years Ended
December 31,
2003 2002 00

Tdass ot ur T ae g
Utitity ) $440 5439 $377
Real estate 65 149 140
Payrall g2 g8 88
Cther ®) (16) 23 18
Total 5581 sSyog 8623

{a} Municipal and state utility taxes are aiso recorded i tevenues on Exelor’s Con-
solidated Staterments of Income.

{t) includes a credtt of $25 million in 2003 due to a favarable settlernent of coal use
tax 1ssues at LomeEd related to periods prior to the Merger,

Suppliemental Cash Fiow information

10 INIaTAST expense,

For tha Years Ended December 31,

2003 2052 2001
{ash paid during the year:
Intetest (net of amount capitalized) $8o1 $905 5963
Income taxes (net of refunds) $728 $ 614 $749
Nor-cash investing and financing activities:
Requlatory asset fair value adjustment $ - 5 - 9347
Resolution of certain tax matters and Merger severance adjustment - 14 -
Purchase accounting estimate adjustments 59 - {83)
Capital lease obligations - 52 -
Issuance of InfraSource stock - - 35
Contribution of land from minority interest of consolidated subsidiary - 12 -
Note received in connection with the sale of Sithe to Reservoir 92 - -
Note issued to Sithe in the Exelon New England acquisition 2 534 -
Issuance of note payabte to acquire synthetic fuei interests 238 - -

127



128

Notes to Conselidated Finandal Statemanis
EXZLON CORPORATION ANMD SUSSIDIARY COMPANIES

supplemental Balance Sheet information

Decembear 3,
2003 2002

Inyesimenis
Direct financing leases $465 $ 445
Energy services and other ventures 70 77
A$ordabie housing projects 7 32
Investment in subsidiaries and joint ventures i 73 i
Investnent in EXRES SHT, inc. & 47 -
Investment in Sithe ® - 478
Investment in AmerCen © - 165
Communication ventures 3 39
Total S 837 31.403

{a} tncludes investments in fnancing trusts which were nat consobdated within the
#nancial statements of Exelan a2 December 31, 2003 pursuant ta the provisions of
Ein NE. 46-R. See Note 1—Signihicamt Arcounting Palioies Tor further dvoussron of
the effects of FIN No. 46-R.

(o) On November 25 2003, Generation, Reservorr and Stthe completed 2 series of
transactions that restructured the ownershrp of Sithe, with Generat:on continuing
0 owh 3 50% thterest in Siihe threugh EXRES SHL, inc. Se2 Note 3—3ithe for fur
ther information on these transacrions.

{€) On December 22, 2003, Ceneration purchased British Enetgy’s 5% intetest 1m
Amergen, See Note 2—Acquisitions and Dispasitions for further fnformation,

Prior to the Merger, Unicom entered inte a like-kind ex-
change transaction pursuant fo which appreximately $1.6
billion was invested in passive generating station leases with
two separate entities unrelated o Exelon. The generating
stations were leased back to such entities as part of the
transaction. For financial accounting purposes, the invest-
ments are accounted for as direct financing lease invest-
ments. Unicom Investments, Inc. holds the leasehold
interests in the generating stations in several separaie
bankruptcy remote, special purpose companies it directly or
indirectly wholly owns. Under the terms of the Jease agree-
ments, Exelon received a prepayment of $1.2 billion in the
fourth quarter of 2000, which reduced the investment in the
lease. The remaining payments are payabte at the end of the
thirty-year lease and there are no. minimum scheduled lease
payments to be received over the next five years. The
components of the net investment in the direct financing
leases were as foliows:

December 33,
2003 2002

Tatal minimurm lease payments 9492 51492
Less: unearned income 1,027 1047
Net investment in direct finanzing leases $ 465 5 445

The following tables provide infarmation about the regu-
latory assets and liabilities of ComEd and PECO as of De-
cember 31, 2003 and 2002.

Decernber 31,
ComEd 2003 2002
Regulatory assets (liabilities)
Nutlear decormmissioning ${1,183) 5 -
Remaval costs fom3) {933}
Reacquired debt costs and interest-rate swan

sertiements 172 84

Reroverable ransition costs 3 175
Deferred income taxes (611 (68}
Nuclear decamrnissioning costs for retired plants - 248
Other 23 8
Totai siBo1)  5i4B6)

Decemibar 31,
PECO 2003 2002
Regulatory assets
Competitive transition chargas $4.303 54,639
Deferred income taxes 762 729
Non-pension postretitement benefits 58 64
Reacquired deht costs 49 53
MOCP regulatory asset 34 0
DOE facility decommissioning 26 32
Nuclear decommissioning (12} -
Other 6 g
Long-term regulatary assets 5226 5.546
Deferred energy costs {current asset) 81 3
Total $5307  $35577

Nuclear Decommissioning Costs. These costs represent the
amount of future nuclear decommissioning costs that ex-
ceed {regulatory asset) or are less than (requlatory liability)
the associated decommissioning trust fund assets. ComEd
and PECO believe the trust fund assefs including any future
collections from ratepayers will equal the associated future
decommissioning costs. See Note 13—Nuclear Decom-
missioning and Spent Fuel Storage.

Removal Costs. These amounts represent funds received
from ratepayers to cover the future removai of property,
plant and equipment. See Note &—Property, Plant and
Equipment for further information.

Reacquired Debt Costs and Interest-Rate Swaps. The re-
acquired debt costs represent premiums paid for the early
extinguishment and refinancing of long-term debt, which is
amortized over the life of the new debt issued to finance the
debt redemption. Interest-rate swap settlements are de-
ferred and amortized over the period that the related debt is
outstanding.

Recoverable Transition Costs. These charges, related to the
recovery of ComEd’s former generating plants, are amortized



based on the expected return on equity of ComEd in any
given year. Comfd expects to fully recover and amortize
these charges by the end of 2006, but may increase or de-
crease its annual amortization to maintain fts eamings
within the earnings cap pravisions established by [llinois leg-
istation. See Note 4—Regulatery Issues for discussion of re-
coverable transition cost amortization.

Deferred Income Taxes. These costs represent the difference
between the method in which the regulator allows for the
Tecovery of income taxes and how income taxes would be
recorded by unregulated entities. These regulatory assets
and liabilities associated with deferred income taxes, re-
corded in compliance with SFAS No. 71 and 5FAS No. 10g, in-
clude the deferred tax effects associated principally with
liberalized depreciation accounted for in accordance with
the ratemaking policies of the ICC and PUC, as well as the
revenue impacts thereon, and assume continued recovery of
these costs in future rates.

Competitive Transition Charges. These charges represent PE-
CO's stranded costs that the PUC determined would be
recoverable through regulated rates. These costs are related to
the deregulation of {he generation portion of the electric
utility business in Pennsylvania. The CTC includes intangible
transition property sold to the PETT, a subsidiary of PECO, in
connection with the securitization of PECO's stranded cost re-
covery. These charges are being amortized through December
31, 2010 with a return on the unamortized baiance of 10.75%.

Non-Pension Postretirement Benefits. These costs are the re-
suit of transitioning to SFAS No. 106 in 1993, which are
recoverable in rates.

MGP Regulatory Asset. These costs represent estimated envi-
ronmental remediation costs which are recoverable through
regulated rates, PECO has identified 27 sites where former
MGP activities have or may have resulted in site con-
tamination.

DOE Facility Decommissioning. These costs represent PECQO's
share of recoverable decommissioning and decontamination
costs of the DOE nuclear fuel enrichment facilities estab-
tished by the National Energy Policy Act of 1gg2,

Recovery/Settlement of Regulatory Assets and liabilities. The
regulatory assets related to the nuclear decommissioning

Notes to Consolidated Financial Statements
EXELON CORPORATION AKND SUBSIDIARY COMIANIES

costs and deferred income taxes did not require a cash out-
lay of investor supplied funds; consequently, these costs are
not earning a rate of return. Recovery of the regulatory as-
sets for loss on reacquired debt and recoverable transition
costs is provided for through regulated tevenue sources.
Therefore, they are earning a rate of return.

Deferred Energy Costs (Current Asset). These costs represent
fuel costs recoverable under the purchase gas adjustment
clause.

December 35,
1003 2002

AccTued expenses

Taxes accrued - §304 5420
Interest accrued 247 307
Oiner azerued expenses &77 627
Total 51,228 51,384

NOTE 27+ SECMENT INFORMATION

Exelon operates in three business segments: Energy Delivery
(ComeEd and PECO), Ceneration and Enterprises. Exelon eval-
uates the performance of its business segments based on
net income.

Energy Delivery consists of the retail electricity dis-
tribution and transmission businesses of ComEd in northern
Minois and PECO in southeastern Pemnsyivania and the
natural gas distribution business of PECO located in the
Pennsylvania counties surrounding the City of Philadelphia.
Generation consists of electric generating facilities, energy
marketing operations and Exelon's interest in Sithe. Enter-
prises consists of competitive retail energy sales, energy and
infrastructure services, 2 commurications joint venture and
other investments weighted towards the communications,
energy services and retail services industries. In September
2003, Enterprises sold the electric construction and services,
underground and telecom businesses of infraSource, Inc. In
December 2003, Enterprises signed agreements to sell the
Chicago operations and the Aladdin thermal facility of
Thermal and certain direct investments held by Enterprises.
In 2004, Exelon Energy Company will become part of Gen-
eration, and Enterprises will continue to pursue oppor-
tunities to sell other Enterprises businesses.
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An analysis and reconciliation of Exelon’s business segment information to the respective information in the consolidated

financial staternents were as follows:

Energy intersegment

Delivery  Generation Enterprises  Corporate Ellminations  Zensolidated
Toty jeveries
2003 $10202 S 835 S1757 5 402 ${4,684) $ 15,812
2002 10457 688 2033 346 (a.739) 14955
200 10,171 6,826 2,292 34 (4.712) 14,918
Intersegment ipveniaes,
2003 $ 76 $ 4125 $ 8 5 398 $(4.684) & _
2002 76 4227 g7 341 (4,741} -
2000 _ _ 94 . 4103 79 337 (4,713) -
Deprerianion ind ammernzation:
2003 $ B73 $ 1wg $ 26 ¢ 28 $ - $ 1126
2002 978 276 55 31 - 1,340
2001 1,081 282 69 17 - 1,449
Operatiing <xpenses:
2003 $ 7579 ¢ 8329  Sugg S 472 5(4685)  $ 1364
2002 7597 6349 2047 402 {4.739) 1,656
2001 7.578 5,954 2,369 37 (4.716) 11,556
Inieiect expense:
2003 $ 747 S 8 0§ w5 45 5 (g % 8%
2002 854 75 % 74 (51) 966
2001 ‘ 973 a5 37 133 (151) 1107
Bienme taves:
2003 S n8 % f7e) $ B 0§ [y} ¢ - 0§ 3
2002 765 =7 69 (53) - 998
2001 ] 703 327 {43) {56) - 9N
Tumtliative effact of cnanges in accounting piincipiey-
2003 $ 5 $ w8 5 f) 5 - 5 - % m
2002 - 3 {243) - - (230)
2001 - 12 - - - 12
Net incormed (9 ]
2003 J8owrs 5 (33 S (38 5 () 8 - $ 903
2002 1,268 400 (178} (50} - 1,440
2001 1,022 524 (83} 133 - 1,428
Tapitat eypenditures:
2003 S5 962 5 953 S 1 5 oz 3 - $ 1954
2002 1,041 ggo 44 75 - 2,150
2001 1105 8c8 61 64 - 2,088
Tetal a8s0Ts:
2003 $28297 514764 5 8;1 SS9 5 - S 41,941
2002 27,036 10,905 1,297 (1369) - 37.869
2001 26,590 8148 1,743 {1.509) - 34,969

(1) 5433 millior. 3435 Milllon and 5373 million in utility taxes were included In Energy ventures and other investments of $(5) millien, $3 million,

Celivery’s revenues and expenses for 2003, 2002 and 2007, respectively.

and $(1g) million for 2003, 2002, and 200, respectively, are

included in Enterprises’ net loss. Equity in earnings {losses)

Equity in earnings of AmerGen, prior to the acquisition of
British Energy’s 50% interest in December 2003, and Sithe of
549 million, $87 million, and $go million for 2003, 2002, and
200, respectively, are included in Generation's net income
(loss). Equity in earnings (losses) of communications joint

of affordable housing investmenis of $(10) milkion, ${17) mil-
lion and $(g} million for 2003, 2002 and 2001, respectively,
are included in Corporate’s net loss.,



MOYE 21+ RELATED PARSTY TRANSACTIONS

Exelon’s financial statements reflect related-party trans-
actions with unconsolidated affiliates as refiected in the ta-
bles below. Exelon accounted for its investment in AmerGen
as an equity investment prior to the acquisition of British
Energy’s 50% interest in Decernber 2003.

For the Years Ended December 31,

2003 002 2001

Purchased power from AmerGend  §382 273 $57
Interest income from AmerGent 1 2 -
Inzerest income from Sithet! - - 2
Interest expense to Sithels) 9 2 -
Interest expense to PECO Energy

Capital Trust IV 3 - -
Services provided to AmerGenlé! m 70 8o
Services provided to Sithel - 1 -
Services provided by Sithe!® - 3 -

Notes to Jonsatidaied Finansial Statements
SRELON CORPORATION AND SUESIDIARY COMPANIES

Effective July 1, 2003, PECO Trust IV, a financing sub-
sidiary created in May 2003, was deconsclidated from the
financial statements in conjunction with the adoption of FIN
No. 46. Additionally, effective December 31, 2003, ComEd
Financing Il, ComEd Financing I, Coméd Funding, LLC,
ComEd Transitional Funding Trust, PECO Trust Ill and the
PETT were deconsolidated from the {inancial statements of
Exelon in conjunction with the adoption of FIN No. 46-R. As
a result, over $6 billion of debt was recorded as debt to fi-
nancing trusts within the Consolidated Balance Sheets as of
December 31, 2003. Prior periods were not restated.

December 31,
2003 2002

Receivables from affiliates {current)

ComEd Transitionai Funding Trust
Investment in subsidiaries

ComEd Funding LLC

Comkd Financing Il

ComEd Financing Il

PECO Energy Capital Corp

PECO Energy Capital Trust IV
Receivable from affiliates (noncurrent}

Comed Transitional Funding Trust

PECO Energy Transition Trust
Payables to affiliates (current)

ComEd Financing il

ComEd Financing 1l

PECO Energy Capital Corp

PECOC Energy Capital Trust It
Long-term debt to financing trusts (including due within cne year)

ComEd Transitional Funding Trust

ComkEd Financing It

ComeEd Financing !l

PECC Energy Transition Trust

PECO Energy Capital Trust IV

PECO Energy Capital Trust Ili

L] -

1,676 -
155 -
206 -
3,849 -
103 -
8 -

ik
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December 3i,
2003 2002

Net receivabie from AmerGen(.26} s - S 39
Net payable 1o Sithe'. 2 & _ .
MNote receivable from Sithels! 3 N
Note payable tc Sithef 90 -
Note receivable from EXRES SHC, Inc.be) 92 N

{1} Seneration entered Int3 PPAS dated Jure 26, 2003, December 18, 2001 and Novernber 22, 1999 with AmesGen, Ceneration agreed to purchase 160% of the energy generated by
Qyster Creck through April 5. 2099, Generation agreed ta putchase fram AmerGen all the anergy from Uni No. 1 3t Thrae Mile island Nucleat Station fiom Januaty 1 2002
wntaugh December §;, 2012, Generation agreed to purchase all of the ressdual energy from Clinton not sold 1o fWlinois Pawer through Decermber 31, 2504 Cumently, the residual
output is appraximately 31% of the total sutput of Clinton. Sar Nete 2—Atquisitions and Dispositians 17 a description of Generatian's purcnase of British Energy’s interestin
Amertn in Decemnber 2003

{2) In Febniary 2002, Generanon entared {nto an agiesmnent 15 1oan AmerGen up to 575 millian a1 n interest rate equal 0 the +-month London Interbank Offertng Rate plus 2.25%.
In July 2002, the iimt of the [oan agreement was sncreased 1o 5100 millian and the matunty date was excended to July 1, 2003. The principal balance of the loan was repaid in
fullin 2003

{3) 11 August 2003, Exelon loaned Sithe $150 million. The note, which bore inierest at the Eurcdallar rate, phus 2.25%, was Tepaid 1n December 2001 with the proceeds of bank

barrawings. In connection with the bank barsowings. Exelon provided the lenders with a suppor: letter conhrming fts nvestment in Sithe and Exelon’s agreement to maintain a

postrive net worth of Sithe.

Ungur the terms of the agreement to acqyirs Exelon New England dated Novernber 1. 2002, Generation tssued a $532 million note to be paid n full an hune 13, 2003 to Stche, In

June 2003, the principal of the note was increased 52 smiilion, and the payment terms of the note were changed, Generation paid 5546 million of principal in 2003 with the bal-

ance of the note to be paid by Decernber 3, 2024, certain Nquld!ty requitemants or upan a change of contral of Generation, Exelon has committed to pay down approximately

530 million of the nate Zuring the first six months af 2004 to fund Sithe'’s expacted acquisition of the 40% of Sithe/Independence Power Partness, LP, that it does not currensly

owr.. The note bears interest at the rate equzl to UBOR plus 0.575%.

(s} Effective luly s, 2003, PECO Energy Capital Trust IV was deconsalidated from the financial statements of Exelon In conjuncnion with FIN No. 46.

{6) Under a setvice agreement dated March 1, 1969, Generation provides AmerGen with certain operation and support services to the nuclear facilities owned by AmerGen. Gen-
eration IS compensated for these services at cost.

{7} Under a seice agreemen: dated December 18, 2000, Generation provides certain engineering and environmental services for fassll facilities owned by Sithe and for certain
developmental projects. Cenetation is compensated for these services at cost.

(8) Under a service agreement dated December 18, 2000, Sithe provides Generation certain fuet and project development services. Sithe is compensated for these services at coss.
Under a setvice agreement dated November 1, 2002, Sizhe provides Generation certatn transition services related to the wansition of the Exelon New England asset acquisitton,
which occurred in November 2002,

{9) In December 2003, Sithe received letter of eredit proceeds of $3 milllan, which Generation was bilied on behalf of Sithe.

{10]In conmection with a seres of transactions in November 2003 that restructured the swnership of Sithe {see Note 3—Sithe tar additional infarmation), Exelon receivad a $92 mil-
oy note teceivable frorm EXRES SHC, Inc, which halds the common stock of Sithe. Exelon owns 50% of EXRES SHE, (ne and accounts for sts snvestment 11 EXRES SHC, Ing. as an
eguity Investent,

{a

MOTE 23+ QUARTERLY DATA [UNAUDITED)

The data shown below inciude all reclassifications, including those required upon the adoption of EITF 02-3, which Exelon
considers necessary for a fair presentation of such amounts:

Incame {Loss)

Before the

Cumulative

Effect of

Changes in

. Operating Income Accounting
Operating Reverues {Less) Principles  Ne: Income {Loss}
2003 plotekd 2003 2002 2003 2002 2003 2002

Quarter ended:

March 31 $4,074 $3357 $757 S 605 $249 S238 $361 58
lune 3o 3,721 351  8oo 813 372 485 372 485
September 30 4,441 4,370 (17) 1oc0 (02} s55:1 {(102) 551
December 31 3,576 3,700 658 85 274 396 274 396

Earnings [Loss)

per Basic Share

Before the

Cumulative

Average Basic Effect of

Shares Changesn
Outstanding {in Accounting  Net Income {Loss)
millions) Principles per Basic Share
2003 2002 003 2002 2003 2002

Quarter ended:

March 31 324 321 $0.77 %074 S111 50.02
June 30 325 322 114 150 138 1.50
Septernber 30 326 33 {o3) 1n (o) 17
December 3 328 323 0.84 123 084 1.23
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farnings (Loss)

per Diluted

Share Before the

Cumulative

Average Diluted Effeciof

Shares Changesn
Outstanding (n Accounting Net Income (Loss)
millians} Principlas pet Dituzed Share
2003 2002 2003 2002 2003 2002

Quarter ended:
March 31

lune 30
September 30
December 31

326 323 $o77 %073 $ . $0.02
327 324 114 150 114 1.50
326 324 (0.31) 170 (0.31) 1.70
33 325 ©0.83 1.22 0.83 1.22

The following table presents the New York Stock Exchange—Composite Common Stock Prices and dividends by quarter on a

per share basis:
2001 20021
Fourth Third saecand Firs: Fourth Third Second Firs:
Quarter  Quarter Quarter Quarter Quarter  Quarter Guarter  Quarter
High price $66.62 $63.95 $60.91 $35520 $53.06 45283 45699 $53.88
Low price 60.95 5418 40.65 g46.08 4238 37.85 50.10 4590
Close 66.36 63.50 55.81 50.41 5277 4750 52.30 5297
Dividends 0.50 0.50 0.46 0.46 0.44 0.44 .44 O.44

NOTE 24+ SUBSEGUENT EVENTS

On January 13, 2004, ComEd redeemed at maturity $26 mil-
iion of its 5.30% poltution contrcl bonds collateralized by first
mortgage bonds. The proceeds from an issuance of $20 mil-
Hion of pallution control bonds in December 2003 and avail-
able cash were used to redeem these bonds.

On January 15, 2004, ComEd redeemed at maturity $150
million of its 7.375% notes.

tn January 2004, the counterparties to the interest-rate
swap agreements with Boston Generating, which had effec-
tively fixed the interest rate on $861 million of notional
principai related to the Boston Generating Facility, termi-
nated the interest-rate swaps. The total net value of these

interest-rate swaps as of the respective termination dates
was $82 million, which is a net payable to the counterparties.

On lanuary 27, 2004, the Board of Directars of Exelon de-
clared a regular quarterly dividend of $0.55 per share on
Exelon’s common stock and approved a 2-for-1 stock split of
Exelon’s common stock. The stock split will be effective after
the receipt of all necessary regulatory approvais and the fil-
ing of an amendment to Exelon’s articles of incorporation
with the Commonwealth of Pennsylvania and notification to
the New York Stock Exchange. No record date for the stock
split has been set. As the stock split is not effective, the share
and per-share amounts included in Exelon's consolidated
financial statements have not been adjusted to reflect the
stack split.
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The following table presents average shares of commen
stock outstanding (basic and diluted), eamings per aver-
age common share (basic and diluted) and dividends per
common share for the years ended December 31, 2003, 20062

and 2001 on a pro forma basis as if the stock split had
been reflected in the accomparnying consolidated financial
staterments. :

For the Years Snded Decemiber 31,
2003 2002 2001

Pro forma average shares of cornmon stock outstanding
Basic
Diluted

651 645 641
657 649 645

Pro forma earnings per average commen share-basic:

Income before cumuliative effect of changes in accounting principles $122 $259 Sz

Cumulative effect of changes in accounting principles

047 (036) o.02

Net income

$139 S 223 5223

Pro ferma earnings per average common share—diluted:

income before cumulative effect of changes in accounting principies $ 12§ 257 S219

Cumulative effect of changes in accounting principles

oar (0.35) o0.02

Net income

$138 S 222 Sanm

Pra forma dividends per common share

$0.96 S088 Som
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LCORFORATE PROFILE

Exelon Corparation is one of the nation's largest electric utilities with approximately 5.1 million electric customers in northern
lilincis and southeastern Pennsylvania and approximately 460,000 gas customers in the Philadelphia area. The Company has one
of the industry’s largest portfalios of electricity generation capacity, with a nationwide reach and strong positions in the Midwest
and Mid-Atlantic. The Company also has holdings in such competitive businesses as energy and energy services. Exelon’s market
capitalization at the end of 2003 was $21.8 billion. Headquartered in Chicago, Exelon trades on the NYSE under the ticker EXC.

WNWESTOR AND GERERAL INFORMATION

Corporate Headquarters Shareholder inquiries
Exelon Corporation EquiServe Trust Company, N.A., is Dividend Disbursing Agent, Dividend Reinvestment
P.0. Box 805398 Agent and Transfer Agent for ali classes of Exelon Corporation Stock.

Chicago, IL 60680-5398 Should you have questions or requests concerning your account, payment of dividends,

the dividend reinvestment plan or transfer of stock, you may call toli-free,
1.866.530.8108, You may also mail your inquiry to Exelen Corporation c/o EquiServe
Trust Company, N.A, Post Office Box 43064, Providence, Rl 02940-3069. If you prefer,
EquiServe provides walk-in service to Exelon shareholders at One North State Street,
Eleventh Floor, Chicago, lllinois.

Independent Public Accountants
PricewaterhouseCoopers LLP

Website
www.exeloncorp.com

The Company had approximately 170,000 holders of record of its common stock as of
New York Stock Exchange Listing December 31, 2003.

EXC The 2003 Farm10-K Annual Report to the Securities and Exchange Cammission was filed

on February 20, 2004. To obtain a copy without charge, write to Katherine K. Combs,
Vice President and Corporate Secretary, Exelon Corporation, Post Office Box 805398,
Chicago, Tllinois 60680-5398.

The Company maintains & telephone information service, which enables shareholders
to obtain currently available information on financial performance, company news and
shareholder services, To use this service, please call our toll-free number, 1.866.530.8108.

Forward Looking Statements

Exelon’s 2003 Annual Report to Sharenolders contains certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act
of 19g5. These statements are based’on management’s current expectations and are subject to uncertainty and changes in circumstances, Actual results
may vaty materially from the expectations cantained herein. The forward-looking statements herein include statements about future financial and operating
results of Exelon. Ecanomic. business, competitive and/or regulatory factors affecting Exelon’s businesses generally could cause actual resuits to differ materially
from those described herein. For a discussion of the factors that could cause actual results to differ matenally, please see “Management’s Discussion and
Analysis of Financfai Condition and Results of Operations —Business Qutlook and the Challenges In Managing Our Business” in this Annual Report, “Risk Factors”
in Exelon’s Registration Statement on Form $-3,Reg. No, 333-108546, and Exelon's gther filings with the Securities and Exchange Commission, Readers are cautioned
net to place undue reliance on these forward-looking statements, which speak only as of the date of this document. Exelon does not undertake any obligation
to publicly release any revisions to these forward-looking staternents to reflect events or circumstances after the date of the Annual Report.

© 2004 Exelon Corporatian. Exelon Corporation is a registered servicemark.
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In 2003+ our company’s 10{th year—
once again strongly demonstrated its ability w
deliver sharcholder value and succerd in the

enerpy markesplace.

We earned a record $852 million, or $3.72 per
share, from vontinuing operations in 2003, We
significantly improved the balance sheat
through the addition of $1.6 billien of equity,
And we again paid dividends, extending our
company's recard of uninterrupted annual div-

idends Lo 96 years.

We continued to previde solid returns lor
shareholders. PSEG's total relurn tor 2003 —-a
cambination of stock price appreciation and
dividends — was about 44 percent, placing us
among the top perfarmers for the year, Over

the past fhve years, PSEG sharcholders hmve

enjoved a total annual return of about 8 per-
cent — outpacing the S&P 500 and the Dow

Jones Litilities indices by substantial margins,

We continue to maintain a3 strang focus on
improving sharchalder 1alue. Qur Board of
Direclors recently appreved a2 one-cent
increase in PSEG s quarterly dividend, effective
in the firse quarter of 2004 and raising our
annual indicated Jividend rate from 32,16 o
$2.20 per share. Qur abjective is o continue
maodest dividend increases in future years pro-

vided we achieve our linancial expectations,

We have maintainetd a remarkably steady course
over the past several vearsin the face ofa very dil-
ficult business environment, characterized by a
significant generation overbuild, volatite encrgy

prices and demonding capital markets, PSEG's



Cumulative
Comparative
Retums

s Ly A8

| PSEG
W 58P 50
B Dovi Joms Uuties

B 53P Derines

our cumpany'& corv energy pusinesses in the:
northrastern United Sates and our continned
auention to the hasics: Safe, reljable and cost-
elfective power plant nd utility operatons; ded-
jcated and responsive custoTnet SEVYiEe 3 streng
enviranmental comimitment; and the comtinued

application of conservative financial principles.

Ta oy letter you Last year, t poted that is pILR]

performance reflects the salid Fundamentals ol greater yalue from PSEG Energy Haldings™

acsets. These abjectives WeEe largcl\- achieved.

pSEG POVIER, aUr most pmﬁub]c company, isa

uajar whalesale

cuetgy supplicr ¥ the

Northeas, In early February 2003, 1 obiained

another SATONE outewme i New ]erwe)*'s Pasic

Generation Service (BGS) auction process T

seeuring cante

acts fer 2 substantial partian af

i1 anticipasedl puiput as &0 indirect supplier 10

we had three key abjectives: Continue PSR New fersey Jleciric wility customers. In the

fowrer's SUFCESY in Lerming vup s energy andl

eapacily: obiain a constructive putrume in

ern fos $h st e wors BB aupacet e PIGES 1Y A e
st oz vty 3 1908 TS FeARted deaderats

e cane

2004 auction, hield agaio in earky february,

PPSEG Power suce

PSE&G's slectric hasy Tale CAECH and extpavt  direct supplier

essfully p.)rli(:ip.ued as A

e

s (R Shois 5 Vo iy Dexantey 31 of

The BUS auction process, whivh Degan in 2002,
evalied it 2004 Lmocarsd 2 syster that pnwiﬂw-

for mulli-year cunlracts anid invehes hiddiang on

only ane-thivd of the New Jersey Jaad eack year.
With 2 26-month yravion established for sdp-
ply conuracts, Qe RGS provess has created 3
SR franework for mare |:|cd'n'l;l'u'|r energy

priringl'm' CohAUmEeTS and suppliers alike.

fn 2003, PSEG Poser ats? entered ot theee.
year CoMiAuL W aupply the energy needs of
a Connccticul mility. The contragt further
enlianerd PSEG Pawet’s sugeessiul expansion
imo Connecticot. h i the 1WPE of multi-year
power supply agreement thar PSEG Power » il

seek to replivate elsevhere it ils markel.

psERs, our Mew Jrrsey uibity, again set the stan-
dard in 2003 for yeliabilivy Yeadership in the sate
and epian. Our employess pcrfﬂrmcd supeshly
in restoring customers’ posier i the face of
severe weather andh the multia eginn Blacknut of
August 14, PSE&G pmpl(‘ and systems play ed
3 critical role in containing U Mackeut and pre-

venting it from spreading, further.

PSERG's high-qualil} customer serviee and
sirong, communily relationships Iaid the founda-
tion for copntrucive rrgula\nry aulcomes. 1o
dectrin hase rate case Was resalued in July, and
a¢ a result, PSR&G obtained a $159.5 million
ncrease in cloetrie hase rates. Wwhile the
iporeast was less than we Tad requcslu‘., it
shoutd -— with the continued Jdudication and
hard work of wor employees - return PRER(GS

pmﬁlabili&y 10 an acceptable fevel.

The rate case devision coineided with the vom-
pletion of the transition ]wﬁm! in Mew Jersey s
energy market restrugturing “Fe overall soe-
cess of the process in New jersey cantrasts
{avorably with restraeturing initiatives in e eTs

3t ather parts of the country.

During  the four-year tramsition pcriod,
PeLigG's electris wiiliny CusLOMWErs henetited
T rate dlscounts up W 14 percent, saving Qwm
$3.4 Mliton on their electric hills, Faen with
new rales in effect and the increased cost of
alectris supply. the average u-sid.cn\in! cus-
romer’s elecuric till is abeut the suoe as four

years ago.

¢gEQ EUEBAY HOLDINOS. qur subnidiary with 2
diversified mix of energy assets and investmeals
i WG antd international pparkets, EBIOY eil 2
SITOREET, pmﬁtahlc year i 2003, ls iiquid'\t}-
positiant allaned it to use cash on hand to cetiee
<747 wiltion o) seniar nuwes parlber this year
while its nexl scheduled maturity is not until
2007, ConstrucHon was «'umplctcd and we
bepan supplying ponsr ander longaierm cons
yravis fimn gvnrm\'\ng siations 0 the United

Srates, Oman, Purland and Taisvan.

Despiie these impTEn ETIENLS, we have pontimicd
wur paticy of not fvaking new I RSLRERLS 0
PSEG Energy akdings, with a view 1& 0ppoT”
nistically manetizing assels when reasonable
abue van be received. We eliene this suaAthy ¥s
apprupﬁa\c given developments chat have height-
ened juternational risk. It is abso in Nine with our

intention o foras et clpris inthe Mortheast.
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LOOKIHE ANEAD, we have largeted a number of
key goals. These objectives build in many ways

on cur achievements in 2003,

PSEG Power, our prim‘ipal earningﬁ driver, is
focused on continuing its progress in securing
long-term contracts for better than 75% of s
aniicipaled output, PSEG Power will aim to do
this over an 18.10-24-month horiron through a
combination of the BGS auction processin New
Jersey and hy responding to requests far energy
and capacity in Connecticut, Maryland and

elsewhere in its market region.

PSERG's objective is 1o continue delivering
safe, reliable, Jow-cost anid responsive service

for its custemers. This gaal is well within

=

=
| l
'

PRE&G's capabilities as & traditional leader

among the nation’s wtilities,

PSEG Energy Holdings' main geal is 1o extract
as much valie from its assets as possible, s
improsed results in 2003 point the way for-
ward, as it continues 1o focus on profitabilily

anel return of capital,

We helieve these go.ﬂs are realistic ones,
Meanwhile, as we pursue them, we will con-
tinue our overall emphasis on further improv-
ing the balance sheet. Our business plan
invelves significantly reduced capital spending
as PSEG Power completes major new genera-
tion plants aver the next 18 months. Therealier,
in Q06 and I)eymd, we expeet cash flow well
it excess of dividends and capital expenditures
cambined. This will improve our range of busi-

ness opporiunities.

Despite the current uvetbuild in the 1L.S. mer-
chant generation sectar, we expect that PSEG
Pawer will continue to praduce solid earnings
due Loits large base of low -cost nuclear and fos-
sit generaling stations In siratepic locations,
This company has gencrated strong earnings
even in the leeth of extremely low capacity
prices in 2003. Longer terin, we expect these
prices to rebound to histaric levels -— the ben-

efits of which would be substantial.

Energy markets have changed dramatically in
recent vears. PSEG has navigated this sea
change remarkahly well in making the transition

from heing an integrated uility 10 an energy

company with a more disversificd hudness mix,
Th

stakeholder relationships and values.

is due in no emall meastire 10 our strong

pSEQ has worked closely with public officlals,
regulatars and constituency proups---and of
course, our employees - - in deseloping suc-
cesstul competitive markets, in New Jersey and
more broadly in the Nartheast. And we have
demonsirated that a slrcng commitment to the
environment - backed by action— van also

contribute 16 business sucvers,

For all the changes of recent years, there is also
a great deal of continuity and atabilivy at
PSEG-— not anly in where we do business, hat
how we do it. Excellence in ¢nergy peneration,
transmission and distribution is an abiding
slrenglh of aur company, and provides solid

ground on which 1o build for the future.

Qur values also remain the same: PSEG has
built its success hy keeping its commitments

to customers, communilics, employecs and Lhe
environment —and o the investors wha

entrust their dollars with us,

A solid emphasis on integrity anchors abl avpeats
of aur husiness, and does nauch 1o explain why
PSEG has remained a strong, reliable performes
while athers have faltered. We are determined

to safeguard our campany’s reputation.

Qur soceess is alse l'un:lnmcmal]y ranted in
our employees. Oace again, they came threugh
with a stellar performance in 2003 in meting

wAReminderfor. v oo o
. 0ur-Sharehotders: -

7

-r ; ihan 15 pem:nl—ro'.lan-‘mg ihe passa.gc;nl feder
73l Lax logislabion in 2003, Yo may wich to con-

f‘_: sulk 2 tas advisor |0|"|l_5‘ﬂhbl intormation bt the
/1 tax Iregimem attorded 1o enidends. |, R

— .

the challenges posed by storms and other emer-
pencies, and with dedication to the highest
standards of safety and reliability, [ wam 10

thank them for their excellent work.

We remain dedicated 10 keeping our strong
commitments, and will continue striving to

maintait and warrant ytmr trust.

ETALO

E. Jnes ferJund

Cluirman of the Board,

President and Chief Executive Officer
Public Service Enterprise Group
fi.-bruarJ' 17,2004
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Electricity has made possible cpormaus
impravements in the quality of life over the
past cemtury. PSEG Power produces a preat
deal ol it with a tundamental commitment ta
protect the health of the public and the emi-
ronment, These essemtials underpin PREG

Power's husiness madel and profitabilicy.

PSEG Power has a eritical mass of low-cost
generating stations. I flect las a capaeity of
ahoul 14,000 megawatts —enough power to
tight appreaimately 10 million homes,
Nuclear and coal units with very low {uel
costs produce most of PSEG Power’s output

- same 87 pereent in 2003,

Nuctear operational excellence —with safets
fiest—is a eritically important tactor in PSEG

Power’s success. The Salem, Hope Creek and

Peach Bottem nuclear units have sipnificamly
improved performance in recent years, These
units accounted for 57 percent of PSEG
Pawer’s eleciric gencration in 2003 ~pre-
ducing an abundant ainount of emissions.free

eleetricity for the public,

Having generating stations run safely and
well— -ready and able to produce pover as
needed—is basic to PSEG Power's busi-
nuess model, So s diversity-—lby unit tpe,
technology and market segment. PSEG
Power's Heet eses nuclear, steam, comhus-
tion turbine, combined cycle and pumped
starage technologivs  and a bread range
of fuels as well. With its full spectrum of
units, it has the wherewithal to supply the
markel round - and

cffectively  year

araund the elock.
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The result is an uperation that has greates
oppertunity and flexibility than it would
have il cach generating station operated

independently,

PSEG Power uses portfolio theary ter make
beter decisions. To do this elfectively, it is
vital ta krnow the market- - and PSEG Power
has 2 preat deal of market experience~-and
in-depth capabilities in data coordination,

market monitoring and analysis.

Weather is one of many factors that ER&T
analyzes Lo develop business strategies,
plan for contingencies, and coordinate
overall plant aperations, scheduling and
dispatch. The group bhas its awn weather
lorecasting capability, Other experts track
the real-time, ¢lay-.1hcad and forward ener-
gy markets, and monitor fuel pricing and

availability. They keep a close eye on

ceanomic, political and regulators desel-

apments,

All these factors--and many others—go
into the decision-making process. In this
way, PSEG Power is in a beller position to
limit exposure Lo price 2nd commodity risk
and participate effectively in the energy
markets. Among its chiel markets are those
for electricity, generating capacity, natural
gas, emissicn credits, transmission rights,

coal and wil,

It requires sophisticated capabilities 1o
manage an inwgralc-d aperativg on this
svale, PSEG Power Lrings o bear these
capabilities 1o optimire Lhe ralue of e
averatl portfolio. ILanilives advanced com-
puter and commuaication systems to
avvess the cnerpy markets a1 any point,

time and location.

Partfolio management alse requires a sye-
tematic and continual focus on risk Hmiza.
tion at muliiple levels. PSEG has a rigarous
system of internal contrals, im‘]uding an
enterprise-wide risk-snanagement function,
to determine risk exposures and help main-
tain them within prescribed limits. PSEG
Power's business mode! reflects this empha-
sis on managing the risk environment, as
well as the high standards of integrity that

define PSEG's business practice.

Portfalio management rests on a sirong
foundation a1 PSEG Power: The power of a
strong safety and peelormance culture, The
power of 4 salid, diversified asset base, The
power of integrated planning and coardina-
tion_ And the power of the talented and

dedicated prople who make it work,

SUPPOIt
a fully
ntegrated
enerqy
Oneration
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PSE&G works constantly 1o make one of the
nation’s  strongest ecnergy netwarks even
stronger to fuel New fersey’s economic prowth

and tnild more prosperaus communities.

Dedication to this mission explains the stramg
customer, community and regulatory relation.
ships that PSE&G has leng enjoyed. MSE&G
serves approximatels 2 million electric cus-
tomers and 1.6 million gas castomers in a
densely papulated corridor that includes about
70 pereent of New Jersey™s papulation and its
six largest cities, 1 is one of the largest cbectrie

and gas utilities in the nation.

In 2003, PSE&G again delivered top-tier safety
and reliability at costs that are among the Jow-

est for any utility in its region.

Electric delivery achieved top-quartile perform.
ance in system reliability, with fewer and shorter
outages. PSE&G apain received in 2003 the
Reliability One avcant for superior clectric sys-

tem refiability in the Mid-Atlantic area.

Gas delivery maintained and upgraded thousands
of'miles af gas mains 10 reduc e the number af teaks

per pipe mile, despite colder winter temperatures.

PSE&G servive technitians responded 1o 99. 9% of
all cmergency calls about gas teaks within one
hour, and continued o perform well in fixing

appliances right the first time,

Custamer operations again dumonstrated a high
standard of responsiveness in addreasing concerns
while handling some 5.2 million calks. It resolved

the vast majority of jesucs during the initial contact,
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The men and women of PSE&G —the backhonie
of PSE&G's reliabitity leadership- —~again showed
in 2003 what it means Lo provide caring service in

all types of weather and conditions.

New Jersey experienced many tierce storms in
2003 —leginning with record-breaking snow
falls in winter, followed later in the vear by near-
hurricane force winds and tornados that struck in
September and wreaked considerable destruc-
tion in several communitics. In these and other
emergencies, including the blackout of Aupust
14, PSE&G personnel worked with dedication to
restore customers’ power quickly, ensure their
power remained on once restored and keep their

g2s flowing safely,

Being cantent with today’s refiability perform-
ance — however strong — is not the PSE&LG way.
PSE&G is driven by a culture of continual

improvement, fostered by a strong safety mindset,

PSERG empluyees have made owisianding
progress in reducing the severity ol accidents and
creating a safety-first werk environment. That
progress has been achicved largely thiough team-

work and sofid union-management relations.

Safety and rebiahility are basic 1o PSE&G's suc-
cess, So is ensuring that employees have the tragn-
ing and 1ouls o de the job right, PSE&G has long
heen a beader in empluying state-of-the-arl tech-
nology to achieve improvements in efliciency,

productivity aml service quality.

PSE&G uses computerized monitoring, data col-
lection and communication systems to identify
autages, dispaich work erews and speeit service
restoration to customers. With other advanced
svstems, PSE&G tracks real-time changes in its
electric grid 1o help address maintenance needs
ar] pres ent problems fram developing In the first

place. Helicopters are regularly deployed by

PSE&G to inspect its entire 1,200-mile overhwal
wansmission system, as wellas 5,000 miles ol crit-

ical disLribution lines.

PSE&G'y gas delivery growp began piloting in
2007 a fiber-uptic system that can detect when
excavalion equipment is near gas pipelines. The
system sends asignal su that PSE&RG pursonnel car
be dispatched to an excaation site Lo ensure the

use ol proper digging Lechniques,

In 2003, PSE&G invested §1.2 billion 1o operae,
maintain and upgrade its delivery infrastructure,
PSE&( will continue Lo invest wisely — atlocating
dellars carclully to produce the maximem hene-
fit—-and thereby ensure its clevtric and gas ays.
temns remain among the most reliable in the nation,
The power of reliabllity comes from all that
PSE&G has done —and will continue, ta da-— 10
provide dedicated and caring service and make its

slrung s‘\'stem ewen Sll’ﬂﬂgt‘r.
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PSEG's community imalvement draws a great
deal of strength from the solunteer activities of its
emplovees. Each year, PSEG employees donate
countless hours of their own time to tutor chil-
dren, sorve meals at saup kitchens and raise maney
for cherities. They are alsn active as voluineers in
serving on school bpards, CMCTECNCY Fescne

.\K'Uﬂd‘ m'ld numerous ('ummuuiiy “?'gﬂlli!ﬂl;ﬂﬂs.

‘The company is proud to encrurage and reveard
emplovee volunteerism. PSEG i a long.time
sponsor of the March of Dimes” annrual
WalkAmerica fund-raising event in which many
eimploy ee volunteers participate. In 20(.;3, PSEG
raisest more dollars fir the March of Dimes than
any ather ulilil,‘ in the nation, PSEG alwo

recebved recognition in 2003 for spensoring the

nation's foremost « o

ployee-glving campaig

support the United Negro Callege Fond.

A

thened

PSEG is a corporate leader in supporting the
well-being aof people and communities across
New Jersey- -with a special emphasic on the
needs of the state'’s urban residents, In an era
when the corporate landscape is canstantly
c]mng_ing, PSEG standds apart by the depth of its

cantinging commitment,

In New Jersey, PSEG targets its support activi-
tiea to children and familics as well as commnuni-
Ly and econamic desciopment. PSEG allecates
resources where they can have the greatest
impact, through prassroots invalvement and

partnerships with community orpanizations.

In 2003, PSEG made Lwws special Century of
Caring prants, of $100,000 cach, 1o buikl further
on its support of many community-based pro-

grams in its Ithanniversary year, One grant was
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made 10 assist a Trenion-based program, the
Trentan Family and Scheol I'revemion Partnership,
which focuses on teaching positive behaviurs to
elementary school students- -10 make a real dil

ference for children, their lamilies and teachers.

PSEG also awarded a Century of Caring gramt 1o a
Camden-based program, the Walt Whitman
Cultural Arts Center’s Storefron1 Project, 10 pro-
wide presiet wces e T, righnn e ntipriwor-
hoads where people tive, The program is designed
not only 10 teach new skills through the arts, but
alsa 1o renovate and restore vacant or underutiliced

spaces 1o benefit people and the community.

PSEG alyo reintorced its sirang commitment to
tiatives in 2003. The com.
pany funded the construction of a new Halsitat

Mewark with many i

for Humanity house in Newark's Central Wardl.
PSEG emplovee velunteers pitched in 1o huilil
the house—the 50th |labitat Home in Newark,

PSEG cuntinued its long-time suppart of com-
munily urg.'mi;r.aliuns, educational institztions
and cultural organizatians that are instrumental

in at]\'ancing Newark's ongeing renewal.

Education s a key to expanding earver opportu.
nities for young peopl: and building vibram
communities. PSEG supports a broad spectrum
of educational initiatives from K—12 and pre.
coliege programs tha help younper swadems
realize the technical, engineering and other
carecr passibilities that gee open o them. And it
spunsors innovative pragrams that create

opportunities for college students as well,

In 2002, PSEG partnered with Mercer County
Community College to establish New Jersex's
first associate degree program in Energy Utitity
Technolopy. The program provides students with
the opporiunily ta combine their education with

hands-on work experience, while enabling PSEG

to tap more fully into a diverse talent poot 10
meet its fulure workiorce needs. The success af
this initiative has led PSEG 10 create a similar
program, heginning early in 2144, in parinership

with Essex County Cnllege.

Suppary tor diversity and equal npportuniy,
within the workplace and the wider colnunity,
is a fundamental commitment a PSEG, The
commiumentis reflected m many ongeinginitia-
tives, including PSEG's supplier diversity pro-
gram. Over the last twa decades, PSEG has dane
more than §1 billion of business with minority
and women-owned fiems participaing in the
program. PSEG is cammirtted wo building on this
progress by continuing Lo suppurt di\'el'z.it}' asa

business priority,

Expanding opportunity, Building strenger cum-
munities. Helping people live hetter lives: These are

keys 1o what makes 'SEG the special company it i,

among
Our
Droudest
fraditions

21
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Dining the past five voars, PSEG has reduced ha rale of carbon dinxide emissions om ils operalions

wontdwide by about & third. Ihe comaany has also made comamitments (o fulhgl 1eduse emissians lronl
ils New Jersey lossil fupl slarls.

PSEG has been active in redeveloping existing,
power plant sites with new, cleaner, siate-
af-the.art technologies 10 dramatically
reduce plant emissions and other environ-
mental impacts, a1 Jovations fram New
Jersey and New York to Poland. And PSEG'
leadurship in resource conservation, recov.
ery and recycling was recognived in 2003
by the LS, Environmental Proteclivn
Ageney with the prestigious WasteWise

Hall of Fame award.

in 2003, PSEG warked clasely with public
officials and emirsnmental groups in
Connecticut to help initiate and enact leg-
islation establishing stringent new mereary
emission standards for the state’s coal-{ired
power plants, including FSEG Power's

Bridgeport Harbor generating siation. The

lepislation, which is the first of its type in
the nation, will require a reduction of
approximately 90 percent in the mercury

emissions rate by 2008,

In Salem County, New Jersey, and nearby
Delaware, PSEG's Estuary Enhancement
Pragram (EEP) is the largest privately
funded wetlands program in the nation.
Thrmlgh EEP, more than 20,000 acres ol
marsh and uplands along Delaware Bay have
been restured or preserved since 1995,
thereby improving habitats for fish, crahs

and other marine life.
A cleaner, more sustainahle environment isin

eseryone’s interest. PSEG is strongly com.

mitted to duing its part 1o make it happen.

0
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JOINT APPLICATION OF
PECO ENERGY COMPANY AND
PUBLIC SERVICE ELECTRIC AND GAS COMPANY
SEEKING PUC APPROVAL OF
PUBLIC SERVICE ENTERPRISE GROUP’S
MERGER INTO EXELON CORPORATION

PECO Energy Company and Public Service Electric and Gas Company have
filed a joint application with the Pennsylvania Public Utility Commission (PUC) to
obtain any necessary approvals for merging Public Service Enterprise Group
incorporated with and into Exelon Corporation, the parent of PECO Energy
Company. Any such approvals would include a determination that the merger is
in the public interest and will not result in anticompetitive or discriminatory
conduct or the unlawful exercise of market power.

Exelon headquarters will remain in Chicago and PECO Energy headquarters will
remain in Philadelphia. The transmission and distribution of electricity and
natural gas to your homes and businesses will continue to be handled by PECO
Energy in the same manner as it is today.

Please promptly contact the PUC at P.O. Box 3285, Harrisburg, PA 17105-3265
if you wish to comment on the Application or participate in hearings. For more
information about the application or merger please contact PECO Energy at
1-800-494-4000.

PECO Energy Company
www.exeloncorp.com






