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Exelon Corporation is one of the nation’s largest electric utilities with approximately 5.1 million electric
customers in northern lllinois and southeastern Pennsylvania and approximately 460,000 gas customers in
the Philadelphia area. The company has one of the industry’s largest portfolios 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.

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.
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Letter to Shareholders

This past year, we have been engaged in an 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 communities
we serve; and ultimately maximize our competitive position and shareholder value.




TO OUR SHAREHOLDERS

2003 marked my sixth year at Exelon, and my 2oth year as a
CEQ in the electric utility industry. Much has changed since

I was given the oppertunity to lead Central Maine Power
Company back in 1984. The industry has gone through pro-
found regulatory and financial turmoil, beginning with PURPA
(Public Utility Regulatory Policy Act) and integrated resource
management, progressing through wholesale and retail
competition, the California energy crisis, the Enron debacle, the
telecom 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 led have adapted to these changes,
improved service and increased sharehclder value.

Despite all this turmoil, even chaos, recent experience only
confirms that this is a business about real service, 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

| first 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 introduced 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 profitable elec-
tricity and gas company in the United States. We do not 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 accomplish-
ments, and painful investment write-offs. [ am delighted

to report that 2003 adjusted (non-GAAP) operating earnings
were $5.22 per share, eight percent above 2002 adjusted
(non-GAAP) operating earnings.” As a result, on January 27,
2004, the Exelon Board of Directors approved a further 1o
percent increase in the quarterly dividend rate, from 5o 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 2-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-GAAP) operating earnings to GAAP (accounting
principles generally accepted in the United States) earnings, see Exelon’s fourth quarter
earnings release, issued January 28, 2004, posted on the Investor Relations page at
www.exeloncorp.com and included in the 8-K filed with the SEC on that date.
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Full year 2003 earnings prepared in accordance with GAAP
were $gos million, or $2.75 per diluted share. Our consolidated
GAAP earnings reflect several unusual events, including a $573
million, or $1.74 per share, after-tax charge for the impairment
of the Boston Generating assets; a $180 million, or $0.55 per
share, after-tax charge related to Exelon’s investment in Sithe;
and a $159 million, or $¢.49 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
same challenges that we faced, and many of these companies
are now half the size they were in 2000, or gone completely.
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 soo was down more than 20 percent. Exelon
outperformed the UTY by more than 25 percent and the S&P
5oo 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 $12.1 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 ratio and increased
our cash flow. We are a financially strong company with the
resources and the will to confront future challenges.

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

- Exelon Generation has completed its first full year as an inte-
grated organization with lan Mctean 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 million from 2002 to 2003.

- Jack Skolds, 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 Mitchell and his treasury team made further progress
reducing our cost of debt. Since 2000, we have retired $1.9
billion in {ransition debt and retired or refinanced $5.0 billion
of other debt, thereby reducing annualized interest expense
by about $219 million.

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




THE EXELON waAY

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 the next three years.

To lead this effort, and oversee all of our operations, in April
the Board accepted my recommendation to promote Oliver
Kingsley to a newly created position as president and chief
operating officer. We are already seeing tangible results from
the work that Oliver and The Exelon Way team have under-
taken. Gary Snodgrass and his HR team worked tirelessly to
optimize our workforce and assure that we have the right
people in the right places. By the end of the third quarter, we
had completed initial benchmarking, begun restructuring
and centralization, and were well on the way to real savings
across our entire business. By year-end, we actually realized
$170 million in savings over program baseline in reduced oper-
ations and maintenance, and capital expenditures—savings
that weren't anticipated until 2004.

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

LEADING THE WAY FORWARD

The Exelon Way is not an end unto itself. Qur 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 challenge, 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 regulatory pelicy transcends markets.
Resolving this dilemma may ultimately prove more challenging
than achieving top quartile operating performance.

Exelon remains committed to deep, liquid, competitive whole-
sale 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 Comtd within PIM. PIM is clearly the nation’s
preeminent regional transmission organization, the leader
in wholesale market development. Through the efforts of our
PIM team, the PJM 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.
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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 customers, whether they require only delivery
service, or whether, like most small customers, they require
delivery service and a great deal more. In reality, our residential
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 Illinois
and Pennsylvania about how best to 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 remain 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 policy makers will conclude
that climate change is a real threat, and it is imperative that
we act now to ensure that lower carbon alternative fuels,
including natural gas, nuclear, and sustainable renewables,
are available to meet the future energy needs of our economy.

THE VISION REMAINS, BUT THE GOALS EVOLVE

In 2003, we amended one of the three Strategic Goals included
in our original Vision Statement. Rather than /nvest in Our
Consolidating Industry, the third Strateqic 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, including 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. Qur internal
financial analysis clearly showed that we would be obliged 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 our decision to
acquire British Energy’s so percent interest in AmerCen Energy
Company, LLC, thereby giving us sole ownership of AmerGen
and its three nuclear units. Unlike 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 territories. | am pleased to report that the AmerGen
acquisition has proven immediately accretive to earnings.

Late in the year, we also attempted to acquire Illinois Power.
Although IP was an attractive merger partner because of its
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 painful 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 nuclear reactors at 10 stations,

5.1 million retail electric customer accounts serving a popula-

tion of 12 million, 460,000 gas customer accounts serving a
population of 2 million, 6,700 circuit miles of transmission,
96,200 circuit miles of electric distribution, and 11,600 gas
pipeline 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 company, one vision,
striving to deliver extraordinary service to our customers
and extraordinary value to our shareholders. Our customers,
and you our shareholders, deserve no less.

4/;8%&

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.
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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.
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O’pﬁ'ﬂﬂ]ﬂZ@: 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.




ETTTphB.SiZG: Through The Exelon Way, we are emphasizing our commitment to
reliability, safety and the environment. Providing reliable service is central to 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.










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 $600 million annually by 2006. We are
well 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.




18 Exelon at a Glance

EXELON ENERGY DELIVERY

Exelon Energy Delivery (EED) has the largest electric customer
base in the nation, serving approximately 5.1 million retail
electric customer accounts and approximately 460,000 natural
gas customer accounts. With approximately 8,200 employees,
EED distributes approximately 123,000 gigawatt-hours of
electricity annually to customers via 102,900 circuit miles of
overhead lines and underground cables. 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 ComEd and PECO.

Throughout EED, 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 investments across both EED gas and electric
systems. The consolidation of East and West operations
enabled more than 200 ComEd storm restoration personnel
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 nuclear 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 summer since the company was formed, and
was awarded three of 14 Top Industry Practice awards presented
by the Nuclear Energy Institute. Peach Bottom Atomic 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
fossil (coal, oil and natural gas), 1andfill gas and hydroelectric
fleet of generating assets. Exelon Power’s generating units
provide baseload, intermediate and peak generation when
Exelon’s Power Team calls, providing the safe, reliable, 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 2003.

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 bulk
physical power to Exelon’s ComEd and PECO Energy operat-
ing companies in the Chicago and Philadelphia metropolitan
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-
mization. As part of the changes, Exelon Generation created
a separate Business Development & Marketing division to
manage longer-term commercial strategy, planning and
business development activities.




EXELON ENTERPRISES

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
close in 2004; and will transfer the Exelon Energy business

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

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

BUSINESS 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 long term.

During 2003, Exelon’s supply and IT functions were centralized
within BSC. Through the ongoing supply chain reorganization,
Exelon 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 value and
service, supporting the needs of Exelon’s business units.
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Management Team
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John W. Rowe
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Oliver D. Kingsley, J.

President and Chief Operating Officer
David W. Woods

Senior Vice President

Pamela B. Strobel
Executive Vice President and Chief Administrative Officer

S. Gary Snodgrass

Senior Vice President and Chief Human Resources Officer

Ruth Ann M. Gillis

Senior Vice President

Robert S. Shapard

Executive Vice President and Chief Financial Officer

lan P. McLean
Executive Vice President

Elizabeth A. Moler

Executive Vice President

Michael A Bemis
Senior Vice President

Randall E. Mehrberg

Executive Vice President and General Counsel

Frank M. Clark

Senior Vice President

1. Barry Mitchell

Senior Vice President

John L Skolds

Senior Vice President
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Senior Vice President
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pictured left to right

Ronald Rubin
Chairman and Chief Executive Officer, Pennsylvania Real Estate Investment Trust
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John W. Rowe

Chairman and Chief Executive Officer, Exelon Corporation

Nicholas DeBenedictis
Chairman and Chief Executive Officer, Philadelphia Suburban Corporation

Bruce DeMars
Admiral (Retired), United States Navy

G. Fred DiBona, Jr.
President and Chief Executive Officer, Independence Blue Cross

Sue L. Gin
Chairman and Chief Executive Officer, Flying Food Group, LLC

Richard L. Thomas
Retired Chairman, First Chicago NBD Corperation

Edward A. Brennan
Executive Chairman of AMR and American Airlines
Retired Chairman and Chief Executive Officer, Sears, Roebuck and Co.

M. Walter D'Alessio
Vice Chairman, NorthMarq Capital, Inc.
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Director, Office of Health Care Reform, Commonwealth of Pennsylvania

John W. Rogers, Jr.
Chairman and Chief Executive Officer, Ariel Capital Management, LLC.
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Distinguished President Emeritus, University of South Carolina
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Summary of Earmings and Financial Condifion 23
EXELON CORPORATION AND SUBSIDIARY COMPANIES

For the Years Ended December 31,
in millions, except for per share data 2003 2002 20018 20000 1999
Statement of Income data:
Operating revenues $15,812 $14,955 $14,918 $7.499 $5.478
Operating income 2,198 3,299 3,362 1,527 1,373
income before cumulative effect of changes in accounting
principles $ 793 $ 1,670 $ 1416 $ g§é2 $ 570
Cumulative effect of changes in accounting principles (net of
income taxes) 12 (230) 12 24 -
Net income $ 905 $ 1,440 $ 1,428 S 586 $ 570
Earnings per average common share {diluted):
income before cumulative effect of changes in accounting

principles $ 24 $ 515 S 4.39 $ 275 $ 2.8¢9
Cumulative effect of changes in accounting principles (net of
income taxes) 0.34 (0.71) 0.04 012 -
Net income $ 275 S 4.44 S 4.43 $ 2.87 $ 2.89
Dividends per common share $ 1.92 $ 176 S 182 S oo $ 100
Average shares of cornmon stock outstanding—diluted 319 325 322 204 197
December 31,
in millions 2003 2002 2001@ 20000 1699
Balance Sheet data:
Current assets $ 4,580 S 425 $ 3,735 $ 415 $ 1221
Property, plant and equipment, net 20,630 17,957 14,665 13,758 4,982
Regulatory assets 5,226 5,546 5,774 6.313 6,094
Goodwill 4,719 4,992 5,335 5,186 121
Other deferred debits and other assets 6,786 5,249 5,460 5,378 669
Total assets $ 41,941 $37.869 $34,969 $34,786 $13,087
Current liabilities $ 5,688 $ 5,874 $ 4370 $ 4,993 $ 1,286
Long-term debt, including long-term debt to financing
trustsio 13,489 13,127 12,879 12,958 5,969
Regulatory liabilities 1,801 486 225 - -
Other deferred credits and other liabilities 12,283 9,968 8,749 8,959 3,726
Minority interest - 77 3 3 12
Preferred securities of subsidiaries® 87 595 613 630 321
Shareholders’ equity 8,503 7,742 8,102 7.215 1,773
Total liabilities and shareholders’ equity $ 41,99 $37.869 $34,969 $34,786 $13,087

(a} Effective January 1, 2001, Exelon Corporation separated its generation and other competitive businesses from its regulated energy delivery business at Commonwealth Edison
Company and PECO Energy Company.

(b) Reflects the effects of the merger of Exelon Corporation, Unicom Corporation and PECO Energy Company on October 20, 2000 (Merger). The Merger was accounted for using the
purchase method of accounting with PECO Energy Company as the acquiring company. Accordingly, financtal results for 2000 consist of PECO Energy Company’s results for
2000 and Unicom Corporation’s results after October 20, 2000.

{c} Upon adoption of Financial Accounting Standards Board (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 as long-term debt to financing trusts as of December 31, 2003.
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Manzgament’s Discussion and Analysis of Financiai Condition and Results of Operations

EXELON CORPORATION AND SUBSIDIARY COMPANIES

(Dollars in millions, 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,
Exelon Business Services Company (BSC) provides Exelon and
its subsidiaries with financial, human resource, legal, in-
formation technology, supply management and corporate
governance services.

Energy Delivery

Our energy delivery business consists of the regulated sale of
electricity and distribution and transmission services by
Commonwealth Edison Company (ComEd) in northern I1h-
nois and by PECO Energy Company (PECO) in southeastern
Pennsylvania and the regulated sale of natural gas and dis-
tribution services by PECO in the Pennsylvania counties sur-
rounding the City of Philadelphia.

ComEd. Comkd is engaged principally in the purchase,
transmission, distribution and sale of electricity to a diverse
base of residential, commercial, industrial and wholesale
customers in northern {llinois. ComEd is regulated by the
Ilinois Commerce Commission (ICC) as to rates, the issuance
of securities and certain other aspects of Cometd’s oper-
ations. Cometd fis also subject to reqgulation by the Federal
Energy Regulatory Commission (FERC) as to transmission
rates and certain other aspects of its business.

ComEd’s retail service territory has an area of approx-
imately 1,300 square miles and an estimated population of
eight 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 customers.

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-
tric 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 pipelines
and certain other aspects of its business.

PECO’s retail service territory covers approximately 2,700
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 million in the City of Philadelphia. Natural gas

Q

service is supplied in an approximate 1,900 square mile area
in southeastern Pennsylvania adjacent to Philadelphia, with
a population of approximately 2.4 million. PECO delivers
electricity to approximately 1.5 million customers and natu-
ral gas to approximately 460,000 customers.

Generation

Our generation business consists of the cwned 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 controlled 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 another
12,703 MWs of capacity in the Midwest, Southeast and South
Central regions through long-term contracts. Generation’s
ownership interests include 3,145 MWs of capacity owned by
Boston Generating, LLC (Boston Cenerating), a project sub-
sidiary of Exelon New England, formerly known as Exelon
Boston Generating, LLC. In July 2003, Generation commenced
the process of an orderly transition out 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 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 owned by Sithe at
the time of exercise (see further discussion of Sithe in Con-
tractual Obligations and Off-Balance Sheet Arrangements
section below and in Note 3 of the Notes to Consolidated
Financial Statements). Sithe develops, owns and operates 12
generation stations consisting of 15 units in North America.
Currently, Sithe has a total generating capacity of 1,097 MWs
in operation and 228 MWs under construction.

Generation’s wholesale 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 Comtd and PECO.
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Power Teamn markets any remaining energy in the wholesale
bilateral and spot markets.

Enterprises

Our enterprise business consists primarily of the energy serv-
ices business of Exelon Services, Inc. (Exelon Services), the
district cooling business of Exelon Thermal Holdings, Inc.
(Thermal), the electrical contracting business of F&M Hold-
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 part of Generation. We continue
to pursue opportunities to sell other Enterprises businesses.

EXECUTIVE SUMMARY

2003 has been a year of operating accomplishments and
painful investment write-offs. We have focused on 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 million
(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 investment in Sithe and severance and
severance-related charges approximating $159 million (after-
tax) associated with The Exelon Way. Our energy delivery
business experienced a decline in kilowatthour deliveries
due to moderate 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 increased
Generation’s energy margins, and by lower interest expense
and a Tower effective income tax rate. We also recorded an
after-tax gain of $m2 million upon the adeption of a new
accounting standard that has a significant impact on how
we account for our nuclear decommissioning obligation.

The Exelon Way. We implemented The Exelon Way, an ag-
gressive plan defining how we will conduct business in years
to come. 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 $300 million in 2004 to
approximately $600 million 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 assets and businesses and to sell those that
do not meet our goals. Our 2003 highlights include:

- We announced our transition out of our 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 to preserve the projects with
little prospect of adequate return.

- We completed a series of transactions in November 2003
that restructured the ownership of Sithe, with Generation
continuing to own a 50% interest in Sithe. We continue to
pursue the divestiture of our investment in Sithe.

— We purchased British Energy plc's 50% interest in AmerGen
Energy Company, LLC (AmerCen) in December 2003
AmerCen, which owns the Clinton Power Station, Three
Mile island Nuclear Station Unit 1 and the Oyster Creek
Generating Station representing about 2,500 megawatts of
capacity, is now our wholly owned subsidiary.

- We attempted to purchase lllincis Power Company and to
resolve 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 Winois 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 $580 million of transitional trust notes and
$260 million of long-term debt, resulting in expected annual
interest savings of $96 million. We met all of our capital te-
source commitments with internally generated cash and
expect to do so in the foreseeable future, absent new
acquisitions. We increased our dividend rate by 20% over
the past twelve months.

Operational Achievements. Our energy delivery and gen-
eration businesses focused on the core fundamentals of
providing reliable delivery 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 Philadelphia 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 !sabel and also due
to a series of severe storms across Northern llinois—two of
which were the worst since 1998. Generation’s nuclear fleet
achieved a 93.4% capacity factor in 2003 compared to g2.7%
in 2002 while reducing the costs of nuclear generation to 1.25
cents per kilowatthour.

Outlook for 2004 and Beyond. In the short term, our financial
results will be affected by a number of factors, including
weather conditions, wholesale 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 also be favor-
ably affected by increases in wholesale market prices. In addi-
tion, we are required annually to 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 collected after 2006), we believe there is a
Teasonable 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 Comtd 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 levels, with con-
tinuing debate at the FERC on regional transmission orga-
nization (RTO) and standard market platform issues and in
many states on the “post transition” format. Some states
abandoned failed transition plans (like California), some
states are adjusting current transition plans (like New Jersey
and Ohio), and the states of linois (by 2007) and Pennsylva-
nia (by 20m) are considering options to preserve choice for
large customers 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 investors.

As we look towards the end of the restructuring tran-
sition periods and related rate caps or freezes in lllinois and
Pennsylvania, we will also continue to work with Federal and
state regulators, state and local governments, customer rep-
resentatives and other 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 transmission and
distribution systems. We will also work to 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 successfully 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.

While the U.S. economic recovery appears underway, our
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 challenges, our diverse mix of generation
(nuclear, coal, purchased power, natural gas, hydroelectric,
wind and other renewables) linked to a stable base of over
five million customers will provide a solid platform from
which we will strive to meet these challenges.

BUSINESS OUTLOOK AND THE CHALLENGES
IN MANAGING OUR BUSINESS

Substantially all of our 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 regulated in-
dustry offering bundled service to an industry with un-
bundled services, some of which are regulated and others of
which are priced in competitive markets. Our energy delivery
business remains highly requlated while our generation and
enterprises businesses operate in competitive environments.
All of our businesses are capital 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 Liquidity and Capital Resources
section.

Energy Delivery

Our energy delivery business is comprised of two utility
transmission and distribution companies, ComEd and PECO,
which provide electricity and, in the case of PECO, natural
gas to customers in lllinois and Pennsylvania, respectively.
Energy Delivery focuses on providing safe and reliable serv-
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ices to customers. Energy Delivery continues to make im-
provements to its delivery systems to minimize the fre-
quency and duration of service interruptions, while working
more efficiently to lower their costs. We believe that Energy
Delivery will continue to provide a significant and steady
source of earnings and cash flows over the next several
years.

Both lMlinois and Pennsylvania have adopted restructur-
ing legislation designed to foster competition in the retail
sale of eleciricity. As a result of these restructuring ini-
tiatives, both ComEd and PECO are subject to rate freezes or
caps through mandated restructuring transition periods.
During these periods, the results 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, full-
requirements supply contracts with Generation, helping to
mitigate the risk of changing energy supply costs during
their Tespective transition periods. We are also managing
operations and maintenance costs by implementing The
Exelon Way business model, 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 Pennsylvania 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 supplies 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 regulatory requirements in
managing our energy delivery business, which affect our costs
and responsiveness to changing events and opportunities.

Our energy delivery business is subject to regulation at the
state and Federal levels. ComEd is regulated by the ICC, and
PECO 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. Both ComEd and
PECO are also subject to regulation by the FERC, which regu-
lates their transmission rates, certain other aspects of their
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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 operations, 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 PECO 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 deliver 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
settlement agreement with the PUC, PECO is subject to
agreed-upon rate reductions of $200 million, in aggregate,
for 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
regulation that do not allow PECO to earn a fair rate of re-
turn) on its transmission and distribution rates through
December 31, 2006, and on its generation rates through De-
cember 31, 2010,

Equity return limitation. ComEd is subject to a legislatively
mandated cap on its return 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
common equity. The legislation requires customer refunds
equal to one-half of any excess earnings above the cap.
ComeEd is allowed to include 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 obligation 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 Comgd 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
facflities and in other internal infrastructure projects.

We expect to continue to make significant capital ex-
penditures to improve the reliability of our transmission and
distribution systems in order to provide a high level of serv-
ice to its customers. We further expect Energy Delivery’s
capital expenditures to exceed depreciation on its plant as-
sets. Energy Delivery’s base rate freeze and caps will gen-
erally preclude incremental rate recovery on any of these
incremental investments prior to January 1, 2007.

Our business may be significantly affected by the end of the
Minois and Pennsylvania regulatory transition periods.
Minois electric utilities are allowed to collect competitive
transition charges (CTCs) from customers who choose an
alternative supplier of electric generation service or choose
ComeEd’s power purchase option (PPO). CTCs were intended
to assist electric utilities, such as Comékd, 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
regulated price of energy delivery) and recoveries under his-
torical bundled rates, reduced by a mitigation factor. The
CTC charges are updated annually. 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
million of CTC revenue annually. As a result of increasing
mitigation factors, changes in energy prices and the ability
of certain customers to establish fixed, multi-year CTC rates
beginning in 2003, we anticipate that this revenue source
will decline to approximately $180 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 bundied service to all customers (except certain
large customers with demand of three megawatts or more)
at frozen price levels, under which a majority of ComEd’s
residential and small commercial customers are expected to
continue to receive service. ComEd’s current bundled service
is generally provided under an ail-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, ComEd’s bundled
rates may be reset through a regulatory approval process,
which may include traditional or innovative pricing, includ-
ing performance-based incentives to ComEd.

In order to address post-transition uncertainty, we are
continually working with [llinois state and business
community leadership to facilitate the development of a
competitive electricity market while providing system reli-
ability. Transparent and liquid markets will help to minimize
litigation over electricity prices and provide consumers
assurance of equitable pricing. At the same time, we are at-
tempting to establish a regulatory framework for the post-
2006 timeframe and we are pursuing measures that will
provide greater productivity, quality and innovation in our
work practices across Exelon. Currently, it is difficult to pre-
dict the framework for or the outcome of a potential regu-
latory proceeding to establish rates after 2006.

In Pennsylvania, the Pennsylvania Electricity Generation
Customer Choice and Competition Act (Competition Act)
provides for the imposition and collection 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 all retail customers who access
PECO’s transmission and distribution systems. These CTCs
are assessed regardless of whether the customer purchases
electricity from PECO or an alternative electric 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.

PECO 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
billion had yet to be recovered. Recovery of transition charges
for stranded costs and PECO’s allowed return on its recovery
of stranded costs are included in revenues. Amortization of
PECO’s stranded cost recovery, which is a regulatory asset, is
included in depreciation and amortization expense. PECO’s
results will be adversely affected over the remaining tran-
sition pericd ending December 31, 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 $ 812 $367
2005 808 404
2006 903 550
2007 g10 619
2008 917 697
2009 924 783
2010 g32 880
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By the end of 2010, PECO will have fully recovered all of the
stranded costs authorized by the PUC. As a result, PECO ex-
pects that both its revenues and expenses will decrease in
2011. The end of the transition period involves uncertainties,
including the nature of PECO’s POLR obligations and the
source and pricing of generation services to be provided by
PECO. PECO expects to pursue resolution 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.

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

ComeEd’s goodwill has not been impaired to date. How-
ever, based on certain anticipated reductions to cash flows
{primarily CTCs) subsequent to ComeEd’s regulatory tran-
sition period, we believe there is a reasonable possibility that
goodwill will 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, including 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 Ex-
elon’s results of operations as the goodwill impairment test
for Exelon would consider cash flows of the entire Energy
Delivery business segment, including both Comtd and PECO,
and not just of ComEd. See Critical Accounting Policies and
Estimates for further discussion on goodwill 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 consumers of energy, who have differing
concerns but who have the common objective of limiting
rate 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
regulated rates. During the course of the proceedings, we
look for opportunities 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 delivery services and related
revenues and increase repair expenses and capital ex-
penditures. Such failures, including prolonged or repeated
failures, also could affect customer satisfaction and may in-
crease regulatory oversight and the level of our maintenance
and capital expenditures. We cannot predict what impact
these failures, or failures that impact other utilities such as
the August Blackout, will have on our anticipated capital
expenditures.

Although neither ComEd nor PECO was directly affected
by the August Blackout, we may be indirectly affected going
forward. Requlated utilities that are required to provide serv-
ice to all customers within their service territory have gen-
erally been afforded liability protections against claims by
customers 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 biackout. 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 traditional
liability protections of utilities in providing regulated service.
in addition, under inois 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-
tomers 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 [linois and Pennsylvania, all of En-
ergy Delivery's retail electric customers may purchase their
generation supply from alternative electric generation sup-
pliers. In addition, since market share thresholds (MST) for
customers taking service from alternative generation
suppliers agreed to by PECO were not met, PECO has been
required to assign both commercial and residential custom-
ers to alternative generation suppliers. ComEd and PECO are
each generally obligated to provide generation ard delivery
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setvice 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 aiternative 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 iCC finds that
competitive supply options are available to certain classes of
customers. ComEd and PECO remain obligated to provide
transmission and distribution service to all customers
regardless of their generation suppliers. The number of
customers taking service from alternative generation
suppliers depends in part on the prices being offered by
those suppliers relative to the fixed prices that ComEd and
PECO are authorized to charge by their state regulatory
commissions. To the extent 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
all customers in its service territories. Since Comtd 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 to purchase
power teserves to cover the load served by others. We man-
age our POLR obligation through full-requirements contracts
with Generation, under which Generation supplies the
power requitements of ComEd and PECO.

ComeEd 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 other businesses with demands of at least
three MWSs representing an aggregate of approximately
2,500 MWs of load. These customers accounted for 10% of
ComEd’s 2003 MWh deliveries.

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

Temperatures above normal 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 maintenance 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 electricity.

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 1.2%
and 13% in the service territories of ComEd and PECO,
respectively. Long-term retail sales growth for electricity is
expected to be 15% and 1.0% 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 primarily 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 |Illinois 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 to their transmission systems. It has also
sought the voluntary development of RTOs and the elimi-
nation of trade barriers between regions. The FERC also pro-
posed rtulemakings to implement protocols to create a
standard wholesale market platform for the wholesale mar-
kets for energy and capacity. The RTO 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 wholesale
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
“locational marginal pricing.” FERC is likely to finalize its
wholesale market platform rule during 2004.
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PECO is a member of PIM Interconnection, LLC (PJM), an
approved RTO operating in the Mid-Atlantic region. ComEd
and other Midwestern utilities are seeking to become fully
integrated into the PJIM RTO in 2004. When ComéEd in-
tegrates into PJM, 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 certain regions. We
support both of these FERC initiatives but cannot predict
. whether they will be successful, what 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 wholesale markets. To the extent that Comtd 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
legislative initiatives of the Bush administration is the adop-
tion of comprehensive Federal energy legislation. In 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 written, 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 output 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 source of earnings
through its low-cost operations and will take advantage of
higher whelesale prices when they can be realized.

EXELON CORPORATION AND SUBSIDIARY 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 portfolio is used to provide
power under long-term purchased power agreements with
ComEd and PECO. To the extent the portfolio is not needed
for that purpose, Generation’s output 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 ComEd and PECO, to manage its power portfolio
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 tesources include interests in 1 nuclear gen-
eration stations, consisting of 19 units. Generation’s nuclear
fleet, excluding AmerGen’s three units, generated 17,502
GWhs, or more than half of our total available generating
capacity, as of December 31, 2003. As the largest generator of
nuclear power in the United States, Generation can take
advantage of its scale and scope to negotiate favorable
terms for the materials and services that our business re-
quires. Generation’s nuclear plants benefit from stable fuel
costs, minimal environmental impact from operations and a
safe operating history.

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

The ownership and operation of nuclear facilities involve
risks, including:

—mechanical or structural problems;

—inadequacy or lapses 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 decommissioning 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
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due to 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 Generation’s operating costs and could require
Generation to generate additional energy from its fossil or
hydroelectric facilities or purchase additional energy in the
spot or forward markets in order to satisfy Generation’s
obligations to ComEd and PECO and other committed third-
party sales. These sources generally are at a higher cost than
Ceneration otherwise would have to incur to generate en-
ergy from its nuclear stations.

Refueling outages. Outages 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 Ceneration 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 annual capacity
factor between 0.3% and 0.5%. The number of refueling out-
ages, including AmierGen, 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 our 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 resulted in increased costs due to
accelerated fuel amortization and/or 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 nuclear facilities are currently
operating under go-year Nuclear Regulatory Commission
{NRC) licenses. Generation has applied 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
permitted 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

the facilities for all or any portion of the extended license. If
the NRC does not extend the operating licenses for Gen-
eration’s nuclear stations, our results of operations could be
adversely affected by increased depreciation rates and accel-
erated future decommissioning 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 licenses for nuclear facilities.
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 position. Events at nuclear plants
owned by others, as well as those owned by Generation, may
cause the NRC to initiate such actions.

Operational risk. Operations at any of Generation’s nuclear
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 to close a plant rather than incur the
expense of restarting it or returning the plant to full ca-
pacity. In either event, Generation may 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 also 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 loss 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 results of
operation 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
billion 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
$300 million 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 applying 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 its expiration.

Decommissioning. Generation has an obligation to decom-
mission its nuclear power plants. Based on estimates of de-
commissioning costs for each of the nuclear facilities in
which Generation has an ownership interest, other than
AmerCen facilities, the ICC permits ComEd, and the PUC
permits PECO, to collect from their customers and deposit in
nuclear decommissioning trust funds maintained by Gen-
eration amounts which, together with earnings thereon, will
be used to decommission such nuclear facilities. The ICC
permitted ComEd to recover $73 million per year from retail
customers 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 million
annually in 2005 and 2006. Subsequent to 2006, there will
be no further recoveries of decommissioning costs from
ComeEd'’s customers. Effective January 1, 2004, PECO will be
permitted to recover $33 million annually for nuclear
decommissioning. 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 estimates 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 33,
2003.

NRC regulations require that licensees of nuclear generat-
ing facilities demonstrate 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 lev-
els (NRC Funding Levels) with scheduled contributions to and
earnings on the decommissioning trust funds. As of De-
cember 31, 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
potential actions, in accordance with NRC requirements, to
assure that Generation will remain adequately funded com-
pared to the NRC Funding Levels.

In 2003, the General Accounting Office {(GAQ) published a
study on the NRC’s need for more effective analyses to en-
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sure the adequate accumulation of funds to decommission
nuclear power plants in the United States. As it has in the
past, the GAO concluded that accumulated and future pro-
posed funding was inadequate to achieve NRC Funding Lev-
els at a number of U.S. nuclear plants, including a number of
Generation's plants. Generation has reviewed the GAO’s re-
port and believes that, in reaching its conclusions, the GAO
did not consider all aspects of Generation's decornmission-
ing strategy, such as fund growth during the decornmission-
ing period. The inclusion of estimated earnings growth on
Ceneration’s nuclear trust funds during the decornmission-
ing period virtually eliminates any funding shortfalls identi-
fied in the GAO report.

In spite of any temporary shortfall in NRC Funding Levels,
Generation currently believes that the amounts in nuclear
decommissioning trust funds and future collections from
ratepayers, together with earnings thereon, will provide
adequate funding to decommission its nuclear facilities in
accordance with regulatory 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 held by Generation's nuclear
decommissioning trusts are mnot sufficient to fund the
decommissioning of Generation’s nuclear plants, Generation
may be required 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, it 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 Comtd and PECO, to
deliver the power that it sells at wholesale. If transmission at
these facilities is disrupted, or transmission capacity is in-
adequate, Generation may not be able to sell and deliver its
wholesale power. While Generation was not significantly
affected by the failure in the transmission grid that served a
large portion of the Northeastern United States and Canada
during the August Blackout, 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 a 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 to invest in expansion of transmission
infrastructure.
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The FERC has issued electric transmission initiatives that
Tequire electric transmission services to be offered un-
bundled from commodity sales. Although these initiatives
are designed to encourage wholesale market transactions
for electricity, access to transmission systems may in fact not
be available if transmission capacity is insufficient because
of physical constraints or because it is contractually un-
available. We alsc cannot predict whether transmission
facilities will be expanded in specific markets to accom-
modate competitive access to those 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 electricity in both the wholesale bilateral and spot
markets. The excess or deficiency of energy owned or con-
trolled 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
would be required to incur an impairment loss.

The wholesale spot market price of electricity for each
hour is generally determined by the cost of supplying the
next unit of electricity to the market during that hour. Many
times, the next unit of electricity supplied would be supplied
from generating stations fueled by fossil fuels, primarily
natural gas. Consequently, the open-market wholesale price
of electricity may refiect 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 electricity.

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 to
perform, Generation might be forced to purchase or sell
power in the wholesale markets at less favorable prices and
incur additional losses, to the extent of amounts, if any, al-
ready paid to the counterparties. In the spot markets, Gen-

eration 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 financial 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 counterparty
credit limits and, in some cases, require deposits or letters of
credit to be posted by certain counterparties. Generation’s
counterparty credit limits are based on a scoring model that
considers a variety of factors, including leverage, liquidity,
profitability, credit ratings and risk management capa-
bilities. Generation has entered into payment netting
agreements or enabling 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 counterparties and their affiliates, both
on an individual and an aggregate basis.

fmmature 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 eventually take or what
roles we will play in them. Problems 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 financial
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 resources to meet its
contractual requirements to ComEd and PECO. Extreme
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-
tional capacity at a time when wholesale markets are tight
or to seek to sell excess capacity at a time when those mar-
kets are weak. Generation incorporates contingencies into its
planning for extreme weather conditions, inctuding poten-
tially reserving capacity to meet summer loads at levels rep-
resentative of warmer-than-normal weather conditions.

Excess capacity. Energy prices are also affected by the amount
of supply available in a region. In the markets where Gen-
eration sells power, there has been a significant increase in
the number of new power plants commencing commercial
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 has reduced prices in the
wholesale markets and adversely affected Generation's
profitability. We cannot predict when these regions will re-
turn to more normal levels in the supply-demand balance.

Generation’s business is also affected by the restructuring of
the energy industry.

Regional Transmission Crganizations 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 implemented in cer-
tain areas of the country and each 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 wholesale market platform rule, to
encourage the development of large regional, uniform mar-
kets and to eliminate trade barriers. These initiatives, how-
ever, have not yet led to the development of such markets in
all areas of the country. PJM’s and the New England markets
strongly resemble the FERC’s proposal, and the New York
independent System Operator (ISO) is implementing 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 PIM. If the PIM market is expanded to
the Midwest, 79% of Generation’s generating resources
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would be located within that market. 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 choice of electricity generation supplier 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 to plan the energy demand of ComEd and PECO
customers. The uncertainty regarding the amount of ComEd
and PECO load for which Generation must prepare increases
our costs and may limit our sales opportunities. A significant
under-estimation of the electricload requirements of
ComEd and PECO could result in Generation not having
enough power to cover its supply obligation, 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 could adversely affect
our results from operations.

In 2002, Generation purchased the assets of Sithe New
England Holdings, LLC (now known as Exelon New England),
a subsidiatry 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 $945 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 result 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 sold in the open wholesale
energy markets can vary significantly in response to 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 wholesale power prices are also generally highest.
Therefore, energy committed by Generation to serve ComEd
and PECO customers is not exposed to the price uncertainty
of the open wholesale energy market. Generally, between
60% and 70% of our generation supply serves ComEtd and
PECO customers. Consequently, 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
PECO 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 wholesale power
generation business. In addition, independent power pro-
ducers (IPP) have become prevalent 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 growth of elec-
tricity demand. These new generating facilities 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 elimi-
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-
modity price movements. We attempt to manage our ex-
posure through enforcement of established risk limits and
risk management procedures. These risk limits and risk
management procedures may not always be followed or
may not work as planned and cannot eliminate the risks
associated with these activities. Even when our policies and
procedures are followed, and decisions 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 more
difficult to predict and the calculations become less reliable
the further into 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 ability 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 results
of operations. 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 losses 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 our 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 fluctuating 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 mil-
lion during 2003 associated with investments, goodwill and
other assets.

At December 31, 2003, Enterprises had total assets of $831
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 abil-
ity to manage our projects, results may also be affected by
economic conditions, weather conditions, the inability to
attract and retain qualified management due to planned
divestiture of these businesses and the regulatory environ-
ment. in connection with the sale or wind down of certain
businesses of Enterprises in 2003, Enterprises has retained
tisk 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, our
results of operations may be adversely affected.

General Business

Our 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 consolidation 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 annual cash
savings levels, Our targeted annual cash savings do not re-
flect any expenses that may be incurred in future pericds.
Our inability to realize these annual cash savings levels in
the targeted timeframes could 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 customers,

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-
tions 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.
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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
Commission (SEC) under PUHCA as a result of our ownership
of ComEd and PECO. That regulation affects our ability to:

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

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

-engage in transactions among our affiliates without the
SEC's prior approval and, then, only at cost, since the
PUHCA regulates business between affiliates in a utility
holding company system; and

- make dividend payments in specified situations.

Our financial performance is affected by increasing costs asso-
ciated with additional security measures and obtaining ad-
equate liability 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 to maintain
the reliability of our energy production and delivery systems.
We fully expect to meet or exceed all NRC-mandated meas-
ures on or before the dates specified by requirements pro-
mulgated in 2003. These rtequirements will necessitate
additional 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-term 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 fo 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 difficult times.

The electric and gas industries have also 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 guidelines, which were accepted by the U.S.
Department of Energy. In 2003, the FERC issued minimum
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standards to safeguard the electric grid system control.
These standards are expected to be effective in 2004 and
fully implemented by January 2005. The gas industry,
through the American Gas Association, developed physical
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 to 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 deductibles 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 operations.
Nuclear Electric Insurance Limited (NEIL), a mutual insurance
company to which we belong, provides property and busi-
ness interruption insurance for our nuclear operations. 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 regu-
lation by local, state and Federal authorities. These laws and
regulations 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
solid waste disposal and are an important aspect of our
operations. In addition, we are subject to liability under
these laws for the costs of remediating environmental 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. Also, 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, our reserve for environmental
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
to cover these environmental liabilities, but we cannot pre-
dict with any certainty whether these amounts will be suffi-
cient to cover our environmental labilities. We cannot
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 potential
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 31,
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 reatized in
future periods. The ultimate outcome of such matters could
result in adjustments to our consolidated financial 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, various 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 legisiation or regulation,
whether any such legislation or reqgulation 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 results 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 methodologies may exceed increases in demand
in some regional electric markets. The introduction of new
technologies could increase competition, which could lower
prices and have an adverse effect on our results of oper-
ations or financial condition.

RESULTS OF OPERATIONS

EXELON CORPORATION AND SUBSIDIARY COMPANIES

We may make acquisitions that do not achieve the intended
Sfinancial results.

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

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

Exelon Corporation 2003 2002 Variance % Change
Operating revenues $15,812 $14,955 S 857 5.7%
Purchased power and fuel expense 6,375 5,262 113 21.2%
Operating and maintenance expense 5,532 4,345 1,187 27.3%
Operating income 2,198 3,299 (1101} (33.4%)
Other income and deductions (1,074) (631) (443) 70.2%
Income before income taxes and cumulative effect of changes in accounting

principles 1,124 2,668 (1,544) (57.9%)
Income before cumulative effect of changes in accounting principles 793 1,670 (877) (52.5%)
Net income 905 1,440 {535) (37.2%)
Diluted earnings per share 2.75 4.44 (1.69) (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 market 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 t0 107,267 GWhs in 2003, and the average revenue per
MWh on Generation’s market sales, excluding the trading
portfolio, 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
alternative vetail 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 InfraSource 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 portfolio, increased
from $20.49 in 2002 to $22.79 in 2003 due to increased fossil
generation and increased purchased power at higher market
prices. Fossil and hydroelectric generation represented 1% 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 $g45 million before income taxes recorded by
Generation related to the long-lived assets of Boston
Generating. Operating 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 transaction-
related charges of $280 million recorded in 2003 related to

Results of Operations by Business Segment

Generation's investment in Sithe. Interest expense decreased
g% from $966 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-
ally offset by increased interest expense at Generation due
to debt related to 2002 acquisitions and reduced capitalized
interest in 2003. In 2002, Enterprises recorded a gain on the
sale of its investment in AT&T Wireless of $198 million
(before 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 $ (98) (7.7%)
Generation (241) 387 (628}  (162.3%)
Enterprises (135) 65 (200) n.m.
Corporate () (50) 49 (98.0%)
Total $ 793 $1,670 $(8770  (525%)
n.m. - not meaningful
Net income (Loss) by Business Segment

2003 2002 Variance % Change
Energy Delivery $1175 $1,268 $ (93) (7.3%)
Generation (133) 400 (533) (133.3%)
Enterprises (136) (178) 42 (23.6%)
Corporate () (50) 49 (98.0%)
Total $905 $1,440 $(s35)  (37.2%)
Results of Operations—-Energy Delivery
Energy Delivery 2003 2002 Variance % Change
Operating revenues $10,202 $10,457 $(255) (2.4%)
Purchased power and fuel expense 4,597 4,602 (5) (01%)
Operating and maintenance expense 1,669 1,486 183 12.3%
Depreciation and amortization expense 873 978 {105} (10.7%)
Taxes other than income 440 531 (97) (171%)
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 1,175 1,268 (93) (7.3%)

Net Income. Energy Delivery’s net income in 2003 decreased
primarily 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 to 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 to 2002 consisted of
the following:

Total
Energy Delivery Electric Gas Variance
Customer choice $(167) S - $(167)
Weather (229) 7 (158)
Resales and other - (22) {(22)
Rate changes and mix (s8) 51 )]
Volurmne 18 (3) g
Other effects (15) (1) (16)
{Decrease)} increase in
operating revenues $ (351) $96 $(255)

Customer Choice. For 2003 and 2002, 25% and 21%, Te-
spectively, of energy delivered to Energy Delivery’s retail cus-
tomers was provided by alternative electric suppliers or
under the ComEd PPO. The decrease in electric retail rev-
enues attributable to customer choice included a decrease in
revenues of $155 million from customers 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
cooler summer weather in 2003, partially 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 PECO service
territories were 5% higher and 16% higher, respectively, in
2003 as compared to 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 decreased
average energy rates under ComEd’s PPO as a result of lower
wholesale market prices. Electric revenues 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 adjustment
clause that became effective March 1, 2003, June 1, 2003 and
December 1, 2003. The average purchased gas cost rate per
million cubic feet for 2003 was 11% higher than the rate in
2002. PECO’s purchased gas cost rates are subject 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.

Volume. 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 a $12 million re-
imbursement from Generation in 2002.

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

Total

Energy Delivery Electric Cas Variance
Customer choice $(143) $ - ${143)
Weather (hg) 49 (70)
Resales and other ~ (28) (28)
Prices 74 39 "3
Volume 73 6 79
Decommissioning 62 - 62
Other {23) 5 (18)
(Decrease) increase in

purchased power and fuel

expense $ (76) $n 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/off-
peak cost of electricity at ComEd, and fuel expense for gas
increased due to PECO’s higher gas prices.

Volume. 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-
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tion of SFAS No. 143 (see Note 13 of the Notes to Consolidated
Financial Statements). Decommissioning collections, which
are remitted to Generation, were previously recorded as
amortization experise and are recorded as purchased power
expense in 2003.

Other. Energy Delivery's purchased power decreased due to
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 to 2002
consisted of the following:

Energy Delivery Variance
Severance, pension and postretirement benefit costs

associated with The Exelon Way $167
Charge recorded at Com:£d in 2003 associated with a

regulatory settlement @ 4
Increased storm costs 36
Increased employee fringe benefits primarily due to

increased health care costs 23
Decreased payroll expernise due to fewer employees (93)
Decreased costs associated with the initial implementation

of automated meter reading services at PECO in 2002 (13)
Other 22
Increase in operating and maintenance expense $183

{a) For more information regarding the settlement, see Note 4 of the Notes to Con-
solidated Financial Statements.

Depreciation and Amortization Expense. The reduction in
depreciation and amortization expense was primarily due to
a change in the accounting for nuclear decommissioning at
ComkEd, lower amortization of ComEd’s recoverable tran-
sition costs of $58 million and a $48 million reduction due to
changes in ComEd’s depreciation rates in 2002, partially off-
set by increased depreciation of $30 million 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 other than
income was primarily due to a reversal of real estate tax ac-
cruals recorded by PECO of $58 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 for further information re-
garding the reversal of real estate tax accruals recorded by
PECO.

Interest Expense. The reduction 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 statistics and revenue detail were as follows:

Retail Deliveries—(in gigawatthours (GWhs))@ 2003 2002 Variance % Change
Bundied deliveries®
Residential 37,564 37,839 (275) (0.7%)
Small commercial & industrial , 28,165 29,971 (1,806) (6.0%)
Large commercial & industrial 20,660 22,652 (1,992) (8.8%)
Public authorities & electric railroads 6,022 7,332 (1,310) (17.9%)
Total bundled deliveries 92,41 97,794 (5,383) (5.5%)

Unbundled deliveriesl
Alternative energy suppliers

Residential 900 1,971 (1,o71) (54.3%)
Small commercial & industrial 7,461 5,634 1,827 32.4%
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%
PPC (ComEd only}
Small commercial & industrial 3,318 3,152 166 53%
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) (0.4%)
Total unbundled deliveries 30,043 25,799 4,244 16.5%
Total retail delivertes 122,454 123,593 (1,139) (0.9%)
(a) One gigawatthour is the equivalent of one million kilowatthours (kwh).

)
(b) Bundied service reflects deliveries to customers taking electric service under tariffed rates.
{0} Unbundled service reflects customers electing to receive electric generation service from an alternative energy supplier or Comtd’s PPO. See Note 4 of the Notes to Consolidated
Financial Statements for further discussion of ComEd's PPO.

Electric Revenue 2003 2002 Variance % Change

Bunrdled revenuesls

Residential $ 3,715 $ 3,719 $ (@) (01%)

Small commercial & industrial 2,421 2,601 (180) (6.5%)

Large commercial & industrial 1,394 1,496 (102} (6.8%)

Public authorities & electric railroads 396 456 (60) {13.2%)
Total bundled revenues 7,926 8,272 (346) (4.2%)

Unbundled revenues®
Alternative energy suppliers

Residential 65 145 (80) (55.2%)
Small commercial & industrial 214 159 55 34.6%
targe commercial & industrial 196 170 26 15.3%
Public authorities & electric railroads 33 28 5 17.9%
508 502 6 1.2%

PPO (ComEd only)
Small commercial & industrial 225 204 21 10.3%
Large commercial & industrial 240 278 (38) (13.7%)
Public authorities & electric railroads 103 7 32 451%
568 553 15 27%
Total unbundled revenues 1,076 1,055 21 2.0%
Total electric retail revenues 9,002 9,327 (325) (3.5%)
Wholesale and miscellaneous revenuel 555 581 (26) (4.5%)
Total elecizic revenue $ 9,557 9,908 $ (351) {3.5%)

(a) Bundled revenue reflects deliveries to customers taking electric service under tariffed 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 include a CTC charge. See Note 4 of the Notes to Consolidated Financial Statements for a discussion of CTC.

(b} Unbundled revenue reflects revenue from customers electing to receive electric 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 includes an energy charge at market rates,
transmission and distribution charges, and a CTC. Transmission charges received from alternative energy suppliers are included in wholesale and miscellaneous revenue,

{c) Wholesale and miscellaneous revenues include transmission revenue, sales to municipalities and other wholesale energy sales.
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Energy Delivery's gas sales statistics and revenue detail were as follows:

Deliveries to customers in million cubic feet (mmecf) 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 2,77 32%
Revenue 2003 2002 Variance % Change
Retail sales $ 609 $ 490 $ 19 243%
Transportation 18 19 () {5.3%)
Resales and other 18 40 (22) (55.0%)
Total $ 645 $ 549 $ 96 17.5%
Results of Operations-Generation
Generation 2003 2002 Variance % Change
Operating revenues $ 8,135 $6,858 $ 1,277 18.6%
Purchased power and fuel expense 5,120 4,253 867 20.4%
Operating and maintenance expensef? 2,890 1,656 1,234 74.5%
Depreciation and amortization expense 199 276 (77) (27.9%)
Operating income (loss) (194) 509 (703) (138.1%)
Income (loss) before income taxes and cumulative effect of changes in

accounting principles ' (420) 604 (1,024) (169.5%)
Income (loss) before cumuiative effect of changes in accounting principles (247) 387 {628) (162.3%)
Net income {loss) (133) 400 (533) (133.3%)

(a) Includes an impairment charge of $945 million before income taxes related to the long-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 $945 million before income taxes recorded in
2003 related to the long-lived assets of Boston Generating,
impairment and other transaction-related charges of $280
million before income taxes recorded in 2003 related to
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 principles
recorded in 2003 and 2002 included income of $108 million,
net of income taxes, recorded in 2003 related to the of adop-
tion of SFAS No. 143 and income 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:

Generation Variance
Market sales $1,270
Trading margins 30
Energy Delivery and Exelon Energy Company (177)
Other 154
Increase in operating revenues $1,277

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
commencement of commercial operations in 2003 of the
Boston Generating facilities, Mystic 8 and 9 and Fore River. in
addition, average market prices were $5/MWh higher than
2002

Trading Margins. Trading activity increased revenue by $1
million in 2003 compared to a reduction in revenue of $29
million in 2002 due to an increase in gas prices in April 2002,
which negatively affected Generation's trading positions.
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Energy Delivery and Exelon Energy Company. Sales to affili-
ates decreased primarily due to lower volume sales to
ComeEd, offset by slightly higher prices. Sales to PECO were
lower, primarily due to lower prices, offset slightly by higher
volumes. Sales to Exelon Energy Company decreased primar-
ily due to the discontinuance of Exelon Energy Company
operations in the PIM region.

Other. Revenues also increased in 2003 as compared to 2002,
as a result of a $76 million 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 mil-
lion due to higher decommissioning revenue received from
ComeEd in 2003 compared to 2002.

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

Generation Variance
Exelon New England $42g
Prices 350
Volume 46
Hedging activity 22
Other 20
Increase in purchased power and fuel expense $867

Exelon New England. Generation acquired Exelon New Eng-
land in November 2002 and Mystic units 8 and g 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. Purchased power increased in 2003 due to an in-
crease in purchased power from AmerGen under a June
2003 PPA to purchase 100% of the output of Oyster Creek.
Prior to the June 2003 PPA, Generation 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 2003 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 following:

EXELON CORPQRATION AND SUBSIDIARY COMPANIES

Generation Variance
2003 asset impairment charge related to long-lived assets of

Boston Generating $ 945
Adoption of SFAS No. 1436 197
increased costs due to generating asset acquisitions made

in 2002 78
Severance, pension and postretirement benefit costs

associated with The Exelon Way 60
increased employee fringe benefits primarily due to

increased health care costs 54
Decreased refueling outage costst {49)
2002 executive severance {19)
Other (32)
Increase in operating and maintenance expense $1,234

{a) Due to a reclassification of decommissioning-related expenses upon the adoption
of SFAS No. 143
(b) Includes cost savings of $19 million related to one of Generation's co-owned facili-
ties. Refueling outage days, not including Generation’s co-owned facilities, de-
creased from 202 in 2002 to 157 in 2003,
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 $65 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 to 35.9% for 2002. This increase was
primarily attributable to the impairments recorded in 2003
related to the long-lived assets of Boston Generating and Gen-
eration’s investment in Sithe which resulted in a pre-tax loss.
Other adjustments that affected income taxes include a de-
crease in tax-exempt interest recorded in 2003 and an increase
in nuclear decommissioning investment income for 2003,

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

Sales (in GWhs) 2003 2002 % Change
Energy Delivery and Exelon

Energy Company 17,405 123,975 (5.3%)
Market sales 107,267 83,565 28.4%
Total sales 224,672 207,540 8.3%
Supply of Sales (in GWhs) 2003 2002 % Change
Nuclear generationt! 17,502 15,854 1.4%
Purchases-non-trading

portfolio® 82,860 78.70 5.3%
Fossil and hydroelectric

generation 24,310 12,976 87.3%
Total supply 224,672 207,540 8.3%

(a) Excluding AmerGen.
(b) Including purchased power agreements with AmerGen.
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Trading volumes of 32,584 GWhs and 69,933 GWhs for 2003
and 2002, tespectively, are not included in the table above.
The decrease in trading volume is a result 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.

Generation’s average revenue for the years ended De-
cember 31, 2003 and 2002 were as follows:

($/MWh)@ 2003 2002 % Change
Average revenue
Energy Delivery and Exelon
Energy Company $34.38 $33.98 1.2%
Market sales 35.99 31.01 16.1%
Total-excluding the .
trading portfolio 35.15 32.78 7.2%
(a) One megawatthour (MWh) is the equivalent of one thousand kWhs.
2003 2002
Nuclear fleet capacity factort 93.4% 92.7%
Nuclear fleet production cost per MWh@) $12.53 $13.00
Average purchased power cost for wholesale
operations per MWhe®! $43.29 $ 41.85

{a) Including AmerGen and excluding Salem, which is operated by Public Service
Enterprise Group Incorporated (PSE&C).
(b} Including PPAs with AmietGen.

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 in November 2002, including plants under
construction which became operational in the second and
third quarters of 2003 and account for an increase of 8,426
GWhs, and

- additional purchase power of 3,320 GWhs from 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 11,98 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 to 56 fewer planned refueling outage
days, resulting in a $36 million decrease in refueling outage
costs, including a $6 million decrease related to AmerGen, in
2003 as compared to 2002. The years ended December 31,
2003 and 2002 included 30 and 26 unplanned outages, 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 $(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) (+62) (14) (148) nm.
Income (loss) before income taxes and cumulative effect of changes in

accounting principles (216) 134 {350) nm.
Income (loss) before cumulative effect of changes in accounting principles {135) 65 (200) nm.
Net income (loss) (136} (178) 42 (23.6%)

n.m—not meaningful.

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
maintenance expense. Depreciation and amortization ex-
pense decreased $2g9 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 asset
depreciation in the PJM region in 2002. In 2003, Enterprises
recorded impairment charges of investments of $46 million
before income taxes due to other-than-temporary declines
in value and an impairment charge of $8 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 other assets of $4 mil-
lion before income taxes. In 2002, Enterprises recorded a pre-
tax gain of $198 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. The changes in Enterprises’ operating
revenues for 2003 compared to 2002 consisted of the
following:

EXELON CORPORATION AND SUBSIDIARY COMPANIES

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

Enterprises Variance Enterprises Variance
infraSource $(359) InfraSource ${267)
Exelon Services {60) Exelon Energy Company (10)
Exelon Energy Company 137 Exelon Services (6)
Other 6 Other 3
Decrease in operating revenues 5{276) Decrease in operating and maintenance expense $(280)

InfraSource. Operating revenues decreased $256 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. Operating 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 $19 million.

Exelon Energy Company. Operating revenues increased $97
million at Exelon Energy Company due to higher gas prices in
2003. In addition, customer growth in the gas and electric
markets increased operating revenues by $69 million and $40
million, respectively. These increases were partially offset by the
discontinuance of retail sales in the PJM region of $40 million
and the wind-down of the Northeast operations of $29 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 customer
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-to-market accounting. These increases were
partially offset by reduced costs from the discontinuance of
retail sales in the PJM region of $46 million and the wind-
down of the Northeast operations of $8 million.

. InfraSource. Operating and maintenance 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 maintenance expense decreased $80 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 deterioration on various construction projects.

During 2003, Enterprises recorded a net charge to operat-
ing and maintenance expense of $4 million (before income
taxes and minority interest} associated with the sale of the
majority of the infraSource businesses. Pursuant te the sales
agreement, certain working capital adjustments to the pur-
chase price will be made in 2004.

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 PJM region and the wind-
down of Northeast operations of $g 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 million, a goodwill
impairment charge of $24 million and other asset impair-
ments of $15 million.

Effective Income Tax Rate. The effective income tax rate was
37.5% for 2003 compared 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
income tax related items of $21 million during 2002.
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Year Ended December 31, 2002 Compared To Year Ended December 31, 2001

Exelon Corporation 2002 2001 Variance % Change
Operating revenues $14,955 $14,918 S 37 0.2%
Purchased power and fuel expense 5,262 5,090 172 3.4%
Operating and maintenance expense 4,345 4,394 (49) (11%)
Operating income 3,299 3,362 (63) (1.9%)
Other income and deductions (637) (1,015) 384 (37.8%)
Income before income taxes and cumulative effect of changes in accounting

principles 2,668 2,347 321 13.7%
Income before cumulative effect of changes in accounting principles 1,670 1,416 254 17.9%
Net income 1,440 1,428 12 0.8%
Diluted earnings per share 4.44 4.43 0.01 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 a result of the adoption of SFAS No.
142, while net incorne 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 Consclidated Financial
Statements for further information regarding the adoptions
of SFAS No. 142 and SFAS No.133.

Operating Revenues. Operating revenues were comparable
from 2001 to 2002. Energy Delivery experienced an increase
of $286 million 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 PIM
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 Generation, exclusive of trading activity, was 207,540
GWhs in 2002 compared to 196,126 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 consistent 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 partially 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. Operating 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 to 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 $198 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
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The comparisons of 2002 and 2001 operating rtesults 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

2002 2001 Variance % Change
Energy Delivery $1,268 $1,022 $246 241%
Generation 387 512 (125) (24.4%)
Enterprises 65 (8s) 150 176.5%
Corporate {50) (33) (7 (51.5%)
Total $1,670 $1,416 $254 17.9%
Net Income (Loss) by Business Segment
2002 2001 Variance % Change
Energy Delivery $1,268 $1,022 $246 24.1%
Generation 400 524 (124) (23.7%)
Enterprises (178) (85) (93} (109.4%)
Corporate (s0) (33) (7 (51.5%)
Total $1,440 $1,428 S 12 0.8%
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 978 1,081 (103) (9.5%)
Taxes other than income 531 457 74 16.2%
* Operating income 2,860 2,593 267 10.3%
interest expense 854 973 (1g) (12.2%)
income before income taxes 2,033 1,725 308 17.9%
Net income 1,268 1,022 246 24.1%

Net Income. The increase in Energy Delivery’s net income was
primarily due to an increase in operating revenues net of
purchased power and fuel expense and decreases in operat-
ing and maintenance, depreciation and amortization and
interest expenses, partially offset by increased taxes other
than income, lower 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 Cas Variance
Volume $224 $ 15 $239
Weather 151 2 153
Customer choice 95 - 95
Rate changes (54) (108) (162)
Resales and other - (15) (15)
Other effects (25) 1 (24)
Increase (decrease) in
operating revenues $3g1 $(105) $286
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Volume. Energy Delivery’s electric revenues increased as a
result of increases, exclusive of weather impacts, in the
number of customers and additional average usage per cus-
tomer, primarily 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 2001, primarily as a result of
customer growth and higher transportation volumes.

Weather. Energy Delivery’s electric tevenues experienced
favorable weather impacts, primarily as a result of warmer
than usual summer weather. Cooling degree-days in the
Comtd and PECO service territories were 29% higher and 15%
higher in 2002 as compared to 2001, respectively. Heating
degree-days in the ComEd and PECO service territories were
3% higher and 1% higher, respectively, in 2002 compared
to 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
partially offset by a decrease in revenues of $131 million from
ComEd’s customers electing to purchase energy from alter-
native energy suppliers or electing Comtd’s PPO.

Rate Changes. The decrease in electric revenues attributable
to rate changes reflect S99 million for the 5% Comtd resi-
dential rate reduction, effective October 1, 2001, required by
the Illinois restructuring legislation and the timing of a $60
million PECO rate reduction in effect for 2001 and 2002,
partially 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 effective in December
2001. 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 |llinois and a $15 million reversal
for revenue refunds in 2001 related to certain of ComEd’s
municipal customers as a result of a favorable FERC ruling,
partially offset by a reimbursement from Generation of %12
million at ComEd and an $1 million settlement of CTCs by a
large PECO customer in the first quarter 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 Variance
Weather $ 69 5 - $ 69
Customer choice 65 - 65
Volume 54 - 54
PIM ancillary charges 4 - 41
Prices 18 (108) (90)
Other (15) 6 (9)
Increase (decrease) in

purchased power and fuel

expense $232 $(102) $ 130

Weather. Energy Delivery's purchased power and fuel ex-
pense increased in 2002 compared to 2001 due to the im-
pacts of warmer than usual summer weather.

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

Volume. Energy Delivery’s purchased power and fuel expense
increased due to increases, exclusive of weather impacts, in
the number of customers and additional average usage per
customer, primarily in the residential customer class.

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
ComeEd.

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

Energy Delivery Variance

Decreased employee fringe benefits primarily due to fewer
employees $
Decreased payroll expense due to fewer employees
Reduced costs due to cost management initiatives
Change in bad debt reserve estimate
Decreased storm costs
Increased costs for manufactured gas plant investigation

vy

EE2RS

=

and remediation 16
Increased costs associated with the initial implementation

of automated meter reading services at PECO in 2002 12
Other 3
Decrease in operating and maintenance expense $(82)

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
amortized 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 PECO.

Taxes Other Than Income. The increase in taxes other than
income was primarily due to $72 million of additional gross
Teceipts tax at PECO related to additional 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 PECQO'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 attributable
to a reduction in state income taxes and the discontinuation
of goadwill amortization as of January 1, 2002, which was not
deductibie for income tax purposes in 2001.

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

Retail Deliveries—(in gigawatthours (GWhs))@ 2002 2001 Variance % Change
Bundled delfveries®)
Residential 37,839 33,355 4,484 13.4%
Small commercial & industrial 29,971 29,433 538 1.8%
Large commercial & industrial 22,652 23,265 (613) (2.6%)
Public authorities & electric railroads 7,332 8,645 (1,313) (15.2%)
Total bundled deliveries 97,794 94,698 3,096 3.3%
Unbundled deliveriest
Alternative energy suppliers
Residential 1,97 3,105 (1,134) (36.5%)
Small commercial & industrial 5,634 4,471 1,163 26.0%
Large commercial & industrial 7,652 7,810 (158) (2.0%)
Public authorities & electric railroads 913 372 541 145.4%
16,170 15,758 412 2.6%
PPO (ComEd only)
Small commercial & industrial 3,152 3,279 (127} {(3.9%)
targe commercial & industrial 5,131 5,750 (619} {(10.8%)
Public authorities & electric railroads 1,346 987 359 36.4%
9,629 10,016 (387) (3.9%)
Total unbundled deliveries 25,799 25,774 25 01%
Total reta’l] deliveries 123,593 120,472 3021 2.6%

(a) Ome gigawatthour is the equivalent of one million kilowatthours (kWh).

(b) Bundled service reflects deliveries to customers taking electric service under tariffed rates.
{c} Unbundied service reflects customers electing to receive electric generation service from an alternative energy supplier or ComEd’s PPO. See Note 4 of the Notes to Consolidated

financial Statements for further discussion of Com€d's PPO.
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Electric Revenue 2002 2001 Variance % Change

Bundled revenues@

Residential $ 3719 $3,336 $383 n.5%

Small commercial & industrial 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 8,272 7,793 479 6.1%

orhundied revenues®

Alternative energy suppliers

Residential 145 235 (90) (38.3%)
Small commercial & industrial 159 129 30 23.3%
Large commercial & industrial 170 138 32 23.2%
Public authorities & electric railroads 28 6 22 nm,
502 508 (6) (1.2%)

PPO (ComEd only)
Small commercial & industrial 204 220 (16) (7.3%)
Large commercial & industrial 278 343 (65) (19.0%)
Public authorities & electric railroads 7 59 12 20.3%
553 622 (69) (111%)
Total unbundled revenues 1,055 1,130 (75) (6.6%)
Totai eleciric relafl vevenues 9,327 8,923 404 4.5%
Wholesale and miscellaneous revenue(© 581 594 (13) (2.2%)
Total electric revenue $9,908 $9,517 $ 391 41%

(a) Bundled revenue reflects deliveries to customers taking electric service under tariffed 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 include a CTC charge. See Note 4 of the Notes to Consolidated Financial Statements for a discussion of CTC.

(b) Unbundled revenue reflects revenue from customers electing to receive electric generation service from an alternative energy supplier or Com€Ed’s PPO. Revenue from customers
choosing an alternative energy supplier includes a distribution charge and a CTC. Revenues from customers choosing ComEd's PPO includes an energy charge at market rates,
transmission, and distribution charges and a CTC. Transmission charges received from alternative energy suppliers are included in wholesale and miscellaneous revenue.

{c) Whalesale and miscellaneous revenues include transmission revenue, sales to municipalities and other wholesale energy sales.

n.m.—not meaningful

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

Deliveries to customers in mmcf 2002 2001 Variance % Change
Retail sales 54,782 54,075 707 1.3%
Transportation 30,763 27,453 3,310 121%
Total 85,545 81,528 4,017 4.9%
Revenue 2002 2001 Variance % Change
Retail sales $ 490 S & S {(91) (15.7%)
Transportation 19 18 1 5.6%
Resale and other 40 55 15)  (27.3%)
Total $ 549 $ 654 $ (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
Involved 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-
form to the net basis of presentation required by EITF 02-3.

Ceneration 2002 2001 Variance % Change
Operating 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%
Depreciation and amortization 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 to a decrease in operating revenues net of
purchased power and fuel expénse and an increase in
operating and maintenance expense, partially offset by an
increase in income on its nuclear decommissioning trust
fund investments.

Cumulative effect of changes in accounting principles
recorded in 2002 and 2001 included income of $13 million,
net 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 related to the adoption of SFAS No.
133. 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 2002 compared to 2001 consisted of the
following:

Generation Variance
Energy Delivery and Exelon Energy Company $ 124
Market sales (85)
Trading margins . (36)
Other 29
Increase in operating revenues S 32

Energy Delivery and Exelon Energy Company. Sales to affili-
ates increased primarily due to higher prices. in addition, the
increase was a result of higher volume sales to ComEd, offset
by lower volume sales to PECO and £xelon Energy Company.

Market Sales. Revenue from market sales decreased primarily
due to 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 loss 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 $29 million in 2002 com-
pared to the same period in 2001, primarily as a result of in-
creased gas sales resulting from the Texas asset acquisition
in Aprit 2002,

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

EXELON CORPORATION AND SUBSIDIARY 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 costs(® $80
Increased costs due to asset acquisitions made in 2002 3l
2002 executive severance 19
Decreased payroll expense due to fewer number of

employees 8)
Other 16
Increase in operating and maintenance expense $128

(a} Refueling outage days, not including co-owned facilities, increased from gs in 2001
to 202in 2002.

Depreciation and Amortization. The decrease in depreciation
and amortization expense in 2002 as compared to 2001 was
due to a $42 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 Southeast 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 tax 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 2001 % Change
Energy Delivery and Exelon

Energy Company 123,975 123,793 01%
Market sales 83,565 72333 15.5%
Total sales 207,540 196,126 5.8%
Supply of Sales {in GWhs) 2002 2000 % Change
Nuclear generationf 115,852 116,839 (0.8%)
Purchases—non-trading

portfolio® 78,710 67,942 15.8%
Fossil and hydroelectric

generation 12,976 1,345 14.4%
Total supply 207,540 196,126 5.8%

(a) Excluding AmerGen,
(b) Including purchased power agreements with AmerGen.

Trading volumes of 69,933 GWhs and 5,754 GWhs for 2002
and 2001, respectively, are not included in the table above.
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Generation's average revenue per MWh sold for 2002
and 2001 were as follows:

(S/MWh) 2002 2001 % Change
Average revenue
Energy Delivery and Exelon
Energy Company $33.08 $33.05 2.8%
Market sales 31.01 37.00 (16.2%)
Total—excluding the
trading portfolio 32,78 34.51 (5.0%)

The factors below contributed to the overall reduction in
Generation's average margin for 2002.

Generation’s GWh deliveries increased 6% in 2002 pri-
marily due to favorable weather conditions, which increased
demand for Energy Delivery and increased market sales at-
tributable to the availability of increased supply from ac-
quired generation and power uprates at existing facilities,
slightly offset by a decrease in sales to Exelon Energy Com-
pany, 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 No. 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 Apri), a peaking fa-
cility placed in service in July and the Sithe New England
plants acquired in November, which in total accounted for

Results of Operations-Enterprises

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

~lower production in our Mid-Atlantic coal and oil units due
to cooler summer weather conditions and lower power
prices in 2002,

Generation's average revenue was affected by:

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

—higher contracted prices from Exelon Energy Company, af-
fected by lower actual volumes to those customers, and

- lower market prices.

2002 2001

Nuclear fleet capacity factor( 92.7% 94.4%

Nuclear fleet production cost per MWhia! $13.00 $12.78
Average purchased power cost for wholesale

operations per MWh) $41.85 $45.94

(a) Including AmerGen and excluding Salem, which is operated by PSE&G.
{b} Including 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. Nuclear pro-
duction cost increased from $12.78 to $13.00 primarily due to
an $8o million increase in outage costs and the number of
refueling outages in 2002 as compared to 2001 These
decreases are slightly offset by a $25 million decrease in pay-
10ll costs due to headcount reductions and $4 million in
fower project expenditures. The decrease in purchased
power costs was primarily due to depressed wholesale
power market prices.

Enterprises 2002 2001 Variance % Change
Operating revenues $2,033 $2,292 $(259) (11.3%)
Purchased power and fuel expense 658 854 (196) (23.0%)
Operating and maintenance expense 1,327 1,436 (109) (7.6%)
Operating income (loss) (14) (77) 63 (81.8%)
Income (loss) before income taxes and cumulative effect of change in

accounting principle 134 (128) 262 nm.
Income (loss) before cumulative effect of change in accounting principles 65 (85) 150 (176.5%)
Net income (loss) (178) (85) (93) 109.4%

n.m. —not meaningful

Net Income (Loss). The increase in Enterprises’ income (loss)
before cumulative effect of change in accounting principles
was primarily due to a pre-tax gain of $198 million 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, partially offset by a decrease
in operating revenues. Depreciation and amortization 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 on January 1, 2002, partially off-
set by 2002 accelerated depreciation in the PJM region. In
2002, Enterprises recorded 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 other 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 $g million resulting from the recovery of
trade receivables previously considered uncollectible from a
communications joint venture. The adoption of SFAS No. 142
reduced 2002 net income by $243 million, 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 $(72)
Exelon Services (65)
infraSource {20)
Other (2
Decrease in operating revenues $(259)

Exelon Energy Company. Operating revenues decreased $168
million at Exelon Energy Company due to the discontinuance
of retail sales in the PIM region and lower gas prices of $112
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 million.

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

InfraSource. Operating revenues decreased $117 million at
InfraSource as a result of the continued decline in the tele-
communications industry, partially offset by higher infra-
structure and construction services of $g7 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 $115 million and $16 million from favorable 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:

Enterprises Variance
Exelon Services $ (s7)
infraSource (43)
Exelon Energy Company ()
Other 2
Decrease in operating and maintenance expense $(109)

EXELON CORPORATION AND SUBSIDIARY COMPANIES

Exelon Services. Operating and maintenance expanse 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 to lower construction costs as a
result of the decline of the telecommunications industry of
$80 million and $16 million from general and administrative
cost reduction initiatives, partially offset by higher infra-
structure and construction costs of $53 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% for 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 items of $21 million, partially offset by the
discontinuation of goodwill amortization as of January 1,
2002, which was not deductible for income tax purposes
in2001.

SQRUIDITY AMD CARITAL RESOURCES

Our businesses are capital intensive and require consid-
erable capital resources. These capital resources are primar-
ily 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 Boston Generating debt balance 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. Our 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 no longer have access to external
financing sources at reasonable terms, we have access to $1.5
billion through revolving 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, to 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
common stock.
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We are in the process of implementing its new business
model 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 functions.
We have targeted approximately $300 million 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 to be elimi-
nated. These costs will be recorded in the period in which the
costs can be reasonably estimated.

Cash Flows from Operating Activities

Energy Delivery’s cash flows from operating activities primar-
ily result from sales of electricity and gas to a stable and
diverse base of retail customers at fixed prices and are
weighted toward the third quarter. Energy Delivery’s future
cash flows will 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 result from the sale of electric energy to wholesale
customers, including Energy Delivery and Enterprises. Gen-
eration’s future cash 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 to provide a reliable, steady source of cash flow,
sufficient to meet operating and capital expenditures rte-
quirements for the foreseeable future. Operating cash flows
after 2006 could be negatively affected by changes in the
rate regulatory environments of Comtd 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 operations in 2003 and 2002
were $3.4 billion and $3.6 billion, respectively. Changes in our
cash flows provided by operations are generally consistent
with changes in our results of operations, and further ad-
justed by changes in working capital in the normal course of
business.

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

—Purchases of natural gas at higher prices as well as slightly
increased volumes during 2003 resulted in an increase in
natural gas inventories of $54 million 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 $104 million. During 2002, changes in deferred
natural gas costs of $25 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 payments of
$367 million in 2003 compared to $202 million in 2002.
Additionally, we contributed $134 million and $73 million
to the postretirement welfare benefit plans in 2003 and
2002, respectively.

We expect to contribute up to approximately $419 million to
our pension plans 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 capital
expenditures of $288 million, net of liquidated damages re-
ceived during 2003 of $g2 million, a reduction in cash used
to acquire businesses of $173 million, a net increase over
2002 in amounts contributed into the nuclear decom-
missioning trust funds of $11 million and a decrease from
2002 in the proceeds from the sale of businesses in the cur-
rent year of $24 million.

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

2003 2004
Energy Delivery $ 962 $ 8sgg
Generation 953 g72
Enterprises 14 1
Corporate and other 25 35
Total capital expenditures 1,954 1,863
Acquisition of businesses, net of cash
acquired 272 -
Total capital expenditures and acquisition of
businesses $2,226 $1,863
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Internally generated cash flow in 2004 is expected to meet
capital requirements excluding acquisitions. Our proposed
capital expenditures and other investments are subject to
periodic review and revision to reflect changes in economic
conditions and other factors.

Investing activities in 2003 exclude the non-cash issu-
ance of a $238 million 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 flow
impact in 2003 was not material.

Energy Delivery

Energy Delivery's estimated capital expenditures for 2004
reflect the continuation of efforts to improve the reliability
of its transmission and distribution systems and capital
additions to support new business and customer growth.
Approximately 47% of the budgeted 2004 expenditures is for
growth and the remainder is for additions to 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 or 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 Contractual Obligations and Off-Balance Sheet
Arrangements—Variable-Interest Entities below for further
information regarding this transaction. In December 2003,
Generation purchased the 50% 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 natural-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 New 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 note payable to Sithe, which was sub-
sequently increased to $536 million. At December 31, 2003,
Ceneration has repaid $446 million of the note payable to
Sithe, leaving a balance of $9o0 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 reflected the
construction of three Boston Generating facilities with ca-
pacity of 2,288 MWs of energy, additions to and upgrades of
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existing facilities (including nuclear refueling outages), and
nuclear fuel. During 2003, Boston Generating received $92
million of liquidated damages from Raytheon Company
(Raytheon) as a result of Raytheon not meeting the expected
completion date and certain contractual perfermance cri-
teria in connection with Raytheon’s construction of Boston
Generating's Mystic 8 and 9 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 plants. 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 $18 million. We anticipate that Gen-
eration’s capital expenditures will be funded by internally
generated funds, Generation's borrowings or capital con-
tributions from us.

Enterprises

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

Enterprises’ capital expenditures were $14 million 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
will 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 to 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 common 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
$534 million note to Sithe for the November 1, 2002 acqui-
sition of Exelon New England, which was subsequently in-
creased to $536 million.

Credit Issues

Exelon Credit Facility

Exelon meets its short-term liquidity requirements primarily
through the issuance of commercial paper by Exelon corpo-
rate holding company (Exelon Corporate) and by Cometd,
PECO and Generation. In October 2003, Exelon, ComEd, PECO
and Generation replaced their $1.5 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 revolving credit agreements are used principally
to suppert the commercial paper programs at Exelon,
ComéEd, PECO and Generation and to issue letters of credit.
The 364-day agreement includes a term-out option 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 $1.0 billion, $100 million, $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. Exelon Corporate, ComEd, PECO and Generation
had approximately $g955 million, $8o million, $148 million
and $170 million of unused bank commitments under the
credit agreements, respectively, at December 31, 2003. At
December 31, 2003, commercial paper outstanding was $28¢
million and $46 million at Exelon Corporate and PECO, re-
spectively. ComEd and Generation did not have any
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 amounts under the
agreement at the time of borrowing. The maximum adder
would be 175 basis points.

The credit agreements require Exelon Corporate, ComEd,
PECO and Generation to maintain a minimum cash from
operations to interest expense ratio for the twelve-month
period ended on the last day of any quarter. The ratios 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 England and interest on the debt of Exelon New

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

Exelon
Corporate ComEd PECO  Generation
Credit agreement
threshold 2.65t01 2.25t01 225101 3.25to1

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 unconsclidated 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 obligations 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 billion credit facility (Boston
Cenerating Facility), which was entered into primarily to fi-
nance the development and construction of the Mystic 8 and
g and Fore River generating facilities. Approximately $1.0 bil-
lion of debt was outstanding under the credit facility at De-
cember 31, 2003, all of which was reflected in our
Consolidated Balance Sheet as a current liability 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 Generating Facility does not constitute an
event of default under any other of our debt 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 July 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 bequn commer-
cial operation, although