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Exelon is a real company

We are a group of United States electric and gas, generation and delivery companies.
We offer no mysteries and make no pretenses. We make commitments
to customers, investors and employees and work very hard to keep them.
We deliver real earnings and we face real risks.

We'd like to show you the whole picture, from start to finish, from last year to next;
who we are and what we have, our people and our portfolio, where we’ve been
and where we plan to go. For real. In detail. And in no uncertain terms.

Our commitment to simple and straightforward performance applies to
communication as well as operations. Look for yourself; what you see is what you get.
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real simple

5.1 Million Retail Electric Customers
43,000 MW Generation Supply Portfolio
16,000 MWs of Nuclear Capacity
$14,955 Million 2002 Revenue

$1,440 Million 2002 Net Income
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To Our Shareholders

Exelon delivered solid performance in 2002 in spite of a stuttering economy,
a depressed stock market, falling wholesale power prices and energy trading scandals
in other energy companies. Exelon met its operating earnings goals and continued to improve
its performance. Early in the year, Business Week selected us as the nation’s outstanding
performer among electric companies, and at the end of the year, Forbes selected us as the
outstanding performer among energy companies—calling Exelon “Best of Breed.”



When this year began, we estimated that Exelon’s earnings would
be between $4.45 and $4.85 per share. | am delighted to report
that we achieved operating earnings at the upper end of this
range—-5$4.83 per share, a 7.6 percent increase over 2001. In addi-
tion to our operating performance, especially continued cost
cutting, this improvement reflects favorable weather conditions
and the elimination of goodwill amortization pursuant to a
change in accounting standards (see Note 4 to the financial
statements.) In January of 2003, the Board of Directors declared
a quarterly common dividend of $0.46 per share resulting in a
current annual rate of $1.84 per share, an increase of 4.5 percent.

Exelon’s reported earnings for 2002 were $4.44 per share. Our
operating earnings of $4.83 per share exclude several one-time
adjustments—a $230 million after-tax, first quarter write-down
of goodwill, 1argely in our Enterprises Group; a $10 million first
quarter severance charge; and a $116 million after-tax second
quarter gain on the sale of our interest in a joint venture with
AT&T Wireless. We also reduced our equity by $1 billion after-tax
to reflect the impact of the declining equity and debt markets
upon the funding of our pension obligations. This adjustment
did not affect our income statement.

Investors have suffered immense losses in other energy
companies over the past several years. Many strategies have
failed, including large investments in telecommunications, rapid
international expansion, highly leveraged investments in
merchant generation and of course “asset light” trading models.
We at Exelon were not immune to these mistakes, but thanks
to our financial discipline, our knowledge of and focus on the
fundamentals of our business, and the judgment of our directors,
we avoided disaster and have done well overall.

We have prospered because we are a company with real
customers, real generation, real transmission and distribution
systems and a power team that trades real power:

- 3.6 million in northern
[Mlinois and 1.5 million in southeastern Pennsylvania—the
largest electric customer base in North America.

This includes 16,000 megawatts of nuclear
capacity, as well as 2,500 megawatts of gas-fired capacity
under construction.

We have invested
$3 billion improving these systems over the past three years.

- the highest
reported among U.S. electric companies.

Exelon is also prospering because it has been intensely
value-driven.

— ComeEd sold its fossil plants while prices were high. AmerGen,
in which we have a 50 percent interest, bought its nuclear
units when prices were low.

- Oliver Kingsley, Jack Skolds and the nuclear team have achieved
and sustained an operating turnaround more dramatic than
any | have seen in 19 years as a utility CEO.

- We successfully completed the PECO/Unicom merger of
equals and achieved the promised synergies.

- Pam Strobel, Frank Clark and Ken Lawrence have improved
ComEd’s service reliability and customer satisfaction from
embarrassingly poor levels to respectable ones and we continue
to work on improvements both at ComEd and at PECO.

—lan Mclean and our Power Team have avoided the trading
scandals that have haunted so many utilities and have kept
their focus on marketing real power.

— Our Cost Management Initiative (CMI), by building a cost
discipline throughout the company, has helped us offset
falling wholesale prices and meet our financial commitments.

Past successes do not guarantee an easy future. We have devel-
oped a vision statement (printed on facing page) to guide our
operations and our investments as we seek to capitalize upon
the opportunities and to meet the challenges that the future
brings. We know, and so do you, that every large company has
such a statement; that everyone uses nice words. In the remainder
of this letter, | intend to explain what these nice words mean to
us and to give you a sense of what we are trying to do. Then you
can compare our commitments and actions to others.

Exelon strives to build exceptional value by becoming the best
and most consistently profitable electricity and gas company
in the United States.

We are driven by the value of your investment. We believe we
can become the best electric utility in America. We can do this
by extending throughout our company the benchmarking and
continuous improvement practices that have worked so well

in our nuclear operations; by coordinating the operation of our
diverse portfolio of assets to add value for both customers and
shareholders; and by using our power marketing and hedging
expertise to improve both the quality and the predictability of
our earnings.



Exelon

Exelon strives to build exceptional value —
by becoming the best and most consistently profitable
electricity and gas company in the United States.

To succeed, we must...

Keep the lights on.

Perform safely — especially in nuclear operations.

Constantly improve our environmental performance.

Act honorably and treat everyone with respect, decency, and integrity.
Continue building a high performance culture that reflects the diversity
of our communities.

Report our results, opportunities and problems honestly and reliably.

Relentlessly pursue greater productivity, quality and innovation.

Understand the relationships among our businesses and optimize the whole.
Promote and implement policies that build effective markets.

Adapt rapidly to changing markets, politics, economics and technology

to meet our customers’needs.

Maximize the earnings and cash flow from our assets and businesses

and sell those that do not meet our goals.

Develop strategies based on learning from past successes and failures.
Implement systems and best practices that can be applied to future acquisitions.
Prioritize acquisition opportunities based on synergies from scale, scope,
generation and delivery integration, and our ability to profitably satisfy

provider of last resort (POLR) and other regulatory obligations.

Make acquisitions that will best employ our limited investment resources

to produce the most consistent cash flow and earnings accretion.

Return earnings to shareholders when higher returns are not available

from acquisition opportunities.




I. Live Up To Our Commitments

The past year has shown what happens to companies that forget
their commitments, companies that become obsessed with spin
rather than substance. At Exelon, we know that meeting commit-
ments to others is essential to long-term financial performance.

Keep the lights on. It all starts here. Our business requires
reliable service to customers at prices that are competitive and
reasonably predictable. Over the past three years, our Delivery
Group has improved its reliability (43 percent Outage Duration
and 30 percent Outage Frequency improvement since 1999)

at prices that reflect the discounts required by Illinois and
Pennsylvania lawmakers.

Perform safely—especially in nuclear operations. Safety is an
imperative for every electric utility. As a nuclear company, Exelon
must have a constant and special commitment to operating
safely. The shell of the second unit at Three Mile Island, where
AmerGen owns the first unit, is a constant reminder of this
special obligation. The responsibility for operating safely is shared
among all U.S. nuclear generators, and we are dependent on
each other to uphold it.

Constantly improve our environmental performance. All forms
of producing electricity impose environmental costs. Our nuclear,
hydro, and gas generation help limit our impacts. We have
supported legislation to deal with the climate change issue
and have designated a strategy team to identify new ways of
reducing our own impacts.

Act honorably and treat everyone with respect, decency and
integrity. Competition and new forms of regulation have
changed the ground rules for utilities. In this changing world,
it is more important than ever to conduct our business with
ethical standards and to focus on simple integrity and decency
in our dealings with employees, customers and you, our investors.
Our voluntary separation programs have been one example

of meeting this commitment.

Continue building a high performance culture that reflects the
diversity of our communities. Our operations are based upon
two of the most diverse cities in the United States—Philadelphia
and Chicago. We are building a diverse management team and
workforce. We have come a long way, but we have more to do
and we need to move faster.

Report our results, opportunities and problems honestly and
reliably. In the past 18 months, several large companies have
violated securities laws, generally accepted accounting principles
and fundamental good faith. We are trying in our quarterly
earnings releases, in our Securities and Exchange Commission
(SEC) filings, and in this report to set a high standard of reporting.

Our previous filings and the Management’s Discussion and
Analysis section of this annual report (pages 24-75) highlight the
issues that are among our fundamental business risks.

Bob Shapard, Exelon’s Chief Financial Officer, and | certified
our 2002 financial statements in accordance with recent SEC
requirements. We will do whatever it takes to demonstrate to
our investors our commitment to honest and reliable financial
reporting.

Il. Perform At World-Class Levels

Relentlessly pursue greater productivity, quality and innovation.
We know that superior operations are the best way to add value
in a low-growth industry—CMI contributed greatly to 2002
performance and will continue to contribute in 2003. For the
full year 2002, the CMI achieved $340 million of sustainable
savings relative to Exelon’s original 2002 financial plan. We are
also developing a more fundamental and durable productivity
improvement program called The Exelon Way.

Understand the relationships among our businesses and
optimize the whole. The California energy crisis of 2001 and

the merchant generation failures of 2002 underscore the
importance of integrating generation, delivery and customer
service. This is good for Exelon. However, successful integration
requires constant sensitivity to regulatory requirements and
constant diligence in keeping our businesses working together.
The way our Generation, Power Team and Energy Delivery groups
worked together on revising our power purchase agreement
with Midwest Generation, LLC reflected this kind of work in 2002.

Promote and implement policies that build effective markets.
Exelon’s ultimate value depends upon efficient markets that
function under fair rules. To that end, we have striven to build
effective regional transmission organizations (RTOs) and

have supported the Federal Energy Regulatory Commission’s
(FERC’s) efforts to introduce a standard market design. This
work was essential to FERC's approval of ComEd’s participation
in the PIM RTO.



Adapt rapidly to changing markets, politics, economics and
technology to meet our customers’ needs. Exelon operates in a
number of different regions in the United States. We have formed
cross-functional Regional Market Success Teams to understand
and manage the changing market rules, politics and economics
of each region. Operating in today’s markets requires peripheral
vision and fast feet—our Regional Market Success Teams meet
these needs.

Maximize the earnings and cash flow from our assets and busi-
nesses and sell those that do not meet our goals. George Gilmore
is leading an effective effort to make sense of our Enterprises
investments—one marked by the profitable sale of our interest
in the AT&T Wireless joint venture and by the liquidation of
several other businesses. We have also begun to restructure the
purchase of the Sithe generation assets to improve financial
performance.

Ill. Invest In Our Consolidating Industry

The electricity business enjoys modest and durable growth—
but not rapid growth. The performance commitments described
in section Il are intended to give us some additional earnings
growth over the next few years. Longer-term growth must come
from skillfully investing in our consolidating industry.

Develop strategies based on learning from past successes and
failures. Our AmerGen investment created substantial value.
Our Sithe investment appears marginal in view of more recent
power market conditions. Many of our Enterprises investments
and some of our other generation investments are not performing
as planned. We must learn from our failures as well as from
our successes. We have instituted review programs and built
teams to do just that.

Implement systems and best practices that can be applied to
future acquisitions. Our financial and information systems, as
well as our operating practices, will be designed to permit rapid
application across new operations. The installation of the new
integrated financial system will help us achieve this goal.

Prioritize acquisition opportunities based on synergies from
scale, scope, generation and delivery integration, and our ability
to profitably satisfy provider of last resort (POLR) and other
regulatory obligations. We must constantly assess our resources,
including our cash, our people, and our ability to raise new
capital and confine our investments to those that yield the
highest long-term value.

Make acquisitions that will best employ our limited investment
resources to produce the most consistent cash flow and earnings
accretion. We are not looking for a one-time big bang. We are
seeking to build a company that consistently adds value—year
after year.

Return earnings to shareholders when higher returns are not
available from acquisition opportunities. We get it. It is your
money we are spending.

Neither our vision statement nor this explanation will prove
that we have the future all figured out. We do not. Reality
surprises us quite often. But we are not taken in by fads and
fantasies. We know as much as anyone about the fundamentals
of our business—fundamentals of operation, economics,
markets and regulation. We are committed to working skillfully
and passionately with these fundamentals. And our ends

are constant. We are committed to building the value of your
shares and the service we provide to our customers.

#)gw-'\_

John W. Rowe




customers

Exelon serves the largest electric customer base in North America. This includes
approximately 5.1 million retail electric customers—3.6 million in northern Illinois
and 1.5 million in southeastern Pennsylvania—and approximately 450,000
gas customers in the Philadelphia area.

From ethnically diverse urban neighborhoods within both Chicago and Philadelphia,
to the ever-expanding suburbs that surround these great cities, Exelon has
a unique mix of real customers with real needs.

Be it the family household, the neighborhood cleaners, or the local sports arena,
each of Exelon’s customers needs electricity to live, work and play.
Exelon delivers the power to meet those needs.
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real assets

100,000 circuit miles

Exelon’s Energy Delivery Group maintains a massive infrastructure of power
substations, gas gate stations, and transmission and distribution systems that deliver
energy to millions of consumers.

To keep energy flowing, Exelon owns and maintains 100,000 circuit miles of overhead and
underground lines, hundreds of substations and valuable generation assets. Exelon
has a generation supply portfolio of 43,000 megawatts—either owned or under contract-
including the nation’s largest fleet of nuclear plants. This includes Exelon’s 16,000
megawatts of nuclear capacity—by far the largest in the country—as well as our fossil
(coal, natural gas and oil), landfill gas and hydro fleet.



work

From generation employees to those who bring the power to our customers, Exelon
employees know that it takes hard work to meet our commitments and achieve our Vision.
They are a highly diverse and skilled workforce and are consistently improving their
performance to meet customer requirements and increasing competition.

Exelon employees understand the need to observe ethical standards and to earn and
maintain the trust of our customers, shareholders, regulators, government officials and
the communities we serve. Exelon’s Board of Directors and employees abide by a corporate
code of conduct that requires them to act with integrity and obey the law.

Through these commitments, through acting honorably, through treating everyone with
respect, we strive to make decency and integrity a way of life at Exelon.

12
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real power

129,000 gigawatt-hours

Exelon generates and markets real power, not virtual power—in 2002, Exelon Generation
produced 129,000 gigawatt-hours. Whether it’s by way of nuclear-, fossil-, hydro-,
solar- or wind-generated power, we've promised our customers that we’ll “keep the lights on.”

Exelon has pledged to support renewable energy use and development, and to reduce
environmental impact. One example is Exelon’s Conowingo Hydroelectric Station
on the Susquehanna River in Maryland. Conowingo has been providing electricity since
1928, and contributes an average of 1,600 gigawatt-hours of electricity annually-
all by way of water. And Exelon’s fish lifts at the Conowingo Dam have helped protect
the endangered American Shad, allowing more than a million of the species
to go upriver to spawn since 1972.

Exelon will remain committed to its promises... and we will continue to produce
electricity in a safe, reliable and environmentally sound manner.



results

Exelon strives to achieve real results in all we do—from earnings to investments to
accomplishments that place us at the top in our industry. In 2000, when Unicom
and PECO Energy merged to become Exelon Corporation, it resulted in the successful
creation of one of America’s largest utilities.

In 2002, Exelon reported consolidated earnings of $1,440 million. Exelon’s stock price
increased by 10 percent during 2002, which coupled with the dividend provided a total
return to shareholders of more than 13 percent. By comparison, the S&P 500 Index
was down 23 percent in 2002. Exelon provided real value for our shareholders in 2002;
going forward, we will strive to do the same.






Exelon at a glance

Exelon Energy Delivery (EED) is the regulated energy transmission
and distribution subsidiary of Exelon and the parent company
of ComEd in northern lllinois and PECO Energy in southeastern
Pennsylvania.

EED has the largest electric retail customer base in the nation, serving
approximately 5.1 million electric customers, as well as approximately
450,000 natural gas customers. With nearly 10,000 employees, EED
distributes approximately 123,592 gigawatt-hours of electricity
annually to customers via 100,000 circuit miles of overhead lines
and underground cables. PECO Energy also provides approximately
85,000 million cubic feet of natural gas annually through 1,500
miles of distribution mains.

Exelon Nuclear

Exelon Nuclear, with a workforce of 7,300, operates the largest
nuclear fleet in the United States and the third largest commercial
fleet in the world. Through its focus on safe operations and reliable
production, Exelon Nuclear is a leader in the nuclear power industry.
In 2002, Exelon Nuclear achieved nuclear industry top-quartile
performance in production cost and refueling outage execution,
and was awarded four of the nine Top Industry Practice awards
presented by the Nuclear Energy Institute.

Exelon Enterprises builds on Exelon’s expertise and assets in the
areas of energy, energy services, and infrastructure management
to benefit our customers and shareholders.

The Exelon Enterprises organization includes about 7,500 employees
in six businesses: InfraSource, Inc., a leading provider of distribution
infrastructure services for electric, gas, telecommunications and cable
utilities; Exelon Energy, which provides customers with a choice

18

Exelon’s Business Services Company (BSC) is a direct, wholly owned
subsidiary of Exelon Corporation. With nearly 8oo employees located
in Chicago and Philadelphia, BSC provides Exelon’s businesses with
services in the areas of information technology, finance, corporate
governance, human resources, legal, supply management and
audio/visual.



ComEd and PECO operate in states that restructured for competition,
which means customers have the opportunity to choose among
generation suppliers. Customers in both markets enjoy stable energy
prices, as both utilities operate under regulatory rate caps.

Several positive trends continued in 2002, including improvements in
customer satisfaction, reliability and employee safety. The frequency
and duration of power outages declined at both ComEd and
PECO-most notably a 17 percent reduction in ComEd’s outage

frequency, and an 11 percent drop in average outage duration at
PECO. This improved reliability performance contributed to an all-
time high in customer satisfaction as measured by regular surveys.
Improved operational performance was accompanied by better
work practices that resulted in industry top-quartile employee
safety performance.

Exelon Power

Exelon Power, with a workforce of approximately goo, manages,
operates and maintains the company’s fossil (coal, oil and natural gas),
landfill gas and hydroelectric fleet of generating assets. With the
recent acquisition of stations in Texas and in New England and the
completion of the Southeast Chicago Energy Project, Exelon Power
more than doubled its generating capacity to approximately 12,000
megawatts in operation or under construction. Exelon Power’s units
provide baseload, intermediate and important peak generation
when Exelon’s Power Team calls, ensuring the production of safe,
reliable, and environmentally conscious production of power.

Exelon Power Team

Exelon Power Team is the wholesale power marketing division of
Exelon Corporation. Power Team focuses on the fundamentals—
optimizing the value of Exelon’s generating portfolio, while providing
bulk physical power to Exelon’s native territories in the Philadelphia
and Chicago regions.

in energy supply; Exelon Services, which offers products and services
designed to reduce risk and conserve energy; Exelon Thermal
Technologies, one of North America’s leading district energy
companies; Exelon Communications, in joint venture with Adelphia
Business Solutions, provides telecommunication services including
local and long distance data services; and Exelon Capital Partners,
which invests in new entrepreneurial companies with technologies
and applications for the deregulating energy marketplace.

In 2002, we made significant strides in turning around the operating
performance of these businesses. Widespread organization and
process changes were made early in the year, which yielded positive
results in the second half of the year.

Throughout 2003, we will strive to continue to improve operations
and profitability while positioning non-strategic businesses for
possible divestiture.

As a central service provider to Exelon’s businesses, BSC's mission is
to excel in all areas of customer service by providing better solutions
and greater value than those available elsewhere in the market-
place. During 2002, BSC developed a new standardized accounting
and budgeting tool and implemented a consistent performance
management process while achieving significant cost savings for
the company.
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In 2003, BSC will continue to focus on providing exceptional value
and customer service to all of Exelon’s business units.
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EXELON CORPORATION AND SUBSIDIARY COMPANIES

For the Years Ended December 31,

in millions, except for per share data 2002 2001 2000(@) 1999 1998
Operating Revenues 14,955 14,918 7499 $ 5478 % 5,325
Operating Income 3,299 3,362 1,527 1,373 1,268
Income before Cumulative Effect of Changes
in Accounting Principles 1,670 1,416 562 S 570 $ 500
Cumulative Effect of Changes in Accounting
Principles (net of income taxes) (230) 12 24 - -
Net Income 1,440 1,428 586 S 570 $ 500
Earnings per Common Share (Diluted):
Income Before Cumulative Effect of Changes
in Accounting Principles 5.15 4.39 275 S 289 $ 2.23
Cumulative Effect of Changes in Accounting
Principles (net of income taxes) (o.71) 0.04 0.12 - -
Net Income 4.44 4.43 287 §$ 289 § 2.23
Dividends per Common Share 1.76 1.82 091 $ 100 $ 1.00
Average Shares of Common Stock
Outstanding—Diluted 325 322 204 197 224
December 31,
2002 2001 2000() 1999 1998
Current Assets 4,18 3,735 4051 S 1,221 $ 582
Property, Plant and Equipment, net 17,134 13,791 12,936 5,004 4,804
Deferred Debits and Other Assets 16,226 17,218 17,699 6,862 6,662
Total Assets 37,478 34,744 34,786 S 13,087 $ 12,048
Current Liabilities 5,974 4,370 4,993 $ 1,286 $ 1,735
Long-Term Debt 13,127 12,879 12,958 5,969 2,920
Deferred Credits and Other Liabilities 9,963 8,749 8,959 3,726 3,756
Minority Interest 77 31 31 12 -
Preferred Securities of Subsidiaries 595 613 630 321 579
Shareholders’ Equity 7,742 8,102 7,215 1,773 3,058
Total Liabilities and
Shareholders’ Equity 37,478 34,744 34,786 S 13,087 S 12,048

(a) Reflects the effects of the Unicom Merger (October 20, 2000).
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EXELON CORPORATION AND SUBSIDIARY COMPANIES

(Dollars in millions, unless otherwise noted)

On October 20, 2000, Exelon Corporation (Exelon or we) became
the parent corporation for PECO Energy Company (PECO) and
Commonwealth Edison Company (ComEd) as a result of a
merger among PECO, Unicom Corporation (Unicom), the former
parent company of ComEd, and Exelon (Merger). The Merger
was accounted for using the purchase method of accounting
with PECO as the acquiring company. Accordingly, our results of
operations for 2000 consist of PECO’s results of operations for
2000 and Unicom’s results of operations after October 20, 2000.
During January 2001, we undertook a restructuring to
separate our generation and other competitive businesses from
our regulated energy delivery business at ComEd and PECO. As
part of the restructuring, the generation-related operations
and assets and liabilities of ComEd were transferred to Exelon
Generation Company, LLC (Generation). Also, as part of the
restructuring, the non-regulated operations and related assets
and liabilities of PECO, representing PECO’s generation and
enterprises business segments, were transferred to Generation
and Exelon Enterprises Company, LLC (Enterprises), respectively.
Additionally, certain operations and assets and liabilities of
ComEd and PECO were transferred to Exelon Business Services
Company (BSC). BSC provides Exelon and its subsidiaries finan-
cial, human resource, legal, information technology, supply
management and corporate governance services.

Exelon, a registered public utility holding company, through its
subsidiaries, now operates in three business segments:

Energy Delivery, whose businesses include the regulated sale of
electricity and distribution and transmission services by ComEd
in northern Illinois and PECO in southeastern Pennsylvania and
the sale of natural gas and distribution services by PECO in the
Pennsylvania counties surrounding the City of Philadelphia.

Generation, consisting of the owned and contracted for electric
generating facilities, energy marketing operations, and equity
interests in Sithe Energies, Inc. (Sithe) and AmerGen Energy
Company, LLC (AmerGen).

Enterprises, consisting of competitive retail energy sales, energy
and infrastructure services, communications and other invest-
ments (weighted towards the communications, energy services
and retail services industries).

See Note 20 of the Notes to Consolidated Financial Statements
for further segment information.
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Our vision is to build exceptional value—by becoming the best
and most consistently profitable electricity and gas company in
the United States. To implement our vision, we must

Live up to our commitments

- Keep the lights on.

— Perform safely—especially in nuclear operations.

— Constantly improve our environmental performance.

—Act honorably and treat everyone with respect, decency
and integrity.

- Continue building a high performance culture that reflects
the diversity of our communities.

— Report our results, opportunities and problems honestly and
reliably.

Perform at world-class levels

- Relentlessly pursue greater productivity, quality and innovation.

—Understand the relationships among our businesses and
optimize the whole.

- Promote and implement policies that build effective markets.

—Adapt rapidly to changing markets, politics, economics and
technology to meet our customers’ needs.

—Maximize the earnings and cash flow from our assets and
businesses and sell those that do not meet our goals.

Invest in our consolidating industry

- Develop strategies based on learning from past successes
and failures.

—Implement systems and best practices that can be applied to
future acquisitions.

- Prioritize acquisition opportunities based on synergies from
scale, scope, generation and delivery integration, and our
ability to profitably satisfy provider of last resort (POLR) and
other regulatory obligations.

—Make acquisitions that will best employ our limited invest-
ment resources to produce the most consistent cash flow and
earnings accretion.

- Return earnings to shareholders when higher returns are not
available from acquisition opportunities.

The first component of our strategy is to “live up to our
commitments.” As such, we will continue to make investments
in our businesses to provide reliable services at fair prices. The
second component of our vision is to “perform at world class
levels,” which includes our plan to develop a more fundamental
and durable productivity improvement program to expand on
2002’s Cost Management Initiative. Our process, The Exelon Way,



EXELON CORPORATION AND SUBSIDIARY COMPANIES

is designed to create value and strengthen our competitive
position by improving processes, productivity and cash flow.
Our third major corporate goal is to “invest in our consolidating
industry.” To further our strategy, each of the business segments
has formulated its own plans to achieve our corporate goals.

Energy Delivery. Energy Delivery focuses on providing reliable
and affordable services to customers. ComEd and PECO
continue to make improvements to their delivery systems to
minimize the frequency and duration of service interruptions,
while working more efficiently to lower their costs. We believe
that ComEd and PECO will continue to provide a significant
and steady source of earnings and cash flows over the next
several years.

Generation. Generation is focused on providing low cost and
reliable power through a generation portfolio with fuel and dis-
patch diversity. Generation’s direction is to continue to increase
fleet output and to improve fleet efficiency while sustaining
operational safety. Power Team is the unit within Generation
that 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 advan-
tage of higher wholesale prices when they can be realized.

Enterprises. Enterprises is focused on operating its investments
with the goal of maximizing its earnings and cash flow.
Enterprises is not currently contemplating any acquisitions.
Enterprises expects to divest itself of businesses that are not
consistent with our strategic direction. This does not necessar-
ily mean that an immediate exit will be arranged, but rather we
may retain businesses for a period of time if we believe that this
course of action will strengthen their value.

We face a number of challenges in achieving our vision and
keeping our commitments to our customers and our investors;
however, there are three principal areas on which we focus
our attention. First, our financial performance is significantly
affected by the availability and utilization of our generation
facilities. As the largest U.S. nuclear generator, we face opera-
tional and regulatory risks that, if not managed diligently, could
have significant adverse consequences. Second, our results of
operations are directly affected by wholesale energy prices. Energy
prices are driven by demand factors such as weather and eco-
nomic conditions in our service territories. They are also driven
by supply factors and the regions where we operate currently
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have excess capacity. Over the last several years, wholesale
prices of electricity have generally been low. The possibility of
continued low wholesale prices, coupled with a continued eco-
nomic recessionary trend, could adversely affect our business.
Finally, our business may be significantly impacted by the end
of ComEd’s regulatory transition period in 2006. By existing law,
after 2006, ComEd will not collect competitive transition
charges (CTCs) from customers who elect to receive generation
services from alternative energy suppliers including the ComEd
Power Purchase Option (PPO). Additionally, the current bundled
rate structure may be reset in a regulatory proceeding. It is dif-
ficult to predict the outcome of a potential requlatory proceed-
ing to establish rates for 2007 and thereafter, nor is it possible
to predict what changes may occur to the restructuring law in
IMinois; however, we are undertaking various efforts to mitigate
the 2007 challenge.

These and other challenges affecting our businesses are
described below. There are several factors, such as weather,
economic activity and regulatory actions that affect Energy
Delivery, Generation and Enterprises 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.

Energy Delivery

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 Illinois
Commerce Commission (ICC) and PECO is regulated by the
Pennsylvania Public Utility Commission (PUC). These state com-
missions regulate the rates, terms and conditions of service;
various business practices and transactions; financing; and
transactions between the utilities and our affiliates. Both
ComEd and PECO are also subject to regulation by the Federal
Energy Regulatory Commission (FERC), which regulates their
transmission rates, certain other aspects of their businesses
and, for PECO, gas pipelines. The regulations adopted by these
state and Federal agencies affect the manner in which we do
business, our ability to undertake specified actions and the
costs of our operations.

We are involved in a number of regulatory proceedings as a part
of the process of establishing the terms and rates for Energy
Delivery’s services.

These regulatory proceedings typically involve multiple parties,
including governmental bodies, consumer advocacy groups
and various consumers of energy, who have differing concerns
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but who have the common objective of limiting rate increases.
The proceedings also involve various contested issues of law
and fact and have a 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 manner that grant some certainty to all parties to
the proceedings as to rates and energy costs.

ComeEd Delivery Services Rate Case. ComEd is authorized to charge
customers who purchase electricity from an alternative sup-
plier for the use of its distribution system to deliver that elec-
tricity. These delivery service rates are set through proceedings
before the ICC based upon, among other things, the operating
costs associated with ComEd’s distribution system and the cap-
ital investment that ComEd has made in its distribution system.
In April 2002, the ICC issued an interim order that set delivery
rates for ComEd’s residential customers. The interim order was
subject to an audit of test year (2000) expenditures, including
capital expenditures. In October 2002, the ICC received the report
on the audit of the test year expenditures by a consulting firm
engaged by the ICC to perform the audit. The consulting firm
recommended certain additional disallowances to test year
expenditures and rate base levels. ComEd does not expect any
change in delivery service rates to have a significant impact on
results of operations in 2003. However, the estimated potential
investment write-off, before income taxes, could be up to
approximately $100 million if the ICC ultimately determines
that all or some portion of ComEd’s distribution plant is not
recoverable through rates. In 2002, ComEd recorded a charge to
earnings, before income taxes, of $12 million representing the
estimated minimum probable exposure. ComEd is in negotia-
tions with several parties to resolve the delivery service case.

We must maintain the availability and reliability of Energy
Delivery’s delivery systems to meet customer expectations.

Each year increases in both customers and the demand for energy
requires expansion and reinforcement of delivery systems to
increase capacity and maintain reliability. Failures of the equip-
ment or facilities used in those delivery systems could poten-
tially interrupt energy delivery services and related revenues,
and increase repair expenses and capital expenditures. Such
failures, including prolonged or repeated failures, also could
affect customer satisfaction and may increase regulatory
oversight and the level of our maintenance and capital expendi-
tures. In addition, under lllinois law, ComEd can be required to
pay damages to its customers in the event of extended outages
affecting large numbers of its customers.
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We must manage Energy Delivery’s costs due to the rate and
equity return limitations imposed on Energy Delivery’s revenues.
Rate freezes and caps in effect at ComEd and PECO currently
limit Energy Delivery’s ability to recover increased expenses and
the costs of investments in new transmission and distribution
facilities. 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 to offset increased infrastructure
investments and inflation.

Rate limitations. ComEd is subject to a legislatively mandated
rate freeze on bundled retail rates that will remain effective
until January1,2007. PECO is subject to agreed-upon rate reduc-
tions of $200 million, in aggregate, for the period 2002 through
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 return) on its transmission and distribution rates
through December 31,2006 as a result of settlements previously
reached with the PUC.

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. ComEd 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 provi-
sion in the years 2003 through 2006.

Energy Delivery has and will lose energy customers to other
generation service providers, although it continues to provide
delivery services and may have an obligation to provide
generation service to those customers.

The revenues of our Enerqgy Delivery business will vary because of
customer choice of generation suppliers. As a result of restruc-
turing initiatives in Illinois and Pennsylvania, all of Energy
Delivery’s retail electric customers can choose to purchase their
generation supply from alternative suppliers. If customers do
not choose an alternative generation supplier or take service
under ComEd’s PPO, ComEd and PECO are each currently gener-
ally obligated to provide generation and delivery service to
customers in their service territories at fixed rates, or in some
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instances, market-derived rates. In addition, customers who
choose an alternative generation supplier may later return to
ComEd or PECO, provided, however, 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 supplier.
To the extent that customers leave traditional bundled tariffs
and select a different generation provider, Energy Delivery’s
revenues are likely to decline.

At December 31, 2002, based on sales of energy, approxi-
mately 27% of ComEd’s small commercial and industrial (C&l)
load and 61% of its large C&l load were purchasing their gener-
ation service from an alternative generation supplier or had
chosen ComEd’s PPO, a market-based price for energy. There are
currently no certified alternative suppliers for the residential
market in ComEd’s service territory. Also, at December 31, 2002,
approximately 10% of PECO’s small C&l load, 7% of its large C&l
load and 21% of its residential load were purchasing their gen-
eration service from an alternative electric generation supplier.

PECO’s Electric Restructuring Settlement established market
share thresholds (MST) for residential and commercial customers
such that if, on January 1, 2003, 50% of PECO’s residential and
commercial customers (by number of customers for residential
and small commercial classes, and by load for large commercial
classes) are not obtaining generation service from alternative
generation suppliers, then non-shopping customers, up to the
MSTs level, will be randomly assigned to alternative generation
suppliers. The assigned customers have the right, at any time, to
return to PECO or to switch to another supplier.

The number of customers choosing 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. As
a result of the right of customer choice of generation suppliers,
we anticipate that our revenues and gross margins could vary.

Energy Delivery continues to serve as the provider of last resort
for energy for all customers in its service territories.

ComEd and PECO are required to make available generation
service to all retail customers in their service territories, includ-
ing customers that have taken energy from an alternative gen-
eration supplier. ComEd and PECO customers can “switch,” that
is, they can choose an alternative generation supplier and then
return to us and then go back to an alternative supplier, and so
on, within limits. Because customers can switch, planning for
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Energy Delivery has a higher level of uncertainty than that
traditionally experienced due to weather and the economy. In
order to mitigate this risk with regard to our large commercial
and industrial customers, on July 19, 2002, ComEd filed a
request with the ICC to revise its POLR obligation in Illinois to be
the back-up energy supplier to certain businesses. ComEd is
seeking permission from the ICC to limit the availability by June
2006 of Rate 6L for 370 of its largest energy customers. These
are commercial and industrial customers, including heavy
industrial plants, large office buildings, government facilities
and a variety of other businesses with demands of at least three
megawatts (MWs). Our request affects a total of approximately
2,500 MWSs. On November 14, 2002, the ICC allowed our request
to go into effect as of June 2003. Energy Delivery has no obli-
gation to purchase power reserves to cover the load served
by others. Presently, we manage the POLR obligation through
full requirements contracts with Generation, under which
Generation supplies ComEd’s and PECO’s power requirements.
Because of the ability of customers to switch generation suppli-
ers, there is uncertainty regarding the amount of Energy
Delivery load that Generation must prepare for. This uncer-
tainty increases Generation’s costs. As a result, and in connec-
tion with our July 2002 ICC request, we are discussing the POLR
obligation issue with a number of parties including those who
were parties to our rate request.

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

Because the bundled rates Energy Delivery charges its customers
are frozen or capped for several years, as mentioned previously
in the “Rate limitations” section, its ability to recover increased
costs with increases in rates charged to these customers is lim-
ited. Therefore, to effectively manage its obligation to provide
power to meet its customers’ demand, Energy Delivery has
established power supply agreements with Generation that
reduce exposure to the volatility of market prices through 2006.
Market prices relative to Energy Delivery’s bundled rates still
influence switching behavior among retail customers.

Our business may be significantly impacted by the end of the
ComEd regulatory transition period in 2006, and to a lesser
extent, the end of the PECO requlatory transition period in 2010.
Minois electric utilities are allowed to collect CTCs from cus-
tomers who choose an alternative supplier of electric genera-
tion service or choose a utility’s PPO. CTCs were intended to
assist electric utilities, such as ComEd, in recovering stranded
costs that might not otherwise be recoverable in a fully com-
petitive market. The CTC charge represents the difference



EXELON CORPORATION AND SUBSIDIARY COMPANIES

between the competitive price of delivered energy (the sum of
generation service at competitive prices and the regulated price
of energy delivery) and recoveries under historical 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. Under current law, ComEd will no
longer collect CTCs at the end of 2006.

In 2001, ComEd collected $110 million of CTC revenue, while
in 2002, CTC revenue collected increased to $306 million due
to the change in the competitive price of delivered electricity,
primarily due to lower wholesale prices and more customers
choosing alternative energy suppliers or the ComEd PPO. Based
on increasing mitigation factors and our assumptions about
the competitive price of delivered energy and customers’ choice
of electric suppliers, we estimate that CTC revenue will be
approximately $250 to $300 million annually by 2006. In addi-
tion, the CTC is dependent on the ICC’s determination of the
market price of electricity. In a proceeding before the ICC, vari-
ous market participants, including alternative providers and
large customers, have proposed modifications to the method
for determining the market price that, if accepted, could have
the effect of reducing the CTC. Under the current restructuring
statute, in 2007 this revenue will likely drop to zero. Through
2006, ComEd will continue to have a bundled service obligation,
particularly to residential and small commercial customers.
ComEd’s current bundled service is generally provided under an
all-inclusive rate that does not separately break out charges for
energy generation service and energy delivery service, but
charges a single set of prices. Much like the CTC collections, this
revenue stream is authorized by the legislature through the
transition period. 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,
including performance-based incentives to ComEd.

During informal workshops sponsored by a member of the
Minois General Assembly, various market participants and
interested parties made proposals which, if adopted, could have
the effect of reducing the CTC.

In order to address post-transition uncertainty, we are
constantly working with Illinois state and business community
leadership to facilitate the development of a competitive
electricity market while providing system reliability. This is
particularly important as ComEd’s costs to provide electricity
to bundled residential and small commercial customers are
capped by law at 110% of market. Transparent and liquid mar-
kets will help to minimize litigation over electricity prices and
provide consumers assurance of equitable pricing. At the same
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time, we are attempting to establish a regulatory framework for
the post-2006 timeframe. To offset CTC revenue loss after 2006,
we are pursuing measures that would provide greater produc-
tivity, quality and innovation in our work practices across Exelon.

Our ability to make successful acquisition(s) and the recov-
ery of wholesale power prices over the next several years will
affect our ability to successfully manage this situation.
Currently, it is difficult to predict the outcome of a potential
regulatory proceeding to establish rates after 2006. We believe
that no one factor will solve these challenges, but that a combi-
nation of the components currently being worked on, together
with other things that we will do over the next four years, will
address these challenges.

In Pennsylvania, as a mechanism for utilities to recover their
allowed stranded costs, the Pennsylvania Electricity Generation
Customer Choice and Competition Act (Competition Act) pro-
vides for the imposition and collection of non-bypassable CTCs
on customers’ bills. CTCs are assessed to and collected from all
retail customers who have been assigned stranded cost respon-
sibility and access the utilities’ transmission and distribution
systems. As the CTCs are based on access to the utility’s trans-
mission and distribution system, they will be assessed regard-
less of whether such customer purchases electricity from the
utility or an alternative electric generation supplier. The
Competition Act provides, however, that the utility’s right to col-
lect CTCs is contingent on the continued operation, at reason-
able 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 ($4.6 billion of unamortized costs at
December 31,2002) over a twelve-year period ending December
31, 2010, with a return on the unamortized balance of 10.75%.
PECO’s recovery of stranded costs is based on the level of transi-
tion charges established in the settlement of PECO’s restructur-
ing case and the projected annual retail sales in PECO’s service
territory. Recovery of transition charges for stranded costs and
PECO’s allowed return on its recovery of stranded costs are
included in revenues. In 2002, revenue attributable to stranded
cost recovery was $850 million and is scheduled to increase to
$932 million by 2010, the final year of stranded cost recovery.
Amortization of PECO’s stranded cost recovery, which is a regu-
latory asset, is included in depreciation and amortization. The
amortization expense for 2002 was $308 million and will
increase to $879 million by 2010. Thus, PECO’s results will be
adversely affected over the remaining period ending December
31, 2010 by the reduction in the unamortized balance of
stranded costs and therefore the return received on that
unamortized balance.
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Our ability to successfully manage the end of the transition
period may affect our capital structure.

ComEd has approximately $4.9 billion of goodwill recorded at
December 31, 2002. This goodwill was recognized and recorded
in connection with the Merger. Under Generally Accepted
Accounting Principles (GAAP), the goodwill will remain at its
recorded amount unless it is determined to be impaired, which
is based upon an analysis of ComEd’s cash flows. If an impair-
ment is determined at ComEd, the amount of the impaired
goodwill will be written-off and expensed at ComEd. However, a
goodwill impairment charge at ComEd may not affect Exelon’s
results of operations. Exelon’s goodwill impairment test would
include assessing the cash flows of the entire Energy Delivery
business segment (a single Reporting Unit, which includes PECO,
as defined under current accounting guidance), not just ComEed’s
cash flows. Presently, ComEd has sufficient cash flows to sup-
port the recorded amount of goodwill and thus, no impairment
has been recorded. For a further discussion on this subject, see
the Asset Impairment discussion in Critical Accounting Estimates.
ComEd’s cash flows include CTCs, which will cease at the end of
2006, unless there is a legislative or regulatory change and
collections from traditional bundled customers at tariffed rates.
Absent another source of revenues to replace the loss of the CTC
revenue, all or a portion of the goodwill may become impaired.
ComEd currently believes that there are a number of alterna-
tives that could provide cash flows to support the goodwill.
Under current regulations, a significant goodwill impairment
may restrict ComEd’s ability to pay dividends (see Credit Issues
in Liquidity and Capital Resources). We are pursuing various
solutions to address ComEd’s ability to pay dividends if a signif-
icant goodwill impairment exists. However, based on [llinois
legislation, goodwill impairments are excluded from determin-
ing whether or not the earnings cap amount has been met or
exceeded (see Energy Delivery—Equity Return Limitations).

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 reven-
ues, and temperatures below normal levels in the winter 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 rev-
enues 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 bring power in to meet peak
customer demand. These extreme conditions may have detri-
mental effects on our operations.
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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 use of energy. Sales
growth on an annual basis is expected to be 1.5% and 0.6% in
ComEd’s and PECO’s service territories, respectively. In the long-
term, output growth for electricity is expected to be 1.2% per
year for Energy Delivery. However, there is continued economic
uncertainty. Recessionary economic conditions, and the associ-
ated reduced economic activity, may adversely affect our results
of operations.

Our business is affected by the restructuring of the energy industry.
The electric utility industry in the United States is in transition.
As a result of both legislative initiatives as well as competitive
pressures, the industry has been moving from a fully regulated
industry, consisting primarily of vertically integrated companies
that combine generation, transmission and distribution, to a
partially restructured industry, consisting of competitive whole-
sale generation markets and continued regulation of transmis-
sion and distribution. These developments have been somewhat
uneven across the states as a result of the reaction to the prob-
lems experienced in California in 2000 and the more recently
publicized problems of some energy companies. Both lllinois and
Pennsylvania have adopted restructuring legislation designed
to foster competition in the retail sale of electricity. A large
number of states have not changed their requlatory structures.

Regional Transmission Organizations / Standard Market Design.
To facilitate wholesale competition in the electric industry, FERC
has required jurisdictional utilities to provide open access to
their transmission systems. To foster the development of large
regional wholesale markets, FERC issued Order 2000, encourag-
ing the development of regional transmission organizations
(RTOs) and the elimination of trade barriers between regions.
FERC has also proposed rulemakings to mandate a standard
market design (SMD) for the wholesale markets. Order 2000
and the proposed SMD rule contemplate that the jurisdictional
transmission owners in a region will turn over operating
authority over their transmission facilities to an RTO or other
independent entity for the purpose of providing open trans-
mission access. As a result, the independent entity will become
the provider of the transmission service and the transmission
owners will recover their revenue requirements through the
independent entity. The transmission owners will remain
responsible for maintaining and physically operating their
transmission facilities. The SMD rulemaking proposal would
also require RTOs to operate an organized bid-based wholesale
market for those who wish to sell their generation through the
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market and to implement a financially-based system for deal-
ing with congestion on transmission lines known as “locational
marginal pricing” (LMP). FERC has also issued proposals to
encourage RTO development, independent control of the trans-
mission grid and expansion of the transmission grid by provid-
ing enhanced returns on equity for transmission assets.

PECO is a member of PIM Interconnection, LLC (PIM), an
approved RTO operating in the Mid-Atlantic region. ComEd,
along with other Midwestern utilities, joined PJM in a westward
expansion of PIM. ComEd is expected to turn over control of
its transmission assets to PJIM later this year and recover its
current transmission revenues through the PJM open-access
transmission tariff.

FERC Order 2000 has not led to the rapid development of
RTOs and FERC has not yet finalized its SMD proposal, due in
part to substantial opposition by some state regulators and
other governmental officials. We support both of these pro-
posals but cannot predict whether they will be successful,
what impact they may ultimately have on our transmission
rates, revenues and operation of our transmission facilities, or
whether they will ultimately lead to the development of large,
successful regional wholesale markets. To the extent that ComEd
and PECO have POLR obligations, and may at some point no
longer have long-term supply contracts with Generation for their
load, the ability of ComEd and PECO to cost effectively serve
their POLR load obligation will depend on the development of
such markets.

Effective management of capital projects is important to our business.
Energy Delivery’s business is capital intensive and requires sig-
nificant investments in energy transmission and distribution
facilities, and in other internal infrastructure projects.

Energy Delivery continues to make significant capital expen-
ditures to improve the reliability of its transmission and distri-
bution systems in order to provide a high level of service to its
customers. Energy Delivery expects that its capital expenditures
will continue to exceed depreciation on its plant assets. Energy
Delivery’s base rate freeze and caps will generally preclude
incremental rate recovery on any of these incremental invest-
ments prior to January 1, 2007 (see Energy Delivery—Rate and
Equity Return Limitations above).

Generation

Our Generation business operates a fleet of generating assets
and markets the output of a portfolio of supply, which includes
100% owned assets, co-owned facilities and purchased power.
As discussed previously, Generation has entered into long-term
power purchase agreements with ComEd and PECO. The major-
ity of Generation’s portfolio is used to provide power under
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these agreements. To the extent the portfolio is not needed to
supply power to ComEd or PECO, their output is sold on the
wholesale market. Generation’s ability to grow is dependent
upon its ability to cost-effectively meet ComEd’s and PECO’s
load requirements, to manage its power portfolio and to effec-
tively handle the changes in the wholesale power markets.

Our financial performance may be affected by liabilities arising
from our ownership and operation of nuclear facilities.

The ownership and operation of nuclear facilities involve cer-
tain risks, including: mechanical or structural problems; inade-
quacy or lapses in maintenance protocols; the impairment of
reactor operation and safety systems due to human error; the
costs of storage, handling and disposal of nuclear material; and
uncertainties with respect to the technological and financial
aspects of decommissioning nuclear facilities at the end of
their useful lives. The following are among the more significant
of these risks:

Operational risk. Operations at any nuclear generation plant
could degrade to the point where we would have to shut down
the plant. If this were to happen, the process of identifying and
correcting the causes of the operational downgrade to return
the plant to operation could require significant time and
expense, resulting in both lost revenue and increased fuel and
purchased power expense to meet our supply commitments.
For plants operated by us but not wholly owned by us, we could
incur liabilities to the co-owners. We may choose to close a
plant rather than incur substantial costs to restart the plant.

Nuclear accident risk. Although the safety record of nuclear
reactors has been very good, accidents and other unforeseen
problems have occurred both in the United States and else-
where. The consequences of an accident can be severe and may
include loss of life and property damage. Any resulting liability
from a nuclear accident could exceed our insurance coverages
and significantly affect our results of operations or financial
position. See Note 19 of Notes to the Consolidated Financial
Statements for further discussion of nuclear insurance.

Nuclear regulation. The Nuclear Regulatory Commission (NRC)
may modify, suspend or revoke licenses and impose civil penal-
ties for failure to comply with the Atomic Energy Act, the regu-
lations under it or the terms of the licenses of nuclear facilities.
Changes in regulations by the NRC that require a substantial
increase in capital expenditures or that result in increased
operating or decommissioning costs could adversely affect our
results of operations or financial condition. Events at nuclear
plants owned by others, as well as those owned by us, may
initiate such actions. Additional security requirements could
also be imposed.
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Plant life extensions. In 2001, Generation extended the esti-
mated lives of certain nuclear stations. This change in estimate
reflects the current and planned applications to the NRC to
renew the operating licenses of Generation’s nuclear stations.
These applications for renewal, if approved by the NRC, will
allow Generation to operate these plants for an additional 20
years longer than originally authorized. Nuclear station service
life extensions are subject to NRC approval of an extension of
existing NRC operating licenses, which are generally 40 years.
We continue to fully believe that any such applications for
renewal of operating licenses will be approved. However, if the
NRC does not extend our operating licenses for our nuclear sta-
tions, our results of operations could be adversely affected by
increased depreciation rates and accelerated future decommis-
sioning payments.

Generation’s financial performance is affected in large measure
by the availability and use of its nuclear generation capacity.

Nuclear capacity factors. Generation capacity factors, particu-
larly nuclear capacity factors, significantly affect our results of
operations. Nuclear plant operations involve substantial fixed
operating costs, but produce electricity at low marginal costs
due to low variable fuel costs. Consequently, to be successful,
Generation must consistently operate its nuclear generating
facilities at high capacity factors. Generation’s nuclear fleet
performed at a 92.7% capacity factor (which represents the
percentage of the total maximum energy that could be pro-
duced if facilities were operating full-time year round) in 2002
and is targeted to operate at a 94.2% capacity factor in 2003. In
calculating capacity factors, Generation’s nuclear fleet includes
the AmerGen plants and excludes the Salem generation facility,
which is operated by Public Service Enterprise Group
Incorporated (PSE&G). Lower capacity factors would increase
our 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 its obligations to Energy Delivery and other
committed third-party sales. These sources generally are at a
higher cost than Generation otherwise would have incurred to
generate energy from its nuclear stations.

Refueling outage scheduling at nuclear plants affects availability
and costs. 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 currently average approx-
imately 22 days in duration. We have significantly decreased the
length of refueling outages in recent years. However, when
refueling outages last longer than anticipated or we experi-
ence unplanned outages, we face lower margins due to higher
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energy replacement costs and/or lower energy sales. Each
twenty-day outage, depending on the capacity of the station,
will decrease the total nuclear annual capacity factor between
01% and 0.4%. The number of refueling outages, including
AmerGen, will decrease to eight in 2003 from eleven in 2002.
Maintenance and capital expenditures are expected to
decrease by approximately $45 million and $10 million, respec-
tively, in 2003 as compared to 2002 as a result of fewer nuclear
refueling outages.

Generation is directly affected by wholesale energy prices.
Generation sells energy in the wholesale markets after meeting
its contractual commitments to Energy Delivery and other par-
ties. These sales expose Generation to the risks of rising and
falling prices in those markets, and cash flows may vary accord-
ingly. The amount of generation capacity that is exposed to the
volatility of market prices depends inversely on the level of
demand in the Energy Delivery companies.

The wholesale prices of electricity have generally been lower
than historical levels over the last few years. A continued trend
of low wholesale electricity prices could negatively affect our
overall results of operations. Factors that affect wholesale
energy prices include the overall demand for energy, fossil fuel
costs and excess capacity within the industry.

Demand for energy. An increased demand for energy will
normally cause energy prices to increase; however, if this
increase in demand drives an incremental increase in supply,
energy prices may be less affected. The demand for energy is
directly affected by weather conditions and economic conditions
in our service territories.

—Weather conditions. Generation’s operations are affected
by weather, which affects demand for electricity as well as
operating conditions. We manage our business based upon
normal weather assumptions. To the extent that weather
is warmer in the summer or colder in the winter than we
assumed, Generation may require greater resources to meet
its contractual requirements to Energy Delivery. Extreme sum-
mer conditions or storms may affect the availability of gener-
ation capacity and transmission, limiting Generation’s ability
to send power to where it is sold. These conditions, which may
not have been fully anticipated, may adversely affect us by
causing Generation to seek additional capacity at a time
when wholesale markets are tight or to seek to sell excess
capacity at a time when those markets are weak. Generation
does incorporate contingencies into its planning for extreme
weather conditions, including reserving capacity to meet
summer loads at levels representative of warmer than normal
weather conditions.
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— Economic conditions. Economic conditions and activity in
Energy Delivery’s service territories directly affect the demand
for electricity and gas. Changes in economic conditions and
activity in Energy Delivery’s service territories and in other
parts of the United States can affect the level of operations
required in our generating facilities as well as the prevailing
prices of electricity and gas in the wholesale markets in which
we do business.

Fossil fuel costs. At any given time, the open market wholesale
price of electricity is affected by the cost of supplying one more
unit of electricity to the market at that time. Many times the
next unit of electricity supplied would be supplied from gen-
erating stations fueled by fossil fuels, primarily natural gas.
Consequently, the open market wholesale price of electricity
may reflect the cost of gas plus the spark spread, the cost to
convert gas to electricity. Therefore, changes in the cost of gas
may impact the open market wholesale price of electricity.

Excess capacity. In addition to being affected by demand factors
such as weather, the economy, and fossil fuel costs, energy
prices are also impacted by the amount of supply available in
a region. In the markets where we sell power, there has been a
significant increase in the number of new power plants coming
on-line which has driven down power prices over the last few
years.In fact,an “excess supply” problem currently exists in many
parts of the country. A key factor for Exelon’s future earnings is
the timing of a return to more normal levels in the supply-
demand balance within the regions where we operate.

The scope and scale of our nuclear generation resources provide
a cost advantage in meeting our contractual commitments and
enable us to sell power in the wholesale markets.

The generation assets transferred to Generation by ComEd and
PECO during the 2001 restructuring, the generating plants
acquired in 2002 and Generation’s investments in Sithe and
AmerGen provide a critical mass of generation capacity and a
leadership position in energy wholesale markets. Generation’s
resources, including AmerGen, include interest in 11 nuclear
generation stations, consisting of 19 units, which generated
125,916 GWhs, or more than half of our total supply in 2002. As
the largest generator of nuclear power in the United States, we
can take advantage of our scale and scope to negotiate favor-
able terms for the materials and services that our business
requires. Generation’s nuclear plants benefit from stable fuel
costs, minimal environmental impact from operations, and a
safe operating history.
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Our financial performance will be affected by our ability to
effectively operate and integrate the assets of Sithe New England
into our business and to market the output.
In November 2002, Generation acquired the generating assets
of Sithe New England Holdings, LLC (Sithe New England). The
Sithe New England assets, now known as the Exelon New
England Holdings assets, include 2,421 MWs of gas-fired com-
bined facilities under construction and several operating
generating facilities, which together with the assets under
construction total 4,066 MWs of capacity. The facilities under
construction (Mystic 8, Mystic 9, and Fore River) are currently in
the final stages of construction and testing. We anticipate
commercial operation dates during the second quarter of 2003.
These projects have experienced delays in construction and any
further delays could adversely affect our results. See further dis-
cussion of the Sithe Boston Generation Project Debt in Liquidity
and Capital Resources. With the continued low wholesale energy
prices, we anticipate that the effects of our Sithe investment
and the Sithe New England acquisition will be dilutive to earn-
ings by approximately $125 million before income taxes in 2003.
Power Team has not fully committed the output from these
facilities into the New England markets. As such, the uncom-
mitted capacity of the Exelon New England Holdings assets is
subject to the fluctuations in market demand and market prices.
Substantially all of the natural gas requirements for Mystic 8
and Mystic g will be supplied through a twenty-year natural gas
contract that became effective on December 1, 2002 with
Distrigas of Massachusetts, LLC (Distrigas). The Distrigas facili-
ties consist of a liquefied natural gas (LNG) import terminal
located adjacent to the Mystic station. We are anticipating an
additional pipeline gas supply arrangement to supplement
LNG supplies to be in service by early 2005. In the interim, any
disruption in LNG supplies to the Distrigas facilities could
restrict the operating abilities of Mystic 8 and Mystic 9.

The interaction between our Energy Delivery and Generation
businesses provide us a partial hedge.

The price of power purchased and sold in the open wholesale
energy markets can vary significantly in response to market
conditions. Both ComEd and PECO have entered into long-term
agreements for the next several years with Generation to pro-
cure the power at fixed rates needed to meet the demand of
their customers. The amounts provided to affiliates 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 to serve ComEd
and PECO customers is not exposed to the price uncertainty of
the open wholesale energy market. Consequently, we have lim-
ited our earnings exposure to the volatility of the wholesale
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energy market to the energy generated beyond the ComEd and
PECO requirements, as well as any other contracted longer term
obligations. Generally, between 60% and 70% of our generation
serves ComEd and PECO customers. We expect such levels to
decrease to between 55% and 60% as a result of activating the
acquired Sithe New England plants, which are currently under
construction. One of the responsibilities of Power Team is to
establish a hedging strategy, incorporating the load obligations
of Energy Delivery, to minimize the contracted volatility of our
earnings and cash flows, and to maximize the value of eco-
nomic generation in excess of that needed to serve ComEd and
PECO requirements.

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 inte-
grated utilities have become active in the wholesale power gen-
eration business. In addition, independent power producers
(IPP) have become prevalent in the wholesale power industry. In
recent years, IPPs and the generation companies of disaggre-
gated utilities have installed new generating capacity at a pace
greater than the growth of electricity demand. As a result, the
energy generation business is currently suffering from over
capacity in certain parts of the country, which reduces whole-
sale energy prices. As discussed above, we are well positioned
because Generation has entered into agreements for the next
several years with ComEd and PECO to sell the power needed to
meet the demand of their customers. These agreements pro-
vide a mechanism to enhance stability in our earnings and limit
our exposure to the negative effects of wholesale markets.

The commencement of commercial operation of new gener-
ating facilities in the regional markets where we have facilities
or contracts for power, such as the Midwest, Mid-Atlantic,
Northeast and South (including certain sections of Texas),
would likely decrease wholesale power market prices in those
regions, which could have a negative effect on our business and
results of operations.

Our financial performance may be affected by the marketing,
trading and risk management activities of Power Team.
Generation’s wholesale marketing unit, Power Team,

—uses our energy generation portfolio, transmission rights and
its power marketing expertise to manage delivery of energy to
wholesale customers, including Energy Delivery, under long-
term and short-term contracts,

—participates in the wholesale energy market to hedge our
open energy (power and fossil fuels) positions,

—manages commodity and counterparty credit risks through
the use of documented risk and credit policies, and
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—uses its energy market expertise to engage in trading activi-
ties for speculative purposes on a limited basis.

Power Team has substantial experience in energy markets, gen-
eration dispatch and the requirements for the physical delivery
of power. Power Team may buy power to meet the energy
demand of its customers, including Energy Delivery. These pur-
chases may be made for more than the energy demanded by
Power Team’s customers. Power Team then sells this open posi-
tion, along with our generating capacity not used to meet our
customer demand, in the wholesale energy market.

Power Team began proprietary trading activities in 2001, but
this activity accounts for a small portion of Power Team’s efforts.
In 2002, proprietary trading activities resulted in an $18 million
after-tax reduction in our earnings. We will continue propri-
etary trading activities but in a more limited capacity given the
current lack of liquidity of power markets and reduced number
of creditworthy counterparties.

Power Team has managed to avoid the recent managerial
problems experienced in the energy trading industry through
the strict adherence to prudent risk management practices.
However, the recent failures of energy companies and their
related energy trading practices over the last year have dimin-
ished the size and depth of the wholesale energy market. We
cannot predict how this will affect our trading operations in
the future.

We depend on counterparties fulfilling their obligations.

Our trading, marketing and contracting operations are exposed
to the risk that counterparties, which owe us money or energy
as a result of market transactions, will not perform their obli-
gations. In order to evaluate the viability of our counterparties,
we have implemented credit risk management procedures
designed to mitigate the risks associated with these transac-
tions. Energy supplied by third-party generators, including
AmerGen and Sithe, under long-term agreements represents a
significant portion of Generation’s overall capacity. These third-
party generators face operational risks such as those that
Generation faces, and their ability to perform also depends on
their financial condition. In the event the counterparties to
these arrangements fail to perform, we might be forced to
honor the underlying commitment at then-current market
prices and incur additional losses, to the extent of amounts, if
any, already paid to the counterparties. Generation manages
counterparty credit risk through established policies, including
counterparty credit limits, and in some cases, requiring deposits
and 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
capabilities. Generation has entered into payment netting
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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 counter-
party against amounts receivable from the counterparty. The
credit department monitors current and forward credit expo-
sure to counterparties and their affiliates, both on an individual
and an aggregate basis.

See the Credit Risk section in the Quantitative and
Qualitative Disclosures about Market Risk for further discus-
sions on specific credit risk matters such as our potential
counterparty exposures, including Dynegy Inc. (Dynegy).

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

Regional Transmission Organizations / Standard Market Design.
Generation is dependent on wholesale energy markets and
open transmission access and rights by which we deliver power
to our wholesale customers, including ComEd and PECO. We use
the wholesale regional energy markets to sell power that we do
not need to satisfy our long-term contractual obligations, to
meet long-term obligations not provided by our own resources,
and to take advantage of price opportunities.

Wholesale spot markets have only been implemented in
certain areas of the country and each market has unique fea-
tures that may create trading barriers between the markets.
Although FERC has proposed initiatives, including Order 2000
and the proposed SMD rule, to encourage the development of
large regional, uniform markets and to eliminate trade barriers,
these initiatives have not yet led to the development of such
markets all across the country. PJM’s market strongly resembles
FERC’s proposal, and both the New England Independent
System Operator (NE-ISO) and the New York Independent
System operator (NYISO) are implementing market reforms. We
strongly encourage the development of standardized energy
markets and support 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 26% of our generation resources are located
in the region encompassed by PJIM. If the PIM market is
expanded to the Midwest, 82% of our current assets will be
located within the expanded market. The PIM market has been
the most successful and liquid regional market and is largely
consistent with the standard market design proposed by FERC.
Our future results of operations may be impacted by the suc-
cessful expansion of that market to the Midwest and the imple-
mentation of any market changes mandated by FERC.

34

Provider of Last Resort. As noted, Energy Delivery has a POLR
obligation that it has largely assigned to Generation through
the full requirements contracts that it has with Generation.
Currently both ComEd and PECO have entered into purchase
power agreements (PPAs) with Generation to provide 100% of
their respective energy requirements. ComEd’s PPA with
Generation is for 100% of its required load through 2004 at
fixed prices, and in 2005 and 2006 it equals 100% of the output
of ComEd’s former nuclear plants, now owned by Generation at
market based prices. PECO’s PPA with Generation is a full load
requirements contract through 2010. We intend to revise the
PPA between ComEd and Generation to be a full requirements
contract in 2005 and 2006. Additionally, the PPAs between
Generation, ComEd and PECO may be extended beyond their
current expiration dates. ComEd and PECO continue to work
on resolution of the POLR issues with their respective state
regulatory commissions and other market participants.

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

Generation’s business is capital intensive and requires signifi-
cant investments in energy generation and in other internal
infrastructure projects. As mentioned previously, as part of
Generation’s recent acquisition of the assets of Sithe New England,
Generation is in the process of completing the construction of
three high-efficiency generating facilities with projected capac-
ity of 2,421 MWs of energy. The inability to effectively manage
the capital projects, such as the Sithe New England facilities,
could adversely affect our results from operations.

Enterprises

Enterprises’results of operations may be affected by its ability to
strategically divest itself of certain businesses.

Enterprises may be unable to successfully implement its
divestiture strategy of certain businesses for a number of rea-
sons, including an inability to locate appropriate buyers or to
negotiate acceptable terms for the transactions. In addition, the
amounts that Enterprises may realize from a divestiture are
subject to fluctuating market conditions that may contribute
to pricing and other terms that are materially different than
expected and could result in a loss on the sale. Timing of any
divestitures may positively or negatively affect our results of
operations as we expect certain businesses to be profitable
going forward.

Enterprises may incur further impairments of its investments.
Enterprises wrote down $41 million of investments in 2002
when certain events occurred, such as competitors’ technologi-
cal advancement, accelerated distributions of public holdings
at a loss, lack of achievability of financial results versus plan
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and limited access to capital markets. At December 31, 2002,
Enterprises held $128 million of investments. These types of
events, or others, could continue to occur in 2003, which could
result in additional impairment charges.

Enterprises’results of operations may be affected by its ability to
manage its projects.

Enterprises consists of many businesses that utilize long-term
fixed-price contracts. At the beginning of the contract, we
estimate the total costs and profits of the contract; if the
actual costs vary significantly form the estimates, our results of
operations will be adversely impacted. Along with our ability
to execute, results may be impacted by economic conditions,
weather conditions and the regulatory environment.

Capital Markets / Financing Environment

In order to expand our operations and to meet the needs of our
current and future customers, we invest in our businesses. Our
ability to finance our businesses and other necessary expendi-
tures is affected by the capital intensive nature of our opera-
tions and our current and future credit ratings. The capital
markets also affect our decommissioning trust funds and ben-
efit plan assets. Our financing needs will be dependent on our
strategic direction of acquiring integrated utilities and genera-
tion facilities, and our ability to dispose of unprofitable busi-
nesses that do not advance our goals. Further discussions on
our liquidity position can be found in the Liquidity and Capital
Resources section.

Our ability to grow our business is affected by our ability to
finance capital projects.

Our businesses require considerable capital resources. When
necessary, we secure funds from external sources by issuing
commercial paper and, as required, long-term debt securities.
We actively manage our exposure to changes in interest rates
through interest-rate swap transactions and our balance of
fixed- and floating-rate instruments. We currently anticipate
primarily using internally generated cash flows and short-term
financing through commercial paper to fund our operations as
well as long-term external financing sources to fund capital
requirements as the needs and opportunities arise. Our ability
to arrange debt financing, to refinance current maturities and
early retirements of debt, and the costs of issuing new debt are
dependent on:

- credit availability from banks and other financial institutions,

—maintenance of acceptable credit ratings (see Our Credit
Ratings below),

—investor confidence in us,

- investor confidence in other regional wholesale power markets,
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- general economic and capital market conditions,
—the success of current projects, and
—the perceived quality of new projects.

Our credit ratings influence our ability to raise capital.

Our businesses have investment grade ratings and have been
successful in raising capital, which has been used to further our
business initiatives. Also, from time to time, we enter into energy
commodity and other contracts that require the maintenance
of investment grade ratings. Failure to maintain investment
grade ratings would require us to incur higher financing costs
and would allow, but not in most instances require, counter-
parties to energy commodity contracts to terminate the con-
tracts and settle the transaction. Also, the failure to maintain
investment grade ratings would restrict our access to the
wholesale energy markets.

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

The sharp decline in the equity markets since the third quarter
of 2000 has reduced the value of the assets held in trusts to
satisfy the obligations of pension and postretirement benefit
plans and the eventual nuclear generation station decommis-
sioning requirements. If the markets continue to decline, we
may have higher funding requirements and pension and other
postretirement benefit expense. We will continue to manage
the assets in the pension and postretirement benefit plans and
nuclear decommissioning trusts in order to achieve the best
return possible in conjunction with our overall risk manage-
ment practices and diversified approach to investment. Please
refer to the Critical Accounting Estimates section that more
fully describes the quantitative financial statement effects of
changes in the equity markets on the nuclear decommissioning
trust funds and benefit plan assets.

Our results of operations can be affected by inflation.

Inflation affects us through increased operating costs and
increased capital costs for electric plant. As a result of the rate
freezes and caps imposed under the legislation in [llinois and
Pennsylvania and price pressures due to competition, we may
not be able to pass the costs of inflation through to customers.

Other

We may incur substantial cost to fulfill our obligations related to
environmental matters.

Our businesses are subject to extensive environmental regula-
tion by local, state and Federal authorities. These laws and reg-
ulations affect the manner in which we conduct our operations
and make our capital expenditures. These regulations affect
how we handle air and water emissions and solid waste
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disposal and are an important aspect of Generation’s opera-
tions. In addition, we are subject to liability under these laws for
the costs of remediating environmental contamination of prop-
erty now or formerly owned by us and of property contami-
nated by hazardous substances we generate. We believe that
we have a responsible environmental management and com-
pliance program; however, we have incurred and expect to incur
significant costs related to environmental compliance and site
remediation and clean-up. Remediation activities associated
with manufactured gas plant operations conducted by prede-
cessor companies will be one source of such costs. Also, we are
currently involved in a number of proceedings relating to sites
where hazardous substances have been deposited and may be
subject to additional proceedings in the future.

As of December 31, 2002, our reserve for environmental
investigation and remediation costs was $156 million, exclusive
of decommissioning liabilities. We have accrued and will con-
tinue to accrue amounts that we believe are prudent to cover
these environmental liabilities, but we cannot predict with any
certainty whether these amounts will be sufficient to cover our
environmental liabilities. We cannot predict whether we will
incur other significant liabilities for any additional investiga-
tion and remediation costs at additional sites not currently
identified by us, environmental agencies or others, or whether
such costs will be recoverable from third parties.

Regulations imposed by the Securities and Exchange Commission
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 the Public Utility Holding Company
Act (PUHCA) of 1935 as a result of our ownership of ComEd and
PECO. That regulation affects our ability to:

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

—issue securities, by requiring the prior approval of the SEC or
for ComEd and PECO, requiring the approval of state requla-
tory commissions; and

- engage in transactions among our affiliates without the SEC’s
prior approval and, then, only at cost, since the PUHCA regu-
lates business between affiliates in a utility holding company
system; and make dividend payments in specified situations.

Our financial performance is affected by our ability to manage
costs for security and liability insurance.

Security. We do not fully know the impact that future terrorist
attacks or threats of terrorism may have on our industry in gen-
eral and on us in particular. The events of September 1, 2001
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have affected our operating procedures and costs. We have
initiated security measures to safequard our employees and
critical operations and are actively participating in industry
initiatives to identify methods to maintain the reliability of
our energy production and delivery systems. We have met
or exceeded all security measures mandated by the NRC for
nuclear plants after the September 11, 2001 terrorist attacks.
These security measures resulted in increased costs in 2002 of
$19 million, of which approximately $10 million was capitalized.
On a continuing basis, we are evaluating enhanced security
measures at certain critical locations, enhanced response and
recovery plans and assessing long-term design changes and
redundancy measures. Additionally, the energy industry is
working with governmental authorities to ensure that emer-
gency plans are in place and critical infrastructure vulnerabili-
ties are addressed in order to maintain the reliability of the
country’s energy systems. These measures will involve addi-
tional expense to develop and implement, but will provide
increased assurances as to our ability to continue to operate
under difficult times.

In connection with the events of September 11,2001, the elec-
tric and gas industries have also developed additional security
guidelines. The electric industry, through the North American
Electric Reliability Council (NERC), developed physical security
guidelines, which were accepted by the U.S. Department of
Energy. In 2003, FERC is expected to issue minimum 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. Department of Transportation. We partici-
pated in the development of these guidelines and are using
them as a model for our security program.

Nuclear liability insurance. The Price-Anderson Act limits the
liability of nuclear reactor owners for claims that could arise
from a single incident. The current limit is $9.5 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 nuclear liability insurance in the
maximum available amount (currently $300 million per site).
Claims exceeding that amount are covered through mandatory
participation in a financial protection pool. The Price-Anderson
Act expired on August 1,2002, but existing facilities, such as those
owned and operated by Generation, remain covered. The U.S.
Congress has extended the provisions of the Price-Anderson Act
related to commercial facilities through 2003.The extension was
passed as part of the Consolidated Appropriations Resolution,
2003, which will be presented to the President of the United
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States for his signature. The extension would affect facilities
obtaining NRC operating licenses in 2003. Existing facilities are
unaffected by the extension.

Other insurance. In addition to nuclear liability insurance, Exelon
also carries property damage and liability insurance for its
properties and operations. As a result of significant changes in
the insurance marketplace, due in part to the September n,
2001 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 terrorists 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 business
interruption insurance for our nuclear operations. In recent
years, NEIL has made distributions to its members. Our distri-
bution for 2002 was $40 million, which was recorded as a
reduction to Operating and Maintenance expense on our
Consolidated Statements of Income. Due in part to the
September 11, 2001 events and the results in the stock market
over the last two years, we cannot predict the level of future
distributions.

The possibility of attack or war may adversely affect our results
of operations, future growth and ability to raise capital.

Any military strikes or sustained military campaign may affect
our operations in unpredictable ways, such as further changes
in insurance markets, increased security measures and disrup-
tions of fuel supplies and markets, particularly oil and LNG. Just
the possibility that infrastructure facilities, such as electric gen-
eration, transmission and distribution facilities, would be direct
targets of, or indirect casualties of, an act of terror or war may
affect our operations. War and the possibility of war may have
an adverse effect on the economy in general. A lower level of
economic activity might result in a decline in energy consump-
tion, which may adversely affect our revenues or restrict our
future growth. Instability in the financial markets as a result of
war may affect our ability to raise capital.

The introduction of new technologies could increase competition
within our markets.

While demand for electricity is generally increasing throughout
the United States, the rate of construction and development of
new, more efficient, electric generation facilities and distribu-
tion methodologies may exceed increases in demand in some
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regional electric markets. The introduction of new technologies
could increase competition, which could lower prices and have an
adverse affect on our results of operations or financial condition.

Year Ended December 31, 2002 Compared
To Year Ended December 31, 2001

Net Income and Earnings Per Share

Net income for 2002 increased $12 million compared to 2001.
Diluted earnings per common share were $4.44 and $4.43 for
2002 and 2001, respectively. Net income for 2002 reflects a $230
million charge for the cumulative effect of changes in account-
ing principles as a result of the adoption of Financial
Accounting Standards Board (FASB) Statement of Financial
Accounting Standards (SFAS) No. 142, “Goodwill and Other
Intangible Assets” (SFAS No. 142), while net income for 2001
reflects $12 million of 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 4 of the Notes to Consolidated Financial
Statements for further information regarding the adoption of
SFAS No. 142 and SFAS No. 133.

Income Before Cumulative Effect of Changes in Accounting
Principles in 2002 increased $254 million, or 18%, compared to
2001. Diluted earnings per common share on the same basis
increased $0.76 per share, or 17%. The increase reflects
Enterprises’ sale of its interest in AT&T Wireless, a 2.6% increase
in retail sales due to a warmer-than-usual summer, an exten-
sion of the estimated service lives of generating stations, the
discontinuation of goodwill amortization as of January 1, 2002
pursuant to SFAS No. 142, lower interest expense, and reduced
depreciation expense resulting from lower depreciation rates
at Energy Delivery. The increase was partially offset by lower
wholesale energy prices, increased nuclear refueling outage
costs, the write-down of certain investments at Enterprises,
employee severance costs, and other factors described below.

Results of Operations by Business Segment

All comparisons presented under this heading are comparisons
of operating results and other statistical information for 2002 to
operating results and other statistical information for 2001.
These results reflect intercompany transactions, which are
eliminated in our consolidated financial statements.
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Income (Loss) Before Cumulative Effect of Changes in Accounting Principles by Business Segment

2002 2001 Variance % Change
Energy Delivery $ 1,268 S 1022 $ 246 241%
Generation 387 512 (125) (24.4%)
Enterprises 65 (85) 150 176.5%
Corporate (50) (33) (17) (51.5%)
Total $ 1670 $ 1,416 S 254 17.9%
Net Income (Loss) by Business Segment

2002 2001 Variance % Change
Energy Delivery $ 1,268 $§ 1022 $ 246 24.1%
Generation 400 524 (124) (23.7%)
Enterprises (178) (85) (93) (109.4%)
Corporate (50) (33) (17) (51.5%)
Total $ 1440 S 1,428 S 12 0.8%

Results of Operations—Energy Delivery
Energy Delivery consists of our regulated energy delivery
operations conducted by ComEd and PECO.

ComkEd is engaged principally in the purchase, transmission,
distribution and sale of electricity to a diverse base of residen-
tial, commercial, industrial and wholesale customers in north-
ern [llinois. ComEd is a public utility under the Illinois Public
Utilities Act and is subject to extensive regulation by the ICC
as to rates, the issuance of securities and certain other aspects
of ComEd’s operations. ComEd is also subject to regulation by
FERC as to transmission rates and certain other aspects of
its business.

ComEd’s retail service territory has an area of approximately
11,300 square miles and an estimated population of eight mil-
lion as of December 31, 2002. The service territory includes the
City of Chicago, an area of about 225 square miles with an esti-
mated population of three million. ComEd had approximately
3.6 million customers at December 31, 2002.
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PECO is engaged principally in the purchase, transmission,
distribution and sale of electricity to residential, commercial
and industrial customers and in the purchase, distribution and
sale of natural gas to residential, commercial and industrial
customers. PECO is a public utility under the Pennsylvania
Public Utility Code and is subject to extensive regulation by the
PUC as to electric and gas rates, the issuances of securities and
certain other aspects of PECO’s operations. PECO is also subject
to regulation by FERC as to transmission rates, gas pipelines and
certain other aspects of its business.

PECO’s retail service territory covers approximately 2,100
square miles in southeastern Pennsylvania. PECO provides elec-
tric delivery service in an area of approximately 2,000 square
miles, with a population of approximately 3.8 million, including
1.5 million in the City of Philadelphia. Natural gas service is sup-
plied in an approximate 2,100 square mile area in southeastern
Pennsylvania adjacent to Philadelphia, with a population of
approximately 2.3 million. PECO delivers electricity to approxi-
mately 1.5 million customers and natural gas to approximately
450,000 customers.
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Energy Delivery 2002 2001 Variance % Change
Operating Revenues $ 10457 S 10171 S 286 2.8%
Revenue, net of Purchased Power & Fuel Expense 5,855 5,699 156 2.7%
Operating Income 2,860 2,503 267 10.3%
Income Before Income Taxes 2,033 1,725 308 17.9%
Net Income 1,268 1,022 246 241%

The changes in Energy Delivery’s revenue, net of purchased
power and fuel expense, for 2002 compared to 2001, included
the following:

—increases in weather normalized volumes of $171 million as a
result of increases in the number of customers and additional
average usage per customer, primarily residential customers,

—positive weather impacts of $84 million, primarily the results
of warmer than usual summer weather,

—changes in customer rates resulting in a $54 million decrease
to revenue, net of purchased power and fuel expense,

—favorable changes due to customer choice of $30 million,
including customers returning to PECO as their energy sup-
plier, or ComEd’s customers electing to purchase energy from
alternative energy suppliers or electing ComEd’s PPO, under
which non-residential customers can purchase power from
ComEd at a market-based rate,

—increases in PIM ancillary charges of $41 million, which
decreased revenue, net of purchased power and fuel expense,

—an $18 million increase in 2002 purchased power expense for
ComEd due to an increase in the weighted average on-peak/
off-peak cost of electricity,

—a 2001 reversal of a reserve for revenue refunds of $15 million
related to certain ComEd municipal customers as a result of a
favorable FERC ruling, and

—an increase in revenue, net of purchased power and fuel
related to a settlement of CTCs by a large customer of PECO in
the amount of $11 million in 2001.

The changes in operating income for 2002 compared to 2007,
included the following:

- reduction in amortization expense of $126 million as a result
of the discontinuance of goodwill amortization upon the
adoption of SFAS No. 142 on January 1,2002,

- additional gross receipts tax expense of $72 million related
to additional revenues and an increase in the gross receipt
tax rate on electric revenue effective January 1, 2002 (gross
receipts taxes are recorded in Revenues and Taxes Other Than
Income and have no impact on net income),
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—reduction in depreciation expense of $48 million due to
the impact of lower depreciation rates at ComEd effective
July1, 2002,

—increased depreciation expense in 2002 of $34 million due to
higher plant in service balances,

—increase in regulatory asset amortization of $30 million in
2002, primarily attributable to additional amortization of
PECO’s CTCs,

- reduction in 2002 in the allowance for uncollectible accounts
related to a change in accounting estimate of $28 million,

—higher corporate allocations, pension and postretirement
benefit costs, and executive severance costs totaling $22 mil-
lion in 2002, and

—lower employee severance costs at PECO of $18 million in 2001
associated with the Merger.

The changes in income before income taxes for 2002 compared
to 2001, included the following:

—adecrease in interest expense of $119 million primarily attrib-
utable to less outstanding debt and refinancing of existing
debt at lower interest rates,

—lower interest income of $74 million resulting from lower
interest rates which is primarily attributable to a note receiv-
able from Unicom Investments, Inc., an Exelon subsidiary, and

—the establishment of a reserve of $12 million in 2002 for a
probable plant disallowance resulting from an audit per-
formed in conjunction with ComEd’s delivery service rate case.

Energy Delivery’s effective income tax rate was 37.6% for 2002,
compared to 40.8% for 2001. This decrease in the effective tax
rate was primarily attributable to a reduction in state income
taxes and the discontinuation of goodwill amortization as
of January 1, 2002, which was not deductible for income tax
purposes in 2001.
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Energy Delivery Operating Statistics and Revenue Detail
Energy Delivery’s electric sales statistics and revenue detail are as follows:

Retail Deliveries—(in gigawatthours (GWhs))( 2002 2001 Variance % Change
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%

Alternative Energy Suppliers
Residential 1,971 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%)
Large 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%
123,593 120,472 3,121 2.6%

(1) One gigawatthour is the equivalent of one million kilowatthours (kwh).
(2) Bundled service 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. See Note 6 of the Notes to Consolidated Financial Statements for a discussion of CTC.
(3) Unbundled service reflects customers electing to receive electric generation service from an alternative energy supplier or ComEd’s PPO. See Note 5 of the Notes to Consolidated Financial

Statements for further discussion of ComEd’s PPO.
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Electric Revenue 2002 2001 Variance % Change
Residential $ 379 $ 3336 $ 383 1.5%
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 7793 479 6.1%

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 n.m.
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%)
9,327 8,923 404 4.5%
Wholesale and Miscellaneous Revenue® 581 594 (13) (2.2%)
$ 9908 $ 9517 S 391 41%

(1) 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.

(2) 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.

(3) Wholesale and miscellaneous revenues include transmission revenue, sales to municipalities and other wholesale energy sales.

n.m-~not meaningful

The differences in 2002 electric retail revenues as compared to
2001 were attributable to the following:

Variance
Volume S 224
Weather 151
Customer Choice 95
Rate Changes (54)
Other Effects (12)
Electric Retail Revenue S 404

Volume. Revenues from higher delivery volume, exclusive of the
effect of weather, increased due to an increased number of cus-
tomers and increased usage per customer, primarily residential.

Weather. The weather impact was favorable in 2002 compared
to 2001 as a result of warmer summer weather in ComEd and
PECO service territories. Cooling degree days in the ComEd and
PECO service territories were 29% higher and 15% higher, respec-
tively, in 2002 as compared to 2001. Heating degree days in the
ComEd and PECO service territories were 3% higher and 1%
higher, respectively, in 2002 as compared to 2001.
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Customer Choice. All ComEd and PECO customers have the choice
to purchase energy from other suppliers. This affects revenues
from the sale of energy but not revenue from the delivery of
electricity since ComEd and PECO continue to deliver electricity
that is purchased from other suppliers. As of December 31,2002,
13% of energy delivered to Energy Delivery’s customers was
provided by alternative electric suppliers. On May 1, 2002, all
ComEd residential customers became eligible to choose their
supplier of electricity; however, as of December 31, 2002, no
alternative electric supplier had sought approval from the ICC
and no electric utilities had chosen to enter the ComEd residen-
tial market for the supply of electricity. The increase in electric
retail revenues includes increased revenues of $226 million
from customers in Pennsylvania who selected or returned to
PECO as their electric supplier. The increase was partially offset
by a decrease in revenues of $131 million from customers in
IMinois electing to purchase energy from an alternative retail
electric supplier (ARES) or ComEd’s PPO.



EXELON CORPORATION AND SUBSIDIARY COMPANIES

Rate Changes. The decrease in revenues attributable to rate
changes reflects $99 million for the 5% ComEd residential rate
reduction, effective October 1, 2001, required by the [llinois
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 rate effective January 1, 2002 and the expiration of a 6%
reduction in PECO’s rates during the first quarter of 2001.

Other Effects. The primary other item impacting revenues in 2002
was an $11 million settlement of CTCs by a large PECO customer
in the first quarter of 2001.

The reduction in wholesale revenue is primarily attributable to
the expiration of wholesale contracts that ComEd had entered
into to support the open access program in Illinois and the fact
that wholesale revenues for 2001 included a reversal of a $15
million reserve for customer refunds because of a favorable
FERC ruling in 2001. The decrease in wholesale revenue was par-
tially offset by a $12 million reimbursement from Generation
relating to third-party energy reconciliations.

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

2002 2001 Variance

Deliveries in millions
of cubic feet (mmcf) 85,545 81,528 4,017
Revenue $ 549 $ 654 $ (10v)

The changes in gas revenue for 2002 as compared to 2001, were
as follows:

Variance
Rate Changes $ (108)
Weather 2
Volume 1
Gas Revenue $  (105)

Rate Changes. The unfavorable variance in rates is attributable
to an adjustment of the purchased gas cost recovery by the PUC
in December 2001. The average rate per mmcf in 2002 was 20%
lower than it was in 2001. PECO’s gas rates are subject to peri-
odic adjustments by the PUC and are designed to recover from
or refund to customers the difference between actual cost of
purchased gas and the amount included in base rates and
increases or decreases in certain state taxes not recovered in
base rates. Effective December 1, 2002, the PUC approved a
reduction in the purchased gas adjustment of 4.5%.
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Weather. The weather impact was favorable, as a result of colder
weather in 2002, as compared to 2001. Heating degree-days in
PECO’s service territory increased 1% in 2002 compared to 2001.

Volume. Exclusive of weather impacts, higher delivery volume
increased revenue by $1 million in 2002 compared to 2001. Total
deliveries to customers increased 5% in 2002 compared to 2001,
primarily as a result of customer growth and higher trans-
portation volumes.

Results of Operations-Generation

Generation is one of the largest competitive electric generation
companies in the United States, as measured by owned and
controlled MWs. Generation combines its large generation fleet
with an experienced wholesale power marketing operation.
During 2002, Generation acquired the generating assets of
Sithe New England as well as two generating stations from TXU
Corp. Including those acquisitions, Generation directly owns
generation assets in the Northeast, Mid-Atlantic, Midwest and
Texas regions with a net capacity of 26,762 MWs including
14,547 MWs of nuclear capacity, and also controls another 13,900
MWs of capacity in the Midwest, Southeast and South Central
regions through long-term contracts.

In addition to its owned generation facilities, Generation
owns a 49.9% interest in Sithe with a call option, that first
became available in December 2002, to purchase the remaining
50.1% interest (see further discussion in Liquidity and Capital
Resources). Sithe develops, owns and operates 22 generation
facilities in North America. Currently, Sithe has a total generat-
ing capacity of 1,321 MWs in operation and 230 MWs under con-
struction. Generation also owns a 50% interest in AmerGen, a
joint venture with British Energy plc. AmerGen owns three
nuclear stations with total generation capacity of 2,481 MWs.

Generation’s wholesale marketing unit, Power Team, a major
wholesale marketer of energy, uses Generation’s energy gener-
ation portfolio, transmission rights and expertise to ensure
delivery of energy to Generation’s wholesale customers under
long-term and short-term contracts, including the load require-
ments of ComEd and PECO. Power Team markets any remaining
energy in the wholesale and spot markets.

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 conform to the net basis of presentation
required by EITF 02-3.
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Generation 2002 2001 Variance % Change
Operating Revenues $ 6858 $ 6,826 32 0.5%
Revenue, net of Purchased Power & Fuel Expense 2,605 2,831 (226) (8.0%)
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%)

The changes in Generation’s revenue, net of purchased power and
fuel expense, for 2002 compared to 2001, included the following:

—lower margins on market sales attributable to lower average
market energy prices,

—increased net trading portfolio losses of $36 million due to
lower trading margins primarily resulting from lower pur-
chased power and transmission costs, together with lower
wholesale market prices,

—weather-related increases in sales to affiliates,

- lower average supply costs, and

—increased market sales volumes.

The changes in operating income for 2002 compared to 2007,
included the following:

- costs incurred for five additional refueling outages of $8o million,

- higher allocated corporate costs, including executive severance,

—increase in 2002 in the allowance for uncollectible accounts
related to a change in accounting estimate of $6 million,

—decrease in depreciation and decommissioning expense of
$42 million reflecting the extension by Generation in 2001 of
the estimated service lives of its generating stations,

—additional depreciation expense of $32 million on generating
plants placed in service, including two generating plants that
were acquired in April 2002 and a peaking facility placed in
service in July 2002,

—costs related to additional security measures of $9 million,

—reduction in Generation’s severance accrual of $10 million,

- decrease in expenses of $8 million related to fewer employees,and

- cost reductions related to the Cost Management Initiative.

The changes in income before income taxes for 2002 compared
to 2001, included the following:

—improved decommissioning trust investment income during
2002 to $58 million, compared to losses of $60 million in
2001, and
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—net decrease in interest expense due to:
- increased long-term debt resulting in a $21 million increase and
- reduction in the variable interest rate on the spent nuclear
fuel obligation resulting in a decrease of $19 million.

Generation’s effective income tax rate was 35.9% for 2002
compared to 39.0% for 2001. This decrease was primarily attrib-
utable to tax-exempt interest deductions in 2002 and other tax
benefits recorded in 2002.

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 adoption of SFAS
No. 141 “Business Combinations” (SFAS No. 141) and 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 4 of the Notes
to Consolidated Financial Statements for further discussion of
these effects.

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 118,473 16,917 13%
Exelon Energy 5,502 6,876 (20.0%)
Market Sales 83,565 72,333 15.5%
Total Sales 207,540 196,126 5.8%
Supply of Sales (in GWhs) 2002 2001 % Change
Nuclear Generation( 115,854 116,839 (0.8%)
Purchases—non-trading portfolio® 78,710 67,942 15.8%
Fossil and Hydro Generation 12,976 11,345 14.4%
Total Supply 207,540 196,126 5.8%

(1) Excluding AmerGen.
(2) Including purchased power agreements with AmerGen.

Trading volume of 69,933 GWhs and 5,754 GWhs for 2002 and
2001, respectively, is not included in the table above.
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Generation’s average margin and other operating data for 2002
and 2001 were as follows:

($/MWh)0) 2002 2001 % Change
Average Revenue
Energy Delivery $ 33.48 $ 3255 2.9%
Exelon Energy 44.87 41.53 8.0%
Market Sales 30.75 37.00 (16.9%)
Total—excluding
the trading portfolio 32.68 34.51 (5.3%)
Average Supply Cost(@—
excluding trading portfolio $ 2014 $ 2026 (0.6%)
Average Margin—
excluding the trading portfolio $ 12.54 $ 14.25 (12.0%)
(1) One megawatthour (MWh) is the equivalent of one thousand kWhs.
(2) Average supply cost includes purchased power and fuel costs.
2002 2001
Nuclear fleet capacity factor® 92.7% 94.4%
Nuclear fleet production cost per MWh() $ 13.00 $ 1278
Average purchased power cost
for wholesale operations per M\Wh $ 41.83 $ 45.94

(1) Including AmerGen and excluding Salem.

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

Generation’s GWh deliveries increased 5.8% in 2002 primar-
ily due to favorable weather conditions, which increased demand
for Energy Delivery and increased market sales attributable
to the increased supply from acquired generation and power
uprates at existing facilities, slightly offset by a decrease in sales
to Exelon Energy, 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.1at Three Mile Island Nuclear Station
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 Hydro net generation due to the effect of
the acquisition of two generating plants in April, a peaking
facility placed in service in July and the Sithe New England
plants acquired in November, which in total account for an
increase of 2,500 GWhs, and strong waterflows which increased
the hydro 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 ComEd,

- higher contracted prices from Exelon Energy, impacted by lower
actual volumes to those customers, and

—lower market prices.

The lower nuclear capacity factor and increased nuclear pro-
duction costs are primarily due to 260 days of planned outage
time in 2002 versus 153 days in 2001. Nuclear production 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 payroll costs due to headcount
reductions and $4 million in lower project expenditures. The
decrease in purchased power costs was primarily due to
depressed wholesale power market prices.

Results of Operations—Enterprises

Enterprises consists primarily of the infrastructure services
business of InfraSource, Inc. (InfraSource), the energy services
business of Exelon Services, Inc. (Exelon Services), the competi-
tive retail energy sales business of Exelon Energy, the district
cooling business of Exelon Thermal Technologies, Inc., commu-
nications joint ventures and other investments weighted
towards the communications, energy services and retail services
industries.

Enterprises 2002 2001 Variance % Change
Operating Revenues $ 2033 $ 2202 S (259) (11.3%)
Operating Income (Loss) (14) (77) 63 81.8%
Income (Loss) Before Income Taxes and Cumulative

Effect of Changes in Accounting Principles 134 (128) 262 n.m.
Income (Loss) Before Cumulative Effect of

Changes in Accounting Principles 65 (85) 150 176.5%
Net Income (Loss) (178) (85) (93) (109.4%)

n.m.-not meaningful
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The changes in Enterprises’ operating income (loss) for 2002
compared to 2001, included the following:

—lower revenues of $65 million from Exelon Services as a result
of reduced construction projects offset by lower construction
costs of $51 million,
- reductions in administrative expenses of $28 million primarily
resulting from the Cost Management Initiative,
—reduction of amortization expense of $23 million as result of the
discontinuance of goodwill amortization upon the adoption of
SFAS No. 142 on January 1,2002,
—accelerated depreciation of assets relating to Exelon Energy’s
discontinuance of retail sales in the PIM region of $7 million,
—higher gross margins at Exelon Energy of $28 million, which
reflect discontinuing retail sales in the PJM region and improved
gas and electricity margins. Energy revenue reductions of $170
million were more than offset by decreases in related cost of
$198 million, which included a favorable mark-to-market
adjustment of $16 million, and
- higher gross margins at InfraSource of $7 million consisting of:
—higher infrastructure and construction services revenues of
$97 million from an increase in the electric line of business
offset by higher infrastructure and construction costs of
$53 million, and

—lower revenues of $117 million as a result of the continued
decline of the telecommunications industry and related
reduction in construction services offset by lower construc-
tion costs of $8o million.

The changes in income (loss) before income taxes for 2002
compared to 2001, included the following:

— apre-tax gain of $198 million recorded on the AT&T Wireless sale,

—lower interest expense of $23 million due to pay down of debt
from proceeds of the AT&T Wireless sale,

- higher equity in earnings of unconsolidated affiliates of $16
million resulting from the discontinuance of losses on AT&T
Wireless as a result of its sale,

—write-down of communications investments of $27 million,
energy related investment write-downs of $14 million, and a
net write-down of other assets of $4 million in 2002 offset by
$12 million loss from net write-downs of communications
investments, a $1 million loss from an energy related invest-
ment, and a net write-down of other assets of $2 million in 2007,

- equity in earnings from a communications joint venture of $9
million primarily relating to its recovery of trade receivables
previously considered uncollectible, and

—lower interest income of $7 million.
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The effective income tax rate was 50.4% for 2002 compared to
33.3% for 2001.This increase in the effective tax rate was primar-
ily 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 in 2001.

The cumulative effect of a change in accounting principle
recorded in 2002 due to the adoption of SFAS No. 142 reduced
net income by $243 million, net of income taxes. See Note 4 of
the Notes to Consolidated Financial Statements.

Year Ended December 31, 2001 Compared
To Year Ended December 31, 2000

On October 20, 2000, we became the parent corporation of
PECO and ComEd as a result of the Merger. Our results of oper-
ations for 2000 consist of PECO’s results for the entire year and
ComEd’s results from October 20, 2000 to the end of the year.

Net Income and Earnings Per Share

Our net income for 2001 increased $842 million, or 144%, com-
pared to 2000. Diluted earnings per share increased $1.56 per
share, or 54%. Income before the cumulative effect of changes in
accounting principles increased $854 million, or 152%, for 2001.
Diluted earnings per share on the same basis increased $1.64
per share, or 60%. Earnings per share increased less than net
income as a result of an increase in the weighted average
shares of common stock outstanding from the issuance of com-
mon stock in connection with the Merger, partially offset by the
repurchase of common stock with the proceeds from PECO’s
May 2000 stranded cost recovery securitization.

Results of Operations by Business Segment
The remaining sections under this heading, “Year Ended
December 31,2001 Compared To Year Ended December 31,2000,”
present the operating results for each of our business segments
for 2001. All comparisons presented under this heading are com-
parisons of operating results and other statistical information
for 2001 to operating results and other statistical information
for 2000. These results reflect intercompany transactions,
which are eliminated in our consolidated financial statements.
The October 20, 2000 acquisition of Unicom, and the
January 1, 2001 corporate restructuring, significantly impacted
our results of operations. To provide a more meaningful analy-
sis of results of operations, the business comparisons below
identify the portion of the variance that is attributable to
Unicom’s results of operations and the portion of the variance
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that results from normal operations attributable to changes in
components of the underlying operations of Exelon. The merger
variance represents Unicom results for 2000 prior to the
October 20, 2000 acquisition date, the effect of excluding
Merger-related costs from Exelon’s 2000 operations and an

adjustment to reflect results as if the corporate restructuring
occurred on January 1, 2000. The 2000 pro forma effects of the
Merger and restructuring were developed using estimates of
various items, including allocations of corporate overheads to
business segments and intercompany transactions.

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

Components of Variance

Merger Normal

2001 2000 Variance Variance Operations

Energy Delivery $ 1,022 S 587 $ 435 S 598 $ (163)
Generation 512 260 252 (1) 253
Enterprises (85) (94) 9 (31) 40
Corporate (33) (191) 158 15 43
Total $ 1,416 S 562 S 854 S 681 $ 173

Net Income (Loss) by Business Segment

Components of Variance

Merger Normal
2001 2000 Variance Variance Operations
Energy Delivery $ 1,022 S 587 $ 435 S 598 $ (163)
Generation 524 260 264 (1) 265
Enterprises (85) (94) 9 (31) 40
Corporate (33) (167) 134 115 19
Total S 1,428 S 586 §$ 842 S 681 $ 161

Results of Operations—Energy Delivery

Components of Variance

Merger Normal
Energy Delivery 2001 2000 Variance Variance Operations
Operating Revenues S 1017 S 45Mm $ 5660 $ 5168 S 492
Revenue, net of Purchased Power & Fuel Expense 5,699 2,725 2,974 2,966 8
Operating Income 2,593 1,502 1,091 1,132 (41)
Income Before Income Taxes 1,725 1,008 717 919 (202)

Net Income

1,022 587 435 598 (163)
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Energy Delivery’s revenue net of purchased power and fuel
expense, in 2001 was comparable to that for 2000.

The changes in Energy Delivery’s operating income for 2001
compared to 2000, included the following:

—increased depreciation expense of $43 million, primarily
associated with capital additions,

—increased regulatory asset amortization of $34 million, primar-
ily attributable to additional amortization of PECO’s CTCs,

—higher administrative and general costs as a result of increased
allocation of costs previously recorded at a corporate level, and

- higher employee severance costs of $18 million in 2001
associated with the Merger.

The changes in income before income taxes for 2001 compared
to 2000, included the following:

—reduction of $115 million in intercompany interest income in
2001 from Unicom Investments, Inc.,

—gain of $113 million on a forward share repurchase arrange-
ment recognized during the first quarter of 2000,

—lower interest expense due to reductions in the amount of
debt outstanding as well as lower interest rates due to debt
refinancing,

—-non-recurring loss of $38 million on the sale of Cotter
Corporation, a ComEd subsidiary, recognized during the first
quarter of 2000, and

—additional interest on Transition Bonds issued to securitize
PECO’s stranded cost recovery.

The effective income tax rate was 40.8% for 2001 compared
to 41.8% for 2000. This decrease in the effective tax rate was
primarily attributable to a reduction in state income tax.

Energy Delivery’s electric sales statistics are as follows:

Retail Deliveries (GWhs) 2001 2000 () Variance % Change
Residential 33,355 33,322 33 0.1%
Commercial & Industrial 29,433 28,752 681 2.4%
Large Commercial & Industrial 23,265 23,639 (374) (1.6%)
Public Authorities & Electric Railroads 8,645 8,143 502 6.2%
Total Bundled Deliveries 94,698 93,856 842 0.9%

Alternative Energy Suppliers
Residential 3,105 1,986 1,119 56.3%
Small Commercial & Industrial 4,471 6,322 (1,851) (29.3%)
Large Commercial & Industrial 7810 13,211 (5,4071) (40.9%)
Public Authorities & Electric Railroads 372 598 (226) (37.8%)
15,758 22,117 (6,359) (28.8%)

PPO (ComEd Only)

Small Commercial & Industrial 3,279 1,433 1,846 128.8%
Large Commercial & Industrial 5,750 2,813 2,937 104.4%
Public Authorities & Electric Railroads 987 1,087 (100) (9.2%)
10,016 5,333 4,683 87.8%
Total Unbundled Deliveries 25,774 27,450 (1,676) (6.1%)
120,472 121,306 (834) (0.7%)

(1) Includes the operations of ComEd as if the Merger occurred on January 1, 2000.

(2) Bundled service 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. See Note 6 of the Notes to Consolidated Financial Statements for a discussion of CTCs.
(3) Unbundled service reflects customers electing to receive electric generation service from an alternative energy supplier or ComEd’s PPO. See Note 5 of the Notes to Consolidated Financial

Statements for further discussion of Comed’s PPO.
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Electric Revenue 2001 2000 ) Variance % Change
Residential $ 3336 S 3348 § (12) (0.4%)
Small Commercial & Industrial 2,503 2,371 132 5.6%
Large Commercial & Industrial 1,452 1,343 109 8.1%
Public Authorities & Electric Railroads 502 4N 31 6.6%
Total Bundled Revenues 7,793 7533 260 3.5%

Alternative Energy Suppliers
Residential 235 135 100 741%
Small Commercial & Industrial 129 216 (87) (40.3%)
Large Commercial & Industrial 138 205 (157) (53.2%)
Public Authorities & Electric Railroads 6 18 (12) (66.7%)
508 664 (156) (23.5%)

PPO (ComEd Only)

Small Commercial & Industrial 220 92 128 139.1%
Large Commercial & Industrial 343 158 185 171%
Public Authorities & Electric Railroads 59 56 3 5.4%
622 306 316 103.3%
Total Unbundled Revenues 1,130 970 160 16.5%
8,923 8,503 420 4.9%
Wholesale and Miscellaneous Revenue 594 644 (50) (7.8%)
S 957 S 9147 S 370 4.0%

(1) Includes the operations of ComEd as if the Merger occurred on January 1, 2000. Total revenues for Energy Delivery recorded in 2000 were $4.5 billion.
(2) 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.

(3) 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.

(4) Wholesale and miscellaneous revenues include sales to alternative energy suppliers, transmission revenue, sales to municipalities and other wholesale energy sales.

The changes in electric retail revenues for 2001, as compared
to 2000, as if the Merger occurred on January 1, 2000, were
attributable to the following:

Variance
Rate Changes S 217
Customer Choice 131
Weather 98
Revenue Taxes (88)
Other Effects 62
Electric Retail Revenue $ 420

Rate Changes. The increase in revenues attributable to rate
changes reflects the expiration of a 6% reduction in PECO’s
electric rates in effect for 2000 related to PECO’s restructuring
settlement, partially offset by a $60 million PECO rate
reduction in effect for 2001, and a 5% ComEd residential rate
reduction, effective October 1, 2001, required by the Illinois
restructuring legislation.
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Customer Choice. All PECO and all ComEd non-residential
customers had the choice to purchase energy from other sup-
pliers throughout 2001. The increase in electric retail revenues
included increased revenues of $276 million from customers in
Pennsylvania who selected or returned to PECO as their electric
generation supplier. This was partially offset by a decrease in
revenues of $145 million from customers in Illinois electing to
purchase energy from an ARES or from ComEd, under the PPO.

Weather. The weather impact was favorable compared to 2000
as a result of warmer summer weather conditions, although the
favorable summer weather conditions were partially offset by
unfavorable winter weather conditions, primarily in the ComEd
service territory.
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Revenue Taxes. The change in revenue taxes represents a
change in presentation of certain revenue taxes for ComEd
from operating revenue and tax expense to collections recorded
as liabilities resulting from [llinois legislation. This change in
presentation does not affect income.

Other Effects. A strong housing construction market in Chicago
contributed to residential and small commercial and industrial
customer volume growth, partially offset by the unfavorable
impact of a slower economy on large commercial and industrial
customers.

The reduction in Wholesale and Miscellaneous revenues in
2001, as compared to 2000, reflects lower off-system sales due
to the expiration of wholesale contracts that were offered by
ComeEd from June 2000 to May 2001 to support the open access
program in [llinois, partially offset by increased transmission
service revenue and the reversal of a $15 million reserve for
revenue refunds to ComEd’s municipal customers as a result
of a favorable FERC ruling.

Energy Delivery’s gas sales statistics were as follows:

2001 2000 Variance
Deliveries in mmcf 81,528 91,686 (10,158)
Revenue $ 654 $ 532 S 122

Results of Operations-Generation

The changes in gas revenue for 2001, as compared to 2000, were
as follows:

Variance
Price S 174
Weather (38)
Volume (14)
Gas Revenue S 122

Rate Changes. The favorable variance in price is attributable to
an adjustment of the purchased gas cost recovery by the PUC,
effective in December 2000. The average price per million cubic
feet for all customers for 2001 was 39% higher than 2000.
PECO’s gas rates are subject to periodic adjustments by the PUC
designed to recover or refund the difference between actual
cost of purchased gas and the amount included in base rates
and to recover or refund increases or decreases in certain state
taxes not recovered in base rates.

Weather. The unfavorable weather impact is attributable to
warmer winter weather conditions in the PECO service territory.
Heating degree days decreased 12% in 2001 compared to 2000.

Volume. Exclusive of weather impacts, lower delivery volume
affected revenue by $14 million compared to 2000. Total volume
of sales to retail customers decreased 11% compared to 2000,
primarily as a result of slower economic conditions in 2001
offset by customer growth.

Components of Variance

Merger Normal
Generation 2001 2000 Variance Variance Operations
Operating Revenues $ 6826 § 3274 $ 352 $ 27712 $ 780
Revenue, net of Purchased Power & Fuel Expense 2,831 1,428 1,403 1,082 321
Operating Income 872 441 431 23 408
Income Before Income Taxes 839 420 419 (10) 429
Income Before Cumulative Effect of
Changes in Accounting Principles 512 260 252 (1) 253

Net Income

524 260 264 (1) 265
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The changes in Generation's revenue, net of purchased power
and fuel expense, for 2001 compared to 2000, included the
following:

—increases in wholesale market prices during the first five
months of 2001, particularly in the PIM and Mid-America
Interconnected Network regions, which were primarily driven
by significant increases in fossil fuel prices,

—higher revenues in 2001 due to the inclusion of charges to
affiliates for line losses which were not included in pro forma
2000 revenue,

—-mark-to-market gains of $16 million and $14 million on non-
trading and trading energy contracts, respectively, offset by
realized trading losses of $6 million in 2001, and

- higher nuclear plant output due to increased capacity factors
during 2001.

The large concentration of nuclear generation in Generation’s
portfolio allowed it to capture higher margins in the wholesale
market for sales to non-affiliates due to minimal increases in
fuel costs.

The changes in operating income for 2001 compared to 2000,
included the following:

—reductions in the number of employees,

- fewer nuclear outages in 2001 than in 2000,

—increased decommissioning expense of $140 million reflect-
ing the discontinuance of regulatory accounting practices for
certain nuclear generating stations,

Results of Operations—Enterprises

—net realized losses on decommissioning trust investments
during 2001 of $60 million, and
—additional reserves related to litigation of $30 million.

Other items decreasing net income were an increase in equity
in earnings of AmerGen and Sithe of $90 million as a result of
acquisitions in 2000 and a reduction in depreciation and decom-
missioning expense of $9o million attributable to the extension
of estimated service lives of Generation’s generating plants.

The effective income tax rate was 39.0% for 2001 compared
to 38.1% for 2000. This increase in the effective tax rate was pri-
marily attributable to the change in the amortization of invest-
ment tax credits. The investment tax credit amortization period
was extended as a result of 2001 plant life extensions.

The cumulative effect of a change in accounting principle
recorded in 2001 was income of $12 million, net of income taxes,
related to the adoption of SFAS No. 133.

For 2001, Generation’s sales were 201,879 GWhs, approximately
60% of which were to affiliates. Supply sources were as follows:

Nuclear units 54%
Purchases 37%
Fossil and hydro units 3%
Generation investments 6%
Total 100%

Generation’s nuclear fleet, including AmerGen, performed at a
weighted average capacity factor of 94.4% for 2001 compared to
93.8% in 2000. Generation’s nuclear fleet’s production costs,
including AmerGen, were $12.78 per MWh for 2001, compared to
$14.64 per MWh for 2000.

Components of Variance

Merger Normal
Enterprises 2001 2000 Variance Variance Operations
Operating Revenues $ 2202 $ 1395 $ 897 § 467 S 430
Operating Income (Loss) (77) (78) 1 (10) n
Income (Loss) Before Income Taxes (128) (146) 18 (52) 70
Net Income (Loss) (85) (94) 9 (31) 40

The changes in Enterprises’ operating income (loss) for 2001
compared to 2000, included the following:

- Exelon Energy discontinuing retail sales in the PIM region,
which resulted in lower power costs of $193 million offset by
lower retail energy sales of $166 million,

—acquisitions by Exelon Services and InfraSource resulted in
increased infrastructure and construction revenues of $574
million offset by increased related costs of $554 million,
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—increased depreciation and amortization expense of $26
million as a result of goodwill amortization related to acqui-
sitions made by Exelon Services and InfraSource, and

- higher construction costs of $32 million from Exelon Services
as a result of increased construction projects offset by higher
construction revenues of $26 million.
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The changes in income (loss) before income taxes for 2001
compared to 2000, included the following:

—net realized gains on investments of $27 million,

—higher equity in earnings of unconsolidated affiliates of $23 mil-
lion from lower net losses in communications joint ventures,

—reduced losses of $21 million from sale of assets in 2000, and

—net write-downs on investments of $13 million.

The effective income tax rate was 33.6% for 2001 compared to
35.6% for 2000. This decrease in the effective tax rate was pri-
marily attributable to higher book write-downs of investments
in 2001, which were not deductible for income tax purposes.

Our businesses are capital intensive and require considerable
capital resources. These capital resources are primarily provided
by internally generated cash flows from Energy Delivery’s and
Generation’s operations. When necessary, we obtain funds from
external sources in the capital markets and through bank bor-
rowings. 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 a $1.5 billion revolving credit facility which we
currently utilize to support our commercial paper program. See
the Credit Issues section of Liquidity and Capital Resources for
further discussion. We primarily use our capital resources to
fund our capital requirements, including construction, invest-
ments in new and existing ventures, to repay maturing debt
and to pay common stock dividends. Future acquisitions that
we may undertake may require external financing, which
might include our issuing common stock.

Cash Flows from Operating Activities

Cash flows provided by 2002 operations were consistent with
2001 at $3.6 billion. Energy Delivery and Generation provided
approximately 70% and 30%, respectively, of the 2002 cash
flows, while Enterprises’ contribution was not significant.
Energy Delivery’s cash flows from operating activities primarily
result from sales of electricity and gas to a stable and diverse
base of retail customers and are weighted toward the third
quarter. Energy Delivery’s future cash flows will depend upon
the ability to achieve operating cost reductions and the impact
of the economy, weather and customer choice 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. Generation’s future
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cash flows from operating activities will depend upon future
demand and market prices for energy and the ability to con-
tinue to produce and supply power at competitive prices.
Although the amounts may vary from period to period as a
result of the uncertainties inherent in business, we expect that
Energy Delivery and Generation will continue to provide a reli-
able and steady source of internal cash flow from operations for
the foreseeable future. In the fourth quarter of 2002, we made
a discretionary tax-deductible pension plan contribution of
$150 million funded by ComeEd, Generation and BSC. We also
expect to make a discretionary plan contribution in 2003 of
$300 million to $350 million.

Cash Flows from Investing Activities
Cash flows used in investing activities for 2002 were $2.5 billion,
of which $2.2 billion was used for capital expenditures, com-
pared to $2.4 billion in 2001, of which $2.1 billion was used for
capital expenditures. Investing activities in 2002 also includes
$445 million for the acquisition of generating plants.

Capital expenditures by business segment for 2002 and
projected amounts for 2003 are as follows:

2002 2003
Energy Delivery $ 1,041 $ 989
Generation 990 963
Enterprises 44 26
Corporate and Other 75 32
Subtotal 2,150 2,010
Acquisition of Generating Plants 445 -
Total Capital Expenditures and
Acquisition of Generating Plants $ 2,505 $ 2,010

Energy Delivery’s estimated capital expenditures for 2003
reflect the continuation of efforts to improve the reliability of
its distribution system. Approximately 35% of the budgeted
2003 expenditures are for growth and the remainder are for
additions to or upgrades of existing facilities. We anticipate
that Energy Delivery will obtain financing, when necessary,
through borrowings, the issuance by PECO or ComEd, or both, of
preferred securities or capital contributions made by us.
Generation purchased two natural-gas and oil-fired gener-
ating plants from TXU on April 25, 2002. The $443 million pur-
chase was funded with commercial paper, which Exelon issued
and Generation is repaying from cash flows from operations.
The balance of Generation short-term borrowings at December
31, 2002 attributable to the TXU purchase was approximately
$70 million. Investing activities also include a $2 million use of
cash for the November 1, 2002 purchase of Sithe New England.
The $2 million use is net of $12 million of cash acquired. The
remainder of the purchase was financed with a $534 million
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note to Sithe. In 2002, Generation agreed to make a loan to
AmerGen of up to $100 million, at an interest rate of one-month
LIBOR plus 2.25%, and with a maturity date of July 1, 2003. As
of December 31, 2002, the balance of the loan to AmerGen was
$35 million.

We project that Generation’s capital expenditures in 2003
will be lower than they were in 2002, and the majority of these
expenditures will be used for additions and upgrades to exist-
ing facilities, nuclear fuel and increases in capacity at existing
plants. Eight nuclear refueling outages are planned for 2003,
compared to 11 during 2002. We project that the total capital
expenditures for nuclear refueling outages will decrease in
2003 over 2002 by $10 million. Generation has agreed to make
capital contributions to AmerGen of 50% of the purchase price
of any acquisitions that AmerGen makes. We anticipate that
Generation’s capital expenditures will be funded by internally
generated funds, Generation’s borrowings or capital contribu-
tions from us.

Enterprises’ capital expenditures were $44 million in 2002.
Enterprises’ capital expenditures for 2002 were primarily for
additions to or upgrades of existing facilities. On April 1, 2002,
Enterprises sold its 49% interest in AT&T Wireless for $285
million in cash.

We project that Enterprises’ capital expenditures for 2003
will be approximately $26 million, primarily for additions to
or upgrades of existing facilities. We anticipate that all of
Enterprises’ capital expenditures will be funded by internally
generated funds, capital contributions or borrowings from us.

Our total estimated capital expenditures in 2003 are
approximately $2.0 billion. Internally generated cash flow 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.

Cash Flows from Financing Activities

Cash flows used in financing activities were $1.1 billion in 2002,

as compared to $1.3 billion in 2001, due to lower dividend pay-

ments, a contribution from a minority interest, and increased
employee stock purchase plan activity. The primary components
of 2002 financing activity are as follows:

- ComEd issued $700 million of First Mortgage Bonds and
pollution control bonds to redeem $700 million of First
Mortgage Bonds and pollution control bonds. ComEd also paid
at maturity $500 million of First Mortgage Bonds and other
long-term debt, retired $340 million of transitional trust notes
and had net issuances of $123 million of commercial paper.
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—PECO issued $225 million of First and Refunding Mortgage
Bonds. The proceeds of these bonds were used to repay
commercial paper that it used to pay at maturity $222 million
of First and Refunding Mortgage Bonds. PECO made principal
payments of $326 million on transition bonds and net
issuances of $200 million of commercial paper.

On January 22, 2003, ComEd issued $350 million of 3.70% First
Mortgage Bonds, due on February 1, 2008 and $350 million of
5.875% First Mortgage Bonds, due on February 1, 2033. These
bond proceeds were used to refinance long-term debt that had
been retired during the third and fourth quarters of 2002.

The 2001 common stock dividend payments of $583 million
cover the period from October 20, 2000, the date of the Merger,
through the end of 2001. The 2002 cash dividend payments on
common stock were $563 million. On January 28, 2003, our
Board of Directors declared a quarterly dividend of $0.46 per
share representing an annual dividend rate of $1.84 per share,
which is an increase of $0.08 per share over 2002. We intend to
grow our dividend over time at a rate of approximately 4% to
5%, commensurate with long-term earnings growth. The pay-
ment of future dividends is subject to approval and declaration
by the Board of Directors each quarter.

Financing activities in 2002 exclude the non-cash issuance
of a $534 million note to Sithe for the November 1, 2002 acquisi-
tion of Sithe New England and approximately $1.0 billion of
Sithe New England long-term debt, which is reflected in our
Consolidated Balance Sheets as of December 31,2002.

Credit Issues

We meet our short-term liquidity requirements primarily
through the issuance of commercial paper by the Exelon corpo-
rate holding company (Exelon Corporate) and by ComEd, PECO
and Generation. Exelon Corporate participates, along with
ComEd, PECO and Generation, in a $1.5 billion unsecured 364-
day revolving credit facility with a group of banks. The credit
facility that became effective on November 22, 2002, includes a
term-out option that allows any outstanding borrowings at the
end of the revolving credit period to be repaid on November 21,
2004. Exelon Corporate may increase or decrease the sublimits
of each of the participants upon written notification to the
banks. As of December 31, 2002, Exelon Corporate’s sublimit was
$900 million, ComEd’s was $200 million, PECO’s was $400 mil-
lion and there was no sublimit for Generation. The credit facil-
ity is used principally to support the commercial paper
programs of Exelon Corporate, ComEd, PECO and Generation. At
December 31, 2002, our Consolidated Balance Sheet reflects the
$948 million of commercial paper outstanding, of which $267
million was classified as long-term debt.
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For 2002, the average interest rate on notes payable was
approximately 1.88%. Certain of the credit agreements to which
Exelon Corporate, ComEd, PECO and Generation are parties
require them to maintain a cash from operations to interest
expense ratio for the twelve-month period ended on the last
day of any quarter. The ratios exclude revenues and interest
expenses attributed to securitization debt, certain changes in
working capital, distributions on preferred securities of sub-
sidiaries and in the case of Exelon Corporate and Generation,
interest on Sithe New England’s debt. Exelon Corporate is meas-
ured at the Exelon consolidated level. The following table sum-
marizes the threshold reflected in the credit agreement that
the ratio cannot be less than for the twelve-month period
ended December 31, 2002:

Credit Agreement Threshold

Exelon Corporate 2.65t01
ComEd 2.25t02
PECO 2.25t01
Generation 3.25to01

At December 31, 2002, we were in compliance with the credit
agreement thresholds.

At December 31,2002, our capital structure consisted of 60%
of long-term debt, 32% common equity, 5% notes payable and
3% preferred securities of subsidiaries. Total debt included $6.2
billion of securitization debt constituting obligations of certain
consolidated special purpose entities, representing 26% of cap-
italization. These consolidated special purpose entities were
created for the sole purpose of issuing debt obligations to
securitize intangible transition property and CTC’s of Energy

Delivery. Shareholders’ equity was reduced by $1 billion in 2002
due to the recording of a minimum pension liability.

To provide an additional short-term borrowing option that
will generally be more favorable to the borrowing participants
than the cost of external financing, we operate an intercom-
pany utility-money pool. Participation in the money pool is sub-
ject to authorization by Exelon’s corporate treasurer. ComEd and
its subsidiary, Commonwealth Edison Company of Indiana, Inc.,
PECO, Generation and BSC may participate in the money pool
as lenders and borrowers, and Exelon Corporate as a lender.
Contributions to and permitted borrowings from the money
pool are based on whether the contributions and borrowings
result in economic benefits to all the participants. Interest on
borrowings is based on short-term market rates of interest, or, if
from an external source, specific borrowing rates. There were no
material money pool transactions in 2002.

Our access to the capital markets, including the commercial
paper market, and our financing costs in those markets depend
on the securities ratings of the entity that is accessing the cap-
ital markets. None of our borrowings are subject to default or
prepayment as a result of a downgrading of securities ratings
although such a downgrading could increase fees and interest
charges under our %1.5 billion credit facility, and certain other
credit facilities. From time to time, we enter into energy com-
modity and other contracts that require the maintenance of
investment grade ratings. Failure to maintain investment grade
ratings would allow counterparties to certain energy commod-
ity contracts to terminate the contracts and settle the transac-
tions on a net present value basis. The following table shows our
securities ratings at December 31, 2002:

Moody’s Standard & Poors Fitch Investors
Securities Investors Service Corporation Service, Inc.
Senior unsecured debt Baaz BBB+ BBB+
Commercial paper P2 A2 F2
Senior secured debt A3 A- A-
Commercial paper P2 A2 F2
Senior secured debt A2 A A
Commercial paper P1 A2 F1
Senior unsecured debt Baa1 A- BBB+
Commercial paper P2 A2 F2

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

We obtained an order from the SEC under PUHCA authoriz-
ing through March 31, 2004, financing transactions, including
the issuance of common stock, preferred securities, long-term
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debt and short-term debt in an aggregate amount not to
exceed $4 billion. As of December 31, 2002, there was $1.8 billion
of financing authority remaining under the SEC order. Our
request for an additional $4 billion in financing authorization is
pending with the SEC. The current order limits our short-term
debt outstanding to $3 billion of the $4 billion total financing
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authority. Our request that the short-term debt sub-limit
restriction be eliminated is pending with the SEC. The SEC order
also authorized us to issue guarantees of up to $4.5 billion out-
standing at any one time. At December 31,2002, Exelon had pro-
vided $1.5 billion of guarantees. See Contractual Obligations,
Commercial Commitments and Off Balance Sheet Obligations
in this section for further discussion of guarantees. The SEC
order requires us to maintain a ratio of common equity to total
capitalization (including securitization debt) on and after June
30, 2002 of not less than 30%. Exelon expects that it will main-
tain a common equity ratio of at least 30%.

Under PUHCA, Exelon, ComEd, PECO and Generation can pay
dividends only from retained, undistributed or current earn-
ings. However, the SEC order granted permission to ComEd, and
to us, to the extent we receive dividends from Com€Ed paid from
ComEd additional paid-in-capital, to pay up to $500 million in
dividends out of additional paid-in capital, although Exelon
may not pay dividends out of paid-in capital after December 31,
2002 if its common equity is less than 30% of its total capital-
ization. At December 31, 2002, Exelon had retained earnings of
$2.0 billion, including ComEd’s retained earnings of $577 mil-
lion, PECO’s retained earnings of $401 million and Generation’s

$4 billion in exempt wholesale generators (EWGs) and foreign
utility companies (FUCOs). At December 31, 2002, we had
invested $2.1 billion in EWGs, leaving $1.9 billion of investment
authority under the order. Our request for an additional $1.5 bil-
lion in EWG investment authorization is pending with the SEC.

During 2001, we loaned $150 million to Sithe. Sithe paid
$2 million in interest on this loan and fully repaid the principal
balance in December of 2001 from the proceeds of a bank
borrowing. In connection with a bank borrowing by Sithe, we
provided the lenders with a support letter confirming our
investment in Sithe and agreeing to maintain a positive net
worth in Sithe. We expect that Sithe’s net worth will remain
positive for the foreseeable future and, accordingly, this agree-
ment is not reflected in the following Contractual Obligations,
Commercial Commitments and Off Balance Sheet Obligations
discussion. This agreement does not guarantee any debt or
obligation of Sithe.

Contractual Obligations, Commercial Commitments

and Off Balance Sheet Obligations

Our contractual obligations as of December 31,2002 representing
cash obligations that we consider to be firm commitments are

undistributed earnings of $924 million. We are also limited as follows:
by order of the SEC under PUHCA to an aggregate investment of

Payment due within
Due 2008
Total 2003 2004-2005 2006-2007 and beyond
Long-Term Debt $ 14595 $ 1669 $ 2275 S 2,445 $ 8,206
Notes Payable 681 681 - - -
Short-Term Note to Sithe 534 534 - - -
Operating Leases 895 77 17 103 598
Purchase Obligations 14,729 2,677 2,987 1,856 7,209
Spent Nuclear Fuel Obligation 858 - - - 858
Obligation to Minority Shareholders 54 3 6 6 39
Total Contractual Obligations $ 32346 $ 5641 $ 538, S 4,410 S 16,910

For additional information about:

—long-term debt see Note 13 of the Notes to Consolidated
Financial Statements

—-notes payable see Note 12 of the Notes to Consolidated
Financial Statements

—short-term note to Sithe see Note 3 of the Notes to Consolidated
Financial Statements
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—operating leases see Note 19 of the Notes to Consolidated
Financial Statements

- purchase obligations see Note 19 of the Notes to Consolidated
Financial Statements

—the spent nuclear fuel obligation see Note 11 of the Notes to
Consolidated Financial Statements

—the obligation to minority shareholders see Note 19 of the
Notes to Consolidated Financial Statements
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We have a long-term supply agreement through December
2022 with Distrigas to guarantee physical gas supply to our
New England generating units. Under the agreement, prices are
indexed to New England gas markets.

Generation has an obligation to decommission its nuclear
power plants. Our current estimate of decommissioning costs for
the nuclear plants owned by Generation is $7.4 billion in current
year (2003) dollars. Nuclear decommissioning activity occurs
primarily after a plant is retired. Based on the extended license
lives of our nuclear plants, we will begin decommissioning our
plants from 2014 through 2056, with expenditures primarily
occurring when our operating plants are decommissioned, dur-
ing the period from 2029 through 2056. At December 31, 2002,

the decommissioning liability, which is recognized over the life
of the plant, was recorded in our Consolidated Balance Sheets
as Accumulated Depreciation and Deferred Credits and Other
Liabilities in the amounts of $2.8 billion and $1.4 billion, respec-
tively. To fund future decommissioning costs, Generation held
$3. billion of investments in trust funds, including net unreal-
ized gains and losses, at December 31, 2002.

Our commercial commitments as of December 31, 2002,
representing commitments not recorded on the balance sheet
but potentially triggered by future events, including obligations
to make payment on behalf of other parties and financing
arrangements to secure our obligations, are as follows:

Expiration within

2008

Total 2003 2004—2005 2006-2007 and beyond

Credit Facility® $ 1500 $ 1500 0§ - 3 - 5 -
Letters of Credit (non-debt)® 1 106 5 - -
Letters of Credit (Long-Term Debt)© 456 305 151 - -
Insured Long-Term Debt@ 254 - - - 254
Guarantees of Letters of Credit(® 226 226 - - -
Performance Guarantees( 101 - - - 101
Surety Bonds®@ 521 329 57 4 131
Energy Marketing Contract Guarantees® 124 14 10 - -
Nuclear Insurance Guarantees( 1,380 - - - 1,380
Lease Guarantees() 13 - - 2 n
Preferred Securities® 128 - - - 128
Sithe New England Equity Guarantee() 38 38 - - -
Guarantees of Long-Term Debt(m 4 2 - - 39
Total Commercial Commitments $ 4893 $ 2620 $ 223§ 6 S 2044

(a) Credit Facility—Exelon, along with ComEd, PECO, and Generation, maintain a $1.5 billion 364-day credit facility to support commercial paper issuances. At December 31,2002, there were
no borrowings against the credit facility. Additionally, at December 31, 2002, there was $948 million of commercial paper outstanding.

(b) Letters of Credit (non-debt)—Exelon and certain of its subsidiaries maintain non-debt letters of credit to provide credit support for certain transactions as requested by third parties.

(c) Letters of Credit (Long-Term Debt)—Direct-pay letters of credit issued in connection with variable-rate debt in order to provide liquidity in the event that it is not possible to remarket
all of the debt as required following specific events, including changes in the basis of determining the interest rate on the debt.

(d) msured Long-Term Debt—Borrowings that have been credit-enhanced through the purchase of insurance coverage equal to the amount of principal outstanding plus interest.

(e) Guarantees of letters of credit—Guarantees issued to provide support for letters of credit as required by third parties. These guarantees could be called upon only in the event of
non-payment by a subsidiary.

(f) Performance Guarantees—Guarantees issued to ensure execution under specific contracts.

(9) Surety Bonds—Guarantees issued related to contract and commercial surety bonds, excluding bid bonds.

(h) Energy Marketing Contract Guarantees—Guarantees issued to ensure performance under energy commodity contracts.

i

guarantee limit by SEC rule.
(j) Lease Guarantees—Guarantees issued to ensure payments on building leases.

Nuclear Insurance Guarantees—Guarantees of nuclear insurance required under the Price-Anderson Act. $1.1 billion of this total exposure is exempt from the $4.5 billion PUHCA

(k) Preferred Securities—Guarantees issued to guarantee the preferred securities of the subsidiary trusts of PECO. See Note 16 of the Notes to Consolidated Financial Statements for further

information.

(1) Sithe New England Equity Guarantee—See Note 3 of the Notes to Consolidated Financial Statements for further information on the $38 million guarantee. After construction of the SBG
facilities is complete, Exelon could be required to guarantee up to an additional $42 million in order to ensure that the SBG facilities have adequate funds available for potential outage

and other operating costs and requirements.
(m) Guarantees of Long-Term Debt—Issued to guarantee payment of subsidiary debt.
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Sithe Boston Generation Project Debt. We participate in a $1.25
billion credit facility, most of which is available to finance the
construction projects of Sithe Boston Generating, LLC (the SBG
Facility). The outstanding balance of this facility at December 31,
2002 was $1.0 billion. The SBG Facility provides that if these con-
struction projects are not completed by June 12, 2003, the SBG
Facility lenders will have the right, but will not be required, to,
among other things, declare all amounts then outstanding
under the SBG Facility and the interest rate swap agreements to
be due. Generation believes that the construction projects will
be substantially complete by May 31, 2003, but that all of the
approvals required under the SBG Facility may not be issued by
that date. Generation is currently evaluating whether the
requirements of the SBG Facility relating to the construction
projects can be satisfied by June 12, 2003. In the event that the
requirements are not expected to be satisfied by June 12, 2003,
Generation will contact the SBG Facility lenders concerning an
amendment or waiver of these provisions of the SBG Facility.
Generation currently expects that arrangements for such an
amendment or waiver, if necessary, can be successfully negoti-
ated with the SBG Facility lenders.

Unconsolidated Equity Investments. Generation is a 49.9%
owner of Sithe and accounts for the investment as an uncon-
solidated equity investment. The Sithe New England purchase
did not affect the accounting for Sithe as an equity investment.
Separate from the Sithe New England transaction, Generation
is subject to a Put and Call Agreement (PCA) that gives
Generation the right to purchase (Call) the remaining 50.1% of
Sithe, and gives the other Sithe shareholders the right to sell
(Put) their interest to Generation. If the Put option is exercised,
Generation has the obligation to complete the purchase. At
the end of this exercise period, which is December 2005, if
Generation has not exercised its Call option and the other stock-
holders have not exercised their Put rights, Generation will have
an additional one-time option to purchase shares from the
other stockholders to bring Generation’s ownership in Sithe
from the current 49.9% to 50.1% of Sithe’s total outstanding
common stock.

The PCA originally provided that the Put and Call options
became exercisable as of December 18, 2002 and expired in
December 2005. However, upon Apollo Energy, LLC's (Apollo)
purchase of Vivendi’s 34.2% ownership and Sithe manage-
ment’s 1% share, Apollo agreed to delay the effective date of its
Put right until June 1, 2003 and, if certain conditions are met,
until September 1,2003. There are also certain events that could
trigger Apollo’s Put right becoming effective prior to June 1,
2003 including Exelon being downgraded below investment
grade by Standard and Poor’s Rating Group or Moody’s Investors
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Service, Inc,, a stock purchase agreement between Exelon and
Apollo being executed and subsequently terminated, or the
occurrence of any event of default, other than a change of con-
trol, under certain Exelon or Apollo credit agreements.
Depending on the triggering event, the put price of approxi-
mately $460 million, growing at a market rate of interest, needs
to be funded within 18 or 30 days of the Put being exercised.
There have been no changes to the Put and Call terms with
respect to Marubeni’s remaining 14.9% interest.

The delay in the effective date of Apollo’s Put right allows
us to explore a further restructuring of our investment in
Sithe. We are continuing discussions with Apollo and Marubeni
regarding restructuring alternatives that are designed in part
to resolve our ownership limitations of Sithe’s qualifying facili-
ties. We would hope to implement any additional restructuring
of our Sithe investment in 2003. If we are unsuccessful in restruc-
turing the Sithe transaction, we will proceed to implement
measures to address the ownership of the qualified facilities
as well as divest non-strategic assets, for which the financial
outcome is uncertain.

If Generation exercises its option to acquire the remaining
outstanding common stock in Sithe, or if all the other stock-
holders exercise their Put Rights, the purchase price for Apollo’s
35.2% interest will be approximately $460 million, growing at
a market rate of interest. The additional 14.9% interest will be
valued at fair market value subject to a floor of $141 million
and a ceiling of $290 million.

If Generation increases its ownership in Sithe to 50.1% or
more, Sithe may become a consolidated subsidiary and our
financial results may include Sithe’s financial results from the
date of purchase. At December 31,2002, Sithe had total assets of
$2.6 billion and total debt of $1.3 billion. This $1.3 billion includes
$624 million of subsidiary debt incurred primarily to finance
the construction of six new generating facilities, $461 million
of subordinated debt, $103 million of line of credit borrowings,
$43 million of current portion of long-term debt and capital
leases, $30 million of capital leases, and excludes $453 million
of non-recourse project debt associated with Sithe’s equity
investments. For the year ended December 31, 2002, Sithe
had revenues of $1.0 billion. As of December 31,2002, Generation
had a $478 million equity investment in Sithe.

Additionally, the debt on the books of our unconsolidated
equity investments and joint ventures is not reflected on our
Consolidated Balance Sheets. We estimate that this debt,
including the $1.3 billion of Sithe’s debt described in the preced-
ing paragraph, totals approximately $1.3 billion and that our
portion of that amount, based on our ownership interest in the
investments, is approximately $673 million.
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Generation’s equity investment in AmerGen was $160 million
and $95 million at December 31, 2002 and 2001, respectively.
Generation and British Energy plc (British Energy), Generation’s
joint venture partner in AmerGen, have each agreed to provide
up to $100 million to AmerGen at any time that the Manage-
ment Committee of AmerGen determines that, in order to pro-
tect the public health and safety and/or to comply with NRC
requirements, these funds are necessary to meet ongoing oper-
ating expenses or to safely maintain any AmerGen plant. The
current financial condition of British Energy has been the focus
of media attention recently. We cannot predict the ability of
British Energy to provide funds to AmerGen. However, we do not
believe this will impact AmerGen’s ability to conduct its business.

PECO Accounts Receivable Agreement. PECO is party to an
agreement with a financial institution under which it can sell
an undivided interest, adjusted daily, in up to $225 million of
designated accounts receivable until November 2005. PECO
entered into this agreement to diversify its funding sources at
favorable floating interest rates. At December 31,2002, PECO had
sold a $225 million interest in accounts receivable, consisting of
an $164 million interest in accounts receivable, which we
accounted for as a sale under SFAS No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishment
of Liabilities—a Replacement of FASB Statement No.125,”and a
$61 million interest in special agreement accounts receivable,
which we accounted for as a long-term note payable. PECO
must continue to service these receivables and must maintain
the level of the accounts receivable at $225 million. If PECO fails
to maintain that level, the cash that would otherwise be received
by PECO under this program must be held in escrow until
the level is met. At December 31, 2002 and 2001, PECO met
this requirement.

Insurance Coverage. We carry property damage, decontamina-
tion and premature decommissioning insurance for each
station loss resulting from damage to its nuclear plants.
Additionally, through our subsidiaries, we are a member of an
industry mutual insurance company that provides replacement
power cost insurance in the event of a major accidental outage
at a nuclear station. Finally, we participate in the American
Nuclear Insurers Master Worker Program, which provides cover-
age for worker tort claims filed for bodily injury caused by
a nuclear energy accident. See Note 19 of the Notes to
Consolidated Financial Statements for further discussion of
nuclear insurance.
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The preparation of financial statements in conformity with
Generally Accepted Accounting Principles requires that man-
agement apply accounting policies and make estimates and
assumptions that affect results of operations and the amounts
of assets and liabilities reported in the financial statements.
Management discusses these estimates and assumptions with
its Accounting and Disclosure Governance Committee on a
regular basis and provides periodic updates to the Audit
Committee of the Board of Directors on management decisions.
Management believes that the following areas require signi-
ficant management judgment in making estimates and
assumptions to describe matters that are inherently uncertain
and that may change in subsequent periods.

Accounting for Derivative Instruments

We use derivative financial instruments primarily to manage
commodity price and interest rate risks. In connection with our
Risk Management Policy (RMP), we:

- use financial derivatives to manage our exposure to interest
rate fluctuations related to our variable rate debt instru-
ments, changes in interest rates related to planned future
debt issuances prior to their actual issuance and changes in
the fair value of outstanding debt which we are planning to
retire early,

- enter into derivatives to manage the physical and financial risks
associated with our energy supply and load obligations, and

- enter into energy related derivatives for trading or speculative
purposes.

Our derivative activities are subject to the management,
direction, and control of our Risk Management Committee
(RMC). The RMC sets forth risk management philosophy and
objectives, and establishes procedures for control, valuation,
counterparty credit approval, and the monitoring and reporting
of our activities in derivative markets and the performance of
our derivative contracts.

We make estimates and assumptions concerning future
commodity prices, load requirements, interest rates, the timing
of future transactions and their probable cash flows, the fair
value of contracts and the changes in the fair value we expect in
deciding whether or not to enter into derivative transactions,
and in determining the initial accounting treatment for
derivative transactions.
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We account for derivative financial instruments under SFAS
No.133.To the extent that changes in SFAS No. 133 modify current
guidance, including the standards for determining whether
contracts can be accounted for as normal purchases and normal
sales, the accounting treatment for derivatives may change.

We are required under SFAS No. 133 to record derivative
instruments at fair value. Depending on the designation of the
derivative, the fair value is either recorded in the income state-
ment or as a component of other comprehensive income in
shareholders’ equity (OCl). We use quoted exchange prices to
the extent they are available or external broker quotes in order
to determine the fair value of energy contracts. When external
prices are not available, we use internal models to determine
the fair value. These internal models include assumptions of the
future prices of energy based on the specific energy market the
energy is being purchased in using externally available forward
market pricing curves for all periods possible under the pricing
model. We use the Black model, a standard industry valuation
model, to determine the fair value of energy derivative con-
tracts that are marked-to-market. To determine the fair value of
our outstanding interest rate swap agreements we use external
broker quotes or calculate the fair value internally using the
Bloomberg swap valuation tool. This tool uses the most recent
market inputs and a widely accepted valuation methodology.

During 2002, Generation recognized unrealized and realized
net gains of $6 million and $20 million, respectively, relating
to mark-to-market adjustments of certain non-trading power
purchase and sale contracts pursuant to SFAS No. 133 and
unrealized and realized net losses aggregating $9 million and
$20 million, respectively, relating to mark-to-market adjustments
of derivative instruments entered into for trading purposes.

Hedge Accounting. As part of our energy marketing business,
we enter into contracts to purchase or sell electricity, gas and
ancillary products such as transmission rights, congestion credits
and emission allowances, using contracts that are considered
derivatives under SFAS No. 133. Certain of these derivatives
qualify as hedge transactions.

A derivative instrument can be designated as a hedge of the
fair value of a recognized asset or liability or of an unrecognized
firm commitment (fair value hedge) or a hedge of a forecasted
transaction or the variability of cash flows to be received or paid
related to a recognized asset or liability (cash flow hedge). To
qualify for hedge accounting, the fair value changes in the
derivative must be expected to offset 80%-120% of the changes
in fair value or cash flows of the hedged item. Changes in the
fair value of a derivative that is designated and qualifies as a
fair value hedge and is highly effective, along with the gain or
loss on the hedged asset or liability that is attributable to the
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hedged risk, are recorded in earnings. Changes in the fair value
of a derivative that is designated as and qualifies as a cash flow
hedge and is highly effective, are recorded in OCI, until earnings
are affected by the variability of cash flows being hedged.
Exelon continually assesses these cash flow hedges to deter-
mine if they continue to be effective and that the forecasted
future transaction is probable. At the point in time that the con-
tract does not meet the effective or probable criteria of SFAS No.
133, hedge accounting is discontinued and the fair value of the
derivative is recorded through earnings.

Energy Contracts. We enter into contracts designated as cash
flow hedges in which we manage the variability of our cash
flows related to the purchase or sale of energy. At the initiation
of the contract the contract is identified as a cash flow hedge,
which requires us to determine whether the contract is in
accordance with our RMP, that the forecasted future transac-
tion is probable, and that the hedging relationship between the
energy contract and the expected future purchase or sale of
energy is expected to be highly effective at the initiation of
the hedge and throughout the hedging relationship. Internal
models that measure the statistical correlation between the
derivative and the associated hedged item determine the
effectiveness of an energy contract designated as a hedge. An
example of a contract that would qualify for hedge accounting
would be a forward over-the-counter sales contract used to
hedge an expected sale of generation exposed to market prices.

Interest Rate Derivative Instruments. We enter into interest rate
swap contracts related to variable rate debt in order to convert
the variable interest payments into fixed interest payments to
manage the variability of cash flows. Additionally, we enter into
forward starting interest rate swaps in order to lock in an interest
rate at a future date in anticipation of a future debt issuance to
manage the variability of changes in interest rates between the
date of the decision to issue and the actual date of issue.

We also enter into interest rate swap contracts related to
fixed rate debt in order to maintain our targeted percentage of
variable rate debt.

The fair value of derivatives generally reflects the estimated
amounts that we would receive or pay to terminate the
contracts at the balance sheet date, thereby taking into account
the current unrealized gains or losses of open contracts.

Normal Purchases and Normal Sales Exemption. As part of our
energy marketing business, we enter into contracts to purchase
or sell electricity, gas and ancillary products such as transmis-
sion rights, congestion credits and emission allowances using
contracts that are considered derivatives under SFAS No. 133.
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The majority of these contracts, however, qualify for the normal
purchases and normal sales SFAS No. 133 exemption from mark-
to-market accounting treatment as they are for the purchase
and sale of energy to meet the requirements of our customers.
These contracts include short-term and long-term commitments
to purchase and sell energy and energy related products in the
retail and wholesale markets with the intent and ability to
deliver or take delivery in quantities we expect to use or sell
over a reasonable period in the normal course of business.

These contracts are reflected in the financial statements at
the lower of cost or market, on a portfolio basis, using the accrual
method of accounting. We did not have any loss contracts as of
December 31, 2002. Under these contracts we recognize any
gains or losses when the underlying physical transaction affects
earnings. At the initiation of the contract, we make a determi-
nation as to whether or not the contract meets the criteria as a
normal purchase or normal sale. An example of an energy con-
tract that would qualify for the normal sale exemption would
include a forward sale contract under which we expect to supply
the full requirements of the counterparty. An example of a
contract that would qualify for the normal purchase exemption
would be an energy capacity contract that we enter into to
satisfy the needs of our customer base, either retail or wholesale.

The availability of the normal purchases and normal sales
exemption to specific contracts is based on a determination
that at certain times excess generation is available for a for-
ward sale and, similarly, a determination that at certain times
generation supply will be insufficient to serve our load. The
determination of the ability and intent to deliver or take deliv-
ery is based on internal models that forecast customer demand
and electricity supply. These models include assumptions
regarding customer load growth rates, which are influenced by
the economy, weather and the impact of customer choice, and
generating unit availability, particularly nuclear generating
unit capability factors. Significant changes in these assump-
tions could result in contracts being considered differently
under SFAS No. 133 and the potential requirement of mark-to-
market accounting.

Proprietary Trading. As part of our energy trading operation, we
enter into contracts to buy and sell energy for trading purposes.
These contracts are recognized on the balance sheet at fair value
and changes in the fair value are recognized through earnings.
All proprietary trading activity is recorded net in revenue.
Trading activities are a very small portion of Exelon’s overall
power marketing activities. The trading portfolio is subject to
stringent risk management limits and policies, including
volumetric and depression limits to manage exposure to market
risk, as prescribed by the RMC.
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Non-Trading Contracts. To manage our commodity risk exposure
and meet our load requirements, we have also entered into
non-trading contracts that do not meet the definition in SFAS
No.133 of a normal purchase or normal sale or meet the require-
ments for hedge accounting treatment. These non-trading con-
tracts are marked-to-market when the underlying item affects
earnings with the gains and losses recorded in Purchased Power
and Fuel expense. Non-trading contracts are subject to stringent
risk management limits and policies, as prescribed by the RMC.

Although we use derivative instruments to assist in
managing commodity price and interest rate risks, we can still
experience earnings volatility from period to period because of
the risks associated with marketing and trading electricity and
other energy-related products.

Regulatory Assets and Liabilities

Energy Delivery’s operating subsidiaries, ComEd and PECO, are
regulated by their respective state regulatory commissions as
well as by FERC. The regulators in [llinois and Pennsylvania, as
well as FERC, use cost-based rate structures to determine the
rates we will charge customers. In establishing cost-based rates,
the ICC and the PUC may consider the capital requirements and
working capital needs to operate the distribution and trans-
mission business, determine the operating cost levels that can
be passed on to customers and provide for a reasonable return
to our shareholders. In their determination of rates, the ICC and
PUC may include allowable costs in periods other than the peri-
ods in which an unregulated entity would record the costs in
the income statement. These costs are accounted for as either a
regulatory asset or liability. Regulatory assets represent costs
that have been deferred to future periods when it is probable
that the regulator will allow for recovery through rates charged
to customers. Regulatory liabilities represent revenues received
from customers to fund expected costs that have not yet been
incurred. Regulatory assets and liabilities are accounted for
under SFAS No. 71, “Accounting for the Effects of Certain Types of
Regulation” (SFAS No. 71). Use of SFAS No. 71 is applicable to our
utility operations that meet the following criteria: the opera-
tions are subject to third-party regulation of rates; the rates are
cost-based; and the assumption that all costs will be recover-
able from customers through rates is appropriate and reason-
able. If a separable portion of our business no longer meets these
criteria, we are required to eliminate the financial statement
effects of regulation for that part of our business.

Both ComEd and PECO are currently subject to rate freezes
or rate caps that limit the opportunity to recover increased
costs and the costs of new investment in facilities through rates
during the rate freeze or rate cap period. Current rates include
the recovery of our existing regulatory assets.
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The most significant regulatory assets we have recorded are:

- Competitive Transition Charges. These charges represent
PECO’s stranded costs that the PUC determined would be
allowed to be recoverable through regulated rates. These costs
are related to the deregulation of the generation portion of
the electric utility business in Pennsylvania. The unamortized
balance of the CTC of $4.6 billion and $4.9 billion as of
December 31,2002 and 2001, respectively, was recorded on our
Consolidated Balance Sheets. The CTC includes Intangible
Transition Property sold to PECO Energy Transition Trust, a
wholly owned subsidiary of PECO, in connection with the
securitization of PECO’s stranded cost recovery. These charges
are being amortized through December 31, 2010 with a rate of
return on the unamortized balance of 10.75%.

Recoverable Transition Costs. These charges, related to the
recovery of ComEd’s former generating plants, are amortized
based on the expected return on equity of ComEd in any given
year. At December 31,2002 and 2001, we had $175 million and
$277 million, respectively, in recoverable transition costs
recorded in our Consolidated Balance Sheets. ComEd expects
to fully recover and amortize these charges by the end of
2006, but may increase or decrease its annual amortization
to maintain its earnings within the earnings cap provisions
established by Illinois legislation. See Note 5 of the Notes to
Consolidated Financial Statements for discussion of recover-
able transition cost amortization.

Recoverable Deferred Income Taxes. These costs represent the
difference between the method in which the regulator allows
for the recovery of income taxes and how income taxes would
be recorded by unregulated entities. These recoverable
deferred income taxes, recorded in compliance with SFAS No.
109 “Accounting for Income Taxes,” include the deferred tax
effects associated principally with liberalized depreciation
accounted for in accordance with the ratemaking policies of
the ICC and PUC, as well as the revenue impacts thereon, and
assume continued recovery of these costs in future rates. At
December 31, 2002 and 2001, we had $661 million and $701
million, respectively, in recoverable deferred income taxes
recorded in our Consolidated Balance Sheets.

— Nuclear Decommissioning Costs for Retired Plants. These costs
represent the amount of future nuclear decommissioning
costs related to the retired former ComEd plants which are
being recovered through rates. At December 31,2002 and 20071,
we had $248 million and $310 million, respectively, in nuclear
decommissioning costs for retired plants recorded in our
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Consolidated Balance Sheets. These costs will be recovered in
rates and amortized on a straight-line basis to earnings by the
end of 2006.

For each regulatory jurisdiction where we conduct business, we
continually assess whether the regulatory assets continue to
meet the criteria for probable future recovery. This assessment
includes consideration of factors such as changes in applicable
regulatory environments, recent rate orders to other regulated
entities in the same jurisdiction, the status of any pending or
potential deregulation legislation and the ability to recover
costs through regulated rates. If future recovery of costs ceases
to be probable, the assets and liabilities would be recognized in
current period earnings. A write-off of regulatory assets could
impact our ability to pay dividends under PUHCA.

Because our current rates include the recovery of existing
regulatory assets and liabilities, and rates in effect during the
rate freeze or rate cap periods are expected to allow us to earn
a reasonable rate of return during that period, management
believes the existing regulatory assets and liabilities are proba-
ble of recovery. This determination reflects the current political
and regulatory climate in the states where we do business, but
is subject to change in the future.

Nuclear Decommissioning

We currently have direct ownership interests in 16 active nuclear
generating units and four retired nuclear generating units.
In addition, we own a 50% equity interest in AmerGen, which
operates three active nuclear generating units.

In connection with the operation of our nuclear units, the
NRC requires us to decommission these facilities after their NRC
operating license lives end, generally 40 years from the date of
initial operation. We have, however, requested or are in the
process of requesting the extension of these license lives for
several nuclear generating stations. The decommissioning of a
nuclear generating station involves the decontamination of
structures and components, the removal of high-level and
low-level radioactive materials from the site for disposal at a
licensed facility and for certain stations, the restoration of the
station sites to a natural state. We estimate that, once started,
decommissioning of a site can generally be completed in 10
years. Based on the projected extended license lives of our
nuclear plants, we will begin decommissioning our plants from
2014 through 2056, with expenditures primarily occurring
when our operating plants are decommissioned, during the
period from 2029 through 2056.

We currently recover certain decommissioning costs in
regulated rates. The amounts recovered are deposited in trust
accounts and invested for funding of future decommissioning
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costs for active and inactive generating units. As part of our
2001 restructuring, the generation-related assets and liabilities
of ComEd and PECO were transferred to Generation. The
accounting for our receipt of decommissioning collections
and recognition of decommissioning liabilities varies between
the plants that were previously owned by ComEd or by PECO
prior to restructuring.

We account for the current period’s cost of decommission-
ing related to generating plants previously owned by PECO by
following regulatory accounting principles and recording a
charge to depreciation expense and a corresponding liability in
accumulated depreciation concurrent with decommissioning
collections from rate payers. Our regulatory accounting princi-
ples for the generating stations previously owned by ComEd
were discontinued when those stations were transferred to
Generation. Those stations included both operating and retired
units. For operating units, the difference between the current
cost decommissioning estimate and the decommissioning
liability recorded in accumulated depreciation is amortized to
depreciation expense on a straight-line basis over the remain-
ing lives. For retired units, the current cost decommissioning
estimate is recorded in deferred credits and other liabilities and
accreted to depreciation expense.

Under regulatory accounting principles, gains and losses on
marketable securities held in the nuclear decommissioning
trust funds are reported in accumulated depreciation. After
regulatory accounting principles are discontinued, unrealized
gains and losses on marketable securities held in the nuclear
decommissioning trust funds are reported in accumulated
other comprehensive income. Realized gains and losses on
decommissioning trust funds are reflected in other income and
deductions in our Consolidated Statements of Income. Due to
the sharp declines in the equity market since the third quarter
of 2000, the value of our nuclear decommissioning trust funds
has also decreased. In 2002, contributions to these trust funds
of $112 million were offset by net realized and unrealized losses
of $224 million, resulting in a 4% decrease in the trust funds’
balance at December 31, 2002 compared to December 31, 2001.
We believe that the amounts that ComEd and PECO are recov-
ering from customers through electric rates, along with the
earnings on the trust funds, will be sufficient to fund our
decommissioning obligations.

Cost estimates for decommissioning our nuclear facilities
have been prepared by an independent engineering firm and
reflect currently existing regulatory requirements and available
technology. Our current estimate of our nuclear facilities’
decommissioning cost is $7.4 billion in current year (2003)
dollars. Calculating this estimate involves significant assump-
tions about the expected increases in decommissioning costs
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relative to general inflation rates, changes in the regulatory
environment or regulatory requirements, and the timing of
decommissioning. Significant changes in these assumptions
could materially affect the liabilities and future costs related
to decommissioning recorded in our Consolidated Financial
Statements.

The estimated service life of the nuclear station is also a
significant assumption because decommissioning and depreci-
ation costs are generally recognized over the life of the generat-
ing station. In 2001, we extended nuclear station service lives,
over which the decommissioning costs are recognized, by 20
years. Effective April 1, 2001, we extended the estimated service
lives by 20 years for three nuclear stations. Effective July 1, 2001,
we extended the estimated service lives by 20 years for the
remainder of Exelon’s operating nuclear stations. These
changes were based on engineering and economic feasibility
studies we performed considering, among other things, future
capital and maintenance expenditures at these plants. The
service life extension is subject to NRC approval of an extension
of existing NRC operating licenses. As a result of the change, net
income for 2002 and 2001 increased approximately $132 million
($79 million, net of income taxes) and approximately $9o mil-
lion ($54 million, net income taxes), respectively. Although we
consider the service life extension authorization to be probable,
if the extensions were denied, our results of operations would
be adversely impacted by increased depreciation rates and
accelerated future decommissioning payments.

SFAS No. 143. The accounting for our nuclear decommissioning
obligation will be affected by the adoption of SFAS No.143, “Asset
Retirement Obligations” (SFAS No. 143) effective January 1, 2003.
SFAS No. 143 provides accounting requirements for retirement
obligations associated with tangible long-lived assets.
Retirement obligations associated with long-lived assets
included within the scope of SFAS No. 143 are those for which
there is a legal obligation under existing or enacted law,
statute, written or oral contract or by legal construction under
the doctrine of promissory estoppel.

The effect of this cumulative adjustment on nuclear decom-
missioning will be to change the decommissioning liability to
reflect the fair value of the decommissioning obligation at the
balance sheet date. Additionally, SFAS No. 143 will require the
recording of an asset related to the decommissioning obliga-
tion, which will be amortized over the remaining lives of the
plants. The net difference, between the asset recognized and
the adjustment to the decommissioning liability recorded
upon adoption of SFAS No. 143, will be charged to earnings and
recognized as a cumulative effect of a change in accounting
principle, net of expected regulatory recovery and net of taxes.
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The decommissioning liability will then represent the fair value
of the obligation for the future decommissioning of the plants
and, as a result, accretion expense will be accrued on this
liability until the obligation is satisfied.

As noted above, we currently record the obligation for
decommissioning ratably over the lives of the plants. We are
currently in the process of evaluating the impact of adopting
SFAS No. 143 on our financial condition. Based on the current
information and the credit-adjusted risk-free rate, we estimate
the increase in 2003 non-cash expense to impact earnings
before the cumulative effect of a change in accounting princi-
ple for the adoption of SFAS No. 143 by approximately $24 mil-
lion, after income taxes. Additionally, the adoption of SFAS No.
143 is expected to result in a large, non-cash, one-time cumula-
tive effect of a change in accounting principle gain of at least
$1.5 billion, after income taxes. The $1.5 billion gain and the $24
million charge includes our share of the impact of the SFAS No.
143 adoption related to AmerGen’s nuclear plants. These impacts
are based on our current interpretation of SFAS No. 143 and are
subject to continued refinement based on the finalization of
assumptions and interpretation at the time of adopting the
standard, including the determination of the credit-adjusted
risk-free rate. Under SFAS No. 143, the fair value of the nuclear
decommissioning obligation will continue to be adjusted on an
ongoing basis as these model input factors change.

In accordance with SFAS No. 143, we used a probabilistic cash
flow model with multiple scenarios in order to determine the
fair value of the decommissioning obligation. SFAS No. 143 also
stipulates that fair value represent the amount a third party
would receive for assuming all of an entity’s obligation. Key
assumptions used in our determination of fair value as defined
in SFAS No. 143 include:

—decommissioning cost studies prepared by a third party
—these decommissioning studies represent a marketplace
assessment of costs and the timing of retirement activities
validated by comparison to current decommissioning proj-
ects and other third party estimates

—annual cost escalation studies to determine escalation factors
based on inflation indices used in decommissioning cost
studies for the following major categories:

—labor,

- equipment and materials,

—energy,

—other (taxes, insurance, fees, etc.), and
—low-level radioactive waste disposal costs.
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—use of probabilistic cash flow models to measure the fair value
including:
—the probability of various cost levels, and
—the probability of various timing scenarios incorporating
the factors of current license lives and life extension and
the timing of DOE acceptance for disposal of our spent
nuclear fuel.

Under the Nuclear Waste Policy Act of 1982 (NWPA), the U.S.
Department of Energy (DOE) is responsible for the selection and
development of repositories for, and the disposal of, spent
nuclear fuel and high-level radioactive waste (SNF). As required
by the NWPA, ComEd and PECO each signed a contract with the
DOE (Standard Contract) to provide for disposal of SNF from
their respective nuclear generating stations. The NWPA and the
Standard Contract required the DOE to begin taking possession
of SNF generated by nuclear generating units by no later than
January 31,1998.The DOE, however, failed to meet that deadline
and its performance will be significantly delayed. The DOE
currently estimates it will open a SNF facility in 2010. This
extended delay requires us to retain possession of the SNF, thus
increasing decommissioning costs including the operation and
maintenance of facilities to store SNF until the DOE removes it
from our sites.

The NRC regulatory guidance suggests that decommissioning
cost studies be updated every five years. Most of our studies
were prepared in 1995 and 1996 and are in the process of being
updated. Although no significant changes in decommissioning
technologies have occurred since the studies were performed,
and annual cost escalation studies are performed to determine
the escalation factor applied to the base year cost study,
changes in these cost studies could have a material impact on
the fair value of the nuclear decommissioning obligation. The
final determination of the cumulative effect of a change in
accounting principle is also in part a function of the credit-
adjusted risk-free rate at the time of the adoption of the stan-
dard. Additionally, although over the life of the plant, the
charges to earnings for the depreciation of the asset and the
interest on the liability will be equal to the amounts that would
have been recognized as decommissioning expense under the
current accounting, the timing of those charges will change
and in the near-term period subsequent to adoption, the depre-
ciation of the asset and the interest on the liability are expected
to result in an increase in expense.
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Asset Impairments

Long-Lived Assets and Investments. SFAS No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets” (SFAS No. 144),
establishes accounting and reporting standards for both the
impairment and disposal of long-lived assets. SFAS No. 144 con-
tinues the FASB requirements that:

- an impairment loss be recognized if the carrying amount of an
asset is not recoverable from its undiscounted cash flows, and

—the impairment loss be measured as the difference between
the carrying amount and the fair value of the asset.

Accounting Principles Board Opinion No.18,“The Equity Method
of Accounting for Investment in Common Stock,” requires that
an impairment loss be recognized for an investment if the
investment declines in fair value below its amortized cost basis,
and this decline is judged to be other-than-temporary.

We continually monitor our investments and businesses
and the markets in which these businesses operate in order to
determine events that may trigger an impairment. We have
tested our businesses and investments for recoverability when-
ever events or changes in circumstances indicate that their car-
rying amounts may not be recoverable. Such triggering events
may include a current expectation that there is a likelihood of
50% or greater that a long-lived asset will be sold, competitors’
technological advancement, accelerated distributions of public
holdings at a loss, lack of achievability of financial results versus
plan, limited access to capital, or the loss of a major customer,
among others. The analysis of impairment for long-lived and
intangible assets is subject to an undiscounted cash flow analy-
sis that requires significant assumptions.

In 2002, we did not identify factors through our review
process that indicated potential impairment of property, plant
and equipment or other long-lived assets with the exception of
investments at our Enterprises business unit. Enterprises wrote
down $41 million of investments in 2002 when we discovered
certain triggering events, such as those described above.

Goodwill. Under SFAS No. 142, goodwill is also subject to an
assessment for impairment using a two-step fair value based
test, the first step of which must be performed at least annually,
or more frequently if events or circumstances indicate that
goodwill might be impaired. The reporting units of Exelon that
were determined to have had goodwill allocated to them were
Energy Delivery, Exelon’s infrastructure services business
(InfraSource), the energy services business (Exelon Services) and
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the competitive retail energy sales business (Exelon Energy). All
of Energy Delivery’s goodwill is at ComEd. If an impairment is
determined at ComEd, the amount of the impaired goodwill
will be written-off and expensed at ComEd. However, under
current accounting guidance, a goodwill impairment charge at
ComEd may not affect Exelon’s results of operations. Exelon’s
goodwill impairment test would include assessing the cash
flows of the entire Energy Delivery business segment (a single
Reporting Unit, which includes PECO, as defined under current
accounting guidance), not just ComEd’s cash flows.

We performed the first step of the SFAS No. 142 impairment
analysis, comparing the fair value of a reporting unit to its
carrying amount, including goodwill, as of January 1,2002, upon
adoption of SFAS No. 142. That first step indicated no impair-
ment of ComEd’s goodwill but showed an impairment of the
goodwill recorded in Enterprises’ reporting units. In performing
the Step | tests as prescribed in SFAS No. 142, ComEd and
Enterprises determined that discounted cash flow models
would provide the most appropriate measure to determine
Step | fair value. Consistent with the guidance in SFAS No. 142,
ComEd and Enterprises prepared multiple scenario discounted
cash flow models in order to determine the value for Step | of
SFAS No.142. These models use multiple assumptions including
revenue growth rates, general expense escalation rates, allowed
return on equity, a risk-adjusted discount rate and long-term
earnings multiples of comparable companies. In addition to the
above-noted assumptions, ComEd’s model included varying
assumptions regarding:

—The timing of future rate case filings to establish new rates for
bundled service after the then scheduled 2004 expiration of
the rate freeze period, which has subsequently been extended
to 2006 by [llinois law. Rate changes were assumed to occur at
various points in 2005 through 2007 in the different scenarios.

—The cash flow impact of the expiration of the rate freeze and
the resolution of uncertainties regarding future commodity
risk at the expiration of the current purchase power agree-
ments, the resolution of ComEd’s POLR obligation and various
other risks and uncertainties.

The results of the Step | analysis for ComEd showed a weighted
average probabilistic valuation of the multiple scenario dis-
counted cash flows in excess of ComEd’s book carrying amount,
including goodwill, at December 31, 2001. Since the Step | calcu-
lated fair value was in excess of book value, we could conclude
that ComEd’s goodwill of $4.9 billion was not impaired. The
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results of the Step | analysis for Enterprises, however, calculated
weighted average probabilistic valuations of the multiple sce-
nario discounted cash flows of less than the book carrying
value, including goodwill, of InfraSource, Exelon Services and
Exelon Energy. The second step of the analysis, which compared
the fair value of each of Enterprises’ reporting units’ goodwill to
the carrying value at December 31, 2007, indicated a total good-
will impairment of $357 million ($243 million, net of income
taxes and minority interest). The impairment was recorded as a
cumulative effect of a change in accounting principle in the
first quarter of 2002. Enterprises’ goodwill balance was $76 mil-
lion at December 31,2002.

As required by SFAS No. 142, Exelon performed the annual
update of ComEd’s and Enterprises’ goodwill impairment analy-
ses using a November 1, 2002 measurement date. These valua-
tions determined the Step | calculated fair value of both ComEd
and the Enterprises’ units to be in excess of their respective
book values at November 1, 2002. Since the Step | calculated fair
value was in excess of book value, we concluded that goodwill
was not impaired. Again, the probabilistic discounted cash
flows model used in these analyses included the significant
assumptions noted above. Rate changes were assumed to
occur at various points in 2007 through 2009 in the different
scenarios for ComEd based on the June 2002 extension of the
rate freeze.

Modifications to any of the assumptions discussed above,
particularly changes in discount rates, long-term earnings mul-
tiples of comparable companies used to determine terminal
values, and the expected results of rate proceedings, could
result in a future impairment of goodwill. Actual results as well
as market conditions in upcoming periods will impact the prob-
abilities of scenarios used in the models. If the estimates of
future cash flows in both the ComEd and Enterprises models
had been 10% lower, respectively, those discounted cash flows
would still have been greater than the carrying values of ComEd
and Enterprises, respectively. As we were not required to per-
form a Step Il analysis at the November 1, 2002 measurement
date for either ComEd or Enterprises, a dollar amount for any
potential impairment has not been determined. Because good-
will represents approximately 85% of ComEd’s common equity,
a potential future impairment of goodwill could significantly
impact ComEd’s ability to pay dividends to Exelon under
PUHCA. The Illinois legislation provides that reductions to
ComEd’s common equity resulting from goodwill impairments
will not impact ComEd’s earnings cap calculation through 2006.
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Defined Benefit Pension and Other
Postretirement Welfare Benefits
We sponsor defined benefit pension plans and postretirement
welfare benefit plans applicable to essentially all ComEd, PECO,
Generation and BSC employees and certain Enterprises employ-
ees. The costs of providing benefits under these plans are
dependent on historical information such as employee age,
length of service and level of compensation, and the actual rate
of return on plan assets. Also, we utilize assumptions about the
future, including the expected rate of return on plan assets, the
discount rate applied to benefit obligations, rate of compensa-
tion increase and the anticipated rate of increase in health care
costs. In accordance with SFAS No. 87, “Employer’s Accounting for
Pensions” (SFAS No. 87) and SFAS No. 106, “Employers’ Accounting
for Postretirement Benefits Other than Pensions” (SFAS No. 106)
the impact of changes in these factors on pension and other
postretirement welfare benefit obligations is generally recog-
nized over the expected remaining service life of the employees
rather than immediately recognized in the income statement.
In selecting the expected rate of return on plan assets, we
considered historical and expected returns for the types of
investments the plans hold. Our pension trust assets have lost
$581 million, and $265 million, and gained $173 million in 2002,
2001 and 2000, respectively. The long-term expected rate of
return on plan assets (EROA) assumption used in calculating
pension cost was 9.5% at January 1, 2002, 2001 and 2000. We
generally maintain 60% of our plan assets in equity securities
and 40% of our plan assets in fixed-income securities. Each
quarter we review the actual asset allocations and follow a
rebalancing procedure in order to remain within an allowable
range of these targeted percentages. Based on our asset alloca-
tion and long-term historical returns for both equity and fixed-
income securities, we set our EROA at 9.0% as of January 1,2003
in order to calculate 2003 pension cost. Our other postretirement
benefit assets have lost $125 million, $14 million and $7 million
in 2002,2001 and 2000, respectively. The EROA assumption used
in calculating the other postretirement benefit obligation was
8.8% at January 1,2002, 2001 and 2000, respectively. We will use
an EROA assumption of 8.4% as of January 1, 2003 in order to
calculate the 2003 other postretirement benefit costs. A Tower
EROA is used in the calculation of other postretirement benefit
costs as the other postretirement benefit trust activity is par-
tially taxable while the pension trust activity is non-taxable.
We use the Moody’s Aa Corporate Bond Index as a basis in
selecting the discount rate. As described in Note 15 of the Notes
to Consolidated Financial Statements, we set the assumed
discount rate at 7.35% and 6.75% at December 31,2001 and 2002,
respectively, in our estimate of pension expense and other
postretirement benefit costs.



EXELON CORPORATION AND SUBSIDIARY COMPANIES

The following table illustrates the effect of changing the major actuarial assumptions discussed above:

Change in Actuarial Assumption

Impact on
Projected Benefit
Obligation at
December 31,2002

Impact on
Pension Liability at
December 31,2002

Impact on
2003
Pension Cost

Decrease Discount Rate by 0.5%
Decrease Rate of Return on Plan Assets by 0.5%

$ 336

$ 336

$ 8
32

Impact on
Other Postretirement
Benefit Obligation at

Impact on
Postretirement
Benefit Liability at

Impact on 2003
Postretirement

Change in Actuarial Assumption December 31,2002 December 31,2002 Benefit Cost
Decrease Discount Rate by 0.5% S 152 S - S 18
Decrease Rate of Return on Plan Assets by 0.5% - - 6

The assumptions are reviewed at the beginning of each year
during our annual review process. The impact of assumption
changes are reflected in the recorded pension amounts consis-
tent with assumption changes as they occur. As these assump-
tions change from period to period, recorded pension amounts
and funding requirements could also change.

Our pension and other postretirement benefit plans have
unrecognized losses of $2.1 billion and $0.8 billion, respectively,
at December 31, 2002. This unrecognized loss primarily repre-
sents the difference between the expected return on plan assets
and the actual return on plan assets that has not yet been recog-
nized in pension or other postretirement benefit expense. We
generally amortize these unrecognized (gains)/losses over five
years; however, the annual amortization amounts vary based on
actuarial determinations. Recognition of an unrecognized loss
will result in increased net periodic pension cost going forward.

Primarily as a result of sharp declines in the equity markets
since the third quarter of 2000, we recognized an additional
minimum liability of $1.0 billion, net of income taxes, and an
intangible asset of $211 million as prescribed by SFAS No. 87
in the fourth quarter of 2002. The liability was recorded as a
reduction to shareholders’ equity, and the equity will be
restored to the balance sheet in future periods when the fair
value of plan assets exceeds the accumulated benefit obliga-
tion. The recording of this additional minimum liability did not
affect net income or cash flow in 2002 or compliance with debt
covenants; however, pension cost and cash funding require-
ments could increase in future years without a substantial
recovery in the equity markets.

Our defined benefit pension plans currently meet the mini-
mum funding requirements of the Employment Retirement
Income Security Act of 1974 without any additional funding; how-
ever, we made a discretionary tax-deductible plan contribution
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of $150 million in the fourth quarter of 2002 funded by ComEd,
Generation and BSC. We also expect to make a discretionary
tax-deductible plan contribution in 2003 of $300 million to
$350 million.

Approximately $93 million was included in operating and
maintenance expense in 2002 for the cost of our pension and
postretirement benefit plans, exclusive of the 2002 charges for
employee severance programs. Although the 2003 increase in
pension and postretirement benefit cost will depend on market
conditions, our estimate is that expense will increase by
approximately $125 million in 2003 from 2002 expense levels as
the result of the effects of the decline in market value of plan
assets in 2002, the decline in discount rate and increases in
health care costs.

In 2001, we adopted a cash balance pension plan. All
management and electing union employees who were hired by
us after 2001 became participants in the plan. Approximately
4,700 management employees who were active participants in
our previous qualified defined benefit plans at December 31,
2000 and remained employed by us on January 1, 2002 elected
to transfer to the cash balance plan. Participants in the cash
balance plan, unlike participants in the other defined benefit
plans, may request a lump-sum cash payment upon employee
termination. This may result in increased cash requirements
from pension plan assets, which may increase future funding
to the pension plan.

Stock-Based Compensation Plans

We maintain a Long-Term Incentive Plan (LTIP) for certain
full-time salaried employees and previously maintained a
broad-based incentive program for certain other employees.
The types of long-term incentive awards that have been
granted under the LTIP are non-qualified options to purchase



EXELON CORPORATION AND SUBSIDIARY COMPANIES

shares of our common stock and common stock awards. The
exercise price of the stock options is equal to the fair market
value of the underlying stock on the date of option grant. Options
granted under the LTIP and the broad-based incentive program
become exercisable upon attainment of a target share value
and/or time. All options expire 10 years from the date of grant.

At December 31, 2002, there were 13,000,000 options
authorized for issuance under the LTIP and 2,000,000 options
authorized under the broad-based incentive program. We
currently follow the disclosure-only provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation” (SFAS No.123). If we
elected to account for our stock-based compensation plans
based on SFAS No. 123, we would have recognized compensation
expense of $33 million, $26 million and $25 million, for 2002,
2001 and 2000, respectively.

We use an independent actuarial firm to calculate the fair
value of the options and to assist in the development of
amounts required to be disclosed under SFAS No. 123. The key
assumptions used in this determination of fair value are the
expected volatility of the stock price, based on historical infor-
mation; the expected life of the options, based on the vesting
period and expiration date of the options; the estimated
dividend yield, based on historical information adjusted for
material known future changes; and the risk-free interest rate,
based on the yield of a United States Treasury Strip available on
the date of the grant and expiring at the approximate end of
the option’s term. Changes in these assumptions could have
resulted in material changes in the amounts disclosed under
SFAS No. 123 in Notes 1 and 17 of the Notes to Consolidated
Financial Statements.

Business Combinations

In the three year period ended December 31, 2002, we have
completed several business combinations and asset acquisi-
tions. We adopted SFAS No. 141 as of January 1,2002. SFAS No. 141
is effective for business combinations initiated after June 30,
2001. SFAS No. 141 requires that all business combinations be
accounted for under the purchase method of accounting and
establishes criteria for the separate recognition of intangible
assets acquired in business combinations. Under the purchase
method of accounting, purchased assets and liabilities must be
recorded at their fair value. If a quoted fair value is not readily
available for the majority of assets and liabilities exchanged,
the determination of this fair value requires the use of signifi-
cant judgment, both by management and outside experts
engaged to assist in this determination process. Changes in the
assumptions made in determining the fair values could have
resulted in material changes in the amounts disclosed in Note 3
of the Notes to Consolidated Financial Statements. There would
also be an impact on our financial results. If the fair value of
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property, plant and equipment acquired in a business combina-
tion would have been higher,and an amount allocated to good-
will in the business combination lower, depreciation expense
would have been higher. Conversely, if the fair value of property,
plant and equipment acquired in a business combination
would have been lower, and an amount allocated to goodwill in
the business combination higher, depreciation expense would
have been lower. For example, if the $2 billion fair value of the
generating plants acquired in the Merger was estimated to be
1% higher, then annual depreciation expense would be less than
$1 million higher and goodwill amortization, which ceased in
2002, would have been less than $1 million lower annually.

Unbilled Energy Revenues

Revenues related to the sale of energy are generally recorded
when service is rendered or energy is delivered to customers.
The determination of the energy sales to individual customers,
however, is based on systematic readings of customer meters
generally on a monthly basis. At the end of each month,
amounts of energy delivered to customers during the month
since the date of the last meter reading are estimated and cor-
responding unbilled revenue is recorded. This unbilled revenue
is estimated each month based on daily customer demand
measured by generation volume, estimated customer usage by
class, estimated losses of energy during delivery to customers
(line Toss) and applicable customer rates. Customer accounts
receivable as of December 31, 2002 include unbilled energy
revenues of $442 million. Increases in volumes delivered to
the utilities’ customers in the period would increase unbilled
revenue. Changes in the timing of meter reading schedules and
the number and type of customers scheduled for each meter
reading date would also have an effect on the estimated
unbilled revenue.

Long-Term Contract Accounting

Enterprises recognizes contract revenue and profits on certain
long-term fixed-price contracts by the percentage-of-comple-
tion method of accounting. As contract work is completed, the
corresponding percentage of total estimated profit on the con-
tract is recognized in the Consolidated Statements of Income.
In determining the amount of revenue to recognize, we are
required to estimate, at the beginning of the contract, the total
costs and profits expected to be recorded under the contract
over its contract term, and, on an on-going basis, the recover-
ability of costs related to change orders. Changes in these
estimates could result in the recognition of differences in earn-
ings. At December 31, 2002, Current Assets included $70 million
of costs and earnings in excess of billings on uncompleted
contracts and Current Liabilities included $44 million of billings
and earnings in excess of costs on uncompleted contracts.
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Environmental Costs

As of December 31, 2002, we had accrued liabilities of $156 mil-
lion for environmental investigation and remediation costs.
These liabilities are based upon estimates with respect to the
number of sites for which we will be responsible, the scope and
cost of work to be performed at each site, the portion of costs
that will be shared with other parties and the timing of the
remediation work. Where timing and costs of expenditures can
be reliably estimated, amounts are discounted. These amounts
represent $97 million of the accrued liabilities total above. Where
timing and amounts cannot be reliably estimated, amounts are
recognized on an undiscounted basis. Such amounts represent
$59 million of the accrued liabilities total above. Estimates can
be affected by the factors noted above as well as by changes in
technology and changes in regulations or the requirements of
local governmental authorities.

We are exposed to market risks associated with commodity
prices, credit, interest rates and equity prices. The inherent risk
in market sensitive instruments and positions is the potential
loss arising from adverse changes in commodity prices, coun-
terparty credit, interest rates and equity security prices. Our
RMC sets forth risk management philosophy and objectives and
establishes procedures for risk assessment, control and valua-
tion, counterparty credit approval, and the monitoring and
reporting of derivative activity and risk exposures. The RMC is
chaired by the chief risk officer and includes the chief financial
officer, general counsel, treasurer, vice president of corporate
planning and officers from each of the business units. The
RMC reports to the board of directors on the scope of our
derivative activities.

Commodity Price Risk

Commodity price risk is associated with market price move-
ments resulting from excess or insufficient generation, changes
in fuel costs, market liquidity and other factors. Trading activi-
ties and non-trading marketing activities include the purchase
and sale of electric capacity and energy and fossil fuels, includ-
ing oil, gas, coal and emission allowances. The availability and
prices of energy and energy-related commodities are subject
to fluctuations due to factors such as weather, governmental
environmental policies, changes in supply and demand, state
and federal regulatory policies and other events.

Normal Operations and Hedging Activities. Electricity available
from our owned or contracted generation supply in excess of
our obligations to customers, including Energy Delivery’s retail
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load, is sold into the wholesale markets. To reduce price risk
caused by market fluctuations, we enter into physical contracts
as well as derivative contracts, including forwards, futures,
swaps, and options, with approved counterparties to hedge our
anticipated exposures. The maximum length of time over
which cash flows related to energy commodities are currently
being hedged is 4 years. We have an estimated 9o% hedge ratio
in 2003 for our energy marketing portfolio. This hedge ratio
represents the percentage of our forecasted aggregate annual
generation supply that is committed to firm sales, including
sales to Energy Delivery’s retail load. The hedge ratio is not fixed
and will vary from time to time depending upon market condi-
tions, demand and volatility and during peak periods our
amount hedged declines to meet our commitment to Energy
Delivery. Market price risk exposure is the risk of a change in the
value of unhedged positions. Absent any opportunistic efforts
to mitigate market price exposure, the estimated market price
exposure for our non-trading portfolio associated with a ten
percent reduction in the annual average around-the-clock
market price of electricity is an approximately $37 million
decrease in net income, or approximately $o.11 per share. This
sensitivity assumes a 9o% hedge ratio and that price changes
occur evenly throughout the year and across all markets. The
sensitivity also assumes a static portfolio. We expect to actively
manage our portfolio to mitigate market price exposure. Actual
results could differ depending on the specific timing of, and
markets affected by, price changes, as well as future changes
in our portfolio.

Proprietary Trading Activities. We began to use financial con-
tracts for proprietary trading purposes in the second quarter of
2001. Proprietary trading includes all contracts entered into
purely to profit from market price changes as opposed to
hedging an exposure. These activities are accounted for on a
mark-to-market basis. The proprietary trading activities are a
complement to our energy marketing portfolio and represent
a very small portion of our overall energy marketing activities.
For example, the limit on open positions in electricity for any
forward month represents less than 1% of our owned and
contracted supply of electricity. The trading portfolio is subject
to stringent risk management limits and policies, including
volume, stop-loss and value-at-risk limits.

Our energy contracts are accounted for under SFAS No. 133.
Most non-trading contracts qualify for the normal purchases
and normal sales exemption to SFAS No. 133 discussed in Critical
Accounting Estimates. Those that do not are recorded as assets
or liabilities on the balance sheet at fair value. Changes in the
fair value of qualifying hedge contracts are recorded in OCl,and
gains and losses are recognized in earnings when the underlying
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transaction occurs. Changes in the fair value of derivative
contracts that do not meet hedge criteria under SFAS No. 133
and the ineffective portion of hedge contracts are recognized
in earnings on a current basis.

The following detailed presentation of our trading and
non-trading marketing activities at Generation is included to
address the recommended disclosures by the energy industry’s
Committee of Chief Risk Officers. We do not consider our
proprietary trading to be a significant activity in our business;
however, we believe it is important to include these risk
management disclosures.

The following table describes the drivers of our energy
trading and marketing business and gross margin included in
the income statement for the year ended December 31, 2002.

Normal operations and hedging activities represent the mar-
keting of electricity available from Generation’s owned or con-
tracted generation, including Energy Delivery’s retail load, sold
into the wholesale market. As the information in this table
highlights, mark-to-market activities represent a small portion
of the overall gross margin for Generation. Accrual activities,
including normal purchases and sales, account for the majority
of the gross margin. The mark-to-market activities reported
here are those relating to changes in fair value due to external
movement in prices. Further delineation of gross margin by the
type of accounting treatment typically afforded each type of
activity is also presented (i.e., mark-to-market vs. accrual
accounting treatment).

Normal Operations and Proprietary

Hedging Activities @) Trading Total
Unrealized Mark-to-Market Gain/(Loss)
Origination Unrealized Gain/(Loss) at Inception S - S - S -
Changes in Fair Value Prior to Settlements 26 (29) (3)
Changes in Valuation Techniques and Assumptions - -
Reclassification to Realized at Settlement of Contracts (20) 20 -
Total Change in Unrealized Fair Value 6 (9) (3)
Realized Net Settlement of Transactions Subject to Mark-to-Market 20 (20) -
Total Mark-to-Market Activities Gross Margin $ 26 S (29) S (3)
Accrual Activities Revenue $ 6,785 $ - $ 6,785
Hedge Gains/(Losses) Reclassified from OCI 76 - 76
Total Revenue—Accrual Activities 6,861 - 6,861
Fuel and Purchased Power 4,230 - 4,230
Hedges of Fuel and Purchased Power Reclassified from OCI 23 - 23
Total Fuel and Purchased Power 4,253 - 4,253
Total Accrual Activities Gross Margin 2,608 - 2,608
Total Gross Margin $ 2632 S (29) $ 26050

(a) Normal Operations and Hedging Activities only include derivative contracts Power Team enters into to hedge anticipated exposures related to our owned and contracted generation
supply, but excludes our owned and contracted generating assets as well as Enterprises’ derivative contracts.
(b) Total Gross Margin represents revenue, net of purchased power and fuel expense for Generation. This excludes a minimal amount of activity at Enterprises. See Note 18 of the Notes to

Consolidated Financial Statements for further information.
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The following table provides detail on changes in Generation’s
mark-to-market net asset or liability balance sheet position
from January 1, 2002 to December 31, 2002. It indicates the
drivers behind changes in the balance sheet amounts. This
table will incorporate the mark-to-market activities that are

immediately recorded in earnings, as shown in the previous
table, as well as the settlements from OCI to earnings and
changes in fair value for the hedging activities that are recorded
in Accumulated Other Comprehensive Income on the
Consolidated Balance Sheets.

Normal Operations and Proprietary

Hedging Activities Trading Total
Total Mark-to-Market Energy Contract Net Assets at January 1,2002 S 78 S 14 S 92
Total Change in Fair Value during 2002 of Contracts Recorded in Earnings 26 (29) (3)
Reclassification to Realized at Settlement of Contracts Recorded in Earnings (20) 20 -
Reclassification to Realized at Settlement from OCI (53) - (53)
Effective Portion of Changes in Fair Value—Recorded in OCI (210) - (210)
Purchase/Sale of Existing Contracts or Portfolios Subject to Mark-to-Market 1 - n
Total Mark-to-Market Energy Contract Net Assets (Liabilities) at December 31,2002 $ (168) S 5 S (163)

The following table details the balance sheet classification of the Mark-to-Market Energy Contract Net Assets recorded as of

December 31, 2002:

Normal Operations and Proprietary

Hedging Activities Trading Total

Current Assets S 186 $ 6 S 192
Noncurrent Assets 46 - 46
Total Mark-to-Market Energy Contract Assets 232 6 238
Current Liabilities (276) - (276)
Noncurrent Liabilities (124) (M (125)
Total Mark-to-Market Energy Contract Liabilities (400) (M) (401)
Total Mark-to-Market Energy Contract Net Assets (Liabilities) S (168) s 5 S (163)

The majority of our contracts are non-exchange traded con-
tracts valued using prices provided by external sources,
primarily price quotations available through brokers or over-
the-counter, on-line exchanges. Prices reflect the average of the
bid-ask midpoint prices obtained from all sources that we
believe provide the most liquid market for the commodity. The
terms for which such price information is available varies by
commodity, by region and by product. The remainder of the
assets represents contracts for which external valuations are
not available, primarily option contracts. These contracts are
valued using the Black model, an industry standard option
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valuation model. The fair values in each category reflect the
level of forward prices and volatility factors as of December 31,
2002 and may change as a result of changes in these factors.
Management uses its best estimates to determine the fair
value of commodity and derivative contracts it holds and sells.
These estimates consider various factors including closing
exchange and over-the-counter price quotations, time value,
volatility factors and credit exposure. It is possible, however,
that future market prices could vary from those used in record-
ing assets and liabilities from energy marketing and trading
activities and such variations could be material.
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The following table, which presents maturity and source of amount of Generation’s total mark-to-market asset or liability.
fair value of mark-to-market energy contract net assets, provides Second, this table provides the maturity, by year, of Generation'’s
two fundamental pieces of information. First, the table provides net assets/liabilities, giving an indication of when these mark-
the source of fair value used in determining the carrying to-market amounts will settle and generate or require cash.

Maturities within

2008 and Total Fair

2003 2004 2005 2006 2007 Beyond Value
Prices provided by other external sources $ (124) $ (48) $ (9) $ () s - s - $(186)
Total $ (124) $ (48) $ () $ 0 $ - $ - $(186)
Actively quoted prices S 26 S 4 S - S - S - S - $ 30
Prices provided by other external sources - 3 2 2 - - 7
Prices based on model or other valuation methods 7 (1) (4) (9) (2) - (19)
Total $ 33 $ (4 $ () $ @ $ () $ - $ 18
Actively quoted prices $ (4) $ - $ - $ - $ - $ - $ (4
Prices provided by other external sources 6 (3) - - - - 3
Prices based on model or other valuation methods 5 1 - - - - 6
Total $ 7 $ () $ - $ - s - $ - $ 5
Average tenor of proprietary trading portfolio@ 1.5 years

(1) Mark-to-market gains and losses on contracts that qualify as cash flow hedges are recorded in other comprehensive income.

(2) Mark-to-market gains and losses on other non-trading derivative contracts that do not qualify as cash flow hedges are recorded in earnings.

(3) Mark-to-market gains and losses on trading contracts are recorded in earnings.

(4) Following the recommendations of the Committee of Chief Risk Officers, the average tenor of the proprietary trading portfolio measures the average time to collect value for that
portfolio. We measure the tenor by separating positive and negative mark-to-market values in its proprietary trading portfolio, estimating the mid-point in years for each and then report-
ing the highest of the two mid-points calculated. In the event that this methodology resulted in significantly different absolute values of the positive and negative cash flow streams, we
would use the mid-point of the portfolio with the largest cash flow stream as the tenor.

The table below provides details of effective cash flow hedges Comprehensive Income related to cash flow hedges for the year
under SFAS No.133 included in the balance sheet as of December ended December 31, 2002, providing insight into the drivers of
31,2002. The data in the table gives an indication of the magni- the changes (new hedges entered into during the period and
tude of SFAS No. 133 hedges we have in place, however, given changes in the value of existing hedges). Information related
that under SFAS No. 133 not all hedges are recorded in OClI, the to energy merchant activities is presented separately from
table does not provide an all-encompassing picture of our hedges. interest rate hedging activities.

The table also includes a roll-forward of Accumulated Other

Total Cash Flow Hedge Other Comprehensive Income Activity,
Net of Income Tax

Power Team

Normal Operations and Interest Rate and Total Cash

Hedging Activities Other Hedges Flow Hedges

Accumulated OCl, January 1,2002 $ 47 $ (25) $ 22

Changes in Fair Value (128) (51) (179)

Reclassifications from OCI to Net Income (33) (9) (42)
Accumulated OCI Derivative Gain/(Loss)

at December 31,2002 $ (114) $ (85) $  (199)

(1) Includes interest rate hedges at Generation, ComEd and PECO, as well as energy commodity hedges at Enterprises.
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We use a Value-at-Risk (VaR) model to assess the market risk
associated with financial derivative instruments entered into
for proprietary trading purposes. The measured VaR represents
an estimate of the potential change in value of our proprietary
trading portfolio.

The VaR estimate includes a number of assumptions about
current market prices, estimates of volatility and correlations
between market factors. These estimates, however, are not nec-
essarily indicative of actual results, which may differ because
actual market rate fluctuations may differ from forecasted fluc-
tuations and because the portfolio may change over the hold-
ing period.

We estimate VaR using a model based on the Monte Carlo
simulation of commodity prices that captures the change in
value of forward purchases and sales as well as option values.
Parameters and values are backtested daily against daily
changes in mark-to-market value for proprietary trading activ-
ity. Value-at-Risk assumes that normal market conditions pre-
vail and that there are no changes in positions. We use a 95%
confidence interval, one-day holding period, one-tailed statisti-
cal measure in calculating our VaR. This means that we may
state that there is a one in 20 chance that if prices move against
our portfolio positions, our pre-tax loss in liquidating our port-
folio in a one-day holding period would exceed the calculated
VaR. To account for unusual events and loss of liquidity, we use
stress tests and scenario analysis.

For financial reporting purposes only, we calculate several
other VaR estimates. The higher the confidence interval, the less
likely the chance that the VaR estimate would be exceeded. A
longer holding period considers the effect of liquidity in being
able to actually liquidate the portfolio. A two-tailed test consid-
ers potential upside in the portfolio in addition to the potential
downside in the portfolio considered in the one-tailed test. The
following table provides the VaR for all proprietary trading posi-
tions of Generation as of December 31, 2002.

n

Proprietary

Trading VaR

95% Confidence Level, One-Day Holding Period, One-Tailed

Period End S 02

Average for the Period 1.4

High 5.0

Low 0.2
95% Confidence Level, Ten-Day Holding Period, Two-Tailed

Period End S 03

Average for the Period 15

High 5.3

Low 0.1
99% Confidence Level, One-Day Holding Period, Two-Tailed

Period End $ 09

Average for the Period 4.6

High 16.7

Low 0.4
Credit Risk

Credit risk for Energy Delivery is managed by each of ComEd’s
and PECO’s credit and collection policies, which are consistent
with state regulatory requirements. ComEd and PECO are each
currently obligated to provide service to all electric customers
within their respective franchised territories. For the year ended
December 31, 2002, ComEd’s ten largest customers represented
approximately 3% of its retail electric revenues and PECO’s ten
largest customers represented approximately 8% of its retail
electric revenues. We record a provision for uncollectible
accounts, based upon historical experience and third-party
studies, to provide for the potential loss from nonpayment by
these customers.

Generation has credit risk associated with counterparty
performance on energy contracts which includes, but is not
limited to, the risk of financial default or slow payment.
Generation manages counterparty credit risk through estab-
lished policies, including counterparty credit limits,and in some
cases, requiring deposits and 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,
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including leverage, liquidity, profitability, credit ratings and risk
management capabilities. Generation has entered into payment
netting agreements or enabling agreements that allow for pay-
ment netting with the majority of its large counterparties,
which reduce Generation’s exposure to counterparty risk by
providing for the offset of amounts payable to the counterparty
against amounts receivable from the counterparty. The credit
department monitors current and forward credit exposure to
counterparties and their affiliates, both on an individual and an
aggregate basis.

The following table provides information on Generation’s
credit exposure, net of collateral, as of December 31, 2002. It
further delineates that exposure by the credit rating of the
counterparties and provides guidance on the concentration of
credit risk to individual counterparties and an indication of
the maturity of a company’s credit risk by credit rating of the
counterparties. The figures in the table below do not include
sales to Generation’s affiliates or exposure through Independent
System Operators (ISOs) which are discussed below.

Number of Net Exposure of

Total Counterparties Counterparties

Exposure Greater than Greater than

Before Credit Credit Net 10% of Net 10% of Net

Rating Collateral Collateral Exposure Exposure Exposure

Investment Grade S 156 S - S 156 2 S 7

Split Rating - - - - -

Non-Investment Grade 17 1 6 - -
No External Ratings

Internally Rated—Investment Grade 27 23 4 16

Internally Rated—Non-Investment Grade 4 2 2 - -

Total S 204 S 7 S 187 6 S 87

Maturity of Credit Risk Exposure

Exposure  Total Exposure

Less than Greater than Before Credit

Rating 2 Years 2-5 Years 5 Years Collateral

Investment Grade S n7 S 39 $ - S 156

Split Rating - - - -

Non-Investment Grade 17 - - 17
No External Ratings

Internally Rated—Investment Grade 27 - - 27

Internally Rated—Non-Investment Grade 4 - - 4

Total S 165 $ 39 $ - S 204

Generation is a counterparty to Dynegy in various energy trans-
actions. In early July 2002, the credit ratings of Dynegy were
downgraded to below investment grade by two credit rating
agencies. As of December 31, 2002, Generation had a net receiv-
able from Dynegy of approximately $3 million and, consistent
with the terms of the existing credit arrangement, has received
collateral in support of this receivable. Generation also has
credit risk associated with Dynegy through Generation’s equity
investment in Sithe. Sithe is a 60% owner of the Independence
generating station, a 1,040-MW gas-fired qualified facility that
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has an energy-only long-term tolling agreement with Dynegy,
with a related financial swap arrangement. As of December 31,
2002, Sithe had recognized an asset on its balance sheet related
to the fair market value of the financial swap agreement with
Dynegy that is marked-to-market under the terms of SFAS No.
133. If Dynegy is unable to fulfill the terms of this agreement,
Sithe would be required to impair this financial swap asset.
We estimate, as a 49.9% owner of Sithe, that the impairment
would result in an after-tax reduction of our equity earnings of
approximately $10 million.
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In addition to the impairment of the financial swap asset, if
Dynegy were unable to fulfill its obligations under the financial
swap agreement and the tolling agreement, we would likely
incur a further impairment associated with the Independence
plant. Depending upon the timing of Dynegy’s failure to fulfill
its obligations and the outcome of any restructuring initiatives,
we could realize an after-tax charge of between $o and $130 mil-
lion. In the event of a sale of our investment in Sithe to a third
party, proceeds from the sale could be negatively impacted by
approximately $100 million, or approximately $65 million net
of income taxes.

Additionally, the future economic value of AmerGen’s
purchased power arrangement with Illinois Power Company, a
subsidiary of Dynegy, could be impacted by events related to
Dynegy’s financial condition.

Generation participates in the following established, real-
time energy markets, which are administered by ISOs: PIM, New
England 1SO, New York ISO, California ISO, Midwest ISO, Inc.,
Southwest Power Pool, Inc. and Texas, which is administered by
the Electric Reliability Council of Texas. In these areas, power is
traded through bilateral agreements between buyers and sellers
and on the spot markets that are operated by the ISOs. In areas
where there is no spot market, electricity is purchased and sold
solely through bilateral agreements. For sales into the spot mar-
kets administered by the ISOs, the ISO maintains financial
assurance policies that are established and enforced by those
administrators. The credit policies of the ISOs may under certain
circumstances require that losses arising from the default of one
member on spot market transactions be shared by the remain-
ing participants. Non-performance or non-payment by a major
counterparty could result in a material adverse impact on our
financial condition, results of operations or net cash flows.

Our consolidated balance sheet includes a $445 million net
investment in a direct financing lease as of December 31, 2002.
The investment in direct financing leases represents future
minimum lease payments due at the end of the thirty-year life
of the lease of $1,492 million, less unearned income of $1,047
million. The future minimum lease payments are supported by
collateral and credit enhancement measures including letters
of credit, surety bonds and credit swaps issued by high credit
quality financial institutions. Management regularly evaluates
the credit worthiness of our counterparties to this direct
financing lease.
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Interest Rate Risk

We use a combination of fixed rate and variable rate debt to
reduce interest rate exposure. We also use interest rate swaps
when deemed appropriate to adjust exposure based upon
market conditions. Additionally, we use forward starting inter-
est rate swaps and treasury rate locks to lock in interest rate
levels in anticipation of future financing. These strategies are
employed to achieve a lower cost of capital. As of December 31,
2002, a hypothetical 10% increase in the interest rates associated
with variable rate debt would result in a $5 million decrease in
pre-tax earnings for 2003.

We have entered into fixed to floating interest rate swaps
in order to maintain our targeted percentage of variable rate
debt, associated with ComEd’s debt issuances in the aggregate
amount of $485 million. At December 31, 2002, these interest
rate swaps, designated as fair value hedges, had a fair market
value of $41 million based on the present value difference
between the contract and market rates at December 31, 2002.
If we had not had the fair value hedges in place at ComkEd,
we would have recognized an additional $14 million in interest
expense in 2002.

During 2002 and 2001, ComEd entered into forward starting
interest rate swaps, with an aggregate notional amount of $830
million and $250 million, respectively, in anticipation of the
issuance of debt. In connection with bond issuances in 2002,
ComEd settled forward starting interest rate swaps in the
aggregate notional amount of $450 million, resulting in a $10
million pre-tax loss recorded as a regulatory asset, which is
being amortized over the life of the related debt in interest
expense. At December 31, 2002, ComEd had $630 million of
forward starting interest rate swaps outstanding. These inter-
est rate swaps, designated as cash flow hedges, had a fair
market value exposure of $52 million at December 31, 2002. As
it remained probable that the debt issuances, the forecasted
future transactions these swaps were hedging, would occur,
although the issuances had been delayed, we continued to
account for these interest rate swap transactions as hedges. In
connection with ComEd’s January 22,2003 issuance of $700 mil-
lion in First Mortgage Bonds, we settled swaps, in the aggregate
notional amount of $550 million, for a payment of $43 million,
which will be recorded as a regulatory asset and amortized over
the life of the debt issuance.
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During 2002, PECO entered into forward starting interest
rate swaps, with an aggregate notional amount of $200 million,
in anticipation of the issuance of debt at PECO. These interest
rate swaps were designated as cash flow hedges. In connection
with bond issuances in 2002, PECO settled these forward
starting interest rate swaps resulting in a $5 million pre-tax loss
recorded in OCl, which is being amortized over the life of the
related debt.

PECO also had entered into interest rate swaps to manage
interest rate exposure associated with the floating rate series of
transition bonds issued to securitize PECO’s stranded cost
recovery. At December 31,2002, these interest rate swaps had an
aggregate fair market value exposure of $22 million.

PECO also has interest rate swaps in place to satisfy counter-
party credit requirements in regards to the floating rate series
of transition bonds which are mirror swaps of each other. These
swaps are not designated as cash flow hedges, therefore, they
are required to be marked-to-market if there is a difference in
their values. Since these swaps are offsetting each other,a mark-
to-market adjustment is not expected to occur.

Under the terms of the Sithe Boston Generation, LLC (SBG)
project debt facility, SBG is required to effectively fix the inter-
est rate on 50% of borrowings under the facility through its
maturity in 2007. As of December 31,2002, we have entered into
interest rate swap agreements which have effectively fixed
the interest rate on $861 million of notional principal, or 83% of
borrowings outstanding at December 31, 2002. The fair market
value exposure of these swaps, designated as cash flow hedges,
is $92 million.

The aggregate fair value of our interest rate swaps desig-
nated as fair value hedges that would have resulted from a
hypothetical 50 basis point decrease in the spot yield at
December 31,2002 is estimated to be $49 million. If the deriva-
tive instruments had been terminated at December 31, 2002,
this estimated fair value represents the amount the counter-
parties would pay us.

The aggregate fair value of our interest rate swaps desig-
nated as fair value hedges that would have resulted from a
hypothetical 50 basis point increase in the spot yield at
December 31, 2002 is estimated to be $33 million. If the deriva-
tive instruments had been terminated at December 31, 2002,
this estimated fair value represents the amount the counter-
parties would pay us.

The aggregate fair value exposure of our interest rate swaps
designated as cash flow hedges that would have resulted from
a hypothetical 50 basis point decrease in the spot yield at
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December 31,2002 is estimated to be $200 million. If the deriv-
ative instruments had been terminated at December 31, 2002,
this estimated fair value represents the amount we would pay
to the counterparties.

The aggregate fair value exposure of our interest rate swaps
designated as cash flow hedges that would have resulted from
a hypothetical 5o basis point increase in the spot yield at
December 31,2002 is estimated to be $132 million. If the deriva-
tive instruments had been terminated at December 31, 2002,
this estimated fair value represents the amount we would pay
to the counterparties.

Equity Price Risk

We maintain trust funds, as required by the NRC, to fund
certain costs of decommissioning our nuclear plants. As of
December 31, 2002, our decommissioning trust funds are
reflected at fair value on our Consolidated Balance Sheets. The
mix of securities in the trust funds is designed to provide
returns to be used to fund decommissioning and to compen-
sate us for inflationary increases in decommissioning costs.
However, the equity securities in the trust funds are exposed to
price fluctuations in equity markets, and the value of fixed rate,
fixed income securities are exposed to changes in interest rates.
We actively monitor the investment performance of the trust
funds and periodically review asset allocation in accordance
with our nuclear decommissioning trust fund investment pol-
icy. Ahypothetical 10% increase in interest rates and decrease in
equity prices would result in a $172 million reduction in the fair
value of the trust assets. See Defined Benefit Pension and Other
Postretirement Welfare Benefits in the Critical Accounting
Estimates section for information regarding the pension and
other postretirement benefit trust assets.

In 2001, the FASB issued SFAS No. 143. SFAS No. 143 provides
accounting requirements for retirement obligations associated
with tangible long-lived assets. We will adopt SFAS No. 143 on
January 1, 2003. Retirement obligations associated with long-
lived assets included within the scope of SFAS No. 143 are those
for which there is a legal obligation to settle under existing or
enacted law, statute, written or oral contract or by legal con-
struction under the doctrine of promissory estoppel. Adoption
of SFAS No. 143 will change the accounting for the decommis-
sioning of our nuclear generating plants as well as certain other
long-lived assets. We are in the process of evaluating the impact
of adopting SFAS No. 143 on our financial condition.
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As it relates to nuclear decommissioning, the effect of a
cumulative adjustment will be to decrease the decommission-
ing liability to reflect the fair value of the decommissioning
obligation at the balance sheet date. Additionally, SFAS No. 143
will require the recognition of an asset related to the decom-
missioning obligation, which will be amortized over the
remaining lives of the plants. The net difference, between the
asset recognized and the change in the liability to reflect fair
value recorded upon adoption of SFAS No. 143, will be recorded
in earnings and recognized as a cumulative effect of a change
in accounting principle, net of expected regulatory recovery and
income taxes. The decommissioning liability will then represent
an obligation for the future decommissioning of the plants and,
as a result, accretion expense will be accrued on this liability
until the obligation is satisfied.

Currently, Generation records the obligation for decommis-
sioning ratably over the lives of the plants. Based on the current
information and the credit-adjusted risk-free rate, we estimate
the increase in 2003 non-cash expense to impact earnings
before the cumulative effect of a change in accounting principle
for the adoption of SFAS No. 143 by approximately $24 million,
after income taxes. Additionally, the adoption of SFAS No. 143 is
expected to result in a large, non-cash, one-time cumulative
effect of a change in accounting principle gain of at least $1.5
billion, after income taxes. The $1.5 billion gain and the $24 mil-
lion charge includes our share of the impact of the SFAS No. 143
adoption related to AmerGen'’s nuclear plants. These impacts
are based on our current interpretation of SFAS No. 143 and are
subject to continued refinement based on the finalization of
assumptions and interpretation at the time of adopting the
standard, including the determination of the credit-adjusted
risk-free rate. Under SFAS No. 143, the fair value of the nuclear
decommissioning obligation will continue to be adjusted on an
ongoing basis as these model input factors change.

The final determination of the 2003 earnings impact and
the cumulative effect of adopting SFAS No. 143 is in part a
function of the credit adjusted risk-free rate at the time of the
adoption of SFAS No. 143. Additionally, although over the life of
the plant the charges to earnings for the depreciation of the
asset and the interest on the liability will be equal to the
amounts that would have been recognized as decommissioning
expense under current accounting, the timing of those charges
will change and in the near-term period subsequent to adop-
tion, the depreciation of the asset and the interest on the liabil-
ity is expected to result in an increase in expense.
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In July 2002, the FASB issued SFAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities” (SFAS No. 146).
SFAS No. 146 requires that the liability for costs associated with
exit or disposal activities be recognized when incurred, rather
than at the date of a commitment to an exit or disposal plan.
SFAS No. 146 is to be applied prospectively to exit or disposal
activities initiated after December 31, 2002.

In November 2002, the FASB released FASB Interpretation No.
(FIN) 45, “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness
of Others” (FIN No. 45), providing for expanded disclosures and
recognition of a liability for the fair value of the obligation
undertaken by the guarantor. Under FIN No. 45, guarantors are
required to disclose the nature of the guarantee, the maximum
amount of potential future payments, the carrying amount of
the liability and the nature and amount of recourse provisions
or available collateral that would be recoverable by the guar-
antor. As of December 31, 2002, we have adopted disclosure
requirements under FIN No. 45, which were effective for finan-
cial statements for periods ended after December 15, 2002. The
recognition and measurement provisions of FIN No. 45 are effec-
tive, on a prospective basis, for guarantees issued or modified
after December 31,2002.

In January 2003, the FASB issued FIN No. 46, “Consolidation
of Variable Interest Entities” (FIN No. 46). FIN No. 46 addresses
consolidating certain variable interest entities and applies
immediately to variable interest entities created after January
31, 2003. The impact, if any, of adopting FIN 46 on our consoli-
dated financial position, results of operations and cash flows,
has not been fully determined.

Except for the historical information contained in this report,
certain of the matters discussed in this Report are forward-
looking statements that are subject to risks and uncertainties.
The factors that could cause actual results to differ materially
include those we have discussed in this report as well as those
listed in Note 19 of the Notes to Consolidated Financial
Statements and other factors discussed in our filings with the
SEC.Readers should not place undue reliance on these forward-
looking statements, which speak only as of the date of this
Report. We undertake no obligation to publicly release any
revision to these forward-looking statements to reflect events
or circumstances after the date of this Report.
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To the Shareholders and Board of Directors of Exelon Corporation:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, cash flows and
changes in shareholders’ equity and comprehensive income present fairly, in all material respects, the financial position of Exelon
Corporation and Subsidiary Companies (Exelon) at December 31, 2002 and December 31, 2001, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2002 in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of Exelon’s management; our responsibility
is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America, which require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note 2 to the consolidated financial statements, Exelon acquired Unicom Corporation on October 20, 2000 in a business
combination accounted for under the purchase method of accounting. The results of Unicom Corporation are included in the consoli-
dated financial statements since the acquisition date.

As discussed in Note 4 to the consolidated financial statements, Exelon changed its method of accounting for nuclear outage costs
in 2000.

As discussed in Note 1 to the consolidated financial statements, Exelon changed its method of accounting for derivative instruments
and hedging activities effective January 1, 2001.

As discussed in Note 4 to the consolidated financial statements, Exelon changed its method of accounting for goodwill effective
January 1,2002.

WJJ?

Chicago, Illinois
January 29, 2003, except for Note 23 for which the date is February 20, 2003.
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in millions, except per share data

For the Years Ended December 31,

2002

2001

2000

$ 14,955 S 14,918 S 7499
Purchased Power 3,262 3,156 1,620
Purchased Power from Unconsolidated Affiliate 273 57 52
Fuel 1,727 1,877 934
Operating and Maintenance 4,345 4,394 2,310
Merger-Related Costs - - 276
Depreciation and Amortization 1,340 1,449 458
Taxes Other Than Income 709 623 322
Total Operating Expenses 11,656 11,556 5,972
3,299 3,362 1,527
Other Income and Deductions
Interest Expense, net of amounts capitalized (966) (1007) (614)
Distributions on Preferred Securities of Subsidiaries (45) (a9) (24)
Equity in Earnings (Losses) of Unconsolidated Affiliates, net 80 62 (a1)
Other, Net 300 79 53
Total Other Income and Deductions (631) (1,015) (626)
Income Before Income Taxes and the Cumulative Effect
of Changes in Accounting Principles 2,668 2,347 901
Income Taxes 998 931 339
1,670 1,416 562
Cumulative Effect of Changes in Accounting Principles
(net of income taxes of $(90), $8 and $16 in 2002, 2001
and 2000, respectively) (230) 12 24
$ 1,440 S 1,428 S 586
Basic 322 320 202
Diluted 325 322 204
Income Before Cumulative Effect of Changes
in Accounting Principles $ 518 $ 4.42 S 2.79
Cumulative Effect of Changes in Accounting Principles (o.71) 0.04 0.12
$ 447 S 446 S 2.91
Income Before Cumulative Effect of Changes
in Accounting Principles $ 515 S 439 S 2.75
Cumulative Effect of Changes in Accounting Principles (0.71) 0.04 0.12
$ 444 S5 443 S 2.87
$ 1.76 S .82 §$ 0.91

See Notes to Consolidated Financial Statements
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For the Years Ended December 31,
in millions 2002 2001 2000

Net Income $ 1,440 $ 1,428 S 586
Adjustments to reconcile Net Income to Net
Cash Flows provided by Operating Activities:

Depreciation and Amortization, including nuclear fuel 1,701 1,834 607
Cumulative Effects of Changes in Accounting
Principles (net of income taxes) 230 (12) (24)
Provision for Uncollectible Accounts 129 145 89
Net Gain on Sale of Investments (199) - -
Deferred Income Taxes 278 (68) 193
Merger-Related Costs - - 276
Employee Severance Costs - 46 -
Deferred Energy Costs 25 29 (79)
Equity in (Earnings) Losses of Unconsolidated Affiliates, net (80) (62) 4
Write-down of Investments n 36 -
Net Realized Losses on Nuclear Decommissioning Trust Funds 32 127 -
Other Operating Activities 12 (16) (165)
Changes in Working Capital:
Accounts Receivable (448) 318 (445)
Repurchase of Accounts Receivable - - (50)
Inventories (37) (33) 49
Accounts Payable, Accrued Expenses & Other Current Liabilities 470 (190) (2)
Other Current Assets 20 33 20
3,614 3,615 1,096
Capital Expenditures (2,150) (2,088) (752)
Acquisitions of Generating Plants (445) - -
Unicom Merger Consideration - - (507)
Proceeds from Direct Financing Leases - - 1,228
Investment in Sithe Energies, Inc. - - (704)
Enterprises Acquisitions, net of cash acquired - (30) (245)
Proceeds from the Sale of Investments 287 - -
Proceeds from Nuclear Decommissioning Trust Funds 1,612 1,624 265
Investment in Nuclear Decommissioning Trust Funds (1,824) (1,863) (380)
Note Receivable from Unconsolidated Affiliate (35) - -
Other Investing Activities 17 (35) (108)
(2,538) (2,392) (1,203)
Issuance of Long-Term Debt 1,223 2,270 1,021
Common Stock Repurchases - - (s01)
Retirement of Long-Term Debt (2,134) (1,860) (665)
Change in Short-Term Debt 321 (1,013) 10
Redemption of Preferred Securities of Subsidiaries (18) (17) (19)
Dividends Paid on Common Stock (563) (583) (157)
Change in Restricted Cash (24) (58) (140)
Proceeds from Employee Stock Plans 78 39 67
Contribution from Minority Interest of Consolidated Subsidiary 43 - -
Other Financing Activities (18) (42) (1)
(1,092) (1,264) (395)
(16) (a1) (502)
485 526 54
- - 974

$ 469  $ 485 $ 526

See Notes to Consolidated Financial Statements
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December 31,

in millions 2002 2001
Cash and Cash Equivalents $ 469 $ 485
Restricted Cash 396 372
Accounts Receivable, net

Customer 2,095 1,687
Other 265 381
Receivable from Unconsolidated Affiliate 32 44
Inventories, at average cost
Fossil Fuel 218 222
Materials and Supplies 306 249
Deferred Income Taxes 6 23
Other 331 272
Total Current Assets 4,8 3,735
17,134 13,791
Regulatory Assets 5,938 6,423
Nuclear Decommissioning Trust Funds 3,053 3,165
Investments 1,393 1,623
Goodwill, net 4,992 5,335
Other 850 672
Total Deferred Debits and Other Assets 16,226 17,218

$ 37418 S5 34744

Notes Payable S 681 S 360
Note Payable to Unconsolidated Affiliate 534 -
Long-Term Debt Due Within One Year 1,402 1,406
Accounts Payable 1,563 964
Accrued Expenses 1,31 1,135
Other 483 505
Total Current Liabilities 5,974 4,370
13,127 12,879

Deferred Income Taxes 3,702 4,362
Unamortized Investment Tax Credits 301 316
Nuclear Decommissioning Liability for Retired Plants 1,395 1,353
Pension Obligation 1,959 334
Non-Pension Postretirement Benefits Obligation 877 847
Spent Nuclear Fuel Obligation 858 843
Other 8N 694
Total Deferred Credits and Other Liabilities 9,963 8,749
77 31

595 613

Common Stock 7,059 6,961
Deferred Compensation (1) (2)
Retained Earnings 2,042 1,169
Accumulated Other Comprehensive Income (Loss) (1,358) (26)
Total Shareholders’ Equity 7,742 8,102

$ 37418 S5 34744

See Notes to Consolidated Financial Statements
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Accumulated

Other Total
Common Deferred Retained Treasury Comprehensive  Shareholders’
Dollars in millions, shares in thousands Shares Stock  Compensation Earnings Shares Income (Loss) Equity
225354 % 3577 S ) s (1oo) $  (1705) $ 4 S 1773
Net Income - - 586 - - 586
Long-Term Incentive Plan Activity 563 75 (9) - 7 - 73
Shares Issued to Acquire Unicom 147,963 5,310 - - - - 5,310
Merger Consideration-Stock Options m - - - - m
Amortization of Deferred Compensation - 5 - - - 5
Common Stock Dividends Declared - - (157) - - (157)
Common Stock Repurchases - - (5) (496) - (501)
Stock Option Exercises - - - 19 - 19
Cancellation of Treasury Shares (54,875) (2,175) - - 2,175 - -
Other Comprehensive Income (Loss),
net of income taxes of $(1) - - - - (4) (4)
319,005 $ 6898 $ 7 S 324§ - S - S 7,215
Net Income - - 1,428 - - 1,428
Long-Term Incentive Plan Activity 1,864 55 - - - - 55
Employee Stock Purchase Plan Issuances 138 6 - - - - 6
Merger Consideration-Stock Options 2 - - - - 2
Amortization of Deferred Compensation - 5 - - - 5
Common Stock Dividends Declared - - (583) - - (583)
Reclassified Net Unrealized Losses on
Marketable Securities, net of income
taxes of $(22) - - - - (23) (23)
Other Comprehensive Income (Loss),
net of income taxes of $(7) - - - - (3) (3)
321,007 $ 6,061 S (2 s 1169 $ - 3 (26) S 8,102
Net Income - - 1,440 - - 1,440
Long-Term Incentive Plan Activity 2,049 87 - - - - 87
Employee Stock Purchase Plan Issuances 257 n - - - - 7
Amortization of Deferred Compensation - 1 - - - 1
Common Stock Dividends Declared - - (567) - - (567)
Other Comprehensive Income (Loss),
net of income taxes of $(850) - - - - (1,332) (1,332)
323313 % 7059 § () § 2042 - 5 (1358) $ 7742

EXELON CORPORATION AND SUBSIDIARY COMPANIES

in millions

For the Years Ended December 31,

2002 2001 2000
$ 1,440 $ 1,428 S 586
Minimum Pension Liability, net of income taxes of $(597) (1,007) - -
SFAS No. 133 Transition Adjustment, net of income taxes of $32 - 44 -
Cash Flow Hedge Fair Value Adjustment,
net of income taxes of $(132) and $17, respectively (199) 22 -
Foreign Currency Translation Adjustment,
net of income taxes of $o - (1) -
Unrealized Gain (Loss) on Marketable Securities,
net of income taxes of $(116), $(40) and $(1), respectively (n9) (41) (4)
Interest in Other Comprehensive Income (Loss) of Unconsolidated Affiliates,
net of income taxes of $(5) and $(16), respectively 7 (27) -
(1,332) () (@)
$ 108 $ 1,425 S 582

See Notes to Consolidated Financial Statements

80



EXELON CORPORATION AND SUBSIDIARY COMPANIES

(Dollars in millions, except per share data unless otherwise noted)

Description of Business

Exelon Corporation (Exelon) is a utility services holding com-
pany formed as a result of the merger of Unicom Corporation
(Unicom), the former parent company of Commonwealth
Edison Company (ComEd), and PECO Energy Company (PECO)
(Merger) (see Note 2—Merger). Exelon is engaged, through its
subsidiaries, in the energy delivery, wholesale generation and
the enterprises businesses discussed below (see Note 20—
Segment Information). The Energy Delivery segment’s busi-
nesses include the sale of electricity and distribution and
transmission services by ComEd in northern [llinois and PECO
in southeastern Pennsylvania and the sale of natural gas
and distribution services by PECO in the Pennsylvania counties
surrounding the City of Philadelphia. The wholesale generation
business consists of the electric generating facilities and energy
marketing operations of Exelon Generation Company, LLC
(Generation) and Generation’s interests in Sithe Energies, Inc.
(Sithe) and AmerGen Energy Company, LLC (AmerGen). Exelon
Enterprises Company, LLC (Enterprises) includes energy and
infrastructure services, competitive retail energy sales, commu-
nications joint ventures and other investments weighted
towards the communications, energy services and retail
services industries.

Basis of Presentation

The consolidated financial statements of Exelon include the
accounts of its majority-owned subsidiaries after the elimina-
tion of intercompany transactions. Investments and joint ven-
tures in which a 20% to 50% interest is owned and a significant
influence is exerted are accounted for under the equity method
of accounting. The proportionate interests in jointly owned
electric utility plants are consolidated. Investments in which
less than a 20% interest is owned are primarily accounted for
under the cost method of accounting. Exelon owns 100% of
all significant consolidated subsidiaries, either directly or
indirectly, except for ComEd of which Exelon owns more than
99%, InfraSource Inc. (InfraSource) of which Exelon owns 95%
and Southeast Chicago Energy Project, LLC of which Exelon
owns 70% through Generation. Exelon has reflected the third-
party interests in the above majority owned investments as
minority interests in its Consolidated Statements of Cash
Flows, Consolidated Balance Sheets and in Other, Net on the
Consolidated Statements of Income. Accounting policies for
regulated operations are in accordance with those prescribed
by the regulatory authorities having jurisdiction, principally
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the 11linois Commerce Commission (ICC), the Pennsylvania
Public Utility Commission (PUC), the Federal Energy Regulatory
Commission (FERC) and the Securities and Exchange Commission
(SEC) under the Public Utility Holding Company Act of 1935 (PUHCA).

On October 20, 2000, Exelon became the parent of PECO
through a share exchange and Unicom was merged into Exelon.
As a result of these transactions, Unicom ceased to exist and
Exelon became the parent of ComEd and PECO (see Note 2—
Merger). For accounting purposes, PECO was deemed the
acquiror in the Merger. Accordingly, the financial statements of
Exelon for the periods presented prior to October 20, 2000 rep-
resent the historical financial statements of PECO and for the
periods from October 20, 2000 include the operations acquired
from Unicom.

Accounting for the Effects of Regulation

Exelon accounts for all of its regulated electric and gas opera-
tions in accordance with the Financial Accounting Standards
Board (FASB) Statement of Financial Accounting Standards
(SFAS) No. 71, “Accounting for the Effects of Certain Types of
Regulation,” (SFAS No. 71) requiring Exelon to record in its finan-
cial statements the effects of rate regulation. Use of SFAS No. 71
is applicable to the utility operations of Exelon that meet the
following criteria: (1) third-party regulation of rates; (2) cost-
based rates; and (3) a reasonable assumption that all costs will
be recoverable from customers through rates. Exelon believes
that it is probable that currently recorded regulatory assets will
be recovered. If a separable portion of Exelon’s business no longer
meets the provisions of SFAS No. 71, Exelon is required to eliminate
the financial statement effects of regulation for that portion.

Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles (GAAP) requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from
those estimates. Areas in which significant estimates have been
made include, but are not limited to, the accounting for deriva-
tives, nuclear decommissioning liabilities, asset impairment
analyses, environmental costs and pension costs.

Revenues

Operating revenues are generally recorded as service is rendered
or energy is delivered to customers. At the end of each month,
Exelon accrues an estimate for the unbilled amount of energy
delivered or services provided to its electric and gas customers
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(see Note 8—Accounts Receivable). Exelon recognizes contract
revenues and profits on certain long-term fixed-price contracts
from its services businesses under the percentage-of-completion
method of accounting based on costs incurred as a percentage
of estimated total costs of individual contracts.

Premiums received and paid on option contracts and swap
arrangements are amortized to revenue and expense over the
life of the contracts. Certain of these contracts are considered
derivative instruments and are recorded at fair value with sub-
sequent changes in fair value recognized as revenues and
expenses unless hedge accounting is applied. Commodity
derivatives used for trading purposes are accounted for using
the mark-to-market method. Under this methodology, these
derivatives are adjusted to fair value, and the unrealized gains
and losses are recognized in current period income.

Long-Term Contract Accounting

Enterprises recognizes contract revenue and profits on certain
long-term fixed-price contracts by the percentage-of-comple-
tion method of accounting. In determining the amount of rev-
enue to recognize, Exelon is required to estimate the total costs
and profits expected to be recorded under the contract over its
contract term, and the recoverability of costs related to change
orders. Changes in these estimates could result in the recogni-
tion of differences in earnings. At December 31, 2002 and 2001,
Current Assets includes $70 million and $77 million, respec-
tively, of Costs and Earnings in Excess of Billings on uncom-
pleted contracts and Current Liabilities includes $44 million
and $56 million, respectively, of Billings and Earnings in Excess
of Costs on uncompleted contracts.

At December 31,2002 and 2001, Accounts Receivable includes
$49 million and $46 million, respectively, of contract retention.
This amount represents revenue recognized on costs incurred
that is not yet billable until final completion of the project
and acceptance by the customer. In applying the percentage-
of-completion accounting method, the collection of these
estimated revenues is deemed probable.

Purchased Gas Adjustment Clause

PECO’s natural gas rates are subject to a fuel adjustment clause
designed to recover or refund the difference between the actual
cost of purchased gas and the amount included in base rates.
Differences between the amounts billed to customers and the
actual costs recoverable are deferred and recovered or refunded
in future periods by means of prospective quarterly adjustments
to rates.
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Nuclear Fuel

The cost of nuclear fuel is capitalized and charged to fuel
expense using the unit of production method. Estimated costs
of nuclear fuel storage and disposal at operating plants are
charged to fuel expense as the related fuel is consumed.

Stock-Based Compensation

Exelon uses the disclosure-only provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation” (SFAS No. 123). See
Note 177—Common Stock for further discussion of these plans.
The table below shows the effect on net income and earnings
per share had Exelon elected to account for its stock-based
compensation plans using the fair value method under SFAS
No. 123 for the years ended December 31, 2002, 2001 and 2000:

2002 2001 2000
Net income—as reported $ 1,440 $ 1,428 $ 586
Deduct: Total stock-based

compensation expense

determined under fair value

based method for all awards,

net of income taxes 33 26 25
Pro forma net income $ 1,407 $ 1,402 $ 561
Earnings per share:

Basic—as reported S 4.47 S 4.46 $ 201

Basic—pro forma $ 436 S 438 S 277

Diluted—as reported S 4.44 S 4.43 S 287

Diluted—pro forma $ 433 S 435 $ 275

Income Taxes

Deferred Federal and state income taxes are provided on all
significant temporary differences between book basis and tax
basis of assets and liabilities. Investment tax credits previously
utilized for income tax purposes have been deferred on the
Consolidated Balance Sheets and are recognized in book income
over the life of the related property. Exelon and its subsidiaries
file a consolidated Federal income tax return. Income taxes are
allocated to each of Exelon’s subsidiaries within the consoli-
dated group based on the separate return method. Exelon esti-
mates its income tax valuation allowance by assessing which
deferred tax assets are more likely than not to be recovered in
the future (see Note 14—Income Taxes).

Gains and Losses on Reacquired Debt

Recoverable gains and losses on reacquired debt related to
regulated operations are deferred and amortized to interest
expense over the period consistent with rate recovery for
ratemaking purposes. Gains and losses on other debt are
recognized in Exelon’s Consolidated Statements of Income as
incurred (see Note 6—Supplemental Financial Information).



EXELON CORPORATION AND SUBSIDIARY COMPANIES

Comprehensive Income

Comprehensive income includes all changes in equity during a
period except those resulting from investments by and distri-
butions to shareholders. Comprehensive income is reflected in
the Consolidated Statements of Changes in Shareholders’ Equity
and the Consolidated Statements of Comprehensive Income.

Cash and Cash Equivalents
Exelon considers all temporary cash investments purchased with
an original maturity of three months or less to be cash equivalents.

Restricted Cash

Restricted cash reflects escrowed cash to be applied to the
principal and interest payment on the transition bonds and
transitional trust notes.

Marketable Securities

Marketable securities are classified as available-for-sale
securities and are reported at fair value, with the unrealized
gains and losses, net of tax, reported in other comprehensive
income. Under regulatory accounting practices, unrealized
gains and losses on marketable securities held in the nuclear
decommissioning trust funds are reported in accumulated
depreciation for operating units and as a reduction of regula-
tory assets for retired units. If regulatory accounting practices
are not applicable, unrealized gains and losses on marketable
securities held in the nuclear decommissioning trust funds
are reported in accumulated other comprehensive income. At
December 31,2002 and 2001, Exelon had no held-to-maturity or
trading securities.

Property, Plant and Equipment

Property, plant and equipment is recorded at cost. Exelon
evaluates the carrying value of property, plant and equipment
and other long-term assets based upon current and anticipated
undiscounted cash flows, and recognizes an impairment when
it is probable that such estimated cash flows will be less than
the carrying value of the asset. Measurement of the amount
of impairment, if any, is based upon the difference between
the carrying value and fair value. The cost of maintenance,
repairs and minor replacements of property is charged to main-
tenance expense as incurred.

Upon retirement, the cost of requlated property plus
removal costs less salvage value is charged to accumulated
depreciation by the regulated subsidiaries in accordance with
regulatory practices. For unregulated property, the cost and
accumulated depreciation of property, plant and equipment
retired or otherwise disposed of are removed from the related
accounts and included in the determination of the gain or loss
on disposition.
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Depreciation, Amortization and Decommissioning
Depreciation is provided over the estimated service lives of
property, plant and equipment on a straight-line basis. Annual
depreciation provisions for financial reporting purposes,
expressed as a percentage of average service life for each
asset category, are presented in the table below. See Note 4—
Adoption of New Accounting Pronouncements and Accounting
Changes for information on service life extensions for certain
nuclear generating stations and Energy Delivery’s change in
depreciation rates.

Asset Category 2002 2001 2000
Electric—Transmission

and Distribution 3.11% 3.97% 4.16%
Electric—Generation 3.65% 3.1% 5.02%
Gas 2.13% 2.34% 2.39%
Common—~Gas and Electric 6.40% 6.26% 5.09%
Other Property and Equipment 7.88% 9.53% 8.1%

Amortization of regulatory assets is provided over the recovery
period specified in the related regulatory agreement. Goodwill
associated with the Merger was amortized on a straight-line
basis over 40 years in 2001 and 2000. Goodwill associated with
other acquisitions was amortized over periods from 10 to 20
years in 2001 and 2000. Accumulated amortization of goodwill
was $185 million and $35 million at December 31, 2001 and
2000, respectively. Effective January 1, 2002, under SFAS No. 142
“Goodwill and Other Intangible Assets” (SFAS No. 142), goodwill
recorded by Exelon is no longer subject to amortization but is
subject to an annual impairment test (see Note 4—Adoption
of New Accounting Pronouncements and Accounting Changes).

Exelon currently recovers costs for decommissioning its
nuclear generating stations, excluding AmerGen, through
regulated rates. The amounts recovered from customers are
deposited in trust accounts and invested for funding of future
costs for operating and retired nuclear generating stations. The
majority of the eventual work to decommission Exelon’s nuclear
generating stations will occur after 2029.

Exelon accounts for the current period’s cost of decommis-
sioning related to generating plants previously owned by PECO
following common regulatory accounting practices by recording
a charge to depreciation expense and a corresponding liability in
accumulated depreciation concurrently with decommissioning
collections. Financial activity of the decommissioning trust (e.g.,
investment income and realized and unrealized gains and losses
on trust investments) is reflected in Nuclear Decommissioning Trust
Funds in Exelon’s Consolidated Balance Sheets with a corre-
sponding offset recorded to the liability in accumulated depre-
ciation. Under common regulatory practices, the deposit of
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funds into the decommissioning trust accounts plus the finan-
cial activity reflected in Nuclear Decommissioning Trust Funds
in Exelon’s Consolidated Balance Sheets will, over time, establish
a corresponding liability in accumulated depreciation reflect-
ing the cost to decommission the nuclear generating stations
previously owned by PECO. Exelon will adopt SFAS No. 143, “Asset
Retirement Obligations” (SFAS No.143) as of January 1,2003. See
“New Accounting Pronouncements” within this note for a dis-
cussion as to how this standard will change the accounting for
nuclear decommissioning costs.

Regulatory accounting practices for the nuclear generating
stations previously owned by ComEd were discontinued as a
result of an ICC order capping ComEd’s ultimate recovery of
decommissioning costs. See Note 11—Nuclear Decommission-
ing and Spent Fuel Storage regarding regulatory accounting
practices for nuclear generating stations transferred by ComEd
to Generation. The difference between the current decommis-
sioning cost estimate and the decommissioning liability
recorded in accumulated depreciation for the former ComEd
operating stations is being amortized to depreciation expense
on a straight-line basis over the remaining lives of the stations.
The current decommissioning cost estimate (adjusted annually
to reflect inflation) for the former ComEd retired units recorded
in deferred credits and other liabilities is accreted to deprecia-
tion expense. Financial activity of the decommissioning trust
related to Exelon’s nuclear generating stations no longer
accounted for under common regulatory practices (e.g., invest-
ment income and realized and unrealized gains and losses on
trust investments) is reflected in Nuclear Decommissioning
Trust Funds in Exelon’s Consolidated Balance Sheets with a cor-
responding gain or expense recorded in Exelon’s Consolidated
Income Statement or in other comprehensive income. The offset
to the financial activity in the decommissioning trust funds is
summarized as follows:

— Interest income is recorded in other income and deductions,

—Realized gains and losses are recorded in other income and
deductions,

— Unrealized gains and losses are recorded in other
comprehensive income, and

—Trust fund operating expenses are recorded in operation and
maintenance expense

Exelon believes that the amounts being recovered from
customers through electric rates along with the earnings on the
trust funds will be sufficient to fully fund its decommissioning
obligations.

Capitalized Interest
Exelon uses SFAS No. 34, “Capitalizing Interest Costs,” to calculate
the costs during construction of debt funds used to finance its
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non-regulated construction projects. Exelon recorded capital-
ized interest of $20 million, $17 million and $2 million in 2002,
2001 and 2000, respectively.

Allowance for Funds Used During Construction (AFUDC) is
the cost, during the period of construction, of debt and equity
funds used to finance construction projects for regulated oper-
ations. AFUDC is recorded as a charge to Construction Work in
Progress and as a non-cash credit to AFUDC that is included in
Other Income and Deductions. The rates used for capitalizing
AFUDC are computed under a method prescribed by regulatory
authorities (see Note 6—Supplemental Financial Information).

Capitalized Software Costs

Costs incurred during the application development stage of
software projects for software that is developed or obtained
for internal use are capitalized. At December 31, 2002, 2001
and 2000, capitalized software costs totaled $335 million, $240
million and $285 million, respectively, net of $156 million, $85
million and $53 million of accumulated amortization, respec-
tively. Such capitalized amounts are amortized ratably over the
expected lives of the projects when they become operational,
not to exceed ten years. Certain capitalized software is being
amortized over fifteen years pursuant to regulatory approval.

Derivative Financial Instruments

Exelon accounts for derivative financial instruments under SFAS
No. 133, “Accounting for Derivatives and Hedging Activities”
(SFAS No. 133). Under the provisions of SFAS No. 133, all deriva-
tives are recognized on the balance sheet at their fair value
unless they qualify for a normal purchases and normal sales
exception. Normal purchases and normal sales are contracts
where physical delivery is probable, quantities are expected to
be used or sold in the normal course of business over a reason-
able period of time, and price is not tied to an unrelated under-
lying derivative. Changes in the fair value of the derivative
financial instruments that do not qualify for a normal purchase
and normal sales exception are recognized in earnings unless
specific hedge accounting criteria are met. A derivative finan-
cial instrument can be designated as a hedge of the fair value of
a recognized asset or liability or of an unrecognized firm com-
mitment (fair value hedge), or a hedge of a forecasted transac-
tion or the variability of cash flows to be received or paid related
to a recognized asset or liability (cash flow hedge). Changes in
the fair value of a derivative that is highly effective as, and is
designated and qualifies as, a fair value hedge, along with the
gain or loss on the hedged asset or liability that is attributable
to the hedged risk, are recorded in earnings. Changes in the fair
value of a derivative that is highly effective as, and is designated
as and qualifies as a cash flow hedge are recorded in other com-
prehensive income, until earnings are affected by the variability
of cash flows being hedged.
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In connection with Exelon’s Risk Management Policy (RMP),
Exelon enters into derivatives to manage its exposure to fluctu-
ations in interest rates related to its variable rate debt instru-
ments, changes in interest rates related to planned future debt
issuances prior to their actual issuance and changes in the fair
value of outstanding debt which is planned for early retire-
ment. As it relates to energy transactions, Exelon utilizes deriv-
atives to manage the utilization of its available generating
capability and provisions of wholesale energy to its affiliates.
Exelon also utilizes energy option contracts and energy finan-
cial swap arrangements to limit the market price risk associ-
ated with forward energy commodity contracts. Additionally,
Exelon enters into certain energy related derivatives for trading
or speculative purposes.

As part of Exelon’s energy marketing business, Exelon enters
into contracts to buy and sell energy to meet the requirements
of its customers. These contracts include short-term and long-
term commitments to purchase and sell energy and energy
related products in the retail and wholesale markets with the
intent and ability to deliver or take delivery. While these con-
tracts are considered derivative financial instruments under
SFAS No. 133, the majority of these transactions have been des-
ignated as “normal purchases” or “normal sales” and are not
subject to the provisions of SFAS No. 133. Under these contracts,
Exelon recognizes gains or losses when the underlying physical
transaction affects earnings. Revenues and expenses associated
with market price risk management contracts are amortized
over the terms of such contracts. Commitments under these
contracts are discussed in Note 19—Commitments and
Contingencies. The remainder of these contracts are generally
considered cash flow hedges under SFAS No. 133. To the extent
that the hedges are effective, changes in the fair value
of these contracts are recorded in other comprehensive income,
until earnings are affected by the variability of cash flows
being hedged.

Additionally, during 2001, as part of the creation of Exelon’s
energy trading operation, Exelon began to enter into contracts
to buy and sell energy for trading purposes subject to limits.
These contracts are recognized on the balance sheet at fair
value and changes in the fair value of these derivative financial
instruments are recognized in earnings.

Prior to the adoption of SFAS No. 133, Exelon applied hedge
accounting only if the derivative reduced the risk of the under-
lying hedged item and was designated at the inception of the
hedge, with respect to the hedged item. Exelon recognized
any gains or losses on these derivatives when the underlying
physical transaction affected earnings.

Contracts entered into by Exelon to limit market risk associ-
ated with forward energy commodity contracts are reflected in
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the financial statements at the lower of cost or market using
the accrual method of accounting. Under these contracts, Exelon
recognizes any gains or losses when the underlying physical
transaction affects earnings. Revenues and expenses associated
with market price risk management contracts are amortized
over the terms of such contracts.

New Accounting Pronouncements

In 2001, the FASB issued SFAS No. 143, “Asset Retirement
Obligations” (SFAS No. 143). SFAS No. 143 provides accounting
requirements for retirement obligations associated with tangi-
ble long-lived assets. Exelon will adopt SFAS No. 143 as of January
1,2003. Retirement obligations associated with long-lived assets
included within the scope of SFAS No. 143 are those for which
there is a legal obligation to settle under existing or enacted
law, statute, written or oral contract or by legal construction
under the doctrine of promissory estoppel. Adoption of SFAS
No. 143 will change the accounting for the decommissioning of
Generation’s nuclear generating plants as well as certain other
long-lived assets.

As it relates to nuclear decommissioning, the effect of this
cumulative adjustment will be to decrease the decommissioning
liability to reflect the fair value of the decommissioning obli-
gation at the balance sheet date. Additionally, SFAS No. 143 will
require the recognition of an asset related to the decommis-
sioning obligation, which will be amortized over the remaining
lives of the plants. The net difference, between the asset recog-
nized and the change in the liability to reflect fair value recorded
upon adoption of SFAS No. 143, will be recorded in earnings and
recognized as a cumulative effect of a change in accounting
principle, net of expected regulatory recovery and income taxes.
The decommissioning liability will then represent an obligation
for the future decommissioning of the plants and, as a result,
accretion expense will be accrued on this liability until such
time as the obligation is satisfied.

Currently, Generation records the obligation for decommis-
sioning ratably over the lives of the plants. Based on the current
information and the credit-adjusted risk-free rate, we estimate
the increase in 2003 non-cash expense to impact earnings
before the cumulative effect of a change in accounting princi-
ple for the adoption of SFAS No. 143 by approximately $24 mil-
lion, after income taxes. Additionally, the adoption of SFAS No.
143 is expected to result in a large, non-cash, one-time cumula-
tive effect of a change in accounting principle gain of at least
$1.5 billion, after income taxes. The $1.5 billion gain and the $24
million charge includes our share of the impact of the SFAS No.
143 adoption related to AmerGen’s nuclear plants. These impacts
are based on our current interpretation of SFAS No. 143 and are
subject to continued refinement based on the finalization of
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assumptions and interpretation at the time of adopting the
standard, including the determination of the credit-adjusted
risk-free rate. Under SFAS No. 143, the fair value of the nuclear
decommissioning obligation will continue to be adjusted on an
ongoing basis as these model input factors change.

The final determination of the 2003 earnings impact and
the cumulative effect of adopting SFAS No. 143, is in part a
function of the credit adjusted risk-free rate at the time of the
adoption of SFAS No. 143. Additionally, although over the life of
the plant the charges to earnings for the depreciation of the
asset and the interest on the liability will be equal to the
amounts that would have been recognized as decommissioning
expense under the current accounting, the timing of those
charges will change and in the near-term period subsequent to
adoption, the depreciation of the asset and the interest on the
liability is expected to result in an increase in expense.

In July 2002, the FASB issued SFAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities” (SFAS No. 146).
SFAS No. 146 requires that the liability for costs associated with
exit or disposal activities be recognized when incurred, rather
than at the date of a commitment to an exit or disposal plan.
SFAS No. 146 is to be applied prospectively to exit or disposal
activities initiated after December 31, 2002.

In November 2002, the FASB released FASB Interpretation No.
(FIN) 45, “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness
of Others” (FIN No. 45), providing for expanded disclosures and
recognition of a liability for the fair value of the obligation
undertaken by the guarantor. Under FIN No. 45, guarantors are
required to disclose the nature of the guarantee, the maximum
amount of potential future payments, the carrying amount of
the liability and the nature and amount of recourse provisions
or available collateral that would be recoverable by the guaran-
tor. Exelon has adopted the disclosure requirements under FIN
No. 45, (see Note 19—Commitments and Contingencies) which
were effective for financial statements for periods ended after
December 15, 2002. The recognition and measurement provisions
of FIN No. 45 are effective, on a prospective basis, for guarantees
issued or modified after December 31,2002.

In January 2003, the FASB issued FIN No. 46, “Consolidation
of Variable Interest Entities” (FIN No. 46). FIN No. 46 addresses
consolidating certain variable interest entities and applies
immediately to variable interest entities created after January
31, 2003. The impact, if any, of adopting FIN 46 on our consoli-
dated financial position, results of operations and cash flows,
has not been fully determined.

See Note 4—Adoption of New Accounting Pronouncements
and Accounting Changes for discussion of the impact of new
accounting pronouncements adopted by Exelon.
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Reclassifications

Certain prior year amounts have been reclassified for compara-
tive purposes. The reclassifications did not affect net income or
shareholders’ equity.

On October 20, 2000, Exelon became the parent corporation of
PECO and ComEd as a result of the completion of the transac-
tions contemplated by an Agreement and Plan of Exchange and
Merger, as amended (Merger Agreement), among PECO, Unicom
and Exelon. Pursuant to the Merger Agreement, Unicom
merged with and into Exelon. In the Merger, each share of
the outstanding common stock of Unicom was converted into
0.875 shares of common stock of Exelon plus $3.00 in cash. As
a result of the Share Exchange, Exelon became the owner of all
of the common stock of PECO. As a result of the Merger, Unicom
ceased to exist and its subsidiaries, including ComEd, became
subsidiaries of Exelon.

The Merger was accounted for using the purchase method
of accounting. The total purchase price was $6,014 million. In
connection with the Merger, Exelon issued 148 million shares of
common stock in the amount of $5,310 million and paid $507
million in cash to Unicom shareholders pursuant to the terms
of the Merger Agreement. The source of the cash consideration
was borrowings under an Exelon term loan. In addition, the
Merger consideration included $113 million of fair value of stock
options and awards for certain Unicom employees and $84 mil-
lion of direct acquisition costs. The cost in excess of net assets
acquired was $5,150 million as adjusted to reflect final purchase
price allocations. Exelon’s results of operations include Unicom’s
results of operations since October 20, 2000. The fair value of
the assets acquired, including the cost in excess of net assets
acquired, and liabilities assumed in the Merger are as follows:

Current Assets (including cash of $974) $ 2,744
Property, Plant and Equipment 7,641
Deferred Debits and Other Assets 5,535
Cost in excess of net assets acquired 5,150
Current Liabilities (2,390)
Long-Term Debt (7,419)
Deferred Credits and Other Liabilities (4,919)
Preferred Securities of Subsidiaries (328)
Total Purchase Price $ 6,014

Goodwill associated with the Merger increased by $14 million
and $262 million in 2002 and 2001, respectively, as a result of the
finalization of the purchase price allocation. The adjustment
resulted primarily from the after-tax effects of the reduction
of the regulatory asset for decommissioning retired nuclear
plants, as discussed in Note 11—Nuclear Decommissioning and



EXELON CORPORATION AND SUBSIDIARY COMPANIES

Spent Fuel Storage, additional employee separation costs, the
resolution of certain tax matters and the finalization of other
purchase price allocations.

Selected unaudited pro forma combined results of operations
for the year ended December 31, 2000, assuming the Merger
Transaction occurred on January 1, 2000 are presented as follows:

(unaudited) 2000
Total revenues $ 13,531
Pro forma net income $ 1,003
Merger-related costs (net of income taxes of $147) 220
Cumulative effect of a change in accounting principle

(net of income taxes of $16) 24
Pro forma net income before Merger-related costs and

the cumulative effect of a change in accounting principle S 1,247
Pro forma net income before Merger-related costs and

the cumulative effect of a change in accounting

principle per common share (diluted) $ 3.86

Pro forma information assumes the issuance of transition
bonds in 2000 had occurred at the beginning of 2000. The pro
forma financial information is not necessarily indicative of the
operating results that would have occurred had the Merger
been consummated as of the dates indicated, nor are they
necessarily indicative of future operating results.

Merger-Related Costs

In association with the Merger, Exelon recorded certain reserves
for restructuring costs. The reserves associated with PECO were
charged to expense pursuant to FASB Emerging Issues Task
Force (EITF) Issue 94-3, “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring)”;
while the reserves associated with Unicom were recorded as
part of the application of purchase accounting and did not
affect results of operations, consistent with EITF Issue 95-3,
“Recognition of Liabilities in Connection with a Purchase
Business Combination”

Merger costs charged to expense. PECO’s merger-related costs
charged to expense in 2000 were $248 million, consisting of
$116 million for PECO employee costs and $132 million of direct
incremental costs incurred by PECO in conjunction with the
merger transaction. Direct incremental costs represent
expenses directly associated with completing the Merger,
including professional fees, requlatory approval and settlement
costs, and settlement of compensation arrangements.
Employee costs represent estimated severance costs and pen-
sion and postretirement benefits provided under Exelon’s
merger separation plans for eligible employees who were
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expected to be involuntarily terminated before December 2002
due to integration activities of the merged companies.
Additional employee severance costs of $48 million, primarily
related to PECO employees, were charged to operating and
maintenance expense in 2001, and a $10 million reduction in
the estimated liability related to Generation employees was
recorded in operating and maintenance expense in the first
quarter of 2002. Employee costs are being paid from Exelon’s
pension and postretirement benefit plans, except for certain
benefits such as outplacement services, continuation of health
care coverage and educational benefits. As of December 31,
2002, a liability of $4 million is reflected on Exelon’s consoli-
dated balance sheet for payment of these benefits, of which
$1 million is reflected on PECO’s balance sheet and $1 million is
reflected on Generation’s balance sheet.

A total of g6o PECO positions were expected to be elimi-
nated as a result of the Merger, 274 of which related to genera-
tion, 230 of which related to PECO energy delivery and 456 of
which related to enterprises and corporate support areas. As of
December 31,2002, 858 of the positions had been eliminated, of
which 224 related to generation, 195 related to PECO energy
delivery, and 439 to enterprises and corporate support. Of
the remaining 102 positions, 58 were eliminated as a result of
normal attrition and 44 positions will not be eliminated due to
changes in certain business plans.

Additionally, in the third quarter of 2000, approximately $20
million of closing costs and $8 million of stock compensation
costs associated with Unicom were charged to expense.

Merger costs included in purchase price allocation. The purchase
price allocation as of December 31, 2000 included a liability of
$307 million for Unicom employee costs and liabilities of
approximately $39 million for estimated costs of exiting various
business activities of former Unicom activities that were not
compatible with the strategic business direction of Exelon.

During 2001, Exelon finalized plans for consolidation of
functions, including negotiation of an agreement with the
International Brotherhood of Electrical Workers Local 15 regard-
ing severance benefits to union employees. In the third quarter
of 2002, Exelon reduced its reserve by $12 million due to the
elimination of identified positions through normal attrition,
which did not require payments under Exelon’s merger separa-
tion plans, and a determination that certain positions would
not be eliminated by the end of 2002, as originally planned,
due to a change in certain business plans. The reduction in
the reserve was recorded as a purchase price adjustment to
goodwill. In 2001 and 2002, Exelon recorded adjustments to the
purchase price allocation as follows:
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Original Adjustments Adjusted

Estimate 2001 2002 Liabilities
Employee severance payments $ 128 $ 33 S (10) $ 151 @)
Other benefits 21 9 (2) 28 @)
Employee severance payments and other benefits 149 42 (12) 179
Actuarially determined pension and postretirement costs 158 (1) - 147 ©)
Total Unicom employee cost $ 307§ 3 S (12) $ 326

(a) The increase is a result of the identification in 2001 of additional positions to be eliminated, partially offset by the 2002 elimination of identified positions through normal attrition and

changes in certain business plans.

(b) The reduction results from lower estimated pension and postretirement welfare benefits reflecting revised actuarial estimates.

The following table provides a reconciliation of the reserve for
employee severance and other benefits associated with the Merger:

Adjusted employee severance and other benefits reserve $ 179
Payments to employees in 2000 (5)
Payments to employees in 2001 (72)
Payments to employees in 2002 (74)
Employee severance and other benefits reserve

as of December 31, 20020) $ 28

(1) Relates to certain benefits that are being paid after 2002.

The following table provides a reconciliation of the former
Unicom positions that were expected to be eliminated as a
result of the Merger:

Total
Estimate at October 20, 2000 2,275
2001 adjustments(@ 18
Total positions 2,393
Employees terminated in 2000 279
Employees terminated in 2001 607
Employees terminated in 2002 1,053
Normal attrition 208
Business plan changes(®) 156
Total positions 2,393

(a) The increase is a result of the identification of additional positions to be eliminated
in 2001.

(b) The reduction is due to a determination in the third quarter of 2002, that certain
positions would not be eliminated by the end of 2002 as originally planned due to a
change in certain business plans.

Sithe New England Holdings Asset Acquisition

On November 1,2002, Generation purchased the assets of Sithe
New England Holdings, LLC (Sithe New England), a subsidiary
of Sithe, and related power marketing operations. Sithe New
England’s primary assets are gas-fired facilities currently under
development. The purchase price for the Sithe New England
assets consisted of a $534 million note to Sithe, $14 million of
direct acquisition costs and an adjustment to Generation’s
investment in Sithe to reflect Sithe’s sale of Sithe New England
to Generation. Additionally, Generation will assume various
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Sithe guarantees related to an equity contribution agreement
between Sithe New England and Sithe Boston Generation, LLC
(SBG), a project subsidiary of Sithe New England. The equity con-
tribution agreement requires, among other things, that Sithe
New England, upon the occurrence of certain events, contribute
up to $38 million of equity for the purpose of completing the
construction of two generating facilities. SBG has a $1.25 billion
credit facility (the SBG Facility) to finance the construction of
these two generating facilities. The $1.0 billion outstanding
under the facility at December 31, 2002 is reflected on Exelon’s
Consolidated Balance Sheet. Sithe New England owns 4,066
megawatts (MWs) of generation capacity, consisting of 1,645
MWs in operation and 2,421 MWs under construction. Sithe
New England's generation facilities are located primarily in
Massachusetts.

The allocation of purchase price to the fair value of assets
acquired and liabilities assumed in the acquisition is as follows:

Current Assets (including $12 of cash acquired) S 82
Property, Plant and Equipment 1,889
Deferred Debits and Other Assets 62
Current Liabilities (159)
Deferred Credits and Other Liabilities (124)
Long-Term Debt (1,036)
Total Purchase Price S 714

The SBG Facility provides that if these construction projects are
not completed by June 12, 2003, the SBG Facility lenders will
have the right, but will not be required, to,among other things,
declare all amounts then outstanding under the SBG Facility
and the interest rate swap agreements to be due. Generation
believes that the construction projects will be substantially
complete by May 31,2003, but that all of the approvals required
under the SBG Facility may not be issued by that date.
Generation is currently evaluating whether the requirements
of the SBG Facility relating to the construction projects can be
satisfied by June 12, 2003. In the event that the requirements
are not expected to be satisfied by June 12,2003, Generation will
contact the SBG Facility lenders concerning an amendment
or waiver of these provisions of the SBG Facility. Generation
currently expects that arrangements for such an amendment
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or waiver, if necessary, can be successfully negotiated with the
SBG Facility lenders.

See Note 19—Commitments and Contingencies for further
discussion of Sithe.

Acquisition of Generating Plants from TXU

On April 25, 2002, Generation acquired two natural-gas and
oil-fired plants from TXU Corp. (TXU) for an aggregate purchase
price of $443 million. The purchase included the 893-megawatt
Mountain Creek Steam Electric Station in Dallas and the 1,441-
megawatt Handley Steam Electric Station in Fort Worth. The
transaction included a purchased power agreement for TXU to
purchase power during the months of May through September
from 2002 through 2006. During the periods covered by the
purchased power agreement, TXU will make fixed capacity
payments, variable expense payments, and will provide fuel to
Exelon in return for exclusive rights to the energy and capacity
of the generation plants. Substantially all of the purchase price
has been allocated to property, plant and equipment.

Sale of AT&T Wireless

On April1,2002, Enterprises sold its 49% interest in AT&T Wireless
PCS of Philadelphia, LLC to a subsidiary of AT&T Wireless Services
for $285 million in cash. Enterprises recorded an after-tax gain
of $116 million in Other Income and Deductions on Exelon’s
Consolidated Statements of Income on its $84 million invest-
ment, which had been reflected in Deferred Debits and Other
Assets on Exelon’s Consolidated Balance Sheets.

InfraSource Acquisitions

In 2001, Exelon’s infrastructure services business (InfraSource),
acquired the assets of a utility service contracting company for
an aggregate purchase price of approximately $31 million. The
acquisition was accounted for using the purchase method of
accounting. The excess of purchase price over the fair value of
net assets acquired was $19 million. The allocation of purchase
price to the fair value of assets acquired and liabilities assumed
in the acquisition is as follows:

Current Assets (including cash acquired of $1) $
Property, Plant and Equipment

Cost in excess of net assets acquired 19
Current Liabilities (10)
Total $ 3

AmerGen Energy Company, LLC

In August 2000, AmerGen, a joint venture with British Energy, Inc.,
a wholly owned subsidiary of British Energy plc, (British Energy),
completed the purchase of Oyster Creek Nuclear Generating
Facility (Oyster Creek) from GPU, Inc. (GPU) for $10 million. Under
the terms of the purchase agreement, GPU agreed to fund outage
costs of $89 million, including the cost of fuel, for a refueling out-
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age that occurred in 2000. AmerGen is repaying these costs to
GPU in equal annual installments through 200g9. In addition,
AmerGen assumed full responsibility for the ultimate decom-
missioning of Oyster Creek. At the closing of the sale, GPU pro-
vided funding for the decommissioning trust of $440 million. In
conjunction with this acquisition, AmerGen has received a fully
funded decommissioning trust fund which has been computed
assuming the anticipated costs to appropriately decommission
Oyster Creek discounted to net present value using the NRC’s
mandated rate of 2%. AmerGen believes that the amount of the
trust fund and investment earnings thereon will be sufficient
to meet its decommissioning obligation. GPU is purchasing the
electricity generated by Oyster Creek pursuant to a three-year
power purchase agreement.

SFAS No. 141 and SFAS No. 142

In 2001, FASB issued SFAS No. 141, “Business Combinations” (SFAS
No. 141), which requires that all business combinations be
accounted for under the purchase method of accounting and
establishes criteria for the separate recognition of intangible
assets acquired in business combinations. SFAS No. 141 became
effective for business combinations initiated after June 30,
2001. In addition, SFAS No. 141 required that unamortized nega-
tive goodwill related to pre-July 1, 2001 purchases be recognized
as a change in accounting principle concurrent with the adop-
tion of SFAS No. 142, “Goodwill and Other Intangible Assets”
(SFAS No. 142). At December 31, 2001, AmerGen, an equity-
method investee of Generation, had $43 million of negative
goodwill, net of accumulated amortization, recorded on its bal-
ance sheet. Upon AmerGen’s adoption of SFAS No. 1411in January
2002, Generation recognized its proportionate share of income
of $22 million ($13 million, net of income taxes) as a cumulative
effect of a change in accounting principle.

Exelon adopted SFAS No. 142 as of January 1, 2002. SFAS No.
142 establishes new accounting and reporting standards for
goodwill and intangible assets. Other than goodwill, Exelon
does not have significant other intangible assets recorded on its
consolidated balance sheets. Under SFAS No. 142, goodwill is no
longer subject to amortization; however, goodwill is subject to
an assessment for impairment using a two-step fair value
based test. The first step must be performed at least annually,
or more frequently if events or circumstances indicate that
goodwill might be impaired and compares the fair value of a
reporting unit to its carrying amount, including goodwill. If the
carrying amount of the reporting unit exceeds its fair value, the
second step is performed. The second step compares the carry-
ing amount of the goodwill to the fair value of the goodwill. If
the fair value of goodwill is less than the carrying amount, an



EXELON CORPORATION AND SUBSIDIARY COMPANIES

impairment loss is reported as a reduction to goodwill and a
charge to operating expense, except at the transition date,
when the loss is reflected as a cumulative effect of a change in
accounting principle.

As of December 31, 2001, Exelon’s Consolidated Balance
Sheets reflected approximately $5.3 billion in goodwill net of
accumulated amortization, including $4.9 billion of net good-
will related to the Merger recorded on ComEd’s Consolidated
Balance Sheets, with the remainder related to Enterprises. The
first step of the transitional impairment analysis indicated that
ComEd’s goodwill was not impaired but that an impairment did
exist with respect to goodwill recorded in Enterprises’ reporting
units. InfraSource, the energy services business (Exelon Services)
and the competitive retail energy sales business (Exelon Energy)
were determined to be those reporting units of Enterprises that
had goodwill allocated to them. The second step of the analysis,
which compared the fair value of each of Enterprises’ reporting
units’ goodwill to the carrying value at December 31, 2001, indi-
cated a total goodwill impairment of $357 million ($243 million,
net of income taxes and minority interest). The fair value of the
Enterprises’ reporting units was determined using discounted
cash flow models reflecting the expected range of future cash
flow outcomes related to each of the Enterprises reporting
units over the life of the investment. These cash flows were
discounted to 2002 using a risk-adjusted discount rate. The
impairment was recorded as a cumulative effect of a change in
accounting principle in the first quarter of 2002.

The changes in the carrying amount of goodwill by
reportable segment (see Note 20—Segment Information) for
the year ended December 31,2002 are as follows:

Energy Delivery Enterprises Total
Balance as of January 1, 2002 $ 4,902 $ 433 $ 5335
Impairment losses - (357) (357)
Resolution of certain tax matters 21 - 21
Merger severance adjustment @ - (7)
Balance as of December 31,2002  $ 4,916 $ 76 $ 4,992

The December 31, 2002, Energy Delivery goodwill relates to
ComkEd and the remaining Enterprises goodwill relates to the
InfraSource and Exelon Services reporting units. Consistent
with SFAS No. 142, the remaining goodwill will be reviewed for
impairment on an annual basis, or more frequently if signifi-
cant events occur that could indicate an impairment exists.
ComEd and Enterprises performed an impairment review in the
fourth quarter of 2002. Such review was consistent with the
review conducted related to the implementation of SFAS No.
142, which required estimates of numerous items with varying
degrees of uncertainty, such as discount rates, terminal value
earnings multiples, future revenue levels and estimated future
expenditure levels for ComEd and Enterprises; load growth and
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the resolution of future rate proceedings for ComEd; and cus-
tomer base and construction back logs for Enterprises. These
valuations determined the Step | calculated fair value of both
ComEd and the Enterprises’ units to be in excess of their respec-
tive book values at November 1, 2002. Significant changes from
the assumptions used in the impairment review could possibly
result in a future impairment loss. llinois legislation provides
that reductions to ComEd’s common equity resulting from
goodwill impairments will not impact ComEd’s earnings
through 2006 under the earnings provisions of the legislation.
See Note 5—Regulatory Issues for further discussion of ComeEd’s
earnings provisions.

The components of the net transitional impairment loss
recognized in the first quarter of 2002 as a cumulative effect of
a change in accounting principle are as follows:

Enterprises goodwill impairment

(net of income taxes of $103) S (254)
Minority interest (net of income taxes of $4) n
Elimination of AmerGen negative goodwill (net of

income taxes of $9) 13
Total cumulative effect of a change in accounting principle $ (230)

The following tables set forth Exelon’s net income and earnings
per common share for 2002, 2001, and 2000 adjusted to exclude
2001 and 2000 amortization expense related to goodwill that is
no longer being amortized.

2002 2001 2000

Reported income before

cumulative effect of changes

in accounting principles $ 1,670 S 1,416 $ 562
Cumulative effect of changes

in accounting principles (230) 12 24
Reported net income 1,440 1,428 586
Goodwill amortization - 155 34
Adjusted net income $ 1,440 $ 1,583 $ 620
Basic earnings per common share:
Reported income before

cumulative effect of changes

in accounting principles $ 518 S 4.42 $ 279
Cumulative effect of changes

in accounting principles (o.71) 0.04 0.12
Reported net income 4.47 4.46 2.91
Goodwill amortization - 0.48 0.17
Adjusted net income S 4.47 S 4.94 $ 3.08
Diluted earnings per common share:
Reported income before

cumulative effect of changes

in accounting principles $ 5.5 $ 439 $ 275
Cumulative effect of changes

in accounting principles (0.71) 0.04 0.12
Reported net income 4.44 4.43 2.87
Goodwill amortization - 0.48 0.17
Adjusted net income S 4.44 S 4.91 $ 3.04
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The cessation of the amortization of negative goodwill of
AmerGen on January 1, 2002 did not have a material impact on
Exelon’s reported net income for 2002.

EITF Issue 02-3

In the third quarter of 2002, Exelon and Generation adopted the
provision of EITF Issue 02-3, “Accounting for Contracts Involved
in Energy Trading and Risk Management Activities” (EITF 02-3)
issued by the FASB EITF in June 2002 that requires revenues and
energy costs related to energy trading contracts to be presented
on a net basis in the income statement. Prior to the adoption,
revenues from trading activity were presented in Revenue and
the energy costs related to energy trading were presented
as either Purchased Power or Fuel expense on Exelon and
Generation’s Consolidated Statements of Income. For compara-
tive purposes, energy costs related to energy trading have been
reclassified in prior periods to revenue to conform to the net
basis of presentation required by EITF 02-3. Exelon commenced
trading activities in April 2001, as such $207 million of pur-
chased power expense and $15 million of fuel expense, respec-
tively, was reclassified and reflected as a reduction to revenue
for the year ended December 31, 2001.

SFAS No. 144

In September 2001, the FASB issued SFAS No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets” (SFAS No. 144).
Exelon adopted SFAS No. 144 on January 1, 2002. SFAS No. 144
establishes accounting and reporting standards for both the
impairment and disposal of long-lived assets. SFAS No. 144 is
effective for fiscal years beginning after December 15, 2001 and
its provisions are generally applied prospectively. The adoption
of SFAS No. 144 had no effect on Exelon’s reported financial
position, results of operations or cash flows.

SFAS No. 145

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB
Statements No. 4, 44 and 64, Amendment of FASB Statement
No. 13, and Technical Corrections” (SFAS No. 145). SFAS No. 145
eliminates SFAS No. 4 “Reporting Gains and Losses from
Extinguishment of Debt” and thus allows for only those gains or
losses on the extinguishment of debt that meet the criteria of
extraordinary items to be treated as such in the financial state-
ments. SFAS No. 145 also amends Statement of Financial
Accounting Standards No. 13, “Accounting for Leases” to require
sale-leaseback accounting for certain lease modifications that
have economic effects that are similar to sale-leaseback trans-
actions. The adoption of SFAS No. 145 required a reclassification
of the 2000 extraordinary item of $4 million, net of income
taxes, to interest expense; otherwise, it had no effect on Exelon’s
reported financial position or cash flows.
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SFAS No. 133

SFAS No. 133 applies to all derivative instruments and requires
that such instruments be recorded on the balance sheet either
as an asset or a liability measured at their fair value through
earnings, with special accounting permitted for certain qualify-
ing hedges. On January 1, 2001, Exelon adopted SFAS No. 133.
Generation recognized a non-cash gain of $12 million, net of
income taxes, in earnings and deferred a non-cash gain of $4
million, net of income taxes, in accumulated other comprehen-
sive income and PECO deferred a non-cash gain of $40 million,
net of income taxes, in accumulated other comprehensive
income.

Nuclear Outage Costs

During the fourth quarter of 2000, as a result of the synchro-
nization of accounting policies with Unicom in connection with
the Merger, PECO changed its method of accounting for nuclear
outage costs to record such costs as incurred. Previously, PECO
accrued these costs over the operating unit cycle. As a result of
the change in accounting method for nuclear outage costs,
PECO recorded income of $24 million, net of income taxes of
$16 million. The change is reported as a cumulative effect of a
change in accounting principle on the Consolidated Statements
of Income as of December 31, 2000, representing the balance of
the nuclear outage cost reserve at January 1, 2000.

SFAS No. 148

In December 2002, the FASB issued SFAS No. 148, “Accounting
for Stock-Based Compensation—Transition and Disclosure—
an amendment of FASB Statement No. 123” (SFAS No. 148). SFAS
No. 148 provides alternative methods of transition for a volun-
tary change to the fair value based method of accounting for
stock-based employee compensation and requires disclosures
in both annual and interim financial statements regarding the
method of accounting for stock-based compensation and the
effect of the method on financial results. SFAS No. 148 is effec-
tive for financial statements for fiscal years ending after
December 15,2002. As of December 31,2002, Exelon has adopted
the additional disclosure requirements of SFAS No. 148 and con-
tinues to account for its stock-compensation plans under the
disclosure only provision of SFAS No. 123.

Changes in Accounting Estimates

Effective July 1, 2002, ComEd decreased its depreciation rates
based on a new depreciation study reflecting its significant con-
struction program in recent years, changes in and development
of new technologies, and changes in estimated plant service
lives since the last depreciation study. The annualized reduction
in depreciation expense, based on December 31, 2001 plant bal-
ances, is estimated to be approximately $100 million ($60 mil-
lion, net of income taxes). As a result of the change, net income
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for 2002 increased approximately $48 million ($29 million, net
of income taxes).

Effective April 1, 2001, Generation changed its accounting
estimates related to the depreciation and decommissioning of
certain generating stations. The estimated service lives were
extended by 20 years for three nuclear stations, by periods of up
to 20 years for certain fossil stations and by 5o years for a
pumped storage station. Effective July 1, 2001, the estimated
service lives were extended by 20 years for the remainder of
Exelon’s operating nuclear stations. These changes were based
on engineering and economic feasibility studies performed by
Generation considering, among other things, future capital and
maintenance expenditures at these plants. The service life
extension is subject to Nuclear Regulatory Commission (NRC)
approval of an extension of existing NRC operating licenses,
which are generally 40 years. The estimated annualized reduc-
tion in expense from the change is $132 million ($79 million, net
of income taxes).

In April 2002, ComEd changed its accounting estimate
related to the allowance for uncollectible accounts based on an
independently prepared evaluation of the risk profile of
ComEd’s customer accounts receivable. As a result of the new
evaluation, the allowance for uncollectible accounts reserve
was reduced by $11 million in the second quarter of 2002.

In December 2002, PECO changed its accounting estimate
related to the allowance for uncollectible accounts based on an
independently prepared evaluation of the risk profile of PECO’s
customer accounts receivable. As a result of the new evaluation,
the allowance for uncollectible accounts reserve was reduced by
$17 million in the fourth quarter of 2002.

In 2002, Generation increased its allowance for uncollectible
accounts by $6 million based on an independently prepared
evaluation of the risk profile of Power Team’s counterparties.
Power Team is the unit within Generation that manages the
output of Generation’s assets and energy sales to reduce the
volatility of Generation’s earnings and cash flows.

ComEd

Delivery Service Rates. On June 1, 2001, ComEd filed with the ICC
to establish delivery service charges for residential customers in
preparation for residential customer choice, which began in
May 2002. ComEd is authorized to charge customers who pur-
chase electricity from an alternative supplier for the use of its
distribution system to deliver that electricity. These delivery
service rates are set through proceedings before the ICC based
upon, among other things, the operating costs associated with
ComEd’s distribution system and the capital investment that
ComeEd has made in its distribution system.
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On April 1, 2002, the ICC issued an interim order in ComEd’s
Delivery Services Rate Case. The interim order is subject to an
audit of test year (2000) expenditures, including capital plant
expenditures, with a final order to be issued in 2003. The order
sets delivery rates for residential customers choosing a new
retail electric supplier. The new rates became effective May 1,
2002 when residential customers became eligible to choose
their supplier of electricity. Traditional bundled rates paid by
customers that retain ComEd as their electricity supplier are
not affected by this order. Bundled rates will remain frozen
through 2006, as a result of the June 6, 2002 amendments to
the Illinois Restructuring Act that extended the freeze on bun-
dled rates for an additional two years. Delivery service rates for
non-residential customers are not affected by the order.

In October 2002, the ICC received the report on the audit of
the test year expenditures by a consulting firm engaged by the
ICC to perform the audit. The consulting firm recommended
certain additional disallowances to test year expenditures and
rate base levels. ComEd does not expect this matter to have a
significant impact on results of operations in 2003, however,
the estimated potential investment write-off, before income
taxes, could be up to approximately $100 million, if the ICC
ultimately determines that all or some portion of ComEd’s dis-
tribution plant is not recoverable through rates. In 2002, ComEd
recorded a charge to earnings, before income taxes, of $12 mil-
lion representing the estimated minimum probable exposure
pursuant to SFAS No. 90, “Regulated Enterprises—Accounting
for Abandonments and Disallowances of Plant Costs an
Amendment of FASB Statement No. 71.” ComEd is in negotia-
tions with several parties to resolve the delivery service case.

Customer Choice. As of December 31,2002, all ComEd’s customers
were eligible to choose an alternative electric supplier and non-
residential customers can also elect the power purchase option
(PPO) that allows the purchase of electric energy from ComEd
at market-based prices. ComEd’s residential customers became
eligible to choose a new electric supplier in May 2002. However,
as of December 31, 2002, no alternative supplier had sought
approval from the ICC and no electric utilities have chosen to
enter the ComeEd residential market for the supply of electricity.
As of December 31, 2002, approximately 22,700 non-residential
customers, representing approximately 26% of ComEd’s annual
retail kilowatt-hour sales, had elected to purchase their electric
energy from an alternate electric supplier or had chosen the
power purchase option. Customers who receive energy from an
alternative supplier continue to pay a delivery charge. ComEd is
unable to predict the long-term impact of customer choice on
results of operations.
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Rate Reductions and Return on Common Equity Threshold. The
IMinois restructuring legislation provided a 15% residential
base rate reduction effective August 1,1998 with an additional
5% residential base rate reduction effective October 1, 2001.
ComEd’s operating revenues were reduced by approximately
$99 million and $24 million in 2002 and 2001, respectively due
to the 5% residential rate reduction. Notwithstanding the rate
reductions and subject to certain earnings tests, a rate freeze is
generally in effect until at least January 1, 2007. A utility may
request a rate increase during the rate freeze period only when
necessary to ensure the utility’s financial viability. Under the
IMlinois legislation, if the earned return on common equity of a
utility during this period exceeds an established threshold, one-
half of the excess earnings must be refunded to customers. The
threshold rate of return on common equity is based on the
Monthly Treasury Bond Long-Term Average (25 years and above).
Earnings for purposes of ComEd’s threshold include ComEd’s
net income calculated in accordance with GAAP and reflect the
amortization of regulatory assets and goodwill. As a result of
the Illinois legislation, at December 31,2002, ComEd had a regu-
latory asset with an unamortized balance of $175 million that it
expects to fully recover and amortize by the end of 2006.
Consistent with the provisions of the Illinois legislation, regula-
tory assets may be recovered at amounts that provide ComEd
an earned return on common equity within the Illinois legisla-
tion earnings threshold. The earned return on common equity
and the threshold return on common equity for ComEd are each
calculated on a two-year average basis. ComEd did not trigger
the earnings sharing provision in 2002, 2001 or 2000 and does
not currently expect to trigger the earnings sharing provisions
in the years 2003 through 2006.

PECO

Revenue Neutral Reconciliation Adjustment. As permitted by
the Pennsylvania Electric Competition Act, the Pennsylvania
Department of Revenue calculated a 2002 Revenue Neutral
Reconciliation (RNR) adjustment to the gross receipts tax rate in
order to neutralize the impact of electric restructuring on its
tax revenues. In January 2002, the PUC approved the RNR
adjustment to the gross receipts tax rate collected from cus-
tomers. Effective January 1,2002, PECO implemented the change
in the gross receipts tax rate. The RNR adjustment increases the
gross receipts tax rate, which increased PECO’s annual revenues
and tax obligations by approximately $50 million in 2002. The
RNR adjustment was appealed. The case was remanded to the
PUC and in August 2002, the PUC ruled that PECO is properly
authorized to recover these costs. In December 2002, the PUC
approved the inclusion of the RNR factor in PECO’s base rates
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eliminating the need for an annual filing to obtain approval
for recovery.

Customer Choice. The PUC’s Final Electric Restructuring Order
provided for the phase-in of customer choice of electric genera-
tion suppliers (EGS) and as of January 1, 2000, all customers
were eligible for customer choice. The Final Restructuring Order
also established market share thresholds (MST) to promote
competition. The MST requirements provided that, if as of
January 1, 2001 and January 1, 2003, respectively, less than 35%
and 50% of residential and commercial customers were shop-
ping, the number of customers sufficient to meet the MST shall
be randomly selected and assigned to an EGS through a PUC-
determined process. For residential and small commercial cus-
tomers, the threshold measurement is by number of customers.
For large commercial customers the measurement is by load.
On January 1, 2001, the 35% MST threshold was met for all cus-
tomer classes as a result of agreements assigning customers to
New Power Company (New Power) and Green Mountain as
providers of last resort default service. During 2002, PECO expe-
rienced an increase in the number of customers selecting or
returning to PECO as their EGS and at December 31, 2002,
approximately 21% of PECO’s residential load, 10% of its small
commercial and industrial load and 7% of its large commercial
and industrial load were purchasing generation from an alter-
native generation supplier. Customers who purchase energy
from an EGS continue to pay a delivery charge. In January 2003,
PECO submitted to the PUC an MST plan to meet the 50%
threshold requirement for its small and large commercial cus-
tomer classes, which was approved on February 6, 2003.
According to the approved plan, randomly assigned customers
who participated will be switched to winning MST bidders as of
their respective meter read dates. Also in February 2003, PECO
filed an MST plan for the residential customer classes which is
pending PUC approval.

In February 2002, New Power notified PECO of its intent to
withdraw from providing Competitive Default Service (CDS) to
approximately 180,000 residential customers. As a result of that
withdrawal, those CDS customers were returned to PECO in the
second quarter of 2002. Pursuant to a tariff filing approved by
the PUC, PECO is serving those returned customers at the dis-
count energy rates on generation provided for under the origi-
nal New Power CDS Agreement for the remaining term of that
contract. Subsequently, in the second quarter of 2002, New
Power also advised PECO it planned to withdraw from serving
all of its customers in Pennsylvania, including approximately
15,000 non-CDS PECO customers. These customers were
returned to PECO during the third quarter of 2002.
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Rate Reductions and Caps. Under the Final Restructuring Order,
retail electric rates were capped at year-end 1996 levels (system-
wide average of 9.96 cents/kilowatt hour (kwh)) through June
2005. The Final Restructuring Order required PECO to reduce its
retail electric rates by 8% from the 1996 system-wide average
rate on January 1,1999. This rate reduction decreased to 6% on
January 1, 2000 until January 1, 2001. The transmission and
distribution rate component was capped at a system-wide
average rate of 2.98 cents/kWh through June 30, 2005.
Additionally, generation rate caps, defined as the sum of the
applicable transition charge and energy and capacity charge,
will remain in effect through 2010.

On March 16, 2000, the PUC issued an order authorizing
PECO to securitize up to an additional $1 billion of its authorized
stranded costs recovery. In accordance with the terms of that
order, PECO provided its retail customers with rate reductions of
$60 million for calendar year 2001 only.

Under a comprehensive settlement agreement in connection
with achieving regulatory approval of the Merger, PECO agreed
to $200 million in aggregate rate reductions for all customers in
Pennsylvania over the period January 1, 2002 through 2005 and
extended the rate caps on PECO’s retail electric distribution
charges through December 31,2006.

Supplemental Income Statement Information

For the Years Ended December 31,

2002 2001 2000
Utility(@ $ 412 $ 342 $ 196
Real estate 149 140 68
Payroll 98 88 1
Other 50 53 17
Total $ 799 $ 623 $ 322
Investment income $ 130 S 47 S 64
Gain (loss) on disposition of

assets, net 199 4 (19)
Write-down of impaired

investments (41) (36) -
AFUDC, equity and borrowed 19 18 3
Reserve for potential plant

disallowance (12) - -
Settlement of power purchase

agreement - - 6
Other 5 46 (1)
Total $ 300 $ 79 $ 53

(a) Municipal and state utility taxes are also recorded in Revenues on Exelon’s Consolidated
Statements of Income.
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Supplemental Cash Flow Information

For the Years Ended December 31,

2002 2001 2000
Interest (net of amount capitalized) $ 905 $ 963 $ 519
Income taxes (net of refunds) $ 614 S 749 S 272
Regulatory Asset Fair
Value Adjustment $ - S 347 $ -
Resolution of Certain Tax
Matters and Merger
Severance Adjustment 14 - -
Purchase Accounting
Estimate Adjustments - (85) -
Issuance of Exelon Shares
for Unicom - - 5,310
Capital Lease Obligations 52 - -
Issuance of InfraSource Stock - 35 14
Contribution of Land from
Minority Interest of
Consolidated Subsidiary 12 - -
Note Issued to Sithe in the Sithe
New England Acquisition 534 - -
Property, plant and equipment $ 729 S 697 $ 325
Regulatory assets 472 445 53
Nuclear fuel 374 393 149
Decommissioning 126 144 46
Goodwill - 155 34
Total Depreciation
and Amortization $ 1,701 $ 1,834 $ 607
Supplemental Balance Sheet Information
December 31,
2002 2001
Investment in Sithe $ 478 $ 700
Direct financing leases 445 427
Energy services and other ventures 167 161
Investment in AmerGen 160 95
Affordable housing projects 88 98
Communication ventures 39 16
Investment in subsidiaries and joint ventures 16 26
Total $ 1,393 $ 1,623

Prior to the Merger, Unicom entered into a like-kind exchange
transaction pursuant to which approximately $1.6 billion was
invested in passive generating station leases with two separate
entities unrelated to Exelon. The generating stations were
leased back to such entities as part of the transaction. For finan-
cial accounting purposes, the investments are accounted for as
direct financing lease investments. Unicom Investments, Inc.



EXELON CORPORATION AND SUBSIDIARY COMPANIES

holds the leasehold interests in the generating stations in several
separate bankruptcy remote, special purpose companies it
directly or indirectly wholly owns. Under the terms of the lease
agreements, Exelon received a prepayment of $1.2 billion in the
fourth quarter of 2000, which reduced the investment in the
lease. The remaining payments are payable at the end of the
thirty year lease and there are no minimum scheduled lease
payments to be received over the next five years. The components
of the net investment in the direct financing leases are as follows:

December 31,
2002 2001
Total minimum lease payments $ 1,492 $ 1,492
Less: Unearned income 1,047 1,065
Net investment in direct financing leases S 445 S 427
December 31,
2002 2001
Competitive transition charge $ 4,639 $ 4,947
Recoverable deferred income taxes (see Note 14) 661 701
Nuclear decommissioning costs for retired plants 248 310
Recoverable transition costs 175 277
Reacquired debt costs and interest rate
swap settlements 137 12
Non-pension postretirement benefits 65 7
Compensated absences 6
Other 7 -
Long-Term Regulatory Assets 5,938 6,423
Deferred energy costs (current asset) 31 56
Total $ 5,969 $ 6,479

— Competitive Transition Charges (CTC) represent PECO’s stranded
costs that the PUC determined would be allowed to be recover-
able through regulated rates. These costs are related to the
deregulation of the generation portion of the electric utility
business in Pennsylvania. The unamortized balance of the CTC
of $4.6 billion and $4.9 billion as of December 31, 2002 and
2001, respectively, was recorded on our Consolidated Balance
Sheets. The CTC includes Intangible Transition Property sold to
PECO Energy Transition Trust, a wholly owned subsidiary of
PECO, in connection with the securitization of PECO’s stranded
cost recovery. These charges are being amortized through
December 31, 2010 with a return on the unamortized balance
of 10.75%.

- Nuclear decommissioning costs for retired plants—recovery is
provided through ComeEd’s current regulated rates and is
expected to be fully recovered by the end of 2006.
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—Recoverable transition costs—recovery is provided for in
regulated rates pursuant to the [llinois Restructuring Act and
is expected to be recovered by the end of 2006.

—Reacquired debt costs and interest rate swap settlements—
recoverable gains and losses on reacquired debt are deferred
and amortized over the rate-regulatory period, which is over the
life of the new debt issued to finance the debt redemption.
Interest rate swap settlements are deferred and amortized
over the period that the related debt is outstanding.

The regulatory assets related to the nuclear decommissioning
costs and deferred income taxes did not require a cash outlay
of investor supplied funds; consequently, these costs are not
earning a rate of return. Recovery of the regulatory assets for
loss on reacquired debt and recoverable transition costs is pro-
vided for through regulated revenue sources that are based on
the pre-open access cost of service. Therefore, they are earning a
rate of return.

December 31,
2001

2002

Taxes Accrued $ 420 S 91
Interest Accrued 307 299
Other Accrued Expenses 584 745
Total $ 131 $ 1135

Diluted earnings per share are calculated by dividing net
income by the weighted average shares of common stock out-
standing including shares issuable upon exercise of stock
options outstanding under Exelon’s stock option plans consid-
ered to be common stock equivalents. The following table
shows the effect of these stock options on the weighted average
number of shares outstanding used in calculating diluted
earnings per share (in millions):

2002 2001 2000

Average Common Shares Outstanding 322 320 202
Assumed Exercise of Stock Options 3 2 2
Average Dilutive Common Shares

Outstanding 325 322 204

Stock options not included in average common shares used in
calculating diluted earnings per share due to their antidilutive
effect were approximately five million, five million and 30,000
for 2002, 2001 and 2000, respectively.
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Accounts Receivable—Customer at December 31,2002 and 2001
included unbilled operating revenues of $442 million and $438
million, respectively. The allowance for uncollectible accounts at
December 31, 2002 and 2001 was $132 million and $213 million,
respectively.

PECO is party to an agreement with a financial institution
under which it can sell or finance with limited recourse an
undivided interest, adjusted daily, in up to $225 million of des-
ignated accounts receivable until November 2005. At December
31, 2002, PECO had sold a $225 million interest in accounts
receivable, consisting of a $164 million interest in accounts
receivable which PECO accounted for as a sale under SFAS No.
140, “Accounting for Transfers and Servicing of Financial Assets
and Extinguishment of Liabilities—a Replacement of FASB
Statement No. 125,” and a $61 million interest in special-agree-
ment accounts receivable which was accounted for as a long-
term note payable (see Note 13—Long-Term Debt). PECO retains
the servicing responsibility for these receivables. The agreement
requires PECO to maintain the $225 million interest, which, if
not met, requires cash, which would otherwise be received by
PECO under this program, to be held in escrow until the require-
ment is met. At December 31, 2002 and 2001, PECO met this
requirement and was not required to make any cash deposits.

A summary of property, plant and equipment by classification
as of December 31, 2002 and 2001 is as follows:

Asset Category 2002 2001
Electric-Transmission and Distribution $10,980 $10,156
Electric-Generation 5,678 4,344
Gas 1,319 1,281
Common 404 399
Nuclear Fuel 3,112 2,681
Construction Work in Progress 2,783 1,294
Other Property, Plant and Equipment 1,628 1,37

Total Property, Plant and Equipment 25,904 21,526
Less Accumulated Depreciation

(including accumulated amortization

of nuclear fuel of $2,212 and $1,838 as of

December 31,2002 and 2001, respectively) 8,770 7735
Property, Plant and Equipment, net $ 17,134 $ 13,791

Exelon’s undivided ownership interests in jointly owned electric
plant at December 31,2002 and 2001 were as follows:

Production Plant Transmission

December 31,2002 Peach Bottom Salem Keystone Conemaugh Quad Cities and Other Plant
Operator Generation PSE&G Reliant Reliant Generation Various Co.
Participating Interest 50% 42.59% 20.99% 20.72% 75% 2110 44%
Plant $ 417 % 44 S 1318 214 $ 7S 58
Accumulated Depreciation 243 12 17 145 4 22
Construction Work in Progress 52 36 28 1 35 -

Production Plant Transmission
December 31,2001 Peach Bottom Salem Keystone Conemaugh Quad Cities and Other Plant
Operator Generation PSE&G Reliant Reliant Generation Various Co.
Participating Interest 50% 42.59% 20.99% 20.72% 75% 2110 44%
Plant S 387 S 12 S 1221 S 193 $ 96 $ 66
Accumulated Depreciation 220 4 98 124 10 25
Construction Work in Progress 13 53 13 12 52 1

Exelon’s undivided ownership interests are financed with
Exelon funds and, when placed in service, all operations are
accounted for as if such participating interests were wholly
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owned facilities. Direct expenses of the jointly owned plants are
included in the corresponding operating expenses on the
Consolidated Income Statements.



EXELON CORPORATION AND SUBSIDIARY COMPANIES

Exelon has an obligation to decommission its nuclear power
plants. Exelon’s current estimate of its nuclear facilities’ decom-
missioning cost for its owned nuclear power plants is $7.4
billion in current year (2003) dollars. Based on the extended
license lives of the nuclear plants, expenditures are expected to
occur primarily when the operating plants are decommis-
sioned, during the period 2029 through 2056. Decommissioning
costs are currently recoverable through regulated rates. Under
rates in effect through December 31, 2002, Exelon collected
approximately $102 million in 2002 from customers. At
December 31, 2002, the decommissioning liability, recorded in
Accumulated Depreciation and Deferred Credits and Other
Liabilities on Exelon’s Consolidated Balance Sheets, was $2.8
billion and $1.4 billion, respectively. At December 31, 2001,
the decommissioning liability, recorded in Accumulated
Depreciation and Deferred Credits and Other Liabilities on
Exelon’s Consolidated Balance Sheets, was $2.7 billion and $1.4
billion, respectively. In order to fund future decommissioning
costs, at December 31,2002 and 20071, Exelon held $3.1 billion and
$3.2 billion, respectively, in trust accounts that are included as
Investments in Exelon’s Consolidated Balance Sheets at their
fair market value. Exelon believes that the amounts being recov-
ered from customers through regulated rates and earnings on
nuclear decommissioning trust funds will be sufficient to fully
fund its decommissioning obligations.

In connection with the transfer of ComEd’s nuclear generat-
ing stations to Generation, ComEd asked the ICC to approve the
continued recovery of decommissioning costs after the transfer.
On December 20, 2000, the ICC issued an order finding that the
ICC has the legal authority to permit ComEd to continue to
recover decommissioning costs from customers for the six-year
term of the power purchase agreements between ComEd and
Generation. Under the ICC order, ComEd is permitted to recover
$73 million per year from customers for decommissioning for
the years 2001 through 2004. In 2005 and 2006, ComEd can
recover up to $73 million annually, depending upon the portion
of the output of the former ComEd nuclear stations that ComEd
purchases from Generation. Under the ICC order, subsequent to
2006, there will be no further recoveries of decommissioning
costs from customers. The ICC order also provides that any sur-
plus funds after the nuclear stations are decommissioned must
be refunded to customers. The amount of recovery in the ICC
order is less than the $84 million annual amount ComEd recov-
ered in 2000. The ICC order has been upheld on appeal in the
IMinois Appellate Court and the [llinois Supreme Court has
declined to review the Appellate Court’s decision.

To account for the effects of the ICC order, in the first quarter
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of 2001 ComEd reduced its nuclear decommissioning regulatory
asset to $372 million, reflecting the reduction in expected prob-
able future recoveries from customers through 2006. The
reduction in the regulatory asset in the amount of $347 million
was recorded as an adjustment to the initial Merger purchase
price allocation and resulted in a corresponding increase in
goodwill. Also, ComEd recorded an obligation to Generation
of approximately $440 million representing ComEd’s legal
requirement to remit funds to Generation for the remaining
regulatory asset amount of $372 million upon collection from
customers, and for collections from customers prior to the
establishment of external decommissioning trust funds in 1989
to be remitted to Generation for deposit into the decommis-
sioning trusts through 2006. Unrealized gains and losses on
decommissioning trust funds (based on the market value of
the assets on the Merger date, in accordance with purchase
accounting) had previously been recorded in accumulated
depreciation or regulatory assets. As a result of the transfer of
the ComEd nuclear plants to Generation and the ICC order lim-
iting the regulated recoveries of decommissioning costs, net
unrealized losses of $23 million (net of income taxes) at that
date were reclassified to accumulated other comprehensive
income. All subsequent realized gains and losses on these
decommissioning trust funds’ assets are based on the cost basis
of the trust fund assets established on the Merger date and
are reflected in Other Income and Deductions in Exelon’s
Consolidated Statements of Income.

Nuclear decommissioning costs associated with the nuclear
generating stations formerly owned by PECO continue to be
recovered currently through rates charged by PECO to regulated
customers. These amounts are remitted to Generation as
allowed by the PUC. Under an agreement effective September
2001, PECO remits $29 million per year to Generation related to
nuclear decommissioning cost recovery.

On December 31,2002, PECO filed with the PUC for an annual
increase in its decommissioning cost recovery of $20 million
effective June 1, 2004. The filing is consistent with provisions in
the Restructuring Settlement and the Merger Settlement which
require PECO to update the cost of decommissioning every five
years.The additional amount requested is expected to be reduced
as it does not reflect pending life extensions at Peach Bottom.
The approval of the life extensions is expected by mid-2003.

Under the Nuclear Waste Policy Act of 1982 (NWPA), the U.S.
Department of Energy (DOE) is responsible for the selection and
development of repositories for, and the disposal of, spent
nuclear fuel (SNF) and high-level radioactive waste. ComEd and
PECO, as required by the NWPA, each signed contracts with the
DOE (Standard Contract) to provide for disposal of SNF from
their respective nuclear generating stations. In accordance with
the NWPA and the Standard Contract, ComEd and PECO pay the
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DOE one mill ($.001) per kilowatt-hour of net nuclear genera-
tion for the cost of nuclear fuel long-term storage and disposal.
This fee may be adjusted prospectively in order to ensure full
cost recovery. The NWPA and the Standard Contract required the
DOE to begin taking possession of SNF generated by nuclear
generating units by no later than January 31, 1998. The DOE,
however, failed to meet that deadline and its performance will
be delayed significantly. The DOE’s current estimate for opening
a SNF facility is 2010. This extended delay in SNF acceptance by
the DOE has led to Exelon’s adoption of dry storage at its Dresden,
Quad Cities and Peach Bottom Units and its consideration of dry
storage at other units.

In July 1998, ComEd filed a complaint against the United
States Government (Government) in the United States Court of
Federal Claims (Court) seeking to recover damages caused by
the DOE’s failure to honor its contractual obligation to begin
disposing of SNF in January 1998. In August 2001, the Court
granted ComEd’s motion for partial summary judgment for
liability on ComEd'’s breach of contract claim. In November 2007,
the Government filed two partial summary judgment motions
relating to certain damage issues in the case as well as two
motions to dismiss claims other than ComEd’s breach of con-
tract claim. On August 30, 2002, after taking certain damages
related to discovery, ComEd filed briefs in response to the DOE’s
motions. The Court has postponed the time for the DOE to file
reply briefs while it entertains additional DOE discovery
motions. This litigation was assumed by Generation in the
corporate restructuring.

In July 2000, PECO entered into an agreement with the DOE
relating to PECO’s Peach Bottom nuclear generating unit to
address the DOE’s failure to begin removal of SNF in January
1998 as required by the Standard Contract. Under that agree-
ment, the DOE agreed to provide PECO with credits against
PECO’s future contributions to the Nuclear Waste Fund over the
next ten years to compensate PECO for SNF storage costs
incurred as a result of the DOE’s breach of the contract. The
agreement also provides that, upon PECO’s request, the DOE
will take title to the SNF and the interim storage facility at
Peach Bottom provided certain conditions are met. Generation
assumed this contract in restructuring.

In November 2000, eight utilities with nuclear power plants
filed a Joint Petition for Review against the DOE with the United
States Court of Appeals for the Eleventh Circuit seeking to inval-
idate that portion of the agreement providing for credits to
PECO against nuclear waste fund payments on the ground that
such provision is a violation of the NWPA. PECO intervened as a
defendant in that case, and Generation assumed the claim in
the 2001 corporate restructuring. On September 24, 2002, the
United States Court of Appeals for the Eleventh Circuit ruled
that the fee adjustment provision of the agreement violates the

98

NWPA and therefore is null and void. The Court did not hold that
the agreement as a whole is invalid. Article XVI(l) of the
Amendment provides that if any portion of the Amendment is
found to be void, the DOE and Generation agree to negotiate in
good faith and attempt to reach an enforceable agreement con-
sistent with the spirit and purpose of this Amendment. That
provision further provides that should a major term be declared
void, and the DOE and Generation cannot reach a subsequent
agreement, the entire Amendment would be rendered null and
void, the original Peach Bottom Standard Contract would remain
in effect and the parties would return to pre-Amendment sta-
tus. Pursuant to Article XIV(l), Generation has begun negotia-
tions with the DOE and those negotiations are ongoing. Under
the agreement, Generation has received approximately $40 mil-
lion in credits against contributions to the nuclear waste fund.

In April 2001, an individual filed suit against the DOE
with the United States District Court for the Middle District
of Pennsylvania seeking to invalidate the agreement on the
grounds that the DOE has violated the National Environmental
Policy Act and the Administrative Procedure Act. PECO inter-
vened as a defendant and moved to dismiss the complaint.
Generation assumed the defense in restructuring. On
September 30, 2002, the Court granted Generation’s motion
and dismissed the lawsuit on the ground that the Court did
not have jurisdiction over the matter.

The Standard Contract with the DOE also requires that PECO
and ComEd pay the DOE a one-time fee applicable to nuclear
generation through April 6, 1983. PECO’s fee has been paid.
Pursuant to the Standard Contract, ComEd elected to pay the
one-time fee of $277 million, with interest to the date of pay-
ment, just prior to the first delivery of SNF to the DOE. As of
December 31, 2002, the unfunded liability for the one-time fee
with interest was $858 million. The liabilities for spent nuclear
fuel disposal costs, including the one-time fee, were transferred
to Generation as part of the corporate restructuring.

2002 2001 2000
Average borrowings $ 337 $ 193 $ 186
Average interest rates,

computed on daily basis 1.94% 4.01% 6.62%
Maximum borrowings

outstanding $ 783 $ 599 $ 500
Average interest rates,

at December 31 1.88% 2.63% 718%

Exelon, ComEd, PECO and Generation entered into a $1.5 billion
unsecured revolving credit facility on November 22,2002 with a
group of banks. Under the credit facility, each borrower may
borrow up to a designated sublimit amount on a revolving credit
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basis through November 20, 2003. This credit facility includes a
term-out option that allows any outstanding borrowings at the
end of the revolving credit period to be repaid on November 21,
2004. This credit facility is used principally to support the com-
mercial paper programs of Exelon, ComEd, PECO and Generation.
At December 31, 2002, the amount of commercial paper out-

standing was $681 million which does not include $267 million
that has been classified as long-term debt. At December 31,
2001, the amount of commercial paper outstanding was
$360 million. Interest rates on the advances under the credit
facility are based on the London Interbank Offering Rate (LIBOR)
as of the date of the advance.

December 31,

Maturity
Rates Date 2002 2001
ComEd Transitional Trust Notes
Series 1998-A: 5.39%-5.74%  2003-2008 $ 2040 $ 2380

PETT Bonds Series 1999-A:

Fixed rates 5.63%-6.13%  2003-2008 @ 2,426 2,577
Floating rates 1.48%-1.55%  2004-2007 @ 274 310
PETT Bonds Series 2000-A: 7.63%-7.65% 2009 @ 750 890
PETT Bonds Series 2001: 6.52% 2010 @ 805 805
First and Refunding Mortgage Bonds® ()
Fixed rates 4.4%-9.875% 2003-2023 3,614 3,942
Floating rates 1.08%-1.41% 2012-2013 254 154
Notes payable and other 6.40%-9.20% 2003-2020 2,393 2,651
SBG Facility 6.37% @ 2007 1,036 -
Pollution control notes:
Fixed rates 5.2%-6.95% 2007-2034 199 44
Floating rates 1.05%-1.50%  2009-2034 456 583
Notes payable—accounts receivable agreement 1.42% 2005 61 55
Sinking fund debentures 3.125%-4.75% 2004-2011 20 23
Commercial Paper(e 1.88% () 2003 267 -
14,595 14,414
Unamortized debt discount and premium, net (107) (129)
Fair value hedge carrying value adjustment 4 -
Due within one year (1,402) (1,406)
$ 13127 $ 12879

(a) The maturity date represents the expected final payment date which is the date when all principal and interest of the related class of transition bonds is expected to be paid in full in
accordance with the expected amortization schedule for the applicable class. The date when all principal and interest must be paid in full for the PETT Bonds Series 1999-A, 2000-A and
2001-A are 2003 through 2009, 2010 and 2010, respectively. The current portion of transition bonds is based upon the expected maturity date.

(b) Utility plant of ComEd and PECO is subject to the liens of their respective mortgage indentures.

(c) Includes first mortgage bonds issued under the ComEd and PECO mortgage indentures securing pollution control notes.

(d) The rate for the SBG Facility is stated as an average rate. Under the terms of the SBG Facility, SBG is required to effectively fix the interest rate on 50% of the borrowings under the facility
through its maturity in 2007. The SBG Facility is subject to a variable rate based on the LIBOR rate plus a margin of 1.375%, however, through the required interest rate swaps, SBG has
effectively fixed the LIBOR component of the interest rate at 5.73% on 83% of the debt balance as of December 31,2002.

(e) Classified as long-term at December 31, 2002 since it was refinanced with long-term debt in January 2003.

(f) Average interest rate of commercial paper outstanding at December 31,2002.

(g) Long-term debt maturities in the period 2003 through 2007 and thereafter are as follows:

2003 $1,669
2004 962
2005 1,313
2006 1,273
2007 1,172
Thereafter 8,206
Total $14,595

2003 maturities include $267 million of commercial paper classified as long-term debt (see Note 23—Subsequent Events).
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In 2002, ComEd issued $700 million of long-term debt primarily
consisting of the issuance of $60o million of 6.15% First
Mortgage Bonds, Series 98, due March 15, 2012 and the issuance
of $100 million of Illinois Development Finance Authority float-
ing-rate Pollution Control Revenue Refunding Bonds, Series
2002 due April 15, 2013. In 2002, ComEd redeemed or paid at
maturity $1,540 million of long-term debt primarily consisting
of the redemption of $100 million of 7.25% [llinois Development
Finance Authority Pollution Control Revenue Refunding Bonds,
Series 1991 due June 1, 2011, the redemption of $200 million of
8.625% First Mortgage Bonds, Series 81, due February 1,2022, the
redemption of $200 million of 8.5% First Mortgage Bonds, Series
84 due July 15, 2022, the payment at maturity of $200 million of
7.375% First Mortgage Bonds, Series 85, due September 15,2002,
the redemption of $200 million of 8.375% First Mortgage Bonds,
Series 86, due September 15, 2022, the payment at maturity of
$200 million of variable rate senior notes due September 30,
2002, the payment at maturity of $100 million of 9.17%
medium-term notes due October 15,2002, and the retirement of
$340 million in transitional trust notes.

In 2002, Generation exchanged $700 million of 6.95% Senior
Notes issued in 2001 for notes which are registered under the
Securities Act. ComEd exchanged $600 million of 6.15% First
Mortgage Bonds, Series 98, due March 15, 2012, for bonds which
are registered under the Securities Act. PECO exchanged $250
million of 5.95% private placement First and Refunding
Mortgage Bonds, due November 1, 2011, for bonds which are reg-
istered under the Securities Act. The exchange bonds are identi-
cal to the outstanding bonds except for the elimination of
certain transfer restrictions and registration rights pertaining
to the outstanding bonds. ComEd, PECO and Generation did not
receive any cash proceeds from issuance of the exchange bonds.

In 2002 and 2001, ComEd entered into forward starting
interest rate swaps with an aggregate notional amount of $830
million and $250 million, respectively, to manage interest rate
exposure associated with anticipated debt issuance. In 2002,
forward starting interest rate swaps with an aggregate
notional amount of $450 million were settled with net proceeds
to counterparties of $10 million that has been deferred in regu-
latory assets and is being amortized over the life of the First
Mortgage Bonds as an increase to interest expense.

In 2002 and 2001, ComEd entered into interest rate swap
agreements with a notional amount of $250 million and $235
million, respectively, to effectively convert fixed rate debt to
floating rate debt.

In 2002, PECO issued $225 million of 4.75% First and Refunding
Mortgage Bonds, due October 1, 2012. This bond issuance repaid
commercial paper that was used to pay $222 million of First and
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Refunding Mortgage Bonds at maturity with a weighted aver-
age interest rate of 730%. In connection with the issuance of
the First and Refunding Mortgage Bonds, PECO settled forward
starting interest rate swaps in the aggregate notional amount
of $200 million resulting in a $5 million pre-tax loss recorded in
other comprehensive income, which is being amortized over the
expected remaining life of the related debt.

In 2001, ComEd redeemed $196 million of 9.875% First
Mortgage Bonds, Series 75, due June 15, 2020 and retired $340
million in transitional trust notes.

In 2001, PECO Energy Transition Trust (PETT), a Delaware
business trust and a wholly owned subsidiary of PECO, refi-
nanced $8o5 million of floating rate Series 1999-A Transition
Bonds through the issuance by PETT of fixed-rate transition
bonds (Series 2001-A Transition Bonds). The 2001-A Transition
Bonds are non-callable, fixed rate securities with an interest
rate of 6.52%. The Series 2001-A Transition Bonds have an
expected final payment date of September 1, 2010 and a termi-
nation date of December 31, 2010. In connection with this refi-
nancing, PECO settled $318 million of forward starting interest
rate swaps resulting in a $6 million gain which is reflected in
other income and deductions due to the transaction no longer
being probable. Also, in connection with the refinancing, PECO
settled a portion of the interest rate swaps and the remaining
portion of the forward starting interest rate swaps resulting in
gains of $25 million, which were deferred and are being amor-
tized over the expected remaining lives of the related debt.

In 1999, PECO entered into treasury forwards associated
with the anticipated issuance of the Series 2000-A Transition
Bonds. On May 2,2000, these instruments were settled with net
proceeds to the counterparties of $13 million that has been
deferred and is being amortized over the life of the Series
2000-A Transition Bonds as an increase to interest expense.

In 1998, PECO entered into treasury forwards and forward
starting interest rate swaps to manage interest rate exposure
associated with the anticipated issuance of the Series 1999-A
Transition Bonds. On March 18, 1999, these instruments were
settled with net proceeds of $8o million to PECO that were
deferred and are being amortized over the life of the Series
1999-A Transition Bonds as a reduction of interest expense.

At December 31, 2002 and 2001, the aggregate unamortized
net gain on the settlement of the PECO swap transactions was
$36 million and $55 million, respectively, recorded in Other
Comprehensive Income.

ComEd prepayment premiums of $24 million, and net
unamortized premiums, discounts and debt issuance expenses
of $3 million, and prepayment premiums of $39 million, offset
by unamortized issuance premiums of $17 million associated
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with the early retirement of debt in 2002 and 2001, respectively,
have been deferred in regulatory assets and will be amortized
to interest expense over the life of the related new debt
issuance consistent with regulatory recovery. In 2000, PECO
incurred charges aggregating $6 million ($4 million, net of tax)
for prepayment premiums and the write-offs of unamortized
deferred financing costs associated with the early retirement of
debt that have been recorded in interest expense.

Income tax expense (benefit) is comprised of the following
components:

For the Years Ended December 31,

2002 2001 2000
Included in operations:
Federal
Current $ 624 $ 880 S 161
Deferred 250 (61) 163
Investment tax credit
amortization (15) (14) (15)
State
Current 96 19 -
Deferred 43 7 30
$ 998 $ 93 $ 339

Included in cumulative effect of changes in accounting principles:
Federal

Deferred $ (87 $ 6 $ 13
State

Deferred (3) 2 3

$  (90) $ 8 $ 16

The effective income tax rate varies from the U.S. Federal
statutory rate principally due to the following:

For the Years Ended December 31,
2002 2001 2000

35.0% 35.0% 35.0%

U.S. Federal statutory rate

Increase (decrease) due to:
Property basis differences (0.4) (0.2) o.1
State income taxes, net of

Federal income tax benefit 3.2 3.4 2.1
Amortization of

investment tax credit (0.4) (0.5) (1.6)
Amortization of goodwill - 1.9 0.9
Dividends on PECO Preferred Stock 0.1 0.2 0.4
Other, net (0.1) (0.) 0.7

Effective income tax rate 37.4% 39.7% 37.6%

The tax effects of temporary differences giving rise to signifi-
cant portions of Exelon’s deferred tax assets and liabilities as of
December 31,2002 and 2001 are presented below:

2002 2001
Deferred tax liabilities:
Plant basis difference $ 4,710 $ 4,630
Deferred gain on sale of plants 860 872
Deferred investment tax credit 212 222
Deferred debt refinancing costs 96 44
Tax deductible goodwill - 2
Unrealized gain on derivative
financial instruments - 34
Total deferred tax liabilities 5,878 5,804
Deferred tax assets:
Decommissioning and
decontamination obligations (607) (573)
Deferred pension and
postretirement obligations (9m) (382)
Tax deductible goodwill (95) -
Unrealized loss on derivative
financial instruments (60) -
Other, net (208) (194)
Total deferred tax assets (1,881) (1,149)
Deferred income taxes (net)
on the balance sheet $ 3,997 $ 4,655

In accordance with regulatory treatment of certain temporary
differences, Exelon has recorded a regulatory asset for recover-
able deferred income taxes, pursuant to SFAS No. 109, “Accounting
for Income Taxes,” of $661 million and $701 million at December 31,
2002 and 20071, respectively. These recoverable deferred income
taxes include the deferred tax effects associated principally
with liberalized depreciation accounted for in accordance with
the ratemaking policies of the ICC and PUC, as well as the rev-
enue impacts thereon, and assume continued recovery of these
costs in future rates.

Exelon’s predecessor entities, Unicom and PECO, have years
that are under review at the audit or appeals level of the
Internal Revenue Service (IRS) and certain state authorities.
These reviews by the governmental taxing authorities are
not expected to have an adverse impact on the financial condi-
tion or result of operations at Exelon.

ComeEd has taken certain tax positions, which have been
disclosed to the IRS, to defer the tax gain on the 1999 sale of
its fossil generating assets. As of December 31, 2002, a deferred
tax liability of approximately $860 million related to the fossil
plant sale is reflected in Deferred Income Taxes on Exelon’s
Consolidated Balance Sheets. ComEd’s management believes an
adequate reserve for interest has been established in the event
that such positions are not sustained. Changes in IRS interpre-
tations of existing tax authority or challenges to ComEd’s posi-
tions could have the impact of accelerating future income tax
payments and increasing interest expense above amounts
reserved related to the deferred tax gain that becomes current.
The Federal tax returns covering the period of the 1999 fossil
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plant sale are anticipated to be under IRS audit beginning
in 2003. Final resolution of this matter is not anticipated for
several years. As of December 31, 2002 and 2001, Exelon had
recorded valuation allowances of $13 million and $2 million,
respectively.

Exelon sponsors defined benefit pension plans and post-
retirement welfare benefit plans applicable to essentially all
ComeEd, PECO, Generation and Business Services Company (BSC)
employees and certain employees of Enterprises. In 2001, Exelon
consolidated the former Unicom and PECO plans into Exelon
plans. Essentially all management employees, and electing

union employees, hired on or after January 1, 2001 participate in
newly established cash balance pension plans. Approximately
4,700 management employees who were active participants in
the former Unicom and PECO pension plans on December 31,
2000, and remained employed by Exelon on January 1, 2002
elected to transfer to the cash balance plan. Benefits under
Exelon’s pension plans generally reflect each employee’s com-
pensation, years of service and age at retirement. Funding is
based upon actuarially determined contributions that take
into account the amount deductible for income tax purposes
and the minimum contribution required under the Employee
Retirement Income Security Act of 1974, as amended. The fol-
lowing tables provide a reconciliation of benefit obligations,
plan assets and funded status of the plans.

Pension Benefits Other Postretirement Benefits
2002 2001 2002 2001

Change in benefit obligation:

Net benefit obligation at beginning of year
Service cost

Interest cost

Plan participants’ contributions

Plan amendments

Actuarial (gain)/loss
Curtailments/Settlements

Special accounting costs

Gross benefits paid

$ 7100 § 6605 $ 230 $ 2275

95 94 57 42
525 498 160 161
- - 8 4
120 44 - (191)
514 254 155 173
- (38) - -

4 48 - 3
(505) (494) (156) (136)

Net benefit obligation at end of year

$ 784 $ 7101 $ 2555 § 233

Change in plan assets:

Fair value of plan assets at beginning of year
Actual return on plan assets

Employer contributions

Plan participants’ contributions

Gross benefits paid

$ 6,279 $ 7000 $ 1,132 §$ 1,188

Fair value of plan assets at end of year

Funded status at end of year:

Miscellaneous adjustment

Unrecognized net actuarial (gain)/loss
Unrecognized prior service cost

Unrecognized net transition obligation (asset)

(581) (265) (125) (14)

202 38 73 90

- - 8 4

(s05) (494) (156) (136)

$ 5395 $ 6279 $ 932 $ 1132
$ (2459) & (822) § (1,623) S (1199)
B - - -

2,18 397 793 440

21 108 (149) (191)

(m) (17) 102 103

Net amount recognized at end of year

S (44) S (334 $ (81 S (847

Amounts recognized in statements of financial position:
Prepaid benefit cost

Accrued benefit cost

Additional minimum liability

Intangible asset

Accumulated other comprehensive income

$ 145 S - s - S -
(289) (334) (877) (847)
(1,815) - - -

21 - - -

1,604 - - -

Net amount recognized at end of year

$  (44) $ 339) $ (877) $ (847
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Pension Benefits

Other Postretirement Benefits

2002

2001

2000

2002

2001

2000

Discount rate 6.75% 7.35% 7.60% 6.75% 7.35% 7.60%

Expected return on plan assets 9.50% 9.50% 9.50% 8.80% 8.80% 8.80%

Rate of compensation increase 4.00% 4.00% 4.30% 4.00% 4.00% 4.30%
Health care cost trend on

covered charges N/A N/A N/A 8.5% 10.00% 7.00%

decreasing decreasing decreasing

to ultimate to ultimate to ultimate

trend of 4.5% trend of 4.5% trend of 5.0%

in 2008 in 2008 in 2005

Pension Benefits Other Postretirement Benefits

2002 2001 2000 2002 2001 2000

Service cost $ 95 $ 94 $ 39 $ 57 S 42 5 24

Interest cost 525 498 219 160 161 83

Expected return on assets (628) (625) (316) (93) (99) (34)

Amortization of:

Transition obligation (asset) (4) (a) (a) 10 10 12

Prior service cost 16 9 7 (37) (9) -

Actuarial (gain) loss - (25) (26) 6 1 -

Curtailment charge (credit) - (12) (12) - 9 24

Settlement charge (credit) - (9) (16) - - -

Net periodic benefit cost (benefit) $ 4 S (74) $ (109) $ 103 1y S 109

Special accounting costs $ 4 S 48 S 217 S - S 3 S 48

Effect of a one percentage point increase in assumed health care cost trend

on total service and interest cost components
on postretirement benefit obligation

Effect of a one percentage point decrease in assumed health care cost trend

on total service and interest cost components
on postretirement benefit obligation

$ 33
$ 302
$ (27)
S (252)

Prior service cost is amortized on a straight-line basis over the
average remaining service period of employees expected to
receive benefits under the plans.

Exelon’s costs of providing pension and postretirement
benefit plans are dependent upon a number of factors, such as
the rates of return on pension plan assets, discount rate, and
the rate of increase in health care costs. The market value of
plan assets has been affected by sharp declines in the equity
market since the third quarter of 2000. As a result, at December
31, 2002, Exelon was required to recognize an additional mini-
mum liability and an intangible asset as prescribed by SFAS
No. 87 “Employers’ Accounting for Pensions.” The liability was

103

recorded as a reduction to shareholders’ equity, and the equity
will be restored to the balance sheet in future periods when the
fair value of plan assets exceeds the accumulated benefit obli-
gations. The amount of the reduction to shareholders’ equity
(net of income taxes) in 2002 was $1.0 billion. The recording of
this reduction did not affect net income or cash flow in 2002 or
compliance with debt covenants.

Special accounting costs of $4 million in 2002 and $48 mil-
lion in 2001 represent accelerated separation and enhancement
benefits provided to PECO employees expected to be termi-
nated as a result of the Merger. Special accounting costs in 2000
of $217 million represented PECO’s accelerated separation and
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enhancement benefits of $96 million and ComEd’s accelerated
liability increase of $121 million inclusive of $96 million for sep-
aration benefits and $25 million for plan enhancements.
Exelon provides certain health care and life insurance
benefits for retired employees. In 2001, Exelon adopted an
amendment to the former Unicom postretirement medical
benefit plan that changed the eligibility requirement of the
plan to cover only employees who retire with 10 years of service
after age 45 rather than with 10 years of service and having
attained the age of 55. Welfare benefits for active employees are
provided by several insurance policies or self-funded plans
whose premiums or contributions are based upon the benefits

Exelon sponsors savings plans for the majority of its
employees. The plans allow employees to contribute a portion
of their pretax income in accordance with specified guidelines.
Exelon matches a percentage of the employee contribution up
to certain limits. The cost of Exelon’s matching contribution to
the savings plans totaled $63 million, $57 million and $17 million
in 2002, 2001 and 2000, respectively.

Preferred and Preference Stock
At December 31, 2002 and 2001, cumulative Preferred Stock of
PECO, no par value, consisted of 15,000,000 shares authorized

paid during the year. and the amounts set forth below:
Current December 31,
Redemption 2002 2001 2002 2001
Price @ Shares Outstanding Dollar Amount
$4.68 $ 104.00 150,000 150,000 $ 15 S 15
$4.40 112.50 274,720 274,720 27 27
$4.30 102.00 150,000 150,000 15 15
$3.80 106.00 300,000 300,000 30 30
$7.48 (b) 500,000 500,000 50 50
1,374,720 1,374,720 137 137
$6.120) - 185,400 - 19
Total preferred stock 1,374,720 1560120  $ 137 ¢ 156

(a) Redeemable, at the option of PECO, at the indicated dollar amounts per share, plus accrued dividends.

a
(b) None of the shares of this series is subject to redemption prior to April 1, 2003.

(c) PECO made the annual sinking fund payments of $18.5 million on August 1, 2002 and August 1, 2001. At December 31, 2000, shares and principal outstanding were 370,800 and $37 mil-

lion, respectively.

At December 31,2002 and 2001, ComEd Preferred Stock and ComEd Preference Stock consisted of 850,000 and 6,810,451 shares author-

ized, respectively, none of which were outstanding.

Company Obligated Mandatorily Redeemable Preferred Securities

At December 31,2002 and 2001, subsidiary trusts of PECO and ComEd had outstanding the following preferred securities:

Mandatory Distri- Liqui- December 31,
Redemption bution dation 2002 2001 2002 2001
Date Rate Value Trust Securities Outstanding Dollar Amount
PECO Energy
Capital Trust Il 2037 8.00% S 25 2,000,000 2,000,000 $ 50 $ 50
PECO Energy
Capital Trust IlI 2028 7.38% 1,000 78,105 78,105 78 78
Total 2,078,105 2,078,105 $ 128 § 128
ComEd Financing | 2035 8.48% S 25 8,000,000 8,000,000 $ 200 § 200
ComEd Financing Il 2027 8.50% 1,000 150,000 150,000 150 150
Unamortized Discount (20) (21)
Total 8,150,000 8,550,000 $ 330 $ 329
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The securities issued by the PECO trusts represent Company
Obligated Mandatorily Redeemable Preferred Securities of a
Partnership (COMRPS) having a distribution rate and liquida-
tion value equivalent to the trust securities. The COMRPS are
the sole assets of these trusts and represent limited partnership
interests of PECO Energy Capital, L.P. (Partnership), a Delaware
limited partnership. Each holder of a trust’s securities is entitled
to withdraw the corresponding number of COMRPS from the
trust in exchange for the trust securities so held. Each series of
COMRPS is supported by PECO’s deferrable interest subordi-
nated debentures, held by the Partnership, which bear interest
at rates equal to the distribution rates on the related series
of COMRPS.

ComEd Financing | and ComEd Financing Il are wholly
owned subsidiary trusts of ComEd. Each of these trusts’ sole
assets are subordinated deferrable interest securities issued by
ComEd bearing interest rates equivalent to the distribution rate
of the related trust security.

The preferred securities issued by each of ComEd Financing |
and ComEd Financing Il have no voting privileges, except (i) for
the right to approve a merger, consolidation or other transac-
tion involving the applicable trust that would result in certain
United States Federal income tax consequences to that trust, (ii)
with respect to certain amendments to the applicable trust
agreement, (iii) for certain voting privileges that arise upon an
event of default under the applicable trust agreement or (iv)
with respect to certain amendments to the related ComEd
guarantee agreement.

The interest expense on the debentures and deferrable
interest securities is included in Distributions on Preferred
Securities of Subsidiaries in the Consolidated Statements of
Income and is deductible for income tax purposes.
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At December 31,2002 and 2001, common stock without par value
consisted of 600,000,000 and 600,000,000 shares authorized
and 323,312,586 and 321,006,904 shares outstanding, respectively.

Stock Repurchase

In January 2000, in connection with the Merger Agreement,
PECO entered into a forward purchase agreement to purchase
$500 million of its common stock from time to time. Settlement
of this forward purchase agreement was, at PECO’s election,
on a physical, net share or net cash basis. In May 2000, PECO
utilized a portion of the proceeds from the securitization of its
stranded cost recovery to physically settle this agreement,
resulting in the repurchase of 12 million shares of common
stock for $496 million. In connection with the settlement of this
agreement, PECO received $1 million in accumulated dividends
on the repurchased shares and paid $6 million of interest.

Stock-Based Compensation Plans

Exelon maintains a Long-Term Incentive Plan (LTIP) for certain
full-time salaried employees and previously maintained a
broad-based incentive program for certain other employees.
The types of long-term incentive awards that have been
granted under the LTIP are non-qualified options to purchase
shares of Exelon’s common stock and common stock awards. At
December 31, 2002, there were 13,000,000 options authorized
for issuance under the LTIP and 2,000,000 options authorized
under the broad-based incentive program.

The exercise price of the stock options is equal to the fair
market value of the underlying stock on the date of option
grant. Options granted under the LTIP and the broad-based
incentive program become exercisable upon attainment of a
target share value and/or time. All options expire 10 years from
the date of grant. Information with respect to the LTIP and the
broad-based incentive program at December 31, 2002 and
changes for the three years then ended, is as follows:
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Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Price Price Price

Shares (per share) Shares (per share) Shares (per share)

2002 2002 2001 2001 2000 2000

Balance at January 1 14,039,996 $ 4396 15287859 S 4213  6,065897 $ 31.91

Options granted/assumed 3,938,632 4712 629,200 66.42  11,089,051@ 46.09

Options exercised (1,821,339) 3337 (1,695,474) 34.84  (1,725,058) 31.79

Options canceled (270,299) 53.62 (181,589) 52.64 (142,031) 39.95

Balance at December 31 15,886,990 45.80 14,039,996 43.96 15,287,859 4213

Exercisable at December 31 10,491,184 43.96 8,006,193 38.75 4,953,942 30.04
Weighted average fair value

of options granted during year $  13.62 $ 1959 $  16.62

(a) Includes 5.3 million options converted in the Merger.

The fair value of each option is estimated on the date of grant using the Black-Scholes option-pricing model with the following
weighted average assumptions used for grants in 2002, 2001 and 2000, respectively:

2002 2001 2000
Dividend yield 3.3% 3.2% 3.6%
Expected volatility 36.8% 36.8% 36.8%
Risk-free interest rate 4.6% 4.9% 5.9%
Expected life (years) 5.0 5.0 5.0

At December 31,2002, the options outstanding, based on ranges of exercise prices, were as follows:

Options Outstanding

Options Exercisable

Weighted

Average
Remaining Weighted Weighted
Contractual Average Average
Range of Number Life Exercise Number Exercise
Exercise Prices Outstanding (years) Price Exercisable Price
$10.01-$20.00 560,700 614 S 19.68 560,700 $ 19.68
$20.01-$30.00 926,332 4.64 25.49 926,332 25.49
$30.01-$40.00 4,668,877 753 3787 4,031,683 37.76
$40.01-$50.00 4,844,505 939 45.61 1,419,748 42.25
$50.01-$60.00 4,265,109 8.84 59.39 3,159,481 59.47
$60.01-$70.00 621,467 9.03 67.32 393,240 67.28

Total 15,886,990 10,491,184
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Exelon common stock awards under Exelon’s LTIP of 316,025
shares were issued during 2000 and 1999. Vesting for the com-
mon stock awards is over a period not to exceed 10 years from
the grant date. Compensation cost of $14 million associated
with these awards is amortized to expense over the vesting
period. The related accumulated amortization of $13 million
includes amortization expense of approximately $1 million, $5
million and $5 million during 2002, 2001 and 2000, respectively.

Exelon common share awards of 590,074, 426,794 and
159,129 shares were granted under Exelon’s LTIP and board
compensation plans during 2002, 2001 and 2000, respectively.
Total accumulated compensation cost of $60 million is to be
accrued to expense over the vesting period of up to 5 years from
the grant date. The related accumulated amortization of $37
million includes amortization expense of $20 million, $11 mil-
lion and $6 million during 2002, 2001 and 2000, respectively.

In June 2001, the Board of Directors of Exelon approved the
Employee Stock Purchase Plan (ESPP). The purpose of the ESPP is
to provide employees of Exelon, and its subsidiary companies
the right to purchase shares of Exelon’s common stock at below-
market prices. A total of 3,000,000 shares of Exelon’s common
stock have been reserved for issuance under the ESPP. Employees’
purchases are limited to no more than 125 shares per quarter
and no more than $25,000 in fair market value in any plan year.
Employees purchased 257,455 and 137,648 shares of Exelon
common stock under the ESPP in 2002 and 2001, respectively.

Fund Transfer Restrictions Under PUHCA

Under PUHCA, Exelon is precluded from borrowing or receiving
any extension of credit or indemnity from its subsidiaries and
can lend, but not borrow, from Exelon’s intercompany money
pool. Additionally, under PUHCA, Exelon, ComEd, PECO and
Generation can pay dividends only from retained, undistributed
or current earnings. However, the SEC order granted permission
to ComEd, and to Exelon to the extent we receive dividends from
ComEd paid from ComEd additional paid-in-capital, to pay up
to $500 million in dividends out of additional paid-in capital,
although Exelon may not pay dividends out of paid-in capital
after December 31, 2002 if its ratio of common equity to total
capitalization is less than 30%. At December 31,2002, Exelon had
retained earmings of $2.0 billion, which includes ComEd retained
earnings of $577 million, PECO retained earnings of $401 million
and Generation undistributed earnings of $924 million. In 2002,
Exelon recorded a reduction to shareholders’ equity of $1.0 billion
related to the minimum pension liability. At December 31, 2002,
Exelon’s common equity to total capitalization ratio was 32%.

Undistributed Earnings of Equity Method Investments
At December 31, 2002, Exelon had consolidated undistributed
earnings of equity method investments of $145 million.

The carrying amounts and fair values of Exelon’s financial assets
and liabilities as of December 31,2002 and 2001 were as follows:

2002 2001

Carrying Carrying
Amount Fair Value Amount Fair Value

Liabilities
Long-term debt (including

amounts due within one year) $ 14529 $ 15950 S 14,285 S 14,912
Preferred Securities of Subsidiaries 595 739 613 572
Fixed to floating interest rate swaps 41 41 (20) (20)
Floating to fixed interest rate swaps (1g) (11g) - -
Forward starting interest rate swaps (52) (52) (1) (1)
Energy derivatives (143) (143) 78 78




EXELON CORPORATION AND SUBSIDIARY COMPANIES

Cash and cash equivalents, customer accounts receivable
and trust accounts for decommissioning nuclear plants are
recorded at their fair value.

As of December 31,2002 and 2001, Exelon’s carrying amounts
of cash and cash equivalents and accounts receivable are repre-
sentative of fair value because of the short-term nature of these
instruments. Fair values of the trust accounts for decommis-
sioning nuclear plants, long-term debt and preferred securities
of subsidiaries are estimated based on quoted market prices for
the same or similar issues. The fair value of Exelon’s interest rate
swaps and power purchase and sale contracts is determined
using quoted exchange prices, external dealer prices, or internal
valuation models which utilize assumptions of future energy
prices and available market pricing curves.

Financial instruments that potentially subject Exelon to
concentrations of credit risk consist principally of cash equiva-
lents and customer accounts receivable. Exelon places its cash
equivalents with high-credit quality financial institutions.
Generally, such investments are in excess of the Federal Deposit
Insurance Corporation limits. Concentrations of credit risk with
respect to customer accounts receivable are limited due to
Exelon’s large number of customers and, in the case of the Energy
Delivery business, their dispersion across many industries.

Exelon has entered into fixed to floating interest rate swaps
in the aggregate amount of $485 million of fixed-rate obliga-
tions of ComEd. These swaps have been designated as fair-value
hedges, as defined in SFAS No. 133 and as such, changes in the
fair value of the swap will be recorded in earnings. However, as
long as the hedges remain effective and the underlying trans-
action remains probable, changes in the fair value of the swaps
will be offset by changes in the fair value of the hedged liabilities.
Any change in the fair value of the hedges as a result of ineffec-
tiveness would be recorded immediately in earnings. The fair mar-
ket value of these swaps was $41 million at December 31, 2002.

Under the terms of the SBG credit facility, SBG is required to
effectively fix the interest rate on 50% of the borrowings under
the facility through its maturity in 2007. As of December 31,
2002, Generation has entered into floating to fixed interest rate
swap agreements which have effectively fixed the interest rate
on $861 million of notional principal, or 83% of borrowings out-
standing at December 31, 2002. These swaps have been desig-
nated as cash flow hedges under SFAS No. 133, and as such, as

108

long as the hedge remains effective and the underlying trans-
action remains probable, changes in the fair value of these
swaps will be recorded in accumulated other comprehensive
income (loss) until earnings are affected by the variability of the
cash flows being hedged. The fair market value exposure of
these swaps was $92 million at December 31, 2002.

Exelon has also entered into floating to fixed interest rate
swaps to manage interest rate exposure associated with the
floating rate series of transition bonds issued to securitize
PECO’s stranded cost recovery. These interest rate swaps were
designated as cash flow hedges. These interest rate swaps had
an aggregate fair market value exposure of $22 million at
December 31,2002.

PECO also has interest rate swaps in place to satisfy counter-
party credit requirements in regards to the floating rate series
of transition bonds which are mirror swaps of each other. These
swaps are not designated as cash flow hedges, therefore, they
are required to be marked-to-market if there is a difference in
their values. Since these swaps are offsetting each other,a mark-
to-market adjustment is not expected to occur.

During 2002, PECO entered into forward starting interest
rate swaps, with an aggregate notional amount of $200 million,
in anticipation of the issuance of debt at PECO. These interest
rate swaps were designated as cash flow hedges. In connection
with bond issuances in 2002, PECO settled these forward start-
ing interest rate swaps resulting in a $5 million pretax loss
recorded in other comprehensive income, which is being amor-
tized over the life of the related