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U.S. Nuclear Regulatory Commission
ATTN: Document Control Desk
Washington, DC 20555-0001

Nuclear
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4300 Winfield Road
Warrenville, IL 60555

10 CFR 50.71(b)
10 CFR 72.80(b)

Braidwood Station, Units 1 and 2
Facility Operating License Nos. NPF-72 and NPF-77
NRC Docket Nos. STN 50-456 and STN 50-457

Byron Station, Units 1 and 2
Facility Operating License Nos. NPF-37 and NPF-66
NRC Docket Nos. STN 50-454 and STN 50-455

Clinton Power Station (CPS)
Operating License No. NPF-62
NRC Docket No. 50-461

Dresden Nuclear Power Station, Units 1, 2 and 3
Facility Operating License Nos. DPR-2, DPR-19 and DPR-25
NRC Docket Nos. 50-10, 50-237, 50-249 and 72-37

LaSalle County Station, Units 1 and 2
Facility Operating License Nos. NPF-11 and NPF-18
NRC Docket Nos. 50-373 and 50-374

Limerick Generating Station, Units 1 and 2
Facility Operating License Nos. NPF-39 and NPF-85
NRC Docket Nos. 50-352 and 50-353

Oyster Creek Generating Station (Oyster Creek)
Operating License No. DPR-16
NRC Docket No. 50-219

Peach Bottom Atomic Power Station, Units 1, 2 and 3
Facility Operating License Nos. DPR-12, DPR-44 and DPR-56
NRC Docket Nos. 50-171, 50-277, 50-278, and 72-29

Salem Generating Station, Units 1 and 2

Facility Operating License Nos. DPR-70 and DPR-75 \\)\DDL(/

NRC Docket Nos. 50-272 and 50-311
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Quad Cities Nuclear Power Station, Units 1 and 2
Facility Operating License Nos. DPR-29 and DPR-30
NRC Docket Nos. 50-254 and 50-265

Three Mile Island (TMI), Unit 1
Operating License No. DPR-50
NRC Docket No. 50-289

Zion Nuclear Power Station, Units 1 and 2
Facility Operating License Nos. DPR-39 and DPR-48
NRC Docket Nos. 50-295 and 50-304

Subject: Exelon Corporation Annual Financial Statements

Attached are the 2004 Annual Financial Reports for Exelon Corporation, the parent holding
company of Exelon Generation Company, LLC (EGC) and AmerGen Energy Company, LLC
(AmerGen). These Annual Reports contain the annual financial statements for 2004. This
information is being submitted in accordance with the requirements of 10 CFR 50.71(b),

10 CFR 50.4 and 10 CFR 72.80(b).

If you have any questions or require additional information, please call David Helker at
(610) 765-5525.

Respectfully,

Pamela B. Cowan

Director - Licensing & Regulatory Affairs
Exelon Generation Company, LLC
AmerGen Energy Company, LLC

Attachments: 1) Exelon Corporation Summary Annual Report
2) Exelon Corporation Financial Information

cc: Regional Administrator - NRC Region |
Regional Administrator - NRC Region Iil
NRC Senior Resident Inspector - Braidwood Station
NRC Senior Resident Inspector - Byron Station
NRC Senior Resident Inspector - Clinton Station
NRC Senior Resident Inspector - Dresden Nuclear Power Station
NRC Senior Resident Inspector - LaSalle County Station
NRC Senior Resident Inspector - Limerick Generating Station
NRC Senior Resident Inspector - Oyster Creek
NRC Senior Resident Inspector - Peach Bottom Atomic Station
NRC Senior Resident Inspector - Quad Cities Nuclear Power Station
NRC Senior Resident Inspector - Salem Generating Station
NRC Senior Resident Inspector - Three Mile Island, Unit 1
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To our shareholders

Exelon continued to build its financial record in 2004. Thanks to operating
improvements, load growth, and higher wholesale prices, 2004 adjusted
(non-GAAP) operating earnings were $1,859 million, or $2.78 per diluted
share. This constitutes an increase of 6.5 percent over comparable per
share earnings in 2003’ In the four years of its existence, Exelon’s
operating earnings have grown by an average of 7.8 percent per year.

| am especially pleased that our 2004 GAAP earnings were also $2.78 per
diluted share, an increase of more than 100 percent over 2003 GAAP
earnings. Our consolidated GAAP earnings reflect several events, including
earnings from investments in synthetic fuel-producing facilities, losses
associated with debt retirements, severance and severance-related
charges, accounting changes, charges associated with our investments
in Boston Generating and Sithe, and costs associated with the proposed
merger with PSEG. In 2004, we had none of the large write-offs that
marred 2003 performance.

*For a reconciliation of adjusted {non GAAP) operating earnings to GAAP {accounting principles generally accepted in the United States) earnings, see Exelon’s fourth quarter
earnings release, issued January 25, 2005, posted on the Investor Relations page at www.exeloncorp.com and included in the 8-K filed with the SEC on that date.




We are not there yet.
But we make progress
every day. And | will not
rest until it is so.

This financial performance has made Exelon the most highly valued utility
in the nation, with a year-end capitalization of $29.3 billion, and has rewarded
you, our shareholders, with one of the best overall returns in the industry.
Adjusted for the 2-for-1 stock split completed in May, our overall stock price
rose by 33 percent over the course of the year, from $33.18 on December 31,2003
to $44.07 on December 31, 2004. Exelon’s total return for 2004, measured

by stock appreciation and assuming dividends are reinvested, exceeded

37 percent. In contrast, the 2004 total return of the companies that comprise
the Philadelphia Utility Index was 26 percent, the total return of the S&P
Electrics was 24 percent and the total return of the S&P 5oo was 11 percent.
More significantly, from the completion of the Unicom/PECO merger in
October 2000 to the end of 2004, Exelon’s total return has exceeded 70 percent.
In contrast, the total average return for a comparable investment in companies
included in the Philadelphia Utility Index would have been 21 percent, and
for the S&P 500 would have been a loss of 7 percent.

The Exelon Board of Directors raised the dividend rate on three separate
occasions last year. In January, we raised the annual dividend rate from $1.00
to $1.10,a 10 percent increase. In July, the Board again voted to increase the
dividend, this time by 12 cents annually to $1.22 per share. The Board also
approved a policy targeting dividend payout at 50 to 60 percent of ongoing
earnings. In October, with increasing confidence in earnings and cash flow
improvements, the Board raised the annual rate yet again to $1.60 per share,
an increase of 31 percent. Exelon now has a fully competitive dividend.

Our performance demonstrates that we are realizing the promise of the
PECO/Unicom merger. In the early 1990s, both PECO and ComEd were high-
cost, urban utilities with histories of expensive nuclear plants and troubled
nuclear operations. Today, as Exelon affiliates, they are part of one of the
most successful utilities in the country, with a solidly performing nuclear
fleet that is the largest in the country, a dramatically strengthened balance
sheet, and rates that have moderated. Improved nuclear operations are now
holding wholesale rates lower than they otherwise would be in both ComEd
and PECO’s territories.

Our performance likewise sets our expectation for the promise that can be
realized from our recently announced merger with Public Service Enterprise
Group. PSEG is a natural partner for Exelon. The two companies enjoy compli-
mentary assets, geography and strategies, and already have a history of
partnership. When finally approved by a long list of federal and state agencies,
the merger will create the nation’s largest utility holding company, with
more than $70 billion in total assets, and serving more than 7 million electric
customers and 2 million gas customers in three major metropolitan areas.
More importantly, it will result in a stronger company, one built on Exelon’s
nuclear prowess and strong balance sheet, and PSEG's expertise in distribution
operations and experience with retail auctions.




For the very first time, we will create an integrated U.S. electric system with
the scope and scale of European and Japanese companies —a company that
can successfully compete in the emerging national market.

The key to our success - past, present and future — is our total commitment
to the Exelon Vision Statement, and our unrelenting effort to implement it.
Exelon can only provide reliable service to our customers, exceptional value
to you, our shareholders, and become the best and most consistently profitable
electric and gas company in the nation, if we live up to our commitments,
perform at world-class levels and continue to build value through disciplined
financial management.

We are not there yet. But we make progress every day. And I will not rest
until it is so.

UNRELENTING EFFORT

We are a low-cost wholesale provider in a growing and increasingly competi-
tive wholesale market. You are ail familiar with the remarkable job that our
nuclear team — management and employees — have done in reviving our
nuclear program. The average annual nuclear capacity factor has increased
from 47 percent at ComEd in 1997 to 93+ percent for the entire fleet in 2004.
Nuclear production costs have decreased from $26.80/MWh at ComEd in
1997 to $12.43/MWh fleet-wide in 2004. Under John Young and Chris Crane’s
careful leadership, our nuclear capacity factor during the critical summer
months actually exceeded 97 percent, while our non-nuclear generating
facilities reached record levels of commercial availability.

We have succeeded despite volatile wholesale markets. Under lan McLean’s
watchful eye, we made money when markets were down, and we are making
more maney now that the markets are recovering. Given our strength as a low-
cost generator, we are able to optimize the financial value of the commodity
we generate by actively managing our exposure to economic and commodity
price cycles. Our record has been one of solid risk management, commercial
responsiveness and the successful matching of physical assets to load.

We have successfully cut costs across our entire business. The Exelon Way,
our ongoing effort to simultaneously improve performance and wring out
unnecessary operation and maintenance, and capital expense across our
entire business, met our announced goal of $300 million of total program,
after-tax cash savings during 2004. Jack Skolds, Frank Clark, Denis O’'Brien
and Ruth Ann Gillis have been engaged in an all-out effort to bring The
Exelon Way to our energy delivery business by adapting and applying the
nuclear management model to the wires business by the end of this year.
We are focused on the fundamentals of productivity improvement, cost
management and operational excellence. Similarly, Pam Strobel and her
team have captured significant savings in Business Services through
aggressive management of IT and the Supply Chain.




We do not foresee a

clean, or simple future.

But we would not
trade our platform
with any other utility.

We have steadily improved our balance sheet. Bob Shapard and Barry Mitchell
have overseen the retirement of over $1.2 billion of long-term debt and
preferred stock in 2004, as well as over $700 million in transition debt. We
also made substantial progress in efforts to strengthen ComEd’s balance sheet.
As a consequence, debt as a percentage of total capitalization continues

to decrease, interest coverage continues to strengthen, cash flow continues
to improve and shareholders’ equity increased by over $goo million in 2004.

We also have liquidated most of our unprofitable business ventures.

Thanks to the efforts of George Gilmore and his team, we completed the

sale of substantially all remaining Enterprises businesses. Moreover, we
completed the sale of Boston Generating back to its lenders, which eliminated
approximately $1.0 billion of outstanding debt from our balance sheet, and
completed the sale of most of the remaining Sithe assets to Dynegy at the
end of January 200s.

And finally, we are determined to more effectively engage our employees

in this ongoing effort to make Exelon the best electricity and gas company
in the country. We recognize that our efforts to improve productivity and
financial performance have placed great demands upon our workforce. We
do understand the stress caused by doing more with less. Our employees
participate in a generous compensation system, one that includes annual
bonuses tied to earnings and operating performance. They also enjoy one of
the most competitive benefit programs in the nation, including pension plans
that are being greatly strengthened by almost $2.0 billion in contributions
made possible by our improved financial condition. But if we are to enlist
their active participation, we must also offer them greater consideration,
and more consistent respect, even as we seek to change the work culture.
Gary Snodgrass and his HR team are constantly looking for ways to improve
employee engagement, to give our employees not only a stake, but even
more important a sense of pride, in all that we have accomplished.

MAKING COMPETITION WORK

We remain deeply committed to competitive wholesale markets. Thanks to
the tireless efforts of Betsy Moler and her team, ComEd has now successfully
joined PECO in PIM, the foremost regional transmission organization in the
country. Every month, PJM member companies do in excess of 1 million
wholesale transactions, making PJM the largest market of its kind in the world.
Joining PJM has dramatically enhanced competitive opportunities for our
midwestern generation resources, deepening our trading opportunities and
increasing our control over production costs.

Our PIM membership also has facilitated the development of an effective
procurement strategy for our lllinois residential customers. In 2003, Exelon
attempted to extend Exelon Generation’s role as the sole source provider for
ComEd'’s reqgulated residential customers. That proposal did not succeed, in
part, because competitors and consumer advocates wanted to ensure that




residential customers received electricity at prices that more directly
reflected the wholesale price of power. After an extensive stakeholder
process, the Illinois Commerce Commission staff and many stakeholders
have now recommended an auction process, similar to that employed in
New Jersey, to accomplish that result. Our participation in the larger PIM
market makes that auction far more effective for our customers.

And we continue our effort to develop an effective environmental strategy.
Our nuclear fleet should be seen as a great asset in a time of tightening
environmental requirements. While we are the fourth largest generator
nationwide, among our peer group we rank dead last in total CO, emissions,
dead last in total NOx emissions, and next to last in SO, emissions. The
significance of our low emissions profile can only grow as policy makers
worldwide take action to address clean air and global climate issues. Yet
because of the government’s continuing delays in resolving the high-level
waste issue, nuclear is too often discounted as a future generation source.

I am pleased to report that the National Commission on Energy Policy, which
| co-chaired, recognized the important role that nuclear can play in addressing
both future energy and environmental needs in its recently published report
“Ending the Energy Stalemate: A Bipartisan Strategy to Meet America’s
Energy Challenges.”

LEADING THE WAY

As we look to the future, we know many things. We know that fundamental
utility obligations remain imperative — this is still a business about providing
real service, with real assets, to real customers. We know that maintaining
our position as a low-cost provider will remain critically important. We know
that public officials will continue to demand that electricity be supplied with
high reliability at an acceptable price. We know that wholesale competition
continues to grow, and that the benefits of wholesale competition are
becoming more and more evident. And we know that ours is a mature
industry, one where growth can best be assured by increased productivity
and continued consolidation.

There are also many things that we cannot know. There are now three
competing models for the industry playing in various regions of the country,
and we do not know which, if any, will define retail business in the future.
The states in which we do business continue to support wholesale competi-
tion and are working constructively to marry wholesale competition with
regulated retail service. Other states, however, have retained or are returning
to monopolistic franchises, or integrated resource management, where
regulators make the initial decision of what the utility should buy. At least
for the foreseeable future, the state of competition will vary from state to
state and from year to year.

We have developed a robust platform for dealing with both the knowns and
the unknowns of this business. We have written-off most of the cost of our




nuclear fleet, while dramatically improving its performance and reducing

its operating costs. We have placed that fleet in a market-based generation
company that operates in competitive states. We have sold the ComEd coal
fleet, thereby creating a competitive market in Northern Illinois. By joining
ComEd with PECO in PIM, we have ensured that both our retail affiliates, and
much of our generation business, operate in a common, highly successful
competitive market.

We are dramatically extending our platform through the recently announced
PSEG merger. Acquiring PSEG satisfies both our near-term financial criteria
and our longer term strategic objectives. Once completed, the merger will
afford us greater scope, scale and cost synergies. It will assure greater diversity
of regulation and markets. Most importantly, it has the potential to deliver
years of continued growth, much as the original PECO/Unicom merger has
done. My sincere thanks to Randy Mehrberg and his Exelon team for their
efforts in putting this deal together, to J/im Ferland and the PSEG management
team for their hard work and courage, and to the Boards of both companies
for both their questions and confidence.

We do not foresee a clean, or simple future. But we would not trade our
platform with any other utility. We are Exelon, one company, with one vision,
striving to deliver exceptional service to our customers, and extraordinary
value to our shareholders.

AJM

John W, Rowe

Chairman, President and CEQ
Exelon Corporation

April 4, 2008

This communication is not a solicitation of a proxy from any security holder of Exelon Corporation or
Public Service Enterprise Group Incorporated. Exelon has filed a Registration Statement on form S-4
with the SEC (Registration No. 333-122704) containing a preliminary joint proxy statement/prospectus
regarding the proposed transaction involving Exelon Corporation and Public Service Enterprise
Group Incorporated. We urge investors and security holders to read the definitive joint proxy
statement/prospectus regarding the proposed transaction and any other relevant docurnents
when they become available, because they will contain important information about Exelon, PSEG
and the proposed merger. Investors and security holders will be able to obtain these materials
{when they are available) and other documents filed with the SEC free of charge at the SIC's
website www.sec gov. In addition, a copy of the defimtive joint proxy statement/prospectus

{when it becomes available) may be obtained free of charge from Exelon Shareholder Services,

10 South Dearborn Street, PO. Box 805398, Chicago, lllinois 60680-5398, or from PSEG, Investor
Relations, 80 Park Plaza, PO. Box 171, Newark, New Jersey o7101-1171.

The respective directors and executive officers of Exelon and PSEG and other persons may be
deemed to be participants in the solicitation of proxies in respect of the proposed transaction.
Information regarding Exelon’s and PSEG's directors and executive officers and other participants
in the solicitation and a description of their direct and indirect interests, by security holdings or
otherwise, is available in the preliminary joint proxy statement/prospectus contained in the
above-referenced Registration Statement on Form S-4.
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today

tomorrow

5.2

Each of our 5.2 million customers
Tooks to us for reliable service

Realizing our commitment to customers...

This is still a business about delivering real service, from real assets,
to real customers.

Exelon is a recognized nuclear and financial leader. We have the largest
and one of the better performing nuclear fleets in the country. We have
shown outstanding financial discipline. We have invested over $3 billion
in recent years in new transmission and distribution infrastructure, and
we are working every day to apply the lessons learned in nuclear and
finance to our distribution business. We still have much to do, but every
day we get better.

Exelon will be recognized as a public service leader, the nation’s foremost
electric and gas utility. While competition has changed the way we price
our generation product, it will never change our fundamental commitment
to reliable delivery service. Millions of customers depend upon us every
day, and every day we will work to improve our productivity, improve our
service, and improve our customer satisfaction.

n




12

today

tomorrow

Realizing our commitment to competition...

Continuous improvement and world-class performance are the keys
to success in emerging competitive markets.

Exelon is a leading proponent of regional competition. We remember
the days when cost-plus ratemaking led to increasing rates, deteriorating
service, and economic disadvantage in the regions we served. Now, we
strive every day to reduce our production costs, improve our service, and
realize world-class performance. As a consequence, average rates in our
service territories have moderated and even decreased compared to other
urban areas, and our shareholders enjoy one of the best total returns

in the industry. Competition works.

Exelon will be the first truly national utility. As the benefits of competition
become more apparent, wholesale competition will grow in other regions,
and Exelon will be well positioned to grow with it. Our low-cost nuclear
fleet, our financial discipline and our commitment to continuous
improvement will be an advantage for us in the emerging national market.

1st O

Relentlessly pursue top quartile
performance in everything we do
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today

tomorrow

100%

Our goal: 100 percent compliance,
100 percent of the time

Realizing our obligation to the environment...

In a world increasingly concerned about global climate change, nuclear
power will play a pivotal role.

Exelon is a good safety and environmental steward. Our accident rate in
nuclear and our OSHA recordables in Exelon Energy Delivery are among
the best in the industry. And although we rank fourth in overall generation,
our large nuclear fleet means we rank last among our peer group in
NOx emissions, last in CO, emissions, and next to last in SO, emissions.

Exelon will be in the forefront of industry efforts to combat global
warming. According to the National Commission on Energy Policy, the
crucial challenge of capping and ultimately reducing greenhouse gas
emissions will be considerably more difficult without nuclear. The
successful relicensing of our existing fleet, and the successful licensing
of advanced nuclear designs through the NuStart consortium, will aid
in reducing future greenhouse gas emissions, as well as our reliance on
foreign energy sources.




today

tomorrow

Realizing our commitment to employees...

To do more with less, employees must have a stake and a sense of pride
in what is being accomplished.

Exelon is engaged in an all-out effort to extend our nuclear success

to other parts of our business through The Exelon Way. Our goal is to
optimize the work we do, and the way we do it, and build a unified, high-
performance organization. We recognize, however, that enlisting the
enthusiasm and creativity of our employees is critical to our success. We
must listen and communicate better, and show respect most of all.

Exelon will redefine what it means to work for a utility. Just as industry
restructuring has created new opportunities for the company as a whole,
it has created new incentives for our employees as well. In a competitive
world, a successful company provides a challenging and diverse work
environment that develops and encourages employees to be their best.
It is also a place where employees are committed to improving productivity,
service and customer relations.

17,300

Engaging our entire workforce
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today

tomorrow

No.1

Our goal: exceptional service,
extraordinary value

Realizing our commitment to shareholders...

The faces may change, but the Vision remains. Exelon is one Company,
with one Vision —to be the finest electric and gas company in the country.

Exelon is one of the most successful utilities in country, with the largest
nuclear fleet, a strong balance sheet, and the largest market cap in the
industry. It is also one of the most profitable, with a total return over the
past four years exceeding 70 percent. We have delivered extraordinary
value to our shareholders.

Exelon has the potential to set the standard for the industry. Our
impending merger with PSEG will afford us greater scope, scale and

cost synergies, and has the potential to deliver growth for years to come.
By combining Exelon's nuclear and balance sheet prowess with PSEG’s
strong distribution performance and auction savvy, we have a rare
opportunity to create the finest electric and gas company in the nation.
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Strategy and Policy Committee

Robert s. Shapard

ve Vice President and Chlef Fmancuﬂ Ofﬁcer :

John W. Rowe -
Chalrman Presu‘lent and Ch1ef Executlve Officer ..

Frank M. Clark

’s.Gary Snodgrass
- Executive Vice President and Chief Human Resources Officer

; VEhzabeth A Moler -
: Executive Vice Prestdent. Govemment and Envnonmental Affalrs
. and Public Pohcy )

‘John F. Young ; T
; Executive Vice esuien Exel and President, Exelon Gener:
“lan P.McLean - T '

Exécutive Vice President, Exelon and President, Power Team *

*Oliver D. ngsley Jr. retired on November 1, 2004. During his 7 years with Exelon,

; Oliver transformed the per_farmance of the company’s nuclear fleet, and was
instrumental in developing the next generation of Exelon’s operational leadership. -
We are grateful to Oliver for his extraordinary contributions.
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John M. Palms, Ph.D." ; : ;
Distinguished Preswdent Emeritus, University of South Cafph'n;
Edgar D. Jannotta -
C‘halrma William Blair
Edward A, Brennan

Retired Chahman and Chief Execu Ofﬁcer

Richard L. Thoma
Retired Chairman, First Chicago NBD Corporation

“Board of Directors ‘

Fred DiBona passed away on January 11, 2005. A tremendous asset to Exélons ;
ird, Fred brought profound Jjudgment and a delightful sense of humor to -
oard deliberations. He was a good friend, and will be mlssed
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Summary of Earnings and Financial Condition

Results for 2000 reflect the effects of the merger of Exelon, Unicom and PECO on October 20, 2000. That merger was
accounted for using the purchase method of accounting with PECO as the acquiring company. Accordingly, financial results
for 2000 consist of PECQO’s results for 2000 and Unicom's results after October 20, 2000.

For the Years Ended December 31,

in millions, except for per share data 2004 2003 2002 2001 2000
Statement of Income data: _
Operating revenues $14,515 $15,812 $14,955 $14,918 $ 7,499
Operating income 3,433 2,277 3,299 3,362 1,527
Income before cumulative effect of changes

in accounting principles $ 1,841 $ 793 $ 1,670 $ 1,416 $ 562
Cumulative effect of changes in accounting principles

(net of income taxes) 23 112 (230) 12 24
Net income $ 1,864 $ 905 $ 1,440 $ 1,428 $ 586
Earnings per average common share (diluted):
Income before cumulative effect of changes

in accounting principles ' $ 275 $ 1.21 $ 257 $ 219 $ 1.38
Cumulative effect of changes in accounting principles

(net of income taxes) 0.03 0.17 (0.35) 0.02 0.06
Net income 2.78 $ 138 $ 222 $ 221 $ 144
Dividends per common share $ 1.26 0.96 $ 088 $ 09 $ 046
Average shares of common stock outstanding — diluted 669 657 649 645 408

December 31,

in millions 2004 2003 2002 2001 2000
Balance Sheet data:
Current assets $ 3,926 $ 4,561 $ 4,125 $ 3,735 $ 4,151
Property, plant and equipment, net 21,482 20,630 17,957 14,665 15,914
Noncurrent regulatory assets 4,790 5,226 5,546 5,774 6,045
Goodwill 4,705 4,719 4,992 5,335 5,186
Other deferred debits and other assets 7,867 6,800 5,249 5,460 5,378
Total assets $42,770 $41,936 $37,869 $34,969 $36,674
Current liabilities . $ 4,882 $ 5720 $ 5874 $ 4,370 $ 4,993
Long-term debt, including long-term debt to financing trusts 12,148 13,489 13,127 12,879 12,958
Regulatory liabilities 2,204 1,891 486 225 1,888
Other deferred credits and other liabilities 13,984 12,246 9,968 8,749 8,959
Minority interest ’ 42 - 77 31 31
Preferred securities of subsidiaries @ 87 87 595 613 630
Shareholders’ equity 9,423 8,503 7,742 8,102 7,215
Total liabilities and shareholders’ equity $42,770 $41,936 $37,869 $34,969 $36,674

(a) The mandatorily redeemable preferred securities of ComEd and PECO were reclassified as long-term debt to financing trusts in 2003 in accordance with FIN 46-R
(revised December 2003), “Consolidation of Variable Interest Entities™ {FIN 46-R) and FIN 46, “Consolidation of Variable Interest Entities” (FIN 46).

EXELON CORPORATION AND SUBSIDIARY COMPANIES

25
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Discussion of Financial Results - Exelon

Results of Operations

Favorable
(Unfavorable)
in millions, except for per share data 2004 2003 Variance
Operating revenues $14,515 $15,812 $(1.297)
Purchased power and fuel expense 5,082 6,375 1,293
Impairment of Boston Generating, LLC long-lived assets - 945 945
Operating and maintenance expense 3,976 4,508 532
Deprecialion and amortization expense 1,305 1,126 (179)
Operating income 3,433 2,277 1,156
Other income and deductions (921) (1.148) 227
Income before income taxes, minority interest and cumulative effect
of changes in accounting principles 2,512 1,129 1,383
Income taxes 692 33 (361)
Income before cumulative effect of changes in accounting principles 1,841 793 1,048
Net income 1,864 905 959
Diluted eamings per share 2.78 1.38 1.40

Net Income. Net income for 2004 reflects income of $32 million, net of income taxes, for the adoption of FIN 46-R, partially offset
by a loss of $9 million, net of income taxes, related to the adoption of Emerging Issues Task Force (EITF) Issue No. 03-16,
“Accounting for Investments in Limited Liability Companies” (EITF 03-16). Net income for 2003 reflects income of $112 miillion,
net of income taxes, for the adoption of SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS No. 143). See
Note 1 of Exelon's Notes to Consolidated Financial Statements within its 2004 Form 10-K for further information regarding the
adoptions of FIN 46-R, EITF 03-16 and SFAS No. 143,

Operating Revenues. Operating revenues decreased primarily due to decreased revenues at Enterprises due to the sale of the
majority of its businesses since the third quarter of 2003, the sale of Boston Generating and Generation's adoption of EITF No.
03-11, “Reporting Realized Gains and Losses on Derivative Instruments That Are Subject to FASB Statement No. 133,
‘Accounting for Derivative Instruments and Hedging Activities,” and Not ‘Held for Trading Purposes’ as Defined in EITF Issue
No. 02-3, ‘Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy
Trading and Risk Management Activities™ (EITF 03-11) in the first quarter of 2004, which changed the presentation of certain
power transactions and decreased 2004 operating revenues by $980 million. The adoption of EITF 03-11 had no impact on net
income. Operating revenues were favorably affected by Generation’s acquisition of the remaining 50% of AmerGen and the
consolidation of Sithe. Operating revenues were also favorably affected by Energy Delivery's increased volume growth and
transmission revenues collected from PJM, partially offset by unfavorable weather conditions and customer choice initiatives.

Purchased Power and Fuel Expense. Purchased power and fuel expense decreased primarily due to Generation’s adoption of
EITF 03-11 during 2004 which resulted in a decrease in purchased power expense and fuel expense of $980 million. In addi-
tion, purchased power decreased due to Generation’s acquisition of the remaining 50% of AmerGen in December 2003, which
was only partially offset by an increase in fue! expense, and the sale of Boston Generating. Purchased power represented 24%
of Generation's total supply in 2004 compared to 37% in 2003. Purchased power also decreased due to Energy Delivery's
unfavorable weather conditions and customer choice initiatives, partially offset by volume growth and transmission costs paid
to PUM.

Impairment of the Long-Lived Assets of Boston Generating. Generation recorded a $945 million charge (before income taxes)
during 2003 to impair the long-lived assets of Boston Generating.
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Discussion of Financial Results — Exelon

(continued)

Operating and Maintenance Expense. Operating and maintenance expense decreased primarily as a result of decreased
expenses at Enterprises due to the sale of the majority of its businesses since the third quarter of 2003 and decreased
severance and severance-related expenses, partially offset by increased expenses at Generation due to the acquisition of the
remaining 50% of AmerGen and the consolidation of Sithe. Operating and maintenance expense increased $65 million due to
investments in synthetic fuel-producing facilities made in the fourth quarter of 2003 and the third quarter of 2004.

Depreciation and Amortization Expense. The increase in depreciation and amortization expense was primarily due to additional
plant placed in service at Energy Delivery and Generation, the acquisition of the remaining 50% in AmerGen in December
2003, the consolidation of Sithe and the recording and subsequent impairment of an asset retirement cost (ARC) at Generation
in 2004. See Note 14 of Exelon’s Notes to Consolidated Financial Statements within its 2004 Form 10-K for additional
information. The increase also resulted from increased amortization expense due to investments made in the fourth quarter of
2003 and the third quarter of 2004 in synthetic fuel-producing facilities and increased competitive transition charge amortization
at PECO. These increases were partially offset by reduced depreciation and amortization expense at Enterprises due to the
sale of a majority of its businesses since the third quarter of 2003.

Operating Income. Exclusive of the changes in operating revenues, purchased power and fuel expense, the impairment of
Boston Generating’s long-lived assets, operating and maintenance expense and depreciation and amortization expense
discussed above, the change in operating income was primarily the result of increased taxes other than income in 2004 as
compared to 2003, primarily due to the reduction of certain real estate tax accruals at PECO and Generation during 2003.

Other Income and Deductions. Other income and deductions reflects interest expense of $905 million, equity in losses of
unconsolidated affiliates of $153 million, debt retirement charges of $130 million (before income taxes) recorded at ComEd in
2004 associated with an accelerated liability management plan, impairment charges of $255 million (before income taxes)
recorded during 2003 related to Generation’s investment in Sithe, an $85 million gain (béfore income taxes) on the 2004 sale of
Boston Generating and a $35 million aggregate net gain on the sale of investments and assets of Thermal in 2004 (before in-
come taxes and net of debt prepayment penaities). Equity in earnings of unconsolidated affiliates decreased by $186 million
due to the acquisition of the remaining 50% of AmerGen in December 2003, the deconsclidation of certain financing trusts dur-
ing 2003 and investments in synthetic fuel-producing facilities made in the fourth quarter of 2003 and the third quarter of 2004.

Effective Income Tax Rate. The effective income tax rate was 27.5% for 2004 compared to 29.3% for 2003. The decrease in the
effective rate was primarily attributable to investments in synthetic fuel-producing facilities made in the fourth quarter of 2003
and the third quarter of 2004.
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Discussion of Financial Results - by Business Segment

Results of Operations by Business Segment

The comparisons of 2004 and 2003 operating results set forth below include intercompany transactions, which are eliminated in
Exelon’s consolidated financial statements.

Transfer of Exelon Energy Company from Enterprises to Generation. Effective January 1, 2004, Enterprises’ competitive retail
sales business, Exelon Energy Company, was transferred to Generation. The 2003 information related to the Enterprises and
Generation segments discussed below has been adjusted to reflect the transfer of Exelon Energy Company from the
Enterprises segment o the Generation segment. Exelon Energy Company's 2003 results were as follows:

in millions

Total revenues $834

Intersegment revenues 4

Operating revenue and purchased power from affiliates 209
Depreciation and amortization 2
Operating expenses 857
Interest expense 1

Loss before income taxes (29)
Income taxes (11)
Net loss (18)

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

Favorable
{Unfavorable)
in millions 2004 2003 Vanance
Energy Delivery $1,128 $1,170 S (42)
Generation 641 (259) 900
Enterprises (13) (117) 104
Corporate 85 (1) 86
Total $1,841 $ 793 $1,048
Net Income (Loss) by Business Segment
Unigvorsie
in millions 2004 2003 Variance
Energy Delivery $1.128 $1,175 $(47)
Generaticn 673 (151) 824
Enterprises (22) {118) 96
Corporate 85 1) 86
Total $1,864 $ 905 $959
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Results of Operations — Energy Delivery

Discussion of Financial Results — Energy Delivery

Favorable
{Unfavorable)
in millions 2004 2003 Variance
Operating revenues $10,290 $10,202 $ 88
Operating expenses
Purchased power and fuel expense 4,760 4,597 (163}
Operating and maintenance 1,444 1,669 225
Depreciation and amortization 928 873 (55)
Taxes other than income 527 440 (87)
Total operating expense 7,659 7,579 (80)
Operating income 2,631 2,623 8
Other income and deductions
Interest expense (672) (747) 75
Distributions on mandatorily redeemable preferred securities (3) (39) 36
Equity in losses of unconsolidated affiliates (44) - (44)
Other, net (78) 51 (129)
Total other income and deductions (797) (735) (62)
Income before income taxes and cumulative effect of a change
in accounting principle 1,834 1,888 (54)
Income taxes 706 718 12
Income before cumulative effect of a change in accounting principle 1,128 1,170 (42)
Cumulative effect of a change in accounting principle - 5 (5)
Net income $ 1,128 $ 1,175 $ (47)

Energy Delivery's net income in 2004 decreased primarily due to costs associated with ComEd’s accelerated retirement of
long-term debt, reflected in other income and deductions — other, net, offset in part by lower interest expense. Operating
income, while reflecting various changes in operating revenues and expenses, was relatively unchanged between periods.
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Discussion of Financial Results — Generation

Results of Operations - Generation

As previously described, effective January 1, 2004, Exelon contributed its interest in Exelon Energy Company to Generation.
Exelon Energy Company was previously reported as a part of the Enterprises segment. For comparative discussion and
analysis, Exelon Energy Company's results of operations have been included within Generation’s results of operations as if this
transfer had occurred on January 1, 2003.

(Unfavorabies
in millions 2004 2003 Variance
Operating revenues $7,938 $8.760 S (822)
Operating expenses

Purchased power 2,325 3.630 1,305
Fuel 1,845 2,115 270
Operating and maintenance 2,273 1,886 (387)
Impairment of Boston Generating, LLC long-lived assets - 945 945
Depreciation and amortization 294 201 (93)
Taxes other than income 171 121 (50)
Total operating expense 6,908 8.898 1,990
Operating income (loss) 1,030 (138) 1,168
Other income and deductions
Interest expense (167) (89) (78)
Equity in earnings (losses) of unconsolidated affiliates (14) 49 (63)
Other, net 143 (267) 410
Total other income and deductions (38) (307) 269
Income (loss) before income taxes, minority interest, and cumulative effect
of changes in accounting principles 992 (445) 1,437
Income taxes 372 (190) (562)
Income (loss) before minonty interest and cumulative effect of changes
in accounting principles 620 (255) 875
Minority interest 21 (4) 25
Income (lnss) before cumulative effect of changes in accounting principles 641 (259) 900
Cumulative effect of changes in accounting principles (net of income taxes) 32 108 (76)
Net income (loss) $ 673 $ (151) $ 824

Generaticn’s net income in 2004 increased from 2003 due to a number of factors. The increase in Generation's 2004 net
income was driven primarily by charges incurred in 2003 for the impairment of the long-lived assets of Boston Generating of
3945 million (before income taxes) and the impairment and other transaction-related charges of $280 million (before income
taxes) related to Generation's investment in Sithe. Also, 2004 results were favorably affected by the acquisition of the remaining
50% of AmerGen and an increase in revenue, net of purchased power and fuel expense, primarily due to the decrease in aver-
age realized costs resulting from the increased success in the hedging program of fuel costs in 2004.

Cumulative effect of changes in accounting principles recorded in 2004 included a benefit of $32 million, net of income
taxes, related to the adoption of FIN 46-R and in 2003 included income of $108 million, net of income taxes, related to the
adoption of SFAS No. 143.
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Discussion of Financial Results — Enterprises

Results of Operations — Enterprises

As previously described, effective January 1, 2004, Enterprises contributed its interest in Exelon Energy Company to
Generation. Exelon Energy Company was previously reported as a part of the Enterprises segment. For comparative discussion
and analysis, the results of Exelon Energy Company have been excluded from Enterprises’ 2003 results of operations dis-
cussed below.

Favorable

(Unfavorable)

in millions 2004 2003 Variance

Operating revenues $155 $ 923 $(768)

Operating and maintenance expense 211 1,027 816

Operating loss : (62) (139) 77
Loss before income taxes, minority interest and cumulative effect

of changes in accounting principles ) (187) 180

Loss before cumulative effect of changes in accounting principles (13) (117) 104

Net loss (22) (118) 96

The decrease in Enterprises’ net loss before cumulative effect of changes in accounting principles in 2004 was primarily due to
a decrease in operating and maintenance expense, partially offset by a decrease in operating revenues. Depreciation and
amortization expense decreased $23 million before income taxes from 2003 to 2004 primarily as a result of the sale of the
majority of property, plant and equipment since September 2003. In 2004, Enterprises recorded impairment charges of invest-
ments of $15 million before income taxes due to other—than-temporary' declines in value, partially offset by 2003 charges for
impairment of investments of $46 million before income taxes and a net impairment of other assets of $8 million before income
taxes. The adoption of EITF 03-16 increased the 2004 net loss by $9 million. The adoption of SFAS No. 143 increased the 2003
net loss by $1 million, net of income taxes.
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Exelon Corporation

Consoliclated Statements of Income

For the Years Ended December 31,

in millions, ixceplt per share data 2004 2003 2002
Operating revenues $14,515 $15,812 $14,955
Operating expenses
Purchased power 2,727 3,459 3.262
Purchased power from AmerGen Energy Company, LLC - 382 273
Fuel 2,355 2,534 1,727
Impairment of Boston Generating, LLC long-lived assets - 945 -
Operating and maintenance 3,976 4,508 4,345
Depreciation and amortization 1,305 1,126 1,340
Taxes other than income 719 581 709
Total operating expenses 11,082 13,535 11,656
Operating income 3,433 2,277 3,299
Other income and deductions
Interest expense (548) (869) (964)
Interest expense to affiliates (357) (12) (2)
Distributions on preferred securities of subsidiaries (3) (39) (45)
Equity in earnings (losses) of unconsolidated affiliates (153) 33 80
Other, net 140 (261) 304
Total other income and deductions (921) (1,148) (627)
Income before income taxes, minority interest and cumulative effect
of charnges in accounting principles 2,512 1,129 2,672
Income taxes 692 331 998
Income before minority interest and cumulative effect of changes
in accecunting principles 1,820 798 1,674
Minority interest 21 (5) (4)
Income before cumulative effect of changes in accounting principles 1,841 793 1,670
Cumulative effect of changes in accounting principles (net of income taxes of
$17, $69 and $(30) in 2004, 2003 and 2002, respectively) 23 112 (230)
Netincome $ 1,864 S 905 $ 1,440
Average shares of common stock outstanding
Basic 661 651 645
Diluted 669 657 649
Earnings per average common share - basic:
Income before cumulative effect of changes in accounting principles $ 279 S 122 $ 259
Cumulative effect of changes in accounting principles 0.03 0.17 (0.36)
Net income $ 282 $ 139 $ 223
Earnings per average common share - diluted:
Income before cumulative effect of changes in accounting principles $ 275 S 121 $ 257
Cumulative effect of changes in accounting principles 0.03 0.17 (0.35)
Net income $ 278 1.38 $ 222
Dividend: per common share $ 1.26 0.96 $ 088

The information in the Consolidated Statements of Income shown above s a replication of the information in the Consolidated Statements of Income in Exelon’s 2004 Form
10-K. For cemplete consolidated financial statements, including notes, please refer to pages 134 through 224 of Exelon's 2004 Form 10-K filed with the Secunties and
Exchange Commission (SEC). See also management's discussion and analysis of financial condition and results of operation, which includes a discussion of critical

accounting policies and estimates, on pages 46 through 130 of Exelon’s 2004 Form 10-K filed with the SEC.
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Exelon Corporation

Consolidated Statements of Cash Flows

For the Years Ended December 31,

in millions - 2004 2003 2002
Cash flows from operating activities
Net income $ 1,864 $ 905 $ 1,440
Adjustments to reconcile net income to net cash flows provided by operating activities:
H Depreciation, amortization and accretion, including nuclear fuel 1,933 1,681 1,701
Other decommissioning-related activities 169 37 -
Cumulative effect of changes in accounting principles (net of income taxes) (23) (112) 230
Impairment of investments 10 309 41
’ Impairment of goodwill and other long-lived assets 1 9390 ] -
i Deferred income taxes and amortization of investment tax credits 202 (36) 278
1 Provision for uncollectible accounts 87 94 129
Equity in (earnings) losses of unconsolidated affiliates 153 (33) (80)
(Gains) losses on sales of investments and wholly owned subsidiaries (162) 25 (199)
: Net realized {gains) losses on nuclear decommissioning trust funds (72) 16 32
; Other non-cash operating activities : (24) 18 101
; Changes in assets and liabilities
i Accounts receivables (123) 102 (357)
! Inventories - (60) (54) (37)
: Other current assets 79 (68) 45
Accounts payable, accrued expenses and other current liabilities 173 (74) 43
Income taxes 293 (271) 288
! Net realized and unrealized mark-to-market and hedging transactions 49 (10) 18
i Pension and non-pension postretirement benefits obligations (270) (144) (165)
Other noncurrent assets and liabilities 119 9 134
! Net cash flows provided by operating activities 4,398 3,384 3,642
1 Cash flows from investing activities
Capital expenditures (1,921) (1,954) (2,150)
Proceeds from liquidated damages . - 92 -
Proceeds from nuclear decommissioning trust fund sales 2,320 2,341 1,612
Investment in nuclear decommissioning trust funds (2,587) (2,564) (1,824)
Collection of other notes receivable 59 35 (35)
Proceeds from sales of investments and wholly owned subsidiaries 329 263 287
i Proceeds from sales of long-lived assets 52 10
‘ Acquisitions of businesses, net of cash acquired - (272) (445)
: Investments in synthetic fuel-producing facilities (56) - -
; Change in restricted cash 55 (92) (24)
: Net cash increase from consolidation of Sithe Energies, Inc. 19 - -
i Other investing activities (6) 32 17
: Net cash flows used in investing activities (1,736) (2,109) (2,562)
Cash flows from financing activities
! Issuance of long-term debt 232 3,015 1,223
i Retirement of long-term debt (1,629) (2,922) (2,134)
; Issuance of long-term debt to financing affiliates - 103 -
Retirement of long-term debt to financing affiliates (728) - -
Change in short-term debt 164 (355) 321
Issuance of mandatorily redeemable preferred securities - 200 -
: Retirement of mandatorily redeemable preferred securities - (250) (18)
: Payment on acquisition note payable to Sithe Energies, Inc. (27) (446) -
; Retirement of preferred stock - (50) -
: Dividends paid on common stock (831) (620) (563)
Proceeds from employee stock plans 240 181 75
: Purchase of treasury stock (82) - -
. Contribution from minority interest of consolidated subsidiary - - 43
; Other financing activities 34 (96) (43)
‘ Net cash flows used in financing activities (2,627) (1,240) (1,096)
. Increase (decrease) in cash and cash equivalents 35 35 (16)
Cash and cash equivalents at beginning of period 493 469 485
Cash and cash equivalents, including cash held for sale 528 504 469
Cash classified as held for sale on the consolidated balance sheet - 11 -
Cash and cash eguivalents at end of period $ 528 $ 493 $ 469

f The information in the Consolidated Statements of Cash Flows shown above Is a replication of the information in the Consolidated Statements of Cash Flows in Exelon's
2004 Form 10-K. For complete consolidated financial statements, including notes, please refer to pages 134 through 224 of Exelon's 2004 Form 10-K filed with the SEC.
See also management's discussion and analysis of financia! condition and results of operation, which includes a discussion of critical accounting policies and estimates,
on pages 46 through 130 of Exelon’s 2004 Form 10-K filed with the SEC.
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Exelon Corporation

Consolidated Balance Sheets

December 31,

in mihons 2004 2003
Assets
Current assets
Cash and cash equivalents $ 528 $ 493
Restricted cash and investments 31 97
Accounts receivable, net

Customer 1,649 1,567

Other 409 676
Mark-to-market derivative assets 403 337
Inventories, at average cost

Fossil fuel 230 212

Materials and supplies 312 310
Notes receivable from affiliate - 92
Deferred income taxes 68 122
Assets held for sale - 242
Other 296 413

Total current assets 3.926 4,561
Property, plant and equipment, net 21,482 20,630
Deferred debits and other assels
Regulatory assets 4,790 5,226
Nuclear decommissioning trust funds 5,262 4,721
Investments 804 955
Goodwill 4,705 4,719
Mark-to-market derivative assets 383 133
Other 1,418 991

Total deferred debits and other assets 17,362 16,745
Total assets $42,770 $41,936

The information in the Consolidated Balance Shests shown above 1s a replication of the information in the Consolidated Balance Sheets in Exelon’s 2004 Form 10-K. For
comgplete consolidated financial statements, including notes, please refer to pages 134 through 224 of Exelon's 2004 Form 10-K filed with the SEC. See also manage-
ment's discussion and analysis of financial condition and results of operation, which includes a discussion of critical accounting policies and estimates, on pages 46
through 130 of Exelon’s 2004 Form 10-K filed with the SEC.
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Exelon Corporation

Consolidated Balance Sheets

December 31,

in millions 2004 2003
Liabilities and shareholders’ equity
Current liabilities
Commercial paper $ 490 $ 326
Note payable to Sithe Energies, Inc. - 90
Long-term debt due within one year 427 1,385
Long-term debt to ComEd Transitional Funding Trust and PECO Energy Transitional Trust

due within one year 486 470
Accounts payable 1,255 1,238
Mark-to-market derivative liabilities 598 584
Accrued expenses 1,143 1,260
Liabilities held for sale - 61
Other 483 306

Total current liabilities 4,882 5,720
Long-term debt 7,292 7,889
Long-term debt due to ComEd Transitional Funding Trust and PECO Energy Transitional Trust 4,311 5,055
Long-term debt to other financing trusts 545 545
Deferred credits and other liabilities
Deferred income taxes 4,488 4,320
Unamortized investment tax credits 275 288
Asset retirement obligations 3,981 2,997
Pension obligations 1,993 1,668
Non-pension postretirement benefits obligations 1,065 1,053
Spent nuclear fuel obligation 878 867
Regulatory liabilities 2,204 1.891
Mark-to-market derivative liabilities 323 41
Other 981 912

Total deferred credits and other liabilities 16,188 14,137
Total liabilities 33,218 33,346
Commitments and contingencies
Minority interest of consolidated subsidiaries 42 -
Preferred securities of subsidiaries 87 87
Shareholders' equity
Common stock (No par value, 1,200 shares authorized, 666.7 and 656.4 shares outstanding

at December 31, 2004 and 2003, respectively) 7.598 7,292
Treasury stock, at cost (2.5 shares held at December 31, 2004) (82) -
Retained earnings 3,353 2,320
Accumulated other comprehensive loss (1,446) {1,109)

Total shareholders’ equity 9,423 8,503
Total liabilities and shareholders' equity $42,770 $41,936

The information in the Consolidated Balance Sheets shown above is a replication of the information in the Consolidated Balance Sheets in Exelon’s 2004 Form 10-K. For
complete consolidated financial statements, including notes, please refer to pages 134 through 224 of Exelon’s 2004 Form 10-K filed with the SEC. See also manage-
ment’s discussion and analysis of financial condition and results of operation, which includes a discussion of critical accounting policies and estimates, on pages 46

through 130 of Exelon's 2004 Form 10-K filed with the SEC.
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Exelon Corporation

Consoliclated Statements of Changes in Shareholders’ Equity

Accumulated
Other Total
Issued Common Treasury Deferred Retained Comprehensive Shareholders’
Dollars in millions, shares in thousands Shares Stock Stock Compensatron Earnings Loss Equity
Balance, December 31, 2001 642,014 $6,961 S - $(2) $1,169 $ (26) $8,102
Netincome - - - - 1,440 - 1,440
Long-term incentive plan activity 4,098 87 - - - - 87
Employee stock purchase plan issuances 514 11 - - - - 1"
Amortization of deferred compensaticn - - - 1 - - 1
Common stock dividends declared - - - - (567) - (567)
Other comprehensive loss, net of
income taxes of $(850) - - - - - (1,332) (1,332)
Balance, December 31, 2002 646,626 7,059 - (1) 2,042 (1,358) 7,742
Net income - - - - 905 - 905
Long-term incentive plan activity 9,322 222 - - - - 222
Employee stock purchase plan issuances 418 1 - - - - 11
Amortization of deferred compensation - - - 1 - - 1
Common stock dividends declared - - - - (625) - (625)
Redemption premium on PECO preferred stock - - - - (2) - 2)
Other comprehensive income, net of
income taxes of $217 - - - - - 249 249
Balance, December 31, 2003 656,366 7,292 - - 2320 (1,109) 8,503
Net income - - - - 1,864 - 1,864
Long-term incentive plan activity 10,013 296 - - - - 296
Employee stock purchase plan issuances 309 10 - - - - 10
Common stock purchases - - (82) - - - (82)
Common stock dividends declared - - - - (831) - (831)
Adjustments to accumulated other
comprehensive loss due to the
consolidation of Sithe - - - - - (6) (6)
Other comprehensive loss, net of
income taxes of $(190) - - - - - (331) (331)
Balance, December 31, 2004 666,688 $7,598 $(82) S - 83,353 $(1,446) $9,423

The informat-on in the Consolidated Statements of Changes in Shareholders’ Equity shown above 1s a replication of the information in the Consolidated Statements of
Changes in Shareholders” Equity in Exeton's 20604 Form 10-K. For complete consohidated financial statements, including notes, please refer 10 pages 134 through 224 of
Exelon's 2001 Form 10-K filed with the SEC. See also management's discussion and analysis of financial condition and results of operation, which includes a discussion
of critical acc ounting policies and estimates, on pages 46 through 130 of Exelon’s 2004 Form 10-K filed with the SEC.
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} Consolidated Statements of Comprehensive Income
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!
g ‘ ‘ For the Years Ended December 31,
3 in millions 2004 2003 2002
; Netincome $1.864 § 905  $1,440
'3 Other comprehensive income (loss)
; Minimum pension liability, net of income taxes of $(228), $16 and $(597), respectively (392) 26 (1,007)
! SFAS No. 143 transition adjustment, net of income taxes of $167 ) ' - 168 -
; Change in net unrealized gain (loss) on cash-flow hedges, net of
§ income taxes of $6, $5 and $(129), respectively 8 9 (193)
! Foreign currency translation adjustment, net of income taxes of $1, $0 and $0, respectively 1 3 -
’ Unrealized gain (loss) on marketable securities, net of income taxes of
i} $31, $29 and $(124), respectively ' 52 43 (132)
!? Total other comprehensive income (l0ss) ) (331) 249 (1,332)
i Total comprehensive income ; $1,533 $1,154 $ 108
H
; The information in the Consolidated Statements of Comprehensive Income shown above is a replication of the information in the Consolidated Statements of Compre-
i hensive Income in Exelon’s 2004 Form 10-K. For complete consolidated financial statements, including notes, please refer to pages 134 through 224 of Exelon's 2004
2 Form 10-K filed with the SEC . See also management’s discussion and analysis of financial condition and results of operation, which includes a discussion of critical
1 accounting policies and estimates, on pages 46 through 130 of Exelon's 2004 Form 10-K filed with the SEC.
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Management's Report on Inteinal Control Over Financial Reporting

The management of Exelon Corporation (Exelon) is responsible for establishing and maintaining adequate internal control aver
financial reporting. Exelon’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with accounting principles generally accepted in the United States of America.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, pro-
jections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Exelon's management conducted an assessment of the effectiveness of Exelon’s internat control over financial reporting as of
December 31, 2004. In making this assessment, management used the criteria in Internal Control - Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this assessment, Exelon's
management concluded that, as of December 31, 2004, Exelon’s internal contro! over financial reporting was effective.

February 22, 2005

Information Derived from 2004 Form 10-K

We have presented a condensed discussion of financial results, excerpts from our consolidated financial statements and a
copy of our Management’s Report on Internal Control Over Financial Reporting in this summary annual report. A complete
discussion of our financial results and our complete consolidated financial statements, including notes, appears on pages 46
through 224 of our Form 10-K annual report for the year ended December 31, 2004. That annual report was filed with the
Securities and Exchange Commission on February 23, 2005 and can be viewed and retrieved through the Commission's web
site at www.sec.gov or our web site at www.exeloncorp.com.

Our independent registered public accounting firm, PricewaterhouseCcopers LLP, issued a report dated February 22, 2005 on
their integrated audit of our consolidated financial statements and our internal controls over financial reporting. In their report
they expressed an ungualified opinion that those consolidated financial statements present fairly, in all material respects, the
financial position of Exelon Corporation and its subsidiaries at December 31, 2004 and 2003 and the results of their operations
and their cash flows for each of the three years in the period ended December 31, 2004 in conformity with accounting
principles generally accepted in the United States of America. They also expressed an unqualified opinion that Exelon’s
assessment, included in Management’s Report on Internal Controls Over Financial Reporting, that Exelon maintained effective
internal control over financial reporting as of December 31, 2004, based on criteria established in Internaf Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in all
material respects. Furthermore, they expressed an unqualified opinion that Exelon maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2004, based on criteria established in Internal Control - Integrated
Framework issued by the COSO. The full text of PricewaterhouseCoopers LLP’s report can be found on pages 132 and 133 of
our 2004 Form 10-K.

Certifications

The CEO of Exelon has made the required annual certification to the New York Stock Exchange {NYSE) that Exelon is in com-
pliance with the NYSE’s listing standards. The CEQO and CFO have filed with the SEC all required certifications under section
302 of the Sarbanes-Oxley Act of 2002. These certifications are filed as Exhibits 31-1 and 31-2 to Exelon's 2004 10-K.
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FINANCIAL INFORMATION SUPPLEMENT

The information included within this Financial Information supplement has been taken from Exelon
Corporation's Form 10-K annual report for the year ended December 31, 2004. That annual report was
filed with the Securities and Exchange Commission on February 23, 2005 and can be viewed and
retrieved through the Commission’s web site at www.sec.gov or our web site at www.exeloncorp.com.
We encourage you to consider the entire Form 10-K annual report, which contains more information
about us and our subsidiaries than is presented in this supplement.

TABLE OF CONTENTS
Page No.

GENERAL DESCRIPTION OF OURBUSINESS ... ... .. it 1
L7741 = | e 1
Energy Delivery . ... e et 3
Exelon Generation Company, LLC ... ... .. i i e 10
01 (= 0 (=TT 21
- MARKET FOR OUR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS ..... 22
SELECTED FINANCIAL DAT A Lottt et e sttt e a et cananann 24

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION ..ttt it e e et ettt is e a it ia e aaans 26
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKETRISK ........... 101

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA ... ... ... . it 11



GENERAL DESCRIPTION OF OUR BUSINESS
General - ’ o

Exelon, a registered public utility holding company, through its subsidiaries, operates in three
business segments—Energy Delivery, Generation and Enterprises—as described below. See Note 22
of Exelon's Notes to Consolidated Financial Statements for further segment information. In addition to
Exelon’s three business segments, Exelon Business Services Company (BSC), a subsidiary of Exelon,
provides Exelon and its subsidiaries with financial, human resource, legal, information technology,
supply management and corporate governance services. -

Exelon was lncorporated in Pennsylvanra in February 1999. Exelon's prrncrpal executrve oﬁ' ices
are Iocated at 10 South Dearborn Street, Chicago, lllinois 60603, and its telephone number is 312-394-
7398.

Proposed Merger with Public Serwce Enterprlse Group Incorporated

. On December 20, 2004, Exelon entered into an Agreement and Plan of Merger (Merger
Agreement) with Public Service Enterprise Group Incorporated (PSEG), the holdlng company for an
electric and gas utility company primarily located and serving customers in New Jersey, whereby
PSEG will be merged with and into Exelon (Merger). Under the Merger Agreement, each share of
PSEG common stock will be converted into 1.225 shares of Exelon common stock. As of December
31, 2004, PSEG's market capitalization was over $12 billion. Additionally, PSEG, on a consolidated
basis, has approximately $14 brllron of outstandmg debt which is currently anticipated to become part
of Exelon’s consolldated debt

The Merger Agreement contains certain termination rights for both Exelon and PSEG, and further
provides that, upon termination of the Merger Agreement under specified circumstances, (i) Exelon
may be required to pay PSEG a termination fee of $400 million plus PSEG's transaction expenses up
to $40 million and (ii) PSEG may be required to pay Exelon a termination fee of $400 million plus
Exelon’s transaction expenses up to $40 million. The Merger Agreement has been unanimously
approved by both companies’ boards of directors ‘but is contingent upon, among other things, the
approval by shareholders of both companies, antitrust clearance and a number of regulatory approvals
or reviews by federal and state energy authorities. The parties have made certain of the regulatory
filings to obtain necessary regulatory approvals. It is anticipated that this approval process will be
completed and the Merger will close within 12 months to 15 months after the announcement of the
Merger Agreement in December 2004. Further information concerning the proposed Merger is included
in the preliminary joint proxy statement/prospectus contained in the registration statement on Form S-4
filed by Exelon in connection with the Merger. For additional information related to the Merger, see
Management's Discussion and Analysis of Financial Condition and Results of Operation—Executive
Overview—Proposed Merger with’ PSEG and Note 2 of Exelon’s Notes to Consolidated Financial
Statements.

Energy Delrvery

Exelon's energy delivery busrness consrsts of the purchase and regulated sale of electncrty and
distribution and transmission services by ComEd in northern lllinois, including the City of Chicago, and
by PECO in southeastern Pennsylvania, including the City of Philadelphia, and the purchase and
regulated sale of natural gas and distribution services by PECO in the Pennsylvania counties
surrounding the City of Philadelphia (collectively, Energy Delivery).- :

ComEd was organized in the State of lllinois in 1913 as a result of the merger of Cosmopolitan
Electric Company into the original corporation named Commonwealth Edison Company, which-was
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incorporated in 1907. ComEd’s principal executive offices' are located at:10 South Dearborn Street,
Chicago, lllinois 60603, and its telephone number is 312-394-4321. PECO was incorporated in
Pennsylvania in 1929. PECO’s principal executive offices are located at 2301 Market Street,
Philadelphia, Pennsylvania 19103 and its telephone number is 215-841-4000. .

. Generation

- At December: 31, 2004, Exelon’s generation business consists of the owned and contracted-for
electric generating facilities and energy marketing operations of Generation, a 50% interest in Sithe
Energies, Inc. (Sithe), 49.5% interests in two power stations in Mexico and the competitive retail sales
business of Exelon Energy Company (Exelon Energy). On January 31, 2005, Exelon purchased the
remaining 50% of Sithe and immediately sold its entire interest in Sithe.:

Exelon Generation Company, LLC was formed in 2000 as a Pennsylvania limited liability
company. Generation began operations as a result of a corporate restructuring effective January 1,
2001 in which Exelon separated its generation and other competitive businesses from its regulated
energy delivery business at ComEd and PECO. Generation's principal executive offices are located at
300 Exelon Way, Kennett Square, Pennsylvania 19348, and its telephone number is 610-765-6900.

Enterprises

Exelon’s enterprlses busmess is comprised of infrastructure and electrical contracting services_of
Exelon 'Enterprises Company, LLC (Enterprises) and other investments ‘weighted towards  the
communications and energy services industries. During 2004 and 2003, Enterprises exited a srgnlfcant
number of businesses and investments. Exelon plans to divest or wind down the remaining assets of
Enterprises dunng 2005.

Federal and State Regulatlon

Exelon, a reglstered holding company under the Pubhc Utility Holdmg Company Act of 1935
(PUHCA), is-subject to Federal and state regulation. ComEd is a public utility under the lllinois Public
Utilities Act subject to regulat:on by the lllinois Commerce Commission (ICC). PECO is a public utility
under the Pennsylvania Public Utility Code subject to regulation by the Pennsylvania Public Utility
Commission (PUC). ComEd PECO and Generation are electric utilities under the Federal Power Act
subject to regulation by the Federal.Energy Regulatory Commission (FERC). Specific operations of
Exelon are also subject to the jurisdiction of various other. Federal, state, reglonal and local agencies,
including the United States Nuclear. Regulatory Commission (NRC) .

. Exelon is subject toa number of restrictions under PUHCA.. These restrictions generally involve
financing, investments and affiliate transactions. Under PUHCA, Exelon cannot issue debt or equity
securities or guarantees without approval of the United States Securities and Exchange Commission
(SEC) or, in the case of ComEd and PECO, the ICC and the PUC, respectively. On April 1, 2004,
Exelon obtained a new order under PUHCA authcrizing, through April 15, 2007, financing transactions,
including the issuance of common stock, preferred securities, equity-linked securities, long-term debt
and short-term _debt in an aggregate amount not to exceed $8.0 billion above the amount outstanding
for the Exelon holding company and Generation at December 31, 2003. No securities have been
issued under the above described limit as of December 31, 2004. Exelon is also authorized to issue up
to $6.0 billion in guarantees or letters of credit or otherwise provide credit support with respect to the
obligations of their subsidiaries and non-affiliated third parties in the normal course of business. As of
December 31, 2004, Exelon had $2 0 billion of guarantees and letters of credlt outstanding pursuant to
SEC authorization. -




PUHCA also limits the businesses in which Exelon may engage and the investments that Exelon
may make. With limited exceptions, Exelon may only engage in traditional electric and gas utility
businesses and other businesses that are reasonably incidental or economically necessary or
appropriate to the operations of the utility business. The exceptions include Exelon’s ability to invest in
exempt telecommunications companies, exempt wholesale generating businesses and foreign utility
companies (these investments are capped at $4 billion in the aggregate), energy-related companies
(as defined in SEC rules and subject to a cap on these investments of 15% of Exelon’s consolidated
capitalization), and other businesses, subject to SEC approval. In addition, PUHCA requires that all of
a registered holding company’s utility subS|d|ar|es constitute a single system that can be operated in an
efficient, coordinated manner.

For. addition‘al information- about restrictions on the payment of dividends and other effects of
PUHCA on Exelon and .its subsidiaries, see Managements Discussion and.Analysis of Financial
Condition'and Results of Operation. :

Energy Deli{vAery‘

Energy Delivery consists of Exelon’s regulated energy delivery operations conducted by ComEd
and PECO.

ComEd is engaged principally in the purchase, transmission, distribution and sale of electricity to a
diverse base of residential, commercial, industrial and wholesale customers in northern lllinois. ComEd
is subject to’ extenswe regulation by the ICC as to rates, the issuance of securities, and certain other
aspects of ComEd’s operatlons ComEd is also subject to regulation by the FERC as to transmlssmn
rates and certain other aspects of ComEd’s busmess o

ComEd'’s retanl service territory has an area of approxnmately 11, 300 square miles and an
estimated population of eight million. The seérvice territory includes the City of Chlcago an area of
about 225 square miles with an estimated population of three million. ComEd has approximately 3.7
million customers. :

ComEd S franchlses are suﬁ”cxent to permit it to engage in the business it now conducts. ComEd s
franch|se rights are generally nonexclusive rights documented in agreements and, in some cases,
certificates of public convenience issued by the ICC. With few. exceptions, the franchise rights have
stated expiration dates rangmg from 2005 to 2060 and subsequent years. ComEd anticipates working
with the appropriate agencies to extend or replace the franchise agreements upon expiration.

PECO is engaged principally in the purchase, transmission, distribution and sale of electricity to
residential, commercial and industrial customers in southeastern Pennsylvania and in the purchase,
distribution and sale of natural gas to residential, commercial and industrial customers in the
Pennsylvania counties surrounding Philadelphia. PECO is subject to extensive regulation by the PUC
as'to-electric and gas rates, the issuances of certain securities and certain other aspects of PECO's
operations. PECO is also subject to regulation by the FERC as to transmission rates, gas pipelines and
certain other aspects of PECO s business.

PECO s retail service terrltory has an area of approx1mately 2,100 square miles and an estimated
population of 3.8 million. PECO provides electric delivery service in an area of approximately 2,000
square miles, with a population of approximately 3.7 million, including 1.5 million in Philadelphia.
Natural gas service is supplied in an area of approximately 1,900 square miles in southeastern
Pennsylvania adjacent to Philadelphia, with a population of approximately 2.3 million. PECO delivers
electricity to approximately 1.5 million customers and natural gas to approximately 460,000 customers.
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PECO has the necessary authorizations to furnish regulated electric and gas service in the various
municipalities or territories in which it now supplies such services. PECO’s authorizations consist of
charter rights and certificates of public convenience issued by the PUC and/or “grandfather rights.”
These rights are generally unlimited as to time and are generally exclusive from competition from other
electric and gas utilities. In a few defined municipalities, PECO’s gas service territory authorizations
overlap with that of another gas utility but PECO does not conS|der those sntuatlons as posmg a
material competmve or f nancral threat. :

Energy Dellverys kllowatthour (kWh) sales and load of electrlcny are generally higher during the
summer periods and winter periods, when temperature extremes create demand for either summer
cooling or winter heating. ComEd’s highest peak load occurred on August 21, 2003 and was 22,054
megawatts (MWs); its highest peak load during a winter season occurred on December 22, 2004 and
was 15,222 MWs. PECO’s highest peak load occurred on August 14, 2002 and was 8,164 MWs; its
highest peak load during a winter season occurred on December 20, 2004 and was 6,838 MWs.

PECO’s gas sales are generally higher during the winter periods when temperature extremes
create demand for winter heating. PECO'’s highest daily gas send out occurred on January 17, 2000
and was 718 million cubic feet (mmcf).

Retail Electric Services

~ Electric utility restructuring legislation was adopted in Pennsylvania in December 1996 and in
lllinois in December 1997. Both lllinois and Pennsylvania. permit competmon by alternative generation
suppliers for retail generatlon supply while transmission and distribution service remains regulated. The
legislation and related regulatory orders in both states allow customers to choose an alternative electric
generation supplier; required rate reductions and imposed freezes or caps on rates during a transition
period following the adoption of the legislation; and allow the collection of competitive transition
charges (CTCs) from customers to recover costs that might not otherwise be recovered in a
competltlve market (stranded costs) during the transition period.

Under lllinois and Pennsylvania legislation, ComEd and PECO are required to provide generétion
services to customers, except for certain large customers of ComEd, who do not or cannot choose an
alternative " supplier. Provider of last resort (POLR) obligations refer to the obllgatlon of a Utility to
provrde generation services to those customers who do not take service from an alternative generatlon
supplier or who choose to réturn to the utility after taking service from an alternative supplier. Because
the choice generally lies with the customer, POLR obligations make it difficult for the utility to predlct
and plan for the level of customers and associated energy demand.

ComEd. All of ComEd’s customers are eligible to choose an alternative electric supplier and most
non-residential customers can also elect the power purchase option (PPO) that allows the purchase of
electric energy from ComEd at market-based prices. As of December 31, 2004, no alternative electric
supplier had approval from'the ICC, and no electric utilities had chosen to enter the residential market
for the supply of electricity in ComEd’s service territory. At December 31, 2004, approximately 22,100
non-residential customers, representing -approximately 35% ‘of ComEd’s annual retail kilowatthour
sales, had elected to purchase their electric energy from an alternative electric supplier or had chosen
the PPQ. Customers who receive energy from an alternative electric supplier and customers who have
elected the PPO continue to pay a delivery charge to ComEd, which generally includes a CTC. ComEd
is unable to predict the long-term impact of customer choice onits results of operatlons :

On November 14,- 2002, the' ICC allowed ComEd, by operation of law, to revise its POLR
obligation to be the back-up energy supplier-at market-based rates for certain customers with energy
demands of at least three MWs. About 370 of ComEd's largest energy customers are affected,
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representing an aggregate of approximately 2,500 MWs. These customers will not have a right to take
bundled service after June 2006 or to return to bundled rates if they choose an alternative supplier
prior to June 2006. On March 28, 2003, the ICC approved changes to ComEd's real-time pricing tariff
for non-residential customers, including those with energy demands of at least three MWs who choose
hourly energy supply for their electric power and energy. These ICC orders were affirmed on-appeal.

In addition to retail competition for generation services, the lllinois legislation provided for
residential base rate reductions, a sharing with customers of any earnings over a defined threshold and
a base rate freeze, reflecting the residential base rate reductions, through January'1, 2007. A 15%
residential base rate reduction became effective on August 1, 1998, and a further 5% residential base
rate reduction became effective October 1, 2001. A utility may request a rate increase during the rate
freeze period only when necessary to ensure the utility’s financial viability. Under the lllinois legislation,
if the two-year average of the earned return on common equity of a utility through December 31, 2006
exceeds an established threshold, one-half of the excess earnings must be refunded to customers.
The threshold rate of return on common equity is based on a two-year average of the Monthly Treasury
Bond Long-Term Average Rates (20 years and above) plus 8.5% in the years 2000 through 2006.
Earnings for purposes of ComEd’s threshold include ComEd’s net income calculated in accordance
with accounting principles generally accepted in the United States (GAAP) and reflect the amortization
of regulatory assets. Under the lllinois statue, any impairment of goodwill has no impact on the
determination of the cap on ComEd's allowed equity return during the transition penod As a result of
the Illinois legislation, at December 31, 2004, ComEd had a regulatory asset related to recoverable
transition costs with an unamortized balance of $87 million, which it expects to fully recover and
amortize by the end of 2006 Consistent with the provisions of the lllinois legislation, regulatory assets
may be recovered in amounts that provnde ComEd an earned return on common equity within the
lilinois legislation 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 has not triggered
the earnings sharing provision through 2004 and does not currently expect to trigger the earnings
sharing provision in 2005 or 2006. ' ’ '

ComEd expects its capital expenditures will exceed depreciation on its rate base assets through at
least 2005. The base rate freeze, coupled with other provisions of .the lllinois restructuring law,
generally precludes rate recovery of and on such incremental investments prior to January 1, 2007.
Unless ComEd can offset the additional carrying costs against cost reductions, its return on investment
will be reduced during the remaining period of the rate freeze and until rate increases are approved
authorizing a return of and on this new investment.

The rates for the generation service provided by ComEd under bundled rates are subject to a rate
freeze during the transition period ending December 31, 2006. ComEd has entered into a power
purchase agreement (PPA) with Generation under which Generation has agreed to supply all of
ComEd's load requirements through 2006. Prices for this energy vary depending upon the time of day
and month of delivery. Subsequent to 2006, ComEd expects to procure all of its supply from market
sources, which could include Generation. ,

The lllinois legislation also provided for the collection of a CTC from customers who choose to
purchase electric energy from an alternative electric supplier or elect the PPO during.the transition
period which extends through 2006. The CTC is -applied on a cents per kWh basis, considers the
revenue that would have been collected from a customer under tariffed rates, reduced by the revenue
the utility will receive for providing delivery services to the customer, the market price for electricity and
a defined mitigation factor, which represents the utility’s -opportunity to develop new revenue sources
and achieve cost reductions. The CTC allows ComEd to recover some of its costs that mlght otherwise
be unrecoverable under market-based rates. ~



ComEd’s market value energy.: credit is used to determine the price for specified market-based rate
offerings and the amount of the CTC that ComEd is allowed to collect from customers who select an
alternative electric’ supplier.- or the PPQO. The credit was adjusted upwards through agreed upon
“adders” which took effect in June 2003 and has had and will continue to have the effect of reducing
ComEd’s.CTCs to customers. Prior to 2003, all. CTCs were subject to annual mid-year adjustments
based on the forward market prices for on-peak energy and historical market prices for off-peak
energy. The current annual market price adjustment reflects forward, rather than historical, market
prices for off-peak energy and allows customers.to lock in current levels of CTCs for multi-year periods
during the regulatory transition period ending in 2006. These changes provide customers and suppliers
greater price certainty and have resulted in an increase in the number of customers electing. to
purchase energy from alternate supplrers

ln 2004 and 2003, ComEd collected $169 million and $304 million in.CTC revenues, respectively.
As a result of increasing mitigation factors, changes in energy prices and' the. ability of certain
customers to establish fixed, multi-year CTC rates beginning in 2003, ComEd estimates that CTC
revenue will amount to approximately $90 million to $110 million in each of the years 2005 and 2006.

The lllinois legislation provides that an-electric utility, such as ComEd, will be liable for actual
damages suffered by customers in the event of a continuous power outage of four hours or more
affecting 30,000 or more customers and provides for reimbursement of governmental emergency ‘and
contingency expenses incurred in connection with any such outage. The legislation bars recovery of
consequential damages. The legislation also allows an affected utility to seek relief from these
provisions from the ICC when the utility can show that the cause of the outage was unpreventable due
to weather events or conditions, customer tampermg or third-party causes. During the years 2002,
2003 and 2004, ComEd did not have any outages that triggered the reimbursement requirement.

PECO. Under the Pennsylvania Electricity Generation Customer Choice and Competition Act
(Competition Act), all of PECO's retail electric customers have the right to choose their generation
suppliers. At December 31, 2004, approximately 4% of PECO's residential load, 23% of its small
commercial and industrial load and 6% of its large commercial and industrial load were purchasing
generation service from alternative generation suppliers. Customers who purchase energy from an
alternative electric supplier contrnue topaya dehvery charge to PECO

In addition to retail competition for generation services, PECO's 1998 settlement of its
restructuring case mandated by the Competition Act established caps on generatlon and distribution
rates. The 1998 settlement also authorized PECO to recover $5.3 billion of stranded costs and to
securitize up to $4.0 bllhon of lts stranded cost recovery, which was subsequently increased to $5 0
billion. .

~ Under the 1998 settlement, PECO's distribution rates were capped through June 30, 2005 at the
level in effect on December 31, 1996. Generation rates, consisting of the charge for stranded cost
recovery and a shopping credit or capacity and energy charge, were capped through December 31,
2010. For 2004, the generation rate cap was $0.0698 per kWh, increasing to $0.0751 per kWh in 2006
and $0.0801 per kWh in 2007. The rate caps are subject to limited exceptions, including significant
increases in Federal or state-taxes or other significant changes in law or regulations that would not
allow PECO to earn a fair rate of return. Under the settlement agreement entered into by PECO:"in
2000 relating to the PUC’s approval of the merger among PECO, Unicom Corporation (Unicom), the
former parent company of ComEd, and Exelon (PECO/ Unicom Merger), PECO agreed to $200 million
in aggregate rate reductions for all customers over the period January 1, 2002 through December 31,
2005 and extended the rate cap on distribution rates through December 31, 2006. The remalnmg
required rate reductions are $40 million in 2005. : S




As‘a mechanism for utilities to recover their allowed stranded costs, the Competition Act provides
for the imposition and collection of non-bypassable ‘transition charges on customers’ bills. Transition
charges are assessed to and collected from all retail customers who have been assigned stranded cost
responsibility and access the utility’s transmission and distribution systems. As the transition charges
are based on access to the utility’s transmission and distribution system, they are assessed regardless
of whether the customer purchases electricity from the utility or an alternative electric supplier. The
Competition Act provides, however, that the utility’s right to collect transition charges is contingent on
the continued oOperation, at reasonable availability levels, of the assets for which the stranded costs
were awarded, except where continued operation is no longer cost efficient because of the transition to
a competltrve market

PECO has been authorized by the PUC to recover stranded costs of $5.3 billion over a twelve-
year perrod ending December 31, 2010, with a return on the unamortized balance of: 10.75%. See the
“Business ‘Outlook and'the Cha]lenges Managing the Business” section of this Financial Information
supplement for the estimated revenues and amortization expense assocrated with- CTC collectlon and
stranded cost recovery through 2010. ’

-

* Under the Competltron Act, licensed entrtres mcludlng alternative electrlc suppllers may act as
agents to provrde a single bill and ‘provide assocrated billing and collection services to retail customers
located in PECO'’s retail electnc service terntory In that event, the alternative supplier or other third
party replaces the customer as ‘the obligor with respect to the customer’s bill and PECO generally has
no right to collect such receivable from the customer. Third-party biling would change PECO’s
customer profile (and risk of non-payment by customers) by replacing multiple customers with the
entity providing third- party bllllng for thosé customers. PUC-licensed entities may also fnance install,
own, maintain, calibrate and remotely read advanced meters for service to retail customers in PECO's
retail electric service terrrtory _To date, no third partres are provndrng ‘billing of PECO's charges to
customers or advanced meterlng Only PECO can physrcally dlsconnect or reconnect a customer's
dlstrlbutron service.

PECO has entered into a PPA wrth Generatron under which PECO obtains substantrally all of its
electric. supply from Generation through 2010 Prices for this energy vary depending upon the time of
day and month of delrvery Subsequent to 2010 PECO expects to procure all of |ts supply from market
sources, WhICh could mclude Generatlon o

In November 2004, Pennsylvania adopted Act 213, the Alternative Energy Portfolio 'S'tan'dards
(AEPS) Act of 2004. For more .information, see “Environmental Regulation—Renewable and
Alternatlve Energy Portfolio Standards” in Exelon s 2004 Form 10-K. :

“

Transmlssron Servrces ‘

Energy Dellvery provrdes wholesale and unbundled retail transmission service under rates
established by the FERC. The FERC ‘has used its regulation of transmission to encourage competition
for wholesale .generation services andithe ‘development of regional structures to facilitate regional
wholesale markets. Under the FERC'’s open transmission access policy promulgated in Order No. 888,
ComEd and PECO, as owners of transmission facilities, are required to provide open access to their
transmission facilities under filed tariffs at cost-based rates. Under the FERC's Order No. 889, ComEd
and PECO are required to comply with the FERC's Standards of Conduct regulation, as amended,
governing the communication of non-public information between the transmission owner’s transmission
employees. and wholesale merchant employees ‘or the employees of any energy affiliate of the
transmission owner. The FERC recently issued Order No. 2004, amending the Standards of Conduct
regulation. The amendments do not detrimentally affect Exelon’s business. :
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. PJM Interconnection, LLC. (PJM) is the independent system operator and the FERC-approved
regional transmission organization (RTO) for the Mid-Atlantic and Midwest regions in which it operates.
PJM is the transmission provider under, and the administrator of, the PJM Open Access Transmission
Tariff (PJM Tariff), operates the PJM Interchange Energy Market and Capacity Credit Markets, and
controls through central dispatch the day-to-day  operations of the bulk power system of the PJM
region. ComEd and PECO are members of PJM, and their transmission systems:are currently under
the dispatch control of PJM. Under the PJM Tariff, transmission service is provided on a region-wide,
open-access basis using the transmission facilities of the PJM members at rates based on the costs of
transmission service. - ‘ T

The FERC has attempted to expand the development of regional markets, which has generated
substantial opposition from some state regulators and other governmental bodies. In addition, efforts to
develop an RTO have been abandoned in certain regions. Notwithstanding these difficulties, the
Midwest Independent System Operator, Inc. (MISO), has been certified as an RTO by FERC. MISO is
attempting to develop central generation dispatch and transmission operations across the Midwestern
United States, contiguous to PJM's footprint. The FERC has ordered the elimination of rate barriers
and protocol differences between MISO and PJM. Exelon supports the development of RTOs and
implementation of standard market protocols, but cannot predict their success or whether they.will lead
to the development of the envisioned large, successful wholesale markets. The development of large
competitive wholesale electricity markets. would facilitate an auction to meet ComEd's and PECO’s
POLR load obligations wrth rellable wholesale electrncrty supply when their PPAs with Generation
expire.

In November 2004 the FERC |ssued two orders authorizing ComEd and PECO to recover from
various. entities revenue representing amounts ComEd and PECO will 'lose as a result of the
elimination of through and out (T&O) charges, for energy flowing across ComEd’s and PECO'’s
transmission systems, that were terminated pursuant to the FERC orders effective December 1, 2004.
The collection of this revenue will be over a transitional period of December 1, 2004 through March 31,
2006. Several parties have sought rehearing of the FERC orders and there likely will be appeals filed in
the matter after the rehearing order is issued. During 2004 prior to the termination of the T&O charges,
ComEd and PECO collected net T&O charges of approximately $50 million and $3 million,
respectively. As a result of the proceeding, ComEd may see reduced net collections and PECO may
become a net payer of these charges The ultimate outcome of this proceedmg is uncertain and may
have a material adverse effect on ComEd’s and PECO's financial condition, results of operations or
cash flows.

Certain PJM transmission owners, including ComEd and PECO, are subject to a rate design
proceeding before the FERC. The issues in this proceeding involve the methodology used by PJM to
charge customers for each PJM transmission owner's regulated revenue requirement associated with
its electric transmission facilities. On January 31, 2005, certain PJM transmission owners, including
ComEd and PECO, made two separate filings in which the transmission owners jointly proposed to
retain the present modified zonal rate design applicable within. PJM and to implement three separate
rate options for recovery of the revenue requirement associated with their new and existing facilities.
As part of the group of PJM transmission owners,  both ComEd and PECO proposed to retain the
present rate design through January 2008, at which time the FERC could reevaluate the continuation
of the rate design in PJM. The ultimate outcome of this proceeding is uncertain and may have a
material adverse effect on Comkd’'s and PECOs f' nanmal condmon results of operatlons or.cash
flows. :

ComEd. On June 2, 2003, CornEd beoan receiving electrio transmission reservation services from
PJM and transferred control of ComEd’s Open Access Same Time Information System to PJM. On
April 27, 2004, the FERC issued its order approving ComEd's application to complete its integration
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into PJM, subject to certain stipulations including a provision to hold certain utilities in Michigan and
Wisconsin harmless from the associated impacts for ComEd to join PJM. ComEd agreed to"these
stipulations and transferred functional control of its transmission assets to PJM and integrated fully into
PJM's energy market structures on May 1, 2004. In the fourth quarter of 2004, ComEd entered into
settlement agreements with all such Michigan and Wisconsin utilities requiring a total payment of
approximately $4 million by ComEd. FERC has approved these agreements and payment is expected
to be made in the first quarter of 2005. ‘ o

-On November 10 2003, the FERC |ssued an order allowing ComEd to put into effect, subject to
refund and rehearing, new transmission rates designed to reflect nearly $500 million of infrastructure
improvements made since 1998; however, because of the lllinois retail rate freeze and the method for
calculating CTCs, the increase is not expected to have a significant effect on operating revenues until
after December 31, 2006. During the third quarter of 2004, a settlement agreement was reached which
was approved by the FERC during the fourth quarter of 2004, which established new rates that
became effective May 1, 2004.

PECO. PECO prowdes regional transmlssron service pursuant to PdM’s reg|onal open access
transmission tariff. PECO and the other transm|ssron owners in PJM have turned over control of their
transmlssmn facilities to PJUM.

Gas

 PECO's gas sales and gas transportation revenues are derived pursuant to rates regulated by the
PUC. PECO’s .purchased gas-cost rates, which represent a portion of -total rates, ‘are subject to
quarterly - adjustments designed to -recover.-or’ refund the dlfference between the actual cost of
purchased gas and the amount mcluded in rates

PECO's gas customers have the nght to choose their gas supphers or to purchase their gas
supply from PECO at cost. Approximately 32% of PECO's current total yearly throughput is provided
by gas suppliers other than PECO. Gas transportation service provided to customers by PECO
remains subject to rate regulatlon PECO also provides billing, metering, mstallatlon maintenance and
emergency response services. ‘ RS B . :

PECO'’s natural gas supply is provided by purchases from a number of suppliers for terms of up to
eight years. These purchases are delivered under several long-term firm transportation contracts.
PECO's aggregate annual firm supply under these firm transportation contracts is 477 million
dekatherms. Peak gas is provided by PECO’s liquefied natural gas (LNG) facility and propane-air plant.
PECO also has under contract 22.0 million dekatherms of underground storage through service
agreements. Natural gas from underground storage represents approximately 29% of PECO’s 2004-
2005 heatlng season planned supplies.

Construction Budget

Energy Delivery’s business is capital intensive and requires significant investments in energy
transmission and distribution facilities, and in other internal infrastructure projects. The following table
shows Exelon’s most recent esttmate of capltal expendttures for plant additions and improvements for
ComEd and PECO for 2005: : , :

(in millions) B ~ ComEd PECO
Transmission and distribution ..... F R D R ©§716 - $210
GaS .t Ve e U e - 62
Other ......... P EE R R Ry R R T PR PRI 26 9
Total ..o e $742 . $281



Approximately 50% of ComEd's and 65% of PECQO’s 2005 budgeted capital expenditures are for
additions to or upgrades of existing facilities, including improvements to reliability. The remainder of the
capital expenditures support customer and load growth.

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 and the competitive retail sales busmess of Exelon
Energy Company.

At December 31, 2004, Generation owned generation assets with a net capacity of 25,756 MWs,
including 16,751 MWs of nuclear capacity. Generatlon controls another 8,701 MWs of capacity through
long-term contracts.

Generation’s wholesale marketing unit, Power Team, a major wholesale marketer of energy, uses
Generation’s energy generation 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 requirements of ComEd and PECO. In addition, Power Team markets energy in the wholesale
bilateral and spot markets.

Exelon Energy Company became part of Generation effective as of January 1, 2004. Exelon
Energy provides retail electric and gas services as an unregulated retail energy supplier in lilinois,
Michigan and Ohio. Exelon Energy's business is dependent upon continued deregulation of retail
electric and gas markets and its ability to obtain supplies of electricity and gas at competitive prices in
the wholesale market. The low-margin nature of the business makes it |mportant to service customers
with higher volumes so as to manage costs.

Generating Resources

At December 31, 2004, the generating resources of Generation consisted of the following:

Type of Capacity . . MWs
Owned generation assets @ ' ‘
Nuclear ................ e e e e e e et . 16,751
Fossil ) L e e e 7,372
Hydroelectric . .. .. oo e e ‘ 1,633
Owned generation assets ....... ... ..ottt 25,756
Long-term contracts (0 L. ... .. e e 8,701
TEG and TEP ) | i i e e et e e et e e .. 230
Total generating resouUrCes ... ...ttt ittt ittt ie e e 34,687

(a) See General Description of Our Business—Generation “Fuel” for sources of fuels used in electric generation.

(b) Included 663 MWs related to directly owned generating assets of Sithe and 222 MWs related to the total capacity of the
Southeast Chicago Energy Project. See Note 25 of Exelon’s Notes to Consolidated Financial Statements for additional
information regarding the 2005 sale of Sithe.

(c) Contracts range from 4 to 29 years.

(d) Generation, through its investments in Termoeléctrica del Golfo (TEG) and Termoeléctrica Pefioles (TEP), owns 49.5%
interests in two facilities in Mexico, each with a capacity of 230 MWs.

The owned generating resources of Generation are located in the Mid-Atlantic region
(approximately 45% of capacity), the Midwest region (approximately 43% of capacity), the Southern
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region (approximately 10%), and the Northeast region (approximately 2% of capacity). The 8,701 MWs
of capacity that Generation controls through Iong-term contracts are in the Midwest, Southeast and
South Central regions.

In December 2003, Generation pﬁrchased British Energy'ptc’s (British Energy) 50% .interest in
AmerGen Energy Company,, LLC (AmerGen), .making AmerGen a wholly. owned subsudlary of
Generation. The final purchase price was $267 million after working capltal adjustments. 4

. On November 25, 2003 Generation, Reservonr Capltal Group (Reservonr) and Sithe completed a
series of transactions resulting in Generation and Reservoir each indirectly owning a 50% interest in
Sithe with put and call options that could result in either party owning Sithe outright. On September 29,
2004, Generation exercised its call option-and entered into an agreement to acquire Reservoir's 50%
interest in Sithe and, on-November 1, 2004, Generation entered into an agreement to sell Sithe to
Dynegy Inc. The acquisition of Reservoir's 50% interest in Sithe and the subsequent sale of 100% of
Sithe to Dynegy occurred on January 31, 2005, The sale did not include Sithe International Inc. (Sithe
International), which was sold to a-subsidiary of Generation on October 13, 2004. Sithe International,
through its subsidiaries, has 49.5% interests in two Mexican business trusts that own the TEG and
TEP power stations, two 230 MW petcoke-fired generating facilities in Tamuin, Mexico. Effective
January 26, 2005, Sithe International’s name was changed to Tamuin International Inc. See further
discussion - of these transactlons in Notes 3 and 25 of Exelon’s Notes to Consolidated FlnanCIal
Statements

On May 25, 2004, Exelon and Generation completed the sale, transfer and assignment of
ownership of their indirect wholly owned subsidiary Boston Generating, LLC (Boston Generating),
which owns the companies that own Mystic 4-7, Mystic 8 and 9 and Fore River generating facilities, to
a special purpose entity owned by the lenders under Boston Generating’s $1.25 billion credit facility.
Responsibility for plant operations and power marketing activities were transferred to the lenders’
special purpose entity and its contractors on September 1, 2004. See Note 2 of Exelon’s Notes to
Consolidated Financial Statements for additional information regarding the sale of Boston Generating.

Nuclear Facilities

Generatlon has ownership interests in eleven nuclear generating stations currently in serwce
consnstmg of 19 units with 16,751 MW of capacny For additional information, see ITEM 2. Properties of
Exelon’s 2004 Form -10-K. Generation’s nuclear generating stations are operated by Generation, with
the exception of the two units at the Salem Generating Station (Salem), which are operated by PSEG
Nuclear, LLC, an indirect, wholly owned subsidiary of PSEG. AmerGen operates the Clinton Nuclear
Power Station, Three Mile Island (TMI} Unit 1 and Oyster Creek Nuclear Generating Station facilities.

Effectwe January 17, 2005, through an Operating Services Contract (OSC), Generatlon began
overseeing daily plant operations at Salem and Hope Creek nuclear generating stations. Hope Creek is
a PSEG wholly owned nuclear generating station. Under the OSC, PSEG Nuclear, LLC will continue as
the license holder with exclusive legal authority to operate and maintain the plants, will retain
responSIblhty for. management oversight and will have full authority with respect to the marketing of its
share of the output from the facilities.

~In 2004," over 67% of Generation's electric supply was generated from the nuclear geneiating
facilities. During 2004 and 2003, the nuclear generating facilities operated by Generation operated at
weighted average capacity factors of 93.5% and 93.4%, respectively.

Licenses. Generation has 40-year operating licenses from the NRC for each of its nuclear units
and has received 20-year operating license renewals for the Peach Bottom Units 2 and 3, Dresden
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Units 2 and 3, and the Quad Cities Units. In December 2004, the NRC issued an order that will permit
Oyster Creek to operate beyond its license expiration in April 2009 if the NRC has not completed
reviewing the application for renewal. The application for Oyster Creek’s license renewal is expected to
be filed by August 2005 in order to comply with this agreement. Generation is currently evaluating the
other nuclear units for possible license renewal. The operating license renewal process takes
approximately four to five years from the commencement of the project until completion of the NRC's
review. The NRC review process takes approximately two years from the docketing of an application.
Each requested license renewal is expected to be for 20 years beyond the current license expiration.
Depreciation provisions are based on the estimated useful lives of the stations, which assume the
renewal of the operating licenses for all of Generation’s operating nuclear generating stations.

In 2004, Generation joined a consortium of eleven companies, NuStart Energy Development, LLC,
which was formed for the purpose of seeking a license'to build a new nuclear facmty under the NRC’s
new permitting process. : :

The following table summarizes the current operatlng license explratlon dates for Generation’s
nuclear facilities in service:

In-Service Current License

Station ' , Unit Date Expiration
Braldwood ... e e e e e 1 1988 2026 .
2 1988 2027
23 0] T 1 1985 2024
.2 1987 2026
[0 {010 o TS 1 1987 2026
=T 1= o T T 2 1970 - 2029
: 3 1971 2031
LaSalle ..................... e et e e e e e 1 1984 2022
2 1984 2023
LiImeriCK ..o e e e e 1 1986 2024
2 1990 2029
Oyster CreeK .. ..o e e 1 1969 2009
Peach Bottom ... i i i e e et 2 1974 2033
: ' 3 1974 2034
QUAd CItiES ..ottt i e e e 1 1973 2032
: 2 1973 2032
Salem . L e e e 1 1977 2016
2 1981 2020

Three Milelsland .. ... .. i e o1 1974 2014

Regulation of Nuclear Power Generation. Generation is subject to the jurisdiction of the NRC
with respect to the operation of its nuclear generating stations, including the licensing of operation of
each station. The NRC subjects nuclear generating stations to continuing review and regulation
covering, among  other things, operations, maintenance, emergency planning, security and
environmental and radiological aspects of those stations. The NRC may modify, suspend or revoke
operating licenses and impose civil penalties for failure to comply with the Atomic Energy Act, the
regulations under such Act or the terms of such licenses. Changes in regulations by the NRC may
require a substantial increase in capital expenditures for nuclear generating facilities or increased
operating costs of nuclear generating units.

NRC reactor oversight results for the fourth quarter of 2004 indicate that the performance
indicators for the nuclear plants operated by Generation are all in the highest performance band.
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- Nuclear Waste Disposal. There are no facilities for the reprocessing or permanent disposal of
spent nuclear fuel (SNF) currently in operation in the United States, nor has the NRC licensed any
such facilities. Generation currently stores all SNF generated by nuclear generating facilities in on-site
storage pools and, in the case of Peach Bottom, Oyster Creek and Dresden, some SNF has been
placed in dry cask storage facilities. Not all of Generation’s SNF storage pools have sufficient storage
capacity for the life of the plant. Generatron is: developrng dry cask storage fac1l|t|es as necessary, to
support operatrons | .

" As of December 31,2004, Generatlon had 43, 156 SNF assemblres (10 360 tons) stored on site in
SNF pools or dry cask storage. On-site dry cask storage in concert with on-site storage pools will be
capable of meeting all current and future- SNF storage requirements at Generatron s sites. The
foIlowmg table descnbes the current status of Generatron ] SNF storage facilities.”

% Date for loss of full core reserve @
Dresden ...... _ . Dry cask storage in operation
Quad Cities® [.................... e ‘ - 2004
Byron ............0 ... P . 20
LaSalle . ..... e e e 202
. Braidwood .......... e e ... .2018°
CClinton®@. L e . ' 2006
Peach Bottom ..... P Dry cask storage in operation
Limerick ....... e e 2009
OysterCreek .................... P Dry cask storage in operation
ThreeMilelsland . ....... ... .. ..o oLt . Life of plant storage capable in SNF pool

.Salem.._ ................. PR e L v ‘ 2011

(a) The date for loss of full core reserve identifies when the on-site storage pool will no longer have sufficient space to drscharge
» .a full complement of fuel from the reactor core. - . .
{b) Dry cask storage to begin operation in 2005.
(c} A modification to the on-site storage pool is in progress to increase the amount of SNF that can be stored in the pool ThlS
will move the date for loss of full core reserve at Clinton out to approximately 2012.

Under the Nuclear Waste Pollcy Act of 1982 (NWPA), the u.s. Department of Energy (DOE) is
responS|ble for the development of a reposrtory for.and the disposal of SNF and high- level radioactive
waste. As requ1red by the NWPA, Generation is a party to contracts with the DOE (Standard Contracts)
to provide for disposal of SNF from its nuclear generating stations. In accordance with the NWPA and
the Standard Contracts, Generation pays the DOE one mill ($.001) per kWh of net nuclear generation
for the cost of SNF disposal. This fee may .be adjusted prospectively in order to ensure full cost
recovery The NWPA and the Standard Contracts requ1red the DOE to begin takmg possessron ‘of SNF
generated by nuclear’ generating unrts by no later than January 31, 1998. The DOE, however, failed to
meet that deadllne and its performance will be delayed significantly. The DOE'’s current estimate for
opening a SNF permanent disposal facrllty is 2012 This extended delay in SNF acceptance by the
DOE has led to Generation’s adoption of dry cask storage at its Dresden, Quad Cities, Peach Bottom
and Oyster Creek Stations and its consideration of dry cask storage at other stations. See Note 14 of
Exelon’s Notes to Consolldated Financial Statements for additional information regardmg spent fuel
storage clarms and i rssues .

During the third quarter of 2004, Exelon and the U.S. Department of Justice, in close consultation
with the DOE, reached a settlement of a suit originally commenced by ComEd in 1998. Under the
settlement, the government will reimburse Exelon for costs associated with storage of spent fuel at
Generation's -nuclear stations pending DOE's fulfilment of its obligations to take possession of SNF.
Under the settlement agreement, Generation received $80 million in gross reimbursements for storage
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costs already incurred ($53 million net, after considering amounts due from Exelon to co-owners of
certain nuclear stations), with additional amounts to be ‘reimbursed annually for future costs. In all
cases, reimbursements will be made only after costs are mcurred and only .for costs resultmg from
DOE delays in accepting the SNF : :

The Standard Contracts with the DOE also required the payment to the DOE of a one-time fee
applicable to nuclear generation through April 6, 1983. The fee related to the former PECO units has
been paid. Pursuant to the Standard Contracts, ComEd previously elected to pay the one-time fee of
$277 million for its units (which are now part of Generation), with interest to the date of payment, just
prior to the first delivery of SNF to the DOE. As of December 31, 2004, the unfunded.liability for the
one-time fee with interest (which has been assumed by Generatlon) was $878 million. Interest accrues
at the 13-week Treasury Rate, which was 1.987% at December 31, 2004. The outstanding one-time
fee obligation for the Oyster Creek and TMI units remains with the former owner. The Clinton unit has
no cutstanding obligation.

As a by-product of their operations, nuclear generating units produce low-level radioactive waste
(LLRW). LLRW is accumulated at each generating station and permanently disposed of at Federally
licensed disposal facilities. The Federal Low-Level Radioactive Waste Policy Act of 1980 provides that
states may enter into agreements to provide regional disposal facilities for LLRW and restrict use of
those facilities to waste generated within the region. lllinois and Kentucky have entered into an
agreement, although neither state currently has an operational site and none is currently expected to
be operational until after 2011. Pennsylvania, which had agreed to be the host site for LLRW disposal
facilities for generators located in Pennsylvania, Delaware, Maryland and West Virginia, has
suspended the search for a permanent disposal site.

Generation has temporary on-site storage capacity at its nuclear generation stations for limited
amounts of LLRW and has been shipping its LLRW to disposal facilities in South Carolina and Utah.
The number of LLRW disposal facilities is decreasing, and Generation anticipates the possibility of
continuing difficulties in disposing of LLRW. Generation is pursuing alternative disposal strategres for
LLRW, including a LLRW reduction program to minimize cost impacts.

The National Energy Policy Act of 1992 requires that the owners of nuclear reactors pay for the
decommissioning and decontamination of the DOE uranium enrichment facilities. The total cost to all
domestic utilities covered by this requirement was originally $150 million per year through 2006, of
which Generation’s share was approximately $20 million per year. Payments are adjusted annually to
reflect inflation. Including the effect of lnﬂatron Generatron paid $26 million in 2004

Nuclear Insurance. The Price-Anderson Act limits the liability of nuclear reactor owners for claims
that could arise from a single incident. As of December 31, 2004, the current limit was $10.76 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, Generation carries the maximum available amount of
nuclear liability insurance (currently $300 million for each operating site) and the remaining $10.46
billion is provided through mandatory participation in a financial protection pool. Under the Price-
Anderson-Act, all nuclear reactor licensees can be assessed a maximum charge per reactor per
incident. The maximum assessment for all nuclear operators per reactor per incident (rncludmg a'5%
surcharge) is $100.6 million, payable at no more than $10 million per reactor per incident per year. This
assessment is subject to inflation and state premium taxes. In addition, the U.S. Congress could
impose revenue-raising measures on the nuclear lndustry to pay clalms

The Price-Anderson Act exprred on August 1, 2002 and was subsequently extended to the end of
2003 by the U.S. Congress. Only facilities applying for NRC licenses subsequent to the expiration of
the: Price-Anderson ‘Act are affected by the expiration of the Price-Anderson Act. Existing commercial
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generating facilities, such as those owned and operated by Generation, remain subject to the
provisions of the Price-Anderson Act and are unaffected by its expiration. However, new licenses are
not covered under the Price-Anderson Act and any new plant initiatives would need to address this
exposure.

See “Nuclear Insurance” within Note 16 of Generation's Notes to Consohdated Fmancnal
Statements for a descnptlon of nuclear—related msurance coverage.

For information regarding property insurance, see ITEM 2. Properties—Generation of Exelon’s
2004 Form 10-K. Generation is self-insured to the extent that any losses may exceed the amount of
insurance maintained. Such losses could have a material adverse effect on Generation’s financial
condition and results of operations.

Decommlss:onmg NRC regulatlons requ1re that Ilcensees of nuclear generatmg facnhtles
demonstrate reasonable assurance that funds will be available in certain minimum amounts at the end
of the life of the facility to-decommission the facility. As more fully described below, both ComEd and
PECO are currently collecting amounts from ratepayers, which are uitimately remitted to the trust funds
maintained by Generation that will be used to decommission nuclear facilities. The AmerGen facilities
are not covered by the ComEd, PECO or any other rate recovery of decommissioning funding from
customers. Decommissioning expenditures are expected to occur primarily -after the plants are retired.
Based on current operating licenses and anticipated license renewals, decommissioning expendltures
for plants in operatlon are currently estlmated to begin in 2029. - :

In connection with the transfer of ComEd‘s nuclear generating 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 PPA
between ComEd and Generation. Under the ICC order, ComEd was permitted to recover $73 million
per year from customers for decommissioning for-the years 2001 through 2004. In 2005 and 2006,
ComEd is permitted to recover-up to $73 million annually, depending upon the portion of the output of
the former ComEd nuclear stations that ComEd purchases from Generation. Because ComEd is not
expected to take all of the output of these stations, actual collections are expected to be less than $73
million annually in 2005 and 2006. Under the ICC order, subsequent to 2006, there will be no further
recoveries though rates of decommissioning costs from ComEd's customers. The ICC order also
provides that any surplus funds after the nuclear stations are decommissioned must be refunded to
ComEd's customers. The ICC order has been upheld on appeal :

Nuclear decommissioning costs associated with the nuclear generating stations formerly owned by
PECO continue to be recovered currently through rates charged by PECO to customers. Amounts
recovered, currently $33 million per year, are remitted to Generation as allowed by the PUC.

.Generation believes that the amounts currently being collected from ComEd and PECO, coupled
wnth Generation's nuclear decommnssuomng trust funds and the expected investment earnings thereon
will be sufficient to fully fund Generation’s decommlssnomng obligations. AmerGen maintains
decommissioning trust funds for. each of its plants in accordance with NRC regulations. Generation
believes that amounts in these trust funds, including expected mvestment earnings thereon, will be
sufficient to fully fund AmerGen's decommissioning obllgatlons

See Critical Accounting Policies and Estimates within Management’s Discussion and Analysis of
Financial Condition and Results of Operation for a further discussion of nuclear decommissioning.
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Zion, a two-unit .nuclear generation. station, Peach Bottom Unit 1 and Dresden Unit 1 -have
permanently ceased power generation. SNF at Zion and Dresden Unit 1 is currently being stored in on-
site storage pools and dry cask storage, respectively, until a permanent repository under the NWPA is
completed. All of Peach Bottom Unit 1's SNF has been moved off site. Generation has recorded a
liabifity totaling $762 million at December 31, 2004, which represents the estimated cost of
decommissioning Zion, Peach Bottom Unit 1 and. Dresden Unit 1 in current year dollars. Certain
decommissioning costs are currently being incurred; however, the majority of decommissioning
expenditures are expected to occur primarily after 2013, 2033 and 2030 for Zion, Peach Bottom Unit 1
and Dresden Unit 1, respectively.

Fossil and Hydroelectric Facilities -

Generation operates various fossil and hydroelectric facilities and maintains ownership interest in
several other facilities such as La Porte, Keystone, Conemaugh and Wyman, which are operated by
third" parties. *In :2004, approximately 8% of Generation’s: electric supply was ‘generated from
Generation’s owned fossil and hydroelectric generating facilities.” The’ majority of this output was
drspatched”to support Generation's power marketing activities. For additional information regarding

Generatron S electrrc generatrng facrlrtres see ITEM 2. Propertles-—Generatlon of Exelon’s 2004 Form
10 K ~

Licenses. Fossrl generatron plants are generally not licensed and, therefore the decrsron on when
to retire plants is, fundamentally, a commercial one. Hydroelectric plants are licensed by the FERC.
The Muddy Run and Conowingo facilities have licenses that expire in September 2014. Generation is
considering applying to the FERC for license renewals of 40 years for the Muddy Run and Conowingo
plants, but the duration of any license renewal will depend on then-current policies at the FERC. The
processrng of arenewal to a hydroelectrrc Ircense generally takes at least elght years.

Insurance Generatlon does not purchase busrness lnterruptron insurance for-its wholly owned
fossil and hydroelectric operations. For its other types of insured losses, Generation is self-insured to
the extent that losses are within the policy deductible or exceed the amount of insurance maintained.
Such losses could have a material adverse effect on Exelon and Generation’s financial condition and
their results.of operations and cash flows. For.information regarding property insurance, see ITEM 2.
Propertres—Generatron of Exelon s 2004 Form 10-K. : :

Long-Term Contracts

In addition to energy produced by owned generatron assets Generation sells electncrty purchased
under the long-term contracts described below:

ille_r_' o : - o C Location Expiration  Capacity (MWs)
Kincaid Generation, LLC ......................... Kincaid, lllinois 2013 1,108
Tenaska Georgia Partners, LP .................... Franklin, Georgia 2030 925
Tenaska Frontier,Ltd ............ e Shiro, Texas 2020 830
Green Country Energy, LLC ..... . ... Jenks, Oklahoma 2022 - 795
Elwood Energy, LLC ....... e . Elwood, lllinois 2012 772
Lincoln Generating Facility, LLC e ...... Manhattan, lllincis =~ 2011 © 664
Reliant Energy Aurora LP ool e ~ Aurora, lllinois 2008 - 600
Others.................... e e P ' Various ~ 2005 to 2021 3,007
Total o e e e 8,701
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Federal Power Act

The Federal Power Act gives the FERC exclusive rate-making jurisdiction over wholesale sales of
electricity and the transmission of electricity in interstate commerce. Pursuant to the Federal Power
Act, all public utilities subject to the FERC's jurisdiction are required to file rate schedules with the
FERC with respect to wholesale sales and transmission ‘of electricity. Transmission tariffs established
under FERC regulation give Generation access to transmlssmn Ilnes that enable it to parhmpate in
competltlve wholesale markets : S

Because Generation sells power in the wholesale markets, Generation is a public utility for
purposes of the Federal Power Act and is required to obtain the FERC’s acceptance of the rate
schedules for wholesale sales of electricity. In 2000, Generation received authorization from the FERC
to sell power at market-based rates. As is customary with market-based rate schedules, the FERC
reserved the right to suspend market-based rate authority on a retroactive basis if it subsequently
determined that Generation or any of its affiliates exercised or has the ability to exercise market power.
The FERC is also authorized to order refunds if it finds that the market-based rates are not just and
reasonable.

In December 1999, the FERC issued Order No. 2000 to encourage the voluntary formation of
RTOs which would provide transmission service across multiple transmission systems. The intended
benefits of establishing these entities includes the development of larger wholesale markets and the
elimination or reduction of transmission charges imposed by successive transmission systems when
wholesale generators cross several transmission systems to deliver capacity. Order No. 2000 and the
FERC's effort to promote RTOs throughout the states have generated substantial opposition by some
state regulators and other governmental bodies. In addmon efforts to develop a RTO have been
abandoned in certain reglons » :

PJM has been approved as a RTO, .as has the Midwest ISO. ISO New England, the system
operator for New England where Generation also owns facilities, was approved as a RTO on February
2, 2005.

Exelon supports the development of RTOs and .implementation of standard market protocols but
cannot predict their success or whether they will ‘lead to the development of the envisioned large,
successful wholesale markets. The FERC issued 'a final rule establishing standardized generator
interconnection policies and procedures.:Under this interconnection policy generators will benefit from
not having to deal on a case-by-case ba3|s W|th dlfferent and sometlmes inconsistent requirements of
different transmission prowders ORI

The FERC recently announced new market power tests for suppliers to qualify to sell power at
market-based rates. These new tests, the market share test and the pivotal supplier test, must both be
passed by Generation, .or market power mitigation must be imposed for Generation to continue to
make sales of capacity and energy in the wholesale market at market based rates. Generation filed its
analysis of the application of the tests on September 27, 2004, which proposed that Generation passed
the market power screens. The FERC allows the relevant geographic market to include-a RTO’s
footprint, and Generation used an expanded PJM footprint as the relevant market. Because ComEd
and PECO, which purchase most of Generation’s power;: are members of:PJM, Generation, for the
most part, is selling into the PJM market. On January 5, 2005, the FERC issued a deficiency letter to
Generation requesting a response to twelve:separate questions relating to Generation's filing. On
January 26, 2005, Generation filed .an initial. response to the deficiency letter, answering certain
questions and requesting until February 14, 2005 to complete the response to the deficiency letter. The
FERC continues to process. Generation’s application.and market power analysis, as well as other
applicants’ filings. Management expects that - Generation - will eventually pass the market power
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screens; however, there is no certainty as to what final determination will be made by the FERC'in
regard to Generation’s filing and the filings of other applicants.

Currently, a sxgmﬁcant portion of Generahon s capacxty is located within the PJM RTO area. If the
FERC were to suspend Generatlon S market—based rate authority, Generatlon would be required to
supply and implement a plan for mltlgatlon of market power. FERC's default mitigation would require
Generation to file and obtain FERC acceptance of cost-based rate schedules or schedules tied to a
public index. In addition, the loss of market-based rate authority would subject Generation to the
accounting, record-keeping and reporting requirements that are imposed on public utilities with cost-
based rate schedules. A N : ' .

Fuel

The following table . shows sources of electnc supply in glgawatthours (Gth) for 2004 and
estimated for 2005: o

Source of Electric Supply

o o 2004 2005 (Est.)
Nuclearunits ..........:. ... U e 136,621 137,870 .
Purchases—non-trading portfoho S e e 48,968 44,479
Fossil and hydroelectricunits . ...... ... .. ... - 17,010 21,325
Total supply ....ovoininnan.. TR ERD 202,599 203,674

The fuel costs for nuclear generation are substantially less than for fossil-fuel generation.
Consequently, nuclear generation is generally the most cost-effective way for Generation to meet its
commitment to supply the requirements of ComEd and PECO, some of Exelon Energy s requirements,
and for sales to other utilities. : :

The cycle of production and utilization of nuclear fuel includes the mining and milling of uranium
ore into uranium concentrates, the conversion of:uranium’ concentrates to uranium hexafluoride, the
enrichment of the uranium hexafluoride and the fabrication of fuel assemblies. Generation has uranium
concentrate inventory and .supply contracts sufficient to- meet "all of -its uranium - concentrate
requirements through 2007. Generation’s contracted conversion services are sufficient to meet all of its
uranium conversion requirements through -2007. All of Generation’s enrichment requirements have
been contracted through 2007. Contracts for fuel fabrication have been obtained through 2007.
Generation does not anticipate difficulty in obtaining the necessary uranium concentrates or
conversion, enrichment or fabrication services for its nuclear units. - -

Generation obtains approximately 25% of its-uranium enrichment services from European
suppliers. There is an ongoing trade action by USEC, Inc. alleging dumping in the United States
against .European enrichment. services suppliers. In January 2002, the U.S. International Trade
Commission determined that USEC, Inc. was “materially injured or threatened with material injury” by
low-enriched . uranium exported by European suppliers. The U.S. Department of Commerce has
assessed countervailing and anti-dumping duties against the European suppliers. Both USEC, Inc. and
the European suppliers have appealed these decisions. Generation is uncertain at this time as to the
outcome of the pending appeals; however, as-a.result of these actions, Generation may incur hlgher
costs for uranium enrlchment services necessary for the productlon of nuclear fuel.

Coal is obtained for coal fired plants pnmanly through annual contracts with the remamder
supplied through either short-term contracts or spot-market purchases. »
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Natural gas requirements for operating stations:are procured through annual, monthly and spot-
market purchases. Some fossil generation stations can use either oil or gas as fuel. Fuel oil inventories
are managed so that in the winter months sufficient volumes of fuel are available in the event of
extreme weather condmons and during the remammg months to take advantage of favorable market
pricing.

Generation uses financial instruments to mitigate price risk associated with commodity price
exposures. Generation also hedges forward prlce risk W|th both over-the-counter and exchange-traded
instruments.

Power Team

Generation's wholesale operations include the physical delivery and marketing of power obtained
through its generation capacity, and long-, intermediate- and short-term contracts. Generation seeks to
maintain a net positive supply of energy and capacity, through ownership of generation assets and
power purchase and lease agreements, to protect it from the potential operational failure of one of its
owned or contracted power generating units. Generation has also contracted for access to additional
generation through bilateral long-term PPAs. These agreements are commitments related to power
generation of specific generation plants and/or are dispatchable in nature similar to -asset ownership.
Generation enters into PPAs with the objective of obtaining low-cost energy supply sources to meet its
physical delivery obligations to customers. Power Team may buy power to meet the energy demand of
its customers, including Energy Delivery. These purchases may be made for more than the energy
demanded by Power Team’s customers. Power Team then sells this open position, along with capacity
not used to meet customer demand, in the wholesale energy market. Generation has -also purchased
transmission service to ensure that it has reliable transmxssnon capacnty to physmally ‘move |ts power
supplies to meet customer delivery needs. :

Power Team also manages the 'price and supply risks for energy and fuel associated with
generation assets and the risks of power marketing activities. The maximum length of time over which
cash flows related to energy commodities are currently being hedged is three years. Generation’s
hedge ratio in 2005 for its energy marketing portfolio is approximately 90%. This hedge ratio
represents the percentage of 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 conditions, demand and volatility. During peak periods, the
amount hedged declines to assure Generation’s commitment to meet Energy Delivery’s demand, for
which the peak demand is during the summer. ‘For the portion of generation supply that is unhedged,
fluctuations in market pnce of energy will cause volatility in Generation’s results of operatlons

Power Team also uses financial and commodlty contracts for proprletary tradmg purposes but this
activity accounts for only a small portion of Power Team's efforts. The trading portfolio is subject to a
risk management policy that includes stringent risk management limits including volume, stop-loss and
value-at-risk limits to manage exposure to market risk. Additionally, the corporate risk management
group and Exelon’s Risk Management Comm|ttee (RMC) momtor the fmancual nsks of the power

marketlng actwntles : A :
B PR f ) o »_'::, ‘ o
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- At December 31, 2004, Generation's long-term commitments, relating to the purchase and sale of
energy, capacity and transmission rights from and to unaffiliated utilities and others were as follows:

" Net Capacity Power Only Power Only Pdrcrrases Transmission Rights

(in millions) Purchases (@ Sales from Non-Affiliates Purchases ®
2005 ... e $ 578 $2,551 $1,446 $ 31
2006 . ... i . 581 . 961 605 ‘ 3
2007 ... R 533 167 254 —
2008 . ... e 462 9 195 —
2009 ... e 437 9 194 —
Thereafter ..................... 3,664 343 548 —

$ 34

Total®@: ... oivvii . $6,255 ., $4,040 $3,242

|

(a) Net capacity purchases include tolling agreements that are accounted for as operating leases. Amounts presented in the
commitments represent Generation’s expected payments under these arrangements at December 31, 2004. Expected
payments include certain capacity charges which are conditional on plant availability.

(by Transmission rights purchases include estimated commltments ln 2005 and 2006 for additional transmission rights that will
be required to fulfill firm sales contracts. '

(c) Included in the totals are- $395 million of power only sales commitments related to Sithe, which were not retained by
Generation following the sale of Sithe. See Note 3 and Note 25 of Exelon’s Notes to Consolidated Financial Statements for
further discussion of ;hese transactions. |

In connection with the 2001 corporate restructuring, Generation entered into a PPA, as amended,
with ComEd under. which Generation has agreed to supply all of ComEd’s load: requirements through
2006.:Under the ComEd PPA, prices for energy vary depending upon the time of day and month of
delivery. Subsequent to 2006, ComEd expects to procure all of its supply from market sources, which
could include Generation. Additionally, Generation has a PPA with PECO under which Generation has
agreed to supply PECO with substantially all of PECQO’s electric supply needs through 2010. PECO
has also. assigned its rights. and obligations under various PPAs and fuel supply agreements to
Generation. Generation supplies power to PECO from the transferred generation assets, assigned
PPAs and other market sources. Subsequent to 2010, PECO expects to procure all of its supply from
market sources, WhICh could include Generatlon . - v

'

o T IR B

When AmerGen acqurred Clinton Nuclear Power Station (Cllnton) AmerGen entered into a power
sales agreement with the seller, lllinois Power Company (lllinois Power). The agreement with' lllinois
Power was for 68.8% of Clinton's output for a term that eéxpired on December 31, 2004. Generation
has subsequently entered into a separate:agreement with lllinois Power to provide fixed quantities of
power under a power sales agreement over future periods begmnlng January 1, 2005 This agreement
is mcluded inthe commltment table presented above

N,

Cap:tal Expendltures I

1

Generatlons busxness is capltal intensive and requires srgmfcant mvestments in energy. generat|on
and in other internal infrastructure projects. Generation’s estimated capital expenditures for 2005 are
as follows:

(in millions)

Production Plant ... ...ttt e e e $ 575

Nuclear fuel .. ... . e e 498
Ot ot e $1,073




Enterprises

During 2004 and 2003, Enterprises exited a significant number of businesses and investments, as
described below. As of December 31, 2004, Enterprises consisted primarily of the remaining electrical
contracting business of F&M Holdings, LLC Enterpnses is contlnumg to pursue opportunltles to sell |ts
remaining businesses. ' z : : :

Exelon Energy Company. Effective January 1, 2004 Enterpnses competmve retarl sales busmess
Exelon Energy Company, was transferred to Generation.

InfraSource, Inc. On September 24, 2003, Enterprises sold the electric construction and services,
underground and telecom businesses of InfraSource, Inc. for cash proceeds of approxrmately $175
million, net of transaction costs and cash transferred to the buyer upon sale plus a $30 million
subordinated note. Enterprises recorded a net pre-tax loss and minority interest of $4 million
associated with the sale and goodwill impairment charge in 2003. -

Exelon Services, Inc. During 2004, Enterprises disposed of or wound down all of the operating
businesses of Exelon Services, Inc. (Exelon Services), including Exelon Solutions, the mechanical
services businesses and the Integrated Technology Group. Total expected proceeds and the pre-tax
net gain on sale recorded in 2004 related to:the dlsposmon of the Exe!on Serwces busmesses were
$61 million and $9 million, respectively. : SRS

 Exelon Thermal Holdings, Inc. On’ June 30 2004, Enterprises sold its Chlcago businesses of
Exelon Thermal Holdings, Inc. (Thermal) for net cash proceeds of $134 million and expected proceeds
of $2 million from a working capital settlement, resulting in a pre-tax gain of $36 million, net of debt
prepayment penaltles On September 29, 2004, ‘Enterprises closed on the sale of ETT Nevada, Inc.,
the holding company for its investment in Northwind Aladdin; LLC “for a net cash outflow of $1 million,
subject to working capital adjustments. Enterprises recorded a pre-tax loss of $3 million related to the
disposition. On October 28, 2004, Northwind Windsor, of which Enterprises owns a 50% interest, sold
substantially all of its assets, providing Enterpnses with cash proceeds of $8 million, resulting in a pre-
tax gain of $2 million.

PECO TelCove. On June 30, 2004, Enterprises sold its .investment in PECO TelCove,. a
communications joint venture, along with certain telecommunications assets, for proceeds of $49
million, resulting in a pre-tax gain of $9 million.

Exelon Capital Partners Holdings, LLC. During 2004, Enterprises sold its direct investments and
investments in three of its four venture capital funds.
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(Dollars in million except per share data, unless otherwise noted)
MARKET FOR OUR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS -

Exelon s common stock is hsted on the New: York Stock Exchange. See Note 24 of Exelon s Notes
to Consolidated Financial Statements for the high and low sales prices, closing prices and dividends
for Exelon’s common stock for 2004 and 2003 on a per share basis. As of January 31, 2005, there
were 664,807,122 shares of common stock outstandmg and approxrmately 166,575 shareholders of
common stock of record.

On January 27, 2004, the Exelon Board of Directors approved a 2-for-1 stock split of Exelon’s
common stock. The distribution daté was May 5, 2004. The authorized common stock was increased
from 600,000,000 shares with no par value to 1,200,000,000 shares with no par value. The share and
per-share amounts related to Exelon mcluded in this Financial Information supplement have been
adjusted for all periods presented to reflect the stock split.

Dividends

Under apphcable Federal Iaw Exe1on ComEd, PECO and Generation can pay drvrdends only
from retained, undistributed_or . current earnings. A.significant loss recorded- at ComEd, PECO or
Generation may limit the dividends that these companies can distribute to Exelon.

Under Illinois law, ComEd may not pay any dividend on its stock unless, among other things, “[its]
earnings and earned surplus are sufficient to. declare and pay same after provision is made for
reasonable and proper reserves,” or unless it has specn" ¢ authorization from the ICC. At December 31,
2004, Exelon ‘had retained’ earnings of $3.3 billion, which includes ComEd's retained earnings of
$1,102 million (all of which had been: appropnated for future dividends), PECO’s retained earnings of
$607 million and Generatron S undrstrrbuted earnings of $761 million. .

The follqwing table sets forth Exelo‘n’s quarterly cash dividends paid durirjg 2004 and 2003i

2004 2003
Ath 3rd 2nd {st 4th 3rd 2nd qst
(per share) ~ . Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Exelon..............:.... $0.400 $0.305 .%0.275 %0.275 $0.250 $0.250 $0.230 -$0.230

The following table sets forth ComEd's and PECO’s quarterly common drvrdend payments and
Generation’s quarterly distributions: : o

2004 o : o , 2003

4th 3rd 2nd st 4th 3rd 2nd qst
(in millions) Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
ComEd..................... $137 $113 $104 $103 $95 $95 $90 121
PECO.......oiiiii i 115 96 90 90 79 79 75 90
Generation.................. 335 61 55 54 73 71 45 —

On January 27, 2004, the Exelon Board of Directors declared a quarterly dividend of $0.275 per
share on Exelon’s common stock. On July 27, 2004, the Exelon Board of Directors declared a quarterly
dividend of $0.305 per share on Exelon's common stock and approved a policy of targeting a dividend
payout ratio of 50 to 60% of ongoing earnings and authorized a plan to achieve that level of payout for
the full year of 2005. The actual dividend payout rate depends on Exelon achieving its objectives,
including meeting cash flow targets and strengthening its balance sheet. On October 19, 2004 and
January 25, 2005, the Exelon Board of Directors approved quarterly dividends of $0.40 per share,
reflecting an annual dividend of $1.60 per share. The Board of Directors must approve the dividends
each quarter after review of Exelon’s financial condition at that time.
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The Merger Agreement between Exelon and PSEG provides that, subject to applicable law and
the fiduciary duties of its board of directors, Exelon will increase its quarterly dividend so that the first
dividend paid after completion of the Merger is an amount equal, on an exchange ratio adjusted basis,
to the dividend PSEG shareholders received-in.the quarter immediately prior to completion of the
Merger, up.to .a maximum of $0.47 per share of Exelon common stock (the lesser of $0.47 and the
amount required to equal PSEG's dividend on_an exchange ratio adjusted basis being referred to as
the threshold amount (threshold amount)). Exelon has agreed that as close to 30 days prior to the
anticipated closing of the Merger as reasonably practicable, it will notify PSEG of what it believes its
first quarterly dividend following completion of the_Merger will be. If that dividend is less than the
threshold amount, PSEG may make a one time special cash dividend to its shareholders equal to the
amount of the difference between the dividend Exelon has mformed PSEG it will pay and the threshold
amount on an exchange ratio adjusted basis. , o

ComEd may ‘not declare dividends on any shares of its capital stock in the event that: (1) it
exercises its right to extend the interest payment periods on the subordinated debt securities which
were issued to ComEd Financing il and ComEd Financing Il (the Financing Trusts); (2) it defaults on
its guarantee of the payment of distributions on the preferred trust securities of the Financing Trusts; or
(3) an event of default occurs under the Indenture under which the subordinated debt securities are
issued (see ITEM 1. Business—Other Subsidiaries of ComEd and PECO with Publicly Held Securities
of Exelon’s 2004 Form 10-K). As of December.31, 2004, ComEd had appropnated $1,102 mllhon of
retained earnings for future dividend payments .

PECO's Artlcles of Incorporation prohlblt payment of any dlwdend on, or other dlstnbutlon to the
holders of;.common stock if, after giving effect thereto, the capital of PECO represented by its common
stock together with its retained earnings is, in the aggregate, less than the involuntary liquidating value
of its then outstanding preferred stock. At December 31, 2004, such capital was $2.8 billion and
amounted to about 32 times the liquidating value of the outstanding preferred stock of $87 million. .

PECO may not 'declare dividends on any shares of its capital stock in the event that: /(1) it
exercises its right to extend the interest payment periods on the subordinated debentures which were
issued to PEC L.P. or PECO Trust IV; (2) it defaults on its guarantee of the payment of distributions on
the Series D Preferred Securities of PEC L.P. or the preferred trust securities of PECO Trust IV; or (3)
an event of default occurs under the Indenture under which the subordinated debentures are issued
(see ITEM 1. Business—Other Subsidiaries of ComEd and PECO with Publicly Held Securities of
Exelon’s 2004 Form 10-K).
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- -SELECTED FINANCIAL DATA

The selected financial data presented below has been derived from the audited consoclidated
financial statements of Exelon. This data is qualified in its entirety by reference to and should be read in
conjunction with Exelon's Consolidated Financial Statements and Management's Discussion and
Analysis of Financial Condition and Results of. Operatlon included in this Financial Information
supplement.

Results for 2000 reflect the effects of the merger of Exelon Corporation, Unicom and PECO on
October-20, 2000. That merger was accounted for using the purchase method of accounting with
PECO as the acquiring company. Accordingly, financial results for 2000 consist of PECO's results for
2000 and Unicom’s results after October 20, 2000.

For the Years Ended December 31,

in millions, except for per share data . » 2004 . - 2003 2002 2001 2000
Statement of Income data: : - - ‘
Operatingrevenues ............. e - $14,515 - $15,812 $14,955 $14,918 $7,499
Operatingincome . ........ ... ool we.. 3,433 2,277 3,299 3,362 1,527
Income before cumulative effect of changes in ) '

accounting principles . ........ e e $1841 $ 793 $ 1670 $ 1416 $ 562
Cumulative effect of changes in accounting :

principles (net of income taxes) ............... 23 112 (230) 12 24
Netincome ................uunn e .. $1864 $ 905 $ 1,440 $ 1428 $ 586

Earnings per average common share (diluted):
Income before cumulative effect of changes in o '
accounting principles ... . ... S $ 275 $§ 121 $ 257 $ 219 $ 1.38

Cumulative effect of changes in accounting

principles (net of income taxes) ............... 0.03 0.17 (0.35) 0.02 0.06
Netincome................. P R $ 278 $ 138 § 222 $ 2213 144
Dividends per common share . ................. . % 126 $ 09 $ 088 $ 091 $ 046
Average shares of common stock outstandmg——

diluted ....... . ' 669 657 649 645 408
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- December 31,

in millions . o .. " Zo00a

2003 2002 2001 2000

Balance Sheet data:

$ 4561 $ 4,125 $ 3,735 $ 4,151
.20,630 17,957 14,665 15914
5226 - 5546 . 5,774 6,045
4,719 4992 - 5335 .5/186
6,800 5,249 5,460 5,378

$41,936 $37,869 - $34,969 $36,674

$ 5720 % '5,874 $ 4,370 $ 4,993

- 13,489 13,127 12879 12,958

1,891 486 225 1,888
12,246 - 9,968 8,749 8,959
— 77 31 - 31
87 - 595 - 613 630

8,503 7,742 8,102 = - 7,215

Currentassets ...........coviiiniiinnninnen, $3,926
Property, plant and equipment, net .-......... Lo 21,482
Noncurrent regulatory assets ....:............. 4,780 |
GoodWill ... e 4,705
Other deferred debits and otherassets .......... 7,867
Totalassets .........cooiviiiiiiiiiin, $42,770
Current liabilities ........ .. P ST $ 4,882
Long-term debt, including Iong -term debt to" o o
financing trusts@ . ...... ..o L0 o oaol0D 12,148
Regulatory liabilities ...............0..... LU 12,204
Other deferred credits and other Ilabnlmes cee..n . 13,9847
Minorityinterest . ......... ... .. 0000 eden.s o 42 ¢
Preferred securities of subsndlanes @ 87
Shareholders’ equity ................. Voeels T 9,423
Total liabilities and shareholders’ equity ......... $42,770

$41,036 $37,869 $34,969 $36,674

{(a) The mandatorily redeemable preferred securities of. ComEd and PECO were reclassified as long-term debt to financing
trusts in 2003 in accordance with FIN 46-R and FIN 46 Consohdat:on of Variable Interest Entities” (FIN 46). '
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
' OPERATION

Exelon, ComEd, PECO and Generation

The Critical Accounting Policies and Estimates and New Accounting Pronouncement sectlons
presented below indicate the registrant or reglstrants to which each policy, estimate or accounting
standard is apphcable

Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with GAAP requires that management apply
accounting policies and make estimates and assumptions that affect results of operations and the
amounts of assets and liabilities reported in the financial statements. Management discusses these
policies, estimates and assumptions within its Accounting and Disclosure Governance Committee on a
regular basis and provides periodic updates on management decisions to the Audit Committee of the
Exelon Board of Directors. Management believes that the areas described below require significant
judgment in the application of accounting policy or in making estimates and assumptions in matters
that are inherently uncertain and that may change in subsequent periods. Further discussion of the
application of these accounting pohcnes can be found in the Reglstrants Notes to Consolldated
Financial Statements.

Asset Retirement Obligations (Exelon, ComEd, PECO and Generation)
Nuclear Decommissioning (Exelon and Generation)

Generation must make significant estimates and assumptions in accounting for its obligation to
decommission its nuclear generating plants in accordance with SFAS No. 143, “"Accounting for Asset
Retirement Obligations” (SFAS No. 143).

SFAS No. 143 requires that Generation estimate the fair value of its obligation for the future
decommissioning of its nuclear generating plants. To estimate that fair value, Generation uses a
probability-weighted, discounted cash flow model considering multiple outcome scenarios based upon
significant assumptions embedded in the following:

Decommissioning Cost Studies. Generation uses decommissioning cost studies prepared by a
third party to provide a marketplace assessment of costs and the timing of decommissioning activities
validated by comparison to current decommissicning projects and other third-party estimates.

Cost Escalation Studies. Cost escalation studies are used to determine escalation factors and
are based on inflation indices for labor, equipment and materials, energy and low-level radioactive
waste disposal costs.

Probabilistic Cash Flow Models. Generation’s probabilistic cash flow models include the
assignment of probabilities to various cost levels and various timing scenarios. The probability of
various timing scenarios incorporate the factors of current license lives, anticipated license renewals
and the timing of DOE acceptance for disposal of spent nuclear fuel.

Discount Rates. The probability-weighted estimated cash flows using these various scenarios are
discounted using credit-adjusted, risk-free rates applicable to the various businesses.

Changes in the assumptions underlying the foregoing items could materially affect the
decommissioning obligation recorded and could affect future updates to the decommissioning
obligation to be recorded in the consolidated financial statements. For example, the 20-year average
cost escalation rates used in the current ARO calculation approximate 3% to 4%. A uniform increase in
these escalation rates of 25 basis points would increase the tctal ARO recorded by Exelon by
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approximately 11% or more than $400 million. Under SFAS No. 143, the nuclear decommissioning
obligation is adjusted on an ongoing basis due to the passage of time and revisions to either the timing
or amount of the original estimate of undiscounted cash flows. For more information regarding the
adoption and ongoing application of SFAS No.. 143 see Note 1 and Note 14 of Exelon’s Notes to
Consclidated Financial Statements. :

Other Asset Retirement Obligations (Exelon, ComEd, PECO and Generation)

The FASB has ‘issued an exposure draft of proposed interpretations of SFAS No. 143. The
exposure draft addresses the accounting for conditional asset retirement obligations. The proposed
guidance is not anticipated to have any impact on Generation’'s asset retirement obligations for nuclear
decommissioning but may result in the recording of liabilities at Exelon, ComEd, PECO and Generation
for conditional legal obligations meeting the scope of the interpretation.

Asset Imparrments (Exelon, ComEd, PECO and Generatlon)
Goodwrll (Exelon and ComEd)

Exelon and ComEd had approximately $4.7 billion of goodwrll recorded at December 31, 2004,
which relates entirely to the goodwill recorded upon the acquisition of ComEd. Exelon and ComEd
perform assessments for impairment of their goodwrll at least annually, or more frequently if events or
circumstances indicate that goodwill might be lmpalred Application of the goodwnll |mpa|rment test
requires management’s judgments, including the identification of reporting units, assigning assets and
liabilities to reporting units, assigning goodwill to reporting units, and determining the fair value of each
reporting unit.

Exelon and ComEd performed their annual assessments of goodwill impairment as of November
1, 2004 and determined that goodwill was not impaired. Exelon assesses goodwill impairment at its
Energy Delivery reporting -unit; accordingly, a goodwill impairment charge at ComEd may not
necessarily affect Exelon’s results of operations as the goodwill impairment test for-Exelon considers
the cash flows of the entire consolldated Energy Delivery business segment, whrch mcludes both
ComEd and PECO : : .

In the assessments Exelon and- ComEd estlmated the falr value of the Energy Dellvery and
ComEd reporting: units using. a probability-weighted, discounted cash flow model with muitiple
scenarios. The fair value determination is' dependent on-many sensitive, interrelated and uncertain
variables, including changing interest rates, utility sector market performance, the capital structures of
Energy Delivery and ComEd, market prices for power, post-2006 rate regulatory structures, operating
and capital expenditure requirements, and other factors. Changes in assumptions regarding these
variables or in the assessment of how they interrelate could produce a different impairment result,
which could be material. For example, a hypothetical decrease of approximately 10% in Energy
Delivery’s and ComEd's expected discounted cash flows would result in no impairment at Exelon, but
an estimated impairment of goodwill of approximately $1.7 billion at ComEd.

Long-Lived Assets (Exelon, ComEd, PECO and Generation)

Exelon, ComEd, PECO and Generation evaluate the carrying value of their long-lived assets,
excluding goodwill, when circumstances indicate the carrying value of those assets may not be
recoverable. The review of long-lived assets for impairment requires significant assumptions about
operating strategies and estimates of future cash flows, which require assessments of current and
projected market conditions. For the generation business, forecasting future cash flows requires
assumptions regarding forecasted commodity prices for the sale of power and costs of fuel. A variation
in the assumptions used could lead to a different conclusion regarding the realizability of an asset and,
thus, could have a significant effect on the consolidated financial statements.
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Investments (Exelon, ComEd, PECO and Generation)

Exelon, ComEd, PECO and Generation had approximately $6,066 million, $91 million, $109 million
and $5,365 million, respectively, of investments, including investments held in  nuclear
decommissioning trust funds, recorded as of December 31, 2004. Exelon, ComEd, PECO and
Generation consider investments to be impaired when a decline in fair value below cost is judged to be
other-than-temporary. If the cost of an investment exceeds its fair value, they evaluate, among other
factors, general market conditions, the duration and extent to which the fair value is less than cost, as
well as their intent and ability to hold the investment. The Registrants also consider specific adverse
conditions related to the financial health of and business outlook for the investee.

Defined Benefit Pension and Other Postretlrement Welfare Benef‘ts (Exelon ComEd, PECO and
Generation)

Exelon sponsors defined benefit pension plans and postretirement welfare benefit plans applicable
to essentially all ComEd, PECO, Generation and BSC employees and certain Enterprises employees.
See Note 15 of Exelon’s Notes to Consolidated Financial Statements for further information regarding
the accounting for Exelon’s defined benefit pension plans and postretirement welfare benefit plans.

The costs of providing benefits under these plans are dependent on hlstorlcal information such as
employee age, length of service and level of compensatlon and the actual rate of return on plan
assets. Also, Exelon utilizes assumptions about the future, including the expected rate of return on plan
assets, the discount rate applied to benefit obligations, rate of compensation increases and the
anticipated rate of increase in health care costs. .

The selection of key actuarial assumptions utilized in the measurement of the plan obligations and
costs drives the results of the analysis and the resulting charges. The long-term expected rate of return
on plan assets (EROA) assumption used in calculating pension cost was 9.00% in 2004 and 2003
compared to 9.50%, for -2002. The weighted average EROA assumption used in calculating other
postretirement benefit costs ranged from 8.33% to 8.35% in 2004 compared to 8.40%.in-2003 and
8.80% for 2002. A lower EROA is used in the calculation of other postretirement benefit costs, as the
other postretirement benefit trust activity is partially taxable while the pension trust activity is non-
taxable. The Moody’s Aa Corporate Bond Index was used as the basis in selecting the discount rate for
determining the-plan obligations, using 5.75%, 6.25% and 6.75% at December 31, 2004, 2003 and
2002, respectively. The reduction in the discount.rate is due to the decline in Moody's Aa Corporate
Bond Index in 2004 and 2003. -
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The following tables illustrate the effects of changing the major actuarial assumptions discussed
above: v )

‘lmpacton © -~ ¢ i R
_ , _ - - Projected Benefit . -« : Impact on * Impacton.
. o Obligation at " Pension Liability at ...2005
Change in Actuarial Assumptlon © ' December 31,2004 December 31, 2004 © Pension Cost
Pension benefits T B ' P R
Decrease discount rate by 0.5% ..."..... ceee L. 8626 ©. 8§35 %40
Decrease rate of return on plan assets by - S I
T05% e, = R
" “impacton - -~ ' Impacton C
) OtherPostretlrement - Postretirement - Impact on 2005
. Benefit Obligation . ~ Benefit Liability =~ Postretirement
Change in Actuarial Assumption - - : ' -~ at December 31, 2004 at December 31,2004 Benefit Cost
Postretirement benefits ~ =~ L
Decrease discountrate by 0.5% ............. 5174 $— ST
Decrease rate of return on plan assetsby . N ‘ o
05% ... oo —_ — - 5

~ Assumed health care cost trend rates also have a significant effect on the costs reported for
Exelon’s postretlrement benefit plans. To estlmate ‘the 2004 cost, Exelon assumed a health care cost
trend rate of 10%, decreasmg to an’ “ultimate trend rate of 4.5% in 2011 compared to the’ 2003
assumptlon of 8.56%, decreasmg to an ultimate’ trend rate of 4.5% in 2008 To estimate the 2005 cost
Exelon will assume a health care cost trend rate of 9%, decreasing to an ultimate trend rate of 5% in
2010. A one-percentage point change in assumed health care cost trend rates in 2004 would have the
followmg effects

Effect of a one percentage point i lncrease in assumed health care cost trend

_ on total service and interest cost components . ; 8 3
on postretirement benefit obligation .. ......."." RN e AP SR 7.4
Effect of a one percentage point decrease in-assumed health care cost trend - “
on total service and interest cost components ..................... AU S S 1))

on postretlrement beneflt obllgatlon ..... e e $(276)

The assumptions are reviewed at the beglnnmg of each year durlng Exelon’s’ annual review
process and at any interim remeasurement of the plan obligations. The impact of assumption changes
is reflected in the recorded pension amounts as they occur, or over a period of time if allowed under
applicable accounting standards. As these assumptions ‘change from penod to perlocl recorded
pen3|on amounts and fundmg requ1rements could also change

“In 2004, Exelon incurred approximately $294 ‘million in costs assocrated with its pension and
postretirement benefit plans, including curtailment ‘and settlement costs of $24 million. ‘Although 2005
pension and postretirement benefit costs'will depend ‘on market conditions,’ Exelon believes that'its
pension and postretirement benefit costs will decrease in 2005 due to an anticipated contribution of
approximately $2 billion to the pension plans, partially offset by an increase in postretirement benefit
costs due to a change in the assumed healthcare cost trend rate. Depending on the timing. of the
pension contribution, the estimated net decrease in 2005 pension and postretirement benefit costs
could range from approximately $30 million to approximately $120 million. If the contribution is made
on July 1, 2005, the estimated net decrease in 2005 penS|on and postretlrement benef t.cost would be
approximately $75 mllllon . S . »
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Regulatory Accounting (Exelon, ComEd and PECO)

Exelon, ComEd and PECO account for their regulated electric and gas operations in accordance
with SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation” (SFAS No. 71), which
requires Exelon, ComEd and PECO to reflect the effects of rate regulation in their financial statements.
Use of SFAS No. 71 is applicable to utility operations 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. As of December 31, 2004, Exelon, ComEd and PECO have
concluded that the operations of ComEd and PECO meet the criteria. If it is concluded in a future
period that a separable portion of their businesses no longer meets the criteria, Exelon, ComEd and
PECO are required to eliminate the financial statement effects of regulation for that part of their
business, which would include the elimination of any or all regulatory assets and liabilities that had
been recorded in their Consolidated Balance Sheets. The impact of not meeting the criteria of SFAS
No. 71 could be material to the financial statements as a one-time extraordinary item and through
impacts on continuing operations. See Note 5 ‘and Note 2 of Exelon’s and ComEd’'s Notes to
Consolidated Financial Statements, respectively, for further information regarding regulatory issues.

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.
As of December 31, 2004, Exelon and PECO had recorded $4.8 billion of net regulatory assets within
their Consolidated Balance Sheets. At December 31, 2004, Exelon and ComEd had recorded $2.2
billion of net regulatory liabilities within their Consolidated Balance Sheets. See Note 21 of Exelon’s
Notes to Consolidated Financial Statements for further mformatlon regarding the significant regulatory
assets and liabilities of Exelon, ComEd and PECO.

For each regulatory jurisdiction where they conduct business, Exelon, ComEd and PECO
continually assess whether the regulatory assets and liabilities continue to meet the criteria for
probable future recovery or settlement. 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.

The electric businesses of 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. Because the current rates include the recovery
of existing regulatory assets and Ilabllmes and rates in effect during the rate freeze or rate cap periods
are expected to allow Exelon, ComEd and PECO to earn a reasonable rate of return during that period,
management believes the existing regulatory assets and liabilities are probable of recovery. This
determination reflects the current political and regulatory climate at the Federal level and in the states
where ComEd and PECO do business but is subject to change in the future. If future recovery of costs
ceases to be probable, the regulatory assets and liabilities would be recognized in current period
earnings. A write-off of regulatory assets could limit the ability to pay dividends under PUHCA and
state law.

Accounting for Derivative Instrumenis (Exelon, ComEd, PECO and Generation)

The Registrants enter into derivatives to manage their exposure to fluctuations in interest rates,
changes in interest rates related to planned future debt issuances and changes in the fair value of
outstanding debt. Generation utilizes derivatives with respect to energy transactions to manage the
utilization of its available generating capability and provisions of wholesale energy to its affiliates.
Generation also utilizes energy option contracts and energy financial swap arrangements to limit the
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market price risk associated with forward energy commodity contracts. Additionally, Generation enters
into energy-related derivatives for trading purposes. All of the Reglstrants derivative actlvmes are in
accordance with Exelon’s Risk Management Policy (RMP)

The Registrants account 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
derivatives are recognized on the balance sheet at their fair value unless they qualify for a normal
purchases or normal sales exception. Derivatives recorded at fair value on the balance sheet are
presented as current or noncurrent mark-to-market derivative assets or liabilities. Changes in the
derivatives recorded at fair value are recognlzed in earnings unless specific hedge accounting criteria
are met, in which case those changes are recorded in earnlngs as an offset to the changes in fair value
of the exposure being hedged or deferred in accumulated other comprehensrve income and
recognized in earnings as hedged transaction occur '

Normal Purchases and Normal Sales . Exception. The avallablhty of the normal purchases and
normal sales exception is based upon the assessment of the ability and intent to deliver or ‘take
delivery of the underlying item. This assessment is based primarily on internal models that forecast
customer demand and electricity and gas 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 assumptions could result in these contracts not quahfymg for the normal
purchases and normal sales exception. -

Energy Contracts. ldentification of an“energy contract as a qualifying cash-flow hedge requires
Generation to determine that the contract-is in accordance with the RMP, the forecasted future
transaction is probable, and 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 such an energy contract
designated as a hedge. Generation reassesses its cash-flow hedges on a regular basis to determine if
they continue to be effective and that the forecasted future transactions are probable. When a contract
does not meet the effective or probable criteria of SFAS No. 133, “Accounting for Derivatives and
Hedging Activities” (SFAS No. 133) hedge accountmg is drscontrnued ‘and changes in the fair value of
the derivative are recorded through earnlngs

As a part of accounting for derivatives, the Registrants 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 expected changes in the fair value in
deciding whether or not to enter into derivative: transactions, and in determining the initial accounting
treatment for derivative transactions. Generatron uses 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, Generation uses internal models to determine the fair value. These
internal models include assumptions of the future prices of energy based on the specific market in
which the energy is being purchased, using externally available forward market pricing curves for all
periods possible under the pricing model. Generation uses the Black model, a standard industry
valuation model, to determine the fair value of energy derivative contracts that are marked-to-market.

Interest-Rate Derivalive Instruments. To determine the fair value of interest- rate swap

agreements, the Registrants use external dealer prices or internal valuation models that utrhze
assumptnons of available market pricing curves
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Depreciable Lives of Property, Plant and Equrpment (Exelon, ComEd, PECO and Generation)

The Reglstrants have a sugnlf icant mvestment in electnc generatlon assets and electric and natural
gas transmission and distribution assets. Depreciation of these assets is generally provided over their
estimated service lives on a straight-line basis using the composite method. The estimation of service
lives requires management judgment regarding the period of time that the assets will be in use. As
circumstances’ warrant, deprecratlon estimates are reviewed to determine if any changes are needed.
Changes to deprecratlon ‘estimates in future periods could have a srgmt’ cant impact on the amount of
deprec:atlon charged to the fi nancnal statements

In 2001, Generatlon extended the estlmated servrce lives 'of certain nuclear-fuel generatlng
facilities based" upon Generatlons mtent to apply for licensé renewals for these facilities. While
Géneration expects to apply for and obtain” approval of license renewals for’ these facnhtles
circumstances may arise that would prevent Generation from obtaining additional license renewals. A
change in depreciation estimates resulting from Generation’s inability to receive additional llcense
renewals could have a srgmt’ icant effect on Generatlon S results of operatlons

Accountmg for Contmgencres (Exelon, ComEd PECO and Generatlon)

_ ln the preparatlon of their fi nancial statements the Registrants make Judgments regardlng the
future outcome of contingent events and record amounts that are probable and reasonably estimated
based upon available information. The amounts recorded may differ from the actual income or expense
that occurs when the uncertainty is resolved. The estimates that the Registrants make in accounting for
contingencies and  the gains, and losses that. they record upon the ultimate resolution of these
uncertainties-have a significant effect on, their,financial statements. The accounting for taxation and
environmental costs are further discussed below. - .. :

" Taxation

. The Reglstrants are requ1red to make Judgments regardlng the potentlal tax effects of various
ﬁnancnal transactions and ongoing operatlons to estimate their obhgatlons to taxing authorities. These
tax obhgatlons include income, real estate, use and employment-related taxes, including taxes that are
subject to ongoing appeals. Judgments include estimating reserves for potential adverse outcomes
regarding tax positions that they have taken. The Registrants must also assess their ability to generate
capital gains in future periods to realize tax benefits associated with capital losses previously
generated or expected to be generated in future periods. Capital losses may be deducted only to the
extent of capital gains reallzed during the year of the loss or durlng the three prior or five succeedlng
years. The Registrants do not record valuatlon allowances for deferred tax assets related to capital
losses that the Registrants believe will be realized | in future _periods. Generatlon has recorded valuation
allowances against certain deferred assets assomated with capital Iosses due to the consolidation of
Sithe. While the Reglstrants believe the resulting tax reserve, balances as of December 31, 2004 reflect
the probable expected outcome of these tax matters in accordance with SFAS No. 5, ‘Accountmg for
Contmgencnes and, SFAS No. 109, “Accounting for income Taxes,” the ultimate outcome of such
matters could result in favorable or unfavorable adjustments to their consolidated financial statements
and such adjustments could be material. :

Environmental Costs

As of December 31, 2004 Exelon, ComEd PECO and Generatlon had accrued liabilities of $124
million, $61 ‘million, $47 million and $16 million, respectively, for enwronmental lnvestlgatlon ‘and
remediation costs. These liabilities are based upon estimates with respect to the number of sites for
which the Registrants 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
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timing and costs of expenditures can be reliably estimated, amounts are discounted. These amounts
represent $36 million, $55 million and $41 million, respectively, of the total accrued for Exelon, ComEd
and PECO. Where timing and amounts cannot be reliably estimated, amounts are recognized on an
undiscounted basis. Such amounts represent -$28 million, .$6 million, $6 million and $16 million,
respectively, of the total accrued liabilities for Exelon, ComEd, PECO-and Generation. Estimates can
be affected by the factors noted above as well as by changes in technology, regulatlons or the
requ1rements of local governmental authorities.

Severance Accounting (Exelon, ComEd, PECO .and Generation)

The Registrants provide severance benefits to terminated employees pursuant to pre-existing
severance plans primarily based upon each individual employee’s years of service with the Registrants
and compensation level. The Registrants accrue severance benefits that are considered probable and
can be reasonably estimated in accordance with SFAS No. 112, “Employer’s Accounting for
Postemployment Benefits, an amendment of FASB Statements No. 5 and 43" (SFAS No. 112). A
significant assumption in estimating severance charges is the determination of the number of positions
to be eliminated. The Registrants base their estimates on their current plans and ability to determine
the appropriate staffing levels to effectively operate their businesses. Exelon, ComkEd, PECO and
Generation recorded severance charges of $32 million, $10 million, $3 milion and $2 million,
respectively, in 2004 and severance charges of $135 million, $61 million, $16 million and $38 million,
respectively, in 2003, related to personnel reductions. The Registrants may incur further severance
costs if they identify additional positions to be eliminated. These costs will be recorded in the period in
which the costs can be reasonably estimated.

Revenue Recognition (Exelon, ComEd, PECO and Generation)

Revenues related to the sale of energy are recorded when service is rendered or energy is
delivered to customers. The determination of Energy Delivery’s and Exelon Energy Company’s energy
sales to individual customers, however, is based on systematic readings of customer meters generally
on a monthly basis. At the end of each month, amounts of energy delivered to customers since the
date of the last meter reading are estimated, and corresponding unbilled revenue is recorded. This
unbilled revenue is estimated each month based on daily customer usage measured by generation or
gas throughput volume, estimated customer usage by class, estimated losses of energy during delivery
to customers and applicable customer rates. Customer accounts receivable of ComEd, PECO, and
Generation included estimates of $275 million, $143 million, and $64 million, respectively, for unbilled
revenue as of December 31, 2004 as a result of unread meters at ComEd, PECO and Exelon Energy
Company. Increases in volumes delivered to the utilities’ customers and favorable rate mix due to
changes in usage patterns in customer classes 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; however,
total operating revenues would remain materially unchanged.

The determination of Generation’s energy sales, excluding Exelon Energy Company, is based on
estimated amounts delivered as well as fixed quantity sales. At the end of each month, amounts of
energy delivered to customers during the month are estimated and the corresponding unbilled revenue
is recorded. Customer accounts receivable of Exelon and Generation as of December 31, 2004 include
unbilled energy revenues of $385 million related to unbilled energy sales of Generation. Increases in
volumes delivered to the wholesale customers in the period would increase unbilled revenue.

Accounting for Ownership Interests in Variablve Interest Entities (Exelon, ComEd, PECO and
Generation)

At December 31, 2004, Exelon, through Generation, had a 50% interest in Sithe. In accordance
with FIN 46-R, Exelon and Generation consolidated Sithe within their financial statements as of

33



March 31, 2004. The determination that Sithe qualified as a variable interest entity and that Generation
was the primary beneficiary under FIN 46-R required analysis of the economic benefits accruing:to all
parties pursuant to their- ownership interests supplemented by management's judgment: Sithe's total
assets and total liabilities as.of December 31, 2004 were $1,356 million and $1,289 million,
respectively. As required by FIN 46-R, upon the occurrence of a future triggering event, such as a
change in ownership, the Registrant would reassess their investments to determine if they continue to
qualify as the primary beneficiary. See Notes 3 and 25 of Exelon’s Notes to Consolidated Financial
Statements for a discussion of the sale of Generation’s interest in Sithe, which was completed on
January 31, 2005. Subsequent to the sale, Sithe will no longer be consolidated within the. financial
statements of Exelon or Generation.

In addition to Sithe, the Registrants reviewed other entities with which they have business
relationships to determine if those entities were variable interest entities that should be consolidated
under FIN 46-R and concluded that those entities should not be consolidated within the financial
statements. ’
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Exelon -

Executive Overvnew

Financial Results. Exelon s net income was $1 864 mllhon in 2004 as compared to $905 million in
2003 and diluted earnings per average common share were $2.78 for 2004 as compared to $1.38 for
2003, primarily as a result of increased net income- at Generation, lower losses at Enterprises and
several significant charges in 2003 that did not recur in 2004, partlally offset by decreased net income
at Energy Delivery. Key drivers included the following: '

Increased net income at Generation—Generation provided net income of $673 million in 2004
compared to a net loss of $151 million in 2003. The increase in Generation’s net income
refiects improved wholesale prices in 2004, the inclusion of a full year of AmerGen’s results in
2004, and impairment charges in 2003 of $945 million and $255 million (before income taxes)
related to the long-lived assets of Boston Generating and Generation’s investment in Sithe,
respectively. Generation’s 2004 income also includes an after-tax gain of $52 million on the
sale of Boston Generating during the second quarter of 2004. See further dlSCUSSIOﬂ in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Generation.” : :

- Decreased losses at Enterprises—Enterprises reported a net loss of $22 m|ll|on in 2004

compared to a net loss of $118 million in 2003. Enterprises’ comparative results reflect net pre-
tax gains of $41 million recorded in 2004 related to the dispositions of certain businesses and
investments, as well as investment impairment charges of $54 million recorded in 2003. See
further discussion under “Investment Strategy” below and in"“Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Exelon. Corporation—Results of
Operations—Enterprises.”

Favorable tax effects from investments in synthetic fuel-producing facilities—Exelon’s
investments in synthetic fuel-producing facilities increased 2004 after-tax earnmgs by $65
million as compared to 2003. :

Decreased net income at Energy Delivery—Energy Delivery provided :net income of $1,128
million in 2004 compared to $1,175 million in 2003. This decrease was primarily attributable to
unfavorable weather conditions and charges recorded in connection with the early retirement
of debt, partially offset by growth in Energy Delivery's retail customer base "and reduced
severance and other charges in 2004 as compared to 2003. See further discussion in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Energy Delivery.”

Investment Strategy In 2004, Exelon continued to follow a dlsmphned approach to lnvestmg to
maximize earnings and cash flows from its assets and businesses, whlle selling those that do not meet
its strategic goals. Highlights from 2004 include the following:

Proposed Merger with PSEG—On: December 20, 2004, Exelon entered into the Merger
Agreement with PSEG, the holding company for an electric and gas utility company primarily
located and serving customers in New Jersey, whereby PSEG will be merged with and into
Exelon. Under the Merger Agreement, each share of PSEG common stock will be converted
into 1.225 shares of Exelon common stock: As of December 31, 2004, PSEG's market
capitalization was over $12 billion. Additionally, PSEG, on -a consolidated basis, has
approximately $14 billion of outstanding debt which is currently anticipated to become part of
Exelon's consolidated debt.

The Merger Agreement contains certaln termlnatlon nghts for both Exelon and PSEG and
further provides that, upon termination ‘of the Merger Agreement under specified
circumstances, (i) Exelon may be required to pay PSEG a termination fee of $400 million plus
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PSEG's transaction expenses up to $40 million and (i) PSEG may be required to pay Exelon a
termination fee of $400 million plus Exelon’s transaction expenses up to $40 million. The
Merger Agreement has been unanimously approved by both companies’ boards of directors
but is contingent upon, among other things, the approval by shareholders of both companies,
antitrust clearance and a.number of regulatory approvals or reviews by federal and state
energy authorities. On February 4, 2005, Exelon and PSEG filed for approval of the merger
with the FERC, the New Jersey Board of Public Utilities (BPU) and the PUC. Exelon also filed
a notice of the Merger with the ICC. .

Exelon anticipates that the Merger will close within 12 months to. 15 months after the
announcement of the Merger Agreement in December 2004, subject to shareholder and
regulatory approvals which cannot be assured. :

OSC with PSEG—Concurrent with the Merger Agreement, Generation entered into the OSC
with PSEG Nuclear, LLC which commenced on January 17, 2005 relating to the operation of
the Salem and Hope Creek nuclear generating stations. The OS'C provides for Generation to
provide a chief nuclear officer and other key personnel to oversee daily plant operations at the
Hope Creek and Salem nuclear generating stations and to implement the Exelon operating
model. PSEG Nuclear, LLC will continue as the license holder with exclusive legal authority to
operate and maintain the plants, will retain responsibility for management oversight and will
have full authority with respect to the marketing of its share of the output from the facilities.

*Boston Géneratmg—Oh May 25, 2004, Generation completed the sale, transfer and

assignment of ownershrp of its indirect wholly owned subsidiary Boston Generating, which
owns directly or mdrrectly the companles that own Mystic 4-7, Mystic 8 and 9 and Fore River
generating facilities, to a special purpose entlty owned by the lenders under Boston
Generating’s $1.25 billion credit facility, resulting in an after-tax gain of $52 million. On
September 1, 2004, Generation completed the transfer of plant operations and power
marketing arrangements to the lenders’' special. purpose entity and its contractors under
Boston Generating's credit facility. :

Sithe—On September 29, 2004, Generation exercised its call option and entered into an

- agreement to acquire Reservoir's, 50%. interest in Sithe for $97 million and, on November 1,

2004, Generation entered. into an agreement to sell its anticipated 100% interest in Sithe to
Dynegy Inc. for,$135 million in cash. Generation closed on the call exercise and the sale of the

- resulting 100% interest in Sithe on.-January - 31, 2005. The sale did not include Sithe

International, Inc. (Sithe: International), which was sold to a subsidiary of Generation on
October 13, 2004. : :

Enterpr/ses—Eeron continued its dlvestlture strategy for Enterprises by selling or winding
down substantially all components of Enterprises. At December 31, 2004, Enterprises’
remaining assets' totaled "approximately $274 million in comparison to $697 million at
December 31, 2003. Enterprises expects to receive aggregate proceeds of $268 million and
recorded a net pre-tax gain of 341 million related to the dlsposrtrons of assets and investments
in 2004. : :

. Financing’Activities. During 2004, Exelon substantially strengthened its balance sheet and met its
capital resource requirements primarily with internally generated cash. When necessary, Exelon
obtains funds from external sources, .including capltal markets, and through bank borrowings.
Highlights from 2004 include the following: .

ComEd retired $1.2 billion of its outstanding debt, including $1.0 billion prior to its maturity and
$206 million at'maturity, pursuant to an accelerated liability management plan. In connection
with these retirements, ComEd recorded pre-tax charges totaling $130 million related to debt
prepayment premiums and the write-off of previously deferred debt financing fees.
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 In addition to the accelerated liability management plan, payments of approximately $728
' million were made for the purpose of retiring PECO and ComEd transition trust long-term debt
and approximately $176 million of other net long-term debt during 2004.

* Exelon replaced its $750 million 364- day unsecured revolving credlt agreement wrth a $1
billion five-year facility and reduced its $750 million three-year facility to $500 million.

"« Exelon’s Board of Directors approved a dlscretronary share repurchase program under which
Exelon purchased common stock, now held as .treasury shares, totahng $75 mllllon dunng
2004. : . _

+ Exelon’s Board of Directors approved a pohcy of targeting a dividend payout ratio of 50% to
60% of ongoing earnings, and Exelon éxpects a dividend payout in that range for the full year
of 2005. The actual dividend payout rate depends on Exelon achieving its obJectlves including
meeting cash flow targets and strengthening its balance sheet. On October 29, 2004, the
Exelon Board of Directors approved an increased quarterly dividend of $0.40 per share, which
was consistent with the dividend policy approved in 2004. The Board of Directors must
approve the dividends each quarter after review of Exelon’s financial condition at the time, and
there can be no guarantees that this targeted d|V|dend payout ratio will be achleved

Regulatory Developments—PJM Integration.” On May 1, 2004, ComEd fully mtegrated its
transmission facilities into PJM. PECO’s and ComEd's membership in PJM supports Exelon’s
commitment to competitive wholesale electric markets and will provide Exelon the benefits of more
transparent, liquid and competitive markets for the sale and purchase of electric energy and capacity.
Upon joining PJM, ComEd began incurring administrative fees, which are expected to approximate : $25
million annually. Exelon believes such costs will ultimately be offset by the benefits of full access to a
wholesale competitive marketplace and increased revenue requirements, particularly after ComEd’s
regulatory transition period ends in 2006; however changes in market dynamlcs could affect the
ultimate financial |mpact on Exelon. '

Outlook for 2005 and Beyond Exelon s future fi nanCIaI results will be affected by a number ‘of
factors, including the followrng

Shorter Term: Weather conditions, wholesale market prices of electricity, fuel costs, interest rates,
successful implementation of operational improvement initiatives and Exelon’s ability to generate
electricity at low costs all affect Exelon’s operating revenues and related costs. If weather is warmer
than normal in the summer months or colder than normal in the winter months, operating revenues at
Exelon generally will be favorably affected. Operating revenues will also generally be favorably
affected by increases in wholesale market prices.

Longer Term: The proposed merger with PSEG is expected to have a significant impact on
Exelon’s results of operations, cash flows and financial position. See further discussion above at
“Proposed Merger with PSEG” and in General Description of Our Business—Proposed Merger with
PSEG. Following is a discussion of the other non-merger-related items that will have a longer term
impact on Exelon.

Restructuring in the U.S. electric industry is at a crossroads at both the Federal and state levels,
with continuing debate on RTO and standard market platform issues, and in many states on the “post-
transition” format. Some states abandoned failed transition plans (e.g., California); some states are
adjusting current transition plans (e.g., Ohio); and the states of lllinois (by 2007) and Pennsylvania (by
2011) are considering options to preserve choice for large customers and rate stability for mass-market
customers, while ensuring the financial returns needed for continuing investments in reliability. Exelon
will continue to be an active participant in these policy debates, whife continuing to focus on improving
operations, controlling costs and providing a fair return to its investors.
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As Exelon looks toward the end of the restructuring transition periods and related rate freezes or
caps in lllinocis and Pennsylvania, Exelon will also continue to work with Federal and state regulators,
state and local governments, customer representatives and other interested parties to develop
appropriate processes for establishing future rates in restructured electricity markets. Exelon will strive
to ensure that future rate structures recognize the substantial improvements Exelon has made, and will
continue to make, in its transmission and distribution systems. ComEd and PECO will also work to
ensure that ComEd’s and PECO’s rates are adequate to cover their costs of obtaining electric power
and energy..from- their suppliers,- which could include Generation, for the costs associated with
procuring full-requirements power given Energy Delivery’s POLR obligations. ComEd intends to make
various filings during 2005 to begin the process to establish rates for the post-transition period. As in
the past, by working together with all interested parties, Exelon believes it can successfully meet these
objectives and obtain fair recovery of its costs for providing service to its customers; however, if Exelon
is unsuccessful, its results of operatlcns and cash flows could be negatively affected after the transition
periods.

Generation’s financial results will be affected by a number of factors mcludlng the market changes
in lllinois and ‘Pennsylvania discussed above. While Generation has significantly hedged its market
exposure in the short-term, over the long-term,’ ‘Generation's results will be affected by long-term
changes in the market prices of power and fuel caused by supply and demand forces and
environmental regulatlons Generating companies must also work with. regulators to ensure that a
viable capacity market exists and that new units will be constructed in a timely manner to meet the
growing demand for power. On.the operatlng side, to meet Exelon’s financial goals, Generation’s
nuclear units must continue their superlor performance while controllmg costs desplte mflatronary
pressures and i lncreasmg security costs.

Exelon’s current plans are based on moderate kilowatthour sales growth (1%.to 2%) from their
current levels and stable wholesale power markets. Continued cost reduction initiatives are important
to offset labor and material cost escalation, especially the double digit increases in health care costs.
Despite these challenges, Exelon’s diverse mix of generation (nuclear, coal, purchased power, natural
gas, hydroelectric, wind and other renewables), linked to a stable base of over five mllllon customers,
will provnde a solid platform from which it will strive to meet these challenges.
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Results of Operations
Year Ended December 31 2004 Compared to Year Ended December 31 2003 o
Significant Operating Trends—Exelon

Favorable .

(unfavorabie)

Exelon Corporation 2004 2003 ~__variance
Operating revenues ..... PP . DU .... $14515 $15812 ° $(1,297)
Purchased power and fuel expense ................co.oovnl .. 5082 . 6375 . 1,293
Impairment of Boston Generating, LLC long- Irved assets’.......... = — 945 945
Operating and maintenance EXPENSE ... ......uv.t.uns e . ... 3976 4,508 . 532"
Depreciation and amortization expense ........................ - 1,305 1,126 179) .
Operatingincome . ................... FR PP e 3433 2277 . 1,156
Other income and deductions ... ... e S e (921) (1,148) 227
Income before income taxes, minority interest and cumulatrve effect . o o

of changes in accounting principles ..... et 2,512 1,129 1,383
Income before cumulative effect of changes i in accountmg T

PHINCIPIES . ..t evveeeeee e 1,841 793 1048
Incometaxes ............... ... ..... P - 692 331 (361
Netincome ........ e D e J.... 1,864 7905 | 0959
Diluted earnings per share........0......00 0 ... 278 0 1380 140

Net Income. Net income for 2004 reflects income of $32 million, net of income taxes, for the
adoption of FIN 46-R, partially offset by a loss of $9 million, net of income taxes, related to the adoption
of Emerging Issues Task Farce (EITF) Issue No. 03-16, “Accounting for Investments in Limited Liability
Companies” (EITF 03-16). Net income for 2003 reflects income of $112 million, net of income taxes, for
the adoption of SFAS No. 143. See Note 1 of Exelon’s Notes to Consolidated Financial Statements for
further rnformatron regardmg the adoptrons of FIN 46 R EITF 03- 16 and SFAS No. 143 :

Operating Revenues. Operating revenues decreased primarily due to decreased revenues at
Enterprises due to the sale of the majority of its businesses since the third quarter of 2003, the sale of
Boston Generating and Generation’s adoption of EITF, No. 03-11, “Reporting Realized Gains-and
Losses on -Derivative Instruments That Are Subject to . FASB Statement No. 133, ‘Accounting for
Derivative Instruments and Hedging Activities,” and Not ‘Held for Trading Purposes’ as Defined in EITF
Issue No. 02-3, ‘Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and
Contracts Involved in Energy Trading and Risk Management Activities™ (EITF 03-11) in the first quarter
of 2004, which changed the presentation of certain power transactions and decreased 2004 operating
revenues by $980 million. The adoptlon of EITF.03-11..had no-impact on-net income. Operating
revenues were favorably affected by Generation’s. acqursmon of the remaining 50%.of AmerGen and
the consolidation- of :Sithe. Operating revenues were .also.favorably affected by -Energy Delivery’s
increased volume growth and transmission revenues collected from PJM, partially- offset by
unfavorable weather conditions and customer choice initiatives. See further dlscussron of operatmg
revenues by segment below. : - S

Purchased Power and Fuel Expense Purchased power. and fuel expense decreased prrmarrly
due to Generation’s adoption of EITF 03-11 during 2004 which resulted in a decrease in purchased
power expense and fuel expense of $980 million. In addition, purchased power decreased due to
Generation’s acquisition of the remaining 50% of AmerGen in December 2003, which was only partially
offset by an increase in fuel expense, and the sale of Boston Generating. Purchased power
represented 24% of Generation’s total supply in 2004 compared to 37% in 2003. Purchased power
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also decreased due to Energy Delivery’s unfavorable weather conditions and customer choice
initiatives, partially offset by volume growth and transmission costs pald to PJM. See further discussion
of purchased power and fuel expense by segment below.

Impairment of the Long-Lived Assets of Boston Generating. G.e.neration recorded a $945
million charge (before income taxes) during 2003 to impair the long-lived assets of Boston Generating.

~ Operating and Maintenance Expense. Operating and maintenance expense decreased primarily
as a result of decreased expenses at Enterprises due to the sale of the majority of its businesses since
the third quarter of 2003 and decreased severance and severance-related expenses, partially offset by
increased expenses at Generation due to the acquisition of the remaining 50% of AmerGen and the
consolidation of Sithe. Operating and maintenance expense increased $65 million due to investments
in synthetic fuel-producing facilities made in the fourth quarter of 2003 and the third quarter of 2004.
See further discussion of operating and maintenance expenses by segment below.

Depreciation and Amortization Expense. The increase in depreciation and amortization
expense was primarily due to additional plant placed in'service at Energy Delivery and Generation, the
acquisition of the remaining 50% in AmerGen in Décember 2003, the consolidation of Sithe and the
recording and subsequent impairment of an asset retirement cost (ARC) at Generation in 2004. See
Note 14 of Exelon’s Notes to Consolidated Financial Statements for additional information. The
increase also resulted from increased amortization expense due to investments made in the fourth
quarter of 2003 and the third quarter of 2004 in synthetic fuel-producing facilities and increased
competitive transition charge amortization at PECO. These increases were partially offset by reduced
depreciation and amortization expense at Enterpnses due to the sale of a majority of its businesses
since the third quarter of 2003. ‘

Operating Income. Exclusive of the changes in operating revenues, purchased power and. fuel
expense, the impairment of Boston Generating’s long-lived assets, operating and maintenance
expense and depreciation and amortization expense.discussed above, the change in operating income
was primarily the result of increased taxes other than income in 2004 as compared to 2003, primarily
due to the reduction of certain real estate tax accruals at PECO and Generation during 2003.

Other Income and Deductions. Other income and deductions reflects interest expense of $905
million, equity in-losses of unconsolidated affiliates of $153 million, debt retirement charges of $130
million (before income taxes) ‘recorded at ComEd in 2004 associated with an' accelerated liability
management plan, impairment charges of $255 million (before income taxes) recorded during 2003
related to Generation’s investment in' Sithe, an $85 million gain (before income'taxes) on the 2004 sale
of Boston Generating and a $35 million aggregate net gain on thé 'sale of investments and assets of
Thermal in 2004 (before income taxes and net of debt prepayment penalties).” Equity in earnings of
unconsolidated affiliates decreased by $186 million due to the acquisition of the remaining 50% of
AmerGen in December 2003, the deconsolidation of certain financing - trusts during 2003 and
investments in synthetic fuel- producmg facnhtles made in the fourth quarter of 2003 and the third
quarter of 2004. ‘

Effective Income Tax Rate. The effectlve income tax rate was 27.5% for 2004 compared to

29.3% for 2003. The decrease in the effective rate was primarily attributable to investments in synthetic
fuel-producing facilities made in the fourth quarter of 2003 and the third quarter of 2004.
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Results of Operations by Business Segment

The comparisons of 2004 and 2003 operating results and other statistical information set forth
below include mtercompany transactlons which are eliminated in Exelon's consolidated financial
statements.

Transfer of Exelon Energy Company from Enterprises to Generat:on Effectlve January 1
2004, Enterprises’ competltlve retail sales business, Exelon Energy Company, was transferred to
Generation. The 2003 information related to the Enterprises and Generation segments discussed
below has been adjusted to reflect the transfer of Exelon Energy Company from the Enterprises
segment to the Generatlon segment Exelon Energy Company’s 2003 results were as follows

Total (V7= o T = . $834 R
Intersegmentrevenues ........... . i R
Operating revenue and purchased power from affiliates ................. 209
Depreciation and amortization ........ e A 20
Operating expenses . .......... F P - 151 4
Interest expense ................. I I e 1
Loss beforeincometaxes ............c.ooooviiiiiiiiiiiiL, S (29)
Incometaxes . . .i....uiiriiiiinnnnnnnn. e JO R ¢ & )
Netloss................. PP O A RS ST o (18)s, o
Income (Loss) Before Cumulatlve Effect of Changes m Accountlng Prmc:ples by Busmess
Segment : , . :
o " Favorable
AP +’(unfavorable)
) 2004 2003 .. .variance
Energy Delivery ....... ..o $1,128 $1,170 . $ . (42)
Generation ....... e PP 641 °~ (259) 900
[ 01 (=T g o] =1 P (13) (117) 104
Corporate .......  .cveiiiivn i Tolees. e P .. .85 .. (). . 86
Total.........0. eenaad Sl .. ...... Ll s - $ 793  $1,048
Net Income (Loss) by Business Segment - .
Favorable -
(unfavorable)
2004 2003 variance
Energy Delivery .o .. ..o e e $1,128 $1,175 $@47)
Generation ...... N et a et 673 (151)  824-
Enterprises .........o it i (22) (118) ... 96 -
Corporate . ..... .ot e e s 86 - - (1). 8 .
Total ..... I e e et e ettt i, $1,864. $ 905 . $959. -
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Results of Operations—Energy Delivery

Favorable
) (Unfavorable)
2004 - 2003 variance
OPERATING REVENUES ........ ... ... .. it $10,290 $10,202 $ 88
OPERATING EXPENSES . N ) 4
Purchased power and fuel expense ........ P P 4,760 4,597 (163)
Operating and maintenance. ........... T R . 1,444 ° 1,669 225
~ Depreciation and amortization ............. e 928 873 ~ (55)
Taxes other than income ..... e e ‘ 527 440 (87)
Total operatingexpense ....... ... i, 7,659 7,579 (80)
OPERATINGINCOME ....... ... ... .. i, 2,631 2,623 ¢ 8
OTHER INCOME AND DEDUCTIONS _ ‘ '
Interestexpense ................ e e - (672) (747) 75
Distributions on mandatorily redeemable preferred securities . . 3) (39) 36
Equity in losses of unconsolidated affiliates ................. (44) — (44)
Other, et ... o e e e e (78) 51 . (129)
Total other incdm_e anddeductions .................... (797) (735) (62)
INCOME BEFORE INCOME TAXES AND CUMULATIVE EFFECT '

OF A CHANGE IN ACCOUNTING PRINCIPLE ............... 1,834 1,888 (54)
INCOME TAXES ......... T e e 706 . 718 12
INCOME BEFORE INCOME TAXES AND CUMULATIVE EFFECT ,

OF A CHANGE IN ACCOUNTING PRINCIPLE ............... 1,128 1,170 (42)
CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING

PRINCIPLE . ... o . e et eae e — 5 (5)
NETINCOME .............covvvnnnn.. e $ 1,128 $ 1,175 $ (47)

Net Income. Energy Delivery’s net income in 2004 decreased primarily due to costs associated
with ComEd’s accelerated retirement of long-term debt, reflected in other income and deductions—
other, net, offset in part by lower interest expense. Operating income, while reflecting various changes
in operating revenues and expenses, was relatively unchanged between periods.

Operating Revenues. The changes in Energy Delivery’s operating révenues for 2004 compared
to 2003 consisted of the following:

_ Total
increase
Electric Gas (decrease)
VOl Lot e e e i $326 $ 3 $329
PIM transmission ... ... ...t e 149 — = 149
Ratechanges and mixX . ... ..ttt it i et eaan 74) 11 37
Weather. ... i i et e (176) (21) (197)
Customer ChoiCe . ..o u e i e i e et e e et (182) — (182)
T&O CRarges .. ov ittt e et e e e et e e e e 41) — (41)
O her .o e e (17) 10 7)
(Decrease) increase in operatingrevenues .............. i, $ (15) $103 $ 88

Volume. Both ComEd's and PECO’s electric revenues increased as a result of higher delivery
volume, exclusive of the effects of weather and customer choice, due to an increased number of
customers and increased usage per customer, generally across all customer classes.
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" PJM Transmission. Energy Delivery’s transmission revenues and purchased power expense each
increased by $164 million due to ComEd’s May 1, 2004 entry into PJM, partially offset by $15 million of
lower transmission revenues and expenses at PECO.

"~ * _Rate Changes and Mix. Starting in ComEd’s June 2003 billing cycle, the increased wholesale
market price of .electricity and other adjustments to the energy component decreased the collection of
CTCs as compared to the respective prior year period. ComEd's CTC revenues decreased by $135
million in 2004 as compared to 2003. This decrease was partially offset by increased wholesale market
prices which increased energy revenue received under the ComEd PPO and by increased average
rates paid by small and large commercial and industrial customers totaling $53 million. For 2004 and
2003, ComEd collected approximately $169 million and $304 million, respectively, of CTC revenue. As
a result of increasing mitigation factors, changes in energy prices and the ability of certain customers to
establish fixed, multi-year CTC rates beginning in 2003, ComEd anticipates that this revenue source
will range from $90 million to $110 million annually in 2005 and 2006. Under the current restructurmg
statute, no CTCs will be collected after 2006.

- Electric revenues increased $1- million at-PECO as a result of a $20 million increase related to a
scheduled phase-out of merger-related rate reductions, offset by a $19 million decrease reflecting 'a
change in rate mix due to changes in monthly usage patterns in all customer classes during 2004 as

ompared to 2003.

Energy Dehvery s gas revenues mcreased due to increases in rates through PUC approved
changes to the purchased gas adjustment clause that became effective March 1, 2003, June 1, 2003,
December 1, 2003 and March 1, 2004. The average purchased gas cost rate per million cubic feet for
2004 was 33% higher than the rate in 2003 PECO s purchased gas cost rates were reduced effectlve
December 1, 2004. : : ,

Weather. Energy Delivery's electric and gas revenues were negatively affected by unfavorable
weather conditions. Cooling degree-days in the ComEd and PECO service territories were 12% lower
and relatively unchanged, respectively, in 2004 as compared to 2003. Heating degree-days ‘were 6%
and 5% lower in both the ComEd and PECO service territories, respectlvely, in 2004 as compared to
2003. : . .

Customer Choice. For 2004 and 2003, 28% and 25%, respectively, of.energy delivered to Energy
Delivery's retail customers was provided by an alternative electric supplier or under the ComEd PPO.
The decrease in electric retail revenues attributable to customer choice included a decrease in
revenues of $104 million from customers in lllinois.electing to purchase energy. from an alternative
electric supplier or under the ComEd PPO and a decrease in revenues of $78 million from customers
in Pennsylvanra bemg assrgned to or selectmg an alternatwe electrlc suppher

T&O Charges Pnor to FERC orders rssued in November 2004, ComEd collected through and out
(T&O) charges for energy flowing across ComEd's transmission system. Charges collected as the
transmission owner were recorded in operating revenues. In addition after ComEd joined .PJM on.May
1, 2004, PJM allocated T&O collections to ComEd as a load serving entity. The collections received as
a load serving entity were recorded.as a decrease to purchased power expense. See Note 5 of
Exelon’s Notes to Consolidated Financial Statements for more information on T&O charges.
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Purchased Power and Fuel Expense. The changes in Energy Delivery’s purchased power and
fuel expense for 2004 compared to 2003 consisted of the following;

Total
increase
Electric Gas (decrease)

VOIUMIE . ettt ettt e ettt e e $163 $ (2)° $ 161
PIM transmission ..ottt it e e e 149 — 149
Prices ..., JE O e L1 111 122
PJM administrativefees . . ......... o i i e oo 15 —_ 15
Customerchoice . ... ..ot it i i i e et e (165) — (165)
Weather.................. e e e e e e ’ (84)  (15) (99)
TE&O Charges .. ..vuuntti ettt et 22) — (22)
Other ... .. e e (13) 15 2
Increase in purchased power and fuelexpense . ....................... ~§ 54 %109 $163

Volume. ComEd’s and PECO’s purchased power and fuel expense increased due to increases,
exclusive of the effects of weather and customer choice, in the number of customers and average
usage per customer, generally across all customer classes.

PJM Transmission. Energy Delivery’s transmission revenues and purchased power expense each
increased by $164 million in 2004 relative to 2003 due to ComEd's May 1, 2004 entry into PJM,
partially offset by $15 million of lower transmission revenues and expenses at PECO. See "Operating
Revenues” above.

PJM Administrative Fees. ComEd fully integrated into PJM on May 1, 2004.

Prices. Energy Delivery’s purchased power expense increased due to a change in the mix of
average pricing related to ComEd’'s and PECO’s PPAs with Generation. Fuel expense for gas
increased due to higher gas prices. See “Operating Revenues” above.

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

Weather. Energy Dellverys purchased power and fuel expense decreased due to unfavorable
weather conditions.

T&O Charges. Prior to FERC orders issued in November 2004, ComEd collected through and out
(T&O) charges for energy flowing across ComEd’s transmission system. Charges collected as the
transmission owner were recorded in operating revenues. In addition after ComEd joined PJM on May
1, 2004, PJM allocated T&O collections to ComEd as a load serving entity. The collections received as
a load serving entity were recorded as a decrease to purchased power expense. See Note 5 of
Exelon's Notes to Consolidated Financial Statements for more information on T&O charges. -
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Operating and Maintenance Expense. The changes in- operatmg and mamtenance expense for
2004 compared to 2003 consrsted of the followmg R

Increase

o . AT e i e oD . (decrease)
Severance and severance-related expenses ....... .. 0 L i il - $(132)
Charge recorded at ComEd in 2003@ ... ................ S L (41)-
Payroll expense® ... ... e e e e e .. .- (36)
Incremental storm costs .. ... “ ........ e (21)
COMractors .. .......oeeeifuoveenennns A S U ( |-))
Automated meter reading system rmplementatlon costs at PECO in 2003 ...... P ¢ 1))
Allowance for uncollectible accounts expense, e e e (13)
FERC annualfees®© .............. T et c(11)
Environmentalcharges ...:............ e E e i et - (10).
Corporate allocations @ . ....... S e e TT
Other ... i e i i e e et e ss e anrree e e o (4)
Decrease in operating and maintenance exXpense ..ottt iiiiieaan. $(225)

(a) In 2003, ComEd reached an agreement with various Illlnors retall market partncupants and other lnterested partres

(b) Energy Delivery had fewer employees in 2004 compared to 2003. - | : '

{c) After joining PJM on May 1 2004, ComEd is no longer directly charged annual fees by the FERC PJM pays the annual
FERC fees.

{(d) “Higher corporate allocatrons primarily ‘result from centralization of information technology, supply, human resources,
communications, and finance functions into BSC from all of the Exelon operating companies, and changes in the corporate

" governance allocation calculation. Corporate governance allocations increased overall as a result of higher centralized costs

distributed out of BSC, the sale of the Enterprises companies resulting in Energy Delivery comprising a greater base
percentage of Exelon, and an SEC-mandated change to the methodology used to allocate Exelon’s corporate governance
costs

Depreciation and Amortization Expense. The increase in depreciation and ~‘amortization
expense was primarily due to increased competitive transition charge amortization of $31 million at
PECO and increased depreciation of $22 million due to capital additions across Energy Delivery. In
January 2005, PECO’s Board of Directors approved the implementation of a new customer information
and billing system as part of a broader Energy Delivery systems strategy:. The approval of this new
system will result in the accelerated depreciation of PECO's current system, which is expected to result
in additional annual depreciation expense in 2005 and 2006 of $15 million and $8 million, respectively,
relative to 2004 levels. If additional system changes are approved, additional accelerated depreciation
may be requrred

‘Taxes Other Than Income The increase in taxes other than’income reﬂects mcreases at PECO
and ComEd of $63 million and-$24 million, respectively. The increase at PECO was primarily
attributable to a $58 miillion reduction of real estate tax accruals during 2003 and $12 miillion related to
the reversal of a use tax accrual in 2003 resulting from an audit settlement, partially offset by $4 million
of lower payroll taxes in 2004. The increase at ComEd was primarily attributable to a $25 million credit
in 2003 for use tax payments for periods prior to the PECO / Unicom Merger and a refund of $5 million
for lllinois Electricity Distribution taxes in 2003 partlally offset by a refund of $8 m1|l|on for IIImors
Electricity Distribution taxes in 2004. . . A .

Interest Expense The reductlon in tnterest expense ‘was pnmanly due to scheduled pnncrpal
payments, debf retirements and prepayments, and refinancings at lower rates.

Distributions on Preferred Securities of Subsidiaries. Effective July 1, 2003, upon the adoption
of FIN 46 and effective December 31, 2003, upon the adoption of FIN 46-R, ComEd and
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PECO deconsolidated their financing trusts (see Note 1 of Exelon’s Notes to Consolidated Financial
Statements). ComEd and PECO no longer record distributions on mandatorily redeemable preferred
securities, but record interest expense to affiliates related to their obligations to the financing trusts.

Equity in Losses of Unconsolidated Affiliates. During 2004, ComEd and PECO recorded $19
million and $25 million, respectively, of equity in net losses of subsidiaries as a result of ComEd and
PECO deconsolidating their financing trusts.

Other, net. The change in other, net is primarily due to Exelon's initiation in 2004 of an
accelerated liability management plan at ComEd that resulted in the retirement of approximately $1.2
billion of long-term debt, including $1.0 billion prior to its maturity and $206 million at maturity. ComEd
recorded charges of $130 million associated with: the retirement of debt under the plan. The
components of these charges included the following: $86 million related to prepayment premiums; $12
million related to net unamortized premiums, discounts and debt issuance costs; $24 million of losses
on reacquired debt previously deferred as regulatory assets; and $12 million related to settled
cash-flow interest-rate swaps previously deferred as regulatory assets partially offset by $4 million of
unamortized gain on settled fair value interest-rate swaps.

Energy Delivery Operating Statistics and Revenue Detail

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

Retail Deliveries — (in GWhs) @ 2604 . 2003 Variance % Change
Full service ® ‘ . S
Residential .................... e e, 36,812 - 37,564 (752) (2.0%)
Small commercial &industrial ......................... . 26,914 28,165 (1,251) - (4.4%)
Large commercial & industrial ............. FA 20,969 20,660 309 1.5%
Public authorities & electricrailroads .................... 5,135 6,022 (887) (14.7%)
Totalfullservice ............. ... ... ... .. e . 89,830 92411 (2,581) (2.8%)
Delivery only © . : :
Residential ............ ..o iiiiiiaiat, e 2,158 . 900 1,258 139.8%
Small commercial & industrial ........... R N eie.. . 8,794 7,461 - 1,333 17.9%
Large commercial &industrial .................. ... . ..., 13,182 10,689 2,493 23.3%
Public authorities & electric railroads ........... e 1,410 1,402 8 0.6%
‘ 25544 20,452 5,092 24.9%
PPO (ComEd only) ' ’
Small commercial &industrial .......................... 3,594 3,318 276 8.3%
Large commercial & industrial ........ e 4,223 4,348 (125) (2.9%)
Public authontles & electric rallroads e e 1,670 1,925 (255) (13.2%)
: L 9,487 9,591 (104)  (1.1%)
Total deliveryonlyand PPO .............:c.. ..., 35,031 30,043- 4,988 16.6%
Total retail deliveries .......... e FRET 124,861 122,454 2,407  2.0%

{a) One gigawatthour is the equivalent of one million kilow'atthours {(kWh). '

(b) Full service reflects deliveries to customers taking electric service under tariffed rates.

(c) Delivery only service reflects customers electing to receive electric generatlon service from an alternative electric supplier,
which rates include a distribution charge and a CTC., :
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Electric Revenue 2004 2003 Variance % Change

Full service @

Residential ........0...................oii .. $3,612 $3,715 $(103) . (2.8%)
Small commercial & industrial ........ e .2,360 2421  (61) (2.5%)
Large commercial & industrial ................0...... ..., 1,403 1,394 9 0.6%
Public authorities & electric railroads .......... e 341 396 _ (55) (13.9%)
Totalfullservice ........ .. i, 7,716 7,926 (210) (2.6%)
Delivery only ®) '

Residential . ..ottt i i i i e 164 65 99 152.3%
Small commercial & industrial ..................... .o 220 214 6 28%
Large commercial & industrial ........... .. ... .. oL, 190 196  (6) (3.1%)
Public authorities & electricrailroads ...................... 28 33 - (5)  (15.2%)
o N ’ 602 508 . 94 18.5%

PPO (ComEd only) © S o -
Small commercial &industrial ............. .. ... i oL 246 225 21 9.3%
Large commercial & industrial ........ ... .. ... . L. 240 240 —_ T —
Public authorities & electric railroads ...................... 92 103 . (11) (10.7%)
, » L 578 568 10 1.8%
Total deliveryonlyand PPO ...................... 1,180 1,076 _ 104 9.7%
Total electric retailrevenues ........................... 8,896 9,002 (106) (1.2%)
Wholesale and miscellaneous revenue(® ... ........ - 646 555 91" 16.4%
Total electric revenue ................................ $9,542 $9,557 $ (15) (0.2%)

(a) Full service 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.
See Note 5 of Exelon’s Notes to Consolidated Financial Statements for a discussion of CTC.

(b) Delivery only revenue reflects revenue under tariffed rates from customers electing to receive electric generahon service
from an alternative electric supplier, which rates include a distribution charge and a CTC. Prior to ComEd's full integration
into PJM on May 1, 2004, ComEd’s transmlsswn charges recelved from alternative electric suppliers are included in
wholesale and miscellaneous revenue.

(c) Revenues from customers choosing ComEd's PPO include an energy charge at market rates, transmrsswn and distribution
charges, and aCTC.

(d) Wholesale and miscellaneous revenues mclude transmlsslon revenue (mcludmg revenue from PJM) sales to mumcnpalmes
and other wholesale energy sales. . . - 3

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

Deliveries to customers in million cubic feet (mmcf) Co 200'4 2003 Variance % Change

Retail sales ... ... AT e, ... 59,949 61,858 (1,909) (3.1%)
Transportation ..................... R ... 27,148 26,404 744  2.8%
Total .ot U eeeieiie..... B7,097 88,262 (1,165)  (1.3%)
Revenue : 7 008 2003 . Variance: % Change
Retailsales ..........c..o cvviviaaiiocieian 0 702°% 609§ . 93 153% -
Transportation ....... N Tl 18 18 —_ T —
Resalesandother............... B . 18 10 55.6%
TOal v et e ettt e G000 8 748 $ 645 § 103 16.0%
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Results of Operations—Generation

As previously described, effective January 1, 2004, Exelon contributed its interest in’ Exelon
Energy Company to Generatron Exelon Energy Company was previously reported as a part-of the
Enterprises segment. For comparatlve discussion and analysis, Exelon Energy Company's results of
operations have been included wrthrn Generation's results of operations as |f this transfer had occurred
on January1 2003.

)l

Favorable

2004 2003 - .. (Unfavorable)

OPERATING REVENU‘ES et e e $7,938 $8,760 $ (822)
OPERATING EXPENSES | o o
~ Purchased power ...... e e e e e 2,325 3,630. 1,305 -

. Fuel .......... PR e e et 1,845 2,115 270

Operatingand maintenance ................cooviviinneen... 2,273 1,886 (387)
Impairment of Boston Generating, LLC long-lived assets ........ — - 945 945
Depreciation and amortization .............. ... o oo 294 201 (93)
Taxes otherthanincome ....... ... ... . i, A7 121 (50)

‘ " Total operating expense e ... 6,908 8,898 1,990
OPERATING INCOME (LOSS) ................................ 1,030 (138) 1,168
OTHER INCOME AND DEDUCTIONS - - o

Interest eXpense ... ... i e e e “ (167) - :  (89) - (78)
Equity in earnings- (Iosses) of unconsolidated affiliates .......... . (14)y . 49 (63)
Other, net ..... et e e e e 143 (267) 410
Total other income and deductions ...................... © (38) (307) 269
INCOME (LOSS) BEFORE INCOME TAXES, MINORITY INTEREST, . =

AND CUMULATIVE EFFECT OF CHANGES INACCOUNTING " - ‘

PRINCIPLES ...... e e P e e 992 (445) 1 437
INCOME TAXES . veveee e i e e et Ge... 372 (190) (562)
INCOME BEFORE MINORITY INTEREST AND CUMULATIVE L o

EFFECT OF CHANGES IN ACCOUNTING PRINCIPLES . ........ . 620 (255) 875
MINORITY INTEREST ... .. ... 21 4) 25
INCOME (LOSS) BEFORE CUMULATIVE EFFECT OF CHANGESIN . . . -

ACCOUNTINGPRINCIPLES ......... ...t 641 (259) 800
CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING - : ‘

PRINCIPLES (net of i income taxes) ................. e 32 108 (76)
NETINCOME(LOSS) e PP .. $°673 $ (151) % 824

. Net Income {Loss) Generatlons net income in 2004 increased from 2003 due to a number of
factors. The incréase’in’ Generation's 2004 net income was driven primarily by charges incurred in
2003 for the impairment of the long-lived assets of Boston Generating of $945 million (before income
taxes) and the impairment and other transaction-related charges of $280 million (before income taxes)
related to Generation’s: investment in Sithe. Also, 2004 results were favorably affected by the
acquisition of the remaining 50% of AmerGen and an increase in revenue, net of purchased power and
fuel expense, primarily due to the decrease in average realized costs resulting from the increased
success in the hedging program of fuel costs in 2004.

Cumulative effect of chenges in accounting principles recorded in 2004 included a benefit of $32
million, net of income taxes, related to the adoption of FIN 46-R and in 2003 included income of
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$108 million, net of income taxes related to the of adoption of SFAS No. 143. See Note 1 of Exelon’s
Notes to Consolidated Financial Statements for further discussion of these effects.

' Operating Revenues. Operating revenues decreased in 2004 as compared to 2003, primarily as
a result of the adoption of EITF 03-11. The adoption ‘of EITF 03-11 resulted in a decrease in revenues
of $980 million in 2004 as compared with the prior year. Generation’s sales in 2004 and 2003 were as
follows:

Revenue (in millions) L ) T 2004 2003 Variance % Change
Electricsalesto affiliates . . . ............ ... .. ... ... $ 3,749 $ 3,831 % 82) (2.1%)
Wholesale and retail electricsales ................... 3,227 4,107 (880) (21.4%)
Total energy salesrevenue ............. i e 6,976 7,938 (962) (12.1%)
Retailgas sales ....... S, A 456 588' ‘ (132)  (22.4%)
Tradingportfolio . ... ittt i — 1 (1) '(100.0%)
Otherrevenue® ... ... ... ... ..o 506 233 273 117.2%

Total revenue . .. ..ooov ool L.l... ... % 7938 $ 8760 $ (822) (9.4%)
Sales (in GWhs) 2004 2003 ‘ Variance . E % Change
Electric sales to affiliates . . .. ..........cooinieen.. 110,465 112,688  (2,223)  (2.0%)
Wholesale and retail electricsales . .................. 92,134 112,816 _.(20,682) (18.3%)

Totalsales «........... S 202,599 225,504 (22,905) (10.2%)

(a) Includes sales related td tolling agreemerits, including Sithe in 2004, and fossil fuel sales. ‘

Trading volumes of 24,001 GWhs and 32,584 GWhs for the years ended December 31, 2004 and
2003, respectively, are not included in the table above. The decrease in trading volume is a result of
reduced volumetric and VAR trading limits in 2004, which are set by the Exelon Risk Management
Committee and approved by the Board of Directors. :

Electric Sales to Affiliates. Sales to Energy Delivery declined $82 million in 2004 as compared to
the prior year. The lower sales to Energy Delivery were primarily driven by cooler than normal summer
weather and lower average transfer prices in 2004 compared to the prior year.

Wholesale and Retail Electric Sales. The changes in Generation’s wholesale and retail electric
sales for the year ended December 31, 2004 compared to the same period in 2003 consusted of the
following:

- Increase

Generation ' ‘ o (decrease)
Effects of EITF 03-11 @doption @) . . .. ..ottt e e et e e e e s $(966)
Sale of Boston Generating ................ e e e . (370)
Addition of AmerGen operatlons ................................................. 189
Otheroperations ........coiiiiiiiiiiiiiieinnnnnns e e e 267

Decrease in wholesale and retail electricsales ........ ... ... ... . i it $(880)

(a) Does not include $14 million of EITF 03-11 reclassiﬁcationé related to fuel sales that are included in other revenues.

The adoption of EITF 03-11 on January 1, 2004 resulted in the netting of certain revenues and the
associated purchase power and fuel expense in 2004. The sale of Boston Generating in May 2004
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resulted in less revenues from. this entity in 2004 compared to the prior year. The acquisition of
AmerGen resulted in increased market and retail electric sales of approximately $189 million in 2004. -

The remaining increase in wholesale and retail electric sales was primarily due to higher volumes
sold- to the market at overall higher prices. The increase in market prices’in the Midwest region was
primarily driven by higher coal prices throughout the year, and in the Mid-Atlantic region market prices
were driven by higher oil and gas prices.

' Retail Gas Sales. Retail gas sales decreased $132 million as a result of the wind-down of Exelon
Energy 5 northeast business.

‘ Other revenue. Other revenues'in' 2004 include $235 million of revenue related to the resuits of
Sithe Energies, Inc. The remaining increase in other revenue includes sales from tolling agreement,
fossil fuel and decommissioning revenue.

Purchased Power and Fuel Expense Generation’s supply of sales in 2004 and 2003, excluding
the trading portfolio, was as follows:

Supply of Sales'(in‘G\‘Nhs) 0 2004 2003 % Change
Nuclear generation® ... 0 ... ... ... ... 136,621 117,502 = 16.3%
Purchases—non-trading portfolio® ... ........ .. ... oo, 48,968 83,692 (41.5%)
Fossil and hydroelectric generation©® ........... ... ... ... ..... 17,010 24,310 . (30.0%)
Totalsupply . ....oovnii e 202,599 225,504 (10.2%)

(a) Excludes AmerGen for 2003. AmerGen generated 20,135 GWhs during the year ended December 31, 2004.

(b) Sales in 2004 do not include 25,464 GWhs that were netted with purchased power GWhs as a result of the reclassification

- of certain hedging activities in accordance with EITF 03-11. Includes PPAs with AmerGen, which represented 12,667 GWhs

... in2003.. - : .

{c) Fossil and hydroelecmc supply mix changed as a resu\l of decreased fossil fuel generatnon due to the sa!e of Boston
Generating in May 2004.

(d) Excludes Sithe and Generatxon s investment in TEG and TEP.

" The changes in'Generation’s purchased power and fuel expense for the year ended December 31
2004 compared to the same period in 2003, consisted of the following:

L e L : . : : Increase
Generation ’ ' ' : {decrease)
Effects of the adoption of EITF 03-11 .. .. . . i e e et e i e $ (980)
Addition of AmerGen operations . ...... ... .. i e (344)
Sale of Boston Generating .. ... e e - (290)
Mldwest Generation . ... ... e e e - {122)
o o7 = P SO " (13)
Mark-to-market adjustments on hedging activity ......... ... .. ... ... .. ... e N )]
VOIUME L e e e e e e e e e e A I - 267
Sithe Energies, INC. ... oot e i et ettt e i e e 165
L0 (=T e (244)
Decrease in purchased power and fuel expense ......... .. ... i iiiinnnnnnn. $(1,575)

Adoption of EITF 03-11. The adoptlon of EITF 03-11 resulted in a decrease in purchased power
and fuel expense of $980 miltion.
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Addition of AmerGen Operations. ‘As a result-of Generation’s acquisition of the remaining 50%
interest in AmerGen in December 2003, purchased power decreased $379 million. In prior periods,
Generation reported energy purchased from AmerGen as purchased power expense. The decrease in
purchase power was offset by an increase of $35 million related to AmerGen’s nuclear fuel expense.

Sale of Boston Generating. The decrease in fuel and purchased power expense for Boston
Generating is due primarily to the sale of the business in May 2004

Midwest Generation. The volume of purchased power acquired from Mldwest Generatron declrned
in 2004 as a result of Generation exercising its option to reduce the capacrty purchased from Midwest
Generation, as announced in 2003. :

Price. The decrease reflects the forward hedging of fuel at lower costs than 2003 realized costs.

Hedging Activity. Mark-to-market losses on hedging activities at Generation were $2 million for the
year ended December 31, 2004 compared to losses of $16 million for 2003. Hedging activities in 2004
relating to Boston Generating operations accounted for a gain of $4 million and hedgmg activities
relating to other Generation operations in 2004 accounted for losses of $6 million.

Volume Generatron expenenced increases in, purchased power and fuel expense due -to
increased market and retail electric sales throughout |ts various sales regions. :

Sithe Ener'gies ' Inc Under the provisions of FIN 46-R, the operating results of Sithe were included
in Generatrons results: of operations beginning- April 1, 2004, See Note 3 of Exelon's Notes ‘to
Consohdated Fmancral Statements for further dlscussron of Sithe.

Other. Other decreases in purchased power and fuel eXpense were primarily due to $157 million
of lower fue! expense due to the wind-down of Exelon Energy’s northeast business and $97 million of
lower transmission expense resulting from reduced rnter—regron transmission charges prlmarrly
associated with ComEd's integration into PJM.

Generation’s average margins per megawatt hour (MWh) sold for the years ended December 31
2004 and 2003 were as follows:

(SMWh) - ... ... 7 2004 2003 % Change
Average revenue ’ ‘
Electric sales to affiliates . ........ R R A $33.94 3%34.00  (0.2%)
Wholesale and retail electricsales ............. ..o cian.L, © 3503 3640 (3.8%)
Total—excluding the trading portfolio ....................... 3443 3520 (2.2%)
Average supply cost—excluding the trading portfoho(a) fee e i, 20597 2548 (19.2%)
Average margrn—excludrng the trading portfoho ...... “.;._‘: ...... Yoo, 1384 972 42.4%

(a) Average supply costincludes purchased power, fuel_ coets and PPAs with AmerGen in 2003.

Impairment of the Long-Lived Assets of Boston Generating. In connection with the decision to
transition out of the ownership of Boston Generating during the third quarter of 2003, Generation
recorded a long-lived asset impairment charge of $945 million ($573 million net of income taxes). See
Note 2 of Exelon's Notes to Consolidated Financial Statements for further drscussron of the sale of
Generation’s ownership interest in Boston Generating.-:. :
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Operating and Maintenance Expense. The'changes in operatlng and maintenance expense for
2004 compared to 2003 consusted of the followmg

. : o Lo : S . : - Increase
Generation {decrease)
Addition of AmerGen operations ................. et e e - $331
Sithe Energies, Inc. ................... ettt P 71
Decommissioning related costs@ .. ............... e O 50
Refueling outage costs () L. e e e 50
Pension, payroll and benefit costs, pnmanly assouated with The Exelon Way ..... e (84)
DOE Settlement(© . ... ..o o oot e e (52)
Sale of Boston Generating .. .....covveveeiniiiiie e, PP - (12)
10 a1 P 33
Increase in operating and maintenance expense ................... e $387

(a) Includes $40 million due to AmerGen asset retirement obligation accretion..

(b} Includes refueling outage cost of $43 million at AmerGen,

(c) See Note 14 of Exelon s Notes to Consolidated F|nancral Statements for further dlscussmn of the spent nuclear fuel storage
settlement agreement wrth the DOE.

The increase in operating and maintenance expense is primarily due to the inclusion of AmerGen
and Sithe Energies, Inc. in'Generation’s consolidated results for 2004. Decommlssromng related costs
increased primarily due to the inclusion of AmerGen in 2004 compared to’ the prior year. Accretion
expense includes accretion of the asset retirement obligation and adjustments to offset the earnings
impacts of certain decommissioning related activities revenues earned from ComEd and PECO,
income taxes, and depreciation of the ARC asset to zero. The increase in operating and maintenance
expense was partially offset by a reductions in payrall-related costs.due to the implementation of the
programs associated with The Exelon Way, the sale of Boston Generating in May 2004 and the
settlement with the DOE to reimburse. Generatron for costs assocrated with storage of spent nuclear
fuel. : .

Nuclear fleet operating data and purchased power costs data for the year ended December 31,
2004 and 2003 were as follows:

Generation ’ ‘ ' L __ 2004 2003

Nuclear fleet capacity factor(@ . ... .. ... .o L.... 935% 934%
Nuclear fleet production cost per MWh@ ... $ 1243 §$12.53
Average purchased power cost for wholesale operations per MWh® ... .. .. ... $47.48 $43.17

(a) Includes AmerGen and excludes Salem, which is operated PSEG Nuclear.
(b} Includes PPAs with AmerGen in 2003.

Al

The higher nuclear capacity factor and lower nuclear productxon costs are prlmanly due to ten
fewer unplanned outages which offset the impact of one additional planned refuel outage. The lower
production cost in 2004 as compared to 2003 is primarily due to the lower fuel costs and the impact of
the spent fuel storage cost settlement agreement with the DOE which offset the added cost for one
additional planned refuel outage and costs assocrated with the Dresden generator repalrs during
outages in the fourth quarter of 2004. . G e S ‘ RGN,

In 2004 as compared to 2003, the Quad Cities unlts mtermrttently operated at pre- Extended Power
Uprate (EPU) generation levels due to performance issues with their steam' dryers. Generation plans
additional expenditures to ensure safe and reliable operations at the EPU output levels by mid-2005.-
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Depreciation and-Amortization. The increase in depreciation and amortization expense in 2004
as compared to 2003 was primarily due to the immediate expensing of-an ARC, totaling $49 million,
recorded in 2004 for which no useful life remains.: The ARC was originally recorded in accordance with
SFAS No. 143, which requires the establishment of an asset to offset the impact of an increased asset
retirement obligation (ARO). See Note 14 of Exelon’s Notes to Consolidated Financial Statements for
more information on the 2004 update to the ARO and ARC. The remaining increase is due to capital
additions 'and the consolidation of Sithe and -AmerGen. These increase were partially offset by a
decrease in deprecratron expense related to Boston Generatmg facrlmes which’ were sold in May 2004.

Effective Income Tax Rate The effective income tax rate was 37.5% for 2004 compared to
42.7% for 2003. The decrease in the effective rate was primarily attributable to income taxes
associated with nuclear decommissioning trust activity, income tax deductions related to non-taxable
employee benefits and the dilution of the permanent income tax benefits due to the i increase in pre-tax
income in 2004. : :

Results of Operations—Enterprises

" As previously described, effective January 1, 2004 Enterprises contributed its mterest in Exelon
Energy Company to Generation. Exelon Energy Company was previously reported as a part of the
Enterprises segment. For comparative discussion and analysis, the results of Exelon Energy Company
have been excluded from Enterprises’ 2003 results of operations discussed below.

Favorable

: g (unfavorable)
. o 2004 2003 variance
Operating reVENUES . ... vtvt i ettt ittt e ettt . $155 $ 923 $(768) -
Operating and maintenance expense ..... LN e 211 1,027 . 816
OPErating 10SS & . .v vttt e e e (62) (139) 77
Loss before income taxes, minority interest and cumulative effect of o C
changes in accounting principles . ... ...vi et - 7y -(187) . 180
Loss before cumulative effect of changes in accountrng pnncrples ..... - (13) (117) 104 .

Netloss.......; ........... e PR e - (22)  (118) - 96

Divestiture of Businesses and Investments. In 2004, Exelon continued to execute its divestiture
strategy for. Enterprises by ‘selling or winding down substantially all components of Enterprises.
Enterprises expects to receive ‘aggregate proceeds of $268 million and recorded a net pre-tax gam on
the dlsposmon of assets and mvestments of $41 mllllon in 2004.

Enterprises’ results for 2004 compared to 2003 were signifi cantly affected by the following
transactions:

InfraSource, Inc. On September 24, 2003, Enterprises sold the electric construction and services,
underground and telecom businesses of InfraSource. Cash proceeds to Enterprises from the sale were
approximately $175 million, net of transaction costs and cash transferred to the buyer upon sale, plus a
$30 million subordinated note receivable maturing in 2011. At the time of closing, the present value of
the note receivable was approximately $12 million. The note was collected in full during the second
quarter of 2004, resulting in income of $18 million. -

E;\'elon Services, Inc. During 2004, Enterprises disposed of or wound down all of the operating
busrnesses of Exelon Services, Inc. (Exelon Services), including Exelon Solutions, all mechanical
services businesses and the Integrated Technology Group. Total expected proceeds and the net gain
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on sale recorded during 2004 related to the disposition of these businesses were $61 million and $9
million, respectively. The gain was recorded in other income and deductions on Exelon’s Consolidated
Statements of Income. As of December 31, 2004, Exelon Services had assets and liabilities of $74
million and $22 million, respectively, which primarily consrst of tax assets, afr hate receivables and
payables and sales proceeds to be collected : ‘ '

Exelon Thermal Holdings Inc On June 30 2004 Enterpnses sold its Chlcago busmess of Thermal
for proceeds of $134 million, subject to working capital adjustments. Enterprises repaid $37 million of
debt outstanding of the Chicago thermal operations prior to closing, which resulted in prepayment
penalties of $9 million, recorded as interest expense. A pre-tax gain of $45 million was recorded in
other income and deductions on Exelon’s Consalidated Statements of Income.

- On September 29, 2004, Enterprises sold ETT Nevada, Inc., the holding compary for its
investment in Northwind Aladdin; LLC, for a net cash outflow of $1 million, subject to working capital
adjustments. A pre-tax loss of $3 million was recorded in other income and deductions within Exelon’s
Consolidated Statements of Income inclusive of the acquisition and sale of Northwind Aladdin’s third-
party debt associated with the transaction.

. On_October 28, 2004, Northwind Windsor, of which Enterpnses owns a 50% interest, sold
substantlally all of its assets, prowdmg Enterpnses with cash proceeds of $8 million. A pre- tax gain of
$2 million was recorded in other income and deductions on Exelons Consolldated Statements of
Income.

PECO Telcove. On June 30, 2004, Enterprises sold its investment in PECO TelCove, a
communications joint venture, along with certain telecommunications assets, for proceeds of $49
million. ‘A pre-tax gain of $9 milion was recorded in other income and deductions on Exelon’s
Consolldated Statements of Income.

At Decemiber 1, 2004, the remaining assets of Enterprises totaled approximately $274 m|ll|on in
comparison to $697 million at December 31, 2003.

Net Loss. The decrease in Enterprises’ net loss before cumulative effect of changes in accounting
principles in 2004 was primarily due to a decrease in operating ‘and maintenance expense, partially
offset by a decrease in operating revenues. Depreciation and amortization expense decreased $23
million before income taxes from 2003 to 2004 primarily as a result of the sale of the majority of
property, plant and equipment since September 2003. In 2004, .Enterprises. recorded impairment
charges of investments: of $15 million before income taxes due to other-than-temporary declines in
value, partially offset by 2003 charges: for impairment of investments-of-$46 million before income
taxes and a net impairment of other assets of $8 million before income taxes. The adoption of EITF 03-
16 increased the 2004 net loss by $9 million. The adoption of SFAS No. 143 increased the 2003 net
loss by -$1 million, net of income taxes. See Note 1 of Exelon’s Notes to Consolidated Financial
Statements for further discussion of the adoption of EITF 03-16 and SFAS No. 142.

Operating Revenues. The changes in Enterpnses operatmg revenues for 2004 compared to
2003 conSISted of the followmg

‘ S '.m
F&MHoldlngs LLCIlnfraSource businesses (@ ........ . $(493)
EXelon Services (8 ... i e i i e ~(259)
Exelon Thermal@ . ... ... .. ..ttt it ieeenns e ea e (17)
L 1 1 = 1
Decrease in Operating reVENUES . . ... iv. vttt teenee et eieae et inaie s annnnaeanns $(768)

-

(a) Operating revenues decreased as a result of the sale of certain businesses and wind-down efforts.
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Operating and Maintenance Expense. The changes in Enterprises’ operating and maintenance
expense for 2004 compared to 2003 consisted of the following: .

: Variance
F & M Holdings, LLC / InfraSource businesses@ . ... ... ... ... it $(503)
EXElOn SeIVICES () L . i i i e et et e e e (276)
Exelon Thermal @ . e - (10)
{5 (27)
Decrease in operating and maintenance expense ......................s e .. $(816)

(a) Operating and maintenance expense decreased as a result of the sale of certain businesses and wind-down efforts.

Effective Income Tax Rate. The effective income tax rate was (85.7%) for 2004 compared to
37.4% for 2003. This change in the effective tax rate was primarily attributable to the reversal of a large
income tax receivable at F&M Holdings, LLC in the fourth quarter of 2004, the state tax impact on the
gains on the sales of Exelon Thermal's Chicago businesses and certain investments, and various other
income tax adjustments primarily associated with the sale of Enterprise businesses.
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Results of Operations—Exelon Corporation :
Year Ended December 31, 2003 Compared To‘Year Ended December 31, 2002

Significant Operating Trends—Exelon

Favorable

. {unfavorable)
Exelon Corporation 2003 2002 variance
Operating reveNUES ... ..iiiiit e ie et eieeieeieennnns $15812 $14955 $ 857
Purchased power and fuelexpense .......... ... ..o, 6,375 5,262 (1,113)
Impairment of Boston Generating, LLC long-lived assets .......... 945 — (945)
Operating and maintenance expense .........ccvviivennnenn.. 4,508 4,345 (163)
Operating income ... ... it i et e e e 2,277 3,299 (1,022)
Otherincome anddeductions .......... ..ottt (1,148) (627) (521)
Income before income taxes, minority interest and cumulative effect

of changes in accounting principles ......................... 1,129 2,672 (1,543)
Income before cumulative effect of changes in accounting

o] ] a1 o =T e 793 1,674 (881)
INCOME taXeS . ... i e e e 331 938 667
Netincome ... e e e e 905 1,440 (535)
Diluted earnings pershare . ..........oiiinin i, 1.38 222 (0.84)

Net Income. Net income for 2003 reflects income of $112 million, net of income taxes, for the
adoption of SFAS No. 143, while net income for 2002 reflects a $230 million charge, net of income
taxes, as a result of the adoption of SFAS No. 142. See Note 1 of Exelon’s Notes to Consolidated
Financial Statements for further information regarding the adoptions of SFAS No. 143 and SFAS No.
142.

Operating Revenues. Operating revenues increased in 2003 primarily due to increased market
sales at Generation due to generating assets acquired in 2002 and higher wholesale market prices in
2003. Total market sales at Generation, excluding the trading portfolio, increased from 88,985 GWhs in
2002 to 112,816 GWhs in 2003, and the average revenue per MWh on Generation’s market sales,
excluding the trading portfolio, increased from $32.36 in 2002 to $35.20 in 2003. This increase in
operating revenues was partially offset by a decrease in Energy Delivery’s revenues of $255 million
primarily due to unfavorable weather impacts and an increase in customers selecting an alternative
electric supplier or ComEd’s PPO. Enterprises also experienced a $413 million reduction in operating
revenues from 2002 to 2003, primarily due to the sale of InfraSource during the third quarter of 2003.
See further discussion of operating revenues by segment below.

Purchased Power and Fuel Expense. Purchased power and fuel expense increased in 2003
primarily due to generating assets acquired in 2002 and higher market prices for purchased power in
2003. The average cost per MWh supplied by Generation, excluding the trading portfolio, increased
from $22.51 in 2002 to $25.48 in 2003 due to increased fossil generation and increased purchased
power at higher market prices. Fossil and hydroelectric generation represented 11% of Generation's
total supply in 2003 compared to 6% in 2002. See further discussion of purchased power and fuel
expense by segment below.

Impairment of the Long-Lived Assets of Boston Generating. Generation recorded a $945
million charge (before income taxes) during 2003 to impair the long-lived assets of Boston Generating.

Operating and Maintenance Expense. Operating and maintenance expense increased in 2003
primarily due to a change in the accounting methodology for nuclear decommissioning, severance and
severance-related costs associated with The Exelon Way, and increased costs at Generation
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associated with generating assets acquired in 2002.:Partially offsetting these increases was an overall
reduction in operating and maintenance expenses at Enterprises, primarily due to the sale of
InfraSource during the third quarter of 2003. See further discussion of operating and maintenance
expenses by segment belew.

Operatmg Income The decrease in operating income, exclusive of the changes in operatmg
revenues, purchased power and fuel expense, Boston Generating long-lived asset impairment charge
and operating and maintenance expense discussed above, was primarily due to a decrease of $214
million in depreciation and amortization expense primarily due to the adoption of SFAS No. 143 and
lower depreciation and amortization expense in the Energy Delivery segment. In addition, taxes other
than income also decreased by $128 million primarily due to a reduction in reserves for real estate
taxes within the Energy Delivery and Generation segments.

. Other Income and Deductions. Other income and deductions changed primarily due to
impairment and other transaction-related charges of $280 million recorded in 2003 related to
Generation’s investment in Sithe. Interest expense decreased 9% from $966 million in 2002 to $881
million in 2003 primarily due to less outstanding debt and refinancing of existing debt at lower interest
rates ‘at Energy Delivery partially offset by increased interest expense at Generation due to debt
related to 2002 acquisitions and reduced capitalized interest in 2003. In 2002, Enterprises recorded a
gain on the sale of its investment in AT&T Wireless of $198 million (before income taxes).

Effective Income Tax Rate. The effective income tax rate was 29.3% for 2003 compared to
37.4% for 2002. The decrease in the effective rate was primarily attributable to a decrease in state
income taxes, net of Federal income tax benefit, and investments in synthetic fuel-producing facilities
made in the fourth quarter of 2003.

Resultsv of Operations by Business Segment

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

" Transfer of Exelon Energy Company from Enterprises to Generation. Effective January 1,
2004, Enterprises’ competitive retail sales business, Exelon Energy Company, became part of
Generation. The information for 2003 and 2002 related to the Generation and Enterprises segments
discussed below has been -adjusted to reflect the transfer of Exelon Energy Company from the
Enterprlses segment to the Generatlon segment. Exelon Energy Company’s 2003 and 2002 results
were as follows: 4

Totalrevenues ....... e e e e e e e Laees.. $834 8697
Intersegmentrevenues ............... P A S 4. 8
Operating revenue and purchased power from affiliates ............ Peas ceeieies... 209 . 235
Depreciation and amortization .......... ... ... i 2. - 16
Operatingexpenses . ............oouun. P P 857 . 700
Interestexpense ........ ...l el e 1774
Cumulative effect of changes in accounting principles ,.......o.o.... e e — (1)
Loss before incometaxes ........eeivi i i i e e . (29) - (8)
INCOME taXES .ottt i i e it e e (11 ...186
Netloss.........covvvuuan... e (18) (33)



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

Segment
Favorable
(unfavorable)
2003 2002 variance
Energy Delivery . ... o e $1,170 31,268 $ (98)
Generation ............ ... ..., S (259) 365 (624)
Enterprises ...... ... . il e e e e (117) 87  (204)
Corporate ........ccevviininan, e e e, (1) (50) 49
TOtal o e $ 793 $1,670 $(877)
Net Income (Loss) by Business Segment
Favorable
(unfavorable)
i ‘ ‘ 2003 2002 variance
ENErgy DEIVEIY ..ottt et e U, $1,175 $1,268 $ (93)
Generation ... .. . i et e e e (151) 367 (518)
1 1 (=1 o] 7= T AU (118)  (145) 27
Corporate ... . (1) (50} 49
L - 1 $ 905 $1,440 $(535)
Results of Operations—Energy Delivery
Favorable
{unfavorable)
2003 2002 variance
OPERATING REVENUES . . . ... ... . ittt it annns $10,202 $10,457 $(255)
OPERATING EXPENSES . v -
Purchased power and fuel expense ........ P e 4,597 4,602 5
Operating and Maintenance .............c.coveiiiiiiniiinnn... 1,669 1,486 (183)
Depreciation and amortization .. ........ ... .. ... .o ... 873 978 105
Taxes otherthanincome ....... ... .ottt 440 531 91
- Total operating expense ........ e e 7,579 7,597 18
OPERATINGINCOME ........... ... ..., © 2,623 2,860 (237)
OTHER INCOME AND DEDUCTIONS .
Interest expense ...... .o e (747) (854) 107
Distributions on mandatorily redeemable preferred securities ...... (39) (45) 6
Equity in income of unconsolidated affiliates .................... — 1 (1)
Other, net . ..o e e e e 51 71 (20)
Total other income and deductions ........................ (735) (827) 92
INCOME BEFORE INCOME TAXES AND CUMULATIVE EFFECT OF '
- ACHANGE IN ACCOUNTING PRINCIPLE ...................... 1,888 2,033 (145)
INCOMETAXES ..............cc0vvnnny @ e e 718 765 47
INCOME BEFORE CUMULATIVE EFFECT OF A CHANGE IN
ACCOUNTINGPRINCIPLE ... ... ... ... i, 1,170 1,268  (98)
CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING’
PRINCIPLE ... . i i et i et adaanns 5 —_ 5
NETINCOME ...... ... i i i e e eiieeens $ 1175 $ 1,268 $ (93)




. NetIncome. Energy Delivery's net income in:2003 decreased primarily due to increased operating
and maintenance expense resulting from severance and-curtailment charges associated with The
Exelon Way, a charge at ComEd associated with .a regulatory. settlement, lower revenues, net of
purchased power primarily attributable to weather and higher purchased power prices, partially offset
by reductions in depreciation and amortization expense, taxes other than income, and interest
expense.

Operating Revenues. The changes in Energy Dellverys operatlng revenues for 2003 compared
to 2002 consisted of the following: )

Total '

increase
Energy Delivery Electric Gas (decrease)
Customer choice ....... .. i $(167) $— - $(167)
Weather ... ..o i e (2299 T (158)
Resalesandother ... ... i i i e e e e — (22) . (22)
Ratechangesandmix ...................... e (58) (7)
Y )11 ¢ 21 118 (3) 115
Othereffects .. ... i i e i i et ettt i (15) . (1) . (16)
(Decrease) increase in operating revenues ..........c.c.oevvevveennennn. $(351) $96° $(255)

Customer Choice. For 2003 and 2002, 25% and 21%, respectively, of energy delivered to Energy
Delivery's retail customers was provided by an alternative electric supplier or under the ComEd PPO.
The decrease in electric retail revenues attrlbutable to customer choice included a“decrease in
revenues of $155 million from customers in lllinois electmg to purchase energy from an alternative
electric supplier and a decrease in revenues ‘of $12 million from customers in Pennsylvama selectlng or
being assigned to an alternative electric generatlon supplier.

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

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

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

Rate Changes and M/x Energy Dehverys electric revenues decreased $33 'miillion -at' ComEd
primarily due to decreased average energy rates under ComEd's PPO as a result of lower wholesale
market prices. Electric revenues decreased $25 million at PECO as a result of rate mix due to changes
in monthly usage patterns in aII customer classes dunng 2003 as compared to 2002

Energy Delivery’s gas revenues mcreased due to increases in rates through the purchased gas
adjustment clause that became effective March 1; 2003, June 1, 2003 and December 1, 2003. The
average purchased gas cost rate per million cubic feet for 2003 was 11% higher than the rate in 2002.
PECO’s purchased gas cost rates are subject to periodic adjustments by the PUC and are designed to
recover from-or refund to customers the difference between the actual cost-of purchased gas and the
amount included in rates. :
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Volume. Energy Delivery's electric revenues’ increased as a result of higher delivery volume,
exclusive of the effects of weather and customer choice, due to an increased number of customers and
increased usage per customer, primarily in the large and small commercial and industrial customer
classes. . .

Other. The decrease was attributable to a reduction in wholesale revenue. This reduction reflects
a $12 million reimbursement from Generation in 2002.

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

. Total
' increase
Energy Delivery Electric Gas (decrease)
CUStOMEr ChOICE - . ..o i e ettt et e e $(143) $— $(143)
[0 =T 1121 U G (119) 49 (70)
Resalesand other ... .. . i i i e e i ettt e — (28) (28)
PHCES . oo e a 74 39 113
o] 18 T 1T 73 6 79
DecomMMISSIONING .« .ot i ittt it e et e e et ia st e et e e 62 — 62
Other ..... el e e e e e e ettt e (23) 5 (18)

(Decrease) increase in purchased power and fuelexpense ..................o.... $ (76) $ 71 $ B

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

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

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

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

Volume. Energy Delivery’s purchased power and fuel expense increased due to increases,
exclusive of the effect of weather, in the number of customers and average usage per customer,
primarily large and small commercial and industrial customers at ComEd and PECO.

Decommissioning. ComEd changed its presentation for accounting for decommissioning
collections upon the adoption of SFAS No. 143 (see Note 14 of Exelon's Notes to Consolidated
Financial Statements). Decommissioning collections, which are remitted to Generation, were
previously recorded as amortization expense and are recorded as purchased power expense in 2003.

Other. Energy Delivery’s purchased power decreased due to additional energy billed in 2002
under the purchase power agreement (PPA) with Generation discussed in other operatlng revenues
above.
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Operating and Maintenance Expense. The changes in operating and maintenance .expense for
2003 compared to 2002 consisted of the following:

) Increase

Energy Delivery - . T . {decrease)
Severance, pension and postretlrement benefit costs associated with The Exelon Way ............. o $167 .
Charge recorded at ComEd in 2003 assocxated with a regulatory settlement@ ... ................. 41
Increased StommM COStS vttt i i e e et it e B 36
Increased employee fringe benefits primarily due to increased health care costs ... ... [N o 23
Decreased payroll expense due to feweremployees . ...l i (93)
Decreased costs associated with the initial implementation of automated meter reading servicesat

PECOin2002 ........ S P (13) .
Other ..... e e e S22

Increase in operatmg and ma:ntenance eXPense . .......... e dereeiee e iiiaaae s - $183

¢

(a) For more information regarding the settlement. see Note 5 of Exelon’s Notes to Consolidated Financial Statements. -

Depreciation and Amortization Expense. The reduction in depreciation and amortization
expense was primarily due to a change in the accounting for nuclear decommussuonmg at ComEd,
lower amortization of ComEd’s recoverable transition costs of $58 million and a $48 million reduction
due to changes in ComEd’s depreciation rates in 2002, partially offset by increased depreciation of $30
million due to capital additions across Energy Delivery and increased competitive transition charge
amortlzatron of $28 mlllxon at PECO

Taxes Other Than Income. The reduct|on in taxes other than income was pnmanly due to a
reduction of real estate tax accruals recorded by PECO of $58 million during the third quarter of 2003
and a favorable settlement of coal use tax at ComEd of $25 million. See Note 20 of Exelon’s Notes to
Consolidated Financial Statements for further lnformatlon regarding the reduction of real estate tax
accruals recorded by PECO.

Interest Expense. The reduction in interest expense was primarily due to refinancing existing debt
at lower rates and the pay down of transitional trust notes.
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Energy Delivery Operating Statistics and Revenue Detail

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

Retail.Deliveries—(in GWhs) @ 2003 2002 Variance % Change
Full service® I . ' C
Residential ................... ..., P N 37,564 37,839 ~(275) (0.7%)
Small commercial &industrial .......... ... ... il 28,165 29,971 (1,8086) (6.0%)
Large commercial &industrial ........... ... .. o oLl e 20,660 22,652 (1,992) (8.8%)
Public authorities & electricrailroads ....................... PR 6,022 7,332 (1,310)  (17.9%)
~ Total fullservice .........oovviiiaiiny A 92,411 97,794 (5,383) (5.5%)
Delivery only © _
Residential ........... ..o 900 1,971 (1,071)  (54.3%)
Small commercial & industrial ................ e 7,461 5,634 1,827 32.4%
Large commercial &industrial .......... ... .. .. it 10,689 7,652 3,037 39.7%
Public authorities & electricrailroads ... ............ v i, 1,402 913 489 53.6%
20,452 16,170 4,282 26.5%
PPO (ComEd only) ‘ o , :
Small commercial & industrial ....................... e 3,318 3,152 166 5.3%
Large commercial & industrial ................ I P . 4,348 5131 (783) (15.3%)
Public authorities & electric railroads ......... EEERETREPREP e 1,925 1,346 579 43.0%
' 9,591 9,629 (38)  (0.4%)
Total delivery only and PPO deliveries ...................... 30,043 25,799 4,244 16.5%
123,593 (1,139) .. (0.9%)

Total retail deliveries ...........c..iiiiiiiii it iriaeinnnnnn - 122,454

(a) One gigawatthour is the equivalent of one million kilowatthours (kWh).
(b) Full service reflects deliveries to customers taking electric service under tariffed rates.

(c) Delivery only reflects service from customers electing to receive electric generation service from an alternatlve electric

supplier, which rates include a distribution charge and a CTC.
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Electric Revenue -2003 . 2002  Variance % Change
Full service @ C S -
Residential ....... ... i, eeecesion. 83,715 $3,719 $- (4) . (0.1%)
Small commercial & industrial........... e e e 2421 2,601 - (180) (6.9%)
Large commercial & industrial .........:.......... e 1,394 1,496 - :(102) - (6.8%)
Public authorities & electricrailroads ....................... 396 456 - (60) (13.2%)
‘Totalfullservice ...... .. ... i i 7,926 8,272 (346) (4.2%)
Delivery only®: " .
Residential ... .. i 65 145 - (80) (55.2%)
Small commercial & mdustrlal ............................. 214 159 55  34.6%
Large commercial & industrial .............. ... ... L. 196 170 -~ 26 15.3%
Public authorities & electric railroads . ..... e 33 - 28 5 17.9%
R ' 508 502 6 1.2%
PPO (ComEd only) © T
Small commercial &industrial . .............. ... .. ... . ..., 225 204 21 10.3%
Large commercial & industrial ............. e 240 - . 278 (38) .(13.7%)
Public authorities & electric railroads ............ e 103 .71 . 32 451%
_ : . 568 - 5853 .. 15 - 27%
Total deliveryonlyand PPO ........ ... ..., 1,076 1,055 21 2.0%
Total electric retail revenues ............... e 9,002 9,327 .-(325) . (3.5%)
Wholesale and miscellaneous revenue® ... .. P, 555 581 (26) ~ (4.5%)
Total electric revenué .............................. . ... $9,557 §$9,908 $(351) ~ (3.5%)

(a) Full service 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.
See Note 5 of Exelon’s Notes to Consolidated Financial Statements for a discussion of CTC. -

(b) Delivery only revenue reflects revenue under tariffed rates from customers electing to receive electnc generatlon service

from an alternative electric supplier, which rates include a distribution charge and a CTC.

(c) Revenues from customers choosing ComEd's PPO include an energy charge at market rates, transmnssuon and distribution
charges, and a CTC. Prior to ComEd’s full integration into PJM on May 1, 2004, ComEd'’s transmlsswn charges received
from alternative electric suppliers were included in wholesale and miscellaneous revenue.

(d) Wholesale and mlscellaneous revenues include transmission revenue, sales to municipalities ‘and other wholesale energy

sales.

Energy Delivery's gas sales statls’ucs and revenue detall were as follows:

‘2002

Variance

Deliveries to customers in mllllon cubic feet (mmcf) e 2003 % Change
Retail sales .......... . Jeellioesio... 61,858 54782 7,076 7 12.9%
Transportation....... PR ettt 26,404 30,763 - (4,359)  (14.2%)
Total ..o i s e ... 88,262 85545 .2717 = 3.2%
Reveniie ' ' o R ‘ © 2003 _ 2002 ° Variance '_"V‘n'Change
Retailsales ........cocovvnenn.... P P $ 609 $ .490 $ 119, . 24.3%
Transportation............. e e Lare s PR 18 9. (1) (5.3%)
Resales and other ........ e el PR TR 18 . 40 - (22) (55.0%)
Total ........... F R PR A U L A “.. % 645-% 549 § 96 17.5%
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Results of Operations—Generation

As previously described, effective January 1, 2004, Exelon contributed its interest in Exelon
Energy Company to-Generation. Exelon Energy Company was previously reported as a part: of the
Enterprises segment. For comparative discussion and analysis, Exelon Energy Company’s results of
operations have been included wnth|n Generation’s results of operations as if thlS transfer had occurred
on January 1, 2002. : :

Favorable
(unfavorable)
2003 2002 : ,variance
OPERATING REVENUES $8,760 $7,320  §$ 1,440 .
OPERATING EXPENSES ' ' .
Purchased power- ... ..ot i e .. 3,630. 3298 . (332)
FUBL oot e 2,115 1,372 (743)
Operatingand maintenance ...........c.coevveeeeirnnnaennn 1,886 1,686 (200)
Impairment of Boston Generating, LLC long-lived assets ........ 945 — (945)
Depreciation and amortization .............. ... .. .. ... 201 . 292.. 91
-Taxes otherthanincome ......... .. .. .ot 121 - .. 166 - - .45 .
Totaloperatmgexpense..............................:' 8,898 6,814 (2,084)
OPERATING INCOME (LOSS) ................................. (138) 506 (644)
OTHER INCOME AND DEDUCTIONS T
Interest eXpeNSE ..ttt i i e e i (89) (79) (10)
Equity in earnings of unconsolidated affiliates ......... e 49 87 . (38)
Other,net ...t (267) 87 (354)
Total other income and deductions ...............eiin... (307) 95 (402)
INCOME (LOSS) BEFORE INCOME TAXES, MINORITY INTEREST, '
-AND CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING | o
PRINCIPLES ........... e 2y (445) 601 (1,046)
INCOMETAXES ........ ...t (190) 233 423
INCOME (LOSS) BEFORE MINORITY INTEREST AND
CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING : :
'PRINCIPLES . ........ e e e e (255) - 368 (623)
MINORITY INTEREST ... ... it i ()] 3) @)
INCOME (LOSS) BEFORE CUMULATIVE EFFECT OF CHANGES IN ' S
ACCOUNTING PRINCIPLES .. R RRTEEY eeeenn- . (259) 365 . (624)
CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING ' B
. PRINCIPLES (net of i income taxes) ....... ... il 108 2 106
NET INCOME (LOSS)V\.\. e e et e e e e $(151) $ 367 $ (518)

Net Income (Loss) The decrease in Generation’s net income in 2003 as compared to 2002 was
pnmanly due to an impairment charge of $945 million before income taxes recorded in 2003 related to
the long-lived assets of Boston Generating, impairment and other transaction-related charges of $280
million before income taxes recorded in 2003 related to Generation’s investment in Sithe, -and
increased operating and maintenance expenses, partially offset by an increase in operating revenues
net of purchased power and fuel expense. Generation also experienced an increase in its effective tax
rate.

Cumulative effect of changes in accounting principles recorded in 2003 and 2002 included income
of $108 million, net of income taxes, recorded in 2003 related to the of adoption of SFAS No. 143 and
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income of $2 million, net of income taxes, recorded in 2002 related to the adoption of SFAS No. 142.
See Note 1 of Exelon’s Notes to Consolidated Financial Statements for further discussion of these
effects.

Operatmg Revenues. Operatrng revenues increased in 2003 as compared to 2002 Generatron S
sales in 2003 and 2002 were as follows: .

Revenue (in millions) 7 ' 2003 2602 7 Variance % Cnange

Electric sales to affiliates . ......... e $ 3,831 § 3978 $ (147)  (3.7%)
Wholesale and retail electricsales . ................... 4,107 2,736 1,371 50.1%
Total energy salesrevenue .............ccvvvunn... 7,938 6,714 1,224 18.2%
Retailgassales ............ i, 588 451 137 30.4%
Tradingportfolio . . ... i e 1 (29) 30 (103.4%)
Otherrevenue®@ ... ............ e e . 233 - - 184 . 49 26.6%
Totalrevenue ................... e '$ 8760 $ 7,320 $ 1440' ' 19.7%
Sales(inGWhs) . 2003 2002 Variance % Change

Electricsalestoaffiliates .. ............... ;.. .. ..., - 112,688 118,473 (5,785) . (4.9%)
Wholesale and retail electricsales . ................... 112,816 88,985 23,831 - 26.8%

Totalsales ........ ... il . 225504 207,458 18,046 8.7%

(a) Includes sales related to tolling agreements and fossil fuel sales.

Trading volumes of 32,584 GWhs and 69,933 GWhs for the years ended December 31, 2003 and
2002, respectively, are not included in the table above. The decrease in trading volume is a result of
reduced volumetric and VAR trading limits in 2003, which are set by the Exelon Risk Management
Committee and approved by the Board of Directors.

Electric Sales to Affiliates. Sales to affiliates decreased primarily due to lower volume sales to
ComkEd, offset by slightly higher realized prices. Sales to PECO were lower, primarily due to lower
realized prices, partially offset by slightly higher volumes.

Wholesale and Retail Electric Sales. Sales volume in the wholesale spot and bilateral markets
increased primarily due to the acquisition of Exelon New England in‘November 2002 and the
commencement of commercial operations in 2003 -of the Boston Generating facilities; Mystic 8 and 9
and Fore River. In addition, average market pnces were $5/MWh higher than 2002.

Retail Gas Sales. Retail gas sales at Exelon Energy increased $97 million due to hlgher gas prices
in 2003. In addition, customer growth in the gas and electric markets increased revenues by $69
million and $40 million, respectively. These increases were partially offset by the discontinuance of
retail sales in the PJM reglon of $40 million and the wrnd down of the Northeast operatlons of $29
million.

Trading Revenues. Trading activity increased revenue by $1 million in 2003 compared to a
reduction in revenue -of $29 million in 2002 due to -an increase in gas prrces in April 2002 which
negatively affected Generation’s trading positions.

Other. Revenues also increased in 2003 as compared to 2002, as a result of ia $76 million
increase in ‘sales of excess fossil fuel. The increased excess fossil fuel is a result of generating plants
in the Texas and New England regions operating at less than projected levels. Also, revenue increased
by $62 million due to higher decommissioning revenue received from ComEd in 2003 compared to
2002.
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Purchased Power and Fuel Expense. Generation’s supply of sales in 2003 and 2002, excluding
the trading portfolio, was as follows:

Supply of Sales (in GWhs) 2003 2002 % Chénge
Nuclear generation@ . ..... L 117,502 115,854 1.4%
Purchases—non-trading portfolio® .. ... ... ... o o ... 83,692 - 78,628 6.4%
Fossil and hydroelectric generatlon e 24,310 12,976 = 87.3%

Total supply ......... R 225,504 207,458  8.7%

(a) Excluding AmerGen.
(b) Including purchase power agreements with AmerGen.

Generation’s supply mix changed as a result of increased nuclear generation due to a lower
number of refueling and unplanned outages during 2003 as compared to 2002, increased fossil
generation due {o the Exelon New England plants acquired in November 2002, including plants under
construction which became operational in the second and third quarters of 2003 and account for an
increase of 8,426 GWhs. Additionally, the change included additional purchased power of 3,320 GWhs
from Exelon New England, a new PPA with AmerGen which increased purchased power by 3,049
GWhs in the second quarter of 2003 and 11,989 GWhs of other miscellaneous power purchases,
which more than offset a 14,208 GWhs reduction in purchased power from Midwest Generation. -

The changee in Generation’s purchased power and fuel expense for 2003 compared to 2002
consisted of the following:

Generation . . Increase
Exelon New England .. ... e e $ 429
Prices ............. e e e e e e 350
N OIUMIE ..ot e e e 46
Hedging activity ... ..o e e 22
Other ............. e e e e e et PP 228
Increase in purchased power and fuel expense . ......... ... . i iienan, $1,075

Exelon New England. Generation acquired Exelon New England in November 2002 and Mystic
Units 8 and 9 began commercial operations during the second quarter of 2003, while Fore River began
commercial operations during the third quarter of 2003. . _

Prices. The increase reﬂects higher market pnces in 2003.

Volume.. Purchased power increased in 2003 due to an increase in purchased power from
AmerGen under a June 2003 PPA to purchase 100% of the output of Oyster Creek.-Prior to the June
2003 PPA, Generatlon_dld not purchase power,from Oyster Creek. Fuel expense increased due to
increases in fossil fuel generation required to meet the increased market demand for energy and the
acquisition of generating plants in Texas in April 2002.

Hedg/ng Activity. Mark-to-market Iosses on hedgmg activities were $16 million in 2003 compared
to a gain of $6 million in 2002.

Other. Other increases in purchased power and fuel were primarily due to $171 million of higher
purchased power and fuel expense at Exelon: Energy, additional nuclear fuel amortization of $16
million in 2003 resulting from under-performing fuel, which was completely replaced in May 2003 at the
Quad Cities Unit 1, and $10 million due to the write-down of coal inventory in 2003 as a result of a fuel
burn analysis.
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Generation’s average marglns per MWh sold for the years ended December 31, 2003 and 2002
were as follows: e .

($/MWh) N o ST 2003 2002 % Change
Average revenue P )
 Electric sales to affiliates . . ...... ... T s e bae e e $34.00 $33.58 -1.3%
Wholesale electricsales ...................... P 36.40 30.75 . 18.4%
Total—excluding the trading portfolio .. ..................... 35.20 32.36 8.8%
Average supply cost—excluding the trading portfolio(® ................ 2548 22.51 13.2%
Average margin—excluding the tradmg portfolio .:...co.. it 9.72 9.85 (1.3%)

(a) Average supply cost includes purchased power , fuel costs and PPAs with AmerGen in 2003.

Operating and Maintenance Expense The changes in operating and maintenance expense for
2003 compared to 2002 consisted of the following:

. - - . Increase’
2003 asset impairment charge related to long-lived assets of Boston Generating ......... $ 945
Adoption of SFAS NO. 143 @) . . ...t 118 .
Incréased costs due to generating asset acquisitions in2002 .. .........c.viuuinnn.. L. 78
Severance, pension and postretirement benefit costs associated with The ExelonWay ... 60
Increased employee fringe benefits primarily due to increased health carecosts ... ....... 54
Decreased refueling outage Costs ® .. ... .. .. i e e (49)
2002 executive severance .......... R R (19)
Other ...... e e e e e e e e e e e e et o (42)
Increase in operating and maintenance expense ................... [ $1,145

(@) Duetoa reclassification of decommissioning-related expenses upon the adoption of SFAS No. 143.
(b) Includes cost savings of $19 million related to one of Generation's co-owned facilities. Refuelmg outage days not mcludmg
Generation's co-owned facilities, decreased from 202 in 2002 to 157 in 2003

The increase in operatlng and marntenance expense is pnmanly due to the decrsmn to transition
out of the ownership of Boston Generating during the third quarter of 2003. Generation recorded a
long-lived asset impairment charge of $945 million ($573 million net of income taxes) in the third
quarter of 2003. The remaining increase is due:to payroll-related costs due to implementation of the
programs associated with The Exelon Way, costs incurred due to generatmg asset acquisitions made
in 2002, partially offset by lower refueling outage costs.

Nuclear fleet operatmg data and purchased power costs data for the year ended December 31,
2003 and 2002 were as follows y . :

Generation e ’ ' - ST 20030 ¢ 2002

Nuclear fleet capacrty factor(® .. ... ... Ll 934%  92.7%
Nuclear fleet production cost per MWh @ .. ... e e ... $1253 §13.00
Average purchased power cost for wholesale operations per MWh® ..., P » $43.17 §$41.94

(a) Including AmerGen and excluding Salem, which is operated by PSEG Nuclear.
(b) Including PPAs with AmerGen.

" The higher nuclear capacity factor and decreased production costs are primarily due to 56 fewer
planned refueling outage days in 2003 as compared to 2002, resulting in a $36 million decrease in
refueling outage costs, including a $6 million decrease related to . AmerGen. The years ended
December 31, 2003 and 2002 included 30 and 26 unplanned outages, respectively, resultxng ina $2
million increase in non-refueling outage costs in 2003 as compared to 2002.
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Depreciation and Amortization. The decrease in depreciation and amortization expense in 2003
as compared to 2002 was primarily attributable to a $130 million reduction in decommissioning
expense net of ARC depreciation, as these costs are included in operating and maintenance expense
after the adoption of SFAS No. 143, and a $12 million decrease due to life extensions of assets
acquired in 2002. The decrease was partially offset by $65 million of additional depreciation expense
on capital additions placed in service in 2002, of which $18 million of expense is related to plant
acquisitions made after the third quarter of 2002.

Effective Income Tax Rate. The effective income tax rate was 42.7% for 2003 compared to
38.8% for 2002. This increase was primarily attributable to thé impairment charges recorded in 2003
related to the long-lived assets of Boston Generating and Generation’s investment in Sithe that
resulted in a pre-tax loss. Other adjustments that affected income taxes include a decrease in tax-
exempt interest in 2003 and an increase in nuclear decommissioning investment income for 2003.

Results of Operations—Enterprises

Favorable
. . S - (unfavorable)
ELte_[_priie_s: ) 2003 .2002 . variance
Operating reVENUES . ... .ovitee ettt aeeeeneanenn, $ 923 31,336 - $(413)
Purchased power and fuel expense ...... . P PPN — 6 6 .
Operating and maintenance expense ... ... N e 1,027 1,297 270,
Operatingloss . .........coiveiiia .. R (139) (11 (128)
Income (loss) before income taxes and cumulative effect of changes in :
accounting principles . ... . e (187) 140 (327) .
Income (loss) before cumulative effect of changes in accounting A :
PINCIPIES .« o vttt ittt et et e .. - (117) 87 (204)
Netloss ... P (118)  (145) 27

Net Loss. The decrease in Enterprises’ net loss before cumulative effect of changes in accounting
principles in 2003 was primarily due to a decrease in operating revenues, partially offset by a decrease
in operating and maintenance expense. Depreciation and amortization expense decreased $15 million
before income taxes from 2002 to 2003 primarily as a result of property, plant and equipment classified
as held for sale in 2003. In 2003, Enterprises recorded charges. for impairments of $46 million before
income taxes due to other-than-temporary declines in value and an impairment charge of $8 miltion
before income taxes for its equity method investment in-a district cooling business joint venture,
partially offset by 2002 charges for impairment of investments of $41 million before income taxes and a
net impairment of other assets of $4 million before income taxes. In 2002, Enterprises recorded a pre-
tax gain of $198 million on the sale of its investment in AT&T Wireless. The adoption of SFAS No. 143
reduced 2003 net income by $1 million, net of income taxes. The adoption of SFAS No. 142 reduced
2002 net income by $243 million, net of income taxes. See Note 1 of Exelon’s Notes to Consolidated
Financial Statements for further discussion of the adoptions of SFAS No. 143 and SFAS No. 142,

_ Operating Revenues. The changes in Enterprises’ operating revenues for 2003 compared to
2002 consisted of the following:

Increase

Enterprises " (decrease)
InfraSource ..:.......coiiiiiiiiian. e e e e $(359)
Exelon Services .:......... e e (60)
Other ......... e P et et e eaaaain 6

Decrease in operating revenues ...... . e $(413)




InfraSource. Operating revenues decreased;:$256 million at InfraSource due to the sale.of the
majority of the InfraSource businesses in the.ithird quarter of 2003. For the remaining InfraSource
businesses, operating revenues decreased $103 million as a result of the closing of certain businesses
and the reduction of new business as a result of wind-down efforts. :

Exelon Serwces Operatmg revenues decreased $79 million at Exelon Servnces due to poor
economic conditions ‘in the construction. market. This decrease was partially offset by improved
performance contracting activities of $19 million.

Operating and Maintenance Expense. The changes in Enterprises’ operating and maintenance
expense for 2003 compared to 2002 consisted Qf the following:

Increase

Enterpriees' o ) ‘ ) B ' i o : (decrease)
InfraSource ..............oooiian. e e cee.. $(267)
Exelon Services ........ e (6)
Other ......... 3

Decrease in operatlng and malntenance expense ..... et e, Ve - $(270) .

~InfraSource. Operating and maintenance expense decreased $222 million due to the sale of the
majority of InfraSource businesses in the third quarter of 2003. In addition, operating and mamtenance
expense decreased $80 million as a result of wind-down efforts of the remaining InfraSource
businesses. These decreases were partlally offset by increased expense of approximately $30 mllhon
due to margin detenoratlon on various constructlon projects. .

During 2003 Enterprises recorded a net charge to operatlng and maintenance expense of $4
million (before income taxes and minority mterest) associated with the sale of the’ majority of the
InfraSource businesses. . .

Exelon Services. Operating and maintenance expense decreased $56 million at Exelon Services
due primarily to delays on mechanical construct|on projects resulting from poor economic conditions in
the construction market. This decrease was’ partially offset by additional costs from increased
performance contracting activities of $13 million, a goodwill impairment charge of $24 million and other
asset impairments of $15 million.

' Effective Income Tax Rate. The effective income tax rate was 37.4% for .2003 co’mpé'rec"j to
37.9% for 2002. The decrease in the effective tax rate was primarily attributable to the AT&T wireless
sale. ' ' ' o

Liquidity and Capital Resources

Exelon’s 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, Exelon obtains funds from external sources in the capital
markets and through bank borrowings. Exelon's access to external financing at reasonable terms
depends on Exelon and its subsidiaries’ credit ratings and general business conditions, as well as that
of the utility industry in general. If these conditions deteriorate to the extent that Exelon no longer has
access to the capital markets at reasonable terms, Exelon has access to revolving credit facilities with
aggregate bank commitments of $1.5 billion that it currently. utilizes to support its commercial paper
programs. See the “Credit Issues” section-of “Liquidity and Capital Resources” for further discussion.
Exelon primarily uses. its capital resources, including cash, to fund capital requirements, including
construction expenditures, retire debt, pay common stock dividends, fund its pension obligations and
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invest. in new and existing ventures. Exelon’s construction expenditures: utilize a significant amount of
cash on projects that have a long-term return on investment. Additionally, Energy Delivery operates in
a rate-regulated environment in which recovery of current cash expenditures takes place over an
extended period of time. As a result of these factors, Exelon has historically operated with a working
capital deficit. However, Exelon expects operating cash flows to be sufficient to meet operating and
capital ‘expenditure requirements. Future’ acquisitions ‘that Exelon may undertake, such: as the
proposed merger with PSEG, may require external debt financing or the lssuance of Exelon common
stock.

Cash Flows from Operatlng Activities

Energy Delivery's cash flows from operatmg actlvmes pnmanly result from sales of electncnty and
gas to a stable and diverse base of retail customers at fixed prices and are weighted toward the third
quarter of each fiscal year. Energy Delivery's future cash flows will be affected by the impact of the
economy, weather, customer choice and future regulatory proceedings on its revenues and its ability to
achieve operating cost reductions. Generation’s cash flows from: operating activities primarily result
from the sale of electric energy to wholesale customers, including Energy Delivery. Generation's future
cash flows from operating activities will be affected by future demand for and market prices of energy
and its ability to continue to produce and supply power at competitive costs.

Cash flows from operations have been, and are expected to continue to prowde a reliable; steady
source of cash flow, sufficient to meet operatlng and’ capital’ expendltures requirements for the
foreseeable future. Operating cash flows after 2006 could be negatively affected by changes in the rate
regulatory environments of ComEd and PECO, although any effects are not expected to hinder the
ability to fund their business requirements. See “Business Outlook and the Challenges in Managing the
Business” for further information regarding the regulatory transition periods. Additionally, Exelon,
through its ComEd subS|dlary, has taken certain tax posmons which have been disclosed to the
Internal Revenue Service (IRS), to defer thé tax gain on the 1999 sale of its fossil generating assets.
See Note 13 of Exelon’s Notes to Consolidated Financial Statements for additional information
regarding these tax positions. . :

The following table p:rcvides’,a s'umm'ary of the m'ajor iterns impact:ing Cash flows from operations: ;
« : . ‘ 2004 2003 . Variance
NEtINCOME . . oottt e $1,864 $ 905 $-959

Non-cash operatlng activities@ . ... e L. 2274 2989  (715)
Changes'in working capital and other noncurrent assets and liabilites® .. 530 (366) " 896
Pension and post-retirement healthicare benefit payments .. .. ... I . (270) (144) (126)
Net cash flow from operations .. ............oceireiiinreieennnn.n. $4,398 $3,384 $1,014

(a) Represents depreciation, amortization and accretion, deferred income taxes, cumulative effect of changes in accounting
principle, impairment of investments and long-lived assets and other non-cash charges

{b) Changes in working capital and other noncurrent assets and llabllmes exclude the changes in commercral paper and the

* current portion of long-term debt. o ‘

Cash flows provided by operations in 2004 and 2003 were $4,398 million and $3,384 million,
respectively. Changes in Exelon’s cash flows provided by operations were generally consistent with
changes in its results of operations, as adjusted by changes in working capital in the normal course of
business. The $1,014 million increase in cash flows provided by operations from 2003 to 2004 was due
primarily to an increase in operating income of $1,156 million during 2004 over 2003 and changes in
working capital and other asset and liability accounts, including income taxes. The timing of the
working capital and other noncurrent asset and liability account changes resulted in an-increase to
cash flows provided by operations of approximately $896 million in 2004 over 2003; approximately
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$564 million of which is the result of the timing of Federal income tax activity. The operating cash flows
resulting from Federal income tax activity were primarily the result of the following:

Exelon reduced its Federal income tax obligation by approximately $315 million and $140
million in 2004 and 2003, respectlvely, for tax-deductible pension plan contributions of
approximately $900 million to be contributed prior to September 15, 2005 and $400 million
contrlbuted prror to September 15, 2004, respectnvely

Exelon realized Federal income tax credits from its mvestments in synthetrc fuel producrng
facilities, which reduced its 2004 and 2003 Federal income taxes payable by approximately
$216 million and $23 million, respectively.

Exelon recorded approximately $631 million and $1, 057 million of specral deprecratlon
allowances in 2004 and 2003, respectlvely, that ‘resulted in the reduction of Federal income
taxes payable of approxnmately $220 million and $370 miillion, respectrvely Approxrmately
$150 million of the 2003 special depreciation allowance was recorded as a Federal income tax
receivable at December 31, 2003 and filed and collected as a corporate application for quick
refund in March 2004. This activity resulted in a $300 million year over year increase in cash
flows from 2003 to 2004.

. In November 2003, Exelon recorded a Federal income tax receivable of approxrmately $120

million for capital losses generated in 2003 related to its mvestment in Sithe, which were
carried back to prior periods. The transaction was presented as a use of cash in Exelon’s
December 31, 2003 statement of cash flows. ‘

The combination of the income tax activities described above and other income tax activities
reduced the amount of cash paid for income taxes from approxrmately $730 mrllron in 2003 to
approximately $200 mrllron in 2004 a decrease of $530 million." :

Addrtronally, the followmg non- recurnng operatlng cash flows occurred dunng 2004:

In December 2004, TXU and Generatlon termlnated a tolling agreement and entered into a
new agreement. .Upon termination of the .original” agreement, Generation received a cash
payment of $172 million. The resulting gain was deferred and. will be recognized as income
over the contractual term of the new agreement. See Note 2 of Exelon’s Notes to Consoclidated
Financial Statements for further mformatnon regarding the transactlon with TXU.

Net cash recerved for collateral for 2004 was $73 mrllron compared to $68 mrlllon pard in 2003.

- The year over year increase in cash flows of $141 million was primarily due to the reduction of

cash collateral requirements for certarn trading counterpartres as a result of Generation

‘negotiating the acceptance of Ietters of credit during 2004 to sat|sfy current and future
“collateral oblrgatrons

During 2004 Exelon pard $86 mrlhon for prepayment premlums on the retirement of ComEd
debt. See “Cash Flows from Financing Activities” for further mformatron regardlng debt

retirements pursuant to the accelerated Irabrllty management plan.

Exelon management does not expect the changes in working capital associated wrth income taxes
and other non-recurring events, as described above, that contributed to the increase in cash flows
provided by operations in 2004 to recur.

Pension and other non-pension postretirement payments. Discretionary tax-deductible pension
plan payments were $439 million in 2004 compared to $367 million in 2003. Exelon also contributed
$11 million during 2004 to-the pension plans needed to satisfy minimum funding requirements of the
Employee Retirement Income Security Act. Additionally, $132 million and $135 million were contributed
to the postretirement welfare benefit plans for 2004 and 2003, respectively. See Note 15 of Exelon's
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Notes to Consolidated” Financial Statements for further information regarding pension and
postretirement benefits.

Exelon expects to contribute approximately $2 billion to its pension plans in 2005, which will be
funded primarily through the issuance of debt in 2005. These contributions exclude benefit payments
expected to be made directly from corporate assets. Of the $2 billion expected to be contributed to the
pension plans during 2005, $13 million is estimated to be needed to satisfy Employee Retirement
Income Security Act (ERISA) minimum funding requirements.

Cash Flows from Investmg Activities

Cash flows used in rnvestlng actlvmes for 2004 and 2003 were $1,736 million and $2,109 million,
respectlvely In addition to the recurring mvestlng activities presented on the face of the Consolidated
Statement of Cash Flows, significant investing activities by business segment during 2004 and 2003
are as follows:

Exelon

+ Exelon received cash proceeds of $76 million, net of $2 million held in escrow at December 31,
2004, from the sale of its mvestments in affordable housing in 2004.

- Exelon contrlbuted $56 million to mvestments in synthetic fuel- producmg facilities in 2004.

Generation

- Exelon Generation received cash proceeds of $42 million from the January 2004 sale of three
gas turbines that were classified as assets held for sale at December 31, 2003.

«  On March 31, 2004, Exelon consolidated the assets and liabilities of Sithe under the provisions
of FIN 46-R, which resulted in an increase in cash of $19 million. See Note 1 and Note 3 of
Exelon's Notes to Consolldated -Financial Statements for further information regardlng the
FIN 46-R consolidation of Sithe. -

+ Sithe collected a $20 million note receivaible during 2004 related te the sale of certain
businesses of Sithe during the fourth’qrrarter of 2003 and the first quarter of 2004.

+  On November 25, 2003, Generation, Reservoir, and Sithe completed a series of transactions
resulting in Generation and Reservoir each indirectly owning a 50% interest in Sithe. Net cash
proceeds from the series of transactions were $44 million. In addition, a note was received
from EXRES SHC, Inc. for $92 million. See Note 3 and Note 25 of Exelon’s Notes to
Consolidated Financial Statements for further information regardmg this transaction and
Generation’s sale of Slthe

+ In December 2003, Generation purchased the 50% interest in AmerGen held by British Energy
for $240 million, net of cash acquired of $36 million. The acquisition was funded with cash
provided by operations.

Enterprises

..» Cash proceeds of $227 million, net of transaction costs and contingency payments on prior
year dispositions, were received during 2004 from the sales of Exelon Thermal Holdings, Inc.,
substantially all of the operating businesses of Exelon Services, Inc., and :Enterprises’

~investments in PECO TelCove and other equity method and cost basis investments of
- Enterprises. :
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« _Early-settlement on an acquisition note receivable from the 2003 disposition of. lnfraSource
resulted in cash proceeds of $30 million during 2004. - o ,

« In September 2003, Enterprises sold the electric construction and services, underground and
telecom businesses of InfraSource for cash of $175 million, net of transaction costs and cash
transferred to the buyer upon sale. , y

Investmg actlvmes in 2004 and 2003 exclude the non-cash issuance of $22 mllhon and $238
million of notes payable respectively, for Exelons investments in synthetlc fuel- producmg facilities.

Exelon expects these investments to provrde more than $200 million of net cash benefits from 2005

through 2008, with peak net cash of apprommately $1OO million in 2008.

Capital expendltures by business segment for 2004 and pro;ected amounts for 2005 are-as
follows: . § o .

2008 2008

Energy Delivery ........... e et e e e .. 9946 1 $1,023
Generation ....... i S L e e Voesdaenanegom 9600 1,073
Corporate and other ......... T TR SR D SR e e ... ~ 15 . 56
Total capital expenditures ™. ........... PR PRSP A ... 81,921 $2,152

Excluding acquisitions, capital requirements during 2005 are expected to be met through internally
generated cash or external borrowings. Exelon’s proposed capital expenditures and other investments
are subject to periodic review and revision to reﬂect changes in economic conditions and other factors

" Energy Dehvery Energy Dellverys prOJected capltal expendltures for 2005 reﬂect contlnumg
efforts to improve the reliability of its transmission and distribution systems and capital .additions to
support new business and customer growth. Exelon anticipates that Energy -Delivery's capital
expenditures will be funded by internally generated funds borrowings or capltal contrlbutlons from
Exelon. S . t ;

Generation. Exelon projects that Generation’s capital expenditures for 2005 will be higher than
they were in 2004. The majority of these expenditures will be for additions and upgrades to existing
facilities, nuclear fuel and increases in capacity at existing plants. Generation is planning on eleven
nuclear refueling outages in 2005, compared to ten during 2004; however, the projected total non-fuel
capltal expendltures for the nuclear plants are expected to decrease in 2005 from 2004 by $40 million.
Exelon anticipates that Generation’s capital expenditures will be funded by internally generated funds,
borrowings or capital contributions from Exelon.

Cash Flows from Financing Activities

Cash flows used in financing activities for 2004 were $2,627 million compared to $1 240 million for
the same period in 2003. The increase in cash used in financing activities was pnmarrly attributable to
an increase in the net retirement of Iong -term debt and preferred securities during 2004 of $2,221
million. Exelon retired $1.2 billion of long-term debt, including $1.0 billion prior to its maturity and $206
million at maturity, during 2004 in accordance with an accelerated liability management plan and
retired $728 million of long-term debt due to financing affiliates. During 2003, Exelon issued debt (net
of retirements during the period) and preferred stock of approximately $96 million. See Note 12 of
Exelon’s Notes to Consolidated Financial Statements for further information regarding debt issuances
and retirements during 2004. During 2004, Exelon issued $164 million of commercial paper, net of
payments, and received cash proceeds of $33 million from the settlement of interest-rate swaps.
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During 2003, Exelon repaid $355 million of commercial paper and paid $43 million to settle interest-
rate swaps. Additionally, Exelon repurchased common shares totaling $82 million during 2004 and
received proceeds from employee stock plans of $240 million and $181 million during 2004 and 2003,
respectively.

In 2004, Generation paid $27 million of a note payable to Sithe, compared to $446 million paid in
2003. At December 31, 2004, Generation had repaid $473 million of the note payable, resulting in a
remaining balance of $63 million, which was paid upon the completion of a series of transactions that
resulted in Generation’s exit from its investment in Sithe on January 31, 2005. See Note 25 of Exelon’s
Notes to Consolidated Financial Statements for further information regarding the sale of Sithe:

The 2004 cash dividend payments on common stock increased $211 million over 2003, reflecting
a 10% increase in the first quarter of 2004 and an 11% increase in the third quarter of 2004. See
further discussion of Exelon’s dividend policy within the “Dividends” section on page 22 of this Financial
Information supplement.

From time to time and as market conditions warrant, Exelon may engage in long-term debt
retirements via tender offers, open market repurchases or other viable options to strengthen. its
balance sheet. In the third quarter of 2004, Exelon initiated an accelerated liability management plan.
Through December 31, 2004, ComEd had retired approximately $1.2 billion of debt under the plan,
including $1.0 billion prior to its maturity and $206 million at maturity.

Credit Issues -
Exelon Credlt Facility

Exelon meets its short-term Ilqurdrty requnrements primarily through the issuance of commercnal
paper by Exelon, ComEd, PECO and Generation. At December 31, 2004, Exelon, along with ComEd,
PECO and Generation, participated with a group of banks in a $1 billion unsecured revolving facility
maturing on July:16, 2009 and-a $500 million unsecured revolving credit facility maturing on October
31, 2006. Both revolving credit agreements are used principally to support the commercial- paper
programs at Exelon, ComEd, PECO and Generation and to issue letters of credit.

At December 31, 2004, Exelon, ComEd, PECO and Generation had the following sublimits and
available capacity under the credit agreements and the indicated amounts of outstandmg commercial

paper:

) Bank Available Outstanding
Borrower . ‘ : . ; o * Sublimit Capacity® Commercial Paper
EXQION ..o ee e [, $700 $685 $490
COMEd .. i e e e e 100 74 —
PECO . e e e e 100 100 —
Generation ... e e e 600 444 .-

(a) Sublimits under the credit agreements can change upon written notification to the bank group.
(b) Available capacity represents the bank sublimit net of outstanding letters of credit. The amount of commercial paper
outstanding does not reduce the available capacrty under the credxt facilities.

Interest rates on advances under the credit facilities are based on either prime or the London
Interbank Offering Rate (LIBOR) plus an adder based on the credit rating of the borrower as well as the
total outstanding amounts under the agreement at the tlme of borrowmg The maxrmum LIBOR adder
is 170 basrs points. ‘

The average mterest rates on commermal paper in 2004 for Exelon ComEd, PECO" and
Generation were approximately 1.51%, 2.11%, 1.08% and 1.14%, respectively. '
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. .The credit agreements require Exelon, ComEd, PECO and Generation to maintain a minimum
cash from operations to interest expense ratio for the twelve-month period ended on the last day of any
quarter. The ratios .exclude revenues and interest expenses attributable to securitization debt, certain
changes in working capital, distributions on preferred securities of subsidiaries and, in the case of
Exelon and Generation, revenues from Sithe and interest on the debt of its project subsidiaries. The
following table summarizes the minimum thresholds reflected in the credit agreements for the twelve-
month period ended December 31, 2004: S

A - Exelon  ComEd  PECO  Generation
Credit agreement threshold ......... e 265to1 2.25t01 2.25t01 3.25t01

‘At December 31, 2004, Exelon, ComEd, PECO and Generation were in compliance with the
foregoing thresholds.

At December 31, 2004, Exelon's capital structure consisted of 56% of long-term debt, including
long-term debt to financing trusts, 41% common equity, 2% notes payable and less than 1% preferred
securities of subsidiaries. Total debt included $5.3 billion owed to unconsolidated affiliates of ComEd
and PECO that qualify as special purpose entities under FIN 46-R. These special purpose entities
were created for the sole purpose of issuing debt obligations to securitize intangible transition property
and CTCs of Energy Delivery or mandatorily redeemable preferred securities. See Note 1 of Exelon’s
Notes to Consolidated Financial Statements for further information regarding FIN 46-R.

lntercompany Money Pool

To provide an additional short-term borrowmg optlon that will generally be more favorable to the
borrowing participants than the cost of external financing, Exelon operates an intercompany money
pool. Participation in the money pool is subject to authorization by the corporate treasurer. ComEd and
its subsidiary, Commonwealth Edison Company of Indiana, Inc. (ComEd of Indiana), PECO,
Generation and BSC may participate in the money pool as lenders and borrowers, and Exelon and Ull,
LLC, a wholly owned subsidiary of Exelon may partnmpate as lenders. Funding of, and borrowings
from, the money pool are predicated on whether the contributions and borrowings result in economic
benefits. Interest on borrowings is based on short- term market rates of interest or, if from an external
source, specific borrowing rates. Maximum amounts contributed to and borrowed from the.money pool
by participant during 2004 are described in the followmg table in addition to the net contribution or
borrowing as of December 31 2004:

' Maximum Maximum  December 31,2004
. ' : o . Contributed Borrowed Contributed (Borrowed)
ComEBd ............... -$487 $ 43 ' - $308
ComEd of Indiana® ............. PR RO B BT 21 —_ —
PECO .. e e e 162 70 34
Generation .................... e e 53 . 546 -(283)
BSOS . e e — 197 (59)
UL LLC . i et et 160 — —

(a) The activity at ComEd of Indiana was eliminated in the consolidation of ComEd.

Securlty Ratlngs

Exelon’ s, ComEd s, PECO S and Generatlon s access to the capltal markets including the
commercial paper,market and its financing costs in those markets depend on the securities ratings of
the entity that is accessing the capital markets. On December 20, 2004, Standard and Poor's Rating
Services placed the ratings of Exelon and its subsidiaries on credit watch with negative implications in
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response to the announced Merger between Exelon and PSEG. None of Exelon's borrowings is
subject to default or prepayment as a result of a downgrading of securities although such a
downgrading could increase fees and interest charges under Exelon’s credit facilities.

The following table shows the Registrants’ secqriﬁes ratings at December 31, 2004:

Moody’s Investors Standard & Poors Fitch Investors

M Service Corporation Service, Inc.
Exelon Senior unsecured debt Baa2 BBB+ BBB+
' Commercial paper P2 A2 F2
ComEd Senior secured debt , A3 A- A-
’ Commercial paper . P2 A2 F2
Transition bonds @ Aaa AAA AAA
PECO Senior secured debt _ ) A2 A- A
"~ Commercial paper ' ' P1 A2 F1
Transition bonds ®) Aaa AAA " AAA
Generation  Senior unsecured debt = ~ Baal A- BBB+
‘ * Commercial paper . ', P2 A2 - F2

(a) Issued by ComEd Transitional Funding Trust, an unconsolldated affiliate of ComEd.
(b) Issued by PETT, an unconsolidated affiliate of PECO.

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

As part of the normal course of business, Exelon routmely enters into physical or financially settled
contracts for the purchase and sale of capacuty, energy, fuels and emissions allowances. These
contracts either contain express provisions or otherwise permit its counterparties and Exelon to
demand adequate assurance of future performance when there are reasonable grounds for doing so.
In accordance with the contracts and applicable contracts law, if Exelon or Generation is downgraded
by a credit rating agency, especially if such downgrade’is to a level below investment grade, it is
possible that a counterparty would attempt to rely on such a downgrade as a basis for making a
demand for adequate assurance of future performance. Depending on its net position with a
counterparty, the demand could be for the posting of collateral. In the absence of expressly agreed to
provisions that specify the collateral that must be provided, the obligation to supply the collateral
requested will be a function of the facts and circumstances of Exelon or Generation's situation at the
time of the demand. If Exelon can reasonably claim that it is willing and financially able to perform its
obligations, it may be possible to successfully argue that no collateral should be posted or that only an
amount equal to two or three months of future payments should be sufficient.

See the PUHCA Restrictions section below for discussion of investment grade ratings under
PUHCA.

Shelf Registration

As of December 31, 2004, Exelon, ComEd and PECO had current shelf registration statements for
the sale of $2.0 billion, $555 million and $550 million, respectively, of securities that were effective with
the SEC. The ability of Exelon, ComEd or PECO to sell securities off its shelf registration statement or
to access the private’ placement markets will depend on a’ number of factors at the time of the
proposed sale, including other required regulatory approvals, the current financial condition of the
company, its securities ratings and market conditions.
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PUHCA Restrictions

On April 1, 2004, Exelon obtained an order from the SEC under the Public Utilities Holding
Company Act of 1935 (PUHCA) authorizing, through April 15, 2007 financing transactions, including
the issuance of common stock, preferred securities, equity-linked securities, long-term debt and short-
term debt in an aggregate amount not to exceed $8.0 billion above the amount outstanding for Exelon
Corporate and Generation at December 31, 2003. No securities have been issued under the above-
described limit. Exelon is also authorized to issue guarantees, letters of credit, or otherwise provide
credit support with respect to the obligations of its subsidiaries and non-affiliated third parties in the
normal course of business of up to $6.0 billion outstanding at any one time. At December 31, 2004,
Exelon had provided $2.0 billion of guarantees and letters of credit under the SEC order. See
“Contractual Obligations and Off-Balance Sheet Arrangements” in this section for further discussion of
guarantees. The SEC order requires Exelon to maintain a ratio of common equity to total capitalization
(including securitization debt) of not less than 30%. At December 31, 2004, Exelon’s common equity
ratio was 42%. Exelon expects that it will maintain a common equity ratio of at least 30%.

Exelon is also limited by the April 1, 2004 order to an aggregate investment of $4.0 billion in
exempt wholesale generators (EWGs) and foreign utility companies (FUCOs). At December 31, 2004,
Exelon had invested $2.2 billion in EWGs, leaving $1.8 billion of investment authority under the order.
in that order, the SEC reserved jurisdiction over an additional $3.0 billion in investments in EWGs.

~ The loss of investment grade ratings for any outstanding security of ComEd, PECO or Generation

would suspend the financing authority of the issuer to issue certain other securities and guarantees.
The loss of investment grade ratings for any outstanding security of Exelon would suspend financing
authority for ComEd, PECO, Generation and Exelon to issue certain other securities and guarantees.
Exceptions include long-term debt issuances.by ComEd and PECO (authorization for such security
issuances are granted- by the ICC and the PUC, respectively), common stock and the issuance of
securities for the purpose of funding money pool operations. For purposes of investment grade ratings,
a security will be deemed to be rated investment grade if it is rated investment grade by at least one
natlonally recogmzed statistical ratmg orgamzatlon : :

In cases where the fi fnancmg authorlty of Exelon ora subS|dlary is suspended in the cnrcumstances
as described above, Exelon would nevertheless be able to seek specific further authority from the SEC
forit orits subsndlanes to continue to issue securities upon rece:pt of further SEC authorization.

Under applicable law, Exelon ComEd 'PECO and Generatlon can pay dividends only from
retained, undistributed or current earnings. A sugmf icant loss recorded ‘at ComEd, PECO or Generation
may limit the dividends that these companies can distribute to Exelon. At December 31, 2004, Exelon
had retained earnings of $3.4 billion, mcludmg ComEd’s retained earnings of $1,102 million (all of
which had been appropriated for future dividend payments) 'PECO’s retained earnlngs of $607 mI||IOFI
and Generation's undistributed earnings of $761 million..» - - ‘ '
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Contractual Obligations and Off-Balance Sheet Arrangements

The following table summarizes Exelon’s  future estlmated cash payments under existing
contractual obligations, including payments due by penod

Payment due within . Due 2010

S . _ Total 2005 - 2006-2007 2008-2009 and beyond
Long-termdebt ............ .. ... . L., $ 7,774 '$ 424 $ 712 $1,023  $ 5,615
Long-term debt to financing trusts .......... .. 5,342 486 1,840 1,665 1,351
Interest payments on long-term debt@® . ..., 4,031 429 790 644 - 2,168
Interest payments on long-term debt to ﬁnancmg ' =

frusts @ LT 1,938 329 515 285 809
Commercial paper ................. I 490 490 — —_ —
Capitalleases ..........coeiviiiiinnnn.. 50 '3 5 4 38
Operatingleases ................coiivun... 909 73 134 114 588
Power purchase obligations’ .. . ............ 9,497 2,024 1,973 1,288 4,212
Fuel purchase agreements ........ P 3,639 639 985 616 1,399
Other purchase obligations®© ................ 463 241 134 57 31
Chicago agreement®@ . ... .................. 48 6 12 12 18
Regulatory commitments .................... 20 10 10 — —
Spent nuclear fuel obligation ................. : 878 — — — - 878
Obligation to minority shareholders ........... 49 3 5 5 36
Pension ERISA minimum funding requnrement ‘ 13 © 13 — —
Decommissioning® .. ... e e 3,981 — ' —_ — 3,981
Total contractual obligations ........... e $39,122 $5,170 $7,115 = $5,713  $21,124

(a) Interest payments are estimated based on final maturity dates of debt securities outstanding at December 31, 2004 and do
not reflect anticipated future refinancing, early redemptions or debt issuances. Variable rate interest obligations are
estimated based on rates as of December 31, 2004. In 2004, Exelon’s Board of Directors approved contributions of
approximately $2 billion in 2005 to Exelon’s defined benefit pension plans. The contributions will be funded in part by
additional debt anticipated to be issued in 2005. Estimated future payments associated with the anticipated debt issuance
have not been included in the table above.

(b) Includes Sithe-related interest payments of $71 mxlhon $132 million, $115 million and $849 million for payments due in
2005, 2006-2007, 2008-2009 and 2010 and beyond, respectively. See Note 25 of Exelon's Notes to Consolidated Financial
Statements for information regarding the sale of Generation’s investment in Sithe.

(c) Commitments for services and materials, minimum spend requirements related to the sale of InfraSource (see Note 2 of

. Exelon’s Consolidated Financial Statements) and amounts committed for information technology services.

(d) On February 20, 2003, ComEd entered into. separate agreements with Chicago and with Midwest Generation (Mldwest
Agreement). Under the terms of the agreement with Chicago, ComEd will pay Chicago $60 million over ten years to be
relieved of a requirement, originally transferred to Mldwest Generation upon the sale of ComEd's fossil stations in 1999, to
build a 500-MW generation facility.

(e) Represents the present value of Generation's obhgatlon to decommission nuclear plants,

For additional information about:

+ regulatory commitments, see Note 5 of Exelon’s Notes to Consolidated Financial Statements.

« commercial paper, see Note 11 of Exelon’s Notes to Consolidated Financial Statements.

+ long-term debt, see Note 12 of Exelon’s Notes to Consolidated Financial Statements.

+ capital lease obligations, see Note 12 of Exelon’s Notes to Consolidated Financial Statements.

+ the spent nuclear fuel and decommissioning obligations, see Note 14 of Exelon's Notes to
Consolidated Financial Statements.

» the contribution required to Exelon’s pension plans to satisfy ERISA minimum funding
requirements, see Note 15 of Exelon’s Notes to Consolidated Financial Statements.
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+ operating leases, energy commitments; - fuel purchase.agreements and other purchase
obligations, see Note 20 of Exelon’s Notes to Consolidated Financial Statements.
.+, the obligation to minority shareholders see Note 20 of Exelon’s Notes to Consolidated
- - Financial Statements. ~ :

Mystic Development LLC (Mystic) a former affiliate of Exelon New England has a long-term
agreement through January 2020 with Distrigas of Massachusetts Corporation (Distrigas) for gas
supply, primarily for the Boston Generating units. Under the agreement, gas purchase prices from
Distrigas are indexed to the New England gas markets. Exelon New England has guaranteed Mystic’s
financial- obligations to Distrigas under.the long-term supply agreement. Exelon New England’s
guarantee to Distrigas remained in effect following the transfer of ownership interest in Boston
Generating in May 2004. Under FIN 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness to Others” (FIN 45), approximately $16
million was included as a liability within the Consolidated Balance Sheet of Exelon as of December 31,
2004 related to this guarantee. The terms of the guarantee do not limit the potential future payments
that Exelon New England could be required to make under the guarantee.

Exelon paid down $27 million of the Exelon New England note during 2004 to fund Slthes
acquisition of the 40% of Sithe/Independence Power Partners, L.P. that it did not own Sithe is now the
owner of 100% of the Independence generating plant. ‘

-Generation has an obligation to decommiséion its nuclear power plants. NRC regulations require
that licensees of nuclear generating facilities demonstrate reasonable assurance that funds will be
available in certain minimum amounts at the end of the life of the facility to decommission the facility.
Based on estimates of decommissioning costs for each of the nuclear facilities in which Generation has
an ownership interest, the ICC permits ComEd, and the PUC permits PECO, to collect from their
customers and deposit in nuclear decommissioning trust funds maintained by Generation amounts
which, together-with earnings thereon, will be used to decommission such nuclear facilities. Generation
also maintains nuclear decommissioning trust funds for each of the AmerGen units. Upon adoption of
SFAS No. 143, Generation was required to re-measure its decommissioning liabilities at fair value and
recorded an asset retirement obligation of $2.4 billion on January 1, 2003. Increases in the asset
retirement obligation to decommission nuclear generating facilities resulting from the passage of time
are recorded as operating and maintenance expense. Increases in the asset retirement obligation
resulting from a remeasurement are recorded with a corresponding ARC, which is a component of
property, plant and equipment. At December 31, 2004, the asset retirement obligation recorded within
Generation's Consolidated Balance Sheet was approxmately $4.0 billion. Decommissioning
expenditures are expected to occur primarily after the plants are retired. Based on current licenses and
anticipated renewals, decommissioning expenditures for plants in operation are currently estimated to
begin in 2029. To fund future decommissioning costs, Generation held $5.3 billion of investments in
trust funds, including net unrealized gains and losses, at December 31, 2004. See Note 14 of Exelon’s
Notes to Consolidated Financial Statements for further discussion of Generation’s decommissioning
obligation. ' L

See Note 20.of Exelon's Notes to Consohdated Fmancnal Statements for dlscussmn of Exelon’s
commercnal commltments as of December 31, 2004.

IRS Refund Claims

ComEd and PECO have entered into several agreements with a tax consultant related to the filing
of refund claims with the IRS. ComEd and PECO previously made refundable prepayments to the tax
consultant of $11 million and $5 million, respectively. The fees for these agreements are contingent
upon a successful outcome of the claims and are based upon a percentage of the refunds to be
recovered from the IRS, if any. The ultimate net cash outflow from ComEd and PECO related to all the
agreements will either be positive or neutral depending upon the outcome of the refund claims with the
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IRS. These potential tax benefits and associated fees could be material to the financial position, results
of operations and cash.flows of ComEd and PECO. A portion of ComEd’s tax benefits, including any
associated interest for periods prior to the-PECQ / Unicom Merger, would be recorded as a reduction
of goodwill pursuant to a reallocation of the PECO / Unicom Merger purchase price. See below for
discussion of the final approval of ComEd's income tax refund claim. PECO cannot predict the tlmmg
of the f'nal resolutlon of its refund clarms

Durrng 2004, the IRS granted preliminary approval for one of ComEd’s refund clarms As such
ComEd believes that it is probable that a fee will ultimately be paid to the tax consultant. Therefore,
ComEd recorded an expense of $5 million (pre-tax), which resulted in a decrease to the prepayment
from $11 million to $6 million. The charge represents an estimate of the fee to the tax consultant which
may be'adjusted upward or downward depending on the IRS’ final calculation of the tax and interest
benefit. As of December 31, 2004, ComEd had not reflected the tax benefit associated with the refund
claim pending final approval of the IRS; however,  as described above, the net income statement
impact for ComEd is antrcrpated to be neutral or posrtlve «

In the first quarter of 2005, ComEd recerved fi nal approval for the income tax refund descnbed
above; however the calculation of the claim, including interest has not been finalized. As a portion of
the refund will be recorded against goodwill under the provisions of EITF Issue No. 93-7; “Uncertainties
Related to Income Taxes in a Purchase Business Combination,” the net resuit is not anticipated to
have a material _impact on Exelon’s results of operations.

¢

Vanable Interest Entmes

Slthe As of December 31, 2004 Generatron was a 50% owner of Slthe In_accordance wrth FIN
46-R, Generation -consolidated Sithe within its financial statements as of March .31, 2004. The
determination that Sithe qualified as a variable interest entity and that Generation was the primary
beneficiary under FIN 46-R required analysis of the economic benefits accruing to all parties pursuant
to their ownership interests supplemented by management’s- judgment. See Note 3 and Note 25 of
Exelon’s Notes to Consolidated Financial Statements for a discussion of Generation’s ownership in
Sithe and the ultimate: sale of Generation's entire interest in Sithe, which was completed on January
31, 2005. ' . : .

Fmancmg Trusts of ComEd and PECO Dunng June 2003, PECO issued $103 mrlllon of
subordinated debentures to PECO Trust IV in connection with the issuance by PECO Trust IV of $100
million of preferred securltres Effective July 1, 2003, PECO Trust IV.was deconsolidated from the
financial statements of PECO in conjunction with FIN 46. The $103 million of subordinated debentures
issued by PECO to PECO Trust IV was recorded as long-term debt to fi inancing trusts within the
Consolidated Balance Sheets. . ,

Effectrve December 31, 2003, ComEd Financing 11, ComEd Financing Ill, ComEd Fundrng, LLC
ComEd Transitional Funding Trust, PECO Trust lIl and PETT were deconsolidated from the financial
statements of Exelon in conjunction with the adoption of FIN 46-R. Amounts of $5.3 billion owed by
ComEd and PECO to these financing trusts were recorded as long-term debt to ComEd Transitional
Funding Trust and PETT and long-term debt to financing trusts  within the : Consolidated  Balance
Sheets as of December 31, 2004. See Other Subsidiaries of ComEd and PECO with Publicly Held
Securities in Part |, Item 1 of Exelon’s 2004 Form 10-K for further discussion of the nature, purpose
and history of Exelon's involvement with these financing trusts. : .

PECO Accounts Recelvable Agreement .

PECO is party to an agreement with a financial mstrtutlon under which it can sell or f nance wrth
limited recourse ‘an undivided interest, adjusted ‘daily, in up to $225 million of designated accounts
receivable until November 2005. PECO entered into this agreement to diversify its funding sources at
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favorable floating-interest rates. At-December 31, 2004, PECO had sold a $225 million interest in
accounts receivable, consisting of a $179: 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 $46
million interest in special agreement accounts receivable, which PECO accounted for as a long-term
note payable and reflected on the -consolidated balance sheet as long-term debt due within one year.
At December 31, 2003, PECO had sold a $225 million mterest in accounts receivable, consisting of a
$176 million interest in accounts receivable which PECO accounted for as a sale under SFAS No. 140
and a $49 million interest in special-agreement accounts receivable which was 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, 2004 and 2003 PECO met thls requnrement and was not required to make any cash
deposit. - ‘ : :

- .
. .

Nuclear Insurance Coverage

Generatlon carnes property damage decontammatlon and premature decommissioning insurance
for each station loss resulting from damage to Generation’s nuclear plants, subject to certain
exceptions. Additionally, Generation carries business interruption.insurance in the event of a major
accidental outage at a nuclear station. Finally, Generation participates in the American Nuclear
Insurers Master Worker Program, which provides coverage for worker tort claims filed for bodily injury
caused by a nuclear energy accident. See Note 20 of Exelon's Notes to Consolidated Financial
Statements for further discussion of nuclear insurance. For jts types of insured losses, Generation is
self-insured to the extent that losses are within the policy deductible or exceed the amount of insurance
maintained. Such losses could-have a material adverse effect on Exelon and Generahons fmancnal
condition and the|r results of operatlons and cash flows

Busmess Outlook and the Challenges m Managing the Business

" Substantially all of Exelon’s businesses are in the electric generation, transmission and distribution
industry in the United States. That industry is in the midst of a fundamental and, at this point, uncertain
transition from a fully regulated industry offering bundled service to an industry with unbundled
services, some of which are regulated and others of which are priced in competitive markets. Exelon’s
Energy Delivery business remains highly regulated while Exelon’s Generation and Enterprises
businesses operate in competltlve environments. All of Exelon’s businesses are capital intensive..

The challenges affectmg Exelon’s busmesses are. dlscussed below. There are several factors,
such as weather, economic activity and regulatory actions that affect its businesses in different ways.
Also, there are several factors that affect its business as a whole, such as environmental compliance
and the ability to access capital on a cost-effective basis. Further discussion of its liquidity and capital
resources and related challenges is included in the Liquidity and Capital Resources section.

Energy Delivery o ‘

“The Energy Dehvery busmess is compnsed of two utlhty transmlssmn and dlStl’lbUtlon compames
ComEd and PECO, which provide electricity and, in the case of PECO, natural gas to customers in
lilinois and Pennsylvania, respectively. Energy Delivery focuses on providing safe and reliable services
to customers. Energy Delivery continues to make improvements to its delivery systems to minimize the
frequency and duration of service interruptions, while working more efficiently to lower costs. Exelon
believes that Energy Delivery will continue to _provide a S|gn|f icant and steady source of earnmgs and
cash flows over the next several years. :
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Both lllinois and Pennsylvania have adopted ‘restructuring legislation ' designed- to foster
competition in the retail sale of electricity. As a result of these restructuring initiatives, both ComEd and
PECO are subject to rate freezes: or caps through mandated restructuring transition periods. During
these periods, the results of operations of ComEd and PECO will depend on their ability to deliver
energy in a cost-efficient manner and to offset infrastructure investments and inflation- with- cost
savings. ComEd and PECO each have long-term, full-requirements supply contracts with:Generation,
helping to mitigate the risk of changing energy supply costs during their respective transition’ periods.
Energy Delivery is also managing operating and malntenance costs, while’ mamtalnmg a strong focus
on both reliability and safety in operatmg its business. : S

Exelon cannot currently. predict the frameworks that will be used by the lllinois and Pennsylvania
state regulators to establish rates after the transition periods. Exelon also cannot predict the outcome
of any new Jlaws that may impact its business. Nevertheless,: Exelon expects that ComEd and: PECO
will continue to be obligated to deliver electric power and energy to customers in their respective
service territories and will also retain significant POLR obligations, whereby each utility is required to
provide electric power and energy service to customers in its service area. ComEd and PECO
therefore must continue to ensure that adequate supplles of electricity and gas are avarlable at
reasonable costs. . S

More detailed explanations for each of these and other challenges in managlng the Energy
Dellvery business are as follows: ‘ :

Exelon must comply with numerous regulatory requwements in managmg the Energy Dellvery
business, which affect their costs and responsrveness to changmg events and opportunities..

The Energy Delivery business is subject to regulation at the state and Federal levels. State
commissions regulate the rates, terms and conditions of service; various business practices and
transactions; financings; and transactions between the utilities and affiliates. The FERC regulates the
utilities’ 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 Energy Delivery
does business, its ability to undertake specified actions, the costs. of its operatlons and the level of
rates Energy Delivery may charge to recover such costs, :

Energy Delivery must manage lts costs due to the rate and equrty return limitations |mposed on
its revenues. . . : .

Rate freezes or caps in effect at ComEd and PECO currently limit their ability to recover increased
expenses and the costs of investments in new transmission and distribution facilities. As a result,
Energy Delivery’s future results of operatlons will depend on the ability of ComEd and PECO to dellver
electricity and, in the case of PECO, natural gas in a cost-efficient manner.

Rate limitations. ComEd is subject to a legislatively mandated rate freeze on bundled retail rates
that will remain in effect until January 1, 2007. Pursuant to a PECO / Unicom Merger-related settlement
agreement with the PUC, PECO is subject to agreed-upon electric service rate reductions of $200
million, in aggregate, for the period January 1, 2002 through December 31, 2005, including $40 million
in each of 2004 and 2005, and caps (subject to limited exceptions for significant increases in Federal
or state income taxes or other significant changes in law or regulation that do not allow PECO to earn a
fair rate of return) on its transmission and distribution rates through December 31, 2006, and on its
generation rates through December 31 2010. -

Equity return limitation. ComEd is subject to a legislatively mandated cap on its return on
common equity through the end of 2006. The cap is based on a two-year average of the U.S. Treasury
long-term rates (20 years and above) plus 8.5% and is compared to a two-year average return on
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ComEd’'s common equity. The legislation requires customer refunds equal to one-half of any earnings
above the cap. ComEd is allowed to include regulatory asset amortization in the calculation of
earnings. Under lllincis statute, any impairment of goodwill has no impact on the determination of the
cap on ComEd’s allowed equity return during the transition period. ComEd has not .triggered the
earnings sharing provision in 2004 or prevnous years and does not expect to trigger that provrsmn in
2005 or 2006. . )

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

 To effectively manage its obligation to’ provrde power to meet |ts customers’ demand Energy
Delivery has established full-requirements, power supply agreements with Generation which reduce
exposure to the volatility of customer demand and market prices through 2006 for ComEd and through
2010 for PECO. Market prices relative to Energy Dellverys regulated rates still influence whether retail
customers purchase energy from Energy Dehvery or from an alternative electrrc suppher '

Effective managen‘ient'of capital projects is irnportant to Energy Delivery’s businese

- Energy Delivery's business is capital intensive and requires significant mvestments in energy
transmlssmn and distribution facmtres and i in other mternal infrastructure pro;ects

Energy Delivery expects to contlnue to make significant capital expendltures to improve the
reliability of its transmission and distribution systems and for capital additions to support new business
and customer growth. It is anticipated that ‘Energy Delivery’s capital expenditures will exceed
depreciation on its plant assets. Energy Delivery's base rate freeze and caps will: generally preclude
rate recovery on any of these incremental rnvestments prror to January 1, 2007

Energy Delrverys business may be srgmflcantly affected by the end of the Illmors and
Pennsylvania regulatory transition perlods :

linois.. linois electric utilities are allowed to collect competltrve transrtron charges (CTCs) from
customers who choose an’ alternative electnc supplrer or choose ComEd’s power purchase option
(PPO). CTCs were intended to assist electrrc utilities, such as ComeEd, in recovering stranded costs
that might not otherwise be recoverable i in a fully competitive market. The CTC charge represents the
difference between the market value of delivered energy (the sum of generation service at market-
based prices and the regulated price of energy delivery) and recoveries under historical bundied rates,
reduced by a mitigation factor. The CTCs are updated annually. Over time, to facrlrtate the transrtron to
a competitive market, the mrtrgatron factori mcreases thereby reducing the CTC

In 2004 and 2003 ComEd collected $169 million and $304 million, respectrvely, of CTC revenue.
As a result of increasing mitigation factors, changes in energy prices and the ability of certain
customers to establish fixed, multi-year CTC rates beginning in 2003, it is antr‘cipated that this revenue
source will decline to approximately $90 million to $110 million in each of the years 2005 and 2006.
Under the current restructuring statute, no CTCs will be collected after 2006.

Through 2006, ComEd will continue to have an obligation to offer bundled service to all customers
(except certain large customers with demand of three MWs or more) at frozen price levels, under which
a majority of ComEd's residential and small commercial customers are expected to continue to receive
service. ComEd’s current bundled service is generally provided under an 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. After the transition ends in 2006, ComEd’s bundled rates may be reset
through a regulatory approval process, which may include traditional or innovative prlcmg, mcIudrng
performance-based incentives to ComEd.
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in.order to. address post-transition uncertainty, ComEd is continually working with the ICC,
consumer advocates and business community leadership to facilitate the development of a competitive
electricity market while providing system reliability and safety. ComEd is promoting constructs that will
move it towards transparent and liquid markets to allow for power procurement that will be deemed
prudent, provide consumers assurance of equitable pricing and ensure cost recoverability. At the same
time, ComEd is attempting to establish a regulatory framework for the post-2006 timeframe. Currently,
it is difficult to predict the framework for, or the outcome of, a potential regulatory proceeding to
establish rates after 2006.

In 2004, the ICC initiated and conducted a workshop process to consider issues related to retail
electric service in the’ post—transmon period “(i.e.,. post-2006). Issues addressed included utility
wholesale supply procurement methodology,‘rates competition and utility service obligations. All
interested parties were invited to participate. The end result was a report to.the lllinois General
Assembly which was generally supportive of continuing under the existing regulatory framework and of
utilities procuring supply through a full-requirements, vertical tranche, descending clock auction
process with full recovery of the supply costs from retail customers. In 2005, utilities including ComEd,
are expected to' begin to seek regulatory approvai of structures that implement the methodologies
supported by the report or such other proposals as they may choose to make. ComEd intends to make
various filings during 2005 to begin the process to establish rates for the post-transition period. ComEd
currently expects that these filings will include a proposal consistent with the auction process described
above. All such methodologies and proposals will be subject to regulatory approval. ComEd cannot
predlct which particular proposal or proposals will be approved.

Pennsylvania. In Pennsylvania, the Pennsylvania Electncnty Generation Customer Choice and
Competition Act (Competition Act) provides for the imposition-and collection of non-bypassable CTCs
on customers’ bills as a mechanism for utilities to recover their allowed stranded costs. CTCs are
assessed to and collected from virtually all retail customers who access PECO’s transmission and
distribution systems. These CTCs are assessed regardless of whether the- customer purchases
electricity from PECO or an alternative electric supplier. The Competition Act provides, however, that
PECO’s right to collect CTCs is contingent on the continued operation, at reasonable availability levels,
of the assets for Wthh the stranded costs were awarded, éxcept where continued operation is no
longer cost efficient because of the transntlon to a competitive market.

PECO has been authorized by the PUC to recover stranded costs of $5.3 billion over a twelve-
year period ending. December 31, 2010, with a return on the. unamortized balance of 10.75%. At
December 31, 2004, approximately $3.9 billion had yet to be recovered. Recovery of transition charges
for stranded costs and PECO'’s allowed return on its recovery of stranded costs are included in
revenues. Amortization of PECO’s stranded cost recovery, which-is a regulatory asset, is included in
depreciation and amortization expense. PECO’s results will be adversely affected over the remaining
transition period ending December 31, 2010 by the steadily increasing amortization of stranded costs.
The- following table (amounts in millions) indicates the estimated revenues and amortization expense
associated with CTC collection and stranded cost recovery through 2010.

. - . . Estimated Estimated Stranded
Year } R N CTC Revenue Cost Amortization

2005....... SR $808 : $404
2008 L e e e 203 . - 5650
2007 .. e e e el 910 619
2008 ...... e e e e e e 917 697
7 1101 924 783
2010 L e e e 932 880




By the end of 2010, PECO will have fully recovered all of the stranded costs authorized by the
PUC. As a result, PECO expects that both its revenues and expenses will decrease in 2011,

PECO's transmission and distribution rates are capped through 2006, while PECO's generation
rates are capped through 2010. The end of these transition periods involves uncertainties, including
the nature of PECO’s POLR obligations -and the source.and pricing of generation services to be
provided by PECO. PECO will continue to work with Federal and state regulators, state and local
governments, customer representatives and other interested parties to develop appropriate processes
for establishing future rates in restructured electricity markets. PECO will strive to ensure that future
rate structures recognize the substantial improvements PECO has made, and will continue to make, in
its transmission and distribution systems. PECO will also work to ensure that its rates are adequate to
cover its costs of obtaining electric power -and energy from its suppliers, which could include
Generation, for the costs associated with procuring full requirements power given"PECO’s POLR
obligations. As in the past, by working together with all interested parties, PECO believes it can
successfully meet these objectives and.obtain fair recovery of its costs for providing service to its
customers; however, if PECO is unsuccessful, its. results of operations and cash flows could be
negatlvely affected after the transition perlods '

Energy Delivery’s ability to successfully manage the end of the transmon period may affect its
capital structure _

Exelon and ComEd had approxnmately $4 7 bllllon of goodwill recorded at December 31, 2004.
This goodwnll was recognized and recorded in .connection with the PECO / Unicom Merger Under
GAAP, the goodwill will remain at its recorded amount unless it is determined to be impaired, which is
based upon an annual analysis prescribed by SFAS No. 142, “Goodwill and Other Intangible Assets”
(SFAS No. 142) that compares the implied falr value of the goodwill to its carrying value. If an
1mpa|rment occurs, the amount of the lmpalred goodwnll will be written off and expensed, reducing
equity. Under Ilinois law, any impairment of goodwill has no impact on the determination of ComEd's
rate cap through the transition period. : :

. Goodw:ll was not impaired at Exelon or ComEd during 2004. Exelons goodwnll |mpa|rment test
considers the cash flows of the entire Energy Dellvery business segment, including both ComEd and
PECO, and not just of ComEd accordlngly, a goodwill impairment charge at ComEd “may not affect
Exelon’s results of operations.

i 'However, based on certaln anticipated reductions to cash ﬂows (pnmarlly reductions in CTCs)
subsequent to ComEd’s regulatory transition period, there is a reasonable possibility that goodw1ll will
be impaired at ComEd, and possibly at Exelon, in 2005 or later periods. The actual timing and amounts
of any goodwill impairments in future years will depend on many sensitive, interrelated and uncertain
variables, including" changlng mterest rates, utility sector market performance ComEd’s capital
structure, market prices for power, post-2006 rate’ regulatory structures, operating and capital
expendlture reqwrements and other factors, some not yet known.

_See Crltlcal Accountlng Pollcnes and Estlmates forvfurther dlscussion on goodwi_ll impairments.

Energy Dellvery is and will contlnue to be mvolved m regulatory proceedmgs as a part of the
process of establishing the terms and rates for its services.

These regulatory proceedings typically involve multiple parties, including. governmental bodies,
consumer advocacy groups and various consumers of energy, who have dlffenng concerns but who
have the common objective of limiting rate increases or even reducing rates. The proceedings also
involve various: contested issues of law -and:fact and have a bearing upon the recovery of Energy
Delivery’s costs through regulated rates. During the course of the proceedings, Energy Delivery looks
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for opportunities to resolve contested issues in a manner that grants some certainty to all partres to the
proceedings as to rates and energy costs.

Energy Delivery’s bu"sines’g is affected by the res‘trdt':‘tqringof the energy i‘ndustry.

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 wholesale generation
markets and continued regulation of transmission and distribution. Due to a number of factors, these
developments have been somewhat uneven across the states. Both: lllinois and Pennsylvania- have
adopted restructuring legislation designed .to foster competition in the retail sale of electricity, but a
large number of other states have not changed their regulatory structures."

-Regional Transmission Orgamzatlons and Standard Market Platform The FERC requrred
jurisdictional utilities to provide open access to their transmission systems as early as the late 1980's.
Subsequently, the FERC encouraged the voluntary development of RTOs and the elimination of trade
barriers between regions. RTOs provide transmission service. Transmission owners remain
responsible for mamtalnlng and operating their transmission facilities, under the direction of RTOs, and
recover their revenue requirements through the RTOs. ComEd and PECO are members. of PJM, a
FERC-approved RTO operating in the Mid-Atlantic and Midwest regions. RTOs direct the dlspatch of
generation units as a means of centrally managing congestlon on transmission systems without
curtailing service. RTOs a|so manage transparent and competmve short-term energy markets

The FERC's efforts to promote RTOs throughout the states has gererated substantial opposition
by some state regulators and other governmental bodies. In addition, efforts to develop an RTO have
been abandoned in certain regions. Notwithstanding these difficulties, MISO has been certified as a
RTO by the FERC. MISO is" attempting to develop central generation dispatch and transmission
operations across the Midwestern United States, contiguous to PJM’s footprint. The FERC has ordered
the elimination of rate barriers and protocol differences between MISO and PJM. Energy Delivery
supports the development of RTOs and rmplementatron of standard market protocols for these regions,
and others, but cannot predict therr success or whether they will lead to the development of the
envisioned large, successful wholesale markets.' The ‘development of- Iarge competitive wholesale
electricity markets would facilitate an auction to meet ComEd’s and PECO's POLR load obligations
with reliable wholesale electricity supply when their long-term supply contracts with Generation expire.
In the meantime, Energy Delivery's transmrsswn facilities aré being operated by PJM successfully with
little impact on ComEd sor PECO’s transmission rates and revenues.

‘ Proposed Federal Energy Leglslatlon Attempts have been made to adopt comprehensive
Federal energy legislation that, among other things, would repeal’ PUHCA, _create incentives for the
construction of transmission infrastructure, encourage but_not mandate standardlzed competltlve
markets and expand the authority of the FERC to include overseeing the reliability of the bulk power
system. Exelon. cannot predict whether comprehensive energy legislation will be adopted and, if
adopted, the final form of that legislation. Exelon would expect that comprehensive energy legislation
would, if adopted, significantly affect the electric utility industry and its businesses. Such legislation did
not pass Congress during 2004 but is expected to be rerntroduced in Congress in early 2005.

Energy Dellvery must maintain the avallablllty and rellablllty of its dellvery systems to meet
‘customer expectatlons

Increases in both customers and the demand for energy: requrre expan5|on and reinforcement of
Energy Delivery's delivery systems to increase capacity and maintain reliability. Failures of the
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equipment or facilities used in its delivery systems could potentially interrupt energy delivery services
and related revenues and increase repair expenses and capital expenditures. Such failures of Energy
Delivery's systems or -those :of other . utilities, -including . prolonged or repeated failures, .could affect
customer satisfaction, the level of regulatory oversight and-Energy Delivery's maintenance and capltal
expenditures, and expose Energy Delrvery to clalms by customers and others.. : -

Regulated utllltles that are requrred to provnde service to all customers and others w:thm their
service territory have generally been afforded liability protections against claims by customers relating
to failure of service. 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.

Energy Delivery has lost and may continue to lose energy customers and related revenue to
other generatlon suppllers although Energy Dellvery contlnues to provide dehvery servrces

Energy Dehvery s retall electric customers may purchase thelr generatlon supply from alternative
electric suppliers, although Energy. Dellvery remains obligated to provide transmission and distribution
service to customers in its service territories regardless of their generatlon supplier. As of December
31, 2004, no alternative electric suppller had approval from the ICC, and no electric utilities had chosen
to enter the ComEd residential market for the supply of electricity. ComEd and PECO are each
generally obligated to prowde generation and delivery service to customers in their service territories at
fixed rates or, in some instances, market-derived rates. In addition, customers who take service from
an alternative electric supplier may later retirn to ComEd or PECO. The number of customers taking
service from alternative electric suppliers depends in part on the prices being offered by those
'suppliers relative -to the fixed prices that.ComEd and PECO are authorized to charge by their state
regulatory commissions. To the extent that customers leave traditional bundled tariffs and select a
different electric supplier, Energy Dehverys revenues are llkely to declme and revenues and gross
marglns could vary from penod to perlod

i . [ . '\{' o . - . :f" S o0 - .
;Energy Delivery’s post-transition period and provider of last resort obligations add uncertainty
to. planning its electricity supply needs. and its ability to manage the related costs of that
supply. - R O T R I e : ‘ , . : L

- In 2004, the ICC initiated and conducted a workshop process to consnder issues related to retail
electric service in the post-transition  périod (i.e.. post-2006). Issues addressed mcluded utility
wholesale supply procurement methodology, rates, competition and utility service" obhgatrons All
interested parties were invited to participate. The end result was a report to the lllinois General
Assembly which was generally supportive of continuing under the existing regulatory framework and of
utilities procuring supply through a full-requirements, vertical tranche, descending clock auction
process with full recovery of the supply costs from retail customers. In 2005, utilities, including ComEd,
are expected to begin to ‘seek regulatory approval of structures that implement the methodologies
supported by the report or such other proposals as they may choose to make. ComEd intends to make
various filings during 2005 to begin'the process to establish rates for the post transition period. These
filings will include a proposal consistent with' the ‘auction process described above.  All such
methodologies and proposals will be subject to regulatory approval. ComEd cannot predict which
particular proposals will be approved.

Because- ComEd and PECO customers can i'switch,” that is, within limits they can choose an
alternative electric supplier-and -then return :to either ComEd or PECO and then go back-to ‘an
‘alternative electric supplier, and so on, planning for. Energy Delivery has a higher level of uncertainty
than that traditionally experienced due to weather and the economy. Energy Delivery has no obligation
to purchase power reserves to cover the load served by others. Energy Delivery manages its POLR
obligation through full-requirements contracts with: Generation, under which Generation supplies the
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power requirements of ComEd and PECO. Also, Energy Delivery has sought through the regulatory
process, as permitted by law, to retain the POLR obligation to customers who do not have competitive
supply options and limit the POLR obligation for those customers that do have competitive supply
options. In 2003, ComEd received ICC approval to phase out over several years its obligation to
provide fixed-price energy under bundled rates to approximately 370 of its largest energy customers,
which have demands of at least three MWs and represent an aggregate of approximately 2,500 MWs
of load. To date, ComEd has not requested to phase out its obligation to provide fixed-price energy
under bundled rates for other customers but continues to evaluate its optrons particularly with respect
to customers having energy demands of one to three MWs,

A mandatory renewable portfolio standard (RPS) could affect the cost of electricity purchased
and sold by Energy Delrvery

Renewable and alternative fuel sources such as wind, solar, biomass and geothermal are
anticipated to have an increasingly important role in creating fuel diversity in the generation of
electricity. Federal or state legislation mandating a RPS could result in significant changes'in Energy
Delivery’s business, including fuel cost-and capital expendrtures Energy Delivery continues to monitor
discussions related to RPSs at the Federal and state Ievels ‘

For additional information, see “Environmental Regulation—Renewable and Alternative Energy
Portfolio Standards” in Item 1 of Exelon’s 2004 Form 10 K.

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

Temperatures above norrnal levels in the summer tend to increase summer cooling electricity
demand and revenues, and temperatures below moderate levels in the winter tend to increase winter
heating electricity and gas demand and revenues. As a corollary, moderate temperatures adversely
affect the usage of energy and resulting revenues. Because of seasonal pricing differentials, coupled
with higher consumption levels, Energy Delivery typically reports higher revenues in the third quarter of
the fiscal year. However, extreme summer conditions or storms may stress Energy Delivery's
transmission and distribution systems, resultrng in increased maintenance costs and limiting its ability
to meet peak customer demand. These extreme condrtlons may have detrimental effects on Energy
Delivery’s operations.

Economic conditions and- actlvrty in Energy Delivery’s service terrltorres directly affect the
demand for electricity and gas.

_ Higher levels of development and. business activity generally increase the number of Energy
Delivery’s customers and their average use of energy. Periods of recessionary economic conditions
may adversely affect Energy Delivery’s results of operations. Retail electric and gas sales growth on an
annual basis is expected to be between 1% and 2% in the service territories of ComEd and PECO.

Generation

Generation is focused on efficiently providing reliable power through a generation portfolio with
fuel and dispatch diversity. Generation’s directive is to continue to increase fleet output and to improve
fleet efficiency while sustaining operational safety. Generation’s Power Team manages the output of
Generation's assets and energy sales to: optimize value and reduce the volatility of Generation’s
earnings and cash flows. Exelon believes that. Generation will provide a steady source of earnings
through its low-cost operations and will take advantage of higher wholesale prices when they can be

88




realized. More detailed explanations for- each of these and other challenges ‘in managmg the
Generation busmess are as follows : , ,

Generation must effectlvely manage its power portfolro to meet |ts contractual commltments
and to handle changes in the wholesale power markets '

The majority of Generation’s portfollo is used to prov1de power under Iong-term purchase power
agreements with ComEd and PECO. To the extent portions. of the portfolio are not needed for that
purpose, Generation’s output is sold on the wholesale market. To the extent that its portfolio is not
sufficient to meet the requirements of ComEd and PECO, Generation must purchase power in the
wholesale .power markets. Generation’s fnancnal results are dependent upon its ;ability to cost-
effectively meet the load requirements of ComEd and PECO, to manage its power portfolio andto
effectively handle the changes in the wholesale power markets.

Generation  must effectlvely plan for the ellmmatron of S|gn|flcant purchase power
arrangements post 2006.

Generation sells a S|gnn‘"cant port|on of |ts output to ComEd and PECO under Iong term purchase
power agreements. As a result of.the continuing transition from a regulated. environment, the
agreement with ComEd, which expires at the end of 2008, is unlikely to be replaced with a similar
arrangement. If the agreement is not replaced, Generation may need to sell more power at market-
based prices. lllinois has considered both regulated and competitive models for the post-transition
periods, including an auction-based model and new contractual arrangements with third parties, which
may have shorter durations and lower volume ‘sales.- A regulated- model may not adequately
compensate Generation for its investment in its generating facilities. Increased market sales and new
contractual arrangements under a competitive model may adversely affect Generation’s credit risk due
to an increase in the number of customers and the loss of a highly predictable revenue source. .

The scope and scale of Generahon s nuclear generatlng resources provrde a cost advantage in
meeting contractual commltments and enable Generation to sell power |n the wholesale
markets. :

Generatlon S resources mclude mterests in 11 nuclear generation statlons consrstrng of 19 unlts
Generation’s nuclear fleet generated 136,621 GWhs, or more than half of Generation's total output, for
the year ended December 31, 2004. As the largest generator of nuclear power in the United States,
Generation can negotiate favorable terms for the materials and services that its business requires.
Generation’s nuclear plants benefit from  stable. fuel costs, minimal envnronmental |mpact from
operations and a safe operating hlstory : : :

Generation’s financial performance may be’ affected by Ilabllltres arising from its’ ownershlp and
operation of huclear facilities. : : S

The ownershlp and operatlon of nuclear facrlltles involve risks as further described below

Nuclear capacrty factors. Capacrty factors partlcularly nuclear capacnty factors sngmf cantly
affect Generation’s .resuits of operatlons -Nuclear.plant. operatlons involve -substantial fixed operating
costs butrproduce.electrlmty at low :variable- costs -due to -low fuel costs. Consequently, to be
successful, Generation must consistently .operate its nuclear generating facilities -at_high -capacity
factors. Lower capacity factors increase Generation’s operating costs by requiring Generation to
generate additional energy from its fossil or hydroelectric facilities or purchase ‘additional energy in the
spot or forward markets in order to satisfy:Generation’s obligations to Comkd and PECO and .other
committed third-party sales. These sources. generally have a higher operating cost than Generatlon
incurs to generate energy from its nuclear stations. "~ - . S e
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Refueling outages. Outages at nuclear stations to replenish fuel require the station to be “turned
off.” Refueling outages are planned to occur once every 18 to 24 months and currently average
approximately 25 days in duration. Generation has significantly decreased the length of refueling
outages in recent years; however, when refueling outages at wholly and co-owned plants last longer
than antlmpated or Generation experiences unplanned outages, capacity factors decrease and
Generation faces lower margins due to higher energy replacement costs and/or lower energy sales.
Each 25-day outage, depending on the capacity of the station, will decrease the total nuclear annual
capacity factor between 0.3% and 0.5%: The number of refueling outages, including the AmerGen
plants and the co-owned Salem plant opérated by PSEG, will increase from ten in 2004 to eleven in
2005; however, the projected total non-fuel capital expenditures for the nuclear plants will decrease in
2005 from 2004 by approximately $40 million. Maintenance expenditures are expected to increase by
approximately $15 million in 2005 compared to 2004 as a result of the increased number of planned
nuclear outages.

~ Nuclear fuel quality. The quality of nuclear fuel utilized by Generation can affect the efficiency
and costs of Generation’s operations. Certain of Generation’s nuclear units have been identified as
having a limited number of fuel performance issues. Remediation actions, including those required to
address performance issues, could result in increased costs due to accelerated fuel amartization and/
or increased outage costs. It is difficult to predict the total cost of these remediation procedures.

Spent nuclear fuel storage. Generation incurs costs on an annual basis for the storage of spent
nuclear fuel. Under the terms of the. settlement reached with the DOE in 2004, Generation will be
reimbursed for costs of spent fuel storage. The approval of a national repository for the storage of
spent nuclear fuel, such as the one proposed for Yucca Mountain, Nevada, and the timing of such
facility opening, will significantly affect the costs associated with storage of spent nuclear fuel, and the
ultimate amounts received from the. DOE under the settlement. Also, the availability of a reposntory for
spent nuclear fuel may affect the ability to fully decommission the nuclear units. :

License Renewals. Generation's nuclear facilities are currently operating under 40-year Nuclear
Regulatory Commission (NRC) licenses. Generatlon has applied for and received 20-year renewals for
the licenses that will be expiring in the next ten years, excluding licenses for the AmerGen facilities.
Generation has received 20-year renewals of the operating licenses for the Peach Bottom 2 and 3,
Dresden 2 and 3 and Quad Cities 1 and. 2 Units. In December 2004, the NRC issued an order that will
permit Oyster Creek to operate beyond its license expiration in April 2009 if the NRC has not
completed reviewing the application for renewal. The application for Oyster Creek’s license renewal is
anticipated to be filed by August 2005 in order to comply with this agreement. Generation intends to
evaluate opportunities, as permitted by the NRC, to apply for license renewals for some or all of the
remaining licenses. If the renewals are granted, Generation cannot assure that economics will support
the continued operation of the facilities for all or any portion of the renewed license. If the NRC does
not renew the operating licenses for Generation’s nuclear stations, Generation’s results of operations
could be adversely affected by increased depreciation rates and accelerated future decommissioning
payments.

Management believes the current status of Yucca Mountaln will not impact Generation's ability to
renew the licenses for its nuclear plants. However, should a national policy for the disposal of spent
nuclear fuel not be developed, the unavailability of a repository for spent nuclear fuel could become a
consideration by the NRC during future nuclear license renewal proceedings, including applications for
new licenses, and may affect Generation’s ability to fully decommission its nuclear units.

Regulatory risk. The NRC may modify, suspend or revoke licenses, shut down a nuclear facility
and:impose civil penalties for failure to comply with the Atomic Energy Act, related regulations or the
terms of. the licenses for nuclear facilities. A change in the Atomic Energy Act or the applicable
regulations or licenses may require a substantial increase in" capital expenditures or may result in
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increased operating or decommissioning costs and significantly affect Generation’s results of
operations or financial position. Events at nuclear plants owned by others as well as those owned by
Generatlon may cause the NRC to initiate such actions. :

Operatronal risk. Operatrons at any of Generation’s nuclear generatlon plants could degrade to
the point where Generation has to shut down the plant or operate at less than full capacity. If this were
to happen, identifying and correcting the causes may require significant time and expense. Generation
may choose to close a plant rather than incur.the expense of restarting it or returning the plant to full
capacity. In either event, Generation may lose revenue and incur increased fuel and purchased power
expense to meet supply commitments. For plants operated but not wholly ‘owned by Generatlon
Generation may also incur liability to the co-owners.

On January 28, 2004, the NRC issued a letter requesting PSEG to conduct a review of its Salem
facility, of which Generation owns 42.59%, to ‘assess:the workplace environment for raising and
addressing safety issues. PSEG responded to the letter-on February 28, 2004, and had independent
assessments of the work environment at the facility performed. Assessment results were provided to
the NRC in May 2004. The assessments concluded that Salem was safe for continued operation, but
also identified issues that needed to be addressed. At an NRC public meeting on June'16, 2004,
PSEG outlined its action plans to address these issues, which focus on safety conscious work
environment, the corrective action program and work management. A letter documenting these plans
and commitments was sent to the NRC on June 25, 2004. On July 30, 2004, the NRC provided a letter
to PSEG indicating that it had completed its review. The letter indicated that the NRC has not identified
any safety violations and that it appears that the PSEG action plan will address the key findings of both
the NRC and PSEG assessments. On August 30, 2004, the NRC provided PSEG with its mid-cycle
performance reviews of Salem, which.detailed the NRC’s plan for enhanced oversight related to the
work environment. The letter indicated the NRC plans to continue with this heightened oversight until
PSEG ‘has concluded that substantial, "sustainable progress has been made, and:the NRC has
completed a review that confirms PSEG's conclusions. Under the NRC oversight program, among
other things, PSEG provided the NRC with -a report of its progress at a‘public meeting in December
2004, and began publishing quarterly :metrics to demonstrate performance in the fourth quarter of
2004. The next public meeting is scheduled for spring 2005. e :

The spent fuel pool at' each Salem unit has an installed leakage collection system. This normal
leakage path was found to be obstructed, causing concern about the extent of leakage contact with the
fuel handling building's concrete “structure.. PSEG is develaoping a solition to maintain the design
function of the leakage collection system and is investigating the extent of any structural degradation
caused.by the leakage. The investigation should take approximately one year. If any significant
degradation is identified, the repair costs to the owners of .the facility could be material. The NRC
issued Information Notice .2004-05 in March 2004 concerning this emerging industry issue and
Generation cannot predict what further actions the NRC may take on this matter.

Nuclear accident risk. Although the safety record of nuclear reactors, including Generation's,
generally has been very good, accidents and other unforeseen problems have occurred both in the
United States and elsewhere. The consequences of an accident can be severe and include loss of life
and property damage. Any resulting liability from a nuclear accident may.exceed Generation's
resources, including-insurance coverages and srgnlﬂcantly affect Generatlon s results of operations or
fi nancral posntron r SRR . . : ,

Nuclear insurance. The Price-Anderson Act limits the liability of nuclearreactor owners for claims
that could arise from a single incident. The limit as of December 31, 2004 is $10.76 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, Generation carries the maximum -available amount of nuclear
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liability insurance (currently $300 million for each operating site). Claims exceeding that amount are
covered through mandatory participation in a financial protection pool. Although the Price-Anderson
Act has expired, only facilities applying for NRC licenses subsequent to its expiration are affected.
Existing commercial generating facilities, such as those owned and operated by Generation, remain
subject to the provisions of the Price-Anderson Act .

Nuclear Electric Insurance Limited (NEIL), a mutual insurance - company to which Generation
belongs, provides property and business interruption insurance for Generation’s nuclear operations. In
recent years, NEIL has made distributions to its members. Generation’s distribution for 2004 was $40
million, which was recorded as a reduction to operating and maintenance expenses in its Consoclidated
Statement of Income. Generation cannot predict the level of future distributions or if they will continue
at all.

Decommissioning. Generation has an obligation to decommission its. nuclear power plants.
Based on estimates of decommissioning costs for each of the nuclear facilities in which Generation has
an ownership interest, other than AmerGen facilities, the ICC permits ComEd and the PUC permits
PECO to collect funds from their customers, which are deposited in nuclear decommissioning trust
funds maintained by Generation. These funds, together with earnings thereon, will-be used to
decommission such nuclear facilities. The ICC permitted ComEd to recover $73 million per year from
retail customers for decommissioning for the years 2001 through 2004 and, depending upon the
portion of the output of certain generating stations taken by ComEd, up to $73 million annually in 2005
and 2006. Because ComEd is not expected to take all of the output of these stations, actual collections
are expected to be less than $73 million annually in 2005 and 2006. Subsequent to 20086, there will be
no further recoveries of decommissioning costs from ComEd’'s customers. PECO is currently
recovering $33 million annually for nuclear decommissioning. Generation expects that these collections
will continue through the operating license life of each of the former PECO units, with adjustments
every five years to reflect changes in cost estimates and decommissioning trust fund performance.
Deccmmissioning expenditures are expected to occur primarily after the plants are retired. Based on
current licenses and anticipated renewals, decommissioning expenditures for plants in operation are
currently estimated to begin in 2029. To fund future decommissioning costs, Generation held $5.3
billion of investments in trust funds, including net unrealized gains and losses, at December 31, 2004.

NRC regulations require that licensees. of nuclear generating facilities demonstrate reasonable
assurance that funds will be available in certain minimum amounts at the end of the life of the facility to
decommission the- facility. Generation is required to provide to the NRC a biennial report by unit
(annually for Generation’s four retired units). addressing Generation’s ability to meet the NRC-
estimated funding levels (NRC Funding Levels). with scheduled contributions to and earnings on. the
decommissioning trust funds. As of December 31, 2004, Generation's 23 units met the NRC's Funding
Levels. Generation will submit its next biennial report to the NRC in March 2005.

In 2003, the General Accountmg Office (GAO) published a study on the NRC'’s need for more
effective analyses to ensure the adequate accumulation of funds to decommission nuclear power
plants in the United States. As it has in the past, the GAO concluded that accumulated and future
proposed funding was inadequate to-achieve NRC Funding Levels at a number of U.S. nuclear plants,
including a- number of Generation’s plants. Generation has reviewed the GAQO’s report and believes
that, in reaching its conclusions, the GAO did not consider all aspects of Generation’s
decommissioning strategy, such as fund growth during the decommissioning period. The inclusion of
estimated earnings growth on Generation’s nuclear trust funds during the decommlssnonmg penod
virtually eliminates any fundmg shortfalls |dent|fed in the GAOQ report.

Generation currently believes that the amounts in nuclear decommissioning trust funds and future
collections from ratepayers, together with earnings thereon, will provide adequate funding to
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decommission its nuclear facilities in accordance with regulatory requirements. Forecasting investment
earnings'and costs to decommission nuclear generating stations requires. significant judgment, and
actual results may differ significantly from' current estimates. Ultimately,: when decommissioning
activities are initiated, if the investments held by :Generation’s nuclear decommissioning-trusts are not
sufficient to fund the decommissioning of Generation’s nuclear plants, Generatlon may be reqwred to
identify other means of fundmg its decommnssnonmg obllgatlons ‘ v .

Generation relies on the availability of electric transmission facilities that it does not own or
control to deliver its wholesale electric power to the purchasers of the power.

* Generation depends on transmission facilitiés owned and operated by other compames including
ComEd and PECO, to dellver the power that it sells at wholesale. If transmission at these facilities is
disrupted or transmission capacnty is inadequate, Generation may not be able to sell and deliver its
wholesale power. While Generation was not S|gn|ﬁcantly affected by the failure in the transmission grid
that served a large portion of the Northeastern Umted States and Canada dunng the August 2003
blackout, 'the North ' American - transmission ‘grid ‘is " highly interconnected” and, in extraordinary
circumstances, disruptions at a point within the grid can cause a systemic response that results in an
extensive power outage. If a region’s power transmission infrastructure is lnadequate Generation’s
recovery of wholesale costs and profits may be limited. In addition, if restnctlve transmnssnon price
regulation is imposed, the transmission companies may not have ‘sufficient 'incentive to invest in
expansxon of transmission infrastructure. - :

The FERC has |ssued electric transmlssmn |n|t|at|ves that requrre electnc transmnssnon servnces to
be offered ‘unbundled from commodlty sales. Although these initiatives are deS|gned to encourage
wholesale market transactions for electncnty access to transmission systems may in fact not be
available if transmission capacity is insufficient because of . physical constraints or because it is
contractually unavailable. Generation also cannot predict whether transmission facilities will be
expanded in specific markets to accommodate oompetntlve access to those markets.

Generation is directly affected by prlce fluctuatlons and other rlsks of the wholesale power
market. v

- Generation fulfills its energy commitments from the output of the generating facilities that it owns
as well as through buying electricity -in both the wholesale bilateral and spot markets. The excess or
deficiency: of energy owned or controlled “by Generation compared ‘to.-its obligations exposes
Generation to the risks of rising and falling prices in those markets, and Generation’s cash flows may
vary accordingly. Generation’s cash flows from generation that is not used to meet its commitments to
ComEd and PECO are largely dependent on wholesale prices of electricity and Generation’s ability to
successfully market energy, capacity and ancillary services. In the event that lower wholesale prices of
electricity reduce Generation’s current or forecasted cash flows, the carrying value of Generation’s
generating units may be determlned to be |mpa|red and Generatlon would be requwed to incur an
impairment loss.: g A - - ; - .

The wholesale spot market price of electr|0|ty for each hour is generally determmed by the cost of
supplying ‘the ‘next’ unit of electricity to the market during that hour. Many times, the next unit of
electnc:lty supphed would be supplied from generatlng stations fueled by fossil fuels, pnmanly natural
gas. Consequently, the open-market wholesale price of electrlmty may reflect the cost of natural gas
plus the cost to convert natural gas to electricity. Therefore, changes in the supply and cost of natural
gas generally affect the open market wholesale price of electricity. . o

Credit Risk. In the bilateral markets, Generation ‘is ‘exposed to the risk that counterparties that
owe Generation money or energy will not perform their obligations for operational or financial reasons.
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In the event the counterparties to these arrangements fail to perform, Generation.might be forced to
purchase or sell power in the wholesale markets at less favorable prices and incur additional losses, to
the extent of amounts, if any, already paid to the counterparties. In the spot markets, Generation is
exposed to the risks of whatever default mechanisms exist in that market, some of which attempt to
spread the risk across all participants, which may or may not be an effective- way of lessening the
severity of the risk and the amounts at stake. Generation is also a party to agreements with entities in
the energy sector that have experienced rating downgrades or other financial difficulties.

In order to evaluate the viability of Generation’s counterparties, Generation has implemented
credit risk management procedures designed to mitigate the risks associated with these transactions.
These policies include counterparty credit limits and, in some cases, require deposits or letters of credit
to be posted by certain counterparties. Generation’s counterparty credit limits are based on a scoring
model that considers a variety of factors, including leverage, liquidity, profitability, credit ratings and risk
management capablhtres Generation has entered. into payment netting agreements or. enabling
agreements that allow. for netting of payables and receivables with the majority of its large
counterparties. The credit department monitors current and forward credit exposure to counterparties
and their affiliates, both on an individual and an aggregate basis. -

The mtegratron of the retail busmesses of Exelon Energy subjects Generation to credrt rlsk
resulting from a new customer base.

Immature Markets. Certain wholesale spot markets are new and evolving markets that vary from
region to region and are still developing practices and procedures. While the FERC has proposed
initiatives to standardize wholesale spot markets Generation cannot predict whether that effort will be
successful, what form any of these markets will eventually take or what roles Generation will’ p|ay in
them. Problems in or the failure of any of these markets as was expenenced in Calrfornra in 2000
could adversely affect Generatron s busrness

n

Hedging. The Power Team buys and sells energy and other products-in the wholesale markets
and enters into financial contracts to manage risk and hedge various positions in Generation's power
generation portfolio. This activity, along with the effects of any specialized accounting for trading
contracts, may cause volatility in Generation's ‘future results of operations. o

Weather. Generation’s operations are affected by weather, which affects demand for electricity as
well as operating conditions. Generation plans its business based upon normal weather assumptions.
To the extent that weather is warmer in the summer or colder in the winter than assumed, Generation
may require greater resources to meet its contractual requirements to ComEd and PECO. Extreme
weather conditions or storms may affect the .availability of generation capacity and transmission,
limiting Generation’s ability to source or send power. to where it is sold.. These conditions, which may
not have been fully anticipated, may have an adverse effect 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 incorporates contingencies into its planning for extreme weather
conditions, including potentially reserving capacity to meet summer loads at levels representative -of
warmer-than-normal weather conditions.

Excess capaclty Energy pnces are also affected by the amount of supply avarlable rn a regron In
the markets where Generation sells power, there has been a srgmf icant increase in the number of new
power plants commencing commercial operations in recent years. An excess supply situation can lead
to conditions with reduced wholesale market prices.

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

Regional - Transmission - Organizations and Standard Market Platform.. Generation is
dependent on wholesale' energy markets "and open transmission access and. rights by which
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Generation delivers power to its wholesale-customers, including ComEd and PECO. Generation uses
the wholesale regional energy markets to sell power .that Generation does not need to satisfy its long-
term contractual obligations, to meet long-term oblrgat|ons not provuded by |ts own resources and to
take advantage of price opportunities. . = - S :
Wholesale markets have only been implemented in certain areas of the country and each market
has unique features which may create trading :barriers among the markets.- The FERC has proposed
initiatives, including RTOs, to encourage the development of large regional, uniform markets and to
eliminate trade barriers. The FERC’s effort to promote RTOs throughout the states-has generated
substantial opposition by some state regulators and other governmental bodies. In addition, efforts to
develop a RTO have been abandoned in certain regions. Generation supports the development of
RTOs and implementation of standard market protocols -for these regions, and others, but ‘cannot
predict their success or whether they will lead to the development of the enwsnoned large successful
wholesale markets. - - _ ) ‘ . e -

Approximately'79% of Generation’s generating resources, which include directly owned assets
and capacity obtained through long-term contracts, are located in the region encompassed by PJM,
following PJM'’s expansion to the Midwest markets-in 2004. The PJM -market has been the most
successful and liquid regional market. Generation’s future results of operations may be affected by the
successful expansion of that market to the Midwest and the lmplementatlon of any market changes
mandated by the FERC. | RO :

Provider of Last Resort. As discussed above, ComEd and PECO each have POLR obligations
that they have effectively transferred to Generation through full-requirements contracts. Because the
choice of electricity generation supplier lies with the customer, planning to. meet these obllgatlons has a
higher level of uncertainty than that traditionally experienced due to weather and the economy. It is
difficult for Generation to plan the energy demand of ComEd and PECO customers. The uncertainty
regarding the amount of ComEd and PECO Ioad for which Generation must prepare increases
Generation’s costs and may limit its sales opportunmes A significant under-estimation of the electric-
load requirements of ComEd and PECO could result in Generation not having enough power, to cover
its supply obligation, in which case Generation would be requwed to buy power from third parties or in
the spot markets at prevallmg market prices. Those prices may not be as.favorable or as manageable
as Generation’s long-term supply expenses and thus could increase Generation’s total costs.

. As the demand for energy rises in the future it may be necessary to mcrease capacity through the
construction of new generating facilities. Both lllinois and Pennsylvama statutes contemplate that future
generation will be built at the risk of market partncupants Any construction of new generating facilities
by Generation would be subject to market concentration tests administered by the FERC.

Effective management of capltal projects i is |mportant to Generatlon s business.

Generation’s business is caprtal mtensrve and requrres srgmfcant investments in’ energy
generation and in._ other internal ‘infrastructure projects. The  inability of Generation to effectlvely
manage its capltal projects could adversely affect Generatlon s results of operatlons :

The mteractlon between the energy dehvery and generatlon busmesses prowdes Exelon a
partlal hedge of wholesale energy market prlces

The price of power. purchased and .sold :in the open wholesale: energy markets can vary
significantly in response to market conditions. The amounts of power that Generation provides to
ComEd and PECO vary from month to month; however, delivery requirements are generally highest in
the summer when wholesale power prices are also generally highest. Therefore, energy committed by
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Generation to serve ComEd and PECO customers is not exposed to the price uncertainty of the open
wholesale energy market. Generally, between 60% and 70% of Generation’s supply serves ComEd
and PECO customers. Consequently, Generation has limited its earnings exposure from the volatility of
the wholesale energy market to the energy generated in excess of the ComEd and PECO
requnrements as weII as any other contracted longer term oblrgatlons

As its busmess contmues to evolve Generatlon is exploring other Iong-term contracts or
arrangements, which arrangements could I|m|t its earnlngs opportunlty if market prices are signifi cantly
different than its expectatlons

Generatlon s f' nanclal performance depends on lts ability to respond to competltlon in the
energy industry. o :

As a resuit of lndustry restructunng. numerous generation companies created by the
disaggregation of vertically integrated utilities have become active in the wholesale power generation
business. ‘In addition, mdependent power producers (IPP) have become prevalent in the wholesale
power industry.- In recent years, IPPs and-the generation companies of disaggregated utilities have
installed new generating ‘capacity at a pace greater than the growth of electricity demand. These new
generating facilites may be ‘more efficient than Generation’s facilities. The introduction of new
technologies could increase‘ competition, which could lower prices and have an adverse effect on
Generation’s results of operations or financial condition. Generation’s financial performance depends
on its ability to respond to competition in the energy industry.

Power Team s nsk management pollmes cannot fully ellmlnate the risk associated wuth its
power trading activities. - = . _ R : C e

Power Team’s power tradlng (mcludlng fuel procurement and power marketlng) activities expose
Generation to risks of commodnty price movements. Generation attempts to manage its exposure
through enforcement of established risk limits and risk management procedures. These risk limits and
risk management procedures may not always be followed or'may not work as planned and cannot
eliminate the risks associated with these activities. Even when its policies and procedures are followed,
and decisions are made based on prOJectlons and estimates of future performance, results of
operations may be diminished if the judgments and assumptions-underlying those decisions prove to
be wrong or inaccurate. Factors, such as future prices and demand for power and other energy-related
commodities, become more difficult to predrct and the calculations become léss reliable the further into
the future estimates are made. As a result, Generation cannot predict the impact that its power tradlng
and risk management decnsmns may have on its busuness operating results or financial posmon

General Business S L
The Reglstrants may make acqursmons that do not achleve the mtended fmancual results

- The Registrants may continue to pursue investments that fit their strategic objectives and improve
their financial performance. On. December 20, 2004, Exelon announced the execution of the Merger
Agreement with PSEG. Exelon and PSEG entered into the Merger Agreement with the expectation that
the Merger would result in various benefits, including, among other things, cost savings and operating
efficiencies. Achieving the anticipated benefits of the ‘Merger is subject to a number of uncertainties,
including whether the businesses of Exelon and PSEG are integrated in an’ efficient and effective
manner, as well as general competitive factors in the market place. Failure to achieve these anticipated
benefits could result in.increased costs, decreases in the amount of expected revenues generated by
the combined company and diversion of management’s time and energy.and could’ have an adverse
effect on the combined company’s business, financial condition, operating results and prospects.
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Before the Merger -may be completed, .various-approvals or consents must be obtained from
FERC, the SEC, the NRC and various utility regulatory, antitrust and other authorities in the United
States and in foreign jurisdictions. The governmental authorities from which these approvals are
required may impose conditions on completion of the Merger or require changes to the terms of the
Merger. These conditions or changes could have the ‘effect of delaying completion of the Merger or
imposing additional costs on or limiting the revenues of the combined company and or the individual
registrants following the Merger, any of which might have a material adverse effect on the combined
company or the lndlvrdual registrants followrng completlon of the Merger.

Additionally, the Merger Agreement contalns certaln termination nghts for both Exelon and PSEG,
and further provides that,;upon termination of the Merger Agreement under specified circumstances,
(1) Exelon may be required to pay PSEG a.termination fee of $400 million plus PSEG's transaction
expenses up to $40 million and (2) PSEG may be required to pay Exelon a termination fee of $400
million plus Exelon's transaction expenses up to $40 million. :

Among the factors considered by the board of dlrectors of Exelon in connectlon wrth its approvals
of the Merger Agreement were the benefits as well as the risks that could result from the Merger.
Exelon cannot give any assurance that these benefits will be realized within the time periods
contemplated or even that they will be realized at all.

The Regrstrants results of operatlons may be affected by the drvestrture of busrnesses and
facnlrtles : :

The Reglstrants may decide to dlvest busmesses or facrlltles that do not fit wrth their strategic
objectives or improve their financial performance such as the sale of Generation’s interest in Sithe and
the divestiture or wind-down of the remaining businesses of Enterprises. The Registrants may be
unable to successfully divest or wind down these businesses and facilities for a number of reasons,
including an inability to locate appropnate buyers or to negotiate acceptable terms for transactions. In
addition, the amount that the Registrants may realize from a divestiture of a business or a facility is
subject to fluctuating market conditions that may contnbute to pricing and. other terms that may be
materially different than expected and could result in losses on sales. The Registrants also face risks in
managing these businesses prior to their divestitures due to potential turnover of key employees and
operating the businesses through their transition. The Registrants may also incur costs related to the
wind-down of businesses that will not be $dld or unfavorable post-close purchase price adjustments
related to divestitures.

Results of ope.rations are affected by increaSing costs,

Inflation affects the Registrants through increased operating costs and increased capital costs for
plant and equipment. As a result of the rate freezes and caps under which the Energy Delivery
business operates and price pressures due to competition, Energy Delivery may not be able to pass
the costs of inflation through to its customers. In addition, the Registrants face rising medical benefit
costs, which are increasing at a rate that greatly exceeds the rate of general inflation. If the Registrants
are unable to successfully manage their medical benefit costs, their results of operatrons could be
negatively affected.

Marl(et performance affects decommiss-ioning trust' funds and benefit_plan asset values. .

The performance of the capital markets affects the values of the assets that are held in trust to
satisfy future obligations . under pension and. postretirement benefit plans and to decommission
Generation’s nuclear plants. The Registrants have significant obligations in these areas and hold

significant assets in these trusts. A decline in the market value of those assets, as was experrenced
from 2000 to 2002, may increase the funding requirements of these obligations. .
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Regulations imposed by the SEC under PUHCA affect business operations 8

Exelon is subject to regulatlon by the SEC under PUHCA as a result of |ts ownersh:p of ComEd
and PECO. That regulatlon affects Exelon’s ability to:

« diversify, by generally restnctnng lnvestments to traditional electnc and gas utility businesses
and related businesses; .

» invest in or operate SEC- approved non- utlhty companles beyond authorlzed financial and
operating thresholds;

+ issue securities, by requiring the prior approval of the SEC or, for ComEd and PECOQ, requmng
the approval of state regulatory commissions;

» engage in transactions among affiliates without the SECs prior approval and, then, only at
cost, since the PUHCA regulates busmess between affiliates in a utility holding company
system;

* make dividend payments in specified sﬂuatnons

+ make intercompany loans in specified companies;

+ restructure capitalization to the extent the equity ratio falls below 30%; and

« operate with a “complex” corporate structure

The Registrants may incur substantial costs to fulﬁll their obligations related to environmental
matters.

The busmesses in whlch the Reglstrants operate are subject to extensive envnronmental regulatlon
by local, state and Federal authorities. These laws and regulations affect the manner in which they
conduct their’ operatlons and make capltal expendltures These regulations affect how the Registrants
handle air and water emissions and solid waste dlsposal and are an important aspect of their
operations. In addition, the Reglstrants are subject to liability under these laws for the costs of
remediating environmental contamination of property now or formerly owned by the Reglstrants and of
property contaminated by hazardous substances they generate. They believe that they have a
responsible envuronmental management and comphance program; however, they have incurred and
expect to incur S|gnlfcant costs related to environmental’ ‘compliance, site remediation and clean-up.
Remediation activities associated with manufactured gas plant operations conducted by predecessor
companies will be one component of such costs. Also, ‘they are currently involved in a number of
proceedings relating to sites where hazardous substances have been deposited and may be subject to
additional proceedmgs in the future.

As of December 31, 2004, Exelon, ComEd, PECO and Generation had reserves for environmental
investigation and remediation costs of $124 million, $61 million, $47 million and $16 million,
respectively, exclusive of decommissioning liabilities. The Registrants have accrued and will continue
to accrue amounts that are believed prudent to cover these environmental liabilities, but the
Registrants cannot predlct with any certainty whether these amounts will be sufficient to cover their
environmental |Iabl|ItIeS The Registrants cannot predict whether they will incur other significant
liabilities for any additiona!l investigation and remediation costs at additional sites not currently
identified by them, environmental agencies or others, or whether such costs will be recoverable from
third parties.

In July 2004, the EPA issued the final Phase Il rule implementing Section 316(b) of the Clean
Water Act. This rule establishes national réquirements for reducing the adverse environmental’ lmpacts
from the entrainment and impingement. of aquatic organisms at existing power plants. The rule
identifies particular standards "of performance with respect to entrainment and impingement and
requires each facility to monitor and validate this performance in future years. All of Exelon’'s power
generation facilities with cooling water systems are-subject to the regulations. Facilities without closed-
cycle recirculating systems are potentially most: affected. Those facilities: are Clinton,” Cromby,
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Dresden, Eddystone, Fairless Hills, Handley, Mountain Creek, New Boston, Oyster .Creek, Peach
Bottom, Quad Cities, and Salem. Exelon-is currently evaluating compliance options at its affected
plants. At this time, Exelon cannot estimate the.effect that compliance with :the Phase |l rule
requirements will have on the operation of Generation's generating facilities and its future results of
operations, financial condition and cash flows: There are many factors to be considered and evaluated
to determine the extent to which there will be financial and operational impacts. The considerations and
evaluations include, but are not limited to obtarnmg clarifying interpretations of the requirements from
state regulators, resolving outstanding Iltlgatlon ‘proceedings concerning the requirements, completing
studies to establish biological baselines for each facility, and performing environmenta! and economic
cost benefit evaluation of the potential compliance alternatives in accordance with the requirements. -

In June 2001, the New Jersey .Department of Environmental Protection (NJDEP) issued a
renewed NPDES permit for Salem, expiring in July 2006, allowing for the continued operation of Salem
with its existing cooling water system. An application for renewal of that permit, including a
demonstration -of compliance with the requirements of the recently published Federal Water Pollution
Control Act Section 316(b) regulations, must be submitted to NJDEP by February 2, 2006 unless the
NJDEP grants additional time to collect information to comply with the new regulations. NJDEP
advised PSEG in a letter dated July -12, 2004 -that it strongly recommends reducing cooling water
intake flow commensurate with closed-cycle cooling as a compliance option for Salem. PSEG has not
made a determination regarding how .it will demonstrate compliance with the Section 316(b)
regulations. If application of the Section 316(b) regulations requires the retrofitting of Salem's cooling
water intake structure to reduce coaling water intake flow commensurate with closed-cycle cooling, the
retrofit and any resulting cost of interim replacement power could result in matenal costs of compllance
to the owners of the facility. :

For addltlonal mformatlon regardmg envrronmental matters see “Environmental Regulatlon
ITEM 1 of Exelon’s 2004 Form 10-K. -

The Regrstrants must actlvely manage the securlty of their people and facilities.

As a result of the events of September 11, 2001 the electric industry has developed additional
security guidelines. The electnc industry, through the North American Electric Reliability Council,
developed physical secunty gurdellnes which were accepted by the United States Department of
Energy and which may become mandatory through regulation or legislation. The gas industry, through
the American Gas’ Association, developed physical security guidelines that were accepted by the
United States Department of Transportation. .

Generation has also initiated security measures, including implementation of measures mandated
by the NRC for the nuclear facilities, to safeguard its employees and critical operations and is actively
participating in industry initiatives to identify methods to maintain the reliability of its energy production
and delivery systems. Thesé security measures have resulted in and are expected to continue to result
in increased costs. On a continuing basis, Generation evaludtes enhanced security measures at
certain critical locations, enhanced response and recovery plans and assesses long-term design
changes and redundancy measures. Additionally, the energy industry is working with governmental
authorities to ensure that emergency plans are in place and critical infrastructure vulnerabilities are
addressed in order to maintain the reliability of the country’s energy systems. These measures erI
involve addmonal expense to develop and lmplement

Changes in the availability and cost of insurance mean that the Reglstrants have greater
exposure to economic loss due to property damage and liability.

The Registrants carry property damage and liability insurance for their properties and operations.
As a result of significant changes in the insurance marketplace, due in part to terrorist acts, the
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available coverage and limits may be less than the amount of insurance obtained in the past, the costs
of obtaining such insurance may be higher and the recovery for losses due to terrorist acts may be
limited. The Registrants 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 their property
damage and liability insurance, together with the deductible, would negatlvely affect their results of
operations. r

Taxatlon hasa S|gn|f'cant impact on results of operatlons

- Tax reserves and the recoverablllty of deferred tax assets. The Regrstrants are requrred to
make judgments regarding the potential tax effects of various financial transactions and their ongoing
operations to estimate their obligations to taxing authcrities. These tax obligations include income, real
estate, use and employment-related taxes and ongoing appeals related to these tax matters. These
judgments include reserves for potential adverse cutcomes regarding tax positions that have been
taken. The Registrants must also assess their: ability to generate capital gains in future periods to
realize tax benefits associated with capital losses previously generated or expected to be genérated in
future periods. Capital losses may be deducted only to the extent of capital gains realized during the
year of the loss or during the three prior or five succeeding years. The Registrants do not record
valuation allowances for deferred tax assets related to capital losses that the Registrants believe will
be realized in future pericds. Generation has recorded valuation allowances against certain deferred
assets associated wnth capltal losses due to the consolidation of Sithe.

Increases in state income taxes Due to the revenue . needs of the states in WhICh the
Registrants operate, various state income tax and fee increases have been proposed or are being
contemplated. The Registrants cannot predict whether legislation or regulation will be introduced, the
form of any legislation or regulation, whether any such legislation or regulation will be passed by the
state legislatures or regulatory bodies, or, if enacted, whether any such legislation or regulation would
be effective retroactively or prospectively. If enacted, these changes could increase state income tax
expense and could have a negatlve lmpact on the Reglstrants results of operations and cash ﬂows

Investments in synthetlc fuel-producmg facrhtles Exelon has purchased lnterests in three
synthetlc fuel-producing facilities, which increased Exelon’s net income by $70 million in 2004. Tax
credits generated by the productlon of synthetrc fuel are subject to a phase-out provrsron that gradually
reduces tax credits as the annual average “wellhead price per barrel of domestic crude oil increases
into an inflation-adjusted phase-out range. If domestic ¢rude oil prices remain high in 2005, the tax
credits and net income generated by the investments may be reduced substantially. In addition, Exelon
has recorded an intangible asset related to its investments in these facilities with a net carrying value of
$208 million at December 31, 2004 that could become impaired 1f domestic crude oil prices continue to
increase in the future.

Exelon and its’ subsidiaries have guaranteed the performance of third partles that may result in
substantlal cost in the event of non performance

_ Exelon and I'[S subsrdranes have issued certam guarantees of the performance of others, which
obligate Exelon to perform in the event that.the third parties do not perform. In the event of non-
performance by the third parties to these guarantees,.Exelon and its subsidiaries could incur
substantial cost to fulfill their obligations under. these guarantees. Such performance could have a
material impact on the financial statements of Exelon and its subsidiaries. See Note 20 of Exelon’s
Notes to Consolidated Financial Statements for additional information regarding guarantees.

New Accounting Pronouncements -

See Note 1 of Exelon’s Notes to Consolidated Financial Statements. for information regarding new
accounting pronouncements.
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" QUANTITATIVE AND QUALlTATIVE DISCLOSURES ABOUT MARKET RISK

Exelon ComEd PECO and Generatlon are exposed to market risks associated with credit and
interest rates. Exelon and Generatlon are also exposed to market risks assocrated with commodity and
equity prices. The inherent risk in market-sensmve instruments and positions is the potential loss
arising from adverse changes in commodlty prices, counterparty . credit, interest rates and equity
security prices. Exelon’s RMC sets forth risk management policies and objectives and establishes
procedures for risk assessment, control and valuation, ‘counterparty credit approval, and the monrtonng
and reporting of derlvatlve 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, vice
president of strategy, vice president of audit services and officers from each of Exelon’s business units.
The RMC reports to the Exelon Board of Directors on the scope of the derivative and risk management
activities. . S . :

Commodity Price Risk (Exelon, ComEd and Generation)

Commodlty price risk is associated with ‘market price movements resulting from’ excess or
insufficient generation, changes in fuel ‘costs, market liquidity and other factors. Trading activities and
non-trading marketing activities include the purchase’ and sale of electric capacity, energy and fossil
fuels, lncludmg oil, gas, coaI and’ emission allowances. The availability and prices of energy and
energy-related commodities are subject to ﬂuctuatrons due to factors such as weather, governmental
environmental policies, changes in supply and demand state and Federal regulatory policies and other
events. Additionally, ComEd has exposure to commodity price risk in. relatlon to CTC revenues
collected from its customers.

Generation

‘Normal Operations and Hedging Activities. Electricity available from Generation’s owned or
contracted generation supply in ‘excess of Generation’s obligations to customers, including: Energy
Delivery’s retail load, is sold into the wholesale markets. To reduce price risk caused by market
fluctuations, Generation enters into physical contracts as well as derivative contracts, mcludmg
forwards, futures, swaps, and optlons with approved counterpartles to hedge anticipated exposures.
The maximum length of time over which cash flows related to energy commodities are currently being
cash-flow hedged is three years. Generation has an estimated 90% hedge ratio in 2005 for its energy
marketing portfolio. ‘This hedge ratio represents the percentage of its forecasted aggregate annual
economic generation supply that is committed to firm sales, including sales to Energy Delivery’s retail
load. Energy Delivery’s retail load assumptions are based on forecasted average demand. The hedge
ratio is not fixed and will vary from time to time depending upon market conditions, demand, energy
market option volatility and actual loads. During peak periods Generation's-amount hedged declines to
meet its commitment to Energy Delivery. Market price risk exposure is the risk of a change in the value
of unhedged positions. Absent any efforts to mitigate market price exposure, the estimated market
price exposure for Generation's non-trading portfolio associated with a ten percent reduction in.the
annual average around-the-clock market price of electricity is approximately-a $32 million decrease in
net income. This sensitivity assumes a 90% hedge ratio .and that price changes occur evenly
throughout the year and across all markets The sensmwty also assumes a static portfolio. Generation
expects to actively manage its portfoho to, mltlgate market price exposure Actual results could differ
depending on the specific timing of, and markets affected by, price changes as well as future changes
m Generation’s portfolio. :

| Proprietary Tradmg Actlvmes Generatlon began to use fi nancral contracts for propnetary
trading purposes in the second quarter of 2001. Proprietary trading includes all contracts ‘entered into
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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 propnetary trading activities are a complement to
Generation's energy “marketing portfollo but represent a very small portion of Generatrons overall
energy marketing activities. For example, the limit on open positions in electncrty for any forward month
represents less than one percent of Generation’s owned and contracted supply of electncnty
Generation expects this level of proprietary trading activity to continue in the future. Trading portfolio
activity for the year ended’ December 31, 2004 resulted in an immaterial impact on earnings that
included ‘a $3 million (before income taxes) unrealized mark-to-market gain. The daily Value-at-Risk
(VaR) on proprietary trading activity averaged $100,000 of exposure over the Iast 18 months. Because
of the relative size of the proprietary tradmg portfolio in comparison to Generation's total gross margin
of $3,768 million, Generation has not segregated proprietary trading activity in the following tables. The
trading portfolio is subject to a risk management policy that includes stringent risk management limits,
including volume, stop-loss and value-at-risk limits to manage exposure to market risk. Additionally, the
Exelon risk management group and Exelon’s RMC monitor the financial risks of the power marketing
activities.

Generation’s 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 Policies and Estlmates "Those that do not are recorded as assets or liabilities ‘on the
balance sheet at fair value. Changes in the falr value of quallfymg hedge contracts are recorded in
other comprehensive income (OCI) and galns and losses are recognized in earnings when the
underlying transaction occurs. Changes in the fair value of denvatrve contracts that do not meet hedge
criteria under SFAS No. 133 and the ineffective, portion of hedge contracts are recognized in current
earnings. Changes in the derivatives recorded at fair value are recognized i in earnings unless specific
hedge accounting criteria are met, in which case those changes are recorded in earnings as an offset
to the changes in fair value of the exposure being hedged or deferred in accumulated OCI and
recognized in earnings as the hedged transactions occur.

The following detailed presentation of Generation’s trading and non-trading marketing activities at
Generation is included to address the recommended disclosures by the energy mdustry s Committee of
Chief Risk Officers (CCRO). :

The followmg table provides detail on changes in Generation’s mark-to-market net asset or. liability
balance sheet position from January 1, 2003 to December 31, 2004. It indicates the drivers behind
changes in the balance sheet amounts. This table incorporates the mark-to-market activities that are
immediately recorded in earnings, as shown in the previous table, as well as the settlements from OCl
to earnings and changes in fair value for the hedging activities that are recorded in accumulated ocl
on the Consolidated Balance Sheets. .

. Total

Total mark-to-market energy'contract net liabilities at January 1, 2003 ... .. S .| & [ X))
Total change in fair value during 2003 of contracts recorded in earnings ..... e .o 206
Reclassification to realized at settlement of contracts recorded in earmngs B - (227)
Reclassification to realized at settlement from OCl'.. ... .. e e e e 273
Effective portion of changes in fair value—recorded in ocl......... [P " (305)
Total mark-to-market energy contract net habllltles at December 31; 2003 ... (216)
Total change in fair value during 2004 of contracts récorded in earnings ... ... e ... 158
Reclassification to realized at settlement of contracts recorded in earnrngs e L (197)
Reclassification to realized at settlement from OCl ....... ..o i, .. 475
Effective portion of changes in fair value—recordedinOCI .............................. (512
Purchase/sale/disposal of existing contracts or portfolios subject to mark-to-market .......... 147
Total mark-to-market energy ,cont'rac_t net liabilities at December 31,2004 .................. $(145)
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- The following table details the balance sheet classification of the mark-to-market energy contract
net assets (liabilities) recorded as of December 31,2004 and 2003: ,

T S : December 31,

S : , L ‘ ; 2004 2003
CUment assets ......oooeeenrerennnnn.. i .. $403 $322
N o) Lo =TT =TT =1 £ 373 100
" Total mark—to market energy contract assets T 776 422
Current liabilities @ . .......... e e, e e (598)  (505)
Noncurrent liabilities ..........coiiiiiiiiie... P, el P L. (323) 0 (133)
_ Total mark-to-market energy contract liabilities .. ................... e ... (921) (638)
Total mark-to-market energy contract net Iiabilities ..................... Ll ol $(145) $(216)

(a) Mark-to-market energy contract liabilities at December 31 2003 do not reflect a $76 million interest-rate swap that was
included in current mark-to-market derivative liabilities wnhln Generation's Consolidated Balance Sheet.

The maijority of Generation's contracts are non-exchange-traded contracts valued usmg 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 mid-point prices obtained from all sources
that Generation believes provide the most liquid market for the commodity. The terms for which such
price information is available varies by commodity, region and 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 valuation model. The fair
values in each category reflect the level of forward prices and volatility factors as of December 31,
2004 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 recording 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 fair value of mark-to-market energy
contract net liabilities, provides two fundamental pieces of information. First, the table. provides the
source of fair value used in determining the carrying amount of Generation’s total mark-to-market asset
or liability. Second, this table provides the maturity, by year, of Generation’s net assets/liabilities, giving
an indication of when these mark-to-market amounts will settle and either generate or require cash.

Maturities within

. 2010 and Total Fair

(in millions) ‘ 2005 2006 2007 2008 2009 Beyond Value
Normal Operations, qualifying cash-flow hedge
contracts (2); »
Actively quoted prices . ................ $ %1 $— $— $— $— $ (3
Prices provided by other external " ‘
SOUMCES .« o i te vttt innannnes (190 (27) @4) — — — (221)
Total ... ..o $(194) 3(26) $ (4)'$—  S— $— - $(224)
Normal Operations, other derivative
contracts ®: . . :
Actively quoted prices . ................ $:.11. $§(2) $%— $— $— $— $ 9
Prices provided by other external o , :
SOUMCES vt vs e eeeevetenenneaivns - (23) 6 1 — — — - (18)
Prices based on model or other valuation . ‘ S -
methods ............... A 7 11 8 11 11 38 - -.86
Total ............ PR $ (5)$15'$ 9 $11 $11 $38 $ 79

(a) Mark-to-market gains and losses on contracts’ that quahfy as’ cash-ﬂow hedges are recorded in other comprehensnve

© income.

(b) Mark-to-market gains and losses on other non- tradmg and tradmg denvatlve contracts that do not quallfy as cash-flow
hedges are recorded in earnings. N .
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The table below provides details of effective cash-flow hedges under. SFAS No. 133 included in
the balance sheet as of December 31, 2004, The data in the table gives an indication of the magnitude
of SFAS No. 133 hedges Generation has in place; however, since under.SFAS No. 133 not all hedges
are recorded in OCI, the table does not provide an all-encompassing picture of Generation’s hedges.
The table also includes a roll-forward of accumulated OCI related to cash-flow hedges for the years
ended December 31, 2004 and December 31, 2003, providing insight into the drivers. of the changes
(new hedges entered into during the period and changes in the value of existing hedges). Information
related to energy merchant actlvmes is presented separately from mterest—rate hedging actlvmes

Total Cash Flow Hedge OCI Actrvrty, Net of Income Tax '

) . Power Team . o L

o D ' o - ‘Normal Operations and Interest-Rate and ~ Total-Cash’
(in millions) . ‘ . Co - Hedging Activities ~ Other Hedges ‘Flow Hedges
Accumulated OCI, January 1,2003 ............ $(114) $(14) $(128)
Changesinfairvalue ........................ (186) (2. - . (188)
Reclassifications from OCl to netloss .......... 167 — 167
Accumulated OC! derivative loss at December 31, ' L _

2003 ... e (133) . (18) . (149) -
Changes in fairvalue ........ PR P Lo @E12y 7 - (295)
Disposal of existing Boston Generatmg S T R '
| CONTACES ..ttt , 16 - 16
Reclassifications from OCI to netincome "....... . 290 - 290t
Exelon Energy Company opéning balance ...... .2 = 2
Sithe Energies, Inc. opening balance ........... — R () . 710y
Accumulated OCI derivative loss at December 31 - ST o

2004 e : $(137) - . $ (9 - $(146) .

ComEd

ComEd has exposure to commodity pnce nsk in relation to revenue collected from customers who
elect to purchase energy from an alternative -electric supplier or the ComEd PPO. Revenues collected
from customers electing the PPO include commodity charges at market-based. prices and CTC
revenues which are calculated to provide the customer with a credit for the market price for electricity.
Because the change in revenues from customers electing the PPO is significantly offset by the change
in CTC revenues, ComEd does not believe that its exposure to such a market price decrease would be
matenal -~

ComEd's CTC revenues are also collected from customers who elect to purchase energy from an
alternative electric supplier. ComEd's CTC rates are reset once a year in the spring, and customers
can elect to lock in their CTC rates for a one or multiple year terms. Based on the current customers
who have elected the one-year CTC rates, ComEd has performed a sensitivity analysis to determine
the net impact of a 10% increase in the average market price of electricity from June 2005 through
December 2005 which would result in a $5 million decrease in CTC revenues in 2005. A 10% decrease
from June 2005 through December 2005 in market prices would result in a $5 million increase in CTC
revenues in 2005. The result may be significantly affected if additional customers elect to purchase
energy from an alternative electric supplier or if customers elect to purchase their energy from ComEd.

Credit Risk (Exelon, ComEd, PECO and Generation)

ComEd and PECO

Credit risk for Energy Delivery is managed by the credit and collection policies of ComEd and
PECO, which are consistent with state regulatory requirements. ComEd and PECO are each currently
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obligated to provide service to: all electric customers within their respective franchised territories. For
the year ended December 31, 2004, ComEd’s ten largest customers represented approximately 2% of
its retail electric revenues and PECO’s ten largest customers represented approximately 7% of its'retail
electric-and gas revenues. ComEd and PECO 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 ,

Under the Competition Act, licensed entities, including alternative electric suppliers, may act as
agents to provide a single bill and provide associated billing and collection services to retail customers
located in PECO's retail electric service- terntory Currently, there are no third parties providing billing of
PECO's charges to customers or advanced metering; however, if this occurs, PECO would be subject
to credit risk related to the ability of the third parties to collect such receivables from the customers.

Generation

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 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 agreements or enabling agreements that allow for payment 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 tables provide information on Generation’s credit exposure, net of collateral, as of
December 31, 2004 and 2003. They further delineate that exposure by the credit rating of the
counterparties and provide 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 tables below do not include sales to Generation’s affiliates or exposure through 1SOs WhICh are
discussed below.

Total ' - Numbér_ of Net Exposure Of

Exposure ‘ ' Counterparties Counterparties
Before Credit Credit Net Greater than 10% Greater than 10%
Rating as of December 31, 2004 @ Collateral Collateral Exposure of Net Exposure  of Net Exposure
Investmentgrade .......... ‘.. $151 $33 $118 —_ $—
Non-investmentgrade ......... - 98 . 20 78 1 63
No externalratings ............ o
Internally rated—lnvestment :
grade... i .. ...t : 13 — 13 — —
Internally rated—non- ’
investmentgrade ........ 3 C— 3. —_ —
Total ........... e © $265 $ 53 $212 1 $ 63

|
il
l\

(a) This table does not include accounts receivable exposure.
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Total -~bh, _ -Number Of ,, - Net Exposure Of

Exposure . . . , Counterparties Counterparties
Before Credit ‘' Credit’ - Net " Greater than 10% Greater than 10%
Rating as of December 31, 2003 @ Collateral Collateral Exposure of Net Exposure  of Net Exposure
Investmentgrade ............. $116° $— $116 - 1 - - $20
Non-investment grade’ .. .... . 22 0 YT 15 RERNAEE =
No external'ratings .....: S T ‘
Internally rated—-mvestment N 2
‘grade. .. - 13 — 13 — - —
Internally rated—non- : ’ ' Co
investmentgrade ........ N — 1 — L=
Total ............ DT $152 $ 7 $145 1 .$20

(a) This table does not include accounts receivable exposure and forward credit exposure related to Exelon Energy. *

Maturity of Credit Risk Exposure
Exposure Total Exposure

Less than Greater than  Before Credit

Rating as of December 31, 2004 (2 ‘ 2 Years 2-5Years - 5 Years Collateral
Investmentgrade . ... ... ... o L, LUii.. o $149 0% 2 $— -$151
Non-investmentgrade ................... PP ' 91 - 7 - - 98
Noexternalratings...................... AL T e

Internally rated—investment grade . ........... 13 —_— — - 13

Internally rated—non-investmentgrade ......... -~ = 3 — — 3
TOl et '$256  $ 9 T $— ' $265

(a) This table does not include accounts receivable exposure. -

Dynegy As previously disclosed, at December 31, 2004, ‘Generation was counterparty to Dynegy
in various energy transactions and had financial and credit risk associated with Dynegy through
Generation's investment in Sithe. On January 31, 2005, Generation sold its investment in’ Sithe and,
accordingly, is no longer subject to potential credit risk assocrated with Dynegy’s performance under
the financial swap arrangement that Dynegy had -with Sithe. See Note 25 of Exelon's Notes to
Consolrdated Frnancral Statements for further dlscussron of Generatlon s sale of Slthe

Generation previously disclosed the future economic value of AmerGen’s purchased power
arrangement with lllinois Power Company (lllinois Power), a subsidiary of Dynegy, could be affected by
events related to Dynegy's financial condition. On September 30, 2004, Dynegy sold lllinois Power to a
third party with an‘investment grade ratlng, whrch elrmlnated Generat|on s credrt nsk assocrated wrth
llinois Power and Dynegy ‘ :

Collateral As part of the normal course of business, Generatron routmely enters into physrcal or
financially ‘settled ‘contracts for-the purchase and sale of capacity, energy, fuels and emissions
allowances. These contracts either contain express provisions or otherwise permit Generation and its
counterparties to demand adequate assurance of future performance ‘when there are reasonable
grounds for doing so. In accordance with the contracts and applicable law, if Generation is downgraded
by a credit rating agency, especially if such’ downgrade is to a level below invéstment grade,’it is
possible that a counterparty would attempt to rely -on such a downgrade as a basis for maklng a
demand for adequate assurance of future performance. Depending on Generation’s net position with a
counterparty, the demand could be for the posting of collateral. In the absence of expressly agreed to
provisions that specify the collateral that must be provided, the obligation to supply the collateral
requested will be a function of the facts and circumstances of the situation at the time of the demand. If
Generation can reasonably claim that it is willing and financially able to perform its obligations, it may
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be possible to successfully argue that no collateral should be posted or that only an amount equal to
two or three months of future payments should be sufficient.

ISOs. Generation participates in the followmg estabhshed, real-time energy markets, which are
administered by ISOs: PJM, ISO New England, New York ISO, California 1SO, MISO, Southwest
Power Pool, Inc. and 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
1SOs. In areas where there is no spot market, electricity is purchased and sold solely through bilateral
agreements. For sales into the spot markets administered by the 1SOs, the 1SO 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 remaining participants. Non-performance or non-payment
by a major counterparty could result in a material adverse |mpact on Generation’s financial condition,
results of operations or net cash flows.

Exelon

Exelon's consolidated balance sheet included a $486 million net investment in direct financing
leases as of December 31, 2004. The investment in direct financing leases represents future minimum
lease payments due at the end of the thirty-year lives of the leases of $1,492 million, less unearned
income of $1,006 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 Exelon’s
counterparties to these direct financing leases.

Interest-Rate Risk (Exelon, ComEd, PECO and Generation)

Variable Rate Debt. The Registrants use a combination of fixed-rate and variable-rate debt to
reduce interest-rate exposure. The Registrants also use interest-rate swaps when deemed appropriate
to adjust exposure based upon market conditions. Additionally, the Registrants use forward-starting
interest-rate swaps and. treasury rate.locks to lock in interest-rate levels in anticipation of future
financings. These strategles are employed to achieve a lower cost of capital. As of December 31,
2004, a hypothetical 10% increase in the mterest rates associated with variable- rate debt would result
in a $2 million decrease in Exelon’s pre-tax earnings. A hypothetical 10% increase in the interest rates
associated with variable-rate debt would result in a decrease in pre-tax earnlngs of less than $1 million
at ComEd, PECO and Generation.

Cash-Flow Hedges. In September and October 2004, Exelon entered into forward-starting
interest-rate swaps in the aggregate notional amount of $240 million to lock in interest-rate levels in
anticipation of future financings. At the time of the swap trades, the debt issuance that these swaps
were hedging was considered probable; therefore, Exelon accounted for these interest-rate swap
transactions as cash-flow. hedges. In December 2004, it became apparent that the timing of the debt
issuance would be deferred until 2005 and, consequently, Exelon unwound the $240 million forward-
starting interest-rate swaps. Exelon recognized an ineffectiveness gain of less than $1 million pursuant
to SFAS No. 133. Additionally, Exelon paid approximately $4 million to the counterparties due to the
swap unwind. The net loss resulting from the amount paid to the counterparties less the ineffectiveness
gain will be amortized over the life of the new debt issuance.

Based upon a revised date of expected debt issuance, Exelon entered into a new series of
forward-starting interest-rate swaps in the aggregate notional amount of $200 million. At December 31,
2004, these interest-rate swaps, designated as cash-flow hedges, had an aggregate fair market value
of $2 million based on the present value difference between the contract and market rates at
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December 31, 2004. If these derivative instruments had been terminated at December-31, 2004, this
estlmated fair value represents the amount that would be pard by the counterpartles to Exelon

The aggregate fair value of the mterest—rate swaps desrgnated as cash-flow hedges that would
have resulted from a hypothetical 50 basis point decrease .in the spot yield at December 31, 2004 is
estimated to be $6 million in the counterparties’ favor. If these derivative -instruments. had been
terminated at December-31, 2004, thrs estrmated falr value represents the amount Exelon would pay
the counterpartles o e ‘ ,

' - . v

The aggregate fair value of the lnterest-rate swaps desrgnated as cash ﬂow hedges that would
have resulted from a hypothetlcal 50 basis point increase in the spot yield at December 31, 2004 is
estimated to be $10 million in Exelon’s favor. If these derivative instruments had been terminated at
December 31, 2004, this estimated fair value represents the amount the counterparties would pay
Exelon.

In 2004, PECO entered into a forward-starting interest-rate swap in the aggregate notional amount
of $75 million to lock in interest-rate levels in anticipation of a future financing. The debt issuance that
this swap was hedging was considered probable; therefore, PECO accounted for this interest-rate
swap transaction as a hedge. PECO settled this swap designated as a cash flow hedge for net
proceeds of approximately $5 million. The proceeds were recorded in other comprehensive income
and are being amortized over the life of the debt issuance.

At December 31, 2004, ComEd, PECO and Generation did not have any interest-rate swaps
designated as cash-flow hedges.

Fair-Value Hedges. In 2004, ComEd entered into fixed-to-floating interest-rate swaps in order to
maintain its targeted percentage of variable-rate debt associated with fixed-rate debt issuances in the
aggregate amount of $240 million. At December 31, 2004, these interest-rate swaps, designated as
fair-value hedges, had an aggregate fair market value of $9 million based on the present value
difference between the contract and market rates at December 31, 2004. If these derivative
instruments had been terminated at December 31, 2004, this estimated fair value represents the
amount that would be paid by the counterparties to ComEd.

The aggregate fair value of the interest-rate swaps designated as fair-value hedges that would
have resulted from a hypothetical 50 basis point decrease in the spot yield at December 31, 2004 is
estimated to be $16 million in ComEd’s favor. If these derivative instruments had been terminated at
December 31, 2004, this estimated fair value represents the amount the counterparties would pay
ComkEd.

The aggregate fair value of the interest-rate swaps designated as fair-value hedges that would
have resulted from a hypothetical 50 basis point increase in the spot vield at December 31, 2004 is
estimated to be $1 million in ComEd’s favor. If these derivative instruments had been terminated at
December 31, 2004, this estimated fair value represents the amount the counterparties would pay
ComEd.

In 2004, ComEd settled certain interest-rate swaps designated as fair-value hedges in the
aggregate amount of $485 million for total proceeds of approximately $32 million, which included a $26
million settlement amount and $6 million of accrued interest. The $26 million settlement amount will be
amortized as a reduction to interest expense over the remaining life of the related debt.

Equity Price Risk (Exelon and Generation)

Generation maintains trust funds, as required by the NRC, to fund certain costs of
decommissioning Generation’s nuclear plants. As of December 31, 2004, Generation’s
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decommissioning trust funds are reflected at fair value on its Consolidated Balance Sheets. The mix of
securities in the trust funds is designed to provide returns to be used to fund decommissioning and to
compensate Generation 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. Generation actively monitors the
investment performance of the trust funds and periodically reviews asset allocation in accordance with
Generation’s nuclear decommissioning trust fund investment policy. A hypothetical 10% increase in
interest rates and decrease in equity prices would resuit in a $329 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. ‘ ’ '
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FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Management’s Report on Internal Control Over Financial Reporting -

The management of Exelon Corporahon (Exelon) is responsible for estabhshmg and mamtamlng
adequate internal control over financial reporting. Exelon s internal control over fi nancial reporting is a
process designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with accounting principles
generally accepted in the United States of America.

Because of its inherent limitations, internal control over financial reportlng may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become madequate because of changes in condmons or that the degree
of comphance with the pohmes or procedures may deteriorate.

‘Exelon’s management conducted an assessment of the effectiveness of Exelon’s internal control
over financial reporting as of December 31, 2004. In making this assessment, management used the
criteria -in Internal Control—Integrated Framework issued by the Committee of Sponsonng
Organizations of the Treadway Commnssnon Based on this assessment, Exelon’s management
concluded that, as of December 31, 2004 Exelons internal control over fi nancnal reporting ‘was
effective.” f

February 22, 2005
Management's assessment of the effectiveness of Exelon’s internal control over financial reporting
as of December 31, 2004 has been audited by PricewaterhouseCoopers LLP, an independent

registered public accounting firm, as stated in thelr report Wthh appears on page 112 of this Fmancnal
Information supplement.
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Report of Independent Registered Public Accounting Firm
To the Shareholders and Board of Directors of Exelon Corporation:

We have completed an integrated audit of Exelon Corporatrons 2004 consolldated financial
statemients and of its mternal control over financial reportrng as of December 31,2004 and audits of its
2003 and 2002 consolidated financial statements in accordance with the standards of the Public
Company Accountmg OverS|ght Board (Umted States). Our oplntons based on our audits, are
presented below.

Consolidated f' nancial statements

~In_our oplmon the consolldated balance sheets and the related consolrdated statements of
income,. comprehensive income, shareholders’ equuty, and cash flows present fairly, in all material
respects, the financial position of Exelon Corporatron and its subsxdranes at December 31 2004 and
2003, and the results of their operations and their cash flows for each of the three years in the period
ended December, 31, 2004 in conformity with accounting principles generally accepted in the United
States of Amenca These financial statements are the responsibility of the Company's management
Our responsrbthty is- to_express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company
Accountlng Oversnght Board (United. States) Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit of financial statements 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 dISCUSSGd in Note 1 to the consolldated f nancral statements Exelon Corporatlon changed its
method of accounting for goodwnl as of January 1, 2002; its method of accountlng for asset retirement
obligations as of January 1, 2003; and its method of accounting for variable interest entities in 2003
and 2004.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal
Control Over Financial Reporting appearing on page 111 of this Financial Information supplement, that
the Company maintained effective internal control over financial reporting as of December 31, 2004
based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSOQ), is fairly stated, in all material
respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2004, based on criteria
established in Internal Control—Integrated Framework issued by the COSO. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to
express opinions on management's assessment and on the effectiveness of the Company’s internal
control over financial reporting based on our audit. We conducted our audit of internal control over
financial reporting in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. An audit of internal control over financial reporting includes obtaining an
understanding of internal control over financial reporting, evaluating management's assessment,
testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.
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A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company's internal
control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

“Because of its inherent limitations, internal control over financial 'reporting" may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future penods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate. ;
PricewaterhouseCoopers LLP

Chicago, lllinois
February 22, 2005
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Exelon Corporation and Subsidiary Companles
Consohdated Statements of Income'

.~ For the Years Ended-
December 31,

(in'millions, except per shz;xr'e data) ' ' ‘ ' 2004 2003 2002
Operating revenues . ... ..., [ _$14,515 $15,812 $14,955
Operating expenses ~ . _ ‘ L 4 ‘
Purchasedpower ......... .. ... ..o iioita, PP 2,727 3,459 3,262
Purchased power from AmerGen Energy Company, LLC ........ — 382 - 273
Fuel ..... e e e e 2,355 2,534 1,727
Impairment of Boston Generating, LLC long-lived assets ......... — 945 —_
Operatingand maintenance .......... ... i, 3,976 4,508 4,345
Depreciation and amortization ........... e 1,305 1,126 1,340
_ Taxes otherthanincome ........... ... .o i, 719 581 = 709
Total operating expenses .......... PP . 11,082 13,535 11,656
Operatingincome ................... e e, 3,433 2,277 3,299
Other income and deductions
Interest eXpense .. ... et e (548) (869) - (964)
Interest expenseto affiliates ........... ... ... . . L. (357) (12)
Distributions on preferred securities of subsidiaries ............. 3) (39) (45)
Equity in earnings (losses) of unconsolidated affiliates . .......... (153) 33 80
(1 7=T S =] 140 (261) 304
Total otherincome anddeductions ... ........ ... ... ... .o ... (921) (1,148) (627)
Income before income taxes, minority interest and cumulative
effect of changes in accounting principles .................... 2,512 1,129 2,672
INCOME taXES . oottt e et 692 331 998
Income before minority interest and cumulative effect of changes
in accounting principles ........ .. ... ... . i i 1,820 798 1,674
Minority interest ... ... e 21 (5) 4)
Income before cumulative effect of changes in accounting
PHNCIPIeS . .. it 1,841 793 1,670

Cumulative effect of changes in accounting principles (net of
income taxes of $17, $69 and $(90) in 2004, 2003 and 2002,

respectively) ... ..o e e 23 112 (230)
NetinCome . ...oo i e e e e $ 1864 $ 905 $ 1,440
Average shares of common stock outstanding

BaSIC ... e e 661 651 645
Diluted . ... e 669 657 649

Earnings per average common share—basic:
Income from continuing operations before cumulative effect of

changes in accountingprinciples . ... ..ot it $ 279 $ 122 $ 259
Cumulative effect of changes in accounting principles ........... 0.03 0.17 (0.36)
NetinCome ... ..ot i et $ 282 $ 139 $ 223

Earnings per average common share—diluted:
Income from continuing operations before cumulative effect of

changes in accounting principles . ................ o .. $ 275 $ 121 § 257
Cumulative effect of changes in accounting principles ........... 0.03 0.17 (0.35)
Netincome . ... ... .. . it eiaie e, $ 278 $ 138 § 222

Dividends percommonshare ................. ... ... ... ..., $ 126 $ 096 $ 0.88

See Notes to Consolidated Financial Statements
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Exelon Corporation'and Subsidiary Companies

Consolidated Statements of Cash Flows

(in millions) .

Cash flows from operating activities
Nt INCOMIE .ot e e e
Adjustments to reconcile net income to net cash flows provided by operating activities:
.. Depreciation, amortization and accretion, including nuclearfuel .........................
. Other decommissioning-related activities ............. ... i i,

Cumulative effect of changes in accounting principles {net of income taxes) ............... :

Impairment of Investments .. ... . . e

_Impairment of goodwill and other long-lived assets ......... ... ... ... '

-Deferred income taxes and amortization of investment tax credits .......................
. Provision for uncollectible accounts ......... ittt e
- Equity in (earnings) losses of unconsolidated affiliates .................. ... ... .. ...,

{Gains) losses on sales of investments and wholly owned subsidiaries ...... P SR
Net realized (gains) losses on nuclear decommissioning trustfunds ..................... -

Other non-cash operating activities . ......... . oottt it i iaiie e
Changes in assets and liabilities
Accounts receivables . ... i e et

Accounts payable, accrued expenses and other current liabilities .. .................... ;
Lo T 1= ¢ b =T AR s

Net realized and unrealized mark-to-market and hedging transactions .................
Pension and non-pension postretirement benefits obligations .........................
Other noncurrent assets andliabilities . ...... ..o i e e,

Net cash flows provided by operating activities . .......... ... i
Cash flows from investing activities

Capital @XPENAIUIES .« ..ttt ittt ettt ettt et e e e e e »

Proceeds from liquidated damages ......... ...ttt iiae et .
Proceeds from nuclear decommissioning trustfundsales ...............ccoiiiiiioL..

Investment in nuclear decommissioning trustfunds ............. ... o oo i o

Collection of othernotesreceivable ........ ... . .. it it
Proceeds from sales of investments and wholly owned subsidiaries .....................
Proceeds fromsales of long-lived assets . .......coooi it e e
Acquisitions of businesses, netofcashacquired ............. ... o iiiiiiiiii..
Investments in synthetic fuel-producing facilities . ......... oo ool i
Change inrestricted Cash ... .. i it ittt it i i iiiiae i ieeaarcnnnnaannn
Net cash increase from consolidation of Sithe Energies, Inc. ........ ... .. ... ... ... ...
~ Otherinvesting activities ... ... i e e e

Net cash flows used in investing activities ... ... ... i

Cash flows from financing activities
Issuance of long-termdebt . ... ... .. . e
Retirement of long-termdebt . .. ... o . . e e
Issuance of long-term debt to financing affiliates ......... ... .. .. .. . il
Retirement of long-term debt to financing affiliates ........ ... ... ... i il
Changeinshort-termdebt . ... ... oo i e e
Issuance of mandatorily redeemable preferred securities ......... ... ... i,
Retirement of mandatorily redeemable preferred securities . ........ ... .ol
Payment on acquisition note payable to Sithe Energies, Inc.. ............ccciviiiiii...
Retirement of preferred stock . ... ... i i i e e
Dividends paid on common stock . ... oo i i i e e
Proceeds fromemployee stockplans ......... ... oo i i i
Purchase of treasury StoCK . ..o vt i i e e e
Contribution from minority interest of consolidated subsidiary .............. ... . ..ol
Other financing activities ... ...ttt it it ien e anaananns

Net cash flows used in financing activities ... ......... st et

Increase (decrease) in cash and cashequivalents ............ ... ... .. oo,
Cash and cash equivalents at beginningofperiod ............ ... . ... ... ... . ...

Cash and cash equivalents, including cash heldforsale ...............................
Cash classified as held for sale on the consolidated balancesheet ......................
Cash and cash equivalents atend of period ......... ... ... i i,

See Notes to Consolidated Financial Statements
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For the Years Ended

December 31,

2004

2003 - -

-+ 2002

$1.864 $ 905 § 1,440

1933 1,681 1,701
169 37 —
23) ~ (112) - 230
10 309 41
1 990 = —
202 (36) 278
87 94 129
153 (33) . (80)
(162) 25 (199)
(72) . 16 32
(24) 18 101
(123) 102 (357)
(60) .. (54) (37)
79 . (68) 45
173 (74) 43
203 . -(271) 288
49 (10) 18
(270)  (144) - (165)
119 9 134

4398 3384 3,642

(1,921)  (1,954) . (2,150)

2,320 © 2341 1,612

(2,587) - (2,564) - (1,824)
59 "3 (35)
329 263 287
52 10 -

— (272)  (445)
(56) e —
55 (92) (24)
19 — —
6) - 32 17

(1736) (2,109) (2,562)
232 3015 1,223

(1629) (2.922) (2.134)
— 103 —
(728) — -
164 (355) 321
— 200 —
— (250) (18)
(27)  (446) —
— (50) _
(831)  (620)  (563)
240 181 75
(82) - —
— — 43
34 (96) (43)

(2.627) (1,240) (1,096)
35 35 (16)
493 469 485
528 504 469

$ 528 $ 493 § 469




Exelon Corporation and Subsidiary Companies

Consolidated Balance Sheets

(in millions)
Assets
Current assets
Cash and cash equIvalents ... ........ououvuirneeeiieniaenannenennn
Restricted cash and investments ..... e e et e
Accounts receivable, net o
L0111 (o)411=) A
Other .o e e e e s e
Mark-to-market derivative assets ...ttt i e
Inventories, at average cost
Fossilfuel . ... i e et ettt e e
Materials and supplies ... i i e .
Notes receivable from affiliate . .. .. ... .. i
Deferred iINCOME taXes . ... ov ittt e e it et et ieaenns ..
Assets heldforsale ................ e e

Totalcurrent assets ... e e e
Property, plant and equipment,net ..................cooiiinini.... e

Deferred debits and other assets
Regulatory @ssets . ... ..ottt i it i e s
Nuclear decommissioning trustfunds ...............covivinan... e
INVESEMENES ... i e e e ettt e

See Notes to Consolidated Financial Statements
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December 31,
2004 2003. :

$. 528.% 493

31 97
1,649 1,567
409 676
403 337
230 212
312 310
— 92
68 . 122
— 242
296 413

3,926 4,561
21,482 20,630

" 4790 5226

5262 4,721

804 955
4,705 4,719
383 133
1,418 991

17,362 16,745
$42,770 $41,936




Exelon Corporation and Subsidiary Companies

Consolidated Balance Sheets

December 31,

{in millions) ) ~ . ‘ e 2004 2003

Liabilities and shareholders’ equity - '

Currént liabilities o
(070000 41T ot L o= o 1T P $ 490 § . 326
Note payable to Sithe Energies, Inc. ............. e et — w90
Long-term debt due withinoneyear ...... ... ... ... ittt 427 1,385
‘Long-term debt to ComEd Transitional Funding Trust and PECO Energy o

Transitional Trust due withinoneyear ............ ... ... o it 486 470

Accounts payable .. ... ... e e e 1,255 1,238

‘Mark-to-market derivative liabilities ......... ... oo iiiiiiiaiit, . 598 584

ACCIUB BXPENSES . ot vttt ettt et ettt e e e e e 1,143 . 1,260

- Liabilities heldforsale ...t i ns — 61

L {31 483 306

Total current abilies ... .......ooeruneeriieeeiieeeeiaaeinnn. 4,882 5,720

Long-termdebt ...... ... ... .. 7,292 7,889
Long-term debt due to ComEd Transitional Funding Trust and PECO Energy _

Transitional Trust ............. ... ... ... ... e 4,311 5,055

Long-term debt to other financingtrusts ................. ... ... .. ... 545 545

Deferred credits and other liabilities o
Deferred income taxes .........o it e et e 4,488 4,320
Unamortized investmenttaxcredits ........... ... . ... 275 288
Asset retirement obligations ........ ... . L i 3,981 2,997
Pensionobligations ......... .. o i 1,993 ., 1,668

- Non-pension postretirement benefits obligations ................... .. ... - 1,065 . 1,053
- Spentnuclear fuelobligation . . ...... ... ... . . 878 867
Regulatory liabilities . .. ............. . .o i o 2,204 1,8
Mark-to-market derivative liabilities ................ ... ... ... o _ 323 . 141
(@1 1T PP 981 912
Total deferred credits and otherliabilities . . . ........ ... ... ..... e 16,188 14,137

Total liabilities .......... e ., 33,218 33,346

Commitments and contingencies .

Minority interest of consolidated subsidiaries ........................... 42 - —

Preferred securities of subsidiaries . ........... ... 00 - 87 87

Shareholders’ equity ' '
Common stock (No par value, 1,200 shares authorized, 666.7 and 656.4 - -

shares outstanding at December 31, 2004 and 2003, respectively) ....... - 7,598 - 7,292
Treasury stock, at cost (2.5 shares held at December 31,2004) ........... (82) —
Retained earnings ............... e e e SIPUP 3,353 2,320
Accumulated other comprehensiveloss ........... ... .. i i, (1,446) (1,109)

Total shareholders’ equity .........c. it 9,423 8,503
Total liabilities and shareholders’equity ............... ... ... ... ... ..... $42,770 $41,936

See Notes to Consolidated Financial Statements
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Exelon Corporation and Subsidiary Companies

Consolidated Statements of Changes in Shareholders’ Equity

Accumulated

(Dollars in millions, - Issued Common Treasury Deferred Retained Com;gg;\zrnsive Shar:ggallders'
shares in thousands) Shares Stock Stock  Compensation Earnings . Loss Equity
Balance, December 31, 2001 ... 642,014 $6,961 $— $ (2) $1,169 $ (26) $8,102
Netincome ................... — — — — 1,440 — - 1,440
Long-term incentive plan

activity . ........... o i 4,098 87 — — : —_— — 87
Employee stock purchase plan . ,

issuances ........c..eiennn - 514 " — — — — 11
Amortization of deferred

compensation............... —_ —_ —_ 1 — — 1
Common stock dividends

declared ................... — — —_ —_ ' (567) — (567)
Other comprehensive loss, net of ‘ o

income taxes of $(850) ....... — — — — — (1,332) (1,332)
Balance, December 31,2002 ... 646,626 7,059 — (1) 2,042 (1,358) 7,742
Netincome ................... — — — —_ 905 — 905
Long-term incentive plan .

activity . . ..o 9,322 222 | — —_ — — 222
Employee stock purchase plan ' ' o ’ h ,

ISSUANCES ... ... i 418 " — — — — 11
Amortization of deferred " '

compensation............... — — — 1 L — 1.
Common stock dividends ‘

declared ..............o.... — — — — (625).  — (625)
Redemption premium on PECO ‘

preferredstock .............. — — — — (2) — (2)
Other‘ comprehensive income, net ) '
" of income taxes of $217 ...... — — — - — 249 © 249
Balénce, December 31,2003 ... 656,366 7,292 — — 2,320 (1,109) 8,503
Netincome ..... e — - — — 1,864 — “1,864
Long-term incentive plan ‘

activity ... 10,013 296 — — — — - 296
Employee stock purchase plan . :

iSsuances .......... ... 309 10 — — — — 10
Common stock purchases ...... — — (82) — — — (82)
Common stock dividends .o o :

declared ................... Lo— — — — (831) — (831)

Adjustments to accumulated other
comprehensive loss due to the

consolidation of Sithe ........ — — —_ — — ) 6 - (B)
Other comprehensive loss, net of S Ve - \ i

income taxes of $(190) ....... S e = — e — — ‘ (331) (331)
Balance, December 31, 2004 ... 666,688 $7,598 " $(82) $— $3,353  $(1,446)  $9,423

See Notes to Consolidated Financial Statements
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e

For the Years Ended
N December 31,
(in millions) 2004 2003 2002
Netincome .............................. e $1,864 $ 905 $ 1,440
Other comprehensive income (loss) - B I
Minimum pension liability, net of i mcome taxes of $(228) $16 and . :
$(597), respectlvely S S Lol (392) 26 - (1,007)
'SFAS No. ‘143 transition adjustment, net oflncome taxes of$167 e, = 168 —
' Change |n net unrealized gain (loss) on cash-flow hedges net of Lo
“income taxes of $6, $5 and $(129), respectively .............. T 8 9 (193)
‘Foreign currency translation adjustment, net of income taxes of $1,$0 s
*and $0,respectively . ... ... T e
« Unredlized gain (loss) on marketable securmes netofincometaxes = - - - - T
~of $31, $29, and $(124), respec’uvely A e, 52 43 - (132)
Total other comprehenswe income (loss) . ..... eemeaieeeeneie.. (331) 0 249 (1,332)

Total comprehensive income ........ e T $1,5633 $1,154 $ 108

See Notes to Consolidated Financial Statements
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1. Significant Accounting Policies
Description of Business

Exelon Corporation (Exelon) is a utility services holding company engaged, through its subsidiaries,
in the energy delivery, generation and other businesses discussed below (see Note 22—Segment
Information). The energy delivery businesses (Energy Delivery) include the purchase and retail sale of
electricity and distribution and transmission services by Commonwealth Edison Company, (ComEd) in
northern lllinois and by PECO Energy Company (PECO) in southeastern Pennsylvama and the purchase
and retail sale of natural gas and related distribution services by PECO in the Pennsylvania counties
surrounding the City of Ph|ladelph1a The generation business consists principally of the electric
generating facilities and wholesale energy marketing operations of Exelon Generation Company, LLC
(Generation), the competitive retail sales business of Exelon Energy Company (Exelon Energy),
Generation’s investment in Sithe Energies, Inc. (Sithe) and certain other generation projects. Exelon’s
other businesses, const|tut|ng the enterprises segment, consist of the infrastructure and electrical
contracting services of Exelon Enterprises Company, LLC (Enterprises). Effective January 1, 2004,
Exelon Energy Company, which had been previously included in the Enterprises segment, became part
of Generation. See Note 2—Acquisitions and Dispositions for information regarding the disposition of
businesses within the Enterprises segment and Note 25—Subsequent Events for information regarding
the sale of Sithe.

Basis of Presentation

Exelon’s consolidated financial statements include the accounts of entities in which it has a
controlling financial interest, other than certain financing trusts of ComEd and PECO described below,
and its proportionate interests in jointly owned electric utility plants, after the elimination of
intercompany transactions. A controlling financial interest is evidenced by either a voting interest
greater than 50% or a risk and rewards model that identifies Exelon or one of its subsidiaries as the
primary beneficiary of the variable interest entity. Investments and joint ventures in which Exelon does
not have a controlling financial interest and certain financing trusts of ComEd and PECO are
accounted for under the equity or cost methods of accounting.

Exelon owns 100% of all significant consolidated subsidiaries, either directly or indirectly, except
for ComEd, of which Exelon owns more than 99%, Southeast Chicago Energy Project, LLC (SCEP), of
which Exelon owns 71%, and Sithe, of which Exelon owned 50% at December 31, 2004. Exelon has
reflected the third-party interests in the above majority-owned investments as minority interests in its
consolidated financial statements. As a result of the adoption of Financial Accounting Standards Board
(FASB) Statement of Financial Accounting Standards (SFAS) No. 150, “Accounting for Certain
Financial Instruments with Characteristics of Both Liabilities and Equity” (SFAS No. 150), on July 1,
2003, Exelon reclassified the minority interest associated with SCEP to a long-term liability. The total
minority interest related to SCEP was $49 million and $51 million as of December 31, 2004 and 2003.

In accordance with FASB Interpretation No. (FIN) 46 (revised December 2003), “"Consolidation of
Variable Interest Entities” (FIN 46-R), Sithe was consolidated in Exelon’s financial statements as of
March 31, 2004. Certain trusts and limited partnerships that are financing subsidiaries of ComEd and
PECO have issued debt or mandatorily redeemable preferred securities. Due to the adoption of
FIN 46-R, these subsidiaries are no longer consolidated within the financial statements of Exelon as of
December 31, 2003, or as of July 1, 2003 for PECO Energy Capital Trust IV (PECO Trust IV). See
“Variable Interest Entities” below for further discussion of the adoption of FIN 46-R and the resulting
consolidation of Sithe and the deconsclidation of these financing subsidiaries.
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- The share .and per-share amounts .included in Exelon’s Consolidated Financial Statements and
Notes to Consolidated Financial Statements have been adjusted for all periods presented to reflect a 2-
for-1 stock split of Exelon’s common stock-with a distribution date of .May 5, 2004. See Note 18—
Common Stock for addltronal mformatron regardrng the stock split.

Reclassifications

Certain prior year amounts have been reclassified for comparative purposes The reclassifications
did not affect net income or shareholders equrty

Use of Estrmates

- The preparation of fi nancral statements in conformrty with accounting prrncrples generally accepted
in the United States (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 nuclear decommissioning costs and asset
retirement obligations, .inventory reserves,  allowance -for doubtful accounts, goodwill and asset
impairments, pension -and . other postretirement benefits, derivative instruments, .fixed asset
depreciation, environmental costs, taxes, severance and unbilled energy revenues.

Accounting for the Effects of Regulation

Exelon accounts for its operations in accordance with accounting policies prescribed by the
regulatory authorities having jurisdiction, principally the lllinois Commerce Commission (ICC) and the
Pennsylvania Public Utility. Commission (PUC): under state public utility laws, the Federal Energy
Regulatory Commission (FERC) under various ‘Federal laws, and the Securities and Exchange
Commission (SEC) under the Public Utility Holding Company Act of 1935 (PUHCA), and Energy
Delivery applies SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation,” (SFAS No.
71) when appropriate. SFAS No. 71 requires Energy Delivery to record in its financial statements the
effects of rate regulation for utility. operations that meet the following criteria: (1) third-party regulation of
rates; (2) cost-based rates; and (3) a reasonable assumption that all costs will be recoverable from
customers through rates. Exelon believes that it is probable that currently recorded regulatory assets
and liabilities will be recovered in future rates. If a separable portion of Energy Delivery’s -business
were no longer to meet the provisions of SFAS No..71, Exelon would be required to elrmrnate from its
financial statements the effects of regulation for that portion. ~

Varrable Interest Entrtres

~ FIN 46-R addressed the requrrements for consolrdatrng certaln variable interest entities. FIN 46
was effective for Exelon’s variable interest entities.created after January 31, 2003. FIN 46-R was
effective December 31, 2003 for Exelon's other variable interest entities that were considered to be
special-purpose entities and as of March 31, 2004 for all other variable interest entities.

" Exelon conso|idated Sithe, 50% owned through a wholly owned subsidiary of Generation, as of

March 31, 2004 pursuant to the provisions of FIN 46-R and recorded income of $32 million (net of
income taxes) as a result of the reversal of guarantees of Sithe’s commitments previously recorded by
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Generation. This income was reported as a cumulative effect of a change in accounting principle in the
first quarter of 2004. As of March 31, 2004, Generation was a 50% owner of Sithe, and Exelon had
accounted for Sithe as an unconsolidated equity method investment prior to March 31, 2004. Sithe
owns and operates power-generating facilities and was sold by Generation on January 31, 2005. See
Note 3—Sithe for additional information on the consolidation of Sithe and Note 25—Subsequent
Events for additional information on the sale of Sithe in 2005.

PECO Trust IV, a-financing subsidiary of PECO created in May 2003, was deconsolidated from
the financial statements of Exelon pursuant to the provisions of FIN 46 as of July 1, 2003. Pursuant to
the provisions of FIN 46-R, as of December 31, 2003, the financing trusts of ComEd, namely ComEd
Financing Il (formed in November 1996), ComEd Financing !l (formed in September 2002), ComEd
Funding LLC (formed in July 1998) and ComEd Transitional Funding Trust (formed in October 1998),
and the other financing trusts of PECO; namely PECO Energy Capital Trust Il (PECO Trust i)
(formed in April 1998) and PECO Energy Transition Trust (PETT) (formed in June 1998), were
deconsolidated from Exelon’s financial statements. Amounts owed to these financing: 'trusts -at
December 31, 2004 and 2003 of $5,342 million and $6,070 million, respectnvely, were recorded as debt
to financing trusts within the Consohdated Balance Sheets '

This change in presentation related to the financing trusts had no effect on Exelon’s net income. In
accordance with FIN 46-R, prior periods were not restated. The maximum exposure to loss as a result
of ComEd and PECO’s involvement with:the financing trusts is $62 million and $87 million,
respectively, at December 31, 2004.

Revenues

Operating Revenues. Operating revenues are 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 prowded to customers (see Note 6—Accounts Receivable).

Option Contracts, Swaps, and Commodlty Derivatives. Premiums received and paid on option
contracts and swap arrangements considered “normal” derivatives pursuant to' SFAS No. 133,
“Accounting for Derivatives and Hedging Activities” (SFAS No. 133) are amortized to revenue and
expensed over the lives of the contracts. Certain option contracts and swap arrangements: are
considered derivative instruments and are recorded at fair value with subsequent changes in fair value
recognized as revenues and expenses, unless hedge accounting is applied. Commodity derivatives
used for trading purposes are accounted for using the mark-to-market method with unrealized gams
and losses recognized in operating revenues.

Trading Activities. Exelon accounts for its trading activities under the provisions of Emerging
Issues Task Force (EITF) Issue No. 02-3, “Accounting for Contracts Involved in Energy Trading and
Risk Management Activities” (EITF 02-3), which requires revenues and energy costs related to energy
trading contracts to be presented on a net basis in the income statement. .

Physically Settled Derivative Contracts. Exelon accounts for realized gains and losses on
physically settled derivative contracts not “held for trading purposes” in accordance with EITF Issue
No. 03-11, "Reporting Realized Gains and Losses on Derivative Instruments That Are Subject to FASB
Statement No. 133, ‘Accounting for Derivative Instruments and Hedging Activities,” and Not ‘Held for
Trading Purposes’ as Defined in EITF Issue No. 02-3, ‘Issues Involved in Accounting for Derivative
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Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Management
Activities™ (EITF 03- 11)

" EITF 03-11 was ratified by the FASB in August 2003. The EITF concluded that determining
whether realized gains and losses on physrcally settled derivative contracts not “held for trading
purposes” should be reported in the income statement on a gross or net basis is a matter of judgment
that depends on the relevant facts and circumstances. Exelon adopted EITF 03-11 as of January 1,
2004 and presented $966 million of purchased power and $14 million of fuel expense net within
revenues during 2004. Prior periods were" not reclassﬁ ed. The adoption of EITF 03-11 had no effect on
Exelon’s net income. Had EITF 03- 11 been’ retroactwely applied to 2003, operating revenues,
purchased power and fuel expense would have been affected as follows:

20£ As Reported EITF 03 11 Impact Pro Forma
Operating revenue .. .....cuitiiii i iiniie e, $15,812 $(996) $14,816
Purchased power . ... ...t 3,841 . (943) . 2,898
Fuel eXPENSe .............iiiilnn. EEE TR RPN 2,534 (53) 2,481

Exelon is unable to determlne the impact on operating revenues, purchased power and fuel
expense, had EITF 03-11 been applled retroactively to 2002 results of operatlons due to system
constraints. .

Stock-Based Compensation

- Exelon accounts for its stock-based compensation plans under the intrinsic method prescribed by
Accounting Principles Board No. 25, “Accounting for Stock Issued to Employees” (APB No. 25) and
related interpretations and follows the disclosure requirements of SFAS No. 123, “Accounting for
Stock-Based Compensation” (SFAS No. 123), and SFAS No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure—an amendment of FASB Statement No. 123.” Accordingly,
compensation expense related to stock options recognized within the Consolidated Statements of
Income was insignificant in 2004, 2003 and 2002. Expense recognized related to other stock-based
compensation plans is further described in Note 18—Common Stock. The tables below show the effect
on Exelon’s net income and earnings per share for 2004, 2003 and 2002 had Exelon elected to
account for all of its stock-based compensation plans using the fair-value method under SFAS No. 123:

2004 2003 2002

Netincome—asreported .. ... ...ttt $1,864 $ 905 $1,440
Add; Stock-based compensation expense included in reported net income,
netofincometaxes ...t i e 38 19 12
Deduct: Total stock-based compensatlon expense determlned under fair- . o
. -value. method for all awards net of i income taxes @ (60) (39) (45)
Pro forma netincome ................ T ST A $1,843 $ 885 $1,407
Earnings per share: S ' '
~ Basic—asreported ......... e O $282 $ 139 $ 223
~ Basic—proforma .......... e e e $279 $ 136 $ 2.18
~ Diluted—asreported................ e e ... $278 $ 138 § 222
Diluted—pro forma ........ e e e . $275 $ 135 $ 217

(a) The fair value of options granted was estimated using a Black-Scholes option pricing model.
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Income Taxes

Deferred Federal and state income taxes are provided on all significant temporary differences
between the book basis and the tax basis of assets and liabilities and for tax benefits carried forward.
Investment tax credits previously utilized for income tax purposes have been deferred on the
Consolidated Balance Sheets and are recognized in book income over the life of the related property.

Pursuant to the Internal Revenue Code, Exelon files a consolidated Federal income tax return that
includes its subsidiaries in which it owns at least 80%. of, the. outstanding stock. Income taxes are
allocated to each of Exelon’s subsidiaries included in the filing of the consolidated Federal income tax
return based on the separate return method. Exelon records its, income tax valuation allowance by
assessing which deferred tax assets are more likely than not to be realized in the future (see Note 13—
Income Taxes). :

Losses on Reacquired Debt

Recoverable losses on reacquired debt related to regulated operations are deferred and amortized
to interest expense over the life of new debt issued to finance the debt redemption consistent with rate
recovery for rate-making purposes. Losses on other reacquired debt are recognized in Exelon’s
Consolidated Statements of Income as incurred (see Note 21—Supplemental Financial Information).

Comprehensive Income

Comprehensive income includes all changes in equity during a period except those resulting from
investments by and distributions to shareholders. Other comprehensive income primarily relates to
unrealized gains or losses on securities held in nuclear decommissioning trust funds and unrealized
gains and losses on cash-flow hedge instruments. Comprehensive income is reflected in the
Consolidated Statements of Changes in Shareholders Equity-and the Consolidated Statements of
Comprehensive Income.

Cash and Cash Equivalehts '

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

Restricted Cash and Investments .

As of December 31, 2004, restricted cash and investments primarily represented restricted cash
related to Sithe's Independence Plant partnership distribution fund. As of December 31, 2003,
restricted cash and investments primarily represented liquidated damages receipts at Generation and
proceeds from a ComEd pollution control bond offering in December 2003 which were applied to pay
pollution control bonds upon their maturity in January 2004.

Restricted cash and investments not available for general operations or to satisfy current liabilities
are classified as noncurrent assets. As of December 31, 2004, $93 million of restricted cash and
investments were classified within deferred debits and other assets, which included $83 million of debt
service reserves, major overhaul reserves of $7 million and lease service reserves of $3 million. As of
December 31, 2003, there were no restricted cash and investments classified as noncurrent assets.
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Allowance for Doubtful Accounts -

The allowance for doubtful accounts reflects Exelon’s best estrmate of probable Iosses in the
accounts receivable balances. The aIlowance is based on known troubled accounts hrstoncal
experience and other currently available ‘evidence. Customer accounts are generally considered
delinquent if the amount billed is not received by the time the next bill is issued, typically monthly.
Customer accounts are written off based upon approved regulatory or legislative requirements. -

bt

Inventorres

Inventory is recorded at the Iower of cost or market, and provrsrons are made for excess and
obsolete inventory. :

_Fossil Fuel. Fossil fuel mventory mcludes the werghted average costs of stored natural gas, coal
and oil. The costs of natural gas, coal and oil are generally included in inventory when purchased and
charged to fuel expense when used. Fossil fuel also includes propane at cost. PECO has several long-
term storage contracts for natural gas as wellas a llquef ed natural gas storage facility.

Materials and Supplies. Materials and supplies inventory generally includes the average costs of
transmission, distribution and generating plant-materials.- Materials are generally charged to inventory
when purchased and then expensed or capitalized to plant,-as appropriate, when installed.

-

Emission Allowances ;

Emission allowances are included in mventorles and deferred - deblts or. other assets and are
carried at the lower of weighted average cost or market and charged to fuel expense as they are used
in operations. Exelon’s -emission allowance balances as of December 31, 2004 and 2003 were $106
million and $105 million, respectively. ”

Marketable Securities

Marketable securities are classified as available-for-sale securities and are reported at fair value
pursuant to SFAS No. 115, “Accounting for Certain Investments in. Debt and Equity Securities” (SFAS
No. 115). Unrealized gains and losses, net of tax, on nuclear decommissioning trust funds transferred
to Generation from PECO and ComEd are considered in the determination of the regulatory assets and
liabilities on Exelon’s Consolidated Balance Sheets. See Note 21-—Supplemental Financial Information
for ‘additional mformatlon regarding Exelons regulatory assets and liabilities. Unrealized gains and
losses on "nuclear decommissioning trust ’ funds for the AmerGen units are reported in other
comprehensrve income. Prior to the adoptron of SFAS No. 143 “Accounting for Asset Retirement
Obligations” (SFAS No. 143) on January 1, 2003, unreahzed galns and losses on marketable securities
held in nuclear decommissioning trust funds were reported in accumulated deprecratlon for ‘operating
units transferred to Generation from PECO and as other comprehensive income for operating and
retired units transferred to Generation from ComEd. At December 31, 2004 and 2003, Exelon had no
held-to-maturity securities. : S e S

Purchased Gas Adjustment Clause

~PECO's natural gas rates-are subject to a fuel adjustment clause designed to recover.or. refund
the difference between the actual cost of purchased gas and the amount included in rates. Differences
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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. At December 31,
2004 and 2003, deferred energy ‘costs of $71 million and $81 million, respectively, were recorded in
other current assets on Exelon’s Consolrdated Balance Sheets.

Leases

Exelon accounts for leases in accordance with SFAS No. 13 “Accounting for Leases” and
determines whether its long-term power purchase and sales contracts are leases pursuant to EITF
Issue No. 01-8, “Determining Whether an Arrangement is a Lease” (EITF 01-8) which applies to
arrangements initiated or modified after October 1, 2003. At the inception of the lease, or subsequent
modification, Exelon determines whether the lease is an operating or capital lease based upon its
terms and characteristics. Several of Exelon’s long-term power purchase agreements which have been
determined to be operating leases have significant contingent rental payments which are dependent on
the future operating characteristics of the associated plants' such as plant availability. Exelon
recognizes contingent rental expensé when it becomes probable of payment.

Property, Plant and Equipment - -

Property, plant and equipment is recorded at cost. The cost of mamtenance repairs and minor
replacements of property is charged to maintenance expense as incurred.

For Energy Delivery, upon retirement, the cost of regulated property, net of salvage, is charged to
accumulated depreciation and removal costs reduce the related regulated liability in accordance with
the composite method of - 'deprecratlon 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 any gain or loss on disposition.

For Generation, upon retirement, the cost of property, including net salvage cost, is charged to
accumulated depreciation.

See Note 7—Property, Plant and Equipment and Note 21—Supplemental Financial Information for
addrtlonal information regardlng property, plant and equrpment

Nuclear Fuel

The cost of nuclear fuel lS capltahzed and charged to fuel expense using the umt-of—productlon
method. The estimated cost of disposal of Spent Nuclear Fuel (SNF) is established per the Standard
Waste Contract with the Department of. Energy (DOE) and is expensed at one mill ($.001) per
kilowatthour of net nuclear generation. On-site SNF storage costs are capitalized or expensed, as
incurred, based upon the nature of the work performed

Nuclear Outage Costs
Costs associated with nuclear outages are recorded in the period incurred.

Capitalized Software Costs

Costs incurred during the application development stage of software projects that are developed
or obtained for internal use are capitalized. At December 31, 2004 and 2003, net unamortized
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capitalized software costs totaled $311 million and $356 million, respectively. Such capitalized
amounts are amortized ratably over the expected lives of the projects when they become operational,
generally not to exceed ten years. Certain capitalized software costs are being amortized over fifteen
years pursuant to regulatory approval. During 2004, 2003 and 2002, Exelon amortized capltallzed
software costs of $80 million, $69 million and $64 million, respectively.

Deprematlon and Amortization

, Deprecuatlon is provided over the estlmated service I|ves of property, plant and equxpment on a
stra|ght-llne basis using the composite method. 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 7—Property, Plant and Equipment for information regarding a change in
Energy Delivery’s depreciation rates.

Asset Category ) o 2004 2003 2002

Electric—transmission and distribution ....... P 2.82% 2.81% 3.11%
Electric—generation ...................... e e 3.34% 2.90% 3.58%
Gas.......... e e i - 2.52% 2.38% 2.13%
Common—gasandelectric .............. B T e 4.60% 7.53% 6.40%

Other property and equipment .......... e e 6.77% 8.20% 7.88%

Amortization of regulatory assets is provided over the recovery period specified in the related
legislation or regulatory agreement. See Note 21—Supplemental Financial Information for further
mformatlon regarding Exelon’s regulatory assets

Nuclear Generating Station Decommlssmnmg

Exelon accounts for the costs of decommlssmnmg its nuclear generating statlons in accordance
with SFAS No. 143. See Note 14—Nuclear Decommissioning and Spent Fuel Storage for information
regarding the adoption and application of SFAS' No. 143 and “Cumulative Effect of Changes in
Accounting Principles” below for pro forma net income and earnings per common share for the year
ended December 31, 2002, adjusted as if SFAS No. 143 had been applied during that period.

Capitalized Interest and Allowance for Funds Used During Constructlon

Exelon uses SFAS No. 34 “Capltahzmg lnterest Costs” to calculate the costs during construction
of debt funds used to finance its non-regulated construction projects. Exelon recorded capltahzed
interest of $11 million, $15 million and $20 mllhon in 2004, 2003 and 2002 respectnvely

~A|Iowance" for funds used during con'struction (AFUDC) is the cost, during the period of
construction, of debt and equity funds used to finance construction projects for regulated operations.
AFUDC is recorded as a charge to construction' work'in' progress and as a non-cash credit to AFUDC
that is included in interest expense for debt-related funds and other income and deductions for equity-
related funds. The rates used for capitalizing AFUDC are computed under a method prescribed by
regulatory authorities (see Note 21—Supplemental Financial Information). Exelon recorded credits to
AFUDC of $5 million, $16 million and $19 million in 2004, 2003 and 2002, respectively.-
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Guarantees

Beginning February. 1, 2003 ‘pursuant {o FIN 45, “Guarantor's Accountrng and Disclosure
Requirements, Including Indirect Guarantees of Indebtedness to Others” (FIN 45); Exelon recognizes;,
at the inception of a guarantee, a liability for the fair market value of the obligations it has undertaken in
issuing the guarantee, including its ongoing obligation to perform over the term of the guarantee in the
event that the specified triggering events or conditions occur.

The liability that is initially recognized at the inception of the guarantee is reduced as Exelon is
released from risk under the guarantee. Depending on the nature of the guarantee, Exelon’s release
from risk may be recognized only upon the expiration or settlement of the guarantee or by a systematic
and rational amortization method over the term of the guarantee. The recognition and subsequent
adjustment of the liability is highly dependent upon the nature of the associated guarantee.

Asset Impairments

Long-Lived Assets. Exelon evaluates the carrying value of long-lived assets to be held and used
for impairment whenever indications of impairment exist in accordance with the requirements of SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (SFAS No. 144). The
carrying value of long-lived assets is considered impaired when the projected undiscounted cash flows
are less than the carrying value. In that event, a loss would be recognized based on the amount by
which the carrying value exceeds the fair value. Fair value is determined primarily by available market
valuations or, if applicable, discounted cash flows. See Note 2—Acquisitions and Dispositions for a
description of the impairment charge recorded in 2003 related to the long-lived assets of Boston
Generating, LLC (Boston Generating). :

Upon meeting certain criteria defined in SFAS N'o'.l 144,’ the assets and associated liabilities that
compose a disposal group are classified as held for sale and the carrying value of these assets is
adjusted downward, if necessary, to the estimated sales price, less cost to sell. See Note 2—
Acquisitions and Dispositions for a description of assets and liabilities classified as held for sale as of
December 31, 2003 and lmpalrments recorded related to those assets.

Goodwrll Goodwnll represents the excess of the purchase price paid over the estimated farr value
of the assets acquired and liabilities assumed in the acquisition of a business. As of January 1, 2002
Exelon adopted SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS No. 142) and recorded
a loss of $230 million as a cumulative effect of a change in accounting principle upon its adoption.
Pursuant to SFAS No. 142, goodwill is not amortized but is tested for impairment at least annually or
on an interim basis if an event occurs or circumstances change that would reduce the fair value of a
reporting unit below its carrying value. See Note 9—Intangible Assets for information regarding the
adoption of SFAS No. 142 and goodwill lmpalrment studles that have been performed.

Investments lnvestments are considered to be impaired when a decline in fair value is Judged to be
other-than-temporary. If the cost of an investment exceeds its fair value, Exelon evaluates, among other
factors, general market conditions, the duration and extent to which the fair value is less than cost, as
well as Exelon’s intent and ability. to hold the investment. Exelon also considers specific adverse
conditions related to the financial health of and business outlook for the investee. Once a decline in fair
value is determined to be other—than-temporary, an impairment charge is recorded and a new cost basis
is established. See Note 3—Sithe for a description of the impairments recorded in 2003 related to
Generation’s investment in Sithe and Note 16—Fair Value of Financial Assets and Liabilities . for a
description of the other—than-temporary impairments in the nuclear decommissioning trust funds
determined in 2004.
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Derivative Financial Instruments

Exelon enters into derivatives to manage its exposure to fluctuations ininterest rates, changes in
interest rates related to planned future debt issuances and changes in the fair value of outstanding debt.
Generation utilizes derivatives with respect to energy transactions to manage the utilization of its
available generating capability and the supply of wholesale energy to its affiliates. Generation also utilizes
energy option contracts and energy financial swap arrangements to limit the market price risk associated
with forward energy commodity contracts. Additionally, Generation enters into energy-related derivatives
for trading purposes. Exelon’s derivative activities are in accordance with Exelon’s Risk Management
Policy (RMP).

Exelon accounts for derivative financial instruments under SFAS No. 133. Under the provisions of
SFAS No. 133, all derivatives are recognized on the balance sheet at their fair value unless they
qualify for a normal purchases or normal sales exception. Derivatives on the balance sheet are
presented as current or noncurrent mark-to-market derivative assets or liabilities. Changes'in the fair
value of derivatives are recognized in earnings unless specific hedge accounting criteria are met, in
which case those changes are recorded in earnings as an offset to the changes 'in fair value of the
exposure being hedged or deferred in accumulated other comprehensive income and: -recognized in
earnings as hedged transactions occur. Amounts recorded in earnings are lncluded in revenue,
purchased power or other, net on the consolidated statements of income.

Revenues and expenses on contracts that qualify as normal purchases or normal sales are
recognized when the underlying physical transaction is completed. “Normal” purchases and sales are
contracts where physical delivery is probable, quantities are expected to be used or sold in the normal
course of business over a reasonable period of time, and price is not tied to' an unrelated underlying
derivative. As part of Generation's energy marketing business, Generation 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 contracts are
considered derivative financial instruments under SFAS No. 133, the majority of these transactions
have been designated as “normal” purchases or “normal” sales and are thus not required to be
recorded at fair value, but on an accrual baS|s of accountmg o

A derivative fnancnal mstrument can be designated as a hedge of the fair value of a recogmzed
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). Changes in the fair value of a derivative that is highly effective as, and is
designated and qualifies as, a fair-value hedge, are recognized in earnings as offsets to the changes in
fair value of the exposure being hedged. 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 deferred-in accumulated other
comprehensive income and are recognized in earnings as the hedged transactions occur.” Any
ineffectiveness is recognized in earnings immediately. On an ongoing basis, the Company assesses
the hedge effectiveness of all derivatives that are designated as hedges for accounting purposes in
order to determine that each derivative continues to be highly effective in offsetting changes-in fair
values or cash flows of hedged items. If it is determined that the derivative is not highly effective as a
hedge, hedge accounting will be discontinued prospectively.

Generation enters 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 falr value of
these derivative financial instruments are recognized in earnings.
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Severance Benefits

Exelon accounts for its ongoing severance plans in accordance with SFAS No. 112, “Employer’s
Accounting for Postemployment Benefits, an amendment of FASB Statements No. 5 and 43" (SFAS
No. 112) and SFAS No. 88, "Employers’ Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans and for Termination Benefits” and accrues amounts associated with severance
benefits that are considered probable and that can be reasonably estimated. See Note 10—Severance
Accounting for further discussion of Exelon’s accounting for severance benefits.

Retirement Benefits

Exelon’s defined benefit pension plans and postretirement welfare benefit plans are accounted for
in accordance with SFAS No. 87, “Employer’'s Accounting for Pensions” (SFAS No. 87), SFAS No.
106, “Employers’ Accounting for Postretirement Benefits Other than Pensions” (SFAS No. 106) and
FASB Staff Position (FSP) FAS 106-2, “Accounting and Disclosure Requirements Related to the
Medicare Prescription Drug, Improvement and Modernization Act of 2003” (FSP FAS 106-2), and are
disclosed in accordance with SFAS No. 132, “Employers' Disclosures about Pensions and Other
Postretirement Benefits—an Amendment of FASB Statements No. 87, 88, and 106" (revised 2003)
(SFAS No. 132). See Note 15—Retirement Benefits for further discussion of Exelon’s accounting for
retirement benefits in accordance with SFAS No. 87 and SFAS No. 106 and disclosures pursuant to
SFAS No. 132.

FSP FAS 106-2 Through its postretirement benef t- plans, Exelon provides retlrees Wlth'
prescription drug coverage. The Medicare Prescription Drug, Improvement and Modernization Act of
2003 (Prescription Drug Act) was enacted on December 8, 2003. The Prescription Drug Act introduced
a prescription drug benefit under Medicare as well as a Federal subsidy to sponsors of retiree health
care benefit plans that provide a-benefit that is.at-least actuarially equivalent to the. Medicare
prescription drug benefit. Management believes the prescription drug benefit provided under Exelon’s
postretirement benefit plans is at least actuarially equivalent to the Medicare prescription drug benefit.
In response to the enactment of the Prescription Drug Act, in May 2004, the FASB issued FSP.FAS
106-2, which provided transition guidance for accounting for the effects of the Prescription Drug Act
and superseded FSP FAS 1086-1, which had been issued in January 2004. FSP FAS 106-1 permitted a
plan sponsor of a postretirement health care plan that provides a prescription drug benefit to make a
one-time election to defer the accounting for the effects of the Prescription Drug Act. Exelon made the
one- tlme election allowed by FSP FAS 106-1 durlng the first quarter of 2004. '

During the second quarter of 2004, Exelon- early adopted the provisions of FSP FAS 106- 2
resulting in a remeasurement of .its postretirement benefit plans assets and accumulated
postretirement benefit obligations (APBO) as of December 31, 2003. Upon adoption, the effect of the
subsidy on benefits attributable to past service: was accounted for as an actuarial experience gain,
resulting in a decrease of the APBO of approximately $186 million. The annualized reduction in the net
periodic postretirement benefit cost is estimated to be approximately $33 million compared to the
annual cost calculated without considering the effects of the Prescription Drug Act. The“effect of the
subsidy on the components of net periodic postretirement benefit cost for 2004 included in the
consolidated financial statements and Note 15—Retirement Benefits was as follows: . 4

2004
Amortization of the actuarial experience gain ... .. it i e e e $15
Reduction in current period service Cost ... ..l i i e e e e e L. 6
Reduction ininterestcostonthe APBO .......... .. ... ittt e, 12
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‘Previously reported historical financial information for the three months ended March 31, 2004 has
been adjusted in Note 24—Quarterly Data (Unaudited).

Treasury Stock

Treasury shares are recorded at cost. Any shares of common stock repurchased are held as
treasury shares unless cancelled or relssued ’

Foreign Currency Translation

The financial statements of Exelon’s foreign subsidiaries were prepared in their respective local
currencies and translated into U.S. dollars based on the current exchange rates at the end of the
periods for the Consolidated Balance Sheets and on weighted-average rates for the periods for the
Consolidated Statements of Income. Foreign currency translation adjustments, net of deferred income
tax benefits, are reflected as a component of other comprehensive income on the Consolidated
Statements of Comprehensive Income and, accordmgly, have no effect on net income.

New Accountmg Pronouncements

EITF 03-1. In March 2004, the EITF reached a consensus on and the FASB ratified EITF Issue No.
03-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments”
(EITF 03-1). EITF 03-1 provides guidance for evaluating whether an investment is other-than-temporarily
impaired. Exelon adopted the disclosure requirements of EITF 03-1 for.investments accounted for under
SFAS No. 115 for the year ended December 31, 2003. On September 30, 2004, the FASB issued FSP
EITF 03-1-1, “Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, ‘The Meaning of Other-Than-
Temporary Impairment and its Application to-Certain Investments,” which delayed the effective date of
the application guidance on impairment of securities included within EITF 03-1. The EITF and the FASB
are reconsidering the conclusions reached within EITF 03-1.

SFAS No. 151. In November 2004, the FASB issued FASB Statement No. 151, “Inventory
Costs—an amendment of ARB No. 43, Chapter 4” (SFAS No. 151), which is the result of its efforts to
converge U.S. accounting standards for inventories with International Accounting Standards. SFAS No.
151 requires abnormal amounts of idle facility expense, freight, handling costs and wasted material or
spoilage to be recognized as current-period charges. It also requires that allocation of fixed production
overheads to the costs of conversion be based on the normal capacity of the production facilities.
SFAS No. 151 will be effective for inventory costs incurred during fiscal years beginning after June 15,
2005. Exelon is assessing the impact SFAS No 151 will have on |ts consolidated fnancnal statements.

SFAS No. 123-R. In December 2004, the FASB issued FASB Statement No. 123 (revised 2004),
“Share-Based Payment” (SFAS No. 123-R). SFAS No. 123-R replaces SFAS No. 123 and supersedes
APB No. 25. SFAS No. 123-R requires that the compensation cost relating to share-based payment
transactions be recognized in the financial statements. That cost will be measured based on the fair
value of the equity or liability instruments issued. Exelon will no longer be permitted to follow the
intrinsic value accounting method of APB No. 25, which resulted in no expense being recorded for
stock option grants for which the strike price was equal to the fair value of the underlying stock on the
date of grant. Exelon has not elected to early. adopt SFAS No. 123-R. As a result, SFAS No. 123-R will
be effective for Exelon in the third quarter of 2005 and will apply to all of Exelon’s outstanding unvested
share-based payment awards as of July 1, 2005 and all prospective awards. Exelon is assessing the
impact SFAS No. 123-R will have on its consolidated financial statements and which of three transition
methods allowed by SFAS No. 123-R will be elected.
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SFAS No. 153. In December 2004, the FASB issued FASB Statement No. 153, “Exchanges of
Nonmonetary Assets, an amendment of APB Opinion No. 29, ‘Accounting for Nenmonetary
Transactions™ (SFAS No. 153). Previously, APB Opinion No. 29 had required that the accounting for
an exchange of a productive asset for a similar productive asset or an equivalent interest in the same
or similar productive asset should be based on the recorded amount of the asset relinquished. The
amendments made by SFAS No. 153 are based on the principle that exchanges of nonmonetary
assets should be measured based on the fair value of the assets exchanged. Further, the amendments
eliminate the narrow exception for nonmonetary exchanges of similar productive assets and replace it
with a broader exception for exchanges of nonmonetary assets that do not have commercial
substance. SFAS No. 153 will be effective for Exelon in the third quarter of 2005 and earlier application
is permitted for nonmonetary asset exchanges occurring after the issuance of SFAS No. 153. The
provisions of SFAS No. 153 are applied prospectively. Exelon is assessing the impact SFAS No. 153
will have on its consolidated fi nancnal statements

FSP FAS 109-1 and FSP FAS 109-2. In December 2004, the FASB issued FSP FAS 109-1,
“Application of FASB Statement No. 109, ‘Accounting for Income Taxes,’ to the Tax Deduction on
Qualified Production Activities Provided by the American Jobs Creation Act of 2004” (FSP FAS 109-1)
and FSP FAS 109-2, “Accounting and Disclosure Guidance for the Foreign Earnings Repatriation
Provisions within the American Jobs Creation Act of 2004” (FSP FAS 109-2). FSP FAS 109-1 and FSP
FAS 109-2 were effective upon issuance. The American Jobs Creation Act of 2004 (Act), signed into
law on October 22, 2004, provided, generally, for a.tax deduction for domestic manufacturing activities
of up to nine percent (when fully phased-in) of the lesser of “qualified production activities income,” as
defined in the Act, or taxable income. FSP FAS 109-1.clarified that the tax deduction for domestic
manufacturing activities under the Act should be accounted for as a special deduction in ‘accordance
with SFAS No. 109, “Accounting for Income Taxes” (SFAS No. 109). The Act also provided a special
limited-time dividends received deduction on the repatriation of certain foreign earnings to a U.S.
taxpayer, provided certain criteria are met. FSP FAS 108-2 provides a registrant more time to evaluate
the Act's impact on the registrant’s plan for reinvestment or repatriation of certain foreign earnings for
purposes of applying SFAS No. 109. Exelon is assessing the impact, if any, that the Act and these
standards may have on its consolidated financial statements in future periods.

Cumulative Effect of Changes in Accounting Principles

EITF 03-16. In March 2004, the EITF reached a consensus on and the FASB ratified EITF Issue
No. 03-16, “Accounting for Investments in Limited Liability Companies” (EITF 03-16). The EITF
concluded that if investors in a limited liability company have specific ownership accounts, they should
follow the guidance prescribed in Statement of Position 78-9, “Accounting for Investments in Real
Estate Ventures,” and EITF Topic No. D-46, “Accounting for Limited Partnership Investments.”
Otherwise, investors should follow the significant influence mode! prescribed in Accounting Principles
Board Opinion No. 18, “The Equity Method of Accounting for Investments in Common Stock.” EITF 03-
16 was effective_for Exelon and its subsidiaries during the third quarter of 2004. Exelon recorded a
charge of $9 million (net of an income tax benefit of $5 million) as a cumulative effect of a change in
accounting principle in connection with its adoption of EITF 03-16 as of July 1, 2004. This charge
related to certain investments in limited liability partnerships held by Enterprises.

FIN 46-R. See discussion of the adoption of FIN 46-R within the “Variable Interest Entities”
discussion above.
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SFAS No. 143. SFAS No. 143 provides accounting guidance for retirement obligations (whether
statutory, contractual or as a result of principles of promissory estoppel) associated with tangible long-
lived assets. Exelon adopted SFAS No. 143 as of January 1,:2003 and recorded income of $112
million (net of income taxes) as a cumulative effect of a change in accounting principle in connection
with its adoption of this standard in the first quarter of 2003. The components of the cumulative effect
of a change in accounting principle, net of income taxes, were as follows:

Generation (netofincome taxes of $52) .. .. ... . e $ 80
Generation’s investments in AmerGen and Sithe (net of income taxes of $18) ............... - 28
ComEd (net of income taxes of $0) . ... , 5
Enterprises (net of income taxes of $(1)) ............. e e . f_(_1)

Total ..o e e e e .. %112

The following tables set forth Exelon’s net income and basic and diluted earnings per common
share for the years ended December 31, 2004, 2003 and 2002, adjusted as if SFAS No. 143, FIN 46-R
and EITF 03-16 had been applied during those periods. SFAS No. 143, FIN 46-R and EITF 03-16 had
adoption dates of January 1, 2003, March 31, 2004 and July 1, 2004, respectively.

, 2004 2003 2002
Reported income before cumulatnve effect of changes in accountlng _ a ,
principles ... . . e e e e e e, $1,841 -$793 $1,670
Pro forma earnings effects (net of income taxes): - - :
EITF03-16 ..t e e P )] —_ (6)
FINAB-R ... ..o, e : — 32 —_
SFAS NO. 143 L i i i e e e — — 27
Pro forma income before cumulative effect of changes in accountlng '
pnnmples eattaceeacacesaniiaiaeas A, $1,840 $825 $1,691
Reported netincome ......... e e $1,864 $905 * $1,440
Pro forma earmngs effects (net of income taxes) E ‘ ‘ -
EITFO3-16 ..........cciiioinnnal e e H — (6)
FINAG-R . i i e e e et e e = 32 —_
SFAS NO. 143 ... e e e e S — —_- -, 27
Reported cumulative effects of changes in accountmg pnncnples '
EITF 0318 .. i i e e e e e e e Lo 9 — —
FIN4G-R ......... e e " (32) — —
SFAS NO. 143 . i e e = (112) - —
SFASNo. 142 ............... e e - — 230

Pro forma netincome ............... R $1,840 §$825 $1,691
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2004 2003 2002

Basic earnings per common share:

Reported income before cumulative effect of changes in accounting principles ... $2.79 $1.22 $2.59
Pro forma income before cumulative effect of changes in accounting principles ... $2.79 $1.27 $2.62
Reported NELiNCOME ...\ttt ittt e et ettt e et $2.82 $1.39 $2.23
Pro forma net inComeE ..ottt e e e $2.79 $1.27 $2.62

2004 2003 2002

Diluted earnmgs per common share:
Reported income before cumulative effect of changesin accountmg '
058 1o1] 1 L=1- 20 AN $2.75 $1.21 $2.57

Pro forma income before cumulative effect of changes in accounting’
o131 Vo1]o) (=1 R $2.75 $1.26 $2.60
Reported NELINCOME . ... ottt it e e e et e e $2.78 $1.38 $2.22

Pro forma Net iNCOME . .. ottt et e e e e e e e e e e $2.75 $1.26 $2.60

2. Acquisitions and Dispositions

On December 20, 2004, Exelon entered into an Agreement and Plan of Merger (Merger Agreement)
with Public Service Enterprise Group Incorporated (PSEG), a holding company for an electric and gas
utility company primarily located and serving customers in New Jersey, whereby PSEG will be merged
with and into Exelon (Merger). Under the Merger Agreement, each share of PSEG common stock will be
converted into 1.225 shares of Exelon common stock. As of December 31, 2004, PSEG's market
capitalization was over $12 billion. Additionally, PSEG, on a consolidated basis, has approximately $14
billion of outstanding debt which will become part of Exelon’s consolidated debt.

The Merger Agreement contains certain termination rights for both Exelon and PSEG, and further
provides that, upon termination of the Merger Agreement under specified circumstances, (i) Exelon
may be required to pay PSEG a termination fee of $400 million plus PSEG's transaction expenses up
to $40 million and (ii) PSEG may be required to pay Exelon a termination fee of $400 million plus
Exelon's transaction expenses up to $40 million. The Merger Agreement has been unanimously
approved by both companies’ boards of directors but is contingent upon, among other things, the
approval by shareholders of both companies, antitrust clearance and a number of regulatory approvals
or reviews by Federal and state energy authorities. The parties have made certain of the regulatory
filings to obtain necessary regulatory approvals. It is anticipated that this approval process will be
completed and the Merger will close within 12 months to 15 months after the announcement of the
Merger Agreement in December 2004.

The Merger will be accounted for as a purchase under accounting principles generally accepted in
the United States of America. Under the purchase method of accounting, the assets and liabilities of
PSEG will be recorded, as of the completion of the Merger, at their respective fair values and added to
those of Exelon. The reported financial condition and results of operations of Exelon after completion of
the Merger will reflect PSEG’s balances and results after completion of the Merger, but will not be
restated retroactively to reflect the historical financial position or results of operations of PSEG.

Exelon has capitalized external costs associated with the Merger since the execution of the
Merger Agreement on December 20, 2004. Total capitalized costs as of December 31, 2004 were $10
million. External costs of $7 million incurred prior to the execution of the Merger Agreement were
expensed.

Acquisition and Disposition of Generation Entities

Sale of Ownership Interest in Boston Generating, LLC. On May 25, 2004, Generation completed
the sale, transfer and assignment of ownership of its indirect wholly owned subsidiary Boston
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Generating, which owns the companies that own Mystic 4-7, Mystic 8 and 9 and Fore River generating
facilities, to a special purpose entity:owned by .the lenders under Boston Generatlngs $1 .25 bllhon
credit facility (Boston Generating Credit Facility). : _

The sale was pursuant to a settiement agreement reached with Boston Generating's lenders on
February 23, 2004. The .FERC approved the. sale of Boston Generating on: May 25, 2004.
Responsibility for plant operations and power marketing actrvrtres were transferred to the lenders
special purpose entnty on September 1,2004. C o

In connection with the settlement reached on February 23, 2004 Exelon Generatron the Ienders
and Raytheon Company (Raytheon), the guarantor of the obligations of the turnkey contractor, under
the projects’-engineering, procurement and construction agreements, entered into a global settlement
of all drsputes relatmg to the constructlon of the Mystrc 8 and 9 and Fore River generatmg facilities.

In connectlon with the decnsron to transrtron out of Boston Generating and the generatlng units,
Exelon recorded during the third quarter of 2003 an impairment charge of long-lived assets pursuant to
SFAS No. 144 of $945 million ($573 million net of income taxes) in operating expenses within its
Consolidated Statements of Income.

Boston Generating was reported in the Generation segment of Exelon's consolidated financial
statements prior to its sale. At the date of the sale, Boston Generating had approximately $1.2 billion in
assets, primarily consisting of property, plant and equipment, and approximately $1.3 billion of liabilities
of which approximately $1.0 billion was debt outstanding under the Boston Generating Credit Facility.
As of the date of transfer, these amounts were eliminated from Exelon’s Consolidated Balance Sheets.
As a result of Boston Generating's liabilities being greater than its assets at the time of the sale,
transfer and assignment of ownership, Exelon recorded a gain of $85 million ($52 million net of income
taxes) in other.income and deductions within the Consolidated Statements of Income in the second
quarter of 2004. In connection with the sale, Exelon recorded a liability associated with an existing
guarantee by its subsidiary Exelon New England Holdings, LLC (Exelon New England) of fuel purchase
obligations of Boston Generating. Due to the existence of this guarantee and in accordance with SFAS
No. 144 and EITF Issue No. 03-13, “Applying the Conditions in Paragraph 42 of FASB Statement No.
144, ‘Accounting for the Impairment or Disposal of Long-Lived Assets,’ in .Determining Whether to
Report Discontinued Operations” (EITF 03-13), Generation determined that it had retained risk and
continuing involvement associated with the operations of Boston Generating and, as a result, the
results of Boston Generating have not been classified as a discontinued  operation ‘within -Exelon’s
Consolidated Statements of Income. See Note 20—Comm|tments and Contlngencres for further
information regarding the guarantee :

Exelon’s Consolidated Statements of lncome rnclude the followmg results related to Boston
Generating: _ :

72004 2003 2002

Operating revenues ................ T P $248 $618 $39
Operatingloss@.................. e e et et s (49) (954) . (2)
InCome (10SS) ) L. i e e e e e e e .- . 21 (583)- (3)

(a) The operating loss in 2003 included an impairment loss of $945 million ($573 million net of income taxes) related to Boston
Generating's long-lived assets.

(b) Net income for 2004 included an after-tax gain of $52 million related to the sale of Boston Generating in the second quarter
of 2004.
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See Note 4—Selected Pro Forma and Consolidating Financial Information for the effect of the sale
of Boston Generating as if the transaction had occurred on January 1, 2003 and was excluded from
Exelon’s results from that date.

- Sithe. See Note 3—Sithe for information regarding Generation’s investment in Sithe and Note
25—Subsequent Events for information regarding Generation’s sale of Sithe on January 31, 2005.

Acquisition of Sithe International. On October 13, 2004, Generation acquired a 100% interest in
Sithe International in exchange for cancellation of a $92 million note. Sithe International, through its
subsidiaries, has a 49.5% interest in Termoeléctria del Golfo (TEG) and Termoeléctrica Pefioles (TEP),
two generating facilities in Mexico that began commercial operation in the second quarter of 2004.
Effective January 26, 2005, Sithe International's name was changed to Tamuin International, Inc.

AmerGen Energy Company, LLC. On December 22, 2003, Generation purchased British Energy
pic's (British Energy) 50% interest in AmerGen Energy Company, LLC (AmerGen). The resolution of
purchase price contingencies related to the valuation of long-lived assets was finalized during the
fourth quarter of 2004, reflecting the final purchase price of $267 million after working capital
adjustments. ' ‘

Prior to the purchase, Generation was a 50% owner of AmerGen and had accounted for the
investment as an unconsolidated equity method investment. From January 1, 2003 through the date of
closing, Generation recorded $47 million ($28 million, net of tax) of equity in earnings of
unconsolidated affiliates related to its investment in AmerGen and recorded $382 million of purchased
power from AmerGen. The book value of Generation’s investment in AmerGen prior to the purchase
was $316 million.

The transaction was accounted for as a step acquisition. As such, upon consolidation, Generation
was required to allocate its $316 million book value to 50% of AmerGen’s equity book value. The
difference between Generation's investment in AmerGen and 50% of AmerGen’s equity book value of
approximately $227 million was primarily due to Generation not recognizing a significant portion of the
cumulative effect of the change in accounting principle at AmerGen related to the adoption of SFAS
No. 143. Generation reduced AmerGen’s equity book value through the reduction of the book value of
AmerGen’s long-lived assets. ’

Exelon recorded the acquired assets and liabilities of AmerGen (remaining 50%) at fair value as of
the date of purchase. The following assets and liabilities, after final purchase accounting adjustments,
reflecting the equity basis and fair value adjustments discussed above, of AmerGen were recorded
within Exelon’s Consolidated Balance Sheets as of the date of purchase:

Current assets (including $36 million of cash acquired) ............. ... .. ... ... ... ..., $ 116
Property, plant and equipment, including nuclearfuel .. ..... ... ... ... .. .. .. .. .. ... ... 111

Nuclear decommissioning trust funds . ... o i e 1,108
Deferred debits and Other @sSets . .. ...ttt e e 30
Current liabilities .. ... ... . e e e (140)
Asset retirement obligation . .. .. ... ... e (496)
Deferred credits and other liabilities ............... P (106)
LONG-termM dEDt .o e (40)
Totalequity ... ... ... e $ 583
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_ The assets and liabilities of AmerGen were included in Exelon's Consolidated Balance Sheets as
of December 31, 2004 and 2003, and AmerGen’s results of operatlons were included in Exelon’s
Consoltdated Statement of Income for the year ended December 31, 2004. :

In connectton Wlth the purchase of Umt No 1 of the Three Mile Island (TMI) facnllty by AmerGen in
2000, AmerGen entered into an agreement with the seller whereby the seller would receive additional
consideration based upon future power purchase prices through 2009. Under the terms of the
agreement, approxrmately $7 million had been accrued at December 31, 2004, which will be payable to
the former owner of the TMI facility in the fi rst quarter of 2005. This payment represents contingent
consideration for the original acquisition and has accordmgly been reflected as an increase to the long-
lived assets associated with the TMI facnllty, and will be depreCIated over the remaining useful life of
the facility.

, Acqursmon of Generat/ng Plants from TXU. On Apnl 25 2002, Generation acqurred two natural-
gas generation plants with & total of 2,334 MWs of capacity from TXU Corp (TXU) for an aggregate
purchase price of $443 million. Substantlally the entire purchase price was allocated to property, plant
and equipment. The transaction included a tolling agreement that provided for TXU to purchase power
from the plants during the months of May through Septembeér from 2002 through 2006. In December
2004, TXU and Generation terminated the original tolling agreement and entered into a new agreement
whereby TXU agreed to purchase 1,900 MWs of ‘capacity and related energy/ancillary services from
Generation through 2006. Upon termination of the original ‘agreement, Generation recelved'a cash
payment of $172 million. The resulting gatn was deferred and will be recognlzed as tncome over the
contractual term of the new agreement.’

Disposition of Enterprises Entities

Exelon Thermal Holdings, Inc. On June 30, 2004, Enterprises sold the Chtcago businesses of
Exélon Thermal Holdlngs Inc. (Thermal) for net cash proceeds of $134 million and expected proceeds
of $2 million from a working capital seftlement, resulting in a pre-tax gain of $45 million. Prior to
closmg, Enterprlses repaid $37 mtlllon of related debt resultlng in prepayment penalttes of $9 million. ™

'On September 29, 2004, Enterprlses sold ETT Nevada, Inc., the holding company for its
mvestment in Northwind Aladdm LLC for a net cash outflow of $1 million, resulttng ina pre -tax loss of
$3 m|ll|on

On October 28 2004, Northwmd Windsor, of Wthh Enterprises owned a 50% lnterest sold
substantially all of its assets, prowdlng Enterpnses w1th cash proceeds of $8 million, resultmg in a pre-
tax galn of $2 million. o I . S

See Assets and Ltabtlltles Held for Sale below for dlscussmn of the classmcatton of. the Thermal
assets and |Iabl|ltles as held for sale as of December 31,:2003.. :

Exelon Serwces inc. Durlng 2004 Enterpnses dlsposed of or wound down all of the operatmg
businesses of Exelon Services, Inc. (Exelon Services), including Exelon Solutions, the mechanical
services businesses and the Integrated Technology Group. Total expected proceeds and the net pre-
tax gain on sale recorded during 2004 related to these dispositions were $61 million and $9 million,
respectively. Pre-tax impairment charges of $5 million and $14 million reiated to Exelon Services’
tangible assets were recorded in 2004 -and 2003, respectively. Exelon Services also recarded a pre-tax
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charge of $24 million in 2003 to impair its remaining goodwill. As of December 31, 2004, Exelon
Services had remaining assets and liabilities of $74 million and $22 million, respectively, which
primarily consisted of tax assets, affiliate receivables and- payables; and sales proceeds to be
collected. See Assets and Liabilities Held for Sale below for information regarding the classification of
the assets and llabllltIeS of Exelon Services as held for sale as of December 31, 2003.

PECO TelCove. On June 30, 2004, Enterpnses sold its investment in PECO TelCove, a
communications joint venture, along with certain’ telecommunications assets, for proceeds of $49
million. A pre-tax gain of $9 million was recorded in other income and deductions on Exelon’s
Consolidated Statements of Income. An lmpalrment charge of $5 million (before income taxes) related
to the telecommunications assets had been recorded in the fourth quarter of 2003.

InfraSource. On September 24, 2003, Enterprises sold the electric construction and services,
underground and telecom businesses of InfraSource Cash proceeds to Enterprises from the sale were
approximately $175 million, net of transaction costs and cash transferred to the buyer upon sale, plus a
$30 million subordinated note receivable maturing in 2011. At the time of closing, the present value of
the note receivable was approximately $12 million. The note was collected in full during the second
quarter of 2004, resulting in pre-tax income' of $18 million. In connection with the transaction,
Enterprises entered into an agreement that may result in certain payments to InfraSource if the amount
of services Exelon purchases from InfraSource during the period from closing through 2006 is below
specified thresholds. Due to Exelon’s ongoing involvement with InfraSource through this agreement
and in accordance with SFAS No. 144 and EITF 03-13, the results of InfraSource have not been
classified as a discontinued operation within Exelon’s Consclidated Statements of Income.

In connection with the agreement to sell InfraSource, Enterprises recorded an impairment charge
during the second quarter of 2003 of approximately $48 million (before income taxes and minority
interest) pursuant to SFAS No. 142 related to the goodwill recorded within the InfraSource reporting
unit. Management of Enterprises primarily considered .the negotiated sales price and the estimated
book value of InfraSource at the time of the closing of the sale in determining the amount of the
goodwill impairment charge. In connection with the closing of the sale in the third quarter of 2003,
Enterprises recorded a pre-tax gain of $44 million, primarily due to the book value of InfraSource at the
date of closing being lower than estimated in the second quarter of 2003. The net impact of the
goodwill impairment in the second quarter and the gain recorded in the third quarter was a pre-tax loss
and minority interest of $4 million for the year ended December 31, 2003. The net impact was recorded
as an operating and maintenance expense within the Consolidated Statements of Income.

Sale of Investments. On December 1, 2004, Enterprises sold its limited partnership interest in
EnerTech Capital Partners ll, L.P. and its limited liability company interests in Kinetic Ventures |, LLC
and Kinetic Ventures II, LLC for $8 million in cash and the assumption by the buyers of approximately
$10 million in unfunded capital commitments. Prior to the sale, in 2004, these investments were written
down to their expected sales price, resulting in pre-tax impairment charges totaling $18 mllhon As
such, there was no net gain or loss recorded assocnated with the sale.

Sale of Investment in AT&T Wireless. On April 1, 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.
Exelon recorded a pre-tax gain of $198 million ($116 million net of income taxes) on the $84 million
investment in other income and deductions on its Consolidated Statements of Income.
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The results of Thermal and Exelon Services have been included in income from continuing
operations within Exelon’s Consolidated Statements of Income (as opposed to discontinued
operatlons) as the impact on Exelon’s consohdated financial statements was not S|gmf cant

Investments in Synthetibc Fuel-Producing Faeitities

Synthetic fuel-producing facilities chemically change coal, including waste and.marginal coal, into
a fuel used at power plants. Section 29 of the Internal Revenue Code prowdes that tax credits are
available for the production of this synthetlc fuel.-

In November 2003, Exelon purchased interests in two synthetic fuel-producing facilities. The
purchase price for these facilities included a combination of cash, notes payable and contingent
consideration dependent upon the production level of the facilities. The notes payable recorded for the
purchase of the facilities were $238 million. Exelon’s right to acquire a fixed amount of tax credits
generated by the facilities was recorded as an |ntang|ble asset which is amortized as the tax credits
are earned. :

in July 2004, Exelon purchased an interest in a limited partnership that indirectly owns four
synthetic fuel-producing facilities. Exelon’s purchase price for these facilities included a combination of
a note payable and contingent consideration dependent upon the production levels of the facilities. The
note payable recorded for the purchase of the facilities was $22 million. Exelon’s right to acquire a
fixed amount of tax credits generated by the facilities was recorded as an intangible asset which is
amortized as these tax credits are earned. ‘

Private letter rulings have been received that affirm that the process used by the facilities will
produce a solid synthetic fuel that qualifies for tax credits under Section 29 of the Internal Revenue
Code.

Tax credits generated by the production of synthetic fuel are subject to a phase-out provision that
gradually reduces tax credits as the annual average wellhead price per barrel of domestic crude oil
increases into an inflation-adjusted phase -out range. For 2003, the tax credit would have begun to
phase out when the annual average wellhead price per barrel of domestic crude oil exceeded $50.14
and would have been completely phased out when the annual average wellhead price per barrel of
domestic crude oil reached $62.94. The 2004 and 2005 phase-out range will be calculated using
inflation rates published in 2005 and 20086, respectively, by the Internal Revenue Service.

If domestic crude oil prices remain-high in 2005, the tax credits and net income generated by the
investments may be reduced substantially. The intangible asset recorded by Exelon related to its
investments in these facilities could become impaired if domestic crude oil prices continue to increase
in the future. See Note 9—Intang|ble Assets for addmonal lnformatlon regardmg the mtanglble assets

Exelon’s mvestments in synthe’uc fuel-producmg facilities: mcreased net income by $70 million and
$5 million in 2004 and 2003, respectively. The increase in net income is reflected in the Consolidated
Statements of Income as a benefit within income taxes, partially offset by charges to operating and
maintenance expense, depreciation and amortization expense, interest expense and equity in losses of
unconsolidated affiliates. See Note 13—Income Taxes for information regardlng the effect of these
investments on Exelon’s effective income tax rate. -
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Investments in Affordable Housmg

On October 15 2004 and November 12, 2004 Exelon sold investments in affordable housing for
total proceeds of $78 million and recognized a net gain on sale of $4 million before income taxes. Of
the total proceeds, $2 million is being held in escrow pending possrble purchase price adjustments.

Assets and Ltablllttes Held for Sale

There were no assets or hablhtles classmed as held for sale as of December 31 2004 The major
classes of assets and liabilities classified as held for sale within Exelon's Consolidated Balance Sheet
as of December 31, 2003 consisted of the following:

December 31,2003 R ‘ . o -  . Generation Enterprises Total
Cash ........ et e e M e e e et $— $ 11 $ 1
Accounts receivable, net ......... e e e e e ‘ — 59 - B9
Othercurmment @ssets . ..o i e e e e — 24 . 24
Property, plant and equipment, net .. — 86 86
Otherlong-termassets. ..............civeia... [ e .36 26 62
Tota! assets classified as held forsale ........ PR U ST ?@ v $206  $242
becember31,2003 ’ ' ‘ ‘. s ) " Generation Enterprises Total
Accounts payable, accrued expenses and other current liabilities .. ... ... $— $44 $ 44
Dbt .. e e — 1 1
Asset retirement obligation ............... e — 3 3
Other long-term liabilities ........... ... ..o i = 13 13
Total liabilities classified asheldforsale ........... ... ... .. §: $ 61 $ 61

Generation. Generatlon classnfed three gas turbines with'a book value of $36 million as held for
sale as of December 31, 2003 The turbines were sold dunng the first quarter of 2004 for proceeds of
$42 million, resultmg in ‘a gain of $6 mllhon In antrcnpatlon of their sale in 2004, these turbines had
been classified as other long term assets as they had not been placed into service.

‘Enterprises. As of December 31, 2003, the assets and liabilities of certain entities of Thermal and
Exelon Services were classified as held for sale. The assets and liabilities of Thermal classified as held
for sale were $120 million and $18 million, respectively, at December 31, 2003. The assets and
liabilities of Exelon Services classified as held for sale were $86 million and. $43 million, respectively, at
December 31, 2003. Enterprises recognized impairment charges totaling. $14 million (before income
taxes) under SFAS No. 144 related to the assets of Exelon Services that were classified as held for
sale during the year ended December 31, 2003: These assets and liabilities were reported under the
Enterprises segment in Note 22—Segment Information. See “Disposition of Enterpnses Entities” above
for information regardlng the dlsposmon of these businesses in 2004.

3. Sithe. S

Sithe is primarily engaged in-the ownership and operation of electric wholesale generating facilities
in North America. At December 31, 2004, Sithe operated nine power units with total average net
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capacity of 1,323 MWs. Described below is a series of transactions in 2004 and 2003 involving
Generation’s investment in Sithe that ultimately resulted in the sale of Generation’s ownership interest
in Sithe to a third party on January 31, 2005 See Note 25—Subsequent Events fora further discussmn
of the sale transaction. : S .

' Exercise of Call Option and Subseduent Agreement to Sell. On November 25. 2003, Generation,
Reservoir Capital Group (Reservoir) and Sithe completed a series of transactions resulting in
Generation and Reservoir each indirectly owning a 50% interest in Sithe (Generation owned 49 9%
prior to November 25, 2003). See below for further details regarding these 2003 transactions.

Both Generation's and Reservoir's 50% interests in Sithe were subject to put and call options. On
September 29, 2004, Generation exercised its call option and entered into an agreement to acquire
Reservoir's -50% interest in Sithe for $97 million. On November 1, 2004, Generation entered into an
agreement to sell Sithe to Dynegy Inc. (Dynegy) for $135 million in cash. On January 31, 2005,
Generation completed the closing of the call exercise and the sale of the resulting 100% interest in
Sithe. The sale did not include Sithe International, Inc., WhICh was sold toa subsndiary of Generatlon in
a separate transactron described below.

Acqursmon of Sithe International, Inc. Sithe International, through its sub5|d|anes ‘has 49.5%
interests in two Mexican business trusts that own the TEG and TEP power stations, two 230 MW
petcoke-fired generating facilities in Tamuin, Mexico that commenced commercial operations in the
second quarter of 2004. On October 13, 2004, Sithe transferred all of the shares of Sithe International,
Inc. and its subsidiaries to a subsidiary of Generation in exchange for cancellation of a $92 million
note, which is eliminated -as part of the consolidation of Sithe. Effective January 26, 2005, Sithe
International's name was changed to Tamuin International Inc.

2003 Transactions. On November 25, 2003, Generation, Reservoir and Sithe completed a series
of transactions resulting in Generation and Reservoir each indirectly owning a 50% interest in Sithe.
Immediately prior to these transactions, Sithe was owned 49.9% by Generation, 35.2% by Apollo
Energy, LLC (Apolio), and 14.9% by : sub5|d|ar|es of Marubeni Corporation (Marubeni).

On November 25, 2003, entities controlled by Reservoir purchased certain Sithe entities holding
six U.S. generating facilities, each a qualifying facility under the Public Utility Regulatory Policies Act, in
exchange for $37 million ($21 million in cash and'a $16 million two-year note); and entities controlled
by Marubeni purchased all of Sithe's entities and facilities outside of North America (other than Sithe
Energies Australia (SEA) of which it purchased a 49.9% interest on November 24, 2003 and the
remaining 50.1% interest on May 27, 2004 for separate consideration) for $178 million.

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

Guarantees.’ In connection with the 2003 transactions, Generation recorded obligations related to
$39 million of guarantees in accordance with FIN 45. These.guarantees were issued to protect
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Reservoir from credit exposure of certain counter-parties through 2015 and other indemnities. In
determining the value of the FIN 45 guarantees, Generation utilized probabilistic models: to assess the
possibilities of future payments under the guarantees. These guarantees were reversed upon:the
consolidation of Sithe in accordance with FIN 45 as this liability was associated with guarantees for the
performance of a consolidated entity. The consolidation of Sithe in accordance with FIN 46-R resulted
in Exelon recording income of $32 million (net of income taxes), which included the reversal of the
aforementioned guarantees, as a cumulatrve effect of a change in accounting principle durrng the first
quarter of 2004.

Accounting Prior fo the Consolidation of Sithe on March 31, 2004. Generation had accounted for
the investment- in Sithe as an unconsolidated equity method investment prior.to its consolidation, on
March 31, 2004 pursuant to FIN 46-R. See Note 1—Significant Accounting Policies for further
discussion. In 2003, Generation recorded impairment charges of $255 million (before income taxes) in
other income and deductions within the Consolidated Statements of Income associated with a decline
in the fair value of the Sithe investment, which was considered to be other-than-temporary.
Generation’s management considered various factors in the decision to impair this investment,
including management's negotiations to sell its interest in Sithe. The discussions surrounding the sale
indicated that the fair value of the Sithe mvestment was: below its book value and, as such, rmpalrment
charges were required.

* The book value of Generation’s investment in Sithe immediately prior to its consolidation on March
31, 2004 was $49 million. For the year ended December 31, 2004, Exelon recorded $2 million of equity
method losses from Sithe prior to its consolidation. For the year ended December 31, 2003 and 2002,
Exelon recorded $2 million and $23 million of equity method income, respectively, related to its
investment in Sithe.

" Consolidation of Sithe as of March 31, 2004. As a result of the 2003 transactions referred to
above, the consohdatron of Sithe at March 31, 2004 was accounted for as a step acqursrtlon pursuant
to purchase accounting policies. Under the provisions of FIN 46-R, the operating results of Sithe were
mcluded in Exelon s results of operations beginning Apnl 1, 2004 ,

- .+ The condensed consolldatrng financial mformatlon included m Note 4—Selected Pro Forma and
Consolidating Fmancral Information (Unaudited) presents the fi nancial position of Exelon and Sithe, as
well as consolrdatlng entrres related prlmanly to acquisition notes payables and receivables between
Exelon and Sithe. » ,

- Intangible Assets. Sithe had entered into a tolling arrangement (Tolling Agreement) with Dynegy
Power Marketing and its affiliates with respect to Sithe’s Independence Station. The Tolling Agreement
commenced on July 1, 2001 and runs through 2014. Additionally, Sithe has entered into an energy
purchase agreement (Energy Purchase Agreement) with a counterparty relating to the Independence
Station, which continues through 2014. As a result of the acquisition accounting described above,
values were assigned to the Tolling Agreement and the Energy Purchase Agreement of approximately
$73 million and $384 million, respectively, which have been recorded as intangible assets on Exelon’s
Consolidated Balance Sheets in deferred debits and other assets. These amounts were determined
based on fair value techniques utilizing :the contract.terms and various' other estimates mcludlng
forward power prices, discount rates and option pricing models.
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The intangible assets representing the Tolling Agreement and the Energy Purchase Agreement
are being amortized on a straight-line basis over the lives of the associated agreements. See Note 9—
Intangible Assets for further information regarding Exelon’s intangible assets.

Long-Term Debt and Letters of Credit. Substantially all of Sithe's property, plant and equipment
and project agreements secure Sithe's outstanding long-term debt, which consists primarily of project
debt. During 2003, Sithe entered into an agreement with Exelon and Generation under which Exelon
obtained letters of credit to support contractual obligations of Sithe and its subsidiaries. As of
December 31, 2004, Exelon had obtained $61 million of letters of credit in support of Sithe’s obligations
not including a $50 million letter of credit that is not guaranteed by Exelon. With the exception of the
issuance of letters of credit to support contractual obligations, the creditors of Sithe have no recourse
against the general credit of Exelon or Generation.

4. Selected Pro Forma and Consolidating Financial Information (Unaudited)

The following unaudited pro forma financial information gives effect to the acquisition on
December 22, 2003 of the remaining 50% interest in AmerGen by Generation and the sale of Boston
Generating by Generation on May 25, 2004, in each case, as if the transaction had occurred on
January 1, 2003.

Exelon Sale of Pro
As Boston Eliminating Forma
% Reported  Generating Entries Exelon
Total operating revenues ............. $14,515 $248 $—  $14,267
Operating income (loss) .............. 3,433 (49) — 3,482
Income before cumulative effect of E
changes in accounting principles ..... 1,841 21 — . 1,820
- Exelon Acquisition Sale of Pro
: As of 50% of Boston Eliminating Forma
_Z_(E . - Reported AmerGen Generating Entries® Exelon
Total operating revenues ............. - $15,812 - $623 $618 $(382) $15,435
Operating income (loss) ......... P C 2,277 © 99 (954) — 3,330
Income (loss) before cumulative effect of ‘ :
changes in accounting principles ..... - 793 89 (583) 47) 1,418

{a) Represents the elimination of intercompany revenues at AmerGen and equity in earnings from AmerGen in 2003.
The above unaudited pro-forma financial mformatlon should not be relied upon as being indicative

of the historical results that would have been obtained if the transactions had actually occurred in prior
periods nor of the results that might be obtalned in the future. .
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Condensed Consolidating Balance Sheet at December 31, 2004

The following condensed consolidating financial information presenté the"_‘ﬁnaAnciaI position of
Exelon and Sithe, as well as eliminating entries, related primarily to acquisition notes payable and
receivables between Generation and Sithe.

) Pro Forma Eliminating . - Exelon
December 31, 2004 . Exelon Sithe Entries As Reported

Assets )

Current @ssets . ... et e $ 3,951 $ 336 $(361) $ 3,926
Property, plant and equipment,net ........ ... ... .. ... 21,212 270 —_ 21,482
Othernoncurrentassets ........ ..o, ‘ 16,643 750 (31) 17,362
Totalassets ........... , $41,806 ‘$1,356 $(392) $42,770
Liabilities and shareholders’ equity

Currentliabilities ......... .ot $ 4920 $ 323 $(361) $ 4,882
Long-termdebt ........ e e e, e 11,363 785 — 12,148
Other long-term liabilities@ ............. ... ... ... . ..., 16,013 181 36 16,230
Shareholders’ equity® . .................. PP 9,510 67 (67) 9,510
Total liabilities and shareholders’ equity . ....... U $41,806 $1,356 $(392)  $42,770

(a) Includes minority interest in consolidated subsidiaries.
(b) Includes preferred securities of subsidiaries.

5. Regulatory Issues
Energy Delivery

PJM Integration. On June 2, 2003, ComEd began receiving electric’ transmission reservation
services from PJM Interconnection, LLC (PJM) and transferred control of ComEd's Open Access Same
Time Information System to PJM. On April 27, 2004, the FERC issued its order approving ComEd's
application to complete its integration into’ PJM, subject to certain stipulations, including a provision to
hold certain utilities in Michigan and Wisconsin harmless from the associated impacts for ComEd to
join PJM. ComEd agreed to these stipulations and fully integrated its transmission facilities into PJM on
May 1, 2004. In the fourth quarter of 2004, ComEd entered into settlement agreements with all such
Michigan and Wisconsin utilities requiring a total payment of approximately $4 million by ComEd.
FERC has approved these agreements and payment is expected to be made in the first quarter of
2005.

Through and Out Rates. In November 2004, the FERC issued two orders authorizing ComEd
and PECO to recover from various entities revenue representmg amounts ComEd and PECO will lose
as a result of the elimination of through and out (T&O) charges, for energy flowing across’ ComEd’s
and PECO’s transmission systems, that were terminated pursuant to the FERC orders effective
December 1, 2004. The collection of this revenue will be over a transitional period of December 1,
2004 through March 31, 2006. Several parties have sought rehearing of the FERC orders and there
likely will be appeals filed in the matter after the rehearing order is issued. During 2004 prior to the
termination of T&O charges, ComEd and PECO collected net T&O charges of approximately $50
million and $3 million, respectively. As a result of this proceeding, ComEd may see reduced net
collections, and PECO may be come a net payer of these charges. The ultimate outcome of this
proceeding is uncertain and may have a material adverse effect on ComEd’s and PECO's financial
condition, results of operations or cash flows.
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Delivery Service Rates. On March 3, 2003, ComEd entered into, and the ICC subsequently
entered orders to implement, an agreement (Agreement) with various lllinois retail market participants
and other interested. parties that settled, among other things, delivery service rates -and the market
value index proceeding and facilitates competitive service declarations for large-load customers and an
extension of ComEd’s PPA with Generation. .The effect of the Agreement is to lower competitive
transition charge (CTC) collections that ComEd receives from customers who take electricity from an
alternative electric supplier or under.the purchase power option (PPO) through 2006. The Agreement
also allows customers to-lock in current CTCs for multiple 'years. In 2004 and 2003, ComEd collected
$169 million and $304 million in CTC revenues, respectrvely

In 2003 ComEd recorded a charge to earnrngs associated with the required fundlng of specifi ed
programs and initiatives associated with the Agreement of $51 million (before income taxes) on a present
value basis. This amount was partially offset by the reversal of a $12 million (before income taxes)
reserve established in the third quarter of 2002 for a potential capital disallowance in ComEd’s delivery
services rate proceeding and a credit of $10 million (before income taxes) related to the capitalization of
employee incentive payments provided for in the delivery services order. The charge of $51 million and
the credit of $10 million were recorded in operating and maintenance expense and the reversal of the $12
million reserve was recorded in other, net within Exelon’s Consolidated Statements of Income. The net
charge for these items was $29 million (before income taxes). In accordance with the Agreement, ComEd
made payments of $10 million and $23 million during 2004 and 2003, respectively.

Customer Choice. All ComEds retail customers are eligible to choose an alternative electric
supplier and most non-residential customers may also buy electricity from ComEd at market-based
prices under the PPO. No alternative electric. supplier has approval from the ICC, and no electric
utilities have chosen, to serve ComEd’s residential - customers. As of December 31, 2004,
approximately 22,100 non-residential customers, or 35% of ComEd's annual retail kilowatthour sales,
had elected either the PPO or an alternative electric supplier. Customers who receive energy from an
alternative supplier continue to pay a delivery charge.

All PECO customers may choose to purchase energy from an alternative electric supplier. As of
December 31, 2004, approximately 101,500 customers, representing approximately 8% of PECO's
annual kilowatthour sales, had elected o purchase their electric energy from an alternative electric
supplier. Customers who receive energy from an alternatrve electric supplier contrnue to pay dehvery
charges and CTCs.

Competitive Service Declaratlons On November 14; 2002, the ICC allowed ComEd, by
operation of law, to revise its provider of last resort.obligation to be the back-up energy supplier at
market-based rates for certain customers with energy demands of at least three MWs. About 370 of
ComEd's largest energy customers are affected, representing an aggregate supply obligation or load of
approximately 2,500 MWs. These customers will-not have a right to take bundled service after June
2006 or to return to bundled rates if they choose an alternatlve supplier prior to June 20086.

On March 28 2003 the ICC approved changes to ComEd's real-time pricing tarrff for non-
residential customers, including those with energy demands of at least three MWs, who choose hourly
energy supply for thelr electnc power and energy The ICC orders were affi rmed on appeal

Exelon cannot predlct the Iong-term |mpact of customer choice and customer service declaratlons
on its results of operations. :
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Rate Reductions and Return on Common Equity Threshold. The lllinois restructuring
legislation, as amended, required a 15% residential base rate reduction effective August 1, 1998 and
an additional 5% residential base rate reduction effective October 1, 2001. In addition, a base rate
freeze, reflecting the residential base rate reduction; is in effect through 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 lllinois legislation, if the two-year average of the earned return on common
equity of a utility through December 31, 2006 exceeds an established threshold, one-half of the excess
earnings must be refunded to customers. The threshold rate of return on common equity is based on a
two-year average of the Monthly Treasury Bond Long-Term Average Rates (20 years and above) plus
8.5% in the years 2000 through 2006. Earnings for purposes of ComEd’s threshold include ComEd’s
net income calculated in accordance with GAAP and reflect the amortization of regulatory assets.
Under Illinois statute, any impairment of goodwill would have no impact on the determination of the cap
on ComEd’s allowed equity return during the transition period. As a result of the lllinois legislation, at
December 31, 2004, ComEd had a regulatory asset related to recoverable transition costs with an
unamortized balance of $87 million that it expects to fully recover and amortize by the end of 2006.
Consistent with the provisions of the Illinois legislation, regulatory assets may be recovered in amounts
that provide ComEd an earned return on common equity within the lllincis legislation earnings
threshold. ComEd has not triggered the earnings sharing provision through 2004.

Rate limitations. Pursuant to a settlement agreement related to the merger of Exelon, Unicom
Corporation and PECO on October 20, 2000 (PECO/Unicom Merger) with the PUC, PECO is subject
to agreed-upon electric service rate reductions of $200 million, in aggregate, for the period January 1,
2002 through December 31, 2005, including $40 million in each of 2004 and 2005. As required by the
1998 electric restructuring settlement and as modified' by the PECO / Unicom Merger-related
settlement agreement, PECO is subject to rate 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, and on its energy rates through December 31, 2010.

Nuclear Decommissioning Costs. In connection with the transfer of ComEd’s nuclear generating
stations to Generation, the ICC permitted ComEd to recover $73 million per year from retail customers
for decommissioning for the years 2001 through 2004 and, depending upon the portion of the output
from those stations taken by ComEd, up to $73 million annually in 2005 and 2006. Because ComEd is
not expected to take all of the output of these stations, actual collections are expected to be less than
$73 million annually in 2005 and 2006. Subsequent to 2006, there will be no further recoveries of
decommissioning costs from customers. Any surplus funds after a nuclear station is decommissioned
must be refunded to ComEd’s customers. The amounts collected by ComEd from retail customers are
remitted to Generation. See Note 14—Nuclear Decommissioning and Spent Fuel Storage.

Effective January 1, 2004, the PUC approved an adjustment to PECO’s nuclear decommissicning
cost adjustment clause permitting PECO to recover an additional $3.6 million annually, or $33 million
compared to $29 million previously. The amounts recovered by PECO are remitted to Generation upon
collection. \ . v

Open Access Transmission Tariff. On November 10, 2003, the FERC issued an order allowing
ComkEd to put into effect, subject to refund and rehearing, new transmission rates designed to reflect
nearly $500 million of infrastructure investments made since 1998; however, because of the lllinois
retail rate freeze and the method for calculating CTCs, the increase is not expected to significantly
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increase operating revenues until December 31, 2006. During the third quarter of 2004, a settlement
agreement was reached which was approved by the FERC during the fourth quarter of 2004, whrch
established new rates that became effectnve May 1, 2004 ‘ : :

Generatlon

Service Life Extension. Upon the December 2003 acqwsmon of the remammg 50% mterest in
AmerGen, Generation changed its accounting estimates related to the depreciation of certain
AmerGen generating facilities to conform with Generation’s depreciation policies. The estimated
service lives were extended by 20 years for the three AmerGen stations. These changes were based
on engineering and economic feasibility analyses performed by Generation. The service life extensions
are subject to approval by the Nuclear Regulatory Commission {(NRC) of renewals of the existing NRC
operating licenses. Generation has not applied for license renewals at the AmerGen facilities, but has
announced its plan to file a renewal request in 2005 for the Oyster Creek Nuclear Generating Station
(Oyster Creek), and is planning on filing for license renewals for TMI Unit 1 and the Clinton Nuclear
Power Station (Clinton) on a timeline consistent and integrated with the other planned hcense renewal
flmgs for the Generation nuclear fleet.

License Renewals. In December 2004, the NRC issued an order that will permit Oyster Creek to
operate beyond its license expiration in April 2009 if the NRC has not completed reviewing the
application for renewal. The application for Oyster Creek’s license renewal is anticipated to be filed by
August 2005 in order to comply with this agreement. On October 28, 2004, the NRC approved 20-year
renewals of the operating licenses for Generation's Dresden and Quad Cities generating stations. The
licenses for Dresden Unit 2, Dresden ‘Unit 3 and Quad Cities Units 1 and 2 were renewed to 2029,
2031 and 2032, respectively. On May 7, 2003, the operating licenses for Peach Bottom Unit 2 and
Peach Bottom Unit 3 were renewed to 2033 and 2034, respectively. Depreciation provisions are based
on the estimated useful lives of the stations, which assumes the renewal of these licenses for all
nuclear generating stations. As a result, these license renewals had no impact on the Consohdated
Statements of Income. : o :

6. Accounts Receivable

' Customer accounts receivable at December 31, 2004 and 2003 included unbllled revenues related
to unread meters for Energy Delivery and Exelon Energy Company customers of $482- million and
$452 million, respectively. Also included in customer accounts receivable was $385 million and $366
million at December 31, 2004 and 2003, respectively, related to Generation’s unbilled revenues for
amounts of energy delivered to customers in the month of December. The allowance for uncollectible
accounts at December 31, 2004 and 2003 was $93 mllhon and $110 mxlllon respectively. *

PECO is party to an agreement with a ﬁnanmal institution under WhICh it can sell or flnance with
limited recourse an undivided interest, adjusted daily, in-up to $225 million of designated accounts
receivable until November 2005. At December 31, 2004, PECO had sold a $225 million interest in
accounts receivable, consisting of a $179 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,” (SFAS No.
140) and a $46 million interest in special-agreement accourits receivable which was accounted for as a
long-term note payable and reflected on the consolidated balance sheet as long-term debt due within
one year. At December 31, 2003, PECO had sold a $225 million interest in accounts receivable,
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consisting of a $176 million interest in accounts receivable which PECO accounted for as a sale under
SFAS No. 140 and a $49 million interest in special-agreement accounts receivable which was
accounted for as a long-term note payable (see Note 12—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 requirement is met. At December 31, 2004 and 2003,
PECO met this reqwrement and was not required to make any cash deposits.

7. Property, Plant, and Equipment

A summary of property, plant and equment by asset category as of December 31, 2004 and
2003 is as follows:

Asset Category | : : : ‘ . ) 2004 - 2003 |

Electric—transmission and dlstnbutlon .............................................. $13,479 $12,644
Electric—generation . . .. .. o e e e i e 7,125 7,968
Gas—transmission and distribution ... .. ... . L 1,436 1,381
L0004 470 o TR N 501 492
Nuclearfuel.................... e, e e e S 2,926.. 2,568
Construction WOTK in Progress . . ..ot ittt e it e 593 862
Assetretirementcost ... . . e e 1,024 203
Other property, plant'and equipment(@ . e e 1,627 - 1,549
. Total property, plant and equipment ... ... P 28,711 - 27,667
Less accumulated depreciation (including accumulated amortization of nuclear fuel of

$1,976 and $1,596 as of December 31, 2004 and 2003, respectively) .............. 7,229 7,037

Property, plant and equipment, Net . ... ... i i i i e i i IR $21,482 $20,630

(a) Includes buildings under capital lease with a net carrying value of $43 million and $46 million at December 31, 2004 and
2003, respectively. The original cost basis of the buildings was $53 million and total accumulated amortization was $10
million and $7 million at December 31, 2004 and 2003, respectively.

Energy Delivery's depreciation expense, which is included in cost of service for rate purposes,
includes the estimated cost of dismantling and removing plant from service upon retirement. Beginning
in 2003, in accordance with new interpretations of regulatory accounting practice, collections for future
removal costs are recorded as a regulatory liability. For more information, see Note 21—Supplemental
Financial Information.

Effective July 1, 2002, ComEd decreased its depreciation rates based on a new depreciation study
reflecting its significant construction 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 was $96 million.
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8 Jorntly Owned Electrlc Utllrty Plant 7o it ' ‘ i

. Exelon’s. undivided ownershlp lnterests |n Jomtly owned electric plant at December 31 2004 and
2003 were as follows ; L

PRI )

Nuclear generation - ° - Fossil fuel generation
: . " 'Peach . o Co o Transmission/
e ) Quad Cities Bottom : :. Salem@ Keystone Conemaugh Wyman - . Other
- . . Lo N - o . PSEG i . - ,
Operator................ Generation Generation Nuclear Reliant ~ Reliant FP&L . b
Ownership interest ...... "75.00% - 50.00% 42.59% 20.99% 20.72%  5.89% {b.c)
Exelon’s share at
December 31,2004: =~ - . LT ‘ : e
Plant .............. $ 287 § 438 $. 127 $ 167  $ 212 8 .. 2 - $61
Accumulated
depreciation ...... 54 231 33 102 133 — 27
- Construction work in e ' - ‘ ’
progress ......... 39 16 7 81 - 5 1 — . —
Exelon’s share at - . o ’
December 31, 2003: R - :
Plant .............. $ 191 §$ 453 $ 106 $ 168 $ 210 % 2 _ $61
Accumulated ’ ' s T
depreciation ...... 18 239 24 106 138 — 26
Construction work in . g .
progress e 40’ L : 1 48 2 1 — —

(a) Generation also owns a propomonate share in the fossrl fuel combustron turbine, which is fully deprecuated The gross book
value was $3 million at December 31, 2004 and 2003.
{b) PECO has a 22.00% ownership of 127 miles of 500,000 voltage lines located in Pennsylvania and a 42.55% ownership of
- 151 miles of 500,000 voltage lines located in Delaware and New Jersey.
{c) Generation has a 44.24% ownership interest in Mernll Creek Reservoir located in New Jersey with a book value of $1 million
o at December 31, 2004 and 2003.

Exelons undivided ownership interests are financed with Exelon funds and all operations are
accounted for as if such participating interests were wholly owned facilities. Exelon’s share of direct
expenses of the jointly owned plants is included in the correspondrng operating expenses on the
. Consolrdated Statements of Income.

\.9' lntangible Assets .
Goodwrll

Adopt/on of SFAS No 142 Effective January 1, 2002, Exelon adopted SFAS No. 142. Pursuant to
SFAS No. 142, goodwill is no longer amortized; however, in addition to an initial assessment, goodwill
is subject to an assessment for impairment * at least annually, or more frequently, if events or
circumstances indicate that goodwill might be impaired. The impairment assessment is performed
using a two -step, fair-value based test. The t" rst step compares the fair value of the reportmg unit to its
carrylng amount, including goodwrll If the' carrylng ‘amount of the reportrng unit exceeds its fair value,
the second step is performed The second step compares ‘the carrying amount of the goodwnll to the
estimated fair value of the goodwrll If the falr value of goodwrll is less than the carrying amount, an
|mpalrment Ioss is reported as ‘a reductlon to goodwnll and a charge to operatlng expense.

- As of December’ 31, 2001 ‘Exelon's Consolidated Balance Sheets reflected approximately $53
billion in goodwill net of accuriulated amortization, ‘including $4.9 billion of goodwill, net of accumulated
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amortization, related to the PECO / Unicom Merger recorded on ComEd’'s Consolidated Balance Sheets,
with the remainder related to Enterprises. The first step of the transitional impairment analysis indicated
that Energy Delivery’s goodwill was not impaired but that an impairment did exist with respect to goodwill
recorded in Enterprises’ reporting units. 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, indicated a
total goodwill impairment of $357 million ($243 million, net of income taxes and mincrity interest). The fair
value of Enterprises’ reporting units was determined using discounted cash flow models reflecting the
expected range of future cash flow outcomes related to each of Enterprises’ reporting units over the life of
the investment. These cash flows were discounted to 2002 using a risk-adjusted discount rate. -

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

Enterprises goodwill impairment (net of incometaxes of (395)) ... ... i $(243)
Exelon Energy’s goodwill impairment (net of income taxes of ($8)) ......... ... i, (11)
Minority interest (net of income taxes of $4) .. .. .. . i e 11
Elimination of AmerGen negative goodwill (net of incometaxesof $9) ........ ... .. ... ... ... 13
Total cumulative effect of a change in accounting principle ........ ... . o i, $(230)

Accounting Methodology Under SFAS No. 142. The changes in the carrying amount of goodWill by
reportable segment (see Note 22—Segment Information) for the years ended December 31, 2003 and
2004 were as follows:

Energy i
Delivery  Enterprises Total
Balancesasof January 1,2003 ... ... ...ttt e $4,916 $76 $4,992
IMPaIrmENt (0SS & vttt ittt it it iaeiataaaan e — (72) (72)
Adoption of SFAS No. 143: @ S
Reduction of asset retirement obligation ............coveirnennnn.. - {210) — (210)
Cumulative effect of change in accounting prmcnple .................. 5 = 5
Resolution of certain tax matters ... ............ c;ceeeeeinenienennan. 8 — 8
L (7= O — 4) 4)
BalancesasofJanuary 1,2004 . ... ... ..ttt i 4,719 — 4,719
Resolutionof certaintaxmatters ... ... ... i i, 9) —_— (9)
PECO / Unicom Merger severance adjustments . . ....................... (5) - (5)
Balances as of December 31,2004 ........... ... .ol $4,705 $— $4,705

(a) See Note 14—Nuclear Decommissioning a‘nd' Spent Fuel Storage.

2004 Annual Goodwill Impairment Assessment. The annual goodwill impairment assessment was
performed as of November 1, 2004. The first step of the annual impairment analysis, comparing the fair
value of a reporting unit to its carrying value, including goodwill, indicated no impairment of goodwill. In
its assessment to estimate the fair value of the Energy Delivery reporting unit, Exelon used a
probability-weighted, discounted cash flow model with multiple scenarios. The determination of. the fair
value is dependent on many sensitive, interrelated and uncertain variables including changing interest
rates, utility sector market performance, capital structure, market prices for power, post-2006 rate
regulatory structures, operating and capital expenditure requirements and other factors.
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Changes from the assumptions used ‘in the impairment review could possibly result in a future
impairment loss of Energy Delivery’s goodwill, which could be material. lllinois legislation provides that
reductions to ComEd’s common equity resulting from goodwrll impairments will have no impact on the
determination of the rate cap on: ComEd S allowed equity return during the electricity industry
restructuring transition period through 2006. See Note—5 Regulatory Issues for further discussion of
ComEd’s earnings provisions. . :

2003 Goodwill Impairment Assessments. The 2003 annual goodwill impairment assessment was
performed as of November 1, 2003, and Exelon determined that goodwill was not impaired at Energy
Delivery but that the remaining goodwill at Exelon Services was fully impaired. Exelon recorded a pre-
tax charge of $24 million within operating and maintenance expenses during 2003 to fully impair the
goodwill that had been recorded within the Exelon Services reporting unit of the Enterprrses segment.

In connection with the sale of InfraSource in 2003, Exelon recorded a goodwill impairment charge
of approximately $48 million pre-tax to fully impair the goodwill recorded within the InfraSource
reporting unit of the Enterprises segment. Management of Exelon primarily considered the negotiated
sales price of InfraSource in determrnrng the amount of the goodwrll impairment charge. -

Other Intangible Assets

. Other Intangrble Assets Exelons other mtangrble assets, rncluded in deferred deblts and other
assets consisted of the following:

December 31, 2004 December 31, 2003

. Accumulated ’ ) Accumulated
Gross Amortization Net. Gross Amortization Net

Amortized intangible assets: e
Energy purchase agreement®@ . ... .......... $384 $(27) $357 $—

$— $—

Tolling agreement® .. ............ P £ ©(5) 68 — v— -

" Synthetic fuel |nvestments 1 - 264 o (56) - 208 241 4) 237

Other ....... e e i, 6 (6) —_ 6 = 6

Total amortized intangible assets ............. wooT2T 0 T (94) 633 ' 247 (4) 243
Other intangible assets: | v

lntangrble pension asset ..... F L LA — 171 186 — 186

TOAl .ttt $898 $(94) $804 $433 $ (4) $429

|

(a) See Note 3 - Sithe and Note 25 — Subsequent Events for a description of Sithe's intangible assets that are reflected in
Exelon's balance sheet at December 31, 2004 and a description of the sale of Sithe that was completed on January 31, 2005.

(b) See Note 2 — Acquisitions and Dispositions for a descrrptron of Exelon’s right to acquire tax credits through investments in
synthetic fuel-producing facilities. .

Amortization expense related to amortized intangible assets was $30 million in 2004, of which $38
million was reflected as a reduction in revenues. Of the $38 miillion, $32 million was attributable to the
energy purchase agreement and the tolling agreement, both of which relate to Generation’s
consolidation of Sithe. Amortization expense was not significant in 2003.

In 2004, Generation entered into an agreement to sell its ownership interest in Sithe, which was
completed on January 31, 2005 and will result in the elimination of the intangible assets related to

151



Exelon Corporation and Subsidiary Companies

Notes to Consohdated Financial Statements—(Continued)
{Dollars in millions, except per share data unless otherwise noted)

Sithe’s_energy purchase agreement and tolling agreement from the Consolidated Balance Sheets in
future “periods. See Note 25—Subsequent Events for further information regarding this sale.
Amortization expense related to intangible assets is expected to be in the range of $100 million to $120
million annually from 2005 through 2007 "and approxmately $50 million in 2008 and 2009. This
estimate includes amortization related to Sithe’s intangible assets of $43 million annually through 2009,
which will not be incurred as a result of the sale of Sithe. The remaining amortization expense relates
to Exelon’s investments in synthetic fuel-producing facilities.

10. Severance Accountlng

‘Exelon prowdes severance and health and welfare beneﬂts to terminated employees pursuant to
pre-existing severance plans primarily based upon each individual employee’s years of service with
Exelon and compensation level.

During the years ended December 31 2004 and 2003, Exelon identified approxmately 260 and
1,580 positions, respectively, for elimination. As of December 31, 2004, ‘approximately 380 of the
identified positions had not been eliminated. Exelon recorded charges for salary continuance
severance of $32 million and $135 million (before income taxes) during 2004 and 2003, respectively,
which represented salary continuance costs that were probable and could be reasonably estimated as
of the end of the year. During 2004 and 2003, Exelon recorded charges of $16 million and $48 million
(before income taxes), respectively, associated with special health’ and welfare severance benefits.
Additionally, Exelon incurred curtailment and settlement costs in 2004 and 2003 associated with its
pension, and postretirement benefit plans of $24 million and $80 million (before income taxes),
respectively, as a result of personnel reductlons In total, Exelon recorded charges of $56 million and
$258 million (before income taxes) in 2004 and 2003, respectively. See Note 15—Retirement Benefits
for a description of the curtailment charges related to the pension and postretirement benefit plans.

Exelon based its estimate of the number of positions to be eliminated on management’s current
plans and its ability to determine the appropriate staffing levels to effectively. operate the businesses.
Exelon may incur further severance costs if additional positions are identified for elimination.- These
costs will be recorded in the period in which the costs can be reasonably estimated.

The following table details, by segment, Exelon's total salary continuance severance Costs,
recorded as an operating and maintenance expense, for the years ended December 31, 2004, 2003
and 2002:

- . Corporate and
Energy - Intersegment

Salary continuance severance charges ' ‘ ~ Delivery Generation Ente'rprises Eliminations  Consolidated
Expenses recorded—2004@ ... ...... $13 $ 2 $2 ' $15 $ 32
Expenses recorded—2003@ ... ....... 77 38 9 11 135
Ekpenses recorded'—2002 ® = .2 (1 7 8

(a) . Severance expense in 2004 and 2003 reflects severance costs assomated with The Exelon Way, rewsed estlmates to reflect
specific individuals instead of positions prevnously |dentlf' ed under The Exelon Way and other severance costs incurred in
the normal course of business.

(b) Severance expense in 2002 generally represents severance activity assomated with the PECO / Unicom Merger and in the
normal course of business.

152




Exelon Corporation and Subsidiary Companies
Notes to Consolidated Financial Statements—({Continued)
(Dollars in millions, except per share data unless otherwise noted)

The following table provides a roll forward :of Exelon's salary continuance severance ‘obligation
from January 1, 2003 through December 31, 2004. : :

Salary continuance severance obligation

Balanceasof January1,2003 ......... ... . 0 e, e i, $ 39

Severance charges recorded ............. G e e e e e e e, 135
Cashpayments ........................ e et e PO (39)
Otheradjustments ................. e e e e e e e e e e e e e 4
Balance as of January 1,2004 ........ T . 139
Severance chargesrecorded ......... ...ttt it e S 32
Cash payments ........ R e e e (87)
Other adjustments .. ... . i i i i i i i it ittt et e e et (15)
Balance as of December 31, 2004 . ... ... ittt e e $ 69

11. Short-Term Debt

2004 2003 2002
Average borrowings ... ... i e e $ 149 $ 144 $ 337
Maximum borrowings outstanding ........... ... .. i i, 622 1,288 783
Average interest rates, computedon adailybasis ................... 1.37% 1.25% 1.9%
Average interestrates, at December 31 ........... ... .. ... ... ... 243% 1.08% 1.88%

At December 31, 2003, Exelon, along with ComEd, PECO and Generation, participated with a
group of banks in a $750 million 364-day unsecured revolving credit agreement and a $750 million
three-year unsecured revolving credit agreement. On July 16, 2004, the $750 million 364-day facility
was replaced with a $1 billion unsecured revolving facility maturing on July 16, 2009, and the $750
million three-year facility was reduced to $500 million maturing on October 31, 2006. Both revolving
credit agreements are used principally to support the commercial paper programs at Exelon, ComEd,
PECO and Generation and to issue letters of credit.

At December 31, 2004, Exelon, ComEd, PECO and Generation had the following sublimits and
available capacity under the credit agreements and the indicated amounts of outstanding commercial

paper:

Outstanding
Bank Available Commercial
Borrower Sublimit® Capacity (® Paper
EXEION ot $700 $685 $490
COMEd .. i e e e e e 100 74 —
PECO e e e 100 100 —
LTS 01T =1 (] o T 600 444 —

(a) Sublimits under the credit agreements can change upon written notification to the bank group.
(b) Available capacity represents the bank sublimit net of outstanding letters of credit. The amount of commercial paper
outstanding does not reduce the available capacity under the credit facilities.

Interest rates on advances under the credit facilities are based on either prime or the London
Interbank Offering Rate (LIBOR) plus an adder based on the credit rating of the borrower as well as the
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total outstanding amounts under the agreement at the_time of borrowing. The maximum LIBOR adder
is 170 basis points. PN

The credit agreements require Exelon, ComEd, PECO and Generation to maintain a minimum
cash from operations to interest expense ratio for the twelve-month period ended on the last day of any
quarter. The ratios exclude revenues and interest expenses attributable to- securitization debt, certain
changes in working. capital, distributions on preferred securities of subsidiaries and, in the case of
Exelon and Generation, revenues from Sithe and interest on the debt of its project subsidiaries. The
following table summarizes the minimum thresholds reflected in the credit agreements for the twelve-
month period ended December 31, 2004:

Exelon ComEd PECO. Generation
Creqit agreement threshold ......................... 265t01 2.25to1 225to1 3.25to1

At December 31, 2004, Exelon, ComEd, PECO and Generation were in compliance with the
foregoing thresholds.
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12. Long-Term Debt

Long-term debt
First Mortgage Bonds (@) (b);
Fixedrates ........coviieiietinianenianannnnnns
Floatingrates ...................... e
Notes payable and other® . ... .. .. ... ... .. ... ...
Boston Generating Credit Facility@ ....................
Pollution control notes:
Fixedrates ........ccoiiiiiiiiiiiiiiiiii i
Floatingrates ........ ..o,
Notes payable—accounts receivable agreement .........
Sinking fund debentures ......... .. i,
Sithe long-term debt (e
Non-recourse project debt
Independence ...t
Batavia.......ooiiiii i e
Subordinated debt ... .. e e e

Total long-termdebt® . . ... ... .. .. .. il
Unamortized debt discount and premium, net ............
Fair-value hedge carrying value adjustment, net..........
Long-term debt due withinoneyear ....................

longtermdebt.. ... ... ... ... .,

Long-term debt due to ComEd Transitional Funding Trust
and PECO Energy Transition Trust(@.h
Payable to ComEd Transitional Funding Trust ...........
Payableto PETT .......c.ciuiiiiiiiiiiiiininnn,

Long-term debt due to ComEd Transitional Funding Trust
and PECO Energy Transition Trust ....................
Long-term debt due to ComEd Transitional Funding Trust
and PECO Energy Transition Trust due within one
= | G

Total long-term debt due to ComEd Transitional Funding
Trust and PECO Energy Transition Trust ...............

Long-term debt to other financing trusts @.h
Subordinated debentures to ComEd Financingll .........
. Subordinated debentures to ComEd Financing lll .........
Subordinated debentures to PECO Trust il .............

Subordinated debentures to PECO TrustIV ............. '

Total long-term debt to other financing trusts . .. e

Rates

Maturity
Date

‘December 31,

2004

2003

3.50%-9.875%
1.70%-1.95%
5.35%-9.20%

1.71%-2.04%
2.50%
3.875%-4.75%

8.50%-9.00%
18.00%
7.00%

5.44%-5.74%
2.98%-7.65%

8.50%
6.35%
7.38%
5.75%

2005-2033 $3,510 $ 4,312

2012-2020
2005-2020

2016-2034
2005
2005-2011

2007-2013
2007
2034

2005-2008
2005-2010

2027
2033
2028
2033

(a) Utility plant of ComEd and PECO is subject to the liens of their respective mortgage indentures.
(b) Includes first mortgage bonds issued under the ComEd and PECO mortgage indentures securing pollution control bonds

and notes.

406
2,411

520
46
12

499

419
7,824

(114)
9 .

(427)
$7,292

$1,341
3,456

4,797

406
2,943
1,037

157
363
49
17

9,284
(43)

~(1,385)
$ 7,889

$ 1,676
3,849

5,525

(c) Includes capital lease obligations of $50 million at December 31, 2004 and December 31, 2003. Lease payments of $3
miltion, $3 million, $2 million, $2 million and $40 million will be made in 2005, 2006, 2007, 2008, and thereafter, respectively.
(d) Approximately $1.0 billion of debt was outstanding under the non-recourse Boston Generating Credit Facility at December
31, 2003, all of which was reflected in the Consolidated Balance Sheet of Exelon as a current liability due to certain events
of default under the Boston Generating Credit Facility. The outstanding debt under the Boston Generating Credit Facility was
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eliminated from the financial statements of Exelon upon the sale of Generation’s ownership interest in Boston Generating in
May 2004. See Note 2 — Acquisitions and Dispositions for additional information regarding the sale.

(e) In addition to the stated interest rate, an additional 1.97% and 0.99% of interest on the carrying amount of the secured
bonds payable is being credited due to debt premiums and 1.63% of interest on the carrying amount of the subordinated
debt is being incurred due to the debt discount recorded at the time of the purchase. There is $100 million of unamortized
debt discount associated with Sithe long-term debt. These amounts represent obligations of Sithe and will be removed from
Exelon’s Consolidated Balance Sheet following Generation’s sale of Sithe, which was completed on January 31, 2005. See
Note 25—Subsequent Events for additional information.

() Long-term debt maturities in the periods 2005 through 2009 and thereafter are as follows:

00 446
2007 oo e e e e e e e 271
00} 942
2000 e e e e e e e et e 85
B 1= == 11 ) A OO 5,653
1] $7.824

Included in the table above are maturities of Sithe’s debt of $34, $38, $40, $44, $57 and $706 in 2005, 2006, 2007, 2008,
2009 and thereafter, respectively. In connection with Generation’s sale of Sithe on January 31, 2005, Generation is no
longer obligated to fulfill these debt maturities, and the related obligations will be removed from the Consolidated Balance
Sheets. See Note 25 — Subsequent Events for a further discussion of Generation’s the sale of Sithe.

(g) Effective July 1, 2003, PECO Trust IV, a financing subsidiary created in May 2003, was deconsolidated from the financial

~ statements in conjunction with the adoption of FIN 46. Effective December 31, 2003, ComEd Financing I!, ComEd Financing
Itl, ComEd Transitional Funding Trust, PECO Trust Hl, and PETT were deconsolidated from the financial statements in
conjunction with the adoption of FIN 46-R. Amounts owed to these financing trusts are recorded as debt to financing trusts
within the Consolidated Balance Sheets.

(h) Long-term debt to financing trusts maturities in the periods 2005 through 2009 and thereafter are as follows:

2008 e e e e e e et e $ 486
{0 N 860
2007 e e e e e e e et e 980
{01 965
2000 e e e e et e e e e e e 700
B2 T=T 0222 0= O PP 1,351
I3 €= | $5,342

Issuances of Long-Term Debt. The following long-term debt was issued during 2004:

Interest

Company Type " Rate -~ Maturity Amount
PECO ............. First Mortgage Bonds . 5.90% May 1,2034  $ 75
Generation ......... Pollution Control Revenue Bonds (@ Variable April 1,2021. . 51
Generation ......... Pollution Control Revenue Bonds @ Variable  October 1, 2030 92
Generation ......... Pollution Control Revenue Bondsf  Variable . October 1, 2034 14
Exelon............. Note ® 6.00% January 15, 2008 22
Total issuances ..... $254

(a) The proceeds from the issuances were used to redeem pollution control revenue bonds of PECO.
(b) Represents a non-cash issuance for investments in synthetic fuel-producing facilities. See Note 2 — Acquxsmons and
Dispositions for additional information regarding these investments.
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Debt Retirements and Redemptions. The following debt was retired, through tender, open market
purchases, optional redemption or payment at maturity, during 2004: .

e

: . : . . Interest - i ’ .
Sm Type . . Rate . Maturity . Amount
ComEd ....... Medium Term Notes - e ‘ 9.200% Qctober 15,2004 $ 56
ComEd ...... -..  Notes . S o 6.400% October 15, 2005 128
ComEd ....... Notes . : 6.950% < July 15, 2018 . 85
ComEd ....... Notes : ., 7.375% January 15, 2004 150
ComEd ....... Notes 7.625% January 15, 2007 5
ComEd ....... Pollution Control Revenue Bonds . 5.300% January 15, 2004 26
ComEd ....... Pollution Control Revenue Bonds 5.700% January 15,2008 . 4
ComEd ....... Pollution Control Revenue Bonds 5.850% January 15, 2014 3
ComEd ....... Sinking Fund Debentures ; - 3.125%  October 1,2004 - 2
ComEd ....... Sinking Fund Debentures . 3.875% . January 1, 2008 1
ComEd ....... Sinking Fund Debentures ' 4.625% January 1, 2009 1
ComEd ....... ~ Sinking Fund Debentures . . 4.750%  December1,2011 . 1
ComEd ....... First Mortgage Bonds ' ; 3.700% February 1, 2008 55
ComEd ....... First Mortgage Bonds 4.700% April 15, 2015 135
ComEd ....... First Mortgage Bonds 4.740% August 15, 2010 38
ComEd ....... First Mortgage Bonds 5.875%  February 1, 2033 96
ComEd ....... First Mortgage Bonds o 6.150%  * March 15, 2012 150
ComEd ....... First Mortgage Bonds 7.000% July 1, 2005 62
ComEd ....... FirstMortgage Bonds 7.500% July 1, 2013 20
ComEd ....... First Mortgage Bonds 7.625% April 15, 2013 94
ComEd ....... First Mortgage Bonds 8.000% May 15,2008 -~ - 20
ComEd ....... First Mortgage Bonds 8.250% October1,2006 -~ 5
ComEd ....... First Mortgage Bonds . . 8.375% October 15, 2006 94
PECO ...... .. Pollution Control Revenue Bonds @) 5.200% April 1, 2021 51
PECO ........ Poliution Control Revenue Bonds (@ 5.200% - -October 1, 2030 © 92
PECO ........ Pollution Control Revenue Bonds (2 5.300% October 1, 2034 14
PECO ........ First Mortgage Bonds | 6.375% August 15, 2005 75
Enterprises .... Note- . 7.680% June 30,2023 - 11
Enterprises .... Note 9.090%  January, 31, 2020 26
Generation .... Note—AmerGen 6.330% August 8,2009 = 10
Generation .... Note—AmerGen - e 6.200% December 20, 2004 16
Generation .... Note—Sithe 8.500% June 30, 2007 32
Exelon ........ Notes 7.980% to 8.875% 2009 and 2010 -~ 63
Other ......... 8
Total retirements . - $1,629

(a) The bonds were redeemed with the proceeds from the issuance of pollution control revenue bonds by Generation.

During 2004, ComEd made payments of $335 million related to its obligation to the ComEd
Transitional Funding Trust, and PECO made payments of $393 million related to its obligation to PETT.

During 2004, ComEd retired $1.2 billion of long-term debt, including $1.0 billion prior to its maturity
and $206 million at maturity, pursuant to Exelon’s accelerated liability management plan. ComEd
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funded the retirements through cash from operations, a return of contributions to the intercompany
money pool and collections on an intercompany note receivable from Ull, LLC (formerly Unicom
Investments, Inc.) Exelon recorded charges of $130 million (before income taxes) in 2004 associated
with the retirement of debt under the plan. The charges were included within other, net within Exelon’s
Consolidated Statements of Income. The components of the charges included the following: $86
million for prepayment premiums; $12 million for net unamortized premiums, discounts and debt
issuance costs; $24 million of losses on reacquired debt previously deferred as regulatory assets; and
$12 million for settled cash-flow interest-rate swaps previously deferred as regulatory assets partially
offset by $4 million of unamortized gain on settled fair value interest-rate swaps.

See Note 2—Acquisitions and Dispositions for information regarding debt classified as held for
sale as of December 31, 2003.

See Note 16—Fair Value of Financial Assets and Liabilities for additional information regarding
interest-rate swaps of ComEd, PECO and Generation.

See Note 17—Preferred Securities for additional information regarding preferred stock.

13. Income Taxes

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

For the Yearé Ended December 31,

2004 2003 2002
Included in operations:
Federal
CUITENE i e e e e e $401  $275 $624
Deferred ....... ... i e 243 63 250
Investment tax credit amortization . .......... ... ... .. L. (13) (13) (15)
State ‘
Current .. e e 89 92 96
Deferred . ... o (28) (86) 43
Total income tax eXpPeNSE ... ..ttt $692  $331 $998
Included in cumulative effect of changes in accounting principles:
Deferred
Federal....... P $12 $ 58 $(87)
State . . . e e 5 11 (3)
Total income tax expense (benefit) ............. ... .. ... ... ..... $17 $ 69 $(90)
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" The effective income tax rate varies from the U.S. Federal statutory rate pnncrpally 'due to the
following: .

For the Years Ended December 31,

. -4 Lo . - 2004 2003 - 3,2002
U.S. Federal statutory rate i .. ... PR R 35.0% :+ 35.0% ~  35.0%
Increase (decrease) due to: e T e
State income taxes, net of Federal income tax benefit ............ 1.6 0.4 3.2
Synthetic fuel-producing facilities credlt(a) O Y S 86) (20 :—
Low income housing credit . .. ..vo. oo oL, P - (04) - (1.2) - (0.5)
Amortization of investment tax credlt A ST A S ~(0.4) .-2(0.9) - (04)
Taxexemptincome ......... . .5... il e [P . (04) (0.7 (0.2)-
Qualified nuclear decommlssronrng trust fund mcome....‘ ......... (0.3) . »- 0.8 N aan
Nontaxable employee beneflts ST T B e 03) " — v ="
Other .. ... ..ic. ... il P ..... 1.3 (2.1 03
Effective income tax rate ... .".i'.'i..;'..;".",,:f.-' ...... elieeiei.. 275% 0 29.3%  37.4%

(a) Change between 2003 and 2004 reflects investments in synthetlc fuel-producing facilities made in the 'fo'urth\quarter of 2003
and the third quarter of 2004. See Note 2—Acqursmons and Dlsposmons for additional |nformat|on regardmg mvestments in
synthetic fuel-producing facrhtles ' RN B _ - ; S ‘

The tax effects of temporary dlfferences glvmg rise to srgnlf icant portlons of Exelon s deferred tax
assets and lrabrhtres as of December 31 2004 and 2003 are presented below: :

_ ce 2004 ~«.z‘oo3
Deferred tax liabilities: Rl N ERR
‘Plant basis difference .. ... S P EL A S S PP $ 4 177 - $ 3,932
Stranded costrecovery ... .. .. L U L LS., 01,8320 01,784
" Deferred debt refinancing costs". e N - -
Total deferred tax liabilities . . . ... ... T . 5865 5,785

Deferred tax assets: : . . T .

Deferred pension and postretlrement obhgatlons ............... e . (985) _ .(901)
Excess of tax value over book value of impaired assets @ e -+ (44) - (200)
Decommissioning and decontamination obligations ....................... (145) (97)
Unrealized loss on derivative financial instruments - ................... e . (BT) . (70)
. Goodwill ..., i eseeaeee i, reseseinsad ... (8): (29)
, Other,net .......... et e Lo (208) - (290)
Total deferred taxassets ................ R LN e CJe.. T (1,445) 0 (1,587)

Deferred income tax liabilities (net) on the Consolidated Balance Sheets ......... $ 4,420 $ 4,198

(a) Includes impairments related to Exelon’s |nvestments in Srthe and Boston Generatmg and wnte—downs of certam Enterpnses
investments, P . . PR

In accordance with regulatory treatment of certain temporary differences, Exelon has recorded a
net regulatory asset.associated with deferred income taxes, pursuant to SFAS No. 71 and SFAS No.
109, of $751 million and $701 million at December-31, 2004 and 2003, respectively. See Note 21—
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Supplemental Financial Information for further discussion of Exelon’s regulatory asset associated with
deferred income taxes.

~.ComEd and PECO have certain tax returns that are under review at the audit or appeals level of
the IRS, and certain state authorities. Except for the tax positions discussed below, these reviews by
governmental taxing authorities are not expected to have an adverse impact on the financial condition
or result of operations of Exelon.

Exelon, through its ComEd subsidiary, 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,
2004, deferred tax liabilities related to the fossil plant sale are reflected in° Exelon’s Consolidated
Balance Sheets with the majority allocated to ComEd and the remainder to Generation. The 1999
income tax liability deferred as a result of these transactions was approximately $1.1 billion. Exelon’s
ability to continue to defer a portion of this liability depends on whether its treatment of a portion of the
sales proceeds as having been received in connection with an involuntary conversion is proper
pursuant to IRS regulations and interpretations. Exelon’s ability to continue to defer the remainder of
this liability may depend in part on whether its tax characterization of a lease transaction it entered into
in connection with the sale is proper pursuant to IRS regulations and interpretations. The IRS is likely
to argue that the lease transaction is of a type it has recently announced its intention to challenge, and
Exelon understands that somewhat similar transactions entered into by other companies have been
the subject of review and challenge by the IRS. Changes in IRS interpretations of existing primary tax
authority or challenges to ComEd’s positions; could have the impact of accelerating future income tax
payments and increasing interest expense related to the deferred tax gain that becomes current. Any
required payments could be significant to the cash flows of Exelon. Exelon’s management believes
Exelon’s reserve for interest, which has been established in the event that such positions are not
sustained, has been appropriately recorded in accordance with SFAS No. 5, “Accounting for
Contingencies” (SFAS No. 5); however, the ultimate outcome of such matters could result in
unfavorable or favorable adjustments to the results of operations, and such adjustments could be
material. Federal tax returns covering the period of the 1999 sale are currently under Internal Revenue
Service (IRS) audit. Final resolution of this matter is not anticipated for several years.

It is presently unclear the extent to which any IRS challenge to such deferral would be successful.
If the deferral was successfully challenged by the IRS, |t could have a material adverse impact on
Exelon s operatmg results.

As of December 31, 2004 and 2003, Exelon had recorded valuation allowances of $9 million and
$22 million, respectively, with respect to deferred taxes associated with separate company state taxes
As of December 31, 2004, Exelon had net capital loss carryforwards for income tax purposes of
approximately $183 million, which expxre begmnmg in 2008.

14. Nuclear Decommxssnonmg and Spent Fuel Storage
Nuclear Decommlssmnmg

Overview 7 _ ' o o .

Exeldn has a feéal obligation to decomfnfséion its n‘uclear power plants following the expiration of
their operating'licenses. This obligation is reflected as an asset retirement obligation (ARQ), which is
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classified as a noncurrent liability. Based on the actual or anticipated extended license lives of the
nuclear plants, decommissioning expenditures for Exelon's nuclear power plants currently operating
are expected to occur primarily during the period 2029 through 2056. Exelon owns three nuclear units
that are retired and currently incur certain costs associated with decommissioning. The cost of nuclear
decommissioning will be funded by investments held in trust funds that have been established for each
nuclear station. Exelon had nuclear decommISSIonmg trust funds’ totalllng $5, 262 million and $4,721
million as of December 31, 2004 and 2003, respectively. See Note 16—Fair Value of Financial Assets
and Llabllrtles for more lnformatlon regardlng Exelon s nuclear decommssromng trust funds '

- N PO N

Cost Recovery and Decommrssronmg Respon5|b|l|t|es

Former ComEd plants Exelon currently recovers in revenues funds for decommlssromng the former
ComEd nuclear plants through regulated rates collected by ComEd. The amounts recovered from
customers are remitted to Generation and deposited into the trust accounts to fund the future
decommlssromng costs. Under a December 2000 lllinois Commerce Commission Order issued to ComEd,
amended February 2001 (ICC Order}, ComEdis permitted to collect up to $73 million annually through
2006 from ratepayers to decommission the former ComEd nuclear plants. The amount of decommissioning
revenue collections for 2005 and 2006 are anticipated to be less than than $73 million. Under the current
lCC Order ComEd will not collect amounts for decommrssmnlng subsequent to 2006 o

Based on the provrsrons of the |CC Order and NRC regulatlons Exelon is fmancrally respon5|ble
for the decommissioning obligations related to-these plants. If trust assets plus future- coliections
permitted by the ICC Order.are exceeded by the ultimate ARO, Exelon is responsible for any shortfall
in funding; however, if amounts remain in the trust funds for these units following the completion of the
decommissioning activities, those amounts will be returned to the ComEd ratepayers. At the end of
each financial reporting period, Exelon assesses the amounts currently recorded in trust assets plus
future collections less amounts recorded in the ARO. At December 31, 2004 and 2003, Exelon
recorded a regulatory llablllty for the amount of decommlssronlng -related assets in excess of the ARO

Former PECO ‘plants. Exelon currently recovers costs for decommnssronlng the former PECO
nuclear plants through regulated rates collected by PECO. The amounts recovered from customers are
remitted to Generation and deposited into the triist accounts to fund the future decommissioning costs.
Under orders from the Pennsylvania Public Utility Commission (PUC), PECO ‘is permitted to collect
from ratepayers up to $33 million annually for the full funding of the expected costs to decommission
the former PECO nuclear plants. Based on the provisions of the' PUC order, the PECO ratepayers are
financially responsible for the majority of any 'shortfalls in the costs to decommission these ‘nuclear
units; however, the PECO ratepayers will receive any excess amounts from the trust funds at the
completion of decommissioning. Exelon is responsible for 1) the first :$50 million of  the
decommissioning costs above a certain threshold established under the PUC order and 2) five percent
of the decommlssmnlng ‘costs above: that “fi rst $50 ‘million of costs that exceed the established
threshold. Exelon’ expects total decommnssronl‘ng costs to exceed this threshold and expects to be held
responsible for the ‘entire $50 million over the remaining’life of the assets. At the end of each financial
reporting period, Exelon assesses the amounts currently recorded in trust assets plus future collections
less amounts recorded in the ARO. At December 31, 2004 and 2003, Exelon recorded a regulatory
Ilablllty for the amount of decommrsswnmg related assets in excess of the ARO

' AmerGen plants. Exelon does not recover costs for decommlssmnmg the AmerGen nuclear plants
from customers. As such, Exelon is financially responsible for the decommissioning of these plants and
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bears all risks and benefits related to the funding levels associated with these plants’ decommissioning
trust funds.

Adoption of SFAS No. 143

Exelon adopted SFAS No. 143 on January 1, 2003, which promulgates the accountlng for AROs.
In accordance with SFAS No. 143, a probability-weighted, discounted cash flow model: with multlple
scenarios was used to determine the fair value of the decommissioning obligation. SFAS No. 143
states that the estimated fair value of the decommissioning obligation represents the amount a third
party would receive for assuming an entity’s entire obligation. The present value of future estimated
cash flows required to decommission the nuclear stations was calculated using credit-adjusted, risk-
free rates applicable to the various businesses in order to determine the fair value of the
decommissioning obligation at the time of adoption of SFAS No. 143.

Former ComEd plants. The transition provisions of SFAS No. 143 required Exelon to apply the fair
value remeasurement back to the historical periods in which AROs were originally incurred, resulting in
a remeasurement of these obligations at the date_the assets were acquired by Exelon. Since the
nuclear plants previously owned by ComEd were acquired by Exelon on October 20, 2000 (and
subsequently transferred to Generation as, a result of the Exelon corporate restructuring on January 1,
2001), Exelon’s historical accounting for its ARO associated with those plants was revised as if SFAS
No. 143 had been in effect at'the merger date. The calculation of the SFAS No. 143 ARO yielded
decommissioning obligations lower than the value of the corresponding trust assets at January 1,
2003. Since the trust fund assets exceeded the fair value of the ARO, a regulatory liability of $948
million was recorded at January 1, 2003. As a result of increases: in the trust funds due to market
conditions, the regulatory liability has increased to $1,433 million at December 31, 2004.

In accordance with the provisions of SFAS No. 143 and regulatory accounting guidance, Exelon
recorded a SFAS No.:143 transition adjustment to accumulated other comprehensive income to
reclassify $168 million, net of tax, of accumulated net unrealized losses in the nuclear
decommissioning trust funds to the regulatory liability associated with the former ComEd plants.

Former PECO plants. In-the case of the former PECO plants, the SFAS No. 143 ARO calculation
yielded decommissioning obligations greater than the corresponding trust assets at January- 1, 2003.
As such, a regulatory asset of $20 million was recorded. As a result of increases in the trust funds due
to market conditions and contributions collected from PECO customers, the trust fund assets exceeded
the ARO at December 31, 2004 and Exelon has a regulatory liability to the PECO ratepayers of $46
million. At December 31, 2003, Exelon had a regulatory liability to the PECO ratepayers of $12 million

related to nuclear decommnssuonmg *

Upon adoption, and in accordance,with the provisions of SFAS No. 143, Exelon capitalized an
asset retirement cost (ARC) asset within property, plant and equipment of $172 million related to the
establishment of the ARO for the former PECO plants. The ARC is being amortized over the remaining
useful lives of the former PECO plants. ,

Exelon believes that all of the decommissioning assets, anticipated earnings thereon and future
revenues from decommissioning collections will be used to decommission the former ComEd and
PECO nuclear plants: As such, Exelon expects:the regulatory liabilities to be reduced to zero at the
conclusion of the decommissioning activities.
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AmerGen plants. At the time of the adoption of SFAS No. 143 on January 1, 2003, Exelon had a
50% ownership of AmerGen. Exelon recorded income. of $29 million (after income taxes) as the
cumulatnve effect of changes in accounting pnncnples ; o

Sy

Impact of Current Regulatory Orders On the'AppIication of SFAS No 143

Increases in the ARO due to the passage of tlme are recorded in operatlng and malntenance
expense as accretion expense. Increases in the ARO resulting from revisions to the estrmated future
cash flows are generally recorded with a correspondmg adjustment to the basis of plant value, by
recording an ARC asset. The ARC is depremated ona strarght—lme basis over the remaining life of the
unit to which it relates. Changes in the nuclear decommlsSIonmg trust funds are dlscussed in Note 16 -
Fair Value of Financial Assets and Lrablhtres : :

Former ComEd plants. As of December 31, 2004, the trust assets associated with the former
ComEd plants exceeded the ARO for those plants. Until such time, if ever, that the ARO exceeds the
decommissioning-related assets, Exelon’s net income should not reflect the lmpacts of any income or
expenses associated with decommissioning the former ComEd nuclear units. As such,
decommissioning revenues collected, nuclear decommissioning trust- fund investment income,
accretion expense and depreciation of the ARC are not reflected in net income as they are offset by
the adjustment to the regulatory liability to ComEd’s ratepayers to the extent the decommissioning-
related assets exceed the ARO. :

Former PECO plants. As of December 31, 2004, the trust assets associated with the former PECO
plants exceeded the ARO for those plants. The regulatory order associated with the former PECO units
ensures that Exelon will not be financially responsible for the decommissioning of these units, with the
exception of certain amounts described above. As such, Exelon’s net income should not reflect the
impacts of any income or expenses associated with decommissioning the former PECO nuclear units,
except for the accretion expense associated with its decommissioning cost responsibility above the
decommissioning cost thresholds established by the PUC, as previously discussed. The net effect of
decommissioning revenues collected, nuclear decommissioning trust fund investment income,
accretion expense and depreciation of the ARC is adjusted so that the amounts net to an insignificant
amount in Exelon's Consolidated Statements of Income. This adjustment is reflected as a change in
the regulatory liability to PECO’s ratepayers

AmerGen plants. Beginning in 2004, decommlssronmg actlvrty related to the AmerGen units is
reflected in Exelon’s Consolidated Statements of Income. The AmerGen units are not subject to any
cost recovery regulation and, as such, Exelon will be required to fund any shortfall of trust assets below
the decommissioning obligations. Similarly,’ Exelon will not be required to refund any excess trust funds
to customers if the obligation is less than’ the ‘available trust funds. As such, the impacts of nuclear
decommissioning trust fund investment i income, accretlon expense and depreciation of the ARC are all
included in Exelon’s Consolidated Statements of Income. Prior to December 2003 and Exelon's
acquisition of British Energy’s 50% interest in AmerGen, the impact to Exelon for accounting for the
decommissioning of the AmerGen plants was recorded within Exelon’s equity in earnings of AmerGen.
In addition,. Exelon’s proportlonate share of unreahzed gains and losses on AmerGen s
decommissioning trust funds were reﬂected in Exelon 'S other comprehensive income. .
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. 2004 Update of ARO -

Generation updates its ARO on a perlodlc basis. Dunng 2004, Generation recorded a $780 million
net increase to the ARO resulting from revisions to’ estimated future nuclear decommissioning cash
flows. This update also resulted in an adjustment to the basis of property, plant and equipment of $780
million by recording a corresponding net increase to the ARC. This increase to the ARO was primarily
a result of updated decommissioning cost studres and changes in cost escalation factors used to
estimate future undiscounted costs both of Wthh are prov1ded by mdependent third-party appralsers
Cost estimatés are updated every three to five years in accordance with NRC regulations and industry
practlce The net increase in the ARO for the former ComEd units, the former PECO units and the
AmerGen units resulting” from revisions- to estimated cash flows during 2004 was $563" million,
$142 million and $75 million, respectively. As of December 31, 2004, the ARO balances for the former
ComEd, the former PECO and the AmerGen units totaled'ap'proximately $2.3 billion, $1.0 billion and
$0.6 bllllon respectlvely

The following table provides a ‘roll - forward reconcmatlon of the: ARO reflected on Exelons
Consolldated Balance Sheets from January1 2003 to December 31 2004:

Asset retlrement obllgatlon at January 1,2003 .. e ... $2,366

Consolidationof AmerGen .................... e e e e - 487
Accretion expense ...l ... 0. .............. e e 161
Payments to decommission retired plants .......................................... e (14)
Reclassification of Thermal ARO as held for sale®® ......................ooilt (3)
Asset retirement obllgatlon at December 31, 2003 et e - 2,997
Net increase resulting from updates to future estlmated cash ﬂows e e - 780
Accretion expense ........... e e J e e 210
Additional liabilities incurred® . ... ... . .., e PR, [ 6
Payments to decommission retired plants ....... P . (12)

(a) The ARO of Thermal was subsequently relieved upon its sale in the second quarter of 2004.
(b) Additional liabilities incurred are primarily due to the consolidation of Sithe.

Accounting Prior to the Adoption of SFAS No. 143

Prlor to January 1, 2003 Exelon accounted for the' current penods cost of decommissioning
related to generating plants prevrously owned by PECO in, accordance with common regulatory
accountmg practrces by recording a charge to deprematnon expense and a correspondmg liability in
accumulated depreciation concurrently with recognizing decommlssmnlng collections. Financial activity
of the decommlssronlng trust (e.g., investment income and realized and’ unrealized gains and losses on
trust mvestments) was reflected in nuclear’ decommlssmnlng trust funds’ in Exelon’s Consolldated
Balance Sheets with a correspondlng offset recorded to accumulated deprecnatlon ’

'Regulatory accountrng practices for the nuclear generatmg stations’ previously owned by ComEd
were discontinued as a result of an ICC Order capping ComEd’s ultimate recovery of decommrssuonmg
costs. The difference between the decommrssronlng cost estimate and the decommissioning liability
recorded in accumulated depreciation for the former ComEd operating stations was previously
amortized to depreciation expense on a straight-line basis over the remaining lives of the stations. The
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decommissioning cost estimate (adjusted annually to reflect inflation) for the former. ComEd retired
units recorded in deferred credits and other liability was previously accreted to depreciation expense.
Financial activity of the decommissioning trust funds related to Generation's nuclear -generating
stations no longer accounted for under common regulatory practices was reflected in nuclear
decommissioning trust funds in Exelon’s Consolidated Balance Sheets with a correspondlng galn or
expense recorded in Exelon S Consolldated Income Statements or |n other comprehenswe mcome

Spent Nuclear Fuel '

Under the Nuclear Waste Pohcy Act of 1982 (NWPA) the U.S. Department of Energy (DOE) is
responsible for the development of a repository. for the disposal of spent nuclear fuel (SNF) and high-
level radioactive waste. As required by the NWPA, Generation is a party to contracts with the DOE
(Standard Contracts) to provide for disposal of SNF from its nuclear generating stations. In accordance
with the NWPA and the Standard, Contracts, Generation pays the DOE one mill ($.001) per kilowatt-
hour of net nuclear'generation for the cost of nuclear fuel long-term disposal. This fee may be adjusted
prospectively in order to ensure full cost recovery. The NWPA and the Standard Contracts 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 2012. This extended delay in
SNF acceptance by the DOE has led to Generation’s adoption of dry cask storage at its Dresden,
Quad Cities, Oyster Creek and Peach Bottom stations and its consideration of dry cask storage at
other stations. : : ‘

The Standard Contracts with the DOE - also requrred the payment to the DOE a one-time fee
applicable to nuclear generation through April 6,-1983. PECO’s fee has been paid. Pursuant to the
Standard Contracts, ComEd elected to pay the one-time fee of $277 million, with interest to the date of
payment, just prior to the first delivery of SNF to the DOE. As of December 31, 2004, the unfunded
liability for the one-time fee with interest was $878 million. Interest accrues at the 13-week Treasury
Rate, which was 1.987% at December 31, 2004. The liabilities for spent nuclear fuel disposal costs,
including the one-time fee, were transferred to Generation as part of the corporate restructuring. The
one-time fee obligation for the AmerGen unlts remains wrth the pnor owner. The Clinton Unit has no
outstanding obllgatlon e T T PN . :

~In July 1998, ComEd fi led a complalnt agamst the Umted 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 2001, the Government filed two partial summary judgment motions
relating to certain damage issues-in the case as:well as two motions to dismiss claims other than
ComEd’s breach of contract claim. On June 10, 2003, the Court granted the Government's motion to
dismiss claims other than the breach of contract claims. Also on June 10, 2003, the Court denied the
Government’s summary judgment motions and set the case for trial on damages for November 2004.

In July 2000, PECO entered into an agreement (Amendment) with the DOE relating to PECO's
Peach Bottom nuclear generating unit to address the DOE'’s failure to begin removal of SNF in January
1998 as required by the Standard Contracts.:Under.the Amendment, the DOE agreed to provide PECO
with credits against PECO’s future contributions to the Nuclear Waste Fund to compensate PECO for
SNF storage costs incurred as a result of the DOE's breach of the contract. The Amendment-also
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provided 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 the 2001
corporate restructurlng : .

“In November 2000 eight utllltres w1th nuclear power plants fi led a Jornt Petition for Review against
the DOE with the United. States Court of Appeals for the Eleventh Circuit seeking to invalidate that
portion of the Amendment 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
Amendment violates the NWPA and therefore is null-and void. The Court did not hold that the
Amendment 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 consistent with  the spirit and purpose of the Amendment. That
provision further provided 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 Contracts: would remain in effect and the parties would return to pre-
Amendment status..Under the Amendment, Generation has recelved approxrmately $40 mlllron in
credits agamst contributions to the nuclear waste fund P :

On August 14, 2003, Generatlon rece|ved a letter from the DOE demandlng repayment of $40
million of previously received credits from the Nuclear Waste Fund. The letter also demanded $1.5
million of interest that was accrued as of that date, and Generation continued to accrue interest
expense each subsequent. month. Generation reserved its 50% ownership share of these amounts.
Because Generation expenses the dry storage casks and capitalizes the permanent components of its
spent fuel storage facilities, these reserves increased Generation's operating and maintenance
expense approxmately $11 mllllon and its cap|tal base approxmately $9 million during 2003.

On July 21, 2004 Exelon and the U S Department of Justice, in close consultatlon with the DOE,
reached a settlement under which the government will reimburse Exelon for costs associated with
storage of spent fuel at Generation's nuclear stations pending DOE's fulfillment of its obligations.
Under the agreement, Generation immediately received $80 million in gross-reimbursements for
storage costs already incurred ($53 million net after considering amounts due from Generation to co-
owners of certain nuclear stations), with additional amounts to be.reimbursed annually for future costs.
In all cases, reimbursements will be made only after costs are incurred and only for costs resulting
from DOE delays in accepting the fuel. As of December 31, 2004, the amount of spent fuel storage
costs for which reimbursement will be requested in mid-2005 from the DOE under the settlement
agreement.is $33 million net, which is recorded .within accounts receivable, other.- This amount is
comprised of $14 million, which has.been recorded as.a reduction' to operating and maintenance
expense, and $12 million, which has been recorded as a.reduction to capital expenditures: The
remaining $7 million represents amounts owed to the co-owners of the Peach Bottom and Quad Cities
generating facilities. - C

ey e

15. Retlrement Benefi ts

':\r

Exelon sponsors def' ned benefit pensnon plans and postretlrement welfare benef t plans for
essentlally all ComEd, PECO, Generation: (except for AmerGen) and Exelon Business Services
Company (BSC) employees and certain employees of Enterprises. Substantially all non-union
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employees and electing union employees hired on or after January 1, 2001 participate in Exelon-
sponsored cash balance pension plans. Substantially all non-union employees hired prior to January 1,
2001.were offered a choice to remain in Exelon’s traditional pension plan or transfer to a cash balance
pension plan for management employees. Employees of AmerGen participate in separate defined
benefit pension plans and postretirement welfare benefit plans sponsored by AmerGen. AmerGen is
currently offering its employees a choice to remain in their traditional benefit formula or convert to a
cash balance formula.

The costs of providing benefits under these plans are dependent on historical information, such as
employee age, length of service and level of compensation, and the actual rate of return on plan
assets, in addition to assumptions about the future, including the expected rate of return on plan
assets, the discount rate applied to benefit obligations, rate of compensation increase and the
anticipated rate of increase in health care costs. The impact of changes in these factors on pension
and other postretirement welfare benefit obligations is- generally recognized over the expected
remaining service life of the employees rather than immediately recognized in the income statement.
Exelon uses a December 31 measurement date for the majority of its plans.

" Exelon’s traditional and cash balance pension plans are intended to be tax-qualified defined
benefit plans, and Exelon has submitted applications to the IRS for rulings on the tax-qualification of
the form of each plan. By letters dated April 21, 2004, the IRS notified Exelon that the rulings on its
applications for the traditional and management cash balance plans were delayed pending advice from
the IRS’s National Office, pursuant to a previously announced moratorium on rulings with respect to
plans involved in so called cash balance “conversions.” On June 1, 2004, the IRS issued a favorable
ruling on the union cash balance plan. '

Various methods used by other employers to accrue and calculate benefits under cash balance
plans have been challenged in recent lawsuits. The design of Exelon’s cash balance plans differs in
certain material respects from the cash balance plans involved in the cases decided to date, and the
courts have not reached uniform decisions on certain issues. [n addition, the U.S. Treasury
Department recently withdrew proposed regulations intended to clarify the application of certain rules
to cash balance plans, and proposed other regulations that could adversely affect the qualified status
of Exelon’s cash balance plans. As a result, considerable uncertainty remains regarding the application
of the Employee Retirement Income Security Act of 1974 (ERISA), the Internal Revenue Code and
Federal employment laws to Exelon’s cash balance plans. Exelon does not know how the current
uncertainty will be resolved and cannot determine at this time what impact, if any, future developments
in this area will have on its pension plans or the funding of its pension obligations.

Funding is based upon actuarially determined contributions that take into account the ‘amount
deductible for income tax purposes and the minimum contribution requwed under the Employee
Retirement Income Security Act of 1974, as amended.

. Effective January 1, 2005, Exelon changed the benefit provisions of its postretirement welfare
benefit plans. The changes triggered a remeasurement of the plan assets and obligations as of August
1, 2004. The plan change resulted in a reduction in the accumulated postretirement benefit obligation
of $106 million and a reduction of other postretirement benefit costs in 2004 of $6 million.

During 2003, Exelon announced an amendment related to the benefit provisions of its
postretirement welfare benefit plans. The amendment was effective August 1, 2003 and reduced the
benefits attributable to prior service through increased retiree cost-sharing for medical coverage.
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Due to an overall reduction in active employees during 2003, certain defined benefit pension plans
and postretirement welfare benefit plans were subject to curtailment accounting that resuited in a
remeasurement of the plan obligations. The threshold basis for curtailment remeasurement was a
reduction in future service greater than 5%. The net benefit obligations of the pension plans and the
postretirement welfare benefit plans increased by $48 million and $27 million, respectively, in 2003 due
to the curtailment. ‘

For certain of Exelon’s defined benefit pension plans, the benefit payments in 2004 exceeded the
service and interest cost recognized. As a result; the plans were subject to settlement accounting that
resulted in a reduction in the net benefit obligation of $19 million and an mcrease in 2004 pensron cost
of $17 million. '

On December 22, 2003, Generation purchased British Energy’s 50% interest in AmerGen, and as
a result, the obligations associated with AmerGen’s pension and postretirement welfare plans are
reflected in the disclosures below as an acquisition.

The following tables provide a roll forward of the changes in the beneflt obligations and plan
assets for the most recent two years:

Pension Benefits Other Postretirement Benefits

2004 2003 2004 2003
Change in benefit obligation: " o - '
Net benefit obligation at beginning of year .. ... .... $8,758 $7,854 $3,019 $2,555
Service cost . ... . 128 109 78 68
Interestcost. ..ol i 545 519 163 167
Plan participants’ contributions .................. — — 17 15
Planamendments .................. ...t e — — (106) (337)
Actuarial loss (gain) ......... ... . i i, . 964 711 (10). 559
AmerGen acquisition ........... ... ... — 67 — . 80
Curtailments/settlements ................ ... ... (19) 48 — 27
Special accountingcosts ................ e — — o 16 48
Grossbenefitspaid . ...l (601)  (550) . (189) (163)
Net benefit obligation atend of year ............. . $9,775 $8,758 $2,988 $3,019
Change in plan assets: '
Fair value of plan assets at beginning of year ...... $6,442 $5,395 $1,171 $ 958
Actual returnon planassets .................... 723 1,189 115 227
Employer contributions . ......... .. . o oL, 450. 367 132 134
Plan participants’ contributions .................. — — : 17 15
AmerGen acquisition ........... ... . o — 41 — —
Gross benefitspaid.................. [P (601) - (550) (189) (163)
Fair value of plan assets atend ofyear ........... $7,014° $6,442 $1,246 $1,171
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The followmg table prowdes a reconcnhatlon of benefit obllgauons plan assets and funded status
of the plans . l

Pension Benefits ' Other Postretirerﬁént B.enevﬁts

L e T2004 2003 . 2004 __ . 2003
Fair value of plan assets atend ofyear ........... $7,014 $6,442. '$ 1,246 $ 1,171
Benefit obligations atendofyear ................ 9,775 8,758 2,988 3,019
Funding status (plan assets less plan obllgat|ons) . (2,761) (2,316) (1,742) (1,848)
Amounts not recognized: -

Miscellaneous adjustment ...... e e — 14 — —_
Unrecognized net actuarial loss ... . ... e 2,954 2,203 1,046 1,129
Unrecognlzed prior service cost (benefit) ... ... 170 185 (445) -~ (420)
Unrecognized net transition obligation (asset) .. (4) © (8 78 " 86
Net amount recognized ....................... . $ 35 % 78 .. $(1,065) . $(1,053)

The followmg table provides a reconciliation of the amounts recogmzed in the Consolldated
Balance Sheets as of December 31 2004 and 2003:

Pension Benefits " Other Postretirement Benefits

. ' 2004 2003 2004 - 2003
Prepaid benefitcost .......... ... .. .. .. ... $ 407 $§ 175 'S S $ —
Accrued benefitcost .................. PR (48) = (97) "'(1,085) (1,053)
Additional minimum liability .................... (2,352) (1,746) - - —
Intangibleasset . .......... .. il 171 186 — —
Accumulated other comprehensuve income L e 2,181 1,560 7 — e

Netamountrecognlzed ........ $ 359 $ 78  $(1,065) $(1,053);‘

The accumulated benefit obligation (ABO) for ali defined benefit pension plans was $9,006 million
and $8,104 million at December 31, 2004 and 2003, respectively. The acquisition of AmerGen and
assumption of its pension liabilities in Decernber 2003 resulted in a $55 million increase in Exelon’s
ABO. The following table provides the projected benefit obligation, accumulated benefit obligation, and
fair value of plan assets for pension plans with an"ABO in excess of plan assets. The table below is
also representative of all pension plans with a prolected benefit obhgatlon in excess of plan assets

December 31

2004 2003
Projected benefit obligation . . . . . PN e e e e .i-$9,775 - $8,758
Accumulated benefit obligation............... e e a e .- 9,006 8,104

Fairvalueof planassets ......... ... . ... ... L e L.o. 1,014 6,442
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The following table provides the components of the net periodic benefit costs for the years ended
December 31, 2004, 2003 and 2002. The table reflects an annualized reduction in 2004 net periodic
postretirement benefit cost of $33 million related to a Federal subsidy provided under the Prescription
Drug Act. This subsidy has been accounted for under FSP FAS 106-2, as described in Note 1—
Significant Accounting Policies. A portion of the net periodic benefit cost is capitalized within the
Consolidated Balance Sheets.

Other Postretirement

Pension Benefits Benefits
2004 2003 2002 2004 2003 2002
ServicE COSt ...vviti i e $128 $109 $ 95 $78 $68 $ 57
Interestcost ..... e e 545 519 525 163 167 160
Expectedreturnonassets ...........oooviiean.n (611) (584) (628) (80) . (75) (93)
Amortization of: ‘
Transition obligation (asset) ................. 4) 4 4 10 10 10
Priorservicecost ............. ... .. ... 15 16 16 (81) (54) (37)
_Actuarial (gain)loss ........ .. i il 73 23 — 44 47 6
Curtailment/settlementcharges .................. 22 59 — 2 21 —
Net periodic benefitcost ....... e $168 $138 § 4  $126 $184 $103
Special accountingcosts ............. ... ... .. $— $— 5 4 $16 $ 48 $—
Other additional information: I
Increase (decrease) in other comprehensive
income (netoftax) ...................... $(392) $ 26 $(1,007)  $— §$— S$—

.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 was affected by sharp declines in the
equity market from 2000 through 2002. As a result, at December 31, 2002, Exelon was required to
recognize an additional minimum liability and an intangible asset as prescribed by SFAS No. 87. The
liability was recorded as a reduction to shareholders’ equity. 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 flows in 2002 or compliance with debt covenants. In 2003, the additional
minimum liability was reduced by $69 million and shareholders’ equity increased by $26 million (net of
income taxes) as a result of accounting associated with Exelon’s pension plans. In 2004, the additional
minimum pension liability was increased by $606 million and shareholders’ equity decreased by $392
million (net of income taxes) as a result of accounting associated with Exelon’s pension plans.

Special accounting costs of $16 million and $48 million in 2004 and 2003, respectively, represent
special health and welfare severance benefits offered to terminated employees. These costs were
recorded pursuant to SFAS No. 112. See Note 10—Severance Accounting for additional information.
Special accounting costs of $4 million in 2002 represented accelerated separation and enhancement
benefits provided to PECO employees expected to be terminated as a result of the PECO / Unicom
Merger.

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.
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The following weighted average- assumptlons were used to determme the benef t obllgatrons at
December 31 2004, 2003 and 2002 A

' Pension Benefits © - Other Postretirement Benefits - °

2004 @ 2003 2002 2004 (2} 2003 - 2002
Discountrate .................... 5.75% 6.25% .6.-75% 5.75% - 6.25% 6.75%
Rate of compensation increase ... .. 4.00% 4.00% 4.00% 4.00% . 4.00% . 4.00%
Health care cost trend on covered N/A N/A N/A~  9.00% 10.00% ' 8.50%
charges decreasing decreasing decreasmg
Tt oTTTTeemeseveseeen to ultimate to ultimate to ultimate
o trend of 5.0% trend of 4.5% trend of 4.5%
in 2010 in2011 in 2008

(a) Assumptions- used to determme year -end 2004 ‘benefit obhgatrons will be the assumptions used to estrmate the expected
costs of benefits in 2005. E S

The following weighted average assumptions were used to determine the net periodic benef t
costs for years' ended December 31 2004, 2003 and 2002:

Pension Benefits - Other Postretirement Benefits _

2004 . 2003 . 2002 . 2004 2003 B 2002

Discountrate............... 6.25% 6.60-6.75% 7.35% 6.25% 6.60-6.75% 7.35%
Expected return on plan

assets ...... e 9.00% 9.00% 9.50% 8.33-8.35% 8.40% 8.80%

Rate of compensatlon S - S
increase ............. ... 400% = 4.00% 4.00% 4.00% 4.00% . .4.00%
Health care cost trend on N/A N/A  N/A 10.00% 8.50% = 10.00%
covered charges ... " dectsasinglo  decreziinglo | 'decreasing
trend of 4.5%  trend of 4.5% trend of 4.5%
in 2011 in 2008 . in'2008

-In managing its pension -and postretirement plan assets, .Exelon utilizes a diversified, strategic
asset allocation to efficiently and prudently generate investment returns that will meet the objectives of
the investment trusts that hold the plan assets. Asset / Liability studies that incorporate specific plan
objectives as well as assumptions regarding long-term capital market returns and volatilities generate
the specific asset allocations for the trusts..In.general, Exelon’s investment strategy reflects the belief
that over the long term, equities are expected to outperform fixed-income investments. The long-term
nature of the trusts make them well suited to bear the risk of added volatility associated with equity
securities, and, accordingly, the asset allocations .of the trusts usually reflect a higher. allocation to,
equities as compared to fixed-income securities. Non -U.S. equity securities are used to diversify some
of the volatility of the U. S. equity market while provrdlng comparable long-term returns. Alternative
asset classes, such as private equity and real estate ‘may-be utilized for additional diversification and
return potential when appropriate. Exelon s mvestment gurdehnes do limit exposure to mvestments in

more volatile sectors. . :

" Exelon generally maintains 60% of its plan assets'in equity securities and 40% of its plan assets in
fixed-income securities. On a quarterly basis, Exelon reviews the actual asset allocations and follows a
rebalancing procedure in order to remain within an allowable range of these targeted percentages. -
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In selecting the expected rate of return on plan assets, Exelon considers historical returns for the
types of investments that its plans hold. Historical returns and volatilities are modeled to determine
asset allocations that best meet the objectives of the asset / liability studies. These asset allocations,
when viewed over a long-term. hlstoncal v:ew of the capltal markets, yield an expected return on assets
in excess of 9%. :

Exelon’s pension plan weighted average asset allocations at December 31, 2004 and 2003 and
target allocation for 2004 were as follows:

Percentage of Plan Assets
at December 31,

Target Allocation

Asset Category at December 31, 2004 2004 2003
EqQUItY SECUMLIES .. o\ o oot et e e eeiaeeanns 60% 63% 64%
Debtsecurities ........ ..ol e 35-40 33 32
Realestate ................. ..., 0-5 _ 4 4
Total ... e e e e 100% 100%

Exelon’s other postretirement benefit plan weighted average asset allocations at December 31,
2004 and 2003 and target allocation for 2004 were as follows:

Percentage of Plan Assets
at December 31,

’ Target Allocation
Asset Category at December 31, 2004 2004 2003

Equity securities . ... ... .. i . e 60-65% 64% 67%
Debtsecurities ......covueeeeiiniinennnnn.s .. 35-40 34 33
Realestate .................. ... o il —_— 2 -
Total o e e 100% 100%

Exelon’s pension plans and postretlrement welfare benefit plans do not directly hold shares of
Exelon common stock.

Assumed health care cost trend rates have a significant effect on the costs reported for the health
care plans. A one percentage pomt change in assumed health care cost trend rates would have the
followmg effects:

Effect of a one percentage point increase in assumed health care cost trend

on total service and interest cost components . . . .. e $ 34

on postretirement benefit obligation ... ;........... e e e $ 327
Effect of a one percentage point decrease in assumed health care cost trend

on total service and interest cost components” ... ... ... i $(28)

on postretirement benefitobligation ... ......... . $(276)

In the fourth quarter of 2004, Exelon’s Board of Directors approved a proposal to make
contributions of approximately $2 biflion in 2005 to the Exelon defined benefit pension plans, reducing
the under funded status of these plans. These contributions exclude benefit payments expected to be

172




Exelon Corporation and Subsidiary Companies
Notes to Consolidated Financial Statements—(Continued)
(Dollars in millions, except per. share data unless otherwise noted)

made directly from corporate assets. Of the $2 billion expected to be contributed to the pension plans
during 2005, $13 million is estimated to be needed to satlsfy ERISA minimum funding requirements.

‘Estimated future benef t payments to partrmpants in Exelons penSIon plans and postretlrement
welfare benefit plans as of December 31, 2004 were:

: Other Postretirement
Pension Benefits Benefits ()

2005 e e $ 531 $ 163 .
2008 .. e et 530 170 ¢
2007 ....oiiiii e e e el 536 . 181
2008 .. e e - 537 -190
2009 .. ... e e R N . 544 : 197
2010through 2014 .. ... . i e e 2,91 1,088

Total estimated future benefits payments ....... e S .. $5,589 . $1,989

(a) Estimated future benefit payments do not reflect an anticipated Federal subsidy provided through the Prescription Drug Act.

The Federal subsidies to be received by Exelon in the years 2006, 2007, 2008, 2009 and from 2010 through 2014 are

~ estimated to be $8 million, $8 million, $9 million, $10 million and $63 million, respectively. A subsidy is not anticipated for
2005. °

Exelon sponsors savings plans for the majonty of its employees. The plans allow employees to
contribute a portion of their pre-tax 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 $57 million, $55 million, and $63 million in 2004, 2003 and 2002,
respectively.

16. Fair Value of Financial Assets and Liabilities
Non-Derivative Financial Assets and Liabilities

Fair Value. As of December 31, 2004 and 2003, Exelon’s carrying amounts of cash and cash
equivalents, accounts receivable, accounts payable and accrued liabilities are representative of fair
value because of the short-term nature of these instruments. Fair values for long-term debt and
preferred secuntles of subsidiaries are determined by an external valuation model which is based on
conventional dlscounted cash ﬂow methodology and utilizes assumptlons of current market pricing
curves. o

The carrymg amounts and falr values of Exelon S fnanmal Ilabllmes as of December 31, 2004 and
2003 were as follows: -

2004 ' 2003

e e Carrying Fair -: Carrying Fair
: ) Amount Value- Amount Value

Long-term debt (mcludmg amounts due wnthln one year) e, $7,719 $8,372 ' .$9,274 $9,922

Long-term debt to ComEd Transitional Fundlng Trust and PETT . T .
(including amounts due within one year) .........cc...ov... - 4,797 - 5,182 5,925 6,006

Long-term debt to other financing trusts . ...... e . 545 573 545 = 567

Preferred securities of subsidiaries ............... e ‘ 87 69 87 71
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Credit Risk. Financial instruments that potentially subject Exelon to concentrations of credit risk
consist principally of cash equivalents 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.

Derivative Instruments

Fair Value. The fair values of Exelon’s interest-rate swaps and power purchase and sale contracts
are determined using quoted exchange prices, external dealer prices or internal valuation models
which utilize assumptions of future energy prices and available market pricing curves.

Interest-Rate Swaps. At December 31, 2004 and 2003, Exelon had $0.4 billion and $1.3 billion,
respectively, of notional amounts of interest-rate swaps outstanding with net deferred gains (losses) of
$11 million and $(44) million, respectively, as follows:

Fair .  Fair

Notional Counterparty Value Value
Amount Exelon Pays Pays 12/31/04 12/31/03
Fair-Value Hedges . ,
ComEd .................... $240 .3 Month LIBOR - 6.15% $ 9 $—
, _ plus 1.12% - 1.60% _ ,
ComEd ........... ... ..... 485 3 Month LIBOR . 6.40% - 8.25% — 33
plus 1.68% — 3.09%
Cash-Flow Hedges
Exelon ..................... 200 4.59% ~ 4.65% 3 Month LIBOR 2 —
Generation ................. 861@ 5.71% -5.74% 3 Month LIBOR —_ (77)
Net Deferred Gains (Losses) . .. I : $ 11 $(44)

{a) Generation was released from its obligation due to sale of Boston Generating assets.

During 2004, Exelon settled interest-rate swaps in aggregate notional amounts of $800 million,
and recorded net pre-tax gains of $27 million. Of the $27 million net gain, $26 million was the result of
settlement by ComEd of interest-rate swaps designated as fair-value hedges and is being amortized as
a reduction to interest expense over the remaining life of the related debt. The remaining $1 million
was the result of settlement by Exelon and PECO of interest-rate swaps designated as cash-flow
hedges and is being amortized over the lives of the related debt.

_ . During 2003, Exelon settled interest-rate swaps in aggregate notional amounts of $860 million and
recorded net pre-tax gains of $1 million. The $1 million gain was the result of settlement by PECO and
Generation of interest-rate swaps designated as cash-flow hedges and is being amortized over the
lives of the related debt. Additionally, during 2003, Exelon settled interest-rate swaps in aggregate
notional amounts of $1,070 million and recorded net pre-tax losses of $45 million which were recorded
as regulatory assets. The pre-tax losses on settlements of interest-rate swaps are being amortized
over the life of the related debt to interest expense.
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Exelon recorded income of $0.2 million for the year ended December.31, 2004, representing the
ineffective portions of changes in the fair value of cash-flow hedge positions. This amount was
associated with the settlement of interest-rate swaps in December 2004 and was included in other, net
on Exelon’s consolidated statements of income. Exelon did not have any amount excluded from the
measure of effectlveness for the year ended December 31, 2004.

Durmg 2004 and 2003, no amounts were reclassn‘" ed.from accumulated other comprehensrve
income into earnings as a result of forecasted financing transactions no longer being probable.

Energy-Related Derivatives. Exelon utilizes derivatives to manage the utilization of its available
generating capacity and the provision of wholesale energy to its affiliates. Exelon also utilizes energy
option contracts and energy financial swap arrangements to limit the market price risk associated with
forward energy commodity contracts. Additionally, Exelon enters into certain energy-related derivatives
for trading or speculative purposes. At'December 31, 2004 and 2003, Exelon had $145 million and
$213 million, respectively, of energy derivatives recorded as net liabilities at fair value on the
Consolidated Balance Sheets, which includes the energy derivatives at Generation discussed below.

For the years ended December 31, 2004, 2003, and 2002, Generation recognized net unrealized
gains of $42 million, net unrealized losses .of $16 million and net unrealized gains of $6 million,
respectively, relating to mark-to-market activity of certain non-trading power purchase and sale
contracts pursuant to SFAS No. 133. Mark-to-market activity on non-trading power purchase and sale
contracts are reported in fuel and purchased power. For the years ended December 31, 2004, 2003
and 2002, Generation recognized net unrealized gains of $3 million and net unrealized losses of $3
million and $9 million, respectively, relating to mark-to-market activity on derivative instruments entered
into for trading purposes. Gains and losses associated with financial trading are reported as revenue in
the Consolidated Statements of Income.

Exelon Energy has entered into a limited number of energy commodity derivative contracts in
connection with its service of gas customers. Prior to January 1, 2004, contracts were maintained by
Exelon Energy While the majority of these contracts qualify as normal purchases and sales or as
cash-flow hedges under SFAS No. 133, $15 million was recorded as an increase to fuel expense in
2003 primarily as a result of the reversal of the 2002 mark-to-market adjustments. At December 31,
2004, Exelon Energy’s contracts are included in Generation’s mark-to-market activity. At December 31,
2003, Exelon had net assets of $3 million on the Consolidated Balance Sheets related to Exelon
Energy’s mark-to-market contracts. ‘Exelon Energy’s counterparties in these - contracts: were all
investment grade.

As of December 31, 2004, $194 million of deferred net losses on derivative instruments in
accumulated other comprehensive income are expected to be reclassified to earnings during the next
twelve months. Amounts in accumulated other comprehensive income related to changes in interest-
rate cash-flow hedges are ‘reclassified into earnings when the interest payment occurs or when
ineffectiveness has been determined. Amounts in accumulated other comprehensive income related to
changes in energy commodity cash-flow hedges are reclassified into earnings when the forecasted
purchase or sale of the energy commodity occurs. The maJorlty of Exelon’s cash-ﬂow hedges are
expected to settle within the next three years.

Credit Risk Assocrated with Derivative Instruments. Exelon would be exposed to credlt-related
losses in the event of non-performance by counterparties that issue derivative instruments. The credit
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exposure of derivatives contracts is represented by the fair value of contracts at the reporting date. For
energy-related- derivative instruments, Generation has entered into payment netting agreements or
enabling agreements that allow for payment 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 notional amount of derivatives
does not represent amounts that are exchanged by the parties and, thus, is not a measure of Exelon’s
exposure. The amounts exchanged are calculated on the basis of the notional or contract amounts, as
well as on the other terms of the derivatives, which relate to interest rates and the volatility of these
rates.

Nuclear Decommnssnonmg Trust Fund lnvestments

Investments as of December 31, 2004 and 2003 Exelon cIassnf ies mvestments in trust accounts
for decommissioning nuclear plants as available-for-sale and estimates their fair value based on
quoted market prices for the securities held in trust funds. These investments are held to fund Exelon's
decommissioning obligation for its nuclear plants. Decommissioning expenditures are expected to
occur primarily after the plants are retired. Based on current licenses and anticipated renewals,
decommissioning expenditures for plants in operation are currently estimated to begin in 2029. See
Note 14—Nuclear Decommissioning and Spent Fuel Storage for further information regardmg the
decommissioning of Generatlon S nuclear plants .

The following tables show the falr values gross unreahzed gams and losses and amortlzed cost
bases of the securities held in these trust accounts as of December 31, 2004 -and 2003. :

December 31, 2004

Gross Gross
Amortizéd ' Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Cashandcashequivalents...”..........0 ... ... $ 184 § — $ — $ 184
Equity securities ............ PPN, T 2,194 - 538 (37) 2,695
Debt securites - : AR : - ‘ ) v N
Federal government obligations R S . 1,447 = 51 4) 1,494
Other debt securities .. . ... RPN e - 855 37 (3 889
Total debt SECUNHES .\ viverveernnn .. . . e 2,302 88 (N 2,383
Total available-for-sale secuntles ....... P S $4,680 3 626 $ (44) $5,262
December 31, 2003

Gross Gross !
Amortized Unrealized Unrealized Estimated
' ) o . Cost ‘Gains’ Losses Fair Value
Cash and cash equivalents .. ................... e $ 84 $— . $— - $ 84
Equity securities . ............... e e 2,402 300 (294) 2,408

Debt securities , o S :
Federal government obhgatlons,., ................ 1,574 65 4 1,635
Otherdebt securities ............ .. ... ..ot 567 29 . (2) 594
Total debt securities ...l 2,141 94 (6) 2,229
Total available- for—sale secuntles e .‘; . %4627 $394 $(300)  $4,721
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The fixed-income available-for-sale securities held at December 31, 2004 have an average
maturity range of six to thirteen years. The cost of these securities was determined on the basis of
specific identification.

/mpairment 'Evaluétion in 2004. At December 31, 2004, Exelon had gross unrealized gains of $626
million and gross unrealized losses of $44 million related to the nuclear decommissioning trust fund
investments. At December 31, 2003, Exelon had gross unrealized gains of $394 million and gross
unrealized losses of $300 million related to the nuclear decommissioning trust fund investments. With
the exception of the portion of these amounts primarily related to AmerGen, as a result of ComEd’s
and PECO's regulatory arrangements for decommissioning costs, approximately $469 million of these
net unrealized gains were recorded as an increase to regulatory liabilities.

Exelon evaluates decommissioning trust fund investments for other-than-temporary impairments
by analyzing the historical performance, cost basis and market value of securities in unrealized loss
positions in comparison to related market indices. During 2004, Exelon concluded that certain trust
fund investments were other-than-temporarily impaired based on various . factors ‘assessed in the
aggregate, including the duration and severity of the impairment, the anticipated recovery of the
securities and considerations of Exelon’s ability and intent to hold the investments until the recovery of
their cost basis. This determination resulted in an $8 million impairment charge recorded in other
income and deductions associated with the trust funds for the decommissioning of the AmerGen
plants. Also, Exelon realized $260 million of the previously unrealized losses associated with the trust
investments for the decommissioning of the former ComEd and PECO plants. As both realized and
unrealized losses are included as a reduction in the fair value of the mvestments and in the fair value of
the regulatory liability, realization of these losses associated with the former ComEd and PECO plants
had no net income impact on Exelon’s results of operations or financial position.

Unrealized Gains and Losses. Net unrealized gains of $582 million were included in regulatory
assets, regulatory liabilities or accumulated other comprehensive income in Exelon’s Consolidated
Balance Sheet at December 31, 2004. Net unrealized gains of $94 million were included in
accumulated depreciation, regulatory assets and accumulated other comprehensive income in
Exelon’s Consolidated Balance Sheet at December 31, 2003.

The following table provides information regarding Exelon’s available-for-sale securities held in
nuclear decommissioning trust funds in an unrealized loss. position that were not considered other-
than-temporarily impaired. The following tables show the investments’ gross unrealized losses and fair
value, aggregated by investment category and length of time that individual securities have been in a

continuous unrealized Ioss posmon at December 31, 2004 and 2003.

December 31 2004

l Less than 12 months 12 months or more " Total

Gross Gross Gross
Unrealized Fair Unrealized _Fair Unrealized - Fair
Losses Value Losses ~Value Losses Value
Equity securities ............ ... ... o0 816 $197 $21. - $278 $37 .. $475

Debt securities B :

Government obligations .............. 2 207 2 68 4 275
Other debt securities ................ 2 182 1 22 3 204
Total debt securities ..................... 4 389 _3 90 _7 479
Total temporarily impaired securities ....... $20 $586 $24 $368 $44 $954
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- . . December 31, 2003 i
Less than 12 months 12 months or more Total

Gross Gross Gross
Unrealized Fair Unrealized Fair Unrealized =~ Fair
Losses Value Losses Value Losses Value
Equity securities .............. . . $33 . $231  $261 $775  $294  $1,006
Debt securities ' . .
Government obllgatrons ............ -4 232 . - 11 4 - 243
Other debt securities ............... -2 117 —_ 2 .2 119
Total debt securities ...:...... R ___6 349 — 13 6 362
Total temporarily impaired securities . .. ... $39 $580 $261 $788 $300 $1,368

Exelon evaluates the historical" performance cost basis and market value of securities in
unrealized loss 'positions in comparison to related market indices to assess whether or not the
securities are other-than-temporarily |mpa|red Exelon concluded that the trendmg of the related market
indices, the historical’ performance of these securities over a long-term time horizon and the level of
insignificance of the unrealized loss as a percentage of the cost of the mdrvrdual securities indicates
that the secuntres are not other—than-temporarlly impaired.

Sale of Nuclear Débommrssromng Trust Fund Investments. Proceeds from the sale of
decommissioning trust fund investments and gross realized gains and’ Iosses on those sales for the
years ended December 31, 2004 2003 and 2002 were as follows:

For the Years Ended
December 31,

2004 2003 2002

Proceeds from sales ......... e L. $2,320 $2,341 $1,612
Grossrealizedgains ................ ... ...l e 115 219 56
Gross realized losses . . ...... e e e (43) (235) . (86)

Net realized gains of $72 million and net realized losses of $16 million and $32 million were
recognized in other income and deductions in Exelon's Consolidated Statements of Income for the
years ended December 31, 2004, 2003 and 2002, respectively. Additionally, net realized gains $2
million were recognized in accumulated depreciation and regulatory assets in Exelon’s. Consolidated
Balance Sheets at December 31, 2002. Prior to January 1, 2003, realized gains and losses related to
the former PECO units were included in accumulated depreciation. See Note 14—Nuclear
Decommissioning and Spent Fuel for further information regarding the nuclear decommissioning trusts.

17. Preferred Securities

At December 31, 2004 and 2003 Exelon was authonzed to issue up to 100,000,000 shares of
preferred stock, none of which was outstanding.
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Preferred and Preference Stock of Subsidiaries .

At December 31, 2004 and 2003 ‘ctimulative' preferred stock of PECO no par value consisted of
15,000,000 shares authorized and the outstanding amounts set forth below:

. December 31,

‘ Re%g:;‘;’;i‘m 2004 . 2003 2004 2603
.  Price ' Shares Outstanding  Dollar Amount

Series (wrthout mandatory redemptlon) . ‘ ., . o
$4.68 (SeriesD) ... ..o weene.. -$104.00 150,000 150,000 $15 $15
$4.40 (SeriesC) ... ..vviiiiii 112.50 274,720 274,720 27 27
$4.30 (SeriesB) ............ et ... 102,00 150,000 150,000 15.. 15
$3.80 (Series A) ...... e v e e - 106.00 300,000 300,000 30 30
Total'preferred stock ........ e Liiladcie.s 0w 874,720 874,720 $87 $87

(a) Redeemable, at the option of PECO, at the indicated dollar amounts per share, plus accrued dividends.

'At December 31, 2004 and 2003, ComEd prior preferred stock and ComEd- preference stock
consisted of 850,000 shares and 6,810,451 shares authorized, respectively, none of which was
outstanding. :

18. Common Stock

At December 31 2004 and 2003 common stock without par value consisted of 1,200,000, 000
shares authorized and 664,187,996 and 656,365,044 shares outstanding, respectively.

Stock Spllt

On January 27, 2004, the Board of Directors of Exelon approved a 2-for-1 stock split of Exelon’ s
common stock. The distribution date was May 5, 2004. The share and per-share amounts have been
adjusted for all periods presented to reﬂect the stock split. .

Share Repurchases

Share Repurchase Program. I\n April 2004, Exelon's Board of Directors approved a discretionary
share repurchase program that allows Exelon to repurchase shares of its common stock on a periodic
basis in the open markét. The share repurchase program is intended to mitigate, in part, the dilutive
effect of shares issued under Exelon’s employee stock option plan and Exelon’'s Employee Stock
Purchase Plan (ESPP). The aggregate value of the shares of common stock repurchased pursuant to
the program cannot exceed the economic benefit received after January 1,-2004 due to stock option
exercises and share purchases pursuant to Exelon’'s ESPP. The economic benefit-consists of the
direct cash proceeds from purchases of stock and the tax benefits associated with exercises of stock
options. The share repurchase program has no specified limit on the number of shares that may be
repurchased and no specified termination date. Any shares repurchased are held as treasury shares
unless cancelled or reissued at the discretion of Exelon’s management. Treasury shares are recorded
at cost. During 2004, 2.3 million shares of common stock were purchased under the share repurchase
program for $75 million.
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Other Share Repurchases. In November 2004, Exelon repurchased 0.2 million shares of common
stock from a retired executive for $7 million. These shares are held as treasury shares and recorded at
cost. ' '

Stock-Based Compensation Plans

Exelon maintains Long-Term Incentive Plans (LTIPs) for certain full-time salaried employees. The
types of long-term incentive awards that have been granted under the LTIPs are non-qualified options
to purchase shares of Exelon’s common stock and common stock awards. At December 31, 2004,
there were options for app'roximately 14,770,078 shares remaining for issuance under the LTIPs.

The exercise price of the stock options is equal to the fair market value of the underlying stock on
the date of option grant. Options granted under the LTIPs become exercisable upon attainment of a
target share value and/or specified vesting date. All options expire 10 years from the date of grant. The
vesting period of options outstanding as of December 31, 2004 generally ranged from 3 years to 4
years. ,

Information with respect to the LTIPs at December 31, 2004 and changes for the three years then
ended, is as follows: '

Weighted Weighted " Weighted
Average Average Average
Exercise Exercise Exercise
Price Price . Price
(per share) (per share) (per share)
) ‘ Shares 2004 2004 Shares 2003 2003 Shares 2002 2002
Balance at January 1 .... 28,307,386 . $24.51 31,773,980 = $22.90 28,079,992 $21.98
Options
granted/assumed ..... 6,994,288 32.57 6,346,400 24.85 7,877,264 23.56
Options exercised . . . . . .. (9,373,662) 2420 (9,017,3%0) 19.03  (3,642,678) 16.69
Options canceled ....... M) 27.34 _(_725_6_%) . 25.09 _(5:{),_5_9_8) 26.81
Balanceat - ’ T
December31......... 25,205,285 $26.78 28,307,386  $24.51 31,773,980 $22.90
Exercisable at
December31......... 13,097,192 $24.88 18,032,696 $24.33 20,982,368 - - $21.98

Weighted average fair
value of options granted : .
~duringyear .......... $ 9.58 $ 5.52 $ 6.81

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 2004, 2003 and
2002, respectively: o -

2004 2003 2002

Dividend yield ....... e e e e et i e -33% 3.3% 3.3%
Expected volatility .............. ... .o L. et e, 19.7% 30.5%  36.8%
Risk-free interestrate ................. e e e 3.25% 3.0% 4.6%
Expected life (years) ...... ..o e 5.0 50 . 50
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At December 31, 2004, the options outstanding, based on ranges of exercise prices, were as
follows:

BT

-.Options Outstanding - . Options Exercisable
- Weighted N : .

~_Average ) .

" Remaining’ Weighted " -+ Weighted

e . Contractual - Average . - . -Average

Number Life Exercise " Number Exercise

Range of Exercise Prices Outstanding (years) Price ' Exercisable Price

$6.97-31046 ... ..., 49,050 3.0 $ 9.84 49,050 $ 9.84
$1047-8$13.95 .. ... e 383,064 1.9 12.46 383,064 12.46
$13.96-$17.44 ... ... ... 114628 23 15.07 - - 114,628 15.07
$17.45-820.93 ... ... ...l e o 3 472,093 44 1928 . 3,472,093 19.28
$20.94-$24.42 ... ..., ‘4,022,670 6.5 23.43 2,373,736 23.41

$24.43-827.91 ... e 5,204,363_ 7.7 24.86 1,293,402 2491
$27.92-$31.40 ... ... i 4,545,548 57 29.74 4,531,898 29.74
$31.41-834.90 ... ... e, 7,413,869 - .86 3266 . - 879,321 - 33.37
Total .. i e e 25,205,285 6.8 $26.78. + 13,097,192 - $24.88

Exelon common share awards of 1,813,874, 901,958 and 1,180,148 shares were granted under
Exelon’s LTIPs and board compensation plans during 2004, 2003 and 2002, respectively. Compensation
costs related to these awards are accrued and expensed over the vesting period, typically up to 5 years
from'the grant date. Exelon recognized stock-based compensation expense of $65 million, $31 million and
$20 million during 2004, 2003 and 2002, respectively. At December 31, 2004, Exelon had a liability of $81
million related to outstanding awards not yet settied through cash payments or share issuances.

In June 2001, the Board of Directors of Exelon approved the ESPP. The purpose of the ESPP is to
prowde employees of Exelon and its subsidiary companies the right to purchase shares of Exelon’s
common stock at below-market prices. A total of 5,357,745 shares of Exelon’s common stock have
been reserved for issuance under the ESPP. Employees’ purchases are limited to no more than 155
shares per quarter and no more than $25,000 in fair market value in any plan year. Employees
purchased 309,492, 418,652, and 514,910 shares of Exelon common stock under the ESPP in 2004,
2003 and 2002, respectively. ‘

Fund Transfer Restrictions

Under applicable law, Exelon is precluded from borrowing or receiving any extension of credit -or
indemnity from its subsidiaries and can lend to, but not borrow from, Exelon’s intercompany money pool
Additionally, under applicable Federal law, Exelon, ComEd, PECO and Generation can pay dividends only
from retained, undistributed or current earnings. Under lllinois law, ComEd may not pay any dividend on its
stock unless among other things,- “its eamings and earned surplus are sufficient to declare and pay same
after provision is made for reasonable and proper reserves or unless it has specific authorization from the
ICC. At December 31,:2004 and 2003, .Exelon had retamed earnings of $3.4 .bilion and $2.3 billion,
respectlvely, which included ComEd retained earnlngs of $1, 102 million and $883 million (all which has been
appropriated for future dividends at December 31, 2004) PECO retained earnings of $607 million and $546
million, and Generation undistributed earnings of $761 million and $602 million, reSpectlvely At December
31, 2004 and 2003, Exelon’s common equity to total cap|tahzat|on ratio was 41% and 35%, respectrvely

Undistributed Losses of Equnty Method Investments

-~ - Exelon had undistributed losses of equity method mvestments of $106 mrlhon and $55 ml"IOﬂ at
December 31, 2004 and 2003, respectively. -
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19. Earnings Per Share

Diluted earnings per share are calculated by dividing net income by the weighted average number
of shares of common stock outstanding, including shares to be issued upon exercise of stock options
outstanding under Exelon’s stock option plans considered to be common stock equivalents. The
following table sets forth the computation of basic and diluted earnings per share and shows the effect
of these stock options on the weighted average number of shares outstanding used in calculatmg
diluted earnings per share:

2004 2003 2002

lncome before cumulative effect of changes in accounting principles ... ... $1,841 $ 793 $1,670
Cumulative effect of changes in accounting principles . .................. 23 112 (230)
Netincome..........ccoiviiiiinennn.n. P $1,864 $ 905 $1,440
Average common shares outstanding—basic . el e 661 651 645
Assumed exercise of stockoptions ............ .. . i i, 8 6 4
Average common shares outstanding,—diluted ........................ ‘ 669 657 649
Earnings per average common share—Basic: .
income before cumulative effect of changes in accountmg prmcnples ... $279 $122 $ 259
Cumulative effect of changes in accounting principles ............... 0.03 - 0.17..--(0.36)
Netincome ....... P D FUT $ 282 $1.39 § 2.23
Earnings per average common share—Diluted: '
Income before cumulative effect of changes in accounting prmmples ...0$275 $1.21°$ 257
Cumulative effect of changes in accounting principles ............... -0.03 017  (0.35)
NEtinCOME ...ttt e, $278°3138 § 222

The number of stock options not included in the calculation of diluted common shares outstanding
due to their antidilutive effect was approximately nine million and ten million for 2003 and 2002,
respectively. There were no stock options excluded for 2004.

20. Commitments and Contingencies
Nuclear Insurance )

The Price-Anderson Act limits the liability of nuclear reactor owners for claims that could arise from
a single incident. As of December 31, 2004, the limit is $10.76 billion and is subject to change to
account for the effects of inflation and changes in' the number of licensed reactors. Through its
subsidiaries, Exelon carries the maximum avaﬂable commercial insurance of $300 million for each
operating site and the remaining $10.46" billion is- prowded through mandatory part|C|pat|on in a
financial protection pool Under the Price-Anderson Act, all nuclear reactor licensees can be assessed
a maximum charge per reactor per incident. The maximum assessment for all nuclear operators per
reactor per incident (including a 5% surcharge) is $100.6 million, payable at no more than $10 miilion
per reactor per incident per year. This assessment is subject to inflation and state premium taxes.

In addition, the U.S. Congress could impose revenue-raising measures on the nuclear industry to
pay claims. The Price-Anderson Act expired on August 1, 2002 and was subsequently extended to the
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end of 2003: by the U.S. Congress. Only facilities applying for NRC licenses subsequent to the
expiration of the Price-Anderson Act are affected. Existing commercial generating facilities, 'such as
those .owned by Generation, remain subject.to the provisions of the Price-Anderson Act and are
unaffected by its expiration. However, new licenses are not covered under the’ Pnce Anderson Act and
any new plant mmatrves would need to address thls exposure

Generatlon is a member of an rndustry mutual insurance company, Nuclear Electric Insurance
Limited (NEIL), which provides property -damage, decontamination and premature decommissioning
insurance for -each ‘station for.losses resulting from damage to its nuclear plants. In the event of an
accident, insurance proceeds must first be used for reactor stabilization and site decontamination. If
the decision is made to decommission the facility, a portion of the insurance proceeds will be allocated
to a fund, which Generation is required by the NRC to maintain, to provide for decommissioning the
facility. Generation is unable to predict the timing -of .the availability: of insurance proceeds to
Generation and the amount of such proceeds that would be available. Under the terms of the various
insurance agreements, Generation .could.be assessed up to $168 million for losses incurred at any
plant insured by the insurance companies. In the event that one or more acts of terrorism cause
accidental property ‘damage within a twelve-month period from the first accidental property. damage
under one or more policies for all insureds, the maximum recovery for all losses by all insureds will be
an aggregate of $3.2 billion plus such additional amounts as the insurer may recover for all such losses
from reinsurance, indemnity, and any other source, applicable to such losses. The $3.2 billion
maximum recovery limit is not applicable, however, in the event of a “certified act of terrorism” as
defined in the Terrorism Risk Insurance Act of 2002, ‘as a result of government indemnity. Generally, a
“certified act of terrorism” is defined in the Terrorism Risk Insurance Act to be any act, certified by the
U.S. government, to be an act of terrorism committed on behalf of a foreign person or interest.

‘Additionally, NEIL provides replacement power cost insurance in the event of a major accidental
outage at a nuclear station. The premium for this coverage is subject to assessment for adverse loss
experience. Generation’s maximum share of any assessment is $48 million per year. Recovery under
this insurance for terrorist acts is ‘subject to the $3.2 billion aggregate limit and secondary to the
property insurance described above. This limit would also not apply in cases of certified acts of
terrorism under the Terrorism Risk lnsurance Act as described above

In addition, Generation participates .in the ‘American Nuclear Insurers Master Worker Program,
which provides coverage for worker tort claims filed for bodily injury caused by a nuclear energy
accident. This program was modified, effective January 1, 1998, to provide coverage to all workers
whose “nuclear-related employment” began on or after the commencement date of reactor operations.
Generation will not be liable for- a retrospective assessment under this new policy; however, in the
event losses incurred under the small number’ ‘of policies in the old program exceed accumulated
reserves, a maximum retroactive assessment of up to $50 million could apply...

For its insured Iosses, Exelon is self-insured to the extent that losses are within the policy
deductible or exceed the amount of insurance maintained. Such losses could have a material adverse

effect on Exelon’s financial condition, results of operations and liquidity.
. ‘ R AT =

Energy Commltments

S

Generation’s wholesale operatrons lnclude the physrcal dehvery and marketing of power obtamed
through its generation capacity, and long-,"intermediate- and short-term contracts. Generation
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maintains a net positive supply of energy and capacity,:through ownership of. generation-assets and
power purchase and lease agreements, to protect it from the potential operational failure of one of its
owned or: contracted power generating units. Generation has-also contracted for access to additional
generation through: bilateral long-term purchase power agreements (PPAs). These agreements are
firm commitments related to power generation of specific generation plants and/or are dispatchable-in
nature. Generation enters into power purchase agreements with the objective of obtaining low-cost
energy supply sources to meet its physical delivery obligations to its customers. Generation has'also
purchased firm transmission rights to ensure that it-has reliable: transmission capacity. to physically
move its power supplies to. meet customer delivery needs. The primary intent and business objective
for the use of its' capital assets and contracts. is to provide Generation with physical power supply to
enable it to deliver energy to meet customer needs. Generation primarily uses financial contracts in its
wholesale marketing activities for hedging purposes. Generatlon also uses financial contracts to
manage the rlsk surroundmg tradmg for prof t act|V|t|es :

2 r T

Generatron has entered into bllateral Iong term contractual obllgatlons for sales of energy to Ioad-
serving - entities, . including electric utilities, municipalities, electric cooperatives, and retail load
aggregators. Generation also.enters into contractual obligations to deliver energy to wholesale market
participants who primarily focus on the ‘resale of energy: products for delivery. Generation provides
delivery of its energy to these customers through access to lts transmnssnon assets or rlghts for firm
transmrssron ‘ S :

At December 31, 2004, Generatron had Iong-term commltments reIatmg to the purchase from and
sale to unaffiliated utilities and others of energy, capaC|ty and transmnssron rights as lndlcated in the
following tables: - : - .

Net Capacity PowerOnly PowerOnly Transmission Rights

: ‘ " Purchases (2 Sales’ Purchases * Purchases®
2005 .......... e e $ 578 . $2,551  $1,446 $ 31
2006 .......... e 581 . 961 605 3
2007 i, e e ... 533 167 . 254 —
2008 ... .. 462 9 195 —
2009 .. e, 437 9 194 —_—
Thereafter ...l . 3,664 343 548 . e

$ 34

Total(c) .......................... e $6 255 $4 040 $3,242

{(a) Net capacity purchases include tolling agreements that are accounted for as operating leases. Amounts presented in the
commitments represent Generation’s expected: payments under these arrangements at December 31, 2004. Expected
payments include certain capacity charges which are contingent on plant availability. -

{b) Transmission rights purchases include estimated commltments in 2005 and 2006 for addmonal transm|ssron r|ghts that wnll
be required to fulfill firm sales contracts. '

{c) Included in the totals are $395 million of power only sales commitments related to Sithe, which were not retained by
Generation following the sale of Sithe. See Note 3 — Sithe and Note 25 Subsequent Events for further discussion of these
transactions. : L : !

Generation has a PPA with ComEd under which Generation has agreed to supply all of ComEd’s
load requirements through 2006. Prices for this energy vary depending upon the time of day and month
of delivery. Subsequent to 2006, ComEd expects to procure all of its supply from market sources,
which could include’ Generation. Additionally, Generation has entered intoa PPA with PECO under
which PECO obtains substantially all of its electric supply from Generation through 2010. Prices for this
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energy vary depending upon month of delivery. Subsequent to 2010, PECO expects to procure all of
its supply from market sources, which could lnclude Generatlon

Other Purchase Obligations

In addition to Generation’s energy commitments as described above, Exelon has commitments to
purchase fuel supplies for nuclear-generation and various other purchase commitments related to the
normal day-to-day operations of its business. As of December 31, 2004, these commltments ‘were as
follows:

Explration within

2010
Total 2005 - 2006-2007 2008-2009 and beyond
Fuel purchase agreements @ .. .- ... e c..... $3,639 $639 $985 $616 $1,399
Other purchase commltments ® ..i.. 463 241 134 57 31

(a) Fue! purchase agreements — Commitments to purchase fuel supplies for nuclear and fossil generation.
(b) Other purchase commitments — Commitments for services and materials, minimum spend requirements related to the sale
of InfraSource (see Note 2 — Acquisitions and Dispositions) and amounts committed for information technology services.

Commercial Commitments

Exelon’s commercial commitments as of ‘December 31 2004, repre_senting commitments
potentially trlggered by future events, were as follows - v

: Expiration within -

: 2010 .
I L ©_Total 2005  2006-2007 2008-2009 and beyond
Letters of credit (non-debt)@ ... ... ............. $ 240 $239 . % 1 $ — $ —
Letters of credit (long -term debt)—mterest : : - .
-coverage® ... ..., e SR 15 15 — — —
Suretybonds@ ... .. ... , 458 84 - 4 L— 370
Performance guarantees@ . .................... 201 —_— e — 201
Energy marketing contract guarantees® _........ 261 156 - 65 — : 40.
Nuclear insurance guarantees® ............ Yoo, 1710 — —_ » 1,710
Lease guarantees@ ... ... ... . loieea., . 10 — 1 e 9.
Midwest Generation Capacity Reservation » _ _
Agreement guarantee ™ .............. L., 29 4 7 - 8 10
Exelon New England guarantees® .. ... ... .00 000 17 — — - S
Total commermal commitments ............... .. %2941 $498 $78 $ 8 - $2,357

(a) 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. As of December 31, 2004,'Exelon had $240 million of
outstanding letters of credit (non-debt) issued underits $1.5 billion credit agreements. Guarantees of $67 million have been
issued to provide support for certain letters of credit as required by third parties. Includes letters of credit of $95 million that
will be eliminated upon sale of Sithe to Dynegy. See Note 25—Subsequent Events for further information regarding the sale
of Sithe.

(b} . Letters of credit (Iong-term debt) interest coverage - Reﬂects the |nterest coverage portlon of letters of credit supporting
floating-rate pollution control bonds. The principal amount ‘of the floating-rate pollution control bonds’ of $520 million is
reflected in long-term debt in Exelon’s Consolidated Balance Sheet. ’

(c) Surety bonds — Guarantees issued related to contract and commercial surety bonds, excluding bid bonds.
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(d) Performance guarantees — Guarantees issued to ensure executlon under specific contracts. k

(e} Energy marketing contract guarantees — Guarantees issued to ensure performance under energy commodlty contracts
Includes guarantees of $30 million that will be ‘eliminated upon the sale of Sithe to Dynegy. See Note 25—Subsequent
Events for further information regarding the sale of Sithe.

(f Nuclear insurance guarantees — Guarantees of nuclear insurance required under the Price-Anderson Act. $1.0 billion of this
total exposure is exempt from the $6.0 billion PUHCA guarantee limit by SEC rule.

{(g) Lease guarantees — Guarantees issued to ensure payments on building leases. - :

(h) Midwest Generation Capacity Reservation Agreement guarantee — In connection with ComEd’s agreement with the Clty of
Chicago (Chicago) entered into on February 20, 2003, Midwest Generation assumed from Chicago a Capacity Reservation
Agreement that Chicago had entered into with Calumet Energy Team, LLC. ComEd has agreed to reimburse Chicagq:for
any nonperformance by Midwest Generation under the Capacity Reservation Agreement. Under FIN 45, $3 million is
included as a liability on Exelon's Consolidated Balance Sheets at December 31, 2004.

(i) Exelon New England guarantees — Mystic Development LLC (Mystic), a former affiliate of Exelon New England, has a long-
term agreement through January 2020 with Distrigas of Massachusetts Corporation (Distrigas) for gas supply, primarily for
the Boston Generating units. Under the’ agreement, gas purchase prices from Distrigas are indexed to the New England gas
markets. Exelon New England has guaranteed Mystic's financial obligations to Distrigas under the long-term supply

- agreement. Exelon New England’s guarantee to Distrigas remained in effect following the transfer of ownership interest in
Boston Generating in May 2004. Under FIN 45, approximately $16 million is included as a liability within the Consolidated
Balance Sheet of Exelon as of December 31, 2004 related to this guarantee. The terms of the guarantee do not limit the
potential future payments that Exelon New England could be required to make under the guarantee. Other guarantees
associated with Exelon New England tota! less than $1 million.

Environmental Issues

General. Exelon's operations have in. the past and may in.the future require substantxal
expenditures in order to comply with environmental laws. Addmonally, under Federal and state
environmental laws, Exelon, through its subsidiaries, is generally liable for the costs of remediating
environmental contamination of property now or formerly owned by Exelon and of property
contaminated by hazardous substances generated by Exelon. Exelon’s subsidiaries own or lease a
number of real estate parcels, including parcels on which their operations or the operations of others
may have resulted in contamination by substances that are considered hazardous under environmental
laws. Exelon has identified 69 sites where former manufactured gas plant (MGP) activities have or may
have resulted in actual site contamination. Of these 69 sites, the lllinois Environmental Protection
Agency has approved the clean up of four sites and the Pennsylvania Department of Environmental
Protection has approved the cleanup of nine sites, and of the remaining sites, 56 are currently under
some degree of active study and/or remediation. In addition, Exelon's subsidiaries 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, 2004 and 2003, Exelon had accrued $124 million and $129 million,
respectively, for environmental investigation and remediation costs, including $96 million and $105
million, respectively, for MGP investigation and remediation that currently can be reasonably
estimated. Included in the environmental investigation and remediation cost obligations as of
December 31, 2004 and 2003 are $96 million and $105 million, respectively, that have been recorded
on a discounted basis (reflecting discount rates of 4.3% in 2004 and from 5.0% in 2003). Such
estimates before the effects of discounting were $109 million and $138 million at December 31, 2004
and 2003, respectively (reflecting inflation rates of 2.3% in 2004 and 2.5% in 2003). Exelon cannot
reasonably estimate whether it will incur other significant liabilities for additional investigation and
remediation costs at these or additional sites identified by Exelon, environmental agencies or others, or
whether such costs will be recoverable from third parties, including ratepayers. However, PECO is
currently recoverlng through regulated gas rates costs associated with the remediation of the. MGP
sites. :
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As of December 31, 2004, Exelon anticipates that payments related to -the discounted
environmental investigation and remediation costs, disclosed below on an undiscounted basis, will be:

2005 .\t AT T ... $16

2008 L e e e e e e e e e 21
2007 e e e e e e e e 17
2008 L. e e e e e e e e 14
011 7
Remaining years ......... L e, 34
Totalpayments . . ... ............. . e $109

In December 2003, PECO updated its accounting estimate -related to the reserve for
environmental remediation. Based on an update of an independently prepared environmental
remediation study on 27 MGP sites, PECO increased the environmental reserve by $18 million, with an
offsetting increase to the MGP regulatory asset. See Note 21—Supplemental Fmanmal Informatlon for
further discussion of the MGP regulatory asset. :

Section 316(b) of the Clean Water Act. In July 2004, the EPA issued the final Phase Il rule
implementing Section 316(b) of the Clean Water Act. This rule establishes national requirements for
reducing the adverse environmental impacts from the entrainment and impingement of aquatic
organisms at existing power plants. The rule identifies particular standards of performance with respect
to entrainment and impingement and requires each facility to monitor and validate this performance in
future years. The requirements will be implemented through state-level National Pollutant Discharge
Elimination System (NPDES) permit programs. All of Generation’s power generation facilities with
cooling water systems are subject to the regulations. Facilities without closed-cycle recirculating
systems are potentially most affected. Those facilities are Clinton, Cromby, Dresden, . Eddystone,
Fairless Hills, Handley, Mountain Creek, New Boston, Oyster Creek, Peach Bottom, Quad Cities, and
Salem. Generation is currently. evaluating compliance options at its affected plants. At this time,
Generation cannot estimate the effect that compliance with the Phase Il rule requirements will have on
the operation of its generating facilities and its future results of operations, financial condition and cash
flows. There are many factors to be considered and evaluated to determine how Generation will
comply with the Phase II rule requirements.and the extent to which such comphance may result in
financial and operational impacts. The considerations and evaluations include, but are not limited to
obtaining clarifying interpretations of the requirements-from state regulators, resolving outstanding
litigation proceedings concerning the requirements, .completing studies to establish biological baselines
for each facility, and performing environmental and .economic cost benef t evaluation of the potentlal
compliance alternatives in accordance with the requnrements e s .

Cotter Corporatlon The EPA has adv1sed Cotter Corporatlon (Cotter) a former ComEd
subsidiary, that it is potentlally liable in. connectlon W|th rad:ologlcal contamination at a site known as
the West Lake Landfill in Missouri. On February 1 18 2000 ComEd sold Cotter to an unaff liated third
party. As part of the sale, ComEd agreed to. mdemmfy Cotter for any liability lncurred by Cotter as a
result of any Ilablllty arising in connection WIth the West Lake Landfill. In connection with Exelon’s 2001
corporate restructuring, this responsibility to indemnify Cotter was transferred to Generation. Cotter is
alleged to have disposed of approximately 39,000 tons of soils mixed with 8,700 tons of leached
barium sulfate at the site. Cotter, along with three other. companies identified by the EPA as potentially
responsible parties (PRPs), has submitted a draft feasibility study addressing options for remediation of
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the site. The PRPs are also engaged in discussions with the State of Missouri and the EPA. The
estimated costs of the anticipated remediation strategy for the site range up to $22 million. Once a
remedy is selected, it is expected that the PRPs will agree on an allocation of responsibility for the
costs. Generation has accrued what it believes to be an adequate amount to cover its anticipated
share of the liability.

l.eases

Minimum future operating lease payments, including lease payments for vehicles, real estate,
computers, rail cars and office equipment, as of December 31, 2004 were:

2005 e e e $ 73
2006 ... e e e e e e 71
2007 e e e et e 63
2008 L. e e e e 59
2000 L e e e e e e e 55
ReEMaiNiNg Years ... ....oiini i i i it ce et ee e 588
Total minimum future lease payments@ . ... ... ... .. .. ... ... ....... $909

(a) Generation’s tolling agreements are accounted for as operatlng leases and are reflected as net capacity purchases in the
energy commitments table above

Rental expense under operatmg leases totaled $64 million, $57 m|II|on and $85 million in 2004
2003, and 2002, respectively.

For information regarding Exelo:h's capital lease obligations, see Note 12—Long Term Debt.

Litigation

Retail Rate Law. In 1996, three developers of non-utility generating facilities filed litigation against
various lllinois officials claiming that the enforcement against those facilities of an amendment to lllinois
law removing the entitlement of those facilities to state-subsidized payments for electricity sold to
ComEd after March 15, 1996 violated their rights under Federal and state constitutions. The
developers also filed suit against' ComEd for a declaratory judgment that their rights under their
contracts with ComEd were not affected by the amendment and for breach of contract. On November
25, 2002, the court granted the developers’ motions for summary judgment. The judge also entered a
permanent injunction enjoining ComEd from refusing to pay the retail rate on the grounds of the
amendment and lllinois from denying ComEd a tax credit on account of such purchases. On March 9,
2004, the lllinois Appellate Court reversed the trial court. The Appellate Court held that the 1996 law
does apply to the developers’ facilities and, therefore, they are not entitled to subsidized payments.
The Court expressly ruled that-the breach of contract claims against ComEd are dismissed with
prejudice. Two of the developers sought review of the Appellate Court's decision by the lllinois
Supreme Court. On May 26, 2004, the Supreme Court declined to hear the earlier-filed of the two
appeals. On October 6, 2004, the Supreme Court declined to hear the final appeal. The time for further
appeals has now passed. Related claims remain pendmg in the trial court.

Real Estate Tax Appeals. PECO and Generation each have been challenglng real estate taxes
assessed on nuclear plants. PECO is involved in litigation in which it is contesting taxes assessed in
1997 under the Pennsylvania Public Utility Realty Tax Act of March 4, 1971, as amended (PURTA),
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and has appealed local real estate assessments for 1998 and 1999 on the Limerick Generating Station
(Montgomery County, PA) (leenck) and Peach Bottom Atomic Power Station (York County, PA)
(Peach Bottom) plants. Generation is mvolved in real estate tax appeals for 2000 through 2004, also
regarding the valuation of its Limerick and Peach Bottom plants, Quad _Cities Station (Rock 'Island
County, IL), Three Mile Island Nuclear Statlon (Dauphln County, PA) and Oyster Creek Nuclear
Generating Station (Forked Rlver NJ) L

‘ Durmg -2003, ‘upon completlon of updated nuclear - plant appralsal studles Exelon recorded
reductions of $74 million to reserves recorded for exposures associated with the real estate taxes.
Exelon believes its reserve balances for exposures assomated with the real estate taxes as of
December 31, 2004 reflect the probable expected outcome of the litigation and appeals proceedmgs in
accordance with SFAS No. 5, “Accountlng for Contlngencres The ultlmate outcome ‘of such matters,
however, could result in unfavorable or favorable’ ‘adjustments to the consolidated financial statements
of Exelon and such adJustments could be materlal

- " General. Exelon is involved in various other Iltlgatlon matters that are bemg defended and handled
in the ordinary course of biisiness. Exelon mamtams accruals for such '‘costs that are probable of being
mcurred and subject to reasonable estlmatlon The ultimate outcomes of such matters, as well as the
matters discussed above, are uncertainand | may have a matenal adverse effect on Exelon’ s fmancral
condmon results of operatrons or cash ﬂows

1

Capital Commitments

-'SCEP. Generation has a 71% interest in SCEP, which owns a peaking facility in Chicago. SCEP is
obllgated to make total equity distributions of $49 million through 2022 to the party, which is not
affiliated with Exelon, that owns the remaining 29% interest. This amount reflects a return of that
party’s investment in -SCEP.- Generation”has the rlght to purchase, generally at'a premium, and the
other party has the right to require Generation to purchase, generally at a discount, the 29% interest in
SCEP. Additionally, Generation may be required to purchase the remaining 29% interest upon the
occurrence of certain events, including Generation's failure to maintain an investment grade rating. As
a result of the adoption of SFAS No. 150 on July 1, 2003, Exelon reclassified the minority interest
associated with SCEP to a long-term liability. The total long-term liability related to SCEP was $49
million and $51 million as of December 31, 2004 and 2003, respectively.

Sithe Call Option. On September 29, 2004, Generation exercised its call option and entered into
an agreement to acquire Reservoir's 50% interest in Sithe for $97 million. The closing of the call
required state and Federal regulatory approvals, which were received in January 2005, and the
transaction was completed on January 31, 2005. See Note 3—Sithe and Note 25—Subsequent Events
for additional information.

Credit Contingencies

Dynegy. As previously disclosed, Generation is counterparty to Dynegy in various energy
transactions and had financial and credit risk associated with Dynegy through Generation’'s investment
in Sithe at December 31, 2004. On January 31, 2005, Generation sold its investment in Sithe and,
accordingly, is no longer subject to potential financial risk associated with Dynegy’s performance under
the financial swap arrangement that Dynegy had with Sithe. See Note 25—Subsequent Events for
further discussion of Generation’s sale of Sithe.
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Income Taxes

Refund Claims. ComEd and PECO have entered into several agreements with a tax consultant
related to the filing of refund claims with the IRS. ComEd and PECO previously made refundable
prepayments to the tax consultants of $11 million and $5 mrlllon respectively. The fees for these
agreements are contingent upon a successful outcome of the claims and are based upon a percentage
of the refunds recovered from the IRS, if any. The ultimate net cash outflows to ComEd and PECO
related to these agreements will either be positive or neutral depending upon the outcome of the refund
claim with the IRS. These potential tax benefits and associated fees could be material to the financial
position, results of operations and cash flows of ComEd and PECO. A portion of ComEd'’s tax benefits,
including any associated interest for periods prior to the PECO / Unicom Merger, 'would’be recorded as
a reduction of good\)villv pursuant to a reallocation of the PECO / Unicom Merger purchase price. Exelon
cannot predict the timing of the final resolution of these refund claims.

In 2004, the IRS granted preliminary approval for one of ComEd’s refund claims. As such, ComEd
believes that it is probable that a fee will ultimately be paid to, the tax consultant. Therefore, ComEd
recorded an expense of $5 million (pre tax), which resulted in a decrease to the prepayment from $11
million to $6 million. The charge represents an estimate of the fee to the tax consultant which may be
adjusted upward or downward depending on the IRS’ final calculation of the tax and interest benefit. As
of December 31, 2004, ComEd had not reflected the tax benefit associated with the refund . claim
pending final approval of the IRS; however, as described above, the net income statement |mpact for
ComkEd is anticipated to be neutral or positive.

- See Note 25—Subsequent Events for information regarding the final approval of ComEd's refund
claim, _ ‘ o o .

Other. Exelon, throug'h its ComEd eubsidiary, 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. See Note
13—Income Taxes for further information. ‘
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21. Supplemental Financial Information
Sopplementél Income Statement Information

The following tables provide additional information about Exelon’s Consolidated Statements of
Income for the years ended December 31, 2004, 2003 and 2002.

For the Years Ended ..
December 31,

2004 2003 2002

Depreciation, amortization and accretion

Property, plantand equipment® . ................ ... ... L . $ 835 $§ 736 $ 729
Regulatory assets ......... e e . . 418 386 472
Nuclear fuel®) . e 380 395 374
Asset retirement obligation accretion®e) . ... .. i o oo - 210 160 126
Amortization of intangible assets @ . . ... ... ... ... ... L. 1’90 4 —
Total depreciation, amortization and accretion ........................ $1,933 $1,681 $1,701

(a) Includes amortization of capitalized software costs.

(b) Included in fuel expense in the Consolidated Statements of Income. :

(c) Prior to the adoption of SFAS No. 143 on January 1, 2003, these amounts were recorded in depreciation expense. Upon
adoption of SFAS No. 143, these amounts were recorded in operating and maintenance expense in Exelon’s Consolidated
Statements of Income. See Note 14—Nuclear Decommxsswnmg and Spent Fuel Storage for further discussion of the
adoption of SFAS No. 143.

(d) $38 million was reflected as a reduction in revenues in the Consolidated Statements of Income of which $32 million related
to the amortization of Sithe assets. See Note 3—Sithe and Note 25—Subsequent Events for a description of Sithe's
intangible assets that are reflected in Exelon’s Consolidated Balance Sheets at December 31, 2004 and a description of the
sale of Sithe that was completed on January 31, 2005.

" For the Years Ended
December 31,
. 2004 - 2003 2002

Income (loss) in equity method investments T ' ‘
Financing trusts of ComEd and PECO @, . e ceeeae. $(44) 8 — $ —

AmerGen® . e Loeen T — 41 64
Sithe®© . ...... e P e e e L. () 2 23
Synfuel ............. ... P e e 84) — =

Affordable housing projects @ .. ... ...t (9 (100 (10)
Communications joint ventures and other investments ......... P (5) (6) 3
Total ..ovviiiiii . e e . $(153) $ 33 $ -80

(a) Financing trusts were deconsolidated as of December 31, 2003.

(b) Prior to the acquisition of British Energy’s 50% interest in December 2003.

(¢) Includes losses incurred prior to Sithe’s consolidation as of March 31, 2004 and losses from Slthe s |nvestmenls in TEG and
TEP prior to their sale in October 2004. See Note 3—Sithe for addmonal information.

(d) Prior to the sale of mvestments on October 15, 2004 and November 12 2004.
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For the Years Ended-
December 31,

2004 2003 2002

Taxes other than income . .

Utility® ..o P $439  $440 $439
REAl 8StAtE . . ..ottt it e e e 151 650 149
Payroll- .. .ove e 100 92 98
Other ..... SO 29 (16) 23

Total ............... e e e e e \$719 $581  $709

(a) Municipal and state utility taxes are also recorded in revenues on Exelon’s Consolidated Statements of Income.
{b) Includes the reduction of $74 million of property tax accruals during 2003 as described in Note 20—Commitments and
' Contingencies.
(¢) Includes a credit of $25 million in 2003 due to a favorable settlement of coal use tax issues at ComEd related to periods prior
to the PECO / Unicom Merger.

For the Years Ended -
December 31,

2004 2003 2002

Other, net -
Investmentincome .............:...... R S $ 14 $ 21 $ 33
Net loss on early extrngurshment of debt e e e e ©(130) — —
Gain (loss) on disposition of assets, net® .. ........ P | 4 (3) 201
Decommissioning-related activities S . L ,

Decommissioning trust fund income®y .. ...... ... .. L L, e 194 79 77

- Decommissioning trust fund income—AmerGen®) ... ........ AP .7 43 — —

Other-than-temporary impairment of decommrssromng trust funds© . .. .. . (268) — —

. Regulatory offset to non-operating decommissioning—related
ACHVIES (0 . o 66 (79) —

Interest associated with Federal incometaxes ..............cvvievennnn... — (14) —
Impairment of investmentin Sithe ................... s SO — (255 —
Impairment of investments and otherassets .................cc.oc.ven.. . (19) (38) @47
Net direct financing lease income ............ B e 21 20 18
Gain on settlement of note receivable® . .. .. ... . 18 — —
AFUD C . e 4 9. . 190
Reserve for potential plant disallowance ......... ... . ..o i, — 12 (12)
Other ..o e e e 30 (13) .15

Total v e $ 140 $(261) $304

(a) See Note 2—Acquisitions and Dispositions for further discussion.

(b} Includes investment income and realized gains (losses). .

(c), Includes other-than-temporary impairments totaling $255 million, $5 million and $8 mrlhon on nuclear decommlssromng trust
funds for the former ComEd units, the former PECO units and the AmerGen units, respectlvely

(d) Includes the elimination of non-operating decommissioning-related activity for those units that are subject to regulatory
accounting, including the elimination of decommissioning trust fund income and other-than-temporary impairments for
certain nuclear units. See Note 14—Nuclear Decommissioning and Spent Fuel Storage and Note 16—Fair Value of
Financial Assets and Liabilities for more information regarding the regulatory accounting applied for certain nuclear units.

(e) Reflects the collection of a note related to the sale of Infrasource. See Note 2—Acquisitions and Dispositions for further information.

() In 2002, the debt portion of AFUDC of $8 million was recorded as a non-cash credit to other, net. Subsequent to 2002, the
debt portion of AFUDC was recorded as a non-cash credit to interest expense.
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Supplemental Cash Flow Information:

The following table provides additional information about Exelon's Consolldated Statements of Cash
Flows for the years ended December 31, 2004, 2003 and 2002. '
For the Years Ended
December 31,
2004- 2003 2002

Cash paid during the year ' , ,
Interest (net of amount capitalized) ............c i i $888° $801 $905

Income taxes (netofrefunds) ....................... et 205 728 ©614
Non-cash investing and financing activities : L .

Increase in assetretirementcost ...... .o i i e 829 — —

Disposition of Boston Generating®@ ......... ... . i i i 102 — —

Note cancelled in conjunction with the acquisition of Sithe International from

S 1 1= PR 92— —
Consolidation of Sithe pursuantto FIN46-R ............ ... ... ..ol 85 - —
Purchase accounting estimate adjustments ...... .. .. . Lol 36 59 —
Non-cash issuance of common stock ©........ .. . o i i 26 16 3
Issuance of note payable to acquire synthetic fuel interests . .................. 22 238 —
Resolution of certain tax matters and PECO I Umcom Merger severance -

“adjustment ... ... ol e e e e e e e e s 14 — 14
Capital lease obligations . . ... . i i i i i e 1 - 52
Note received in connection with the sale of Sithe to RESEIVOIr ..o, — 92 -
Note issued to Sithe in the Exelon New England acqu151t|on e — 2 534
Contribution of land from minority interest of consolidated subsidiary ........... — — 12

(a) See Note 2 ~ Acquisitions and Dlsposmons for addltlonal mformatlon regardmg the dlsposmon of Boston Generating.

Supplemental Balance Sheet Informatlon R

The following tables provide additional information about assets recorded W|thm Exelons
Consolidated Balance Sheets as of December 31; 2004 and 2003.

December 31, 2004 ' : : : oo Energy Delivery Generation - Enterprises Exelon

Investments a ’ ’ '

Equity method investments: : » o C ’
Direct financing leases ......... A L $— 7 $— S g - $486
Financing trusts@ .. ............. Loeedindd oo 139 e — 139
TEGand TEP® .. ................ P T - 79 T — 79
Energy services and other ventures .............. 2 10 2 - 14

Tota! equity method investments ............. 141 89 2 718
Other investments:
Employee benefit trusts and investments .......... 59 14 2 85
Energy services and other ventures .............. — 1 1
Total otherinvestments .. ............... PR 59 14 3 86
Totalinvestments .................. e e L..L.no T %200 $103 $ 5 $804

(a) Includes investments in financing trusts which were not consolidated within the financial statements of Exelon at December
31, 2004 pursuant to the provisions of FIN 46-R. See Note 1- Significant Accounting Policies for further discussion of the
effects of FIN 46-R.

(b) Generation acquired 49.5% interests in two facilities in Mexico on October 13, 2004. See Note 3-Sithe for further
information on this transaction.
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December 31, 2003 Energy Delivery Generation Enterprises Exelon
Investments
Equity method investments: S . , _ :
Direct financing leases . .......... P $— $ — $ — $465
Financingtrusts@ . .............. ... ... .. ... 196 — — 196
Affordable housing projects ................... — — — 77
Investment in EXRES SHC. Inc.® .. .......... — 47 . = 47
Energy services and otherventures ............ 2 " 30 S 44
Communications ventures ...... e 1 — . 28 29
Total equity method investments .............. 199 58 58 858
Other investments: ’ ‘
Employee benefit trusts and investments ........ . 53 7 — 72
Energy services and other ventures ............ — — 25 25
Total otherinvestments .................. - 83 7 25 97
Total investments ................. PO $252 . . $ 65 $ 83 . $955

(a) Includes investments in financing trusts which were not consolidated within the financial statements of Exelon at December
31, 2004 pursuant to the provisions of FIN 46-R. See Note 1- Significant Accounting Policies for further discussion of the
effects of FIN 46-R. o : :

(b} On November 25, 2003, Generation, Reservoir and Sithe completed a series of transactions that restructured the ownership
of Sithe, with Generation continuing to own a 50% intérest in Sithe through EXRES SHC, Inc. See Note 3—Sithe and Note

~ 25—Subsequent Events for further information on these transactions and the sale of Sithe in 2005.

Like-Kind Exchange Transaction. Prior to the PECO / Unicom Merger, Ull, LLC (formerly Unicom
Investments, Inc.) (Ull}, a wholly owned subsidiary of Exelon, 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’ financial -accounting purposes, the investments are
accounted for as direct financing lease-investments. Ull 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, Ull 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
were as follows:

December 31,

‘ £ 2004 - 2003
Total minimum 1ease payments . ..........vevineneienenraeneneneneneana.... $1,492 '$1,492
Less: Unearned iNCOME . ...ttt ittt ettt e e ettt e 1,006 1,027
Net investment in direct financingleases . . ........... ... .. . i i i, $ 486 $ 465
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December 31,

o 2004 2003
Other deferred debits and other assets S St '
Intangible assets (@ .. .. .. .. e e ee.ein. $ 804 %429
Long-term prepaid state income taxes® . ... .. .. i e, 201 . 208"
Long-term emission allowances .......... ... il S e 82 . 81
Chicago agreement(® ... ... ... ... ... . ... ... e e e e e 59 B3
Chicago arbitration settlement@® . ... ... .. ... .. ... L.. -85 8%
Oher . L e e e e 217 - 151
Total e e e et '$1,418  $991

(a)  See Note 9—lIntangible Assets for further information. :

(b) Long-term prepaid state income taxes relate to ComEd’s overpayment of state income taxes. The overpayment will be

_ applied towards future state income tax payments.

(c) On February 20, 2003, ComEd entered into separate agreements with Chicago and with Midwest Generation. Under the
terms of the agreement with Chicago, ComEd will pay Chicago and other parties a total of $63 million over ten years and be
relieved of a requirement, originally transferred to Midwest Generation upon the sale of ComEd's fossil stations in 1999, to

.build a 500-MW generation facility. These payments were deferred and are amortized ratably over the life of the franchise
agreement with Chicago through 2020.
(d) On March 22, 1999, ComEd reached a settlement agreement with Ch|cago to end the arbrtratron proceedlng between
- ComEd and Chicago regarding the January 1 1992 franchise agreement and a supplement agreement. As part of the
settlement agreement, ComEd paid $25 million each year from 1999 to 2002 to help ensure an adequate and reliable
electric supply for- Chicago. These payments were deferred and are -amortized ratably over the life of the franchise
agreement with Chicago through 2020.

The followmg tables provnde mformatlon about the regulatory assets and Ilabllrtres of ComkEd and
PECO as of December 31, 2004 and 2003. :

v December 31,

ComEd : : S e e 2004 . 2003

Regulatory assets (liabilities) T T S

Nuclear decommissioning .. ... L P . $(1,433) $(1,183)
Removalcosts . .......... e P e . (1,011) (973)
Reacquired debt costs and interest- rate swap settlements ..................... 118 172
Recoverable transitioncosts ............ I e P - YA K
Deferred income taxes i e e e S 40w (61)
Other ... .. v i i i e e e e e 31 23
Total ..vvvvveennn. .. A S L $(2,208) $(1,891)
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December 31,

PECO 2004 2003
Regulatory assets (liabilities)

Competitive transition charges . .. .. ... o $3,936 $4,303
Deferredincome taxes . ...l e e 747 762
Non-pension postretirementbenefits . . ......... ... . Ll il 52 58
Reacquireddebt costs ... ... . i e 42 49
MGPregulatory asset ... ... e e 32 34
DOE facility decommissioning ...........ii i i e 19 26
Nuclear deCoOmmISSIONING ... v vt v in it i e e it eaann (46) (12)
Ol o e 8 6
Long-term regulatory assets ........ .t e e 4,790 5,226
Deferred energy costs (currentasset) . ....... .. i i i e 71 81
LI 1 2= O $4,861 35,307

Nuclear decommissioning. These amounts represent future nuclear decommissioning costs that
exceed (regulatory asset) or are less than (regulatory liability) the associated decommissioning trust
fund assets. Exelon believes the trust fund assets, including prospective earnings thereon and any
future collections from ratepayers, will equal the associated future decommissioning costs at the time
of decommissioning. See Note 14—Nuclear Decommissioning and Spent Fuel Storage.

Removal costs. These amounts represent funds received from ratepayers to cover the future
removal of property, plant and equipment. See Note 7—Property, Plant and Equipment for further
information.

Reacquired debt costs and interest-rate swap settlements. The reacquired debt costs
represent premiums paid for the early extinguishment and refinancing of long-term debt, which is
amortized over the life of the new debt issued to finance the debt redemption. Interest-rate swap
settlements are deferred and amortized over the period that the related debt is outstanding.

Recoverable transition costs. These charges, related to amounts that would have been
unrecoverable but for the recovery mechanism, such as the CTC allowed under the Illinois
restructuring act, are amortized based on the expected return on equity of ComEd in any given year.
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 lllinois legislation. See Note 5—Regulatory Issues for discussion of recoverable transition cost
amortization.

Deferred income taxes. These costs represent the difference between the method by which the
regulator allows for the recovery of income taxes and how income taxes would be recorded by
unregulated entities. Regulatory assets and liabilities associated with deferred income taxes, recorded
in compliance with SFAS No. 71 and SFAS No. 109, include the deferred tax effects associated
principally with liberalized depreciation accounted for in accordance with the rate-making policies of the
ICC and PUC, as well as the revenue impacts thereon, and assume continued recovery of these costs
in future rates. See Note 13—Income Taxes.

196




Exelon Corporation and Subsidiary Companies

Notes to Consolidated Financial Statements—(Continued)
(Dollars in millions, except per share data unless otherwise noted)

. .Competitive transition charges. These charges represent PECO's stranded costs that the PUC
determined would be recoverable through regulated rates. These costs are related to the deregulation
of the generation portion of the electric utility business in Pennsylvania. The CTC includes intangible
transition p'roperty sold to PETT, an unconsolidated subsidiary of PECO, in connection with the
securitization .of .PECO’s stranded cost recovery. These charges are being amortlzed through
December 31 2010 with a return on the unamortized balance of 10.75%. .

Non-pensron postretirement benefits. These costs are the result of transrtlonlng to SFAS No
106 in 1993, which are recoverable in rates through 2012. :

. » MGP regulatory asset. These costs represent estlmated MGP- related envrronmental remedratlon
costs at PECO which are recoverable through regulated gas rates.

DOE facility decommissioning. These costs represent PECO’s share of 'recoverable
decommissioning and decontamination costs of the DOE nuclear fuel enrichment facilities established
by the National Energy Pollcy Act of 1992 :

. Deferred energy costs (current asset). These costs represent fuel costs recoverable under the
purchase gas adjustment clause L e ,

Recovery of regulatory assets The regulatory assets related to deferred income taxes and non-
pension post retirement benefits drd not reqmre acash outlay of investor supplied funds; consequently,
these costs are not- earnmg a rate of. return Recovery of the regulatory assets for Ioss on reacqunred
debt, recoverable transition costs MGP remediation costs and deferred energy costs rs provrded for
through regulated revenue sources. Therefore these costs are earning a rate of return :

The followmg tables provide addltlonal mformatlon about Irabllltles recorded thhrn Exelons
Consolldated Balance Sheets as of December 31, 2004 and 2003. -

December 31,

' 2004 2003

Accrued expenses .. T T S o
Compensation-related accruals @ ... ......... ..o it . % 346 $ 329
L= 2= oo U =T o 312 336
Interest acCrued ... .. o e e et e 252 247
YAV =T = 1y o= = otod £ U1 =To J 69 138
Other acCrued EXPENSES . ..ottt e ittt it e ta et e e naeaeaean 164 209
1o - | O $1,143 $1,260

(a) Primarily includes accrued payroll, bonuses and other incentives, vacation and benefits.
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The following tables provide additional information about accumulated other. comprehensive
income recorded within Exelon’s Consolidated Balance Sheets as of December 31, 2004 and 2003.

December 31,

. ‘ 2004 2003
Accumulated other comprehensive loss » ‘
Minimum pension liability ... ...... ... .. .. e $(1,372) $ (980)
Net unrealized lossoncash-flowhedges -............. ..o i i iin., (138) (140)
Unrealized gain on marketable securities .......... e P A S ) 10
Foreign currency translation adjustment .. ....... ... ... . i i i, 3 1
Total accumulated other comprehensiveloss ... ... ... ...t ..., $(1,446) $(1,109)

22. Segment Information

Exelon operates in three business segments: Energy Delivery (ComEd and PECO), Generation
and Enterprises. Exelon evaluates the performance of its business segments based on net income.

Energy Delivery's business consists of the purchase and regulated sale of electricity and
distribution and transmission services by ComEd in northern lllinois, including the City of Chicago, and
by PECO in southeastern Pennsylvania, including the City of Philadelphia, and the purchase and
regulated "sale of natural gas and distribution services' by PECO in the Pennsylvania counties
surrounding the City of Philadelphia. Generation consists pnnc:bally‘of the electric generating facilities
and wholesale energy marketing operations of Generation, ‘the competitive retail sales business of
Exelon Energy Company, Generation's interest in Sithe and ' certain other generation projects.
Enterprises consists primarily of the remaining infrastructure and electric contracting businesses of
F&M Holdings. See Note 2—Acquisitions and Dispositions for information regarding dispositions within
the Generation and Enterprises segments in 2004 and 2003 and Note 3——Slthe and Note 25—
Subsequent Events regarding the sale of Sithe in 2005.

Effective January 1, 2004, Enterprises’ competitive retail sales business, Exelon Energy

Company, was transferred to Generation. Segment information for 2003 and 2002 included in the table
below has been adjusted to reflect Exelon Energy Company as part of the Generation segment.
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An analysis and reconciliation of Exelon’s business segment information to the respective

information in the consolidated financial statements are as follows:

Energy S
Delivery Generation(® - Enterprises@ Corporate

‘Intersegment
Eliminations  Consolidated

Total revenues: : o - -
2004 ... i $10,290 $ 7,938 $ 155 $ 669

2003 ...... e 10,202 8,760 923 402
2002 .0 e 10,457 7,320 1,336 346
Intersegment revenues:
2004 ... $ 27 $ 3,841 — $ 669
2003 ... 76 3920 T8 398
2002 ... 76 4,000 89 341
Depreciation and

amortization:
2004 ... e $ 928 $ 294 $ 1 $ 82
2003 ............ e 873 201 24 28
2002 ... 978 292 39 31
Operating expenses:
2004 ... $ 7,659 $ 6,908 $ 217 $ 836
2003 ........... P 7,579 8,898 1,062 472
2002 ... 7,597 6,814 1,347 402
Interest expense: :
2004 ... $ 672 $ 167 $ 13 $ 61
2003 ... 747 89 9 45
2002 .. ... 854 79 10 74
Income taxes:
2004 ...l $ 706 $ 372 -~ $ 6 $ (392)
2003 ... 718 {190) (70) (127)
2002 ... i 765 233 53 (53)

Cumulative effect of changes
in accounting principles:

2004 ... e $ — $ 32 $ (9 $ —

2003 ... 5 108 (1) —

2002 .. .. — 2 (232) —

Net income (loss):

2004 ... $ 1,128 $ 673 $ (22) $ 85
2003 .. e 1,175 (151) (118) )
2002 ... 1,268 367 (145) (50)
Capital expenditures:

2004 ...l $ 946 $ 960 $ — $ 15
2003 .. ... 962 953 14 25
2002 .. 1,041 991 43 75
Total assets:

2004 ..., $27,574 $16,438 $ 274 $(1,516)
2003 .. e 28,369 14,765 697 (1,895)

2002 ..t 27,036 11,059 1,124 (1,350)

$(4,537) $14,515
(4,475) 15,812
(4,504) 14,955

$(4,537) $ —
(4,475) —
(4,508) —

$ — $ 1,305
— 1,126
— 1,340

$(4,538) $11,082
(4,476) 13,635
(4,504) 11,656

$ (8 $ 905
%) 881
) I 966

$ — $ . 692
— .33
C— 998

$ — $ 23
— 112
— (230)

$ — $ 1,864
— 905
— 1,440

$ — $ 1,921
— 1,954
—_ 2,150

$§ — $42,770
— 41,936
— 37,869

(a) Effective January 1, 2004, Enterprises’ competitive retail sales business, Exelon Energy Company, was transferred to
Generation. Segment information for 2003 and 2002 included in the table above has been adjusted to reflect Exelon Energy

Company as part of the Generation segment.
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23. Related Party Transactions -

Exelon’s financial statements reflect related-party transactions with unconsolidated affiliates as
reflected in the tables below. Exelon accounted for its investment in AmerGen as an equity investment
prior to the acquisition of the remaining 50% interest in December 2003 and its investment in Sithe as
an equity method investment prior to its consolidation as of March 31, 2004. :

For the Years Ended
December 31,

2004 2003 2002

Operating revenues from PETT ......... PP $10 $— S—
Operating revenues from ComEd Transitional Funding Trust ..................... 3 — —
Purchased power from AmerGen (@ ... ... .. . . ittt ieiiiaaaaaaneenns — 382 273
Interest income from AmerGen®) .. ... ... e — 1 2
Interest expense to financing affiliates
ComEd Transitional Funding Trust ........ .. i i i eie s 85 — —
ComEd Financing ll .. ..o i i i ittt et ettt et iae e 13 - —
ComEdFinancing Hl ... ... i i i e e i e e e 13 - —
= 1 PP 235 — =
PECOTrustll . ... AP 6 — —
PEC O TrUSt IV o i i i e i et e e e e 6 . 3 —
Interest expense to Sithe () . .. ... i i e — 9 2
Services provided to AmerGen(®) ... ... . e — 111 70
Services provided to Sithe () .. ... . . e e — — w1
Services provided by Sithe (9 . . .. ... ... e e — — 13
Equity in earnings (losses) from unconsolidated affiliates :
ComEd Funding LLC ... .. i i e et e e (20) — —
ComEd Financing lli ................ i e ettt et 1 — —
= PP (25) . — . —
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December 31,

2004 2003

Receivables from affiliates (current) ‘ , o

ComEd Transitional Funding Trust .. ... . i i i e i $ 9 $ 9
Investment in subsidiaries ........... . o i e

ComEd Funding LLC .. ... i i e i e i e 36 56

ComEd Financing [l ... .o i i it i it c e et e 10 11

ComEd Financing ll . ........ ... ... ... i i e 6 6

0 77 104

PECO Energy Capital Corp ... .ot et et et e iaaaan 4 16

PECOTrustlV ....................... e e e e i 6 - 3
Receivables from affiliates (noncurrent) ‘ )

ComEd Transitional Funding Trust . ... it i i e e e iaenns 10 9

PECO TrustlV .......... ... ... e e e — 1
Payables to affiliates (current) . ... ... i e e

ComEd Financing 1l . ... . e e e e e 6 6

ComEd Financing Hl .. ... o i i e i i e e 4 4

PECO Energy Capital Corp .. cvvt it ittt et ittt et e i isceeeeananns — 1

PECO Trust Il ..o e e e e e 1 10
Long-term debt to financing trusts (including due within one year)

ComEd Transitional Funding Trust . ... . . i i i i i i i i i ianaanns 1,341 1,676

ComEd Financing Il ... . e e e - 165 - ~ 155

ComEd Financing 11l . ... o i e e e 206 206

T GO 3,456 3,849

PEC O Trust Il .ot i i e e e e .. 81 81

PEC O Trust IV L e e e e e e e 103 103

December 31,
. 2004 2003

Note receivable from Sithe®™ . ... ...... e e e e e e e $ — $ 3
Note payable to Sithe @) | e e — 20

(a)

(b)

(c)

(d)

Note receivable from EXRES SHC, Inc. ) ... .. i - 92

Prior to Generation's purchase of British Energy’s 50% interest in AmerGen in December 2003, AmerGen was an
unconsolidated affiliate of Exelon and Generation and was considered to be a related party of Exelon and Generation.
Generation entered into PPAs dated June 26, 2003, December 18, 2001 and November 22, 1999 with AmerGen.
Generation agreed to purchase 100% of the energy genérated by Oyster Creek through April 9, 2009. Generation agreed to
purchase from AmerGen all the energy from Unit No. 1 at Three Mile Island Nuclear Station from January 1, 2002 through
December 31, 2014. Generation agreed to purchase all of the residual energy from Clinton not sold to lllinois Power through
December 31, 2002. Currently, the residual output is approximately 31% of the tota! output of Clinton. See
Note 2 — Acquisitions and Dispositions for a description of Generation’s purchase of British Energy's interest in AmerGen in
December 2003. R ‘ , .

In February 2002, Generation entered into an agreement to loan AmerGen up to $75 million at an interest rate equal to the
1-month London Interbank Offering Rate plus 2.25%. In July 2002, the limit of the loan agreement was increased to $100
million and the maturity date was extended to July 1, 2003. The principal balance of the loan was repaid in full in 2003.

In conjunction with the adoption of FIN 46, PECO Trust IV was deconsolidated from Exelon’s financial statements as of July
1, 2003. Additionally, in conjunction with the adoption of FIN 48-R, effective December 31, 2003, the financing trusts of
ComEd, namely ComEd Financing I, ComEd Financing Ill, ComEd Funding LLC and ComEd Transitional Funding Trust,
and the other financing trusts of PECO, namely PECO Trust lll and PETT, were deconsolidated from Exelon’s financial
statements. As a result, $5.3 billion and $6.1 billion of debt was recorded as a debt to financing trusts within the
Consolidated Balance Sheets as of December 31, 2004 and 2003, respectively. Prior periods were not restated.

Under the terms of the agreement to acquire Exelon New England dated November 1, 2002, Generation issued a $534
million note to be paid in full on June 18, 2003 to Sithe. In June 2003, the principal of the note was increased $2 million, and
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the payment terms of the note were changed. During 2003, Generation paid $446 million on this note. In the first quarter of
2004, Generation paid $27 million prior to consolidation of Sithe in accordance with the provisions of FIN 46-R. The balance
of the note, which bore interest at the rate of LIBOR plus 0.875%, was paid upon the completion of a series of transactions
that resulted in Generation’s exit from its investment in Sithe on January 31, 2005. See Note 25 — Subsequent Events
regarding the sale of Generation’s investment in Sithe.

(e) Under a service agreement dated March 1, 1999, Generation provides AmerGen with certain operation and support services

" to the nuclear facilities owned by AmerGen. Generation is compensated for these services at cost.

(f Under a service agreement dated December 18, 2000, Generation provides certain engineering and environmental services

for fossil facilities owned by Sithe and for certain developmental projects. Generation is compensated for these serwces at
- cost.

(9) Under a service agreement dated December 18, 2000, Sithe provides Generation certain fuel and project development

- services. Sithe is compensated for these services at cost. Under a service agreement dated November .1, 2002, Sithe
provides Generation certain transition services related to the transition of the Exelon New England asset acquisition, which
occurred in November 2002.

(h) In December 2003, Sithe received letter of credit proceeds of $3 million, which Generation was billed on behalf of Sithe.

(i} In connection with a series of transactions in November 2003 that restructured the ownership of Sithe (see Note 3 — Sithe for
additional information), Exelon received a $92 million note receivable from EXRES SHC, Inc, which holds the common stock
of Sithe. Exelon owns 50% of EXRES SHC, Inc. and consolidated its investment pursuant to FIN 46-R effective March 31,
2004. Prior to the consolidation of EXRES SHC, Inc. in connection with FIN 46-R, EXRES SHC, Inc. was an unconsolidated
affiliate of Exelon and was considered to be a related party to Exelon. This note was cancelled in connection with the
purchase of Sithe International. See Note 3 — Sithe for additional information.

24. Quarterly Data (Unaudited)

The data shown below include all reclassifications which Exelon considers necessary for a fair
presentation of such amounts:

Income (Loss)
Before the
Cumulative Effect
of Changes in
Operating Operating Accounting Net Income
Revenues Income Principles (Loss)

2004 2003 2004 2003 2004 2003 2004 2003

Quarter ended:

March31®© .. ... ... ... ... .... $3,722 $4,074 § 752 $788 $380 $ 249 $412 $361
June30 ...l 3,550 3,721 811 822 521 372 521 372
September 30 .. ... e 3,865 4441 1,228 6 577 (102) 568 (102)
December31 ................... 3,378 3,576 641 661 363 274 363 274

(a) Operating income has been adjusted to reflect a reclassification from operating and maintenance expense to other, net of
* $30 million and $28 million, for the three months ended March 31, 2004 and June 30, 2004, respectively, for comparison

purposes related to decommissioning accounting presentatlon These reclassifications had no impact on net income as
reported.

(b} Operating income has been adjusted to reflect a reclassification from operating and maintenance expense to other, net of
$31 million, $22 million, $23 million and $3 million for the three months ended March 31, 2003, June 30, 2003, September
30, 2004 and December 31, 2004 respectively, for comparison purposes related to decommissioning accounting
presentation. These reclassifications had no impact on net income as reported. .

{c) Operating income, income before the cumulative effect of changes in accounting prmmples and net income for the three
months ended March 31, 2004 have been adjusted to reflect a reduction in net periodic postretirement benefit cost of $6
million due to the adoption of FSP FAS 106-2. See Note 1—Significant Accounting Policies for additional information.
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Earnings (Loss)
per Basic Share

Before the
Cumulative
.. Average _Effect of )
- Basic Shares Changes in ' o
. .. -Outstanding --..- Accounting .- - Net Income (Loss)
‘ . (in millions) Principles per Basic Share

, , R 2004 2003 2004 2003 2004 2003
Quarter ended: ‘ o i '

March 31@) ...t 659 648 $0.57 $0.39 $0.63 $0.56
JUNE B0 -t e, 661 650 079 057 079 057
SEPtEMDBEr 30 ...\ttt 661 652 0.87 (0.16) 0.86" " (0.16)
DECembEr 31 ..o v e . 664 655 055 042 055 042

(a) Earnings per basic share before the cumulative effect of changes in accountmg pnncnples and net income per basnc share
for the three months ended March 31, 2004 havé been increased by $0.01 to reflect a reduction in-net periodic
postretirement benefit cost due to the adoption of FSP FAS 106- 2 See.Note 1-——Slgnlf icant Accountmg Policies “for
additional information. . . - . .

) Earmngs (Loss)
: - -per Diluted Share -
P N Before the

. A Cumulatnve
Average - Effectof -
Diluted Shares Changes in
Outstanding Accounting Net Income (Loss)
(in millions) Principles per Diluted Share

2004 2003 2004 2003 2004 2003

Quarter ended:

March 31 L ... e e e 665 652 $0.56 $0.38 $0.62 $0.55
JUNEe 30 ... e 667 655 0.78 0.57 0.78 0.57
September 30 . ... .. i 669 652 0.86 (0.16) 0.85 (0.16)
December 31 ... . e 672 661 0.54 041 0.54 0.41

(a) Earnings per diluted share before the cumulative effect of changes in accounting principles and net income per diluted share
for the three months ended March 31, 2004 have been increased by $0.01 to reflect a reduction in net periodic
postretirement benefit cost due to the adoption of FSP FAS 106-2. See Note 1—Significant Accounting Policies for
additional information.

The following table presents the New York Stock Exchange—Composite Common Stock Prices
and dividends by quarter on a per share basis:

2004 2003

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Highprice ................ $44.90 $37.90 $34.89 $34.43 $33.31 $31.98 $30.46 $27.60
Lowprice ................ 36.73 3269 3092 32.18 30.48 27.09 2483 23.04
Close.................... 4407 36.69 3329 3443 3318 31.76 2991 25.21
Dividends ................ 0400 0.305 0.275 0275 0.250 0.250 0.230 0.230
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25. Subsequent Events
ComEd o

In the first quarter 2005, ComEd received final approval of the income tax refund described in Note
20—Commitments and Contingencies; however the calculation of the claim, including interest has not
been finalized. As a portion of the refund will be recorded against goodwill under the provisions of EITF
Issue No. 93-7, “Uncertainties Related to Income Taxes in a Purchase Business Combination,” the net
result is not anticipated to have a material impact on Exelon’s results of operations.

Generation

- On January 31, 2005, subsidiaries of Generation completed a series of transactions that resulted
in Generation’s exit from its investment in Sithe. Specifically, subsidiaries of Generation closed on the
acquisition of Reservoir's 50% interest in Sithe and the sale of 100% of Sithe to Dynegy. Prior to
closing on the sale to Dynegy, subsidiaries of Generation received from Sithe approximately $65
million in cash distributions. As a result of the sale, Exelon will deconsolidate from its balance sheet
approximately $820 million of debt and will be released from approximately $125 million of credit
support associated with the Independence project. Additionally, Exelon issued certain guarantees to
Dynegy that will be taken into account in the final determination of the gain or loss on the sale. See
further information regarding Generation’s investment in Sithe at Note 3—Sithe.
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