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/ Commonwealth Edison' '
,

% One First National Plaza. Chicago, Ilknois
,

'

A Airdress aeply to: Post onice BoTur- February 15, 1994
Chicago, lilinois 60690 - 0767

i

|
!

Director - Division of Reactor Licensing i

Office of. Nuclear Reactor Regulation
U. S. Nuclear Regulatory Commission
Washington, D. C. 20555

Dear Sir:

Pursuant to the provisions of Section 50.71 of 10CFR, there is enclosed a copy of
our 1993 Annual Report for each reactor, as follows.

i

Dresden Station 50-10 l
50-237 i

50-249
I

Quad Cities Station 50-254
50-265

Zion Station 50-295
50-304

LaSalle County Station 50-373
50-374

Byron Station 50-454
50-455

Braidwood Station 50-456
50-457

Sincerely,

dw b
John F. Hogan
Secretary's Office
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f. . 1993 Hicntionis

.
. *

f Breaking a mark whkh had uood for more than twol Topping a year that marks Coinmonweahh 1:Jison'sj
i grearcu overall change in four decades. the Company years, Edison cunomers establish a new ad-time record

completes ibc hiuoric seulemems of six rate and fueb pea demand-17.771 mW on August 27,1993.

rciated mes pending before the !!hoois Commerce j

Commission and the lilinois couns. The sctticmems f-
1 In septembct, ur r uend scnne to our three mulinmh

succenfully conclude yean of uncertaimy and allow the
_

aud< mul ca.,mme r, one mme imbcalon of the
to focus on turure hsues, inJudme !Company ,.

. ' .
'

nmwmg derauu1 lor <!ccuk energy in nenhcrn llhnon !.competitson,

|l l ". fi.1mpany is add' ng appmxirnattly 100 new

. _ . _ . . _ . . . _ . _ . . _ _ _ cuomen Joh. Our cauomen now total more than

! In response to competitive challenges, FJison forms two D mibn. !
i

subsidiaries, CECO Enterprises Inc., and Northwind )
,

Inc., after p'aining legis!.aive approval to create
! The Company and two universities mndua a forum on

unregulated energy service subsidiary companies to put
-

the controveni.d subject of electric and magnetic fields
us on an even footing with independem unregubted r

EMFh bringing together researchers, educamrs,
'

encrgy supphers 1 funher strengthen our compen. .o nte

position, the Company plans to ask shareholders m
' leaders and enher

.

ofh. . h, community >govern ment ua
'

'

intercsred panies. We offer to monitor FM1 levels, free
authorize creation of a holding company.

of thagc, at any home or xhool in our service territory.,'
.

,

,

h

ever aJout ne i
t
6

Nh[ k i'C ~@ '
I*, j

". T
. ) _L2 .

| The Company and its union emp!qe> reach agreement! Illinois residents now have an additional 15,500 acres in

on an utended contraa package that is expated m which to explore nature and enjoy a host of recreational
,

imprme mutual relations and fouer an atmosphere in activities, thanks to Edison's sale of the Downstate tract
]
|whkh th Company can become increasingly efficient, to the Illinois Department of Conservation. The site,

tampetitive and financially secure whde impmving our purchased in the 1970s for anticipated construction of I
I

service to cosmmers. a coal-fired generating station and cooling lake, is being j
1developed as a state park approximately the siv of Walt -

I 1iaking nmud o perfi,1manu '""Iuntbc a spraiu

Ir.c enth e Plan fo: e mpim m he!p redute aauJ - - ~r-

operson and ma!mmme espene fm WM !cwh } Mme mamapalities join the rank, of those being served

by $N meo Tith O & M vn:,es redwed i>y under the Canpany*, 50-> car minimum model
3.6 (wk,w budger, au mpbycs m.o:agemmt and franchise. Presemly, about 93% of the municipalities we

i union Ake, Wii racne era 1 - pamma serve har signed on.

,
rtpn scnnay a shac of ibe 1 .n ing

,

!

i'
. - _ _ , _ _ _ . _ . . . . .I



- -. . -. - . _ _ . . - , . . . . .. -.

, - .

To:Oun SH AREHOLDERS:
'

,

!

;
,

' For the first time in nearly a decade, your Company has entered a new year free of f
regulatory and judicial uncertainties which had hampered our best efforts to provide

quality service in an increasingly competitive marketplace. July witnessed the enact- j

ment oflegislation that allowed the Company to establish unregulated subsidiaries !

to con,pete on a level playing field with other energy suppliers. %en,in September, ;

your Board of Directors made one ofits most far-reaching decisions in many years

when it unanimously approved sentements of rate and fuel-related cases pending .

befere the Illinois Commerce Commission and the lilinois courts. Together, these
.

accomplishments place behind us an era of protracted regulatory controversy and |

free us to strengthen our position in key markets. ;

The settlements of the six cases were the result of negotiations between
,

the Company and government and private intervenor groups over a perkal of several

_._ months. The Board conduded that the settlements dearly j
'

were in the best imerest of the Company's shareholders, cus-

Two hndmark achievements, each tomers and employes because they removed a doud which ' ,

camp /cmenting the other, have ushered had plagued Edison and its investors for far too long. This !4

uncertainty was aggravated by repeated disagreements l'e- ',us into a new age ofenergy services as a
- tween the courts and the L,ommission. 4,orse, no end ap-

.

-

stranger company ready to compele. peared in sight.

The settlemenn involved a $339 milbon annual

reduction in the Company's electric service rates and require

payments of approximately $1.37 billion (induJing revenue

taxes) to be made to its customers over a period which began in November 1993

and is scheduled to end November 1994. The settlements are discowed in additional

detail in the following section.

Kilowarthour sales for 1993 increased approximately 16.0% as compared

with 1992. Revenues in 1993, before reflecting provisions for revenue refunds, were

up 8.3% as compared with 1992. Operation and maintenance expenses were re-

duced by 3.7% in 1993 as compared with 1992. Before accounting for the effects of

the settlements as wdl as an accounting change related to income taxes, earnings per

share on common stock were 51.83 in 1993. Excluding non-recurring items. carn-

ings per share on common stock would have been $2.32 in 1992.

The settlements reduced the Company's 1993 net income and retained

earnings by approximately $354 million or $1.66 per common share, in addition to

the effect of previously deferred recognition of revenues during 1993 and after the

partially offsetting effect of recording approximately $269 milhon for $1.26 per

cummon share) in deferred carrying charges authorized in the January 6,1993 rate

order.

,

1
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Thus, including the effects of the settlements.1993 earnings per sb .re ufra rmn-ruurrinphay1

were 50.22 and retained earnings at year end were 5549 million compared to 5847
ofJ2 /7per dare. 5259per

million at year-end 1992,
"" #" # #" '^#"'looking ahead, the Company will be sceling. at the forthcoming Annual

Meeting, shareholder appmval to form a holding company which would become rettenar!r.1993 <arnings re/ lea .

the parent company of Commonweahh Edison and of unregulated subsidiary ,,,,,,,,,.,,.,,,.j,,gg,,g, g
businesses. Such a holding company would allow us to compete more effectively in,

$161 p<r sace.
providing unregulated energy services. Additional discussion of corporate restructur-

ing is found in the following section. *b

Finally, we are moving on two additional fronts to place your Company

on sounder fmancial footing. First, we remain totally committed to obtaining a fair-
4 - -

return for our shareholders on their investment in Bymn Unic 2 and Braidwood

Units 1 and 1 With a clean slate at the Illinois Cornmerce Commission, we plan to
.

3fde a new request for rate relief. The new fding will' allow us to introduce updaicd ,

information which we believe proves that all three generating units are fully used !

and useful. 7 - ! -

Additionally, continuing emphasis sontrolling expendituresour on

throughout 199.5 showed encouraging results. As noicd enlier, we reduced 1 .

- - - -

operation and maintenance expenses by a total of $78 mil! ion as compared with'

c - . h X-1992. Our cost control efforts will remain extremely aggressive, thus permining us
Mto be competinve throughout the remainder of this century and beyond.

I it. .c ,e

ryn.a. . + rw~m

James J. Oronnor Samuel K. . skinner

Chairman Presidem

. February 15.1994
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Rare Sentements

On September 24. 1993, after a thorough review of the facts and careful
deliberation, your Board of Directors jenisoned nearly ten years of burdensome

litigation and set Commonwealth Edison on a course toward a competitive future.
iIn approving the two seulements of six rate and fuel-related cases, the Board moved

to eliminate the most comentious items pending before the lihnois Commerce

Commission OCC) and the Illinois courts.
'

The first settlement terminates the proceedings tclaring to the Compan/s

1985 and 1991 !CC rate orders, the proceedings relating to the reduction in the .

difference between the Company's 1988 summer and non-summer residential rates,
,

ouutanding interest rate and rate design issnes on a refund related to a December
i
a

"We wii move to

SrRK ~GTIIE
~

Ollr

1988 ICC rate order and matters related to ihe change in' the federal corporate

income tax rate made by the Tax Reform Act of 1986. Under this settlement,' the

Company implemented a rate reducoon and began refunding approximately $1,26 ,

billion (including revenue taes), plus five percent interest on the unpaid balance,

over a scheduled twelve-month period. The other settlement relates to the ICC fuel
'

reconciliation proceedings involving the Company for the period from 1985 through

1988 and to future challenges by the settling parties to the prudency of the

Company's western coal costs for the period from 1989 through 1992. Under that

seulement, the Company is paying approximately $108 mdlion (including revenue i

taxes) to its customers through temporarily reduced collections under its fuel

adjustment clause over a twelve-month period- .i
Following the announcement of our settlement agreements, rating

agencies affirmed their credit ratings of the Compan/s oursunding debt and pre- |
'

ferred and preference stock. Moody's investors Service noted that although finan-

cially negative in the short term, the sett!cmems will reduce the level of uncertainty

that has plagued the Company and will allow management to focus attention on
,

future competitive issues. Standard & Poor's later changed our ratings " outlook" to

negative as pan of a tightening of its guidelines for the electric utility industry in

general and said it would closely monimt the progress of our financial program.

In the final analysis, a prolonged era of regulatory uncutainty is behind

us. Even though your Company believed it was entirely corrett in pursuing these

i

~4
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k per of il'e revrpni . awn of

various ma t t ers befire the ICC and the couris, the prospect of wntinued ta., Gm ncoa/ Dunws

controsersy, well into the future, simply was unaueptahic. Now, i

'
we can move

< < w*ren are rww w ved h Jbw 1
~

|forward with confidence, masters of our own fate.
neu rzew o wiu b promcre |

|

Corporate Restructuring z@,k ,1 u.ori ym rues sius ne |
|

The environtnent we now operate iri is f.ir ditTerent from that of just a fiw years ,,,,,.,.<p,.,,,c.m,g,,c.,
ago. Electric utilitics, includmg Commonweal h Edison. can no longer take fort

rwed, Ibe orewm 4.,r.<my.
granted their position as " sole suppliet.' The days of"wst.plus" are oser. The push

"

N'"" ""' E"' #"" ""#to deregulate, which hm sigmfwantly alTetted the telephone and natural gas utihties

in retent years. seems certain to impact the way electric utihties conduct business, hk Awe ~w aain ,evaal

probably soonct rather than later. With at least limited deregulation of the clectnc , y g ,7,,,,, y j ,,g ,

utility industry on the horiion. Commonweahh Edison is moving quickly to protect
7tfW htt'lHf'% o N'fWlWn, d*lk

its muomer base w hile h>oking to take advantage of. new related business

opportunities and tethnologies. bi!/ pawn < enem

Independent pact producers (IPPs), encouraged by the Federal Energy

Pohty Act of 1992. 3tand ready to stake their claim to a share of our business. The

dearest manifestation of this fact otcurred m January 1993, when the Metropolhan-

n n pary er v 'r ,

kkk h h fj 4 h I

a p L s .__ ,

. u % . /ae $oLNA A %,,_) u 8 a n wthorn
e

U ChtCago
N E Southern )*

in xe 111a1xets ,

Pier and Exposnion Authority (MPLA), which operates Chicago's McCormick Plate,

awarded a wntract to a 1 rench-led wnsortium to build an on4ite facihty to heat

and wol the lakefront wnvention wmplex. The MPEA turned down Edison's bid

hetause it said it wuldn't wait for us te get ICC approval to tackle the $35 million

job, which would have produced $220 million in thermal energy sales rever.ue over

the 25 year life of the proicci. Our compentor faced no such regidamry requirement.

Inss of the McCormitk Mace proicci wu "Enhibit A" in your Company's

quest for legidathe authority to compete on a leul playing ficid with the ipr >

through expedacd (reation of unregulated subsidiaries. Lbson sought approval of

legislation m the Illinois General Assembly (Senate Bill 770) which would allow the

Company to estabbsh unregulated subsidiaries that could provide energy-related

sers ices. Senate Bill 770 was approsed by the General Assembly in late June

and signed into law by Governor Edgar in mid-July. Soon afterwud, Edison

formed the subsidiaries Ceco Fmerprises I nc., and Northwind inc. CECO

5
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Enterprises is the parent of Northwind, an operating company that will
supply district cooling service to large buildings in Chicaf.o'5 I"op. Northwind or

other unregulated subsidiaries may also help certain 1.trge commercial and induurial

customers build and maintain on-site pencration or co-generation plants or provide

other energy-related services.

<

((r-r e .-

als WL. a_OW management_

mFO ~S
Pxorosm o woxm
NLsT R UCIUN ING

I
Edimn d'archolden are bemt The new state law limits our investments in unregulated subsidiary

than $170 million, wntains certain built-in financial
adcd ra appraefbrmarmn gfa companies in no more

safeguards that pmtect utility customers, and permits subsidiaries to engage only in
Imumg cmpant whu A unlJ

'

ener>;y-related activities. It also requires utility mmpanies with such unregulated
urenphen rat companyi subsidiaries to reorganize into a holding mmpany structure, with the utility

as separate subsidiaries of the holdingcomperizire pmirian The Aoumg mmpany and unregulated businesses

wmpany. This is to anure separanon of regulated and unregulated activities.
company wouu bnome rAr

With that prologue, the next maior action on corporate restructuring lies
parent of Commonwealth Eduon

- with the shareholders of C.ommonweahh Edison. ,The Company w. l seek.
.

d

and Ceco Fnterprier< luc, whn h shareholders' approval at the 1994 Annual Meeting of the formation of a holding

m turn wouu be rAe parrni of company. If approved, all Commonwealth Edison common siurcholdeis would have

their shares automatically c nverted to a hke number of shares of holding company
Northwind /w., and any

' stock.1%h shareholder will receive detailed information in proxy materials.
adduional ueregulatediuh.id- EwentiMiy, dw holding company would become the parent of Commonwealth

iarin the Company mqAi cre.ne. Edison and CECO Enterprises. CECO Enterprises, in turn, would remain the parent

of Northwind. If additional unregulated subsidiaries are created,

, .heMhg .
they, too, would be subsidiaries of CECO Enterprises., s-

e,4 The Company believes that approval of the proposed

{
~ '

holding company structure will enable it to . compete more
'

| } cffectively in unregulated energy service markets. It will allow the'

[ [J*fS8ff?DR CEte - -

Company to meet its competition on an equal footing and aho will

NEMUE
,

give the Company flexibility in tailoring its energy services to theEnteepnses
|.

f |
_I

~
'

The ' ability
| ever-changing needs of its customers.

| I I I I I . to provide energy services through .

Comrnonwealth Ecuon Northwmd>

Sunstaries R. .

umegulated subsidiaries is becoming increasingly important in .

today's changing business environment. The rederal Energy Polig 1
!
l

6
'
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Act of 1992 facihtates the entry of unregulated competitors into various segments of

energy markets. and makes it possible fbr such wmpetimrs to skim some of the most

desirable business. This may be done by installing natural gas-fired on-site

generation at the cuuomen premises, menetimes ihmugh cogeneration applications

that meet the customeA space and process heating as well as electricity i

|

requirements. In oiber situations, as at AhCormick Place, the competition may take j

the form of space heating and air conditioning service that displaces the use of

electricity otherwise provided by the Company.

its attention = F T 'RE
3). . .

ComJe~1t1Ve Issues
--

The Company intends to be as competitive as possible with its utility i

senices by controlling wsts and rate levels and by utilhing innovative pricing. Our :
!primary fmus will wntinue to be on our core business-providing clectris usihty

service to customers.. Situations will occur, however. which may not permii Edimn '

to provide competitive utility services on an economic basis. because of servite costs, ,

regulatory wnstraints or other reasons. In thcsc situations, it is important that

unregulated subediaries of the Company be able to compere by offering energy ;

services, so that important segments of our business are not lost by dcfD.h* '

Providing energy services through one or more unregulated subsidiaries of the @
'

holding wmpany will make it p<mible to irtain and develop profit 2ble business

actiuries for the benefit of shareholders. @ g i

Many electrie utility wmpanics have reorgani7ed or are reorgani7ing to

fbrm holding companies to achieve the kind of ficxibdity necessary to wmpete in

the rapidly changing energy services market. Our plans to form a holding company

are typical in this regard. Your Company intends to confme its unregulated activities '!
'

to energy-related senice businesses. It is not our intent to diversify into unrelated '

lines of business, as some utilities did a number of years ago.

The energy senices marketplace is drisen by the inacasing requirements

of customers striving lbr maximum economy, reliability and flexibdity. Changing

customer rcquiremems often create demands for new services, and we believe many
Isuch services can best be provided by unregulated subsidiary businesses able to

respond quickly and freely to customers' needs. Thus, the holding tampany

reorganization is important to give the Company the flexibdity neccssary to satisfy

its customers effectively and efliciently.

7
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Nudrar Program

Turning to our nudcar program, our NuJcar Operations thvision underwent a

major reorganiution in 1991 To int rease management etTntiseness and

acmancaluhry at our nudcar generating stations, we established the pmition of site

vice president ibt each of the six stations. [Wh site organiution, under she l

leadership of a site uke president, now has more control and responsibihty for

auivities at the site than had been ihr case. To funher increase management

effraiveness, in 1993 we pui all of our senior level managers-about 120-through

a leadership development workshop, The resuhs weic so successful that all 1,200 of

our middle managers have been undergomg similar training. In 1994, we will also

begin a development wurse for our remaining nudcar workfi, rte.

The changes we are making in our nudear organiunion go beyond

training and organiurional structure. Tc hase launched a detailed re icw of how

our nudrar division people perform their jobs and how we manage this vital part of

our business. Thus far, we have wmpleted our review of three major functional

areas-work comrol, chemistry and heahh physks-and are now focusing on

security maintenance and emergency preparedncu. In performing these reviews, we

are measuring Commonweahh Edison against other organiutions both inside and

(( f a

'te env1ronmenta acyantages
, - -

('

o: energy,

ounide our industry. I:or example, in the area of work wntrol, we are using NASA

as a benchmark. We beheve NASAi ability to qukkiy prepare a shuttic for a return

to space, aher it has wrnpleted a mission, is similar to the task we face in performing

a refueling outage.

The Company's nudcar generating stations enjoyed a number of succtv.cs

during 1991 Ten of our 12 units had wntinuous runs of 100 days or longer, two

rexhing 200 days or longer. Capacity faoors were up, outage times in general were

down, and the nudcar division tinished the year with operation and maintenance

expenses about H% lower than those of the previous year. These reductions were

auomplished without deferring maintenance or wmpromking safety.

Yct much work remains as we wntinue io upgrade our older plants. In

February 1991 the Nudcar Regulatory Comtnission (NRC) removed Zion Station

; from the list of plants it dosely monitors. awarding either the highest or sewnd-

highnt rating in all funuinnal areas reviewed, llowever. ()tesden Station rernains

I

1

8
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Yar Company tellantinue the

on the NRC list, and station employes are working hard to have it removed. On
aggrrun r wir control efbrn

January 27,1994 the NRC noted adverse performance trends at Quad Cities and
'

"^' ^ I*I""# # N "" I"'"laSalle County Stations. We had already identified and were working to correct >

most of the pmblems cited. The NRC undentands that we are totally committed to da ru,< in 1993 cperunn and

making the changes necessary to reverse these trends. At the same time, we were ,,,,,,y,,,,y.,,,,,,,,,g,
pleased to see the NRC add Byron Station to its select list of top performing plants,

cenpared nuh 1992 Aggruier
the h.rst E.dison nuclear station to be 50 rccognized.

In recent yean, non-polluting nuclear energy has been providing more *" m"'n'lu a key riemerit efour

than 75% of Edison's power generation. Using comparatively little fossil fuel means urairgy ro rerriair, m,,,fuirire

we generate far fewer pounds of carbon dioxide, sulfur dioxide and nitrous oxides

per megawarthour than other utilities in Illinois, the Midwest or the nation as a m "" "
'

whole. Even with a projected increase in the use of fossil fuel, about three-quarters 7
,

y_ _p.of our generation in the years immediately ahead is expected to be nuclear. We m
believe the environmental advantages of nuclear energy, although still not fully }
recognized. will be one of the Company's strengths in future years. ,p _

b
. _[

'

B 4
d)) f

m-j_ 'm_ _ _

Concludon a

In 1993, your Company initiated its greatest overall change in the 40 years since g ;y,1
,

the merger of Commonwealth Edison with the Public Service Company of Wi s TM- '

Northern Illinois. We are wnvinced that we have emerged from this year a n uch iik- ,f-! ~~ [h*~

S e Qi h
,m n s 1 2 i

.. , ,. . .

Wl_ Je one or tae onraan s
I

..

STRFE '11IS
* P ))
In 11ture ears

!

- stronger Company, well on our way to becoming a highly competitive supplier of

energy senices. Your Company enters 1994 with a new appreciation of the

importance of our retail customers and recognition that our divene customer base is

among our most valuable assets. We intend to retain the kvalry of our customers by

providing them with the variety of top quality energy services and reliability they

require.

9
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M A N A G E M r. N T ' S DISCUS $10N AN D A N Al Y51s o r FIN ANCI A L CON D11 ION
AND RESULT 5 OF O l' I R A T I O N S

1

! In iic n mi tiniu }U.v u m I s

Grpim! Budgea Commonweahh Edison Company (Company) and its electric utility subsidiary,
Commonv,eahh Edison Company of Indiana, Inc. hollectively, companies), have a construction

m theprogram for the three-year period 1994M6 which consists principally of improvements
companies' exisiing nudcar and other dectric production, transmission and distribution facdities. It

does not include funds (other than for planning) to add new generating capacity to the Company's

sprern. The program, as appmved by the Company in January 1994, calls ihr electric plant and

eqmpment expenditures of approximately $2,450 milhon (exduding nuclear fuel expenditures of

appmximatdy 5780 milhon). This amount rdlects a decrease of approximately $200 million compared

with the common years (199695) of the presiously appmved construction program. In part, the
Jeoca.,e reflects a reduction in capital spending announced by the Company in July 1992 due to adverse

financial drtumstaniet I or additional information concerning the cost redattion plan. see "ibics and

l'inanda! Condition" bekiw. h is estimated that such construction expendnures, with cost escalation

computed at 9"t annualh, will be as follom

Threercar
i,L n oi a h tw4 IWs 19 % Total

Pr od ua nin $295 $310 $250 5 855
Transmisuon a; hstribution 340 445 505 1,290

General 115 95 95 305

Total 5750 $850 $850 52,4 %

The Company's forecasts of peak load indnate .a need fin additional resourtes to meet demanJ,

other through generating capaarv or through equWa!cnt purchased power or demand-side management

resources. in 1997 and cath year thereafter through the year 2000. The projected resource needs reflect

the current planning resene margin rnommendations of the Mid-America Interconnected Network

(M AIN), the rehabihty coundt of which the Company is a member. The Company's forecasts indicate

that the additional resource need during this period wouki exist only during the summer months. The

Company does not expect to make expenditures for aJJirional capadty to the extent the need for

capaaty can be met ihmugh cost-effeuive demand-side management resources, non-utility generation

or other power purchases. To assess the market potential io pmvide such cost-effective resounes, the

Company sohdred pmposak to supply it with cost-effective demand-side management resources. non-

utility generation resources and other utihty power purchases sufficient to meet forecasted rcquirements

through the year 2000. The responses to the sobeiction suggest that adequate resources to meet the

Company's necds couhi be obtaincd from those sourtes but the Con,pany has not yet determined

| whether those sounes represent the most nonomical abernative. If the Company were to build

! additional capadry to meet its needs, it would need to make additional expendnures during the 1994-96

period.

'I he Company has not budge.ed for a number of projects, particularly at pencrating stations, which

couiJ be required, but which the Company does not expect to be required during the budget period.

In particular, the Company has not budgeted for the construction of scn.hhers at us Kincaid pencrating

starion, !br the replacement of maior amounts of piping at ;ts boiling water reactor nudcar stations or

for the replacement of steam generators at ia pressurized water reactor nudear stations.

10
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Purchase wmmitments, principally related to wnstruction and nudear fuel, appmximated 51,187

milhon at Decernber 31.1993. In addaion, the Company has substantial wmmitments for the purchase

of wal ur. der k>ng-term wniraus as indwated in the following table.

Comrut ramd commarncnr m

lilac k Buttt ''o.1 Co. 19 % 2007 51,212

Decker Coal Co. 19 % 2015 5 E62

Peabody Coal Co. 1994 5 34

|
Big llorn Coal Co. 1998 5 21

I m i e,wed w,o m n."om v ht m 198 mme z nism.ac 4 rwu, mi cutaiwn h.c i.ecn mai

I or addnional information concerning these mal wnuaca anJ the Company's fuel supply, see "Results

of()perations" below and Notes 3, l' and 19 of Notes to Iinancia! Statements.

The wnstrucnon pmgram will be resiewed and modified as necewarv to adapt to changing
emnomic wnditions. rate leveh and other iclevant fattors induding thanging business and legal needs

and requinments. The Company cannot antaipate all suth possible needs & 4 rtquirements. While

regulat ory neeJs in particular are more hkely, on balant e, to require increasc. m wnstruction
upenduures than deocases, the Company's 6nandal condinon may require compensating or greater

| reduuions in other wnst ruaion expendaures. See "Ra t es and Financial Condition" bdow fi>r
additional information wncerning the construuion program.

C.yut.d & mncr. The Company has fiirecast that internal suunes will provide approximatdy one. half
of the funds required for its construaion program and other capital requirements, induding nudear

fud expenditures, coninbutions to nuJear deuunmissioning trusts, sinking fund obligations and
re6nanting of wheduled debt maturines uhe annual sinking fund requirements for preference stock and

_. _ _ . _ . . _ _ _ _

hmg-term debt are summarired in Notes 7 and 8 of Notes
to Hnancial statemenid The f< recast takes into acwunt the-

"' '''''"*"''d'""i"""'''M'"'"5'"''"'"'The corunuction program b:aketfor
'

(descnbed below), and afleas the pavments required to bei

/9496 rc//cctf a e/ccrease of made to wstomers under the Rare Manen $ctriement and

approxim.ncly $200 million comparry/ the l'uci Mauers Seidement (dearibed bdoM.
'

The rype and amount of external fmancing wdl depend
wun the common years /9W, 9)_ ofthe

,,

on finantial market conditions and the needs and capital1

previous mnstruction hw/gct. struaute of the Company at the time of such finandng.
Ahhough the Companyi new money financing requirements

decreased ugmficamly w th the wmpletion of its nudcar
genaanng capadty wnstruaion pn. gram, they nave subsequendy increased dut to higher expenditures

and lower opaanng cash Hows resuhing from reduced revenues due to customer refunds and rate level

adjusunenu ordered in various pmtredings related to the level of the Companyi raies and the effect of

the Rate Mauers Seulement and the Fud Matten senlement. See " Rates and I inancial Condition"

below for information rdated to the Companis reductions to operation and maintenance espenses and

us censtruction program in response to advene regulatory and judicit bns. A portion of the
Company's finandng is expected to be prmided through the continue aa and leaseback of nudear

fuel. The Company has unused bank lines of aeda which n :,onowed at various interest rates

and whkh may bc ccured or unsecurcJ. The interest rate is set at the time of a borrowing and is based

on several floaring r.ae bank indices plus a spread whkh is dependent upon the Company's creda

ratings, or on a prime interest rate. Collateral. if required for the borrowings, wouki consist of first

11
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mortgage bonds issued under and in accordanse with the provisions of the Company's mortgage. See
Note 9 of Notes to Emancial Statements for information concerning lines of credit. See the Statements

of Consohdated Cash Ilo is for the mnstruction expenditures and cash flow from operating activities

for the years 1993,1992 and 1991.

During 1943, the Company issued an aggregate of 421,994 shares of common stock for
approximately 511,462.000 under its employe stock plans; issued and sold 700,000 shares of $6,875

Cumulative Prefeien<.e Stock for approximately 569 million; sold and leased back an aggregate of

appnnimately 5204,254,000 of nuclear fuch issued $1,-'15 million aggregate principal amount of first

mangage bonds, and issued 5235 million of other long-term debt. On January 25,1994, the Company . .

announced the closing of the sale of 566 million of Pollution Control Revenue Refunding Bonds issued

through the lilinois Deselopment Finance Authority. The proceeds of the first mortgage bonds issued

during 1993 were or mil be used pnmarily to discharge or refund outstanding debt securities.

The Company has an effeuise " shelf" registration statemem with the Securities and Exchange
Commission for the future sale of up to an additional 51,030 million of debt securities and cumulative

preferente stock for general wrperate purposes of the Company, including the discharge or refund of

other outstanding sec irities.

inno a d i m w/ Min e The Company's fman.ial wndition is dependent upon its ability to
generare revenues to wver its wsts. To mamtain a satisfactory financial condition, the Company must

rewver the costs of and a return o i wmpleted wnstruction pro;ccts, including its three most recently

wmple:cd generating units, and maintain adequate debt and preferred and preference stock coverages

and common stock equity earnings. The Company has no significant revenues other than from the sale

of clearicity. Under the ewnomic and political wnditions prevailing in Ilhnois, the Company's
management recognizes that competitive and regulatory
circumstances may hmit the Company's ability to raise its

Wmhhrre reditrtitmS already prices. Thenfore, the Company's fmancial condition will
" ~

depend in large measure on the Lompany > levels of sales,
imp!rmnited, rumbitied with utivt expenses and capital expenditures. See .. Bu siness and

Jrt|MU. dir (3?imated to hJt'r Sat'rd Competttion" helow.

. .n . In response to the adverse regulatory and judicial
affrettmJ!r|y $130 miluon in
' decisions in the proceedings relating to the lescl of the

operation and maintenance crpane3 Company's rates, the Company implemented a cost

P an in 1992 invohing various ma nagementlreduaionduring 1993.
wmkfone reduaions through early retirement and voluntary

and inwluntarv separations Such reductions, v. hen wmbined with other actions, are estimated by the

Company to have saved approximately 5130 mdlion in operation and maintenance expenses during
1993. The management workfone reduction resuhed in a charge to inwme of approximately $23
nulhon (net of inwme tax ciTects) in 1992. In addition, the Company reached agreement in August

1993 with its unions regarding certain mst reduction actions. The agreement provides for a wage freeze

until Apul 1,19% thanges to reduce heahh care plan me.t. increased use of part-time employment

and changes in hohday provisions. The agreement also includes a wnrinuation of negotiations relative

to other iuucs. Funher, the Company has reduced planned wnstruction program expenditures by

approximately 5200 milbon compared with the common yean (1994-95) of the previously approved

wnstruction program. See " Rate Proceedin;;s" below and Note 12 of Notes to Financial Statements.

In addnion, the quarterly common siotk Jividends, payable on and since November 1,1992, were

reduced by 47% from the seventy-five cents per share amount paid quarterly since 1982 to forty cents

,
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per share. Dividends have been dedared on the outstanding shares of the Company's preferred and

preference stocks at their regular quarterly rates. The Company's Board of Directon will continue to

rctiew quanctly the payment of dividends.

The current ratings of the Company's securitics by three principal securities rating agencies are as

follows:

Standard DuffA
M ud/s & Poor's Phdrs

Fint mongage and secured pollution control bonds Baa2 BBB BBB
Publidy-held debentures and unsecured pollution control

obligations Baa3 BBB - BBB-
Converable preferred stock baa3 BBB- BB+
Preference stock baa3 BBB- BB4
Commercial paper P2 A-2 DutT 2

The foregoing ratings reflect downgradings during IW2 and in January 1993 as a result of
deulopments in the proteedmp leading to, and the issuance of. the Illinois Commerce Commission
(ICC) rate order issued on January 6, 1993 (as subsequently modified, the Remand Order). In

December 1993, Standard & Poor's adirmed its ratings of the Company's debt, ahhough on October

27.1993, it thanged its " outlook" on the Company's ratings from stable to negative as part ofits larger

assessment of the electnc utility industry. In September 1993. Moody's and Duff & Phelps affirmed

their ratings of the Company's securities, and in October 199L Moody's rating outlook on the
Company renuined stable.

! lh w and Cm/wn m The electric utility business has historically been characterized by retail service

monopolics in state or locally franchised service territories. Investor. owned electric utilities have rended

to be vertically integrated with all aspects of their business subject to pervasive regulation. Ahhough

customers base normally been free to supply their electric power needs through sdf-generation, they

have not had a choi e of dectric suppliers and sdf-generation has not generally been economical.

The market in w hich electric utilities like the Company operate has become more competitive and

many obsenen bdiese competition will intensify. Self-generation can be etonomical for certain
customers, depending on how and when they use dcctricity and other customer-specific considerations.

A number of compentors are currently seeking zu identify and do business with those customers. In

addition, suppliers of other forms of energy are increasingly competing to supply energy needs which

historb!!y were supplied primarily or exdudvely by electricity.

The Encrgv Pohcy Act of 1992 will likdy have a signifwant efTect on companies engaged in the

generation, iransmission d;stribunon, punhase and sale of electricity. This Act, among other things,

expands the authority of the i ederal Energy Regulatory Commission to order dectric utilities to
t ra nsmit or " wheel" wholesak power for others, and facilitates the creation of non-utility dectcic

generating companies. Ahhough the Cornpany cannot now predict the ftdl impact of this Act, it will

likdy create and increase competition a0ccting the Company.

The Company is facing increased competition from several non-utility busines:.es which seek to

provide energy services to users of electricity, especially larger customers such as industrial. commercial

and wholesale customers. Such suppliers indude independent power producen and unregulawJ energy

services companies. In this regard, natural gas utihties operating in the Company's service area have

established subsidiary sentures to provide heating, ventilating and air conj:tioning senices, attempting

to attrac t the Company's customers. Also, several utilities in the United States have established

unregulated energy servhes subsidiaries which pursue business opportuniiics wherever they exist. In

U
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addition, cogeneration and energv servi es wmpanies have begun soliciting the Company's customers

to provide ahernatives to using the Company's electridry.

On July 13,1991 leghlation became dTectise in Illinois which permits the Company to ueate

certain unregulated subsidiaries, and to form a holding company, without being requiral to obtain the

approsal of the ICC. The legidation gives the Company and its afhliatu Acxibility to compete with

unregulated competitors to proside energy senices, The Company has created an unregulated subsidiary

to engage in energy senice auivities and is preparing to obta n necessary shareholder and Federal

regulatory appnwah to form a bokling company.

Ngdniw The wmpanies are subicci to state and federal rcgulation in the conduct of their operations.
Suth regu!ation indudes rates, securities issuance, nuJear operations, ensironmental and other matters.

Particularly in the taso of nudear operations and environmental matters. such regulation can and does

atTett the wmpanies' operational and capita! expend:tures

Duiing the past several years. the Nudcar Regulatmy Commission (NRC) has placed two of thc

Company's nuJear generating stations, Zion station and Dresden stanon, on its list of plants to be
monitorcJ dosdy. Gencully, suth status can be expeued to result, and has resulted, in inacased

npenditures to adJress Jc6ciencies in station management and/or operations. The Company has
restruuured its management of its nudear stations and wmnutted addinonal resources to their
operations. The Zion station was removed from the bst of plants to be monitored dosely in February
1991 however, the Dresden station remains on ihar hst. On January 27,1994. the NRC noted adverse

performance trends at Quad-Cities station as well as at 12 Sal e County station. The Company had

already identi6ed and was working to correct most of the problems dred. In addition, the Company

anticipates that it will need to make ugmficant capital expenditures in future years in connection with

certain of its nudear generating units.
The Clean Air Act Amendments of 1990 (Amendments) will require reductions in sulfur dioxide

emissions fmm the Company's Kincaid station. The Amendments ahn har future utihty sulfur dioxide

emissions cuept to the extent utilities hold al!owances for their emisGons. Allowances which authorize

their holder to emit sulfur dioxide will be issued by the United Statu Environmental Pmtcuion Agency

beed largely on histori<al levels of sulfur dioxide emisdons. These allowances will be transferab!c and

marketab!c. The Company's ability to inacase generation in the future to meet expected inneased

demand for electricity wdl depend in part on the Company's abihiy to acquire additional allowances or
to redute emissions bdow otherwhc allowable levels from its existing generating plants. In addition, the

Amendments require studies to determine what wotrok, if any, should be imposed on utilities to
wntrol air toxic emissions, induding mercury. The Company's Clean Air Compliance Plan for Kmcaid

station was approved by the ICC on July 8,1991 In late 1991 howner, a federal court dedared the

Illinois law under which the approval was receive d to be unconstitutional and wmpliance plans

prepared and approved in rdiance on the law to be soid. Under the Pla, approved by the ICC, the

Company would hoe been allowed to burn low su! fur Illinois coal at Kincaid station without the
insultation of pollution control equipment for the years 1995 through 1999, and to purchase any
necessary emission alh4wances that are expected to be available under the Amendments during this

penud. Aho, under the Plan, the Company expened to install pollation control equipment for Kincaid

station by the year 2000. When the final nurcome of the federal htigation is known, the Company will

deternune whether any changn are required.

The Amendments also will require reductions in nitrogen oxide emissiom from the Company's

fo,sil fud generating units. The Illinois Eraimnmental Proteuion Agency has pmposed rules with
respeu to such emissions which would require modi 6 cations to (criain of the Company's boilers. The

Company's wnstruuinn program for the three. year period 1994-% indudes $25 miPion for sud.
tNidibcatioM.
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Cajiu/haure. The Company's ratio of long-term debt to total capitalintion has incremed to 55.0%

at December 31,1993 from 54.0% at December 31,1992. This increase is related primarily to the
decrease in retained earninp resulting principally from the recording in 1993 of the setdements
dhcussed in " Rate Proceedings" bdow.

I
~

! Rgli pu mIllWJ

The Company's revenues, ner income, cash flows and plant carrying costs have been afTected direcdy

by various rate.related proceedings. During the periods presented in the fmancial statements, the

Company was invobed in proceedinp concerning its Ocmber 1985 ICC rate order (which related

principally to the recovery of costs awociated with its Byron Unit I nudear generating unith
proceedinp concerning its March 1991 ICC rate order (which related principally to the recovery of

cws associated with its Byron Unit 2 and Braidwood Units 1 and 2 nudcar generating units (Units)),

protecdinp concerning the reduction in the ddierence between the Company's summer and non-
summer residential rates that was effected in the summer of 1988, and ICC fuel reconciliation

protecJings printipal!y concerning the recoverabdity of the costs of the Company's western coal. In

addition, there were outstanding issues rdated to the appropriate interest rate and rate design to be
applied m a refund that was made in 1990 fo!!owing the reversal of a December 1968 ICC rate order

and a rider to the Company's rates that the Company was required to fde as a result of the change in
the federal corporate inwmc tax rate made by the Tax Reform Au of1986. The uncerninties awmiated

with such proceedinp and issues. among othe r thinp. led to the Rate Matters Settlement and the Fuel

Matters Settlement (which are dixussed below

The effects of the aforementioned raic edinp dunng the periods prewnted are discussed
below under "Results of Operations." For <d il information regarding such prmeedinp, see Notes

2 , i 4 of Notes to I mancial Sutements in the Company's

] Quanctly Report on Form 10-Q for the quarredy period
'"d'd h "' 3" ' **Tlie Company Iras restructured its |

management ofits nuc| car stations and Smlerrurm M-Lairy to Cerurri Kut Amrt on September
committed additional resources to t! 24 19% the Companyi Board of Directors approved two

operations. proposed setdements which the Company's management had

reached with parties involved .m several of. he proceedinpt

| and matters rdaring to the level of the Company's rates for

dectric service. One of the pmposed settlements (Rate

Maners Settlement) concern'. the proceedinp relating to the
Company's 19h5 and 1991 JCC rate orders. the proceedinp rdating to the reduction in the difference

between the Company's summer and non-summer residential rates, the outstanding imerest rate and

rate design issues, and a rider rdatcJ to the change in the federal corporate inwmc tax rate made by the

Tax Reform Act of 1986. The other proposed settlement 0 uel Matters Settlement) rdates m the ICC

fuel rewndliation proceedinp involving the Company for the period from 1985 through 1988 and to

future challenges by the senling parties to the prudency of the Company's western coal costs for the

peiiod from 1989 through 1992. Each of these seidements was subject to appropriate action by the
ICC or the couns having jurisdiction over the proceedinp

As a result of subsequent ICC and judidal acions, the Rate Matters Settlement became fmal on

November 4.1993. Under the Rate Matters 5ctdement. eficoive as of Nmember 4,1993, the

Company reduced in rates bv approximately $339 million annually and wmmenced reftmding
approdmatdy 51.26 bi| hon (induding revenue taxes), plus imerest at (be percent on the unpaid

15
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balante, through temporarily reduced rates over an initial refund period scheduled to be twelve months

(to be followed by a reconciliation period of no more than fwe months). The Company had previously

deferred the recognition of reven. -ing 1993 as a result of developrnems in the proceedinp related

to the March 1991 lCC rue order, wiich resulted in a reduction to 1993 net income of approximately

5160 milhon. The recording of the cliccts of the Rate Matters Settlement in October 1993 ieduced the

Company's 1993 ner income and retained earnings by approximately 5292 million or 51.37 per
common share, in addition ro the effect of the defened recognition of resenues and after the partially

offsetting efica of recording approximately 5269 million (or $1.26 per common share) in deferred

arrying s harges, net of income taxes authori7ed in the Remand Order. In January 1994, a purported
class aenon was f: led in the Circuit Court of Cooh County. Illinms challenging the method in which

the refunds are bemg made to residential customers in the Rate Mauers Settlement. The Company does

not beheve that the complain has any mera,
in the Remand Order, the rare determination was based upon, among other things, fmdinp by

the ICC with respect to the cxtent to which the Units were "used and usefur during the 1991 test year

period of the rate order. With respecs to the "used and usefur issue, the ICC applied a needs and
etonomic benefits methodology, using a t +emy percem reserve margin and forecasted peak demand.

.

and bund Bpon Unit 2 and Braidwood L nits i and 2 m be 93% 21% and 0% respectively, "used s
1

I and useful." The Company has not recorded any dnallowances related to the "used and useful" issue.

The Company considers the "used and useful" disallowance

! in the Remand Order to bc temporary. The ICC conduded

in the Remand Order that the forecasts in the record in thatKilouatt/mur 3a/n to ultimate ,

prmeeding indicate that Braidwood Linits I and 2 will be
'

'

consumers increased 4.600 in 199.L the El y "used and useful" within the reasonably foreseeable

roult o|~incrcaird sa|ri to all major future.
I As a result of subsequent ICC actions the Fuel Mattersi

claan o| customers. I

i Settlemer.t became final on November 15,1993. Under the
,

' Fuel Mattus Seulement, effeuive as of December 2,1993,

I the Company commenced paying approximately $108
million (including revenue ines) to its customers through

temporarily reduced collections under its fuel adjussment clause over a twelve. month period. The

Company recorded the eficas of the fuel Maners Settlement in October 1993, which efTeus reduced

the Company's net mcome and retained earnings by appmximately 562 million or 50 29 per comrnon

share.

- - . -=__ _ .

Roi'. o ,* i

Env Pc, Gmumn Simc The Companyi camings per wmmon share were 50.22 in 1993,52.08 in
1992 and 50.08 in 1991. The 1993 results were significantly afTected by the recording of the cifects of

the Rate Matters Seulement and the Fuel Matters Settlement, which reduced net income by

approximardy 5354 milhon or 51.66 pei common V in addition to the effeu of the defened
recognition of revenues which the Company had recorded during 1993, and after the partially offscuing

efica af recordmg approximately 5269 mih.on or 51.26 per common share in deferred carrying charges, k
~

.

net of income ines, as authorized in the Remand Order. The 1993 carninp also reflect the favorable

cumulative efica (59.7 million or 50.05 per wmmon shaie) of the Company's adoption of Statement

of Financial Acwunting Standards (SFAS) No.109, Accounung for income Taxes, in January 1993.
The circa of the non-recurring iterns was partially offset by a higher level of kilowanhour sales and

16
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lower operation and maintenance expenses. Exduding non-returring items, earnings in 1993 would

have been 51.83 per common share.

The 1992 resuhs were significandy afreacd by the decreased !cvd of kilowarthour sales due to a

cooler than normal summer, higher operation and maintenance expenses, higher revenues resulting from

the full effect of the rate increase which became effective on March 20.1991, lower fuel and purthased

power costs and the 1992 reduction to net income of $50 million or 50.24 per common share to reflect

a provision for additional refunds and interest related to the 19851CC rate order. Excluding non-

recurring itcms, carnings in 1992 would have been 52.32 per common share.

The 1991 results were sigmficantly affected by the recording of the efTects of the unreasonable

plant cost disallowance applicable to the Units induded in the ICC's March 1991 rare order, which

reduced net income by approsimately 5734 milhon or 52.59 per common share. The rate increase

authori7ed by the March 1991 ICC mder, which became effective on March 20,1991, partially offset

these reductions. Excluding the non-recurring adjustments, carnings in 1991 would have been 52.67

per common share.

$ce " Rate Pn(cedings" above for information relating to various rate proceedings which have

athted the Company's carninp per common share.

Kileanimu Ma Kilowatthour sales to uhimate tonsumers inacased 4.6% in 1993. ihe resuh of
intreased sales to all dasses of customers (eucpt railroads, whimh deucasedL due primarily to more

normal summer weather in 1993 as compared to 1992. Kdowanhour sales to ultimate wnsumers

decreased 4.6% in 1992 principa!!y reflecting lower kilowatthour sales to residential cor as a

resuh of a tooler than normal summer. Kilowanhour sales to ultimate consumers increased 7.2% in
1991, the resuh ofincreased sales to all dasses of customers and a warmer summer in 1991 than 1990.

Kilowanhour sales induding sales for resale inercased 16.0% in 1993. decreased 3.7% in 1992 and

increased 1.2% in 1991.

Illurru Operacy L cnues. Operating revenues decreased 5'66 nullion in 1993 principally reflecting
the ictmding of the effects of the Rate Matters Setdement and the Fuel Matters Settlement, which

reduced 1993 electric operating revenues by 51.282 million. This reduction was partially offset by a

higher level of kilowanhour sales and an increase in the recmery of enerry costs under the fuel

adjusunent prmision in the Company's rates. See "R2ie Pnxcedings" above and " Earnings per
Common Share" hacin and Note 2 of Notes to financial Statements for additional information.

Operating resenues deaeased 5249 million in 1992 principally reflecting a lower level of
kilowatthour saks due to 2 rooler than normal summer, a decrease in the remvery of energy costs

under the fuel adjustment provision in the Company's rates and a provision for revenue refunds of
approximately 518 mi!i on iciated to the 1985 lCC rate order. The decrease more than offset the full
etTect of the rate inacase authori7ed in the March 1991 lCC order, which became effective March 20,

1991. See " Rate Proceedings" above for additional information.

Operating revenues increawd $965 mi11 ion m 1991 due to the rate increase which became cffective

on March 20.1991, higher kilowarthour sales in 1991 and the favorable comparison to 1990 in which

rates were rolled back as a result of the reverul of a December 19881CC rate order and provisions for

revenue refunds whkh were made as a resuh of developments in the proceedinp related to the 1985

ICC rate order and the reverul of the December 1988 ICC rate order. See " Rate Proceedings" above

for additional information.

Operating revenues for 1994 will be affened by the Rate Mauers $cttlement (discussed above),

which lowered the level of the Company's rates.

17
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Tud Cmr Changs in fuel expense for 1993,1992 and 1991 pnmarily result from changes in the
average cmt of fuel consumed, thanges in the mix of fuel sounes of electric energy generated and

changes in nei generation of electric energy. Fuc! mix is determined primanly by system load, the cous
of fuel consumed and the availahdity of nudear generating units. The tost of fuel consumed, net

generation of electric energy and fuel sources of kilowatthour generation were as follows:

199.1 IW2 1991

Cost of fuel consumed (per million lhul:
Nudear 50.52 50.52 50.49

| Coal 52.89 52.96 52.84
'

Od $3.03 53.02 53.37

Natural gas 52.70 52.36 52.48

Average all fuels 51.15 50.97 51.07

Net generation of electric encrgy (milhons of kilowatthoms) 94.266 79,889 82,046

Fucl suurtcs of kilowanhour genenaion:
NuJear 75 % 83 % 'o
Coal 23 15 21

Od 1 1 1

Namral pas 1 1 1

100 % 100 % 100 %

i he tost of nudcar fuel consumed in 1991 reflects an accrual for a 546 million court ordered

refund from the Department of Energy (DOL) relat ng to spent nudear fud disposal (mit Ani

otTsening amount was indudcd in deferred under or oveuetmcred energy cous in December 1991 and

was refunded to the Company's ratepayers through the fuel adjustment dause in February 1992. In

connection with the Energy Pohcy Act of 1992, irnestor-owned electrie utilitics that hase purchased
enrichment services from the DOE will be asseued annuaHy for a fifteengear period arnounts to fund a

ponion of the cost for the decontamination and dewmmissioning ofihree nudcar entithment facihties

previously operated by the DOE. The Company's pornon of such assessments is estimated to be

approxmurely SIS milhon per year ho be adjusted annually for inflation). The Act provides that such

assessmems are m be treated as a mst of fuel. See Note 1 of Notes to Financial Staicments for
information related to the accounting for suc h costs.

/ ud 5uf;He Compared to other utilities, the Company has relauvely low average fuel costs. This results

from ihe Company's rehante predominantly on lower wsi nudear generation. The Company's coal

wsts, howes er. are high compaud m those of other utihties. The Company's western wal wntracts

and its rail uintracts fbr delivery of the western coal w-re renegotiated during 1992 effecove as of

January 1,1993, m provide, among other things, for significant reduaions in the dehvered prite of the

wal over the duration of the wnuacts. Ilowever. ihe renegotiated contracts provide for the purchase of

(citain mal at prices substatuia!!y above current!y preuuhng market prices and the Company has

sigmficant purchase commitments under its connaus. Coal and fuel oil at average cmt, indoded in the

ConsohJated llalame Sheets, deucased approxinutdy 5215 miUion in 1993 as wmpared to 1992,

primari!v due to lowe r inventory lesch at year-end, reflecting the Company's present pohcy of
maintaining wal imenmries equal to 30 days of high utih7ation. Inwcr average wsts per ton of wal

due to renegonated coal and rail contracts, which became effecove January 1.1993, aho contributed to

the decr ease in 1993. For additional information umccrning the Company's aul punhase
mmmitments, fuel rewncdiation pmccedinp and coal resenes see " Liquidity and Capital Resources"
ahme and Notes 2,3,17 and 19 of Notes to Emantial Statcments

lH
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Nr/wed fuer. Amoums of purchased power are pnmardy afreued by system load, the availability of

the Company's generating units and the availabihtv and cost of power from other utilities.

The number and average cost of kilowanhours purchased were as follows:

_1993
1992 1991

Kihnvanhoun (m Aons) 644 2.555 3,374

Cost per ialowaohaur 1.91 e 1.7 M 2.16e

Dekrvd Undo <- (h enn vimd Enngr Gntr Net. Lleen k operating expenses for the years 1993,1992

and 1991 reflea the net thange in under or overrewvered allowable energy msts. See "I url Costs" and

"I url Supply" above and Notes 1 and 3 of Notes to Iinantial Statements.

0;,eranon and Mahuenance 14 Total operation and maimenance expenses deacasedt

appmsimately 4% during 1993 e increased appmximately 9% and 18% daring 1992 and 1991,

respectively. The decrease in 199 primanly refleen a deacase in operation and maintenance expenses

assoaaced with nuclear generating stations, lower cosn of pension benefus, lower expenses related to

fossil generating station and customer-related aaivities, a Jeacase in the number of employes and lower

rewauh wsts, panially ofi>ct by higher costs of other employe benefits, including postretirement heahh

tare benef ts, and the mst rdated m a speci.d incentive plan for employes. The increases in 1992 and

1991 primarily refleu an mucase in operation and maintenance expenses associ.ned with nudear

generating stations, wst of pension and other employe henc6ts, induding postretuement health care

!v:nefits and an increased number of employes. The increase in 1991 also reflects an increase rdated to

transmasion and distribution activities. Wage increases, the effects of w hich are reflected in the increases

and deucases discussed behow, base inacased operation and maimenance expenses during 1992 and

1991. Wapes in 1993 were not inucased ova 1992 lesch. The effects of inflanon, which are also
reficaed in the increases and deaeases discussed bdow, have

_

increased operation and maimcnance expenses during the

of pension benefits (net of amountsCompared to other utilitics, the paiods. The cost
charged m mnstruction) deucased $16 million in 1993 and

Company has re/.itively /nm average nutased $21 milhon and 531 million in 1992 and 1991,

fin / rostf. Thi3 resultsfrom the respectivdy. The 1992 pension inacase reflects the effect of

the Company's workforce reduction program in which a
C,ompany , rc/i.tnce pret/ominantly ons

-

' - charge to inwmc of $26 milhon was remrded in 1992 (see
/cu er cvft n:<c/ car generation. Note 12 of Note,s to Financial Statemems for additional,

! informationt Additional costs associated with the
Company's managcmem workforce reduct;on program of

appmxmuidy $11 milhon were remrdcJ in 1992. which adversdv impacted operation and
maintenance expenses for 1992. The mst of posuetirement heahh are ben 'ir. ' net of amounts charged
m mnstruaion) increased 514 milhon. 529 mi!! ion and 519 mdhon in 1993,1992 and 1991,

respeuivdy. The 514 nulhon inacase for 1993 reficus an inocase in the mst of posuetiremcnt health

ure benef ts of 517 mdlion as a resuh of the Company adopting on January 1.1993, SFAS No.106,

l.mployen' Auounting for Postrairement Benefits Other Than Pensions hee Note 13 of Notes to
Financial Statements for additional information). Nuclear operation and maintenance expens

deocased approximatdy 574 million in 1993 and inacascJ 5105 milhon and $79 milbon in 1992 and

1991, nspectively. The decrease at the nudear generating stations in 1993 indudes the effects of the

cost reduaion c ff orts. Operation and maimenance expenses aswiated with nudearCompany's

generating stations in future yean may he significandy affected by regul.nory, operational and other

requiremenn. Operation and snaimenance expenses associated with the Company's transmission and

19
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distribution system which increased $41 mil! ion in 1991, and remained stahic in 1992 and 1993, may

increase in future years duc, in pan, m the etTect ofinacased customer expectations regarding reliability.

Operation and maintenance expenses awociated with the fossil generating stations in 1993 deucased

$13 million and rescanh costs decreased 510 million from the prior pemd due piirnarily to the effccts

in 1993 of the Company's cost reduction effiirts. Costs of customer-rcLud activitics in 1993 decreased

$13 million. Operation and maimenance expenses in 1993 also reflect a $36 million special incentive

plan cost for employes rdated m a sharing of operation and maintenance savings below budgeted lesels.

In 1993, the Company recorded a pnnision of 55 million which refleas the low cnd of the range ofits

esumate of the liability as>otiated with deanep costs of remediation siies other than former
manufaaured gas plant (MGP) sites. In 1991, the Company recorded a provision of $25 million which

redccts the low end of the range ofits estiraate of the liability anotiated with former MGPs. See Note
19 of Notes to financial Statements for additional information conscrning deanup costs of remediation ,

sites and former MGPs. I or further inionnation regarding the wst reduction plan and its effect on

future operation and maintenanic cxpenses. see "1iquiary and Capital Resourtes," subcaption " Rates

and Finantial Condaion" above.

Ihprecurmn Depredation expense inacased in 1993 as a result of additions to plant in service.
th preciation cxpense inacased m 1992 as a result of rcHeuing in c> pense a full year's efica ofinacased

demmmiwiomng .osa allowed by the March 1991 ICC rate mder, whic h became effective March 20,
'

1991. Depreciation expense in 1991 decreased wmpared to 1990 due primarily m lower average
annual composite depreciation rates as wdl as the reduction

_ _ _ ,

j to depreciable plant faahties in 1991 reflecting the effects of

Average interest rate on hmg-term recording disallowed plant msa, partially offset by the
inucase in dewmmissionino, ex pense resuluna from the

debt outstandmg has been Mardi 1991 ICC rate order. ec Note 1 of Notes o Hnancial

Signi[irantly reduced, primarily statements fin information concerning depreciation rates

'" ' ~ ~ " """S'""through rc{inancings at generally
i

km'er rates ofinterest- Internt on Delt Changes in interest on long-scrm acht and
*

I norcs payable for the years 1993,1992 and 1991 were due

to thanges in average interest rates and in the amounts of

long-term debt and nmes payable outstanding. Changes in interest on long-term debt refleu new issues

of debt and the retirement and redempiion of issues whish were refinanced at generally lower rates of

interest. The aserage amounts of long-te m debt and notes payable outstanding and average interest

rates thaeon were as follows:

l 'iH l'M2 15191

l.ong-term deht outstanding:
Average amount f milhons) 58 J 05.1 57,699.9 57,314.3

Average interest rate 8.03 % 8.58 % 9.09 %

Notes payabic our,tanding:
Ascrage amount (millions) 55.7 517.5 51.9

Average intuest rate 5.83 % 4 43 % 8.22 %

Rean>eg/(Def nah cfRegulatory Aort--Ner in the March 1991 ICC rate order, the ICC provided that,

for ratemaking purposes, certain rate case and consultant tosa associated with the prudency audits for

the Unin could be defened and amonized. Appmumardy $43 mihn of such msts were capitalized and

resuhed in an increase to nei income in 199: of approximmely 524 million or 50.11 per mmmon share.

.
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In the Remand Order, the ICC prmided that, for raremaking purposes, deferred carrying charges on

the reasonable and "used and useful" plant uists of the Units for the period April 1,1989 until
approximately March 20, 1991, the date the Units were reflected in rates. wuld be deferred and

amortized. Appmximately 5436 milhon of such costs were capitali7ed in October 1993 and resuhed in

an inacase to net inwmc of approximately 5269 million or $1.26 per common shair.

7hes. In the third quaner of 1993, the President of the United States signed into law a deficit-reduction

plan that mdudes, among other things an increase in the federal statutory corporate income tax rate

from 34% to 3W effectise January 1.1993. The estimated efTect of the higher rate would be to

;ncrease ihe Company's wsts by approximately 512 milhon per year. The Company began iccarding

the ofTeos of the incrcased taxes in the third quaner of 1993. In addition to the eflects on income

discussed above, the Company recorded in the third quaner of 1993 a net increase in the deferred

mmme tax liabi|ity which was primarily offset by regulatory assets net of regulatory liabilitics, reflecting

the increase in taxes recoverable in rares to seule ner income tax liabihties recorded in prior years, -

,

Funber, the Company recorded in the third quaner of 1993 the effects of the elimination of a

se hcduled rcJunion in a component of the statutory lliinois income tax rate which was to have dedined

to (@, from 4.8%, eficuive July I,1993.

In 1993, the Company recorded a loss for inwmc tax purposes. Inwme tax overpaymer ts made

prior to the determination of such loss of approumately 5185 million are included in the Consolidated

iblance $hrer in receivables.

Scc Note 14 of Nmes to Finandal 5:atements for information conterning the auounting uandard

adopted by the Company m January 1993 which requires the Company to use an asset and liability

approach for financial auounting and reponing for ;nwme taxes rather ihan the defened method.

Replum Aans and LiaMines. The balante of llegulatory Assets inacased from Deu mber 31,1992 to

December 31,1993 by approximately $2.220 million. The increase is due primarily to the Company's

adoption of SFAS No.109 cifnute January 1,1993. The efTcu of the implementation entry was to

record regulators as:,ets of approximatcly 51,546 milhon. I urther, as discuned under the subcaption ,

'Tases" above, in the third quarter of 1993, the Company began recording the e!Tects of the increased

federal statutory wrporate income tax rate eficctive January 1,1993, in addition to recording the effects

of the ehmination of a wheduled reduction in a component of the statutory lilinois inwme tax rate, ,

cileuiu July 1,1993, whkh m roral resuhed in an increase to regulatory assets of approximately 5224

mill;on. Approximately 5436 million of the increase in regu!atory assets refleus the unamortized balance

of deferred carr:,ing charges reunded by the Company in 1993 on the Linirs, as discussed under the

subcaption "Ruour> HDeferral) of Regulatory Aweis-Net" above, The remaining i~ --- ., related
primanly to losses from reatquisition in 1993 of first mongage bonds prior to their scheduled maturity

dates, which were dcierred wnsistent with regulatory treatment. A regulatory liability was also rewrded

in wmpliame with $FAS No.109. See Ne s 1 and 14 of Notes to i mancial Statements for additional
mfm m ation.

Or/vr hems. The aruounts of allowance for funds used during umstruction ( Al UDC) reflect changes in

the average levels of investment sub eci to Al UDC and changes in the average annual rates as discussedi

in Note 1 of Notes ro finandal Statements. AFUDC does not contribute to the current cash flow of

j the Company.

| The approximaic 5720 milhon incrase in other cash investments, at wst, and temporary cash

I mvestmems, at wst, m 1993 as compared to 1992, reflects additional cash flow frorn higher operating
i revenues udicued prior to the finalization of the Rate Maners Seulement as well as a reduction in

21
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operation and maintenance expemes, consuuction expenditures and dividends paid on capital stock.

Although the Company recorded the provisions for revenue refunds in 1993. the majority of the refunds

to its custom rs will be made in 1994.
The ratios of carnings to fixed c harges for the years 1993.1992 and 1991 were 1.19, 2.06 and

1.59, respectively. The ratios of carnings to fixed charges and preferred and preference stod dividcnd

requirements for the years 1993,1992 and 1991 were 1.03,1.78 and 1.36. respectistly.

Ilusiness corporatiom in general hase becn adscrse!y affected by inflation because amounts retained

after the paymen, ' costs have been inadequate to replace, at increased costs, the produttive assets

consumed. L:lectric utilities in particular have been especially afTected as a resuh of their capitalintensive

nature and regul- :on which limits capital rewvery and prescribes installation or modifkation of
facilitics to comply v.ith increasingly stringent ufety and environmental requirements. liccause the

regubrory process limits the amount of depreciation expense induded in the Company's revcnue
. . . .

.dlowance to the original unt of utility plant imestment. the resulung ush flows are inaJcquare to

pmvide for replacement of that imesiment in future years or presene the purchasing power of sommon

equny cspital presiously invested.

|

!
1
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RLeonT or M ANAGEMENT

The management of the Company has prepared and is responsible for the consolidated financial

statements and the related 6nancial data contained in this annual report. In its opinion, the statements ~

have been prepared in conformity with genera!!y accepted accounting principles.

The Company's 6nancial statements have been audited by Arthur Andersen & Co., independent

public accountants, apprmed by the shareholders. Management has made available to Arthur Andersen

& Co. all the Com; any's 6nancial records and related data, as well as the minutes of shareholders' and

Directors' meetings. Furthermore, management believes that all representations made to Arthur
Andersen & Co. during their audit were valid and appmpriate. -.

To meer its responsibilities fbr the reliability of the fmancial statements and the related 6nancial

data, the Company maintains a system of internal accounting control and supports a program of
internal audits. In order to assure that the system is adequately designed and documented and that it is

functioning as designed, the Company routinely reviews its system ofinternal accounting control. It is

management's opinion that as of December 31, 1993, the system is adequate to provide reasonable

assurance that assets are safeguarded from loss or unauthorized use and that 6nancial records are reliable

for preparing 6nancial information in conformity with generally accepted accounting principles. The

concept of reasonable assurance is based on the recognition that the cost of a system of internal

auounting control must be related to the benc6cs derised. The balancing of those factors requires
estimates and judgment.

The Itoard of Directors carries out its responsibility for the financial statements and the related

financial data through its Audit Committee, which is composed solely of outside directors. The Audit

Conunittee meets periodically with management, the internal auditor and independent pub!ic
accountants to ensure that each is carrving out its responsibilities, and to discuss auditing, internal

auounting control and 6nancial reponing matters. Both the internal auditor and the independent

public accountants have fiee access to the Audit Committee, with and without management present, to

discuss the results of their audit work, the adequacy of the internal accounting control and their
opinions on other fmancial matters.

8.

James J. O'Connor John C. Bukovski
Chairman Vice President

January 28,1994

e
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i REronT of I N D I: P I: N D L N T PUBLIC ACCO UNTA NTS
ON INTERNAL ACCOUNTING CONTROLS

'

To the Audit Cmnmittee of the lloard of Directors of Commonweahh Edison Company:

Te have examined management's assertion that the system of internal accounting control of
Commonwealth Edison Company and subsidiary companies as of December 31, IW3 is adequate to

pmvide reasonabic assurance that ast. cts are safeguarded from loss or unauthorized use and that finantial

ruords are rehable for preparing financial information in conformity wah generally auerted accounting

principles included in the auompanying Report of Management.
Our examination was made in accordance with standards estabbshed by the American Institute of

Ccrnfied Public Aaountants and, anordingly, included obtaining an understanding of the system of

internal auounting control over financial reporting, testing and evaluating the design and operating

effectiveness of the system of internal accounting contml and such other procedures as we considered

neter.sary in the cirtumstances. We beheve that our examin.uion provides a reasonable basis for our

opinion.
Ilecause of inherent limitations in any system of internal anounting controh errors or irregularities

may occur and not be deteued. Also, pmjections of any evaluati.m of the system ofinternal accounting

control over financial reporting to future periods are subicci ro the risk that the system of internal

accounting control may become inad< quate becau>e of thanges in wnditions, or that the degree of

comphance with the policies or procedures may deteriorate.

In our opinion, management's assenion that the system of internal accounting mntrol of
Commonweahh Edison Company and subsidiary companies as of Desember 31,1993 is adequate to

provide reasonable assurance that assets are safeguardeJ fmm loss or unauthorized use and that financial

records are reliable for preparing finantial information in conformity with generally aucpted accounting

principles is fairly stated, in all material repects, based upon criteria established in " Internal Connol-

Integrated Framework" issued by the Comminee of Sponering Organiurions of the Treadway

Commission (COSOL .

,/#

K h.

Chimago, Illinois
-

January 28,1994

-
,
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R E P O R T 01- INDEPLNDENT I' U ll L I C A C C O U N T A N T S

To the Shareholders of Commonwealth Edison Company:

We have audited the accompanying consolidated balance sheets and statements of consolidated

capitalization of Commonweahh Edison Company (an Illinois corporation) and subsidiary companies
as of December 31,1993 and 1992, and the related statements of consolidated income, retained

earnings, premium on common stock and other paid-in capital, and cash flows for each of the three

years in the period ended December 31,1993. These financial statements are the responsibility of the

Company's management. Our responsibility is to express an opinion on these financial statements based

on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement. An audit includes examining, on a test basis,

evidence supporting the amounts and disclosures in the financial statements. An audit also includes

assessing the accounting principles used and significant estimates made by management, as well as

evaluating the overall financial statement presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,

the financial position of Commonweahh Edison Company and subsidiary companies as of Decerr oct

31,1993 and 1992, and the resuhs of their operations and their cash flows for each of the three 7 ears

in the period ended December 31,1993, in conformity with generally accepted accounting principles.

As discussed in Notes 13 and 14, effective January 1,1993, the Company changed its me. nod of

accounting for postretirement heahh care benefits and income taxes, respectively.

[ Z V16 < U 0

Chicago, Illinois

January 28,1994
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SUMiew or $Facn D CONSOUDNLW E!NANGR DNTA t

|(mahmu dder. enn,i pn am aai>> 1993 1992 1991 1990 1989
' ~

Electric operating revenues .$ 5,260 $ 6,026 $ 6.276 $ 5,311 .$ 5,819
Net income - $ 112 5 514 5 95 $ 128 $ 694
Earnings per common share $ 0.22 $ 2.08 5 0.08 $ 0.22 $ 2.83 -

_ Cash dividends declared per common share $ l.60 $ 2.30 $ 3.00 $ 3.00 $ 3.00
Total assets (at end of year)

,

$23,963 $20,993(1) $17,365 $17,889 $17,948-

Long-term obligations at end of year
excluding current portion:

Long-term debt and preference ,

stock subject to mandamry
redemption requirements $ 7,861 $ 7,913 $ 7,081 5 7,341 $ 7,002

,

Accrued spent nuclear fuel ,

disposal fee and relater; hterest $ 567 $ 549 $ 530 $ 500 $ 462
Capital lease obligations $ 321 $ 347 5 396 $ 387 5 413 ,

'
Other long-term obligations $ 1,303 $ 666 $ 341 $ 225 $ 214

(1) See Mue 14 ofNorn to hnawia.'Stasemenn pr ad.hrwnd snprmanon. ;

E

Pkin Rw:P AND IM IDEM 6 I%1h P1 M Stim of COMMON h1 |
1993 (by quarten) 1992 (by quarters) !

fourth Third Semnd Erst Founh Third Semnd Firsi |
-

.t

Price Range- -

*

High 30 % 3th 29% 28 % 26 27% 34 % 40 4
low 27 % 27 % 25h 22?4 21 N 22 % 26% 33 4

Dividends Paid 404 40c 40e 40s 40t 75c 75e 75c
'As reported as NYSE Com;wsite Tran actions,

T}w Comjwny) wmmen timk as tradedon the New Vod. Chwage and l'aafic samh ruhangn, wuh ehr av ker gymkl CTE At i
1 Member 31.19U. t ere we appmumately IWKC IwLlm of mord o[tle Companyk wmmm ssmh. ih

Pm RJ usus on w i s
'

*
Ucuric Increasc/ Inticaw/ 1n(reasc/

Operating (Decrease) Kilowarthour (Detic2w) (Lkcrease) .

Revenues (1) Over Sales Over Over - '

hhousanda) 1992 (milhons) 1992 Cuatmnen 1992

Residential $2,341,155 9.1 % 20,818 8.0 % 3,009.508 1.0 % y

Small commercial
and industrial 1,962,662 4.7 % 23,463 3.5 % 283,764 0.6 %

,

Large commercial i

and industrial 1,437,680 4.6 % 22,917 3.4 % 1,503 (1.6)% .
Public authorities 474,034 4.8 % 6,741 2.7 % 12.023 1.2 %

'
Electric railroads 27,593 (0.1)% .405 (1.4)% 2 -%

Ultimate ~ !

consumers-total $6,243,124 6.3 4ti 74.344 4.6 % 3,306,800 0.9 %
Provisions for

revenue refunds-
ultimate consumers (1,281.788) - - {
Ultimate

consumers-net $4,961.336 74.344 3,306.800
'

,

Sales for resale $ 242,550 ;

Provisions for ;

revenue refunds-
sales for resale (4.977)

'

Sales for resale-net $ 237.573 13.417 17 -

Other revenues 61,531 - -

{
$ 5,260,440 (l2.7)% 87.761 16.0 % 3,306,817 0.9 % ;

(1) Ser Norr 2 ofNarn so Dnancial 5sawmenn and the 5:aumene of Comshdatedincomepr anprmanon relased w rownur wfunds. . >

|

,
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STATEM ENTS O F ' CON S OLID AT ED IN COM E" |

Commonwrakh Educe Gmpany and kbsiday Gmpanirs {

.I
ah,uundi enry,( per der dua) 1993 1992 .1991 |

i
Elermt oferating rewrtun
(Notes 2 and 3h ;

Operating revenues $ 6,547,205 $ 6,044,693 $ 6,276,384 {
Provisions for revenue refunds (1,286.765) (18.372) (851) ;

$5,260,440 $6,026,321 $ 6,275,533 {

Elarnt eperanng expemes and taxn: ,
Fuel (Notes 1,2,3,10 and 19) $ 1,170,935 5 841,321 5. 968,176 ' i
Punhased power 12,303 45,579 72,980 ;

Deferred (under)/overrecovered energy costs-net t
(Notes I and 3) (1,757) (30,254) 31.204

Operation 1,457,689 1,529,849 1,412,366 . '!
Maintenance 581,714 587,778 527,489 j
Depreciation (Note 1) 862,766 836.129 825,837 :

'
Rewvery/(deferral) of regulatory assets-net 5,235 3,330 (39,704)-
Taxes (except income) (Note 15) 701,913 743.909 742,570 i

income taxes (Notes I and 14)-
Current -Federal (19,930) 139,857 236,369

- State (7.623) 21,531 53,068 '
,

Deferred -Federal-net 88,052 97,066 123,479 -

*-State-net 34,752 45,829 38,558
Investment tax credits deferred-net (Notes 1 and 14) (29,424) (32,506) (32,054) - -

$ 4.856,625 $ 4,829,418 $ 4,960,338
;

Elecinc operaring inceme $ 403,815 $1,196,903 $ 1,315,195
,

Osher sm ome and (deducrwm): ;

Interest on long. term debt $ (651,181) $ (660,429) $ (664,946) j

interest on notes payable 334) (775) - (152) i(
Allowance for funds used daring mnstruction (Note 1)-

Borrowed funds 16,930 17,213 13,500 i

Fijuity funds 20,618 19,960 18,272
'

income taxes applicable to nonoperating activities ;
(Notes 1 and 14) 29,913 6,275 (10,842)

Disallowed plant costs (Note 3) - - (644,862)
Income tax reduction for disallowed plant costs (Note 3) 791 - 76,579 ;

Deferred carrying charges (Note 2) 438,183 - -

~

Interest and other costs for 1993 Settlements (Note 2) (98,674) - -

Miscellancournet (57,359)- (65,166) (7,857)'

$ (301,113) $ (682,922) $(1,220,308) h

3

Net income bef re cumulative epct uifcharige in \

accouniingfor income taxes 5 102,702 $ 513,981 $ 94,887 |

Cumulative effect ofchange in accountingpr income taxes 9,738 - -

}
Net income $ 112,440 $ 513,981 5 94,887

Provinenfor dividends on preferred andpreprence stoch 66,052 70,539 78,288

Net income on common stock $ 46,388 $ 443,442 $ 16,599

Aarrage number ofcommon shares outstanding 213,508 212,929 212,452

Earningsper common share before avmu!atit e efect ofchange in
accounringfor income taxes $0.17 $2,08 $3,08

Cumulative effect ofchange in aaounnngfe, income taxes 0.05 - -

Etrningsper wmmon share 50.22 $2,08 $0,08

Cash durridends declaredper wmmon share $1.60 $2.30 $3.00

% anerorpanying Noen to I-iouna.d St.nemenn are an unregralparr ofde aben narements ,

i
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CON SOLID ATE D BALANCE S 11 E E T S
'I

l
ohemna vi den) Daemt.cr 31. 1993 1992 |

Antes k
Utilityplant _ {
(Notes 1,3,8,16,17 and 18): |

Plant and equipment, at original cost (includes construction work |

in progress of $1,040 million and $1,165 million, respectively) $ 26,097,934 $ 25,400,822 |
Less-Accumulated provision for depreciation 8,868,024 8,146,445 .|

$ 17,229,910 - $ 17. 254,377 ' 'I
Nuclear fuel, at amonized cost 662,562 665,964 j

I$ 17,892,472 $ 17,920,341

I
hweirmente Nuclear decommissioning funds, at cost (Notes 1 and 11) $ 706,841 5 533,463 ;

Subsidiary companies (Notes 1 and 17) 122,332 112,900 i

Other investments, at cost (Note 17) 72,379 123.324 i
>

|$ 901,552 5 769,687

cment erts: Cash 5 743 $ - f
Temporary cash investments, at cost which approximates market 247,119 145,749

Other cash investments, at cost which approximates market 641,575 22,226 y

Special deposits, at co3t which approximates market (Note 11) 32,635 260,899 (

Receivables (Note 1)- I

Customers 427,613 445,676 |
Income taxes 186,687 5,159 '

Other 66,963 75,089 *

Provisions for uncollectible accounts .(10,910) " 1,976) j
Coal and fuel oil,' at average cost 111,752' 327,134

:

Materials and supplies, at ._; age cost 402,714 404,548 t

Deferred underrecovered energy costs (Notes I and 3) 4,728 2,971 .;
Deferred income taxes related to cunent assets and liabilities ,

(Note 14)-
less carryforward 175,197 - ;

Other 166,102 115,137 !
,

Prepayments and other 42,190 37,659

$ 2,495,108 $ 1,829,271

Deferredcharger Regulatory assets (Notes 1 and 14) $ 2,619,442 5 399,453 *

Other 54,078 74,591

$ 2,673,520 $ 474,044 !

$23,962,652 $20,993,343
,

4

.

Ihr auemparrying Notes w Financial Statemenu are an integralpart of the aben statements. |

!
-!

->

.

.

i
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!

!
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Commonnabb (Anon Gmpany and Subsisary Componiss

|
1

|uhend, Ja Ilaio Dermbei 31. 1993 1992

Liabilities '

'|

Capitahz,ation

(see accompanying statements):
r

Common stock equity $ 5.421,893 5 5,707,832 i

Preferred and preference stocks without mandatory redemption
. i

requirements 441,445' 442,142 -
'

Preference stoc.k subject to mandatory redemption requirements .309,964 312,789 ;

long-term debt 7,550,762 7,600,692 j

$ 13,724.064 $ 14,063,455 -|

Current liabditier

Notes payable--bank loans (Note 9) $ 5,950 $ 5,600 i

Current portion oflong-term debt, redeemable preference stock (and capitalized lease obligations (Note 11) 630,050 564,538 -

Actounts payable 489,080 457,918 I

Accrued interest 186,825 192,658 ,

Accrued taxes 132,362 165,763 '

IDividends payable 101,047 101,961
Estimated revenue refunds and related inscrest 1,166,308 2,833
Customer deposits 45,757 47,578

,

Other 98,519 83,580 ig

!5 2,855,893 $ 1,622,429 '

Deferred erdits and other nonrunent liabilities:

Deferred income taxes (Note 14) $ 4,445,173 $ 2,968,899 i

Accumulated deferred investment tu credits (Notes 1 and 14) 746,508 775,932
Accrued spent nuclear fuel disposal fee and rtlated mterest {

(Note 10) 566,527 549,422 !

Obligations under capital leases (Note 16) 321,393 347,413
Regulatory liability (Notes 1 and 14) 592,770 -

Other (Notes 1,12 and 13) 710,319 665,793 i

$ 7.382,690 $ 5,307,459
P

Commitments and wnringent liabilsties (Note 19)
.}

$23,962,652 520,993,343
.

I

1hr acampanytng Noin so FinancialStawments are an integralpan ofthe abwe asument> .!

J.

|

>

29

-. -



. ,- _ . _ ~ - - .. -~ .. - -

*
,

.

.-

STATEMENTS OF CONSOU D ATED CAPITAWZ ATION )_

Commanualsh Edoum Compawy and Subudiary Companws ;

i
!

t

hAwund, d afm) thember 3 t, 1993 1992 i

Common stai equiry .i
- (Notes 4,5 and 19): !

'
Common stock,512,50 par value per share-

Outstanding-213,751,147 shares and 213,305A04 shares,
3

respectively 5 2,671,889 $ 2,666,318 f
*

Premium on common stodc and other paid-in capital 2,217,110 2,210,524

Capital stock and warrant expense (16,258) (16,196)

Retained earnings (Note 2) 549,152 847,186

5 5,421,893 $ 5,707,832 ;

Preferredandpreference stocks without mandatory redemption requirements
(Notes 4,6 and 11):

,

'

Preference stock, cumulative, without par value-
'

Outstanding-10,499,549 shares $ 432,320 $ 432,320
!$1.425 convertible preferred stock, cumulative, without par

value-
Outstanding-286,949 shares and 308,891 shares, respectively 9,125 9,822

,

Prior preferred stock, cumulative, $100 par value per share-
No shares outstanding - -

$ 441,445 $ 442,142

Preprence asock subject to mandatory redemption requiremena

(Norea 4. 7 and 11):
Preference stock, cumulative, without par value- i

"

Outstanding-3.290,290 shares and 4,425,445 shares,
respectively 5 327.653 .$ 348.,442 ;

Current redemption requirements for preference stock induded in
'

current liabilities (17,689) (35,653)

$ 309,964 5 312,789 ;

} Long term debt }
j (Notes E. II and 20): ,

First mortgage bonds: ;

Maturing 1993 through 1998 -5%% to 10%% $ 818,000 $ 1,013,000 ;

Maturing 1999 through 2008-6%% to 10%% 2,204,600 2,149,655 f
'

Maturing 2009 through 2018-7%% to 12% 956,000 1,311,000

Maturing 2019 through 2023-7M% to 9%% 2,020,000 1,460,000 '

$ 5,998,600 $ 5,933,655 '

Sinking fund debentures, duc 1999 through 2011-2%% to 7%% 120,185 I H OM ,

Pollution control c,bligations, due 2004 through 2014-5%% to j

11% % 353,200 353,200

Other long-term debt 1,598,625 1,613,246 ',

Current maturities oflong-term debt induded in current liabilities (446,724) (351,124) F

Unamortized net debt discount and premium (Note 1) '(73.124) (69,378)
,

5 7,550,762 $ 7,600,692 i

$13,724,064 514,063,455 ;
;
f
i

The accompanyng Notes to Financial suasemens, are an meegralpart ofthe above statements.

,
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STATEMENTS Of CON SOLID ATED C A Sil Ftows
_ ],

Commanualil. Eduon Gmpery andSalmdiary Gmpanm f
|
.

%,wa of Ma t993 1992 1991.

Cahjowfer operating aaivurier
Net income $ 112,440 $ 513,981 5- 94,887
Adjustments to rewncile net income to net cash prmided by

operarmg actmtter
recianon and amortization 911,136 874,156 874,660

Dep' erred income taxes and investment tax credm-netDet 85,079 109,850 65,154
Cumulative effect of change in accounting for income ;

taxes (9,738) - - }
IQuiry component of allowance for funds uwd

during wnstnu tion (20,618) (19,960) (18,272) a

Provisions for revenue refunds and related interest 1 354,197. 73370 12.584.

Rnenue refunds and related interest (190,723) (248,360) (90332)
Disallowed plant cats - - 644,862
Recovery /(deferrab of regulatory assen/ deferred carrying

charge-net (432.948) 3,330 0 9,704)
Provisiom/(payments) for liabdity for early retirement j

and separa: ion costs-net (1,816) 27,814 -

Provision >/(payrnents) for liabilines asmciaird wub
rernedtation costs and manufactured gas plants-nei 5,000 (478) 25,000 -

Net effect on cash flows of changes in:
Rcccivables (157,405) 70,776 (196,558)
Coal and fuel oil 215,382 (l11.333) 95,779
Materials and supplies 1,834 1,990 (36,496)
Accounts parable adiusted for nudear fuel lease ,

prin(ipal payments and provisiom/(paymemst for '

hability for early retirement and separanon wsts-
net 278,946 315,822 280.131

Accrued interest and taxn (39,234) (85,633) 101,259
Other changes in certain current aswis and .

'

liabihties (6.637) (9,031) 40,891 ,
'Other-net 144 318 61328 83,452

$ A249,213 $ 1,577,622 $ 1,937,297

Coh flowfrom inverting acritratics: ;

Construction expenditures 5 (841,525) $ (995,881) $ (961,168) e

*

Nuclear fuel espenditurer. (261370) (220 347) (250,559)
14uity component of aUowance for funds used during . ,

c onstrucuon 20,618 19,960 18,272
Investmem in nudcar decommiuioning funds (173,378) (156,017) (117.294)
Imestment in coal reserves

~

(43) (79,961) (78,678)
Investment in subudury compames - (2681- .

Other cash investments (619,349) 23.853 416,144

$(1,875,047) $(1,408/>61) $ (973,283)
- 7

Ca hffwjromfinancing activitier
louance of secunrics-

Long-term debt $ 1,927,296 $ 1,962,737 5 . 736,281 ;

Capital susk 80,585 15.568 13334
Retirtment and redempoon of sewrities-

Loy-icrm debt (1,900,5401 (1.214,730) (795.236)
Capital sensk (93,081) (50.069) (75,546)

Deposits and securuics hcid for retirement and redernption of
securities 241,731 (245,028) 4.043

Premium paid on early redemption of long-term debt (78395) (10,809) (25,835)
Cash dividends paid on capital simk (408.285) 1635370) (716,849)
Procreds from satellcaseback of nudcar fud 204.254 190.830 240,263
Nuclear fuel lease principal payments (245,968) (245,877) (231,150) '

Increase m short-term horrowings 350 3,600 250 ;

$ (272.053) $ (229,148) $ (850,465) ~t

incrwe Wecrea,ei rro ca>h and zemporarv ash inmtmenn 5 102,113 $ (60 187) $ 113,549

Gish and temp >ary wh snwrmenn at begunmng ofyear 145,749 205,936 -92,367

Guh and tempra y wh inermncnts at end ofyear 5 247,862 $ 145,749 $ 205,936 (

1k aaompanying Men to Finanaal Statement < are an unregr.dpart of sk abou naremenn.

31'
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.STATLMENT5 OF C O N S O I.! D A T E D R ET AIN E D EARNING 5
cer,,,imra:sh u- company a.a ss,,d,a,y a,mi,a,ue.

ut,ou.wa, vi s,iten U793 1992 1941

Balaiur Beginning of year 5 847,186 $ 893,702 $ 1,513,894

Add Net incorne 112,440 513,981 94,887

$ 959,626 $ 1,407,683 $ 1,608,781

Dedua C.wh dividends declared on-
Cornmon stock $ 341,683 $ 489,768 $ 637,480
Puferred and prcierence stocks 65,688 70,101 77,599

Loss on reacquired preference stock 3,103 628 -

$ 410,474 $ 560,497 $ 7i5.079

Balan,e End of year $549,152 $ 847,186 $ 893,702

,

STATEMLNIS 01 CONSOLIDATED PRLMlUM ON
COMMON STOCK AND Ol li L R P AI D-IN C A I' i T A t

Co.,v.wnwe.dth 1:do,m ihmpany and Subwhsg Companes

r

m . ama, ,s eam Pa we 1991

Balana Beginning of year $2.210,524 $2,202,496 $2,194,314

Add Premium on issuance of wmmon stock and gain on
reacquired preference stock 6.586 8,028 8,182

Atlana End of year S2,217,110 $2,210,524 $2.202,496

n:e aaempannrig mies w Isnanaat S;asemenu are an s,nralparr of14 abmr st.nemons.
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NOTts 10 FIN A N CI A L STATEMENTS
commuts wu amp,my ad s.d,adwy a,mpam

|1 $Umtw or wm Am Acwtmits Potwas

Regulathm Commonweahh IWison Company (Company) is subject to the regulation of the Illinois

Commerce Commission (ICC) and federal Energy Regulatory Commission (1 ERC). The Company's

auounting policies and the accompanying consohdated financial statements conform to generally

accepted accounting principles applicable to rate-regulated enterprises and reflect the efTects of the

ratemaking process. Such effects concern mainly the time at which various items enter imo the

determin.uion of net income in order to follow the principle of matching costs and revenues. See

" Management's Discussion and Analysis of Financial Condition and Results of Operations,'subcaption

" Liquidity and Capital Resources," for information related to the Company's rates and financial
wndition.

Prmat n ofGnw/nl.uien. The consolidared financial statements indude the account 3 of the Companyi
and its wholly-owned subsidiary, Commonweahh Edison Company of Indiana. Inc. (collectively,

mmpanicsL the only subsidiary engaged m the clearic utility business. He wasolidated financial

statements also indude the auounts of the Company's w holly-ow ned subsidiary, CLCo Enterprises
in, an unregulated subsishary engaged in energy senic activities. All significant intercompany
transactions have been climinated. The investmems in other subsidiary companies, which are not

material in relation to the Company's financial position and resuhs of operations, are acwunted for in

acwrdance with the equity method of accounting.

Cmtomer RaciraHu . val Rnenuet The Company is engaged principally in the production, purchase,

transmission, di3nibution and sale of electricity to a diverse base of residemial. commercial and

industrial customers. The Company's electric sente territory has an area of approximately 11,540

square miles and an estimated population of approximately 8.1 million as of December 31, 1993,

apprmimately 8.2 million as of December 31,1992 and approximately 8.1 million as of December 31,

lW1. Jr mdudes the city of Chicago, an area of about 225 square miles with an estimated population

of three mdhon from which the Company derhed approximately one-third of its ultimate consumer

resenues in 1993. The Company had approximately 3.3 milhon cicetric customers at December 31,
1993

Dyrniatwn. Depreciation is prmided on the straight-line ba:,is by amortiring the cost of depreciable

plant and equipment mer estimated wmposite senice lnes. Such pmvisions for depreciation were at

average annual rates of 112% 112% and 122% of average depredable utility plant and equipment
for the years 1993,1992 and 1991, respectivdp The ICC's March 8,1991 rate order directs the

Company to depreciate non-nudcar plant ar d equipment at annual rates developed for each class of

plant based on iheir compmne service hves. The annual rate for nudear plant and equipment is 2.88%

whk h exdudes demmmissioning wsts. The provi.sions for chemical cleaning are reflected in the
Statements of Consolidated inwmc m maintename expense and in the Comolidated lialance Sheets in

other noncurrent habihtics.

Nudcar plant decommissioning costs are accrued over the expected senice hfe of the related

nudcar gencrating stations Decomminioning is expected to occur soon after the end of the useful life

of each related generating station using a pmmpt removal method authoriwd by the Nudcar Regulamry

Commission (NRC) guidelines. Decommi<sioning costs, induding the costs of demntamination,
i dismanthng and site restoration, are estimated to aggregate $4.06 billion, in current-year (1993) dollars.
t

The currcnt accrual of approximately 5127 million is rewgniicd in the ICC's March 8,1991 raie order
'

for which rates became eficctive March 20,1991. Decomminioning wsts are recorded as portions of

depreciation expense and auumulated provision for depreciation on the Statements of Consolidated

U
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Income and the Consolidated Balance Sheets. As of December 31,1993, the total decommissioning

costs included in the accumulated provision for depreciation was approximately $914 million. Illinois

law requires the Company m establish external trusts, and the ICC has approved the Company's:

funding pbn and requires annual contributions of current accruals and ratable contributions of past

accmals over the remaining service lives of the nuclear plants. The book value of ftmds accumulated in

the external trusts at December 31,1993 was appmtimately $707 million. The carnings on the external J
trusts accumulate in the fund balance and in the accumubted pmvision ior depreciation.

J

' Amortization ofNudear Fud The cost of nuclear fuel is amortized to fuel expense based on the quantity
'

of heat produced using the unit of production method. As authorized by the ICC, provisions for spent

nuclear fuel disposal costs have been recorded at a level required to recoar the fee payable on current

nuclear-generated and sold electricity and the current interest accrual on the one-time fee payable to

the Department of Energy (DOE) for nuclear generation prior to Apol 7,1983. The one-time fee and

interest thereon have been recovered and the current fee and current interest on the one-time fee are

currendy being recovered through the fuel adjustment clause. See Note 10 lbr further information

concerning the disposal of spent nuclear fuel, the one-time fee and the current interest accrual on the

one-time fee. Nuclear fuel expenses, including leased fucl tosts and pmvisions for spent nuclear fuel

disposal costs, for the years 1993, 1992 and 1991 were $3.85,894,000, $366,821,000 and
,

$331,913,000, respectively.

In connection with the Energy Policy Act of 1992, investor-owned electric utilities that have

purchased enrichment services from th,- DOE will be assesr.ed annually for a fifteen-year period amounts

to fund a portion of the cost for the decontaminatian and decommissioning of three nuclear enrichment )
facilities previously operated by the DOE. The Company's portion of such assessments is estimated to

be approxim2tely $15 million per year 60 he adjusted annually for inflation). The Act pmvides that
such assessments are to be treated as a cost of fnel. At December 31,1993, the Company had recordeo

a liability of appmximately $177 million in other noncurrent liabilities and approximately $29 million
in other current liabilities. The related asset was' recorded in regulatory assets. Approximately $15

-

million and $4 million associated with such assessments were amortized to fuel expense in 1993 and

1992,' respectively, and were reflected in the fuel adjustment clause. ]

Income Taxes. Deferred income taxes are provided for income and expense items recognized for fmancial

accounting purposes in periods that difTer from those for income tax purposes. Income taxes deferred in

|
prior years are charged or credited to income as the book / tax timing differences reverse. Prior years'

deferred investment tax credits are amormed through credits to income generally over the lives of the

related property. Income tax credits resulting fmm interest charges applicable to nonoperating activities,

principally construction, are classified as other income.

1or additional information relating to income taxes, including information related to the
Company's adoption in January 1993 of Statement of Financial Accounting Standards (SFAS) No 109,

which requires an asset and liability approach to accounting for income taxes, see Note 14. In addition,

see " Taxes" under the subcaption "Results of Operations," in " Management's Discussion and Analysis

i of Financial Condition and Results of Operations."

Allowa,ce jbr Funds Used During Comtruction (AFUDC). In accordance with uniform systems 'of
prescribed by regulatory authorities, the Company capitalizes AFUDC, compounded, accounts

semiannually, which represents the estimated cost of funds used to finance its construction program.

The equity component ofAFUDC is recorded on an after. tax basis and the bormwed funds component

of AFUDC is recorded on a pre-tax basis. The average annual capitalization rates for the years 1993,

1992 and 1991 were 10.05%,10.31% and 1107% respectively.

!

M
1
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For additional information regarding AFUDC, See Note 14 and "Other items," under the
subcaption "Resuhs of Operations," in " Management's Discussion and Analysis of Financial Condition

and Resuhs of Operations *

Insernt. Total interest costs incurred on debt, leases and other obligations for the years 1993,1992 and
.,

1991 were $778,639.000. 5777,122,000 and $767,860,000, respectively. j

Debt Discount, Premium and Erpeme. Discount, premium and expense on long-term debt are being j

amoniud over the lives of the respective issues.
.>

!

Lou on Reacquired Debt. Consistent with regulatory treatment, the net loss from reacquisition of first .

mortgage bonds, debentures and pollution control obligations prior to their scheduled maturity'date is
,

deferred and amortind over the lives of the long-term debt or notes issued to fmance the reacqumnon. !

Deferred Ruomy ofEnergy Cmt). The uniform fuel adjustment clause adopted by the ICC provides for

the recovery of changes in fossil and nuclear fuel costs and the energy portion of purchased power costs

as compared to the fuel and purchased energy costs included in base rates. As authorized by the ICC, ;

the Company has recorded under or overrecmeries of allowable fuel and energy costs which, under the . >

'
dause. are recoverable or refundable in subsequent months. For information relating to the annual'-

reconciliation proceedings held by the ICC with respect to the Company's fuel and power purchases,
see Note 3. !

!

Regidatory Anet; and Liabihtiet Regulatory assets indude the unamonized portions of certain rate case

and consultant costs associated with the prudency audits of Byron and Braidwood stations which the '

ICC allowed to be deferred and amonized for ratemaking purposes, unamortiud defened depreciation

related to Byron Unit I which the ICC allowed to be deferred and amonind over the remaining life of

the unit, unamonized losses on reacquired debt unamornzed deferred carrying charges associated with j

the Byron and Braidwood stations whkh the ICC allowed to be deferred and amortind for racemaking .,

purposes, a regulatory asset for the Company's unamortized balance of a fifteen-year assessment by the j

DOE for the decontamination and decommissioning of certain enrichment facilities and a regulatory i

asset recorded in compliance with SFAS.No.109, which the Company adopted in January 1993. A .q
regulatory liabihty was also recorded in compliance with SFAS No.109. '

For additional information relating to rate case and consuhant costs and deferred carrying charges, I

see " Recovery /(Deferral) of Rtgulatory Assets-Net," under the subcaption "Resuhs of Operations " in f
" Management's Discussion and Analysis of Financial Condition and Results of Operations." .!

1
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Siarements of CM F4m For purposes of the statements of consolidated cash flows, temporary cash

investments,' generally investments maturing in three months or less at the time of purchase, are

considered to be cash equivalents. Supplemental information required by SFAS No. 95 for the years 1

1993,1992 and 1991 is as follows-
|

buune of A,ttm) 19H 1992 1991.
"

Supplemental cash flow information:
Cash paid during the year for: 1

Interest (net of amount capitalized) $677.669 $652,501 $700,876 q

Income taxes $103.014 $238,052 $210,714 '
'

Supplemental schedule of non-cash investing and
fin. ucing activities:

. $244,030 |

+

Capital lease obligations incurred $213,758 $ 193,677
,

9

|2 Srrn ausrs RrtArtNG To Cra rA!N RA1L M AITE RS
'

On September 24,1993, the Company's Ikurd of Directors approved two proposed seidements whkh

the Company's management had reached with parties invohed in several of the proceedings and matters

relating to the level of the Company's rates for electric service. One of the proposed settlements (Rate 3
Matters Settlement) concerns the pmceedings relating to the Company's 1985 and 1991 ICC rate ;

orders (which orders relate to, among other things, the recovery of costs associated with the Company's !

four most recently completed nuclear generating plants, Byron Units I and 2 and Braidwood Units 1 ;

and 2), the proceedings relating to the reduction in the difference between the Company's summer and . ,

non-summer residential rates that was effected in the summer of 1988, outstanding issues relating to

the appropriate interest rate and rate design to be applied to a refund made by the Company during

1990 relating to a December 1988 ICC rate order, and matters related to a rider to the Company's

rates that the Company was required to fde as a result of the change in the federal corporate income tax

rate made by the Tax Reform Act of 1986. The other proposed settlement (Fuel Matters Seidement)

relates to the ICC fuel reconciliation proceedings involving the Company for the period from 1985 1

through 1988 and to future challenges by the settling parties to the prudency of the Cornpany's western

coal costs for the period from 1989 through 1992. Each of these settlements was subject m appropriate

action by the ICC or the courts having jurisdiction over the proceedings,

As a result of subsequent ICC and judicial actions, the Rate Matters Settlement became final on

November 4,1993. Under the Rate Matters Setdement, effective as of November 4.1993, the Company
,

reduced its rates by approximately $339 milhon annually and commenced refunding approximately

$1.26 bilhon (including revenue taxesh plus intercsr at five percent on the unpaid balance, through

temporarily reduced rates over an initial refund period scheduled to be twelve months (to be followed !
!by a reconciliation period of no more than five months). The Company had previously deferred the

recognition of revenues during 1993 as a result of developments in the pmceedings related to the March

1991 ICC rate order, which resuhed in a reduction to 1993 net income of approximately $160 million.
.

.

The recording of the effects of the Rare Matters Settlement in October 1993 reduced the Company's ' ' |
1993 net income and retained earnings by approximately $292 million or $1.37 per common share, in ;

addition to the effect of the deferred recognition of revenues and after the panially offsetting effect of

recording approximately $269 rnillion (or $1.26 per common share) in deferred carrying charges, net of

income taxes, authorized in the ICC rate order issued on January 6,1993 (as subsequendy modified, ,

the Remand Order). In January 1994, a purported class action was filed in the Circuit Court of Cook -

County, Illinois (Circuit Court) challenging the method in which the refunds are being made to
residential customers in the Rate Marrers Setdement. The Company does not helieve that the complaint

has any rnerit. 'l

36
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- In the' Remand Order, the rate determination was based upon, among other things, findings by )
the ICC with respect to the extent to which Byron Unit 2 and Braidwood Units I and 2 (Units) were

"used and useful" during the 1991 test year period of the rate order. With respect to the '.'used and

useful" issue, the ICC applied a needs and economic benefits methoklogy, using a twenty percent
reserve margin and forecasted peak demand, and found Byron Unit 2 and Braidwood Units 1 and 2 to

be 93% 21% and 0%, respccrively, "used and useful." The Company has not recorded any
disallowances related to the "used and useful" issue. The Ccmpany considers the "used and usefal"

disallowance in the Remand Order to be temporary. The ICC concluded in the Rernand Order that ;

the forecasts in the record in that proceeding indicate that Braidwood Units 1 and 2 will be fully "used

and useful" within the reasonably foreseeable future.

As a recalt of subsequent ICC actions, the Fuel Maners Settlement became fmal on November 15,

1993. Under the Fuel Matters Serdement, effective as of December 2,1993, the Company commenced '
- paying approximately $108 million (including resenue taxes) to its customers through temporarily . s

reduced collections under its fuel adjustment dause over a. twelve-month period. The Company
recorded the efTects of the fuel Matters Setdement .n October 1993, which- effects reduced the

Company's net income and retained earnings by approximately $62 million or 50.29 per common '

share.

For additional information regarding the proceedings and matters settled. see Notes 3,17 and 19.
{

|3 Ru r M(ru ns

The Company's revenues net income, cash flows and plant cairying costs have been affected directly. >

by various rate-related proceedings. During the periods presented in the fmancial statements, the ,

Company was involved in procredings concerning its October 1985 ICC rate order (which retared .

principally to the recovery of costs associated with its Bymn Unii I nuclear generating unit),
pmceedings concerning its March 1991 ICC rate order (which related principally to the recovery of

costs associated with the Units), proceedings concerning the reduction in the difference between the
,

Company's surnmer and non-summer residential rates that was effected in the summer of 1988, and

ICC fuel reconciliation proceedings principally concerning the recoverability of the costs of the

Company's western coal. In addition, there were outstanding issues related to the appropriate interest . !

rate and rate design to be applied to a refund that was made in 1990 following the reversal of a

December 1988 ICC rate order and a rider to the Company's rates that the Company was required to i
'

fde as a result of the change in the federal corporate income tax rate made by the Tax Reform Act of

1986. The uncertainties associated with such pmceedings and issues, among other things, led to the {
Rate Matters Settlement and the Fuel Marten Setdement. See Note 2 for additional information.

.

For additional information regarding the foregoing proceedings, see Notes 2 and 3 of Notes to

Financial Statements in the Company's Quanedy Report on Form 10-Q for the quarterly period ended ,

June 30,1993.
_

;

|4 AU n oiu/t o SiLMI N AND VoHNo Rruin or Cam At. Siocx ;*

J

At December 31, 1993, the authorired shares of capital stock were: common stock-250,000 000 (
'

shares; preference smck-23/,00,290 sh4res; $1 A25 convertible preferred stock-286,949 shares; and

prior preferred stock-850,000 shares. The prior preferred and preference stocks are issuable in series-

and may be issued with or without mandatory redemption requirements. Holders of shares at any time

outstanding, regardless of dass, are entided to one vote for each share hcId on each matter submitted to

a vote at a meeting of shareholders, with the right to cumulate votes in all elections for directors. i

!

.|

'l
1
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At December 31,1993. Shares of common stock were reserved for the following purposes:

Common arotk reserved

1993 Stock Incentise Plan 4.000.000

Employe 5tock Purchase Plan 1,422,368

Emplop Sasings and Investment Plan 565,803

Conversion of 51.425 convernhle preferred stock 292,687

Conversion of warrants 42,899

6,323,757

Shares of common stock for the ye n 1993,1992 and 1991 were issued as follows:

Common san k murd IW3 1992 1991

Employe stock Purchase Plan 268.594 374.815 228,738 |
Ernploye Sasings and Investment Plan 153,400 235,900 132,140

|
Conversion of $1.425 wnvertible preferred stock 22,375 16,221 28,146

Conversion of warrants 1,j74 1,300 2,773

44%,743 628,236 391,797

'

At December 31,1993 and 1992 128.699 and 133.003 common stock purchase warrants.

respectivt'y. were outstanding. The warrants entitle the holin to convert such warrants into common

sto(k at a conversion rate of one share of common stock for three warrants.
,

_ _

i 6 hi r i c Rt li n t PF F I) M Nr i Sli n M Til m u n hl%I M I* *Y RI '.u Mr lh W Ri qQu MI N i s "

|
\

'

No shares of preferred or preference stocks without mandatorv redemption requirements were issued or <

redeemed by the Company during 1993.1992 and 1991. The series of preference stock without

mandatory redemption requirements outstanding at December 31,1993 are summariwd as follows:

| Appeute
Smed Wlur involuntary

Mw es muw,A bdempuon liqmdauon
Senes Ouatsndmg e aiuo Prieta) Pntda)

51.90 4.249,549 5106,239 5 25.25 $25.00

52.00 2 J00,000 51360 5 26.04 525.00

51.96 2,000.000 52,440 $ 27.11 $25.00

5'.24 750.000 74.340 5101.00 599.12

58.40 750.000 74,175 5101.00 598.90

58.38 750,000 73.566 5100.16 598.09
.

10,499.549 5432,320

w tw Jer (!w a cudand up.nddr:uind. . !av

The outuanding shares of the 51.425 convertible preferred stock are wnvertible at the option of

the holders thereof, at any time, into wmmon stock at the rate of 1.02 shares of common stock for

each share of convertible preferred stock, subject to furure adjustment. The consenible preferred stock

may be redeemed by the Company at 542 per share, plus accrued and unpaid dividends, if any. The

insoluntary hciuidatio pric' ne $1.425 convertible preferred stock is $31.80 per share, plus accrued

and unpaid divihnds, if any. During 1993,1992 and 1991,21,942 shares,15,91I shares and 27,606

shares, respectively, of the convertibic preferred stock were converted into common stol

u
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During 1993, 700,000 shares of preference stock subject to mandatory redemption requirements were

inued. During 1992 and 1991, no shares of preference stock subject to mandatory redemption
requiremems were issued. The series of preference stock subject to mandatory redemption requirements

outstanding at December 31 1993 are summarized as follows:

Aggregate
Stated
Wlue

| Shares (thouwnds .-
Scnn Outstandmg d dollan) Opnonal Redempuon Price (a)

| 58.20 32),420 5 32,142 5103 through October 31,1997; and $101
| thereafter

58.40 Series B 418.870 41,605 5101 ,

58E5 375,000 37,5()0 $103 through July 31,1998; and $101 thereafter
.

*59.25 825,000 82,500 5105 through July 31,1994; $103 through July 31,
1999; and $101 thereafter

59.00 650,000 64,431 Non-callable
56.875 700,000 69,475 Non-callable

3.290,290 5327.653
ta) P,r sha?r plus amedand unpaid dondend;. if aus

,

The annual sinking tund requirements and sinking fund and involuntary liquidation prices per

share of the outstanding series of preference sn ck subiect to mandatory redemption requirements are
summarized as follows.

$inkme 1 und involuntary
Senes Annual Smkmg I und kcquiremem fnce(a) lj uidation Pnce(a)q

58.20 35,715 shares 5100 5100.00
58.40 Series B 30,000 shares (b) 5100 5 99.326
58.85 37,500 shares 5100 5100.00
59.25 75,000 shaus $100 $100.00
59.00 130,000 shares beginning in 1996(b) 5100 5 99.125
56.875 (c) 5100 5 99.25
tai Per darr plus awruedandunpaidderdends at ass
t61 1hr Compaws has a sonomulante nptwa to unarase the annualsmiing|undpament on ea,h sinkingfund redemptwa dast

to renrr an addinonal num?er of shares, not in eur.u of the smiingfund regwmeet, at the apphcaNr rrdemptwo prse. ' *

w A|| sham arr tryuerd to Iw rrdermed on %s 1. MU.
a

Annual remaining sinking fund requirements through 1998 on preference sn>ck outstanding at

December 31,1993 will aggregate 517,709,000 in 1994, 517,822,000 in 1995, 530,822,000 in 1996,

530,822,000 in 1997 and 530,822,000 in 1998. During 1993,1992 and 1991,1,835,155 shares,
793,132 shares and 1,093,038 shares, respectively, of preference stock subject to mandatory redemption , I

requirements were reacquired to meet sinking fund requirements.
,

Sinking fund . requirements due within one year are included in current habilities. s

On November 1,1991, the Company redeemed 80,000 shares ofits $11.125 Series of preference

stock at the sinking ftmd redemption price of $100 per share, plus accrued and unpaid dividends and
~

redeemed all of the remaining 80,000 shares at the optional redemption price of $100 per share, plus
accrued and unpaid dividends.

On November 1,1992, the Company redeemed 300,000 shares ofits 52.875 Series of pr:ference

stock at the optional redemption price of $25 per share and 75,000 shares of its 511.70 Series of

preference stock at the optional redemption price of $100 per share, plus accrued and unpaid dividends.

v >
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On June 28,1993, the Company redeemed all 170.810 sh2res of its 52.875 Series of preference

sto< k and al! 1,050.000 shares ofits $2.375 series of preference stock, both at the optional redemption

price of $25.25 per share, plus accrued and unpaid dividends.

On November 1,1993, the Company redeemed the remaining 75.000 shares ofits 511.70 Series

of preference stock (150,000 shares had been redeemed on August 1,1993 at the optional redemption

price of $105 per share, plus accrued and unpaid dividends). Of the remaining 75.000 shares,37,500
shares were redeemed to meet the November 1.1993 mandatory sinking fund requirement and 37,500

shares were redeemed as a permitted optional sinking fund payment, both at the sinking fund

redemption price of $100 per share, plus accrued and unpaid dividends.

On November 1,1993, the Company redeemed all 210,000 shares ofits 59.30 Series of preference

stock, of which 70,000 shares weic redeemed at the optional redemption price of 5101.03 per share,

plus aurued and unpaid dividends. 70,000 shares were redeemed to meet the November 1,1993
mandatory sinking fund requirement and 70.000 shares were redeemed as a permitted optional sinking

fund pay ment, the latter two at the sinking fund redemption price of $100 per share, plus accrued and

unpaid dividends.

i

/

Sinking fund requirements and scheduled maturities remaining through 1998 for first mortgage bonds,

debentures and other long-term debt outstanding at December 31,1993, after deducting debentures

and first mortgage bonds reacquired for satisfaction of future sinking fund requirements, are

summarized as follows; 1994 - $446,724,000; 1995 - 5496.027,000; 1996 - $233,449.000;

1997 - $395,038,000; and 1998 - $340,027,000.

At Decc mbe r 31, 1993, the Company had outstanding first mortgage bonds maturing 1994

through 1998 as follows:
Princqial Annount

smes ahonanJn i donm)

6% due May 15,1995 5103,000

54% due April 1,1996 50,000

5%% due November 1,1996 50,000

5W due December 1,1996 50,000

7% due February 1,1997 150.000

5% due April 1,1997 50,000

6W duc October 1,1997 60.000

6% duc February 1,1998 50,000

6% due March 15,1998 130,000

6% due July 1,1998 50.000
6W duc October 1,1998 75.000

5818,000

'N

\
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Other long-term debt outstanding at December 31,1993 is summarned as follows:

Pnndpa! Amount
1)st Snunty abouunds id d&d Interest Rate Pnnisions

Notes
Medium Term Notes, Series IN 5 82,500 Internt rates ranging from 9.27% to,

due various dates through 10.48 %
April 1,1998

Medium Term Notes, Series 2N 56,300 Interest rates ranging from 9.57% to
due various dates through 9.874 %
July 1,1996

Medium Term No<.cs, Stries 3N 399,000 Interest rates ranging from 8.77% to
due various dates through 9.20 %
Oaober 15,2004

Medium Term Notes, Series 4N 195.000 Interest rates ranging from 7.90% to r
due various dates through 8.875 %
May 15,1997

Notes due April 15,1994 180,000 Iised interest rate of 5.75%
| Notes due July 15,1995 100.000 Iixed interest rate of 5.50%

Notes due July 15,1997 100,000 l'ixed interest rate of 6.50%
Notes due October 15,2005 235.000 l'ixed interest rate of 6.40%

$ 1 J47,800

long-Term Notes Payable to Ilanks
Note due Januarv 9,1995 5 100,000 Pre ailing interest rate of 4.00% at

December 31,1993
Notes duc July 31,1995 l',0,000 Prevailing interest rates aeraging 3.875% at

|
December 31,1993

5 250.000

Purchase Contract Obligations
Woodstock due January 2,1997 5 273 Fixed interest rate of 4.50%
llinsdale due April 30,2005 552 I b.ed interest rate of 3.00%

5 825

51,598.625

long-term debt maturing within one year h.ts been included in current liabilities.

The Company's outstanding first morigage bonds are secured by a lien on substantially all property

and franchises, other than expressly ncepted property, owned by the Company.

i

The Company had total bank lines of credit of appmximately 5981 million and unused bank hnes of *

credit of approximately 5975 million at December 31,1993. Of that amount,5975 million (of which

$175 million expires October 3,1994,510 million expires in equal quarterly installments commencing

on December 31,1994 and ending on September 30,1996,$188 milhon expires in equal quarterly

imtallments commencing on December 31,1995 and ending on September 30.1997 and $572 mdlion

expires in equal quarterly installments commencing on December 31,1996 and ending on September

30, 1998) may be borrowed on secured or unsecured notes of the Company at various interest rates.

The interest rate is set at the time of a borrowing and is based on sneral floating rate bank indices plus

a spread which is dependent upon the Company's credit raungs, or on a prime interest rate. Amounts

under the remaining lines of credit may be borrowed at prevailing prime interest rates on

41
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unsecured notes of the Company. Collateral, if required for the bormwings, would consist of first

mortgage bonds issued under and in auordance with the provisions of the Company's mortgage. The

Company is obligated to pay commitment fen with respect to $475 mdlion of such lines of credit.

_ _ _

mmW N m w ititm ir <

Under the Nuclear Taste Policy Act of 1982, the DOE is responsibic for the selection .md development

of repositories for, and the dispoul of. spent nude 2r fuel and high-level radioactive waste. The
Company, as required by that Act, has signed a comract with the DOE to provide for the disposal of

spent nudear fuel and high-level radioactive waste from the Company's nudcar generating stations

beginning not later than January 1998. The contract with the DOE requires the Company to pay the

DOE a one-time fee appli~able to nudear generation through Aptil 6,1983 of approximately $277
million, with imerest to date of payment, and a fee pavable quarterly equal to one mill per kilowarthour

of nudcar. generated and sold electricity after April 6.1983. The Company has elected to pay the one-

time fee, with interest, just prior to the firsi scheduled delivery of spent nuclear fuel to the DOE, which

is scheduled to occur not later than January 1998; however, this delivery schedule is expected to be
, ,, - '.'

'

ddayed significantly. The Company has recorded the liabihty for the one.cime fee and the related , , ,

interest. ..

| li !s ati m 1: m : Is e is

The following methods and assumptions were uscJ io ntimate the fair value of fmancial instruments

held by or issued and outstanding by the companies. The disdosure of such mformation does not

purport to be a market valuation of the Company as a whole. The impact of any realind or unreabud

gains or losses related to such imancia! instruments on the Company's financial position or results of

operations is dependent on the treatment authorized under future ratemaking proceedings.

/u c:we The estimated fair value of the Nudear Decommissioning Funds, as determined by the

trustee for those funds, is based on published market data. Financial instruments included in Other

Investments at a cost of approumately $4 million at December 31,1993 and 1992, are not material in

relation to other financial instruments of the Company; therefore, an estimate of the fair value of these

instruments has not been made.

Cwru Auen The carrying value of Cash, Ten porary Cash Invenments and Other Cash Investments,

which indudes U.S. Government Obligations and other short-term marketable securities, and Sped 21

Deposits, which primarily indudes cash deposited for the redemption, refund or discharge of debt a

securities, approximres their fair value because of the short maturity of these instruments.

Lyirdc. m The est; mated fair value of Preferred and Preference Stocks (Without and Subject to

Mandatory Redemption Requirements) and Long-Term Debt, induding the current portion thereof,

has been obtained from an independent consultant. Estimated fair values exJude accrued imerest and

preferred and preference dividends. Purchase contract obligations induded in long Term Debt at a cost

of approximately $1 million at Decernber 31,1993 and 1992, are not material in rdation to other
financial instruments of the Company; Ocrefore, an estimate of the fair value of these instruments has

not been made. long-Term Notes Payable to Ilanks in the amount of $250 million at December 31,

1993 and 1992, for which interest is paid at prevailing rates are induded in the fmancial statements at

cost, which approximates their fair value.

42
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Currer.: Liabilitin. The carrying value of Notes Payable, which consists of commercia! paper and/or

bank loans having a maturity of less than one year, appmximates their fair value because of the short

m21urity of these instruments. See " Capitalization" above for a d2scussion of the fair vJue of the current

portion oflong-term debt and redeemable puference stock.
,

Od,rr Noncurrent Liabi!hin. The carrying value of Accrued Spent Nudear Fuel Disposal Fee and w

Related Interest represents the settlement value as of December 31,1993 and 1992; therefore, the
%carrying value is equal to the fair value.

The estimated fair values of the Company's fmancial instruments other than those instruments

reflected in the financial statements at cost which approximates market, as of December 31,1993 and
1992, are as follows:

uhomands of Jullam Dnember31,1993 December 31.1992
-

Carrying Fair Carrying Fan
Amou nt Value Arnount Value

|

| Nudear Decommissioning Funds $706.841 5 768,823 $ 533,463 $ 564A76
Capitalization (induding current

portion):
Preferred and Preference Stocks

(without and subicci to
j mandatory redemption

| requirements) $ 769,090 $ 776,113 $ 790,584 5 828,913

| Inng-Term D<bt $7 819,785 $8,158.975 $7.770.248 $8,025,191
|

| - - - . - - - - - . . . - .

| 1

| I l2 O u ; hlT.1!1i

The companies base non-contribumry defined benefit pension plans which cover all regular employes.

Benefits under these plans reflect each employe's compensation, years of service and age at retirement.

Funding is based upon actuarially determined contributions that take into account the amount

deductib e for income tax purposes and the minimum contribution required under the Employee
Retirement income Security Act of 1974, as amended. Actuarial valuations were determined as of

"
January 1,1993 and 1992.

During 1992, the companies implemented a workfbrce reduction program Jesigned to reduce the

management workforce. This pmgram indaded an early retirement program and voluntary and
involuntary separation plans. The early retirement program resuhed in the recognition for the year 1992

of an additional $26 rni!Iion of pension cost and the disclosure of an additional $39 million of
unrecognir.ed net loss at December 31,1992 as reflected in the following table. The companies also

recognir.ed in 1992 a charge to expense of $11 million primarily related to the cost of the separation

plans. The total charge to income of $37 milhon in 1992 is approximately $23 million after reflecting
income tax effects,

a

O
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The fun &d status of these plans at December 31,1993 and 1992 was as follows:

19M IW2Auwds of d.&rd t hemhcr 31,
_

Actuarial present value of accumulated pension plan benefus:
Vested benefit obligation 5(2,350,000) $(2,232,000)

Nontested benefit obligation (118,000) (112,000)

Accunulated benefit obhgation 5(2A68,000) 5(2,344,000)

Lfic ct of proiccred future mmpensation icsels (477,000) (454,000)

Projected benefit obligation 5(2,945,000) 5(2,798,000)

Fair <alue of plan a3 sets, invested primarily in equity index funds,
ohcr managed equity and fixed income investments U.S.
Gosernment, government-sponsored corporation and agency
s<turities and listed corporate obligations 2,741,000 2,577,000

Plan assets less than proietted benefit obligation 5 (204,000) 5 (221,000)

Unrecognized prior scrse cost 24,000 25.000

Unrecogniecd transition asset (168,000) (181,000)

Unretognized net loss 131,000 211,000

Aarued pension liabihty 5 (217,000) 5 (166,000)

The assumed diswunt rate was 7,5% and the assumed annual rate of increase in future
..

compensation levels was 4.0% at December 31,1993 and 1902. These rates were used in determining

the projeacd benefit obhgations, the accumulated benefit obligations and the vested benefit obligations.
Pension wsts were determined under the ru!cs prescribed by $FAS No. 87, iaciuding the use of

'

| the projeaed unit credit actuarial cost method and the following actuarial assump.* ions for periods ,

during 1993,1992 and 1991:
19M 1922 1991 ..

Annual dismunt rate 7.50 % 7.50 % 8.50 %

Annual rate of inacase in future wmpensation levels 4.00 % 4.00 % 5.00 %

Annual long-term rate of return on plan aucts 9.50% 9.50 % 9.50 %

..

The wmponents of pension wsts, portions of which were recorded as componcnts of construction

wsts, for the years 1993,1992 and 1991 were as follows:

ha ,a w 19 9 1992 iwi

$rrvice cost 5 96.000 5 98,000 5 81,000

Imerest wst on proicered benefit obhgation 204.000 189,000 174,000

Anual return on plan assets (310,000) (179,000) (495,000)

Early retireme nt program mst '6,000 -

Net amortization and deferral 61,000 (67,000) 286,000

5 51,000 5 67.000 5 46,000

in addition, the companics provide an employe savings and investment plan available to all regular

employes who have completed three months of.ervice. Each participating employe may contribute ups

to 20% of such employe's base pay and the wmpanics rnatch such contribution equal to 70% of up to

ths first 5% of contributed base salary. During 1993,1992 and 1991, the Company contnbuted q.

521,948,000, 520,023,000 and 514.643,000, respectis ely.

,
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The companies provide certain postretirement heahh care benefits for retirees and their dependents and

for the suniving dependents of eligible employes and retirees. Substantially all of the companies'
employes become eligible for postretirement heahh care benefits when they reach retirement age while

working for the companies. In 1980, the companies began funding the liability for postretirement
heahh care benefits through a uust fund, and the estimated cost of postretirement heahh care benefits

has been accrued and funded over the working lives of the employes. Funding is based upon actuarially

determined contri' utions that take into account the amount deductible for income tax purposes.o

For the years 1980 through 1992. the liability for postretirement heahh care benefits and the

related provisions for postretirement heahh care were equivalent to actuarial normal costs attributed over

participants' employment periods from date of hire to the expected retirement date based on the

aggregate cost method. On January 1,1993, the companies adopted SFAS No. 106, Employers'
'

Accounting for Postretirement Benefits Other Than Pensions, which requires that postretirement
benefits be determined based on the projected unit credit actuarial cost method and attributed over

employment periods of plan participants to the date of eligibility for postretirement benefits rather than

over the entire employment period. By adopting the new standard, the companies estimate that for the w

year ended December 31.1993, postrctirement costs increased $20 million resuhing in a decrease in

net income of $10 million or 50.05 per common share, net of income taxes and the portion of the *

costs charged to construction. The transition obligation of 5588 million shown in the following
schedule is being amortized over 20.6 years. The uhimate ctrects on income are dependent on the

treatment authorized in future ratemaking proceedings. As indicated in the previous paragraph, the p*
companies have accounted for postretirement heahh care benefits on an accru21 basis since 1980 and

accrual basis costs have been reflected in rates in raremaking proceedings.

Actuarial valuations were determined as of January 1,1993. The funded status of the plan at
January 1,1993 and December 31,1993 was as follows:

uhana of &,1fani january 1, lW3 Ihember 31,1993
*Actuarial present value of accumulated posuctirement heahh

care obligation:
Retirees 5 (407.000) $ (444,000)
Active fully eligible panicipants (60.000) (65.000)
Other participants (538,000) (586,000)

Accumulated benefu obligation 5(1,005,000) 5(1.095,000)
Fair value of plan assets, invested primarily in S&P 500

common stocks, equity and fixed income mutual funds, and
U.S. Government and hsted corporate obligations 365.000 458,000

Plan assets less than accumulated postretirement health care
obligation 5 (640,000) 5 (637,000)

Unrecognized transition oh!igation 588,000 559,000
,

Unrecogni7ed net gain - (9.000)

Accrued liability for postrctirement heahh care $ (52,000) 5 (87,000)

For 1993, different heahh care cost trends are used for pre-Medicare and post. Medicare expenses.

Pre-Medicare trend rates are 14.5% for 1903 grading down in 0.5% annual increments to 5% Post-

Medicare trend rates are 12% for 1993 grading down in 0 5% annual increments to 5% 'Ihe effect of

a 1% increase in the assumed heahh care wst trend rates for each future year would increase the
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accumulated postretirement heahh care obligation at January 1,1993 by approximately $184 million

and increase the aggregate of the service and interest cost components of plan costs by approximately

| 527 million for the year ended December 31,1993. The annual discount rate used was 7.5% and the
,

annual long-term rate of return on plan assets was 9.5%, or 9.1% after including income tax effects.'

| The components of postretirement heahh care costs, portions of which were recorded as

components of construction costs, for 1993 were as follows:

nhr.oan6 of dollaro 1993

Service cost $ 45,000

Interest cost on accumulated benefit ob!iganon 74.000

Actual return on plan assets (42,000)

Amortization of transition obligation 29,000

Other net deferral 10,000

$116,000

, s ,

The components of the net deferred income tax liability at January 1,1993 and December 31,1993

are as follows:
January 1. Deumber 31,

ohnwns of dellara 1993 1993

Deferred tax liabilities:
Accclerated cost recovery and liberalized depreciation, net of

removal costs $2,831,103 $3,095.855

Overheads capitahzed 145,951 286,287

Repair allowance 231,647 210,302

Regulatory assets recoverable through future rates 1,545.643 1,729,890

Deferred tax assets;

Postrctirement benefits (101.086) (134,590)

Unbilled revenues (91,410) (98,164)

loss carryforward - (175,197)

Alternative minimum tax (111,961) (137,328)

Unamonized investment tax credits to be seuled through future
(487,184) (490.047)rates

Other regulatory liabilities to be settled through future rates (89A90) (102,383)

Other-net (51,753) (80,751)

Net deferred income tax hability $3,821,460 $4.103,874

The $282 million increase in the net deferred income cax liability from January 1,1993 to December

31,1993 is comprised of $114 milhon deferred income tax expose and a $168 million increase in

regulatory assets net of regulatory liabihties pertaining to income taxe % 4 period.
For the $282 million increase in the net deferred income tax liability fmm January 1,1993 to

December 31, 1993, approximately $185 million resuhed from an increase in the federal statutory

corporate income tax rate from 34% to 35% effective January 1,1993, and from the elimination of a

scheduled reduction in a component of the statutory lilinois income tax rate which was to have dedined

to 4 A% from 4.8%, efTective July 1,1993. The $185 million net increase resuhed from recording an

increase to regulatory assets of approximately $224 million and an increase to regulatory liabilities of

approximately $39 million. See " Taxes" and " Regulatory Assets" under the subcaption "Results of

Operations,' in " Management's Discussion and Analysis of Financial Condition and Resuhs of

Operations.'
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The components of ner income tax expense charged to continuing operations are as follows:

Wumh of d&M 1993 1992 1991

Electric opcrating income:
Current income taxes 5(27,553) 5161,388 5289,437
Deferred income taxes 122,804 142,895 162,037
Investment tax credits deferred-net (29,424) (32,506) (32,054)

Other (income) and deductions (30.753) (6,214) (65,274)

Net income taxes charged to continuing opuations 5 35,074 5265,563 5354,146
,

Provisions for current and deferred federal and state income taxes and amortization of investment

tax credits resuhed in the following effective income tax rates for the years 1993,1992 and 1991:

1993 1992 1991

Pre-tax book income (in thousands) 5137,776 5779,544 5449,033
FtTecthe income tax rate 25.5 % 34.1 % 78.9 %

The principal differences between these raies and the federal statutory corporate income tax rate of

35% for 1993 and 34% for 1992 and 1991 were as follows:

1993 1992 1991

Federal statutory corporate income tax rate 35 0 % 34.0 % 34.0 %
Equity component of AFUDC which was excluded from taxable income (5.2) (0.9) (1.4)
Amurtiration of investment tu credits (2L4) (3.4) (7,2)
State income tn. net of federal intome tax 9.5 5.6 11.7
Disallowed plant costs - - 34.3
Differences between book and tax accouming primarily for pmperty related

deductions 1.5 - 5.5
Other-net 6.1 (1.2) 2.0

Ellective income tax rate 25.5 % 34.1 % 78.9 %

|
The Company has recorded current federal income tax liabilities that include excess amounts of

| alternative minimum tax (AMT) over the regular federal income tax, which amounts were also recorded
'

as decreases to deferred federal income taxes. As shown in the first table, the cumulative excess amounts

of AMT so recorded in the amount of approximately 5137 million as of December 31,1993 can be

carried forward indefinnely as a credit against future years' regular federal income tax liabilities. In 1993,

the Company recorded a loss for income tax purposes which may be carried forward through 2008. It

is currently expected that the income tax effect of the loss carryforward in the amount of $175 million,

as shown in the first table, will be utilized by the expiration date.

The Company adopted SFAS No.109, effective January 1,1993. SFAS No.109 requires an asset

and liability approach to accounting for income taxes which replaces the deferred method formerly used.

Under the asset and liability appmach, the deferred income tax liabdity represents the income tax effect

of temporary differences between financial accounting and income tax bases of assets and liabilities and

is determined at the presently enacted income tax rates. The SFAS No. 109 adjustments to the

Company's deferred income tax liability related to utihty operations represents income taxes recoverable

or returnable thmugh future rates and have been recorded as regulatory assets and regulatory liabilities

on the balance sheet. The cumulative etTect of the change in the method of accounting for income taxes

resulted in an increne to net income of 59.7 mdlion or 50.05 per common share, due primarily to the

reJuction of deferred income ines on nonregulated activities (primarily nonconsolidated subsidiaries)

accrued in prior years at income en rates in cuess of the presently enacted income tax rates. The effect
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of the implementation emry on regulated activities was to record regulatory assets of $1,546 million

primanly related to the equity component of AFUDC which was previously recorded on an afier-tax
basis, the borrowed funds component of AFUDC which was prniously recorded net of tax and other

temporary differences for which the related tax effects were not previously recorded, regulatory liabilities

of $577 mi!! ion primarily related to recognition of the deferred income tax effects of unamortized

investment iax credits and to the changes in prior years' income tax rates; and a net increase to the

deferred imome tax liabihty of $969 million.

For comparability purposes in presentation. Deferred Income Taxes shown on the Consohdated
llalance Sheets as of December 31,1992 were reclassified from a valuation reserve deducted from Utility

Plant to Current Assets and m Deferred Credits and Other Noncurrent Liabilities, consistent with the

presentation as of December 31,1993 required by the new auounting standard.

t
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Provisions for taxes, except inwme taxes, for the years IW3,1992 and 1991 were as follows:

n6,um.tu,r a.w tw3 1992 iwi

Illinois public utility revenue 5199,498 5204.004 $218,137

Illinois insested capital 111,126 107,207 111,872

Municipal utihiy gross receipts 107.232 129,250 128,302

Real estate 162,560 162,151 148,356

Municipal compensation 56.878 73,323 74,218

Ot her- nei 64.619 67,974 61,685

5701,913 $743,909 $742,570

. _ _ _ _ _ . _ _
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On November 23, 1993, the Company consolidated its nuclear fuel lease arrangements into a new

arrangement. Under the new arrangement, the Company may sell and lease back nuclear fuel from a

lessor who may borrow an aggregaic of $700 million (consisting of $300 million of commercial paper

or bank borrowings and $400 million of imermediate term note ) to finance the transactions. The -

wmmercial paper / bank borrowing portion currently will expire on November 23,1996, but the

Company plans to ask for an extension of the expiration date. At December 31,1993, the Company's

obligation to the lessor for leased nuclear fuel amoumed to $516 million. The Company has agreed to

make lease payments which cover the amortization of the ntxicar fuel used in the Company's reactors

plus the lessor's related fmancing costs. The Company has an obl;gation for spent nuclear fuel disposal

costs ofleased nuclear fuel.

Future minimum rental payments, net of executory costs, at December 31,1993 for capital leases,

are estimated to aggregate 5574 million, including $224 million in 1994,$146 million in 1995,$97
million in 1996,561 million in 1997,$31 million in 1998 and $15 million in 1999-2000. The

estimated interest component of such rental payments aggregates $53 million. The estimated portions

of obligations due within one year under capital leases are included in current liabilities and
approximated $166 million and 5178 million at December 31,1993 and 1992, respectively.

The Company has entered into an operating lease for new aluminum coalporter rail cars. The lease

covers only the cost of the rail cars, thereby not including any operating, maintenance or other related

costs. Future minimum rental payments at December 31,1993 for this operating lease are estimated to

aggregate $108 million, including $2 mi!! ion in 1994,55 mdlion in 1995,55 million in 1996, $5
million in 1997,55 million in 1998 and $86 mdlion in 1999-2013
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At December 31, 1993, the Company and its subsidiaries had investments of approximately $134

million in uranium-related properties, equipment and activities and approximately $517 million in coal

reserves. Production of uranium from all of the uranium propenies has been deferred due to depressed

i market prites for uranium. The Company currently expects ultimaiety to recover the cost of the
'

uranium pmperties in all material respects in relation to the Company's 6nancial position and its results

of operations, but doing so depends on substantially improved market conditions. However, the
Company continues to evaluate its ability ultimately to recover the cost of its uranium properties. In

prior yean, the Company's commitments for the purchase of coal under long-term contracts exceeded

its requirements. Rather than take all the mal it was required to take, the Company agreed to purchase

the coal in plate in the form of coal resenes. The Company has been allowed to recover from its

customers the costs of the coal reserves through its fuel adjustment clause as the coal is used for the

generation of electricity. However, the Company is not earning a return on the expenditures for coal

reserves prior to the coal reserves being used for the generation of electricity by including the coal
reserves in rate base. See " Management's Discussion and Analysis of Financial Condition and Results

of Operations,' subcaptions " liquidity and Capital Resources" and "Results of Operations,' for
information concerning cual commitments and the Company's fuel supply, respectively. See Note 19

for additional information concerning the Company's coal commitments.

During 1989 anJ 1991, auions were brought in federal and state courts in Colorado against the

Company and its subsidiary, Cotter Corporation (Cotter), alleging that Cotter has permitted radioaaive

and other hazardous material to be released from its mill into areas owned or occupied by ihe plaintiffs

resulting in property damage and pot nrial adverse health effeus. The plaintiffs seek from Cotter and

the Company unspeci6ed compensatory. exemplary and medical monitoring fund damages, unspeci6ed

resporne costs under the Comprehensive Environmental Response, Compensation and Liability Act of

1980, and temporary and permanent injunctive relief. Ahhough the cases will necessarily involve the

resolution of numerous contested issues of fact and law, the Company's determination is that these

actions will not have a material adverse impact on the Company's financial statements.

t Is h>' h ' < t Os ' ' > m

The Company has a 75% undivided ownership interest in the Quad-Cities nuclear generating station.

Funber, the Company is responsible for 75% of all costs which are charged to appropriate investment,

operation or maintenance accounts and provides its own financing. At December 31,1993, for its share

of ownership in the station, the Company had an investment of 5533 milhon in production and s

transmission plant in service (before reduction of $159 million for the related accumulated provision

for depreciation) and $53 million in construction work in progress.

!19 D ec +.u s t s. Q c i mu m inea lin s m u n u ms r em & Pm .m

Purchase commitments, principally related m construction and nuclear fuel, approximated $1,187
million at December 31,1993. In addition, the Company has subuantial commitments for the purchase

of wal under long-term contracts. The Company's coal costs are high compared to those of other

utilities. The Company's western coal contracts and its rail contracts for dehvery of the western coal

were renegotiated during 1992 effective as of January 1,1993, to provide, among other things, for

signi6 cant reductions in the delivered pnce of the coal over the duration of the contracts. However, the

e
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renegotiated contracts provide for the purchase of certain coal at prices substantially above currently

prevailing market prices and the Company has signi6 cant purchase commitments under its contncts.

See "hianagement's Discussion and Analysis of Financial Condition and Results of Operations "

subcaption " Liquidity and Capital Resources " for add tional information renarding the Company's

purchase commiiments.

The Company is a member of Nuclear hiutual Limited (Nhil), established to provide insurance

coserage against property damage to members' nudear generating facilities. The members are subject m

a retrospective premium adjustment in the nent losso exceed accumulated reserve funds. Capital has

been accumulated in the reserve funds of NhiL to the extent that the Company would have no exposure

in the event of a single incident. However, the Company could be subiect to a maximum assessment of

approximately $70 million in any policy year, in the event losses exceed accumulated reserve funds.

The Company also is a member of Nudcar Elecuic Insurance Limited (NEIL), which provides

insurance coverage against the cost of replacement power obtained during certain prolonged accidental

outages of nudcar generating units and coverage for property losses in cuess of $500 million occurring

at nudear stations. All companies insured with NEIL are subject to retrospective premium adjustments

iflosses cuecd accumulated reserve funds. Capital has been accumulated in the resene funds of NEIL

to the extent that the Company would have no exposure in the event of a single incident under the

replacement power a>verage and the property damage coverage. Ilowever, the Company could be
subject to maximum assessments, in any policy year, of approximately 527 million and $87 million in

the cent losses enced accumulated reserve funds under the replacement power and pmperty damage

covenges, respectively.

The NRC's indemnity for public liability cmerage under the Prhe-Andermn Act is supported by

a mandatory industrv-wide program under which owners of nudcar generating facilities could be
assessed in the nent of nudear incidents. Based on the number of nudear reactors with operating

licenses, the Company would currently be subjett to a maximum assessment of $991 million in the event

|
of an incident, limited to a maximum of $125 million in any calendar year. The current maximum

assessment was effecthe August 20,1993 and represents an increase of $164 million over the previous

m2ximum assessment of $827 million. The Act requires that the assessment program be adjusted for

in6ation every fne years, and 1993 was an adjustment year,

in addition, the Company participates in the American Nudear Insurers and hiutual Atomic

Energy 1iabihty Underwriters hiaster Worker Program whkh provides coverage for worker tort daims

fded for boddy injury caused by the nuclear energy huard. The coverage applies to workers whose

"nudear related employment" began after January 1,1988. The Company would currendy be subject

to a maximum assessment of approximately 537 million in the event losses exceed accumulated reserve

| funds.

See "hianagement's Discussion and Analysis of Emancial Condition and Results of Operations,"

subcaption "Iiquidity and Capital Resources," for information relating to the Company's construction
*

program and rates and financial condition.
shareholder derivaiive lawsuits were filed on October 1,1992 and on April 14,1993 in the Circuit

Court against current and former directors of the Company alleging that they breached their fiduciary

duty and duty of care to the Company in connection with the management of the activities associated

w itl he construction of the Company's four most retemly completed nudear generating units. The

lawstas mught rntitution to the Company by the defendants for unquanti6ed and undefmed losses

and costs alleged m have been incurred by the Company. Both lawsuits were distnissed by the Circuit

Court; however, appeals are pending before the lilinois Appellate Court.

so
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The Company is involved in administrative and legal proceedings concerning ait quality, water

quality and other matters. The outcome of these proceedings may require incicases in the Company's

future construction expenditures and operating expenses. The Company and its subsidiaries are or are

likdy to become panies to proceedings ininated by the United States Environmental Protection Agency,

state agencies and/or other responsible parties under the Comprehensive Environmental Response,

Compensation and Liability Act of 1980 (CERCLA) with respect to a number of sites, induding
manufactured gas plant (MGP) sites, or may voluntarily undertake to investigate and remediate sites for

which they may be liable under CERCLA. While there is a possibility that in the aggregate the cost of

MGP site investigation and remediation will be substantial over time, the Company is not able to

determine the most probable liability for MGPs. In accordance with accounting standards, the
Company recorded a provision of $25 million in 1991 which reflects the low end of the range ofits

estimate of the liability associated with former MGPs. In 1993, the Company recorded a provision of

$5 million which reflects the low end of the range ofits estimate of the liability associated with deanup

costs of remediation sites other than former MGP sites. The Company presently estimates that its costs

of investigating and remediating these other sites pursuant to CERCLA and state environmental laws

| will not in the aggregate be material to the business or operations of the Company. These cost estimates s,

are based on currently available information regarding the responsihic parties likely to share in the costs

of respondmg to site contamination, the extent of contamination at sites for which the investigation

has not yet been completed and the deanup levels to which sites are expected to have to be remediated.

i!
yn v imh,sn,

On January 25,1994, the Company announced the dosing of the sale of 566 million of Pollution
| Control Revenue Refunding Bonds issued through the Illinois I)ctelopment Finance Authority.
l

On Januarv 25, 1994, the Company announced that the following Illinois Environmental
Facilities Financing Authority Po!!ution Control Rcrenue Bonds will be redeemed: on March 11,1994,

| all $50 million of the outstandmg Series 1979 Bonds (consisong of 510 milhon of 8W bonds duc

November 1,2004 and $40 million of 8% bond 3 due November 1,2009), and on April 1,1994, all

of the outstanding Series 1983 Bonds, consisting of $16 million of 9W bcmds due April 1,2013.
|

t .
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Average Earning
Elec tnc Net income Nurnber of Omd

Electnc Opconr;g flmd on Common Per
Operating Income Net lacome Common Shares Common

Three Months l~nJcd Revenues <lme clast Stak Outstanding Share

Rhouunds cucpt per sharc data)
March 31,1992 51,422,557 $ 265,806 5 67,254 5 49,303(a) 212.713 $ 0.23
June 30,1992 51,431,749 $ 271,705 $ 105,825 5 87.919(a) 212,860 $ 0.41
September 30,1992 51,708,880 5 398,869 5 235,865 5 218,151 212,973 $ 1.02
December 31,1992 $ 1,463,135 5 260,523 5 105.037 5 88,069 213,170 5 0.41

March 31,1993 51,483,385 5 240,840 5 77,212 5 60,575 213,337 $ 0.28
June 30,1993 $ 1,430,547 5 237,223 5 75,094 5 58,051 213,466 5 0.27
September 30,1993 51,872,448 5 456,227 5 287,123 5 270,558 213,550 $ 1.27
December 31,1993 $ 474.060 $(530,475) 5(326,989) 5(342,796Hb) 213.680 $(1.60)

w sa Tarno,g, y common shm under she subcapw utu of Omanom:sa nnagemenz's ournwn and Analvu of
hr. annal Condstwn and fir,uln of Operatwm"pr anprmaron wercermng the redw twn so nes income raorded or 1992 whod
re6ecud a proskon for addawul re&nd, and unterest relaud w she 19xS ICC rau order

th) ha Me 2 for snprmation wn.ermng the Rare Manm serriemens, schsd lowed the leal ef the Omfany' raws andprnruleprs

n,b, tant:alcwwmer re6ndt ad the furi%nm hecirment. schas prendes pr pament, se cwromm
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sisuhauer Iaphro
I irst Chicago Trust Company of New Lrk is Dividend Disbursing Agent, Dividend Reinvestment

Agent and Transfer Agem for all dasses of Commonwealth Edison Company stock and warrants.

Questions and communications concerning your account, payment of dividends, the dhidend

reinvestment plan and transfer of stuk should be directed as follows.

Ily Telephone:

Toll-free number. .1-800-950-2377

i

By Mail:

Common *calth Edison Company

c/o First Chicago Trust Company of New Wrk
Post Ofke Box 2500

Jerwy City New Jersey 0730 b2500

Walk-in service for shareholders in Chicago is provided by First Chicago Trust Company of New

York at the following kwation:

First Chicago Trust Company of New York
One North State Street, Ninth f loor

h aa.: %rie ,

the annual meeting of shareholders will he held Tuesday. May 10.1994 at 10.30 a.rn. at the

Chicago Hihon and Towers. Notice of the meenng and proxy materials will be mailed to
shareboklers.

1

Iv m 10 K E amial Rev:ew an.l Arunal Rep's n: ricc t a-iwrwuue-

The 1993 Iorm 10-K Annual Report to the Securitics and lachange Commission and the 1993

Fmancial Review will be available in April. The next Annual Report on the Environment will be

nailable in August. A copy of each may be obtained from:

David A. Ahole, Secretary

Commonweahh Edison Company
-

n

Post Ofhe Box 767

Chicago, Illinois 60690-0767 '

: .-! v I -! v | k'y n z,11F ! w rv v Ll|e'
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