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nuclear output. Unlike the energy delivery business, the effacts of unusually warm or cold weather on
Generation depend on the nature of its market position at the time of the unusual weather.
Generation's net income for 2006 and 2005 reflects mcome from discontinued operations of $4 rmllnon
and $19 million (after tax), respectively. :

Operating Revenues. For 2006 and 2005, Generation's sales were as follows:

Revenue : ' 2006 2005  Varlance % Change
Electricsales to affiliates ..............ovvviirinennnnns $4,674 $4,775 ${101) 2.1)%
Wholesale and retail electricsales ........ e e e 3,640 3,341 - 209 = 8.9%
Total energy salesrevenue ... ...........coiiiiniernnan.s 8,314 8116 198 2.4%
Retailgassales.......... e e 540 613 (73) (11.9)%
Trading portfolic ........ . i i e, 14 17 @) (17.6)%
Otherrevenue () L ... ... i it it i iainennn 275 300 {25) .. 8.3)%
Total reVeNUE ... .ct i i e e $9,143 $9.046 $ 97 1.1%

(a) Includes sales related to tolling agreements, fosail fuel sales, operating service agreements and decommissioning revenue
from ComEd and PECQ,

Sales (in GWhs) 2008 2005 . Vpriance % Change
Electricsalesto affiliates . ... .. ....... ... ... ... .... 118,354 121,961 (2,607) (2.1)%
Wholesale and retail electricsales ...................... 71,326 72,376 {(1,050) (1.9)%
Total SAIES . ..ot e 190,680 194,337 (3.657) (1.9)%

Trading volumes of 31,692 GWhe and 26,924 GWhs for 2006 and 2005 raspectively, are not
included in the table above.

Electric sales to affiliates. Revenue from sales to affiliates decreased $101 million in 2006 as
compared to 2005, The decrease in revenue from sales to affiliates was primarily due to a $95 miftion
decrease from lower electric sales volume, as well as a net $6 million decrease resulting from lower
prices. , ‘

In the ComEd territories, lower volumes rasulted in a $115 miflion decreass in revenues as a result
of lower demand resulting from milder weather year aver year. In addition, price decreases totallng
$128 million were a result of lower peak prices under the ComEd PPA.

In the PECO territories, the higher volumes resulted in increasad revenues of $20 million due to
higher usage. The favorable price variance of $122 million was primarily the result of the scheduled
PAPUC-appraved generation rate mcrease as well as to a lesser degree a change in the mix of
average pricing related to the PPA with PECO. On January 1, 2007, a scheduled slectric ganeration
rate increase will teke effect, which represents, the last scheduled rate increasa through 2010 under
PECO's 1998 restructuring settlement. This rate increase will have a favorable effect on Generation's
operating income in future years.

Wholesale and relail electnc sales. The changes in Generation’s wholesale and retail electric sales
for 2006 compared to 2005 consisted of the following:

Increase
) {decrease)
T R e e, $353
Volume ....................... P e eaaaeas e : - (54)
Increase in wholesale and retail BleCHIC SBIBS .. ... . veerevr st e rrrrnraneennrnes $299



Wholesale and retail sales increased $299 million due to an increase in realized revenues
associated with forward sales entered into in prior periods, which were recognized at higher prices for
the year ended December 2006, as compared to the same period in 2005, offset by a reduction in
volumes sold into the market as a result of lower supply.

Retail gas sales. Retail gas sales decreased $73 miillion primarily due to lower volumes for 2006
compared to 2005, resulting in a $69 million decrease. Additionally, there was a decraase of $4 million
due to lower realized prices for 2006 compared to 2005.

Other revenues. The decrease in 2006 was primarily due to a decrease in fossit fuel sales.

Purchased Power and Fuel Expense. Generation's supply sources are summarized below:

Supply Source (in GWhs) 2006 2005 Variance % CMnJg_s
Nucleargeneration @ ... ... .. ... i i, 139,610 137,936 1,674 1.2%
Purchases—non-trading portfolic ....................... 38,297 42623 (4,326) (10.1)%
Fossil and hydroelactricgenaration...................... 12,773 13,778 (1,005) (7.3)%
Total supply . .. ..o e 190,680 194,337 (3,657) (1.9)%

{a) Represents Genaration's proportionate share of the output of its nuclear generaling plants, including Salem, which is
cperated by PSEG Nuclear.

‘The changes in Generation's purchased power and fuel expense for 2006 compared to 2005
consisted of the following:

Increase

({in millions} - ' . Price Volume (Decroase)
PUrchased pOWBr COBEE ... .oiivii it iiie ittt innearenannnes $ (81) $(319) $(400)
Generalioncosts . ........cooui e 3 4 42
Fuelresalecosts .............. ... ... . .. ... i 34 {65) (31)
Mark-to-market . ............ ... ...l e nm. nm (118)
Decrease in purchased power and fuel EXPENSE ...... ...l $(504)

n.m. Not meaningful

Purchased Power Costs. Purchased power costs include all costs associated with the
procurement of electricity including capacity, energy and fuel costs associated with tolling agreements.
Generation experisnced a decrease of $319 million due to lower volumes of purchased power in the
market as a result of a lower demand from affiliates. Additionally, overall lower prices paid for
purchased power in 2006 compared to 2005 resulted in a $81 million dacrease.

Generation Costs. Generation costs include fuel costs for internally generated energy. Generation
experienced overall higher generation costs in 2006 compared to 2005 due to increased pnoes related
to nuclear and fossil fuel generation, resulting in a $38 million increase.

Fuel Resale Costs. Fuel resale cosls include retail gas purchases and wholesale fossil fuel
axpenses. The changes in Generation's fuel resala costs in 2006 compared to 2005 were a result of a-
$65 million decrease in the retail gas business resulting from lower volumes, partially offset by overail
higher prices paid for gas.

Mark-to-market. Mark-to-market gains on power derivative activities were $180 million in 2006
compared to losses of $12 million in 2005. Mark-to-market losses on fuel derivative activities were §77
million in 2006 comparad to zera in 2005. ‘
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Generation's average margin per MWh of electricity sold for 2006 and 2005 was as follows:

($/MWh) ‘ : ' . 2006 2005 % Change
Average electric revenue 3 . : ‘
Electricsalestoaffiliates . ............. ... .. oot $39.16° $39.15 nm.
Wholesale and retail electricsales . .......ooveivennnn.t e 51.03 .46.16 10.6%
Total—excluding the trading portfolio -...................... 4360 4176  44%
Average electric supply cost @—excluding the trading portfolio ......... $18.02 $20.11 (10.4)%
Average margin—exciuding the trading portfolio ................. -... $2558 %2165 182%

{a) Average supply cost includes purchased power and fuel costs associated with elecMc sales. Average electric supply nosi
does not include fuet costs associated with retail gas sales.
n.m. Not meaningful

Nuclear fleet operating data and purchased power cost data for 2006 and 2005 were as follows: '

2006 2005
Nuclear fleet capacity factor @ | ., ... . .. . i i e 93.9% 893.5%

Nuclear fleet production costperMWh @& ... .................. B $13.85 $13.03
{a) Excludes Salem, which is aperated by PSEG Muclear. ' -

Although total refueling oulage days increased during 2006 compared to 2005, the nuclear fleet
capacity factor for the Generation-operating nuclear flest increased due to fewer nop-refusling outage
days during 2006 compared to 2005. For 2006 and 2005, non-refuefing.outage days totaled 71 and
112, respectively, and refueling oulage days totaled 237 and 217,. respectively. Higher costs for
nuclear fuel, costs associated with the additional planned refueling outage days, higher costs for
refueling outage inspection and maintenance activities, costs for the tritium-related expenses, an NRC
fee increase, and inflationary cost increases for normal plant operations and maintenance offset the
higher number of MWh's generated resulting in a higher production cost per MWh produced for 2006
as compared to 2005. There were ten planned refueling outages and sixteen non-refueling-outages
during 2006 compared to nine planned refueling outages and twenty-five non-refueling outages during
2005 at the Generation-operated nuclear statlons

Operating and Maintenance Expense. The increase in operating and maintenarice expense for
2008 compared to 2005 consisted of the following:

~ Increase
{decrease)

Pension, payrolland benefitcosts . ... i i PR e 3183
Contractorexpenses ............. S 22
Nuclear refueling outage costs mcludtng the co-owned Salem plant ............... T 19
] O (- 11
Godley contribution . .. e e I
Tritium-related XPENSE ... . ... . . . ... e e ‘ 9
Reduction in ARO® .. . .. et e e e et e (149)
2005 accrual for estimated future asbestos-related bodily injury claims® .............. - (43)
2005 co-owner settiement with PSEG related to postretirementbenefits . ... ... .. ... ... (7
0 13T S 1
Increase in operaling and maintenance expense ............... oo i i ii i $ 17

(a) For further discussion, see Nate 13 of the Combined Notes t» Consolidated Financial Statements.
{b) Faor further discussion, see Note 18 of the Combined Notes to Consolidated Financial Statements.
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The $17 million increase in operating and maintenance expense in 2006 compared to 2005 was
primarily due to a $153 million increase in various payroli-related expenses, including increased stock-
based compensation expense of $41 million primarily as a result of the adoption of SFAS No. 123-R as
of January 1, 2006 and increased direct and allocated costs related to payrall, severance, pension and
other postretirement benefits, a $22 million period-over-period increase in contractor costs, primarily
related to staff augmentation and recuming maintenance work at Nuclear and Power, a $19.million
increase in nuclear refueling autage costs associated with the additional planned refueling outage days
during 2006 as compared to 2005, and higher costs for inspection and maintenance activities.
Additionally, on December 22, 2006, as a gesture of goodwill and corporate citizenship, Generation
contributed approximately $11 million into an escrow account to assist the Godley Public Water District
with the installation of a new public drinking water system for the Village of Godley.

Depreciation and Amortization. The increase in depreciation and amortization expense for 2006
compared to 2005 was a result of recent capital additions. _

Taxes Other Than Income. The increase in taxes other than income incurred during 2006
compared. to 2005 was primarily due to increasing the property tax reserve for 2006 property taxes for
Byron, Clinton and Dresden, higher payroll related faxes which were the result of higher payroll costs
for 20086 and a reduction recorded in 2005 of a previously established real estate reserve associated
with the setlement over the TMI real estate assessment. The increases were partially offset by a sales
and use tax reserve recorded during the third quarter of 2005 and a gas revenue tax adjustment
recorded during the fourth quarter of 2005.

Interest Expense. The increase in interest expense during 2006 as compared to 2005 was
attributable to higher variablé interest rates on debt outstanding, higher interest expense on
Generation's one-time fee for spent nuclear fuel obligations to the DOE and an mterest payment made
tothe IRS in settlement of a tax matter.

Other, Net. The decrease in other income in 2006 compared to 2005 was primarily due to gains
realized in the second quarter of 2005 totaling $36 million related to the decommissioning trust fund
investments for the AmerGen plants due to changes in Generation's investment stratagy.

Effective Income Tax Rate, The effective income tax rate from continuing operations was 38.2%
for 2006 compared to 39.0% for 2005. See Note 12 of the Combined Notes to Consolidated Financial
Statements for further discussion of the change in the effective income tax rate.

Discontinued Oparatlons. On January 31, 2005, subsidiaries of Ganeration completed a sarles
of transactions that resulted in Generation’s sale of its investment in Sithe. Accordingly, the results of
operations and the gain on the sale of Sithe have been presented as discontinued operations within
Generation's Consglidated Stataments of Operations and Comprehensive Income. Generation's nat
income in 2006 and 2005 reflects a gain on the sale of discontinued operations of $4 million and
$19 million (both after tax), respectively. See Notes 2 and 3 of the Combined Notes to Consolidated
Financial Statements for further information regarding the presentation of Sithe as discontinued
operations.

The income from discontinued operations decreased by $15 million for 2006 compared to 2005
primarily due to the gain on the sale of Sithe in the first quarter of 2005 partially offset by an adjustment
to the gain on the sale of Sithe in the second quarter of 2006 as a resuilt of the expiration of certain tax
indemnifications, accrued interest and collections on receivables arising from the sale of Sithe that had
been fully reserved.

Cumulative Effect of Changes in Accounting Principles. The cumulative effect of changes in
accounting principles reflects the impact of adopting FIN 47 as of December 31, 2005. See Note 13 of the
Combined Notes to Consolidated Financial Statements for further discussion of the adoption of FIN 47.
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Results of Operations—ComEd N
“Favorable

- (uatavorabie)
o 2006 2005 variance .
OperatiNg FOVENUES . . . . ot et e $6,101 $6,264 $(163)
Operating expenses
Purchased power ............. ... i 3,292 3,520 228
Operatingand maintenance ...............ccveeevnvrrenenns 745 833 . 88
impairment of goodwill ................... e 776 1,207 . 431
Depreciation and amortization .. .. ... ... ... ... ... .. .. 430 413 . (N
Taxesotherthanincome . ... ... .. .. .. . . ... . ccciiiiienn. I 303 303 Lo
Tolal operatingexpense . ........... .. .cceviirierinnn. 5546 6,278 730
QOperating income (loss) .............. e 555 {12) 567
Other income and deductions ‘ . _ : D
Interest expense, Mel .. ... i i e e (308) (291) {17
Equity in losses of unconsolidated affiliates ................... (10} (14) 4"
Other, Nat ... e 96 4 a2
Total other income and daductions ...................... (222) (301) - 79
Income {loss) before income taxes and cumulative effect of a ‘
change in accounting prmclple ............................. 333 - (313) 646
Incometaxes ........................ P 445 363 (82}
Loss before cumulative effect of a change in accounting '
principles . . .. ... e PRI (112) (676) .= 564
Cumulative effect of change in accounting prineiple ............ — (%) 9
NBEIOSS ..ottt e e e e e $ (112) $ (685) 573

Net Loss. ComEd’'s decreased net loss in 2006 compared to 2005 was driven: by a.smaller
impairment of goodwill in 2006, lower purchased power axpense and one-time benefits associated with
reversing previously incured expenses as a result of the July 2006 and December 2006 - ICC rate
orders as more fully described below, partially offset by lower operatlng revenues.

. Operating Revenues. The changes in opera’ang revenues for 2006 compared to 2005 consisted
of the following: .

Inicrease

Weather .. $(226)
CUSIOMEr ChOICE . ... i i i ittt e et e e e (67}
VOIUME L e e e e "84
Rate changes and mMixX ... ... . ... .. e e e c23

Retail revenue ... .. . e i (186)
Wholesale and miscellaneous revenues ... ......... ... ... .t 28
Mark-to-marketcontracts .................. e e e e eeaeaa (5)
o e LT R 23
Decrease in Operating MeVENMUBS .. ....u .ttt it it arannr et rrsnananenrennenes $(163)

Weather. Revenues were lower due to unfavorable weather conditions in 2006 compared to 2005.
The demand for electricity is affected by weather conditions. Very warm weather in summer months
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and very cold weather in other months are referred to as “favorable weather conditions” because these
weather conditions result in increased sales of electricity. Conversely, mild weather in non-summer
months reduces demand. In ComEd’s service territory, cooling and heating degree days were 20% and
8% lower, respeactively, than the prior year.

Customer choice. All ComEd customers have the choice to purchase energy from a compestitive
electric generation supplier. This choice does not impact the volume of deliveties, but affects revenue
collected from customers related to supplied energy and generalion service. As of December 31, 2008,
one competitive electric generation supplier had been granted approval to serve residential cusiomers
in the ComEd service territory. However, they are not currently supplying electricity to any residential
customers.

For 2006 and 2005, 23% and 21%, respectively, of energy delivered to ComEd’s retail cusiomers
was provided by competitive electric generation suppliers. Most of the cusiomers previcusly receiving
energy under the PPO are now electing either to buy their power from a competitive electric generation
supplier or from ComEd under bundled rates.

2006 2005
Retail customers purchasing energy from a competitive eleciric generation supplier:
Volume (GWhS) (B L. i i i e e 20,787 19,310
Percentage of total retail delfiveries . . ... ... ... .. i 23% 21%
Retail customars purchasing energy from a competitive electric generation supplier
or the ComEd PPO:
Number of customers at period end . ... .. ..ottt 20,300 21,300
Percentage of total retallcustomers ... ... ... .. ... () ®)
Volume (GWhS) (B ... i i e 25,521 30,905
Percentage of total retail deliveries . ... ........ ... .. il 28%  33%

(a) One GWh is the equivalent of one million kilowatthours (KWh).
(b} Less than one percent.

Volume. Revenues were higher in 2006 compared to 2005 due primarily to an increase in
deliverias, excluding the effects of waather, due to an increased number of customers.

Rate'éhanges and mix. The increase in revenue related to rate and mix changes represants
differences in year-over-year consumption between various customer classes offset by a decline in the
CTC paid by customers of competitive electric generation suppliers due fo the increase in market
energy .prices. The average rate paid by various customers is dependent on the amount and time of
‘day that the power is consumed. Changes in customer consumption patterns, including increased
usage, can result in an overall decrease in the average rate even though the tariff or rate schedule
remains unchanged. Under current lllinois law, no CTCs will be collected after 2006. Starting in
January 2007, ComEd began collecting revenues consisient with the approved ICC orders in the
Procurement Case and the Rate Case. See Note 4 of the Combined Notes to the Consolidated
Financial Statements for more infermation.

Wholesale and miscellaneous revenues. The wholesale and miscellaneous revenues increase
primarily reflects an increase in transmission revenue reflecting increased peak and kWh lead within
the ComEd service territory.

Mark-to-market contracts. Mark-to-market contracts primarily reflect a mark-to-market loss
associated with one wholesale contract that had previously been recorded as a normal sale under
SFAS No. 133 in 2005. This contract expires in December 2007.
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Purchased Power Expense. The changes in purchased power expense for 2006 compared to
2005 consisted of the following:

Increase
(decrease)

TP $(135)
BT . . i e e e e e : {(111)
CUSIOMEr ChOICE . . .. . e {56)
PIM ransmission ... ... .. oot e ‘ (B8}
MO L e e e e e e e - 42
SECATrates .........coo i e e e e a8
Decrease in purchased POWEr BXPeNSE . ...t it i iieeier ittt i s s neaaannnns _ $(228)

Prices. Purchased power decreased due to the decrease in contracted energy prices under the
PFPA that ComEd had with Generation. The PPA contract was entered into in March 2004 and reflecled
forward power prices in exisience at that time. The PPA terminated at the end of 2008 and was
replaced with the reverse-auction process in 2007, which was approved by the ICC. See Note 4 of the
Combined Notes to Consolidated Financial Statements for more information on the reverse-auction
process.

Weather. The decrease in purchased power expense attributable to weather was due to
unfavorable weather conditions in the ComEd service territory relative to the prior year.

Customer choice. The decrease in purchased power expense from customer choice was primarily
due 1o more ComEd non-residential customers electing to purchase energy from a competitive electric
generation supplier.

PJM transmission. The decrease in PJM fransmission expense reflects a decrease in ancillary
charges, partially offset by increased peak demand and consumption by ComEd-supplied customars.

" Volume. The amount of purchased power attributable to volume increased as a result of increased
usage by ComEd-supplied customers on a weather-normalized basis versus the same period in 2005,

SECA rafes. Effective December 1, 2004, PJM became cbligated to pay SECA collections to
ComEd and ComEd became obligated to pay SECA charges. These charges were being collected
subject to refund as they are being disputed. As a result of current events related to SECA disputes,
during the first quarter of 2006, ComEd increased its reserve for amounts to be refunded. ComEd
recorded SECA collections and payments on a net basis through purchased power expense. As
ComEd was a net collector of SECA charges, the 2005 purchased power expense, which reflected a
full year of SECA collections, was lower than 2006, which reflected only three months of SECA
collections, due to the expiration of SECA charges on March 31, 2006. See Note 4 of the Combined
Notes to Consolidated Financial Statements for more information on the SECA rates.

ar



Operating and Maintenance Expense. The changes in operating and maintenance expense for
2006 compared to 2005 consisted of the following:

Increase
: {decrease)

o rate Orer (B L . e e $(201)
Fringebenefits ® . ... .. . . . . . 43
Severance-Telated EXPENSES . .. .. it i i e e e e e AT
WagES AN SAIANIES . . ittt i e et e 17
Customers’ Affordable Reliable Energy (CARE) program ® . ... ... .. ... ... ..., 9
Emnvironmental Costs ... .. ... ... e - 5
Rentand lease eXpenSe ... ... o it i e e e i e 5
Stormeosts ... e e e e e e 4
PSEG merger mtegratlon COSES . oL e 2
Other .................¢ e e e e e e e e e e e aeeaa e 11
Decrease in operating and maintenance 8Xpense .. ... ...t it ir i (88)

(8) As a result of the July 2008 ICC rate order and the December 2006 ICC order on rehearing, ComEd recorded one-time
benefits assaciated with raversing praviously incurred expenses, including MGP costs, severance costs and procurement
case costs. See Notes 4 and 18 of the Combined Notes ta Consolidated Financial Statements for additional information.

(b) Reflects increases in various fringe banefits, including incroased stock-based compensation expense of $24 million primarily
due 1o the adoption of SFAS No. 123-R on January 1, 2006 and increased pension and other postratirement benefilts costs
of $14 million,

() See Note 4 of the Combined Noles to the Cnnsolldated Financial Statements for additional information.

Impairment of Goodwill. ComEd performs an assessment of goodwill for impairment at least
annually, or more frequently, if events or circumstances indicate that goodwill might be impaired. The
assessment compares the carrying value of goodwill to the estimated fair valug of goodwill as of a
point in time. The estimated fair value incorporates managemeant's assessment of current events and
expected future cash flows. See Note § of the Combined Notes to the Consolidated Financial
Statements for additional information. During the third quarter of 2006, ComEd completed an interim
assessment of goodwill for impairment purposes to reflect the adverse affects of the ICC’s July 2006
rate order. The test indicated that ComEd's goodwill was impaired and a charge of $776 million was
recorded. ComEd’s 2006 annual goodwill impairment assessment (performed in the fourth quarter)
resuited in no additional impairment. After reflecting the impairment, ComEd had approximately $2.7
hillion of remaining goodwill as of December 31, 2006.

During the fourth quarter of 2005, ComEd completed the annually reguired assessment of goodwill
for impairment purposes. The 2005 test indicated that ComEd's goodwill was impaired and a charge of
$1.2 billion was recorded. The 2005 impairment was driven by changes in the fair value of ComEd's
PPA with Generation, the upcoming end of ComEd's transition period and related transition revenues,
regulatory uncertainty in lllincis as of November 1, 2005, anticipated increases in capital expenditures
in future years and decreases in market valuations of comparable companies lhat are utilized to
estimate the fair value of ComEd,

Depreciation and Amortization Expense. The changes in depreciation and amortization
axpense for 2006 compared to 2005 consisted of the following:

Increase
{decrease)
Depreciation expense associated with higher plantbalances ... ... ............. ... ... $12
Other amomZatioN EXPEMSE . ... ittt it ittt i ettt e s 5
Increase in depreciafion and amortizationexpense .. ... ... .. .. o i i i §_1_Z
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In 2007, ComEd's amortization will reflect the elimination of the recoverable. transtion costs
regulatory asset and the initial amortization of the various reguiatory assets authorized by the ICC inits -
July and December 2008 orders, See Notes 4, 18 and 18 of the Combined Notes of the Consnhdated
Financial statements for more information.

Taxes Other Than Income. Taxes other than income remained constant in 2006 comparad to
2005, .

interast Expanse, Net. The increase in interest expense, net in 2006 compared to 2005 primarily
resuited from higher debt balances and higher interest rates. In 2007, ComEd’s interest expense, net
will reflect the initial amortization of the regulatory asset related to the early debt retirement costs
authorized by the ICC in its July 2006 order. See Notes 4, 18 and 19 of the Combined Notes of the
Consolidated Financial statements for more information.

Other, Net. The changes in other, net for 2006 compared to 2005 consisted of the following:

Incraase
-  [dacreass)
o rate Order B L e e $a7
Loss on settlement of 2005 cash-flowswaps .. ............................ e - 15
Saleof recavable in 200G . ... e e e e (3)
Loss on disposition of asseis and investmenis, net . .......... .. i i i i 3
OBl L e e e _(®
Increase inother, net . ... ... ... .. ... .. ... ..... S $92

(@) As a result of the July 2006 ICC rate urder, ComEd recorded a cne-time benefit associated with reversing previously
incurred expenses to retire debt early. See Notes 4, 18 and 19 of the Combined Notes to the Consciidated. Financial
Statements for additional informatian.

Income Taxes. The effective income tax rate was 133.6% and (118.0)% for 2006 and 2005,
respectively. The goodwill impairmant charges increased the effective income tax rate by 81.6% in
2006 and decreased the effeclive income tax rate by 135.0% in 2005. See Note 12 of the Combined
Notes to Consolidated Financial Statements for further details of the components of the effective
income tax rates.

Cumulative Effect of a Change in Accounting Principle. The cumulalive effect of a changer—in'

accounting principle reflects the impact of adopting FIN 47 as of December 31, 2005. See Note 13 of the
Combined Noles to Consolidated Financial Statements for further discussion of the adoption of Fll_\E 47.
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Electric Operating Statistics and Revenue Detail -

Retail Deliverias—(in GWhs} . 2006 2005 Varlance % Change
Fuil service * , ‘
Residential . . .......coiivriiiiiiiiennn. e 28,330 30,042 (1,712) (5.7)%
Small commercial & industriat _ .. e 24122 21,378 2,744 12.8%
Large commercial & industrial ............... e, 10336 7,904 2432 30.8%
Public authorities & electricrailroads ...................... 2254 2,133 121 57%
Totatfullservice .............cc.iivivineann.. ..., 65042 81,457 3,685 5.8%
PPO . ‘ ) -
Small commercial & industral ...... e 2475 5591 (3,116)  (55.7)%
Large commercial & industrial .............. e 2,259 6,004 (3,745) (62.4)%
4,734 11,595 (6,861) (59.2)%
Delivery only ® ‘
Small commercial &industrial ................ciiiiii., 5505 5,677 (172) (3.0)%
Large commercial & industrial .............. ..o 0000 15,282 13,633 1,648 12.1%
20,787 19,310 1477 7.6%
Total PPOand deliveryonly . .......... 0 iiinrrennn, 25,521 30,905 (5.384) (17.4)%
Total retail deliveries .............. ... .. ............ 90,563 92,362 (1,799) (1.9)%

(a) Full service reflacts daliveries to customers taking alectric service under tariffed rates.
(b) Delivery only service reflects customers electing to recelve generation service from a competitive electric generation

supplier,
Electric Revenue . 2006 2005  Variance = % Change
Full service @
Residential .. ...... ...ttt i iieinnean $2,453 $2,584 (131} (5.1)%
Small commercial &industrial ............ ... ciiiiii., 1,882 1,671 21 12.6%
Large commercial & industrial .......... e - 563 408 155 38.0%
Public authorities & electricrailroads ...................... 137 132 5 3.8%
Total full 88rVICE . .. ... e 5035 4,795 240 5.0%
PPO (b} _ .
Small commercial & industrial . ...... e e, 178 385 (207) (53.8)%
Large commercial &industrial ................ ... o000l 137 345 (208) (60.3)%
315 730 (415) (66.8)%
Delivery only '
Smallcommercial & industrial ... ....... ... .. .. ..., 85 95 (10)  (10.5)%
Large commercial &industrial ................ .. ... ... ... 155 156 - (1 (0.8)%
240 251 (11) 4.4)%
Totail PPOanddeliveryonly .......................... 555 981 (426) (43.4)%
Total electric retail revenues .......... e i, 5590 5776  (186) (3.2)%
Wholesale and miscellanecus revenue @ ... ... ... 516 488 28 5.7%
Mark-to-marketcontracts ......... ... ... .. ieiinn, () —_ (5) n.m.
Total operatingrevenues ... ....._..................... %$6,101 $6,264 $(163) (2.6)%

{a) Full service revenue reflects dellveries 10 customers taking electric service under tariffed: rates, which include the cost of
energy and tha cost of the transmission and the distribution of the energy.
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(b} Revenuss from customers choosing the PPC include an energy charge at market rates, transmission and distribution
charges, and a CTC through December 2006,

(c) Delivery only revenues reflact revenue under tariff rates from customers electing to receive electricity from a competitive
electric generation supplier, which includes a distribution charge and a CTC through December 2006.

{d) Wholesale and miscellaneous revenues Include transmission revenue (including revenue from PJM), sales to municipalities
and other wholesale energy sales.

n.m. Nol meaningful

Results of Operations—PECO

Favorable
(unfavorable)
2006 2005 vaﬂlnue
Operating revenues . ... ...... e e $5,168 $4,910 $ 258
Operating expenses . :
Purchasedpowerandfuel ... ... ......................... 2,702 2515 {187)
Operating and maintenance .........,.. e . 628 549 (79)
Depreciation and amortization . ......................... ..., 710 566 {144)
Taxes otherthanincome . _.......................... e 262 231 - (31)
Total cperatingexpense . .............c.couvininenenn.-. 4302 3,861 {441)
Operatingincome ..............................., PRI 866 1,04B (183)
Other income and deductions :
Interest expense, net ....... ... .. il (266) (279) 13
Equity in losses of unconsolidated affiliates . ............. e (9) (16) 7
Other, net ... e e 30 13 17
Total other income and deductions .. .................... (245) (282) Y §
Income before income taxes and cumulative effect of a change in o
accounting principle ............. e 621 767 (146)
INCOMetaxes ...........cccovuinvnninrnrenns i e, 180 247 67
Income before cumulative effect of a change in accounting '
PrinCIPle . ... e e 441 520 {79)
Cumulative effect of a change In accounting pnnclple .......... —_— (3) 3
Netincome ............................ ... S 44 ST (76)
Preferred stock dividends .. ....... ... ... ... ...l ‘ 4 4 -
Netincomeoncommonstock. . .............................. .§ 437 § 513 $ (76

Net Income. PECO'’s net income in 2006 decreased primarily due to higher CTC amortizalion and
higher operating and maintenance expense, which reflected higher storm costs. Partially offsetting
these factors were higher revenues, net of purchased power and fuel expense. Higher net revenues
reflected certain authorized electric rate increases, including a scheduled CTC rate increase, partially
offset by lower net electric and gas revenues as a result of unfavorable weather relative to the prior
year. The increases in CTC amortization expense and CTC rates were in accordance with PECO's
1998 restructuring settlement with the PAPUC. The increase in CTC amortization expense. exceaded
the increase in CTC revenues.
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Operating Revenues. The changes in PECO's operating revenues for 2006 compared to 2005
consisted of the following:

Total

. Increase

Electric Gas (decrease)
Raleincreases ... ... ... .. ... ..ottt §237 $127 $364
CUSIOMEr ChOICE | ...t it ettt eir et e s 62 — 62
Unbilled revenue—change inestimate .............................. 35 —_ a5
VOIME i 20 (10) 10

Weather ... ... ... e (91) (130) (221)
Otherrate changes and miX .. ..o ittt eie o ieeinennasanns {10) — {10)
L R T SR SR € 1<) B~
Wholesale and miscellaneous revenues .. ........oovvieiirnnennenns 26 (8) 18
Increase (decrease) inoperatingrevenues . ..............oovvveeonan. $279 § (21) $ 258

Rate increases. The increase in electric revenues attributable to electric rate increases reflects
scheduled CTC and generation rate increases in accordance with PECO's 19888 restructuring
settlerment with the PAPUC and the elimination of the aggregate $200 million electric distribution rate
reductions over the period January 1, 2002 through December 31, 2005 (approximately $40 million in
2005) related to the PAPUC’s approval of the merger between PECO and ComEd. On January 1,
2007, a scheduled electric generation rate increase took effect, which represents the last scheduled
rate, increase through 2010 under PECO's 1998 restructuring seftlement. This rate increase will not
affect operating income as PECO will incur corresponding and offsetting purchased power expenses
under its PPA with Generation. The increase in gas revenues was due to net increases in rates

- through PAPUC-approved quarterly changes to the purchased gas adjustment clause. The average

purchased gas cost rate par million cubic feet in effect for the twelve manths ended December 31,
2006 was 30% higher than the average rate for the same period in 2005. While PECO's average
purchased gas cost rate was higher in 2008 compared to 2005, quarterly changes to purchased gas
cost rates since March 1, 2006 have resulted in decreases to the rates, with the Sepiember 1, 20086
and December 1, 2008 rate decreases resulting in lower rates in 2006 compared fo comparable
periods in 2005. This trend will continue into the first quarter of 2007, during the peak of PECO’s winter
heating season, as first quarter 2007 rates will be significantly lower than first quarter 2006 rates.

Customer choice. All PECQ customers have the choice to purchase energy from a compstitive
electric generation supplier. This choice does not impact the. volume of deliveries, but affects revenue
collected from customers related to supplied energy and generation service. PECO’s operating income
is not affected by customer chioice since any increase or decrease in revenues is cornpletaiy offset by
any related increase or decrease in purchased power axpense

For 2006 and 2005, 2% and 5%, respectively, of energy delivered to PECO’s retail customers was
provided by compeiitive electric generation suppliers. -

2006 2005
Retail customers purchasing energy from a competitive electric generation supplier:
Number of customers atperiodend .......... . ... ... i, 34,400 44,500
Percentage of total retall customers .. ........ ... .. ... . . i i 2% 3%
Volume (GWhS) B L . it et et v ivrrnrrtnan s ees i s 7687 2,044
Percentage of total retail deliveries . .......... .o, 2% 5%

(a) One GWh is the aquivalent of one million kilowatthours {kWh).
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The increase in electric retail revenue associated with customer choice reflected customers from all
customer classes retuming to PECQ as their electric supplier as a result of rising wholesale enargy pricas
and a number of competitive electric generation suppliers exiting the market during 2005 and 2006.

Unbilfed revenue—change in estimates. In the fourth quarter of 2006, PECO racarded a $35 million
increase to unbilled electric revenues associated with a change in estimate in the amount of revenue
recognized, although unbilled, at the end of 2008, As discussed under Critical Accounting Policies and
Estimates, the nature of the unbilled revenue calculation is inherently an estimation process.:As a
result of Exelon’s integration efforts associated with its then-pending merger with PSEG, analyses
received from a third-party consultant, and PECO’s implementation of a new customer. information
management system in the fourth quarter 2006, PECO received new information with which o better
analyze the data underlying its unbitled revenue caiculation. This amount is partialty offset by a $14
million increase in purchased power expense as noted below.

Volume. The increase in electric revenues was primarily as a result of higher delivery.volume_,
exclusive of the effects of weather and customer choice, primarity due to an increased number of
customers in the residential and small commarcial and industrial classes. The decrease in gas
revenues atiributable to lower delivery volume, exclusive of the effects of weather, was primarily due to
decreased customer usage, which is consistent with rising gas prices. ‘ i

Weather. The demand for electricity and gas is affected by weather conditions. With respect to the
electric business, very warm weather in summer months and, with respect to the electric and gas
businesses, very cold weather in other months are referred fo as “favorable weather conditions”
because these weather conditions result in increased sales of electricity and gas. Conversely, mild
weather reduces demand. Revenues were lower due to unfavorable weather conditions. in PECQO's
service territory, where heating and cooling degree days were 18% and 15% lower, respectively, than
the prior year. o

Other rate changes and mix. The decrease in electric revenues attributable to other rate changes
and mix was primarily due 1o increased large commercial and industrial sales, which are billed at lower
rates relative to other customer classes, and lower rates for certain large commercial and industrial
customers whose rates reflect wholesale energy prices, which were lower in the letter part of 2006
relative to 2005, :

Wholesale and miscellaneous revenues. Tha increase in electric revenues was primarily due to
increased PJM transmission revenue and increased sales of energy into the PJM spot market. K
PECQ's energy needs are less than the daily amount scheduled, the excess is sold into the PJM spot -
market. Revenues from these sales are reflected as adjustments to the billings under PECO's PPA
with Generation. The decrease in gas revenues was due to decreased off-system sales.

Purchased Power and Fuel Expense. The changes in PECO’s purchased power and fuel
expense for 2006 compared to 2005 consisted of the following:

. Total -

Increase

Electric Gas ° {decrsasa)

o 7= O $94 § 127 §221°

CUSIOMET CNOICE .. it ittt e it e et neeeeraranees 62 — 82
PIM ransmissSION .. . e e e 31 - 31
Unbilied revenue—change inestimate .............................. 14 — 14
W EBINEr . L e e e (39) (107) {148)
VOl e e 4 {13} (9]
O B e e 20 (6) . 14
Increase in purchased power and fuelexpense ....................... $186 $ 1 5187




Prices. PECQO's purchased power expenss Increased $87 million corresponding to the increase in
electric revenues which was atiributable to the scheduled PAPUC-approved generation rate increase.
In addition, PECO's purchased power expense increased $7 miltion due to a change in the mix of
average pricing related to its PPA with Generation. Fuel expense for gas increased due to higher
average gas prices. See "Operating Revenues” abave.

" Customer choice. The increase in purchased power expense from customer choice was primarily
due to customers from all customer classes returning to PECO as their eleciric supplier, primarﬂy as a
result of rising wholesale energy prices and a number of competitive electnc generatlon ‘suppliers
exiting the market during 2005 and 2006. :

PJM transmission. The increase in PJM transmission expense reflects increased peak demand
and consumption by PECO-supplied customers due to load growth as well as an increase in PECO-
supplied customers driven by more customers choosing PECO for supply due to competitive electric
generation suppliers’ higher market prices.

Unbilled revenue—change in estimate. in the fourth quarter of 2006, PECO recorded a $14 million
increase to purchased power associated with a change in estimate for unbilled electnc revenue as the
ensrgy component of the estimate change is passed onto Generation.

Weather. The decrease in purchased power and fuel expense attributable to weather was
primarily due to lower demand as a result of unfavorable weather conditions in the PECO servnce
territory relative to the prior year.’

- Volume. The increase In purchased power expense attributable to volume, exclusive of the effacts
- of weather and customer choice, was primarily due to an increased number of customers. The
decrease in gas fuel expense attributable to volume, exclusive of the effects of weather, was primarily
due to decreased customer usage, which is consistent with rising gas prices.

Other. The increase in electric purchased power expense was primarily due to increased energy
purchases in the PJM spot market. If PECO's energy needs are greater than the daily amount
scheduled, the shortfall is secured through purchases in the PJM spot market. These additional costs
are reflected as adjustments to the billings under PECO's PPA with Generation. The decrease in gas
fuel expense was related to decreased off-system sales.

, Operating and Maintenance Expense. The changes in operating and maintenancie. axpense for
2006 compared to 2005 consisted of the following:

Increase
(decrease)
Stormeosts . ............. e PN P e e - $36
Contraclors (a) | . ... i e e i i 14
Allowance for uncollectible accounts ® . .. ... ... e 13
FANGE DONEAS ) . ... ..\ \ s e e e e ettt e e e aaans 11
Severance-related eXpENSES ... ... .ottt e 8
PSEG merger integrationcosts ........ ...t [ e 2
Injuries anddamages ............ ... . ... .. e e et ee iy (8)
Enviranmental reserveld ... ..o e P - 4)
L0 13T L. 7
Increase in operating and maintenance exXpense ..............oiiiiiiiii i eans $79

(a) Reflects higher professional fees, including $9 milfion associated with tax consulting, and various other increases. See Note
18 of the Combined Noles to Consolidated Financial Statements for additional information regarding tax consulling fees.
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(b} Reflects the following factors, all of which Increased expense in 2006 as compared to 2005: (i) higher average accounts
raceivable balances in 2006 compared to 2005 rasultng from increased revenues; (i) changes in PAPUC-appraved
regulations related 1o customer paymant terms; and (iii} an increase in the number of low-income customars participating in
customer assistance programs, which allow for the forgiveness of certain receivables.

{¢) Reflects increased stock-based compengation expenss of $1 mﬂhon pnmaniy tue 1o the adoption of SFAS No 123-R on
January 1, 2008,

{d) Represents a settlement related to one Superfund site in-the first quarter of 2006, See Nole 18 of iha GomblnEd Notes o
Consolidated Financial Statements for additional information. . -

Depreciation and Amortization Expense. The changes in deprecsatmn and amortization
expense for 2006 compared to 2005 congisted of the fol!owmg .

Increase
. . {decrease)
CTC amorization &) L. e i $146
Accelerated amontization of PECO billing system®™ .. .. ... ... o it R ' (o))
Other depreciation and amortization expense ..................., e 2
Increase in depreciation and amortization expense .......... s e $144

(a) PECO’s additional amortization of the CTC is in accordance with its original settlement under the Pennsylvania Competition
Act.

(b} in January 2005, as part of a broader systems sirategy at PECO associated with the proposed merger with PSEG, Exelon's
Board of Directors approved the implementation of a new customer information and billing system at PECO. The approval of
this new system required the accelerated amortization of PECO’s exisling system through 2006 and the recognition of
additional amortization expense of $13 milion and $2 million in 2005 and 2006, respectively. The new system was
implementad in the fourth quarter 2006, .

Taxes Other Than Income. The changes in taxes other than income for 2006 oompared to- 2(105
cansisted of the following:

Increase

{decraase)
Taxes on ulility revenues @ .., ... ... ......... e e . $14
State franchise tax adjustments in 2006 and 2006 ®) . . .. ... ... e, 10
Real estate tax adjustmentin 2005 @ . ... ..... ... ... ... ..., P e e 6
Sales and use tax adjustments in 2006 and 2005 .............. ... 0L . (2)
T ___§
Increase intaxes other than INCOME . ... ...\t it ittt i aareannn . '$31 -

(a) As these taxes were collected from customers and remitted o the taxing authorities and lncluded in revenues and ¢ wpensas
the increass in tax expense was affset by a corresponding increase in revenues.

(b} Represents the reduction of tax accruals in 2006 of 37 million following settlements ralated to prlor year {ax assessmen*ts
and the $17 million reduction of an accrual in 2005 related to prior years.

{e) Represents the reduclion of a real estale tax acerual in 2005 following settlements relatex to pnar yaar tax assessments

Interest Expense, Net. The decrease in interest expense, nat for 2006 compared to 2005 was
primarily due lo scheduled payments on long-term debt owed to PECO Energy Transition, Trust
(PETT), partially offset by an increase in interest expense associated with the September 2006
issuance of $300 million First Mortgage Bonds, higher interest rates on variable rate. iong-term debt
and an increased amount of commercial paper outstanding at higher rates.

Other, Net. The increase in other, net for 2006 compared to 2005 was primarily due to interest
income associated with an investment tax credit refund of $11 million and interest income associated
with a research and development credit refund of $10 million in 2006. See Nate 19 of the Combined
Notes to the Consolidated Financial Statements for further details of the components of other, net. See
Note 18 of the Combined Notes to the Consolidated Financial Statement for additional information
regarding the investment tax credit and research and development credit refunds.
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Equity in Losses of Unconsolidated Affiliates. The decrease in equity in losses of
unconsolidated affiliates was a result of a decrease in net interest expense of PETT due to séheduled
repayments of outstanding long-term debt. . '

Income Taxes. PECO's effective income tax rate was 29.0% for 2006 compared to 32.2% for
2005. The lower effective tax rate in 2006 reflects investment tax credit and research and development
credit refunds in 2006, See Note 12 of the Combined Notes o Consolidated Financial Statements for
further details of the components of the effective income tax rates.

r.‘umulatfve Effect of a Change In Accounfing Principle. The cumulative effect of a change. in
accounting principle reflects the impact of adopting FIN 47 as of December 31, 2005. See Note 13 of the
Combined Notes to Consolidated Financial Statements for further discussion of the adoption of FIN 47.

PECO Electric Operating Statistics and Revenue Detail
PECO’s electric sales statistics and revenue detail are as follows

Retail Dellveries—{in GWhs) 2006 2005  Variance % Change
Full service @ -
Residential . .. .. . ... . . .. .. . 12,796 13,135 (339) (2.6)%
Small commercial & industrial ............... ... .. ... 7,818 7,263 555 7.6%
Large commercial &industrial ............... ... ... 15,898 15,205 693 4.6%
Public authorities & electric railroads ...................... 906 962 (5% (5.8)%
Totalfullservice .......... ... i iiann 37,418 36,565 853 2.3%
Delivery only (& _ .
Residential . .......................cco... e .. 81 334 (273)  (81.7)%
Small commercial & industrial ............................ 671 1,257 (586) (46.6)%
Large commercial & industral . ........................... 35 503 . (468) (93.0)%
Totaldeliveryonly ..........cciieiiiiiiiiiiiiiiinn. 767 2,084 (1,327) (83.4)%

Total retail deliveries ......................... T 38,185 38,650 (474) (1.2)%

{a) Full service reflects deliveries to customers taking electric service under tariffed rates.
{b) Delivery only service reflecis cusiomers raceiving electric generation service from a competitive electric generation supplier.

Electric Revenue : 2006 2005  Varlance % Change
Full service @ .
Residential . ... . .. ... ... . .. . ... ..... $1,780 $1,705 §$ 75 - 4.4%
Small commercial & industriat ................ ... ..., 943 818 125 15.3%
Large commercial & industial ....... ... . ... ... .. 1 286 1,173 113 9.6%
Public authorities & electric railroads .................. e 83 84 {1 (_‘I .2)%
Totalfullservice ............ccoiiiiiiiiiiinnnn. 4,092 3,780 312 B.3%
Delivery only ) ‘ - _
Residential . ................... ettt e 5 25 {20y {80.0)%
Small commercial & industrial .... ... e e - 36 63 (27) . (42.9)%
Large commercial & industrial ............................ 1 13 (12} . (92.3)%
Total deliveryonly . ...... e e 42 101 (59)  (68.4)%
Total electric retail revenues ....... e aeaaas e 4,134 3,881 253 6.5%
Wholesale and miscellaneous revenue © . ... ............... 238 212 26 12.3%
Total electric and otherrevenue .................,.. ... $4,372 54,003 $279 0 6.8%

{a) Full service revenue reflects revenus from customers taking electric service under tariffod ratas whlch includas Ihe mst of
energy, the cost of the transmission and the distribution of the energy and a CTC.

96




(b) Delivery only revenue reflects revenue from customers raceiving generation service from a competiﬁvaralectﬂg gefl&raﬂon

supplier, which includes a distribution charge and a CTC.

{c) Wholesale and miscellanecus revenues include transrnlsslon revenue from PJM and oiher wholesale energy sales

PECO’s Gas Sales Statistics and Revenue Detail
PECO's gas sales statistics and revenue detail ware as follows:

Deliveries to customars {in million cublc féot (ﬁmcf}) T 2006 ) 2005 Vaﬂlnce % Change
Retailsales ........................... e reeeas 50,578 59,751 (9 173) (15.4)%
Transportation......................... e ... 25527 25310 217 0.9%
Total T T I L) 85,081 (8,958) (10.5)%
Revenue | L 2008 2005  Varance % Change
Retailsales ............... Ceeteieiiiiieieaele.. 8 770 % 783 8 (13) (D%
TranSpOratioN . . .. . i e e 16 16 —_— -— %
Resalesand other ... ... . . . . i it , 10 18 {8) (44.4Y%
Totalgasrevenue . _..............vovuun.... e e 3 796 5 817 3 21)  (28)%

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

Results of Operations-Exelon

Favorable’
{unfavorable)
L i 2005 2004 variance
Qperatingrevenues . .......... .. ... e e e $15,357 $14,133 $1.224
Operating expenses .-
Purchased power and fuelexpense ....................... 5,670 4,929 (741}
Operating and maintenance expense . ... .. .. P e 3,694 3,700 6
Impairmentofgoodwill . .......................... Cereie 1,207 — (1,207}
Depreciation and amortization .............. e, 1,334 1,295 (39)
Taxes otherthanincome .. ..., .............ccc0vune e 728 710 (18)-
Total operatingexpenses ... ............covnn. e, 12,633 . 10,634 . (1,999)
Operating IMCOMIE . .. i i i e ieeanenenanan, 2,724 3,499 {775)
Other income and deductions
Interestexpense .. .............. ... e e e . {513) (471) (42)
Interest expense to affiliates, net ..... SN e {(316) (357) 41
Equity in losses of unconsolidated affiliates .. ............... {134) (154) 20
Other,net ........................... e v 134 60 74
Total other income and deductions .................... {829) (922) 93
Income from continuing operatlons before income taxes and
minority intarest . ... .. ... e : 1,895 - . 2,677 {682)
Incometaxes .............counini i, S, 944 713 . (231) .
Income from continulng operations before minunty mterest ... 951 1,884 S {913)
Minority interast . . . ... .. .. ... . . . . . i i, — 6 (8)
Income from continuingoperations ... ...................... 951 1,870 (919)
Income from discontinued operations, net of income taxes . 14 (29) 43
Income before cumulative effect of a change in accountmg Co
principle . .. .. ... ... e 965 1,841 (876)
Cumulative effect of changes in accounting prmclples e " {42) 23 {65)
Netincome ...................oouvinni... eeeeeeseo.. $923 $ 18684 § (941)
Diluted earnings pershare ... ...... ... ....ccoeeiivenrennn $ 136 & 278 § (142
a7




Net Income. Net income for 2005 reflects an impairment charge of $1.2 billion associated with
ComEd's goodwill and losses of $42 million for the cumulative effect of adopting FIN 47, partially offset
by higher realized prices on market sales at Generation and favorable weather conditions in the
ComEd and PECO service territories. Net income for 2004 reflects income of $32 million for the
adoption of FIN 46-R, partially offset by a loss of $9 million related to the adaption of Emerging ssues
Task Force (EITF) Issue No, 03-16, “Accounting for Investments in Limjted Liability Companies” (EITF
03-16). See Note 1 of the Combined Notes to Consolidated Financial Statements for further
mformatnon regarding the adoption of FIN 46-R.

Operating Revenues. Operating revenues mcreased primarily due to increased revenues at ComEd
and PECO and increased revenues from non-affiliates at Generation. The increase in revenues at
ComEd and PECO was primarily due to favorable weather conditions, an increase in the number of
customers choosing ComEd or PECO as their electric supplier and higher transmission revenues,
partially offset by decreased CTC coliections at ComEd. The increase in revenues from non-affiliates at
Generation was primarily due to higher prices on energy soid in the market, partially offset by an increase
in the percentage of energy produced and sold to ComEd and PECO and the sale of Boston Generating
in 2004. See further analysis and discussion of operating revenues by segment below.

Purchased Power and Fuel Expense. Purchased power and fuel expense increased primarily
due to overall higher market energy prices and higher natural gas and oil prices, partially offset by the
decrease in fuel expense due to the sale of Boston Generating in 2004, favorable mark-to-market
adjustments related to non-frading activities and the expiration of the PPA with Midwest Generation in
2004. Purchased power represented 22% of Generation's total supply in 2005 compared fo 24% in
2004. See further analysis and discussion of purchased power and fuel expense by segment below.

.Operating and Maintenance Expense. Operating and maintenance expense increased primarily
due to a gain recorded in 2004 relaied to the DOE settlement, an increase to the reserve for the
estimated future asbestos-related bodily injury claims that was recorded in 2005, higher costs
associated with planned nuclear refueling oulages, and Incteased costs raelated to an operating
agreement with a subsidiary of Tamuin International, Inc. (formerly Sithe International, In¢.), partiaily
offset by the sale of Boston Generating in 2004 and decreased severance and benefit expense. See
further discussion of aperating and maintenance expenses by segment below.

Impairment of Goodwill. During 2005, in connection with the annually required assessment of
goodwill for impairment, ComEd recorded a $1.2 billion charge.

Depreciation and Amortization Expense. The increase in depreciation and amortization
expense was primarily due to additional plant placed in service, additional amortization of the CTC at
PECO and accelerated amortization of PECO's current customer information and billing system,
partially offset by the establishment of an ARC asset for retired nuclear units in 2004 which was
immediately impaired through depreciation expense.

Operating Income. Exclusive of the changes in operating ravenues, purchased power and fuel
expense, operating and maintenance expense, impairment of goodwill and depreciation and
amortization expense discussed above, the change in operating income was the result of increased
taxes other than income, partially offset by the sale of Boston Generating in 2004 and reducsad property
tax expense.

Other Income and Deductions. The change in other income and deductions reflects a 2004
charge at ComEd associated with the accelerated retirement of debt and the related reduction in
inferest expense from these debt retirements and increased realized gains related to the
decommissioning trust fund investments for the AmerGen plants, partially offset by increased interest
expense on short-term debt at Exelon, increased lossas from Exelon’s investment in synthetic fuel-
producing facilities and an $85 million gain recorded in 2004 on the sale of Boston Generating.
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Effective Income Tax Rate. The effective income tax rate from continuing operations was 49.8%
for 2005 compared to 27.7% for 2004. The goodwill impairment charge increased the effective income
tax rate from continuing operations by 22.3% for 2005. See Note 12 of the Combined Notes to the
Consolidated Financial Statements for further discussion of the change in the effective income tax rate.

Discontinued Operations. On January 31, 2005, subsidiaries of Generation completed a series
of transactions that resulted in Generation's sale of its investment in Sithe. In addition, Exelon soid or
wound down substantially ali components of Enterprises and AllEnergy, a business within Exelon
Energy. Accordingly, the resulls of operations and any gain or loss on the sale of these entities have
been presented as discontinued operations within Exelon’s and Generation’s Consolidated Statements
of Operations. See Notes 2 and 3 of the Combined Notes to Consolidated Financial Statements for
further information regarding the presentation of Sithe, certain Enterprises businesses and AllEnergy
as discontinued operations and the sale of Sithe. The results of Sithe and AllEnergy are included in the
Generation discussion below.

The income from discontinued operations increased by $43 million from 2004 to 2005 primarily
due to the gain on the sale of Siths in the first quarter of 2005.

Cumulative Effect of Changes in Accounting Principles. The cumulative effect of changes in
accounting principles reflects the impact of adopting FIN 47 as of December 31, 2005 and the
consolidation of Sithe in accordance with FIN 46-R as of March 31, 2004. See Notes 1 and 13 of the
Combined Notes to Consolidated Financial Statements for further discussion of the consolidation of
Sithe and the adoption of FIN 47, respectively,

Results of Operations by Business Segment

The comparisons of 2005 and 2004 operating results and other statistical information set forth
below include intercompany fransactions, which are eliminated in Exelon’s consolidated financial
statements.

Neat Income {Loss) from Continuing Operations by Business Segment

Farvorébla
{(unfavorable)
2005 2004 variance
L e T o O $1,108 $ 657 $ 452
COMEd ... i et ea e e e, (676) 676 (1,352)
PECO ..ot U S 520 455 65
Other (B L e e {2) 82 (84)
Total . e e s $ 951 $1.870 $ {919)

(a) Other includes corporate operations, shared service entities, mcludmg BSC, Enterprises, mveslmants in synthetlc fuel-
producing facilities and intersegment eliminations.

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

- Favorable
(unfavorable)
2005 2004 varlance
GENEIAtON . . ..ttt e $1,128 $ 641 § 487
COMEd .. . e e {676) 676 (1,3582)
PR . e e e e 520 455 65
Other® ................. i, (7) 69 (76)
TOMAL vttt e e e e $ 965 $1,841 § (876)




{a) Other includes carporate operations, shared service entities, induﬁing BSC, Enterprises, investments in synthetic fuei-
producing facilities and intersegment eliminations.

Net Income (Loss) by Business Segment

Favorable
{unfavorable)
‘ A ‘ 2005 2004 varianca
Generation . ............ e e e $1,008 $ 673 § 425
ComEd ............. . e e e aaeaaan (685) 676 (1,361} -
PECO ... i e it st e resasas 517 455 62
Other® ... ............ e eaeaaan e e (M) 60 {67)
- [ § 923 $1864 $ (941)

(a) Otiher includes ca‘borate operalions, shared service entilies, including BSG, Enterprises, investments in_synthetic fuel-
producing facilities and intersegment ¢liminations.

Resuits of Operations—Generation

Favorabla
(unfavorable)
. L ) : 2005 2004 - varlance -
Operatingrevenues .. ... ... . ... ... i $9,046 $7,703 $1,343
Ogperating expenses
Purchasedpowerandfuel ................c. iiiiiiiinnenns 4,482 4,011 471}
Operating and Maintenance .........covvriiirirrrertranaenes 2,288 2,201 (87)
Depreciation and amortization . ... ... ... ... ... ... 254 286 a2
Taxes otherthanincome . . . ....... . ... .. ... ... .. ... 170 166 4)
Total operating expenses . ... ... i 7,184 6,664 (530)
Operating iINnCoOme ............ ... .0ttt 1,862 1,039 813
Other income and deductions
INterest BXPENSE . .. oot i {(128) (103) (25)
Equity in losses of unconsoclidated affiliates .. ................. {1) (14) 13
Other,net ...........co i e 95 130 (39)
Total other income and deductions . ..................... - (34) 13 (47
Income from continuing operations before income taxes and
‘minorityinterest .. ... ... ... 1,818 1,052 766
Incometaxes ... ... .. ... ... 709 401 (308)
Income from continuing operations before minority interest . .. .. 1,109  651. 458
Minorityinterest .. ........... ... i it s — 6 {6)
Income from continuing operations . .............. e 1,109 - 657 452
Discontinued operations :
Loss from discontinuad operations .......................... —_ {16) 16
Gain on disposal of diacontinued operations .................. 19 — 19
Income (loss) from discontinued operations ............... 19 (18 . 35
Income before cumuiative effect of changes in accounting ,
principles . .. ... ... ... . e e 1,128 641 487
Cumuiative effact of changes In accounting principles . ......... (30) 32 (62)
Netineome . ...... ... ... . i i iiar e $1,098 § 673 $ 425




Net Income. Generation’s net income in 2005 increased $425 million as compared (o the prior
year, primarily as a result of higher revenue, net of purchased power and fuel expense, partially offset
by higher cperating and maintenance axpense and interest expense. Generation's revenue, net of
purchased power and fuel expense, increased $872 million in 2005 as compared to the prior year. This
increase was driven by the contractual increase. in prices associated with Generation's PPA with
ComEd and higher average margins on wholesale market sales as higher spot market prices more
than compensated for higher fuel prices and the impact of higher nuclear generation.

Operating Revenues. For 2005 and 2004, Generation’s sales ware as follows:

Revenue 2605 2004 Varlance % Change
Electricsalesto affiliates .............. ... ... . ..o ..t $4,775 $3,749 $1,026 27.4%
Wholesale and retail electricsales ........................ 3341 3227 114  35%
Totalenergy salesrevenue .................ccoveeeennvans 8,116 6976 1,140 16.3%
Refailgassales............................. e 613 448 165  36.8%
Trading portfolio . ... .. ... ... . .. e 17 & — 17 nm.

Otherrevenue @ . . ... . ... ... .. . . . . . ..., 300 279 21 | T 5%
TOtal reVENUE ..ttt e e e e e e e . $9,046 $7.703 $1343 .17.4%

(a) Includes sales related to toliing agreements, fossil fuel sales, operating service agresments and decommissioning revenue
from ComEd and PECO.
n.m, MNot meaningful

Sales (in GWhs) 2005 2004  Varlance % Change

Electric sales to affilates . ............overroierernnss 121,961 110465 11,496  10.4%
Wholesale and retail eleclricsales ...................... 72,376 92,134 (19,758) (21.4)%
Total SAIES . .. oo 194,337 202,599 (8,262) (4.1)%

Trading volumes of 26,924 GWhs and 24,001 GWhs for 2005 and 2004, respectively, are not
included in the table above.

Electric sales fo affiliates. Revenue from sales to affiliates increased $1,026 million in 2005 as
compared 1o the prior year. The increase in revenue from sales fo affiliates was primarily due to a $635
million increase from overall higher prices associated with Generation’s PPA with ComEd and a $391
million increase from higher electric sales volume. As a result of the Amended and Restated Purchase
Power Agreement as of April 30, 2004 with ComEd, effective January 1, 2005, Generation began
receiving overall higher prices from ComEd for its purchasad power. The higher sales volumes to
ComEd and PECO resulted from favorable weather conditions in the summer and winter periods in the
ComEd and PECO service territories and an increase in the number of customers retummg from
competitive electric generation suppliers in 2005 compared to the prior year.

Wholesale and retail electric sales. The changes in Generation's wholesale and retail electric sales
for 2005 compared to 2004 consisted of the following:

Increase

{decrease)
T § 879
Volume .. e e e {526)
Sale of Boston Generating .............. e et - .{239)

Increase in wholesale and retail eleciricsales ............ e e aa $ 114
(a) Sales to Boston Generating of $9 million were included in other revenue for 2004,
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Wholesale and retail sales increased $114 million due to an increase in market prices in 2005
compared to the prior year. The increase in market prices was primarily driven by higher fuel prices
(e.g9. oil and natural gas). The increase in price was pariially offset by lower volumes of generation
capacity sold to the market in 2005 as compared to 2004. Generation had less power to sell into the
market as a result of higher demand for power sold to affiliates in 2005 and the expiration of its PPA
with Midwest Generation in 2004. The remaining decrease in wholesale and retail sales of $239 million
was due to the sale of Boston Generaling in May 2004,

Retail gas sales. Retail gas sales increased $165 million primarily due to significantly higher gas
prices in the overall market.

Trading portfolio. Trading portfolio incoms increased $17 million in 2005 compared to the prior
year due to an increase in trading volumes. See ITEM 7A. Quantitative and Qualitative Dlsclosures
About Market Risk—Proprietary Trading Activities for further information.

Other revenues. The increase in other revenues in 2005 was primarily due to an increase of $60
million associated with revenue from Generation’s operating services agreements with PSEG and
Tamuin Intemational, Inc. This increase was partially offset by a decrease of $39 million related to
lower fuel sales, a reduction in decommissioning revenue from ComEd and lower sales from tolling and
gas management agreements. The increased revenue from the operating services agreements was
subsiantially offset by a comesponding increase in Generation’s operating and maintenance expense,

Purchased Power and Fuel Expanse Generation’s supply sources are summarized below

Supply Source (In GWhs) : 2005 2004  Variance % Change
Nuclear generation® . ... ... ... 137,936 136,621 1,315  1.0%
Purchases—non-trading portfolio ....................... 42,623 48,968 (6,345) (13.00%
Fossil and hydroelectricgeneration . . .................... 13,778 17,010 (3,232 (19.00%
TOISUPPIY e v eee e e e h et e 194,337 202,599 (8,262)  (4.1)%

(a) Represents Generation’s proportionate share of the output of its nuclear generating plants, including Salem, which is
operated by PSEG Nuclear.

The changes in Generatlons purchased power and fuel expense for 2005 compared to 2004
consisted of the following: :

' Increase
Price Volume [Decrease)

PUIChased POWEI COSES ... ..vu ittt it e tenanne et e eannnneneenns ' $654 $(327) $ 327
Generallon Costs ... ... ... et 168 16 214
Fuelresale cosls .. ... . ... . . .. i i i i, 149 (2) 147
SaleofBostonGenerating . ..........ccvviiiii i i, [ am.  am (226)
Mark-to-market . ... ... .. . i e n.m. n.m. 9

Increase in purchased power and fuelexpense ....................... $ 471
n.m. Not meaningful

Purchased Powsr Costs. Purchased power costs include all costs associated with the
pracurement of electricity {i.e., capacity, energy and fuel costs). Generation experienced overall higher
realized prices for purchased power in 2005 compared to 2004, resulting in a $854 million increase.
This was offset by a decreasa of $327 million due fo lower volumes of purchased power in the market
as a result of more demand from affiliates.
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Generation Costs. Generation costs include fuel cost for internally generated energy. Generation
experienced overall higher generation costs for 2005 compared to 2004 due to overall energy market
conditions resulting in higher prices for raw materials (e.g., oil, natural gas and coal) used in the
production of electricity. Additionally, there was an increase of $16 milllion related to higher nucisar and
fossil generation need to meet affiliates’ demand.

Fuei Resale Costs. Fuel resale costs include retail gas purchase and wholesale fossil fusl
expenses. The changes in Generation's fuel resale costs in 2005 as compared to 2004 consisted of
overall higher realized gas prices, offset by a $2 million volume decrease in the gas retail business.

Sale of Boston Generating. The decrease in purchased power and fuel expense associated with
Boston Generating was due to the sale of the business in May 2004.

Mark-to-market. Mark-to-market losses on power derivative activities were $12 million for 2006
compared to losses of $3 million for 2004.

Generation’s average margih pef MWh of elactricity sold for 2005 and 2004 was as follows:

E)M_Wh__) 2005 2004 % Change
Average electric revenue
Electric sales to affiliates ® . .. .........ccoiiiioeiiien i $39.156 $33.94 154%
Wholesale and retail electricsales ........ e s 4616 3503 31.8%
Total—excluding the trading portfolio . ...................... 4176 3443 21.3%
Average electric supply cost (t—exciuding the trading portfolio .. .... .. .$2011 $17.80 14.3%
Average margin—excluding the trading portfolio ..................... $21.65 $1683 28.6%

{a}) The increase in $/MWh was due tc higher prices In 2005 assoclated with Generation’s PPA with ComEd.
{b} Average supply cost includes purchased power and fuel costs associated with electric sales. Average etectric supply cost
does not include fusl costs associated with retail gas sales.

Nuclear fleet operating data and purchased power cost data for 2005 and 2004 were as follows:

2005 2004
Nuciear fleet capacity factor ® .. .. ... ... ... i i i 93.5% 93.5%
Nucisar fleet production cost per MWh® ... .. .. ... ... .. i, $13.03 $12.43

{(a) Excludes Salem, which is operated by PSEG Nuclear.

Generation’s nuclear fleet capacity factor was the same in 2005 as 2004. Higher costs associated
with the planned refuel outages and higher non-outage operating costs resulted in a higher production
cost per MWh produced for 2005 as compared to 2004. There were nine planned refueling outages
and 25 non-refueling cutages in 2005 compared to nine planned refuel outages and 20 non-refueling
outages in 2004. ‘ ‘

During 2004, both Quad Cities' units operated intermittently at Extended Power Uprate (EPU)
generation levels due to performance issues with their steam dryers. As of the third quarter of 2005,
both of the Quad Cities’ units returnad to EPU generation levels after extensiva testing and load
verification on new replacement steam dryers was completed. Near the end of 2005, the generation
levels of both Quad Cities’ units were again reduced to pre-EPU generation levels to address
vibration—related equipment issues not directly related to the steam dryers. The units will be brought
back to full EPU generation levels after all issues are addressed to ensure safe and reliable operations
at the EPU output levels which is expected 1o occur in 2006.
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Operating and Maintenance Expense. The increase in operating and maintenance expense for
2005 compared to 2004 consisted of the following: :

Increase
. {decrease)

Nuclear refueling and non-outage operatingcosts ...........covveee e $78
DOE settlement in 2004 . ... .. ... ... . . et e 42
Tamuin Intermational . ... ... ... e e eseas 44
Actrual for estimated future asbestos-related bodily injury claims ...................... 43
Nuclear operating services agreement . ........... .o iiiaarinirnnnn. e 14
Pension, payroll and banefitcosts ..........ccco i {58)
Boston Generaling . ... . e e e i e s {62)
Decommissioning-related activity . . .. ... .. ... ... Ll (38)
0 13T 24
Increase in operating and maintenanCe exXpense . ...... .o vurere e rieinn e annens $87

This net $87 million increase was attributable to the following:

+ A $78 million increase in nuclear refueling and non-outage operating costs due to an increase
in nuclear maintenance costs of $44 million related to planned nuclear refueling outages for
plants operated by Generation and the co-owned Salem Generating Station, and increases in
other nuclear operating and maintenance expenses of $34 million, primarily security and
inflationary costs;

= A $42 million reimbursement in 2004 of costs incurred prior to 2004 for the siorage of spent
nuclear fuel associated with the DOE settlement agreemant;

= A $44 million increase in expenses associated with Generation's operatihg service agreement
with a subsidiary of Tamuin Intemnational, Inc;

= The establishment of a $43 million liability in June 2005 for estimated future asbestos-related
bodily injury claims (see further discussion in Note 17 to the Combined Notes to Consolidated
Financial Statements); and

« Costs of $14 million in 2005 associated with the Salem and Hope Creak Operating Services
Agreement with PSEG, the reimbursement of which is included in other revenues.

The increases in operating and maintenance expense described above were partially offset by
lower payroll-related expenses (a $58 million reduction), the elimination of $62 milfion in expenses at
Boston Generating due to its sale in May 2004 and a $36 million reduction in the contractual obligation
that Generation has to ComEd related to decommissioning obligations (which is included in the $38
million of dacommissioning-related activity in the table above).

Depreciation and Amortization, The decrease in depreciation and amortization expense for
2005 compared io 2004 was primarily due to the establishment of an ARC asset for retired nuclear
units of $36 million recorded in the third quarter of 2004 which was immediately impaired through
depreciation expense as this asset was associated with retired nuclear units that do not have any
remaining useful life. This decrease was partially offset by increased depreciation expense due to
recent capital additions.

-Taxes Other Than income. The increase in taxes other than income for 2005 as compared to
2004 was primarily due 0 a net increase in Generation’s reserves related to payroll taxes, sales and
use taxes and other taxes other than income, partially offset by a reduction in taxes resulting from the
sale of Boston Generating in May 2004.

Other, Net, The decrease in other income for 2005 as compared to the prior year was primarily
due to the $85 million gain ($52 million, net of taxes) on the disposal of Boston Generating recorded in
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May 2004, partially offset by gainé of §36 million realized in the second guarter of 2005 related lo the
decommissioning trust fund investments for-the AmerGen plants, primarily associated with changes in
Generation’s investment strategy. . ,

Effective Income Tax Rate, The effective income tax rate from continuing operétiuns was 39, 0%
for 2005 compared to 38.1% for 2004. See Note 12 of the Combined Notes to thé Consohdated
Financial Statements for further discus ron of the change in the effective income tax rate.

Discontinued Operations. On J nuary 31, 2005, subsidiaries of Generation completed a series
of transactions that resulted in Generation's sale of its investment in Sithe. In addition, Generation.sold
or wound down substantially all ponents of AllEnergy, a business within Exelon Energy
Accordingly, the results of operations and the gein on the sale of Sithe and results of AllEnergy have
been presented as discontinued operations for 2005 within Generation’s Consolidated Statements .of
Operations. See Notes 2 and 3 of the Combined Notes to Consclidated Financial Statements for
further information regarding the presentation of Sithe’s and AllEnergy’s results of operatlons as
discontinued operations and the sale of Sithe as discontinued operations.

Cumulative Effect of Changes in Accounting Principles. The cumulative effect of changes ih
accounting principles reflects the impact of adopting FIN 47 as of December 31,- 2005 and the
consoclidation of Sithe in accordance with FIN 46-R as of March 31, 2004. Ses Motes 1 and 13 of the
Combined Notes to Consolidated Financial Statements for further discussion of the consolldatlon of

Sithe and the adoption of FIN 47, respectively.
Results of Operations—ComEd .
. F vomb:j
(un?avora a)
_ 2005 2004 variance
Operating revenues .............|........ e $6,264 $5803 $ 461
Operating expenses .
Purchased power ............ . oo 3520 2,588 {932)
Operating andmaintenance . ... .[.......c.coimiiininineinn. 833 897 64
Impairmentofgoodwill ... ... .0 ... .. veiiiiiinria 1,207 —_ (1,207)
Depreciation and amortization ......... ... .ccoeeiiiiiiia 413 410 (3
Taxes otherthanincome ... . ... iirriie i, -303 291 (12)
Total operating eXPense .. ... ..ot ie e 6,276 3,186 (2,090
Operatingincome {loss) .. ........ . ... ... ciiimiiinniinaany {12) 1,617 (1,629)
Qther income and deductions
Interestexpense, net ... . ... . (291)  (349) 58
Equity in losses of unconsolidated affiliates ................... {14) {19} 5
Net loss on extmgwshment oflong-termdebt .................. — {130) 130
Othar,nat ... ... e 4 - 14 (10)
Total ather income and deductions .. ..... e .. (301)  (484) 183
Income (loss) befora income taxes énd cumulative effect of a :
change in accountingprinclple .|.................ccoveeens, - (313) 1,133 - (1,448)
INcomMetaxXes ... ........ ... iidirini it e 363 457 g4
Income (loss) before cumulative effect of a change in accounting :
principles ... ... (676) 676 (1,352)
Cumulative effect of change in accaunting principle ............ ) — (9
Netincome (loss) ............... e $ (685)°$ 678 ~ $(1,361)
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Net Loss. ComEd's nat loss in 2005 was driven by the impairment of goodwill and higher
purchased power expense, partially offset by higher operating revenues due to favorable weather and

due to the impacts of a 2004 charge associated with the accelerated retirement of long-term debt and
lower interest expense.

Operating Revenues. The changes in operatmg revenues for 2005 compared to 2004 consisted
of the following: _

Increase
: . (decrease)
L= 11 $415
CUSIOMEr ChOICE . ... ottt et e e 81
Ratechangesandmix ... ............. .o, S (66)
VO L.t i i e e e e e PP {3)
T . e 9)
Rt FEVENUE .. ... . e e 418
PIM A anS M S S 0N . ... .. ittt e e e 58
T&O  SECArales . . i e et {28)
MiSCRll AN OUS TEY BN . .. i vt vt et et ettt s ts ts e tamenanesesasssanansnssensesans 13
LI T T T R 43
INCrease in OPErating TEVENUES ... cu vttt i ittt r e eee s nnraareenatnanenns $461

Weather. Revenues were higher due to favorable weather conditions in 2005 compared to 2004.
The demand for electricity is affected by weather conditions. In ComEd’s service termritory, cooling and
heating degree days were 90% and 1% higher, respectively, than the prior year.

Cusfomer choice. Al ComEd cusiomers have the choice to purchase energy from a competitive
electric generation supplier. This choice does not impact the volume of deliveries, but affects revenue
collected from customers related to supplied energy and generation service. As of December 31, 2005,
one competitive slectric generation supplier was approved to serve residential customers in the

ComEd service territory. However, they are not currently supplying electricity to any residential
customers.

For 2005 and 2004, 33% and 35% of energy delivered to ComEd’s retail customers was provided
by competitive electric generation suppliers or under the PPO.

2005 2004
Retail customers purchasing energy from a competitive electric generation supplier: .
Volume (GWHS) @ .. . . e e e 19,310 20,939
Percentage of total retail deliveries . ... ... .. . i 21% 24%
Ratail customers purchasing energy from a competitive electric generation supplier
or the ComEd PPO:
Number of customers atperiodend ............ ... .. i i e 21,300 22,200
Percentage of tolal retallcustomers ... ........... ... ... ... ..., e ) {5
Volume (GWhs) &) ., ... . ... i i - 30,905 30,426

Percentage of total retail deliveries .. .. ........................ [P - 33% 35%

{a) One GWh is the equivalant of one million kilowatthours (kWh).
{b) Less than one percent. . ’

Rate changes and mix. The change was primarily due ta the increased wholesale market price of
electricity and other adjustments to the energy component of the CTC calculation which resulted in a
decrease of $64 million to $105 million in 2005 as compared to 2004.
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PJM transmission. ComEd's transmessron revenues increased in 2005 due to ComEd’s May 1,
2004 entry into PJM. - '

T&O ! SECA rates. Revenues decreased as a result of the elimination of T&O rates in accordance
with FERC orders that became effective December 1, 2004. Effective December 1, 2004, PJM became
obligated to pay SECA collections to ComEd, and ComEd became obligated to pay SECA charges—
see “Purchased Power Expense” below. See Note 4 of the Combined Notes to Consolidated Financual
Statements for more information on T&O / SECA rates.

Purchased Power Expense. The changes in purchased power expense for 2005 compared to
2004 consisted of the following:

Increase

{decrease)
Prices ... ... e ST 1< 9.
Weather .. . e i o200
CUSIOMEr ChOICE .. ... . i e i ... 65
P e Neeeeaas P ' 63
VOlUmE L e 7
T&O collections / SECArates ..................... PR v PP ... (19)
= P 6
Increase in purchased POWET €XPENSE . .. ... ... i uerianee i inrerareeannnennnnsen $93z2

Prices. Purchased power increased due to higher pnces assomated ‘with ComEd's PPA wuh
Generation of $497 million, and ancillary services of $109 million from PJM. In 2000, ComEd and
Generation enterad into a PPA that fixed the pricing for purchased power through Detember 31, 2004
hased upon the then current market prices. As a result of the Amended and Restated Purchase Power
Agreement with Generation, starting in January 1, 2005, ComEd began paying higher prices for its
purchased power from Generation and ceased to procure its ancillary services from Genesation. This
agreemant fixed the pricing for purchased power through December 31, 2006 based upon the current
market prices as of April 30, 2004. .

Weather. The increase in purchased powser expense aftributable to weather was due to favorable
weather conditions in the ComFEd service tarritory, which increased the amount of electricity sold.

Customer choice. The increase in purchased power axpense from customer choicé was primarily
due to fewer ComEd non-residential customers electlng to purchase energy from a competltuve e|ectnc
genearation supplier.”

PJM. The increase reflects higher transmission and purchased power expense of $57 million due
to ComEd's May 1, 2004 entry into PJM and PJM administrative fees that increased by $6 million over
2004 fees.

T&O Calfections | SEGA rates. Prior ta FERC orders issued in November 2004 ComEd ooliected
T&O rates for transmission service scheduled out of or across ComEd's transmission systerh. Rates
collected as the transmission owner were recorded in operating revenues. After joining PJM on May 1,
2004, PJM allocated T&O collections to ComEd as a load-serving entity. The collections received by
ComEd as a load-serving entity were recorded as a decrease to purchasad powsr expense. ComEd's
purchased power expense increased $14 million due to ComEd no Ionger collectlng T&O revenues in
20085, .
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Effective December 1, 2004, PJM became obligated to pay SECA collections to ComEd and
ComEd bacame obligated to pay SECA charges. During 2005, ComEd recorded SECA collections net
of SECA charges of $29 million. See Note 4 of the Combined Notes to Consolidated Financial
Statements for more information on T&O ISECA rates.

Operating and Maintenance Expense The changes in operatlng and malntenance expense for
2005 compared to 2004 consisted of the following:

Increase
decroase)

Severance-related eXpeNnses &) . ... ... e $(47)
Employee fringebenefits ® . ....................... e aeeaaaaaaiaas {18)
Pension expense and deferred compensation © .. ............. ... ... .o o il {15)
Allowance for uncollectible accounts ... ... ... M e e et et (13)
Injuries AN damMAageE . .. ..o ottt e e e (2)
Corporate allocations B . ... e e e 15
L (a1 a1 14

L0 Lo T A C 12

PSEG merger integration ¢osts _ .. .. ... e 8

L 137 (18)
Decrease in operating and maintenence expense ..........................n. P $(64)

{a} Consists of salary continuance severance cosls, curtailment charges for pension and other postretirement benefits, and
special termination benefit charges related to other postretirement benefits. The decrease reflects reduced severance-
related activity In 2005 as compared o 2004.

(b) Excludes severance-related expenses and pension expense. Reflects fewer employees compared to prior year and a
reduction in 2005 related to estimated medical plan fees. A porlion of the employee reduction is offset by an increase in
corporate allocations.

(¢} Pension expense in 2005 is lower than in 2004 dus in large part to significant pension plan contributions made in the first
quarter of 2005. See Note 14 of the Combined Notes to Consdlidated Financial Statements for additional information.

Impairment of Goodwill. During the fourth quarter of 2005, ComEd completed the annually
required assessment of goodwill for impairment purposes. The 2005 test indicated that ComEd's
goodwill was impaired and a charge of $1.2 billion was recorded. The 2005 impairment was driven by
changes in the fair value of ComEd’s PPA with Generation, the upcoming end of ComEd’s transition
period and related transifion revenues, regulatory uncertainty in lllinois as of November 1, 2005,
anticipated increases in .capital expenditures in future years and decreasss in market valuations of
comparable companies that are ulilized to estimate the fair value of ComEd. After reflecting the
impairment, ComEd has appmx:mately $3 5 billion of remaining goodwill as of Degember 31, 2005

Deprecratron and Amortization Expense. The changes in depreciation and arnoruzation
expense for 2005 compared to 2004 consisted of the following:

Increase
{decrease)
D EPreC At ON B ENSE . ... .. e e e e s $17
Other amortizationexpense . . ........... ... ... ... i e (14)
Increase in depreciation and amortization EXPENSE . . ..o\t e $ 3

The increase in depreciation expanse is primarily due to capital additions.

The decrease in other amortization expense was primarily due 1o completing the amortization of
one of ComEd's software packages in 2004,
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Taxes Other Than Income. The changes in taxes other than income for 2005 compared to 2004
consisted of the following:

. - Increase
. _ {decrease)
Taxes on utility revenues @ .. ..., e $13
Taxrefund B L e ceeeaaen -8
L R ()
Increase in taxes other than iMCoOMEe .......... .. toiri i naasennns $£

{a) As these taxes were collected from customers and remitted to the taxing autherities and included in revenues and expahsés
the increase in expense was offset by a corresponding increase in revenues,
(b) During 2004, a refund was received for linols electricity distribution taxes.

Interest Expense, Net. The reduction in interest expense, net for 2005 compared to 2004 was
primarily due to long-term debt retirements and prepayments in 2004 pursuant to Exelon's accelerated
liability management plan and scheduled payments on long-term debt owed to the ComEd Transitional
Funding Trust, partially offset by a $16 million decrease in interest income on the Iong~term receivable
from Ull, LLC as a result of this racsivable being repaid in late 2004.

Equity in Losses of Unconsclidated Affiliates, The decrease in equity in losses of
unconsoclidated affiliates was a result of a decrease in interest axpensa of the deconsolidated financing
trusts due to scheduled repayments of outstanding long-term debt.

Net Loss on Extinguishment of Long-Term Debt. \n 2004, Exelon initiated an accelerated
liability management plan at ComEd that resulted in the retirement of approximately $768 million of
long-term debt, of which $618 million was retired during the third quarter of 2004. During 2004, ComEd
recorded a charge of $130 million associated with the retirement of debt under the plan.. The
compoenents of this charge included the following: $86 million related ta prepayment pramiums; $12
million related to net unamortized premiums, discounts and debt issuance costs; $24 million of losses
on reacquired debt previously deferred as regulatory assets; and $12 million related to setiled cash-
flow interest-rate swaps previously deferred as regulatory assets partially offset by $4 million of
unamortized gain on settied fair value interest-rate swaps. '

Other, Net. The changes in other, net for 2005 compared to 2004 included a $15 million loss on
settlement of cash-flow swaps in 2005. See Note 9 of the Combined Notes to Consolidated Financial
Statements for further information.

Income Taxes. The effective income tax rate was (116.0)% and 40.3% for 2005 and 2004,
respectively. The goodwill impairment charge decreased the effective income tax rate by 135.0% in
2005, See Note 12 of the Comblined Notes to Consolidated Fmanczal Statements for furthar details of
the components of the effective income tax rates.

Cumulative Effect of a Change in Accounting Principle. The cumulative effect of a ¢change in

accounting principle reflects the impact of adopting FIN 47 as of December 31, 2005. See Note 13 of the
Combined Notes to Consolidated Financial Statements for further dlscussmn of the adoption of FIN 47,
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Elactric Operating Statistics and Revenue Detail

Retall Deliveries—{in GWhs) 2005 2004 Variance % Change
Full service @
Residential . ...... ... . i e 30,042 26,463 3,579 13.5%
Small commercial & industrial . .............. .. iiee. 21,378 21,662 {284) (1.3)%
Large commercial &industrial . ........ ... .. ... ... ... 7904 6913 1] ] 14.3%
Public authorities & electricrailroads . ..................... 2133 1,893 240 12.7%
Totalfull sarvice .. .......cciiiii i it 61,457 56,931 4,526 7.9%
PPO | |
Small commercial &industrial .......... ... i 5591 4,110 1,481 36.0%
Large commercial & industrial ............................ 6,004 5,377 627 11.7%
11,595 9,487 2,108 22.2%
Delivery only
Small commercial & industrial ................ ... ... ....... 5677 6,305 (628) {(10.0)%
Large commercial & industrial ................... ... 0. 13,633 14,634 (1,001) . (6.8)%
. 19,310 20,939 {1,629) {7.8)%
. TotalPPQ anddeliveryonly .......................... 30,905 30,426 479 1.6%
Totalretaildellveries........................,.....T... 92,362 87,357 5,005 57%

(a} Full service reflects deliveries to customers taking electric service under tariffed rates.
(b) Delivery only service reflects customers electing to receive generation service from a competitive elactric generation

_supplier.,
Electric Revenue 2005 2004  Variance % Change
Full service (3 '
Residential . ... ...coiiiiii i it ety $2,584 $2,205 $289 12.6%
Small commercial & industrial ........ ... .ccciiiiiiin.. 1,671 1,649 22 1.3%
Large commercial & industrial ....... ... ... ... L 408 380 28 7.4%
Public authorities & slectricrailroads ...................... 132 126 6 4.8%
Totalfull service ........ ... . i 4795 4,450 345 C7.8%
PPO B
Small commercial & industrial . ....... . . . il .. 385 274 111 40.5%
Large commercial & industrial ......... e 345 304 41 13.5%
_ 7 730 578 152 26.3%
Delivery only ()
Small commercial &industrial . ......... .. .o i e 95 128 (33) (25.8)%
Large commercial & industrial ................... . ... 156 204 {48) (23.5)%
251 332 (B1) (24.4)%
Total PPO and deliveryonly . ......................... 981 0 71 7.8%
Total electric retail revenues ................. e 5776 5360 416 7.8%
Wholesale and misceflanecus revenue @ .. ............. 488 443 45 10.2%
Total oporatingrevenues ...............cccccecinvei.nn, $6,264 $5,803 3461 7.9%

{a) Fuil service revenue reflects deliveries to customers taking electric service under tariffed rates, which include the cost of
energy and the cost of the transmission and the distribution of the energy.

{b) Revenues from customers choosing the PPO include an enargy charge at market rates, transmission and distribution
charges, and a CTC.
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(c) Delivery anly revenues reflect revenue under fariff rates from customers electing 1o receive elactricity from a competitive
electric generation supplier, which includes a distribution charge and a CTC. Prior to ComEd’s fuil integration into PJUM on
May 1, 2004, ComEd's transmission charges received from competitive eleciric generation suppliers wéare included in
wholesale and miscellaneous revenue. ‘

(d) Wholesale and miscellanaous revenues include transmission revenue (including revenue from PJM}, sales to municipalities
and other wholesale energy sales.

Results of Operations—PECQ

Favorable
{unfavorabie)
2005 2004 variance
Operating ravenuUes .. ...................oeiuneenineinnnane .- $4,910 $4.487  $423
Operating expenses ‘ . -
Purchased powerandfuel . ... ... .. e 2515 2,172 (343)
Operaling and maintenance ................ e 549 547 (2)
Depreciation and amortization ....._ ... ... ... .ccieevii. 566 518 {(48)
Taxesotherthanincome ........ ... ... .. . i iieeannnennees 231 236 . B
Total cperating expense .. ......... e 3,861 3,473 (388)
Operating incame . .. .. ... ... ... ... 1,049 1,014 35
Other income and deductions : ,
Interestexpense, net . .. .. ... i 279y  (303) 24
Equity in lasses of unconsclidated affiliates ................... (16) (25) 9
Other, net . ..o e e 13 18 5
Total other income and deduckions ...................... (282) (310) 28
Income before income taxes and cumulative effect of a change in L
accaunting principle . ...... ... ... .. .. i 767 704 63
ICometaxes ............ . .. e 247 249 2
Income before cumulative effect of a change In accounting
principle .. ... .. i 520 455 - 65
Cumulative effect of a change in accounting principle ........... (3) — (3)
Netincome .. ...... .. . . . . .. . .. . e, 517 - 455 62
Preferred stock dividends .. . .. ... ..ot e 4 3 (1)
Netincomeoncommonstoek .. .....................cccceu.n. $§ 513 $ 452 $ 81

Net Income. PECO’s net income in 2005 increased primarily as a result of higher revenues, net of
related purchased power expense, due to favorable weather and lower interest expense due to the
scheduled retirement of debt owed to PETT, partially offset by higher CTC amortization.

Operating Revenues. The changes in PECO's operating revenues for 2005 compared to 2004
consisted of the following:

Totat

increase
. Electric Gas (decrease)
Rate changes and mix .. ... .. .. . . . . . . . . i $72 590 §162
CUSIOMEr ChOICE . .. ... . it aat e inens 118 — 118
Volume ................ e e e e e et 101 (21) 80
Weather ... .. e ~ 54 10 . 64
Refailrevenue .......................... e 345 79 424
TR SECArateS . ... e 3 — 3
PJM transmission ............ ... ... e e e e 3 — (3)
0 S 9 (10) (1)
Wholesale and miscellaneous revenues .......o..vvvevnnneeeeeer i inns 9 (10) (1
Increase in Operating reveNUBS . ... ............oeivnrinneaeeeeiineen - $354 $69 423
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Rate changes and mix. The increase in electric revenues at PECO atiributable to rate changes
and mix resulted from increased residential sales, which are billed at higher average rates relative to
other customer classes. In addition, rates were higher in 2005 for certain large commercial and

industrial customers whose rates reflect wholesaie energy prices, which were higher in 2005 relative to
2004.

The increase in gas revenues was due to increases in rates through PAPUC-approved changes to
the purchased gas adjustment clause that became effective March 1, 2004, March 1, 2005, June 1,
2005, September 1, 2005 and December 1, 2005. The average purchased gas cost rate per mllllon
cublc feet in affect for 2005 was 12% higher than the average rate for 2004,

Customer choice. All PECO customers have the choice to purchase energy from a competitive
electric generation supplier. This choice does not impact the volume of deliveries, but affects revenue
collected from customers related to supplied energy and generation service. PECO’s operating income
is not affected by customer choice since any increase or decreass in revenues is completely offset by
any related increase or decrease in purchased power expense.

For 2005 and 2004, 5% and 12%, respectively, of energy delivered to PECC’s retail customers
was provided by competitive electric generation suppliers.

2005 2004
Retail customers purchasing energy from a competitive electric generatlon supplier:
Number of customers atperiodend . .. ... .. .. ... .. .. . il 44 500 101,500
Percentage of totalretail customers . ... ... ... ... ... .. ... i iiiiia 3% 7%
Valume (GWhs) 8 Lo e e 2,094 4,605
Percentage of total retail deliveries

................................ e 8%  12%
(a) One GWh is the equivalent of one million kilowatthours (kKWh). - ' -

The increase in electric retail revenue associated with customer choice was primarily related to a
significant number of residential customers returning to PECO as their energy provider in December
2004. This action followed the assignment of approximately 194,000 residential customers to
competitive electric gensration suppliers for a one-year term beginning in December 2003, as required
by the PAPUC and PECQ's final electric restructuring order. in 2005, additional customers returned to

PECO as their energy supplier primarily as a result of two alternative energy suppliers exiting the
market.

Volure. The increase in electric revenues was primarily as a result of higher-delivery volume,
exclusive of the effects of weather and customer choice, due to an increased number of customers and
incraased usage per customer across all customer classes. The decrease in gas revenues attributable
to lower delivery volume, exclusive of the effects of weather, was primarily due to decreased customer
usage, which is consistent with rising gas prices.

Weather. The demand for electricity and gas is affected by weather conditions. With respect to the
electric business, very warm weather in summer months and, with respect to the electric and gas
businesses, very cold weather in other months are referred to as “favorable weather conditions”
because these weather conditions result in increased sales of electricity and gas. Conversely, mild
weather reduces demand. Revenuses were positively affected by favorable weather conditions at PECO
in 2005 compared to 2004. In the PECO service lerritory, cooling and heating degree days were 21%
and 2% higher, respectively, than the prior year.

T&O / SECA rates. Effective December 1, 2004, PJM became obligated to pay SECA collections
to PECO, and PECO became obligated to pay SECA charges—see “Purchased Power and Fuel
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Expense” below. The elimination of T&O revenues and inclusion of SECA revenues had a minimal
impact on PECO as T&0 revenues recognized in the past were not material and SECA revenues
currently being recognized also are not material. See Note 4 of the Combined Notes to Consolidated
Financial Statements for more information on T&O / SECA rates.

Other wholesale and miscellaneous revenues. Electric revenues increased $9 million primarily due
to increased wholesale sales, and gas revenues decreased $10 million pnmanly due to decreased
off-system sales.

Purchased Power and Fuei Expense. The changes in PECO's purchased power and fuel
expense for 2005 compared to 2004 consisted of the following:

Total
Increase
Electrlc Gas. (decrease)
PHCOS L i e aas A e $83 $90 3173
Customerchoice ......... .. .. ... iiiiiinnnnn. DU . 18 —. 118
Wealhar L. e i ceva 21 7 28
Volume .................... e e e 32 (15) 17
PIM transmission . .......... ... e e 11 — 1"
SECAraIES ... . e 9 - 9
o1 = — (13 (13
Increase in purchased power and fuel @Xpense ...............cvvrrnnan $274 $69 $343

Prices. PECO's purchased power expense increased due to a change in the mix of‘average
pricing related to its PPA with Generation. Fuel expense for gas increased due to higher gas. prices
See “Operating Revenues” above. . oo

Customer choice. The increase in purchased power expense from customer choice was primarily
due to a significant number of r931dent1al customers retuming to PECC as their energy pmvnder in
December 2004

Weather. The increase in purchased power and fuel exbense attributable to weather was primarily
due to serving the increased demand due to favorable weather conditions in the PECO service
territory.

Volume. The increase in purchased power expense attributable to volume, exclusive of the affects
of weather and customer choice, was due primarily to an increased number of customers and
increased usage per customer acrass all customer classes. The decrease in gas fusl expense
attributable to volume, exclusive of the effects of weather, was due to decreased customer usage,
which is consistent with rising gas prices.

SECA rates. Effective December 1, 2004, PJM became obligated to pay SECA collections to
PECQ, and PECC became obligated to pay SECA charges. During 2005 and 2004, PECO recorded
SECA charges of $10 million and $1 million, respectively. See Note 4 of the Combined Notes to
Consolidated Financial Statements for more mformatron on T&O and SECA rates.

Other. The decrease in gas fuel expense of $13 million was assocuated with decreased off-system
sales. ‘ ' :
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Operating and Maintenance Expense. The changes in operating and maintenance expense for
the 2005 compared to 2004 consisted of the followmg

Increasié
. [decrease)
Contractors @ . ....... PR PP e e ... $ 8
IO 0SS & oot e e e -7
Implementation of new customer information and billingsystem ...................... 4
PSEG mergerintegrationcosts ............ .. . i e 2
Severance-relaled expenses &) . .. ... .. {14)
Injuries and damages ... .......ovviii it e e e (6)
Other ...... ... ...t e e e e 1
Increase in operating and maintenance expense ...t it $ 2

{a)" Theincrease was primarily due to increases in vegetation management zervices compared to the prior year at PECO. :

(b) Consists of salary continuance severance costs, curtailment charges for pension and other post retirement benefits, and
special lermination benefit charges related to other postretirement benefits. The decrease reflects reduced severance-
related activity in 2005 compared to 2004.

Depreciation and Amortization Expense. The changes in depreciation and amortiiatibn
expense for 2005 compared o 2004 consisted of the following: '

Incréase
(decrease
Competitive transition charge amortization® ... .. ........ P $37
Accelerated amortization of PECO billingsystem® .. ... i 13
Dapreciation BXpPENSet® . .. e e e 3
Other amortization BXPEMSE . . ... ... .. ... .ttt . (5
Increase in depreciation and amortization expense . ................... e, . 848

(a} PECO's additional amortization of the CTC is In accordance with its original settlemant under the Pennsylvania Competition

(b) In January 2005, as parl of a broader Systems strategy at PECO associated with the proposed merger with PSEG, Exelon’s
Board of Directors approved the implementation of & new customer information and billing system at PECO. The approval of
this new system requires the accelerated amortization of PECO’s current system through 2006 and the remgnmon of
additional amortization expense of $13 million and $9 million in 2005 and 2006, respectively,

{c) The increase in depreciation expense is primarily due to capiial additions.

Taxes Other Than Income. The changes in taxes other than income for 2005 cornpared to 2004
consistad of the following:

Increase
_ {decrease)
Reduction in capital stock tax accrual in 2005 . ............. I $(17)
Reduction in real estate tax accrual in2005® ... ... .. L (6)
Taxes on utility revenues © . ............ ... ... e - 24
Other .............cvhs et e e e e aaae e PR e ‘ (6)
Decrease in taxes other than.income ............. Cenenes e - §(5)

{a) Represents a reduction in 2005 of prior year capital stock tax accruals as a result of a favorable decision from the
Penngylvania Board of Finance and Revenue.

{b) Represents the reduction of a real estate tax accrual in March 2005 following settlements balwaen PECO and various taxing
authorities related to prior year tax assessments. Sas Note 18 of the Combined Notes to the Financial Statements for
additional information.

(¢) As these taxes ware collected fram customers and remitted to the taxing authorities and inciuded in revenues and expenses,
the increase in tax expense was offset by a corresponding increase in revenues.
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interest Expense, Net. The reduction in interest expense, net for 2005 compared to 2004 was
primarily due to scheduled payments on long-term debt owed to PETT.

Fquity in Losses of Unconsolidated Affiliates. The decrease in equily In losses of )
unconsolidated affiliates was a result of a decreasa in intarast expense of the deconsclidated ﬁnanclng
trusts of PECO due to scheduled repayments of outstanding long-term debt.

income Taxes. PECO’s effective income tax rate was 32.2% for 2005 compared to 35.4% for
2004. The lower effective tax rate reflects a state income tax benefit recorded as a result of the
favorable settlement of a 2000 Pennsylvania corporate net income tax audit. See Note 12 of the
Combined Notes to Consolidated Financial Statements for further details of the components of the
effective income tax rates.

Cumulative Effect of a Change in Accounting Principle. The cumulative effect of & change in
accounting principle reflects the impact of adopting FIN 47 as of December 31, 2005, See Note 13 of
the Combined Notes to Consolidated Financial Statements for further discussion of the adoptlon of
FIN 47,

PECO Electric Operating Statistics and Revenue Detail

PECO’s electric sales statistice and revenua detail are as follows:

Retail Daliveries—{in GWhs} ' 2005 2004 Variance % Change
Full service @ _ .
Residential . ..........cco i iiiiiiiven... e P V... 13,1435 10,249 2,786 26.9%
Small commercial &industrial ,.................. e 7263 6,728 535 8.0%
Large commercial &Industrial .. ........... ... ... ... ..... 15,205 14,908 297 2.0%
Public authorities & electric railroads . ..................... 962 914 48 - 53%
Total full service ...............ccoo..... e 36,565 32,809 3,666 11.1%
Delivery only
Residentiai........... et et e e ... 334 2158 (1,824) (B4.5)%
Small commercial & industrial ............... e 1,257 1,687 (430) (255)%
Large commercial & industrdal . . ... e e pes 503 760 (257) (33.8Y%
Totaldeliveryonly ......... ... .... . ... ....cciun.. 2,084 4605 (2511} - (54.5)%

Total retail deliveries ... ... ... ... ....... ... A 38,659 37,504 1,155 - 3.1%

(a) Full service reflects deliveries to customers talung electric service under tariffed rates.
(&) Delivery only service reflects customers receiving electric generation service from & compstitive elec:lrlr: ganetation supplmr
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Electric Revenue , _ ) 2005 2004  Varlance % Change
Full service @ . \ :
Residential ............ ..o i $1,705 $1,317 §$ 388 29.5%
Smallcommercial & industrial ................. ... ... - 818 756 - 62 8.2%
Large commercial & industrial ................... ... ..., 1,173 1,113 . 60 5.4%
Public authorities & electricrailroads ...................... 84 80 4 -~ 5.0%
Totaffull service ................ ... .. ... ... . ... 3,780 3,266 514 15.7%
Delivery only ) ' ‘ . S
Residential ... ........cooveiiiiniiiii i e 25 184 (138) (84.8)%
Small commercial & industrial ...................... ST 63 86 (23) (26.1)%
Large commercial &industrial . ................. .. ... ... 13 20 {7} (35.0)%
Totaldeliveryonly ... ... ... . ... .. ... ... .... 101 270 (189) (62.6)%
Total electric retail revenues ....... S 3,881 3,536 345 9.8%
Wholesale and miscellaneous revenue © .. ... ............ 212 203 9  44%

........................ $4.003 $3.739 § 354 9.5%

(@) Full servica revenue reflacts revenue from customers taking alechric service under tariffed rates, which mcludes the cast of
enargy, the cost of the transmission and the distribution of the enérgy and a CTC.

(b) Delivery only ravenue reflects revenue from customers receiving generation service from a compeditive electric genarahon
supplier, which includes a distribution charge and a CTC.

(c) Wholesale and miscellaneous revenues include transmission revenue from PJM and ather wholesale energy sales.

PECQO’s Gas Sales Statistics and Revenue Detail
PECO's gas sales statistics and revenue detail were as follows:

Dallverles to customers (in million cubic feet {(mmcf)) 2005 - 2004 Variance %'Changa
Retailsales .......... e ere e e 59,7561 59,949 (198) - (0.3)%
Transportation . . ... .. ... ... 25310 27,148 (1,838) (6.8)%
Total .. e e 85,061 B7,097 (2,036) (2.3)%
Revenue 7. ‘ 2005 2004 Variance - % Change
Retailsales .......ooiiiiiviriiiii e iiieennnns $ 783 § 702 $§ 81 11.5%
Transporation .. ..............c00eon.s e ieeeens 16 18 (2 (11.1)%
Resalesandother ............ ... ... ... .. . . .ccciii.. 18 28 (10)  (35.7)%

Totalgasrevenue . .. ........... e $ B17 § T48 § 69 9.2%

Liguidity and Capital Resources

The Registrants’ businesses are capital intensive and require considerable caprtal resources.
These capital resources are primarily provided by intemally generated cash flows from operations.
When necassary, the Registrants obtain funds from external sources in the capital markets and
through bank borrowings. The Registrants’ accesas to external financing on reascnable terms depends
on their credit ratings and current business conditions, including that of the utility industry in general. If
these conditions deteriorate to the extent that the Registrants no longer have access to the capital
markets at reasonable tarms, Exelon, Generation, CoamEd and PECO have access to revolving credit
facilities with aggregate bank commitments of $1 billion, $5 billion, $1 billion and $600 million,
respectively, that they currently utilize to support their commercial paper programs and to issue letters
of credit. See the “Credit Issues” section of “Liquidity and Capital Resources” for further discussion.
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The Registrants primarily use their capital resources, including cash, to fund capital requirements,
including -construction expenditures, retire debt, pay dividends, fund pension obligations and invest in
new and existing ventures. The Registrants spend a significant amouni of cash on construction projects
that have a long-term return on investment. Additionally, ComEd and PECO operate in rate-regulated
environments in which the amount of new investment recovery may be limited and where such recovery
takes place over an exiended period of time. As a resulf of these factors, each of Exelon’s, ComEd's and
FECO’s working capital, defined as cument assets less current liabilities, is in a net deficit position.
ComEd intends to refinance maturing long-term debt during 2007. To manage cash flows as more fully
described below, ComEd did not pay a dividend during 2006. Future acquisitions that Exelon may
undertake may involve external debt financing or the issuance of additional Exelon common stock.

Cash Flows from Operating Activities

Generation's cash flows from operating activities primarily result from the sale of electric energy to
wholesale customers, including ComEd and PECO. Generation's future cash-flows from operailng
activities will be affected by future demand for and market prices of energy and its ability to continue’to
produce and supply power at competilive costs as well as to obtain collsctions from customers. -
ComEd's and PECQO'’s cash flows from -operating activities primarily result from sales of electricity and
gas to a stable and diverse base of retail customers and are weighted toward the third quarter of sach
fiscal year. ComEd's and PECOQ's future cash fiows will be affected by the economy, weather,
customer choice, future regulatory proceedings with respect to their rates and their ability to achieve
operating cost reductions. See Note 4 of the Combined Notes to Consolidated Financial Statements for
further discussion of regulatory and legal proceedings and propased legislation.

Cash flows from operations have been a reliable, steady source of cash flow, sufficient to meet
operating and capital expenditures requirements. Taking into account the factors noted above, Exelon
also obtains cash from non-operating sources such as the proceeds from the debt issuance in 2005 to
fund Exelon’s $2 billion pension contribution (see Note 11 of the Combined Notes to Consolidated
Financial Statements). Operating cash flows after 2006 could be negatively affected by changes in the
rate regulatory environments of ComEd and PECO. ComEd is required, beginning in 2007, to purchase
energy in the wholesale energy markets in order to meet the retail energy needs of ComEd's
customers because ComEd does not own any generation. If the price at which ComEd is aliowed to
sell energy is below ComEd’s cost to procure and deliver electricity, there may be potential material
adverse consequences to ComEd and, possibly, Exalon. The ICC approved a “cap and deferral’
program, proposed by ComEd, to ease the impact of the expected increase in rates on residential
customers. The cap and deferral program, generally speaking, will limit the procurement costs that
ComEd can pass through to its customers for a specified period of time and allow ComEd to coflect
any unrecoverad procurement cosis in later years. See Note 4 of the Combined Notes {o the
Consolidated Financial Statements for further detail on the procurement case.

Generation’s sales to counterparties other than ComEd and PECO will increase due to the
expiration of the PPA with ComEd at the end of 2006. The bilateral contracts are subject to credit risk,
which relates to the ability of counterparties to meet their contractual payment obligations. Any failure
to collect these payments from counterparties could have a material impact on Exelon's and
Generation’s results of operations, cash flows and financial position. As market prices rise above
contracted price levels, Generation is required to post callateral with purchasers; as market pricas fall
below contracted price levels, counterparties are required to post collateral with Generation. Under the
llinois auction rules and the supplier forward contracts that Generation entered into with ComEd and
Ameren, beginning in 2007, collateral postings will be one-sided from Generation only. That is, if
markel prices fall below ComEd's or Ameren’s contracted price levels, ComEd or. Ameren are not
required to post collateral; however, if market prices rise above contracted price levels with ComEd or
Ameren, Generation is required to post collateral. See Note 8 of the Combined Notes to Consolidated
Financial Statements for further information regarding Generation’s collateral policy.
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Additionally, Exelon, through ComEd, has taken certain tax positions, which have been disclosed
to the IRS, to defer the tax gain on the 1999 sale of its fossil generating assets, to which the IRS has
objected. As discussed in Mote 12 of the Combined Notes o the Consolidated Financial Statements,
this deferred tax obligation is significant.

The following table provides a summary of the major items affectlng Exeions cash flows from
operations: :

‘ . : 2006 2005 Varlance
N INCOMIB - ettt e et e e e e e e e $1502 $ 923 $ 669

Add {subtract). ‘

Non-cash operating activities ® . ....... ... ..o S 3,213 4,102 {889)

Incometaxes ... ... ... .. e 68 138 (69)

Changes in working capital and other noncurrent assets and liabilities ® ., 141 (791) 932

Pension contributions and postretirement healthcare benefit paymenis, ‘
net..........oiiiiiia e e e b ae e, (180) (2,225) 2,045

Net cash flows provided by operations ........................ e $4,835 $2,147 $2,688

(8) Includes depreciation, amortization and accretion, deferred income taxes, provision for uncollectible accounts, equity in
earnings of unconsolidated affiliates, pension and other postretinement benefits expense, other decormmissioning-related
activities, cumulative effect of a change in accounting principle, impairment charges and other non-cash items.

{(b) Changes in working capital and other noncurrent assels and liabilities exciude the changas in commergial paper, income
taxes and the currend portion of long-term debt.

The increase in cash flows from operations during 2006 was primarily the result of $2 billion of
discretionary contributions to Exelon’s pension plans during 2005, which was initially funded through a
term loan agreement, as further described in the “Cash Flows from Financing Activities™ section below.
Of the total contribution, Generation, ComEd and PECO contributed $844 mitlion, $803 miillion, and
$109 million, respectively. The Generation contribution was primarily funded by capital contributions
from Exslon and included $2 million from internally generated funds. ComEd's and PECO’s
contributions were funded by capital contributions from Exelon.

Cash flows provided by operations for 2006 and 2005 by registrant were as follows:

. , 2006 2005
[0 o e, $4,835 $2,147
Generalion . ... ... .. e 2,550 972
ComEd ... e e e, S e PP 987 247
= 0= o 1,017 704

Excluding the March 2005 discretionary pension contributions discussed above, changas in the
Registrants’ cash flows from operations were generally consistent with changes in-their results of
operations, as adjusted by changes in working capital in the normal course of business.

in addition to the items menlioned in “Results nf Operations” and the discretionary pension

contributions discussed above, significant operating cash flow impacts for Generation and ComEd for -

2006 and 2005 were as follows:

Generation

« At December 31, 2006, 2005 .and 2004, Generation had accounts receivable from ComEd

under the PPA of $197 million, $242 million and $189 million, respectively.
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+ At December 31, 2006, 2005 and 2004, Generation had accounts receivable from: PECD
under the PPA of $153 millicn, $151 million and $125 million, respectively.

+ During 2006, Generation had net collections of counterparty collateral of $431 million
compared o $187 million of net disbursements of counterparty collateral in 2005. The i mcreasa-
in cash inflows from 2005 was primarily due to changes in collateral requirements resuiting
from the extension of letters of credit and changes in market prices relative to positions with
counterparties. ' S '

« During 2006 and 2005, Generation had net payments of approximately $220 miflion and $165
million, respectively, primarily due to increased use-of financial msh'uments to economicaily
hedge future sales of power and future purchases of fossil fuel.- s :

+ During 2005, Exelon received a $102 million Federal income tax refund for capntal losses
generated in 2003 related to Generation's investment in Srthe, which were carned back to prior
periods. In the first quarter of 2006, Exelon remitted a $98 million payment to the IRS in
connection with the settlement of the IRS’s challenge of the timing of the above-described
deduction. This payment included $6 million of interest which was recognized as inferast
expense in the first quarter of 2008. Exelon received approximately $92 million on
December 13, 2006 related to this same deduction in connection with the filing of its 2005 tax
refurn.

ComEd
+ At December 31, 2006, 2005 and 2004, ComEd had accrued payments to Generatlon under
the PPA of $197 million, $242 miliion and $189 miillion, respectively.

+ In 2005, ComEd setiled $325 million of interest rate swaps that were designated as cash flow
hedges for a loss of $15 million. This was recorded as a pre-tax charge to net income because
the underlying transaction for which these interest rate swaps were entered into was no longer
probable of occurring. ‘

Cash Flows from Investing Activities
Cash flows used in mvestlng activities for 2006 and 2005 by reglstrant were as follows:

) . 2006 2005
EXQION oot S e $(2,762) $(2.487)
Generalion . ... e e e (1,406) (1,294)
COMED . . ..ot e ettt et e e e e et e e L. (894)  (479)
o 1 (332) o (241)

Capital expenditures by regnstrant and business segment for 2006 and pro;ected umounts for 2007 are
as follows:

. 2006 2007
Generation @ ... ... .. .. ... ... ....... e e e e $1,109 $1,353
COmMEd .. i e e e e PR ‘ 811 1,055
[ =10 345 355
Other B e e e aa e e 83 38
Total Exelon capital expenditures . . . . . e $2,418 $2,801

{8) Includes nuclear fuel,
(b) Other primanily consists of corporate operations.
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Projected capital expenditures and other invastments by ihe Registrants are subject to periodic
review and revision o reflect changes in economic conditions and other factors.

Generation. Generation’s capital expenditures for 2006 reflected additions and upgrades to
existing facilities (including material condition improvements during nuclear refueling’ outages) and
nuclear fuel. Generation anticipates that its capital expenditures wili be funded by internally generated
funds, borrowings or capital contributions from Exelon.

-ComEd and PECO. Approximately 50% of the projected 2007 capital expenditures at ComEd and
PECO are for continuing projects to maintain and improve the reliability of their transmission and
distribution systems. The remaining amount is for capital additions to support new business and
cusiomer growth, ComEd and PECO are continuing to evaluate their total capital spending
requirements, ComEd and PECO anticipate that their capital expenditures will be funded by intemnally
generated funds, borrowings and the issuance of debt or preferred securities,

Other significant investing activitias for Exelon, Generation, ComEd and PECO for 2006 and 2005
were as follows:

Exelon

* Exelon contributed $92 million and $102 million to its investments in synthetic fuel- producnng
facilities during 2006 and 2005, respectively.

Generation
» During 2008, Generation made contributions to the Exelon mtercompany money pool totaling
$13 million.

* During 2005, Generation received approximately $52 million from Generation’s nuclear
decommissioning trust funds for reimbursement of expenditures previously incurred for nuclear
plant decommissioning activities related to its retired units.

-+ On January 31, 2005, subsidiaries of Generation completed a series of transactions that
resulted in Generation’s sale of its investment in Sithe. Specifically, subsidiaries of Generation
closed on the acquisition of Reservoir Capital Group's 50% interest in Sithe for cash payments
of $97 miillion and the sale of 100% of Sithe to Dynegy, for net cash proceeds of $103 million.
See Note 3 of the Combined Notes to the Consclidated Financial Statements for further
discussion of the sale of Sithe.

ComEd
* As a result of its prior contributions 1o the Exelon intercompany moeney pool, $308 million was
returned to ComEd during 2005,
PECO

«  During 2006 and 2005, $8 million and $26 million, respectively, were returned to PECC as a
result of its prior contributions to the Exelon intercompany money pool.
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Cash Flows from Financing Activities

Cash flows provided by (used in) financing activities for 2006 and 2005 by registrant were as
follows:

S | 2006 2005
EXElON . e L $(1,989) § (19)

(=T T=T = 1T o A © (1,060) 93
0T 1] (96) . 240
PECO ..ot i e (693). (500)
Debt. Debt activity for 2006 by registrant was as follows: - |
Reglstrant Debt issued in 2006 Use of proceads
ComEd  $325 million of First Morigage 5.90% Bonds, Used to supplement working capital
Series 103, due March 15, 2036 previously used to refinance amounts that

ComEd used to repay bonds and notes.

ComEd  $300 million of First Morigage 5.95% Bonds, Used to repay commercial paper and for ..
Series 104, dus August 15, 2016 other general corporate purposses.

ComEd  Additional $115 million of First Morigage Used to repay bonds at maturity.
5.95% Bonds, Series 104, due August 15, _

2016 T ‘
ComEd  $345 million of First Mortgage 5.40% Bonds, Used to repay borrowings under ComEd's
Series 105, due December 15, 2011 revolving credit agreement which had been

used to repay bonds and to refi inance notes.

PECO $300 million of First Mortgage Bonds 5.95% Used to repay commercial paper and for
Series, due October 1, 2036 other general corporate purposes. *

On March 7, 2005, Exelon entered into a $2 billion term loan agreement. The loan proceeds were
used to fund discretionary contributions of $2 billion to Exglon’s pension plans, including contributions
of $842 million, $803 million and $109 million by Generation, ComEd and PECO, respectively. To
facilitate the contributions by Generation, ComEd and PECO, Exelon contributed the corresponding
amounits to the capital of each company. On April 1, 2005, Exelon entered into a $500 million term loan
agreement that was subsequently fully borrowed to reduce the $2 billion term loan. During the second
quarter of 2005, $200 million of the $500 million term loan, as well as the remaining $1.5 billion
kalance on the $2 billion term loan described above, were rapaid with the net proceeds received from
the issuance of the long-term senior notes discussed below. See Note 11 of the Combined Notes to
Consolidated Financial Statements for further discussion. »

On June 9, 2005, Exelon issued and sold $1.7 billion of senior debt securities pursuant to its
senior debt indenture, dated as of May 1, 2001, consisting of $400 million of 4.45% senior notes due
2010, $800 million of 4.90% senior notes due 2015 and $500 million of 5.625% senior notes due 2035.
The net proceeds from the sale of the notes were usad to repay the 1.5 billion in remaining principal
due on the $2 billion term loan agreement and $200 million of the $500 million term Iban agreement
referenced above. Exelon may redeem some or all of the notes at any time prior to maturity at a
specified redemption price. The notes are unsecured and rank equaily with the other senior unsecured
indebtedness of Exelon. Additionally, Exelon settled interest rate swaps for a net payment of $38
million and paid approximately $12 million of fees in connection with the debt offenng

In 2005, ComEd used funding received from $324 miltion of comrnerclal paper to relire Iong—term debit,

From time to time and as market conditions warrant, the Registrants may engage in long-term
debt retirements via tender offers, open market repurchasas or other viable options to strengthen thelr
respective balance sheets. S
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Generation and Peoples Calumet, LLC (Peoples Calumet), a subsidiary of Peoples Energy
Corporation, were joint owners of Southeast Chicago Energy Project, LLC (SCEP), a 350-megawatt
natural gas-fired, peaking electric power plant located in Chicago, lllinois, which began operation in
2002. In 2002, Generation and Peoples Calumet owned 70% and 30%, respectively, of SCEP.
Generation reflected the third-party interest in this majority-owned investment as a long-term liability in
its consofidated financial statements. Pursuant to the joint owners agreement, Generation was
obligated to purchase Peoples Calumet’'s 30% interest ratably over a 20-ygar period. On March 31,
2006, Generation entered into an agreement to accelerate the acquisition of Peoples Calumet's
interest in SCEP. This transaction closed on May 31, 2006. Under the agreement, Generation paid
Peoples Calumet approximately $47 million for its remaining interest in SCEP. Generation fi nanced this
transaction using short-term debt and available cash.

" Cash dividen_dpayments and distributions in 2006 and 2005 by registrant were as fallows:

‘ - 2006 2005
EXelon . .ovvrr e e e e $1,071 $1,070
Generation .......... ... it e e 609 857
ComEd . ... e — 498
PECO ..... e e e e e e e e e e e 500 473

Exelon paid dividends of $267 million, $268 millian, $268 million and $268 million on March 10,
2008, June 12, 2008, September 11, 2006 and December 11, 2006, respectively, 10 shareholders of
record at the close of business on February 15, 2006, May 15, 2008, August 15, 2006 and

" November 15, 2008, respectively. On December 5, 2006, Exelon’s board of directors declared a
quarterly dividend of $0.44 per share on Exelon’s common stock, which is payable on March 10, 2007
to shareholders of record at the end of the day on February 15, 2007. See “Dividends” section of
ITEM 5 for a further discussion of Exelon’s dividend policy.

During 20086, ComEd did not pay any dividend, The decision by the ComEd Board of Directors not
fo declare a dividend was the result of several factors, including ComEd's need for a rate increase to
cover existing costs and anticipated levels of fulure capital expenditures as well as the continued
uncertainty related to ComEd's regulatory filings as discussed in Note 4 of the Combined Notes to
Consolidated Financial Statements. ComEd's Board of Directors will continue {0 assess ComEcls
ability to pay a dividend on a quarterly basis.

In 2003, Congress passed and President Bush signed into law the Jobs and Growth Tax
Reconciliation Act, legislation which lowered the tax rate on capital gains and corporate dividends to
15% for most investors and to 5% for lower-income investors. Prior to enactment of this law, the
maximum tax rate on dividend income was 38.6%. These provisions, which were originally scheduled
* to expire at the end of 2008, were extended to 2010 as part of the Tax Relief Reconciliation Act of
2005 passed in May 2006,

intercompany Money Pool. Generation’s net borrowings from the Exelon intercompany money
pool decreased $92 million and $191 million during 2008 and 2005, respectively. During 2008, ComEd
repaid $140 million that it had borrowed from the Exelon intercompany money pool. ComEd’s nat
borrowings from the Exelon intercompany money pool increased $140 million during 2005. As of
January 10, 2006, ComEd suspended participation in the intercorpany money pool. PECO’s net
borrowings from the Exelon intercompany money pool increased $45 million in 2006.

Commercial Paper and Notes Payable. During 2006, Exelon, Generation, ComEd and PECO
repaid $685 million, $311 million, $399 million and $125 million, net, of commercial paper, respectively.
During 2005, Exelon, Generation, ComEd and PECO issued $500 million, $311 million, $452 million
and $220 million, net, of commaercial paper, respectively.
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In 2006, Exelon terminated its $300 miilion term loan agreement. See Note 11 of the Combined
Notes to the Consaolidated Financial Statements for further mformatlon :

Retirement of Long-Term Debt to Financing Affiliates. Returement of iong—term debt to
financing affiliates during 2006 and 2005 by registrant were as follows:

Year Ended December 3,
2006 2005
EXCION oottt - $910 3835
COMEd . ... e e e 335 354
PEC O . o e . AT 481

Contributions from ParentiMember. Contributions from Parent/Member (EXeion) for the years
ended December 31, 2006 and 2005 by registrant were as follows:

Yoar Ended December 31,

: 2006 2005
T T =1 To o A $25 $843
COMEd ... e e e e e e 37 834
2o 181 250

Qther. Other significant financing activities for Exelon for the year ended December 31, 2006 and
2005 were as follows:

- Exelon purchased treasury shares totaling $186 million and $362 million during 2006 and
2005, respectlively.

~ Exelon received proceeds from employee stock plans of $184 million and $222 million during
2006 and 2005, respectively.

+ There was $60 million and $0 of excess tax benefils included as a cash inflow in other
financing activities during 2006 and 20085, respsctively.

Credit Issues
Exelon Credit Facilities

Exelon meets its short-term liquidity requirements primarily through the issuance of commercial
paper by the Registrants. At Dacember 31, 2006, Exelon, Generation, ComEd and PECO have access
lo revolving credit facilities with aggregate bank commitments of $1 billion, $5 billion, $1 billion and
$600 million, respectively. These revolving credit agreements are used principally to support the
commercial paper programs at the Registrants and to issue letters of credit. -During 2006, Comid
borrowed and fully repaid $240 million under its credit agreement.

At December 31, 2008, the Registrants had the following aggregate bank commltments and available
capacity under the credtt agreements and the indicated amounts of outstanding commercial paper:

Agg;ﬁah Available Outs

Borrower ‘ Commitment® Capacity® Comnercial Paper
Exelon COrporate . ........evurne e .. $1,000 $ 993 $150
Generation ......... .. i i i 5,000 4,920 —
ComEd .. .. e . 1,000 956 B0
PECO .................. e e ——a 800 508 95

(a) Represents the fotal bank commitments {o the borrower under credit agreements to which the borrower is a party.

{b) Avszilable capacily represents the unused bank commitments under the borrower’s credit agresments net of outstanding
letters of credit. The amaount of commercial paper outstanding -does not reduce the available capacity under the credit
agreements.
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Interest rates on advances under the credit facilities are based on either prime or the London

Interbank Offered Rate (LIBOR) plus an adder based on the credit rating of the borrower as well as the
total outstanding amounts under the agreement at the time of borrowing. In the cases of Exelon,
Generation and PECO, the maximum LIBOR adder is 65 basis points; and in the case of ComkEd, it is
200 basis points.

The average interest rates on commercial paper in 2006 for Exelon, Generation, ComEd and
PECQO were approximately 5.02%, 4.99%, 5.06% and 4.97%, respectively.

Each credit agreement requires the affected borrower to maintain a minimum cash from operations
to interest expense ratio for the twelve-month period ended on the last day of any quarter. The ratios
exclude revenues and intarest expenses attributable to securitization debt, certain changes in working
capital, distributions on preferred securities of subsidiaries and, in the case of Exelon and Generation,
revenues from Sithe and interest on the debt of its project subsidiaries. The fallowing table summarizes
the minimum thresholds reflected in the credit agreements for the year ended December 31, 2006

. Exelon Generation CnmEd PECO
Credit agreementthreshold ......................... 250t01 3.00to1 225tc1 200to1

At December 31, 2006, the Registrants were in compliance with the foregoing thresholds.

The ComEd credit agreement is secured by first mortgage bonds and imposes a restriction on

future mortgage bond issuances by ComEd. it requires ComEd to maintain at least $1.75 billion of
issuance availability (ignoring any interest coverage test} in the form of “property additions” or
“bondable bond refirernents” (previously issued, but now retired, bonds), most of which are required to
be maintained in the form of “bondable bond retirements.” In general, a dollar of bonds can be issued
under ComEd’s Mortgage on the basis of $1.50 of property additions, subject to an interest coverage
test, or $1 of bondable bond retirements, which may or may not be subject to an interest coverage test.
As of December 31, 2006, ComEd was in compllance with thls requirement.”’

Capital Structure. At December 31, 2006, the capital structures of the Reglstrants consisted of
the following:

Exelon

) . Consclidated Generation ComEd PECO®
Longtermdebt ......... ..ol e 40% 25% 33% 25%
lLong-term debt to affiliates® ... _......... e 16 —_ .9 43
Commonequity .................... e ereasanaas . 43 - 57 29
Member's equity .......... e 7w — —
Preferred securities . ................................ B o — 1
Commercial paper and notespayable .................. 1 _ 1 2

{a) As of Dacember 31, 2006, PECD's capital structure, excluding the daduction from shareholders’ equity of the $1.1 billion
recelvable fram Exelon {which amaunt is deducted for GAAP purposes as reflected in the table, but Is excluded from the
percentages in this footnote), consisted of 40% common equity, 1% preferred securities, 2% noles payable and 57% long-

. term debt, including long-term debt to unconsolidated affiliates.

(b) Includes $3.6 billion, $1.0 billion and $2.8 bilion owed fo unconsolidated affiiates of Exelon, ComEd and PECO,
respactively, that qualify as special purpose entities under FIN 46-R. These special purpose entities were created for the
sole purpose of issuing debt obligations to securitize intangible transition property and CTCs of ComEd and PECO or
mandatorlly redeemable preferred securities. Sea Note 1 of the Combined Notes to Consolldated Flnanclal Statemants for
further information regarding FIN 46—R

Intercompany Monay Pool

To provide an additicnal short-term borrowing: option that will generally be more favorable to the
borrowing participants than the cost of external financing, Exelon operates an intercompany money
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pool. Participation in the intercompany money poal is subject to autharization by Exelon’s treasurer.
Generation, PECO, and BSC may participate in the intercompany money pool as lenders and
borrowers, and Exelon and Ull, LLC, a wholly owned subsidiary of Exelon, may participate as lenders.
Funding of, and borrowings from, the intercompany money pool are predicated on whether the
contributions and borrowings result in aconomic benefits. Interest on borrowings is based on short-term
market rates of interest or, if from an external source, specific borrowing rates. Maximum amounts
contributed to and borrowed from the intercompany money pool by participant during 2006 are
described in the following table in addition to the net contribution or borrowing as of December 31,
20086:

Maximum  Maximum December 31, 2006
Contributed Borrowed Contributed (Borrowad)

Generation .................... e 5 83 $234 513

ComEd®@ .. .. . ... ... ... ... P — 140 —

PECO .. e 59 183 (45)
BE O e i 234 134 (25)
I | R I N 5 — —
[ ] o 1 248 — 56

(a) As of January 10, 2006, ComEd suspended participation in the intercompany money pool. During the first quarter of 2008,
ComEd repaid $140 million that it had borrowed from the intercompany money pool. .

Security Ratings

The Registrants’ access to the capital markets, including the commerma[ paper rnarket and their
respective financing costs in those markets depend on the securities ratings of the entity that is
accessing the capital markets. The following table shows the Registrants’ securities ratings at
December 31, 2006: '

Moody's Investors  Standard & Poor's

Securities Service Corporation Fitch Ratings. -
Exelon Senior unsecured debt Baa2 BEB BBB+
Commercial paper : - P2 A2 - F2
Generation Senior unsecured debt Baa1 ‘BBB+ BRB+
Commercial paper P2 A2 : F2
ComEd Senior unsecured debt : Baal BB+ BBB
Senior secured debt Baa2 BBB BBB+
Commercial paper P3 A3 F2
Transition bonds @ ‘ Aaa AAA AAA
PECO Senior unsecured debt A3 BEB A-
Senior secured debt A2 : A- A
Commercial paper - P1 ‘ - A2 F1
Transition bonds ® ‘ Aaa AAA AAA

(@) Issued by ComEd Transitional Funding Trust, an unconsolidated affiliate of ComEd.
(t) Issuad by PETT, an unconsolidated affiliate of PECO.

On July 26, 2006, Moody's Investors Service (Moady's) downgraded the long-term and short-term.
debt ratings of ComEd. The rating action concluded Moody's -review for possible downgrade that
cammenced on December 15, 2005. Moody's attributed the downgrade to a difficult political and
regulatory environment in lllinois, uncertainty about the outcome of the- electricity supply auction and
the expectation of a material regulatory deferral. On October 10, 2006, Moody's placed ComEd's
security ratings under review for possible downgrade resumng from perceived increasing political and
regulatory risk in lllinois. .
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On July 31, 2008, Fitch Ratings downgraded the long-term ratings of ComEd. On- November 17,

2008, Fitch Ratings placed the ratings of ComEd under ‘Ratings Walch negative due 1o on-going.

uncertainty in Hlinois resulting from recent legislative actions supporting a rate freeze.

On October 5, 2008, Standard & Poor's (S&P) downgraded the short-term and long-term security
ratings of ComEd due to perceived political risk related to the rate freeze extension proposal. S&P
downgraded ComEd's seniar unsecured debt to BB+, which is helow invastmant grade. The ratings on
Exelon, PECO and Generation were affirmed. The ratings for all Registrants were placed under Credit
Watch with negative implications.

" None of the Regisirants’ borrowings is subject to default or prepayment as a result of a
downgrading of securities although such a downgrading could increase fees and interest charges
under the Registrants’ credit facilities.

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

As part of the normal course of business, Generation routinely enters into physical or financially

settled contracts for the purchase and sale of capacity, energy, fuels and emissions allowances. These

contracts either contain express provisions or otherwise permit Generation and its counterparties to
demand adequate assurance of future performance when there are reasonable grounds for doing so.
In accordance with the contracts and applicable contracts law, if Exelon or Generation.is downgraded
by a credit rating agency, especially if such downgrade is to a level below investment grade, it is
possible that a counterparty would attempt to rely on such a downgrade as a basis for making a
demand for adeguate assurance of future performance. Depending on its net position with a
counterparty, the demand could be for the posting of collateral. In the absence of expressly agreed to
provisions that specify the collateral that must be provided, the obligation to supply the collateral
requested will be a function of the facts and circumstances of Exelon or Generation’s situation at the
time of the demand. If Exelon can reagonably ciaim that it is willing and financially able to perform its
abligations, it may be possibie to successfully argue that no collateral should be posted or that only an
amount equal to twe or three months of future payments should be sufficient.

Shélf Registrations

As of December 31, 2006, Exelon and PECO had current shelf registration statements for the sale
of $300 million and $250 million, respectively, of securities that were effective with the SEC. ComEd, a
weltknown seasoned issuer as described by the SEC, filed an automatic registration statement on
May 10, 2006 and the shelf registration was effective immediately. The ability of Exelon, ComEd or
PECO to sell securities off its shelf registration slatement or to access the private placement markets
will depend on a number of factors at the time of the propesed sale, including other required regulatory
approvals, the current financial condition of the company, its securities ratings and market conditions.

Reguiatory Restrictions

The issuance by ComEd, of leng-term debt or equity securities requires the prior authorization of
the ICC. The issuance by PECO of long-term debt or equity securities requires the prior authorization
of the PAPUC. ComEd and PECO normally obtain the required approvals on a periodic basis to cover
their anticipated financing needs for a pericd of time or.in connection with a specific financing.

Under PUHCA, the SEC.had.'ﬁnancing jurisdiction over ComEd’'s and PECO's short-term
financings and alil of Generation’s and Exelon’s financings. As a result of the repeal of PUHCA,
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effective February 8, 2006, the SEC's financing jurisdiction under PUHCA for ComEd’s and PECO'’s
short-term financings and Generation’s financings reverted to FERC and Exelon's financings are no
longer subject to regulatory approvals.

In February 2006, ComEd and PECO received orders from FERC approving their requests for
short-temm financing authority with FERC in the amounts of $2.5 billion and $1.5 billion, respectively,
effective February 8, 2006 through December 31, 2007

Generation currently has blanket fi nancmg authorlty that it received from FERC with its market-
based rate authority in November 2000 and that became effective again with the repeal of PUHCA.
See Note 4 of the Combined Notes to Consolidated Financial Statements for further information.

Under applicable law, Gensration, ComEd and PECQ can pay dividends only from retained,
undistributed or current earnings. A significant loss recorded at Generation, ComEd or PECO may limit
the dividends that these companies can distribute to Exelon. At December 31, 2006, Exelon had
retained earnings of $3.4 billion, including Generation's undistributed samings of $1.8 billion, ComEd’s
retained deficit of $(193) million consisting of an unappropriated retained deficit of $(1.6) billion partially
offset by $1.4 billion of retained earnings appropriated for future dividends, and PECO's retained
earnings of $584 million.

Investments in Synthetic Fuel-Producing Facilities

Exelon, through three separate wholly owned subsidiaries, owns interests in two limited liability
companies and one limited partnership that own synthetic fuel-producing facilities. Section 45K
{formerly Section 29) of the Intemal Revenue Code provides tax credits for the sale of synthetic fuel
produced from coal. However, Section 45K contains a provision under which the tax credits are phased
out (i.e., eliminated) in the event crude oil prices for a year exceed certain thresholds. On April 11,
2006, the IRS published the 2005 oil Reference Price and it did not exceed the beginning of the -
phase-out range. Conseguently, there was no phase-out of tax credits for calendar year 2005,

The following table (in dollars) provides the estimated phase-out ranges for 2006 and 2007 based
on the per barrel price of cil as of Dacember 31, 2006. The table also contains the annual average
New York Mercantile Exchange, Inc. index (NYMEX) prices per barrel at December 31, 2006 based an
actual prices for the year ended December 31 2006 and the estimated average futures pnces for the
year ended December 31, 2007. :

Beginning of Phase-Out Range ® . ... ....... P $60 962
Endof Phase-OutRange ® ... ... ... ... ... ... ... et 76 77
Annual Average NYMEX .......... f e e e e e - 66 64

{a) The estimated 2006 and 2007 phase-out ranges are based upon the actual 2005 phase-out range. The actual 2005
phase-out range was determined using the inflation adjustment factor published by the IRS in April 2008. The actual 2005
phase-out range was increased by 2% per year (Exelun s estimate of inflation} to arrive at the estimated 2006 and 2007
phase-out ranges. :

Exelon and the operators of the synthetic fuel-producing facilities in which Exelon has interests
idled the facilities in May 2006. The decision to suspend synthetic fuel production was primarily driven
by the levet and volatility of oil prices. In addition, the proposed Federal legislation that would have
pravided certainty that tax credits would exist for 2006 production was not included in the Tax Increase
Prevention and Reconciliation Act of 2005. Due to the reduction in oil prices during the third guarter of
2006, the operators resumed production at their synthetic fuel-producing facilities in September 2006
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and produced at full capacity through the remainder of 2008. As of December 31, 2006, Exelon has
estimated the 2006 phase-out to be 38%, which has reduted Exelon's eamed afterdax credits of
$164 million to $101 million for the year ended Decamber 31, 2006. At Decamber 31, 2006, Exelon has
estimated the 2007 phase-out of tax credits to be 18%. Exelon anticipates generating approximately
$220 million of cash over the life of these investments, of which $80 million is expected in total for 2007
and 2008, assuming an 18% phase-out of tax credits. Theses estimates may change significantly due
to the volatility of oil prices, See Note 12 of the Combinad Notes to Consolidated Financial Statements
for further discussion. The estimated 2008 and 2007 phase-out ranges are based upon the actual 2005
phase-out range. The actual 2005 phase-out range was determined using the inflation adjustment
factor published by the IRS in April 2006. The actual 2005 phase-out range was increased by 2% each
year {(Exelon's estimate of inflation) to arrive at the estimated 2006 and 2007 phase-out ranges.

Contraciual Obligations and Off-Balance Sheet Arrangements
Exelon

The following table summarizes Exslon’s future estimated cash payments under e)ﬂstlng
contractual obligations, including paymenis due by period.

Payment due within Bue 2012
Total 2007  2008-2008 2010-2011 and beyond
Long-termdebt ..., - $9126 $ 246 § 922 $2427 § 5531
Long-term debtto financing frusts ............ 3,696 581 1,664 806 545
Interest payments on long-term debt @ . ., .. ... 4976 486 888 757 2,845
Interest payments on long-term dabt to financing ' ‘ '

HrUSES @) L e e e, 1,318 225 285 98 710
Capitalleases .. ........... e 44 2 4 4 34
Operatingleases .......................... S A ] 58 110 93 455
Purchase power obligations ® ........... . 7,802 1,967 1,492 1,134 3,209
Fuel purchase agreements .................. 5022 1,047 1,463 1,169 1,343
Other purchase obligations ®)@ , | | e B42 - 292 140 95 115
Chicago agreament @ ... ... .. ... ... 36 6 12 12 6
Spent nuclear fuel obligation . ................ 950 - — - 950
Pension ERISA minimum funding requirement . . 32 32 — _— —
Total contractual obligations ................. $34,260 $4,942 $6,980 $6,595 §$15,743

(a) Interest payments are estimated based on final maturity dates of debt securities outstanding at December 31, 2006 and do
not reflect antlcipated future refinancing, early redemptmns of debt issuances. Variable rate interest obligations are
astimated based on rates as of December 34, 2008,

(b) Net capacily purchases include tolling agreements that are accounted for as operating leases. Amounts presented In the
commitments represent Generation’s expected payments under these amangements at December 31, 2006. Expected
payments include certain capacity charges which are contingent on plant availability. Doss not include ComEd's supplier
forward contracts as these contracts do not require purchases of fixed or minimum gquantities. See Notes 4 and 18 of the
Combined Notes to the Consolidated Financial Statements. : :

(c) Commitments for services, materials anid information technology.

(d} On February 20, 2003, ComEd entered into saparate agreements with Chicago and with Midwest Ganeration (Midwest
Agreement). Under the terms of the agreement with Chicago, ComEd will pay Chicaga $60 million over ten years fo be
relieved of a requirement, originally transferred to Midwest Generation upen the sale of ComEd’s fossil stations in 1898, to
build a 500-MW generation facility.
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Generation

The following table summarizes Generation’s future estimated cash payments under existing
contractual obligations, including payments due by period.

Payréent Due within Dus 2042

{in millions) Total 2007  2008-2009 2010-2011 an;pboyond
Long-termdebt . ........ ... ... ... ... .. ... $1749 § 10 $ 19 § 700 $1,020
Interest payments on long-term debt@ ... .. .. 786 96 190 138 362
Capitalleases .. ... ... ... .. ... cccuvvunn, 44 2 4 4 M
Operatingleases ............. ... ...t 503 34 61 53 355
Purchase power obligations® .., .. ... ....... 7.802 1,967 1,402 1,134 3,209
Fuel purchase agreements ............. e 4,518 830 1,317 1,104 1,265
Other purchase commitments @ , ... .......... 277 165 50 - 38 24
Pension ERISA minimum funding requirement . . 24 24 — — —
Spent nuclear fuel obligations ... .......... . 950 — — — - 850
Total contraclual obligations ..., .. ... ___..... 316,651 $3,128 $3,133 353,171 $7.219

(a) Interest payments are estimated based on final maturity dates of debt securities outstanding at December 31, 2006 and do
not reflect anticipated future refinancing, early redemptions or debt issuances. Varlable rate interest obligatians are
estimated based on rates as of December 31, 2006.

(b} Net capacity purchases include tolling agreements that are accounted for as operating leases. Amounts presented In the
commitments represent Generation’s expected payments under these arrangements at December 31, 2006. Expected
payments include certain capacity chargas which are contingant on plant availability.

(c) Commitments for services, materials and information technology.

ComEd

The following table summarizes ComEd's future estimated cash payments under existing
contractual obligations, including payments dus by period.

) . Payment due within Due 2012
Total 2007 2008-2008 2010-2011 and bayend
Longtermdebt . .........ccciiin i $3,507 $147 3§ 434 $560 $2,456
Long-tarm debt to financingtrusts . .............. 1,009 308 340 — 361
Interest payments on long-term debt @ . ......... 1,970 192 346 326 1,106
Interest payments on long-term debt to financing ‘
trusts () e e 655 57 64 52 482
Operatingleases ...................u0.. e 143 19 38 30 56
Other purchase commiiments ® .. e 38 27 7 4 —_—
Chicago agreement© .. ....................... 36 6 12 12 6
Total contractual obligations . ................... $7,448 E’_5_§ $1,241 $984 $4,467

{a) Interest payments are estimated based on final maturity datos of debt securities autstanding at December 31, 2006 and do
not reflect anticipated future refinancing, early redemptions or debt issuances.

{b) Other purchase commitments include commitments for services, materials and information technology. Other purchase
commitments do not include ComEd's supplier forward contracts as these contracts do not rsquire purchases of fixed or
minimum quantities. See Notes 4 and 18 of the Combined Nates to the Consolidated Financial Statemants for further delail
on ComEd's supplier forward contracts.

{c) On February 20, 2003, ComEd entered into separate agmements with Chicago and wiih Midwesl Generation (Midwest
Agreement). Under the terms of the agreement with Chicago, ComEd will pay Chicago $60 milion over ten years 1o be
relieved of a requirement, ariginally transfemred to Midwest Generailon upon the sale of ComEdl's fossil stations in 1999, to
build a S00-MW generation facility. -
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PECO

The following table summarizes PECO's future estimated cash payments under existing
contractual obligations, including payments due by periad.

Payment dus within Due 2012
(in millionsg) : Total 2007 2008-2009 2010-2011 and beyond
longtermdebt ... ... ... i e $1471 $— $ 450 § 267 $ 754
Long-term debt to financing trusts ............... 2,588 273 1,325 806 - 184
Interest payments on long-termdebt @ ... ... . __.. 851 70 114 105 562
Interest payments on long-term debt to ﬁnancmg
frusts B . ... e 663 168 221 48 228
Operatingleases ................ e 5 1 2 1 1
" Fuel purchase agreements ® ... ... P 506 217 146 65 78
Other purchase commitments © ., . .............. 209 20 51 47 91
Total contractual obligations .................... $6,293 $749 $2,309 $1,337  $1,898

(a) Interest payments are estimated based on final maturity dates of debt securities outstanding at Decembar 31, 2008 and do

not reflact anticipated future refinancing, early redemptions or debt issuances.
(b) Represents commitmenis 10 purchase natural gas and related ransportation and storage capacity and services.
(&) Commitments for services, materials and information technology.

For additional information about:
» commercial paper, see Note 11 of the Combined Notes to Consolidated Financial Statements.
» long-term debt, see Note 11 of the Combined Notes to Consolidated Financial Statemeants.

« capital lease obligations, see Note 11 of the Combined Notes to Consolidated Financial
Statements.

- operating leases, energy commitments and fuel purchase agreements, see Note 18 of the
Combined Notes to Consolidated Financial Statements.

+ the contribution required to Exelon's pension plans to satisfy ERISA minimum funding
requirements, see Note 14 of the Combined Notes to Consolidated Financial Statements.

- the spent nuclear fuel and nuclear decommissioning obligations, see Note 13 of the Combined
Notes to Consolidated Financial Statements.

= regulatory commitments, see Note 4 of the Combined Motes to Consolidated Financial
Statements.

Mystic Development, LLC (Mystic), a former affiliate of Exeion New Engiand, has a long-term
agreement through January 2020 with Distrigag of Massachusetts Corporation (Distrigas) for gas
supply, primarily for the Boston Generating units. Under the agreement, gas purchase prices from
Distrigas are indexed to the New England gas markets. Exelon New England has guaranteed Mystic’'s
financial obligations 1o Distrigas under the long-term supply agreement. Exelon New England’s
guarantee to Distrigas remained in effect following the transfer of ownership interest in. Boston
Generating in May 2004. Under FIN 45, *Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness to Others (FIN 45),” approximately $14
million was included as a liability within the Consoclidated Balance Sheets of Exelon and Generation as
of December 31, 2006 related to this guarantee. The terms of the guarantee da not limit the potentlal
future payments that Exelon New England could be required to make under the guarantee.

Generation has an obligation to decommission its nuclear power plants. NRC regulations require
fhat licensees of nuclear generating facilities demonstrate reascnable assurance that funds will be
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available in specified minimum amounis at the end of the iife of the facility to decommission the facility.
Based on estimates of decommissioning costs for each of the nuclear faciiities in which Generation has
an ownership interest, the ICC permitted ComEd through December 31, 2008, and the PAPUC permits
PECQ, to collect from their customers and deposit in nuclear decommissioning trust funds maintained
by Generation amounts which, together with eamings thereon, will be used to decommission such
nuclear facilities. Generation also maintains nuclear decommissioning trust funds Jor each of the
AmerGen units. At December 31, 2008, the asset retirement obligation recorded within-Generation’s
Consolidated Balance Sheets related to its nuclear-fueled generating facilities was approximately $3.5
billion. Decommissioning expenditures are expected to occur primarily after the plants are retired.
Following the completion of decommissioning activities, any excess nuclear decommissioning trust
funds related to the former ComEd and PECO nuclear power plants will ba required to be refunded fo
ComEd or PECQ, as appropriate. To fund future decommissioning costs, Generation -held
approximately $6.4 billion of investments in trust funds, inciuding unrealized gains at December 31,

2006, See Note 13 of the Combined Notes ta Consoildated Financial Statemenm for further discussian
of Generation's decomrmssmnlng obligation. ‘

See Note 18 of the Comblnad Motes to Consolidated Fmanclat Statements for discussion of
Exelon’s commercial commilments as of December 31, 2008.

Refund Claims

ComEd and PECO have several pending tax refund claims seeking acceleration of certain tax
deductions and additional tax credits. ComEd and PECO are unable to estimate the ultimate outcome
of these refund claims and will account for any amounts received in the period the matters are settled
with the IRS and state taxing authorities. While Generation curently has state reviews by
governmenta! agencies pending, they are not expected to have a significant :mpact on the financial
condition or result of operations of Generatlon

ComEd and PECO have entered into several agreements with a tax consultant related to the filing of
refund claims with the IRS. The fees for these agreements are contingent upon a successful outcome of
the claims and are based upon a percentage of the refunds recovered from the IRS, if any. The ultimate
net cash impacts to ComEd and PECO related to these agreements will sither be positive or neutral
depending upon the outcome of the refund claim with the IRS. These potential tax benefits and
associated fees could be material to the financiatl position, results of operations and cash flows of ComEd
and PECO. If a settlement is reached, a portion of ComEd's tax benefits, including any associated
interest for periods prior to the PECO/Unicom Marger, would be recorded as a raductionn of goodwill
under the provisions of EITF Issue 93-7, “Uncertaintias Related to Income Taxes in a Purchase Business
Combination” (EITF 93-7). Exelon cannot predict the timing of the final resolution of these refund claims.

In 2006, the Joint Committee on Taxation (Joint Committee) completed its review and granted
approval for PECO's income tax refund claims for investment tax credits. A majority of the investment
tax credits claimed in the refund related to PECQ's formerly owned generation property. The ‘asset
transfer agreement between PECO and Generation provides that PECQ retains all current tax and
interest benefits associated with the refund claims. Thus, as a result of the agreement, PECO recorded
the current tax and interest benefits and Generation recorded the remaining unamortized investment
tax credits and the related future deferred tax effects. As a rasult, the investment tax credit refund and
associated interest of $19 million (after tax) have been recorded as a credit in Exelon’s and PECQ's
Consolidated Statements of Operations in 2006. Exelon and Generation recorded unpamortized
investment tax credits and related tax impacts of $10 million (after tax) as a charge to their
Consolidated Statements of Operations. The uramortized investment tax . credit recorded at Exelon,
PECO and Generation will be amortized over the remaining depreciable book lives of the transmission,
distribution and generation proparty using the deferral method pursuant to APB No. 2, “Accounting for
the ‘Investment Credit” and APB No. 4, “Accounting for the ‘Investment Credit’.” In addition, as a result
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of the approval of the reffund claim, Exelon and PECO recorded a consulting expense of $3 million
(after tax) in 2006. The net after-tax result of this settlement and consulting fees was $6 million, $18
million and $(10) million for Exelon, PECO and Generation, respectively.

During 2008, the IRS indicated to PECO that it agreed with a substantial portion of a research and
development refund claim. This refund claim was subject to the approval of the Joint Committee. In
2008, the Joint Committee completed its review and granted approval of the research and
development claim. A majority of the refund claim also related to PECO's formerly owned generation
property. Consistent with the investment tax credit refund claims, pursuant to the asset transfer
agreement between PECO and Generation, PECO recorded the current tax and inferest benefits and
Generation recorded the fuiure deferred tax effects. As a result, a research and development credit
and the associated interest refund of $20 million (after tax) have been recorded as a credit in Exelon’s
and PECO’s Consolidated Statements of Operations in 2006. Exelon and Generation recorded the
future deferred tax impact of $11 million as a charge to their Consolidated Statements of Operations. In
addition, based on the IRS’ indication of its agreement with a portion of the refund claim, PECO
recorded an estimated tax consulting contingent fee of $2 million (after tax) during 2006. The net
after-tax result of this settlement and consulting fees was $7 million, $18 million, and $(11) million for
Exelon, PECO, and Generatlon respectively.

Variable Interest Entlties

Sithe. As of December 31, 2004, Generation was a 50% owner of Sithe. In accordance with FIN
46-R, Generation consolidated Sithe within its financial statements as of March 31, 2004. The
determination that Sithe gualified as a variable interest entity and that Generation was the primary
"beneficiary under FIN 46-R required analysis of the economic benefits accruing to all parties pursuant
to their ownership interests supplemented by management’s judgment. See Note 2 of the Combined
Notes to Cansolidated Financial Statements for a discussion of the sale of Generation’s entire interest
in Sithe that was completed on January 31, 2005, -

Financing Trusts of ComEd and PECO. During June 2003, PECO issued $103 million of
subordinated debentures to PECO Trust IV in connection with the issuance by PECO Trust IV of $100
miflion of preferred securities. Effective July 1, 2003, PECO Trust IV was deconsolidated from the
financial statements of PECO in conjunction with FIN 46. The $103 million of subordinated debentures
issued by PECO 1o PECO Trust IV-was recorded as long-term debt to fi nanclng trusts within the
Consclidated Balance Sheets.

Effective December 31, 2003, ComEd Financing Il, ComEd Financing HI, ComEd Funding. LLC,
ComEd Transitional Funding Trust, PECO Trust Il and PETT were deconsolidated from the financial
statements of Exalon in conjunction with the adoption of FIN 46-R. Amounts of $1.0 billion and $2.5
biliion, respectively, owed by ComEd and PECOQ to these financing trusts were recorded as long-term
debt to ComEd Transitional Funding Trust and PETT and long-term debt to financing trusts within the
Consolidated Balance Sheets as of December 31, 2006.

Nuclear Insurance Coverage

Generation carries property damage, decontamination and premature decommissioning insurance
for each station loss resulting from damage to Generation’s nuclear plants, subject to certain
exceptions. Additionally, Generation carries business interruption insurance in the event of a major
accidental outage at a nuclear station. Finally, Generation participates in the Amearican Nuclear
Insurers (ANI) Master Worker Program, which provides coverage for worker tort claims filed for bodily
injury: caused by a nuclear energy accident. See Note 18 of the Combined Notes to Consolidated
Financlal Statements for further discussion of nuclear insurance. For its types of insured losses,
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Generation is self-insured to the extent that losses are. within the -policy deductible or exceed.the
amount of insurance maintained. Such losses could have a material adverse effect on Exelon and
Generation's financial condition and their results of operations and cash flows.

PECO Accounts Receivable Agreement

PECQO is party to an agreement with a financial institution under whlch it can sell or finance w:th
limited recourse an undivided interest, adjusted daily, in up to $225 million of designated accounts
receivable through November 2010. At December 31, 2006, PECO had sold a $225 million intergst in
accounts receivable, consisting of a $208 million interest in accounts receivable, which PECO
accounted for as a sale under SFAS No. 140, "Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities—a Replacement of FASB Statement No. 125," (SFAS
No. 140), and a $17 million interest in special-agreement accounts receivabls which was accounted for
as a long-term note payable. At December 31, 2005, PECO had sold a $225 million interest in
accounts receivable, consisting of a $195 million interest in accounts receivable, which. PECO
accounted for as a sale under SFAS No. 140, and a 330 million interest in special-agreement accounts
receivable, which was accounted for as a long-tarm note payable. PECO retains the servicing
responsibility for these receivables. The agreement requires PECO 1o maintain the $225 million
interest, which, if not met, requires cash, which would otherwise be received by PECO under: this
program, to be held in escrow until the requirement Is met. At Dacember 31, 2006 and 2005, PECQ
met this requirement and was not required t¢ make any cash deposits. .

Beginning in 2007, this agreement will be subject to the provisions of SFAS No. 156, “"Accounting
for Servicing of Financial Assets, amendment of FASB Statement No. 140 which s not expected to

. have a material impact to PECQ.

New Accounting Pronouncements

See Note 1 of the Combined Notes to Consolidated Financial Statements for mfonnatlon regan:lmg
new accounting pronouncements.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Exelon Corporation

The Registrants are exposed to market risks associated with adverse changes in commedity
prices, counterparty credit, interest rates, and equity prices. Exelon’s RMC approves risk management
policies and objectives for risk assessment, control and valuation, counterparty credit approval, and the
monitoring and reporting of risk exposures. The RMC is chaired by the chief risk officer and includes
the chief financial officar, general counsel, treasurer, vice president of corporate planning, vice
president of strategy, vice prasidant of audit services and officers representing Exelon’s business units.
The RMC reports to the Exelon Board of Directors on the scope of the risk management activities.

Commodity Price Risk (Exelon, Generatibn and ComEd)

To the extent the amount of energy Exelon generates differs from the amount of energy it has
contracted to seil, Exelon has price risk from commodity price movements. Commaodity price risk is
associated with price movements resulting from changes in supply and demand, fuel vosts, market
liquidity, weather, governmental regulatory and environmental paolicies, and other factors. Exelon seeks
to mitigate its commaodity price risk through the purchase and sale of eleciric capacity, energy and

- fossil fuels including oil, gas, coal and emission allowances. Within Exelon, Generation is primarily
exposed to commodity price risk W|th ComEd having modest exposure due fo the need to purchase
ancillary services.

Exslon and Genaratloh

In 2005, Exelon and Generation enterad into certain derivatives in the normal course of trading

operations to economically. hedge a portion of the exposure to a phase-out of the tax credits for the

sale of synthetic fuel produced from coal. One of the counterparties has security interests in these
derivatives. Including the related mark-to-market gains and losses on these derivatives, interests in
synthetic fuel-praducing facilities reduced Exelon’s net income by $24 million and increased Exeion’s
net income by $81 million and $70 million during the years ended December 31, 2008, 2005 and 2004,
respectively. Exelon anticipates that it will continue to record income or losses related to the
mark-to-market gains or losses on its derivative instruments and changas to the tax credits earned by
Exelon during the period of production due to the volatility of oil prices. Net income or net losses from
interests in synthetic fuel-producing facitities are reflected in Exelon's Consolidated Statements of
Operations within income taxes, operating and maintenance expenss, depreciation and amortization
expense, interast expenss, equity in losses of unconsolidated affiliates and other, net. See Note 12 of
the Combined Notes io consolidated Financiat Statements for furiher information in regards to
synthetic fuel activity.

Generation

Generaltion's energy contracts are accounted for under SFAS No. 133. Non-trading contracts
gualify for the narmal purchases and normal sales exemptlion to SFAS No. 133, which is discussed in
Critical Accounting Policies and Estimates. Energy contracts that do not qualify for the normal
purchases and normal sales exceplion are recorded as assets or liabilities on the balance shest at fair
value. Changes in the fair value of qualifying hedge contracts are recorded in other comprehensive
income (OC!), and gains and losses are recognized in eamings when the underlying transaction
occurs. Changes in the derivatives recorded at fair value are recognized in eamnings uniess specific
hedge accounting criteria are met and they are designated as cash-flow hedges, in which case those
changes are recorded in OCI, and gains and losses ars recognized in earnings when the underlying
transaction occurs. Changes in the fair value of derivative contracts that do not meet the hedge criteria
under SFAS No, 133 or are not designated as such are recognized in current eamings.
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Normal Operations and Hedging Activities. Eleciricity available from Generation's owned or
contracted generation supply in excess of Generation's obligations to customers, including ComEd's
and PECO's retail load, is sold into the wholesale markets. To reduce price risk caused by market
fluctuations, Generation enters into physical contracis as well as derivative contracls, including
forwards, futures, swaps, and options, with approved counterparties to hedge anticipated exposures.
The maximum length of time over which cash flows related to energy commodities are currently being
hedged is approximately three years. Generation has estimated a greater than 90% economic and
cash flow hedge ratio for 2007 for its energy marketing porifolio. This hedge ratio represents the
percentage of its forecasted aggregate annual economic generation supply that is committed to firm
sates, including sales to ComEd’s and PECO's retail load. ComEd's and PECO’s retail load
assumptions are based on forecasted average demand. A portion of Generation’s hedge: may be
accomplished with fuel products based on assumed correlations between power and fuel prices, which
routinely change in the market. The hedge ratic is not fixed and will vary from time to time depending

upon market conditions, demand, energy market option volatility and actual loads. During peak
pericds, Generation's amount hedged declines to meet its-energy and ‘capacity commitments to
ComEd and PECO. Market price risk exposure is the risk of a change in the value of unhedged
positions. The forecasted market price exposure for Generation’s non-trading portfolio associated with
a ten percent reduction in the annual average around-the-clock market price of electricity would be a
decrease of less than $50 million in net income. This sensitivity assumes that price changes occur
evenly throughout the year and across all markets. The sensitivity also assumes a static porifolio.
Generation expects 1o actively manage its portfolio to mitigate market price exposure. Actual results
could differ depending on the specific timing of, and markets affected by, price changes, as well as
future changes in Generation's portfolio.

Proprietary Trading Activities. Generation uses financial contracts for proprietary trading
purposes. Proprietary trading includes all contracts entered into purely to profit from market price
changes as opposed to hedging an exposure. Thess activities are accounted for on a mark-to-market
basis. The proprietary trading activities are a complement to Generation’s energy marketing portfolio
but represent a very small portion of Generation’s overall energy marketing activities. For exampls, the
limit on open positions in electricity for any forward month represents less than one percent of
Generation's owned and contracted supply of electricity. Generation expects this level of proprietary
trading activity to continue in the future. Trading porifolic activity for the year ended December 31,
2006 resulted in a gain of $14 million (before income taxes), which represented a net unrealized
mark-to-market gain of $10 million and realized gain of $4 million. Generation uses a 95% confidence
interval, ocne day helding period, one-tailed statistical measure in calculating its Value-at-Risk (VaR}.
The daily VaR on proprietary trading activity averaged $120,000 of exposure over the last 18 months.
Because of the relativa size of the proprietary trading portfolic in comparison to Generation’s total
gross margin from continuing operations for year ended December 31, 2008 of $5,165 million,
Generation has not segregated proprietary trading activity in the following tables. The trading portfolio
is subject to a risk management policy that includes stringent risk management Jlimits, including
volume, stop-toss and value-at-risk limits 1o manage exposure to market risk. Additionally, the Exelon
risk management group and Exelon's RMC monitor the financial risks of the proprietary tradlng
activities.

Trading and Non-Trading Marketing ActMtles. The following detailed presentation of

Generation’s frading and non-trading marketing activities is inciuded to address the recommended
disclosures by the energy industry’s Committee of Chief Risk Officer (CCROQ).
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‘The foliowing table provides detail on changes in Generation’s mark-to-market net asset or liability
balance sheet position from January 1, 2005 to December 31, 2006. It indicates the drivers behind changes
in-the balance sheet amounts. This table incorporates the mark-to-markst activities that are immediately
recorded in eamings as well as the seitlements from OCI to earnings and changes in fair value for the
hedging activities that are recorded in accumulated OCI on the Consolidated Balance Sheets.

Total
Total mark-to-market energy contract net liabilities at January 1,2005@ .. ................. $(145)
Total change in fair value during 2005 of contracts recorded ineamnings ................... 108
Reclassification to realized at settlement of contracts recorded in earnlngs ................. (105)
Reclassification to realized at settiementfrom OC! . ... .. ... ... . i it 583
Effective portion of changes in fair value—recordedinOCI .......... ... ... .. e (879)
Purchasefsalefdisposal of existing contracts or portfolios subject to mark-to-market .......... {(102)
Total mark-to-market energy contract net liabilities at December 31, 20051 ... .......... (540)
Total change in fair value during 2006 of contracts recorded inearnings ................... M
Reclassification to realized at settlement of contracts recorded inearnings ................. 66
Reclassification to realized at settlementfrom OCI ... ... ... ... .. ... .. ... ... ...... 146
Effective portion of changes in fair value—racorded in OCl .......... e - 789
Purchasefsale/disposal of existing contracts or portfolios subject to mark-to-market .......... (3)
Total mark-to-market energy contract net assets at December 31,2006 ................... $ 499

(@) Includes a $39 million kiability related to Sithe and the related mark-to-markel expense which were reclassified to
discontinued operations.

The following table details the balance sheet classification of the mark-to-market energy contract
net assets (liabilities) recorded as of December 31, 2006 and 2005:

" December 31,2006 Deacember 31, 2005 7

CUMment 8SSetS . .. ..c.iiniiiii e e $ 1,408 $ 916
Noncurrentassets ............ ... iiiiinriinrennnnnas 171 286
Total mark-to-market energy contract assets .. ............ 1,579 1,202
Cumrentliabiliies .. ......... ... . ... ... . i (1.003) (1,282)
Noncurrent liabilities . . ......... ... . ... ... ... ... 5. ... (77) {(460)
Total mark-to-market enerqy contract liabilities . ... .. .. ceee {1,080) (1,742)
Total mark-to-market energy contract net assets (liabilities) . . . .. . 5 499 $ (540)

The maijority of Generation's contracts are non-exchange-traded contracts valued using prices
provided by external sources, primarily price quotations available through brokers or over-the-counter,
on-line exchanges. Prices reflect the average of the bid-ask mid-point prices obtained from all sources
that Generation believes provide the most liquid markst for the commodity. The terms for which such
price information is available vary by commadity, region and product. The remainder of the assets
represents contracts for which external valuations are not available, primarily option coniracts. These
contracts are valued using the Black model, an industry standard option valuation model. The fair
values in each category reflect the level of forward prices and volatility factors as of December 31,
2008 and may change as a result of changes in these factors. Management uses its best estimates to
determine the fair value of commodity and derivative coniracts Generation holds and sells. Thess
estimates consider various factors including closing exchange and over-the-counter price quotations,
time value, volatility factors and credit exposure. It is possible, however, that future market prices could
vary from those used in recording assets and liabilities from energy marketing and trading activities
and such variations could be material.
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The foliowing table, which presents maturity and source of fair vatue of mark-to-market energy
contract net assets (liabilities), provides two fundamental pieces of information. First, the table provides
the source of fair value used in determining the camying amount of Generation's total mark-to-market
asset or liability. Second, the table provides the maturity, by year, of Generation’s net assets
(liabilities), giving an indication of when these mark-to-market amounts will seffle and either generate
or require cash. .

Maturlties within
: . 2012 and Total Fair
{in millions) ' 2007 2008 2009 2010 2011 Besyond  Value
Normal Operations, qualifying cash-flow hedgé
contracts (@: _
Actively quoted prices ................... $ @4)%— $— 55— $— $— $ (@)
Prices provided by other external sources ... 345 59 14 1 - = 419
Total ... $341 $59 $14 § 1 §— §$—  $415°
Normal Operations, other derivative contracts @): o '
Actively quoted prices . .............cvuvs. $(122) $25 % (1} $— $— $(98)
Prices provided by other external sources ... 232 — - - - 233
Prices based on model or other valuation i S
Methods . .ot veeeeeeae 50y (1) — — — — (5%

Totah ..o $ 60 $24 $— $— $— §$ $84

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

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

The table below provides details of effective cash-flow hedges under SFAS No. 133 included in
the balance sheet as of December 31, 2006. The data in the table gives an indication of the magnitude
of SFAS No. 133 hedges Generation has In place; however, since under SFAS No. 133 not all hedges
are recorded in OCI, the table does not provide an all-encompassing picture of Generation's hedges.
The table also includes a roli-forward of accumulated OCI related to cash-flow hedges for the years
ended December 31, 2006 and December 31, 2005, providing insight into the drivers of the changes
(new hedges entered into during the period and changes in the value of existing hadges). Information
related to energy merchant activities is presented separately from interest-rate hedging activities.

Total Cash-Flow Hedge QCI Actlivity, Net of Income Tax

Interost-
Power Team Rate and
Normal Operations and Other Total Cash-
{in millions} Hedging Activities = Hedges Flow Hetiges
Accumulated OCI derivative loss at January 1, ' : .

2008 L. e e $(137) $ (9) $(146)
Changesinfairvalue ................... P : (533) . - b .(528)
Reclassifications from OCl to net income .......... 356 L= 358
Accumulated OCI derivative loss at December 31,

2005 ... . (314) - (4) (318)
Changes infairvalue .......................... 476 1 477
Reclassifications from QCl to netincome .......... 88 = 88
Accumulated OCI derivative gain (loss) at

December31,2006 ..........coevenvinnnnnns $ 250 $ (3) 247

|
|
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ComEd

ComEd has derivatives related to one wholesale contract and certain other contracts to manage
the market price exposures to several wholesale contracts that extend into 2007, which is beyond the
expiration of ComEd's PPA with Generation. Additionally, the supplier forward contracts that ComEd
has entered into as part of the initial ComEd auction (see Note 4 of the Combined Notes to
Consolidated Financial Statements) are deemed to be derivatives that qualify for the normal purchases
and normal sales exception to SFAS No. 133. ComEd does not enter into derivatives for speculative or
trading purposes. As of December 31, 2006, the fair vaiue of the derivative wholesale contract of $5
million was recorded on ComEd’'s Consolidated Balance Sheet, which is classified as a current liability.
The financial derivative used to manage the market price exposure to saveral wholesale contracts is

designated and effective as a cash flow hedge, as defined in SFAS No. 133. As such, changes in the.

fair value of the derivative are recorded in OCI and gains and losses are recognized in eamnings when
the underlying transaction occurs. As of December 31, 2006, the fair value of this contract of $6 million
was recorded on ComEd’s Consolidated Balance Sheet as a current liability.

ComEd has expaosure to commodity price risk in relation to ancillary services that are purchased
from PJM.

Credit Risk (Exelon, Generation, ComEd and PECO)
Generation -

“Generation’s PPA with ComEd expired at the end of 2006. In September 2006, Generation
pariicipated in and won portions of the ComEd and Ameren auctions. As a result of the expiration of
- the PPA and the results of the auctions, beginning in 2007, Generation will sell more electricity through
bilateral agreements with other new and existing counterparties. Generation has credit risk associated
with counterparty performance on energy contracts which includes, but is not limited to, the risk of
financial default or slow payment; therefore, Generation's credit risk profile is anticipated io change
based on the credit worthiness of the new and existing counterparties, including ComEd and Ameren.
Additionally, due to the possibility of rate freeze legisiation in illinois affecting both ComEd and
Ameren, Generation may be subjeci to the risk of default and, in the avent of a bankruptcy filing by
ComEd or Ameren, a risk that the bankruptcy may result in rejection of contracts for the purchase of
eleciricity. A default by ComEd or Ameren on contracts for purchase of electricity, or a rejection of
those contracts in & bankrupicy proceeding, coutd result in a disruption in the wholesale power
markets. For agditional information on the lllingis auction, the proposed lagislation and the various
regulatory proceedings, see Note 4 of the Combined Notes to Consolidated Financial Statements.

Generation manages counterparty credit risk through established policies, including counterparty
credit limits, and in some cases, requiring deposits or letters of credit to be posted by certain
counterparties. Generation's counterparty credit limits are based on a scoring model that considers a
variety of factors, including leverage, liquidity, profitability, credit ratings and risk management
capabilities. Generation has entered into payment netting agreements or enabling agreements that
allow for payment netting with the majority of its large counterparties, which reduce Generation's
exposure to counterparty risk by praviding for the offset of amounts payable to the counterparty against
amounts receivable from the counterparty. The credit department monitors current and forward credit
exposure to counterparties and their affiliates, both on an individual and an aggregate basis.
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The following tables provide information on Generation's credit exposure; net of collateral, as of
December 31, 2006 and 2005. The tables further delineate that exposure by credit rating of the
counterparties and provide guidance on the concentration of credit risk to individual counterparties and
an indication of the maturity of a company's credit risk by credit rating of the counterparties. The figures
in the tables below do not include sales to Generation's affiliates or exposure through RTOs and
Independent System Operators (ISOs) which are discussed below.

Total Number Of Net Exposure Of
- Exposure ' GCounterparties Counterparties -
Before Credit  Cradit Net Greater than 10% Greater than 10%
Rating as of December 31, 2006 Collateral . Collateral Exposure of Net Exposure of Net Exposure
Investment grade ............... $1,005 $268  $737 1 8095
Non-investmentgrade ........... 53 g 44 — =
No external ratings " : :
Internally rated—investment '
grade ................... 10 1 9 —_ -
Internally rated—non- :
investmentgrade .......... 4 3 1 —_ —
Total ........ ... .. ... ... ... $1,072 $281 $791 1 $ 95

|
|
N

(a) This table does not include accounts receivable exposuré

Total o Number Of ,  'Net Exposura Of

Exposure Counterparties  Counterparties
‘Befors Cradit  Cradit Net Greater than 10% Greater than 10%
Rating as of December 31, 2005 @ Callateral  Collateral Exposure of NetExposure of Net Exposire
Investmentgrade ............... $472 - $ 53 $419 2 $147
Non-investmentgrade ........... 60 11 49 —_— —
No external ratings ' ‘ '
Internally rated—investment
grade ................... 41 — 41 — —
Internally rated—non- o - :
investmentgrade . ......... - 38 = . 38 - =
Total ... ... ... ... . il $611 $64 $547 2 $147

(a) This table does not include accounts receivable exposure.

Maturity of Credit Risk Exposura
. Exposure  Total Exposura
: Less than : Greater than  Before Credit
Rating as of December 31, 2006 (2 2Yoars 2-5Years 5 Years Collateral
Investment grade ...... e $944 $ 61 $— - $1,005
Non-investmentgrade ......... e 40 13 — 53
No external ratings
Internally rated—investmentgrade ........... 10 — — 10
Internally rated—non-investment grade ........ 3 1 — 4
Total ... i $997 $75 — $1,072

|
il

(a) This table does not include accounts receivable exposure.

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

Generation sells output through bilateral contracts. Generation's sales ta counlerparties othar than
ComEd and PECO will increase due to the expiration of the PPA with ComEd at the end of 2006, The
bilateral contracts are subject to credit risk, which relates to the ability of counterparties to mest their
contractual payment obligations. Any failure to collect these payments from counterparties could have
a material impact on Exelon’'s and Generation’s results of operations, cash flows and financial position.
As market prices rise above contracted price levels, Generation is required to post collateral with
purchasers; as market prices fall below contracted price levels, counterparties are required to post
collateral with Generation. Under the lllinois auction rules and the supplier forward contracts that
Generation entered into with ComEd and Ameren, beginning in 2007, collateral postings will be
one-sided from Generation only. That is, if market prices fall below ComEd's or Ameren's contracted

price levels, neither ComEd nor Ameren is required to post collateral; however, if market prices rise
above contracted price levels with ComEd or Ameren, Generation may be required to post collateral. -

See Note 4 of the Combined Notes to the Consolidated Financial Statements for further information on
contracted clearing prices related to the ComEd and Ameren auctions.

As of December 31, 2006, Generation had $26 million of collateral deposit payments being held by
counterparties and Generation was hoiding $273 million of collateral deposits received from
counterparties.

RTOs and ISOs. Generation participates in the following established, real-lime energy markets
that are administered by: PJM, ISO-NE, New York 1SO, MISO, Southwest Power Pool, Inc. and the
Electric Reliability Council of Texas In these areas, power is traded through bilateral agreements
between buyers and sellers and on the spot markets that are operated by the RTOs or ISOs, as
applicable. In areas where there is no spot market, electricity is purchased and sold solaly through
bilateral agreements. For sales into the spot markets administered by an RTO or ISO, the RTO or ISO
maintains financial assurance policies that are established and enforced by those administrators. The
credit policies of the RTOs and 1SOs may under certain circumstances raquire that losses arising from
the default of one member on spot market transactions be shared by the remaining participants.
Non-performance or non-payment by a major counterparty could result in a maternal adverse lmpact on
Generation’s financial condition, results of operations or net cash flows.

ComEd and PECO
Credit risk for ComEd and PECOQ is managed by credit and collection policies which are consistent

with state regulatory requirements. ComEd and PECO are each currently obligated o provide service -

to all electric customers within their respective franchised territories. ComEd and PECO record a
provision for uncolleciible accounts, based upon historical experience and third-party studies, to
provide for the potential loss from nonpayment by these customers. ComEd is currently unable to
predict the impact of the reverse-auction power prices, effective in January 2007, on its provision for
uncollectible accounts. ComEd will monitor nonpayment from customers and will make any necessary
adjustments to the provision for uncollectible accounts. PECO has experienced an increase in its
provision for uncollectible accounts in 2006 as compared to 2005 as a result of higher average

140




accounts receivable balances in 2006 resulling from increased revenues, changes in PAPUC-
approved regulations related to customer payment terms and an increase in the number of low-income
customers participating in customer assistance programs, which allow for the. forgiveness of certain
receivables. PECO’s provision for uncoilectible accounts will continue to be affected by changes in
prices as well as changes in PAPUC regulations. For the year ended December 31, 2006,  ComEd's
ten largest customers represented approximately 3.5% of its electric revenues-and PECO's teﬂérgest
customers represented appmxlmately 5.9% of ms retall electnc and gas revenues. '

Under Pennsylvania’s Campetition Act licensed entit:es including competltwe elecinc generatlan
suppliers, may act as agents to provide a single bill and provide associated biling and collection
services 1o retail customers located in PECO's retail electric service territory. Currently, there- are no
third parties providing billing of PECO’s charges to customers or advanced metering; however, if this
occurs, PECO would be subject to credit risk related-to the ability of the third partles to -collect such
receivables from the customers. :

Exelon

Exelon’s consolidated balance sheets included a $528 million net investmant in direct financing
leases as of December 31, 2006. The investment in direct financing leases represents juture minimum
lease payments due at the end of the thirty-year lives of the leases of $1.5 billion, less uneamed
income of $963 million. The future minimum lease payments are supported by collateral and credit
enhancement measures including letters of credit, surety bonds and cradit swaps issued by high credit
quality financial institutions. Management regularly evaluates the credit worthiness of Exelon’s
counterparties to these direct financing leases.

Interest-Rate Risk (Exelon, Generation, ComEd and PECO)

Variable Rate Debt. The Registranis use a combination of fixed-rate and variable-rate debt to
reduce interest-rate exposure. The Registrants may also use interest-rate swaps when deemed
appropriate to adjust exposure based upon market conditions. Additicnally, the Registranis may use
forward-starting interest-rate swaps and treasury rate locks to lock in interest-rate levels in anticipation
of future financings. These strategies are employed to achieve a lower cost of capital. At December 31,
2006, the Registrants did not have any material fair-value or cash-flow interest-rale hedges
outstanding. As of December 31, 2006, a hypothetical 10% increase in the interest rates associated
with variable-rate debt wouid result in a $4 million, $2 million, $1 million and $1 million decrease in
Exelon’s, Generation’s, ComEd’s and PECOQ’s, respectively, pre-tax earnings.

Falr-Value Hedges. During 2008, ComEd settied its interest-rate swaps designated as fair-value
hedges in the aggregate notional amount of $240 million for a cash payment of approximately $1
million.

Cash-Flow Hedges. In 2005, ComEd seltled its inlerest-rate swaps designated as cash-flow
hedges in the aggregate notional amount of $325 million due to the underlying transaction for which
these interest-rate swaps were entered into was no longer probable of occurring. As a result, Exelon
and ComEd recognized a pre-tax loss of $15 million which was included in cther, net within the
Consolidated Statements of Operations and within Cash Flows From Investing Activities on the
Consolidated Statements of Cash Flows. In addition, during 2005, Exelon settled interest-rate swaps in
the aggregate notional amount of $1.5 billion and recorded pre-tax josses of $39 million which will be
recorded as additional interest expense ovar tha remaining life of the related debt.

Equity Price Risk (Exelon and Generation)

Exelon and Generation maintzain trust funds, as required by the NRC, to fund certain costs of
decommissioning Generation's nuclear plants. As of December 31, 2006, Generation's
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decommissioning trust funds are reflected at fair value on its Consolidated Balance Sheets. The mix of
securities in the trust funds is designed to provide returns fo be used to fund decommissioning and to
compensate Generation for inflationary increases in decommissioning costs; however, the equity
. securities in the trust funds are exposed to price fluctuations in equity markets, and the value of fixed-
rate, fixed-income securities are exposed {o changes in interest rates. Generation actively monitors the
investment performance of the trust funds and periodically reviews asset allocation in accordance with
Generation's nuclear decommissioning trust fund investment policy. A hypothetical 10% increase in
interest ratas and decrease in equity pricas would resuit in a $460 million reduction in the fair value of
the trust assets. '

Exelon and Generation maintain trust assets associated with defined benefit pension and other
postretirement benefits, See Defined Benefit Pension and Other Postretirernent Benefits in the Crilical
Accounting Estimates section for information regarding the pension and other postretirement benefit
trust assets. ' : _ '
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CBNDITION AND -
RESULTS OF OPERATION

Generation
Executive Overview

A discussion of items pertinent to Generation's executive overwew is set forth under “EXELON
CORPORATION-—Executive Overview” of thls Report

Results of Operation
Year Ended December 31, 2006 Compared To Year Ended December 31, 2005

A discussion of Generation's results of operahons for 2006 compared to 2006 is set forth under
“‘Results of Operations—Generation" in “EXELON CORPORATION—Rasults of Operations” of: this
Report.

Year Ended December 31, 2005 Compared To Year Ended December 31, 2004

A discussion of Generation’s results of 6perétions for 2005 compared to 2004 is-sel forth-under
‘Results of Operations—Generation” in “EXELON CORPORATION—Results of Operations™ of this
Report.

Liquidity and Capital Resources

Generation's business is capital intensive and requires considerable capital resources.
Generation's capital resources are primarily provided by intemally generated cash. flows from
operations and, to the extent necessary, exiernal fi inancing, including the issuance of commercial
paper, participation in the intercompany money poc! or capital contributions from Exelon. Generation's
access to external financing at reasonable terms is dependent on its credit ratings ard general
business conditions, as well as that of the utility industry in general. If these conditions deteriorate to
where Generation no longer has access to the capital markets at reasonable terms, Generation has
access to a revolving credit facility that Generation currently utilizes to support is commercial paper
program. See the “Credit Issues” section of “Liquidity and Capital Resources” for further discussion.

Capital resources are used primarily to fund Generation's capital requirements, including
construction, retirement of debt, the payment of distributions to Exelon, contributions to Exelon’s
pension plans and investments in new and existing ventures. Future acquisitions could require external
financing or borrowings or capital contributions from Exelon.

Cash Flows from Operating Activities

A discussion of items pertinent to Generation’s cash flows from operating activities is set forth
under “Cash Flows from Operating Activities” in "EXELON CORPORATION—Liquidity and Capital
Resources” of this Report.

Cash Flows from Investing Actlvities

A discussion of items pertinent ta Generation's cash flows from investing activities is set forth
under “Cash Flows from Investing Activities” in “EXELON CORPORATION—Liquidity and Capital
Resources” of this Report.

143



Cash Flows from Financing Activities
A discussion of items pertinent to Generation's cash flows from financing activities is set forth

under “Cash Flows from Financing Activities” in "EXELON CORPORATION—Liquidity and Caprtal

Resources” of this Repart.

Credit Issues

A discussion of credit issues pertinent to Generatlon is set forth under “Credit Issues in “EXELON
CORPORATION—Liquidity and Capital Resources” of this Report.

Contractual Obligations and Off-Balance Sheet Obligations

A discussion of Generation's contractual ubhgauons commercial commltments and off-balance
sheet obligations is set forth under “Contractual Obligations and Off-Balance Sheet Obligations” in
“EXELON CORPORATION—Liquidity and Capital Resources” of this Report,

Critical Accounting Policies and Estimates

See Exelon, Generation, ComEd and PECO—Critical Accounting Policies and Estimates above
for a discussion of Generation’s critical accounting policies and estimates.

New Accounting Pronouncements

See Note 1 of the Combined Notes to Consolidated Financial Statements for information regarding
new accounting pronouncements. ,

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Generation

Generation is exposed to market risks associated with commodity price, credit, interest rates and
-equity price. These risks are descnbed above under “Quantitative and Qualitative Disclosures about
Market Risk—Exelon.”
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND - - -
RESULTS OF OPERATION

ComEd
Executive Overview

A discussion of items pertinent o ComEd’s executlve overv:ew is set forth under "EXELON'
CORPORAT!ON—Executwe Overview” of this Report

Results of Operations
Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

A discussion of ComEd's results of operations for 2006 compared 2005 is sat forth under "Resultsy
of Operations—ComEd” in “EXELON CORPORATION-—Results of Operations™ of this Rgpott.

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

A discussion of ComEd’s results of operations for 2005 compared to 2004 is set forth under
“Results of Operations—ComEd” in *“EXELON CORPORATION—Results of Operations” of this Report..

Liquidity and Capital Resources

ComEd's business is capltal Intensive and requires considerable capltal resources. ComEcl’
capital resources are primarily provided by internally generated cash flows from operations and, to the
extent necessary, external financing, including the issuance of commercial paper, or capital
contributions from Exelon. ComEd's access to external financing at reasonable terms is dependent on
its credit ratings and general business conditions, as well as that of the utility industry in general. If
these conditions deteriorate to where ComEd no longer has access to the capital markets at
reasonable terms, ComEd has access to a revolving credit facility that ComEd currently utilizes to
support its commercial paper program. Sea the “Credit Issues” section of “Liquidity and Capital
Resources” for further discussion.

Capital resources are used primarily to fund ComEd'’s capital requirements, including construction,
retirement of debt, the payment of dividends and contributions to Exelon’s pension plans. ComEd did
not pay a dividend during 20086.

Cash Flows from Operating Activities

A discussion of items pertinent to ComEd'’s cash flows from operating activities is set forth under
“Cash Flows from Operating Activities” in “EXELON CORPORATION—Liquidity and Capital
Resources” of this Report.

Cash Flows from Investing Activities

A discussion of items pertinent to ComEd’s cash flows fram investing activities is set forth under
“Cash Flows from Investing Activities” in “EXELON CORPORATION—Liquidity and Capital Resources®
of this Report.

Cash Flows from Financing Activities

A discussion of items pertinent to ComEd's cash flows fram financing activities is set forth under
“Cash Flows from Financing Activities” in “EXELON CORPORATION—Liquidity and Capital
Resources” of this Report.
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Cradit Issues

A discussion of credit issues partinent to ComEd is set forth under “Credit Issues”™ in "EXELON
CORPORATION——LIqdety and Capital Resources” of this Repaort :

Contractual Obligations and Off-Balance Sheet Obligations .
A discussion of ComEd's contractual obligations, commercial commitmenis and off-balance sheet

obligations is set forth under “Contractual Obligations and Off-Balance Sheet Obligations” in “EXELON

CORPORATION-—Liquidity and Capital Resources” of this Report.

" Critical Accounting Policies and Estimatas

' See Exelon, Generation, ComEd and PECO—Critical Accounting Policies and Estimates above
for a discussion of ComEd'’s critical accounting policies and estimates.

i

New Accounting Pronouncements

See Note 1 of the Combined Notes to Consolidated Financial Statements for information regarding
new accounting pronouncements.

ITEM 7TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
ComEd

ComEd is exposed to market risks associated with commodity price, credit and interést Tates.
These risks are described above under “Quantitative and Qualitative Disclosures about Market Risk—
Exelon.”
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANGCIAL CONDITION AND
RESULTS OF OPERATION

PECO
Executive Overview

A discussion of items pertinent to PECO’s executive overview is set forth under “EXELON
CORPORATION—Executive Overview” of this Report.

Results of Operations ‘
Year Ended December 31, 2006 Compared To Year Ended December 31, 2005

A discussion of PECQO's results -of operations for 2006 compared to 2005 is set forth under
“Results of Operations—PECO” in “EXELON CORPORATION—Results of Operations” of this Report.

Year Ended Dacember 31, 2005 Compared to Year Ended December 31, 2004

A discussion of PECO’s results of operations for 2005 compared o 2004 is set forth under
“Resuits of Operations—PECQ” in “EXELON CORPORATION—Results of Operations” of this Report.

Liquidity and Capital Resources

PECO’s business is capital intensive and requires considerable capital resources. PECO'’s capital
resources are primarily provided by internally generated cash flows from operations and, to the extent
necessary, external financing, including the issuance of commercial paper, participation in the
intercompany money pool or capital contributions from Exelon. PECO's access to external financing at
reasonable terms is dependent on its credit ratings and general business conditions, as well as that of
the ufility industry in general. If these conditions deteriorate to where PECO no ionger has access to
the capital markets at reasonable terms, PECO has access to a revolving credit facility that PECO
currently utilizes to support its commercial paper program. See the “Credit Issues” section of “Liquidity
and Capital Resources” for further discussion.

Capital resources are used primarily to fund PECO's capital requirements, inciuding construction,
retirement of debt, the payment of dividends and contributions to Exelon’s pension plans.

Cash Flows from Opsrating Activities

A discussion of items pertinent to PECQO's cash flows from operating activities is set forth under
“Cash Flows from Operating Activities” in “EXELON CORPORATION—Liguidity and Capital
Resources” of this Report.

Cash Flows from Investing Activities

A discussion of items perlinent to PECQO's cash flows from investing activities is set forth under
"Cash Flows from Investing Activities” in “EXELON CORPORATION—Liquidity and Capital Resources”
of this Reporl.

Cash Flows from Financing Activities

A discussion of items pertinent to PECO's cash flows from financing aclivities is set forth under
“Cash Flows from Financing Activities” in “EXELON CORPORATION—Liquidity and Capital
Resources” of this Report.
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Credit Issues

A discussion of credit issues periinent to PECO is set forth under “Credit Issues” in “EXELON
CORPORATION~—Liquidity and Capital Resources” of this Report.

Contractual Obligations and Off-Balance Sheet Obligations

A discussion of PECO's contractual obligations and off-balance sheet obligations is set forth under

“Contractual Obligations, Commercial Commitmaents and Off-Balance Shest Obligations” in “EXELON
CORPORATION-Liquidity and Capital Resources” of this Report.

Critical Accounting Policies and Estimates

See Exelon, -Generation, ComEd and PECO—Critical Aocountmg Policies and Estlmates above
for a discussion of PECO’s critical accounting policies and estimates.

New Accounting Pronouncements

See Note 1 of the Combined Notes to Consolldated Financial Statements for mfom'latlon regarding
new accounting pronouncements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK- -
PECO '

PECO is exposed to market risks assocuated with credlt and lnterest rates These risks are
described above under “Quantitative and Qualltat:ve Disclosures about Market Risk—-Eeron
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Management’s Report on Internal Control Over Financial Reporting

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

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

Exelon’s management conducted an assessment of the effectiveness of Exelon’s internal control
over financial reporting as of December 31, 2006. In making this assessment, management used the
criteria in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this assessment, Exelon’s management
concluded that, as of Decamber 31, 2006 Exelon’s internal control aver financial reporting was
effective. _

Management's assessment of the effectiveness of Exelon’s internal control over financial reporting
as of December 31, 2006 has been audited by PricewaterhouseCoopers LLP, an independent
registered public accounting firm, as stated in their report which appears on the next page of this
Annual Report on Form 10-K.

February 13, 2007

149



Report of Independent Registered Public Accounting Firm .
To The Sharehaolders and Board of Directors of Exelon Corporation:

Wea have completed integrated audits of Exelon Corporation’s consolidated financial statements and of
its internal control over financial reporting as of December 31, 2006, in accordance with the staridards
of the Public Company Accounting Oversight Board (United States). Our opinions, based on our aUdItS
are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the index appearing under Itern 15(a)(1)(1)
present fairiy, in all material raspects, the financial posrtlon of Exelon Corporation and its subsidiaries
at December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2006 in conformity with accounting principles generally
accepted in the United States of America. In addition, in our opinion, the financial statement schedule
listed in the index appearing under Item 15(a)(1)(li} presents fairly, in all material respects, the
information set forth therein when read in conjunction with the related consolidated financial
statements. These financial statements and financial statement schedule are the responsibility of the
Company's managemant. Qur responsibility is to express an opinion on these financial statements and
financial statement schedule based on our audits. We conducted our audits of thase statemants in
accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain réasonable assurance about
whether the financial statements are free of material misstatement. An audit of financial statements
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonabie basis for our opinion,

As discussed in Note 1 to the consolidated financial statements, Exelon Corporation changed its
method of accounting for conditional asset retirement obligations as of December 31, 2005, its method
of accounting for stock-based compensation as of January 1, 2008, and its method of accounting for its
defined benefit pension and other postretirement plans as of December 31, 2006.

Internal control over financial reporting

Also, in our opinion, management’s assessmenti, included in Management's Report on Internal Control
Qver Financial Reporting appearing under ltem 8, thal the Company maintained effeclive internal
control over financial reporting as of December 31, 2006 based on criteria established in /nternal
Control—integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COS0), is fairly staied, in all matarial respects, based on those criteria.
Furthermore, in our opinion, the Company maintained, in all material respects, effective intemal control
over financial reporting as of December 31, 2008, based on criteria established in ntermnal Control—
integrated Framework issued by the COSQ. The Company's management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of intemal control over financial reporting. Our responsibility is to express opinions on management's
assessment and on the effectiveness of the Company’s internal control over financial reporting based
on our audit. We conducted our audit of internal control over financial reporting in accordance with the
standards of the Public Company Accounting Oversight Board {(United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all materia! respects. An audit of internal
conirol over financial reporting includes obtaining an understanding of intemal control over financial
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reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considar necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is @ process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
exiernal purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting - includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the fransactions and
dispositions of the assets of the company; (i) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financia! statementa in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (i) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

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

PricewaterhouseCoopers LLP
Chicago, lllinois
February 13, 2007
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Report of lndependant Registerad Public Accounting Firm
To the Member and Board of Dlrectors of Exelon Generation Company, LLC

In’our opinion, the consotidated financial statements listed in the index appearing under ltem 15(a)(2)(i)

- present fairly, in all material respects, the financial position of Exelon Generation Company, LLC and

its subsidiaries (Generation) at December 31, 2006 and 2005, and the results of their operations and
their cash flows for sach of the threa years in the period ended December 31, 2006 in conformity with
accounting principles generally accepted in the United States of America. In addition, in our opinian,
the financial statement schedule listed in the index appearing under ltem 15{a){2)(ii) presents fairly, in
all. material respects, the information set forth therein when read in -conjunction with the related
consolidated financial statements. These financial statements and the financial statement schedule are
the responsibility of Generation's management. Qur responsibility is to express an opinion on these
financial statements and the financial statement scheduie based on our audits. We-conducted our
audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance aboul whether the financial statements are free of materlal misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, Generation changed its method of
accounting for conditional asset retirement obligations as of December 31, 2005, and its method of
accounting for stock-based compensation as of January 1, 2006. :

PricewaterhouseCoopers LLP

Chicago, illinois
February 13, 2007
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Report of Independent Registered Public Accounting Firm
To the Shareholders and Board of Directors of Commonwealth Edison Company:

in our opinion, the consolidated financial statements listed in the index appearing undet tam 15(a)(3)(i)
present fairly, in all material respects, the financial position of Commonwealth Edizon Company and its
subsidiaries (ComEd) at December 31, 2006 and 2005, and the results of their operations. and their
cash flows for each of the three years in the period ended December 31, 2006 in conformity: with
accounting principles generally accapted in the United States of America. -In addition, in our opinion,
the financial statement schedule listed in the index appearing under ltem 15(a)(3)ii) presents fairly. in
all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. These financial statements and the financial statement schedule are
the responsibility of ComEd's management. .Our responsibility is to express an opinion on these
financial statemenis and the financial statement schedule based on our audits. We-conducted. our
audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in -the
financial statements, assessing the accounting principles used and significant astimates made by
management, and evaiuating the overali financial statement presentation We belisve that our audits
provide a reasonable basis for our cpinion. ‘ ) o

As discussed in Note 1 to the consolidated financial statemenis, ComEd changed its.method of
accounting for conditional asset retirement obligations as of December 31, 2005, and |ts methad of
accounting for stock-based compensation as of January 1, 2006. T

PricewaterhouseCoopers LLP oL N
Chicago, Hinois .
Fehruary 13, 2007
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Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors of PECO Energy Company:

In our opinion, the consolidated financial statements listed in the index appearing under ltem 15(a){(4)(j)
present faidy, in ail material respects, the financial position of PECO Energy Company and its
subsidiaries (PECO) at December 31, 2006 and 2005, and the resuits of their operations and their
cash flows for each of the three years in the period ended December 31, 2008 in conformity with
accounting principles generally accepted in the United States of America. In addition, in our opinion,
the financial statement schedule listed in the index appearing under Item 15{a){4)(ii) presents fairly, in
all material respects, the information set forth-therein when read in conjunction with the related
consolidated financial statements. These financial statements and the financial statement schedule are
the responsibility of PECO's management. Qur responsibiiity is to express an opinion on thesea financial
statements and the financial statement schedule based on our audits. We conducted our audits of

these statements in accordance with the standards of the Public Company Accounting Oversight Board -

{United States). Those standards require that we plan and perform the -audit to obtain reasonable
assurance about whether tha financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporiing the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management,

and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, PECO changed its method of
accounting for conditional asset retirement obligations as of December 31, 2005, and its method of
accounting for stock-based compensation as of January 1, 2006.

PricewaterhouseCoopers LLP

Chicago, llinois
February 13, 2007
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Exelon Corporation and Subsidiary Companies

Consolidated Statements of Operations

{in millions, except per share data)

Operatingrevenues .. .................. F et e aaa e,

Operating expenses
Purchasedpower ... .................. e e e e e
2L = O
Operating and maintenance............. e e
impairment of goodwill .................. b, T [P »
Depreciation and amorlizalion . ... ... i i iei e,
Taxes otherthanincome ................. e T e

Total aperating expenses ... .. e R
Operatingincome .................................... s, '

Other income and deductions
Interast @XpenSE ... ... . e e e
Interast expense to affiliates, net . . ... ... ... ... ... .. il
Equity in losses of unconsolidated affiliates ....................... R .
Other, net ... et e e

Total other income anddeductions ...........c.ccciinereieoeeia..

Income from continuing operations before income taxes and minority
interast .. ...._.... _....... .. et i iiaeae s PP e

Income from continuing operations before minority interest .. . .. e -

Minority interest .. ... ... . e

Income from centinuingoperations . .............. ... ... el lL _

Discontinued operations
Loss from discontinued operations {net of taxes of $0, $(3) and $(40),
respectiVelY) .. e e
Gain on disposal of discontinued operations (net of taxes of $2, $6 and $19,
respectively) .. ... e e e

Income (loss) from disgontinued operations .............................

Income before cumulative effect of changes in accounting principles ... . ...
Cumulative effect of thanges in accounting principles (net of income taxes
of $0, ${27) and $17, respectively) .. ...............cccvviiineiiiaiii,.

Net NCOME .. ...

Earnings per average common share—basic:
income from continuing operations . ........... .. i e e iaie e,
Income (loss) from discontinued operations . ... ............ ..o,
Cumulative effact of changes in accounting principles ....................

Netincome ......... ... ... ... ... iciiiiiinrernnns S

Earnings per average common share—diluted:
Income from continuing operations .. ....... ... .c.iiiiriiiiiiiieiaa,
Income {loss) from discontinued gperations ., . ................. e
Cumulative effect of changes in accounting principles ....................

7= T 1 S A

For the Years Ended
December 31,
2006 . 2005 . 2004 -
$15,855 $15357 $14,133
2683 3162 2,709
2,649 2508 2220
3,868 3,694 3,700
776 1,207 —
1487 1,334, 1,206
774 728 710
12,134 12,633 10,834
3,521 2724 3,499
(616) {513  (471)
(264)  (316) = (357)
M1y (134 - (154
266. - 134 60
T(res)y | (829)  (922)
- 2,798 1,895 ° 2,577
1,206 944 - 713
1,500 -~ 951 - 1,864
1,580 851 .. 1,870
@ @ e
4 18- 32
2 14 (29)
1,592 965 1,841
—_ (4] 23
$1502 § 923 § 1,864
pr—— 4

870 669 661
876 676 6689
'$ 237 $ 142 § 283
—_ 0.02  (0.04)
— (0.08) 0.3
$ 237 § 138 § 282
$ 235 $ 140 § 279
— 0.02  (0.04)
— {0.08) 0.03
$ 235 $ 136 § 278
§ 160 $ 180 § 1.26

See Combined Notes to Consolidated Financial Statements
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®
Exeion Corporation and Subsidiary Companies , .
Consolidated Statements of Cash Flows '
For the Years Ended ®
December 31,
tin millions) 2006 2005 2004 .
Cash flows from operating activities .
NEBLINCOME vt ve s e s e e ee e e e et e et et e e e e e e e s $1592 $ 0923 $1.8684 (]
Adjustments to reconcile net income o net cash flows provided by oparating ‘
- activities: .
" Depreciation, amortization and accretion, including nuclearfuel ............. 2,432 1,867 1,933
Cumulative effect of changes in accounting principles {net of income taxas) . . . — 42 (23) ¢
IMPEIrmSNt ChAIMGES ...ttt et iie e s e eeeiieasaaraar s 894 1,207 11
Deferred income taxes and amortization of investment tax credits .. .......... : 73 493 202 9
Net realized and unrealized mark-to-market and hedgmg transactions ........ {83) (30) 49
Other non-cash operating activiies .. ...........coveeieeiieneniinenn. . 197 423 461 ®
- Changes in assets and liabiliies: :
ACCOUNES reCEIVEDIE .. ... i\ttt e e e {62) {279) {123) .
13T e 1 [= < A (59} (118) {80)
Accounts payable, accrued expenses and other current liabllities .......... .67 172 133 .
Counterparty collateral asset . ..........coiiiiiiii i iinians 259 {244) 42
Counterparty collaterat liability ... ... o .. 172 57 31 .
NCOMEtAXES .. ... ot e e e e 69 138 293 ‘
Pension and non-pension postretirement benefit contributions . ............ {180) (2,225)  (580) .
Ctherassets and igbilites ........ ...t i iirninnrecanns {238) (379 165
Net cash flows provided by operating activities . .. ......................... 4835 2,147 4,398 ®
Gash flows from invesling activities
Capital eXpenditures .. ....cirr i e e i e {2418) (2.,165) {(1,921) .
Proceeds from nuclear decommissioning trustfundsales................... 4,793 5,274 2,320
Invastmant in nuclear decommissioning trustfunds ... ... ... ... ........ {5,081) (5501) (2,587) .
© Acquisitions of businesses, netofcashacquired ... ...... ... ....... ... ... | — (97) —
Proceeds from sales of investments, long-lived assets and wholly owned _ .
subsidiaries, net of $32 of cash sold during2005 . ... .................... 2 107 K3l
CNGNGE N FESIHCIEA CASN .. .. ..o« v eeeeeee e ensetnsesenearannes @ 2 52 @
- Qtherinvesting activitles . .. ....... ... i e et {49} (128) 16 .
Net cash flows used in investing activities .............. ... .............. (2,762) (2487) (1,739 .
Cash flows from financing activities ¢
Issuancaof long-termdebt . ... ... ... ... e 1,370 1,788 232 '
Retirement of long-termdebl ......c. it i it i (402) (508) (1,629) .
Retirement of long-term debt to finencing affiliates ......... ... .. .... ce (810) {835) (728} .
issuanceof shorttermdebt .. .. ... ... ... i i i — 2,500 — .
Retiremant of shortlemmdebt .. ... ... . i e (300) (2.200) —
Changeinshor-termdebt .. ... ... . ... . . s {685) 500 164 .
Dividends paid on common stock . ... ..o e {1,071) (1,070) (831)
Proceeds from employee stock plans ............... ... i i 184 222 240 .
PUIChase Of IrEaBUMY SI0CK . . . ..o v veneerneeeten i e erinnearrnnnns (186} . (362) (82)
Otherfinancingactivities . ... ... ..cciii i i e i ian e 11 (54} .
Net cash flows used infinancingactivities ................... ... ...l {1,989) (19) (2,627}
Increase (decreasa) in cagshand cashequivalents . . ... ..................... 84 (359) a2 .
Cash and cash equivalents at beginning of period ......... .. e 140 499 467
Cash and cash equivalents atendofperiod ............................... § 224 § 140 § 499 .
@
See Combinad Notes to Consolidated Financlal Statements @
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Exelon Corporation and Subsidiary Companies
Consolidated Balance Sheets

(in millions)
Assets

Current assets
Cashandcashequivalents . ...... ... ... . ciiirriiianiiiinan.,
Restrictedcashandinvestments ............ ... ..o it
Accounts receivable, net - '
[T T -
13T .
Mark-to-market derivative assets .......... . oo
Inventories, net, at average cost '
Fossilfuel ................ e tae e i e resaaeeae et
Materials and supplies .. ... ... i i e
Deferred incometaxes ... ... .. ... .. .. it iiia i
Other ... e e e

Total GUITENt SSBIS .. . .. o\ ee st e et ee e e
Property, plant and equipment, net .._.. ... e e S

Deferred debits and other assets
Regulatoryassets ..................... e P

Nuclear decommissioningfrustfunds _.................. .o i, ‘

LT T -
Investments in affiliates . .................. e e e
Goodwill ...... ... ... ... .. et e e et

Sece Combined Notes to Consolidated Financial Statements
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December 31,

2006 2005

$ 224 § 140

58 49
1,747 1,858
462 337
1,418 916
300 311
431 351
—_ 80
352 - 595
4992 4637

22,775 21,981

5808 4,734
6415 5,585
643 613
167 200
2694 3475
171 . an
654 1,201

16,5662 16,179
$44,319 $42,797




. Exelon Corporation and Subsidiary Companies

Consolidated Balance Sheets
December 31,
(in milkions) 2006 2005
Liabilities and sharehoiders’ equity
Current liabilities
Commercial paperand notespayable ............... ... ..., Ceaeas $ 305 § 1,290
Long-term debtdue withinoneyear . ....... . ... ... . . iiiiieeniiin, 248 407
Long-term debt to ComEd Transitional Funding Trust and PECO Energy
Transition Trustdue withinonewyear . . . ... ... ... .. .. ... ..o ..., 581 507
ACCOUNS Payable . ....... ..t i ier ittt i i e 1,282 1,467
Mark-to-market derivative liabilities ................ .. ciiiieiiiiinin. 1,015 1,282
ACCIUEd BXPENS S « .. ..ttt ittt et e e aanes 1,180 1,005
0T 1,084 605
Total current liabilities . ... ... ... ... .. e 5,795 6,563
Longtermdebt .. .. .. ... . .. ... ... e 8,896 7,799
Long-term debt due to ComEd Transitional Funding Trust and PECO Energy
Transition Trust . ... ... i e i i i 2470 3,456
Long-term debt to other financingtrusts ................................ 545 545
Deferred credits and other liabilities ‘ : '
Deferred income taxes and unamortized taxcredits ...................... 5,424 5,078
Asset refirement obligations .. ... ... . .. e, 3,780 4,157
Pension Qblgations . ....coi e e e e, 747 - 268
Non-pension postretirement benefits obligations ................. ... ... 1,817 - 1,014
Spentnuclearfuel obligation ... ... . ... .. .. i 950 906
Requlatory iiabilities ... ... .. .. . ... . . . e 2,975 2,518
Mark-to-market derivative liabilities . ............. ... .. .. oo il 78 522
L0 {1 782 798
Tatal deferred credits and other liabilities ., ......................... 16,553 15,261
Totalliabilitles . .. .. ...... ... . . . . . . i 34,259 33584
Commitments and contingencies
Minority interest of consolldated subsidiarias .. ... ....... et — 1
Preferred securitiesofsubsidiaries . ............. ... ... .. iie i i 87 87
Shareholders’ equity :
Common stock (No par value, 2,000 shares authorized, 670 and 666 shares
outstanding at December 31, 2006 and 2005, respectively) .............. 8,314 7.987
Treasury stock, at cost (13 and 9 shares held at December 31, 2006 and
2005, respectively) .. ... e e e (630) (444)
Retained earmings . ....... ... . i i i 3,426 3.206
Accumulated other comprehensivaloss, net . ... ... ... ... .. ... (1,137) (1.624)
Tatal shareholders’ equity . ... ... ... ... ... . . . i 8,973 9,125
Total liabllities and shareholders’ equity . ........... ... ... .. ... .. .0 00 $44,319 $42,797

See Combined Notes to Consolidated Financial Statements
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Exelon Corporation and Subsidiary Companies
Consolidated Statements of Changes in Shareholiders’ Equity

{Doliars In millions,
shares in thousands) 8hares

Stock

Stock Eamn nings

Accumulated
Other

Income (Loss)

Total

Issuod Common Treasury Retained Comprehensive Shareholders’

Equity ..

Balance, Decomber 31, 2003 . ... 656,366 37,347

Netihcome ................... —

Long-term incentive plan

activity ..................... 10,013
Employee stock purchase plan

issuances . ........c......... 309
Commeon stock purchases .. ..... -—
Common stock dividends

declared .................... —
Adjustments to accumulated other

comprehensive loss due to the

consolidation of Sithe ... ... ... —
Other comprehensive loss, net of

income taxes of $(120) ........ —

307

10 -

$—  $2,320

— 1,884

$(1.109)

- (8)

(331)

Balance, Decembeor 31, 2004 . ... 666,688
Netincome ................... —_—
Long-term incentive plan

activity ..................... 8,862
Employee stock purchase pian

issuances . .................. 259
Common stock purchases . ... ... —
Common stock dividends

declared .................... —
Other comprehensive loss, net of

income taxes of $(127) ........ —

7,664

311

12

(82) 3,353
— 923

(3_62) -
—  (1,070)

(1.446)

(178)

Balance, December 31, 2005 .. .. 675,809
Netincome ................... -
Long-term incentive plan

activity ............. ... ... 6,385
Employee stock purchase plan

SSUANCES v« o v v e enreinnn 280
Common stock purchases ....... —
Common stock dividends

declared .................... —
Adjustment to initially apply SFAS

No. 158, net of income taxes of

RT3 ... —
Other comprehensive income, nat

of income taxes of $1,179 ..... —

7,987

313

14

(444) 3,206
-_ 1,692

(186  —
— (1372

(1,624)

(1,302)
1,789

Balance, December 31,2006 .... 682,474 $8314

$(630) §$ 3,426

$(1,137)

See Combined Notes to Coensolidated Financial Statements
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$ 8,568
1,864

_aar

10
- (82)

831}

(8)
(331)
9,489
023
311

12
(362)

(1,070)

(178}

9,125
1,592

N3

14
(186)

(1,372)




Exelon Corporation and Subsidiary Companies
.Consolidated Statements of Comprehensive Income

For the Years Endad
. December 31,
(inmilllons) " . y 2006 2005 2004
Netincome ................. e e $1,592 $923 $1,864
Other comprehensive incoma {loss) ‘
Minimum pension ligbility, net of income taxes of $674, $3, and $(228), . ‘
orespectively ... ... e e 1,138 10 {392)
Net unrealized gain (loss) on cash-flow hedges, net of income taxes of : _
$368, $(133), and $6, respactively ........... ... .. ... ool 561 (199) 8
" Foreign currency translation adjustment, net of income taxes of $0, $(1), - A .
and $1,respectively .. ... ... . e — (3) 1
- Unrealized gain on marketable secuntles net of income taxes of $137,
$4,and $31, respectively . ................ ..o, _ 9z 14 52
State income taxrate alignment .............. ... o e .. 2 —. o
Other comprehensiveincome (loss) ................:..coiivnnn, 1,789  {(178): - (331)
Comprehensive iNCOME . ............ccciiiriieiiirineninenneinns. $3,381 $745 $1,533

See Combined Notes to Consaolidated Financial Statements
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Exelon Generation Company, LLC and Subsidiary Companias
Consolidated Statements of Operations

For the Years Ended
. December 31,
(in millions) 2006 2005 - 2004
Operating revenues ' S
OpPErating rEVENUES . .. v vers ettt et e s e ceaneanase s aanannn .. $4401 $4,198 $3,862
Operating revenues from affiliates .................... . ... ... 4,742 4848 3,841
Total operalingrevenues .................. e e 9143 9,046 7,703
Operating expenses ' | :
Purchased power ........... e e 2,027 2,569 2307
Fuel ... e et 1,951 1,913 1,704
Operatingand maintenance .. ... ... ... i iiiiiiniiiia s 2,041 2,051 1,962
Operating and maintenance from affiliates .................... ... 264 - 237 239
Depreciation and amortization ............. . ... .. oo 279 254 286
Taxes otherthanincoame ...................... et ere e 185 170 166
Total cperating expense . ......... ... ccviiiiiiiiiiiiianina, 6,747 7,194 6,684
Operating INCoOmME . . .. ... ... ... .. . . iiiiiianeaniinieannnns 2,396 1,852 1,039
Other income and deductions ,
INterest eXpeNSE ... it i i e e (1558) (125) (100)
Interest expense to affitiates, net . ......... .. ...l %) (3) {3)
Equity in losses of unconsolidated affiliates .................. e A9 (1) {(14)
Other, Mt ... it 41 a5 130
Total other income and deductions ................. ..o, {127) (34) 13
Income from continuing operations before income taxes and minority
Mterest . . e e 2269 1818 1,052
IncoOmMetaxes .. ... ... .. ... i PP 866 709 401
Income from continuing operations before minority interest ....... .. 1403 1,109 - 651
Minorityinterest . ... .. .. . . .. ... .. — — 6
Incame from continuing operations .............. e 1403 1,108 857
Discontinued operations
Loss from discontinued operations (net of taxes of $0, $(1) and $(29),
respactively) ..... ... .. . ... — — {16)
Gain on disposal of discontinued operations (net of taxes of $2, $6 and
$0, respectively) ... ... . i e e 4 19 —
Income (loss) from discontinued operations ................... 4 19 (16)
Income before cumulative effect of changes in accounting
principles . ............... ... ... .. ... e 1,407 1,128 641
Cumulative effect of changes in accounting principles (net of income
taxes of 50, ${19) and $22, respectively) ......................... —_ (30) 32
Netincome .. ... ... .. i i . $1,407 $1,098 § 673

See Combined Notes to Consolidated Financial Statements
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Exelon Generation Company, LLC and Subsidiary Companies
Consolidated Statements of Cash Flows

_ For the Years Ended
T - December 31,
{in milions) : 2006 2008 .. 2004
Cash flows from operating activities .
NELINCOME ...t it i i e e e $1,407 $1008 § 673
Adjustments to reconcule net incame ta net cash flows provided by o ,
operating activities: '
"~ Depreciation, amortization and accretion, including nuclear fuel ... .- 924 - 886 923
Cumulative effsct of changes in accounting principles {net of income
B - - T _ 30 (32)
Deferrad income taxes and amortization of investment tax cradits . . . 174 330 124
Net realized and unrealized mark-to-market and hedging
transactions . ... .. e {107) {6) a7
Other non-cash operating activities . . ............. ... ......... 103
Changes In assets and liabilities: ‘
Accountsreceivable ... ... e (9) (64) - (67)
Receivables from and payables to affiliates,net ... ........... (35) (101) 11
TN 1] o= A (1) (82) (35)
Accounts payable, accrued expenses and other current . _ :
abilties ... .oooi i e (27) 143 45
Counterparty collateralasset ............................. 280 (244) - 42
Counterparty collateral fiability . ........................... - 172 57 31
INCOMB A BXES .. ii i i it i i i e e : 97 178 228
Pension and non-pension postretirement benefit :
Eo1a2 11010 i o) 1 - TP i ereean (78) (962) (220)
Other assets and liabilities ............................... (279) (313) 84
Neat cash flows provided by operating activities . .. ... ............. 2,550 972 1,847
Cash flows from investing activities h '
Capitalexpenditures .. ... ... e e (1,109) (1,067) (960)
Proceeds from nuclear dacommissioning trust fundsales . . .. ... ... 4793 5274 2,320
Investment in nuclear decommissioning trustfunds .. ............. . {5,081) (5501) (2,587)
Acquisition of businesses, netof cashacquired .. ................ —_ {97) —
 Proceeds from salesof investments .....__............... cee — 103 24
Changes in Exelon intercompany money pool contributions ... ..... (13) - —
Changeinrestrictedcash....... ... ... ... .. ... ... i 1) - 36
Otherinvesting activities .. ... ... .. .. .. ... it 3 (5) 64
Net cash flows used in investing activities . ...................... (1,408) (1,294) (1,103)
Cash flows from financing activities C 4
lssuance oflong-termdebt . ........ ... ... . .. il — — 157
Retirement of long-termdebt ......................... e e (12 (14) (62)
Changeinshorttermdebt ....... ... ... ............ e (311) . 311 L —
Changes in Exelon intercompany money pool borrowings ......... (92) (191) (162)
Distributiontomember . ... . i e (609)  (857) (B62)
Contribution from mMember . ...ttt i ieaerianenen . 257 843 17 .
Other financing activities .......... .. ... .. ceii i iiiiiaan. - (51} 1 (27)
Net cash flows (used In) provided by financing activities .......... {1,050) 93 {739)
Increase (decrease) in cash and cash equivalents ................ 94 (229) 105
Cash and cash equivalents at beginning of period ...... .. e 34 263 158
Cash and cash equivalents atend ofperiod . ..................... $ 128 § 34 $ 263

See Combined Notes to Consolidated Financial Stataments
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Exelon Generation Company, LLC and Subsidiary Companies

Consolidated Balance Sheets
December 31,

{in millions) 2008 2005

Assets ' '

Current assets -
Cashandcashequivalents ..............cccoeneeannnns e, $ 128 & 34
Restricted cash andinvestments ................cccoeiiiiiniiinnnns eee 2 - 3
Accounts receivable, net :

Customer ... ... e 575 585

O T PR e 122 109
Mark-to-market derivative assets ................cccveiiiiiiiiiiieai 1408 = 916
Receivables from affiliates - 437 411

Inventories, net, ataveragecost . ................. . S e '

T 1B {17 | 127 160
Materials and supplies . .............c. ittt e .. 335 200
Deferred iNCOMEIAXES ... ..ottt iiircaaeesnnsenr i — 35
Contributions to Exelon intercompany money pool .. ....... e . 13 —
Prepayments and other currentassets ............--. i, - 286 497

TOtal GUITENE @SSRS ... .o vveeesvseeree iiremarneraeeneaaney. _ 3433 3,040

Property, plant and equipment, net .............. R 7514 7,484

Deferred debits and other assets ' '

Nuclear decommissioning trust funds ... .. P 6415 5,585
Investments .. i a i 18 15
Investments inaffiliatas . . ...... ... ... ... i i e it e 97 105
Prepaid pension assel .. ........c.iitr ettt e e 996 1,013
Mark-to-market derivative assets ...............ccciiiiiian e 171 286
10 43T T 265 216

Total deferred debits and otherassets .............. ..t e 7,962 7,220

Total assete . ... ... .. .. . . . . i e, $18,909 $17.724

See Combined Notes to Consolidated Financial Statements
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Exelon Generation Company, LLC and Subsidi#w Companies
Consolidated Balance Sheets

Decsmber 31,
M . 2006 . 2005
Liabilities and member’s equity
Current liabilities o a
COMMBICIAl PAPEN . ..« oot ittt ae et it eaeaneeaiaae: B — B 311
Long-term debt dug withinoneyear . . ............. ... ... ... ...... e 12 12
Accountspayable ........... ... e i 899 954
Mark-to-market derivative liabilittes ..................... e 1,003 1,282
Payablestoaffiliates .......... .. ... — 4
- Borrowings from Exslon mtercompany MONBY POGE ... ..o iiia ey inrrans 92
ACCIUBEN BXPBMSES ... .ttt ittt ittt rintn i resnoanr i aenares 496 415
Deferred INCOME TaXeS . ... v ittt i ittt a e i rar e 142 —_
4= 362 330
Totalcurrentliabilities . ... ... .. .. e 2,914 3,400
Long-termdebt .. . ......... ... ..o 1,778 1,788
Deferred credits and other liabilities
‘Asset retirement obligations . ....... .. ... 3,602 3,986
Pension obligation . ... ... ... . e a7 13
Non-pension postretirement benefits obligations ................ Seainnas 538 541
Spent nuclear fuetobligation . ............. . il i e e . 950 906
Deferred income taxes and unamortized investment tax credite ............ - 1,383 865
Payablestoaffiliates ......... .. .. oo i 1,911 1,503
- . Mark-to-market derivative liabilities . ............ .. .. ... .. ... ... 77 460
13- P 238 280
Total deferred credits and other liabilities ......................... 0. 8,736 _ 8,554
Tota! Ilabllltles ....................................................... 13,428 13,742
Commitments and contingencies
Minority interest of consolidated subsidiary ............................. 1 2
Member's equity _
Membershipinterest ...... . ... . e 3,267 3,220
Undistributed earnings .. . ........ .. i e 1,800 1,002
Accumulated other comprehensive income (loss), net .................... 413 (242)
Total members equity .- ............. e 5480 3,980
Total liabilities and member'sequity .. ... ..... ... ... ... ... . ... . ... $18,908 $17,724

See Combined Notes to Consolidated Financial Statemenits
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Exelon Generation Company, LLC and Subsidiary Companies
Consolidated Statements of Changes in Member’s Equity

(in millions)

Balance, December 31,2003 ...... .........
Netincome ........ ... cciiiivnriinan.
Non-cash distributiontomember .............
Distribitiontomember .....................
Transfer of Exelon Energy .................
Consolidation of Sithe in accordance with

Other comprehensive income, net of income

taxes of $30 . ... i i

Balance, December 31,2004 ...............
Netincome . ..ot i en s

Allacation of tax benefit frommember .........
Other comprehensive loss, net of income taxes
of $112) .. ...

Balance, December 31,2005 . ..............
Netincome . .......cccv it iiievanans
Distributiontomember .....................
Allocation of tax benefit from member .........
Adjustment to initially apply SFAS No, 158, net
ofincometaxesof $0 ....................
Other comprehensive income, net of income
taxes of $507 .. ... ... ... ...

Balance, December 31,2006 ...............

Accumulated
Other Total
membership Undistributed Comprehensive Member's
interest Eamings income (Loss) -Eduity
$2,490 $ 802 - $(136) $2,956
—_— 673 ' —_ _6?3'
— (9) — . (9)
(157) (508) — (662)
()] - 2 T (2)
— — ® ) "
6 —_ —_ 6
26 —_ —_ 26
—_ -— 57 57
2,361 761 (83) 3,039
_— 1,098 —_ 1,008
— {857) _ (857)
843 — — 843
16 — —_ 16
— —_ (159) (159)
3,220 1,002 (242) 3,980
—_ 1,407 -— 1,407
— (609) —_ {609)
47 — — 47
— — (1) M
— —_ 656 656
$3,267 $1,800 $ 413 $5.480.

See Combined Notes to Consolidated FinanclalStatamer'ats
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Exelon Generation Company, LLC and Subsidiary Companles
. Consolidated Statements of Comprehensive Income

For the Years Ended
) _ December 31,
(in millions) ' 2006 2005 2004
Net income ...... e e e e aaaaiaar s $1,407 $1,098 %673
Other comprehensive income (loss) .
Net unrealized gain {loss) on cash-flow hedges, net of income taxes of -
$371,8(116) and $8, respechively . . ... i 565 (172) 7
Foreign currency translation adjustment, net of income taxes of $0, $0
and $0,respectively . .. ... ... . e — (1) 1
Unrealized gain on marketable securities, net of income taxes of $136,
$4and $31,respectively .. ...ttt 91 14 49
Other comprehensiveincome(loss) ............ ... ... .coviiiieen, 656 (159) 57

Comprehensiveincome ...................... . $2,083 $ 939 $730

See Combined Notes to Consolidated Financial Staterments
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Commonwealth Edison Company and Subsidiary Companies

Consolidated Staterments of Operations

{In millions)

Operating revenues
Operating ravenues . ... . ... ... .. . iuiineannnennaraoraenns
Operating revenues from affillates . ......... ... ... ..ot

Total operatingrevenues ....................... i

Opsrating expenses
Purchased pOWer ........ .. .. ... . ittty

Purchased power from affiliate ........ e e e

Operatingandmaintenance . . .................coiiiaiii
Operating and maintenance from affiliates . ... ....................
Impairmentofgoodwill . ...... ... .. .. ... . . . e
Depreciationand amortization .. ............. ... oo unn e e
Taxesotherthanincome . ... ... ... ..o iiinnn,

Total operatingexpenses ........................oviiia..
Operating income (loss) ... ... S e e .

Other income and deductions
Interest 8Xpense .......... . i e e e e
Interestexpensetoaﬁlllates,net..............................;.
Equity in losses of unconsolidated affiliates .......................
O, NBt L e e .

Totalotherincomeanddeductions

Income (loss) before income taxes and cumulative effect of a change
inaccountingprinciple ...... ... .. ... .. . ..o

Incometaxes .............cooiiiiiiiiaan e .

Income (loss) before cumulative effect of a change in accountmg
principle . ... ...

Cumulative effect of a change in accountmg principle (net of income -

taxes of $0, $(6} and $0, respactivaly) ...........................
Netincome (I08S) ..........c.. . i aiinen, P

For the Years Ended
December 31,
2006 2008 2004
$6,091 $6,253 $5,782
10 11 21
6,101 6,264 5,803
363 348 214
2929 3,74 2374
525 640 705
220 193 192
776 1,200 —
430 413 - 410
303 303 291
5546 .6,276 4,186
555 (12} 1,617
(238) (203) (288)
(72) . (88)  (91)
(10 (4 (19)
88 4 (M18) -
(222)  (301) .. (484)
333 (313) - 1,133
445 363 457
(112} (676) - 676
— (9) _

See Combined Notes to Consolidated Financial Statements
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Commonwealth Edison Company and Subsidlary Companies .
Consclidated Statements of Cash Flows
' For the Years Ended .
December 31, ]
(in millions} . 2006 2005 2004 @
Cash flows from operating activities | ®
Met iNCOME (I0SS) -« v v v\ttt e e $ (112) $ (685) § 676
Adjustments to reconcile net income {loss) to net cash flows provided by ‘ .
operating activities:
Depreciation, amortization and accretion .................... JR 431 413 410 .
Cumulative effect of a change in accounting principle (net of income :

AXES) ... - — 9 — .
Defarred income taxes and amortization of investment tax credits . ... 103 226 153
Impairmentof goodwill .. ... ... . ... 776 1,207 —_ ¢
Net realized and unreaiized mark-to-market and hedging , '

ranSactionS ..« - e e . B _— — C )
Other non-cash operating activities . ............................ {134) 140 248
Changes in assets and liabilities: ......................... P (]

Accounisreceivable ... .. . i e 6 {108) (82)

a1 =Y S - (34) 1)) {4) 9

Accounts payable, accrued expenses and other current liabilities ... 38 45 61

Raceivables from and payables to affiliates, net ................. (58) 23 30 .

L Tan 4 | 1= 7= b L= T 14 {137y 109

Pension and non-pension postretirement benefit contributions ... .. (47) (865)  (244) .

Otherassets and liabilities .................................. (1) {25) (27)

Net cash flows provided by operating activittes . . . ... .. .. e o87 247 1,330 |
Cash flows from investing activities .
Capital expenditufes . .. .. ... . . .. e 911) (776) (721)
Changes in Exelon intercompany money pool contributions ......... —_ 308 97 .
Receipt of notes receivable from affiliates . ....................... L— — 1,071
Changeinrestricted cash .. ... ... . .. .. i it — — 20 ®
Otherinvestingactivities . ... ... . ittt i e s 17 {11) 19
Net cash flows provided by (used in) investing activities . ........... (894) (479) 486 .
Cash flows from financing activities - ) ‘ .
Issuanceof long-termdebt . ............... . il 1,074 91 —
Retirementof longtermdebt ............. ... ... ... ......... (327y . 417y (1,231) .
Retirement of long-term debt to ComEd Transitional Funding Trust . . . (339) (354) (335)
Change in Exelon intercompany money pool borrowings ........... (140) 140 — .
Retirement of preferred stock . . ...... .. ... .. ... ... ... ...... — (9 —
Changeinshorttermdebt ....... ... ... ... ... .. .. ... ....... (309) 459 — ®
Dividends paidoncommonstock .. .............. .. ... .. ........ —_— (498) (457)
Contributions from parent .. ... ... ... . 37 834 175 .
Other financing activities .............ocooi i il (2) (6) 28
Net cash flow provided by (used in) financing activities . .. .......... (96) 240 (1,820) .
Increase (decrease) In cash and cash equivalents . ... .. ... ... .. e (3) 8 (4) .
GCash and cash equivalents at beginning ofperiod ................. 38 30 34
Cash and cash equivalents atendofperlod ..............._..... .. $ 35 $ 38 % 30 ¢
See Combined Notes to Consolidated Financial Statements .
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Commonwealth Edison Company and Subsidiary-Companies

LConsolidated Balance Sheets
. ‘ December 31,
(In millions) ‘ 2006 2005
Assets L
Current assets N
Cashandcashequivalents .......... ... ... .. ...t $ 385 § 38
Accounts receivable, nat ' - : L
Customer ... ... e [ 740 806
Other L e -, B2 . 48
Inventories, net, ataveragecost..... ... ... ..ot 83 . a0
~Deferredincometaxes ........... ...ttt she - 29 13
Receivables from affiliates ........................... e evenese. 18 - 37
00 137 o 40 34
Totalcumrentassets .......cooiivviinrerr il 1,007 . - 1,024
Property, plant and equipment,net .................. . ... . ..ol 10,457 9,906
Deferred debits and othar assets co
Regulatoryassets ..................... e Cmrriiaeeieieana-a. o - B32 . 280
LY== =T o | .. 44 T i
Investmentsinaffiliates . ....... ... .. .. .. .. .. ..., e i 20 - -3
Goodwill ....................... S - 2,694 - 3475
Receivables fromaffiliates ............. ... ..ol a0 1774 1,447
Prepaid pension @SSeL . .. ... o.uviir it i . 914 .- 838
Other ... e 332 - .75 346
Total deferred debits and otherassets .. ... ... . ... .. ... ...t 6310 B,561
Total @s8ets ... ... ... .. .. .. ... e P $17,774 $17.491
|
|

See Combined Notes to Consolidated Financial Statements
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Commonwaalth Edison Company and Subsidiary Companies
Consolidated Balance Sheets

Decembear 31,
{In millions) , 2006 - 2005
Liabilities and shareholders’ equity
Current liabilities
COMMErCIAl PAPET . ..ottt e e e $ 60 § 459
Long-term debtdue withinoneysar .. ... ... ........... . ..ccccin... ' 147 328
Long-term debt to ComEd Transitional Funding Trust due within one year . .. 308 307
Accounts payable .......... N e et iaa e araanas 203 223
| AcCrued BXPeNSES .. .. ... .t e 467 417
| Payablestoaffiliates ... .. .. .. ... ... . . ... e P 219 278
! Borrowings from Exelon intercompanymoneypool ................... ... - 140
CUSIOMEr QBPOSItS . . ...ttt ittt e ettt e 114 110
Other............... e e 7 82 46
Total current liabilities .. .......... .. ... . .. i 1,600 2,308
CLongtermdebt ... s 3432 2,500
Long-term debt to ComEd Transitional Funding Trust .................... 340 680
Long-term debt to otherfinancingtrusts ................................ 361 361
Deferred credits and other liabilities
Deferred income taxes and unamortized investmenttax credits .. .......... 2,310 2,190
Asset retiremeni obligations ... ... .. ... ... .. .. e 156 - 1531
- Non-pension postretirement benefits obligations ........................ 178 . 175
Regulatory liabilities .. .. ... ... . e 2,824 2,450
OthBr . .. e e e 277 280
Total deferred credits and other liabilities . ... ....................... 5,743 5,246
Total Babilltles ......c.........o oo R 11,476 11,005
Commitments and contingencies
Shareholders’ equity
CommMOn StOCK .. ..o e e 1,588 1,588
Otherpaidincapital . ... ... o i i it i i it raeeeaennns 4,906 4,890
Retaineddeficit ..................... e e (193) (81)
Accumulated other comprehensiveloss, net ............. ... ... ... ..., - {3) {1)
Totalshareholders’ equity ............ci i, 6,298 5,396

. Total liabllities and shareholders’ equity .. ... ... ... ... ... .. ........... $17,774 $17.491

See Combined Notes to Consolidated Financial Statements
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®
®
o Commonwealth Edison Company and Subsidiary Companies
° Consolidated Statements of Changes in Shareholders’ Equity
Preferred ‘ Retained Accumulated
® and Other Receivable  Earnings Retalned Other -Totsl
Common Preference Paldin  from {Deficils) Eanmings Comprohensive - Sharéholders’
(in millions) Stock Stock Capital Parent Unappropriated Appropriated Income (Loas) - Equity
. Balance, December 31, : -
2003 ... $1588 $ 7 $4,115 $250) 0 0§ 174 $ 709 5 36,342
@ nNetincome ...l — - - = 678 — - 676
Repayment of receivable from ) '
. parent .................. — — — 125 - — — 125
Allocation of tax benefit from ‘
. parent .................. — —_— 55 et — — — 55
Appropriation of retained
. earnings for future
dividends . ............... — — —_ — (676) 676 — —
Common stock dividends .. .. — —_ - — (174) (283) —_ (457)
. Resolulion of certain tax L
matters .............. ... — — @ — — — -_ (2
@  Other comprehensive income,
net of income taxes of $2 .. —_ — —_ — — —_ 1 ‘ 1
. Balance, December 31,
2004 ................... 1,588 7 4,168 {125) — 1,102 —_ 6,740
. Netloss......_............ — — — — {885) — — (645)
Repayment of receivable from ‘
. parent ...l - — - 125 — — — 126
Capital contribution from
parent .................. — — 709 — - — L - : 709
. Aliocation of tax benefit from
parent ... ............... — — 27 - — - — _ 27
. Appropriation of retained
eamings for future
. dividends ................ — — —_ — (495) 495 — -
Common stock dividends . ... — — — — — {498) —_ {498)
. Redemption of preferrad :
stock ................... - ) - — — — —_ (")
Resolution of certain tax
. matters ................. — — (14} — —_ —_ - (14)
Other comprehensive loss, net
o ofincome taxes of $(1) .... — — — — — — (1) (1)
Balance, Decamber 31, :
. 2005 ... ..., e 1,588 — 4,890 — {1,180) 1,029 (1) 8,396
Netloss ................... — — - — (112) —_ — (112)
. Allocation of tax benefit from ‘
: parent .................. — — 21 — — — — 21
. Appropriation of retained
earnings for future :
. dividends .. .............. — -_— — — (340) 340 - —
Resalution of certain tax :
matters . ................ - - (5 — —_ — - (5)
. Cthar comprehensive loss, net
of income taxes ol $(1) . ... — — —_ — — — _{2 (2
. Balance, December 31, .
. 2006 ................... $1,588 $— $4008 § — $(1,632) $1,438 $ 3 $6,208
@
. Ses Combined Notes to Consolidated Financial Statements
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Commonwealth Edison Company and Subsidiary Companies
Consolidated-Staiements of Comprahsnsive Income {Loss)

o - For the Years Ended December 31,
. {in millions) . : ) 2006 2005 2004

S Netincome (JOBS) . ... ..c.ei i e $(112) $(685) $676
Other comprehensive income (loss) _
Foreign currency translation adjustment, net of income taxes of :
$0, $(1)and $1, respectively .......... ... ...l — (2) -
Unrealized gain on marketable securities, net of income taxes of )
$1,50and$1,respactively . .. ov ettt e 2 | 1
Unrealized loss on cash-flow hedges, net of income taxes of $(2),
$0and §0,respactively . ... ... 4) — _
Other comprehensiveincome (loss) .. ......................... (2) (1 1
Comprehensiveincome (loss) ................................ $(114)  $(686)  $677

See Combinad Notes to Consolidated Financial Statements
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PECO Energy Company and Stibsidiary Companies
Consolidated Statements of Oparations

For the Years Endad
December 31,
(in millions) 2006 2005 2004
Operating revenues _ o
Operating reveNUBS ..............vvuevinroneeaneinnenns ...... 55153 $4,893 354,468
Operating revenues from affiliates .............................. ‘ 15 17, 19
Total operatingrevenues .. ........... ... ccicieirmaenan .. 5,168 4,910 4487
QOperating expenses . :
Purchased pOWeEr ... .. it iiiie i e riecenrens e 293 248 197
Purchased power from affiliate ......... e 1,811 1,670 1,447
Fuel ... e . : 598 596 511
Fuelfromaffiliate ............. .. ... ... ... ... ... .... PP e 1 17
Operatingand maintenance . . ... .......coivieeeinnioens eaaeeas - 498 440 440
Operating and maintenance from affiliates ........................ 130 109 107
Depreciationand amortization .. .................... .. ... ...... 710 566 518
Taxes other than inCome ......... ...ttt eiiiennns 262 231 236
Total operating expenses . .........ccveieeie e rinneennnnn. 4,302 3,861 3,473
Operating inCoOmMIe . ... ... .. i i i irariaianass 8668 1.049 1,014
Other income and deductions ' '
IntErEst XN . . i et (73) (B6) (56)
Interest expense to affiliates, net . ... ... .. ... ... ... ... ..., (193) (223) (247)
Equity in losses of unconsolidated affiliates ....................... @ (16) (25)
Other,net ..........oivi ... e i reeerees . 30 13 18
Total otherincome anddeductions ................c.ccvounet. (245) (282) - (310)
Income before income taxes and cumulative effect of a change in ' v
accountingpringiple ... ... ... . . . ... i i 621 T6T -, 104
Incometaxes ... ... ... ... 180 247 249 -
Income before cumulative effect of a change in accounting
PrINCIPIe .. .. e e 441 520 455
Cumuiative effect of a change in accounting principle (net of income
taxes of $0, ($2) and $0, respectively) ........................... — (3) —
Netincome ................oiiiiiiuiiiniinnnnn.. e .. 441 517 485
Preferred stock dividends ....._ . .. . .. .. e 4 4 3
Netincomeoncommonsteck . ................................... $ 437 § 513 $ 452

See Combined Notes to Consolidated Financial Statements
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PECO Energy Cbmpériy:and Subsidlary Companies .
| Consolidated Statements of Cash Flows
@
| For the Years Ended
. December 31, .
(in millions} - 2006 2005 2004
Cash flows from cperating activities ' L @
Net INGOME .. . i e e P $ 441 $517 §$455 .
Adjustments fo reconcile net income to net cash flows provided by operating
activities: ' _ : : . .
Depreciation, amortization and accretion ........................... 710 566 518
Cumulative effect of a change in accounting principle (net of income . .
0= =T ) o= .3
Deferred income taxes and amortization of investment tax credits ... ... (220) (82) (98) o
Other non-cash operating activitias . ... ...... ... .. ... .. cciviain.. 100 95 . 118
Changes in assets and liabilities: _ P .
Accountsreceivable ........ ... i i e e (69) (118) - (59)
IVEIEONIES . . .. o\t e e (24) (35 (21) @
Accounts payable, accrued expenses and other current liabilities . .. 14 13 18
Receivables from and payables to affiliates, net ................. 26 M {4) .
1T aTy T e L i3 (99) 57
Pension and non-pension postretirement benefit contributions . . .. .. 32y (188 (14) .
Other assets and liabilities .. ............ .. .. ... ........... . 49 2 13 .
Net cash flows provided by operating activities ... .. ... ............. 1,017 704 983
Cash flows from investing activities o ' @
Capitalexpenditures . .......... ..ot e e (345) (298) (225)
Changes in Exelon intercompany money pool contributions ... ......... 8 26 (34) .
Changeinrestrictedcash ... ........ ... ... ............. e 2y 27 ()] ®
QOther investing activities . ... e e 7. 4 1N
' Mot cash flows used ininvesting activittes . . .. ... ................. (332) (241) (251) o
Cash flows from financing actlvities ‘ ' ' .
Issuance of long-termdebt .................... .00 .., e 296 e 75
" Retirementoflongtermdebl ......... ... ... ... ... . ... ..., (13) (16} (235) .
Retirement of long-term debi to PECO Energy Transition Trust...... .. L (B71) {(4B1) (383)
Changeinshort-termdebt .. ... .. ... i i i (128) 220 (48) .
Changes in Exelon intercompany money pool borrowings .. ........... 45 —_ e
Dividends paid on common and preferredstock ..................... (506) (473) (394) .
Contributionfromparent ..........c. i iiiin it 181 250 312
Other financing activities . .......... ... ... ... ...... e — — 5 .
Net cash flows used in financing activities .. ... ...................... (693) (500) (676) .
Increase (decrease) in cash and cashequivalents .................... 8y {37) 56
Cash and cash equivalents at baginningofperiod .................... 37 74 18 .
Cash and cash equivalents atendofperiod . ......................... $ 29 $ 37 § 74 .
| See Combined Notes to Consolidated Financial Statements ®
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{in mililons}
Assets

PECO Energy Company and Subsidiary Companies
Consclidated Balance Sheets

Currant assets

Cashandcashequivalents...............................-....' .......... .

Restrictedcash ............... i aeeeaaaet ey e .
Accounts receivable, net 1 )

Customer

.........................................................

..........................................................

LI L R R L I I T A R I

Inventories, net, at average cost

Gas .. ..

..........................................................

Materials and supplies ........ e et ee e raaa e
Contributions to Exelon intercompany moneypool .. ..................oiill
Deferrad incometaxes ................cceiiiiiiiiiiiinenniniinn,
Defermed @nBrgY COSIS . .. .. .. . ettt

Other.....

Tolal cutrent aSSetS . ...t iieiiivr s s eantieiannanaaanneas

Property, plant and equipment,net ............... S
Deferred debits and other assets -
Regulatoryassets ....._....................... e e eearaen e,

Investments

.........................................................

Investmentinaffiliates ... .........ccoii et iie it iicanrareannns
Receivablefromaffiliate ..........ccciii ittt i e ieeseneen s

Other .. ...

...........................................................

..........................................................

Ses Combined Notes to Consolldated Financial Statements
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2006 - 2005
$ 20 8 37
4 2
426 - 454
.79 57
— 13
173. 151 -
13 11
_ 8
25 7
— - 39
13 16
762 . 795
4,651 4,471
3806 4,454
2 22
64 73
151 68
228 203
4380 4,820
50,773 $10,086




PECO Energy Company and Subsidiary Companies
Consolidated Balance Sheets

‘ . Decamber 31,

(In millions) : 2006 2005

Liabliities and shareholders’ equlty

Current liabilities CEP
COMMIETGIE] PAPE, - . ... ittt ittt it e e e $ 85 % 22
Borrowings from Exelon mtercompany moneypool ......c.couiniiiiiiienan. 45 - —
Long-term debt ta PECO Energy Transition Trust due within one year ......... RT3 199
ACCouUNtS PaYablE . ... . i i i ere i e e 1758 182
ACCIUB BXPENSES .. . . ittt it i e e 121 . 7
Payablestoaffiliates ......... ... i i e 203 .- 178
Customerdeposits ... ... oi ittt e it et sttt - 50 . - 54
Over-recovered energy COSIS ... uuuunnrnrurrerinrnaenerarinraneinnns 6 —
Oher . e s e . . 10 -1

Total current liabilities . . .............. ... .. .. ... e e 978 936

Long-termdebt .. .. .. .. .. ... 1,469 = 1,183

Long-term debt to PECO Energy Transition Trust ... ...................... 2131 2,776

Long-term daht to other financing trusts . _.............................. 184 184

Deferred credits and other liabilities : B
Deferred income taxes and unamortized investment tax credlts ............ .o 2601 . 2,798
Assetretirementobligations ............ ... .. i iiiiii i e 21 20
Non-pension postretirement benefitobligations . ............coevvviiiin s 283 278
Regulatory iabilities . .......c.oviiinrenusterre et einaee e nees 151 68
L3 = A g 146 139

Total deferred credits and otherliabilites .............. ... ... .. .. 3,202 3,303

_ Total hiabilities ............ ... .. iiiian.. s 7,984 8,382

Commitments and contingencies '

Shareholders’ aquity ' o
COmMMION SEOCK . ..o i i i i e 2,223 2,193
Preferred stock ... .. ... . i e, 87 a7
Receivable from parent . ... ... ... .. . i i i (1.090) (1,232)
Retained @amings ........viitirerennrieonernesenrreannnnnnernroenes 584 649
Accumulated other comprehensive income, net ......... .. .. ... .. ... 5 7

Total shareholders’ equity .. ... .. .. ... . .. i 1,809 1,704

Total liabilities and shareholders’ equity . ........ e $9,773 $10,088

See Comblned Notes to Consolidated Financial Staternants

176




PECO Energy Company and Subsidiary Companies
Consolidated Statements of Changes in Sharcholders’ Equity

Accumulated

Reseivable Gther Total
: Common Praferred  from Retained Comprahansive Shareholders’
{in millions} Stock Btock Parent Earnings income (Loss) Equity
Balance, December 31,2003 .. . ... $1.999 $87 $(1,623) $548 $ 7 - $1,018
Netincome ..................... —_ —_ — 455 —_ < 4887
Common stock dividends ... ....... — — o= @38 - — J(391)
Preferred stock dividends .. ........ — — - ¥ - - (3
Repayment of receivable from , ‘ S . :
parent . ..., —_ —_ 141 _ - 141
Capital contribution from parent . .. .. 156 — —- —_ 156 -
Allocation of tax benefit from y
parent . ... 21 — —_ — —_ 21
Other comprehensive income, nat of
incometaxes of $(2) ............ — — — — 3 3
Balance, December 31,2004 .. .... 2,176 a7 (1,482} 607 10 1,208
Netincome ..................... — — - 517 -— 517
Common stock dividends . ......... — — — (469) —_ (469)
Preferred stock dividends . ......... — —_ — {4) _— 4
Repayment of receivable from ,
parent .. ... ... ... . ..., — - 250 — — 250
Allocation of tax benefit from
parent ........eeiiiii 15 — — — — 15
QOther comprehensive loss, net of
income taxesof $(3) ............ — - — - (3) (3)
Other ......... ... .. ... 2 —_ — (2) —_ —
Balance, December 31,2005 .. .. .. 2,183 87 {1,232) 649 7 1,704
Netincome ..................... — —_ — 441 — - 444
Common stock dividends .......... — —_ — (502) — (502)
Preferred stack dividends .. ... ... .. — —_— —_ (4) -~ 4
Repayment of receivabla from
parent .. ... .. e — —_ 142 — — 142
Allocation of tax benefit from
parent .. ... ... . 30 — — e —_ 30
Other comprehansive loss, net of ‘
income taxes of $(2) ....... e — —_— — — (2) (2)
Balance, December 31,2008 ... ... $2,223 $87 $(1,090) $584 5 $1,809

See Combined Notes to Consolidated Financial Statements
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PECO Energy Company and Subsidiary Companles 7
. Consolldated Statements of Cnmprehenélve Income

For the Years Ended
o _ December 31,
(in millions) ‘ ‘ , 2008 2005 2004
Netincome ..............cccvviivnnnnn. et et e $441. 3517 $455
Other comprehensive income (loss) ,
Change in net unrealized gain (loss) on cash-flow hedges, net of incocme iaxes ,
of $(2), $(3)and $(1). respectively ...t {2 (3 1
Unrealized gain on marketable securities, net of income taxes of $0, $0 and .
S, respactivaly ... ... e —_ —_ 2
Other comprehensiveincoma floss) ... ... ............ ... ... ot {2) (3) 3
Comprehensivelncome ............. ... .. ... .. .cciiuiiaiiiinniiinannnn $439 $514 $458

See Combined Notes to Consolidated Financial Statements
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Exelon Corporation and Subsidiary Companies
Exelon Generation Company, LLC. and Subsidiary Companies
Commonwealith Edison Company and Subsidiary Companies

PECQ Energy Company-and Subsidiary Companies

Combined Notes to Consolidated Financial Statements
(Doliars in millions, except per share data unless otherwise noted)

1. Significant Accountmg Pollcies
Description of Busmess (Exelon, Generation ComEd and PECO}

Exelon Corporation (Exelon) is a utllsty services holding company engaged, ﬂ'lrough its
subsidiaries, in the generation, energy delivery and other businesses discussed below. The generation
business consists of the electric generating facilities; the wholesale energy marketing operations and
competitive retail sales operations of Exelon Generation Company, LLC (Generation). The energy
delivery businesses inciude the purchase and regulated retail and wholesale sale of electricity and the
provision of distribution and fransmission services by Commonwealth Edison Company (ComEd) in
northernlllinois, including the City of Chicago, and by PECO Energy Company (PECQ) in southeastern
Pennsylvania, including the City of Philadelphia, and the purchase and regulated retait sale of natural
gas and the provision of distribution services by PECO in the Pennsylvania counties surrounding the
City of Philadeiphia. Exelon sold or wound down substantially all companents of Exelon Enterprises
Company, LLC (Enterprises) in 2004 and 2003. As a result, as of January 1, 2005, Enierprises is no
longer reported as a segment. See Note 2—Acquisitions and Dispositions for information regarding the
disposition of businesses within the Enterprises segment and Mote 20—Segment |nformat|on for
information regarding Exelon’s operatlng segments S

Basis of Presantation {Exelon, Generation, ComEd and PECO)

Exelon’s consolidated financial statements include the accounts of entities in which Exglon has a
contralling financial interest, other than certain financing trusts of ComEd and PECO described below,
and Generation’s and PECO’s proportionate interests in jointly owned electric utilily property, affer the
elimination of intercompany transactions. A controldling financial interest is evidenced by eithet a: voting
interest greater than 50% or a risk and rewards model that identifies Exelon or one of its subsidiaries
as the primary beneficiary of the variable interest entity. Investments and joint ventures in which Exelon
does not have a controlling financial interest and certain financing trusts of ComEd and PECO are
accounted for under the equity or cost methods of accounting.

Exelon owns 100% of all significant consolidated subsidiaries, either directly or indirectly, except
for ComEd, of which Exelon owns more than 98%; PECO, of which Exelon owns 100% of the eéommon
stock but none of PECO's preferred stock; and Southeast Chicago Energy Project, LLC (SCEP), of
which Exelon and Generation owned 72% through the second quarter of 2006 when they purchased
the remaining interest in SCEP. Exelon has reflected the third-party interests in the above majonty-
owned investments as minority interests in its consolidated financial statements

Generation’s consolidated financial statements include the accounts cﬁ fts subsidiaries, including
AmerGen Energy Company, LLC, and Exelon Energy Company, LLC. All intercompany transactions.
have been eliminated.

ComEd’s consolidated financial statemenis include the accounts of ComEd and Commonwealth
Edison Company of Indiana, Inc. Edison Development ‘Canada Inc. (EDCAN) and Edison Finance
Partnership (EFP} were consolidated prior to their accounting liguidation in 2005 and are pending Iegal
dissolution, which is expected in 2007, All intercompany transactions have been gliminated.
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Exelon Corporation and Subsidiary Companies
Exelon Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company and Subsidiary Companies
PECO Energy Company and Subsidiary Companies o

Combined Notes to Consolidated Financial Statements—{Continued)
(Dollars in millions, except per share data unless otherwise noted)

PECO’s consolidated fmanclal statements include the accounts of its subsidiaries, including ExTel
Corporation, LLC, Adwin Realty Company and PECO Wireless, LP, except certain financing trusts as
described below. All intercompany transactions have been eliminated. -

In accordance with Financial Accounting Standards Board (FASB) Interpretation No. (FIN) 46
(revised December 2003}, “Consclidation of Variable Interest Entities” (FIN 46-R), Sithe Energies, Inc.
(Sithe) was consolidated in Exelon’s and Generation’s financial statements as of March 31, 2004. As
further discussed in Note 2 - Acquisitions and Dispositions, Generation sold its investment in Sithe on
January 31, 2005. Additionally, certain trusts and limited partnerships that are financing subsidiaries of
Comkd and PECO have issued debt or mandatorily redeemable preferred securities. Due to the
adoption of FIN 46-R, these subsidiaries are no longer consolidated as of December 31, 2003, or as of
July 1, 2003 for PECO Energy Capital Trust IV (PECO Trust IV). See “Variable Interest Entities” below
for further discussion of the adoption of FIN 46-R and the resulting consolidation of Sithe and the
deconsclidation of these financing subsidiaries.

The share and per-share amounts included in Exelon's Combined Notes to Consolidated Financial
Statements have been adjusted for all periods presented to reflect a 2-for-1 stock split of Exelon’s
common stock with a distribution date of May 5, 2004. See Note 16 - Common Stock for additional
information regarding the stock split. -

Reclassifications (Exelnn Generation, ComEd and PECO)

. Certain prior year amounts have been reclassified in the financial statements for comparatwe
purposss. The reclassifications did not affect net income.

Use of Estimates (Exelon. Generation, ComEd and PECO)

The preparation of financial statements of each of Exelon, Generation, ComEd and PECO
(collectively, the Registrants) in conformity with accounting principles generally accepted in the United
States (GAAP) requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Areas in which significant estimates have been made
include, but are not limited to, the accounting for nuclear decommissioning costs and other asset
retirement obligations, inventory reserves, allowance for doubtful accounts, goodwill and asset
impairments, pension and other postretirement benefits, derivative instruments, ﬂxed asset
depreciation, enwronmental oosts. taxes, severance and unbilled energy revenues. :

Accounting for the Effects of Regulation (Exelon, ComEd and PECO)

Exelon, ComEd and PECQ account for their regulated operations in accordance with accounting
policies prescribed by the regulatory authorities having jurisdiction, principally the llinais Commerce
Cormission (1CC) and the Pennsylvania Public Utility Commission (PAPUC) under state public utility
ltaws, the Federal Energy Regulatory Commission (FERC) under various Federal laws, and - the
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Securities and Exchange Commission (SEC) under the Public Utility Holding Company Act of 1935
(PUHCA) prior to its repeal effective February '8, 2006, and ComEd and PECO apply Statement of
Financial Accounting Standards (SFAS) No. 71, “Accounting for the Effects of Certain Types of
Regulation,” (SFAS No. 71). SFAS No. 71 requires ComEd and PECO to record in.their financial
statements the effects of rate regulation for utility operations that mest the following criteria: (1) third-
parly regulation of rates; (2) cost-based rates; and (3) a reasonable assumption that all costs will be
recoverable from customers through rates. Exelon believes that it is probable that its currently recorded
requiatory assets and liabilities will ba recoverad in future rates. However, Exelon, ComEd and PECO
continue to evaluate their abilities to apply SFAS No. 71, including, in the case of ComEd,
incorporating the current events related to the regulatory and poliical environment in lllinois. If a
separable portion of ComEd’s or PECO’s business was no longer able to meet the provisions of SFAS
No. 71, Exelon, ComEd and PECO would be required to eliminate from their financial statements the
effects of regulation for that portion, which could have a material impact on their financial condition and
results of operations. See Note 4—Regulatory Issues for further information regarding the repeal of
PUHCA effective February 8, 2006 and the regulatory and political environment in lllinois.

Segment Information {Generatlon, ComEd and PECO)

Generation, ComEd and PECO each constitute one operating segment. See Note 20 — Sagment
Information for information regarding Exelon's operahng segments.

Variable Interest Entities (Exelon, Generatlon, ComEd and PECO)

FIN 46 and its revision.FIN 46-R addressed the reguirements for consolidating: oertaln vanable
interest entities. FIN 46 was effective for the Registrants' variable interest entities created after
January 31, 2003. FIN 46-R was effective December 31, 2003 for the Registrants’ variable interest
entities that were considered.io be special-purpose entilies and as of March 31, 2004 for all other
variable interest entities. ‘ ‘ .-

Exelon and Generation censolidated Sithe, 50% owned through a wholly owned subsidiary of
Generation, as of March 31, 2004 pursuant to the provisions of FIN 48-R and recorded income of $32
million (net of income taxes) as a result of the reversal of guarantees of Sithe's commitments
praviously recorded by Generation. This income was reported as a cumulative effect of a change in
accounting principle in the first quarter of 2004. As of March 31, 2004, Generation was a 50% owner of
Sithe, and Exelon had accounted for Sithe as an unconsolidated equity method investment prior to
March 31, 2004. Sithe owned and operated power-generating facilities and was sold by Generation on
January 31, 2005, See Note 2—Acqunsttlons and. Disposlﬂons for additional information regardlng ‘the
sale of Sithe in 2005. . _ :

PECO Trust IV, a financing ,s,ubsidiary of PECO created in May 2003, was deconsolld,a_ted fmm‘
the financial statements of Exelon pursuant to the provisions of FIN 46 as of Juiy 1, 2003. Pursuant to.
the provisions of FIN 46-R, as of December 31, 2003, the financing trusts formed prior {0
December 31, 2003 of ComEd, namely ComEd Financing |l, ComEd Financing il, ComEd Funding
LLC and ComEd Transitional Funding Trust, and the cother financing trusts of PECO, namely PECO
Trust Il and PECO Energy Transition Trust (PETT), were deconsolidated from Exelon’s, ComEd’s and
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PECO’s financial statements. The following table shows the amounts recorded as debt to financing
trusts within the Consolidated Balance Sheets ‘ - :

As of the Year Ended December 31, . Exelon ComEd PECO

2006 ... ... . . e P $3.6 billion $1.0 billion $2.6 billion

2005.. ..... e e e e e e «.-. 45hillion 1.3 billion 3.2 billion

This change in presentation related to the financing trUsts had no effect on‘Eeron's; ComEd's or
PECO’s net incoms. In accordance with FIN 46-R, prior periods were not restated. The maximum

exposure fo loss as a result of ComEd's and PECO’s involvement with the financing trusts was $34-

milion and $84 million respectively, at December 31, 2006 and $46 million and $?3 mllllon
respectively, at December 31, 2005.

Revenues (Exelon, Generation, ComEd and PECO}

Operating Revenues. Operating revenues are recarded as service is rendered or energy is

defivered to customars. At the end of each manth, the Registrants accrue an estimate for the unbilled
amount of energy delivered or services provided to customers (see Note 5—~Accounts Receivable).

Option Contracts, Swaps, and Commodity Derivativas. Premlums received and paid on option-

contracts and swap arangements considered “normal” derivatives pursuant to SFAS No. 133,
"Accounting for Derivatives and Hedging Activities” (SFAS No. 133) are amortized to revenue and
expense over the lives of the contracts. Certain aption confracts and swap amrangements which meet
the definition of derivative instruments are recorded at fair value with subsequent changes in fair value
recognized as revenues and expenses, unless hedge accounting is applied. if the derivatives meet
hedging criteria, changes in fair value are recorded in OCI. Commadity derivatives used for trading
purposes are accounted for using the mark-to-market method with unrealized gains and losses
recognized in operating revenues. :

Trading Activities. Exelon and Generation account for their trading activities under the provisions
of Emerging lssues Task Force (EITF) Issue No. 02-3, “Accounting for Contracts Involved in Energy

Trading and Risk Management Activities” (EITF 02-3), which requires revenues and energy costs

related io energy frading contracts to be presented on a net basis in the income statement.

Physically Settied Derivative Contracts. Exelon and Generation account for realized gains and
losses on physically settled derivative contracts not “held for trading purposas” in accordance with
EITF Issue No. 03-11, “Reporting Realized Gains and Losses on Derivative Instruments That Are

 Subject to FASB Statement No. 133, ‘Accounting for Derivative {nstruments and Hedging Activities,’

and Not 'Held for Trading Purposes’ as Defined in EITF Issue No. 02-3, ‘Issues Invalved in Accounting
for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk
Management Activities™ (EITF 03-11).

EITF 03-11 states that determining whether realized gains and losses on physically settled
derivative contracts not “held for trading purposes” should be reported in tha Income statement on a
gross or net basis is a matter of judgment that depends on the relevant facts and circumstances.
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Exaion and Generation present, net within revenues, purchased power and fuel expanses totaling
$561 million, $1,099 million and $980 rnlillon during 2006, 2005 and 2004, respectlvaly

income Taxes (Exalon, Ganeratlon, ComEd and PECQ)

Deferrad Federal and state income taxes are provided on all significant temporary differences
between the book basis and the tax basis of assets and liabilities and for tax benefits camied forward.
Investment tax credits previously utilized for income tax purposes have been deferred on the
Registrants’ Consolidated Balance Sheets and are recogmzed in book income aver the life of the
related property.

Pursuant to the Internal Revenue Code and relevant state taxing auﬂ'uorities, Exelon and its
subsidiaries file consolidated income tax returns for Federal and cerlain state jurisdictions, which
include its subsidiaries in which it owns at least 80% of the outstanding stock. The Registrants record
an income tax valuation allowance for deferred {ax assets which are not more likely than not fo be
realized in the future (see Note 12—Income Taxes). : :

Generation, ComEd and PECO are parties to an agreement {Tax Sharing Agreement) with Exelon
that provides for the allocation of consolidated tax liabilities. The Tax Sharing Agreement generally
provides that each party is allocated an amount of tax similar to that which would be owad had the
parly been separately subject to tax. Any net benefit attributable to the parent is reallocated to other
members. That atiocation is treated as a contribution to the capital of the parly receiving the benefit.

Losses on Reacquired and Retired Debt (Exalon, Generation, ComEd and PECO)

Consistent with rate recovery for rate-making purposes, ComEd’s and PECO’s recoverable losses
on reacquired debt related to regulated operations are deferred and amortized o interest expense over
the life of the new debt issued to finance the debt redemption, or over the life of the original debt
issuance if the debt is not refinanced. Losses on other reacquired debt are recognized as incurrad in
the Registrants’ Consolidatad Statements of Operations. :

Comprehensive Income (Exelon, Generation, ComEd and PECO)

Comprehensive income inciudes all changes in equity during a period except those resultlng from
investments by and distributions to shareholders. See the Consolidated Statements of Changes in
Shareholders’ / Member's Equity and the Consolidated Statements of Comprehensive Income for
further detait, including the components of comprehensive income.

A

Cash and Cash Equivalents (Exelon, Generation, ComEd and PECO)

The Registrants consider ali temporary cash investmenis purchased with-an origina! maturity of
three months or less to be cash equivalents.

Restricted Cash and Investments (Exelon, Generation and PECO}

As -of December 31, 2008 and 2005, Exelon's restricted cash and investments primarily
represented restricted funds for payment of medical, dental, vision and long-term disability benefits. As
of December 31, 2006 and 2005, Generation’s restricted cash and investments primarily reprasanted
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restricted funds for payment of ceriain environmental liabilities. As of December 31, 2006 and 2005,
PECO's restricted cash primarily represented funds from the sales of assets that were subjact to
PECO's Mortgage Indentura. PECO's restricted cash Is not available for general operahons untsl
released from the Mortgage Indenture. , . .

Restricted cash and investments not available for general operations or to satlsfy current liabilities
are classified as noncurrent assets. As of December 31, 2006 and 2005, Exelan and Generation had
restrictéd cash and investments in the huclear decornm:ssronlng trust funds ciasmﬁed as noncurrent
assefs.

Allowance for Uncollectible Accounts (Exelon, Generation, ComEd and PECO)

" The allowance for uncollectible accounts reflects the Regisirants’ best estimates’ of probable
losses in the accounts receivable balances. The allowance is based on known troubled accounts,

historical experience and other currently available evidence. For ComEd and PECO, customer

accounts are generally considered delinquent if the amount bilted is not réceived by the time thé next
bill is issued, which normally occurs on a monthly basis. Customer accounts are wrltten off based upon
approved regulatory requirements.

The following table summarizes the prov:snon for uncollectible accounts for the years ended
December 31, 2006, 2005 and 2004

For the Year Ended December 31, Exolon Generation ComEd PECOI
2008 ............. P et tene ettt e, $94 - § 2 . $33 - $58
2005 . e e 77 — . . 24, 45
2004 ............... e e K: A 37 47

Inventones (Exelon, Generation, ComEd and PECO)

Inventory is recorded at the lower of cost or market, and provisions are made for excess and
obsolete inventory.

Fossil Fuel. Fossil fuel mvenlory includes the weighted average costs of stored natural gas,
propane, coal and ail. The costs of natural gas, propane, coal and cil are generally included. in
inventory when purchased and charged to fuel expense when used. PECO has several long-term
storage contracts for natural gas as well as a liquefied natural gas storage facility.

Materials and Supplies. Materials and supplies inventory generally includes the average costs of
transmission, distribution and generating plant materials. Materials are generally charged to inventory
when purchased and then expensed or capitalized to plant, as appropriate, when installed.

Emission Allowances (Exelon and G_enération)
Emission allowances are indluded in inventory and other deferred debits and are camied at the
lower of weighted average cost or market and charged to fuel expense as they are used in operations.

Exelon’s and Generation's emission ailowance balances as of December 31, 2006 and 2005 were’ $94
million and $112 million, respectively. $
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Marketable Securitlas (Exelon, Generation, ComEd and PECO)

Marketable securities are classified as available-for-sale securities and are reported at fair value
pursuant to SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (SFAS
No. 115). Realized gains and losses, net of tax, on nuclear decommissioning trust funds transferred to
Generation from ComEd and PECO are considered in the determination of the regulatory liabilities at
Exelon and in the noncurrent payables to affiliates at Generation. Unrealized gains on nuclear
decommissioning trust funds are included in Exelon’s regulatory liabilities or other comprehensive
income at Exelon and in noncument pavables to affiliates or other comprehensive income at
Generalion. See Note 19—Supplemental Financial Information for additional information regarding
ComEd’s and PECO’s regulatory assets and liabilities. Unrealized gains, net of tax, for ComEd’s and
PECO’s available-for-sale securities are reported in other comprahensive income.

Beginning in 2006 and in connection with the issuance of FASB Staff Position FAS 115-1, "The
Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments” (FSP
115-1), Generation considers all nuclear decommissioning trust fund investments in an unrealized loss
position to be other-than-temporarily impaired. As a result of certain Nuclear Regulatory Commission
{NRC) restrictions, Generation is unable to demonstrate its ability and intent to hold the nuclear
decommissioning trust fund investments through a recovery period and accordingly recognizes any
unrealized holding losses immediately. At December 31, 2006 and 2005, the Registrants had no
held-to-maturity securities. See Note 9—Fair Value of Financial Assets and Liabilities for information
regarding marketable securities held by nuclear decommissioning frust funds.

Purchased Gas Adjustment Clause (Exelon and PECO)

PECO's natural gas rates are subject to a fuei adjustiment clause designed to recover or refund
the difference between the actual cost of purchased gas and the amount included in rates. Differences
between the amounts billed to customers and the actual costs recoverable are deferred and recovered
or refunded in future periods by means of prospective quarterly adjustments (o rates. At December 31,
2008, over-recovered energy costs of $6 million were recorded as current liabilities on Exelon’'s and
PECO’s Consolidated Balance Shests. At December 31, 2005, deferred energy costs of $39 million
were recorded as current assets on Exslon’s and PECO's Consolidated Balance Sheets.

Leases (Exelon, Generation, ComEd and PECC)

The Registrants account for leases in accordance with SFAS No. 13, “Accounting for Leases” and
determine whether their long-tarm purchase power and sales contracts are leases pursuant to EITF
Issue No. 01-8, “Determining Whether an Arangement is a Lease” (EITF 01-8). At the inception of the
lease, or subsequent modification, the Registrants determine whether the lease is an operating or
capital lease based upon its terms and characteristics. Several of Generation’s long-term power
purchase agreements (PPAs) which have been determined to be operating leases have significant
contingent rental payments that are dependent on the future operating characteristics of the associated
plants such as plant avallability. Generation recognizes contingent rental expense when it becomes
probable of payment.
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Property, Plant and Equipment {(Exelon, Generation, ComEd and PECO)

Property, plant and equipment is recorded at cost. The cost of maintenance, repairs and minor '

replacements of property is charged to mainienance expense as mcurred

For Generation, upon retirement, the cost of praperty is charged to aocumuiated deprecsatlon For
ComEd and PECO, upon retirement, the cost of regulated property, net of salvage, is charged to
accumulated depreciation in accordance with the composite method of depreciation. ComEd’s and
PECO's depreciation expense, which is included in cost of service for rate purposes, includes -the
estimated cost of dismantling and removing plant from service upon retirement. For ComEd, removal
costs reduce the related regulatory liability. For PECO, removal costs ars capltallzed when incured

and depreciated over the life of the new asset constructed consistent with PECO's regulatory recovery -

method. For unregulated property, the cost and accumulated depreciation of property, plani and
aquipment retired or otherwise disposed of are removed from the related accounts.

. See Note 6—Property, Plant and Equipment, Note 7—Jointly Owned Electric Utility Plant and
Note 19—Supplemental Financial Informatlon for additional information regarding property, plant and
equipment.

Nuclear Fuel (Exelon and Genération)

The cost of nuclear fuel is capitalized and charged o fuel expense using the unit-of-production
method. The estimated cost of disposal of Spent Nuclear Fuel (SNF) is astablished per the Standard
Waste Contract with the Department of Energy (DOE) and is expensed through fuel expense at one

mill {$.001) per kilowatthour (kWh) of net nuclear generation. On-site SNF storage costs are capitalized -

or expensed, as incurred, based upon the nature of the work perfarmed.

Nuciear Outage Costs (Exelon and Generation)

Costs associated with nuclear outages are recorded in the pariod incurred.

New Site Development Gosts (Exelon and Generation)

New site development costs represent certain costs incurred in the planning and evaluatlon stage
of new stations and are capitalized when the progect is.considered probable of occurrence, which is
based on various factors.
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Capitalized Software Costs (Exelon, Generation, ComEd and PECO)

Costs incurred during the application developmenl stage of software projects that are developed
or obtained for internal use are capitalized. Such capitalized amounts are amortized ratably over the
expected lives of the projects when they become operational, generally not to exceed ten years.
Cerlain capitalized software costs are being amortized over five to fiftean years pursuant to regulatory
approval. The following table presents net unamortized capitalized software costs and amortization of
capitalized software costs by year:

Net unamortized software costs ’ Exelon Generation ComEd PECO

Dacember 31, 2008 - ...ttt e $295 $46 $118  $63
December 31,2005 ...... e e 264 3 122 . 30
Amartization of capitallzed sofiware costs Exelon Genseration ComEd PECO
2006 ... $77 $13  $21  $22
2008 et ie e e 78 11 . 22 23

2008 ...\ e 80 16 34 12

Depreciation and Amortization {(Exelon, Generation, ComEd and PECD)

Depreciation is generally provided over the estimated service lives of property, plant and
equipment on a straight-line basis using the composite method. ComEd’s depreciation includes a
provision for estimated removal costs as authorized by the ICC. Annual depreciation provisions for
financial reporting purposes, presented by average sarvice life and as a percentage of average service
life for each asset category, are presented in the tabies bslow. See Note 6—FProperty, F‘Iant and
Equipment for information regarding a change in PECO’s depreciation rates.

Average Service Life in Years by Assat Category : Exolon Genaratlon ComEd PECO
2006 ) ' .
Electric—transmission and distribution . . . ................ e 5-75 “N/A - 5756 565
Electric—generation. .......... A e 5-61 561 N/A  N/A
T 5-66 N/A N/A  5-66
Common—electricandgas ............. e .. 580 N/A “N/A 550
Average Service Life in Years by Asset Category Exelon Generatich ComEd i PECO
2005 A
Electric—transmission and dlstnbutlon e 5-75 N/A 575 565
Electric—generation . . ... ..ot i i i i e 5-62 562 N/A  N/A
GO ..ttt et e i e e 5-85 N/A N/A 585
Common—=electricand gas ...... e e e 5-46 N/A N/A 546
Average Servica Life in Years by Asset Category " Exelon Goeneration ComEd PECO.
2004
Electric—transmission and distribution . .. .. ............ ..., 5-75 NA - 575 585
Electric—generation . ........ ... ... i i i ie e 5-63 5-63 N/A  N/A
€ 7= T s 5-85 N/A NA  5-85
Common—electricandgas ....................... ..l 5-46 N/A N/A . 5-46
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Average Service Life Percentage by Asset Cm!ﬂ e . Exelon _ Generation ComEd PECO
2006 o .

Electric—transmission and distribution® .. .. ... ... [ 295% N/A 33M4% 2.01%
Electric—generation . . ... ... _...... ... ........ e 3.18% 3.18% N/A  NIA
€7 T eien Wi 1.73% N/A NA  1.73%
Common—electricand gas® . ....... ... .. cciieeviiiaiinens 6.04% NA N/A  .6.04%
Average Service Life Parcentage by Asset Category Exelon Gnmratlon ComEd PECO
2005

Electric—transmission and distribution . . . ..................... 305% NA  344% 2.11%
Electric—generation . . . ... ... ... ... .. ...l 350% 3.50% N/A  N/A
Gas ............. e e e, 232% NA N/A - 2.32%
Common—electric and gas . .......cviiivr i iinnnaansreins 8.08%  NA N/A B.06%
Average Sarvice Life Parcentage by Asset Catagory Exelon Generation ComEd PECO
2004

Electric—transmission and distribution . ......... e 3.08%  N/A 3.49% 2.14%
Electric—generation .. ... ...vvvtiuiiiie it inennanenrnnnins 326% 3.26% NA NA
GBS &+ i e et 252% N/A N/A  2.52%
Common—electrlc AN gas ... ..o 460% N/A NA 4.60%

{(a) With respect to PECD, the decrease in dapreciation percsntages from 2005 to 2006 reflects extensions of service lives for
sighificant property plant and equipment resulting from the latest depreclatlon study for which results wara implemanted
during 20086.

Amortization of regulatory assets is provided over the recovery period specified in the related
legislation dr regulatory agreement. See Note 19—Supplemental Financial Information for further
information regarding Generation’s nuclear fuel, Generation’s asset retirement obligation, Genaratlon s
mtanglble assets and tha amortization of ComEd's and PECO's regulatory assets.

N'uclear Generating Station Decommissioning (Exelon and Generation)

. Exelori and Generation account for the costs of decommissioning Generation’s nuclear generating
stations in accordance with FASB Statement No. 143, “Accounting for Asset Retirement Obligations”

- (SFAS No. 143). To estimate the fair value of its obligation, Generation uses a probability-weighted,

discounted cash flow- model which considers multiple outcome scenarios based upon significant
estimates and assumptions, including decommissioning cost studies, cost escalation studies,
probabilistic cash flow models and discount rates. See Note 13—Asset Retirement Obligations for
information regarding the application of SFAS No. 143.

Capitalized Interest and Aliowance for Funds Used During Construction (Exelon, Generation,
ComEd and PECQ)

- Exelon and Generation apply SFAS No. 34, “Capitalization of interest Cost,” to calculate the costs
during construction of debt funds used to finance non-regulated construction projects.
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Exelon, ComEd and PECO apply SFAS No. 71 to calculate the allowance for funds used during
construction (AFUDC), which is the cost, during the period of construction, of dabt and equity funds
used to finance construction projects for regulated operations. AFUDC is recorded -as a charge to
construction work in progress and as a non-cash credit to AFUDC that is included in interest expense
for debt-related funds and other income and deductions for equity-related funds. The rates used for
capitalizing AFUDC are computed under a method prescribed by regulatory authorities (see Note 19—
Supplemental Financial Information).

The following table summarizes total cost incurred, capitalized interest and credits -of AFUDC by
year:

Exelon Generaﬂon ComEd PECO

2006 Total incurred interest ® . ... ... ... ... . i $914 $180 . $317  $269
Capitalizedinterest ... ... ... . ... . ... ... .. ... 22 21 _— —_
Credits to AFUDC debtandequity .................. . 15 — 12 3

2005 Total incurred interest @ .................... e 844 140 297 281
Capitalizedinterest ......................ccc.... e 12 12— -
Credits to AFUDC debt and equity ....... e 10 — 7. 3

2004 Total incurred interest@ . .......... e e 840 114 . 369 304
Capitalizedinterest .................. e 11 11 R
Credits to AFUDC debtandequity ..................... 5 — 3 2

{a) Indludes interest expense to affiliates.

Guarantees (Exelon, Generation, ComEd and PECO)

In accordance with FIN 45, “Guarantor's Accounting and Disclosure Reguirements for Guarantees,
Including Indirect Guarantees of Indebtadness to Others (FIN 45),” the Registrants recognize, at the
inception of a guarantee, a liability for the fair market value of the obligations they have undertaken in
issuing the guarantee, including the ongoing obligation to perform over the term of the guarantee.in the
event that the specified triggering events or conditions ccour.

The liability that is initially recognized at the inception of the guarantee is reduced as the
Registrants are released from risk under the guarantse. Depending on the nature of the guarantes, the
Registrant's release from risk may be recognized only upon the expiration or settlement of the
guarantee or by a systematic and rational amortization method over the term of the guarantee. The
recognition and subsequent adjustment of the liability are highly dependent upon the nature of the
associated guarantee. See Nota 2—Acquisitions and Dispositions and Note 18—Commitmeants and
Contingencies for further information. : A

Asset Impairments {(Exelon, Generation, ComEd and PECQ)

Long-Lived Assets, The Registrants evaluate the carrying value of long-lived assets to be held
and used for impairment whenever indications of impainment exist in accordance with the requirements
of SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets” (SFAS No. 144).
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The carrying value of long-lived assets is considersed impaired when the projected undiscounted cash
flows are less than the carmrying value. In that event, a loss would be recegnized based on the amount
by which the carrying value exceeds the fair value. Fair value is determined primarily by available
market valuations or, if applicable, discounted cash flows.

Upon meeting certain criteria defined in SFAS No. 144, the asseis and associated liabilities that
compose a disposal group are classified as held for sale and presented separately on the Consolidated
Balance Sheets. The carrying value of these assets is adjusted downward, if neoessary to the
estimated sales price, less cost to selt.

Investments. Beginning in 2006, and in connection with the issuance of FSP 115-1, Generation
considers all nuclear decommissioning trust fund investments in an unrealized loss position ta be
other-than-temporarily impaired. As a result of certain NRC restrictions, Generation is unable to
demaonsirate its ability and intent to hold the nuclear decammissioning trust fund investments through a
recovery period and accordingly recognizes any unrealized holding losses immediately.

Prior to 2006, Exelon and Generation evaluated, among other factors, general market conditions,
the duration and extent to which the fair value is less than cost, as well as their intent and ability ta hold
the investment to determine whether an investment was considered other-then-temporarily impaired.
Exelon and Generation also considered specific adverse conditions related to the financial health of
and business outlook for the investee. Once a decline in fair value was determined to be other-than-
temporary, an impairment charge was recorded and a new cost basis was established.

See Note 9—Fair Value of Financial Assets and Liabilities for a description of the other-than-
temporary impairments in the nuclear decommissioning trust funds determined in 2006 and 2005.

Goodwlil. Goodwill represents the excess of the purchase price paid aver tha estimated fair value
of the assets acquired and liabilities assumed in the acquisition of a business, Pursuant to SFAS
No. 142, “Goodwill and Other Intangible Assets” (SFAS No. 142), goodwifl is not amortized but is
tested for impairment at least annually or on an interim basis if an event occurs or circumstances

- change that would reduce the fair value of a reporting unit below its carrying value, See Note 8—

Intangible Assets for information regarding the application of SFAS No. 142 and the results of goodwill
impairment studies that have been performed, which include the $776 million and $1.2 billian goodwill
impairment charges Exelon and ComEd recorded in 2006 and 2005, respectively.

Derivative Financial Instruments (Exelon, Generation, ComEd and PECO)

The Registrants may enter into derivatives to manage their exposure to fluctuations in interest
rates, changes in interest rates related to planned future debt issuances and changes in the fair value
of outstanding debt. Generation utilizes derivatives with respect to energy transactions to manage the
utilization of its available generating capability and the supply of wholesale energy to its affiliates.
Generation also utilizes energy option contracts and energy financial swap arrangements to limit the
market price risk associated with forward energy commodity prices. Additionally, Generation enters into

energy-related derivatives for trading purposes. ComEd has derivatives related to one wholesale
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contract and certain other contracts to manage the market price exposures to several-wholesale
contracts that extend into 2007, which is beyond the expiration of ComEd's PPA with Generation. The
supplier forward contracts that ComEd has entered into as part of the initial ComEd procurement
auction (See Note 4—Regulatory Issues) are deemed to be derivatives that qualify for the normal
purchase exception to SFAS No. 133. ComEd does not enter into derivatives for speculative or trading
purposes. The Registrants’ derivative activities are in accordance with Exelons Risk Management
Policy (RMP).

The Registrants account for derivative financial instruments under SFAS No. 133. Under the
provisions of SFAS No. 133, all derivatives are recognized on the balance sheat at their fair value
unless they qualify for a normal purchases or normal sales exception. Derivatives on the balance sheet
are presented as current or noncurrent mark-to-market desivative assets or liabilities. Cash inflows and
outfiows related to derivative instruments are included as a companent of operafing, investing or
financing cash flows in the statement of cash fiows, depending on the underlying nature. of the
Registrants’ hedged items. The majority of Generation’s derivatives are from hedges and therefore
treated as operating cash flows. Changes in the fair value of derivatives are recognized In eamings
unless specific hedge accounting criteria are met, in which case those changes are recorded in
eamings as an offset o the changes in fair value of the exposure being hedged or deferred in
accumulated other comprehensive income and recognized in earnings as hedged transactions occur.
Amounts recarded in earnings are included in revenue, purchased power and fuet or other, net on the
Consolidated Statements of Operations.

Revenues and expenses on contracts that qualify as normal purchases or normal sales are
recognized when the underlying physical transaction is completed. “Normal” purchases and sales are
contracts where physical delivery is probable, quantities are expected to be used or sold in the normal
course of business over a reasonable period of time, and price is not tied 1o an unretated underiying
derivative. As part of Generation’s energy marketing business, Generation enters into contracts to.buy
and sell energy to meet the requirements of its customars. These contracts include short-term and
long-term commitmenis to purchase and sell energy and energy-related products in the retail and
wholesale markets with the intent and ability to deliver or take delivery. While these contracts- are
considered derivative financial instruments under SFAS No. 133, the majority of these transactions
have been designated as “normal” purchases .or “normal” sales and are thus not required to be
recorded at fair value, but on an accrual basis of accounting. If it were defermined that a transaction
designated as a “normal’ purchase or a “normal” sale no-longer met the scope exceptions, the fair
value of the related contract would be recorded on the balance sheet and immediately racogmzed
through earnings.

A derivative financial instrument can be designated as a hedge of the fair value of a recognized
asset or liability or of an unrecognized firm commitment (fair-value hadge), or a hedge of a forecasted
transaction or the variability of cash flows to be received or paid related to a recognized asset or
liability (cash-flow hedge). Changes in the fair value of a derivative that is highly effective, and is
designated and qualifies as, a fair-value hedge, are recognized in earnings as offsets to the changes in
fair value of the exposure being hedged. Changaes in the fair value of a derivative that is highly
effective, and is designated and qualifies as, a cash-flow hedge are deferred in accumulated other
comprehensive income and are recognized in eamings as the hedged iransactions occur. Any
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ineffectiveness is recognized in earnings immediataly. On an ongoing basis, the Registrants assess
the hedge effectiveness of all derivatives that are designated as hedges for accounting purposes in
order to determine that each derivative continues to be highly effective in offsetting changes in fair
values or cash flows of hedged items. If it is determined that the derivative is not h:ghiy effective as a
hedge, hedge accounting will be discontinued prospectively.

Generation enters into contracts to buy and sell energy for trading purposes subject fo Exelon’s
Risk Management Policy. These contracts are recognized on the balance sheet at fair value and
changes in the fair value of these derivative financial instruments are recognized in earnings.

Severance Beneflts (Exelon, Generation, ComEd and PECO)

The Registrants account for thelr ongoing severance plans in accordance with SFAS No.. 112,
“Employer’s Accounting for Postemplayment Benefits, an amendment of FASB Statements No. 5 and
43" (SFAS No. 112) and SFAS No. 88, “Employers’ Accounting for Settiements and Curtailments of
Defined Benefit Pension Plans and for Termination Benefits.” Generation, ComEd and PECO
participate in Exelan’s angoing severanca plans. Amounts associated with severance benefits that are
considered probable and can be reasonably estimated are accrued. See Note 10—Severance
Accounting for further discussion of Exelon’s accounting for severance henefi ts

Retirement Benefits (Exelon, Generation, ComEd and PECO)

Exelon’s defined benefit pension plans and postretirement henefit plans are accounted for in
accordance with SFAS No. 87, "Employer's Accounting for Pensions™ (SFAS No. 87), SFAS No. 88,
“Employers’ Accounting for Setllements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits”, SFAS No. 108, “Employers’ Accounting for Postretirement Benefits' Other than
Pensions” (SFAS No. 106), FASB Staff Position (FSP) FAS 106-2; “Accounting. and Disclosure
Requiremenis Related to the Medicare Prescription Drug, Improvement and Modemization Act of
2003” (FSP FAS 106-2) and SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendmeant of FASB Statements No. 87, 88, 106, and 132(R)"
(SFAS No. 158), and are disclosed in accordance with SFAS No. 132-R, "Employers’. Disclosures
about Pensions and Other Postretirement Benefits—an Amendment of FASB Statements No. 87, 88,
and 106" (revised 2003) (SFAS No. 132-R) and SFAS No. 158. Generation, ComEd and PECO
participate .in Exelon’s defined benefit pension plans and postrelirement plans. See Note 14—
Retirement Benefits. for further discussion of Exelon’s and Generation’s accounting for retlrement
benefits.

FSP FAS 106-2. Through Exelon’s postretirement benefit plans, the Registrants provide retirees
with prescription drug coverage. The Medicare Prescription Drug, Improvernent and Modernization Act
of 2003 (Prescription Drug Act) was enacted on December 8, 2003. The Prescription Drug Act
introduced a prescription drug henefit under Medicare as well as a Fedsral subsidy to sponsaors of
retiree health care benefit plans that provide a benefit that is at least actuarially equivalent to the
Medicare prescription drug benefit. Management believes the prescription drug benefit provided under
Exslon's postretiremant benefit plans is at least actuarially equivalent to the Medicare prescription drug
benefit. In response 1o the enactment of the Prescription Drug Act, in May 2004, the FASB issued FSP
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FAS 106-2, which provided fransition guidance for accounting for the effects of the Prescription Drug
Act and superseded FSP FAS 106-1, which had been issused in January 2004. FSP FAS 106-1
permitted a plan sponsor of a postretirement health care plan that provides a prescription drug benefit
to make a one-time election to defer the accounting for the effects of the Prescription Drug Act. The
Registrants made the one-fime electlcn allowed by FSP FAS 106-1 during the first quarter of 2004.

During the second quarter of 2004, Exelon early adopted the provisions of FSP FAS 106-2,
resulting in a remeasurement of its postretirement benefit plans’ assets and accumulated
postretirement benefit obligations (APBQ) as of December 31, 2003. Upon adoption, the effect of the
subsidy on benefits aftributable to past service was accounted for as an actuarial experience gain,
resulting in a decrease of the APBO of approximately $186 million. Exelon’s annualized reduction in
the net periodic postretirement benefit cost was approximately $40 million, $40 million and $33 million
in 2006, 2005 and 2004, respectively, compared to the annual cost calculated without considering the
effects of the Prescription Drug Act. The effect of the subsidy on.the components of net periodic
postretirement benefit cost for 2006, 2005 and 2004 included in the cansclidated financial slatements
and Note 14—Retirement Benefits was as follows:

2006 2005 2004

Amortization of the actuarial experienceloss ............. e $16 $18 $15
Reduction in currentperiod service cost . .. ... oo il i i i e 9 8 6

Reduction in interest costonthe APBO . ............. i 15 14 12

Treasury Stock (Exelon)

Treasury shares are recorded at cost. Any shares of common stock repurchased are held as
treasury shares unless cancelled or reissued.

Foreign Currency Translation {Exelon, Generation and ComEd)

The financial statements of Exelon’s, Generation’s and ComEd's foreign subsidigries were
prepared in their respective local currencies and translated into U.S. dollars based on-the current
exchange rates at the end of the periods for the Consolidated Balance Sheets and on weighted-
average rates for the periods for the Consolidated Statements of Operations. Starting in 2006, ComEd
does not report any foreign currency transiation adjustments since ComEd no longer owns any foreign
subsidiaries. Foreign currency translation adjustments, net of deferred income tax benefits, are
reflacted as a component of other comprehensive income on the Consolldated Siatements of
Comprehensive Income and, accordingly, have no effact on net income.

New Accounting Pronouncements (Exelon, Generation, ComEd and PECO)

Exelon has identified the following new accounting pronouncements that either have been recently
adopted or issued that may affect the Registrants upon adoption.
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SFAS No. 123-R

Exelon grants stock-based awards through its Long-Term Incentive Plans (LTIPs), which primarily
include stock options and performance share awards. Prior to January 1, 2006, Exelon ‘accounted for
these stock-based awards under the intrinsic value method of Accounting Principles Board (APB)
No. 25, “Accounting for Stock Issued to Employees” (APB No. 25). This method under APB No. 25
resuited in no expense being recorded for stock option grants in 2005. On January 1, 2006, Exslon
adopted Financial Accounting Standards Board (FASB) Statement No. 123 (revised 2004), “Share-
Based Payment” (SFAS No. 123-R), which replaces SFAS No. 123, “Accounting for Stock-Based
Compensation” (SFAS No. 123} and supersedes APB No. 25. SFAS No. 123-R requires that
. compensation cost relating to stock-based payment fransactions be recognized in the financial
statements. That cost is measured on the fair value of the equity or liability instruments issued.
SFAS No. 123-R applies to all of Exelon’s outstanding unvested stock-based awards as of January 1,
2006 and all prospective awards using the modified prospeclive transition method without restatement
“of prior periods. At December 31, 2006, there were approximately 28 million shares remaining for
issuance under the LTIPs.

The following table shows the effect of adopting SFAS No. 123-R on selected reporied items:

Year Ended

December 31,

2006
Income from continuing operations before income taxes and minority interest . . . .. S $ (49)
N =2 T (31)
BasiC 8aMmiNgs POr Share . . . ... i e e eae e {0.05)
Diluted earnings Per Share . . .....coiittiet ittt e e e e e e {0.05)
Cash flows provided by operating activities .. ...........ccooiiiirivirennnennnns (60)
Cash flows used infinancing activities ........ ... . .. .. . ... 60

The following table presents the stock-based compensation expense included in Exelon’s
Consolidated Statements of Operations and Comprehensive Income during the twelve months ended
December 31, 2006, 2005 and 2004:

Year

Ended
. December 31,
Components of Stock-Based Compensation Expense 2006 2008 2004
Stock options .......... ek e e s ... $39 §— §$—
Performanceshares ................ ... ..cccioo... e 84 4495 51
Other stock-based awards . .... . ... ... . it e 5 8 14
Total stock-based compensation included in operating and maintenance

EXPBNSE L. it e e 128 57 65
Incometaxbenefit .................. S G = I ) I ¥ 31
Total after-tax stock-based compensation @XPeNSE . ....... . v.vvrereneenenns $80 $34 339
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The following table presents stock-based compensation expense (pre-tax) during the twelve
months ended December 31, 2006, 2005 and 2004

Year
Ended
' Dacember 31,

Reglstrant 2006 2005 2004
GENEratON . . ... 848 %21 $22
0o 01 1= AP 12 2 3
PE D e e e 3 1 1
Exelon Corporate @ . ... e 65 33 39

{a) Represents amounts billed 1o Exelon’s subsidiares through intercompany allocations.

Stock Options

Non-qualified stock options to purchase shares of Exelon’s common sfock are granted under the
LTIPs. The exercise price of the stock options is equal to the fair market value of the underlying stock
on the date of option grant. Stock aptions granted under the LTIPs generally become exercisable upon
a specified vesting date. Shares subject to stock options are typically issued from authorized but
unissued cotmmon stock shares. All stock options expire ten years from the date of grant. The vesting
period of stock options outstanding as of December 31, 2006 generally ranged from three years to four
years. The value of stock options at the date of grant is either amortized through expense or
capitalized over the requisite service period using the straight-line method. For stock options granted to
retirement eligible employees, the value of the stock opfion is recognized immediately on the date of
grant. There were no significant stock-based compensation costs capitalized during the twelve months
ended December 31, 2006, 2005 and 2004.

Exelon grants most of its stock options in the first quarter of each year. Stock oplions granted
during the remaining quarters of 2006, 2005 and 2004 were not material.

The fair value of each option is estimated on the date of grani using the Black-Scholes-Merton
aption-pricing model with the following weighted average assumptions used for grants for tlie twelve
months ended December 31, 2006, 2005 and 2004: ,

Yeoar
Ended
December 31,
- 2008 2005 2004

Dividendyield ....................... e e 32% 36% 3.3%
Expected volatility ........... ... i e 25.5% 18.1% 19.7%
Risk-free interest rate . ... . 0. e i e e e 4.27% 3.83% 3.25%
Expected life (years) e ... 625 625 5.0

The dividend vield is based on several factors, including Exelon’s most racent dividend payment at
the grant date and the average stock price over tha previous twelve months. Expecied volatility is
based on implied volatilities of traded stock options in Exelon's common stock and historical volatility
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over the estimated expected life of the stock options. The risk-free interest rate for a security with a
term equal to the expected life is based on a yield curve constructed from U.S. Treasury-strips at the
time of grant. The expected life represents the period of time the stock options are expected to be
outstanding and is based on the “simplified method”. Additionally, Exelon uses historical data to
estimate emplayee forfeitures. Exelon reviews the actual and estimated forfeitures on an annual basis
and records an adjustment if necessary.

Utilizing the Black-Scholes-Merton option-pricing model and the assumptions discussed above,
the weighted average grant-date fair value of stock options granted during the twelve months ended
December 31, 2006, 2005 and 2004 was $13.22, $6.33 and $4.79, respectively.

information with respect to stock options at December 31, 2006 is as follows:

Weighted  Weighted
Average Average
Exercise  Remalning Aggregate

' Price Contractual Intrinsic
. Shares {per share) . Life Value

Balance of shares outstanding at December 31,

2006 ... . .. e 21,674,270 $31.23
Optionsgranted ........................... 4,084,645 58.55
Optionsexercised . .................ccovunn. (6,900,095) 29.06
Options forfeited/cancelled . .. . . ., .. .. (483,710) 4240
Balarice of shares ouistanding at December 31, '

2008 ..., 19,375,110 37.35 6.74 $475,397,402
Exercisable at December 31, 2006@ ,......... 8,836,049 3118 539 271,355,375

(@) - Includes stock options issued to retirement-sligible employees:

Intrinsic vaiue for stock-based instruments is defined as the difference between the current market
value and the exercise price. The total intrinsic vaiue of stack options exercised during the twelve
months ended December 31, 2006, 2005 and 2004 was $170 million, $191 million and $102 million,
respectively. : :

During the twelve months ended December 31, 2006, cash received from stock options exercised
was $171 million, and the actual tax benefit realized for tax deductions from sfock options exercised
was $68 milion. SFAS No. 123-R requires the benefits of tax deductions in excess of the
compensation cost recognized for stock options exercised (excess tax benefits) to be classified as
financing cash flows. There was $53 million of excess tax benefits related to stock options exercised
included as a cash inflow in other financing activities in Exelon's Consolidated Statement of Cash
Fiows for the twelve months ended December 31, 2006. Prior to the adoption of SFAS No, 123-R,
Exelon presented these benefits as operating cash flows in the Consclidated Statement of Cash Flows.
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The following table summarizes Exslon’s nonvested stock option activity for the twelve months ‘
ended December 31, 2006: ,

Weighted

A
Exeroae
Price
‘ . Shares {per share}

Nonvested at December 31,2005 .................. N 12,000,284 $3542
Granted ..........c i e e 4,084,645 5B.55
=<1 =T (5,071,953) 38.35
Forfaited . ... .. e (473,915) 43.63

Nonvested at December 31,2006 ....... ... ... .. .. ................. 10,539,061 38.56

As of December 31, 2006, $44 million of total unrecognized compensation costs related to
nonvested stock options are expecled to be recognized over the remaining weighted-average period of
two years. The total grant date fair value of stock oplions vested, including the capitalized amount,
during the twelve months ended December 31, 2006, 2005 and 2004 was $41 million, $23 million and
$34 million, respectively.

Performance Share Awards

In addition to the stock options discussed above, Exelon grants performance share awards under
the LTIPs. These performance share awards will generally vest and settie over a three-year period.
The holders of the performance share awards will receive shares of common stock and/or cash
annually during the vesting period. The combination of common stock and/or cash is based on certain
stock ownership requirements.

In January 2006, ihe Compensation Commilttee of the Board of Direclors of Exslon granted
1,108,919 performance share awards, of which Exelon estimates that 801,308 will be sattled .in
common stock and 505,613 will be settled in cash.

Performance share awards to be settled in stock are fair valued at the date of grant. Performance
share awards to be seftled in cash are remeasured each reporting period throughout the vesting
period. As a result, the compensation cosis for cash seftled awards are subject to variability. The fair
value of each performance share award grantad during the twelve months ended Dacember 31, 20086
was estimated using historical data for the previous two plan years and a Monte Carlo simulation
model for the current plan year. This model requires assumptions regarding Exelon’s total shareholder
return relative to certain stock market indices and the stock beta and volatility of Exelon’s common
stock and all stocks represented in these indices. Expscted volatitity is based on historical information.
Additionally, Exelon uses historical data to estimaie employee forfeitures, which are compared to
actual forfeitures on a quarterly basis and adjusted if necessary.

For non retirement-eligible employees, stock-based compensation costs are accrued and
recognized over the vesting period of three years using the graded vesting method. As a result of
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adopting SFAS No. 123-R, Exelon recognizes ratably throughout the year of grant the entire
compensation cost of new common stock awards in which retirement-eligible employees are fully
vested in the year of grant {(non-substantive vesting approach). Prior to the adoption of
SFAS No. 123-R on January 1, 2006, such compensation cost was recognized over the nominal
vesting -period of performance with any remaining compensation cost recognized at the date of
retirement. The impact of using the non-substantive vesting approach for retirement-eligible employees
related to performance share awards was $10 million during 2006.

During the twelve months ended December 31, 2008, Exelon seitled 436,660 and 407,073
performance share awards in common stock and cash, respectively, related to awards granted prior to
20086. Exelon paid $24 million in cash during 2006 to settle the 407,073 performance share awards.

At December 31, 2008, Exelon had an obligation related to outstanding awards not yet settied of
$95 million, of which $38 million, $27 million and $30. million are included in current liabilities, deferred
credits and other liabilities, and common stock, respectively, in Exelon’s Consolidated Balanca Sheet.
At December 31, 2005, Exelon had an obligation related to outstanding awards not yet settled of
$51 million, of which $27 million is included in common stock and $24 million is included in deferred
credits and other liabilities in Exelon’s Consolidated Batance Sheet.

SFAS No. 123-R requires the benefits of tax deductions in excess of the compensation cost
recognized for stock options exercised {excess tax benefits) to be classified as financing cash flows.
There was §7 million of excess tax benefits related to performance share awards exercised included as
a cash inflow in other financing activities in Exelon’s Consolidated Statement of Cash Flows for the
twelve months ended December 31, 2006. Prior to the adoption of SFAS No. 123-R, Exelon presented
these benefits as operating cash flows in the Consolidated Statement of Cash Flows.

Other Stock-Based Awards

Exelon also issues common stock through an employee stock purchase plan and through
restricted stock units and accounts for these awards in accordance with SFAS No. 123-R. The
~compensation cost of these types of issuances was immaterial during the twelve months ended
December 31, 2006 and 2005. However, at Dacember 31, 2006 and 2005, Exelon had obligations
related to outstanding restricted stock not yet settled of $13 million and $19 million, respectively, which
are included in common stock in Exelon’s Consolidated Balance Sheets.

Prior to January 1, 2007, directors and executives were able to defer stock awards granted to
them through Exelon’s stock-based compensation programs into the Exelon Corporation Stock
Deferral Pian. At December 31, 2006 and 2005, Exelon had an obligation related to this plan of
$37 million and $30 million, respectively, which are included in common stock in Exelon’s Consolidated
Balance Sheets. ‘
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2005 and 2004 Pro Forma Information

The table below shows the effect on Exelon’s net income and earnings per share had Exelon
elected to account for all of its stock-based compensation plans using the fair-value method under
SFAS No. 123 for the twelve months ended December 31, 2005 and 2004: '

Year Yur
Ended
Decamber 31, 2005 Deumber 31,2004
Netincome—as reported . ..o ovviriinineniinieein s $923 . $1.864
Add: Stock-based compensation expense included in reported net :
-income, net of incometaxes ............. ... ... ... 4 39
Deduct: Total stock-based compensation expense determined
under fair-value methed for all awards, net of income
L= = (48) (60)
Proforma netincome ... ... ... ... . . i, $ 909 $1.843
Earnings per share; ~ -
Basic—as reported . . ......... et e $1.38 $§ 282
Basic—proforma .. ... .. ... ... .. .. .. . ... e 1.36 2.79
Diluted—as reported .........c.cvviriiiiie i 1.36 2.78
Diluted—proforma . .....coovvvvinnnen. e 1.35 C 2.75

(a) The fair value of stack options granted was estimated using a Black-Scholes-Merton oplion-pricing model.

SFAS No. 155

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial
Instruments, amendment of FASB Statements No. 133 and 140" (SFAS No. 155). SFAS No. 155 gives
entities the option of applying fair value accounting to certain hybrid financial instruments in their
entirety if they contain embedded derivativas that would otherwise require bifurcation under
SFAS No. 133. SFAS No. 155 was effective for the Registrants as of January 1, 2007. The adoption of
this standard did not have a materiat impact on the Registrants. :

FSP FIN 46(R)-6

In April 2006, the FASB issued FSP FIN 46(R)-6, “Determining the Variability to Be Considered in
Applying FASB Interpratation No. 46(R)” (FSP 46(R)-6). This pronouncement provides guidance on
how a reporting enterprise should determine the variability to be considered in applying FIN 46-R,
which could impact the assessment of whether certain variable interest entities are consciidated. FSP
46(R)-6 was effective for the Registrants on July 1, 2006. The adoption of this standerd did nol have a
material impact on the Registrants in 2006. As the provisions of FSP 46(R)-6 are applied prospechvely
the impact to the Registrants cannot be determined until the transactions occur.
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FIN 48

In June 2006, the FASB issued FIN 48, “Accounting for Uncertainty in Income Taxes, an
Interpretation of FASB Statement No. 109" (FIN 48), which clarifies the accounting for uncertainty in
income taxes recognized in accordance with SFAS No. 109, “Accounting for income Taxes.” FIN 48
applies to all income tax positions taken on previously filed tax returns or expected o be taken on a
future tax return. FIN 48 prescribes a benefit recognition model with a two-step approach, a more-
likely-than-not recognition criterion and a measurement atiribute that measures the position as the
largest amount of tax benefit that is greater than 50% likely of being uitimately realized upan ultimate
settlement. If it is not more likely than not that the benefit will be sustained on its technical merits, no
benefit witll be recorded. Uncertain tax positions that relate only to timing of when an item is included on
a tax return are considered to have met the recognition threshold for purposes of. applying FIN 48.
Therefore, if it can be established that the only uncertainty is when an item Is taken on a tax refurn,
such positions have satisfied the recognition step for purposes of FIN 48 and uncertainty related to
timing should be assessed as part of measurement. FIN 48 also requires that the amount of interest
expense and income to be recognized related to uncertain tax positions be computed by applying the
applicable statutory rate of interest to the differance between the tax position recognized in accordance
with FiN 48 and the amount previously {aken or expected to be taken in a tax return.

FIN 48 was effective for the Registrants as of January 1, 2007. The change in net assels as a
result of applying this pronouncement will be a change in accounting principle with the cumulative
effect of the change regquired to be treated as an adjustment fo the opening balance of retained
earnings. Adjustments to goodwill or regulatory accounts associated with the implementation of FIN 48
will be based on other applicable accounting standards. The Registrants have not fully completed the
process of evaluating the impact of adopting FIN 48, including the apportionment of the tax and interest
impacts to the Registrants in Exelon’s affiliated group. Nevertheless, the Registrants have performed
procedures to identify a range of the anticipated impacts af the adoption of FIN 48. The adoption of FIN
48 is not anticipated to have a material impact on the Regisirants’ January 1, 2007 balance of retained
earnings. The estimated impact of the adoption of FIN 48 on the Registrants’ financial statements is
subject to change due to potantial changes in interpretation of FIN 48 by the FASB and other
regulatory bodies and the finalization of the Registrants’ adoption gfforis.

EiTF 06-3

In June 2008, the FASB ratified EITF Issue No. 08-3, “How Sales Taxes Coallected from
Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement
(That Is, Gross Versus Net Presentation)” (EITF 06-3). EITF 06-3 provides guidance on disclosing the
accounting policy for the income statement presentation of any tax assessed by a governmental
authority that is directly imposed on a revenue-preducing transaction between a seller and a customer
on either a gross (included in revenues and costs) or a net (excluded from revenues) basis. In addition,
EITF 06-3 requires disclosure of any such taxes that are reported on a gross basis as well as the
amounts of those taxes in interim and annuat financial statements for each pericd for which an income
statement is presented. EITF 06-3 will be efiective for the Registrants as of January 1, 2007. The
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Registrants disclose taxes that are imposed on and concumrent with a specific revenue-producing
transaction in accordance with EITF Issue No. 99-19, “Reporting Revenue Gross as a Principal versus
Net as an Agent." Exelon's, ComEd's and PECO’s utility taxes are presented on a gross basis (see
Note 19—Suppiementa! Financial Information and Note 20—Segment Information). As EITF 06-3
provides only disclosure requirements, the adoption of this standard did not have a material impact on
the Registrants.

SFAS No. 157

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS No. 157).
SFAS No. 157 defines fair value, establishes a framework for measuring fair value and expands
disclosures about fair value measurements but doas nat change the requirements to apply fair vaiue in
existing accounting standards. Under SFAS No. 157, fair value refers to the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants in the market in which the reporiing entity transacts. The standard clarifies that fair value
should be based on the assumptions market participants would use when pricing the asset or liability.
SFAS No. 157 will be effective for the Registrants as of January 1, 2008 and the Registrants are
currently assessing the impact that SFAS No. 157 may have on their financial statements.

SFAS No. 158

in September 2006, the FASB issued SFAS No. 158, "Employers’ Accounting for Definad Benefit
Pension and Other Postretirement Plans, an amendment of FASB Statemenis No. 87, 88, 106, and
132(R)", which was effective for the Exelon and Generation as of December 31, 2006, SFAS No. 158
requires Exelon and Generation to recognize the overfunded or underfunded status of its defined
benefit postretirement plans as an asset or liability on its balance sheet. The adoption of this standard
did not materially impact the Registrants’ debt or credit agreement covenants. SFAS No. 158 also
prescribes the measurement date of a plan to be the date of its year-end balance sheet, which is the
measurement date Exelon and Generation already use for their plans. In addition, Exelon and
Generation are required to disclose additional information about certain effects on net periodic benefit
cost for the next fiscal year. See Note 14—Retirement Benefits for additional information. ComEd and
PECC were not impacted by SFAS No. 158.

SAB No. 108

In September 20086, the SEC issued Staff Accounting Bulletin No. 1068 (SAB No. 1G8) regarding
the quantification of financial statement misstatements. SAB No. 108 requires a "dual approach” for
quantifications of errors using both a method that focuses on the income statement impact, including
the cumulative effect of prior years’ misstatements, and a method that focuses on the period-end
balance sheet. SAB No. 108 will be effective for the Registrants as of Jaﬂuafy 1, 2007. The adogption of
this standard did not have a material impact on the Registrants.
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Cumulative Effect of Changes in Accounting Principles

FIN 47. In March 2005, the FASB issued FIN 47, which clarifies that the term “conditional asset
retirement obligation” as used in SFAS No. 143 refers fo a legal obligation to. perform an asset
retirement activity in which the timing and/or method of settlement are conditional on a future event that
may or may not be within the cantrol of the aentity. FIN 47 requires an entity to recognize & liability for
the fair value of a conditional asset retirement obligation if the fair value of the liability can be
reasonably estimated. FIN 47 was offective for the Registrants as of December 31, 2005. See
Note 13—Asset Retirement Obligations for further information. The following table shows the charge
the Registrants recorded as a cumulative effect of a change in accounting principle pursuant to the
adgption of FIN 47 in 2005.

Exelon Generation Com&d PECO

~Chargerecorded, NBtOFEAX - .. .. oeveeveveie s $42 $30  $9 $3
Relatedtaximpact .............. 0 it i 27 19 6 2

EITF 03-16. In March 2004, the EITF reached a consensus on and the FASB ratified EITF Issue
No. 03-16, “Accounting for Investments in Limited Liability Companies® (EITF 03-16). The EITF
cancluded that if investors in a limited liability company have specific ownership accounts, they should
follow the guidance prescribad in Stalement of Position 78-9, “Accounting for Investments in Real
Estate Ventures,” and EITF Topic No. D-46, “Accounting for Limited Partnership Investments.”
Otherwise, investors shouid follow the significant influence model prescribed in Accounting Principles
Board Opinion No. 18, “The Equity Method of Accounting for investments in Common Stock.” EITF
03-16 was effective for Exelon and its subsidiaries during the third quarter of 2004. Exelon recorded a
charge of $9 million (net of an income tax benefit of $5 million) as a cumulative effect of a change in
accounting principle in connection with its adoption of EITF 03-16 as of July 1, 2004. This charge
related to certain investments in limited liability partnerships held by Enterprises.

FIN 48-R. See discussion of the adoption of FIN 48-R within the “Variable interest Entities”
discussion above.
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The following tables set forth Exelon's net income end basic and diluted earnings per common
share for the years ended December 31, 2005 and 2004, adjusted as if FIN 46-R, EITF 03-16,-and FIN
47 had been applied during those periods. FIN 46-R, EITF 03-16 and FIN 47 had adoption. dates ‘of
March 31, 2004, July 1, 2004, and December 31, 2005, respeactively.

, 2005 , . 2004
Reported income before cumulative effect of changes in accaunting principles ... .. $ 965 $‘I 841
Pro forma eamings effects (net of income taxes): ' ‘
| e (B) 4)
S 0 T e - __
Pro forma income before cumulative effect of changes in accounting principles .... .. $960 $1,836
RePOrted NEEINCOME « .\ttt et ettt e e e et e e e eeaie vt eaneannns $923 $1,864
Pro forma earnings effects (net of income taxes): ' o ‘
FIN A7 L e G )
L X T T — {1)
Reported cumulative effects of changes in accounting principles: :
1 e 42 —_
I 0 e T -_ g
L1 S = {32)
PO fOrmMa NEL INCOMIE . ..o ittt et i et et $960 $1,836
Basic earnings per common share: -
Reported income before cumulative effect of changes in accounting principles ... .. $1.44 $ 279
Pro forma income before cumulative effect of changes in accounting pnnmples ...... 143 1278
Reported netincome . ................... L S - 1.38 2.82
Pro forma netincome ............... e e 143 278
Diluted earnings per common share: I
Reported income before cumulative effect of changes in accounting principles . ..... $1.42 <$ 275
Pro forma income before cumulative effect of changes in accounting pnnc;ples o .. 142 274
Reportad Nt inCOMe . ... ... .. i i itramaa ettt vnenaannins 136 278
1.42 2.74

PO fOrmMAa NE NGO .. . ittt it e i e tenammne e iarraernecanannnnn
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The following tables set forth Generation's net income for the years ended December 31, 2005
and 2004, adjusted as if FIN 46-R and FIN 47 had been applied during those periods. FIN 46-R and
FiN 47 had adoption dates of March 31, 2004 and December 31, 2005, respectively.

2005 2004

Reported income before cumulative effect of changes in accounting principles ...... $1,128 $641
Pro forma eamings effects (net of income 1axes):

FIN AT e e e (4 {4)
Pro forma income before cumulative effect of changes in accounting principles . . ... $1,124 $637
Reported netincome . ... .. ... ... . . . i ... $1,008 %673
Pro forma earnings effacts (net of income taxes):

1 (4) )
Reported cumulative effects of changes in accounting principles:

FIN A7 e i 30 —

L L —_ {32)
Pra forma netincome ...t ittt e et iiie e, e $1,124 $637

The adoption of these standards did not have a material impact on the hlstonul income
statements of ComEd and PECO.

2, Acquisitimis and Dispaositions (Exglon and Generation)
Termination of Proposed Merger with PSEG (Exelon)

On December 20, 2004, Exelon entered into an Agreement and Plan of Merger {Merger
Agreement) with Public Service Enterprise Group Incorporated (PSEG), a -public utility helding
company primarily located and serving customers in New Jersey, whereby PSEG would have been
merged with and into Exelon (Merges). All regulatory approvals of reviews necessary to complete the
Merger had been completed with the exception of the approval from the New Jersey Board of Public
Utilities (NJBPU). On September 14, 2006, Exelon gave formal notice to PSEG that Exelon had
terminated the Merger Agreement and the companies agreed to withdraw their application for Merger
approval, which had been pending before the NJBPU for more than 19 manths. Exelon also terminated
pending dockets and/or appeals in numerous cther jurisdictions, including before the FERC and the
Antitrust Division of the United States Department of Justice. See Note 4—Regulatory Issues for
information regarding PECQ’s proposed partial settlement before the PAPUC.

Exelon capitalized certain external costs associated with the Merger since the execution of the
Merger Agreement on December 20, 2004. As required under GAAP, Exelon recorded Merger-related
expensas of approximately $93 million (pre-tax) in operating and maintenance expense on Exelon’s
Consolidated Statement of Operations, of which $55 miliion {$35 million after tax) was recorded in the
third quarter of 2006 to write off the capitalized ¢osts associated with the Merger. Including this $93
million of expenses, total Merger-related expenses incurred since the inception of the Merger
discussions ware approximately $130 million. Total capitalized costs of $46 million were included in
deferred debits and other assets on Exelon’s Consolidated Balance Sheets as of December 31, 2005.
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Dispaosition of Enterprises Entities {Exelon)

Exefon Thermal Holdings, Inc. On June 30, 2004 Enterprises sold the Chlcago busmesses of
Exelon Thermal Holdings, Inc. (Thermal) for net cash proceeds of $134 million and proceeds of $2
million from a working capital settlement, resulling in a pre-tax gain of $45 million. Prior to ciosnng,
Entarprises repaid $37 million of related debt, resultlng in prepayment penalties of $9 miilion.

On September 29, 2004, Enterprises sold ETT Nevada, Inc., the holding company for its
investment in Northwind Aladdin, LLG, for a net cash outflow of $1 million, resulting in a pre-tax loss of
$3 million.

On October 28, 2004, Northwind Windsor, of which Enterprises owned a 50% interest, sold
substantially all of its assets, providing Enterprises with cash proceeds of $6 million, resulting in a
pre-tax gain of $2 million.

Exelon Services, inc. During 2004, Enterprises disposed of or wound down all of the operating
businesses of Exelon Services, Inc. (Exelon Services), including Exelon Solutions, the mechanical
services businesses and the Integrated Technology Group. Total expected proceeds and the net
pre-tax gain on sale recorded during 2004 related fo these dispositions were $60 million and $8 million,
respectively. A pre-tax impairment charge of $5 million related to Exelon Sarvices’ tangible assets was
recorded in 2004. As of December 31, 2006 and 2005, Exelon Services had remaining assets of $52
million and $51 million, respectively, and liabilittes of $5 million and $5 million, respectively, which
primarily consisted of tax assets, affiliate receivables and payables, and sales proceeds to be
coliected.

PECO TelCove. On June 30, 2004, Enterprises sold its investment in PECO TelCove, a
communications joint venture, along with certain telecommunications assets, for proceeds of $49
million. A pre-tax gain of $9 million was recorded in other income and deductions on Exelons
Consolidated Statements of Operations.

infraSowrce. On September 24, 2003, Enterprises'sold the electric construction and services,
underground and telscom businesses of InfraSource. Cash proceeds to Enterprises from the sale were
approximately $175 million, net of transaction costs and cash transferred to the buyer upon sale, plus a
$30 million subordinated note receivable maturing in 2011. At the time of closing, the present value of
the note receivable was approximately $12 million. The note was collected in full during the second
quarter of 2004, resulting In pretax income of $18 milion. In connection with the fransaction,
Enterprises antered into an agresment that would have resulted in certain payments to InfraSource if
the amount of services Exelon purchases from InfraSource during the period from dosing through
2006 were below specified thresholds. All specified thresholds were met or exceedad. Due to Exslon’s
involvement with InfraSource through this agresment and i accordance with SFAS No. 144 and EITF
(3-13, “Applying the Conditions in Paragraph 42 of FASB Statement No. 144 in Determining Whether
to Report a Discontinued Operation,” the results of InfraSource have not been classified as a
discontinued operation within Exelon’s Consolidated Statements of Operations. .
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Sale of investments. On December 1, 2004, Enterprises sold its limited partnership interest in
EnerTech Capital Partners Il, L.P. and its limited liability company interests in Kinetic Ventures |, LLC
and Kinetic Ventures 1l, LLC for $8 million in cash and the assumpticn by the buyers of approximately
$10 miltion in unfunded capital commitments. Prior to the sale, in 2004, these investments were written
down to their expected sales price, resulting in pre-tax impairment charges totaling $18 million. As
such, there was no net gain or loss recorded associated with the sale.

The results of Thermal and Exelon Services have been included in discontinued operations within

Exelon’s Consolidated Statements of Operations. See Note 3—Discontinued Operations for addltlonal
information.

investments in Synthetic Fuel-Producing Faclilities (Exelon)

In November 2003, Exelon purchased interests in two synthetic fuel-producing facilities. The
purchase price for these facilities included a combination of cash, notes payable and contingent
consideration dependent upon the production level of the facilities. The notes payable recorded for. the
purchase of the facilities were $238 million. Exglon’s right to acquire a fixed amount of lax credits
generatad by the facilities was recorded as an intangible asset which was amortized as the tax credits

were earmed; however, Exelon recorded an impaimment charge to fully impair this intangible asset in
the second quarter of 2006,

In July 2004, Exelon purchased an interest in a limited partnership that indirectly owns four
synthetic fusl-producing faciiities. Exelon’s purchase price for these facilities included a combination of
a note payable and contingent consideration dependent upon the production levels of the facilities. The
note payable recorded for the purchase of the facilities was $22 million. Exelon’s right to acquire a
fixed amount of tax credits generated by the facilities was recorded as an intangible asset which was
amortized as these tax credits are earmned; however, Exelon recorded an impairment charge to fuIIy
impair this intangible asset in the second quarter of 20086.

~ See Note 12—Income Taxes for additional information regarding Exelon’s investments in synthetic
fuel-producing facilities.

Investments in Affordable Housing (Exelon)

On October 15, 2004 and November 12, 2004, Exeion sold investments iﬁ affordable housing for
total proceeds of $78 miillion and recognized a net gain an sale of $4 million before income taxes.

Acquisition of Southeast Chicago Energy Project, LLC (SCEP) (Exsion and Generation)

Generation and Peoples Calumet, LLC (Peoples Calumet), a subsidiary of Peoples Energy
Corporation, were joint owners of SCEP, a 350-megawatt natural gas-fired, peaking electric power
plant located in Chicago, lllinois, which began operation in 2002, in 2002, Generation and Peoples
Calumet owned 70% and 30%, respectively, of SCEP. Pursuant to the joint owners agreement,
Generation was obligated to purchase Peoples Caiumet's 30% interest ratably over a 20-year period.
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Generation had reflecied the third-party interest in this majority-owned investment as a long-term
liability in its consoclidated financial statements. On March 31, 2008, Generation entered into an
agreement to accelerate the acquisition of Peoples Calumet's interest in SCEP. This transaction closed
on May 31, 2006. Under the agreement, Generation paid Peoples Calumet approximately $47 million
for its remaining interest in SCEP. Generation financed this transaction using shott-term debt and
available cash. :

Acquisition and Disposition of Sithe Energies, Inc. (Sithe) (Exelon and Generation)

On January 31, 2005, subsidiaries of Generation completed a series of transactions that resulted
in Generation’s sale of its investment in Sithe. Specifically, subsidiaries of Generation closed on the
acquisition of Reservoir Capital Group’s (Reservoir) 50% interest in Sithe and the sale of 100% of Sithe
to Dynegy, Inc. (Dynegy). Prior to closing on the sale to Dynegy, subsidiaries of Generation received
approximatsly $65 million in cash distributions from Sithe. As a result of the sale, Exelon and
Generation deconsolidated approximately $820 million of debt from its balance shaets and was no
longer required to provide $125 million of credit support to Dynegy on behalf of Sithe. Dynegy acquired
$32 million of cash as part of the sala of Sithe. In connection with the sale, Exalon recorded $55 million
of liabilities related to certain indemnifications provided to Dynegy and other guarantees directly
resulting from the transaction. Generation issued certain guarantees associated' with income tax
indemnifications to Dynegy in connection with the sale that were valued at approximately $8 million
{included in the $55 million eccrual discussed above), of which $7 million had expired as of
December 31, 2006. These guarantees are being accounted for under the provisions of FIN 45,
“Guarantor's Accounting and Disclosure Requirements for. Guarantees, Inciuding Indirect Guarantees
of Indebtedness to Others™ (FIN 45). The remaining exposures covered by these indemnities are
anticipated to expire in 2007 and beyond. These liabilities were taken into account in the determination
of the net gain on the sale of $24 million (before income taxes). As of December 31, 2006, Exelon's
accrued liabilities related to these indemnifications and guarantees were $42 million, including $1
million related to income tax indemnifications. The net decrease for the accrual initially established was
due to the expiration of certain guarantees, tax indemnifications and accrued interest on certain
indemnifications. The estimated maximum possible exposure to Exelon related to the guarantees
pravided as part of the sales transaction to Dynegy was approxumately $175 million at December 31,
2006,

Exelon and Generation's Consolidated Statements of Operations and Compreheansive Income for
2006, 2005 and 2004, inciuded the foflowing financial results related to Sithe:

2006 20056 2004 i)

OPerating reVENUBS ... .. .. .. .ttt ir e s et aa e $ — $30 §248

Cperating income . ........ e e e —_ 5 1
NEtiNCOME (I0S8) . ...t et ittt a e 4 18 (27)

(aj Sithe was sold on January 31, 2003. Accordingly, resuits inciude only one month of operations.

(B) Results include Exelon and Generation's equity-method losses from Silhe priar o its consolidation on March 31, 2004, as
well as transmission congestion contract {TCC) revenues for 2004, and are not included in the discontinued operations of
Sithe (see Note 3—Discontinued Operations for further information regarding the disposal of Sithe). These equity-method
losses and TCC revenues are presented within income from comtinuing operations on the Consolidated Stalemants of
Operations.
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{c) Net income for 2005 included a pre-tax gain on sale of Sithe of $24 million.

{d) Net income for 2006 included a pre-tax gain on sale of Sithe as a result of the axpiration of certam tax indemnifications and
the collection of a recelvable arising from the sale of Slthe that had been fully reserved.

Acquisition of Sithe International, Inc. Tamuin International, Inc. (Tll), a wholly owned subsidiary of
Generation (formerly Sithe Intemational, Inc.), through its subsidiaries, has 49.5% interasts in two
Mexican business trusts that own the Termoeléctrica del Golfo (TEG) and Termoeléctrica Pefioles
(TEP) power stations, two 230 MW petcoke-fired generating facilities in Tamuin, Mexico that
commenced commercial operations in the second quarter of 2004. On October 13, 2004, Sithe
trangferred all of the shares of Sithe International, Inc. and its subsidiaries to a subsidiary of
Generation in exchange for cancellation of a $92 million note, which is eliminated as_ part of the

consolidation of Sithe. Effective January 26, 2005, Sithe International's name was changed to Tamuin
International Inc.

Accounting Prior to the Consolidation of Sithe on March 31, 2004. Generation had accounted for
the investment in Sithe as an unconsolidated equity method investment prior to its consolidation on
March 31, 2004 pursuant to FIN 46-R. The book value of Generation's investment in Sithe immediately
prior to its consolidation on March 31, 2004 was $43 million. For the year ended December 31, 2004,
Exelon recorded $2 miliion of equity method losses from Sithe pnor to its consolidation.

Consolidation of Sithe as of March 31, 2004 The consolidatlon of Sithe at March 31, 2004 was
accounted for as a step acquisition pursuant to purchase accounting policies. Under the provisions of

FIN 48-R, the operating results of Sithe were mcluded in Exelons results of operations beglnnmg
Aprit 1, 2004,

Sale of TEG and TEP. On November 6, 2006, Tamuin International Inc. (Til), a wholly owned
subsidiary of Generation, entered into a purchase and sale agreement to sell its 49.5% ownership
interests in TEG and TEP to a subsidiary of AES Corporation-(AES) for $95 million in cash plus certain
purchase price adjustments. This transaction closed on February 9, 2007 and is not expected o have
a material impact on net income. In .connection with the transaction, Generation entered into a
guaranty agreement under which Generation guarantess the timsly-payment.of TH's abligations to the
subsidiary of AES expressly covered under the purchase and sale agreement. Generation would be
required to perform in the event that Tl does not pay any obligation covered by the guaranty that is not
otherwise subject to a dispute resolution process. Generation’s maximum -obiigation under the
guaranty is $95 million. Generation has not recorded a liability associated with this guaranty. The
exposures covered by this guaranty are anticipated to expire in the second half of 2008 and beyond.

Sale of Ownership Interest in Boston Generating, LLC (Exelon and Generatlon)

On May 25, 2004, Generation completed the sale, transfer and assignment of ownership of its
indirect wholly owned subsidiary Boston Generating, which owns the companies that own Mystic 4-7,
Mystic 8 and 9 and Fore River generating facilities, to a special purpose entity owned by the Ienders

under Bostan Generatlng s $1.25 billion credit faclllty (Boston Generating Credit Facility).
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The sale was pursuant to a settiement agreement reached with Boston. Generating’s lenders on
February 23, 2004. FERC approved the saie of Boston Generating on May 25, 2004. Responsibility for
plant operations and power marketing activities were transferred to the lenders’ spacial purpose entlty
on September 1, 2004,

Boston Generating was reported in the Generation segment of Exelon's consolidated financial
statements prior to its sale. At the date of the sale, Boston Generating had approximately $1.2 blilion in
assets, primarily consisting of property, plant and equipment, and approximately $1.3 billion of liabilities.
of which approximately $1.0 billion was debt outstanding under the Boston Generating Credit Facility.
As of the date of transfer, these amounts were eliminated from Exelon and Generation's Consolidated
Balance Sheets. As a result of Boston Generating's liabilltles being greater than its assets &t the time
of the sale, transfer and assignment of ownership, Exelon and Generation recarded a gain of $85
million ($52 miflion net of income taxes) in other income and deductions within the Consolidated
Statements of Operations in the second quarter of 2004.

In cennection with the sale, Exelon and Generation recorded a liability assaciated with an existing
guarantee by its subsidiary Exelon New England Holdings, LLC (Exelon New England) of fuel purchase
obligations of Boston Generating. At December 31, 2008, the liability associated with this guarantee
was $14 million. Dus to the existence of this guarantee and in accordance with SFAS No. 144 and
EITF 03-13, Generation determined that it had retained risk and continuing involvement associated
with the operations of Bostcn Generating and, as a result, the results of Boston Generating have not
been classified as a discontinued operation within Exelon and Generation's Consolidated Statements
of Operations. See Note 18—Commitments and Contingencies for further information regarding the
guarantes.

Exelon and Generation's Consolidated Statements of Operations include the following results
related to Boston Generating: ,

" 2004
Operatingrevenues ........................... e e eeama e $248
L8 T a7 =T [T N oL P - 49
Netincome® .. ... e P 21

(&) Net income for 2004 included an aftar-tax gain of $52 milkcn related 10 the sale of Boston Generatmg in the second quarter
of 2004.

3. Discontinued Operations (Exelon and Generation)

On January 31, 2005, subsidiaries of Generation compleled a series of transactions that resulted
in Generation’s sale of its investment in Sithe. See Note 2—Acquisitions and Dispositions for additional
information regarding the disposition of Sithe. In addition, during 2003 and 2004, Exelon sold or wound
down substantially all components of Exelon Enterprises Company, LLC (Enterprises). As a result, the
results of operations and any gain or loss on the sale of these entities are presented as discontinued
operations for 2006, 2005 and 2004, within Exelon’s (for Sithe and Enterprises) and Generation's (for
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Sithe) Consolidated Statements of Operations and Comprehensive lncome Results related to these
entitias were as follows:

2008 ' | ' Sithe Enterprises AllEnergy Total
Total operatingrevenues ............... ... ccceirunn... $— (1) 5 (1)
OperalingioBs ... .. i i i i e e -— {2) - {2}
Income (icss) befare income taxes and minority interest . ...... - B 2 — 4

{a) Netincome for 2006 included a pra-tax gain on the sale of Sithe as a result of the expiration of certain tax indenmifications
and the collection of a receivable arising from the sale of Sithe that had been fully reserved.

2005, . Sithe Enterprises ® AIIEnir_q_y_ Total
Total operatingrevenues ...............cvveeevneannnns . $30 $18 — $48
Operating income (loss} ..... .. e e, 5 8 . | (2)
Income (loss) before income taxes and minority interest ... . . . . 23 (7N -1 17

(a) Sithe was sold on January 31, 2005, Accordindy. results only include one month of operatlons Sge Notae 2—-«Aoqu131hons
and Dispositions for further information ragarding the sale of Slthe
(b) Excludes certain invesimerits, . -

2004 © Slthe ® Emrprlses L] AlEnangy Total

Total operating FOVENUES -« o veee s ereeeeneens e 3227 $154°  $8 $389
Operating oSS . ......ooviiit e (M) (57} (2)  (66)
Loss before income taxes and minority intarest . ........... (58) (5) {2) (65)

{a8) Includes Sithe's results of operations from Apdl 1, 2004 through December 31, 2004. See Note 2—Acqmsmons and
Disposhions for further information regarding the sale of Sithe.
" (b) Excludes certain investments.

For the year ended December 31, 2008, Exelon's and Generation's Consolidated Statements of
Operations and Comprehensive Income included $4 million of income (after tax} from discoritinued
operations related to Sithe, which represented an adjustment to the gain on sale as a result of the
expiration of certain tax indemnifications, accrued interest on an indemnification and the collection of a
receivable arising from the sale of Sithe that had been fully reserved.

4. Regulatory Issues {Exelon, Generation, ComEd and PECO)

The legislatively mandated transition end rate freeze pericd in Mincis ended in January 2007.
Associated with the end of this rate freeze, ComEd is engaged in various regulatory and legislative
procesdings to establish rates for the post-2006 period, which are more fully described below.

ifinois Procurement Case (Exelon and ComEd). On February 25, 2005, ComEd made a filing
with the ICC to seek regulatory approval of tariffs that would authorize ComEd to bill its customers for
electricity costs incurred under a reverse-auction competitive bidding process (the Procurement Case).
On January 24, 2006, the ICC, by a unanimous vole, approved a reverse-auction competitive bidding
process for procurament of electricity by ComEd aftar the end of the transition pericd. This approval,
currently under appeal before the Hlinois Appellate Court, should provide ComEd with stability and
greater certainty that it will be-able to procure energy through the auction process and pass through the
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costs of that energy to ComEd’s customers through a transparent market mechanism. The energy
price that resulted from the first auction is locked in until June 2008. The reverse-auction compeatitive
bidding process is administered by an independent auction manager, with oversight by the iCC staff.
On December 6, 2006, the ICC staff released its report on the auction, which generally spoke favorably
of the process and the outcome. The report recommended the continued use of the reverse-auction for
future electric power procurement. In order to mitigate the effects of changes in future prices, electricity
to serve residential and commercial customers with loads less than 400kW will be procured through
staggered contracts. :

The ICC will subsequently review on an annual basis the prudence of ComEd’s electricity
purchases, but compliance with the |CC-approved reverse-auction process will establish a rebuttable
presumption of prudence. Various parties, including governmental and consumer representatives and
ComEd, have filed petitions for review of portions of the order with the Ifinois Appellate Court. While
ComEd is generally supportive of the order in the Procurement Case, ComEd has abjected o the
requirement for an after-the-fact prudence review. On June 2, 2008, the lllinois Attorney General filed &
petition with the lllinois Supreme Court asking the Supreme Court to hear the matter on direct appeal,
to grant expedited review of the pending appeals, and to stay implementation of the auction pending
appeal. On August 4, 2006, the lllinois Supreme Court denied this- petition. The lllinois Attorney
General filed a petition with the lliinois Appellate Court asking for a stay of implementation of the {CC
order in the Procurement Case pending the Illinois Appefiate Court’s decision on the appeals. That
request was denied on August 23, 2006. On December 29, 2006, the lllinois Appellate Court denied
the lllinois Attorney General’s request for a stay of implamentation of the ICC order in the Procurement
Case. On January 11, 2007, the lllinois Supreme Court denied the Hlinois Attorney General's motion for -
a stay. The appeals before the lllinois Appeliate Court are still pending.

Initial ComEd Auction (Exelon and ComEd). The first procurement auction for ComEd's entire
load took place during September 2006 for electricity to be delivered beginning in January 2007.
Auction participants bid on several different products including 17-, 29- and 41-month contracts that will
be “blended” together and used to sarve residential and small commercial customers, a 17-month
“annual” product that will be used to serve larger non-residential customers, and a variably -priced
‘hourly” product that would be used to serve customers wha either select hourly service or are not
eligible to receive fixed price service. The ICC accepted the auction results related to the blended and
annual products but rejected the auction results for the hourly product. Under ComEd's larifis,
electricity that would have been procured through the hourly auction is currently being purchased in the
PJM Interconnection, LLC (PJM) administered wholesale electricity markets.

ComEd has entered into supplier forward contracts with ali of those who have won shares of the
ComEd products through the auction. Suppliers were limited to winning no more than 35% in either the
fixed price section or the hourly price section of the auction (for either the ComEd or the Ameren
Corporation (Ameren) auctions). In the ComEd auction, Generation won 35% of the fixed price auction.
The following table presents the cleanng prloes for each product set in the first auction for ComEd:

Price par MWh "
Product 17-month contract 2% month contract 41-month contract
ANNUEE . e - $90.12 N/A N/A
Blended ......................... . - $63.96 $64.00 $63.33
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The following table presents the tranches won by each supplier for the ComEd auction. Suppliers
won bids for franches or "slices” of electricity and are required to supply a fixed percentage of the total

load regardless of that level of load. Each supplier is required to provide a variable quantity of power
based on the tranches won.

Annual  Blended  Blended _Blended
Product 17- Product17- Product 29- Product 41-

month month month month
Suppliers contract contract contract contract
American Electric Power Service Corporation ....... 5 3 -_— —_
Conectiv Energy Supply, Inc. ......... ... ..ol 3 — 6 1
Constetlation Energy Commadities Group, Inc. . .. ... 22 — 3 —
DTE Energy Trading, Inc .. .. .................... 3 3 . 4 —
Edison Mission Marketing & Trading,Inc .. ......... —_ 19 22 —
Energy America, LLC .......... ... ... ...l —_ 4 — —
Exelon Generation Company, LLC .. .............. 1 — 38 - 89
FPL Energy Power Marksting, Inc ................ 9 8 o i
JAOR&COMPANY ... . i i —_ 15 10 -
J.P. Morgan Ventures Energy Carporation ......... — 27 4 1
Morgan Stanley Capital Group, Inc ............... 37 6 — —
PPLEnergyPlus,Inc ............ ... ... ... ..... — 6 & 2
Sempra Energy TradingCorp ........ oottt . 8 — - —
WPS Energy Services, Inc .................. ... — 3 el —

| 88~ ®2 8 0%

The next auction is scheduled for January 2008 for the period June 2008 through May 2008 (and .

up to May 2011 for portions of the blended product). Auctions will be held annually thereafter covering
the next June to May twelve-month and thirty-six-month pericds.

- Rate Freeze Extension Proposal (Exelon and ComEd). On February 24, 2006, House Bill 5766
(HB 5766) was introduced in the Illincis General Assembly and was raferred to the Rules Committes.
HB 5768, if enacted, would extend the transition period rate freeze in lllinois until. at least 2010. On
Qctober 9, 2008, an amendment was filed to Senate Bill 1714 (SB 1714), which was substantively the
same as HB 5766, and the House Electric Utility Oversight Committee, by a 9 to 4 vote, with one
member voting present, approved the amendment to SB 1714. Various similar bifls and amendments

-followed, as did “compromise” legistation that would not freeze rates but would mandate interest-free
phase-ins of the increases and require contributions of $33 million for customer assistarice, renewable
energy and efficiency programs. Rate freeze legislation, which was amended to include a rollback of
rates to 2006 levels and was strongly supported by the Speeker of the lllincis House of
Representatives (House), was passed by the House an January 7, 2007, but was not called for a vote
in the lllinois Senate (Senate) befors the end of that legislative session on January 9, 2007, The
“compromise” legislation,. strongly advocated by the Senate President and supported by the Senate
and House minorities, was passed by the Senate in that legislative session, but it was not called for a
vate in the House. That legislative session ended on January 9, 2007 without any legislation having
passed both the House and the Senats. All legislation pending at the close of the legislative session on
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January 8, 2007 expired. A new session is u‘nderway and legisiation similar to previously propased
legisiation has been reintroduced. ComEd is unable to predicl the finat disposition of any legisiation
that may be presented during 2007 to rollbac£ratas. change the end of the mandated transition ang
rate freeze period in lllinois, or otherwise. ComEd believes a rate rollback and freeze, if enacted into
law, would have serious detrimental effects on liinois, ComEd and consumers of electricity. i
legistation similar to the “compromise” bill previously passed by the Senate to phase-in the rate
increases is enacted, there would be material adverse effects on Exelon’s and ComEd's results of -
operations and cash flows as the “compromisel bill did not provide for the recovery of carrying charges.
See “Post-2006 Summary” below for further gletail. ComEd believes such legislation, if enacted into
law, will violats Federal law and the U.S. Constttutton and ComEd is prepamd o vlgorously challangse
any such legislation in court. .

Residential Rate Stabilization Program, (Exelon and ComEd). In a December-20, 2006 order,
the ICC approved a program, proposed by ¢:omEd to. mitigate the Impact on ComEd’s residential
customners of ComEd's transition from almost a decade of reduced and frozen rates to rates that reflact
the current cost of providing service. The pfogram includes an “opt-in” feature to give f&Sldentlal
customers the choice to participate in the program. Average annual residential electric rate mcreases_.
would be capped at 10% in each of 2007, 2008 and 2009 for customers choosing to participate in.the
program. For those customers, costs that exceed the caps would be deferred and recovered. over three
years from 2010 to 2012. Deferred balances will be assessed an annual carrying charge of 3.25%. If
ComEd's rate increases are less than the céps in 2008 and 2009, ComEd would begin to recover
deferred amounts up to the caps with carrying costs. The program would terminate, upon a. force
majeure event, upon a ComEd bankruptcy, ¢r if ComEd’'s senior unsecurad. cradit ‘ratings from the
three major credit rating agencies fall below investment grade. This order also strongly encouraged,
but did not require, ComEd to make oontnbutlons to environmental and customer asswtance
programs—see “Renewable Energy Filings” beriow This order is subject to rehearing and appeal.

Illinois Rate Case (Exelon and ComEd). On August 31, 2005, ComEd filed a rate case with the
ICC to comprehensively review its tariff and to adjust ComEd's rates for delivering electricity effective
January 2007 (Rate Case). ComEd proposed a revenue increase of $317 million. The 1CC staff and
several intervenors in the Rate Case, including the llinois Attorney General, suggested and provided
testimony that ComEd's rates for delivery services should be reduced. The commodity component of
ComEd’s rates will be established by the reverse-auction process in accordance with the ICC rate
order in the Procurement Case. On June al 20086, the administrative’ law judges (ALJs) issued a
proposed order recommending a revenue mcréase of $164 million which included ComEd's request for
recovery of several items that praviously werej recorded as expense. On July 26, 2008, the ICC issued
its order in the Rate Case which approved i delivery services revenue increase of approximately
88 million of the $317 million proposed reyenue increase requested by ComEd. The ICC order
approved ComEd’s requastad recovery of several items which previously were recordad as axpense.
However, the ICC disallowed rate base treatment (return) for ComEd’s prepaid pension asset and
disallowed the recovery of certain administrative and general expenses. These disallowances did not
result in an immediate write-off because the (prepaid pension asset should be recovered as pension
cost is recognized and recovered from customers in the future. The ICC rate order also provided for
lower returns on rate base than ComEd had requested. See Note 18—Commitments and
Contingencies for further information. The ICC subsequently granted in part requests for rehsaring of

|
|
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ComEd and various other parties. On December 20, 20086, the ICC issued an order on rehearing that
increased the amount previously approved by approximately $74 million, including a partial refurn on
the pension asset, for a total rate increase of $83 million. ComEd and various other parties have
appealed the rate order to the courts. It is unlikely the appeal will be resolved until the second half of
2007 at the earliest. in the event the order is uitimately changed, the changes should be prospective

only.

Real-Time Pricing Program {(Exelon and ComEd). In 2006, the ICC approved a real-time pricing
program which will offer residential customers an aiternative to standard flat-rate utility billing. Starting
in 2007, residential customers registered in the program will be able to control their electricity bills by
using less power during highes-priced time periods.

Original Cost Audit (Exelon and ComEd). In the Rate Case, the ICC ordered an “original cost’

audit of ComEd’s distribution assets. The 1CC order did not find that any portion of ComEd'’s delivery

service assets shouild be disallowed because it was unreasonable in amount, imprudently incurred or
not used and useful. The ICC rate order does not provide for a new review of these issues but instead
pravides that the ICC-appointed auditors determine whether the costs of ComEd’s distribution assets
were properly recorded on ComEd's financial statements at their original costs. The result of this audit
will be addressed thraugh a separately docketed proceeding. The original cost audit report is expected
to be finalized in 2007 with an ICC proceeding to follow the issuance of the report. This proceeding
may extend into 2008. ComEd is unable to predict the results of this audit but does not believe the
results of the audit will have a materlal impact on ComEd's financial position or results of operations.

Customers’ Affordable Reliable Energy (Exelon and ComEd). In July 2006, ComEd
implemented Customers’ Affordable Reliable Energy (CARE), an initiative to help custemers prepare
for electricity rate increases coming in 2007 after the expiration of the rate freeze in lllinais. In addition
to the residential rate stabilization program discussed above, CARE includes a variety of energy
efficiency, low-income and senior citizen programs to help mitigate the impacts of the rale increase on
customers’ bilis. ComEd spent approximately $9 million for CARE in 2006.

Renewable Energy Filings (Exelon and ComéEd). The ICC, in a January 24, 2006 order, ordered
its staff to initiate three separate rulemakings regarding demand response programs, energy efficiency
programs and renewable energy resources. These rulemakings have proceeded with ComEd's active
participation. On October 12, 2008, the ICC voted 5 1o 0 to dismiss the three rulemaking proceedings.

- On April 4, 2006, ComEd filed with the ICC a request for ICC approval to purchase and receive
recavery of cosis associated with the output of a portfolic of competitively procured wind resources of
approximately 300 MW. The filing supports the ICC's resolution of July 19, 2005 which endorsed the
linois Governor’s proposal for a voluniary initiative in which electric suppliers would obtain resources
equal to 2% of electricity sold to lllinois retail customers from renewable energy resources by the end
of 2007 and gradually increasing to a target of 8% by 2013 (the Plan). This filing covers the first year's

“wind-only procurement associated with the Plan. ComEd asked, and the ALJ agreed, to continue these

proceedings until February 2007,
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In the {CC’s December 20, 2006 order approving ComEd's residential rate stabilization program,
the ICC also strongly encouraged, but did not require, ComEd to make contributions totaling $30
million to environmental and customer assistance programs. ComEd is currently evaluating this
request. ComEd has 6¢ days from the date of this order to file a proposal for the programs it plans
fund or implement. The ICC has 150 days to approve or modify the proposal. ComEd is- currently
evaluating the manner in which it may offer renewable energy programs at the ICC’s encouragement.
ComEd has included energy efficiency and demand response programs as a part of ite ComEd CARE
initiative, sponsored to assist customers with mitigating impacts of higher pricas beginning in 2007 and
may undertake additional demand response, energy efficiency and reneweble energy related initiatives
in the future; however, such initiatives will likely be dependent on the resolution of other regulatory and
legislative issues mentioned previously. ‘

Post-2006 Summary (Exelon and C.‘omEd). ComEd cannot predict the resulis of any rehearings
or appeals in the Rate Case or the Procurement Case or whether the lllingis General Assembly might
pass rate roll back and freeze legislation or take other action that could have a material effect on the
outcome of the regulatory process. If the price which ComEd is ultimately allowed to bill to customers
for electricity is below ComEd's cost to procure and deliver electricity, ComEd expacts that it will suffer
adverse consequences, which could be material. Exelon and ComEd believe that these potential
material adverse consequences could include, but may not be limited to, reduced earnings for Exelon
and ComEd, further reduction of ComEd's credit ratings, limited or lost access for ComEd to credit
markets to finance operations and capitat investment, and loss of ComEd’s capacity to enter inio
bilateral long-term energy procurement contracts, which may force ComEd to procure electricity at
more volatile spot market prices, all of which could lead ComEd to seek protection through a
bankruptcy filing. Mareover, to the extent ComEd is not parini_tted to recover its costs, ComEd’s ability
to maintain and improve service may be diminished and its ability to maintain reliability may. be
impaired. In the nearer term, these prospects could have adverse effects on ComEd’s liquidity if
vendors reduce credit or shorten payment terms or if ComEd's financing alternatives become more
limited and significantly less flexible. Additionally, if ComEd’s ability to recover its costs from customars
through rates is significantly affected, all or a portion of ComEd’s business coulc_i be required {o cease
applying SFAS No. 71, which covers the accounting for the effects of rate regulation and which would
require Exelon and ComEd to eliminate the financial statement effects of regulation for the portion of
ComEd’s business that ceases to meet the criteria. This would result in the elimination of all associated
regulatory assets and liabilities that ComEd had recorded on its Consolidated Balance Sheets through
the recording of a one-time extraordinary ‘gain on its Consolidated Statements of Qperations and
Comprehensive Income (Loss). At December 31, 2006, the income statement gain could have been as
much as $1.0 billion and $2.3 billion (before taxes) at Exelon and ComEd, respectively. Finaily, the
impacts and resolution of the above items could lead to an additional impairment of ComEd’s goodwill,
which would be significant and at least partially offset the extraordinary gain dtscussed above. See
Note 8—Intangitle Assets for further information related to ComEd s goodwill.

Return on Common Equity Threshold (Exelon and ComkEd). Under Illinois legislation, if the
two-year average of the earned return on common equity of a utility through ‘December:31, 2006
exceeded an established threshold, one-half of the excess earnings must be refunded to-tustamers.
The threshold rate of return on common equity is based on a two-year average of the Monthly Treasury
Bond Long-Term Average Rates (20 years and above) plus 8.5% in the years 2000 through 2006,
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Earnings for purposes of ComEd's threshold include ComEd's net income caiculated in accordance
with GAAP and reflect the amortization of requiatory assets. Under lllincis statute, any impairment of
goodwill would have no impact on the determination of the cap on ComEd's allowed equity return
during the transition period. ComEd has not triggered the eamings sharing provision through 2006.
Beginning.in 2007, this provision is no longer applicable to ComEd.

Delivery Service Rates (Exelon and ComEd). On March 3, 2003, ComEd entered into, and the
ICC subsequently entered orders that implemented, an agreement (Agreement) with various lllinois
retail market participants and other interested parties that settied, among other things, delivery service
rates and the market value index proceeding and facilitated competitive service declarations for large-
~ Ioad customers and an extension of ComEd's PPA with Generation. The effect of the Agreement was
to lower competitive transition charge {(CTC) collections that ComEd received from cusiomers who took
electricity from a competitive electric generation supplier or under the purchase power option (PPO)
through 2006. The Agreement also allowed customers to lock in current CTCs for multiple years.
ComkEd collected $40 million, $105 million-and $169 million in CTC revenues during 2006, 2005 and
2004, respectively. CTC collections ended with the transition on January 1, 2007.

Open Access Transmission Tariff (Exelon and ComEd). On Navember 10, 2003, FERG issued
an order allowing ComEd to put into effect, subject to refund and rehearing, new transmission rates

designed to reflect nearly $500 million of infrastructure investments made since 1998; however, '

because of the Hlinois retail rate freeze and the method for calculating CTCs, the increase has not
significantly increasad aperating revenues. As noted, both the rate freeze and CTCs ended in January
2007. During the third quarter of 2004, a settlement agreement was reached, which was approved by
FERC during the fourth quarter of 2004, which éstablished new rates that became effective May 1,
2004. -

 Partial Settlement befora the PAPUC (Exelon and PECO). As a result of the termination of the
Merger Agreement, the provisions of the PAPUC order and partial setilement approving the Merger will
not become effective and will not be applicable to PECO or the other parties to the settlement.

Rate Limitations (Exelon and PECQ). Pursuant to a settlement agreement with the PAPUC
related to the merger of Exelon, Unicom Corporation and PECO on October 20, 2000 {(PECO/Unicom
Merger}, PECO was subject 1o agreed-upon electric service rate reductions of $200 milfion, in
aggregate, for the period January 1, 2002 through December 31, 2005. As required by the 1998
electric restructuring settlement and as modified by the PECO/Unicom Merger-related settiement
agreement, PECO .is subject to rate caps (subject to limited exceptions for significant increases in
Federal or state income taxes or other significant changes in law or regulation that do not allow PECO
to earn a fair rate of return) on its transmission and distribution rates through December 31, 2006, and
is subject to rate caps on its enargy rates through December 31, 2010.

Through and Out (T&0) Rates and Seams Elimination Charge/Cost Adjusiment/Assignment
(SECA) (Exelon, ComEd and PECO). In November 2004, FERC issued two orders authorizing
ComEd and PECO to recover amounts for a limited time during a specified transitional period as a
result of the elimination of T&O rates for transmission service scheduled out of, or across, their
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respective transmission systems and ending within pre-expansion territories of PJM or Midwest -
Independent System Operators (MISO). T&O rates were terminated pursuant to FERC orders,
effective December 1, 2004. The new rates, known as SECA, were collected from load-serving entities
and paid to transmission owners within PJM and MISO over a fransitional period from December:1,
2004 through March 31, 2006, subject to refund, surcharge and hearing. As Ivad-setving.entities,
ComEd and PECO were also required to pay SECA rates during the transitional period based on the
benefits they received from the elimination of T&O rates of other transmission owners within PJM and
MISQ. Since the inception of the SECA rates in December 2004, ComEd has recorded approximately
$49 million of SECA collections net of SECA charges, including $5 million during the year ended
December 31, 2006, while PECO has recorded $11 million of SECA charges net of SECA collactions,
including $4 million during the year anded December 31, 2006. Management of each of ComEd and
PECO believes that appropriate reserves have been established in the event that some portion of
SECA collections are required to be refunded. A hearing was held in May 2006 and the ALJ issued an
initial decision on August 10, 2006. The ALJ's initial decision indicated that the transmissicn owners
overstated their lost revenues in their compliance filings and the SECA rate design was flawed.
Additionally, the ALJ recommended that the transmission owners should be ordered to refile their
respective caompliance filings related to SECA rates. ComEd and PECQ have filed exceptions to the
initial decision and FERC, on review, will determine whether or not to- dccept the -AlLJ's
recommendation. There is no timaline for FERC: to act on this matter. Seitlements have been reached
with various parties. FERC has approved several of these seitlements while others are still awaiting
final execution andfor FERC approval. The ultimate outcoms of the pfoceeding establishing SECA
rates is uncertain, but ComEd and PECO do not believe uliimate resolution of this matter will be
material to the results of operatlons or financial position.

PJM Transmission Design (Exelon, ComEd and PECO). On May 31, 2005, FERC issued an
order crealing an evidentiary hearing process to examine the existing PJM transmission rate design. A
number of parties submitted testimony proposing the replacement of that rate design for exisling
facilities with several variations which could have an adverse impact on Exelon’s pre-tax operating
income. FERC staff submitted testimony opposing adoption of all of those variations, and in the
alternative recommended that FERC supplant the existing design in which customers in a zone pay a
transmission rate based on the cost of transmigsion in that zone, with a postage stamp rate design
across PJM in which a single, uniform charge would be applied for all existing transmission facilities.
This proposai, if adopted, would also be expected to produce an adverse impact 6n Exelon's pre-tax
operating income. ComEd and PECO, as members of the Responsible Pricing Alllance (compnsed of
most of the PIM transmission owners), submitted testimony opposmg all changes and urging retention
of the existing rate design at least through January 2008.

On July 13, 2008, the ALJ in the case issued an initial decision that recommends that FERC
implement the postage stamp rate suggested by FERC staff, effective as of April 1, 2008, but also
allows for the potential to phase in rate changes. On review of the matter, FERC will determine
whether changes in rate design should be made, what those changes should be and their effective
date. There Is no set timeline for FERC to act on this matter. ComEd and PECO cannot predict how
FERC will ultimately ruie on this matter, including the effective date and if there would be any rates that
may be subject to refund. ComEd and PECO also cannot estimate the final impact on either company’s
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results of operations and cash flows. However, ComEd anticipates that all impacts of any rate design
changes effective afler December 31, 2006 should be recoverable through retail rates. With the
expiration of PECO’s fransmission and distribution rate caps on Dacember 31, 2006, PECO has the
right to file with the PAPUC for a change in retail rates to reflect the impact of any change in wholesale
transmission rates,

Customer Choice (Exslon, ComEd and PECO). All of ComEd's retail customers are eligible to
choose a compelitive slectric generation supplier and most non-residential customers may also buy
electricity from ComEd at market-based prices under the PPO. One competitive electric generation
supplier was granted approval to serve residential customers in the ComEd service temitory. However,
as of December 31, 2006, they are not currently supplying eiectricity to any of ComEd’s residential
customers. As of December 31, 2008, approximately 20,300 non-residential customers, or 28% of
ComEd's annual retail kWh sales, had elected either the PPO or a competitive electric generation
supplier. Customers who receive energy from a competitive electric generation supplier continue to pay
a dellvery charge.

All PECO customers may choose to purchase energy fram a compelitive electric generation
supplier. As of December 31, 2006, approximately 34,400 customers, representing approximately 2%
of PECQ's annual kWh sales, had slected to purchase their electric energy from a competitive electric
generation supplier. Customers who receive energy from a competitive electric generation supplier
continue to pay delivery charges and CTCs. '

Initial illinois Auction (Exelon and Generation). As described in the “Initial ComEd Auction”
section above, Generation participated and won portions of the ComEd and Ameren auctions. The
results and clearing prices of the ComEd auction are described above. In the Ameren auction,
Generation won 10 tranches, or 27% of the annual 17-month product, with clearing prices of $84.95
per MWh.

Post-2006 Summary (Exelon and Generation). Generation's PPA with ComEd expired at the
end of 2006. In September 2006, Generation participated in and won portions of the ComEd and
Ameren auctions. As a result of the expiration of the PPA and the results of the auctions, beginning in
2007, Generation will sell more power through bilateral agreements with other new and existing
counterparties. Generation has credit risk associated with counterparty performance on energy
contracts which includes, but is not limited to, the risk of financial default or slow payment; therefore,
Generation’s credit risk profile is anticipated to change based on the cradit worthiness of the new and
existing counterparties, including ComEd and Ameren. Additionally, due to the possibility of rate freeze
legislation in llinois affecting both ComEd and Ameren, Generation may be subject to the risk of
default and, in the event of a bankruptey filing by ComEd or Ameren, a risk that the bankruptcy may
result in rejection of contracts for the purchase of power. A default by ComEd or Ameren on contracts
for purchase of electricity, or a rejection of those contracts in a bankruptcy proceeding, could result in a
disruption in the wholesale power markets.

Market-Based Rates Matiers (Exelon and Generation). On July 5, 2005, FERC issued an order 7

conditionally approving Exelon’s entities’ continued sales of pawer at market-based rates. As part of
that order, FERC instituted a Section 206 proceeding on the basis that Exelon had not addressed the
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issue of affiliale abuse. On April 3, 2008, FERC terminated proceedings under Section 208, accepting
Exelon's statements that, under the regulatory structures in Hlinois and Pennsylvania, most of the-load
is served under fixed prices and that no customer is captive, a scenario that had not changed sinte the
previous market-based rates fi llng in 2000 and that alleviated concerns of affillate abuse ar nsclprocal
dealing. : S

On May 18, 2006, FERC issued a Notice of Proposed Rule Making (NOPR) on Market-Based
Rates for Wholesale Sales of Electric Energy, Capacity and Anciflary Services by Public Utilities. The
NOPR proposes a set of regulations that would modify the tests that Exelon and other market
participants must satisfy to be entitled to market-based rates. Exelon currently expects that FERC will
rule on the NOPR in the first or second quarter of 2007, and that Exelon will be requwed to make ils
first filing with the FERC under the new standards in the second quarter of 2007. Exelon is not certain
as to the impact of any new nules that are promulgated as a result of FERC's future rullng with respect
to the NOPR.

On December 15, 2006, Exelon made a Change in Status (CIS) filing with FERC. The triggering
event was the end of the full-requirements PPA between Generation and ComEd and the resulting
increase in Generation’s uncommitted capacity. A CIS filing is required when thera is a material
change in status relied upon by FERC when granting market-based rates authority. Exelon's filing,
supported by an updated market-power analysis, demonstrated that Exelon continues to be entitied to
market-based rates. The time period for interventions expired on January 5, 2007, no party intervened,
and on February 9, 2007, FERC accepted Exelon’s CIS fifing.

Reliability Pn‘c."ng Madel (RPM) (Exelon and Generation). On August 31, 2005, PJM filed its
RPM with FERC to replace its current capacity market rules. The RPM proposal provided for. a forward
capacity auction using a demand curve and locational deliverability zones for capacity phased in over a
several year period beginning on June 1, 2006. On November 5, 2005, PJM proposed to- delay the
effective date of the RPM until June 1, 2007. On April 20, 2006, FERC issued an order generally
finding aspects of PJM's RPM filing to be just and reasonable, but FERC also establishad further
procedures to resolve the remaining issues and encouraged the parties to seek a negotiated
resolution. A final settlement was filed with FERC on September 29, 2008 and FERG issued its order
approving the settlement, subject ta conditions, on December 22, 2006. FERC's adoption of the
settlement proposal of September 2006 is expected to have a favorabie impact for owners. of
generation facilities, and particuiarly for such facilities located in constrained zones. The final revenue
impact of the settlement on Generation, particularly over an exiended time period,- however cannot be
estimated at this time.

FERC has also denied requesis for rehearing of its April 20, 2006 order. The time for filing a
petition for review of FERC’s April 2006 order wili expire on February 20, 2007. In addition, FERC's
order approving the settlement, subject to conditions, is subject to requests for rehearing and judicial
review. PJM will aimost certainly implement RPM in 2007 notwithstanding, as FERC's orders are rarely
stayed, and therefore almost always remain in effect, pending appeliate review. The first auction, which
is scheduled to occur in April 2007, will allow Generation to better estlrnata the revenua |mpad for the
period June 1, 2007 through May 31, 2008. ‘
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... The Energy Policy Act of 2005 (Exelon, Generation, ComEd and PECO). The Energy Policy
Act of 2005 (the Energy Policy Act), which was signed into law on August 8, 2005, implements several
significant changes intended to improve electric reliability, promote investment in the transmission
infrastructure, - streamline  electric reguiation, improve wholesale competition, address problems
identified in the western energy crisis and the Enron Corporation collapse, promote fuel diversity and
cleaner fuel sources, and promote greater efficiency in electric generation, delivery and use.

The Energy Policy Act, through amendment of the Federal Power Act, also transferred to FERC

certain additional authority. FERC was granted new authority to review the acquisition or merger of
generating facilities, along with the responsibility to address more explicitly cross-subsidization issues
in thase situations. Additionally, FERC now has the authority to approve siting of eleciric transmission
facilities located in national interest electric transmission comidors if states cannot or will not act in a
timely manner to approve siting. The Energy Policy Act also required the creation of a self-regulating
electric Teliability organization with FERC ovarsight to enforce reliability rules. On July 20, 2008,
pursuant to the Energy Policy Act, FERC certified the North American Electric Reliability Corporation
(NERC) as the nation’s Electric Reliability Organization. As a result, owners and operators of the bulk
power transmission system, including Generation, ComEd and PECO, will be subject to mandatory
rellablllty standards promulgated by NERC and enforced by FERC.

In addition, the Energy Pohcy Act extends the Price-Andsrson Act to December 31, 2025, See
Note 18—Commitments and Contingencies for further discussion of the Price-Anderson Act,

- ‘Additionally, the Energy Policy Act repealed PUHCA effective February 8, 2006. Since Exelon was
a reg|stered holding company under PUHCA, Exelon and its subsidiaries were subject to a number of
restrictions. These restrictions involved financings, investments and affiliate fransactions. Exelon had
an order under PUHCA aiithorizing financing transactions within certain limits. Exelon also had an
order under PUHCA authorizing development activities, the formation of new intermediate subsidiaries
for intermal corporate structuring, internal corporate reorganizations, and investments in certain
non-U.S. enérgy-related subsidiaries. PUHCA also limited the businesses in which Exalon could
engage in and the investments that Exelon could make, and required that Exelon’s utility subsidiaries
constituted a single system that could be operated in an efficient, coordinated manner. With the repeal
of PUHCA, Exelon is no longer subject ta those restrictions. Howaver, Section 203 of the Faderal
Power Act, as amended by the Energy Policy Act and regulations thereunder, governs intercompany
system financings and cash management arrangements, certain corporate internal reorganizations,
and certain holding company acquisitions of public utility and holding company securities. FERC
obtained additional jurisdiction for the review of affiliate transactions, and FERC's financing jurisdiction
resumes 10 the extent that it was preempted by PUHCA. With the repeal of PUHCA, the SEC's
financing jurisdiction under PUHCA for ComEd's and PECC's short-term financings and Generation’s
financings reverted to FERC. Exelon's financings are not subject to FERC jutisdiction.

In February 2006, ComEd and PECO received orders from FERC approving their requests for
short-term financing authority with FERC in the amounis of $2.5 billion and $1.5 biliion, respectively,
effeciwe February 8, 2006 through December 31, 2007.

Gensration. currently has blanket financing authority that it received from FERC with its market-
based rate authority in November 2000 and that bacame effective again with the repeal of PUHCA. As
reported previously, the pendency of FERC's review of Generation's market-based rate authority
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established the possibility that the 2000 blanket financing authority could have been revoked
retrospectively. See “Market-Based Rates Matters” above for further information. Consequently,
Generation continued its reliance on its SEC financing authority that was available under the
grandfathering provision of PUHCA 2005. The FERC proceeding was terminated on April 3, 2006,
thereby removing any uncertainty over Generation’s market-based rate and blanket financing authority,
and Generation subsequently informed FERC that Generation is continuing its reliance for financing
authority on the 2000 blanket financing authority. Accordingly, Generation is no longer availing itself of
the SEC financing authority under the grandfathenng provision of PUHCA 20056 and is no longer
subject to the conditions thereunder.

To the extent that the SEC's jurisdiction under PUHCA presmpted certain aspects of state
regulation of Exelon, the repeal of PUHCA will pamit the states in which Exelon and its subsidiaries
operate to adopt additional regulations if they so choose, absent any preemption by FERC.

License Renewals (Exelon and Generation). In December 2004, the NRC issued an order that
will permit the Oyster Creek Generating Station (Oyster Creek) to operate beyond its license expiration
in April 2009 if the NRC has not completed reviewing the application for renewal. In July 2005,
Generation applied for license renewal for Oyster Creek on a timeline consistent and integrated with
the other planned license renewal filings for the Generation nuclear figet. The NRC has already
approved 20-year renewals of the operating licenses for Generation's Peach Bottom, Dresden and
Quad Cities generating stations. The licenses for Peach Bottomn Unit 2, Peach Bottom Unit 3, Dresden
Unit 2, Dresden Unit 3, Quad Cities Unit 1 and Quad Cities Unit 2 were renewed to 2033, 2034, 2029,
2031, 2032 and 2032, respectively. Depreciation provisions are based on the estimated useful lives of
the stations, which assurmes the renewal of the licenses for all nuclear generating stations. As a result,
these license renewals had no impact on the Consolidaied Statements of Oparations.

5. Accounts Receivable (Exelon, Ganeration, ComEd and PECO)

Customer accounts receivable at December 31, 2006 and 2005 included estimated unbifled
revenues, representing an estimate for the unbilled amount of energy or services provided to
customers, and allowance for uncollectible accounis as follows:

w . Exelon Generation lComEd PECO
Unbilled revenues . ........... i $1.077 $538 $296 $243
Allowance for uncollectible accounts. . ....................... a1 17 20 51
2005 ‘ ‘ Exelon Generation 'ComEd PECO
Unbilledrevenues .. .........ccoovnnn.... e . $1,020 $524 $321 $175
Allowance for uncollectible accounts ........................ 77 16 20 -39

PECQ is party to an agreement with a financial institution under which it can sell or finance with
limited recourse an undivided interest, adjusted daily, in up to $225 million of designated accounts
receivable through November 2010. At December 31, 2006, PECO had sold a $225 million interest in
accounts receivable, consisting of a $208 million interest in accounis receivable, which PECO
accounted for as a sale under SFAS No. 140, “Accounting for Transfers and Servicing of Financial
Assels and Extinguishment of Liabilities—a Replacement of FASB Statement No. 125" (SFAS
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No. 140) and a $17 million interest in special-agreement accounts receivable which was accounted for
as a long-term note payable (see Note 11—Debt and Credit Agreements). At December 31, 2005,
PECO had sold a $225 million interest in accounts receivable, consisting of a $195 million interest in
accounts receivable which PECO accounted for as a sale under SFAS No. 140 and a $30 million
interest in special-agreement accounts receivable which was accounted for as a long-term note
payable. PECO retains the servicing responsibility for these receivables. The agreement requires
PECQ to maintain the $225 million interest, which, if not met, requires cash, which would otherwise be
received by PECO under this program, to be held in escrow untii the requirement is met. At
December 31, 2006 and 2005, PECO met this requirement and was nat required to make any cash
deposlts

‘Beginning in 2007, this agreement will he subject to the provisions of SFAS No. 156, “Accounting
for Servicing of Financial Assets, amendment of FASB Statement No. 140,” which is not expectad to
have a material impact to PECO,

6. Property, Plant and Equipment (Exelon, Generatioh, ComEd and PECO)

The following tabl% present a summary of property, plant and equipment by asset category as of
December 31, 2006 and 2005:

December 31, 2006 : Exelon = Generation ComEd = PECO
Asset Category S '
Electric—transmission and distribution . . _ .. .............. $16385 § -~ $11,632 $4,753
Electric—generation . . . .. b e - 8,154 8,154 - —
Gas—transmission and distribution ..................... 1,537 —_ — 1,637
L1111 1T T O 499 — — 499
Nuclearfuel . ........¢ccvniir it inscenrnnsnncannss 2,205 2205 0 — L —
Constructionwork Inprogress .. . ........... e 861 509 256 77
Other proparty, plantand equipment® ... .............. - 384 60 14 13
" Total property, plant and equipment ......._......... 30,025 10,928 11,902 6,879
Less accumulated depreciation ® . .. ................ 7.250 3414 1445 2,228

Property, plant and squipment, net . ... $22775 $ 7,514 $10457 $4,651

(a) For Exelon, aiso includes corporate operations, shared service entities, including Exelon Business Services Compeny
(BSC), Enterprises and investmenis in synthetic fuel-producing facilities. For Generation, includes buildings under capital
" Ilease with a net camying value of $37 miliicn at December 31, 2006. The original cost basis of the buildings was $53 milllon
and total accumulated amorlization was $16 million at December 31, 2008. For CoamEd and PECO, represenls non-utlhty
proparty.
(b) For Generation, includes accumulated amortization of nuclear fuel of $1,078 milllon at December 31, 2008.
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December 31, 2005 Exelon . Generation ComEd PECO
Asset Category ,
Electric—transmission and distribution .. ................. '$15463 § —  §$10,882 $4.581
Electric—generation .. ............ ... . . i, 8,083 8,083 —_ —
Gas—transmission and distribution _.................... 1,483 —_ —_ 1,483
COMMON ... ... .. it e 476 — — . 476
Nuclearfuel . ... ... ... . e 3,148 3,148 —_ —
Construction work in progress ..........ovviiiiiniennnn. 840 494 253 a8
Other property, plant and equipment @ ... ............... 360 54 . 24 15
Total property, plant and equipment .......... P 29,853 11,779 11,159 6,643
Less accumulated depreciation ® . .................. 7872 ~ 4315 1,263 2172
Property, plant and equipment,net ..................c.... 521,981 $ 7464 $ 9,906 $4,471

{8} For Exeion, also includes corporate operations, shared service entities, including BSC, Enterprises and investments in
synthetic fuel-producing Facilities. For Generation, includes buildings under capital lease with a net carrying value of $40
million at December 31, 2005. The original cost basis of the buildings was $53 million and total accumulated amortization
was $13 million at December 31, 2005. For ComEd and PECQ, represenis non-utility property.

{b) For Generation, includes accumulated amartization of nuclear fuel of $2,103 million at December 31, 2005.

As of December 31, 2006 and 2005, Exelon had recorded the following accumulated depraciation
for regulated and unregulated property, plant and equipment:

December 31, 2006 December 31, 2005
7 ) Regulated Unregulated Regulated Unregulated
Accumulated depraciation ........................ $3,673 $3,577@ §3,425 $4,447=

(@) Includes accumulated amortization of nuclear fuel in the reactor core of 1,078 million and $2,103 million as of December
31, 2008 and 2005, respectively.

License Renewals. Generation's depreciation provisions are based on the estimated useful lives of
the stations, which assumes the renewal of the licensas for all nuclear generating stations. As a result,
the receipt of license renewais has no impact on the Consolidated Statements of Operations. See
Note 4—Regulatory Issues for further information on license renewals.

Depreciation Rate Study. In August 2005, PECO filed a depreciation rate study with the PAPUC

for both its electric and gas assets, which resulted in the implementation of new depreciation rates
effective March 2006. The impact of the new rates was not material.
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7. Jointly Owned Electric Utility Plant (Exelon, Generation and PECO)

Exelon's, Generation’s and PECO’s undivided ownershlp interests in jointly owned electric plant at
December 31, 2006 and 2005 were as follows:

Nuclear gensration Fossil fuel ganemﬁon
Peach Transmission/
Quad Cities Bottom Balem ! Keystone Conemaugh Wyman Other
Operator ............ Generation Generation PSEG Reliant Reliant FP&L D))
. : Nuclear
Ownership interest . . .. 75.00% 50.00% 42.59% 20.99% 20.72% 5.89% {bl(e)
Exelon’s share at '
December 31, 2008: ' '
Plant ........... $ 431 $ 46135 189 % 182 § 218 $ 2 $ 62
Accumulated :
depreciation . . .. 70 246 60 111 - 143 1 29
Construction work o
in progress .. .. 34 21 123 13 .2 — —
Exalon’s share at
December 31, 2005; . IR
Plant ........... $ 363 % 443 % 181 % 171 § 217 § 2 $ 62
Accumulated
depreciation . . .. 67 241 42 107 138 1 28
LCanstruction work
in progress . ... 51 22 78 5 1 — —_

{a) Generalion also owns a proportionate share in the fossil fuel combustion turbine at Salam, which is fully depreciated. The
gross book value was $3 million at December 31, 2006 and 2005.

(b) PECO has a 22.00% ownership interest in 127 miles of 500,000 voltage lines located in Pennsylvania and a 42.55%
ownership interest in 131 miles of 500,000 voltage lines located in Delaware and New Jarsey.

{c) Generation has a 44.24% ownership interest in Merill Creek Reservolr iocated in New Jersey with a-book value of $1 million
at December 31, 2006 and 2005. . - -

- Exslon’s, Generation's and PECO's undivided -ownership interests are financed with their funds
and all operations are accounted for as if such participaiing interests were wholly owned facilities.
Exelon’s, Generation’s and PECO’s share of direct expenses of the jointly owned plants are included in
the corresponding operating expenses on Exelon’s, Ganeration's and PECO’s Consolidated
Statements of Operations.

8. Intangible Assets
Goodwill (Exelon and ComEd)

Pursuant to SFAS No. 142, goodwill is not amortized, but is subject to an assessment for
impairment at least annually, or more fraquently, if events or circumstances indicate that goodwill might
be impaired. The impairment assessment is performed using a two-step, fair-value based test. The first
step compares the fair value of the reporting unit to its camrying amount, including goodwill. If the
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carrying amount of the reporting unit exceeds its fair value, the sacond step is performed. The second
step requires unrecognized intangible assets to be valued and then compares the carrying amount of
the goodwill to the estimated fair value of the gocdwill. If the fair value of goodwill is less than the
carrying amount, an impairment loss is reported as a reduction to goodwiil and a charge to opsrating
expense. : ‘

Exelon assesses goodwill impairment at its ComEd operating segment; accordingly, any goodwill
impairment charge at ComEd will affect Exelon’s results of operations as the goodwiil impairment test
for Exelon considers the cash flows of anly ComEd. In the assessment to estimate the fair value of
ComEd, Exelon and ComEd used a probabillity-weighted, discounted cash flow model with multiple
scenarios. The determination of the fair value was dependent on many sensitive, interrelated and
uncertain variables including changing interest rates, utility sector market performance,. capital
structure, market prices for power, post-2006 rate regulatory structures, operating and capital
expenditure requirements and other factors. Additionally, ComEd's estimate of its fair value was
compared to a fair value estimate determined by a third-party valuation firm. Changes from the
assumptions used in the impairment review could possibly result in a future impairment loss of
ComEd’s goodwill, which could be material. ‘

The changes in the carrying amount of goodwill for the years ended December 31, 2006 and 2005
were as follows: ‘ ,

Balanceas of January 14,2005 .. .. ................. e e e e e $4,705
Resolution of certain taxmatters .. ............... e e (23
=TT o {1,207)
Balance as of January 1,2006 . .. .. feereaenen et eere et 3,475
Resolution of certaintax matters . .......ccoout it i i e e it i N ()]
Impairment . .. ... e e (776)

Balance as of December 31, 2006 . .. ... ... .. e 52,604

2006 interim Goodwill Impairment Assessment. Exelon and ComEd perform the annual goodwill
impairment assessment in the fourth quarter of each year. However, due to the significant negative
impact of the ICC’s July 2006 order in ComEd’s Raie Case to the cash flows and value of ComEd, an
interim impairment assessment was completed during the third quarter of 2006. Based on the resukts of
ComEd’s interim goodwill impairment analysis, which was determined using the same model and
assumptions discussed above, Exelon and ComEd recorded an impairment charge of $776 million
associated with the write-off of the goodwill during the third quarter of 2006. See Note 4—Regulatory
tssues for further information regarding the Rate Case and the Procurement Case.

2008 Annual Goodwill impairment Assessment. The annual goodwill impairment assessment was
performed as of November 1, 2006. The first step of the annual impairment analysis, comparing the fair
value of ComEd to its carrying value, including goodwill, indicated no additional impaiment of goodwill.

2005 Annual Goodwill Impairment Assessment. The annual goadwill impairment assessment was
performed as of November 1, 2005. The first step of the annual impairment analysis, comparing the fair
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value of ComEd to its carrying value, including goodwill, indicated an impairment of goodwill existed.
The second step of the analysis indicated ComEd's goodwill was impaired by $1.2 billion. This
impairment was primarily driven by the fair value of ComEd's below market PPA with Generation, the
end of ComEd’s regulatory transition period at December 31, 2006 and the elimination of related
transition revenues, developments in the regulatory and paolitical environment as of November 1, 2005,
anticipated increases in capital expenditures in future years and decreases in market valuations of
comparable companies that are used to estimate the fair value of ComEd.

Other Intangible Assets (Exelon)

Exelon’s other intangible assets, included in deferred debits and other assets, consisted of the
following as of December 31, 2005: :

Accumulated
) _ Gross Amortization  Net
Synthetic fuelinvestments @ . ... ....................... e $264 $(121) $143
Intangible pensionasset B, .. ... . i i et i e 34 — 34

Total intangibleassets ................. ... oo $208 $(121)  $177

(a) Ses Note 12—Income Taxes for a description of Exelon's right to acquire tax credits through investments in synthetic fuel-
producing facilities. In the second quarter of 2006, Exslon recorded an impairment charge of $115 million (before income
laxes) associated with the full write-off of the intangible asset related o s investment in synthetic fuel-producing facilities.

{b) See Noie 14—Retirement Benefits for a description of the impact to Exelon’s Consolidated Balance Sheet as a result Gf
adopting SFAS No. 158, including the elimination of the intangible pension asset in 2006,

For the year ended December 31, 2008, Exslon's amortization expense related to intangible
assets was $28 million. For the year ended December 31, 2005, the intangible pension asset
decreased by $137 miflion as a result of an annual actuarial valuation associated with Exelon's pension
plans. For the year ended December 31, 2005, Exslon's amortization expense related to intangible
assets was $68 million, of which $4 million has been reflected as a reduction in revenues related to the
energy purchase agreement and the tolling agreement. For the year ended December 31, 2004,
Exelon’s amortization expense related to intangible assets was $980 million, of which $32 million has
been reflected as a reduction in revenues related to the energy purchase agreement and the tolling
agreement.

Generation scld Sithe on January 31, 2005, which resulted in the elimination of the intangible
assets related to Sithe's energy purchase agreement and tolling agreement from Exelon's
Consolidated Balance Sheets. See Note 2—Acquisitions and Dispositions for further information
regarding this sale.

226




Exelon Corporation and Subsidiary Companies
Exeton Generation Company, LLC and S8ubsidiary Companies
Commonwealth Edison Company and Subsidiary Companies

PECO Energy Company and Subsidiary Companies

Combined Notes to Consolidated Financlal Stataments—(Continued)
(Dollars in milllons, except per share data unless otherwise noted)

9. Fair Value of Financial Assets and Liabilities (Exelon, Generation, ComEd and PECO) - '
Derivative Financial Assets and Liabilities
Interest-Rate Swaps (Exelon, Generation, ComEd and PECO)

The fair values of the Registrants’ interest-rate swaps are determined using quoted exchange
prices, external dealer prices and available market pricing curves. At December 31, 2005, Exslon had
$240 million of notional amounts of interest-rate swaps outstanding, which were held by ComEd and
were seftled on January 17, 2006 for a cash payment of epproximately $1 rmllion At Decemnber 31,
2006, the Registrants did not have any cash-flow hedges uutstandlng

Fair-Value Hedges. The Registrants may utilize ﬁxed—to-ﬂoatlng interest-rate swaps from time.do
time as & means to achieve their targeted level of variable-rate debt as a percent of total debt. At
December 31, 2006 and 2005, Exelon had $50 million and $240 million, respectively, of notional
amounts of fair-value hedges outstanding. At December 31, 2005, ComEd had $240 million of notional
amounts of fair-value hedges outstanding. Fixed-to-floating interest-rate swaps are designated as fair-
value hedges, as defined in SFAS No. 133, and, as such, changes in the fair value of the swaps are
recorded in earnings; however, as long as the hedge remains effective and the underlying liability
remains outstanding, changes in the fair value of the swaps are offget by changes in the fair value of
the hedged liabilities. Any change in the fair value of the hedge as a result of ineffectiveness is
recorded immediately in earnings. During 2006 and 2005, no amounts relating to fair-value hadges
were recorded in earnings as a result of ineffectiveness.

Al December 31, 2008, the fair value associated with interestrate swaps were as follows:

Fair  Fair

Notional L Value Value

Amount ~ Exelon Pays Counterparty Pays 12/31106 :12/31/05
Fair-Value Hedges g ‘ o
Exelon ........cccvevvenns, $50 3 Month LIBOR-.1419% 4.90% - $04) $—

Cash-Flow Hedges. The Registrants may utilize interest-rate derivatives to lock in interest-rate
levels in anticipation of future financings. Forward-starting interest-rate swaps are desigrated as cash-
flow hedges, as defined in SFAS No. 133 and, as such, changes in the fair value of the swaps are
recorded in accumulated other comprehensive income {(OCI). Any change in the fair value of the hedge
as a result of ineffectiveness is recorded immediately in earnings. At December 31, 2006 and 2005, the
Registrants did not have any notional amounts of cash-flow hedges outstanding. During 2005, Exelon
settled interest-rate swaps in the aggregate notional amount of $1.8 billion, of which $325 million was
the result of a ComEd forecasted transaction no longer being probable, and recorded pre-tax losses of
$54 million, of which $15 million was includad in other, net within Exelon’s and ComEd’'s Consolidated
Statements of Operations. Exelon is recording the remaining $39 million as additional interest expense
over the remaining life of the related debt.
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Enérgy-ReIated Derlvatives (Exelon, Generation and ComEd)

Generation ulilizes derivatives to manage the utilization of its available generating capacity and
the provision of wholesale energy to its affiliates. Exelon and Generation also utilize energy option
contracts and energy financial swap arrangements to limit the market price risk associated with forward
energy commodity contracts. Additionally, Generation enters into certain energy-related derivatives for
trading or speculative purposes.

Generation's energy contracts are accounted for under SFAS No. 133. Non-trading eontracts may
qualify for the normal purchases and normal sales exemption to SFAS No. 133. Those that do not
meet the normal purchase and normal sales exemption are recorded as assets or liabilities on the
balance sheet at fair value. Changes in the derivatives recorded at fair value are recognized in
eamings unless specific hedge accounting criteria are met and they are designated as cash-flow
hedges, in which case those changes are recorded in OCI, and gains and losses are recognized in
earnings when the underlying transaction occurs or are designated as fair-valus hedges, in which case
those changes are recognized in-current eamings offset by changes in the fair value of the hedged
item in current earings. Changes in the fair value of derivative coniracts that do not meet the hedge
criteria under SFAS No. 133 (or are not designated as such) and proprietary trading contracts are
recognized in current eamings. Ganeration also has contracted for access to additional generation and
sales to load-serving entities that are accounted for under the accruat method of aocounlang discussed
in Note 18—Commitments and Contingencies.

ComEd has derivatives related to one wholesale contract and cerlain other contracts to manage
the market price exposures to several wholesale contracts that extend inte 2007, which is beyond the
expiration of ComEd's PPA with Generation. ComEd’s wholesale contract, which praviously qualified
for the normat sale exception pursuant to SFAS Na. 133, has bean recorded at fair vatue beginning in
the first quarter of 2006 since the exception is no longer applicable. Additionally, the supplier forward
contracts that ComEd has entered into as part of the initial ComEd pracurement auction {(See Nate 4—
Regulatory Issues) are deemed lo be derivatives that qualify for the normal purchase exception to
SFAS No. 133. ComEd does not enter into derivatives for speculative or trading purposes.

PECO's PPA with Generation and its gas supply agreements are deemed to be derivatives that
qualify for the normal purchase exception to SFAS No. 133. PECO does not enter into derivatives for
speculative or trading purposes.
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At December 31, 2006, Exelon, Generation and ComEd had net assets (liabilities) of $496 miillion,
$499 million and $(11) million, respectively, on their Consolidated Balance Shaets for the fair value of
energy derivatives. The following table provides a summary of the fair value balances recorded by
Exelon, Generation and ComEd as of December 31, 2006: -

Decamber 31, ) T ERelen-
2006 Generation ComEd Energy- :
Cash-Flow Other  Proprietary Cash-Flow Other Related
Derivatives Hedges Derivatives Trading Subtotal Hedge Darivatives Subtotal Otheri= Derlvatives ™
Current assels ...... § 460 $ 751 $197 $1,408 $— 5— — $ 10 $1418
Noncurrent assets ... 104 52 15 171 — — - = 1
Total mark-fo-market )
energy contract E
assets ........... § 564 § 8O3 $212 $1572 S5— 5— 5— 10 . $1.889
Current liabilities . .. .. $(119) $(697) $(187)  $(1,003) $ (6) ﬁ) 11§ (1) $(1,015)
Noncurrent o . o
liabifites .......... (30) (33) (14) 7 — = — {1y ., (78
Tolal mark-lo-market L
enemgy contracl o ‘ ' o
liabilities .......... $(149) $(730) $(201)  ${1.080) 5 (6) $( sy $@ $(1,093)
Total mark-to-market ]
energy contract net ’ : o
assets (liabilities) .. $415 $ 73 53 11 % 499 S (B) § (5} $(11) $ 8B $ 49
Bl =—— = — — —— o ———

(8) Other includes corporate operations, shared service entities, including BSC, Enterprises and invastments in synthetic fuel-
preducing facilities. ’
(b) Excludes Exelon’s interest-rate swaps.

229



Exelon Corporation and Subsidiary Companies
Exalon Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company and Subsidiary Companies

PECO Energy Company and Subsidiary Companies

Combined Notes to Consolidated Financial Statements—{Continued)
{Dollars in millions, except per share data unless otherwise noted)

At December 31, 2005, Exelon and Generation had net liabilities of $817 million and $540 million,
respectively on their Consolidated Balance Sheets for the fair value of energy derivatives, which
inclucded the energy derivatives discussed below. The following tables provide a summary of the fair
value balances recorded by Exelon and Generation as of December 31, 2005:

December 3t, 2005 Generation ‘ Exelon

Cash-Flow Other Proprietary Energy-Related

Durivatives Hedges  Derivatives  Trading ~ Subtotal Other®  Derivatives @
Currentassets ............... $ 563 $ 327 $ 26 $ 916 $— $ 916
Noncurrent assets ............ 153 9 124 286 85 37 .
Total mark-to-market energy ' '

contractassets ............. $ 716 $ 336 $ 150 $1202 §85 $1.287
Current liabilities ............. $ (948) $(316) $ (18) $(1,282) $— $(1,282)
Naoncurrent liabilities ........ .. (289) (48) (123) (460) (62) (522)
Total mark-to-market energy . : :

contract liabilities ........... $(1,237) $(364) $(141)  $(1,742) $(62) $(1,804)

Total mark-to-market energy
contract net assets '
(liabilities) ................. $ (521) $(28 $ 9 $ (540) $23 $ (517)

{(a)} Other includes corporate operations, shared service antities, including BSC, Enterprises and investments in synthatic fuel-
producing facilities. ‘
(b) Excludes Exelon’s interest-rate swaps.

Normal QOperations and Hedging Activities (Generation). Electricity available from Generation’s
owned or contracted genaration supply in excess of Generation’s obligations to customers, including
ComkEd's and PECO’s retgil load, is sold into the wholesale markets. To reduce price risk caused by
market fluctuations, Generation enters into physical contracts as well as derivative contracts, including
forwards, futures, swaps and options, with approved counterparties to hedge anticipated exposures.

Cash-Flow Hedges (Generalion and ComEd). The tables below provide details of effective cash-
flow hedges under SFAS No. 133 included on Exeion’s, Generation's and ComEd's Consolidated
Balance Sheets as of December 31, 2006. The data in the tables is Indicative of the magnitude of
SFAS No. 133 hedges Generation and ComEd have in place; however, since under SFAS No. 133 not
all derivatives are recorded in OCI, the tables do not provide an all-encompassing picture of
Generation’s and ComEd's derivatives. The tables also include a rolfforward of accumulated OCI
related to cash-flow hedges far the years ended December 31, 2006 and 2005, providing information
about the changes in the fair value of hedges and the reclassification from OCI into earnings.

Total Cash-Flow Hodge
OCI Activity, Het of

Income Tax
December 31, 2006 Generation ComEd Exelon
Accumulated OCI derivative loss at January 1,2006 .................. $(314) $—  $(314)
Changesinfairvalue .............. .. i iiiiiiiinninn, e 476 4) 472
Reclassifications from OCltonetincome ... ................. ... ..... 88 — a8
Accumulated OCI| derivative gain (loss) at December 31, 2006 .......... $ 250 $ 4 $246
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. Total Cash-
Flow Hed
ﬂCIActhrIty gtof
December 34, 2005 Incomea Tax
Exslon and
_ Generation .-
Accumulated OCI derivative loss at January 1,2005 ... .. . $(137)
Changesinfairvalue ... .. .. . . . . . e (533)
Reclassifications from OCt to net income ................ e 356
Accumulated OCI derivative loss at December 31,2005 . .. ... ... ... ..... $(314)

At December 31, 2008, Generation and ComEd had net unrealized pre-tax gains (losses) of $415
million and $(6) million, respectively, of cash-flow hedges recorded in accumulated OCI. Based on
market prices at December 31, 2008, approximately $341 million and $(8) million of these deferred net
pre-tax unrealized gains {losses) on derivative instruments in accumulated QC! are expecied to be
reciassified to earnings during the next twelve months by Generation and ComEd, respectively.
However, the actual amount reclassified to earnings could vary due to future changes in market prices.
Amounts recorded in accumulated OCI related to changes in energy commadily cash-flow hedges are
reclassified into earnings when the forecasted purchase or sale of the energy commeodity occurs. The
majority of Generation's cash-flow hedges are expected to settle within the next two years, ComEd’s
cash flow hedge expires on May 31, 2007.

Generation’s cash-flow hedge activity impact to pre-tax eamings based on the reclassification
adjustment from accumulated OCI to earnings was a $146 miltion pre-tax loss, a $583 miillion pre-tax loss
and a $475 million pre-tax loss for the years ended December 31, 2006, 2005 and 2004, respectively.

Cther Derivatives (Exelon, Generation and ComéEd)

Exelon, Generation and ComEd enter into certain contracts that are derivatives, bt do not qualify
for hedge accounting under SFAS No. 133 aor are not designated as cash-flow hedges. These
contracts are entered into to economically hedge and limit the market price risk associated with energy
commodity prices. Changes in the fair value of these derivative contracts are recognized in current
earnings. For 20086, 2005 and 2004, Exelon, Generation and ComEd recognized the following net
unrealized mark-to-market gains (losses), realized mark-to-market gains (losses) and total
mark-to-market gains (losses) (before income taxes) relating to mark-to-market activity of certain
non-trading purchase power and sale contracts pursuant to SFAS No. 133. Generation's, ComEd’s and
Exelon’s other mark-to-market activity on non-trading purchase power and sale contracts are reported
in fuel and purchased power, revenue and operating and maintenance expense, respactively.’

For the Year Ended December 31, 2006 ‘ Generation ComEd@ Other® Exelon
Unrealized mark-to-market gains (losses) ...... e 3 29 $(8) $(15) % 6
Realized mark-to-marketgains .......................... 4 - 3 — 17
Total net mark-to-market gains (losses) .......... EEETT $103 $(5) $(15) $83

{a) See “Energy-Related Derivatives” above,
(b) Other includes corporate operations, shared services entities, including BSC. Enterprises and investments in synthetic fuel-
producing facilities.
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For the Year Ended Dacembar 31, 2005 Goneration Other® Exelon
. Unrealized mark-to-market QAN ...t $86 $24 $110
Realized mark-to-market I0SSes . ... ..o iavieieniiniinienns {98) — (98)
Total net mark-to-market gains (Josses) . ... ...l $(12) $24 § 12

(a) Otherincludes corporate operations, shared services entifies, including BS(;: Enterprises and investmants in synthetic fual-
producing facilities. .

: Exelon and
For the Year Ended Dacember 31, 2004 Generation
Unrealized mark-to-marketgains . ........ ... ... .. ... e $ 181
Realized markto-market J0SSeS .. ... ... .. et {183)
Total net mark-to-market I0SSes . ........ .. ... .. i e B 3

- Propristary Trading Activities (Generation). Proprietary trading includes all contracts entered into
purely to profit from market price changes as opposed to hedging an exposure and is subject to limits
established by Exelon's Risk Management Committee. These contracts are recoghized on the
Consolidated Balance Sheets at fair value and changes in the fair value of these derivelive financial
instruments are racognized in earnings. The proprietary trading activities, which included trading
volumes of 31,692 GWhs, 26,924 GWhs and 24,001 GWhs for 2006, 2005 and 2004, respectively, are
a complement to Generation’s energy marketing portfolic but represent a very small portion of
Generation's overall energy marketing activities. For 2006, 2005 and 2004, Exelon and Genetation
recognized the following net unrealized mark-to-market gains, realized mark-to-market (losses) and
total mark-to-market gains (before income taxes) relating to mark-to-market activity on derivative
instruments enterad into for trading purposes. Gains and losses associated with financiel trading are
reportad as revenue in Exelon’s and Generation’s Consolidated Statements of Operations.

For the Yaar Ended December 31,

| 2006 2008 2004
Unrealized mark-to-marketgains ..............cocviiiirnnnennan $14  $18 $ 3
Realized mark-to-marketlosses ................. ... ... .. (10) (3 . (3

Total net mark-{o-market gains ....... i 8 4 %15 §—

Credit Risk Associated with Derivative Instruments. The Registrants would be exposed to credit-
related losses in the event of non-performance by counterparties that enter into derivative instruments.
The credit exposure of derivatives contracts is represented by the fair value of contracts at the
reporting date. For energy-related derivative instruments, Generation altempts to enter into enabling
agreements that allow for payment netting with its counterparties, which reduces 'Generation's
exposure to counterparty risk by providing for the offset of amounts payable to the counterparty against
amounts receivable from the counterparty. Typically, each enabling agreement is for a specific
commodity and so, with respect to each individual counterparty, netting is limited to transactions
involving that specific commodity product, except where master netting agreements exist with.a
counterparty that allows for cross product netting. In addition to payment netting language'.in the
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enabling agreement, the credit department establishes credit limits and letter of credit requirements for
each counterparty, which are defined in the derivatives contracts. Counterparty credit limits are based
on an internal credit review that considers a variety of factors, including the results of a scoring model,
leverage, liquidity, profitability, credit ratings and risk management capabilities. To the extent that a
counterparty’s credit limit and letter of credit thresholds are exceeded, the counterparty is required to
post collateral with Generation as specified in each enabling agreement. Generation's credit
department monitors current and forward credit exposure to counterparties and their affiliates, both on
an individual and an aggregate basis.

Under the lllinois auction rules and the supplier forward contracts that Generation entered into with
ComEd and Ameren, beginning in 2007, collateral postings wilt be one-sided from Generation only.
That is, if market prices fall below ComEd’s or Ameren's contracted price levels, ComEd or Ameren are
not required to post collateral; however, if market prices rise above contracted price levels with ComEd
or Ameren, Generation may be required to post collateral.

The notional amount of derivatives does not represent amaounts that are exchanged by the parties
and, thus, is not a measure of the Registrants’ exposure. The amounts exchanged are calculated on
the basis of the notional or contract amounts, as well as on the other terms of the derivatives, which
relate to interest rates and the volatility of these rates. Exelon’s and Generation’s credit exposure, net
of collateral, as of December 31, 2006 and 2005 were $791 million and $547 million, respectively,

Non-Derivative Financial Assets and Liabilities

Fair Value. As of December 31, 2006 and 2005, the Registrants’ carrying amounts of cash and
cash equivalents, accounts receivable, accounts payable and accrued liabilities are representative of
fair value because of the short-term nature of these instruments. Fair values for long-term debt and
preferred securities of subsidiaries are determined by an external valuation model which is based on
conventional discounted cash flow methodology and utilizes assumptions of cwrent market pricing
curves.

Exelon

The carrying amounts and fair values of Exelon’s financial liabilities as of December 31, 2006 and
2005 were as follows:

2006 2005

Carryin Fair Carryin, Fair
Am'gnn? - Value Amoun Value

Longtermdebt ... ... . .. . i i $9,144 $9,122 $8,166 $8,231
Long-term debt to ComEd Trans'.ltlonal Funding Trust and PETT ' '
(including amounts due withinonayear) ................... 3,051 3,149 3,963 4,132
Long-term debi to other financingtrusts ................... . 5645 517 545 539
Preferred securities of subsidiaries ......................... 87 73 87 70
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Generation

The carrying amounts and fair values of Generation’s financial liabilities as of Deoember 31, 2006
and 2005 were as follows:

2006 2005

Carrying .  Fair Carrying Fair
Amount  Value Amount Value

Long-term debt (including amounis due within one year) ....... $1 ,‘790 $1,821 $1,800 $1,856

ComEd

The carrying amounts and fair values of ComEd s financial liabilities as of December 31, 2006 and
2005 were as follows:

2008 2005

Carrying .  Fair Carrying Fair
Amount Value Amount Value

Long-term debt (including amounts due withinone year} ....... $3,579 §$3,592 $2,828 $2.887
Long-term debt to ComEd :
* Transitional Funding Trust {including amounts due within S
0N YEAIY ..t 648 652 987 1,003
Long-term debt to other financing trusts . ................. ... 361 338 361 353
PECO .

The carrying amounts and fair values of. PECO’s financial Ilabllmes as of December 31, 2006 and
2005 were as follows:

2006 2005

Carrying Falr Carrying Falr
Amount Valug Amount Vatue

Long-termdebt .......... ... .. e $1,469 $1,464 51,183 31,180
Long-term debt to PETT (including amaunts due W|th|n one

VOB . e e 2404 2496 2,975 3,129
Long-term debt to other financingtrusts ..................... 184 179 184 186

Credit Risk. Financial instruments that potentially subject the Registrants to concenirations of
credit risk consist principally of cash equivalents and customer accounts receivable. The Registrants
place their cash equivalents with high-credit quality financial institutions. Generally, such investments
are in excess of the Federal Deposit Insurance Corporation limits. Concentrations of cradit risk with
respect to customer accounts receivable are limited due to the Registrants’ large number of customers
and, in the case of ComEd's and PECO's energy delivery busmesses their dispersion across many
Industries. .
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Nuclear Decommissioning Trust Fund Investments (Exelon and Generation)

investments as of December 31, 2008 and 2005. Exelon and Generation classify investments in -
trust accounts for decommissioning nuclear plants as available-for-sale and estimate their fair value
based on quoted market prices for the securities held in decommissioning trust funds. These
investments are held to fund Generation's decommissioning obligation for its nuclear plants.
Decommissioning expenditures are expected to occur primarily after the plants are retired. See Mate
13—Assel Retirement Obligations for further information regarding the decommissioning of
Generation’s nuclear plants.

The following tables show the fair values, gross unrealized gains and losses and amortized cost
bases of the securities held in these trust accounts as of December 31, 2006 and 2005:

Dacember 31, 2006
Amortized Unrealizad Unrealized - Estimated

Cost Gains Losses Fair Value
Cash and cash equivalents. ............ P $ 38 § — $— $ 36
LS. Treasury obligations and direct obligations of U S. :
governMment agencies . .........ovevrrinnneseeenns 990 - 36 — 1,026
Federal agency mortgage-backed securities . .. _....... 767 6 —_ 773
| Commercial mortgage-backed securities .............. : 82 1 — 83
/ Corporatebonds ........ ... ... .ccciiiiiinnn. 306 7 —_ 313
| Otherdebtsecurities . ..... ... ... ... .ccouiivnn... 137 -_— —_ - 137
| Marketable equity securities . .. ...................... 2,810 1,237 — 4,047
Total available-for-sate securities . . ................... $5,128  $1.287 $— $6,415
Decembar 31, 2005
Amortized Unrealized Unreaiized Estimated
Cost Gains Losses  “Fair Valua
Cashandcashequivalents.......................... $ 80 $— 5— $ 80
U.S. Treasury obligations and direct obhgatlons of U.S. o
governmentagencies ..... ... ... ... ... .. ....... a58 37 (3) - 992
Federal agency mortgage-backed securiies ........... 684 3 (6) 681
Commercial mortgage-backed securities .............. 53 1 (1 53
Corporatebonds ........ ... ... ... ...l 303 10 {4) - 309
Otherdebtsecurities . .................ccoviiiinnn. 58 —_ (1) - 57
Marketable equity securities ......................... 2,762 683 {32) 3,413
Total available-for-sale securities . ... . ... e S $4,898  §73¢4 . $47) 95,585
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The available-for-saie debt securities have contractual maturities as follows:

December 31, 2006

Estimated
‘ ‘ Fair Value
Debt securities; *
Maturities Within 1 Year ... ... ..ot vi e i $ 10
Maturities after 1 yearthrough Syears ....... ... ... ... .. ... .. - 398
Maturities after 5 years through 10years ........ .. .. ... . ... ... ..... . 401
Maturities after 10 years . ...... ..ottt e i it e e 1,823
Total debt SECURHIES .. .. ...\ 've it eieei et P Lo $2332

Impairment Evaluation in 2006 and 2005. Beginning in 2006, and in connection with the issuance
of FSP 115-1, Generation considers all nuclear decommissioning trust fund investments in an
unrealized loss position to be other-than-temporarily impaired. As a result of certain NRC restrictions,
Generation is unable 1o demonstraie its ability and intent to hold the nucléar decommissicning trust
fund investments through a recovery period and accordingly recognizes any unrealized holding losses
immediately.

During the year ended December 31, 2006, Generation recorded impairment charges totaling $29
million, $1 million and $2 million associated with the decommissioning trust funds of the former ComEd
units, the former PECO units and the AmerGen units, respectively. During the year ended
December 31, 2005, Generation recorded impairment charges totaling $20 million and $2 million
associated with the decommissioning trust funds of the former ComEd and the AmerGen units,
respectively. Recogniticn of the impairment charges associated with the former ComEd and former
PECO piants had na significant impact on net income for Exelon’s or Generation’s results of operations
or financial. position. See Note 13 for further discussion on the impacts to the Statements of Operations
and the Balance Sheets for the former ComEd and former PECO units.

Prior to 2006, Exelon and Generation evaluated, among other factors, general market conditions, .

the duration and extent to which the fair value is less than cost, as well as their intent and ability to hold
the investment to determine whether an investment was considered. other-then-temporarily impairad.
Exelon and Generation also considered specific adverse conditions related to the financial health of
and business outlook for the investee. Once a decline in fair value was determined to be other-than-
temporary, an impairment charge was recorded and a new cost basis was established.

Unrealized Gains and Losses. At December 31, 2008, Exelon and Generation had gross
unrealized gains of $1,287 million related to the nuclear decommissioning trust fund investments. At
December 31, 2005, Exelon and Generation had gross unrealized gains of $734 million and gross
unrealized losses of $47 million related to the nuclear decommissioning trust fund investments.
Unrealized gains of $1,287 million and net unrealized gains of $687 million were included in regulatory
liabilities or accumulated other comprehensive incoma in Exelon’s Consclidated Balance Sheets and in
noncurrent payabies to affiiates or accumulated other comprehensive income in Generation's
Consolidated Balance Sheets at December 31, 2006 and 2005, respectively.
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As of December 31, 2008, there were no available-for-sale securities held in nuclear
decommissioning trust funds in an unrealized loss position.

The following table provides information regarding avaitable-for-sale securities held in nuclear
decommissioning trust funds in an unrealized ioss position that were not considered other-than-
temporarily impaired. The following tables show the investments’ gross unrealized losses and fair
value, aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position, at December 31, 2005.

December 31, 2005 -
Less than 12 months 12 months or more Tatal

Fair Unrealized Fair Unrealized Fair Unrealized
Value Logses Vaive Losses Value lLosses’
U.S. Treasury obligations and direct

obligations of U.S. government

AgeNCIES ... ..., $ 170 $(3) $24 $(1) % 194 $ {4
Federal agency mortgage-hacked ‘ '

securities .......................... 387 (4) 28 (1) 415 (8)
Commercial mortgage-backed ‘ :

Securities ............ .. 15 — 7 (1 22 (1)
Corporate bonds . . .. ..o, 119 (3) 20 (10 139 4)
Other debt securities .............. e 17 — 22 1y 39 (1)
Marketable equity securities ............ 345 (23) 69 9 414 (32)
Total ..o $1,053  $(33) $170  $(14) §$1.223  $(47)

Sale of Nuclear Decommissioning Trust Fund Investments. Proceeds from the sale of
decommissioning trust fund investments and gross realized gains and losses on those sales for the
years ended December 31, 2006, 2005 and 2004 were as follows:

For the Years Ended
December 31, -,
Procaads from Gross Realized Gross Reallzed
Sales Gains ' "Losses’
For the year ended December 31,2006 .............. $4,793 $58  §60)
For the year ended December 31,2005 .............. 5274 130 (BY)
For the year ended December 31,2004 .............. 2,320 115 (43)

Amounts reclassified from Exelon's regulatory liabilities or accumulated other comprehensive
income 1o earnings was determined base on either the high-cost or average cost basis, and totaled a
net loss of $2 million, a net gain of $49 million and a net gain of $72 million for the years ended
December 31, 2008, 2005 and 2004, respectively. Amounis reclassified from Generation’s noncurrent
payables to affiliates or accumulated other comprehensive income to eamings was determined base
on either the high-cost or average cost basis, and totaled a net loss of $2 million, a net gain of $49
million and a net gain of $72 million for the years ended December 31, 2006, 2005 and 2004,
respectively. ‘
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The amounis of net unrealized holding gains that were included in Exelon’s regulatory iiabilities or
accumutated other comprehenaive income during the period totaled $567 million, $132 miliion, and
$293 million for the years ended December 31, 2008, 2005 and 2004, respectively. The amounts of net
unrealized holding gains that were included in Generation’s noncurrent payables to affiliates or
accumulated ‘other comprehensive income during the period totaled $567 million, $132 million, and
$293 million for the years ended December 31, 2008, 2005 and 2004, respectively.

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

~ The Registrants provide severance and health and welfare benefits to terminated employees
pursuant lo pre-existing severance plans primarily based upon each individual employee’s years of
service and compensatiion level. The Registrants account for their ongoing severance plans in
accordance with SFAS No. 112 and SFAS No. 88 and accrue amounts associated with severance
benefits that are considered probable and that can be reasonably estimated.

_ Following the termination of the proposed Merger, Exelon evaluated its organizational structure
and resource needs on a standalone basis (see Note 2—Acquisitions and Dispositions for further
information on the Merger termination). As a result of that evaluation, management concluded that
cartain positions will be eliminated. Therefore, Exelon recorded $29 million of severance charges in
2008,

During 2006, ComEd recorded a regulatory asset associated with previously incumed severance
costs that ComEd was granted recovery of in the December 20, 2006 ICC order. See Note 4—
Reguiatory tssues and Mote 18—Commiiments and Contingencies.

The following tables present total salary continuance severance costs (benefits), recorded as an
operating and maintenance expense, during 2008, 2005 and 2004: :

Salary Continuance Severance Exelon Ganeration ComfEd PEGCO Other (@
Expense recorded—2006 ................ $ 21 $ 6o $ $2 $13
Expense (income) recorded—2005 . ....... (14)re  (4)E (9) 1 (2)
Expense recorded—2004 ................ 32 2 10 3 17

{(a) Other includes corporate operations, shared service antities, including BSC, Enterprises and investments in synthetic fust
producing facilities.

(b) Does notinclude $2 million of severance related 1o stock-based compensation.

{¢) Does not inciude $4 million of severance related to stock-based compensation and $3 million of severanoe related to SFAS
88.

(d) Represants areduction in previpusly recarded saverance reserves. '

{8) Excludes severance charges of $5 million related to Salem, of which Generation owns 42.59% and which is oparaied by
PSEG Nuclear, LLC (PSEG Nuclear).
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The following tabie provides a roll forward of the salary continuance severance obligations from
January 1, 2005 through December 31, 2006: .

Salary Continuance Obligations Exolon Generation ComEd PECQ Other ®

Balance at January 1,2005 . .........vneenneninnns $ 69 $16 $28 %7 .$18
Severance charges recorded/({reduction in obligation - :

astimate) ......... ..o . (14)® (4)© (9) U (3
Cashpayments ..... ... ... ... ... iiiiiiiinnrn. {33) _@ (1) (7 (10)
Balance at January1,2006 ................oiihnnn.. $22. $7 $ 8 1 $ 8
Severance chargesrecorded . ....................... 21 <] — 2 13
Cashpayments ..........cciiuiiiuiiinininann. .. - {9) ) 2 () {3)
Balance at December 31,2006 ...................... $34 10 $ 6 §$2 16

{a) Other includes corporale operations, shared service entities, including BSC, Erterprises and investments m synihetic fuel- -
producing facilities. ' . ‘

{b) Excludes severance charges of §5 million related to Salem, of which Generation owns 42.59% and which is aperated by
PSEG Nuclear.

11. Debt and Credit Agreements (Exelqn,-Gena:ration, ComEd and PECO}
Short-Term Debt ‘ ‘

The following tables present the short-term debt activity for Exelon, Generation, ComEd and
PECO during 2008, 2005 and 2004: ‘ o

Vo

Exelon
_ 2006 2005 - .- 2004

Average DOMOWINGS . .. ... .o i e $.856- $§ 935~ %149
Maximum borrowingsoutstanding . .. ... ... ... .. ... . ... ... ... 1,459 ;- 2418 . 622
Average interest rates, computed onadaily basis .................... 5.02% 349% 1.37%
Average interest rates, atDecember 31 ........................ ... 542% 4.59% 243%

Generation
Average borrowings . ............. ... ... ..... e $214 § 26 § 72
Maximum borrowings outstanding . . .. .. P e R -1 T4 7 326
Average interest rates, computed ona dailybasis................. e 4.99% . 412% 1.14%
Average interest rates, atDecember 31 .. ...... ... .o e -

4.67% - —
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ComEd
2006 2005 2004
AVBrage BOMOWINGS . ... ... . i $213 § 36  § 7
Maximum borrowings outstanding .. ............. . .. .......... R 669 497 180
Average interest rates, computedonadailybasls . ...................... 506% 4.13% 2.11%
Average interest rates, atDecember 31 ... ... ... ..ol 543% 4.50% —
PECO
2006 2005 2004
AVerage BOMmOWINGS . . ... ...ttt e $133 $ 30 § 23
Maximum borrowingsoutstanding .. ........... ... Lo oo 442 257 - 207
Average interest rates, computed onadailybasis. ...................... 497% 3.44% 1.08%
Average interest rates, computed at December 31 ...................... 541% 458% —

On March 7, 2005, Exelon entered into a $2 billion term loan agraement. The loan proceeds were
used to fund discretionary contributions of $2 billion to Exelon’s pension plans. On April 1, 2005,
Exelon entered into a $500 million term loan agreement to reduce this 52 billion term loan. During the
second quarter of 2005, $200 miflion of this $500 million term loan, as well as the remaining $1.5 billion
balance on the $2 biilion term loan described above, were repaid with the net proceeds received from
the issuance of the $1.7 billion long-term senior notes presented in the table below. The $300 million
outstanding balance under the $500 million term loan agreement bears interest at a variable rate
determined, at Exelon’s option, by either the Base Rate or the Eurodollar Rate (as defined in the term
loan agreement). On November 30, 2003, the term loan agreement was amended and restated ta
extend the agreement from December 1, 2005 to September 18, 2006. On July 31, 2008, Exelon
‘amiended its $300 million term loan agreement to extend the maturity date to the earlier of
Dacember 31, 2006 or two business days after the effective date of Exelon’s new cradit facilities. On
October 30, 2008, Exelon terminated its $300 million term loan agreement,

Credit Agreements

On July 16, 2004, Exelon, Generation, ComEd and PECO entered into a $1 billion unsecured

- revolving credit facility maturing on July 18, 2002 and a $500 million unsecured revolving credtt facility
which matured on Octoher 31, 2006.

On February 10 through 18, 2008, Generation snterad into separate additional credit fabilities With
aggregate bank commitments of $950 mitlion. On September 19, 2006, Generation entered into three
separate 364-day revolving credit facilities with aggregate commitments of $1 billion.

On February 22, 2006, ComEd entered into a $1 billion senior secured three-year ravolving credit
agreement. The credit agreement is secured by First Morlgage Bonds of ComEd- in the principal
amount of approximately $1 billion. First Morigage Bonds are a first mortgage lien on ComEd’s utility
assets other than expressly excepted property. Additionally, on February 22, 2006, ComEd was
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removed as a party to the July 16, 2004 credit facliities. During 2006, ComEd borrowed and Tully repald
$240 million under its credit agreement

On October 26, 2006, Exelon, Generation and PECO entered into new unsacured credit facilities
of $1 billion, $5 billion and $600 million, respectively. The facilities are for a term of five years and are
comprised of three separate facilities with separate borrowers designated by Registrant. The new
credit facilities replaced the $1 billion and $500 million Exelon syndicated facilities, the $1.95 billion in
Generation bilateral credit facilities and Exelon’s $300 million term loan.

The Registrants may use the credit facilities for general corporate purposes, inciuding meeting.
short-term funding requirements and the issuance of letters of credit. The obligation of each lender to
make any credit extension o a Registrant under its credit faciiities is subject to various conditions
including, among other things, that no event of default has occurred for the Registrant or would result
from such credit extension. A bankruptcy filing by ComEd wauld constitute an event of default under
ComEd's credit facilities; however, bankruptcy or another event of default by ComEd would not
constitute an event of default for Exelon, Generation or PECO.

At December 31, 2006, the Registrants had the following aggregate bank commitments and available
capacity under the credit agreements and the indicated amounts of outstanding commercial papes:

Aggregate T
Bank Available Outstanding
Borrower : Commitment & Capacity ® Commercial Paper
Exelon Corparate ... ........ e $1,000 $ 993 $150
Generation ......... . e e e 5,000 4,920 —_
ComEd....................... it 1,000 "~ 056 60
0 600 598 - 95

{a) Represenis the total bank commitments ta the borrower under credit agreements to which the borrower is a party.
(b) Available capacity represents the unused bank commitments under the borrower’s credit agreements net of outstanding letters of
credil. The amount of commercial paper oulstanding does not reduce the available capacity under the cradit agreements

Interest rates on advances under the credit facilities are based on sither prime or the London
Interbank Offered Rate (LIBOR) plus an adder based on the credit rating of the borrower as well as the
iotal outstanding amounts under the agraement at the fime of borrowing. In the cases of Exelon, PECO
and Generation, the maximum LIBOR adder is 65 basis points; and in the case of ComEd it is 200
basis points.

Each credit agreement requires the affected borrower to maintain @ minimum cash from
operations to interest expense ratio for the twelve-month period ended on the last day of any quarter.
The ratios exclude revenues and interest expenses attributable to securitization debt, certain changes
in working capital, distributions on preferred securities of subsidiaries and, in the case of Exelon and
Generation, revenues from Sithe and intersst on the dabt of its project subsidiaries. The following table
summarizes the minimum threshoids reflected in the credit agreements for the year ended
December 31, 2008;

Exelon Generalicm. ComEd PEcO
Credit agreementthreshold . ........................ 250t01 300tc1 225t01 200to1

At December 31, 2006, the Registrants were in compliance with the foregoing thresholds.

241



Exelon Corporation and Subsidlary Companies _
Exelon Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company and Subsidiary Companies

PECO Energy Company and Subsidiary Companies

Combined Notes to Consolidated Financial Statements—{Continued)
(Dollars In millions, except per share data unless otherwise noted)

The ComEd credit agreement is secured by first mortgage bonds and imposes a restriction on
future mortgage bond issuances by ComEd. It requires ComEd to maintain at least $1.75 billion of
issuance availability (ignoring any interest coverage test) in the form of “property additions™ or
“sondable bond retirements” {previously issued, but now retired, bonds), most of which are required to
be mainiained in the form of “bondable bond retirements.” In general, a dollar of bonds can be issued
under ComEd's Mortgage on the basis of $1.50 of property additions, subject to an interest coverage
test, or $1 of bondable bond retiraments, which may or may not be subject to an interest coverage test
As of December 31, 2006, ComEd was in compliance with this requirement.

Long- Term Debt

The foilowing tables present tha ocufstanding fong-term debt -at Exelon, Generation, ComEd and
PECO as of December 31, 2006 and 2005:

Exelon
Maturity December 31,
Rates Date 2006 2005
Long-term debt _
First Morigage Bonds (a ®); .
Fixedrates ..........ciii il iinens 350%-8.375% 2008-2036 $4.261 $3,201
Floating rates ........ciieiin i e ranrns 3.50%-3.85% 2012-2020 497 497
Notes payableandother® .. _......... ................ 4.45%-8.00% 2007-2035 3,867 3,928
Pollution controt notes:;
Floatingrates .. ......... .. ..o ciinianinnenene 3.52%-3.97% 2016-2034 520 520
Notes payable—accounis receivable agreement .......... 5.28% 2010 17 30
Sinkingfunddebentures ......... ... laiee 3.875%-4.75% 2008-2011 8 10
Totallong-termdebt ... ............ ... ... ............ 9,170 8,186
Unamartized debt discount and premium, nat ........ . , (25) (25)
* Unamortized settied fair-vaiue hedge, net ................ . 1 . &
Fair-value hedge camrying vaiue adjustment, net .......... ‘ — (1)
Long-term debt due within one year ..... e ‘ (248) {407}
Longdermdebt ....... ... ... ... ... ... 896 §7,759
Long-term debt to financing trusts (4
Payable to ComEd Transilional Funding Trust ... ... S 5.63%-6.74% 2007-2008 $ 648 § 988
Payableto PETT ... ... . e 6.13%-7.65% 2007-2010 2403 2975
Subordinated debentures to ComEd Financingil .......... - 8.50% -2027 195 155
Subordinated debentures to ComEd Financing ill ......... 6.35% 2033 206 206
Subordinated debentures to PECO TrustIll .............. 7.368% 2028 81 81
Subaordinated debenturesto PECO Trust IV .............. 5.75% 2033 103 103
Total long-term debt to financing trusts .. ................. 3,506 4,508
Long-term debt due to financing trusts due within one ,
L | R (581) (507)

Long-term debt to financingtrusts .................... ... $3.015 ,001
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{a) ComEd's utility assets other than expressly excapted property and substantially all of PECO's assets are subject to the llens
of their respective mortgage indentures.

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

{¢) Includes capital lease obligations of $44 and $46 million at December 31, 2006 and 2005, respectively. Lease paymants of
$2 million, $2 million, $2 million, $2 million, $2 million and $34 million will be made in 2007, 2008, 2008, 2010, 2011 and
thereafter, respactively.

{d) Effective July 1, 2003, PECC Trust IV, a financing subsidiary created in May 2003, was deconsoiidated from the financial
statements in conjunction with the adoption of FIN 46. Effective December 31, 2003, ComEd Financing I, ComEd Financing
Hl, ComEd Transitional Funding Trust, PECO Trust lIl, and PETT were deconsolidated from the financial statements in
conjunclion with the adoption of FIN 46-R. Amounts owad to these financing trusts are recorded as debi to ﬁnancmg trusts
within Exelon's Consolidated Balance Sheats,

Genaration
December 31,
Rates Maturity Date - 2006 2005
Long-term debt , .

Seniorunsecured netes ... o i i i 5.35%-8.85% 2011-2014 $1.200 $1,200
Pollution control notes, fioatingrates ................... 3.52%-3.97% 2016-2034 520 520
Notes pavable andother &) .. ... ... ..... ... .. ..., 6.33%-7.83% 2007-2020 73 85
Totallong-termdebt ........... ... .. ... .. ..ol 1,793 1,805
Unamortized debt discount and premium, net ............ 3) - (5
Long-term debt due within one year ... .. e : (12) (12)
Long-termdebl.............. ... ... .. . s $1,778 91,788

(@) Includes Generation's capital lease obligations of $44 million and $48 million at December 31, 2006 and 2005, raspectively.
Generation will make lease paymenis of $2 miilion, $2 million, $2 million, $2 million, $2 million and $34 million in 2007 2003
2009, 2010, 2011 and thereafter, respectively.
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ComEd
) Denemb& 3,
Maturity
Rates - Date 2006 2005

Long-term debt
First Morigage Bonds (=) (o);

Fixedrates ..........iiiininn it i iiiaans 3.70%-8.375% 2008-2036 $2.961 $2,201

Floatingrates . ... ... o i i e e 3.60%-3.85% 2013-2020 343 343
Notes payable

Fixedrates ...... ...t iaiaan e 6.95%-7.625% 2007-2018 285 285
Sinking funddsbentures . ................. ... ... ... 3.875%4.75% 2008-2011 8 10
Totallongtermdebt ........ . ... . ... ... ... .......... 3,597 -2,838

Unamortized debt discount and premium, net ............ {17) {18)

Unamorlized setfled fair-value hedge, net .. ........._.... (1)

Falr-valug hadge carrying value adjustment, net .......... _ (1)

7 Long-term debt due withinoneyear .................... (147)  (328)

Long-termdebt .......... ... ... e, - $3432 $2,500
Long-term debt to financing trusts @

Subordinated debentures to ComEd Financing Il .. ........ 8.50% 2027 155 155

Suboerdinated debentures to ComEd Financing Il ......... 6.35% 2033 206 208

Payable to ComEd Transitional Funding Trust . _.......... 5.83%-5.74% 2007-2008 648 987

"Total iong-term debt to financingtrusts . ......... . ... ..... 1,008 1,348

Long-term debt to financing trusts due withinone year ..... : {308) (307}

Long-term debt to financing trusts ....................... $ 701 $1,041

{a}. ComEd's utility asssls other than expressly excepted property are subject to the llen of Its mortgage indenture.

(b} Includes first morigage bonds issued under the ComEd mortgage indentures securing poliution control bonds and notes.

{c) Effective December 31, 2003, ComEd Financing H, ComEd Financing I}l, and ComEd Transitional Funding Trust were
deconsolidated from the financial statements in conjunction with the adoption of FIN 46-R. Amounts owed to thess financing
trusts are recorded as debt to financing trusts within ComEd's Consolidated Balance Sheets.
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PECO
Maturity December 31,
Rates Date 2006 2005
Long-term debt
First Martgage Bonds (a} (9): _
Fedrates ...ty 3.50%-5.95% 2008-2036 $1,300 $1,000
Floatingrates .................... ... ... 3.50%-3.70% 2012 154 154
Notes payable—accounts receivabie agreement . . 5.28% 2010 17 30
Total long-termdebt . . ... ... ... ... ... ... .. .... 1,471 1,184
Unamortized debt discount and premium, net . .. .. (4} n
Long-termdebt ................................ $1,469 $1,183
Long-term debt to financing trusts i) :
PETT Series 1999-A . ... ... iiiiiiirnnn s 8.13% 2007-2008 § 848 $1.419
PETT Series 2000-A . .............ccevunn... 7.63%-7.65% 2008-2009 750 750
PETT Series 2001 ........ ... ... .ccouvuvu.n.. ‘ 6.52% . 2010 806 806
Subordinated debentures to PECO Trustill ...... 7.38% 2028 81 g1
Subordinated debentures to PECO Trustiv ...... 5.75% 2033 103 103
Total long-term debt to financing trusts ..... s 2,588 3,159
Long-term debt to financing trusts due within one - _
Y=L | A . (2r3) . (199)
Long-term debt to financingtrusts . .............. : $2,315 $2,960

(8) Substantially all of PECO’s assets are subject to the lien of its mortgage indenture.

(b} Includes first mortgage bonds issued under the PECC mortgage indenturs securing pollution control bords and notes

(c} Effactive July 1, 2003, PECO Trust IV, a financing subsidiary created in May 2003, was deconsclidated from the financlal
statements in conjunction with the adaption of FIN 46. Effective December 31, 2003, PECO Trust Ill and PETT were
deconsolidated from the financial siatemenis in conjunction with the adoption of FIN 46-R. Amounis owed 1o these f nanmng
trusts are recorded as debt to financing trusts within the Consclidated Balance Sheets

Long-term debt maturities at Exelon, Generation, ComEd and PECQ in the periods 2007 thréugh
2011 and thereafter are as follows:

Year Exelon Generation ComEd PECO
2007 . e $ 248 $ 12 § 147 § —
2008 . .. s 898 12 . a7 450
L 28 1 17 —
| 2010 . e 632 2 213 17
. 1 1,799 702 347 250
i Thereafter ... . ... i e 5565 1,064 2,456 754
Total ... e s $9.170 $1,793  $3,597 $1.471
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Long-term debt to financing trusts maturities at Exelon, ComEd and PECO in the periods 2007
through 2011 and thereafler are as follows:

El: _ Exelon ComEd PECO
2007 e $ 581 & 308 $§ 273
2008 ...... et e e e e e 064 340 825
P 1 1= 700 —_ 700
. 1 806 — a06
.41 ) I e e e e — — —
B4 (= =T 1~ | 545 361 184
1] - [ A $3.506 $1.009 $2,588

issuances of Long-Term Debt. The foliowing long-term debt was issued at Exelon, ComEd and
PECO during 2006:

Interest '
Company Type Rate Maturity Amount(a)
ComBd ........... e First Mortgage Bonds  5.90% March 15, 2036  $325
ComEd .................... ... First Mortgage Bonds  5.95% August 15, 2016 300
ComEd ....................... First Martgage Bonds  5.95% August 15, 2016 115
ComEd ....................... First Morigage Bonds  5.40% December 15, 2011 345
PECO ........covviiiiiint First Morigage Bonds  5.95% Qctober 1, 2036 300 ,

{a} Excludes unamortized bond discounts and premiums.

Debt Retiraments and Redemptions. The following debt was retired, through tender open market
purchases, optional redemption or payment at maturity, during 2006:

Interast
Company Type Rate Mafurlty - Amount
Exelon .. ... .. Notes payable for investments in synthetic )

: fuel-producing facitities 6.00% to 8.00% January 2008 $ 50
Generation . .. Note payable . 6.33% August 8, 2009 10
ComEd ...... Pollution Control Revenue Bonds 4.40% December 1, 2006 199
ComEd ...... First Mortgage Bonds 8.25%  Oclober 1, 2006 95
ComEd ...... First Mortgage Bonds _ 8.375% October 15, 2006 3
ComEd ..... . Sinking fund 3,875%-4.75% 2008-2011 2
ComEd ...... ComEd Transitionat Funding Trust 5.63% June 25, 2007 339
PECO ....... PETT 6.05% March 1, 2007 522
PECO ....... PETT 6.13% September 1, 2008 49
PECO ....... Notas payable accounts racelvable

~ agreement 5.28% WNovember 12, 2010 13
Other........ 2

See Note 5—Accounts Receivable for information regarding PECO’s accounts receivable
agreement, ' ‘

See Note 9—Fair Value of Financial Asssts and Liabilities for additional information regardiﬁg
interest-rate swaps.

See Note 15—Preferred Securities for additional information regarding preferred stock.
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12. Income Taxes (Exelon, Generation, ComEd and PECQ)

Income tax expense (benefity from continuing operations is cornprised of the following
components:

For the Year Ended December 31, 2006 - Exelch Generation ComEd PECO

Included in operations:
Federal _
T T $ 935  $571 $282 § 356
Deforrad . ... ... . e i 112 157 83 (156
Investment tax credit amortization ............ e aeeeene (13) (8) {3) (2
State o
Cument .. e e 200 122 60 44
Deferted .. ... e {28) 24 23 (62)
Total income tax expense . .. . ... e $1,206 $868  $445 §180
For the Year Ended December 31, 2005 - Exalon @Generation ComEd PECO
Included in operations:
Federal
Current . .. ..ot ettt $376 - $315 . $112 $312
Deferred .. .. ... i e i 411 270 187 - (83)
S Investment tax credit amortization .. ..................... {13) (8) (3) (2)
tate
LR T3 86 - 69 25 1
B ) T R B4 63 42 27
Total INCOME tax EXPENSE . .. ....vevirirererernenennneennans $944 709 $363 $247
Included in cumulative effect of changes in accounting principles:
Deferred ; .
Federal . . ... e $(22) $(18) % (5) $ @
State ... e, .. (5) (3) 1y —
Totalincome tax banefit . .. ... ... $(27) $(19) $ (6 3 @
For tha Yaar Ended December 31, 2004 ' Exalon Generation ComEd PECO
included in operations: '
Federal
07T (=" 1 O $406 $230 $231 $11
Deferred . . e .. 260 114 147 (59)
Investment tax credit amortization . . ... .. L (13) (8) {3} (2
State
TNl . .. et e 86 19 73 36
Deferred . ... ... e (26) 48 9 (37)
Total INCOME aX EXPENSE ... ..o et iiieane e eeennn $713 $401 $457 $249
Inciuded in cumulative effect of changes in accounting principles:
Deferred
Federal . ... .. ..o ittt viriereons $ 12 $ 17 $— $—
S = 1 (= 5 5 — —
Total income tax expensebenefit ...........c.coovvivinn.n $ 17 $ 22 §f— §$-—
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The effective income tax rate from continuing operations varies from the U.S. Federal statutory .
rate principally due to the following:
For the Year Ended December 31, 2006 Exelon ™}  Generation ComEd [ - PECO .
U.S. Federalstatutoryrate ............ ..o, 35.0% 35.0% 35.0% 35.0% .
Increase (decrease) due to:
State income taxes, net of Federal income tax benefit . . . 4.0 4.2 16.2 (1.9) .
Nondeductible goodwill impairmentcharge ... _........ 9.7 —_ a1.6 —_
Synthetic fuet-producing facilities credit . . ............. (3.6) — — .
Qualified nuclear decommissioning trust fund income . .. 0.5 0.6 — —
Manufacturer's deduction ... ....................... (0.7) 0.9) — — ®
Taxexemptincome ....._ ... ..................... (0.4) {0.5) — —_
MNantaxable postretirementbenefits .................. (0.4) {0.2) - (08) (0.2) .
Amortization of investmenttaxcredit . ................ (0.4) (0.2) (0.9) (0.4)
Investment tax credit charge (refund)t) . ... ...... ... .. (0.1) 0.4 — 21 .
Research and development cradit charge (refund) @ . . . . (0.1) 0.4 — 2.1
Amortization of regulatoryasset . .................... 0.2 —_ 19 —_ .
Plantbasisdifferences .............ccovierininin, 0.3 —_ — 0.6 ®
OB L (0.9) (0.6) 06 0.1
Effective income taxrate .........................es. 43.1%  382%  1336% 29.0% ®
For the Year Ended December 31, 2005 . Exelon ™ Generation ComEd® PECO @
U.S.Federal statutoryrate ...................ccouevivnn 35.0% 35.0% 35.0% 35.0% ®
Increase (decrease) due to: :
State income taxes, net of Federal income tax bensfit . . . 5.8 4.7 (13.6) (0.9) .
‘Nondeductible goodwill impairment charge . ........... 223 - {1350) —
Synthetic fuel-producing facilities credit .. .. ........... (12.6) —_ — — C ]
Qualified nuclear decammissioning trust fund income . .. 08 09 — —
Manufacturer's deduction .......................... (0.8) (0.8) — e @
Tax exemptincome .. ...........ciiieieneinninn.n. (0.6) (0.6) — —
Nontaxable postratirement benefits .. ................ ©86) - (0.3) 10  (0.3) @
Amortization of investmenttaxcredit . ................ {0.5) {0.2) 1.0 (0.3)
Amortization of regulatoryasset . .................... 03 — 21y — .
Plant basis differences ......... PP — — 04y (1.1
Other ... . . e . 0.7 0.3 {(1.9) (0.2) ®
Effective income taxrate ... .. e m e 49.8% 30.0% (116.0)% 32.2% .
@
[
@
@
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————

Far the Year Ended Qecember 31,2004 _ Exelon &%  Generation ComEd h! PEQO
U.S. Federal statutoryrate . ...... ... .. it 35.0% 35.0% 35.0%  35.0%
Increase (decrease) due to:
State income taxes, net of Federal income tax benefit . .. 1.8 4.0 4.8- (0.1)
Synthetic fusel-producing facilities credit . ... ........... 84) — -— —
Qualified nuclaar decommissioning trust fund income . . . (0.3) 07 .~ —
TaxexemplinCome .. ... .. iii i i eenns 0.4) ©9 . - — L—
Nontaxable postretirementbenefits .................. (0.3) 0.3) (0.2 —_
Amartization of investment tax credit .. ............... (0.4) {0.5) {0.3). .(0.4)
lLowincome housingcredit .............. ..ot (D.4) — _— —
Amortization of regulatoryasset . .................... 0.3 — 06 - - —
Plant basis differences .. ... ... . oo 0.4 — — .06
Other . e 06 15 - b4 03
Effective income tax rate ... ... . 7.7% A% - 403% 354%

(a) See Note 18—Commitments and Contingencies for additional information.
(b) Change between 20056 and 2004 reflacts ownership of all synthetic fuel-producing facilities for the full year in 2006
campared to five months in 2004. Change between 2005 and 2006 reflects a four month plant shuldown and a 38% credit

phase-out.
{c} Change in affective incoma tax rate between 2008 and 2005 and-between 2005 and 2004 is primarily due to the gocdwill
impairment charge of $§776 million and $1.2 biflion In 2006 and 2005, respactively. :

The tax effects of temporary differences, which give rise to significant portions the deferred tax
assets and liabilities, as of December 31, 2006 and 2005 are presented below:

For the Year Ended December 31, 2008 ' Exelon  Generation ComEci PECO
Plantbasis differences . ........ ... ... ccccvreennn. $(4,368) $ (856) $(1,937) $(1,407)
Stranded COStraCOverY . .. ov vt vener e {1,236) — — {1,237)
Unrealized gains on derivative financial instruments . . . . (196) {199) 5y B
Deferred pension and postretirement obligations ....... 408 (203) (265) 24
Emissionaliowances .. ... ... ... ... ... ... ieaan.. (23) (23) — —
Decommissioning and decontamination cbligations . . . .. {38) (36) — (3)
Deferred debt refinancingcosts .............ccenen. (78) —_ (65) {13)
Excess of tax value over book value of impaired e

assets @) . L. e 65 — —_ ——
Goodwill ........... ... e e 6 — e
Other, net .. ..ot ei i anns e 230 . . (4) . 1. 78

Deferred income tax liabilities{net) . ..................... $(5.230) $(1,321) - ${2,241) $(2;561)

Unamortized investmenttaxcredits .............. .. ... (259) (204) - (40) - (15)

Total deferred income tax liabilities (nef} and unamortized o

investmenttax credits . .. ... ... ..eiiiiiir e ' $(5489) $(1,525) ${2,281) $(2,576)
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For the Year Ended December 31, 2005 Exelon Generation ComEd  PECO
Plantbasis differences ............................ $(4,291) §(861) §(t.891) $(1,361)
Strandedcostrecovery ............ ... . il (1,465) —_ — {1,465)
Unrealized losses (gains) on derivative financial -

instruments ... ... 195 194 — (6)
Deferred pension and postretirement obligations . ... ... 356 {177) (281) 21
Emission allowances . ..... e e e —_— (40) — —
Deferred debt refinancingcosts ..................... (49) — (34) (15)
Excess of tax value over book value of impaired '

assets@ ... ...... e 41 — L — —
Decommissioning and decontamination ohligations . . . .. 105 105 —_ (5)
Goodwill . ... e e 6 — — —
Other,met . ...... ... ... . . i 326 151 72 57

Deferred income tax liabilities (net) .. .................... $(4,736) $(628) $(2,134) $(2,774)

Unamortized investment taxcredits ..................... (262) (202) (43) (17

Total defarred income tax liabilities (nef) and unamortized

. investmenttaxcredits ............. ... .o, $(4,998) $(830) $(2,177) $(2,791)

(a) In 2008, includes write-downs of certain Enlerprses investments and the impairment of the intangible asset related to the
synthetic fuel-producing facilities and, in 2005, includes the write-downs of certain Enterprises investments.

In accordance with regulatory treatment of certain temporary differences, Exelon, ComEd and
PECO have recorded net regulatory assets associated with deferred income taxas, pursuant to SFAS
No. 71 and SFAS No. 109, “Accounting for Income Taxes” (SFAS No. 109) as presented below:

For the Year Ended December 31,

_ _ 7 2006 @ 2005
(07 111 =/ [ : $ 11 $ 8
PECO ..ot e e, e e : 790 781
3 [ )y A PR $BO1 §789

{a) See Note 19—Supplemental Financial Inforrnation for further dlscussion of Exelon ComEd and PECO’s regulatory assets
associated with defarred income taxes.

ComEd and PECO have certain tax returns that are under review at the audit or appeals level of
the Internal Revenue Service (IRS), and certain state authorities. These reviews by governmenial
taxing authorities are not expected to have an adverse impact on the financial condmon or results of
- operations of Exelon, ComEd or PECO.

-At Dacember 31, 2006 and 2005, Exelon had raecorded Qaluation allowances of $37 million and
$37 million, respectively, and Generation had recorded valuation allowances of approximately $33

million and $34 million, respectively, with respect to deferred taxes associated with saparate company
state taxes.
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As of December 31, 2006, Exelon and Generation had net capital loss carryforwards for income
tax purposes of approximately $96 million, which will expire after 2011. As of December 31, 2008, the
Mexican net operating loss carryforwards of Generation’s sub3|d|ar|es are $59 million, Wthh will expire
beginning in 2011. . . . .

Generation, ComEd, and PECQ received allocated tax benefits from Exelon under the Tax
Sharing Agreement. The allocations as of December 31, 2006 and 2005 are presented below: -

For the Year Ended December 31,
. | _ 2006 2005
Generalion ............c.c.coviiuiiin.. e s 547 $16-
ComEd ... e e e e e 21 .. 27

PEC D L e e e e 30 - - 15

Investments in Synthetic Fuel-Producing Facilities (Exelon)

Exelon, through three separate wholly owned subsidiaries, owns interests in two limited liability
companies and one limited parinership that own synthetic fuel-producing facilities. Section 45K
(formerly Section 29} of the Internal Revenue Code provides tax credits for the sale of synthetic fuel
produced from coal. However, Section 45K contains a provision under which the tax credits are phased
out (i.e., eliminated) in the event crude oil prices for a year exceed certain thresholds. On April 11,
2006, the IRS published the 2005 oil Reference Price and it did not exceed the beginning of the
phase-out range. Consequently, there was no phase-out of tax credits for calendar year 2005.

The following table {in dollars) provides the estimated phase-out range for 2006 and the annual
average New York Mercantile Exchange, Inc. index (NYMEX) prices per barrel based on actual prices
for the year ended December 31, 2006.

Estimated

2006
Beginning of Phase-Out Range ® . .................. e die... 560
End of Phase-Out Range @ ... ... e LS T8
Annual Average NYMEX ......... R e .. 686

(8) The estimated 2006 phase-out range is based upon the actual 2005 phase-out range. The actual 2005 phase-out range was
determined using the inflation adjustment factor published by the IRS in April 2006, The actual 2005 phase-oul range wes
increased by 2% (Exelon's estimale of inflation) to arrive at the estimated 2006 phase-out range. .

Exelon and the operators of the synthetic fuel-producing facilities in which Exslon has interests
idled the facilities in May 2006. The decision to suspend synthetic fuel praduction was primarily driven
by the level and volatitity of oil prices. In addition, the proposed Federal legislation that would have
provided certainty that tax credits would exist for 2006 production was not includedkjn the Tax Increase
Prevention and Reconciliation Act of 2005. As a result of the suspension of praduction at the synthetic
fuel-producing facilities and the level of oil prices, during the second quarter of 2008, Exelon recorded
an impairment charge of $115 million ($69 million after tax) in operating and maintenance expense in
Exelon’s Consolidated Statement of Operations to write off the net carrying value of the intangible
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asset related to Exelon’s investments in synthetic fuel-producing facilities. The nst carrying value of the
intangible assets associated with the synthetic fuel-producing facilities was $143 million at
December 31, 2005. See Note 8—Intangible Assets for additionat information. Due to the reduction in
oil prices during the third quarter of 2008, the operators resumed production at the synthetic fuel-
producing faciiities in September 2006 and praduced at full capacity through the remainder of 2006.

Exelon is required to pay for tax credils based on the production of the facilities regardiess of
whether or not a phase-out of the tax credits is anticipated. However, Exefon has the legal right to
racaver a portion of the paymenis made to its counterparties related to phased-out tax credits. At
December 31, 2006, Exelon had receivables on its Consolidated Balance Sheet from the
counterparties totaling $73 million associated with the portion of the payments previously made to the
counterparties related to tax credits that are anticipated to be phased out for 2006. As of December 31,
2006, Exelon has estimated the 2006 phase-out to be 38%, which has reduced Exelon’s eamed
after-tax credits of $164 miltion to $101 million for the year ended December 31, 2006. The estimated
2006 phase-out range is based upon the actual 2005 phase-out range. The actual 2005 phase-out
range was determined using the inflation adjustment factor published by the IRS in April 2006. The
aclual 2005 phase-out range was increased by 2% (Exelon’'s estimate of inflation) to arrive at the
estimated 2006 phase-out range.

In 2005, Exelon and Generation entered into certain derivatives in the narmal course of trading
operations 10 economically hedge a portion of the exposure to a phase-out of the tax credits. One of
the counterparties has security interests in these derivatives. including the related mark-to-market
gains and iosses on these derivatives, interests in synthetic fuel-producing facilities reduced Exelon’s
net income by $24 million and increased Exelon's net income by $81 million and $70 million during the
years ended December 31, 2006, 2005 and 2004, respectively, Exelon anticipates that it will continue
to record income or losses related to the mark-to-market gains or losses on its derivative instruments

and changes to the tax credits earned by Exelon during the period of production due to the volatlhty of
oil prices.

Net income or net iosses fram interests in synthetic fuel-preducing facilities are reflected in the

Consolidated Statements of Operations within income taxes, operating and maintenance expense,

depreciation and amortization expense, interest expense, equity in losses of unconsolidated affiliates
and other, net.

. There are provisions in the agreements between the parties, such as low production volume,
unanimous consents between the parties and defaults by the parties, which would allow or cause an
early termination of the partnerships. If none of the parties to the agreements takes action to terminate
the partnerships early, the parinerships will terminate in 2008.

Tha nan-recourse notes payable principal balance was $108 million and $158 million at
December 31, 2008 and 2005, respectively. The non-recourse notes payable can be relieved either
through eventual payments or possibly through extinguishment which may occur subsequent to
termination of the partnership pursuant to the agreements between the parties.
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1889 Sale of Fossil Generating Assets (Exelon and ComEd)

Exelon, through its ComEd subsidiary, has taken certain tax positions, which have been disclosed
to the IRS, to defer the tax gain on the 1999 sale of its fossil generating assets. As of Decamber 31,
20086 and 2005, deferred tax liabilities refated to the fossil plant sale are reflected in Exelon’s
Consolidated Balance Sheets with the majority allocated to ComEd and the remainder to Generation.
Exelon’s ability to continue to defer alt or-a portion of this liability depends on whether its treatment of
the sales proceeds as having been received in connection with an involuntary conversion is proper
pursuant to applicable law. Exelon’s ability to continue to defer the remainder of this liability may
depend in part on whether its tax charactsrization of a sale leaseback {ransaction into which ComEd
entered in connection with the fossil piant sale is proper pursuant to applicable law. The Federal tax
retumns and related tax retum disclosures covering the petiod of the 1999 sale are currently under IRS
audit. The [RS has indicated its position that the ComEd sale leasaback transaction is substantially
similar to a leasing transaction, a sale-in, lease-out (SILO), the IRS is treating as a “listed transaction”
pursuant to guidance it issued in 2005. A listed transaction is one which the IRS considers to be a
potentially abusive tax shelter. As a result of the IRS characterization of the lease transaction as a
listed transaction, it is likely to vigorously challenge the transaction and has sought to obfain
information not normally requested in audiis. Exelon disagrees with the IRS' characterization of its sale
leaseback as a SILO and believes its position is correct and will aggressively defend that position upon
audit and any subsequent appeals or litigation.

In November 2006, ComEd received from the IRS a notice of proposed adjustment disallowing the
deferral of gain associated with its position that proceeds from the fossil plant sales resulted from an
“involuntary conversion.” ComEd plans to protest this adjustment following receipt of the final IRS audit
report, which is expected in late 2007,

A successful IRS challenge to ComEd's positions would accelerate future income tax payments
and increase interest axpense related to the deferrad tax gain that becomes currently payable. As of
December 31, 2006, Exelon's potential cash outflow, including tax and interest (after tax}, could be as
much as $960 million. If the deferral were successfully challenged by the IRS, it could negativaly
impact Exelon’s rasulis of operations by as much as $166 million (after tax) related to interest expense.
Exelon’s management believes a reserve for interest has been appropriately recorded in accordance
with FASB Statement No. 5, “Accounting for Contingencies” (SFAS No. 5); however, the ultimate
outcome of such matters could result in unfavorable or favorable adjustments to the results of
operations, and such adjustments could be material. Final resolution of this matter is not anticipated for
several years. .

Pennsylvania Tax Law (Exelon and Genaration)

On July 12, 2006, the Governor of Pennsylvania approved a law which increases the threshold for
the usage of net operating losses for Pennsylvania corporate net income taxes. Under the new law,
previously limited Pennsylvania net operating losses will be available to offset future {axable income,
primarily at Generation. As a result, Exelon recorded an approximate $10 million tax benefit to income
taxes in 20086. , .
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13. Asset Retirement QObligations (Exelon, Generation, ComEd and PECO)
Nuclear Decommissioning and Spent Fuel Storage (Exelon and Generation)

Exelon, Generation and AmerGen have a legal obligation to decommission nuclear power plants
following the expiration of their operating licenses. Generation cumently recovers costs for
decommissioning nuclear generating stations, previously owned by PECO, through regulated rates
collected by PECO from PECO customers. Through 2008, Generation recovered costs for
decommissioning nuclear generating stations, previously owned by ComEd, through regulated rates
coliected from ComEd customers. Under a December 2000 ICC order issued to ComEd, amended
February 2001 (ICC order), amounts for decommissioning are no langer permitted to be collected from
‘ComEd customers subsequent to 2008. AmerGen frust funds were originally funded through
collections from customers prior to the acquisition of the sites. Neither Exelon nor Generation are
permitted to collect any amounts from cusiomers for the decommissioning of the AmerGen sites. The
amounts recovered from customers are deposited into decommissioning trust funds that have been
established as required by law. These trust funds have been funded through prior and current
collections from customers. The frust funds established for a particular plant may not be used to fund
the decommissioning obligation of any other nuclear plant. Exelon and Generation believe that these
funds, along with future collections from customers for decommissioning, will ultimately be sufficient to
satisfy all required decommissioning-related activities.

The following table summarizes the most significant assets and liabilities associated with nuclear
decommissioning included in Exelon’s and Generation’s Consolidated Balance Sheets as of
December 31, 2006 and 2005:

December 31, 2006 ‘ Exslon = Generation

Property, plant and equipment (asset retirement cost) ....................... $ 275 § 275
Nucleardecommissioning trustfunds  ....... ... ... . ... ... . .. .. .. ..... 6,415 6,415
Regulatory liabflity ........... ... ... ... ... B L (1,911) N/A
Asset retirerment obligations .. .. ... . i e (3,5633) (3,533)
Long-term payables to affiliates . .......... . ... ... ... .. .. ... ... ... ... NA  (1,911)
Other comprehensive income, net ...............o0 ittt {167) (167)
December 31, 2005 : . Exelon  Generation
Property, plant and equipment (asset retirementcost) ....................... $ 685 § 685
Nuclear decommissioning trustfunds ....... ... ... ... ... ... ... ... . ... .. 5,585 5,585
Regulatory lighility .......... ... oo i e (1.503) N/A
Assetretirement obligations ... .. ... L e (3,921) (3,921)
Long-term payables to affiliates ... ......... ... .. .. ... ... ... ... .. N/A {1,503)

Other comprehensive income, net . ........o i (76) (78)

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

Generation assumed the responsibility for decommissioning the former ComEd and former PECO
nuclear units as a result of a corporate restructuring effective January 1, 2001 in which Exelon

254




Exelon Corporation and Subsidiary Companles
Exelon Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company and Subsidiary Companies

PECO Energy Company and Subsidiary Companles

Combined Notes to Consolidated Financial Statements—(Continued)
(Doliars in milllons, except per share data unless otherwise noted)

separated its generation and other competitive businesses from its regulaied energy delivery busme.ss
at ComEd and PECO.

AmerGen assumed responsibility for decommissioning the Clinton, Oyster Creek and Three Mile
Isiand (TMI) units upon the original purchase of each unit in 1998, 1999 and 2000, respectively.

Generation will begin decommissioning activities for each plant oncs that piant ceases operations.
Generation currently makes decommissioning payments for its retired units; however, those amounts
are not considered significant when compared to the total obligation.

As of December 31, 2006 and 2005, Ekelon and Generation recorded nuclear decommissioning
ohligations totaling $3.5 billion and $3.9 billion, respectively, which were determined in accordance with
SFAS No. 143. See Note 1—Significant Accounting Policies for information regarding the application of
SFAS No. 143, '

Nuclear Decommissioning Trust Funds and Customer Collections

The trust funds that have been established to satisfy Exelon’s and Generation’s nuclear
decommigsioning obligations were originally funded with amounts collected by customers. In certain
circumstances, these trust funds will continue to be funded by future collections from customers.

The trusts associated with the former ComEd units and the former PECO units have been funded
with amounts collected from the ComEd and PECQ customers, respectively. Any funds remaining in
these trusts after decommissioning has been completed are required to be refunded to ComEd's or
PECO’s customers as appropriate. However, if there are insufficient funds in the trusts associated with
the former ComEd units to pay for decommissioning costs, Generation is required to fund that shortfall.
Any potential shortfall is determined on a plant-by-plant basis, since the trust funds established for any
particular plant may not be used to fund the decommissioning obligations of any other plant.

If there are insufficient funds in the trusts associated with the former PECO units, PECO is allowed
1o collect additional amounts from the PECO customers, subject to certain limitations, as prescribed by
an order from the PAPUC. Generally, PECO will not be allowed to collect amounts associated with the
first $50 million of any shortfall of trust funds compared to decommissioning abligations, as well as 5%
of any additional shortfalls. This initial $50 million and up to 5% of any additional shortfalls will be borne
by Generation as required by the corporate rastructuring in 2001. Exelon and Generation expect total
decommissioning costs to exceed this threshold and expects to be held responsible for the entire $50
million, which is being recognized over the remaining life of the assets.

AmerGen is financially responsible for the decommissioning of the AmerGen plants and retains
any funds remaining in the trusts after decommissioning of those plants has been completed. Any
shortfall of funds necessary for decommissioning is required to be funded by AmerGen. AmerGen does
not currently collect any amounts from cusiomers, nor is there any mechanism by which Generation
can seek to collect additional amounts from customers in order to'pay the decommissioning costs of
the AmerGen units.
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Through 2006, ComEd was permitiad to recover up to $73 milion annually from customers

through regulated rates to pay for decommissioning costs. The amounts recovered from customers
were remitted 1o Generation and deposited into the trust agcounts fo fund the future decommissioning
costs. ComEd collected and remitled to Generation a total of $66 million and $68 million, respectively,
for the years ended December 31, 2006 and 2005. ComEd is not permitied to collect any amounts
after 2008 to pay for decommissioning costs based on the ICC order. Based on the provisions of tha

ICC arder and NRC regulations, Generation is financially responsible for the decomrmssmnmg
- obligations related to the plants formery owned by ComEd. .

PECO currently recovers in revenues funds for decommissioning the former PECO nuclear plants
through reguiated rates. The amounts recovered from customers are remitted to Generation and
deposited into the trust accounts to fund the future decommissioning costs. In both 2006 and 2005,
PECO collected and remitted to Generation $33 miliion. Every five ysars, the PAPUC reviews the
annual amount that PECQ is allowed to collect from customers. As part of that review, the PAPUC will
decide whether the amount PECO collects from its customers continues to be sufficient to allow for the
decommissioning of the former PECO nuclear units. Based on this review, the PAPUC may adjust
PECO’s collection upward or downward. Any shortfali of funding resulting from this process would be
funded by Generation, as described above.

As of December 31, 2006 and 2005, nuclear decommissioning trust funds totaled $6.4 billion and
$5.6 billion, respectively. See Note 9—Fair Value of Financial Assets and Liabilities for more
information regarding the nuclear decommissioning trust funds as of December 31, 2006 and 2005.

Accounting implications of the Agreements with ComEd and PECO
Impact on the Statements of Operations

As discussed abovs, the ComEd and PECO customers are entitled to a refund of any excess, as
determined on a plant-by-plant basis, of trust funds that remain after the completion of
decommissioning activities. Because the funds held in trust currently exceed the total estimated
decommissioning obligation, Generation does not recognize in the statement of operations the net
impacts of decommissioning the former ComEd and former PECO units. Howsver, should the
decommissioning obligations associated with the former ComEd unifs exceed the related
decommissioning assets, Genaration will no longer maintain a noncurrent affiliate payable related to
ComEd’s corresponding- regulatory liability, but rather reflect the net |mpacts of decommlssmnmg
activities reiated ta these plants in the statements of operations. :

Decoammissioning impacts, including the accretion of the decommissioning obligation {which is
inciuded in operating and maintenance expense in Generation's statements of operations) and the
income of the trust funds (net of applicable taxes) associated with the former ComEd and former
PECO units, are offset within Generation’'s statements of operations with an equal adjustiment to the
noncurrent payables to affiliates at Generation and an adjustment to the regulatory liabilities at Exelon.
Likewise, ComEd and PECO have recorded equal noncurrent affiliate receivables from Generation and
corresponding regulatory liabilities. The decommissioning of the AmerGen. units are reflected in tha
statements of aperations, as there are no regulatory agreements associated with these units.

256




Exelon Corporation and Subsidiary Companies
Exelon Generation Company, LLC and Subsidiary Companies
Commonwealth Edison Company and Subsidiary Companies

PECO Energy Company and Subsidiary Companies

Combined Notes to Consolidated Finanhcial Statements—(Continued)
{Dollars in millions, except per share data unless otherwise noted) -

Impact on the Statements of Other Comprehensive Income

Generation does not reflect any net activity within the statement of other comprehensive income
related to the unrealized gains for the trust funds established to fund the decommissioning liabilities of
the former PECO units as these unrealized gains are not anticipated to ultimately be included in the
statement of operations as a resuli of the current accounting discussed above. Unrealized gains {after
applicable taxes) related to the former ComEd units are also offset within Generation’s statement of
other comprehensive income. The gross unrealized gains in the trust funds of the former ComEd and
PECO units are tax-effected at the applicable tax rates, so that the associated deferred tax ||ab|htres
can be appraopriately calculated and recorded.

The net unrealized gains assoclated with AmerGen are included in the statement of other
somprehensive income, since the accounting treatment described above does not apply to.AmarGen.

Impact on the Balance Sheet

The decommissioning liabilities associated with the former ComEd, former PECO and AmerGen
units are reflected as an ARO in the long-term fiability- section of Ganeration's balance sheet. AROs
represent legal obligations associated with the retirement of tangible long-lived assets. Changes in the
ARQ resulting from revisions to the timing or amount of future undiscounted cash flows are generally
recognized through a corresponding increase or decrease to the carrying value of that plant. This
adjustment is reflected in property, plant and equipment as an asset retirement cost (ARC), and is
amortized on a straight-line basis aver the life of that plant. The noncurrent affiliate payables from
Generation to ComEd and PECO represent the difference between the decommissioning-related
assets and decommissioning-related liabilities, which are required to be refunded to ComEd's or
PECO's customers as appropriate. ComEd and PECO have recorded corfesponding noncurrent
affliate receivables from Generation and corresponding regulatory liabilittes to the applicable
customers. :

At December 31, 2006 and 2005, ComEd recorded a regulatory llability. for the amount of
decommissioning-related assets in excess of the ARO ilotaling $1.8 bilion and $1.4 billion,
respectively. At December 31, 2006 and 2005, PECO recorded a regulatory liability for the amount of
decommissioning-related assels in excess of the ARO tofaling $151 million and $68 million,
respectively.
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The following table provides a roll forward of the nuclear decommissioning ARO reflected on
Exelon’s and Generation's Consolidated Balance Sheets, from January 1, 2005 to December 31, 2006:

Exelon Generation

Asset retirement obligation at January 1,2005@ .. ... $3,981 $3,980
Net decrease resulting from updates to estimated future cashflows ............ (281) (281)
Accretion expense . . ... e e e 243 243
Liability reclassified and disposed ® .. ... .. ... .. ... ... ... ... .. ..., .. (8). (7Y
Payments to decommission retiredplants . .............. P PSP (14) {14)
Asset retirement obligation at December 31, 20054 _ .. ... .. ... . . ... ........ 3,921 3,921
Net decrease resulting from updates to estimated future cashflows ............ . (604) (604)
ACCTEt N BXPENSE . . .. i i it . 230 230
Payments to decommissionretired plants . . ....... ... ... ... ... ... ... {14) (14)
Asset retirament obligation at December 31,2006 ..................... oo.... $3,633  $3,533

{a) Includes amounts not related to nuclear decommissioning. ‘
{(b) Represents the reclassification of $(5) million and $(4) million for Exelon and Genaratlon, respectively, primarily related fo

fossil and hydroelectnic genarating facilites and ${3)- million related to liabilities disposed as a result of the sale of Slthe on
January 31, 2005.

2006 and 2005 ARO Updates

During the second quarter of 2006, Generation recorded a net décrease in the ARO .of
approximately $604 million and pre-tax income of $149 million resulting from revisions to estimated
future nuclear decommissioning cash flows, primarity due to the following:

= Revised management assumptions concerning an increased likelihood of successful nuclear
license renewal efforts due to an increasingly favorable environment for nuclear powar and,
therefore, an increased Ilkellhood of operating the nuclear plants through a fuII license
extension period; and

* _ A change in management’s expectatunn of when the U.S. Department of Energy (DOE) will
establish a repository for and begin accepting spent nuclear fuel.

The impact of the above ltems was to effectively push the estimated future nuclear
decommissioning cash flows further into the future and, therefore, reduce the present value of the
ARQ. This decrease in the ARO resulted in the following corresponding impacts:

* A decrease in Generation’s ARC, which is included in property, plant and equipment in
Exelon's and Generation’s Consolidated Balance Sheets, of approximately $393 million;

« An increasa in Generation’s noncurrent payable to ComEd and PECO, which is included in
noncurrent payable to afiiliates in Generation’s Consolidated Balance Sheets, of approximately
$62 miltion;

* An increase in ComEd’s and PECO’s intercompany receivables from Generation, which are
included in noncurrent receivables from affiliates in ComEd’s and PECO’s Consolidated
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Balance Sheets, of approximately $36 million and $26 million, respectively, offset by equivalent
increases in ComEd’s and PECQ’s regulatory liabilities (these changes ara also reflacted in
regulatory liahilitiss in Exelon's Cousolidated Balance Sheet); and -

+ The recognition of other operating income totaling $149 million (pre-tax) whlch is inciuded in
operating and maintenance expense in Exelon's and Generation’s Consolidated Statements of
Operations and Comprehensive Income, representing the reduction in the ARO in excess of
the existing ARC balance for the AmerGen units.

The net decrease in the ARO for the former ComEd units, the former PECO units and the
AmerGen units was approximately $219 million, $183 million and $202 million, respectively. As of
December 31, 2006, the ARQ balances for the former ComEd, the former PECO and the AmerGen
units totaled approximately $2,172 million, $912 million and $449 million, respectively.

During the second quarter of 2005, Generation recorded a $281 million. net decrease to the ARO
resulting from revisions to estimated future nuclear decommissioning cash flows. This update also
resulted in a corresponding decrease to the ARG of approximately $251 million, included in property,
plant and equipment. The balance of the decrease to the ARO related primarily to the retired units,
which have no remaining useful life and, likewise, no existing ARC to offset. The decrease related to
these retired units totaled approximately $30 miliion and was recorded as a credit t0 income. Howsver,
since there was na impact to net income for the decommissioning of the former ComEd and PECO
units, the $30 million credit to income was equally offset with a charge to operating income and an
adjustment to the intercompany payable to ComEd and PECO of approximately $21 million and $9
million, respectively, at Generation, and an adjustment to the regulatory liabilities at Exelon, ComEd
and PECO of $30 million, $21 miilion and $9 million, respectively. Both the credit to income and the
offsetting charge to operating income are included in operating and maintenance expense in Exelon’s
and Generation’s Consolidated Statements of Operations and Comprehensive Income.

The net decrease to the ARQ resulted primarily from a year-over-year decline in' the cost
escalation factors used to estimate future undiscounted costs, which was partiaily offset by an increase
resulting from updated decommissioning cost studies received for two nuclear stations. Both the
updated escalation factors and the updated cost estimates were provided by independent third-party
appraisers. Cost studies are generally updated every three to five years in accordance with NRC
regulations and industry practice. The net decrease in the ARO for the former ComEd units, the former
PECO units and the AmerGen units resulting from revisions.to estimated cash flows during 2005 was
$207 million, $40 million and $34 million, respectively. As of December 31, 2005, the ARQ balances for
the former ComEd the former PECO and the AmerGen units totaled approximately $2,267 ITIl||IDn
$1,041 million and $613 million, respechvely '

Spent Nuclear Fuel

Under the Nuclear Waste Policy Act of 1962 (NWPA], the U.8. Departmenl of Energy (DOE) is
responsible for the development of a repository for the disposal of spent nuclear fuel (SNF) and high-
level radioactive waste. As required by the NWPA, Generation is a party to contracts with the DOE
(Standard Contracts) to provide for disposal of SNF from its nuclear generating stations. In accordance
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with the NWPA and the Standard Contracts, Generation pays the DOE one mifl ($.001) per kilowati-
hour of net nuclear generation for the cost of nuclear fuel long-term disposal. This fee may be: adjusted
prospectively in order to ensure full cost recovery. The NWPA and the Standard Contracts required the
DOE to begin laking possession of SNF generated by nuclear generating units by no later than
January 31, 19988. The DOE, however, failed to meet that deadiine and its performance will be delayed
significantly. The DOE’s current estimate for opening a SNF facility is 2017, This extended delay in
SNF acceptance by the DOE has led to Generation’s adoption of dry cask storage at its Dresden,

Quad Cities, Oyster Cregk and Peach Bottom stations and its consideration of dry cask storage at
other stations.

The Standard Confracts with the DOE also required the payment to the DOE of a one-time fes
applicable to nuclear generation through April 8, 1983. The fee related o the farmer PECO units has
been paid. Pursuant to the Standard Contracts, ComEd previously elected to defer payment of the
one-time fee of $277 million for its units (which are now part of Generation), with interest to the date of
payment, until just prior to the first delivary of SNF to the DOE. As of Decembear 31, 2006, the
unfunded liability for the one-time fee with interest was $950 million. Interest accrues at the 13-week
Treasury Rate. The 13-week Treasury Rate in effect, for calculation of the -interest accrual at
December 31, 2006, was 5.108%. The liabilities for spent nuclear fuel disposal costs, including the
one-time fee, were transferred to Generation as part of the 2001 corporate restructuring. The
outstanding one-time fee obligation for the Qyster Creek and TMI units remains with the former
owners. Clinton has no outstanding obligation.

In July 1998, ComEd filed a complaint against the United States Government (Government) in the
United States Court of Federal Claims (Court) seeking to recover damages caused by the DOE’s
failure to honor its contractual obligation to begin disposing of SNF in January 1998. ,

In August 2004, Generation and the U.S. Department of Justice, in close consultation with the
DOE, reached a setlement under which the government will reimburse Generation for costs
associated with storage of spent fuel at Generation’s nuclear stations pending DOE’s fulfilment of its
obligations. Under the agreement, in the third quaster of 2004, Generation received $80 million ($53
million after considering amounts due to co-owners of certain stations) in gross reimbursements for
storage costs through September 30, 2003. During the fourth quarter of 2005; Genaration received a
cash reimbursement of $58.5 million, ($35 million after consideting amounts due 10 co-owners of
certain nuclear stations) for costs incurred between October 1, 2003 to.June 30, 2006. The $58.5
million reimbursement included a reimbursement of 514.4 million for costs incurred before August 2000
by First Energy Corporation, the prior owner of Oyster Creek Station. During the fourth quarter of 2006,
Generation received a cash reimbursement of $24.4 million, ($19.5 million afier considering amounts
due to co-owners of certain nuclear stations} for costs incurred between July 1, 2005 and June 30,
2008. As of December 31, 2006, the amount of spent fuseil storage costs for which reimbursement will
be requested from the DOE under the settlement agreement is $21 million, which is recorded within
accounts raceivable, other. This amount is comprised of $10 million, which has been recorded as a
reduction to operating and maintenance expense, and $9 million, which has been recorded as a
reduction to capital expenditures. The remaining $2 million represents amounts owed to the co-owners
of the Peach Bottom and Quad Cities generating facilities. In all cases, annual reimbursements will be
made only aftar costs are incurrad and only for costs resulting from DOE delays in accepting the fuel.
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Non-Nuclear AROs (Exelon, Generation, ComEd, and PECQ)

As of December 31, 2005, the Registrants adopted FIN 47, which clarified that a legal obllgatlon
associated with the retirement of a long-lived asset whose timing andfor method of settiement are
conditional on a future event is within the scope of SFAS No. 143. Under FiN 47, Exelon is required to
record liabilities associated with its conditional AROs at their estimated fair values if those fa|r values
can be reasonably estimated.

The following table presents the activity of the non-nuciear AROs reflected on the Registi'ants'
Consolidated Balance Sheets fram January 1, 2006 to December 31, 2006:

Exelon Generation ComEd PECO

Non-nuclear AROs at January 1,2006............ e $236 $65  $151 $20

ACCrBtiON (@) e 13 4 T 1

Sefflements .. ..................... e P (2) - 2y —

Non-nuctear AROs at December 31,2006 .................... $247 $69 5156 $ 21

(@ For ComEd and PECO, the majority of the accretion is recordsd as an increase to a regulatory asset due to the associaied
reguiations.

Determination of Conditionall AROs

The adoption of FIN 47 required the Registrants to update their existing inventories, originally
created for the adoption of SFAS No. 143, and to determine which, If any, of the conditional AROs
could be reasonably estimated. The significant conditional AROs identified by ComEd and PECO
included abatement and disposal of equipment and buildings contaminated with asbestos and
Polychlorinated Biphenyls (PCBs). The significant conditional AROs identified by Generation inciuded
plant closure costs associated with its fossil and hydroelectric generating stations, including asbestos
abatement, removal of certain storage tanks and other decommissioning-related activities. ‘

The ability fo reasonably estimate a conditional ARO was a matter of management judgment,
based upon management’s ability to estimate a settlement date or range of settlement dates, a method
or potential method of settlement and probabilities associated with the potential dates and methods of
settlement of its conditional AROs. in determinirig whether their conditional AROs could be reasonably
estimated, management considered the Ragistrant's past practices, industry praclices, management’s
intent and the estimated sconomic lives of the assets. The management of the Registrants concluded
that all significant conditional AROs could be reasonably ashmatad

The Registrants were required to measure the conditional AROs at fair value using the
methodology prescribed by FIN 47. The transition provisions of FIN 47 required the Registrants to
apply this measurement back to the historical periods in which the conditional AROs were incurred,
resulting in a remeasurement of these obligations at the latter of the date that the related assels were
placed into service or acquired or the date that the applicable law or environmental regulation became
effective. The fair values of the conditional AROs were then estimated using a probability-weighted,
discounted cash flow model with multiple scenarios, if applicable. The prasent vatue of future estimated
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cash flows was calculated using credit-adjusted, risk-free rates in order to determine the fair value of
the conditional ARQOs at the time of adaption of FIN 47.

Conditional AROs of $231 million, $61 million, $150 million, and $20 million were recorded as of
December 31, 2005 for Exelon, Generation, ComEd, and PECO, respectively. Changes in
management's assumptions regarding settleament dales, settlement methods or assigned probabilities
could have had a malerial effect on the liabilities recarded as well as the associated cumulative effect
of a change in accounting principle and associated regulatory assets recorded.

Effect of Adoptlng FIN 47

FIN 47 required that the Registrants recognize the follomng amounts -within its financial
statements upon the adoption of FIN 47: (i) a liability for any existing conditional AROs adjusted for
cumutative accrefion io December 31, 2005; (i) an ARC capitalized as an increase to the carrying
amount of the associated long-lived assets; and (jii) cumulative depreciation on the ARC. The transition
guidance in FIN 47 required that its adoption be effected through a cumulative change in accounting
principle measured as the difference batween the amounts recognized in the financial statements prior
to the adoption of FIN 47 for conditional AROs and the amounts recognized as of December 31, 2005
pursuant to FIN 47. Exelon and ComEd had previously recognized $39 million as removal costs within
regulatory liabilities associated with conditional AROs that were reclassified to a conditional ARO
liability upon the adoption of FIN 47.

After considering the transitional guidance included in FIN 47, Exeion, Generatlon ComEd and
PECO recorded charges of $42 million (net of income taxes of $27 million), $30 million (net of income
taxes of $19 million), $9 million (net of income taxes of $6 million), and $3 million {net of income taxes
of $2 million), respectively, as cumulative effects of a change in accounting principle in connaction with
its adoption. In addition, due to the application of SFAS No. 71, which is further described in Note 1—
Significant Accounting Policies, Exelon, ComEd and PECO recorded regulatory assets of $104 million,
$91 million and $13 miltion, respectively, associated with the adoption of FIN 47.

The. following table presenté fhe line items within the Registrants' Consolidated Statements of
Operations for the year ended December 31, 2005 and the Consolidated Balance Sheels at
December 31, 2005 that were affected by the adoption of FIN 47:

Exeion Generation ComEd PECO

Consolidated staternents of operations line item: -
Cumulative effect of a change in accounting principle (net of

income taxes of $(27), $(19), $(6). $(2)) @ .............. $(42)  $(30) $ (9 % (3)
Consolidated balance sheets line items—increase (decrease): ‘
Property, plant and squipment, net® ................ . .. $19 $12  $ 5 § 2
Regulatoryassets © ... .. ... ... o e wm - 9 13
Deferred income taxes {noncurrent Bability) ................ (27) {19) {6) {(2)
Asset retirement obligations @ .. _..... ... ... 231 61 150 20
Regulatory liabilities ) . .. ....... .. .. ... .o o oo . (39 - (39) —
262




Exeion Corporation and Subsidiary Companies
Exelon Generation Company, LLC and Subsidiary Companias
Commonwealth Edison Company and Subsidiary Companies

PECO Energy Company and Subsidiary Companies

Combined Notes tc Consolidated Financial Statements—{Continusd)
(Dollars in millions, except per share data unless otherwise noted)

(a) Represents the difference between the conditional ARQ, net ARC and regulatary assets and Ilablllllep rscordnd upon

adoption, net of income taxes.

{b} For Exelon, Generation, ComEd and PECO, represenns capitalized ARC of $52 million, $22 mnl:on “$25 million “and %5
million, respectively, as an increase 1o the carrying amount of the associated long-lived assets’ netr of accumulaled
depreciation of $33 million, $10 million, $20 million and $3 million, respactively, on the ARG, - . .

(c} Represents an increase to regulatory assets pursuant to SFAS No. 71 for amounts. expected to be recoverad from
cuslomers. .

(d) Represents a labllity for existing conditional AROs adjusted for cumulative accretion 1o December 31, 2005..

(e} Represents removal costs within regulatory liabllities at ComEd that were reciassified o the assel rehrement obhgatlons
liability.

See Note 1—Significant Accounting Policies for net income and earnmgs per common share for
2005 and 2004, adjusted as if FIN 47 had been applied effective during the entirety of those years
Accounting Methodology Under FIN 47 o

The liabilities associated with conditional AROs will be adjusted on an ongomg basis due to. the
passage of time, new laws and regulations and revisions to either the timing -or amount of the original
estimates of undiscounted cash flows. These adjustments could have a significant impact on Exeion’s,
Generation's, ComEd's and PECO’s Consolidated Statements of Operations and Consoildated
Balance Sheets, assuming the provisions of SFAS No. 71 continue to apply.

The liabilities recorded related to the conditional AROs af Exeion are being accreted to their full
estimated settlement amounts through the estimated ultimate settlement dates. For Generatlon, this
accretion charge is recorded as an operating and maintenance  expense within-the Consolidated
Statements of Operations. For ComEd and PECQO, most of this accretion charge is recorded as an
increase to their regulatory assets due to the application of SFAS No. 71.

The net ARC of Exelon is being depreciated over the remaining lives of the. related Iong—lwed
assels. For Generation, this charge is recorded as depreciation and amortization expense within the
Consalidated Statements of Operations. For ComEd and PECO, most of this depreciation charge i8
recorded as an increase io their regulatory assets due to the application of SFAS No. 71. . -

14. Retirement Beneflts (Exelon, Generataon ComEd and PECO)
Defined Benefit Pension and Other Postretirement Beneﬁts—Consolldated Plans
Exelon

Exelon sponsors defined bensfit pension plans and postretirement banefit plans for essentially all
Generation, ComEd, PECO and BSC amployees, except for those employees of Generation’s whally
owned subsidiary, AmerGen, who participate in the separate AmerGen-sponsored- defined” benefit
pension plan and postretirement benefit plan. Substantially all Exelon non-union employeas: and
electing union employees hired on or after January 1, 2001 participate in Exelon-sponsored cash
balance pension pians. Substantially all Exelon non-union employeas hired prior to January 1, 2001
were offered a choice to remain in Exelon's traditional pension plan or transfer to a cash balance
pension plan for management employees. In 2005, AmerGen offered its employeas a choice to remam
in their traditional benefit formula or convert to a cash balance formula.

o
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Exelon’s traditional and cash balance pension plans and AmerGen's ¢ash balance pension plan
are intended to be tax-qualified defined benefit plans, and Exelon submitted applications to the IRS for
rulings on the tax-gualification of the form of its plans for non-union and selecting union employees. On
June 1, 2004, the IRS issued a favarable ruling on the union cash balance plan. Exelon has not yet
received & ruling with respect to its non-union plan, and AmerGen has not yet submitted an application
with respect to its cash balance formula, due to the IRS temporary moratorium on issuing any rulings to
plans that were involved in a “conversion” from a traditional to a cash balance formula. In December

2006, the IRS issuad a notice announcing that the moratorium on consideration of determination letters

for cash balance plans would be lifted in 2007.

The costs of providing benefits under these plans are dependent on historical information such as
employee age, length of service and level of compensation and the actual rate of return on plan assets.
Also, Exelon and AmerGen utilize assumptions about the future, including the expected rate of return
on plan assets, the discount rate applied to bensfit obligations, the incidence of mortality, the remaining
service period, rate of compensation increases and the anticipated rate of increase in health care
costs, in order to measure the plan obligations and costs to be recognized related to these plans. The
impact of changes in these factors on pension and other postretirament benefit obligations is generally
recognized over the expected remaining service life of the employees rather than immediately

recognized in the income statement. Exelon and AmerGen use a December 31 measurement date for
their plans. ‘

Funding is based upon actuarially determined contributions that take into account the amount
deductible for income tax purposes and the minimum contribution required under ERISA, as amended.
The funded status of the pension and other postretirement benefit obligations refers to the difference
between plan assets and estimated obligations of the plan. The funded status may change over time
due {o several factors, including contribution levels, assumed discount ratas and actual long-term rates
of return on plan assets. Changes in these factors could impact the funded status of these obligations.
Exelon made discretionary aggregate contributions of approximately $2 billion to its traditional and
cash balance pension plans in 2005. The 2005 contributions ware initiaily funded through borrowings
under a short-term. loan agreement, which were subsequently refinanced with long-term senior notes,
as further described in Note 11—Debt and Credit Agreements.

In accordance with SFAS No. 158, which became effective in the fourth quarter of 2006, Exelon
and Generation are required to racognize the overfunded or underfunded status of their defined benefit
pension and other postrefirement plans as an asset or liability on their balance sheets as of
December 31, 2006. The impacts of adopting SFAS No. 158 ito Exelon’s and Generation's
Consolidated Balance Sheets is described in more detail below.

In 2006, President Bush signed info law the Pansion Protection Act of 2008 (the Act), which will
affect the manner in which many companies, including Exelon and Generation, administer their
pension plans. This legislation will require companies 1o, among other things, increase the amount by
which they fund thair pension plans, pay higher premiums to the Pension Benefit Guaranty Carparation
if they spansor defined benefit plans, amend plan documents and provide additional plan disclosures in
regulatory filings and to plan participants. This legislation will be effective as of January 1, 2008.
Exelon and Generation do not anticipate that the Act will have a material effect on their fiquidity and
capital resources. Absent changes in plan design as a result of the Act, the Act is not expecled to
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materially impact Exelon’s and Generation’s results of operations. Exelon and Generaﬁon are currently
assessing the impact the Act may have on their plan design, if any. - S

The following tables provide a roliforward of the changes in the benefit obligations and plan assets
for the most recent two years for all plans combined:

Other Postretirament
Pension Banefits Banefits
2006 2003 2006 - 2008

Change in benefit obligation: : ,
Net benefit cbligation at beginningofyear ................ $10,247 $ 9,775 $3297 $2,988
ServICE COSE . . . .. e 157 144 g9 ' 89
Interest COSt .. ... . e 562 546 183 175
Plan participants’ contributions .......... R . —_ _ . 22 22
Planamendments .. .. ......ccoevvirnn.. e aneiaaean — 5 — {17
Actuarial loss {gain) .. ... ... ... e T 351 - (95) 239
Curtailments/settlements .......................ccccvets 3 — —_— =
Special accounting Costs ... ...t i i 3 — —_— —_
Grosshenefitspaid . .. ..., ... . L : {583) {574) (184) (199)
Federal subsidyonbenefitspaid .. ...............ccveee. —_ 8 —
Net benefit obligation atendofyear ..................... $10,306 $10,247 $3,330 $3,297
Change in plan assets: R L
Fair value of plan assets at beginningofyear ............. $ 9,060 § 7,014 $1,341 $1,246
Actualretumonplanassets ................ ... a0 1,146  6&12- 168 58
Employer contributions . ... ... L o 23 2,008 185 . 214
Plan participants’ contributions ............. e —_ —_ 22 22
Grossbenefitspaid .. ..............oiiii e . (583) (574) (184) (199)
Fair value of plan assets atend ofyear .................. $ 9645 §$ 9,060 - $1,512 §1,34

The following table provides a reconciliation of benefit obligations, plan assets and funded status
of the plans as of December 31, 2005 for all plans combined. (In accordance with SFAS No. 158,
Exelon and Generation recognized the underfunded status of its defined benefit postretirement plans
as a liability on their balance sheets as of December 31, 2006.) '

Other Postretirement

Pension Benefits Benefits

Fair vaiue of plan assets at December 31,2005 .. ............. $ 9,060 $ 1,341
Net benefit obligations at December 31,2005 ................. . 10,247 N 3,297
Funded status (plan assets less plan obligations) ... ........... (1,187} (1,856)

Amounts not recognized : ,

Netactanial 1088 . ... ... ... iiiiiiiiir e arnnns 7 3,339 1,245
Prior service cost {credit) ....... R .- 159 (370)

Net transition ohligation ............................... — 67
Net amountrecognized ......... ... ... . ... .. .. .. iiiaee - $ 2311 $(1,014)
—_——
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The following table provides a reconciliation of the amounts recognized in Exelon's Consolidated
Balance Sheets as of December 31, 2005 for all plans combined:

Other Postretirement

Pension Benefits Benefits
Prepaid benefit ¢ost .. ....oovve e P $ 2,358 $ —
Accrued benefitcost ..... ... ... ..l . @7 (1,014)
Additional minimurm liability .. ... .. e e (2,202} —
Intangible asset ....... ... .. . . L. 34 -
Accumulated other comprehensive loss .. .................... 2,168 =
Net amount recognizad . . ....c.oeeern e e, $2311 $(1,014)

The following table presents the incremental effects of applying SFAS No. 158, in connection with
SFAS No. 71, as well as the change to the additional minimum liability (AML) as a result of.an annuat
actuarial valuatton associated with the benefit plans on Exelon's Consolidated Baiance Sheet as of
December 31, 2006 for all plans combined:

Before Application of

SFAS No. 158 Without AML SFAS No. 158  After Application of
AML Adjustment Adjustment®  Adjustments SFAS No. 158

Regulatory assets ............. $ 4428 F — $ 1,3800 $ 5.808
Pensionasset ................. 352 1,596 {1,948) —
Cther deferred debits and other

assets ..................... 688 g2 {126)< - 654
Total deferred debits and other

assets ... ... 15,558 1,688 (694) - 16,552
Other current liabilities .......... 1,076 ' —_ 3 1,084
Total current liabilites .......... 5,787 —_ 8 5,795
Pension obligations ............ 297 (124) 574 747
Non-pension postretirement ‘

benefit obligations ........... 1,039 —_ 778 1,817
Deferred income taxes and

unamortized investment tax

credits ................. ..., 5,523 674 {773) 5424
Other deferred credits and other

fiabiliies .. .................. 762 — 20t 782
Totai deferred credits and other

liabilities .............c...... 15,404 550 599 16,553
Accumulated other comprehensive

loss ......... . ... e (873} 1,138 (1,302)) (1,137)
Total shareholders’ equity . ... ... 10,137 1,138 (1,302) - 9,973

(a} The AML was significantly less at Dscember 31, 2006 as compared to December 31, 2005 as Exelon's most significant
pension plan was funded on an accumulated benefit obligation {ABQ) basis at December 31, 20[16 and thus an AML was not
required.

{b) After the adoption of SFAS No. 158 and before applying the provisions of SFAS No. 71, Exelon had an accumulated QGI
balance of $2 4 billion attributable to its pension and other posfretirement benefit chligations. Exslon subsequently recorded
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a requlatory assat of $1.4 billion and an offsetting reduction on an after-tax basis of AQCt of $866 million representing a
reasonable approximation of the actuarlal losses, prior service costs and transition obligations of Exelon's pension and other
postretirement benefit plans that are probeble of recovery through rates by Exelon's regulated utilites in future periods.

(c) Represents the write-off of the pension intangible asset as required by SFAS No. 158.

(d) Represents the unfunded obligation related to Exelon's deferred compensation unit plan.

The following table provides the components of Exelon's accumulated other comprehensive loss
and regulatory assets that have not been recognized as components of periodic benefit cost as of
December 31, 2006 for all plans combined: '

Other Postrstirement
) Pension Benefits- - Banefits
Transitionasset ........... i e $ — : $ 30
Prior service cost (credit) . ............. e et 139 (149) .
Actuarialloss . ... ................ e e 1,887 502
Total ... ....... ... ..., e i $2,026 $ 383

As of December 31, 2008, $15 million and $92 million of the prior service cast and actuarial loss,
respectively, related to pension benefits currently in accumulated other comprehensive income will be
amortized as components of periodic benefit cost in 2007. As of December 31, 20086, $5 million, $(30)
million and 534 million of the transition obligation, prior service gain and actuarial loss, respectively,
related o other postretirement hensefits currently in accumulated other comprehansive income will. be
amortized as components of periodic benefit cost in 2007. As of December 31, 2006, $1 million and
$56 million of the prior service cost and actuarial loss, respectively, related to pension benefits
currently in ragulatory assets will be amortized as components of periodic benefit cost in 2007. As of
December 31, 2006, $4 million, $(27) million and $33 million of the transition obligation, prior service
gain and actuarial loss, respectively, related to other postretirement benefits currently in regulatory
assets will be amortized as components of pericdic benefit cost in 2007. :

The ABO for all defined benefit pension plans was $9,502 milion and $9,234 million at
December 31, 2006 and 2005, respactively. On an ABO basis, the plans were funded at 102% at
December 31, 2006 compared to 98% al December 31, 2005. On a projected benefit obligation (PBO)
basis, the plans were funded at 93% at December 31, 2006 compared 1o 88% at December 31, 2008.

The following table provides the PBO, ABO, and fair vatue of plan assets for all pension plans with
an ABO in excess of plan assets.

. December 31,
2006 2005
Projected benefit obligation. . . ....... ... ... i e e $1.241 $9,457

Accumulated benefit obligation . . .. .. .. e e 1,193 8463
Fairvalueofplanassets ......... ... .. ittt ittty 1,020 8,196
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The fotlowing table provides the PBO, ABO and fair value of all pension plans with a PBO in
excess of plan assets. ‘

Decembar 31,

2006 2005
Projected benefitobligation ...........coioi i i i i $10,396 39,457
Accumulated benefit obligation. ............. e e e e e 9,502 8,463
Falrvalugof planassets . .. ... . ... ...t e iaee .. ... - 9645 8,196

The foliowing table provides the components of the net pearicdic benefit costs for the years ended
December 31, 2006, 2005 and 2004 for all plans combined. The table reflects an annualized reduction
in 2006, 2005 and 2004 net periodic postretirement benefit cost of approximately $40 million, $40
million and $33 million, respectively, related to a Federal subsidy provided under the Prescription Drug
Act. This subsidy has been accounted for under FSP FAS 106-2, as described in Nole 1—Significant
Accounting Policies. A portion of the net periodic benefit cost is capitalized within Exelon's
Consolidated Balance Sheets.

Other Postretirement

Pension Benefits . Benefits
_ ‘ : 2008 2005 2004 2006 2005 2004
Servicecost ... ..l -5 157 $144 .$128 § 99 $ 89 §$ 78
Interestecost ....... .. .. e PP 562 6546 5§45 .4B3 175 163
Expected return on assets &) .. ... ... P (817) (767) (811) (105) (98) (90)
Amortization of: ' ‘ S
Transilion obligation {asset) . ............... e — (4 4 - 9 9 10
Prior service cost (Credit) ... .....cv.oernann... 6. 16 15 (91} (91) (81)
Actuarial loss .. ... ... . o 149 121 - 73 B7 B1 . 44
Curtailment/settlementcharges . .. ................. 6 - 22 — — - 2
Special accountingcosts ....................... . 3 — — —_— 16(0)
Net periodic benefitcost ......................... $ 76 $ 56 $168 $182 $165 $142

Other additional mformatlon
Increase (decreass) in other comprehensive loss | _ oo -
(netoftax) ...............ciiiivinnanins, $1,138 § 10 $(392) 5 — $— $—

(a) The increase in expected return on pension assets during 2006 and 2006 compared to 2004 was primarily atmbutahla to
discretionary pension contributions of $2 billion made during the first quarter of 2005.

{r) Represents special health and welfare severance benefits offered to terminated employses. These cosle wara recordexd
pursuant to SFAS No. 112, Prior service cost Is amortized on a straight-line basis over the average remainlng service period
of emplayees expected to receive benefits under the plans.

- In 2004, the additional minimum pension Iiability was increased by $606 million and Exelon's
shareholders’ equity decreased by $392 million {net of income taxes) as a result of an annual actuarial
valuation assoclated with Exelon’s and AmerGen’s pension plans. In 2005, the additional minimum
pension liabitity was reduced by $150 million and shareholders’ equity increased by $10 million (net of
income taxes) primarily as a result of an annual actuarial valuation associated with Exelon's and
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AmerGen’s pension plans. In 2006, the additional minimum pension liabitity was reduced by $1.7.hillion
and shareholders’ equity increased by $1.1 billion primarily as a result of an annual- actuarial vaiuation
associated with Exelon’s and AmerGen’s pension pians prior to the recording of SFAS No. 158.

The following weighted average assumptions were used to determine the benefit obligations for all
the plans at December 31, 2008, 2005 and 2004: :

Pension Benaefits " Other Postretirement Benefiis

2006 ® 2005 2004 2008 ™ 2006 2004
Discountrate .................. 5.90% 5.60%5.75% 5.85% 5.60% 5.75%
Rate of compensation increase ... 4.00% 4.00%4.00% 4.00% 4.00% 4.00%
Health care cost trend on covered ' -
charges ..................... NA  NA NA 9.00% 8.00% 9.00%

decreasingto  decreasing  decreasing
ultimate to ultimate to ultimate
trend of 5.0% irend of 5.0% trend of 5.0%
in 2012 - in2010 in 2010

(a) Assumptions used to determine year-end 2008 benefit obligations will be the assumptions used to estimate the expecied
costs of benefits in 2007. '

The following weighted average assumptions were used to.- determine the net periodic beheﬁt
costs for all the plans for the years ended December 31 2006, 2005 and 2004:

Pension Benefits Other Postretiroment Benefits

2006 2006 2004 - 2008 2005 2004
Discountrate .................. 5.60%5.75%6.25% 5.60% 5.75% 6.25%
Expected return on plan assets ... 9.00%9.00%9.00% 8.15%!a) 8.30% 8.33-8.35%@
Rate of compensation increase ... 4.00%4.00%4.00% 4.00% 4.00% 4.00%
Health care cost trend on covered
charges ..................... N/A N/A N/A 8.00% 2.00% 10.00%
decreasing to decreasing io decreasing to
ultimate ultimate ultimate
* trend of trand of trend of
5.0% . 5.0% 4.5%
in 2010 in 2010 in 2011

(a) Not applicable for the AmerGen-spnnsorad'athar postretirement benefits plan.

In managing its pension and postretirement plan assets, Exelon and AmerGen utilize a diversified,
strategic asset allocation to efficiently and prudently generate investment returns that will meet the
objectives of the investment rusts that hold the plan assets. Asset / Liability studies that incorporate
specific plan objectives as well as assumptions regarding long-term capital markel returns and
valatilities generate the specific asset allocations for the trusts. In general, Exelon’s and AmerGen's
investment strategy reflects the belief that over the long term, equities are expected to outperform
fixed-income investments. The long-term nature of the trusts make them well suited to bear the risk of
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added volatility associated with equity securities, and, accordingly, the asset allocations of the. trusts
usually reflect a higher allocation to equities as compared to fixed-income securities. Non-tJ.S. equity
securities are used to diversify some of the volatility of the U.S. equity market while providing
comparable long-term retums. Alternative asset dasses, such as private equity and real estate, may
be utilized for additional diversification and return potential when appropriate. In the pension trusts,
Exelon generally maintains approximately 10% of its plan assets in altemative asset clagses. Exelon's
and AmerGen’s investment guidelines limit exposure to investments in more volatile sectors.

- Exelon generally maintains approximately 60% of Its plan assets in equity securities and 40% of its
plan assets in fixad-income securities. On a quarterly basis, Exelon reviews the actual asset
aliocations and follows a rebalancing procedure in onder to remain wnthm an allowable range of these
targeted percentages.

in selecting the expected rate of retum on plan assets, Exelon considers historical returns for the
types of investments that its plans hold. Historical returns and volatilities are modeled to determine
asset allocations that best meet the objectives of the asset / liability studies. These asset allocations,
when viawed over a long-term historical view of the capital markets, yield an expecied retumn on assets
in excess of 8%. .

Exelon’s and AmerGen's pension plan weighted average asset aliocations at December 31, 2006
and 2005 and target allocation for 2006 were as follows:

Percentage of Plan Assets

I - Target Allocation at December 31,
Asset Category at December 31, 2008 2006 2005
Equity securities . .............. e 60-65% 62% 61%
Debtsecurtles ... .. .............. ... . ... ... 35-40 34 35
Realestate ..ot 0-5 _ 4 4

TOMB ..o v et et e e e e 100%  100%

Exelon's other postretirement benefit plan weighted average asset allocations at December 31,
2006 and 2005 and target allocation for 2006 were as follows:

Percentage of Plan Assets
Target Allocation at December 31,
Asset Category at December 31, 2006 2008 2005
Eqguitysecurities ..., ..... ... ... ... i it 60-65% 63% 63%
Debtsecurities ................. e e aaara. : 35-40 . 35 . 35
Realestate ....... ... ... ¢ceieiiiiiiiiriiirennnan — 2 2

TOWI 4. et eeee e e e e e e e : 100%  100%

Exelon’s and AmerGen’s defined benefit pension plans and postretirement benefit plans do not
directly hold shares of Exelon common stock. '
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Assumed health care cost trend rates have a significant effect on the costs reported for the health
care plans. A ane percentage point change-in assumed health care cost trend rates would have the
following effects:

Effect of a one percentage point increase in assumed health care cosi trend

on total service and interest costcomponents ................ il $ 45
on postretirament benefit obligation . .. ... .. ... . ... . - 418
Effect of a one percentage point decrease in assumed health care cost trend o _
on total service and interest costcomponents ........ ... ...l n e {37}
on postretirement benefit obligation .. ............ .. ... . oL {3456)

Estimated future bensfit payments to participants in all of the pensmn plans and postretlrement
benefit plans as of December 31, 2006 ware: ,

- . Other Postretiremeant

. Pension Benefits Benefits 2
2007 L. e e $ 567 $ 167
2008 ... .. 569 175
2008 L e 569 182
2000 e e e e 577 189
200 L e, IR 590 - 196
2012theough 2016 . L. ... e et 3,202 1,071
Total estimated future benefits payments through 2016 .. ..... .. $6,074 - §1,980

{a) Estimated future benefit payments do not reflect an anticipated Fedsral subsidy provided through the Prescription Drug Act,
The Federal subsidies to be received by Exelon in the years 2007, 2008, 2009, 2010, 2011 and from 2012 through 2018 are
estimated to be $8 million, $9 million, $0 million, $10 million, $11 million and $71 million, respectively.

Exelon, Generation, ComEd and PECO

The prepaid pension asset, pansion obligation and non-pension posh‘etlrement beneﬁts obllgation
on Generation’s, ComEd’s and PECO’s Consolidated Balance Sheets reflect their obligations from and
to their plan sponsor. Employee-related assets and liabilities, including both pension and SFAS
No. 106 postretirement liabilities, were allocated by Exelon to its subsidiaries based on the number of
active employees as of January 1, 2001 as part of Exelon’s corporate restructuring. Exelon. allocates
the components of pension cost o the partlc:lpatmg employers based upon several factors, lncludlng
the measures of active employee participation in each participating unit._

The following approxlmate amounts were included in capital and operating and maintananoe
expense, excluding curtailment/settiement costs and special termination benefits costs, during 2006,
2005 and 2004, respectively, for Generation’s, ComEd's, PECO’'s and Exelon Corporale’'s allocated
portion of the Exelon- Sponsored and AmerGen-sponsored pension and postretirement benefit plans:

Generation ® ComEd @ PECQO® Exelan Corporate (1

2006 ... . . e $114 $72 $30 . $33
2005 ... e 97 63 30 32
2004 ... e 126 86 .32 26

(a) The 2006, 2005 and 2004 amounts reflect an annualized reduction in net pericdic postretirement benefit cost of $17 milion,
$15 million and $12 million, respectively, for Generation, $13 mifllon, $13 million and $11 million, respectively, for ComEd,
$6 million, $7 million and $? millian, respectively, for PECQ, and $4 million, $5 million and $3 million, respectively, for Exelon
refated to a Federal subsidy prowdad under the Prescfiption Drug Act. This subsidy has been accounted for under FSP FAS
108-2, as described in Note 1—Significant Accounting Policies. ‘

(b) Represents amounts billed to Exelon’s subsidiaries through intercompany aliocations.
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The following table provides net contributions made by Generation, ComEd and PECO to the
Exelon-sponsored and AmerGen-sponsored pension and other postretirement benefit plans:

2006 2005 2004

Generation ...... P 578 ' $962 3220
04T ) =« A 47 865 244
R L T [ JP 32 189 14

Exelon expects to contribute $208 million to the benefit plans in 2007, of which Generation,
ComEd and PECO axpect to contribute $98 million, $50 million and $38 million, respectively.

Of Gensration's total 2005 contributions, $844 million was made in the first quarter and was
primarily funded by a capital contribution from Exelon. Of ComEd's and PECO's tfotal 2005
contributions, $803 million and $109 million, respectively, were made in the first quarter and were fully
funded by a capital contribution from Exelon.

Pension and Other Postretiremant Benefits—AmerGen Plans (Generation)

Investment policies and strategies and key aasumplions used to determine banefit obligations and
net periodic benefit costs for the AmerGensponsored defined benefit pension plans and

postretirement benefit plans are the same as thouse for the Exelon-sponsored plans as presented
above,

The following tables provide a rollforward of the changaes in the benefit obligations and plan assels
for the most recent two years for the AmerGen-sponsored plans:

‘ Other Postretiremant
Penslon Benefits Benefits

: 2006 2005 - 2006 2005
Change in benefit obligation: . o :
Net benefit obligation at beginningofyear .. ............... $107 % 90 $ 82 $94
ServiceCcost ..... ... ... 12 10 9 8
Interestcost .. ... .. ... ... ... 7 5 5 4
Planamendments ...........ccoiiiiiiiiiieenrenreanes — 5 — (1
Actuarial (Qain) ... .. ... .. e (1) (1) 4 (6)
Gross henefitspaid ................ ... .. ... .. ... ... (4) (2) C— (1)
Net benefit obligation atendofyear . .. ...... .. ... .. .. .. $121 $107 $ B2 $ 82
Change in plan assets: ‘
Fair value of plan assets af beginning ofyear ........... ... $70 $ 53 — $—
Actualreturnonplanassets ............... e 7 3 - —
Employer contributions ................... e M 16 — 1
Grosshenefitspaid ............. ... i 4) 2y - (1)
Fair value of plan assels atendofyear ................... $ 84 $ 70 $—
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At December 31, 2005, Generation's balance sheet Included a liability of $14 million and $99
million related to the pension obligation and other postretirement benefit obligation, respectively. The
follawing table provides a reconciliation of benefit obligations, plan assets and funded status of the
plans as of December 31, 2005 for the AmerGen-sponsored plans (In accordance with SFAS No. 158,
Generation recognized the underfunded status of AmerGen’s defined benefit postretirement plans as a
liability on its balance sheet as of December 31, 2006.):

Other Postretirement
Pension Benefils Benefits

Fair value of plan assets at December 31,2005 ............... $ 70 $—
Net benefit obligations at December 31,2005 .. ............... 107 , 82
Funded siatus (plan assets less pian obligations) .............. (37) 82)
Amounts not recognized , .

Net actuarial loss{gain) .................c.coiiivnnn-. 17 AN

Pricrservicecost(cradity . .............. ... . i iieenss 6 : (15)
Net amount recognized .. .. .. e e e $(14) $(99)

The following table presents the incremental effects of applying SFAS No. 158 as well as the
change to the AML as a result of an annual actuarial valuation associated with the AmerGen defined
benefit pension plans and postretirement benefit plans on Generation’s Consolidated Balance Sheet as
of December 31, 20086:

Before Application of :
SFAS No. 158 Without SFAS No. 158  After :Eplncaﬂon of
- AML Adjustment AML Adjustment  Adjusiments No. 158

Other deferred debits and other

assets @ ... ...... - § 265 $ 6 $ (6) $ 265
Total deferred debits and other

aSSetS .., 7.962 6 (6) 7,962 .
Other current liabilities . . . . . ... 361 — 1 : 362
Total current liabilities .. ... ... 2,913 — 1 2,914
Pension obligations .......... 16 ' 6 - 156 37
Non-pension postretirement

benefit obligations ......... 558 — ‘ (20) 538

Deferred income taxes and
unamortized investment tax

credits . .................. 1,384 —_ (1 1,383
Total deferred credits and other ,

ligbilities ................. 8,736 6 (6) 8,736
Accumulated other ' _

comprehensive loss ... ... .. 414 - (N - 413
Total shareholders’ equity . . . .. 5,481 - 0] 5,480

(a) Represenis the writs-off of the pension intangible assat as reguired by SFAS No. 158.
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The following table provides the components of accumulated other comprehensgive loss that have
hot been recognized as components of periodic benefit cost as of December 31, 2006 for the
Amer(Gen-sponsored plans:

Other Postwl:lrelment
. Pension Benefits Banefits
Prior service cost (credit) . . ... ..ottt e $6 $(13)
Actuarialloss (gain) ............. ... .l - 15 {6)
Total ............. e e e it $21 $(19)

As of December 31, 2006, $1 million of the prior service cost related to pension benefits will be
amortized as components of periodic bansfit cost in 2007. As of Dacember 31, 2006, $2 million of the
prior service credit related to other postretirement benefits will be amortized as components of penodlc
benefit cost in 2007

The ABO for the AmerGen-sponsored defined benefit pension plans was $105 million and $95
million at December 31, 2006 and 2005, respectively. On an ABO basis, the plan was funded at 80% at
December 31, 2006 compared 0 74% at December 31, 2005. On a PBO basis, the plans were funded
at 69% at Dacember 31, 2006 compared to 65% at December 31, 2005.

The following table provides the components of the net peribdic beneﬁtz costs for the years ended
December 31, 2006, 2005 and 2004 for the AmerGen-sponsored plans. A portion of the net periodic
banefit cost is capitalized within the Consoclidated Balance Sheets.

Other Postretiremenf

ﬁonsion Benefits Beanefits
2006 2005 2004 2006 2008 2004
Servicecost .. ... .. S $11 $10 $10 $ 9 $ 8 § 6
Interestcost .. ... .. ... e 8 5 5 5 - 4 5
Expectedreturnonassets ............. ... ... i e ® H 4 — - —
Amortization of prior servicecost .. ........... ... . Ll 1 1 — 2 - (2) -
Net periodicbenefitcost .. ......... ... ... . .. ... ... §E $11 $12 §10 & 11

e

AmerGen’s pension pian weighted average asset allocations at December 31, 2006 and 2005 and
target allocation at December 31, 2006 were as follows:

‘ Parcentage of Plan Assets

Target Allocation at December 31,
Asset Category at December 31, 2006 2006 2_005
CEQUItY SECUNEIBS .. ..ot e e 65% 89% 67%
Debt securities .................... e 35 31 I & |
Realestate ........... ... ... ... ... ... ... ..., — = -
Total ... ... ... Ll PR 100% 100% - 100%
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Assumed health care cost trend rales have a significant effect on the costs reported for the health
care plan. A one percentage point change in assumed health care cost frend rates would have the
following effects:

Effect of a cne percentage point increase in assumed health care cost trend

on total service and interest cost components ... .. et e iiiriieaeees §03

an postretirement banefit obligation . ............... [ PRI ¥4
Effect of a one percentage point decrease in assumed health care cost trend ‘ e

on total service and interest costcomponents ......... .o i i (2)

on postretirement benefitobligation . .. ......... . ... o {14)

Estimated future benefit payments to participants in the AmerGen-sponsored pension pian and
postretirement benefit plan as of December 31, 2006 were: . ‘

Other Postetirement
Penslon Benefits Benefils i)
L $4 $1
2008 e e 5 1
2000 . e 5 2
2010 e e 6 2
4 6 3
20M2through 2016 .. ... ... . ... 48 29
Total estimated future benefits payments through 2016 ......... - "§74 $38

(@) Estimated fulure benefit pavments do notreflect an anticipated Federad subsidy pi'owded thrbugh the Prescrption Drug Act.
The Federal subsidies to be received by the sponsor are not material, with total subsidies to be received through 2016 hemg
under $1 million.

Generation expects to contribute $24 milliony to the AmerGen benefit plans in 2007.

401(k) Savings Plan (Exelon, Generation, ComEd and PECO)

Exelon, Generation, ComEd and PECO participate in a 401(k) savings plan sponsored by Exelon.
The plan aliows employees to contribute a portion of their pre-tax income in accordance with specified
guidelines. Exelon, Generation, ComEd and PECQO match a percentage of the employae contribution
up to certain imits. The cost of matching contributions to the savings plan totaled the following:

For the Years Ended ° Exelon Generation ComEd PECO
2006 ............... N $60 $30 $17  $6
2006 ... e e eeesaas e e - 58 28 17 ]
2004 ..., e e e 57 - 27 16 B

15. Preferred Securities (Exelon, ComEd and PECQO)

At December 31, 2006 and 2005, Exelon was authorized to issue up to 100,000, 000 shares of
preferred stock, none of which was outstanding. :
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Preferred and Preference Stock of Subsidiaries

At December 31, 2006 and 2005, ComEd prior preferred stock and ComEd cumulative preference
stock consisted of 850,000 shares and 6,810,451 shares authorized, respactively, none of which was
autstanding.

‘At December 31, 2006 and 2005, cumulative preferred stock of PECQ, no par value, consisted of
15,000,000 shares authorized and the outstanding amounts set forth below. Shares of preferred stock
have full voting rights, including the right to cumuiate votes in the election of directors.

: - ' December 31,
Redemption 2006 2005 2008 2005
Price Shares Outsfanding  Doflar Amount
Series (without mandatory rademptlon) :
$488(SeresD) . ... it i $104.00 150,000 150,000 %15 $15
$440(SeriesC) ... t12.50 274,720 274,720 27 27
$430(SeriesB) ...l 102.00 150,000 150,000 15 15
$3.80 (Series A) ............... b e s 106.00 300,000 300,000 30 30
Totalpreferred stock . ................ ..ot 874,720 B74,720 @ ﬁ

@ Redeemable, at the option of PECO, al the indicated dollar amounis per share, plus accrued dividends.

16. Common Stock (Exelon, ComEd and PECO)

At December 31, 2006 and 2005, Exelon's common stock without par value consisted of
2,000,000,000 shares authorized and 669,863,391 and 666,369,787 shares outstanding, respectivaly.
At December 31, 2006 and 2005, ComEd's common stock with a $12.50 par value consisted of
250,000,000 shares authorized and 127,018,519 shares outstanding. At December 31, 2006 and 2005,
PECO’s common stock without par value consisted of 500,000,000 shares authorized and 170,478,507
shares outstanding.

At December 31, 2006 and 2005, ComEd had 75,486 and 75,720 warrants, respectively,
outstanding to purchase ComEd common stock. The warrants entitle the holders to convert such
warrants into common stock of ComEd at a conversion rate of one share of common stock for three
warrants. At December 31, 2006 and 2005, 25,162 and 25,240, respectwely. shares of comman stock
were reserved for the conversion of warmants.

Stock Split

On January 27, 2004, tha‘Board of Directors of Exelon approved é 2-for-1 stock split of Exelon’s
common stock. The distribution date was May 5, 2004, The share and par-share amounts have been
adjusted for all periods presented to reflect the stock split.

Share Repurchasas

Repurchased shares are held as freasury shares and recorded at cost.
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Share Repurchase Program. In April 2004, Exelon's Board of Directors approvad a discrationary
share repurchase program that allows Exelon to repurchase shares of its common stock on & periodic
basis in the open market. The share repurchase program is intended to mitigate, in part, the dilutive
effect of shares issued under Exelon's employee stock option plan and Exelon's Employes Stock
Purchase Plan (ESPF). The aggregate value of the shares of comman stock rapurchased pursuant o
the program cannot excesed the economic benefit raceived after January 1, 2004 due to stock option
exercises and share purchases pursuani to Exelon’s ESPP. The economic benefit consists of the
direct cash proceeds from purchases of staock and the tax benefits associated with exercises of stock
options. The share repurchase program has no specified limit on the number of shares that may be
repurchased and no specified termination date. Any shares repurchasad are held as treasury shares
unless cancelled or reissued at the discretion of Exelon’s management. As of December 31, 2008,
12 million shares of common stock have been purchased under the share repurchase program for
$615 million. During 2006 and 2005, 3.2 million shares and 6.8 million shares, respactively, of comimon
stock were purchased under the share repurchase program for $188 million and $354 mlllaon
respectively.

Other Share Repurchases. During both 2005 and 2004, Exelon repurchased 0.2 million 3har'e§'df
common stock from a retired executive for $8 million and $7 million, respectively.

Undistributed Losses of Equity Method Investments

Exelon, Generation, ComEd and PECO had undistributed losses of equity. method mvestments of
$391 million, $16 million, $52 million and $51 million, respectively, at December 31, 2006 and $276
million, $7 million, $38 million and $41 million, respectively, at December 31, 2005. See Note 18—
Supplemental Financial Information for further detail on the Registrants’ equity method invesiments.

Stock-Based Compensation Plans

Exelon maintains LTIPs for certain full-time salaried employees. See Note 1—Slgn|fcant
Accounting Policies—SFAS No. 123-R for further information.
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17. Earnings Per Share (Exelon)

Diluted earnings per share ere calculated by dividing net income by the weighted averagé number
of shares of common stock outstanding, including shares to be issued upon exercise of stock options
outstanding .under Exelon's stock option plans considered to be comman stock equivalents. The
following table sets forih the computation of basic and diluted earnings per share and shows the effect
of these stock options on the weighted average number of shares outstanding used in calculating
diluted earnings per share: o

: 2006 2005 2004
Income from continuing operations .............co i i iiiiiinan $1,500 $951 $1,870

Income (loss) from discontinued operations . ....... [P 2 14 (29)
Income before cumulative effect of changes in accounting principles . . ...... 1,592 965 1.841
Cumulative effect of changes in accounting principles . ................... — (42) 23
3 e T4 T $1,692 $923 $1,864
Average common shares outstanding—basic . ..................... e 670 669 661
Assumed exercise of stock-basedawards . ..... ... ..................... , 6 7 8
Average common shares ocutstanding—diluted . ... ... _......... ... 676 676 669

The number of stock-based awards not included in the calculation of'diluted common shares
outstanding duse to their antidilutive effect was 3 million for 2006. There were no stock options excluded
for 2005 and 2004. '

18. Commitments and Contingencies (Exelon, Genaration, ComEd and PECO)
Nuclear Insurance

The Price-Andersen Act limits the liability of nuclear reactor owners for claims that could arise from
a single incident. As of December 31, 2006, the current limit was $10.76 billion and is subject to
change fo account for the effects of inflation and changes in the number of licensed reactors. As
required by the Price-Anderson Act, Generation carries the maximum available amaunt of nuclear
liability insurance (currently $300 million for each operating site) and the remaining $10.46 billion is
provided through mandatory participation in a financial protection pool. Under the Price-Anderson Act,
all nuclear reactor licensees can be assessed a maximum charge per reactor per incident. The
maximum assessment for each nuclear operator per reactor per incident (including a 5% surcharge) is
$100.6 miltion, payable at no more than $15 million per reactor per incident per year. This assessment
is subject to inflation and state premium taxes. In addition, the United States Congress could impose
revenue-raising measures an the nuclear industry to pay claims.

In addition, the U.S. Congress could impose revenug-raising measures on the nuclear industry to
pay claims. The Price-Anderson Act was extended to December 31, 2025 under the Energy Policy Act.

Generation is a member of an industry mutual insurance company, Nuclear Electric Insurance
Limited (NEIL), which provides property damage, decontamination and premature decommissioning
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insurance for each station for losses resulting from damage to its nuclear plants. In.the event of an
accident, insurance proceeds must first be used for reactor stabilization and site decontamination. if
the decision is made to decommission the facility, a portion of the insurance proceeds will be allocated
to a fund, which Generation is required by the NRC tc maintain, to provide. for decommissioning the
facility. Generation is unable to predict the timing of the availability of insurance proceeds fo
Generation and the amount of such proceeds that would be available. Under the terms of the various
insurance agreements, Generation could be assessed up to $173 million for losses incurred at any
plant insured by the insurance companies. .In the event that one or more acts of terrorism cause
accldental property damage within a twelve-manth period from the first accidental properly damage
under ane or more policies for all insured plants, the maximum recovery for all losses by all insureds
will be an aggregate of $3.2 billion plus such additional amounts as the insurer may recover for all such
losses from reinsurance, indemnity and any other source, applicable ta such losses. The $3.2 billion
maximum recovery limit is not applicable, however, in the event of a “certified act of terrorism™ as
defined in the Terrorism Risk insurance Act of 2002, as extended, as a result of government indemnity.
Generally, a “certified act of terrorism” is defined in the Terrorism Risk Insurance Act to be any act,
certifiad by the U.S. government, to be an act of terrorism commltted on behalf of a forelgn parson or
interest.

Addilionally, NEIL provides replacement power cost insurance in the event of a major accidental.
outage at a nuclear station. The premium for this coverage is subject to assessment for adverse loss
experience. Generation's maximum share of any assessment is $46 million per year. Recovery under
this insurance for terrorist acts is subject to the $3.2 billion aggregate limit and secondary to the
property insurance described above. This limit would also not apply in cases of certified acts of
terrorism under the Terrorism Risk Insurance Act, as exiended, as described above.

In addition, Generation participates in the Master Worker Program, which pravides coverage for
worker tort claims filed for bodily injury caused by a nuclear energy accident. This program was
modified, effective January 1, 1998, to provide coverage to all workers whose “nuclear-refated -
employment” began on or after the commencement date of reactor operations. Generation will not be
liable for a retrospective assessment under this new policy; however, in the event losses incurred
under the small number of policies in the old program exceed accumulated reserves, a maximum
retroactive assessment of up to $50 million could apply.

For its insured losses, Exelon is self-insured io the exlent that losses are within the policy
deductible or exceed the amount of insurance maintained. Such losses could have a material adverse
effect on Exelon’s financial condition, results of operations and liquidity.

Energy Commitments

Generation’s wholesale operations include the physical delivery and marketing of power obtained
through its generation capacity, and long-, intermediate- and short-terrn contracts. Generation
maintains a net positive supply of energy and capacity, through ownership of generation assets and
power purchase and lease agreements, to protect it from the potential operational failure of one of its
owned or contracted power generating units. Generation has also contracted for access to additional
generation through bilateral long-term PPAs. These agreements are firm commitments related to
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power generation of specific generaiion plants and/or are dispatchable in nature. Generation enters
into power purchase agreemsnts with the objective of obtaining low-cost energy supply sources :to
meet its physical delivery obligaticns fo its customers., Generation has also purchased firm

transmission rights to ensure that it has reliable transmission capacity to physically move its power

supplies to meet customer delivery needs. The primary intent and businéss objective far the use of its
capital assets and contracts is to provide Generation with physical power supply to enable it to daliver
energy to meet customar needs. Generation primarily uses financial contracts in its wholesale
rarketing activities for hedging purposes. Generation also uses financial oontracts to manage the risk
surroundlng tradlng for profit activities,

Generatlon has en‘lemd into bilateral long-term contractual obhgatlons for sales of energy to foad-
serving enfities, including electric ulilities, municipalities, electric cooperatives and retail load
aggregators. Generation also enters into contractual obligations to deliver energy to whaolesale market
participants who primarily focus on the resale of energy products for delivery. Generation prowdas
delwery of its energy to these customers through rights for firm transmission.

At December 31, 2006, Generation had fong-term commitments, relating to the purchase from and
sale to unaffiliated ut|I|t|es and others of energy, capaclty and lransmnssnon rlghts as indicated in the
followmg tables:

Net Capacity Powar Only Paweanly Trnnsmlssbn ights

. Purchasoes @} Sales Purchases ‘Purchases It
2007 ... U i, $ 468 $5.401  $1,499 $6
2008 ... e 425 1,900 475 L —_
2000 . e 398 647 194 —
2010 .. e e 417 100 194 —
201 a17 —_— 106 -

- Thereafter...... e v a bt e 2,960 —_ - 249 —_
$ 6

Total ...... ..o $5,085 $8,048 $2,717

(a} Met capacity purchases include tolling agreements that are accounted for as operating leases. Amounts prasented in the
commitments represent Generation's expecled payments under these arrangements at December 31, 2006, Expected
paymenits include cerain capacity charges which are contingent on plant avaitahility.

(b) Transmission rights purchases include estimated commitments in 2007 for additional fransmission rights that will be requlred
to fulfill firm sales contracts.

Starting in 2007, as a result of the firsi reverse-auctidn competitive bidding process, ComEd will
procure substantially all of its supply under supplier forward contracts with various suppliers. See
Note 4—Regulatory issues for further information.

PECO has a long-termm PPA with Generation under which PECO obtains substantially all of its
electric supply from Generation through 2010. The price for this electricity is essentially equal to the
energy revenues eamed from customers as specified by PECO’s 1998 settlement of ils restructuring
case mandated by the Competition Act. Subsequent io 2010, PECO expects to procure all of its supply
from market sources; which could inciude Generation.
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